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Abstract

This report outlines the structure of the Public Law 480

(Food for Peace) program, and explains the program
planning and implementation procedures involved in

administering titles I (concessional sales agreements)

and III (Food for Development) of the program. The
report briefly describes the objectives, history, and
structure of the program and the program planning pro-

cess. The terms and conditions of sales agreements
and Food for Development programs as well as the pro-

cedures for implementing both are also explained.
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Washington, D.C. 20250

Preface

This report supersedes P.L. 480 Concessional Sales—
History, Procedures, Negotiating and Implementing

Agreements, Foreign Agricultural Economic Report No.

142, December 1977. Since the last report various

changes enacted by Congress have affected the au-

thority and requirements of the program. In addition

to updating the explanation of implementation pro-

cedures, the discussion of operating procedures has

been broadened and a new section which explains pro-

gram planning procedures has been added.

This report is designed to assist officials in the

United States and foreign countries carry out their

responsibilities pertinent to the P.L. 480 program. It

also outlines P.L. 480 provisions and procedures for

private U.S exporters, and U.S. and foreign banks par-

ticipating in the program. Finally, the report has been

written for farmers, economists and other social scien-

tists, and educators and students interested in the role

of the P.L. 480 program in agricultural trade and global

food programs.
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Program Objectives, Structure, and Planning

Program Objectives

In 1954, the 83rd Congress passed the Agricultural

Trade Development and Assistance Act (Public Law

83-480), establishing the U.S. international food

assistance program commonly referred to as the “P.L.

480” or “Food for Peace” program. Throughout its his-

tory, this program has served a variety of objectives.

Summarized in the Preamble to the Act, as amended,

those objectives are:

. .to expand international trade; to develop and ex-

pand export markets for U.S. agricultural commodities;

to use the abundant agricultural productivity of the

United States to combat hunger and malnutrition, and

to encourage economic development in the developing

countries, with particular emphasis on assistance to

those countries that are determined to improve their

own agricultural production; and to promote in other

ways the foreign policy of the United States.”

Since the program’s creation the emphasis has shifted

in response to changes in the domestic and interna-

tional environments in which the program must op-

erate. Yet the three primary objectives— promoting

agricultural trade, providing humanitarian relief and

aiding the economic advancement of developing coun-

tries, and promoting U.S. foreign policy— remain central

to the program’s existence and operation.

To appreciate the importance of the P.L. 480 program’s

objectives, it might be helpful to recall the domestic

and international situation when the program was
created. Problems of supply-demand imbalance have

plagued U.S. agriculture repeatedly since the early

1900’s. During both World Wars, for example, the

United States was the major source of food and fiber

for many nations in Europe. Soon after both wars, for-

eign demand decreased as Europe’s own agricultural

productive capacity was restored. As a consequence,

the prices received by U.S farmers for their com-
modities deteriorated sharply.

Beginning in the 1930’s, Congress passed legislation

aimed at improving agricultural commodity prices and
supplies, including legislation that established price

supports and restricted production through acreage

set-asides. But except for brief respites during World

War II and at the start of the Korean War, when govern-

ments stockpiled against possible shortages, surpluses

continued to accumulate in U.S. Government inven-

tories, at considerable taxpayer expense.

Concurrent with these agricultural trends, important

political and economic trends contributed to the im-

petus for creating the P.L. 480 program. First, there was

growing awareness after World War II, within the U.S.

Government and the general public, that the U.S. eco-

nomic prosperity was interdependent with that of other

nations. U.S. farmers became aware that their highest

income occurred when foreign demand for their prod-

ucts was greatest.

Second, at the end of World War II the United States

emerged as the major economic power in the world. U.S

leadership and willingness to assume a more active in-

ternational role were demonstrated by such policies

and programs as the Truman Doctrine and the Marshall

Plan. Third, the acute shortage of foreign exchange in

Europe and the developing countries limited their

ability to buy goods from the United States. The poten-

tial demand was there for U.S. agricultural and other

commodities, but not the financial means to purchase

them.

It was in this context that the P.L. 480 program was
created. The growing cost of stockpiling farm sur-

pluses, a willingness to continue aid efforts to Europe

and the developing countries begun with the Marshall

Plan, and the lack of foreign exchange on the part of

U.S. trade partners were all central to the establish-

ment of the program.

At the time of the program’s enactment, recipient coun-

tries paid for U.S. agricultural commodities with their

own nonconvertible currencies. These currencies, owned
by the United States, almost always stayed in the reci-

pient country and were spent as the United States and

the recipient country agreed. Thus, the United States

saved foreign currency it otherwise would have needed

to spend in the recipient country. Conversely, the reci-

pient country saved foreign exchange which it could

use to buy other needed imports.

As originally written, P.L. 480 authorized three types of

commodity transfers: sales of commodities to be paid

with the local currency of the recipient countries (title

I), donations of commodities to meet famine and other

extraordinary relief requirements (title II), and barter ex-

changes of commodities for strategic materials (title

III). The bulk of transfers during the first years of opera-

tion were in the form of sales for local currencies.

Expanding U.S. agricultural trade was probably the

chief impetus of the P.L. 480 program during the first

10 years of its operation. However, other interests also

played an important role. By the late 1950’s, for exam-

ple, concern for the U.S. balance of payments position

grew as the economies of West European countries re-

gained their prewar strength. In 1958 alone, U.S. gold

reserves declined by more than $2 billion. As a result,

efforts were made to improve the U.S. balance of pay-
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merits position, without weakening P.L. 480 program
objectives.

Through the years, amendments to the law increased

the possible uses of local currencies generated by P.L.

480 sales agreements. This reduced the need to pur-

chase local currencies with dollars for conducting of-

ficial U.S. government business. In addition, starting in

1959, recipient countries could purchase commodities
on a dollar credit (DC) sales basis, with long-term

repayment periods, rather than making immediate pay-

ments using local currencies. This authority was con-

tained in a new title IV of the Act.

In 1966, an important turning point in the history of the

P.L. 480 program was reached. By this time the huge

surpluses that had marked U.S. agriculture in the

1950’s and early 1960’s had diminished. The problems

of world hunger and economic advancement in the de-

veloping countries were Subjects of increased discus-

sion and debate inside as well as outside the govern-

ment. In light of these and other trends, the Food for

Peace Act was passed by Congress in 1966.

None of the original objectives of the P.L. 480 program

was abandoned by this new legislation, but the intent

of the Act concerning humantarian and development

objectives in developing countries was strengthened.

References to U.S. agricultural surpluses were deleted

from the language of the Act, although commodity
“availability" remained a prerequisite for P.L. 480

shipments. In addition, self-help provisions were re-

quired in each sales agreement. These provisions spec-

ified some of the ways in which the government in a

recipient country could use the local currencies

generated by the resale of P.L. 480 commodities.

The Food for Peace Act of 1966 also sought to improve

the impact of the program of the U.S. balance of pay-

ments position. An amendment to the Act required that

the President take steps to assure a progressive transi-

tion from sales for foreign currencies to dollar credit

(DC) sales agreements. For those countries not capable

of going directly to DC sales a new type of sales agree-

ment— the convertible local currency credit (CLCC)

sales agreement—was established. This type of agree-

ment is essentially the same as a DC agreement, ex-

cept that it offers more time for principal repayment (40

years instead of 20); a longer grace period to begin

principle repayment (up to 10 years versus a maximum
of 2 for DC sales agreement); and, at the option of the

U.S. Government, payment in convertible currency of a

third country. Both authorities— to enter in DC and

CLCC sales agreements—were included in an amended
title I of the Act.

A second turning point for the P.L. 480 program occurred
during the early 1970's. In 1972 there was a worldwide
reduction in grain production due to inclement weather
and other production conditions. At the same time, new
and unexpected commercial export demands were made
on U.S. agricultural supplies, including large purchases
of wheat and feed grains by the USSR. Instead of the

large surpluses and low prices that plagued U.S agri-

culture two decades earlier, the situation in 1972-73

was one of drastically reduced reserves and sharply ris-

ing prices.

The result of these new conditions was reduced levels

of commodities available for export through the P.L.

480 program. The volume of agricultural products ex-

ported under the P.L. 480 program fell to its lowest

levels ever in fiscal years 1973 and 1974. Some develop-

ing countries found it necessary to enter regular com-
mercial markets for food commodities, at a time when
prices were at all-time highs due to limited supplies.

Added to the economic pressures created by the tight

food situation, the Organization of Petroleum Exporting

Countries (OPEC) quadrupled its prices for petroleum in

1973. Because oil and food are major imports of most
developing countries, the economic situation of many
of these countries worsened.

In this context of heightened national and international

concern over the world food situation (the first World

Food Conference was convened in Rome in 1974), fur-

ther revisions were made in the P.L. 480 program to

strengthen its humanitarian and development assist-

ance features. The principal changes since 1975

include:

• At least 75 percent of title I assistance provided

each fiscal year is to be allocated to those nations

which meet the poverty criterion of the Interna-

tional Development Association of the Interna-

tional Bank for Reconstruction and Development

(i.e., per capita national income), as a result of an

amendment added to the Act by the International

Development and Food Assistance Act of 1975,

and further amended by the International Develop-

ment and Food Assistance Act of 1977.

• A requirement that a minimum of 1.3 million metric

tons of agricultural commodities be distributed

through title II donations, with 1 million tons of

that minimum to be distributed through private

voluntary organizations (PVO’s) and the World

Food Program (WFP) of the United Nations (UN).

This requirement was introduced in the Interna-

tional Development and Food Assistance Act of

1975. The 1977 International Development and
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Food Assistance Act increased'these levels to 1.6

million tons of title II donations, with 1.3 million

tons to be distributed through PVO’s, by 1980. In

1981 the minimal allocation of resources to be

distributed through PVO’s and the WFP was changed

to 1.2 million tons, and included only that food

used in regular nonemergency feeding programs.

• A Food for Development Program was added to

title III of the Act of the International Development

and Food Assistance Act of 1977. The provisions

of this program permitted sales agreements under

the authority of title I that would include (1)

multiyear commitments of U.S. food aid to a coun-

try, (2) loan repayment forgiveness, and (3) a

greater development assistance emphasis, espe-

cially in the areas of agricultural development.

• The Secretary of Agriculture was given the author-

ity, by the Food and Agriculture Act of 1977, to

determine that some part of the domestic supply

of commodities be available under P.L. 480 in

times of urgent need, even if U.S. supplies would

not otherwise be available.

These and other revisions have strengthened the role of

the P.L. 480 program for satisfying humanitarian food

needs and encouraging long-term economic development

in countries receiving P.L. 480 commodities. Furthermore,

this has been accomplished without diminishing the im-

portance of agricultural and foreign policy objectives

in the program. The program continues to be a valuable

tool for agricultural commodity supply management, as

well as for building and maintaining overseas markets

for U.S. agricultural exports. Similarly, the program con-

tinues to be a valuable tool for promoting the foreign

policy interests of the United States.

Program Structure

The P.L. 480 program provides two types of commodity
transfers: government-to-government concessional sales

(title I) and donations or grants (title II). Title III of the

Act, as amended, provides for the Food for Develop-

ment program which, in conjunction with title I sales

agreements, is designed to strengthen the impact of

U.S. food aid on the “basic needs” of the rural poor in

countries receiving such aid. Title IV contains several

general provisions.

In terms of the value of commodities exported, title I

sales agreements are the most important agricultural

transfers made through the P.L. 480 program. Through
fiscal year 1983, more than 70 percent of the value of

all P.L. 480 transfers have been in the form of title I

sales agreements. These sales are concessional— that
is, on terms more favorable to the recipient country

than the terms of normal commercial sales. In practice

this means long-term repayments and low interest

rates. Prior to 1972 most sales agreements were local

currency (LC) sales agreements, payable immediately

upon receipt of the commodities in the local currency

of the recipient country. Currently, all sales agreements

are either DC or" CLCC sales agreements. Repayment is

deferred, but made in dollars or, at the option of the

U.S. Government, in convertible currencies of a third

country.

The various terms and conditions, as well as the steps in

the implementation of title I sales agreements, will be

discussed in detail in the next two parts of this report.

Briefly, the U.S. Department of Agriculture (USDA),

through the Commodity Credit Corporation (CCC), fi-

nances the sale and export of agricultural commodities

under title I sale agreements. The actual sales are made
by private U.S. suppliers to foreign importers or to a for-

eign government agency in the recipient country. The

commodities are then resold in the recipient countries,

and local currencies proceeds are used by the government

of the recipient country for purposes specified in the sales

agreement (for example, to implement the self-help provi-

sions of the sales agreement).

Title II transfers are grants or donations of agricultural

commodities under the P.L. 480 program. Title II grants

may be made on a government-to-government basis. Most

title II grants, however, are made to and distributed by

private voluntary organizations (PVO’s) such as CARE
(Cooperative for American Relief Everywhere) and CRS
(Catholic Relief Services) or international organizations

such as the World Food Program (WFP). Only PVO’s reg-

istered with and approved by the Advisory Committee on

Voluntary Foreign Aid may distribute commodities.

Title II food grants support regular ongoing programs,

such as school feeding, maternal/child health programs,

and food-for-work community development projects as well

as emergency disaster relief activities. All commodities

furnished under title li must be clearly identified as being

furnished by the people of the United States.

Title III authorizes multiyear Food for Development pro-

grams for the purchase of a specific annual value of agri-

cultural commodities by the recipient country, to be de-

livered over a period of 1 to 5 years. Commodities made
available under title III are financed by CCC under the

authority of title I. However, title III permits local curren-

cy proceeds utilized for development purposes specified in

the Act to be credited against the dollar repayment oblig-

ation incurred by the title I sales agreements.

In return for these multiyear commitment and loan for-

giveness provisions, the recipient country must under-
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take development effort(s) which complement, but do

not replace, other development assistance provided by

the Agency for International Development (AID), other

donors, or by the foreign government itself. The effort

must be additional to what is currently underway, already

committed by donors, or specifically included in the re-

cipient country’s own development budget.

Title III programs must support activities designed to

increase the access of the poor to a growing and im-

proving food supply, and to increase the well-being of

the poor in rural sectors. These activities may include

agricultural and rural development, nutrition programs,

and other health services and population planning pro-

jects. Particular emphasis is placed on policies and

associated programs that help small farmers and land-

less agricultural laborers by expanding their access to

services and institutions at the local level, and by pro-

viding opportunities for the poor, who are dependent

upon agriculture and agriculture-related activities, to

better their lives through their own efforts.

Title IV of the Act covers the general provisions of the

program. One provision requires the Secretary of Agri-

culture to determine commodity availability for ship-

ment under the P.L. 480 program, taking into account

productive capacity, domestic requirements, farm and

consumer price levels, commercial exports, and ade-

quate carryover requirements. As previously mentioned,

in 1977 the Secretary was given the authority to waive

this availability requirement if it is determined that

some part of the U.S. supply should be used to carry

out urgent humanitarian activities. Other general provi-

sions will be discussed in the next part of this publication.

Three provisions of P.L. 480 are not being used at pre-

sent. One is the authority in title I for USDA to enter

into sales agreements with a private trade entity (PTE),

rather than a government agency, in the recipient coun-

try. Private trade agreements specify precisely the use

to which the commodity sales proceeds will be put,

such as the construction of grain terminals or port

facilities. This provision has not been used in recent

years as U.S commodity supplies have become tighter,

and because government-to-government requests have

been considered more vital.

A second authorized but unused provision of the pro-

gram is the barter authority granted to CCC contained

in title III of the Act. According to that provision, CCC
is authorized to exchange CCC-owned commodities for

strategic materials or off-shore construction programs.

Finally, title IV includes provisions for a farmer-to-

farmer assistance program. These provisions allow for

contracts with land-grant colleges to recruit people to

train farmers of developing countries, abroad or in the

United States, and to conduct research in tropical and
subtropical agriculture. Funds were authorized but

never appropriated by Congress for this program. Con-
sequently, it has never been implemented.

Program Planning

The P.L. 480 program budget operates by fiscal year

(FY) which begins on October 1, and ends on

September 30. For example, FY 1982 began on October

1, 1981, and ended on September 30, 1982. The process

of planning the P.L. 480 program budget for a given

fiscal year begins about 18 months in advance of that

fiscal year.

Responsibilty for planning and implementing the P.L.

480 program is shared by several agencies of the U.S.

Government. The principal agencies involved are USDA,
the International Development Cooperation Agency and

the Agency for International Development (IDCA/AID),

the Department of State, the Office of Management and

Budget (OMB), and the Department of the Treasury.

Other agencies sometimes play a role depending on the

issue under discussion, particularly during the negotia-

tion of sales agreements with specific countries.

Among these are the National Security Council (NSC)

and the Department of Commerce.

The P.L. 480 program planning process consists of ac-

tivities that occur before the start of the fiscal year.

This process can be divided into three sequential parts:

1) formulation of the budget by the executive branch;

2) appropriation of funds by Congress;

3) determination of initial allocations just prior to the

start of the fiscal year.

The timing of these activities is shown in figure 1. The

entire process for a given fiscal year, sometimes refer-

red to as a budget cycle, extends over some 30 months,

divided into a prefiscal year process lasting 18 months

and the actual fiscal year of 12 months. This means,

for example, that the budget planning process for FY

1984 began in April 1982. A more detailed diagram of

the budget planning process is provided in figure 2 and

explained below.

1) Formulation of the Budget

Formulating the P.L. 480 budget begins in the spring

(two removed from the start of fiscal year) with the es-

tablishment of a program planning level, or budget

“mark,” by OMB. This mark is based on Federal spend-

ing priorities established by the President, and pre-
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Figure 2

P.L. 480 Program Planning Process

Approx.

Timing
USDA

Office of the

President
IDCA/AID State

April

June

August

September

December

February

August

September

*
*
* * * *

Congressional authorization and/or appropriations

l

* * *

Initial allocation table prepared by USDA
in consultation with other DCC/FA members.

I
October [Start of the Fiscal Year: October 1 -September 30]
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liminary assessments by USDA of agricultural supply

and demand conditions for the next 2 years. OMB in-

forms USDA, IDCA/AID, and State of the budget mark

for the P.L. 480 program which they will then use in

preparing their budget submissions to the President.

The P.L. 480 program is nominally a part of USDA’s
budget and thereby contained in that department’s

budget submission to OMB. 1 However, both IDCA/AID

and State also make recommendations concerning the

distribution of P.L. 480 resources in the context of their

responsibilities for all U.S. development assistance and

total U.S. international activities, respectively.

USDA’s budget submission focuses on two levels of the

program: aggregate commodity volumes, and country-

commodity allocations. At the aggregate commodity
volume level USDA’s principal concern is with determin-

ing the kind and quality of commodities to be made
available for export under the P.L. 480 program. At

the country-commodity level the focus is on determin-

ing the allocation of those commodities by country

that will be most supportive of market development
opportunities.

IDCA/AID and State prepare their recommendations
concerning the P.L. 480 program in the context of

preparing their budget submissions for total develop-

ment assistance and other international activities. Em-
bassy and AID missions overseas submit plans and rec-

ommendations for economic assistance programs and
projects for particular countries during the fiscal year

under review. These plans include estimated levels of

P.L. 480 assistance needed, and recommendations for

the uses of local currency proceeds generated by a P.L.

480 sales agreement.

During and after these intra-agency budget formulation

exercises, interagency consultations occur involving

USDA, State, IDCA/AID, OMB, and Treasury. Discus-

sions may also occur at meetings of the Food Aid Sub-
committee of the Development Coordinating Committee
(DCC/FA), chaired by USDA.

In September (approximately 1 year prior to the start of

the relevant fiscal year), USDA, State and IDCA/AID
submit their budget recommendations to OMB for the

President’s review. Following this review, the rec-

1 Funds for operating the P.L. 480 program are provided in the annual

agricultural appropriation.

ommendations are returned to the agencies for revision

and resolution of differences. Revisions normally re-

quire another round of interagency discussions. Alter-

nately, the heads of these agencies have the opportuni-

ty to meet with the President and his budget advisors

directly to discuss the final form of the budget docu-

ment. The budget is then submitted to Congress as

part of the total Federal budget.

2) Congressional Appropriations

In February, the President submits to Congress the pro-

posed Federal budget for the fiscal year that begins on

October 1. That part of the budget concerning the P.L.

480 program is sent to the appropriation committees in

both the Senate and the House of Representatives.

Funds for the program are appropriated each year. Pro-

gram authorization has recently been extended on a

4-year basis. The most recent reauthorization of the

P.L. 480 program was in the Agriculture and Food Act

of 1981 (Public Law 97-98).

Besides the appropriations committees of Congress,

three other committees have P.L. 480 oversight respon-

siblities. These are the Senate Agriculture, Nutrition

and Forestry Committee, and the House of Representa-

tives Agriculture Committee and Foreign Affairs Com-
mittee. The interest shown in the program by two sub-

stantively different committees in the House reflects

the multiple purposes of the program, serving both

domestic agriculture and international development

and foreign policy interests.

3) Initial Allocations

At the start of each fiscal year USDA submits to Con-

gress an initial allocation table listing recipient coun-

tries to which P.L. 480 Title I resources are expected to

be allocated. This information is updated quarterly. The

initial allocation table provides an opportunity to

amend or confirm the tentative decisions made a year

earlier.

In the intervening period, agricultural supply conditions

will have become much clearer. In addition, other

changes of a political or economic nature in the inter-

national system might have occurred that require pro-

gram adjustments. Also, Congress may have legislated

policy changes during its renewal of the program’s

authorization and/or appropriation that require ad-

justments to be made.
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Terms and Conditions of Title I Sales Agreements
And Title III Food for Development Programs

Many financial, commercial, development assistance,

and other terms and conditions are considered before a

title I sales agreement is signed between the United

States and a food aid recipient country.

Title III Food for Development programs must further

satisfy certain eligibility requirements, in addition to

meeting the title I terms and conditions. Some of these

terms, conditions, and eligibility requirements are re-

quired by law; others, by administrative or operational

requirements.

Financial Terms and Conditions

The financial terms and conditions of each sales agree-

ment are designed to benefit the recipient country as

well as to protect U.S. domestic and foreign economic

interests. The principal financial provisions concern:

• Type of credit offered

• Initial payment

• Currency use payment

• Exchange rates

• Ocean transportation differential

Types of Credit. Two types of credit are currrently used

to finance title I sales agreements; dollar credit (DC)

and convertible local currency credit (CLCG). The type

of credit extended— DC or CLCC—depends partly on

the external financial position of each recipient

country.

DC sales agreements require payment of the principal

and interest in U.S. dollars. The maximum period for

repayment is 20 years, including a maximum allowable

grace period of 2 years before the first principal pay-

ment is due. Both the credit period and the grace peri-

od start from the date of the last delivery in any given

calendar year. Payments of principal are usually made
in equal annual installments, with interest rates calcu-

lated on the unpaid balance.

Interest is also computed from the date of the last

commodity delivery in each calendar year. Currently,

minimum interest rates are 2 percent during the grace

period (the initial interest rate) and 3 percent thereafter

(the continuing interest rate). Within the limits of the

maximum repayment period and minimum interest rate,

the terms are as favorable to the United States as the

economic situation of the recipient country will permit.

CLCC sales agreements call for payment in dollars but

permit, at the option of the U.S. Government, payment
in foreign currencies which can be converted into dol-

lars. In practice, payments under CLCC sales agree-

ments are what distinguish them from DC sales agree-

ments. Currently, the maximum period for repayment is

40 years, with a grace period not to exceed 10 years.

As the DC sales agreements, a minimum interest rate

of 2 percent applies during the grace period, and 3 per-

cent applies during the remainder of the credit period.

Unlike DC agreements, interest charges on CLCC agree-

ments start from the date on which each disbursement

of funds from the CCC is made. Depending on the ex-

ternal financial position of the recipient country, the

terms may be less lenient than the maximum terms

specified here.

Initial Payment. P.L. 480 requires that, whenever “prac-

ticable,” not less than 5 percent of the purchase price

of commodities sold under a title I sales agreement be

payable in U.S. dollars or other convertible currencies

upon delivery of the commodities. This requirement

. was instituted to aid the U.S. balance of payments
position. The size of the initial payment (IP) usually

depends on the financial condition of the recipient

country, and those with the severest financial problems

make no initial payment. Typically, the IP is paid by the

importer, utilizing its own resources, when the commod-
ities are delivered.

Currency Use Payment. After 1966, when sales for local

currencies began to be phased out, the United States

faced the possibility of no longer being able to acquire

enough local currency in some currencies to meet its

current obligations in those countries. Under long-term

credit agreements, the United States does not acquire

local currencies. The U.S. government, through the

Treasury Department, must purchase local currencies

using U.S. dollars, which has an adverse effect on the

U.S. balance of payments. A partial remedy for this pro-

blem was enacted in 1966 when a currency use pay-

ment (CUP) provision was instituted. A CUP provides

for a payment in the local currency by the government

of the importing country after the commodities are de-

livered. The size of a CUP is established after consult-

ation with the U.S. Treasury Department, and is spec-

ified in the sales agreement.

A CUP is treated as an advance payment of the earliest

installments of principal and interest. In other words,

dollar payment installments may be offset until their

value equals that of the CUP. The amount of local cur-

rencies to be paid as a CUP are stated as a percentage

of the total value of the CCC disbursement, after any

initial payment made, not as a specific dollar value.

CUPs are not needed—and therefore not included— in

sales agreements with countries where the United

States already holds more of the local currency than

8



will be needed in the next 2 years. Those countries are

designated as “excess currency countries” by the Trea-

sury Department. (Further discussion of local curren-

cies is provided in appendix B.)

Exchange Rates. If foreign currencies are involved in a

sales agreement, as when a CUP is included, current

legislation requires that the United States receive rates

of exchange “which are not less favorable than the

highest of exchange rates legally obtainable in the

respective countries, and which are not less favorable

than the highest of exchange rates legally obtainable

by any other nation.”

Ocean Transportation Differential. The Cargo Pre-

ferance Act of 1954, as amended, requires that at least

50 percent of the quantity of all products exported

under certain U.S Government programs, including P.L.

480 Title I concessional sales, be shipped on U.S. flag

vessels if they are available at a fair and reasonable

rate. Because freight rates on U.S. flag vessels exceed

those of foreign flag vessels, the CCC reimburses im-

porters for the additional cost of the freight for the

tonnage carried in U.S. flag vessels. This payment is

referred to as the “ocean freight differential.” The
cumulative cost of this differential to the program,

through September 1981, was more than $1.4 billion.

Commercial Terms and Conditions

Safeguards have been built into the P.L. 480 program
over the years to make sure the program does not

reduce domestic food supplies to such low levels

—

especially during the periods of reduced production—
where they contribute to higher food prices for U.S.

consumers. Also, concessional export sales are not to

replace commercial exports of the United States or

other friendly countries. A number of provisions guard

against these events. The principal ones concern:

• Commodity availability

• Usual marketing requirements

• Transshipments

• Exporting of similar commodities by recipient

countries

• Third-country consultations

• U.S. “fair share” of future import increases by

recipient countries

• Adequacy of storage and local disincentive effects

of production

• Bidding requirements

Commodity Availability. To minimize any disruptive ef-

fects that the P.L. 480 program might have on U.S. dom-

estic supply and commercial export needs, the availabil-

ity of commodities for these other purposes must be

satisfied before commodities can be exported through

the program. Accordingly, the Secretary of Agriculture

can determine the types and volumes of commodities
available for export through the program, after taking

into account U.S. productive capacity, domestic re-

quirements, farm and consumer price levels, commer-
cial export needs, and carryover requirements. Since

1977, the Secretary has had the authority to waiver the

availability requirements to meet urgent humanitarian

needs.

Usual Marketing Requirements. Title I sales agree-

ments require recipient countries to continue their nor-

mal commercial imports of commodities included in an

agreement. The specified quantity required to be im-

ported commercially— referred to as a usual marketing

requirement (UMR)— is -typical ly based on actual com-

mercial imports during the preceding 5 years, with

possible adjustments according to import trends and

the country’s current financial ability to import. The

UMR is usually defined globally; that is, import re-

quirements are not expressed as imports from specific

countries. An exception is made for some commodity
groups (other than grain) where a clear history of com-

merical purchases from the United States may be re-

quired as part of an overall global UMR. Quarterly

reports provide information on fulfillment of the UMR
by the government of the recipient country.

Transshipments. Commodities cannot be imported by a

recipient country on a concessional basis and then ex-

ported without specific U.S. approval. Otherwise, since

the recipient country purchased the commodities on a

less than commercial basis, it would be possible for

that country to resell those commodities at competitive

prices, and thereby disrupt the world market. Transship-

ment is also contrary to the principal of the “need for

the commodity” in the recipient country.

Exporting Similar Commodities. The prohibition on

transshipment is reinforced with limitations on the ex-

port of commodities considered to be the same as, or

similar to, the commodities included in a particular

agreement. Without such a requirement, a nation might

import one commodity under P.L. 480, and substitute

for it on the world market a commodity which it pro-

duces domestically and has traditionally consumed.
Thus, corn is classified as being the same as, or like,

grain sorghum; textiles made from cotton the same as,

or like, cotton; and semolina products the same as, or

like, wheat or wheat flour. Each title I agreement spe-

cifically defines the “same-or-like” commodities. Each
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agreement also specifies an export limitation period,

during which the “same-or-like” commodities cannot be

exported by the recipient country without specific U.S.

approval.

Third-Country Consultations. In order to ensure that

commercial patterns and world prices will not be dis-

rupted by concessional sales, the U.S Government,

through the State Department, consults with friendly

foreign nations that are historically either large ex-

porters of the commodities involved or exporters of

these same commodities to the recipient country with

which the United States plans to enter into a title I

agreement. These consultations permit friendly govern-

ments to comment on what effects, if any, future title

I agreements might have on their exports. Other donor

countries reciprocate this practice.

Fair Share. The law also requires that the President

shall “take steps to ensure that the United States ob-

tains a fair share of any increase in commercial pur-

chases of agricultural commodities” by P.L. 480 reci-

pient countries. This subject is discussed with the

government of each recipient country at the time each

sales agreement is negotiated.

Bellmon Determination. This provision, named after its

sponsor— former Senator Bellmon of Oklahoma—was
added to the program in 1977 to guard against the

spoilage of P.L. 480 commodities due to lack of ade-

quate storage facilities in the importing country, and

the disruption of domestic markets in the importing

country. The Bellmon Determination requires the Sec-

retary of Agriculture to determine that such conditions

do not exist before commodities are exported under

P.L. 480.

Purchasing Requirements. Food commodity purchases

must be made on the basis of bid offerings that are

advertised, received, and opened in the United States.

The Secretary of Agriculture must determine that open,

competitive, and responsive bidding procedures are fol-

lowed. In addition, any fees, commissions, or other

compensation paid by suppliers to any agents or rep-

resentatives of the importing country must be reported

to the Secretary of Agriculture.

Development Assistance and OtherTerms and Conditions

Over the years, many efforts have been made to im-

prove the effectiveness of P.L. 480 food aid with res-

pect to advancing humanitarian, development assist-

ance, and other international interests and objectives.

The principal provisions of the program directed toward

those ends include requirements concerning:

• Overseas food needs

• Self-help requirements

• Assistance to friendly countrues and exclusion of

unfriendly or aggressive countries

• Human rights

Meeting Food Needs Abroad. In furnishing food aid,

priority is given to those countries that are most
seriously affected by food shortages, and that are

unable to meet their immediate food requirements

through normal commercial purchases. At least 75 per-

cent of title I allocations must be made to countries

that meet the minimum per capita GNP criterion to be
eligible for IDA fiancing (less that $796 for FY 1983 pro-

gramming), and which are unable to meet their food

needs through domestic production or commercial
imports.

Self-Help Requirements. The term self-help refers to

measures that countries undertake to help develop

their own economies. The current law emphasizes self-

help measures aimed at improving agricultural produc-

tion, health care (particularly in rural areas), and
literacy. Types of self-help measures identified in the

Act include:

— Devoting land resources to the production of food,

rather than to nonfood crops.

— Developing agricultural inputs and infrastructure,

for example, fertilizers, machinery, and transporta-

tion systems.

— Training farmers in agricultural methods, and reduc-

ing illiteracy among the rural poor.

— Constructing storage facilities.

— Improving marketing and distribution systems.

— Creating a favorable environment for private enter-

prise and investment.

— Establishing and maintaining government policies

to ensure adequate incentives to producers.

— Establishing or expanding institutions for agricultur-

al research.

— Carrying out voluntary programs to control popula-

tion growth.

— Implementing programs to improve the health of the

rural poor.

— Allocating sufficient monetary resources for any of

the above purposes.
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The self-help measures contained in each sales agree-

ment are described in specific and measurable terms,

to the greatest extent possible. The President is re-

quired to monitor the implementation of self-help mea-

sures, and to establish that these measures are carried

out fully.

Assistance to Friendly Countries and the Exclusion of

Unfriendly or Aggressive Countries. P.L. 480, title I re-

sources can be allocated only to countries that are

friendly to the United States as determined by the De-

partment of State. In additio;n, to be eligible for P.L.

480 food aid a country must have diplomatic relations

with the United States. Countries or areas dominated or

controlled by a foreign government or organization con-

trolling a world Communist movement are ineligible for

P.L. assistance.

Also, no concessional sales can be made to a country

using military aggression against the United States or

against other countries receiving aid from the United

States.

Human Rights Provision. No title I agreement can be

made with any country which engages in a consistent

pattern of gross violation of internationlly recognized

human rights, unless such an agreement will directly

benefit the needy people in that country.

Aspects of other terms and conditions in the Foreign

Assistance Act of 1961 also apply to P.L. 480 sales

agreements. That Act prohibits foreign assistance to

countries that engage in excessive military spending;

countries in which U.S. private property has been ex-

propriated without adequate compensation; and coun-

tries that fail to take adequate steps to control illicit

production of and trafficking in dangerous drugs.

Title III Eligibility Requirements

Title I recipient countries that also participate in title III

Food for Development programs must satisfy all of the

terms and conditions applicable to title I agreements,

plus the following additional eligibility requirements.

Each recipient country must:

• Need external resources to improve its food

production, marketing distribution, and storage

systems.

• Meet the capita income criterion necessary to

qualify for development loans from the Interna-

tional Development Association of the Interna-

tional Bank for Reconstruction and Development.

In 1982 this was a maximum of $730.

• Be able to utilize effectively the resources made
available by the resale of the food commodities.

® Indicate a willingness to take steps to improve its

food production, marketing, distribution, and

storage systems.

Another important eligibility requirement, sometimes
referred to as the “additionality requirement,” is that

title III assistance must complement, but not replace,

development resources already planned by AID, other

donors, or the foreign government itself.

Two types of reports are required of countries that par-

ticipate in title III programs. The first is a multiyear pro-

posal describing the size and nature of the Food for

Development program the foreign government proposes

to undertake. The proposal must include the value or

amount of commodities to be financed, as well as a

plan for the intended annual uses of those commod-
ities, or the funds generated by the local resale of

those commodities. The second report is an annual

report on the activities and progress under the

program.

For countries that qualify as “relatively least-developed

countries,” the President may waive the requirements

for project additionality and documentation. Such
waivers are permissable if the President determines

that such requirements cannot be met by a given reci-

pient country, and yet title III assistance is needed

to meet important humanitarian or development objec-

tives. Any such waivers, along with justifications, must

be reported annually by the President to Congress.
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Development and Implementation
Of Title I Sales Agreements and
Title III Food for Development Programs

This section discusses the procedures that are fol-

lowed in developing and implementing title I sales

agreements, and title III Food for Development pro-

grams, with individual recipient countries.

Program Development

Each title I sale agreement, and each title III program,

goes through a program development process, during

which the provisions discussed above are formulated or

reviewed, and transformed into a set of negotiating in-

structions. These instructions are then sent to the U.S.

Ambassador in the recipient country who negotiates

the food aid agreement on behalf of the U.S. Government.

A title I sales agreement is usually initiated by a re-

quest from the government of the recipient country to

the U.S. Embassy in that country. The foreign govern-

ment’s request, and the recommendations of the em-

bassy concerning that request, are forwarded to Wash-
ington where all appropriate agencies are notified of

its receipt.

Regional coordinators in USDA’s Foreign Agricultural

Service (FAS) coordinate the preparation of the nego-

tiated instructions. Those instructions establish the

terms and conditions of each proposed sales agreement,

including the commodity content, financial terms, UMR,
IP, and CUP provisions (if operative), and the self-help

measures.

Once the various parts of the instructions have been

assembled, they are presented to an interagency work-

ing group for review and approval. All of the provisions

and requirements applicable to the program (discussed

earlier in this report) are reviewed by the working group,

which may insist on modifications before giving its ap-

proval. Once the working group approves the instruc-

tions, the National Advisory Committee on International

Monetary and Financial Policies (NAC) is notified, and

its views are sought. Simultaneously, the State Depart-

ment conducts third-country consultations on proposed

program levels and UMR’s.

When a title I sales agreement includes a title III Food
for Development program, additional activities occur.

The first is the preparation of the multiyear Food for

Development program proposal by the government of

the recipient country. Technical assistance in preparing

this proposal can be provided, if requested, by USDA
and AID. The proposal is submitted by the foreign

government to the U.S. Embassy for review and ap-

proval. The embassy then forwards the proposal to

Washington where AID and USDA share responsibility

for coordinating the interagency review of the proposal.

The proposal must be submitted to the interagency

working group for approval.

Implementation of Title I Sales Agreements

The exact procedures followed in implementing P.L. 480

sales agreements may vary depending on the circum-

stances of each sales agreement. The following des-

cribes the usual sequence of events in implementing a

P.L. 480 title I sales agreement. These procedures also

apply to title I sales agreements that include title III

Food for Development programs. Additional procedures

to determine eligibility for title III loan repayment
forgiveness are discussed separately.

Numbered paragraphs in the following description

correspond to the numbers in figure 3.

1. Signing the Agreement. The first step in the im-

plementation of a title I sales agreement is the negotia-

tion of the agreement between the U.S government and
the government of the importing country. The terms

and conditions of that agreement are negotiated, fol-

lowed by the signing of the agreement by representa-

tives of the United States and the recipient country.

2. Purchase Authorization. The government of the im-

porting country applies (usually through its embassy in

the United States) to FAS for authorization to purchase

agricultural commodities. A purchase authorization (PA)

is issued by FAS to the importing country. The PA is a

document specifying (a) the particular grade or type of

commodity to be purchased; (b) the approximate quanti-

ty; (c) the maximum dollar amount to be spent; (d) the

period during which contracts between importers and

U.S. exporters may be entered into; (e) the percentages

of each sales agreement which will be financed by the

CCC; and (f) the period of time during which deliveries

must be made.

A PA is more specific than a sales agreement. Thus, a

sales agreement may merely stipulate that the imported

commodity will be “rice,” while the PA would be more

specific, such as “milled rice in bags, U.S. No. 5 or bet-

ter, containing not more than 20 percent broken kernels

except that the milled rice shall be well milled or

reasonably well milled.” Each PA has a number which

must appear on all further documents concerning the

transactions under the PA. The PA also indicates the

conditions under which CCC financing may be made
available for authorized ocean transportation costs.

PA’s can be issued for either a part or the total amount—
or for just one of the commodities specified in a par-

ticular sales agreement. PA’s may be withheld if a re-
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view of the program indicates that the importing coun-

try is not abiding by the terms of the agreement, or if

general economic, commodity supply, or political condi-

tions change so greatly that a reconsideration of the

entire program is considered necessary. Such consider-

ations as the availability of port facilities and ocean

shipping are carefully reviewed. USDA publicly announces
each time a PA is issued.

3. Bank Designations. The government of the importing

country must designate an “approved applicant” to re-

quest a letter of commitment, and a bank (or banks) in

the United States to handle all transactions concerning

a given PA. The approved applicant may be the central

bank of the importing country’s government, a commer-
cial bank in that country, or another acceptable agency.

If a commercial bank is chosen, it usually has a cor-

respondent relationship with the designated U.S. bank.

Sometimes the importing country’s government will ap-

point one of its own agencies rather than a bank as the

approved applicant. For simplicity, however, it is as-

sumed in the rest of this section that a foreign bank is

the approved applicant.

4. Letter of Commitment. The importing country,

through its embassy in the United States, requests the

CCC to issue a letter of commitment to the U.S. bank
designated to handle the financial transactions. The
letter of commitment names the approved applicant,

the U.S. commercial bank, and the Federal Reserve

Bank (as agent of the CCC). The letter of commitment
constitutes a firm commitment by the CCC to reim-

burse the U.S. bank for payments made or drafts ac-

cepted under letters of credit for the account of the ap-

proved applicant (see steps 6 and 7). The letter of com-
mitment stipulates that the U.S. bank must submit to

the CCC the appropriate documents required by P.L.

480 regulations and by the PA. After the U.S. bank ac-

cepts the letter of commitment, a copy is forwarded by

CCC to the foreign government’s embassy in the United

States.

5. Purchasing Commodities. All purchases of food com-
modities must be made on the basis of an invitation for

bids (IFB), issued by the United States by the importing

country. The IFB must be reviewed and approved by USDA
before it is issued, and it must be publicly advertised in

the United States. Offers must conform to the terms of

the IFB, and they must be received and publicly opened
in the United States.

If nonfood commodities, such as cotton and tobacco,

are included in the agreement, they may be purchased
through negotiation with a supplier or suppliers of the

importer’s choice. The exporter is required to register

the sale of all commodities with USDA immediately

upon making a firm sale. The notice of sale is reviewed

by USDA to ensure that the contract price does not ex-

ceed the prevailing range of export market prices, and
to ensure conformity to the terms of the PA and the

P.L. 480 regulations.

6. Request for Letter of Credit. The importer 2 applies to

the designated foreign bank (that is, the bank in the im-

porting country) for a letter of credit (L/C) in favor of the

U.S. exporter. An L/C is a financial document issued by

a bank which agrees to honor drafts drawn upon it by a

specificed person under certain conditions (for exam-
ple, in exchange for a bill of lading and other

documents.)

Under P.L. 480 sales agreements, as in a normal com-
mercial sale, the exporter receives payment for com-
modities by drawing on this L/C at the U.S. bank. Under

regular sales conditions, the U.S. commercial bank
would be reimbursed, in turn, by the bank in the reci-

pient country. Under a P.L. 480 sales agreement, it is

reimbursed by the CCC, through the U.S. Federal Re-

serve Bank, to the extent specified in the letter of com-
mitment. Usually that is for an amount minus any initial

payment specified in the letter. The purpose of opening

an L/C between the foreign bank and the U.S. commer-
cial bank—even though payment is not made through

that channel in a P.L. 480 transaction— is to establish

a channel for the flow of other important documents,

such as the bill of lading in the transaction. In addition,

if an initial payment is required as part of the sales

agreement, that payment is made through the foreign

and U.S. commercial banks.

7. Letter of Credit Issued. The L/C is issued by the for-

eign bank and confirmed or advised by the U.S. bank. A
“confirmed” letter of credit constitutes a commitment
of both the issuing bank and the confirming bank that

payment will be made if the terms of the credit are met.

An “advised” letter of credit constitutes a commitment
by the issuing bank only. Both types of credit must be

irrevocable. As such, they cannot be canceled or altered

prior to their expiration dates without the consent of

the beneficiary.

The CCC is committed to reimburse the U.S. bank for

eligible payments made under the credit agreement

regardless of the type of L/C. The CCC will not re-

imburse the bank for the portion of the sale covered by

the initial payment. After an L/C has been confirmed or

2The importer in P.L. 480 transactions may be a private business firm,

or, as in most cases, an agency of the government.
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advised by the U.S. commercial bank, the bank notifies

the U.S. exporter that the exporter may draw upon an

account established for this purpose, subject to the

conditions stated in the L/C.

8. Loading and Shipping Commodities. The importer ar-

ranges for ocean shipping if commodities are to be

shipped on a ‘‘free-on-board" (F.O.B.) or “free-along-

side” (F.A.S) basis. The shipping company delivers a

bill of lading (B/L) to the exporter when the items are

loaded. A B/L is a receipt for the commodities loaded

on board, and is signed by the ship’s master or other

duly authorized person. This document subsequently

passes from one participant in the transaction to an-

other as described below. (See also the discussion of

terms and conditions of the Cargo Preferance Act ap-

plicable to P.L. 480 shipments.)

9. Exporter Payment. The exporter presents a copy of

the B/L, weight and inspection certificates, and other

documents required by the L/C, the PA, and the title I

regulations, to the U.S. bank. The bank examines the

documents and pays the exporter, in dollars, at the

price agreed upon in the sales contract.

10. U.S. Bank Transactions. The U.S. bank presents the

documents required by the CCC to the Federal Reserve

Bank named in the Letter of Commitment. The Federal

Reserve Bank, acting as the agent for the CCC, pays

dollars to the U.S. bank or credits its reserve account.

11. Foreign Bank Notification. The U.S. bank notifies

the foreign bank of the transaction and transmits the

original bill of lading and other documents.

12. Foreign Bank-Importer Transaction. Upon receipt of

the B/L from the U.S. bank, the foreign bank notifies

the importer, who pays for the commodities in local

currency to the foreign bank 3 In exchange, the im-

porter receives the B/L and other documents in order to

claim the commodities upon their arrival in the impor-

ting country.

13. Foreign Bank-Government Transaction. The local

currency payment, received from the importer by the

foreign bank, is transferred to the account of the gov-

ernment of the importing country. These funds some-
times are referred to as “counterpart funds,” in

reference to their possible use, for local development
projects depending on the terms of the title I sales

agreement.

o
If the importer is an agency of the recipient country’s government, an

immediate Letter of Credit payment may not be necessary.

14. Claiming of Commodities. Upon receipt of the B/L

from the local bank, the importer uses it to claim the

commodities when they arrive from the United States.

15. Distribution of Commodities. Upon receipt of the

commodities, the importer makes final sale of them
within the importing country through normal commer-
cial channels.

16. Government-to-Government Repayment. The foreign

government must repay the CCC in subsequent years

for the credit extended, as required by the terms of the

sales agreement. These payments are made to the CCC
through its agent, the Federal Reserve Bank. Since

1971, all sales agreements have been made on a long-

term credit basis, and are payable in dollars. These

payments are used to finance future title l/lll sales

agreements.

Implementation of Title III Loan Repayment Forgiveness

The implementation of the title I sales agreement that

includes a title III Food for Development program fol-

lows the same procedures as described above. In addi-

tion, title III programs are subject to certain provisions

concerning the recipient country’s compliance with the

development commitments of the program, and its eli-

gibility for the forgiveness of its title I loan repayment.

The government of the importing country must report

quarterly on deposits and disbursements of local cur-

rency in connection with the Food for Development pro-

gram. The U.S. Embassy must: (1) determine that the

local currency equivalent of the dollars disbursed by

the CCC has been deposited in a special account; (2)

review the disbursements of those local currencies

from the special account by the importing country; and

(3) certify that those disbursements meet the condi-

tions qualifying them for application against loan

repayments. The embassy must report quarterly on

these disbursements to the CCC.

The complete title I debt will be deemed to be offset

only when there is full disbursement, for authorized

purposes, of the local currencies which were deposited

by the foreign government into a special account, in an

amount equal to the dollar value of the CCC credit

(regardless of fluctuations in the exchange rate that

may have occurred during the life of the program). Full

forgiveness does not apply in the case of “relatively

least developed countries" (RLDC’s) which choose to

utilize disbursements from the special account to off-

set other title I debt coming due from previous agree-

ments. The U.S. Embassy must certify to the CCC that

all the local currencies generated have been disbursed

before full forgiveness of loan payment can occur.
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Appendix A

Magnitude of the P.L. 480 Program, FY 1955-83

Agricultural commodities valued at nearly $33.8 billion

at the time of export have been exported under the P.L.

480 program from FY 1955 (the first year of operation)

through the end of FY 1983. For that entire period, P.L.

480 exports account for 11 percent of total U.S. agri-

cultural exports.

In monetary terms, total P.L. 480 exports reached their

peak in FY 1965, when the total value of program ex-

ports exceeded $1.5 billion. Over the next several years

the program budget gradually declined to $867 million

in 1974— the lowest since the initial year of 1955. The
value of P.L. 480 exports in 1983 was slightly more than

$1.2 billion.

Local currency (LC) sales agreements reached their

peak in FY 1965, at more than $1.1 billion, and declined

thereafter (see table 1). Dollar credit (DC) and converti-

ble local currency credit (CLCC) sales agreements began
in 1962. Approximately two-thirds of the value of all P.L.

480 commodities are presently transferred through DC
and CLCC sales agreements. The remainder are grants

under title II authority. They are divided nearly evenly

between government-to-government transfers and trans-

fers through PVO’s organizations. Transfers through

barter arrangements, although authorized by title III,

have not been used since the late 1960’s.

P.L. 480 data on volume rather than value and on types

of commodities rather than the terms of their transfer

indicate more accurately than monetary data changes
in the size of the program over time. Monetary data are

influenced by short-term changes in agricultural prices

as well as longer term inflationary trends.

The bulk of the commodities exported through the P.L.

480 program are grains, including wheat/wheat prod-

ucts, wheat flour, feed grains, and rice (table 2). Grains

comprise approximately 90 percent of the commodities

exported under P.L. 480. The remainder consists of

vegetable oils, nonfat dry milk, blended foods (title III

donations), and other commodities, such as cotton and

tobacco.

The export share of P.L. 480 sales have declined from

more than 25 percent of total U.S. agricultural exports

during the first 15 years of the program to less than 5

percent since 1974 (table 3). However, the program’s im-

portance varies by commodity. The greatest decline in

the importance of P.L. 480 exports, as a portion of total

agricultural exports, has involved wheat and feed

grains. However, for other commodities— particularly

wheat flour and rice— the importance of P.L. 480 as an

export promotion device remains high.

More than 100 countries have received P.L. 480 assist-

ance since 1974 (table 4). With only a few exceptions—
and the level of assistance in those cases was relative-

ly quite small— aid has been given to countries consid-

ered to be undeveloped. The United States provided vir-

tually all of the world's food aid in the 1950’s and early

1960’s and it still continues to provide over half of all

such aid.

Many countries that formerly imported food under
P.L. 480 have progressed economically to the point

where such imports are no longer necessary. Japan,
Taiwan, Korea, and Brazil are examples of countries

where the United States enjoys export expansion
benefits as a result of earlier P.L. 480 assistance. Each
of these countries has switched from a title I recipient

to an important commercial importer of U.S. agricul-

tural commodities.
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Figure 3

Stages of the P.L. 480 Program Planning and
Implementation Process
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Appendix B

Local Currencies

Prior to 1971, when some P.L. 480 sales agreements

were repaid in local currencies rather than in U.S.

dollars, the United States acquired large holdings of

foreign currencies. With the elimination of local curren-

cy sales agreements the acquisition of local currencies

by the U.S. Government has slowed down significantly.

Currently, new acquisitions are obtained from currency

use payments (CUPs) and from repayments of previous

loans (made in local currencies) to private enterprises

or to the recipient country’s government for economic
development projects. Thus, except for a few countries

U.S. holdings of local currencies are no longer very

large.

At present, local currencies generated by P.L. 480 sales

agreements can be divided into two categories, depend-

ing on their use: those to meet official U.S. Government
expenses (U.S. -use), and those to finance economic
development projects in the recipient-countries

(country-use).

Local currencies for U.S.-use are generated through

CUPs to reduce direct purchases with U.S. dollars of

such currencies. Specific uses of these currencies

change over time. Some major ones are to support U.S.

agricultural market development and research activ-

ities; to support scientific, medical, cultural, and educa-

tional activities; to maintain diplomatic buildings and
housing; to provide loans to private enterprises; and
to support economic development projects within the

recipient-country.

The Treasury Department accounts for all foreign cur-

rencies acquired by the U.S. Government. Any P.L.

480-generated currencies used by other government
agencies must be reimbursed to the CCC. The Treasury

Department also designates which, if any, countries are

“excess currency countries" or “near excess currency

countries.” Excess currency countries are those where
the supply of a nonrestricted currency exceeds U.S. re-

quirements for the 2 years following the year for which
the designation is made. These designations are used
to decide whether or not to include a CUP in each P.L.

480 sales agreement. A current list of excess currency

and near excess currency countries is contained in

each annual P.L. 480 report.

Local currencies for recipient country-use are those
currencies generated by the resale of P.L. 480 com-
modities. As explained in chapter 2, these currencies

are usually intended to support the self-help measures
included in each title I sales agreement or the develop-

ment proposals included in each title III Food for De-

velopment program.

Appendix C

Glossary of P.L. 480 Concepts and Terminology

This glossary has been prepared to give a working

knowledge of the concepts and terminology that have

evolved over the years in implementing the P.L. 480 pro-

gram. Definitions are as brief as possible, so they may
not provide a sufficient reference from a legal point of

view. All definitions were constructed in the context of

the P.L. 480 program, and hence they may not be com-
pletely accurate in other contexts.

Approved Applicant. The central bank in a recipient

country, a commercial bank in that country, or another

agency designated by the government of the recipient

country to handle all transactions concerning a given

purchase authorization.

Bill of Lading (B/L). A receipt for the commodities loaded

on board a ship and signed by the ship’s master or

other duly authorized person. This document subse-

quently passes from one participant in the transaction

to another, and is used by the importer to claim the

commodities upon their arrival in the recipient country.

Cargo Preference. In 1954, the Cargo Preference Act

(P.L. 83-664) added section 901 (b) to the Merchant

Marine Act of 1936. This amendment required that at

least 50 percent of the volume of P.L. 480 commodities
be shipped in U.S. flag vessels, if such vessels are

available at reasonable rates.

Compliance. The status of a P.L. 480 recipient country

with regard to meeting its reporting and payment com-

mitments under signed agreements. For example, a

country is in compliance as to convertiblity and pay-

ment requirements if it has been timely in meeting the

convertiblity and payment provisions specified in an

agreement. A country is in compliance with usual

marketing requirements if it has imported the quantity

of the commodities specified by an agreement as part

of its normal commercial imports.

Commodity Credit Corporation (CCC). A corporate body

and a U.S. Government agency within the U.S. Depart-

ment of Agriculture. It was created for the purpose of:

(1) stabilizing, supporting, and protecting U.S. farm in-

come and prices; (2) assisting in the maintenane of

balanced and adequate supplies; and (3) facilitating

orderly distribution of commodities. The CCC, there-

fore, engages in a number of agricultural export ac-

tivities under its charter authority, including financing

the sale and export of commodities under P.L. 480.

CCC Cost. The gross cost to the CCC of financing the

sale and export of U.S. agricultural commodities under

P.L. 480, title I. This gross cost includes that portion of
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the cost of the commodities financed by the CCC, plus

the ocean transportation differential.

Concessional Sale. A sale in which the buyer is allowed

payment terms which are more favorable than those ob-

tainable on the open market. Under P.L. 480, the

amount of concession is determined by the size of the

initial payment, the length of the total repayment and

grace periods, and the interest rates charged on the

principal.

Convertible Local Currency Credit Sales (CLCC). A
credit sale in which installments can be paid in dollars

or, at the option of the U.S. Government, in currencies

that can be converted into dollars. The payment period

can extend to a maximum of 40 years, with a maximum
grace period of 10 years. Minimum interest rates are 2

percent during the grace perid and 3 percent thereafter.

Cooley Loans. See “Loans to Private Enterprises.”

Country-use Currencies. U.S.-owned foreign currencies

accrued from past P.L. 480 local currency sales which

are lent or granted to the recipient country. They are

classified as country-use because they are adminis-

tered by the recipient country at the point where they

are used to purchase goods and services.

Currency Use Payment (CUP). Local currencies made
available for U.S. use at the time of commodity delivery

or on demand by the U.S. Government. The need for

local currency is based on anticipated U.S. needs.

These payments may be considered advance payments

of the earlier installments of dollars payments due
under the agreement.

Dollar Credit (DC) Sale. A credit sale to be paid in

dollars over a maximum of 20 years. A grace period of

a maximum of 2 years is allowed. Minimum interest

rates are 2 percent during the grace period and 3 per-

cent thereafter.

Donations (Grants). Grants of agricultural commodities

by the U.S. Government— bilaterally, mu Iti lateral ly, or

through private voluntary organizations (PVO’s)— are

authorized under title II. They are given for emergency
disaster relief and for ongoing humanitarian programs.

Excess-Currency Country. A country where the local

currency supply available to the U.S. Government for

conducting official business exceeds U.S. requirements

for the 2 years following the year for which the designa-

tion is made.

Exchange Rate, Highest Legally Obtainable. The high-

est legal exchange rate of dollars for local currency in

a country with which the United States has a P.L. 480
sales agreement. This rate must be “no less favorable”

than that available to any other country.

Export Limitation. A provision that limits the recipient

country’s volume of exports of commodities that are

the same as, or like, the commodities being furnished

by the United States under a P.L. 480 sales agreement.

The export of the actual commodities financed is also

prohibited, with the latter prohibition being termed an

export restriction.

Export Limitation Period. The period during which the

recipient country must restrict exports of commodities
which are considered to be the same as, or like, those
supplied under P.L. 480.

Export Market Value. The market value of a commodity,

based on world prices.

Fair Share. The requirement that the United States

should benefit equitably from any increase in commer-
cial purchases of agricultural commodities by the reci-

pient country.

Food for Development. Under the 1977 amemdments to

title III, countries receiving commodities through title I

and meeting certain eligibility requirements may use

the proceeds from the domestic sale of commodities
for programs of rural and agricultural development. The
expenditures that are used for the specified programs
will be considered as repayment of the title I loan

obligation.

Government-to-Government Agreement. An agreement

between the U.S. Government and a foreign govern-

ment, "as distinct from an agreement between the U.S.

Government and a private trade entity (see “Private

Trade Agreement”).

Initial Payment. A payment made by the recipient

country in dollars or currencies easily covertible into

dollars at the time of delivery.

Letter of Commitment. The letter naming the approved

applicant, the U.S. commercial bank, and the U.S. Fed-

eral Reserve Bank (as representative of the CCC) in a

P.L. 480 sales agreement. A letter of commitment con-

stitutes a firm commitment by the CCC to reimburse .

the U.S. commercial bank for payments made or drafts

accepted under letters of credit for the account of

the approved applicant.

Letter of Credit (L/C). A financial document issued by a

bank which agrees to honor drafts drawn upon it by a

specified person, under certain conditions (for example,

in exchange for a bill of lading and other documents).
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Loans to Private Enterprise (Cooley Loans). Loans
made from P.L. 480 local currencies in recipient

countries to: (1) U.S. business firms (including their

branches, affiliates, and subsidiaries) for business

development, trade expansion, and private home
construction; or (2) domestic of foreign firms for the

establishment of foreign facilities to aid the utilization,

the distribution, or the increased consumption of and
market for U.S. agricultural products. These loans may
be repaid in foreign currencies, and they usually bear

interest at the current rate found in the foreign country

where the loan is made. This program is administered

by the Overseas Private Investment Corporation (OPIC).

Local Currency (LC) Sale. A P.L. 480 sale in which pay-

ment is made to the United States in the recipient

country’s currency at the time of delivery. No
agreements for this type of sale have been signed

since December 31, 1971.

National Advisory Council on International Monetary
and Financial Policies (NAC). An interdepartmental

committee established by executive order, and whose
members ar representatives of the Department of

Treasury, State, and Commerce, the agencies for Inter-

national Development Cooperation and International

Development (IDCA/AID), the Special Trade Represen-

tative (STR), the Federal Reserve System, and the

Export-Import Bank. Among other functions, it coor-

dinates the policies of all Government agencies to the

extent that they make foreign loans or engage in for-

eign monetary transactions. In this capacity it reviews

proposed P.L. 480 sales agreements.

Negotiating Instructions. Instructions drafted by USDA,
cleared with interested U.S. agencies, and transmitted

by AID to the appropriate U.S. Embassy. They guide the

Ambassador, or his/her designees, in negotiating a par-

ticular P.L. 480 sales agreement.

Ocean Freight Differential (OFD). The amount by which
the cost of the ocean freight bill for the portion of com-
modities required to be carried on U.S. flag vessels ex-

ceeds the cost of carrying the same amount on foreign

flag vessels. This amount is paid by the CCC.

Private Trade Agreement (PTA). A P.L. 480 sales agree-

ment negotiated between the U.S. Government and a

private trade entity (PTE), either U.S. or foreign. The
agreement provides that the PTE will import certain

commodities into a particular country and execute pro-

jects in that country which will improve the storage or

marketing of agricultural commodities or will expand
private economic enterprise. Financing of such agree-

ments, none of which have been signed in recent years,

is restricted to dollar credit.

Purchase Authorization (PA). A document issued by

USDA after a P.L. 480 sales agreement has been signed.

It authorizes the importing government, through its im-

porters or agents, to procure certain P.L. 480 commod-
ities from U.S. sources. The PA specifies the grade and
type, approximate quantity, and maximum value of the

commodities. It also states the time-span for their pur-

chase and delivery, the method of their financing, and
certain other provisions and limitations. An individual

PA can be issued for the total value of one of the com-
modities in an agreement or for part of the commodity
total. Procurement of ocean transportation to be financed

by the CCC may also be authorized in the commodity
PA or in a separate ocean transportation PA.

Self-Help Provisions. The provisions contained in each
P.L. 480 agreement which describe the steps of a pro-

gram the recipient country is undertaking— or agrees to

undertake— to improve the production, storage, and dis-

tribution of its agricultural commodities.

75/25 Ratio. A minimum of 75 percent of the com-
modities allocated under title I in any fiscal year must
go to countries which meet the minimum per capita

GNP level for lending, established by the International

Development Association of the International Bank for

Reconstruction and Development ($796 at the start of

FY 1983), and which are also unable to secure suffi-

cient food through their own production or commercial

imports. This requirement may be waived if it is deter-

mined that 75 percent of the food aid cannot be used

effectively to carry out the purposes of title I.

Third-Country Consultations. The U.S. Government

notifies other countries which either normally export

commerically to a proposed P.L. 480 recipient country

or have available for export the same or similar com-

modities as those being considered for inclusion in a

proposed P.L. 480 sales agreement. The purpose of the

consultation is to permit the exporting countries to

comment on the commodity impact of the proposed

sales agreement.

U.S.-Use Currencies. Foreign currencies accrued from

previous local currency sales agreements and owned
by the U.S. Government. These currencies are available

to pay for official obligations and for other purposes.

Usual Marketing Requirements (UMR). The amount of a

commodity which a P.L. 480 sales agreement requires

the recipient country to import on a commercial basis.

This amount is normally based on the country’s most
recent 5-year average of commercial imports of the

commodity from countries friendly to the United States.
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Appendix D

References

This publication represents a revision of information

contained in three earlier publications. Persons seeking

more detailed information about former provisions of the

Act, such as local currency sales agreements, might find

it useful to consult a depository library copy of one of

the earlier publications listed below. No copies are

available from USDA.

Vellianitis— Fidas, A. and E. M. Manfredi, P.L 480 Con-

cessional Sales— History, Procedures, Negotiating

and Implementing Agreements, U.S. Department of

Agriculture, Foreign Agricultural Economic Report

No. 142, December 1977.

O. H. Goolsby, G. R. Kruer, and C. Santmyer, P.L. 480

Concessional Sales— History, Procedures, Negotiat-

ing and Implementing Agreements, U.S. Department

of Agricultural, Foreign Agricultural Economic Report

No. 65, September 1970.

J. P. Bogumill and O. H. Goolsby, Financial Procedures

Under Public Law 480— Emphasis on Titles I and IV

of the Agricultural Trade Development and Assist-

ance Act, U.S. Department of Agriculture, Foreign

Agricultural Economic Report No. 17, May 1964.

The following official documents explain the program

authority, including administrative authority, or

describe current program operations.

The Agricultural Trade Development and Assistance

Act of 1954, as amended (Public Law 83-480).

Executive Order 12220 of June 27, 1980, Agricultural

Trade Development, Federal Register, Vol. 45, No. 128,

July 1, 1980.

U.S. Department of Agriculture, P.L. 480 Annual Report,

(published annually).

U.S. Department of Agriculture, Economic Research

Service, Foreign Agricultural Trade of the United

States, (monthly issues).

U.S. Department of Agriculture, Export Credits Office,

Public Law 480, Regulations Governing the Financing

of Commercial Sales of Agricultural Commodities, Nov.

1, 1979.
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