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A. Purpose of this Study: ' ~ 
i 
\ 

This subject was selected';under the assumption that much of 

the resources and effort put into United States and programs over the 

next five - ten years will" be focussed on the Alliance for Progress 

or its successor(s) for Latin Am~rica. 

Out current policy with regard to the financing of imports with 

aid funds is to tie them to the fullest extent possible (80 percent) 

to purchases of American-made goods. 1 It is assumed that this policy 
••••• 

will be in effect at least as long as the United States is in balanca •• • 
••••• • • • of payments difficulties and probably beyond that time. One objecti~e • 

of this paper, then, is to examine the techniques and procedures 
••• • • • • 

••••• • • established for tying commodity procurement to U.S. sources of suPP.u. 

and how these have worked in practice in certain key countries in 

Latin America. United States shipments to that area (see Annex A), 

long one of our principal regional markets have been falling off, 

• • ••• • 
• • • •• • • 
• • • • • • • 
••••• 
••••• • • • and our share of that market decreasing as German, British, Japanes~ •••• 

and other competitors have been recapturing their prewar position 

there. The study seeks to determine whether our aid has been tied 

••••• • • • • • 
••••• • • • •• 

in such a way as ~o maximize the benefits which can accure to the U.S. 

balance of payments, and to our longer-term trade prospects in Latin 

America. 

A basic assumption in this connection, which is explored in the 

course of this paper, is that these'benefits can be achieved without 
, '. . 'our programs of economic assistanc! 

detracting from the primary objectives of/tied aid and economic de-

velopment need not be incompatible. Moreover, a system of tying 

••• • • • •• •• • • ••• 
"' ......... a ... ,.,i .. ... . ;-'~ 
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• • • 

can greatly strengthen support for continuing large U.S. ex-

penditures for foreign- aid. Such a system will, of course, con­

tribute in larger measure to the ~provement of the U.S. balance 

of payments, and thereby lessen pressure to cut back on U.S. spend-

ing abroad, including expenditure on programs of economic and military 

assistance. It will also encourage greater support by the U.S. 

business community of our aid programs. Such support will be all 

the greater to the extent it can be shown that. these and dollars not 

only result-in an immediate increase in U.S. exports to the recipient 

country, but also help to build markets for our goods there in the 

future. 

The longer-run market building potential of aid-financed exports 

merits special consideration, and perhaps greater attention than has 

been paid to this aspect of tied aid until now. It is generally 

••••• • • ••• 
••••• • • • • • 
• •• • • • • 

••••• • • ..... 
• • •••• 

• • • •• • • 
• • 

recognized that when capital goods are financed under economic assistan<!~' : 
••••• 

programs, such exports tend to generate a continuing demand and prefer- ••••• 
• • 

ence for American-made spare parts, components, and related equipment. 

However, tied aid can also contribute to the strengthening of trade 

channels, contacts, and other facets of the local distribution sy~tem 

handling the ~port of American products in the recipient country. 

This is because much of the imports financed in this manner are 

brought in through normal commercial channels. The added business 

made possible in this manner could provide a much needed spur to local 

traders and their American suppliers to become more competitive. It 
. 

could well enable ~porters, agents, and distributors of American 

11 
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merchandise to assume the additional overhead involved in employing 

more salesmen, carrying more shelf inventory, doing more advertising;. 

offering better discounts and credit terms, printing technical man~ 

uals, and other literature in Spanish, and a myraid of other pro-

motion devices. The increased volume of. business made possible 

by an effective system of tied aid could likewise have a very 

salutary effect on the American suppliers concerned. These suppliers', 

might thereby be stimulated to reappraise their market ill the aid 

recipient countries and their prospects there., They might be moved 

by this added business, and the prospect of more, for example, to re-

place their agents and distributors with more effective and agressive' 

ones, to give better discounts and credit terms, to furnish more 

advertising literature and technical assistance, and even to redesign 

their product to conform more closely with local needs and demands. 

It was the later aspect which particularly drew me to this sub-

,ject. Several agencies of the' U.S. Government, the Department of 

Commerce in the forefront, are engaged. in promoting U.S. exports 

abroad. In prime markets, in the rich industrialized countries of 

Western Europe, Japan and the more developed countries of the British 

Commonwealth, there are a large variety of techniques. and devices 

which might be used for promoting U.S. exports. Many, if not most, 

of these aids are not adaptable or appropriate for the less-developed 

countries. Yet, the U.S. has a la~ge trade stake, potential if not 

actual in these areas. The opportunities presented by tied. aid, for 

promoting commercial ties and trade prospects in these countries; 

in the context described -above, therefore'appear very attractive • 

•• ••• • • • • • • • • • •• • •• • • • • • •• ••• • ••• 
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demand for u.s. products, but help to assure that demand for the future 

as well. 

B. gocus on Colombia and Chile: 

"Tied Aid and U.S. Trade Under the Alianza" is perhaps too ambitious 

a title for the scope of this paper, since the research was done and the 

findings mainly relate to only two of the Latin American countries. 

However, Colombia and Chile (See Annex B), with the giants Brazil 

and Argentina sidelined until they get their house in better order, 

happen to be the largest recipients of U.S. economic assistance in 

that region. They also happen (See Annex C) to be among our principal 

customers in Latin America, and take a large portion of their imports 

from the Uniteq States. This proportion, as will be noted from Annex 

A, has been declining over the past few years. Another important 

consideration in focussing on these two countries was the form that 

our economic assistance to them takes. It consists mainly of program, 

or non-project, loans. The importance of this factor is explained 

later in this paper. Suffice for now to point out that the majority 

" 

••••• • • •• • 
••••• • • • • • 
••• • • • • 

••••• • • 
•••• • • ••• •• 
• • • • • • • 
• • ... . 
• • 

••••• 
••••• • • • 
••••• 
••••• • • • • • 
••••• of the imports financed under these programs (approximately 70-75 percent) •••• • 

are made through normal commercial channels; through that part of the 

distribution system in those countries which handles American goods. 

This kind of tied aid is therefore of considerable significance to 

trade development, both in the short and longer run. 

I therefore did much of my research on this paper in these 

countrie~travelling to Bogota and Santiago for this purpose. I 
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discussed tLesc ~=tters with the staff of both 3ides of the mission, 

AID and the Commercial and Economic Sectors of Embassies Bogota 

and Santiago. I also had an opportunity to discuss them on a 

mUch more limited basis with local businessmen and bankers in these 

cities. Appropriate officers'in AID, Washington, State, and Commerce 

also gave me much valuable assistance. 
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X.:. 1:il!lll[~n·.l and Conciusions 

1. It becomes quickly apparent from a study of the subject that 

our economic assistance for non-project aid has not been tied to the 

procurement of u.s. goods in such a ,manner as to yield the maximum 

benefit to the U.S. balance of payments and to American trade; at 

least not in Colombia and Chile. Statistical evidence is me.!lger, but. 

this conclusion can be reached from a review of the procedures adopted 

for carrying out the official policy regarding tied aid. These pro-' 

cedures apparently meet the letter of the law, in that they result 

in the identification of the required proportion of the imports 

of the recipient country as having been financed by aid funds. How-

ever, this "attribution" process does not necessarily result in 

"additionality'; in the increase of imports from the United States over 

and above what the aid recipient countries might have purchased from 

the United States in an amount equal to at least 80 percent of the 

u.S. funds made available for this purpose, as was intended by the 

Congress in dictating the policy of tied aid for U.S. economic 

assistance programs. 

2. Moreover, in an effort to facilitate this identification or 

attribution process; there has been instituted what has proven to 

be an especially awkward, aud onerous system of documentation which 

applies to all ~ports from the United State. into these two Latin 

American countries, whether aid financed or not. This regime haa 
- . 

complicated our trading with Colombia and Chile and bas caused much 

frustration and irritation for both the American supplier and his -. 

customer. It has therefcre led to some diversion of trade to non- U.S. .-_. """"" ........ -----
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sources of s~??ly tc Qv~id cc~ryli2nce with these ~~quire=e~ts. This 

documentation procedure has also contributed to delays in payment 

to the U.S. exporter. Tied aid, as presently administered for non-

project aid in these countries, can therefore be said to also have 

had, to some extent,a negative effect on U.S. exports. 

3. It is no great discovery to find out that present tied aid 

procedures in these Latin American countries are considerably less 

than satisfactory. vlhile a wide· range of opinions as to ,.;hat can 

and should be done about this situation exists· among the officials 

closest to this proble:;, the fact remains that both in T,.lashington 

and in the field there is awareness and concern over these short-

comings.This awareness is not always accompanied by a sense of urgency 

of the need to take remedial measures. Mounting criticism of current 

practices by the U.S. business corr~unity and by the Congress may change 

this attitude. However, the fact remains that while it is easy, if 

one is so inclined, to become quite indignant about the ',Jay tied aid 

has, i.e., has not, worked in these countries, it is far more difficult 

to come up with some more satisfactory alternative method of tying 

the dollars made available through special letters of credit for 

program assistance loans. 

4. Yet, there do not appear to be any overwhelming reasons why an 

attempt should not be made in the near future to replace the present 

regime. There are, of course, political problems of the moment 

which may argue for some delay in instituting such changes. However, 

the balance of advantage to overall U.S. foreign policy clearly appears 

to be in favor of such a move. That is, the system of tying aid can 

be improved so as to yield the maximum benefits for the balance of 

vii 
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• • • 

. 
p.yments and the long;;::r-t.e;r,"1 trade prospects of the U.S. in the 

Latin American region ... rithout hampering the basic objective of 

economic development, and it can be changed in such a way that need 

not worsen our relations with. the recipient country, or of any other 

of its tr·ading partners. 

S. The problems of technique, of how to change and to administer 

an alternative system, are formidable. They are greatly complicated 

by such United States-made obstacles as the SO-SO shipping and marine 

insurance requirements. A uniform regime for all countries may not 

be possible. Nor does it appear that anyone system Hocld be an 

ideal one; any alternative may very well bring with it ne .... ; problems. 

It is not an objective of this study to perfect an ideal solutiori. 

But it is not merely taking the cO .... lard's Hay out to say that it is 

not beyond the ingenuity and y~ow-how of American bureaucracy to 

produce a more satisfactoI"".r solution for this problem·. The advan-

tages and disadvantages of some different ways of doing this job· 

are discussed, along ,·Ii th the mechanics of these schemes, in the 

body of this study. 

6. In any case, there does appear to be a genuine need for more 

prior consultation and careful review of the procedures and regula-

tions governing the administration of tied and, by all agencies of 

the government which are char ged 'in. th promoting and facilitating 

international trade and have close contacts with those sections of 

business and banking community involved in such trade. Changes in 

such procedures and regulations should, in fact, be made as infre-

quently as possible in order to avoid the confusion which provides 

an excuse for further delays in payment to U.S. suppliers. 
viii 
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A. The Program Loan - What it is and Why it is Used in Colombia and 
Chile. 

There are official definitions of program assistance like the one 

in this footnote. 2 Program loans are one form of such assistance. 

Their major characteristic is that they are not tied to some specific 

project(s). They generally are intended to serve two purposes. One 

is to provide support for the recipient country's balance of payments; 

to supply dollars which may be used to finance imports of a wide 

range of commodities in excess of that country's foreign exchange 

resources. The other is to provide the local currency (which may 

result from the sale of such dollar exchange by the central bank 

to importers through the commercial banks) needed to meet project 

or program local costs which AID has agreed to finance with dollars. 

Colombia and Chile are showcases for this type of financing. 

There are a number of reasons why program loans happened to be 

the chosen instrument of economic assistance in those two countries: 

a) Program loans were considered to be the fastest and most 

direct way of furnishing these countries with support for their balance 

of payments, and local currency financing for certain .of their develop-

ment efforts. 

b) This type of loan also was considered desira~le because, apart 

from the time required to set up sp~cific projects, it also takes a 

substantial amount of sophisticated planning and special technical 

resources to carry through such projects on the same scale as the 

program loan. • 

-1-
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Colombia, is believed desirable because it helps encourage a strong 

and flourishing private sector in the economy. 

d) For some countries, like Chile, program loans have proven 

useful as leverage for applying pressure to adopt better economic 

policies. 

e) Program loans have also encou~aged suppliers credits from 

other countries. 

Program loans have constituted by far the largest portion of 

U.S. economic assistance to Chile. For fiscal year 1963, $60 mi~lion 

of total aid of $93.5 million committed by AID for Colombia was in the 

four of non-project program assistance loans. As shown in Annex B, 

program assistance loans made ~p $35 million of fiscal 1963 AID 

cOr:1Initments to Chile totally $41. 3 million. During the current fiscal 

year $15 million and $40 million more of program assistance loans have 

thus far been committed to Colombia and Chile respectively by AID. 

Program assistance (non-project) loans are not restricted to these 

two countries. They have also been authorized for general imports 

into the following other aid recipient countries over the period 

•••• .!' .. . 
••• 
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1958-1963: Greece ($10 million);India ($440 million); Israel ($71.2 million); 

Pakistan ($142.5 million); Turkey ($35 million); Argentina ($24.6 million); 

Brazil ($74.5 million); Taiwan ($35 million); Tunisia ($25 million). 

The dimensions of the problem under discussion may therefore be much 

greater and widespread than indicated by the findings applying to 

Colombia and Chile alone. 

Though not precisely in the same category as a program loan, one 

much like it in purpose and in the way it was administered was made to 
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Chile in the amount of $100 million in August 1961 for earthquake 

reconstruction and rehabilitation. The results of this loan and the 

accompanying $20 million grant were subject to audit by the U.S. 

Government Accounting Office in 1963. Their critical report is 

cited later on in thispape~. 

B. How procurement has been tied to·U.S. sources of supply under 

program assistance loans to Colombia and Chile. 

As noted in the preface to this paper, if procurement of AID-

financed commodity imports is to be limited to U.S. sources of supply, ••••• 
• • ••• 

it is because the Congress and also a number of branches of the Execut~8 •• • • • • • 
desire this be done to alleviate the drain on the U.S. balance of 

payments. A detailed legal analysis of the statutory and policy 

requirements entailed is set forth in AID Policy Determination No. 22, 

••• • • • • 
••••• • • 
•••• • • •••• 
• • 

"AID Financing of Commercia'l Commodity Imports - Local Cost Financing, ; ..••• : 
• • • •• issued On July 30, 1963. One such policy requirement relates' to "source" • 

and states that, 

"all commodity financing on a loan basis and all commodity 
financing on a grant basis for the purpose of generating 
local currencies to meet local project and other program 
requirements (case 2)3 shallbe limited to commodities of 
United States source." 

1. The Special Letter of Credit: 

There are four basic methods of financing such co~odity imports 

used by AID.4 The one developed over a period of time for use in 

connection with the economic assistance program loans made to Colombia 

and Chile, among other countries, is the "Special Letter of Credit" 

(hereafter referred to as SLC) designed to meet the requirements of 

-3-
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of both: a) SGF?lj~~~ ~h~ co~~tryls forEig~ exchange ncecs through 

the financing of commercial imports, and b) providing dollar ex-

change for the explicit purpose of generating local ,currencies to 

meet local project and other program requirements. 

The difference between the SL'C and other methods of AID 

financing is primarily in the timing of local currency availability 

for AID use. Under the letter of commitment (and di.rect reimburse-

ment) methods of financing, the aid-recipient countries usually 

cannot make their local currencies available until AID has financed 

the importation of commodities and related services. Under the 

SLC method of financing, which is used only for U.s. procurement, 

the recipient country is normally able to make its local currency 

immediately available for the project or program in equivalent 

amount upon the issuance of the SLC. As local currency is needed 

to meet project or program local costs which AID has agreed to 

finance with dollars, the government of the recipient country , 

submits an application to the Mission for the opening of an SLC 

in favor of a specified beneficiary (usually the central bank) by 

a U.S. bank designated in the application. After appropriate review, 

AID, Washington, requests' the U.S. bank to make this dollar asset 

available to the central bank in the form of an irrevocable, 

divisable, and assignable letter of credit. The SLC, when issued,' 

then becomes the basis for the advance deposit by the central bank 

of the local currency counterpart required. The recipient country 

normally uses the SLC as dollar foreign exc~ange which can be 

allocated or sold by the central bank or monetary authority 'in 

the form of subsidiary 7.etters of credit to the commercial banks in 
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ir: c:{c~an~e for loc21 currency. T:;\~ co:::.::;ercial banKs, in turn, sell 

this dollar exchange for local currency to importers. The U.S. 

bank makes payments under the SLC upon presentation of documentation 

showing exports from the U.S. to the recipient country which are 

eligible under terms of the SLC. The U.S. bank passes the 

documentation on to AID and is, in turn, reimbursed. 

How then is aid tied under this SLC procedure? It turns out 

that this method of financing contains the seed of the problem. Since 

there normally is a considerable time lag betw~en procurement 

and payment (a mandatory one of at least 120 days in Chile, for ex-

ample), the importers use the foreign exchange they obtain as a 

result of the SLC to pay for goods which may have been procured 

as much as nine months before. Horeover, the importers involved 

generally have no way of knowing at the time of their purchase of 

American goods that AID funds will provide the dollar e:xchange re­

quired for this purpose.
5 

Under these circumstances, the SLC 

method of financing becomes retrospective financing rather than 

forward or prospective financing as in the ca~e of many other aid 

recipient countries. In othe~ words, given the nature of the con-

troIs on imports, and on exchange transactions in these two countries, 

and the way· in which international business is usually carried on 

there, the SLC procedure makes it necessary to tie aid through a 

process of attribution (rather than prior authorization) in which 

the central bank authorities have to finally select or identify 

a portion of imports into their recipient country from the U.S. 

equivalent to the value of their program assistance loan. 
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2. Requirements for Financing Under Special Letters of Credit: 

Mention was made above of the requirement that documentation 

showing exports from the U.S. be presented to the U.S. bank 

issuing the SLC in o~der that payment be made by them~ Such 

docu~entation is required to prove that the following alternative 

commodity finance procedure requirements have been met to qualify 

. the export for AID financing under SLC's: 

•• ••• • • • • " a a "" • • • ~ • ... ••• • 

a) Statutory Rec~irements- these incl~de: 

i) Car,?-o preference rule -the "50-50 shipping" re­
quirement that when available at fair and reasonable 
rates, at least one-half of the gross tonnage of 
all SLC - financed CODIT!odity ic_?orts (coDputed 
separately for dry-bulk carriers, dry,cargo liners, 
and tankers) transported by sea be carried on privately­
o';o."'ned A:::erican - fla:; vessels. 

ii) S~atut0rv orice standards - provides for a reason­
able price, meaning one no higher than the market 
price in the U.S. prevailing at the time of pur­
chase. adjusted, of course, for differences in the 
cost of transportation to destination, quality, and 
terms of payment; also no higher than price charged 
by the supplier in a comparable export sale. 

iii). M::;.rine ins'..!rance reouirement - SLe's may be used 
to finance dollar premium insurance, at rates competitively 
arrived at, on commodities shipped under the aid pro· 
gram. But they must be used to finance equivalent, 
additional dollar premium insurance where "the recipient 
country forces importers of AID-financed goods to 
discriminate against marine risk insurance issued 
by any marine insurance company authoriz2d to do 
business in any state of the U.S.A. 

b) AID Policy Requirements: 

i) Source requirement- Only commodities which are 
shipped froo the United States may be financed under 
SLe's. 

-6-
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hereto may be financed by Special Letters of Credit (see 
Annex E). 

iii) Cuba shipping rule - no commodities may be financed 
under SLCB if shipped to importers in the recipient 
country by any ocean vessel which AID has designated 
as ineligible because it has been engaged in trans­
porting to Cuba goods embargoed for this purpose by 
the U.S. 

c) AID Administrative Reauirements 

i) Administrative price standard - ~ee a) ii above) 

ii) Payment to invorters rule - imroice price financed ~ 
AID shall be net of anv disco'J:-,ts giv,t2:.l. or payments 
made bv the supolier to the i=~J~ter, ~ncludin& 
kickbctcks, agents I cO~7.issior:s, or special allowance~. 
(The reason for. underlining the foregoing ~-lill become 
apparent later on under the discussion of liThe Suppliers 
Certificate fl

) 

iii) Origin requirement - only co~~odities which are 
mined, ~rm-ln). or produced through manufactured, 
proce$sing or assembly in the U.S. arc eligible for 
AID finahcing. 

iv) Freight pavment rule - freight paid by AID on U.S. 
flag vessels on~y (Ocea~ and aid freight may be 
financed only when supplied by U.S. flag carriers).' 

Other requirenents under the alternative co~~odity financing 

procedure which governs payments against SLCs cover bank charges 

involved in their issuance (which can be financed from any unused 

balance under the SLC); and eligibility dates for payment, these 

requirements do not include, however, provision for small business 

notification (of opportunity to sell for export the goods financed), 

and marking goods (with appropriate AID symbol) as in the standard 

method of commodity financing which presumes authorization prior 

to import. Without a prior procurement authorization system, AID . 
and the supplier have no opportunity to comply with these last two 

requirements. 
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the above applicable U.S. laws and regulations, all transactions 

financed by SLCs must be documented to AID by the following 

customary documents. in international trade: 

Supplier's invoice - indicating payment to supplier 
or his agent:. 

Bill of Lading - evidencing delivery to recipient country 
certificate of U.S. source-origin 

and, in addition to the above, a Supplier's Certificate. Submission 

of the supplier's certificate along with commercial documents 

covering a sufficient volume of eligible import transactions per-

mits the establishment of the alternative co~~odity financing 

procedure used in Colombia and Chile. The Supplier's Certificate 

makes possible verification of the following requirements listed 

above. Namely, that: 

a) The supplier is the producer, manufacturer, processor, 
or exporter of, or a regular dealer in, the co~~odity 
and has not eQployed any person to obtain said contract 
under any agreement for a commission, percentage, or 
contingent fee. except to the extent, if any, of the 
payment of co~~ission to a bona fide established commercial 
or selling agent eQployed by the supplier. 

b) The suppier has not given or received and will not 
give or receive by way of side payment, "kickbacks," 
or otherwise, any benefit in connection with said 
contract, except as is disclosed on the cer~ificate 
or an adjustment refund or credits as 1s the custom 
of the trade. 

c) If the supplier is the producer, manufacturer, or 
processor of a commodity, the contract is not a cost 
plus-a-percentage-of-cost contract. 

d) The purchase price, to the best of 'the supplier's 
information and belief does not exceed the export-market 
price in the source country prevailing at the time of 
purchase.-

-8-
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r!O~ exceed 
the pr ic(: c ·Ll~:~;...::.1 "by [rle suppi iE:r iL a cOln.paC\l,) le sale 
of the same or similar commodity; also that the supplier 
has allowed all discounts, including discounts for 
quantity purchase and prompt payment automatically 
allowed his other customers similarly situated. 

The discussion preceding has dwelt at some length, perhaps too 

long, on procedural requirements involved in the kind of AID 

financing which is carried on in Colombia and Chile. But it should 

serve to show how and why the statutory, policy, and administrative 

requirements which have to be met have complicated doing business 

with importers in these two countries, and to'provide the background 

for the use of the Suppliers' Certificate in this trade which has 

. been a. major problem. For the fact remains that the SLC procedure 

requires these governments to request that Suppliers' Certificates 

be supplied, for all import transactions with the U.S. in excess 

of $500 in value. Tiey do this so that their Central Banks will 

be in a position to select from the total Suppliers' Certificates 

submitted a sufficient number which meet all of the statutory, 

policy, and administrative requirements set forth above to cover 

the value of the program assistance loan to which such imports 

are to be attributed under the system of retrospective financing 

in effect. All this means that, regardless of whether an import 

transaction eventually will be attributed or not to AID financing, 

nearly every u.s. supplier of imports into Colombia and Chile must 

furnish his importer with a Suppliers' Certificate containing 

information, attested to by him, which many suppliers and most 

importers are reluctant to disclose. Apart from objections to the 

red tape and additional effort involved, it is not always easy to 

accept the reasons for this reluctance. Many of these requirements 
- ':'9- ~"" 
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vv ..... _ ... ~'L ---. -' .'~.''''--
do not appear unreasonable except in the context of the way business 

?~~t v~ t~e world. take 

the require~ent of disclosing the going price. This becomes 

difficult in some cases where U.S. parent firms, which have probably 

conditioned their investment in these countries on this basis, 

generally bill the~r Colombian and Chilean subsidiaries at a 

higher-than-~~rket price in 'order to get some of their profits out 

in this form. The Suppliers' Certificate doesn't permit this practice. 

There is ah.ays the possibility that this attested-to document 

might be turned over, in the process of attributing imports to the 

program assistance loan, for audit and review by AID-Washington. 

On its face, the requirement that importer's commissions be 

shown on the Suppliers' Certificate seems an even more reasonable 

one, if Kickbacks are to be avoided. However, this has proven to 

be the most objectiona~le feature of the Sup?liers' Certificate from 

the importer's point of view~ again taking account of the particular 

and peculiar way in ,.hich business is carried on in Latin-America. 

Many importers object to this requirement because it forces them 

to disclose to the Central Bank, and therefore to the exchange 

control and tax authorities of their country, information regarding 

their international banking transactions and income which makes it 

more difficult for them to avoid, or evade, their exchange control 
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and tax liabilities. As a matter of fact, the central bank authorities 

in both Colombia and Chile welcomed this opportunity to collect 

. this kind of information, and the Central Bank in Chile now requires 

a s~ilar form to be completed for imports from all sources. 6 
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Whatever the larger issue involved in terms of the right of 

a sovereign state to enforce its tax and exchange control laws, 

and, indeed, the desirability of its doing so from an economic 

~evelopment standpoint, it has turned out that the Suppliers' 

Certificate has made doing business with an American supplier 

more complicated and costly, and, therefore, all other things being 

equal, less desirable, than with other foreign suppliers. It has, 

for this reason, caused some diversion of trade; caused some im-

porters to turn to other sources of supply to avoid this problem. 

It has come to our attention, for example, that some American 

drug firms have been supplying these countries with pharmacutical 

products from their Panamanian subsidiaries. HOW~VCT. since many 

• •••• • • ••• 
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••••• • • 
•••• 

of these products originate in the U.S. and_may mer.:ly be repacke:3ed .: •• ' 

in Panama, relatively little is lost to U.s. exports in the process. 

This loss has been greater where the source of supply has been 

shifted to Western Europe or Japan where similar items are produced. 

Although many importers have learned to live with these requir£ments, 

a number of cases of such trad~ diversion have been noted by our 

commercial attaches in those countries who have received scores of 

complaints about the Suppliers' Certificate. 

C. Tied Aid and Trade - Some Conclusions: 

Empirical data bearing on the effects of tied aid on U.S. 

exports to colombia and Chile,as for other destinations, is hard, 

if not impossible,to come by. Total U.S. shipments to these two 
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0.:". ~ . ..;...- i~e': ~ndrt: pl:vviue a clue as to the impact of tied aid 

on our trade. The U.S. share of the Colombian market has remained 

about the same while the proportion Chile's imports originating 

in the .U.S. has decreased. Some deterioration of our trade position 

there was to be expected as Western European and Japanese suppliers, 

who have reentered the Hemisphere in force, have provided stiff 

competition as they attempt to recapture their prewar markets in 

Latin America. However, this loss, some hold, should have been 

offset to a considerable extent by the substantial amounts of U.S. 

aid-financed exports made possible under' the Alianza and other 

Am ° fO ° 1 ° t 7 er~can ~nanc~a ass~s ance. 

Analysis of trade effects by even broad commodity categories, 

is hampered by the lack of available data on the kinds of goods which 

have been retrospectively financed by SLCs. The pipeline for re-

porting this data is long and this information moves sluggishly 

through it. 8 The following conclusions have therefore had to be 

arrived at by supplementing the meager data available with the 

observations of people involved in these programs - commercial 

and economic officers, AID mission staffs, bankers, and businessmen; 

and, by some case nistories involving particular items. 

1. Tied aid, as presently adilli~isrer~~ in Colo~bia and Chl!e, 

probably yields only a marginal increase in U.S. exports over what 

would have been shipped from this country in the absence of such 

9 
assistance. Tying procurement under aid to U.S. sources of supply 

has not increased our tota\. exports to these. markets. However, 

it may have saved markets for some commodities which would otherwise 
~.~ .. .t~""._~ 
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brought about the purchase of some (probably only a few such) goods 

which would otherwise not have been bought from the U.S. because 

they were not competitive in price. lO 

2. Tied aid, as presently administered in the two countries, for 

the reasons mentioned above, has led to some diversion of trade 

from U.S. to other foreign suppliers. Such diversion, again 

is probably marginal and little except the broadest estimates are 

available as to its extent. However, these marginal negative 

effects detract from whatever marginal gains in exports result 

from tied aid under the present regime. 

3. Another, perhaps more important, diversionary effect of the tied 

aid described above is impossible to measure. However, there is 

little doubt that the red tape, irritation, and frustration 

in meeting the requirements (such as the Suppliers' Certificate) 

involved in nearly all import transactions with Colombia and 

Chile, whether eventually AID-financed or not, has not only dis-

couraged some importers from dealing with U.S. suppliers, but some 

American exporters, as well, from entering or expanding their 

operations in these markets. 

4. Nor are U.S. trade promotion efforts enhanced by the delays in 

payment to American suppliers which the SLC system appears to have 

lengthened. Given the tremendous, shortage of credit at almost 
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every stage of the importing process which prevails in these countries, 

the'AID-financing in effect tends to force the U.S. suppliers to 

give involuntary credit: to wait longer for payment than even the 

customary extended term. l1 
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This long dra'WTl-out process can be, and often is., further delayed 

required by the SLC procedure. It has been reported that whole 

groups of applications for payment have been delayed in transmission 

because one or more of the Suppliers' Certificates, for example, 

among the documents has been improperly completed. The point is 

that all of the parties involved in this procedure, except the 

unfortunate exporter, happen to have a vested interest in this 

delay. 

First there is the importer, who may, however, consider this 

a mixed blessing. He usually would like to prolong his credit in 

this fashion, but does have the additional carrying charges 

(of 9-10 percent) involved in financing his advance or prior import 

deposit. 

For this, and a number of other reasons, the corr®ercial bank 

may not be prepar~d to make dollar exchange available to the importer 

at the prescribed time. Its own credit and resources of foreign 

exchange are likely to be heavily overstrained at any time. 

The Central Bank may welcome, and even abet this d~lay, in 

what, it considers to be the national interest. For one thing, the 

Central Bank 'is thus enabled to stretch out its exchange reserves. 

Then, too, the Central Bank has not been waiting for the importer's 

escudos to finance the local costs of certain budgeted development 

projects. It realizes that these are likely to be late in coming, 

and issues the escudos with the backing of the dollar yield of its 

SLCs immediately as these are turned over to them. The Chilean 

Government therefore has an interest in fostering the delay in pay-
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ments, or at least in not actively intervening to c~peditc payments, 

to American suppliers, ir:. order to extend its dollar reserves over 

a longer period. It can do so because it doesn't have to wait for 

counterpart receipts to finance escudo costs during the waiting 

period. 

Another opportunity for delay is afforded by the procedure 

whereby the documentation is then passed on to the U.S. correspondent 

bank so that payment can be made by them to the supplier. Even 

the correspondent bank, it has been reported, may sometimes delay 

payment in order to make adjustments in its accounts with the Central 

Bank. 

5. Tied aid, of the type under discussion, also frees up at least 

a portion of the exchange earnings of Colombia and Chile for 

purchases from other sources than the United St~tes. This is the 

••••• • • ., . 
••••• • • • • • 
••• • • • • 

••••• • • 
•••• • • .. .. -

problem of fungibility of the dollars supplied by any form of economi~ • 
• •• 

assistance, which is discussed at some length later on. However, 

this becomes an even more serious problem when coupled with dis­
in Colombia. That country 

'crimination, as it has beerVdevised a whole arsenal of devices 

to enable them to direct their importers to other than U.S. 

sources of supply in order to meet Colombian commitments elsewhere. 

These bilateral deals, involving in effect swaps of Colombian coffee 

for manufactures include: 'special arrangements with England, 

France, Italy, Japan and Switzerland to take luxury goods; loans 

by the Coffee Federation to finance imports of mainly manuractures 

which must be from countries with which there are compensation 

agreements; and compensation agreements with Eastern European 

countries. 12 
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This form of tyin7 ~Id ha~ n~oven to he far ~nre effe~tive for the 

couutries involved (although on a much smaller scale) than the one 

used by the United States. 

6. Experience with tied aid in these two countries has demonstrated 

the need for tying as well any part of the counterpart funds 

generated by the dollars p:r~'vided which may be used for financing 

imports to procurement from U.S. sources. This is illustrated by 

what has happened with loans made to private borrowers under 

Colombia1s Private Investment Fund (PIF) which draws its capital 

from such counterpart funds. These loans are usually used to 

supplement the borrm~er I s own resources and other financing avail-

able in order to cerry out industrialzation and other priority 

development projects (including those designed to save or earn 

foreign exch~~ge or b~eak supply bottlenecks) undertaken by the 

private sector. Some Colombian firms have used a part or all of 

their borrowings from the PIF to finance imports from suppliers 

outside of the U.S. Others have reserved their PIF financing 

for local costs utilizing their own resources or other financing 

(including suppliers credits) to pay for imports from non-U.S. 

sources. 13 It has been estimated that about 10% of the PIF's 

outstanding lc~!'a have been used in this fashion. 

It has also been recognized that a somewh~t ghlilar problem' 

exists in Chile. The G~neral Accou~ting Office in its audit report 

cited above, noted on page 5, .. 

• 
• 

"It is incongruous that specific projects finan~ed with 
U.S. assistance should be allowed to be adversely affected 
by failure to require the use of a relatively small 
portion of dollar assistance for those projects. Accord­
ingly, we are recommending to the AID Administrator 
that, in future agreements providing dollar financing 
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Washington, and in the field. Some change is necessary; the problem' 

it is not e2?~ to cn~2 

with a more desirable method of tying procurement for non-project 

aid. These are some of the conditions which determine just how 

suitable any alternative would be, and some general problems 

involved in any alternatives. 

A. Conditions for a Suitable Alternative: 

If the shortcomings of the present regime are to be avoided, 

and new complications not introduced, any alternative should, to the 

fullest extent possible, meet the following criteria or desiderata: 

1. Not hamper the basic objective of the aid program - assistance 
for economic development. These program assistance development 
loans are used to provide the goods and services needed by 
less-developed countries to build the capital base necessary 
for economic progress. 

The worst possible use that could be made of tied aie would be 

to force the recipient country fo take American goods which were 

unsuitable, defective, or shoddy. This is not likely to happen. A 

more sophisticated argument against the practice, however, has to 

do with resource allocation; the use of tied aid to require the 

recipient country to take equipment which may be appropriate for 

developmental projects and well-made, but which is uneconomic because 

it is high cost relative to competing products available from other 

sources of supply. This raises the question of whether initial 

cost, the base price of the equipment alone, determines whether c.. it,,, 

is economic. It is an accepted fact (though perhaps, not a well-

known enough one) that often American capital goods,. even when. 

higher priced, often prove to be less expensive over the long-

run than competitive equipment. This is because U.S.-made machinery 
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Then too, and this is particularly true in Latin America, American 

equipment is generally already supported by an established di.s-

tribution and parts and service organization which not only assures 

adequate maintenance but also training in the use of such equipment. 

Moreover, this organization provides the developing economy with 

various skills and demand, often satisfied from local resources, 

for corallary skills and equipment. All this, and more, must be 

considered in establishing whether u.s. goods are uneconomic. 

The popularity and pent-up demand for American equipment is 

attested to by the current backlog of applications for licenses 

to import such items into Colombia, for example, plus the willing-

ness of the importers involved in both Colombia and Chile to tie 

up scarce financial resources in prior deposits for from 90-120 

days. But, it is true that credit availability has become an 

i.mportant competitive facto:;:' for u.s. suppliers in Latin AIDer.ican 

and other foreign markets. Western European and Japanses producers 

do frequently offer more liberal supplier credits than their American 

counterparts which may seem more attractive to the importers in­

volved. However; it must be remembered that even if the government 

rather than the individual importer is not the beneficiary of such 

credit, few terms, if any, are as liberal as those on which U.S. 

development loans are made available .to the recipient countries. 

Our program assistance loans to Colombia and Chile, for example, 

are for 40 years with 10 year moratorium on repayment, and interest 
• 
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A related question in this connection is whether tied aid 

might not hamper economic development because it would displace 

supplier credits from other countries, thereby limiting the total 

amdunt of development goods which might otherwise be available 

to the recipient country. This makes a rather fine point of 

saying that as long as other countries tie their aid (and quite 

securely) through government-encouraged and government-insured 

supplier credits, the U.S. should give its economic assistance with 

no strings attached so as not to hamper the development of the 

recipient country. One might argue as well that more rigorous aid 

tying on the part of the United States could lead, or force if you 

.tI' ••• 
• • ••• 
••••• • • • • • 
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••••• will, other rich nations to switch from suppliers credits, which are.: 

given ona ·relat~vely shorter-term basis (5 years, usually) to 

the more generous credit terms on which American aid is provided. 

Then too, there is real dou~t whether the goods provided on such 

suppliers credits necessarily contribute to the recipient country's 

development program. This is especially true \Jhen the availability 

of the suppliers credit happens to be, as it is in many cases, the 

major determinant in the importer's decision (or t~e government's 

decision to require him) to purchase the equipment in question. 

Colombia and Chile, by now, are sprinkled with a y .... ide variety of 

equipment acquired in this mann~r. How these will perform or be 
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any integrated d~veloprnent program. They apT)~ar to have be'en 

deals, because they were available. Senior officials in the re-

cipient countries have recognized this problem and expressed some 

concern over these developments. 

It is an axiom of-international trade that the division of 

labor' is such that no one country can produce all items more 

cheaply than any ,other. Quite obviously, this is true of the United 

States as well. But, we are speaking here of capital goods, a 

field in which the U.S. has long held the lead., Even so, there 

must be items of such equipment which can be procured more cheaply 

elsewhere. However, considering all of the factors which enter 

into determining whether one source of supply may be more or less 

economic than another, it can be concluded that the net diseconomies 

involved in tied aid under these circumstances are small indeed, 

and need not interfere with or hamper the basic objectives of the 

aid program, the promotion of trade and of economic development 

thus need not necessarily be incompatible objectives. 14 

2. Not interfere with custonarv trade procedures, connections, 
and banking and commercial relations betveen the U.S. and the 
recipient-country - meaning that any new regime should not 
make the carrying on of business between the two countries 
more difficult or burdensome. The example of the Supplier1s 
Certificate is well in mind in setting dO"Nn this condition. 

The major bug-a-boo here is that the recipient country may 

have to introduce new import controls or intensify existing ones 

in order to more closely direct importers to U.S. sources of 

procurement under tied aid. This would have to apply to all 

imports whether aid-financed or not and therefore complicate im­

porting for all involved. The import control situatton is different 
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in Colomb ia ane:. Chile. Color:,;) ia bl:~ had an irr,port Ii :e:13~"v system 

in effect for some tine. It is the opinio'l of thoSE £a:::n,J.iar 

with this licensing syste~ that no changes are required in current 

procedures or practices to enforce tied aid policies more closely. 

Each Lnport license no~ indicates the source of supply and the 

prospectiveronsignor's name. The Superintendency of Imports keeps 

a running account, by source, of the ~mount of licenses issued. 

Moreover, upon the recorrimendation and urging of the 'ilorld Bank's 

economic advisor in Colombia, the government is introducing a 

detailed import budget which will require a closer watch over the 

kind, if not the source, of imports. Tighter administration of 

the Colombian import licensing system is therefore i.n the cards. 

Thus far, there is no import licensing into Chile. But that 

country uses a number of special devices which have the effect 

of restricting import demand. 15 

Also to be avoided is any change in exchange and import 

controls which would have the effect of further delaying payments 

for imports. The aim should be rather to speed payment to U.S. 

suppliers. 

In any case, any proposal for tying aid-financed imports more 

closely to u.s. sources, merits careful examination on these points. 

There are important matters of principle as well as practical 

reasons ,why the United States should not be put in the position 

of encouraging or sanctioning an intensification of import controls. 

Any alternative sQould rather, to the extent feasible, be constructed 
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cipient country. Such an alternative should not only avoid the 

institution or multiplication of government controls, on imports, 

but should also attempt to channel imports to industry and develop-

ment projects through the regul~r channels of distribution. 

3. Not damaze the foreign relations of the u.s. with the 
recioient country, or other friendly nations; nor be in 
violation of u.s.· cor:-.:::itments to internatior:al organizations. 

Among the desiderata for any alternative method of tying aid 

is that it should conform with the general commercial policy 

objectives of the United States. It would not be in keeping with 

these objectiv'es for .this country to advocate or encourage a form 

of preferential treatment by the recipient country for U.S. exports 

which results in dis~rimination against other suppliers. This 

raises some basic question~ as to whether any form of tied aid 

. . k . . h h 1· 16 lS ln eeplng Wlt sue a po lCY. However, the fact is that tied 

aid is also a policy objective of the United States. Tied aid, in 

various forms, also happens to be the policy of every other country 

furnishing economic assistance to Colombia and Chile, and to other 

countries as well. The United States is therefore not setting an 

undesirable precedent, one which would necessarily make it more 

difficult for this country to continue to fight for the elimination 

of non-tariff barriers for ~he bulk of the world's trade. Nor, under 

these circumstances, would tighter tying of aid lead other supplier 

countries to tak~ retaliatory action against the United States. 
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in. 

"Nevertheless, the Embassy and AID believe that the 
u.s. aid program should be used in a more direct manner 
then it has in the past towards assuring better 
Colombian treatment for u.s. exports." 

It is recogni~ed that our relations with these countries are 

frequently delicate and sensitive ones. There is, for example, 

the threat of passage of the nationalistic marine insurance legis la-

tion pending before the Colombian Parliament, which would further 

complicate exporting to that country. The tenuous nature of the 

exchange control and other concessions granted 'by the government 

to American mining companies in Chile, is also a factor to be 

reckoned with in pressing for changes in the manner in uhich aid 

is tied in that country. However, as Embassy Bogota has shown, 

such considerations need not unduly delay changes, but rather call 

for careful selection and judicious timing of alternative methods 

so as to minimize political problems. 

B. Some General Problems Involved in the Selection and Design of an 
Alternative: 

L Problem of "additionality" - The objective of replacing the 

current system of tying non-project aid 'in Colombia and Chile to 

u.s. sources of supply is to assure that a larger port:ion of the 

aid dollars provided (hopefully, at least the required m.inimum 

of 80 percent) will be used for the procurement of Arne.: ican-made 

goods which would otherwise not hav~ been imported. This raises 

the problem of determining what is "normal" trade, of deciding 

what imports would have been made in the absence of u.s. economic 

assistance; or, stated alfernatively, what imports are being made 

additionally because of aid. 
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any estimate of "normal" trade tends to be an imperfect one. Yet, 

there is room for improvement in the present yield of additional 

imports made possible by our aid programs for Colombia and Chile, 

perhaps more so in the latter country, even though the gain may 

fall short of 100%.17 

There is room for doubt even in those cases where U.S.-aid 

is used to finance the import component of specific projects as 

to whether such imports are additional. Here is a situation where 

particular items of equipment are being procured in the U.S. for 

installation in a hydro-electric plant or steel mill, for exataple. 

Yet, it is by no means certain that so:::e, perhaps ma:ty. S'.lch aid-

financed projects would not have been undertaken otherwise; that 

perhaps over a longer period of time, they would J."4ot have had 

priority on foreign exchange resources available otherwise, as 

inadequate as those might b~, providin3 that the know-how as 

well as the will to carry these projects out was strong enough. 

By the same. token, it must be assumed that the forie gn exchange 

freed up for the recipient country by the provision of such U.S. 

economic assistance, then becomes available to that country to 

be spent elsewhere, as suits their purpose. If the aid dollars 

provided for. pro jects ~re, in this sense', fungib ie, how much more 

so are those allocated for progquD., .non-project assistance, Le., 

for ?=egular.·commercial imports, on which aid has been tied until, 

now. The establishment of a base, of some benchmark of unormal" 
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How, then,i3 this base to be cstablishe~, a~d ~~~inistered? 

1here are two sets of consL~erations which ~U5t be ta~en into 

account. The first has to do with determining what, and/or how much, 

trade, would "normally" take place in the absence of aid. The 

other deals with the practice to be followed in releasing the aid, 
-- · in making the dollar exchange available to the trading community, 

in such a way as not to disturb the normal pattern of trade. Well, 

then, what constitutes normal trade? Is it the 'share of the import 

market that U.S. traders could·expect to capture given the conditions 

of competition that they may have to operate during the coming aid 

or calendar year; or, one related to some traditional or historic 

-
pattern of trade? Does this mean setting as a target so~e absolute 

amount of trade or a specified percentage of total imports? Should 

the base be established for total imports, or a separate target 

dra\yu up for each major category of imports? Other approaches might 

be keyed to commitments or undertakings by the government of the 

recipient country to make licenses and/or exchange available for 

traders wishing to import (or for procurement th~ough government 

agencies) certain lines of merchandise, which were new to the market, 

or else had been exc.luded from the market by quantitative restrictions 

(particularly ones which discriminated against imports from the U.S.) • 

. Once the base has been established, operating ~ith it encompasses, 

among others, the following considerations. How should aid be keyed 

to performance? That is, what safeguards can be employed to 

assure that aid funds will· not. in fact be financing imports which 

would otherwise have been made. Should aid be released to the 

recipient country, for example, only after periodic, mutually 

-27-

•• ••• • • : ... ~!MtV •• ••• • • • • • • • • • • • • -. - •• • • iii e . • • • . • • • • • • • • • • • • • • • • •• ••• • • •• • •• •• • • • ••• •• 

••••• • • ••• 
••••• • • • • • 
••• • • • • 

••••• • • 
•••• • • ..... 
• • · .... • • 
• • • • • • • 
••••• 
••••• • • • 
••••• 
••••• • •• • • 
••••• • • ••• 



iiMiiiiiilIliI'I. 

agreed-upon, td:rget~ :2..ve C::_2n rC2.ched, S:ly en a qu:'C'terly basis? 

Or, should the prov ~3~_c.·n :.:t :l.i..(l in the foll.o;,;L.g year be; ~:lde 

contingent on performance in the current one? Row can this be 

done without disrupting "normal" marketing; without encouraging 

traders to delay their purchases, for example, in anticipation 

of the availability throu~h periodic releases of aid financing for 

certain imports, or cOITL-:lercial banks to withhold financing for the 

same reasons? It may, . in fact, be the Central Bank 0::' the licensing 

authorities who seize the occasion to delay or disrupt trade. And, 

speaking of the government authorities, care must also be exercised, 

where lists of itens to be financed by aid are agreed upon, to see 

that such gains are not made at the expense of others; that the 

more liberal licensing of new products does not bring on an in-

tensification of rEstrictions or discriminatory treatment for 

others. Moreover, what precautions can be taken to see that the 

setting of such performance trade does not freeze trade in patterns 

. which are disadvantageous to U.S. traders over the longer run? 

It is obvious that there are no easy or perfect answers to 

these questions; also, that each country case will have to be 

decided on its own merits. There is also the problem of matching 

techniques on both the base setting and administration side. It 

would appear that the market share concept is the best method 

to use, in most cases, to determine "normal" trade. There also 

appear to be special advantages to making the market share as 

general and broad a target as possible - preferably a percentage 

of total imports into the recipient country. Whatever method is 
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acio!'ted it should p-c"'f"rp.bly be ,rcrked out Hith the> CO~:::llrrence 

of U,.: .... uchorL .. ..:..cS O~:: t.h~~ recipient country. Some cf tne problems 

of not only extrapolating past trade into future targets, but 

also assuring additionality could be resolved during such con-

sultations. In addition, it appears highly desirable to have 

frequent, if not periodic, reviews of performance under this regime. 

Such reviews could be used to avoid freezing the pattern of trade 

as well as to assure additionality. 

It is interesting to note, in conclusion, that the problem of 

establishing orderly marketing patterns so as not to disturb 

normal world trade in the agricultural commodities involved may 

also be a formidable one, but it does not appear to have fazed 

the officials concerned with carrying out our PL 480 programs. 

Perhaps, there are- lessons to be learned from their experience which 

can be applied to the problem before us. 

2. Transitional Problems - These would tend to be most acute 

if there was to be a complete and ~ediate switch from retrospective 
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financing to forward procurement. In that case, it has been estimated, •••• 

in the case of Colombia, that there would be a lag of about nine 

_months before the AID funds allocated would be used; and, that, in 

the process normal credit and trading procedures would be disrupted. 

Transition to such a system could therefore have serious implications 

for the re~ipient country1s balance of payments. This is because 

the dollar e~change to be made available in the current period 

through U.S. assistance is needed to pay bills for goods imported 

many months previous to the allocation of such funds. Under a 

system of forward procurement, or one like it, the disbursement of 

the loan made to the :recipient- country would be delayed until goods 
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ordered after the loa,l is signed have been :.r,:;::ort(:c: into· the re-

cipient councry and aiter ~he normal sU0stautiaL ~u??iiers credit 

had expired and the importer had paid into the Central Bank the 

required local currency for his purchase. Thus a switch to a 

Rystem of forward procurement might cause a delay of as much as 

nine months in the actual disbursement of U.S. aid to the re-

cipient country. This situation, therefore, calls for phasing 

or staggering a shift in the method of .financing. There would 

have to be a period of transition to ease the impact of the change. 

The situation might also require an,addi'tional amount of aid 

during the transition, but this might, strange as it seems, cause 

additional problems for the recipient country in that it v70uld be 

inflationary. In Chile, for example, an increasing amount of program 

loan assistance is directly tied to procurement of capiLal equip-

ment for the public sector. The danger of inflation arises from 

the fact that there is a continuing need for local currency to 

finance these projects but a large proportion of the annual capital 

budget has no long term assured revenue source. The Government 

therefore may need to create the local currency required, and 

this addition to the money supply adds fuel to the existing 1n-

flation. The circumstances may differ somewhat, but a comparable 

situation exists in Colombia. The resulting inflationary Lmpact 

will place additional pressure on these governments to take 

highly desirable but politically very difficult anti-inflationary 

measures. 

It is generally believed, however, that these problems can be 

overcome through careful phasing and some increases in aid. 
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3. A-n~1c~r--~~n r~S~?~'0~ 

Some complications, which make for problems, have to be built 

into any alternative procedure for tying procurement to U.S. 

sources under non-project aid because of statutory requirements 

concerning cargo preference and marine insurance. 

P.L. 664 (83rd Congress) amended Section 901 (b) of the 

Nerchant Marine Act of 1936 to require at least 50 percent U.S. 

flag ocean shipping for all u.s. Government-financed cargo. This 

law requires the appropriate agency to take such steps as may be 

necessary to assure that at least 50 percent of the gross tonnage 

of such equipment, materials, or commodities (computed separately 

for dry bulk carriers, dry cargo liners, and tankers) which may 

be transported on ocean vessels shall be transported on privately 

owned U.S.-flag commercial vessels, to the extent St!ch vessels are 

available at fair and reasonab le rates for U.S. -flag co[nmercial 

vessels of U.S. -flag commercia.l vessels in such cargoes by geographic 

areas. 

It is, from many points of view, highly desirable to require 

Aid-type documentation for only aid-financed goods, as would cer-

tainly be the case for forward procurement and most alternative 

methods which call for specifying the shipping agent in advance. 

Such is not the case with the present regime of attributing aid 

financing to past shipments. Thi~ system has the somewhat per-

verse virtue of providing the authorities in Colombia and Chile 

with the whole range of Lmports into those countries from the United 

States from which to cho~se the required gross tonnage, by category 
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as specified ac.OV2, instca.c oE r",c;tricting tht.::n. to a mOTe limited 

amount. Since imports fro~ tll~ U.S., for exaffiple, comprise such 

a relatively large amount of Colombian imports, this gives the 

Colombian authorities considerable leeway to meet this requirement. 

They would be reluctant to agree that their government be put in 

a position where they would have to advise any importer that he 

had to use U.S. bottoms to meet the cargo preference requirement. 

Nor, they claim, would they be in a position to do so under any 

existing Colombian law. An attempt to remedy this shortcoming by 

seeking new legislation, it is held, could well force the issue 

in favor of the more restrictive nationalistic Colombian shipping 

policies which have been under consideration for some time in 

the legislature. 

U.S. officials closest to this problem consider this re-

quirement - and the one for marine insurance18 v:hich carries 

similar cotnplications - as among the most formidable obstacles which 

have to be overcome; but not insurmountable ones. 

C. How Other Countrie~ Tie Their Aid: 

There may be need for a more intensive review and survey of 

the manner in which other countries tie the economic assistance 

which they provide 'to Colombia and Chile, and to other countries 

as, well. There does not appear to be much detailed information 

readily available on this subject, but certain gene=al abservations 

can be made. 

1. This aid generally is not given on a government-to-government 

basis, but rather in the.form of supplier credits. Such credits, 
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thou?h offered by private firms to the recipient C011"1~;ry: are often 

2. Such suppliers cre·tits generally take the form of medium 

term (i.e., five year) loans. It is the government of the recipient 

cOl.lntr-.r, through its Central Bank which gets the crell t; which has 

five years to pay. The-importers who p~chase the con~odities thus 

financed usually have to pay for them, in local currency, vdthin six 

months' or whatever period between shipment and payment, is customary. 

The United Kingdom, France, Belgiurn, and SHeden are ac:1ong the coun-

tries which are providing aid on this basis • 

. 3~Many of the lines of merchandise and equipnent whose import 

is financed by these suppliers credits are ,tie!'1s i-lhic~ m,;.:; not pre-

viously have been imported by the recipient country. 1·:oreover, the 

credits are usually tied to purchases of specific items. Other sup-

plier countries, under these circumstan~es, therefore are not likely 

to experience the same difficulties in tying their aid so as to produce 

additional exports, as the U.S. has i-dt~ its non-project, program 

assistance loans. 
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v • Alternatives - Some SUP'O'",sted ~·~ethods: 

chapter is not intended to indicate that an alternative method of 

tying aid is neither feasible nor desirable. There are better ways, 

though none of them ideal, of aid-tying. What follows are not 

detailed operational and procedural schemes, they are suggestions 

rather than proposals. Some of these suggestions, it vall be re-

cognized by those vlho have ha.d experience in this field, are not 
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purely 8cad -,;:, ~c by a,~:r lne;;ns. They represent proposed.s .hich have 

been advanced, explored, and perhaps even rejected before. However, 

they are catalogued because they provide useful examples of techniques, 

or portions of techniques, which merit consideration in tailoring a 

particular system' of tyi~g aid tO,a particular country. As has been 

previously noted, it is not likely that a uniform method can be 

developed which will equally suit. the' situation in all recipient 

countries. It is for this reason, and because it is not one of the 

objectives of this study, that no attempt has been made to arrive 

at a net, overall evaluation of each of the P';:oposals which follow. 

Rather, there is a listi~g of advantages and disadvantages which 

come to mind in considering each proposalastcwhether it or any 

part of the technique described can be put to good use in maximizing 

"additionalityH under ;?ny particular aid program. 

The problem would be mit~gated, but not dissolved, if the 

United States under its aid programs financed only those imports 

'required for approved specific projects. But there would still 

be difficulties in maximizing the U.S. trade yield from the aid-

tying process. Moreover, for the reasons outlined in Chapter III 

(A), it must be assumed that it will be in the overall best interests 

of this country to continue making program assistance loans to a 

number of countries for some time to come. 

A. Forward Procurement: 

The normal, it may even be called the traditional, procedure 

applied to the procurement of commodities and commodity-related 

services eligible for AID financing is called "forward procurement." 
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This i!'1 th'" strtndanl 1'!2thod of COUliUOdity financing u.::eJ 1;:- a CO',I:ltry's 

regular method for the manage;r,eut: and control 0 .. ~[;1?~':-_3 .:lUU 

foreign exchange permits. Any import or foreign exchange control 

system under which the importer receives prior authorization for 

~ach import transaction from a government office or bank will permit 

operation of this system. In general, the method of extending 

such assistance is for the United States to open letters of credit 

in the U.S. which may be used by the recipient country when placing 

orders in the U.S. for essential commodities. This method of ex-

tending assistance relates U.S. aid directly to particular commodities 

at the time orders are placed. The system may involve import licensing, 

foreign exchange allocations, or similar ar~angements, through which 

the importer and supplier can be informed in advance that their 

transaction will be financed by AID, and therefore must satisfy 

such AID requirements as 50/50 shipping, marine insuran~c, and the 

Supplier's Certificate. 

Imports .on this basis can be made in accordance with a prior 

agreed-upon schedule of specific items or determined on an ad-hoc 

19 . consultative basis with the authorities of the recipient country. 

Forward procurement procedures_were developed in the early 

days of the United States economic assistance (largely non-project). 

programs under the Marshall Plan. These procedures produced a 

high degree of additionality for U.S. exports. They did so mainly 

because each of the European countries concerned had a very com-

prehensive and·effective system of import and exchange controls 

through which they could direct procurement to U.S. sources of 

supply. Also, the U.S. was in most cases, at least for manufactured 
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especially the latter one, do not apply to the situation in Colombia 

and Chile. This may make it all the more important that restrictions 

on imports and exchange transactions be tightened in order to be 

able to assure that their importers will be procuring AID-financed 

goods and related-services in the United States. Such a move is 

likely to be viewed with something less than enthusiasm by the 

local traders and their American suppliers who carryon most of 

their business outside of the aid program. 

Nevertheless, an AID Washington team which looked into this 

matter in mid-1963 reportedly concluded that a regime under which 

the importer is notified at the time of registration that he is to 

receive AID financing would be best for Colombia. They believed 

that such a system of forward purchasing could be established 

without requiring a major and unacceptable change in that country's 

normal foreign exchange control practice, which would be contrary 

to AID policy and therefore make this type of regime unacceptabl~. 

Embassy Bogota, on the other hand, concluded that the balance of 

advantage was against such a system. 

The following gains have to be weighed against the disadvantages 

of adopting a system of forward procurement in arriving at the 

balance of advantage: 

a) Aid financing can be reserved for categories most likely 

to yield additional exports for the U.S. Additionality could be 

maximized through careful prior selection of these categories • 
• 

b) A related trade effect has to do with the fact that prior 
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notification to prospectiv~ American suppliers to give them lead 

as to what is demanded in a particular market. The forward pro-

curement procedure provides for "Small Business Notification." 

c) AID documentation, including the Supplier's Certificate, 

need only be required for aid-financed shipments - and these can 

readily be identified. 

d) Tying aid financing at the registration point also limits 

the required placing of marine insurance in the U.S. (if there is 

a ·decision by the U.S. that the recipient country is discriminating 

in the matter of narine insurance) as well as the 50-50 shipping 

, 'd f· d h' 21 requ~rement to a~ - ~nance s ~pments, It may be possible, under 

forward procureraent, to speed up pay;nent to the American supplier. 22 

At the same time, forward procurement could create a number 

of problems, including the following: 

Forward procurement requires perhaps the maximum amount of 

cooperation from the recipient country. This may generate two 

sets of difficulties. 

a) Obtaining assent from the host or recipient c~lntry to the 

institution of a forward procurement system instead of the one 

currently in use. This is not likely to be easy i~ Colombia and 

Chile where in addition to the cutting down of some supplier's 

credits, as set forth in footnote 22, forward procurement is not 

likely to be popular because it ~eans delays in the receipt 

of local currency counterpart financing. 23 Moreover, a system 

of forward procurement requires a-considerable degree of know-how 

and honest and effective administration in addi.tion to a willingness 

on the part of host government to carry out such ~ regime. 
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b) Then, 'too, the successful c~rrying-out of a forward pro-

curement system reqcircs th3t the recipient country p=ogram in some 

detail the kinds, as'well as the overall amount, of imports it plans 

to finance with AID funds. In order to make certain that such 

imports will be made, the recipient country may have to introduce .... 

or to intensify controls on all imports, with all the problems such 

a move entails for the bulk of U.S. exports to the area, which is 

not aid-financed. 

c) In addition, the programming of imports to be made under 

the system of forward procurement may lead to pr'essure from both 

U.s. suppliers and local importers and "log-rolling" for the inclusion 

of certain commodities on any list of specific items to be imported 

under aid financing. 

Given these requirements, the direct pressure and greater 

intervention in the operation of the recipient country's operation 

of its import licensing and exchange control system, necessitated 

by this form of forward purchasing, might become an irritant in our 

relations with that country, and carryover into other areas than 

commercial relations. 

B. Adlusted Line of Credit: 

Under 'this system, the recipient country undertakes to take 

imports from the United States, over and above normal imports in the 

amount' of the aid made available. In other words, the host country 

gives a commitment to take from the U.S. an agreed upon percentage 

of the total imports it finances from its own resources, plus an 

additional amount of American exports equal to the value of the aid 

financing. In return, the United States would make such aid available 
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~ ... in the form of an adjusted line of credit for develc?~e~t goods 

imports. The aid dollars l.livol'iE:d ;.;oui.d becor.le available to the 

recipient country subject to its performance in meeting the targets 

set for normal trade. Their performance in this regard could be sub-

ject to review on a quarterly or some other periodic basis; or, the 

availability of aid for any ope year could be conditioned on the 

overall success of the recipient cou~try in meeting its commitment 

in the previous year. .The first of these alternatives would appear 

to be the more desirable one in most cases. 

This technique involves, in the first instance, calculating 

"normal" imports with all of the problems detailed in Chapter IV, 

section B(l), under the discussion of additionality.24 It also 

calls for the development of a method of making the aid financing 

available, for adjusting the line of credit, in such a way as not 

to disrupt or to delay the usual or "normal" timing and method of 

doing business with U.S. suppliers. 

The objective of this method is to maximize the trade 

benefits of tied aid without interfering with the economic develop-

mentof the host country, or introducing a complicated and rigid 

system. The adjusted line of credit approach affords an ~provement 

ov~r the forward procurement by offering the following advantages in 

addition to those outlined above: 

. a). Under this reg~e, the choice of the particular' commodities 

which are to be financed by aid can be left to the recipient country. 

Providing that the total amount of the import commitm~nt is reached 

and that discrimination against U.S. exports is eliminated or re-

duce to the absolute min~, this system should· avoid the log-rolling 
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preSSl~0S f~~ tyin~ aid to sp~cific items described above. 

Flexibility is a major advantage of this system. Its administra-

tion, in Colom1>ia, for example, requires only the reporting of 

quarterly totals of licenses issued by source procurement. This 

policy requires only a more friendly approach by the Superintendency 

of Imports of app liGations f?r imports f:::-om the U. S. 

b) The recipient country, to the extent they discriminated 

against some American.goods, would be forced to favor U.S. pro-

curement on other goods, in order to meet their import targets. 

This technique therefore would probably lessen overall discrimination 

against U.S. by providing positive incentive not to discriminate. 

It permits the maximum use of resources for development from all 

sources, yet assures that U.S. assistance will yield the maximum 

increase in American exports to the host ccuntry. 

c) This procedure might, for much the same reasons, force our 

European compet~tors to put their aid on the same long term basis 

as the United States. Under the present regime, American program 

loans, it can be considered, in fact help to refinance the shorter-

term European supplier credits. 

d) The adjusted line of credit provides for periodic progress 

reviews of performance which help measure the recipient country's 

capacity to absorb such development assistance. 

The adjusted line of credit technique does, however, present 

some fairly awkward and formidable problems of administration. 

These are among the difficulties involved: 

a)Tbe problem of establishing a base for normal trade. 

b) Also previously mentioned, the problem of avoiding dis-
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orders for American goods and making payment for such shipments in 

anticipation of releases of the adjusted line of credit. The 

recipient country may, as well, in certain situations such as 

where their quota is met before the end of the quarter seek to 

delay the issuance of licenses to importers at the end of the line. 25 

c) This technique, in addition, may intensify the transitional 

problems discussed in Chapter IV, B(2), and require- special measures 

to expedite the transfer of local currency counterpart to the 

authorities of the recipient country in order to have these funds 

available for local cost development projects. 

d) The uncertainties involved for the host country in re-

ceiving such local currency counterpart may hamper ~heir development 

program. At the same time, however, it must be recognized that 

this regime could spur the recipient country to take every measure, 

including the removal of disciminatory controls on imports from the 

u.s., in order to merit additional releases from its adjusted line 

of credit. 

e) Another set of administrative problems would arise from 

the need to meet the 50-50 shipping and marine insurance coverage 

requirements. This procedure makes uncertain the totnl volume and 

also may further narrow the railze of transactions the authorities 

of the host country ~ave to choose froo in order to meet these 

requirements. By the same token, it increase3. the difficulties 

(also discussed in greater detail above) involved in persuading, or 
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di;:-ectill;::;, ir.lport(c.~ in tL..:se c()~~ntries to use Al:ld iean bottoms and 

fu.ilE:ricau brokers for $0::::.2 aiJ.-iinaliced shipw.ents. 

f) In view of the difficulties set. forth in (e) this technique, 

like forward procurement,may also neccesitate more stringent controls 

on imports and exchange transactions affecting non-aid as well as 

aid-financed shipments. 

C. Importer's Credits: 

This technique is another variant of forward procurement in 

that it is intended to make the proceeds of government-to-government 

program, or other non-project, loans available only for prospective 

purchases of a broad range of American development goods. It 

would do so by providing for the relending of these proceeds to 

importers of such goods. Such loans could be made through 

commercial banks in the r~cipient country, which would borrow 

these funds from the Central Bank.
26 

The commercial banks, in this 

instance, would be acting as lenders of last resort, reserving 

these earmarked funds for qualified ioporters who were unable to .. 

obtain credit elsewhere for approved transactions. These short-

term loans would provide importers with the foreign exchange re-

quired to pay for their imports as well as the credit needed to 

finance any prior import deposit or other intemediary requirements. 

These loans, both those by the central bank to the cnr.mercial banks 

and:by the latter to the trade, would be made at the going rate 

of interest for such transactions. Releases of these funds to the 

banking system would have to be made in successive tranches, and 

like the adjusted line of credit technique, on the basis of the . 
overall performance of the program, and the individual bank in 

securing the additl01al tl'ade'de'~ire'd: 
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iitl.porters to the ~o~m2rcial 

provide the counterpart funds required for development projects. 
;. 

The counterpart, in fact, would exceed the amount of the program 

loan dollars by the amount of the interest charged by the Central 

Bank on its loans to the commercial banks. This additional Sum 

could be a substantial one considering the spread in interest rates 

involved in such transactions. 

ADVANTAGES: 

a) Like the adjusted Hne of credit, under this technique aid 

is not tied to specific commodities - the composition of such aid-

financed imports, providing, of course, they mE0t the criteria 

established for capital goods, is essenti.ally determined by the 

market for such items which in turn is shaped by the development 

plan of the recipient country. Pressure for "log-rolling" in 

favor of a particular item is minimized; non-discriminatory treat-

ment for U.S. imports is encouraged. 

b) This system also maximizes, especi.ally when toe corm.nercial 

banking system is involved, the participation and the strengthening 

of the private sector of the economy. It facilitates and therefore 

eucourages the import of American goods. 

c) It also increases the lpcal currency counterpart available 

for financing local cost development projects. The recipient 

country earns additional counterpart by such relending at the going 

rate of interest the funds generated by the program loan rrom the 

u.s. at concessional rates of interest. 

d) This method is less likely than the two mentioned above to 

require an intensification of import and exchange cmtrols • 

.... \ .. 
• • 

... -.42.':" ... ___ ........... -.. .. . . • • • •• ••••• ••• • • • • ••• 

••••• • • ••• 
••••• • • • • • 
••• • • • • 

••••• • • 
•••• • • ••• • 
• • • • • • • 
• • • • • • • 
•• ••• 
••••• • • • 
••••• 
••••• • •• • • 
••••• • • • •• 

• • ------------------.--. .., . .. ~~~ .. -::-11-- .-" .n -. •• .... 

• • • • • 
:~.-+:-·-·~:~:~f~----~··~~~-------

•• ••• • ••• ••• •• • • • •• •• 



4 

~~~,pts~'"rl"21tt:. _ .... 
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All this in ad~ition to the advantages afforded by limiting 

for 5~~i,l~~r certifica~es a~J ot~er required d~cum2ntation 

to only aid-financed shipments; speeding up payment to the American 

supplier; and, the bolstering of private trade channels. 

DISADVAi'ITAGES: 

a) But this is not an easy system to administer, despite 

the fact that normal commercial and banking channels are utilized 

to their fullest. It requires close and frequent review to 

determine that it is operating in the manner intended; that it is 

yielding additional imports without disrupting normal trade. 

b) It is liable to create resentment within the local banking 

community, first, with regard to the allocation of funds for 

these "importer credits" among the commercial banks; and, also 

because these banks would be put in a position of having to dis-

criminate among their customers with regard to these loans (see. 

footnote 26). 

c) There are transitional problems in this procedure as well 

in that the recipient country has to wait, as much as 120 days 

in some cases, until repayment of the outstanding loans to the 

Central Bank for the necessary counterpart. This situation can 

be relieved over time, in addition to the methods prescribed in 

the Chapter IV discussion of transitional problems, by the accrual 

of the additional coun~erpart generated by interested charges to 

provide a fund to take up some of the slack until the outstanding 

loans are repaid. 

• 

-44-

•• •• • • ••• •• • •• •• • • • • • • • . . • •• • • • • • • • ..1kr •• • • • • • • • •• • • 

••••• • • ••• 
••••• • • • • • 
••• • • • • 

••••• • • 
•••• • • • ••• 
• • • • • • • 
• • • • • • • 
••••• 
••••• • • • 
••••• 
••••• • • • • • 
••••• • • ••• 

• _ fi~@,« ...... u w. 0 0 • .. • • • • • • • p • • • . ,. • ---.. ----........ -------...,..---:---~-.. ~- .. •• ••• • ••• • • • •• • • • ••• •• 



,.~-

D. :~'h.t~:C: '-"'~'~CCT P:-~"~C-.:.-.:-~ :,. ____ • __ ~ __ ._._, ___________ • _______ 4 ______ _ 

This technique is of particular application in those recipient 

countries, like Chile, for example, where the goverrunent1s capital 

investment budget provides for a substantial component of capital 

imports through goverru::tent procurement. It provides for devoting 

an increasirgly larger proportion of aid financing to the purchase 

of equipment for the public sector. This is no~ project-aid but 

comes close to it, si~ce this equipment is generally required 

for budgeted improveme~ts or development progra~s. 

A great deal of such government procurement, if not all of it, 

is likely to be done through normal commercial channels, thus retain-

ing many of the benefits, longer-term as well as immediate, to U.S. 

trade of bo1s~~ing that part of the private sector which handles 

American imports. However, this technique also makes possible 

the establishment by the recipient government in the U.S. of a 

purchasing mission, if the size of the aid and other circumstances 

warrant such a move. The establishment of a purchasing mission 

could very likely remove the private sector in the recipient 

country from direct participation in the aid program. Whatever 

other disadvantages this step may have as well, a purchasing mission 

could,perhaps most easily expedite payment to the American 

••••• • • ••• 
• •••• .. . . 
• • 
••• • • • • 

••••• • • 
•••• • • ••• • 
• • • • • • • 
• • • • • • • ...... 
••••• .. . 
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suppliers·, and thereby the deposit of counterpart funds to the recipient's 

account. 

ADVANTAGES: ". 

a) This method provides for the most direct kind of control, 

administrative control, over the procurement of aid-financed 
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imports. It also provides for the forward procure:rlc"t of ·capital 

development goods. The use of this technique should therefore yield 

the optimum additionality possible within the limitations of the 

additionality concept. 

b) Adoption of this system could expedite payment to American 

suppliers, especially if, as noted above,- a purchasing mission 

co~ld be established. In that case American suppliers could well 

be paid upon delivery to the Mission, or its agents, in the U.S. 

A purchasing mission could also facilitate meeting the 50-50 

shipping and marine insurance requirements. This development might 

also eliminate the need for special documentation such as the supplier 

cert if icate. 

However, even if a purchasing mission is not established, 

and it has been noted before that such a mission would be a mixed 

blessing, payment to American suppliers should be speeded-up. 

This is because several layers will have been removed in the pay-

ment process. 

c) The procurement undertaken under this regime will generally 

be for government development programs which are considered by 

our USOM in the recipient country to have a high priori~y. A 

shift to this form of aid-financing, therefore, could make a more 

immediate and more tangible impact on economic development in the 

recipient country than the more random composition of imports 

under present program loans. 

d) Moreover, the import of the kind of development goods 

likely to form the major portion of the total procured in the manner 
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can build a continuing demand for a wide range of corollary 

equipment. In some countries, the trend is fCor public demand to 

exceed that of the public sector. • 

e) This system is perhaps less likely than the others 

discussed in thi~ chapter to disrupt the normal timing and pattern 

of imports or to profit one category of imports at the expense of 

another. 

DISADVANTAGES: 

a) T~is techniq'le tends to promote the growth of the public 

over private sector of the =ecipient country. This is undesirable 

in terms of one set of objectives of the aid program, but it should 

be noted that in too cany countries the private sector 

lacks the capacity and initiative to 'undercake rr:any of the develop-

ment projects and pro;Sra::ls otherui.se carried on by the government. 

ar.d volume of items of imported equipment that the government of 

many countries can include in their capital development prograos. 

This may be due to deficiencies in planning knm'l-how and ad-

ministration, and the need to have suffici~nt lead tiee for putting 

such plans into effect. 

c) Moreover, in many recipient countries, particularly for 

capital development programs in the infra-structure field, the 

equipment available from the U.S. under tied-aid financing is 

technically incompatible with basic equipment already installed 

which may have been supplied by other countries (e.g., French 

signal equipment for railroads, or, Swedish-made telephone equipment). 
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This, too, may resul:: in a dearth of adequate projects for the 

capital dev~lopment budget. 

d) There is also the possibility, because of the matter of 

technical compatibility and the way in which most other countries 

tie their aid that tying aid in this manner may tend to displace 

suppliers credits from other countries. This would cut into, 

and reduce, the total flow of assistance and thereby hamper the 

progress of economic development in the recipient country. This 

problem has been discussed more generally in Chapter IV (A). It 

may be that this possibility would not necessarily be an undesirable 

development for many recipient countries which finance too large 

a portion of their investment on short term credit since they 

believe that the availability of economic assistance is so uncertain, 

and the need so great, that they have to accept whatever credit 

is offered them. Their economic development programs might better 

be financed on an integrated project basis, on longer-term credit. 

Some authorities believe, in fact, that a U.S. move in the direction 

of tighter aid tying might force Europe to offer longer term 

assistance. 

e) There is a debate, too, about how inflationary a move 

towards devoting an increasingly larger portion of the loan to 

the purchase of equipment for the public sector is likely to be. 

Inflation is a serious problem in many, if not most) of the recipient 

countries, to which the expansion of credit in the public sector 

bas been a leading contributory factor. The inflationary impact 

of this technique would arise, some say, from the fact that there 
• 

was no assured source of revenue collection to finance the local 
t;.-..- '." ............ 
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cost compon~nt of th8 project for which the aid-financpd import of 

the case of Chile, there usually are enough uncovered projects in 

the budget which can be picked up for this purpose. 

Here then are four proposals which may provide some clues on 

how to solve this problem. It will not go a":Tay by itself; it cannot 

be wished aTtlaY. The time has come to develop a more satisfactory 

way of tying aid •. Theke proposals are admittedly, perhaps obvio~sly, 

not the final solution. However, if the will is there, I have no 

doubt that a better way can be found. 
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ANNEX B 

US AID Commitments to Latin America Under the A1ianza, Fiscal Years 1960-63. 
(Millions of Dollars) 

Fiscal Year 1963 

Country Cumulative Total Loans Grants Program 
Fiscal Years Assistance 

196-1963 (Non- Pro.iect) 
Total Latin America 1368.9 , 556.0 400.5 155.5 187.2 

Argentina 129.4 99.7 96A 3.3 20.0 
BoHvia' 107.8 35.6 18.3 17.3 9.9 
Brazil 190.2 86.5 62.9 23.6 25.5 
Chile 233.1 l~1.3 35.0 6.3 35.0 
Colombia 162.0 93.5 87.2 6.3 60.0 
Cl)sta Rica 26.0 13.0 10.6 2.4 -
Dominican Republic 55.9 29.6 2.1 27.5 23.8 
Ecuador 55.9 18.2 13 .3 4.9 7.0 
E1 Salvador 26.4 19.5 16.6 2.9 -
Guatemala 34.8 3.3 .7 2.6 -
Haiti 33.3 4.9 2.8 2.1 -
Honduras 19.5 7.3 4.1 3.2 2.0 
Mexlco 22.6 0.3 - 0.3 -
Nicaragua 18.7 3.5 1.0 2.5 -
Panama 38.4 8.8 6.0 2.8 -
Paraguay 16.2 3.0 - 3.0 -
Peru 66.0 2.9 - 2.9 -
Uruguay 8.4 7.9 p.o 1.9 -
Venezuela 59.5 33.1 30.0 3.1 1.1 
Regional 49.4 17.1 - 17.1 -
ROCAP* 15.2 8.2 2.5 5.7 -

*Regional Office of Central American & Panama, ettabliShed in July 196 . 
Source: AID, w:"129 , "Operations Repor ", June 3 , 1963. 
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ANNEX C 

US Exports to Latin-America 
(including Reexports) 

by Leading Countries, 1960-1963 

CMi11ions of Dollars) 

country 

Total 19 American Republics 

Central Al'Ilerican Common ~larket 
Costa Rica 
El Salvador 
Guatemala, 
Honduras 
Nicaragua 

Republic of Panama 

Latin American ,Free Trade Assn. 
Argentina 
Brazil 
Chile 
Colombia 
Ecuador 
}!exico 
Paraguay 
Peru 
Uruguay 

Dominican Republic 

Haiti 

Bolivia 

Venezuela 

1960 

3254 

213 
44 
42 ' 
63 
34 
30 

89 

2310 
350 
430 
195 
246 

55 
820 

9 
143 
62 

41 

25 

25-

551 

1961 

3401 

207 
42 
35 
60 
37 
32 

107 

~%89 

424 
494 
229 
245 

50 
813 
13 

173 
, 48 

29 

26 

27 

516 

1962 

3231 

240 
50 
41 
61 
43 
46 

105 

2288 
380 
425 
171 
227 

45 
805 

8 
184 
44 

71 

24 

32 

471 

Source: Bureau of International Commerce, OBR-64-43, "US 'Foreign Trade, 
Jan-Dec 1963, May. 1964. 
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ANNEX D 

A.LD. FINANCING OF CONHERCIAL CONMODITY IMPORTS--

LOCAL COST FINANCING 

Definition of Commodity Financing: 

Commodity financing is the provision by A.I.D. of foreign 
exchange (whether by loan or grant) which by te~ms of the applicable 
agreement is to be identified with particular commodity import 
transactions to the recipient country, and includes the following: 

1. Cases where the explicit A.I.D. purpose is to meet 
a country's foreign exchange requirements through the 
financing of commercial imports (co~odity program . 
assistance). 

2. Cases where A.I.D. provides foreign exchange for the 
explicit purpose of generating local currencies to 
meet local project and other program requirements 
(dollar local cost financing), except when the local 
cost financing is in amounts such that the annual 
total of the activities so financed does not have a 
significant or meaningful effect on the import 
requirements of the country. The exception will be 
presumed applicable, subject to the confirmation by 
the responsible. Regional Assistant Administrator, 
whenever the total amount of dollar local currency 
financing for a particular country does not, on an 
annual basis, exceed the lesser of 5% of imports or 
$25,000,000. The ap?licability of the ex~eption in 
any doubtful case within these limitations and in all 
cases where the amount of dollar local cost financing 
exceeds these limitations must be affirmed by the 
'Administrator. 

3. Cases where the explicit A.I.D. purpose is to meet 
the f~reign exchange requirements of specific projects 
(direct project imports)., 

,SOURCE: AID, PD-22, July 3.0, 1963 • 
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AGENCY FOR INTERNATIONAL' DevELOPMENT -

Washington~ D.C. 

NEGATIVE LIST 
-Illustrative List of Commodities Ineligible 

for A.I.D. Financing Under Special Letters of Credit 

ANNEX E 
The items listed below are of the type normally ineligible for financing 
under the Special Letter of Credit procedure. This list is not 
compiete and the absence of an item does not necessarily indicate 
that it iseligible for financing. 

The listing is presented by the 3-digit A.I.D. commodity code number 
(A.I.D. Commodity Code Book). 

CODE COMMODITY CODE 

070 Confections - Gum, 542 
chewing or bubble 

150 Beverages, alcholic 550 

210 Hops, hop concentrates 
640 

215 Gum Base, chewing or 
bubble 

698 
370 Blood Plasma 

Contraceptives, oral, or 
cream (of any type) 720 
Dihydostreptomycin in 

combination with 
Penicillin 

Libido preparations (of 
any. type) 730 

391 Cosmetics 
Deodorants 830 
Hair Preparations 
Perfume 
Suntan-lotions or 

creams 

480 Chamois skins 
Leather,_ gold kid, gold 

le~f, or sUyer 
laminated 

541 Cloths (woven "fabric) in 
excess of $.5.00 per year 

•• ••• • FAS • •• •• • • ••• •• • •• 
• • • • • • • • ••• • • • 
• • •• • •• . - • • • • -:s~- : •• 
• • • • • • • • • • • 
•• ••• • ••• • •• . ~ • • • ••• 

• • • • • • • • •• 

COMMODITY 

Laces 
Silk yarn puer 

Clothing, new 
or used 

••••• • • ••• 
••••• • • • • • 
••• • • • • 

••••• · -• Stones, precious or •••• 
_semi-precious 

Metals, precious 
solid, or liquid 

• • •••• 
• • • •• • • 
• • • • • • • 

Radio receivers, ••••• 
Electric, battery 0·;·: 

• transitor (in exc~~~ •• 
of $20.00 FAS eac~ •••• 

• •• • • 
Outboard & Inboard ~»s, 

• • for pleasure craft ••• 

A~tomobiles, Passenger 
cars including Station 
Wagons in excess of 
$2400, FAS 

Automobiles, convertib les 
Automobile accessories, 

separate procurements: 
Stainless Steel wheel 

rings (hubcaps.) tail 
pipe extensions 

Ornaments 



• 
&'90. 

891 

897 
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COMMODITY 

Watches, wrist or pocket 
with jeweled cases 

Tires, white sidewall 
Contraceptives, mechankcal 

Arms and Ammunition 

The following ineligible items are either unclassified by A.I.D. 
commodity codes or fall within several codes because of their gen­
eral description: 

Jewelry 
Rugs, fabric 
Toys 
Unused Machinery, equipment, apparatus or supplies 

The following items of which the United States is a consistent net 
importer, may, not be financed under a special Letter of Credit: 

Fish Silk Nonferrous ores Tanning extracts 
Sugar Wool and concentrates Pig iron 
Coffee Jute Silver and Platinum *Crude rubber 
Tea Vegetable fibers ores and metals *Nickel 
Spices other than cotton Crude oil *Tin 
Malt Iron ore Fuel oils 

*Available from stockpile 

•• ••• • • • •• •• • • .. :~ ~: • •• •• • • • • • • • • ••• • • • • • • • •• • •• • • • • • • • •• • • • • • • • • • • • • • • • • • • •• ••• • ••• • •• •• • • • • •• • • 

••••• • • ••• 
••••• • • • • • 
••• ... . 

s. • 

••••• • • 
•••• • • ••• • 
" . • •• · ., 
• • • • • • • 
••••• 
••••• • • • 
••••• 
••••• • • • • • 
••••• • • ••• 
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There is no body of literature on the subject of this term 

paper. Much of the information contained in it was derived from 

classified Foreign Service despatches, and in the course of 

discussions in Hasrington and in the field with officials concerned 

with these matters. However, the following sources, most of which 

were cited in the text, were drawn on for basic data and information; 

the titles, by themselves, in most cases describe the reference 

document: 

AID Papers. Documents, and Publications: 

Policy Determination 21, "Comruoc.ity Procu:-ement SO'.lrce and Origin 
Policy,1I July 5, 1963. 

Policy Determination 22, "AID Financing of COlnI:lercial COm:::lodity 
Imports - Local Cos't Financing," July 30, 1963. 

AID Hanual, Orders 1';0. 1162.1 - 1162.5, September 30, 1963. 
(Describes Criteria and procedures for AID financing under 
special letters of credit). 

"Operations Report," W-129, Data as of June 30, 1963. 

••••• • • ••• 
••••• · " . • • 
••• • • • • 

• •••• • • 
•••• • • ••• • 
• • • •• • • 
• • • • • " . 
••••• 

"Principles of Foreign Economic Assistance," (Summary statement •• :-: 
or the principles which guide U.S. economic assistance programs). • 

"Proposed Mutual Defense and Development Programs FY 1965," 
April 1964. 

••••• 
••••• .... 
• • 
• •••• • • ••• "u.S. Assistance to Latin America - Obligations and Loan Authorizations, 

. FY 1949 .. FY 1963." • 

"Latin America .. Trends in Production and Trade," Statistics and 
Reports Division. 

OTHER: 

''lleport to t;he Inter-American Economic and Social Council" 
on the Alliance for Progress," 1963. (Report prepared by the U.S. 
Government to set forth.U~S. participation in the Alianza, the 
responsibilities and functions assumed by the U.S. and its 

"'iI,i.s~-" 
•• ••• • • • •• •• :-:.1 _!ftl!!.~ • • • • • • - • • • •• • •• • • • • - • • • • • • • • • • • • • • •• ••• • ••• • •• -. • • • • •• •• 
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commitments under the Charter of Punta del Este, and the extent 
to which the U.S. has met these commitments.) 

u.s. General Accounting Office, '~udit of U.S. Aid to Chile for 
Earthquake Reconstruction and Rehabilitation." 
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1. See AID Policy Determination 21~ "Commodity Procurement Source . 
and Origin Policy,"July 5, 1963. 

2. AID, "Operations Report,"June 30, 1963. "the transfer of non­
project resources, most commonly in the form of commodities 
under either lean or grant, under circumstances where the 
totali ty of t1:p 'CE'scurces made avai1ab Ie, rather than their 
particular use, constitute the primary U.S. concern." 

3. See Annex D for definition of three types or cases of commodity 
financing. Cases 1 and 2 cover the program assistance type 
loans under discussion. 

4. These are described in AID Manual Orders No. 1162.1 - 1162.5, 
September 30, 1963. 

5. Because oitiming, importers generally have no way of knowing. 
in advance whether AID financing will cover any specific 
transaction. However, since there is a negative list of 
commodities (a relatively lic.:!.ted one - see Anne=~ E) they 
can be aware well ahead of time that certain items will ~ot, 
in any case, be authorized for AID financing. 

6. Importers handling American goods claim that even though the 
Chilean Central Bank certifica~e is required for imports 
frofa all sources, it is discriminatory in that U.S. suppliers 
tend to be more conscientious and correct in furnishing 
infori:lation on cor;-:;:lissioas than their foreign co~'petitors. 

in their recent "Audit of 

••••• • • ••• 
••••• • • • .. . 

• •• • • • • ...... 
• • 
•••• • • •••• 
• • • •• • • 
• • • • • • • 7. The U.S. General Accounting Office 

U.S. Aid to Chile for Ea::-thquake 
noted as follows on' page 30: 

Reconstruction a~d Rehabilitatioa~ ••• 

•• ••• • • • • • •• • • • •• ••• 

lilt -would seem reasonable to expect that thf:.' disbursement 
of some $36 million in earthquake assistance to Chile 
during 1961-62 ($66 million of which was tied to U.S. 
procurement) would result in an increase in Chilean 
imports from the U.S. over and above tL~ normal amount. 
However, as shown above, the opposite too!< place in 
that Chilean imports fret:' the U.S. decli:;e::'l in these 
two years both in dollar value and in relaticn to 
total imports despite the fact that total ioports 
into Chile were higher in both 1961 and 1962 than in 
previous years. Thus, it is apparent that the 
inclusion of requirement in the $100 million loan agree­
ment that the dollars be used to finance imports from 
the U.S. was n~t effective in increasing such imports 
but merely freed Chi1e ' s own foreign exchange for other 
purposes. 1f 

• • • •• •• • • . ... -59-•• • •• •• • • • • • ••• • • • • • • •• • • • • • ...,lir ......... ~·T~w: · • • • • • • en ,en __ e 
• • •• • •• •• • •• ••• •• 

••••• • • • 
••••• 
••••• • •• • • 
• •••• • • ••• 
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8. As of the'tir:le of t:-:'is wr-iting, AID's "Operations Report" 
(W-129) for the period ending June 30, 1963, which was the 
latest available, accounts separately by commodity group 
for only $13 million of the December 1962 $60 million 
pr0~am loan to Colombia and no data is shown for the January 
1963 $35 million Chilean loan. 

9. This margin, again, can only be estimated. The most generous 
estimate is based on the assu~ption that any additional 
fcreign e~change made a':aila'Jle through the aid program 
would be expended according to the estab lished pattern of trade 
(i~ the absence of discrimination against imports from the 
Urrited States). Tr.at is, if, as in Colombia, about half 
of all imports are of American-oade goods, ,then roughly 
50 percent of aid-financed ir;l'Dorts, even vlithout any aid 
ty'ing, would be from the ~n.i..::.0G States. 

10. In the case of Chile,hotvever, even this margin has appar'2ntly 
1: 2en elirair.:.ated by the follo~·.7:!.r:; sr-ec:ial circ'~~::1stances. 

TiC:? Ci::'lean ;:t'~~i-.or ic :'23, 0y;i::::: :.ue of .1 la"1l passed in E~55) 
peenit the A'n.:?rican :-::':1ing c('ls?anies which produce Chile's 
pr:'nci?al so~rce of foreign exchange to retaip- on deposit 
o~:3!de that countr~ the receipts of their export sales •. 
The companies in return undertook to repatriate d sufficient 
arr.':l'..mt of dollars to cover inc:c:::le and ocher local taxes as 
.. "211 as their local operating expenses. These expenses 
i,l(:lude those involved in the iraport of machinery,' equipment, 
'~~~'."~~~ ;,upplie.3 ?:t.·c;.G-~:'~2'i. L::;r .:': .. i..:~~ C?l~r2.t::oas. The Chilean 
Go~?rnment h~s" insisted that such i090rts be counted in 
attributing shipments from the U.S. to AID-financing. The 
U.S. balked at this r2~uest, hut th2~ vielded rather than 
jeopardize the special exchange control status of the mining 
co::.:pa:1,::..es. Since the accunt of such ir::.ports is believed to 
be as great or greater than the value of our program assistance 
loan to Chile, the trade effect of such tied aid is negligible, 
if not negative. This is especially so since the.U.S. 
equipment and supplies imported probably were purchased for 
direct delivery to the operational sites in (;hl:e by the 
central purchasing divisions of the nbin8 coupanies. This 
~inWf .. aid,/,ng, the:efore, :21"::) ~reclud:d t1:E' cc;rallary 
Den~ts fo at portl.on of the Chl.lean dl.s~rl.b·.ltwn system 
handling American imports (as described in the Prefa:;e above) 
which could ir:1prove the longer run prospects for U.S. trade 
with that country. 
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11. This is ,e'e:'; .1' . '::"',::,.1 by "hat goes on in Chile T.07ith not 
only t:H~ ',-::';:,~:~ ';',~t t:--,-= ba.nks and Chilean authorities taking 
every advantag~ ~o delay payment, masking behind the red 
tape the r~al re~son for the delay - lack of credit and 
foreis;n. o~"~"c>,~r.", Th", re~ime is calculated to extend as long 
as possin Ie th,~ 'T':):::cr.t of truth, the time when payment. 
7~'':'-:; o'? ", ',. ".-~< 12!", C',s ('2,n ·be seen from the following 
scen(!rio: 

a) 'l'~,,,, Ch:,i r:2:-: i:::C';JC':-:er registers his import transaction 
~-!ith t:,E' (;:7:::1:,<,.1 :?:l:<: before shipme:-.t, through the 
i:::,' ,:E::- 'C' ,~,~ a cCi::;-':ercial bank, a:-.d lodges the applicable 
auvaC':ce i:,~".:;:,t ~c'?osit of from 5 percent to 10,000 
p'?L:~'-.t ::..::- ,<!'~;:iD,l dol ~3.r-deno:ninateq government securities 
fo!" C!, ~'lic;C(2.--:g0 of cOh'Ulodities as ,:ell. 

b) The Ll1,:'-'.!"U," t:'en has to ,.;ait 120 c!ays after the date 
of t":'2 ~'i.11,:,f l.::.:ii"S, that is nearly 4 months after 
sh~.···-_:C-;-~~·. : .... -::.- ~~;~~:! :~;:::.:'e, c.e:(Yrp he c~:-~ ?::'23::::-.. t ali of 

the 'l·t2q~i.l. ~.~ (...:-Jc'~.-.~:..:=-lc~i...io{l \-4..!-icLuii.~~.; ~:j,e .3~"'l?i)lier' s 
Cer~1{;:",':: "c~,,::'::-,=i f:)r nC9.:rly all sni?nents, wh,?ther 
c,\~~:-: .. "":'-~'n~:-(: '-'Y ret) before he can b~y fro:!', his commercial 
ba::~: t:~'" ,i.e; ;,2,!':o llt::eGed to settle his account >,;itn his 
• \r:,ir; C" '~CT' i"'l-. Until recently, the importer did not 
eV.en l1·::"VE t~le Opt. Lon of bU·iing futures to cover this 

c) ~L:~'2 ~., ~.; '; ~,J_~L-: ~ +~-. i:,::rl o~'2:1ed the SLC hi.2.:':e:. p:'Yi .. 1ent upon 
pres2~tEticn of d~cunentation. 

12. Under p.ccs:::'."c 
Emb<J.o":' ~")C'",, ,'", ,';.";c rrtf"ent::: Colcobia has undertaken 
to el ~:..--:i"..1:::::~~ 1:.'. -, ~':. -~,.~-.i.;i:.':>:-"- :~:"t'L~l.~;.;;:--:e~ts. ~~ (:;oG.1plet~ 

description of ti'ese agl'eem.:ntJ ~l:ti hov; th'2Y oper3.-':'~ is 
cont.a:i.ncd. in ;::',,~"s"~:r BOf,ota'g A-1l9, September 6,1963; and, 
A-576, Aptil 21, 1964. 

13. An attempt, hOT,,;evc':. h:J.s been "l.:1de to close: t:-ti:; loophole in 
llegotiatton:; ',-U: 1

, C,)l,(,:I::)in on "'-:-')-1".'1."", n"3 '~t2ncr. loan for 
fisc:!l :3S!;. ~,_. TP_~<' _'.- t--l~.·,~ ~ '~~-- _.".'.,4, -,~ "'~', would 

1 d $10 '11:'·' .l'~ t'l .. -1.~ ·.O~~" ~. ;:.,,,,"' h' h en tuL J,.<;,) ... l ulL.€C", y ,-0 a..ut;;: .uc.1._.i.' ... C.l.. .... ~le _\o.L.i./L_) .... 1.C , W l.C 

administers th~ ?L?, to be ma.ci.e available only for' projects, 
or thn.t p:;,t '~f ::::1:;' ?roject, ~·]hich involves imports - and 
such imports ~ou:d have to be procured fr~~ the United States. 

14. The controversy ~",~t" the requi-;:-E:l,ent of the importer to furnish 
infor!:l.g:: i'':-'1J''. '~' :: ~,;p~ lier I s Se:::-t ificat e re!;arding his 
commissions has been cited as d case where trade promotion 
could be c3.·r~·!.~ -~, :~::,l"l at the.' ':':'~pense of economic development. 
But is this 0:--~Lt is true ti:;:;~ til.e data supf>lied on importer IS 

•• •••• • •• •• • •• ••• •• •• •• • •• ••• • ••• 

• •• • • • • • • • •• 
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14. CONTINUED: 

commissions could be used to increase the tax yield and 
to plug exchange loopholes. Both these steps would 
therefore make more financial resources (i.e., tax revenue and 
foreign exchange) available, ideally for development purposes. 
However, in pract~ce, it turns out that only importers 
dpaling with the u.s. would be 'liable to this type of audit 
since other foreign suppliers are generally not as forthcoming 
as American export:3!S(who come under U.S. law by signing the 
certificate). Therefore, the requirement becomes a discriminatory 
one, and a loophole exists for any importer wishing to shift 
sources of supply. This tends to vitiate the advantages to 
the recipient country of this check and limit their revenue 
return from it; at the same time it disrupts established 
channels of trade. ' 

15. These include a list of prohibited imports, import surcharges, 
advance import deposit requirements, and a compulsory deferment 
of i~port payments for a period of 120 days after date of 
shipment of merchandise fro2 foreign parts. All i~ports must 
also be registered with the Central Bank before shipment. 
Colombia also requires prior registration for all imports as 
well as prior import deposits and a compulsory p~)~ent defer­
ment of from 45-90 days. 

There is talk of instituting some more direct system of import 
control in Chile in the near future. Such a syst~m with its 
attendant problems for all U.S. exporters to that market 
would not be a desirable development, but, if introduced, 
could be made to serve as a vehicle for assuring additionality 
in imports (the problem of additionality is discussed further 
on in this, chapter). The Chileans do not, so far have an 
import budget, but rather use differential exchange rates to 
influence the composition of imports. 

16. It has been reported that an Embassy New Delhi proposal, for 
example, to tie U.S. aid to India toa share of the market 
for imports into that country (not unlike a plan suggested 
in the next chapter) was considered to be contrary to our 
commercial policy objectives. Some preferential and dis­
cr~inatory element is inherent in any such proposal. However, 
the degree of preference and discrimination varies with 
differing circumstances, and can be held to a minimum by 
periodic re'view of the resulting trade patterns. 

1.7. As noted, the dominant position of the ,U.S. in the Colombian 
market means that, in the normal course of events, i.e., 
barring discrimination, there will be Some additionality 
whether aid is tied or not. Aid permits a greater volume 
of total imports than would otherwise take place. American 

'.. .... .. •• •• •• .. ...... .. 
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17. CONTINUED: 

exporters should therefore, under the most favorable cir­
eumstances, capture the U.S. market share of the additional 
imports made possible through aid; that market share being a 
function of how competitive American products prove to be. 
Therefore, in countries like Colombia, some opponents of the 
pregent tied aid syste~ ar~Je, where the U.S. market share has 
been 50 percent or more, our policy should seek the 
elimination not only of discrimirration but also of any formal 
aid tying. This would, they hold, yield the maximum trade 
benefits on the most economic and least objectionable basis. 
So it might, in those cases where the U.S. supplied close to 
80 percent of the import market, and, where there was no 
discrimination in any form against U.S. exports. Otherwise, 
even in the case of Colombia, ,,,here the U.S. market share is 
lagging, the additional trade, (an estimated $30 million, at 
least), mainly imports of capital goods; which have their own 
multiplier effect, 'is worth aiming for. . ..... 

• • ••• 
18. Contained in paragraph 604 (b) of the Foreign Assistant Act 

of 1961,.as amended. 
••••• • • • 
• e· 

19. It is interesting to note, in this connection, that in what 
••• • • • • 

' ..... 
constitutes a variation on the forward procurement theme, : 
consideration has been given under the latest program loan to •••• 
Colombia to making a id-f inancing available for the import .: ••• 
of certain commodities from the U.S. against which discriminatory •• . . .. 
quantitative restriction have for some time been applied. (The •• 
nature of these discriminatory controls has been described earlie~,.·. 
in Chapter -III). This proposal to tie a id-financing to imports •• 

••••• from the U.S. at the registration point has been opposed 
by some officials concerned with this problem who, after · ... :. ... 

• 
appraising the proposal, concluded that the balance of advantage ••••• 
was against this system. They were particularly concerned 
that tying aid, designating certain amounts of AID funds 
for the importation of specific groups of commodities included 
in the 1'0sitive list- of the- AID Commodi1=y Code, might, on net, 
decrease rather than incr~ase total U.S. exports. This might 
happen because the increase· in some tied categories might be 
more than offset by counter discrimination on other items. 

••••• 
• • j .•• · ~ .. '.-., .... -',' • • .' .. 

-~U.S. aid, as high as $100 million, after all, could only 
finance 1/3 9f total American.expo~ts to Colombia, for example, 
leaving leeway for the Colombian authorities to pay Peter by 
robbing Paul.· By the same token, some U.S. exporaers ~uld 

• • • 

be discr~inated against. Since their exports ~uld not 
be covered they would not be protected against discrimination 
by the Colombian imaort licensing authorities and would 
therefore be receiving less fair treatment from AID than t.he 
U.S. exporters thus covered. Moreover, they hold that such 
a reg~e would weaken. th~ U.S./by insisting on discriminatory 

. negotiating position. The U.S; 
•• ••• • • .. •• •• • • •. q! ....... III'P11' __ · 
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19.'CONTINUED: 

treatment for certain of its exports through the tying of 
aid in this manner would encourage Colombi.a to rJaintain its 
present system of bilateral deals and other discriminatory 
devices instead of reakin.5. a. rea.l effort to Clove to a multilateral, 
non-discriminatory, trading system. Thus, this proposal 
merely forecloses the possibility that we wouldn't get 
any trade in some i~ems. 

20. Ironically, in the context of the present problem, the 
"additiona1ity" obtained was not considered necessary or 
desirable in vielT of the overwhelmingly favorable U.S. balance 
of payments in the inmediate postwar period. In fact, "offshore 
procurement" mainly of ra\11 materials and bulk foodstuffs 
was encouraged by the U.S. in those days, so that a fairly 
large portion of the aid funds were spent in financing the 
import of goods fnto Western Europe which were supplied from 
outside the U.S. 

21. This could be a mtxed blessing, however, since the current regime 
permits the Coloniliian and Chilean authorities to choose from 
the whole range of imports from the U.S. in order to select 
items which meet the 50-50 shipping and marine insurance 
requirements. If they are to be limited to only those 
specifically aid-financed shipments, that might put them in 
the position, a politically-difficult one, of having to advise, 
i.e., to direct, an importer involved to use U.S. bottoms, or 

,to place marine insurance covering the shipment in the U.S. 
Co1ombia~ officials, for example, claim that not only would 
they be reluctant to do so, but would not have authority to 

-take such action ~nder any existing Colombian law. If they 
were to ask their legislature for such authority they might 
force the issue in favor of the proposals, which have been 
pending ,before the colombian Congress for some time', for a more 
,d4~crtminatory ~d restrictive shipping policy. 

22. Arguments made against the institution of ~orward procurement in' 
,Colombia and Chile hold that the speeding up of payment to 
the' U.S. exporter would be made at expense of cutting down' 
the period normally granted for supplier credits in those 
markets. Such s~pplier credits, it is held, are sorely needed 
by' the fmporters and the shortening of the credit period 
would therefore .hamper economic development and worsen the 
adverse balance of payments of those countries. 
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23. It is held by spme that the institution of forward procurement 
might require a more flexible interpretation of PO 22 (which 
covers program assistance and other dollars made available 
through special letters of credit for local cost financing ) 
than may be possible to permit continuance of the present 
system of disbursement and .documentation. 

24. The abolition of discriminatory import policies, as Embassy 
Bogota, ,,}hich considero2d this proposal in connection with the 
fiscal 1964 program loan, has pointed out is an important 
condition for attaining the normal import targets. This 
requires the recipient government to undertake to license 
imports from the U. S. "rhenever our goods are conpetitive on 
price, quality and credit. Licensing authorities would be 
required, in fact, to give U.S. suppliers the benefit of the 
doubt in marginal cases instead favori~g other suppliers; even 
in marginal cases the U.S. advantage is generally justified 
by the very liberal terms of U.S. program loans. 

Embassy Bogota estimated that if this regime had been applied 
in 1952 it would have yielded an additional $15 million 
in icportregistrations from American sources and boosted 
the U.S. share of the Colombian market from 49 to 52 percent. 

25. Some of those supporting this regime hold that, in Colombia 
for example) this is a1ready taking place. The adjusted 
line of credit would not, therefore, worsen the·situation and 
this would not offset the considerable advantages offered. 

26. Alternatively, such loans could be made to importers by a 
special department of the Central" Bank. In many cases, the 
heavy hand of the Central Bank is to be avoided. Moreover, 
the private sector should be encouraged whenever possible. 
However, this may avoid some of the difficulties arising 

•• • • • • • • •• 

from the need under this regime for the commercial banks to 
discriminate among their customers since some will be more 
eligibie than others for these loans of last resort. It would 
also avoid the problem of allocating the loan receipts among 
the different banks in the commercial banking system. 
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