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THE AID COM¥ERCIAL IMPORT PROGRAM FOR VIET-NAM

Introduction

The AID orogram for Viet-Nam has four basic objectives: 1) Economic
Stabilization, '2) War Support and Relief, ’3) Pacification, amnd '4)

Hational Develooment. Of the four, Economic Stabilization is first

in priority and involves the largest expenditure of funds., The goal

of the Economic Stabilization program is to control powerful infla-

tionary pressures within the Wetnamese economy. Thede oresaures are _‘
the result of increasing expenditures for local goods and services with i
an accompanying increase in the local supply of money. This increased
purchasing power outs heavy pressure on the price of commodities nor-

mally imported. Joint U.Z. and Vietnamese Govermment programs and

policies are aimed at reducing inflation to manageable levels, while

supolying the economy with most of the resources needed to meet GVN

civilian and militery requirements. On the part of AID, the major

2lement of the economic stabilization effort is the Commercial Import

Program,

Objectives of the Commercisl Import P-ogram

4
The primary objective of the Commercial Import Program  CIP) is the
asgurance that adequate suoplies of basic commodities are maintained
in the market to meet requivrements. 3By providing the foreign exchange
needed to £111 the gao between the increased level of imoorts required
and the level which the Govermment of Vi:t-Ham {s able to finance with
its own foreign exchange, the CIP helns curb inflaticmary orice in-
creases and reduces the possibility of shoriages and price speculation.

In addition to providing imports to satisfy these requirements, the Com-
mercial Imvort Program makes another significant contribution to the
Vietnemese economy. The plasters which the Vietnsmese importer pays

to his local bank to cover the cost of the AID financed commodities

are deposited into g spacial counterpart account with the Bational %ank
of Viet-Nam. They are then used to support the Vietnamese military and
civilian budgets.

In addition to imports financed through the Commercial Import Progrem
and through Viectnamese fore{gn exchange reserves, there is a third
category of imoorts which contribute to the economic stabiligation
effort, namely the PL 4£0 Title I program. Commodities imported under
Title I are paid for in local currency, gencrating funds for U.5. needs
and the Victnamese budget. Title I comodities include rice, wheat
flour, corn, cotton, tobacco, dried milk, and other dairy products. To
date, rice has becn by far ths most important item. Of a total of $116
nillion of Title I aales in Y 1962, °"6° million was for rice (approxi-
mately 3£0,000 tons).
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¥hile the control of inflation must continue to recefve high level
attention and a large share of AID's resources, a sufficient degree

of orice stability has been attained to vernit the Vietnsmese Govern-
pent, with the help of AID, t» devote increased attention to the develop-
ment of local oroduction. The Cormercfal Impo:t “rogram has been instru-
pental in helping expend local manufacturing by financing the importation
of industrial oachinery and essential raw materials,

Yhe Scope of the Commercial Import Zrogram

The funding level for the CIP has varied considerably in recent years
fron a high of "398 gmillion im FY 1566 to the present rate of around
$1¢5 million. This is Aue primarily to the increase in the foreign
exchange reserves of the Vi:tnamese Govermment resulting from the
purchase of niasters by the U.S., military to cover local currency
expenditures., This increase fn foreign exchange has permitted tbe
Vietnamese Government to finance a larger share of the total impert
requirements. This increase can be gaen in the following chart with
the Government of Viet-Nam share of total import licensing increasing
from 26% in FY 1966 to 55% in FY 1970.

Import Licengfing by Source of Finmancing

FY 1566 FY 1567 FY 1968 FY 1965 FY 1970

U.s. 3 Uu.s, § Uv.s. 3 U.5. § U.S. 3

¥illion % tillion % ¥illion % Killion 2 ¥illion %
CIP "345 60% 3155 25% &89 18% 205 28% 185 28%

FFF
(Title T) _ 81 14% 153  26% 146 30% 73 105 116 17%

Total U.S, 3426 74%  "30€ 51% 235 4871 278 38% %311 451

GVN 149 26% 306  4%%Z 24E 52% 463 627 378 55%
Grand
Total “575 100% »614 1007 “483 100% 5741 100% 5689 100%

The tyves of imvorts financed under the Zommercial Import Program are
limited t» those commodities which AIL considers essential for the
2conony of a develooing country. Excluded from AID financing are com-
modities which are cons’dered luxury goods or commodities of stratetic
nilitary value. The list of commodities normally financed through the
Cormercial Import Progran includes such things as chemicals,

textiles, iron and steel, slectrical =zquipment, Znduastrial machinery,
and transportation equipment,
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In fiscal year 1970, for example, iron and steel products accounted for
201. Chemical products and raw materials for plastica totaled 18% of
the program, industrial machinery and equipment 21%, fertiliszer 2512,
transportation equioment 4%, and textile goods 12%. During fiscal year
1570 petroleum oroducts, sugar and cement were financed by the GVN
using its own foveign exchange.

CIP-financed commodities are usually limited to U.S. source but, as shown
in the table below, some commodities are currently permitted from other
sources to the extent consistent with their availability and price
competiveness., In those cases vhere offshore procurement is necessary,
spacial financing arrangements are made to offset the dollar outflow

and minimize the effect on the U.S. balance of payments.

Commercial Import Program Licensing by ¥ajor Source

FY 1566 FY 1567 FY 1968 FY 1969 FY 1570
UoS. $ U'S. $ U.s. $ U.S. $ u-s. $
Villion % Killion % Killion Z Million % Villion %
U.S.A, *176,0 51.0  9%.9 64.5 52,5 55.0 [128.3 62.7 ¢156.6 ¢El.3
Taiwan 77.3 22,0 3¢.6 25.7 15.5 21.8 37.6 12.4 21,9 11.2
Kbrea 16-4 5-0 1.6 1.0 -2 - 3.9 109 11-3 5.8
Singapore None ~- 6.4 4,2 13.4 15.1 22,6 11.0 0.4 0.2
All Others 75.3 22.0 7.3 4.6 3.4 4.1 12.0 6.0 2.8 1.5
Total *345.0 100.0 5155,0 100.0 "89.0 100.0 :204.4 100.0 *155.0 100.0

In those cases where offshore procurement is used, the source is limited
to selected less dewveloped countries who agree to paywent in the form
of a tied letter of credit from a U.S. bank.

Under this arrangement, the sunplicr receives payment in his local
currency while the central monetary authority of the country receives
a2 dollar letter of cradit usable only for financing imports from the
U.s.

In the only other case of offshore procurement, that of urea fertiliser,
paynent is effected by means of a barter arrangement. In this case a U.S5.
firn, under contract with the Departmant of acriculture, provides the
dollars to cover the offshore procurement end receives reimbursement

in the form of surplus agricultural cocmodities which he sells offshore

to offset the initial dollar ocutflow. AID then reimburses the Depart-
ment of Agriculture for the cost of the surplus commodities,
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Through these special offshore procurement arrangements, AID through
the Commercial Import Program, is able to insure the flexibility
pecessary to meet the demands of the Vietnamese economy while st the
same time minimizing the adverse effect on the U.S. balance of payments
position.

The Operation of the Commercial Import Program

Commodities imported under the Commexrcial Ymwport Program ere financed
with funds authorized by Congress in the Foreign Assistance Act and

the accompanying appropriations bill under the category of Supporting
Assistance. AID then obligates these funds upon signature of a Program
Assistance Grant Agreement. Copies of the document are given to the
Directorate of Commercial Aid and the Rational Bank of Viet-Nam.

A Commodity Procurement Instruction is issued under the agreement and
includes provisions which stipulate the initial contracting and terminal
disbursement dates; the comodities eligible for financing under it
identified by reference to the USAXD/Viet-Nam Positive List; the amount
of money available to finance these comnodities; and any special
instructions that may be required by AID regulations. Then & Firaxcing
Regquest is subnitted which includes the name of the U,5. bank designated
by the National Bank of Viet-Ram to receive the AID Letter of Cormitment,
and cites specific categories of coomodities in specific dollar
anounts to be financed thereunder.

A letter of commitment is issued by AID/Weshington for each Financing
Request received froo the Governpent of Viet-Nec which contains the
applicable provisions governing the subsequent commodity transactions.
The letter of cormitment obligates AID to reipburse the designated U.S.
bank for payments to supplisrs under the applicable letters of credit
opened by the inporters through the local Vietnanmese compercial banks.

Under the Cormercial Import Program, procurement of the commodities
fnvolved is carried out almost entirely through regular commercial
channels. The Vietnamese fmporter makes a decision on the types and
amounts of cormodities which he wishes to purchase. He then solicits
offers from suppliers, selects the best offer, and applies to his
govermment for an import license {(an allocation of foreign exchange).
When he receives approvel on his license application, he opens a letter
of credit in favor of the selected supplier. The supplier prepares
and ships the order and submits the required documents to the U.S.
bank which confirmed the letter of credit to receive payoent., When
the goods arrive in Viet-Nam, the inporter, who has already paid the
plaster cost of the commodities plus the transportation, pays the
applicable custons taxes and duties and takes delivery.
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Although the Program operates through normal cormercial channels, AID

and the Govermment of Viet-Nam have established a management systen
including controls, to insure that the funds made available for fimancing
inports are effectively and properly utilized. The following 18 a
description of the major elerents of this nanagement system,

Planning and Evaluation

The single most important aspect of panagement control in the CIP is
rational planning of cormodity needs for the Viet-Nam economy, supported
by continuing evaluation of the progran's past performance. Because

of problems relating to the identification of overall commodity needs,
CIP instituted for Fiscal Year 1969, a series of reports in designated
cormodity areas.

For each cormodity category, the commodity analysis staff of the CIP
developed a Market Survey/Cormodity Analysis Report. This report
ddcuments the nature, scope, functioning and history of the cormercial
cotmunity buying U.S. financed goods, and reviews the past history of
specific commodity purchases, evaluates their relative significance in
the inmport econony and documents the continued need for these gendas.
These reports and their supporting docurentation provides CIP with an
improved basis for managing this commodity program. These reports are
kept current at all tines by each analyst through his dey-to-day working
knowledge of his specialized field.

Management Staff and Organization

The improvement in our ability to wanage the CIP is a direct result of
inprovement in the staffing and organization responsible for administering
the prograr.

Until early 1266, the CIP staff seldon exceeded 5 Americams with few of
then experienced in AID cormodity managerent policics and procedures,
Today, the program is staffed with 18 positions. Further, the
Cocmodity Analysts, all with substantial incdustrial experience but new
to the Agency, have now had up to four years experience grappling with
the problems of the CIP. The improvement is evident in more efficient
CIP management and in achieving improved day-to-day operations.

In addition to incresses in the staff, a careful study of the organiza-
tion and functioning of the Program was carried out in late 1967.

In April of 1968 the CIP was completely reorganized arocund the flow of
progeran docunents. Experience with the reorganization to date has shown
an improvement in our ability to more accurately control CIP-financed
transactions.




Commodity Analysis Functiom

The Commodity Analysis function {a new Agency occupation within the
context of the CIP) was conceived in response to AID's need to insure
minimun waste of the sudden and massive inputs of CIP resources, while
protecting its traditicnal pcsture of non-interference in commercial
business channels., This function was designed to allow USAID to con-
structively interfere with clearly ill-advised proposed transactions,
Specifically, it anticipates that by analyzing historic and current
cornodity procurement and inventory levels, the Commodity Analyst is
able to advise local importers on the soundness of proposed tramsactions
and thereby head off excessive purchasing.

The Commodity Analysts, in conjunction with a two man surveillance
staff, review 0SB notices for accuracy of specifications, commodity
eligibility; import license applications (and amendments) for eli-
gibility of commodity, importer, and supplier, reasonableness of price,
and general conformity to AID regulations; prepare requests and lusti-
fications for CIP obligations; and review all requests for extensions
in delivery dates for transactions in his coomodity area.

During the past four years, concurrent with and givieg support to the
cormodity analysis function, a number of operational changes have been
made. Most of the new activities have been instituted in direct response
to the need for tighter control over CIP-financed transactions.

0SB Notice Requirement

Section 602 of the Foreign Assistance Act of 1961, as amended, requires
that, insofar as practicable and to the extent ccnsistent with the
accouplishment of the purposes of the Act, AID shall provide advance
information to U.S. suppliers with regard to proposed purchases of
cormodities and services which are financed by AJL. The purpose of
Section 602 is to insure that: (1) U.S. suppliers {particularly small
businesses which do not have representation overseas) say be aware of
these business possibilitities; and (2) U.S. suppliers may have an
oppoertunity to participate equitably in the furnishing of AID-financed
goods and services.

To carry out the statutory requirements, AID Regulation I prescribes
two sets of procurement procedures, both of which are subject to the
Office of Small Business {0SB) notification processe: the formel com-
petitive bid procedures and an informal bid procedure. Virtually all
private sector commercial procurement is carried out under the informal
procedure,
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Under informal procurenent procecures, adherence to the publication
rule is all that is required of the {mporter. The regulations do not
require he accept the lowest offer. In contrast to the formal conpe-
titive bid procedures, the informal procurenent arrangerent affords
the commercial importer a greater depree of flexibility in selecting
a locally marketable commodity.

Included in the Prograx's panagement procedures are several measures

to assure that acceptance of offers 18 carried out in accordance with
the criteria for fnformal procurement. First, the requirement that

a copy of all offers in respomse to the Spall Business Circular notifi-
cation be received by USAID provides the price and specifications
information necessary to conduct a sound review of thé import license
application. Secondly, even though AID regulations do not formally
require a justification for acceptance of other than the lowast offer,
the Govermment of Viet-Nan Directorate of Cormercial Aid and USAID
require the ioport license application be supported by am abstract of
offers received and a statement of reasons for placing orders with
other than the prospective supplier subnmitting the lowest bid, Thirdly,
USAID Corxodity Anelysts are knowledgeable in their respective ccorrodity
area, thus pernitting pricing judgments to be carried out efficlently
and without the delay normally associated with the review of formal
procurenents,

Until July 15, 1967, USAID required the subrnission of notices on proposed
purchases to the Office of Small Business only on tramsactions valued

at more than ;10,000. On that dJdate, however, ;5,000 was established as
the nminimm value for all CIP trapsactions, and the 0SB notice
procedure (except as otherwise authorized im AID Regulation I) became

a requirement for those transactions. All OSB notices are subjected

to a thorough review by the CIP staff before beinp sent to Washington
for publication.

While OSB publication of proposed purchases lessens the chance for
collusion between supplier and importer, as well as providing U.S.
business the opportunity to bid on the purchases, the 60 days or 8o of
lead tine added to delivery periods increases the importer's difficul-
ties in calculating future requirements.

Inport License Review

After the Office of Small Business Requirements have been met, the
importer files an import license application with his local Vietnemese
bank. The license application {8 accompanied by a complete descrip-
tion of the proposed procurement and its cost, including ocean trans-
portation. The local bank is free to accept or reject the application.
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Since acceptance of o license anplication makes the bank financially
responsible for the entire tramsaction, the bank treats the applica-
tion as a credit matter. If the anplication neets the local bank
requirements, it is forwarded to the National Bank of Viet-Nam for
registration and thence to the DCA.

In mid-1967, the USAID review of import licenses was intensified and
now includes license amendments as well. The license /cr amendment)
is subjected to complete scrutiny covering the eligibility of the
cormodity, importer, sales agent, and supnlier as well as prices and
the volume of the commodity already under license. The license, if
approved, {s duly stamped and signed by th: Commodity Analyst., Sub-
sequently, copies of the licenses approved by the GVN and issued by
the National Bank of Viet-Nem are returoed to the CIP for commarison
with the license copy approved by the Cormodity Analyst.

Suspension Procedures

USAID suspension of importers was oripinally based on the recocmenda-

tion of a comittee established to review suspect actions by importers,

sales agents, and othor parties dealing in the CIP. The experience

gained from this initial effort pointed to the need for full tice staff-

ing of this review function. Today, an Assistant to the Director (DA)

carrics out this function., USAID Policy and Procedures Order 130.5

{dated May ¢, 1569) prescribes the actions -f the Inspection and Invest-

igation Staff prior tc suspension action by the DA,

USAID action for the suspension of local firms and individuals having
access to AID-financed tramsactions, particularly importers and sales
agents, are invcked following recomendation by the DA and approved

by the Director, or upon USAID's receipt of advice of such suspension

by the GVN. The CIP maintains and distributes the suspension listings

under the title "Ineligiblec Innorters, Suppliers and Agents", This
list includes those local suspcnsions directed cr cconcurred in by the
DA, as well as all suspensions and debarmeants initiated by AID/W,

As additional experience was gained and controls on the program tightened,
the need for a special review of prooosed tramsactions by certain impor-

ters became clear. These importers and their agents are ones who display
questionable practices withcut actually violating the suspension criteria.
Consequently, the CIP initiated a system of "Prior Review of Transactions"

for use of the CIP staff, As capability to safeguard the integrity of

the program increased, this earlior system was further refined and

titled "CIP Watch List No. 1%, effective September 9, 1968. This system

is the means by which those analysts who review the tramsactions are
alerted to all of the known irrepularities of past performance of
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individual importers, suppliers or agents. The list consistently
includes the AID/W Prior Raview Listings in its periolically issued
supplements., This 1list was later revised and reissued on June 10, 1969
as "CIP Watch List No. 2", This revision includes further explanation
of the specific irregularities which are involved, and is regularly
amended with additions and deletions. The individual tramsaction files
are annotated with reference to this list, thereby enabling the analysts
to keep aware of firms whose actions have been irregular, yet not
sufficiently so as to warrant suspension.

Central Cormercial Control Files

In mid-1967 a program was started to accumulate background information on
all importers, Policy and Procedures Order N>, 130.6 issued in

November 1967 established a Central Importer File for the mainten&nce

of this data by the CIP, for USAID use., This file was further expanded
by amendment to the Order on August 31, 1968, uncer the above file title,

The individual files contain information such as suspensions and
debarrx:nts, AID/W Prior Review actions, Importer Data Sheets prepored
by CIP commodity analysts, summaries prepared by CIP of ADFM Audit
Repcrto, data runs on licensing and 053 activities of importers, U.S.
Custoums Advisory Team reports, copies of Importer Questionnaires and
Horld Trade Reports (which resulted from a joint task force operation
by U3AD and Embassy's Cormercial Office personnel), and copies of
partinznt correspondence. Effort is directed to the accurmtlation of as
mch useful data as is feasible, in one locntion. The CIP constant
review, and the caily use of these files provides a valuable tool in
lending useful puidance whenever an investigation of a given firm 1is
undertaken,

In May, 1970, the accumulation of data relating to importer activity

for the CCC Filas was expancded to cover information available from all
USAID sources, This "crash progran" initially will cover only the
largest importers in dollar volume (over %5500,000) during fiscal 1969

and 1970 (62). Once the survey of the largest importers is complete,

the progrom will be expanded to include at least the importers within
the 5200,000 to 3500,000 dollar volume level. In this maoner, it is
expected the CCC Files will contain all the avallable {nformation related
to lmporter activity under AID finmancing in Viet-Nam.

Positive List of Cocmodities

In order to obtain a more useful statistical base and consequently a
pgreater degree of coomodity control, USAID developed a positive liat
cf specific comodities elipible for AID financing. The key featurves
of this list are: All commodity categories are much more narrowly
defined than theretofore; the list is tied to the Department of
Commerce Schedule B commodity schedule, expanded to employ a ten digit
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code; the positive list is the key comtrcl in deternining commodity
elipgibility for USAID financing under the Cormercial Import Progran;
and comodities not listed thereon are not eligible. Further, the
Pogitive List is an integral part of the Program Assistance Grant
Apreement end its subordinate documents, the Commodity Procurement
Instruction and the Financing Request which control by limitation
both the category of commodity imported and funds available for
expenditure thereunder.

Substantial advantages accrue to USAID through the much improved
statistical control which the list provides. Ristorical import data
18 being accumulated in specific commodity categories. This provides
the Commodity Analysts with meeningful information for calculating
current and future import requirements of specific commodities. In
addition, the list aids the local import coomunity by sinmplifying the
question of which commodities are eligible for USAID fimancing and
which are not.

This list hes been Ceveloped over a period of about three years by
Commercial Import Program personnel. A draft copy was first tr-:s-
nitted to the Vietnanese Ministry of Economy on Sestember 8, 1967.
Subaequent reviaions have been made, including the change to the
Schecdule B Code, and the latest revised 1list was forwarded to the
Mintciry of Economy in January 1970, USAID Cormmaodity Analysts use
thz list in making commodity eligibility deterninations on license
applications and OSB notices.

10-Dipit Code

One of the basic controls needed to implement the Positive Liat was a
simple but specific camodity identification nurmber. The code, as
defined, had to be snecific encugh to positively identify the item so
nunbered, but had to be sufficiently general that maintenance by CIP
and use by the fnporters would not require technical expertise,

On July 1, 1968, the Department of Coumerce Schedule B Commodity classei-
fication syster was adopted by AID for use in codinp commodities author-
ized uncder AID world-wide orograms and projects, While the Schedule B
code meets most AID requirements, USAID Viet-Nan determined a need for
greater specificity. Accordingly, ancther three digits were added as

a suffix to each code nombter, sc that detailed ten digit coding is

used for CIP imports into Viet-Nam, and is basic tc the Positive List.
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The use of this commodity code tied to the Schecdule B:

A. Pernmits precise desipgnation of those commwodities eligible for AID
finanding;

B, Eliminates errors formerly occuring when cross-referencing Schedule
B to AID codes in U.S. export statistical reporting;

C. Permits cross-referencing with the Standard International Trade
Classification (S.T.T.C.) and the Brussels Tariff Nomenclature
{B.T.R.) and assists in the overall program planning process; and

D. Permits more precise correlation between AID financing statistics
and Govermment c¢f Viet-Nam customs statistics.

Until such time as importers are fully familiar with the new code,
classification numbers are, as needed, inserted by CIP personnel on
license and Office of Small Business Applications. The 10-digit
cormodity code has been automatically integrated into the USAID
Autonatic Data Processing System, and licenses since FY 1967 have
been arended to reflect the new code. This provides USAID with a
broader statistical base for conmodity planning.

Automntic Data Processing 7ADP)Y « CIP VManarenent & Information System

In accordance with AID's policy objective of "developing commodity
pipeline data under agrecrents," USAID has been developing an integrated
CIP Management Information System, which facludes two basic ADP sub-
systems: (1) The CIP Import License Systen; and {(2) the Commodity
Accounting System. These Systenms are designed to meet a wide range

of general information needs of USAID manzagenent and to provide readily
accesslble, reliable, and timely data in the detail necessary to meet
the functional requirements of niddle mancgerent and operating personnel.

Data Input

The Systens gather -Zata at varicus points in a CIP Inport License transac-
ticn: License stages {CIP Inport License System); and the in-transit,
arrival, and customs releasec stages (Corxaodity Accounting System).
Responsibility for the data collection 18 divided between ADCCA/CIP

(CIP Import License System) and ADFM/CAB {Commwodity Accounting Systen).

Information Qutput

The information requirements to be met by the Syater vary depending upon
the level of managerment and the functions of the responsible office.

Fron the overall System, top monagement will receive informetion regarding
the aggrepate CIP pipeline cof commodites ordered ‘licenses)s :$hipped
(in-transit) ancd receilved in country (customs release) by volume and by
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dollar value. Such reports will tend to influence USAID decisicns
regarding ilmport planning and evaluation, and methods for maximum
commodity utilization in country. The informaticn retrieval ability of
the Systems {s one of ite orincipal assets in that comprehensive data

can be obtained on specific CIP transactions and the suppliers, importers,
commodities, prices, and quantities related thereto,

Managenment utilizes the two sub-systems to assist in their program
planning, implementaticn, evaluation, and control functions. On a
regular basis, CIP wanagers recelve aggregate and detailed information
concerning proposed procurement of commodities. S:ich data assista in
programming of funds in accordance with selection of coomodities to

bé finance¢ and license approval procedures. '“henever commodity short-
ages seem apparent, shipping data can provide estimates of future
arrivals of that commodity to determine the seriousness of the shortage.
Further, the System can show the degree of U.S, supplier competiiiveness
with PD-31 countries in specific ten-digit Schedule B commodities, and
can also facilitate docunent flow studies, identifying personnel work-
load requirements.

The Commodity Accounting Branch can trace AID-financed shipments from

the apreement stage throurh shipment, arrival in country and relezse from
GVN customs as derived from bills of lading, ship manifests, suppliers
tavoires, stevadore outturn reports, warehouse tally sheets, and customs
declarctions. This Branch could deternine the quantity and conditions

of comodities for which payment was nade by AID; which cormodities

have entered the economy; amount and nature of distressed cargo, and
possibility of refund clains.

In sumary, the CIP Manapgement Informatfon System will, when fully imple-
mented, provide full and nrecise detail re AID-financeéd CIP {mport trans-
actioms.



