»

et

UNITED STATES GENERAL ACCOUNTING OFFICE
' WASHINGTON, D.C. 20548
FOR RELEASE ON DELIVERY
Expected at 2:00: p.m.
Wednesday, March: 14, 1984
Statement of
Frank C. Conahan
Director, National Security and International Affairs Division

before the

Subcommittee on Foreign Operations

of the
Senate Committee on Appropriations

on 123624

'~ GAO Reviews of

Foreign Economic Assistance Programs

Mr. Chairman and Members of the Subcommittee:

We appreciate the opportunity to’provide an overvi%w of our
recently completed and on-going work on U.S. economic agsistance
programs. |

Our work has emphasized concerns with specific asp%cts of
the overall program and/or selected regions or countrieg. As in
the past, we continue to address those areas of congres%iénal
interest in which we believe management and administrat@ve

improvements can be made and implementation of our recommenda-
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tions can result in program improvements, reduce costs,%and

provide better opportunities for congressional oversigh&.
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*HE.ECONBMIC SQPPORT.FUND

A major trend in the U.S. economic assistance prog?am in
recent years has been the increased use of'the‘EconomicfSupport
Fund (ESF). While the fundin§ levels for other forms of bilat~
eral aid have declined or remained stable since fiscal year
1981, the ESF program has increased by over 55 percent,.to a
proposed level of $3.4 billion for fiscal year 1985. The number
of countries receiving bilateral ESF assistance has increased at
an even greater rate, from 20 in fiscal year 1981 to a proposed
37 in fiscal year 1985. Approximately half of the Fund is allo-
cated to Israel and Egypt. Although the Fund is used to promote
economic or political stability in countries where the United
States has special security or foreign policy interests, Con~-
gress has required that ESF assistance be directed, to the maxi-
mum extent possible, toward basic human needs and developmental
goals. ESF assistance is used for balance-of-payments isupport
and commodity import programs and to finance infrastructure and
other capital projects.

During the past year we issued three reports on E#F activi-
ties and one on AID management of commodity import pro#rams and
provided Congress with information on ESF cash transfeﬂs in
Central America. 1In April 1983, we reported on the political
and economic factors influencing ESF funding levels and the
structuring of individual country programs. We reported that
ESF programs are developed on a country-specific basisﬁ that
they are not governed by any over-all formula for deteﬁmining

their composition and that, because few restrictions g?vern the

2




.Fund's uses or the'eligibility of a country to receive aid, ESF @

levels may be set hiéher than economic needs alone may warrant
in order to communicate political messages. We also reported
that, unlike Development Assistance funding, which uses per
capita income as a primary criteria for determining whe%her the
assistance will be provided as a grant or a loan, decis#ons on
ESF assistance involve security concerns as well as perfcapita
income.

One of the key foreign policy objectives supported by the
ESF program is to ensure continued U.S. access to military
facilities in foreign countries. For example, the Philippines
received $200 million in ESF assistance between fiscal years
1980 and 1984 and was the subject of our January 1984 report.
We examined the progress and constraints encountered inéimple-
menting the ESF program over the past 5 years and the implica-
tions of current program experience for future ESF assigtance.
We reported on the need for the United States and Philippine
governments to clarify such long-standing issues as thé types of
ESF assistance to be provided, the purposes and uses oﬁ the
assistance, and the degree of administrative control td be
maintained by AID.

ESF, as a highly flexible form of assistance, is often used
to help recipients meet short-term economic needs, such as
balance-of-payment and budget deficits. This type of #id is
used to assist recipients in importing all types of goéds and
services. Cash transfers are associated with a recipi%nt coun-

try pledging to allocate foreign exchange to imports of eligible
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‘"U.8. goods and uorv;cﬁu in an amount at least equivalent to the

cash transfer. |

In April 1983, we reported on the $188 million inébalance-
of-payments assistance provided to Jamaica between 198& and
1982. The majority of this assiétance was in the formfof cash
transfers and was intended to stimulate economic growtﬁ by pro-
viding the foreign exchange necessary to purchase needgd U.S.
imports. We concluded that AID's procedures for monitbring
Jamaican use of the foreign exchange assistance were limited.
We believed that AID could encourage Jamaica to increase
imports from the United States and recommended that AID imple-
ment a system for monitoriné imports. We also suggesﬁed a moni-
toring process that could be implemented by AID.

The Jamaican report also discussed the use of local curren-
cies for development purposes. We reported that, although AID
requires Jamaica to provide local currency equivalent to the
value of U.S. balance-of-payments assistance for agreéd upon
development projects and purposes, AID played a relatﬂvely
passive role in the selection of these projects. Furﬁhermore,
AID relied on the government of Jamaica to select up éo
90 percent of the local currency projects and performéd no
on-gsite monitoring of the projects to assure that funds were
provided for agreed upon purposes or to determine whe@her
projects were progressing adequately. We recommended%that AID

consider a more active role in identifying and monitofing

projects. .




Thé concerns‘assbciated with monitoring ESF cash transfers
are not uniqueqto the Jamaican program. Our review of economic
assistance to Central America has shown that AID's financial
controls cease once funds areée deposited in a recipienﬁ's central
bank and commingled with other sources of funds. Sinde cash
transfers are not directly linked to the procurement qf specific
U.S. goods and services, the recipient is able to import any
type of commodity from any country. GAO has not taken a posi-
tion that controls are inadequate; it has merely raised policy
questions on which Congress and the administration need to reach
an understanding; i.e., how much control is practical and what

should be the expectations attributed to cash transfers.

AID IN COMPARISON WITH OTHER DONORS

Over the past 20 years, one of the clearest trends in
international development assistance is the increasing number of
major donors to the developing world. Although the United
States remains a leading donor country, its share of ﬁhe world's
total development assistance has steadily declined,,ffom about
60 percent of the total aid provided in the 1960s to ébout
22 percent today. This decrease is partially due to éhe growth
of donor programs in other countries and the emergencé of such
new donors as members of the Organization of Petroleum Exporting
Countries (OPEC) and multilateral agencies. ’

In response to this growth of other donor progra@s, we com-
pared the approach used by the United States with thoée of five
major Western nations-=-Canada, France, Sweden, the United King-

dom, and West Germany. The resulting report was issued last
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year and provided‘an‘analysis of three‘management issues con-
ffonting all ddnof assistance organizations: (1) the donor's
provision of different types of aiﬁ, (2)’the donor's organiza-
tional structure, and (3) the donor's administrative procedures
and financial controls. We reported that AID differs%from the
primary aid agencies of the other donors studied in a number of
ways. Specifically, AID has the most extensive program in terms
of dollars allocated, number of personnel, and extent of over-
seas field offices. AID is generally more accountable to legis-
lative controls, more sensitive to domestic public opinion, and
focuses its assistance on the rural areas where the largest
number of poor reside.

Although this report contained no recommendations, it
discussed the implications of applying the foreign aid manage-
ment approaches used by the other donors to the AID program,
particularly the dilemmas and trade~offs that would aécompany
such an action. The report has been used extensively: by AID,
others in the development community, and the recentlyfconcluded

Commission on Security and Economic Assistance.

AID ADMINISTRATION AND MANAGEMENT

Commodity Import Programs

AID spends half a billion dollars a year for Comﬁodity
Import Programs (CIPs), which provide developing coun?ries with
dollar exchange to import various commodities to helpgmeet
resource shortfalls. Additionally, it provides local?currency

from the sale of these commodities. 1In response to tbe growing

congressional interest in the size and management of khese
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' programs, we recehtly evaluated the extent of AID's p#ogram and

financial controls over CIPs. We reported that AID had not
always adequately planned procurements apd delivery of the
commodities. Adequate internal controls to assure co@pliance
with existing eligibility and price regulations and r%quirements
were not always used. AID's monitoring of the impleméntation of
CIPs and of local currency generation was not adequaté.
Accordingly, we recommended that the Administrator of AID:
--Establish procedures requiring more specific
pre-implementation CIP planning.
--Initiate action to improve controls, including
increasing audit coverage.
-~-Issue specific guidance on monitoring CIP
implementation at the AID mission level.
--Issue guidelines on accounting for the genera-
tion of local currency proceeds resulting from
the sale of AID-financed commodities and on
monitoring the use of such proceeds.
--Require that CIP assistance be systematically
evaluated and develop specific guidance for
those performing such evaluations.
AID agreed with our recommendations and has either initiated
corrective action or informed us of plans to issue appropriate

guidance to officials involved in these activities.

Recurring costs of project operation and maintenance

'

Proper operation and maintenance is critical to the long-

term success of donor-assisted development projects. éLow recip-

ient and donor priority and inadequate financial support for the
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recurrent cdatg associated with proper operation and maintenance
have adverpely'affected many well-intentioned development
efforts. Since 1975, we have issued nine reports which have
discussed the lack of host-country abiliﬁy and/or willingness to
maintain AID=funded projects after external assistancé ends and
thus becoming dependent on AID for project success. ihe topics
of these reports varied widely and included housing, ﬁealth
care, water supply projects, training, and disaster agsistance.
Our reports during the past year on donor-assisted irrigation
systems and AID's rural potable water and sanitation program
again highlight the severity of the problem.

The United States, directly through AID and indirectly
through the World Bank and Asian Development Bank, ha§ invested
billions of dollars in irrigation systems in Asia. Tﬁese sys-
tems represent one of AID's largest investments in th% region,
as the Agency plans to spend as much as $750 million in Asian
irrigation development in the next 5 years. Poor ope#ation and
maintenance practices, however, are seriously limiting the effi-
ciency of those systems already in place. Furthermor%, the
rapid deterioration of irrigation systems represents % special
dilemma for donors who must justify additional invest@ents in
new systems during the next decade. There is clearlyia gquestion
of the absorptive capacity of the developing countrie; in the
irrigation sector, in terms of recurrent budget capability and

institutional expertise. Inherent in these issues isjthe extent
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to which the United States should continue to finance new irri-

gation activitias in the face of inadequate operation and main-
tenance and whether it should resolve to provide such assistance
only if recipient countries show the willingness, commiﬁment,

and capability to effectively operate and maintain suchisystems.

During 1983 we assessed the operation and maintenabce of
U.S.~financed irrigation systems in Indonesia, Sri Lanka, and
Thailand. 1In August 1983, we reported on these problems and
pointed out that effective operation and maintenance requires a
commitment by the recipient as well as the donor. We found
several problems affecting the performance of irrigation systems
in each country visited, which raised questions concerning the
level of capability and commitment that actually exists.

We recommended that AID require a recurrent cost plan that
identifies operation and maintenance requirements and fpnding
sources for each project. This will necessitate a willﬁngness
on the part of AID, the recipient, and other aid donors: to give
sufficient attention to the long-term costs and benefitg associ-
ated with efficiently operated and maintained irrigatioh sys-
tems. We also recommended that AID adopt stronger projéct
design and construction criteria to reduce recurrent cogts. AID
substantially agreed with our findings and recommendatibns and
is pursuing many of them through its policies and projebts.

AID has since proposed a project to begin in fiscal yea# 1985

that will address the operation and maintenance problem% of

small-scale irrigation systems in Indonesia. This projkct will

reportedly take 8 years to implement and will benefit a%proxi-
‘ \

mately 2.5 million farmers.
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- Unsafe water and inadequate sanitation spread fatal and
debilitating diseases which affect millions of lives in the

developing world. The United States has been concernedfwith
this problem for over 40 years. Between fiscal years 1578 and
1982, AID provided over one billion dollars in assistan%e for
expanding access to improved water and better sanitatiog. As we
reported in February 1984, the Agency's rural water andésanita—
tion program is experiencing difficulty in delivering a full
range of intended facilities and services and implementing oper-
ation and maintenance activities.

Many factors affect the timely delivery of water and sani-
tation services. According to the World Bank, low host-~country
priority, inadequate financial support, and cumbersome logistics
are among the problems contributing to the slow progresé. We
found these problems in three of the five countries we Qisited
during our review; most prevalent were competing host-country
priorities, which may result in inadequate institutionséor per-
sonnel to implement the programs and install the facilities. As
a result, not all the planned benefits reach the target popula-
tions. We did find, however, that AID projects in the five
countries visited have been successful when there has béen host-
country commitment and pa:ticipation. We made several recom-
mendations to the Administrator of AID for improving implementa-
tion, ensuring that the projects receive proper upkeep,iand
identifying the improvements resulting from this type o# assis-
tance. AID has taken or planned actions which should iﬁplement

our recommendations.
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AID credit programs

During.the past year, we reviewed AID's Productive Credit
and Housing Guaranty programs, which provide credit guaranties
to developing countries. The Productive Credit Guarant& program

z
provides partial guaranties to private credit instituti%ns that
lend to small entrepreneurs engaged in credit and self-%elp
development projects. In November 1983, we reported th%t the
program has been at a virtual standstill since 1981 in Eeveral
countries due to economic recessions in the recipient countries
and problems with program management. The poor financial
reporting by the recipient countries' central banks, and in some
cases by the AID missions, had led to confusion over the extent
of AID's financial liability under the program. We recommended
several measures which we believe can be taken to determine
AID's actual program liability and improve program management.

A report to be issued soon on AID's management of the
Housing Guaranty program discusses AID's use of the prdgram in
an environment of high external debt, balance-of-paymeﬁts diffi-
culties, and other economic problems in recipient countries.
Worldwide economic conditions have adversely affected grogram
operations. Heavy debt levels and the international r%cession
have undermined economic stability in many countries. }Inflation
and currency devaluations have undermined shelter finaﬁce sys-
tems and put many shelter solutions beyond the reach of target
populations. Several countries have been consistentlyéin
arrears in their loan repayments. Host-countries' debt

reschedulings of loans threatens the liquidity of the érogram's

11

e - st



' reserve fund. The U.S. government's contingent liability for

Housing Guaranty loans exceeds §1 b&llion; the reserve  fund to
cover this liability is now down to;approximately'SZO illion;
In our report we intend to recbmmend’that AID take steps to
stem further deterioration in the level of the reserve?fund and
to minimize the U.S. government's contingent liability | exposure.
We are also concerned that no Housing Guaranty loans b% exempted
from any counry's debt rescheduling if such rescheduli&gs
include other AID loans. We also believe that a thoroégh coun-~
try risk analysis should be prepared for each proposed‘Housing
Guaranty loan.
DEVELOPMENT EFFORTS IN AFRICA
As you know Mr. Chairman, Africa is currently experiencing

one of the most severe droughts in that continent's history. 1In
response, the United States has initiated a two-part program to
assist famine-threatened areas. In the short run, the.
administration has proposed providing $90 million in e@ergency
food aid. The longer term will be addressed by the pr#posed
Economic Policy Initiative for Africa, which will provide funds
to nations which have reformed or are in the process of reform-
ing major food production and marketing policies. |

In September 1983, we reported on AID's efforts to reform
host-government agricultural policies in Sub-Sahara Af#ica. At
the Washington level, AID had extensively promoted hos&-country
policy reform through policy papers, country strategy %uidance,

4
and congressional testimony. However, at the country @evel, AID
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often dééaant ha?e an ongoing viable program in place which
recognizes the inherent difficulties in realizing poli?y reform
and the potential long-term effort involved. 1In addition, AID
missions in Sub-Sahara Africa had generally not taken substan-
tial actions to promote policy reform, even though these poli-
cies contribute to declining food production. Planned%and
ongoing reform efforts were minimal in many countries.{ We
recommended that AID missions identify developing country
agricultural policies which inhibit food production and distri-
bution and develop plans to address them. We also recommended
that AID appropriately reward missions and staffs for their
policy reform efforts.

AID agreed with our observations and recomendations and has
asked African missions to develop 5-year policy reform strate-
gies and action plans.

Our work in process includes reviews of the SaheL Develop-
ment and Public Law 480, Title III (Food for Developmgnt) Pro-
grams. Since 1981, rising donor commitments have translated
into the operation of 700 donor-sponsored projects in;the Sahel.
gyis expansion of economic assistance and the prolifeéation of
éonors has imposed heavy burdens on the limited Sahelﬂan govern-
ments administrative capabilities and may be weakeniné rather
than fortifying them. Our review will examine the exgent and
impact of this problem and explore possible alternati%es.

Developing countries in all regions face financial manage-
ment weaknesses which reduce the performance of theirgdevelop-

1

ment programs. The lack of host-country management capability
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is mogt'iefiouu in Africa. Training programs to impro&e
accounting,,buddéiing, and auditing systems in developing coun-
tries will require the major donors to address financiél manage-
ment assistance as a distinct factor in ﬁhe developmen% process.
We have in process a review designed to identify how t%e major
donors can systematically define such training needs an provide

related assistance.

As in the past, questions surround the current U.S. bilat-
eral assistance program and its future direction. Our office
will continue to review issues of congressional interest to
assist it in considering the direction of the U.S. bilateral
assistance effort.

This concludes my prepared remarks, Mr. Chairman.? We will

be pleased to answer any questions you may have.
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