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Summary
Since the mid-1980s, a number of A.I.D. Missions and
host governments in Latin America and the Carib-
bean have collaborated in establishing and funding
endowments. These endowments are being used to
strengthen and sustain the financial base of existing
or new institutions. In other instances, however, the
endowment is being used to transfer important
development functions, heretofore poorly performed
by the public sector, to more entrepreneurial/non -
bureaucratic organizational structures. These alterna-
tive structures are most typically norprofit private
foundations, or some other type of nongovernmental
organization.

A.I.D.-endowed institutions and fourkL.tions are per-
forming a range of development roles in agricultural
research, natural resource management, and trade
and investment promotion. As free-standing institu-
tions with a stable financial base, these nongovern-
ment organizations are presumed to be able to
achieve greater continuity in programming, attract
superior leadership and staff by offering competitive
salaries, and demonstrate more creative problem-
solving capacities than public sector organizations.

A.I.D. Missions have used local currency from
Economic Support Funds (ESFs) and PL-480 food aid
grants as the primary source for funding endow-
ments. The new Debt-for-Development Initiative now
allows dollar currency from development assistance
(DA) funds and ESF to be used, through debt swaps,
to fund endowments. Interest earned from these
sources does not have to be returned to the U.S.

Treasury and can be reinvested in the endowment or
for funding development activities stipulated in the
endowment agreement.

The agreements of many A.I.D. endowments stipu-
late that endowment funds be invested over a
prescribed or indefinite period of time in host govern-
ment bonds. In other instances, provisions have been
negotiated for investing endowment funds in host
country assets and for converting funds to foreign
currencies for off shore investments. Some of the en-
dowment agreements contain matching formulas to
provide an incentive for the endowed organization to
establish closer links with other funding sources.

Given the newness of A.I.D.-funded endowments it is
still too early tc evaluate their performance. How-
ever, based on an examination of A.I.D. design and
review documents, it is apparent that Missions are
cautious to avoid duplicating and displacing govern-
ment institutions, to reduce the potential for or-
ganizations with guaranteed endowment income to
succumb to organizational inertia, and to protect the
endowment from political interference, devaluation
as a consequence of economic instability, or financial
improprieties in its management.

Background

Since the mid-1980s a number of A.I.D. Missions and
their host governments in the Latin American and
Caribbean region have collaborated in establishing

The purpose of Innovative Development Approaches is to identify, describe, and assess the progress of promising, experi-
mental approaches being tried by A.I.D. and other agencies to achieve priority developmental objectives and new policy
thrusts. This series communicates the key ideas behind each innovative approach to A.I.D. Missions interested in how some
of their colleagues are addressing these objectives.
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INNOVATIVE DEVELOPMENT APPROACHES No. 3

and funding endowments. The interest earned from
these endowments is used to support and sustain im-
portant development activities that might not other-
wise be adequately funded and supported under
more conventional arrangements.

An A.I.D.-funded endowment is frequently as-
sociated with a private, nonprofit foundation or or-
ganization that uses funds earned from the .

endowment to carry out development projects and
programs. The organization usually has a staff that
plans and manages these cevelopment efforts. Some
members of the staff may also be responsible for
mobilizing additional funds from public and private
sources to invest in expanding the endowment.

While endowments and foundations frequently go
together, there are many instances in which this is not
the case. In principle, any type of nonprofit, non-
governmental organization, whether it is a founda-
tion or not, is eligible to receive A.I.D. endowment
support. A.I.D. cannot endow public or private
profit-making organizations; however, public-sector
or profit-making organizations can initiate and
benefit from the establishment of endowments. Thus,
a public university could establish a private founda-
tion with an endowment, the earnings of which could
be used to support faculty research or student fellow-
ships. Likewise, a nonprofit development corporation
could use earnings from an endowment to provide
venture capital or credit to private entrepreneurs.

As these examples suggest, endowments can be used
with considerable imagination to support a wide
variety of development activities. This fact is reflected
in the emerging A.I.D. experience with endowments
established to support agricultural universities in
Honduras, Costa Rica, and the Dominican Republic;
agricultural research in Ecuador and Honduras; trade
and investment promotion in Costa Rica; and agricul-
tural policy analysis in Ecuador. Some Missions are
also contemplating using endowments to support
microenterprise development. The following lists the
eight A.I.D.-funded endowments currently in opera-
tion or about to begin operation. A brief summary of
each of these cases can be found on pages 11-19.

1. Costa RicaCoalition for Development Initiatives
(CINDE). Established in 1982, CINDE is a private,
nonprofit foundation that actively engages in
promoting foreign investments and agricultural ex-
ports for Costa Rica.

2. EcuadorFoundation for Agricultural Development
( FUNDAGRO). Established in 1986, FUNDAGRO is

designed to exercise a leadership role in agricultural
research, education, and extension.

3. Costa RicaCordillera Development Foundation
(CDF). Established in 1989, CDF is intended to
manage a major wildlife area and a surrounding buff-
er zone in the central region of Costa Rica.

4. HondurasHonduran Agricultural Research Founda-
tion (FH1A). Negotiations for establishing an endow-
ment to expand and to sustain the Foundation's
programs are nearing completion.

5. EcuadorInstitute for Agricultural Strategies
(IDEA). Established in 1985, IDEA is designed to en-
courage greater private sector involvement in policy
analysis and policymaking for the agricultural sector.

6. Dominican RepublicSuperior Institute of Agricul-
ture (ISA). In 1989, ISA received an endowment to
help finance its undergraduate operating and pro-
gram expenses and faculty outreach and research ac-
tivities.

7. HondurasPan-American Agricultural School (EAP).
In 1987, EAP (a 4-year undergraduate college)
received an endowment to fund fellowships and to
finance natural resource programs.

8. Costa RicaAgricultural College of the Humid Tropi-
cal Region (EARTH). In 1985, A.I.D. and the Govern-
ment of Costa Rica agreed to establish EARTH and to
provide it with a large endowment.

9. PortugalLuso-American Development Foundation.
Established in 1985, the Foundation is designed to
promote scientific, educational, and cultural coopera-
tion between Portugal and the United States.

The Purpose of the Endowment

In some cases A.I.D. endowments are being used to
strengthen and sustain the financial base of an exist-
ing or new institution. The three educational institu-
tions listed above fall into this category: All are
established private entities that must rely on their
own fund raising, tuition fees, and other sources of
income to support their programs. In other cases,
however, endowments are much more than a financ-
ing device. They are in large measure institutional in-
novations used by A.I.D. and the host governments
to improve, if not restructure, functions vital to the
development process.
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Endowments are more than just a
financing device. Often they aie used

by A.I.D. and the host country govern-
ments to improve, if not restructure,
functions vital to the development

process.

Such a case is FUNDAGRO. Agricultural research,
extension, and education in Ecuador were highly
fragmented, chronically underfunded, and lacked
strong leadership. A.I.D. and the Government of
Ecuador believed that a new institution, unfettered
by bureaucratic inertia and regulations.. was needed
to act as a catalyst to aggressively integrate the
diverse elements of the national agricultural technol-
ogy system around a well-planned, coherent research
agenda. FUNDAGRO, as an autonomous entity, was
established to undertake this task, and an endow-
ment was set up with food aid funds to help ensure
the foundation's institutional continuity.

CINDE also demonstrates the quest for a new institu-
tional formula. In the past, trade- and investment-
promotion programs sponsored by the Government
of Costa Rica were relatively ineffective, largely be-
cause they were assigned to public agencies that
operated within the confines of rigid bureaucratic
norms and procedures. CINDE now performs these
promotional functions, and as an independent foun-
dation, has free rein to aggressively pursue clients
and investors for trade and investment in Costa Rica.

IDEA in Ecuador is intended to mobilize greater
private sector involvement to enable this sector to
have a greater voice in agricultural policymaking.
IDEA reaches out to the agricultural and agribusiness
sectors, stimulating and facilitating the creation of
coalitions that can actively and more effectively lobby
for the interests of these sectors in public policy
arenas. The goals of CDF in Costa Rica parallel the so-
cial mobilization role of IDEA: CDF staff, in addition
to managing the wildlife areas, will be involved in or-
ganizing farm communities in agroforestry conserva-
tion practices in the surrounding buffer areas.

The common thread running through the rationale
for establishing IDEA, FUNDAGRO, and similar
endowments is an effort to support new kinds of
organizational structures that can more effectively
perform a distinctive set of development tasks. In

particular, these foundations are being asked to
perform tasks that require a high level of organiza-
tional entrepreneurship. For example, CINDE
must aggressively seek new investors; CDF has to
mobilize community forestry efforts; IDEA, FHIA,
and FUNDAGRO have to exercise national leader-
ship roles in forging public- and private-sector
linkages.

Such entrepreneurial tasks require a highly motivated
staff, strong leadership, and a parent organization
that provides adequate resources, flexible procedures,
and rapid problem-solving responses. Public sector
organizations generally perform poorly in this area,
largely because of the constraints inherent in their
bureaucracy: low salary schedules, inadequate and
erratic funding, political interference, discontinuous
program priorities, and so on.

Indeed, in many Jf the endowment programs
described above, the mandated function had original-
ly been invested in a public sector organization, a
solution that was soon demonstrated to be unwork-
able. The idea for a new institutional formula, the en-
dowed nongovernmental organization, was in
response to this failure. In effect, the institutional for-
mula is to achieve a more appropriate fit between
function and structure. Functions that require
dynamic and innovative leadership in creating new
coalitions, networks, and market responses, in turn,
require the crafting of highly flexible organizational
structures that can support such endeavors.

Endowed nongovernmental organizations and foun-
dations enjoy a comparative advantage over public
institutions because of their free-standing, inde-
pendent status and relatively stable funding base,
which should enable them to achieve greater long-
term continuity in their programming. Presumably,
they can also attract the most able leaders and staff
because they are able to compensate them at their full
market value. Finally, they have the advantage of
creating an internal organizational system that allows
thc'r leadership and staff to maximize their contribu-
tion on behalf of the organization.

An endowed nongovernmental organization or foun-
dation is a hybrid institution in that it is mandated to
achieve a public purpose through quasi-private
means. It falls into the category of organizations that
generally stand at the interface between the public
and private arena, for example, many types of non-
government organizations, private voluntary associa-
tions, community development organizations, and
public development corporations. Established by
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government or private initiatives, these organizations
are vested with a level of autonomy and flexibility
unlike any found in most public institutions, yet they
are still dedicated to achieving larger public pur-
poses. Their proliferation is an important barometer
of development progress: They perform functions
that neither the public nor private sector can effec-
tively assume, thereby deepening the organizational
capacity of a society to fulfill important developmen-
tal needs. In this context, the endowment should be
viewed as a means of fostering organizational
capacities of the host country that are important to
development.

Endowed organizations perform func-
tions that neither the public nor

private sector can effectively assume,
thereby deepening the organizational
capacity of a society to fulfill impor-

tant development needs.

Establishing the Endowment

In most instances, the establishment of an A.I.D./
host-government-funded endowment involves nego-
tiating a Memorandum of Understanding (MOU) be-
tween these parties and the endowed organization,
setting forth the purposes and conditions of the en-
dowment. An MOU is a legal document to which the
signatories are legally bound. Since most endow-
ments are established for long periods, if not per-
manently, the conditions governing the endowment
must be specified in an MOU, rather than in a project
grant agreement, because the former applies to the
life of the endowment, whereas, the latter expires at
the end of the project.

MOUs usually stipulate the terms and purpose of
the endowment, how the funds are to be managed,
sources and amount of funds, conditions pursuant
to the transfer of the funds to the endowed or-
ganization, the uses of the endowment income, re-
quirements for reports and audits on the
endowment and its income, and the conditions that
would warrant dissolution of the endowment.

'stablishing an endowment requires detailed
familiarity with host country laws and regulations.
For example, the creation of an endowment may or
may not require enactment of a law by the host
country legislature, a process that could be quite

cumbersome and time-consuming. In one country,
A.I.D. and the host government were able to shorten
this process by stipulating the establishment of the
endowment in a project implementation letter based
on the bilateral agreement between the United States
and the host government, an agreement formerly ap-
proved by the legislature.

Establishing an endowment requires
detailed familiarity with host country

laws and regulations.

Funding the Endowment

Under current legislative acts and A.I.D. general
counsel rulings, there are several sources that can be
used to fund endowments. For purposes of this dis-
cussion, these sources are divided into three
categories: development assistance (DA) funds;
Economic Assistance Funds (ESF) funds; and PL-480
food aid funds. It should be mentioned that the legal
basis for investing resources in an endowment is
evolving in response to changes in Congressional
acts, as well as in response to how creative A.I.D. and
cooperating host governments are in interpreting ex-
isting rulings and guidelines.

Development Assistance Funds

The use of DA funds to establish an endowment
used to require a special legislative act by the U.S.
Congress. However, under the Agency's debt-for-
development initiative, as reflected in policy
guidelines issued on February 15, 1989, and later
updated on Aprq 11, 1990, DA funds can be in-
vested in endowments through debt-swap transac-
tions without prior approval of Congress.

A second major legislative change, as reflected in the
Global Environmental Protection Assistance Act of
1989 and the FY 1990 Appropriations Act, allows in-
terest earned from debt-for-development endow-
ments, instead of being returned to the U.S. Treasury
to be reinvested in the endowment or used for fund-
ing activities authorized in the endowment agree-
ment.

These policy and legislative changes indicate Agency
support for debt-for-development initiatives and a
corresponding interest in using endowments to sup-
port these initiatives. Indea, in support of this effort,

4
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the Agency has provided a grant for the recent estab-
lishment of the Debt-for-Development Coalition, a
consortium of nonprofit organizations representing
U.S. universities, cooperatives, private voluntary or-
ganizations, and international agricultural research
institutions. The Coalition, and its sister organization,
the Debt-for-Development Foundation, assist the
Coalition's member organizations in identifying and
negotiating debt-swap transactions.

The debt-for-development initiative allows a non-
governmental organization to secure a DA grant from
A.I.D., which in turn is used to purchase discounted
debt currently owed by a developing country to a
foreign creditor. This debt is then exchanged with the
debtor government for local currency or other assets
to finance development programs undertaken by the
nongovernmental organization. Such activities can
involve establishing an endowment.

Finally, it should be mentioned that, in cases where
nonproject sector assistance programs have generated
host-country-owned local currency, these funds can
also be drawn upon indirectly to establish an endow-
ment. In such cases, the use of DA funds must have
the agreement of the host government.

Economic Support Funds

As with DA funds, ESF dollars can also be used for
debt-for-development initiatives. In addition, host-
country-owned ESF-generated local currency can
be used to invest in endowments. Indeed, most of
the A.I.D. endowments recently established in
Central America have used ESF-generated local
currency as their primary source of funding.
Again, the use of local currency for this purpose is
dependent on securing agreement with the host
government. Host governments have been in-
c'ined to support such initiatives because ESF local
currency funding of endowments is usually in-
vested in government bonds, which means the cur-
rency can remain nonmonetized, thereby reducing
potential inflationary pressures within the econ-
omy.

Food for PeacePL 480

Another possible source of funding for endow-
ments is local currency generated through sales
from Title I and III food aid programs. The interest
from these endowments can be reinvested in the
endowment or used to finance development ac-
tivities authorized in the endowment agreement.
Current General Counsel rulings do not allow

local currency generated from Title II sales to be
used for endowments.

Investing the Endowment

The major objective of an endowment is to provide a
stable, if not expanding, source of interest earnings to
finance the expenses of operations and programs for
which the endowment was established. Building a
stable and predictable source of endowment earnings
obviously presents a challenge in many developing
countries where volatile economic conditions can in-
ject great uncertainty in financial markets. Thus, great
care must be exercised to protect the endowment
from being devalued by adverse changes and distur-
bances in the larger economic order.

Great care must be exercised to
protect the-endowmentfrOm devalua=-

tion caused by adverse cliflnges and..
disturbances in the larger economic

order.

Most of the A.I.D. endowments listed above have in-
cluded agreements among A.I.D., the host govern-
ment, and the party receiving the endowment that
the endowment funds would be invested in short-
term government bonds. The interest yield is
negotiated with the government, usually at a fixed
rate several points above the inflation rate. Obvious-
ly, if the agreement required investment in longer
term bonds, it would be important to obtain a vari-
able interest yield indexed to the inflation rate. Even
more imaginative formulas can be employed. For ex-
ample, on long-term bonds it would be possible to
secure a higher interest in compensation for allowi' g
the bonds to mature and the principal returned in
part or in full to the government.

Where large amounts of ESF or other types of A.I.D.-
generated local currency are used to establish an en-
dowment, the host government frequently insists, as
mentioned earlier, that the currency be invested in
government bonds rather than be monetized to
reduce possible inflationary pressures on the domes-
tic economy. In these instances, it is still possible to
negotiate an agreement whereby some portion of the
endowment could be monetized and thereby in-
vested in other types of in-country assets or even con-
verted to a foreign currency for investment abroad.

5



INNOVATIVE DEVELOPMENT APPROACHES No. 3

For example, in establishing the EARTH endowment,
$50 million in U.S. dollar equivalent was invested in
Central Bank of Costa Rica bonds, and $10 million
was converted to U.S. dollars and placed in a U.S.
trust account.

Where endowment transactions involve smaller in-
vestments, the host country government may allow a
more diversified financial portfolio. This was the case
for IDEA in Ecuador, w:tere A.I.D. and the host
government negotiated a $400,000 endowment, half
of which was invested in the Ecuador branch of
Citibank, which is providing a 43.5 percent annual in-
terest on a 3-year CD, and the other half was con-
verted to U.S. dollars and invested in U.S.
Government Treasury notes.

Where endowment funds are not earmarked by any
conditionality, the opportunity arises to build a more
diversified portfolio, with funds invested in low-risk
securities, real estate, and the like. FUNDAGRO, for
example, used part of its endowment to urchase a
commercial building to house its offices and rent the
remaining space. ISA is investing a portion of its en-
dowment in a housing development project, which
upon completion will be sold and the proceeds rein-
vested in the endowment.

Expanding the Endowment

A frequent objective in establishing A.I.D. endow-
ments is to include provisions that ensure the growth
of an endowment beyond its original value. This is
done for two reasons. First, the earnings from the
original endowment may not be sufficient to cover
the expenses of the development organization that it
is designed to support. Thus A.I.D. will insert a con-
dition in the MOU indicating that interest earnings
must be reinvested for a specified time in order to ex-
pand the endowment. During this interim period,
A.I.D. and the host government will usually provide
a grant to cover the operating and program costs of
the endowed organization.

The second reason for expanding the endowment
is to make the endowed organization more respon-
sive to and identified with national and ; riterna-
tional sources of support. To do this, a provision
can be employed requiring matching funds, thus
compelling the recipient organization mobilize
specified amounts of donations (in cash or kind)
from other in- and out-of-country sources, with the
A.I.D./host government contributions provided in
installments upon meeting the matching condi-

tions. The EAP endowment agreement includes a
matching provision whereby the A.I.D. /host gov-
ernment endowment is provided in three install-
ments. Each installment is released in sequence,
once EAP has matched 25 percent of each install-
ment, of which half must be in cash instead of in-
kind contributions.

Endowment Governance and
Management

In most A.I.D. projects the legal and operational
stewardship of the endowment is usually vested in a
board of trustees or directors. Thus, in the case of
EAP, responsibility for the endowment resides in the
EAP Board of Trustees, for CINDE in the Board of
Governors, and for EARTH in the Board of Trustees.
The members of the board or the trustees serve in a
fiduciary role and are thereby legally obligated to
manage the endowment in accordance with condi-
tions specified in the MOU.

In some cases an independent board of trustees,
separate from the board of directors of the endowed
organization, is established and vested with the
management of the endowment. In the case of
CINDE, this approach was used to produce greater
distance between the authority to disburse the en-
dowment earnings (vested with the trustees) and the
organization (CINDE) expending the funds. It was
assumed that the Board of Trustees, as a separate en-
tity, would be more inclined to hold CINDE account-
able for its performance than if both the disbursement
and expenditure authority were vested solely with
the Board of Directors.

In brief, establishing a separate board of trustees
may be appropriate where the endowed organiza-
tion is new and thereby without a sound track
record of performance. Such a board may also be
necessary with large endowments because of the
possibility for conflict of interest or in cases where
the inclination toward lax performance instilled by
secure endowment earnings might adversely affect
the intent of the endowment.

A range of additional provisions can be and usually is
incorporated in the MOU or the A.I.D. project agree-
ments that serves to strengthen the accountability
and integrity of the management mechanism. A
standard provision in the management of the endow-
ment is the selection of a bank to establish a fiduciary
account for the deposit and maintenance of endow-
ment funds. As custodian of the funds the depository

6
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bank releases endowment funds and earnings for in-
vestment or expenditure as instructed by the board of
trustees or directors of the endowed organization and
in accordance with the conditions included in the
MOU.

Another MOU provision for the management of en-
dowments involves the selection of a securities trad-
ing company to manage the portfolio of endowment
investments. Such a provision is not warranted when
the endowment is invested in, for example, govern-
ment bonds. However, once endowment funds are
available for more diverse investments (securities,
real estate, and so on) the financial expertise of a reli-
able trading firm is needed to ensure that funds are
invested wisely.

The A.I.D. endowment agreement usually insists that
both the depository bank and trading firm be bonded
and that they be selected in an open bidding process,
with A.I.D. frequently involved in the final selection
process. In addition, the agreement usually stipulates
that the endowment be periodically audited by a
public accounting firm, selected through competitive
bidding and frequently involving A.I.D. in the selec-
tion process.

The A.I.D. endowment agreement
usually requires that both the

depository bank and &ading firm be
bonded and that they be selected in

an open bidding process, with A.I.D.
frequently involved in the final selec-

tion process.

The management mechanisms mentioned above are
all designed to provide a safeguard to protect the in-
tegrity of the endowment and to ensure that the en-
dowment funds and earnings are invested and
disbursed in accord with their intended purpose.
These provisions are also designed to instill con-
fidence in the host country public that endowments,
partially funded as they are from formerly public
monies and held as a public trust, are managed in a
manner deserving of public trust.

Dissolution of the Endowment
An MOU may or may not stipulate a time limit for
the life of an endowment. In the case of ONDE, the

MOU indicates that the endowment will be dis-
solved in 1996, after which it can be continued only if
the host government, A.I.D., and other donors deter-
mine that such continuation is warranted. The dura-
tion of the endowment may also be governed by the
statutes of the endowed organization, as in the case of
FUNDAGRO, which is mandated to exist for 50
years.

The agreements of some of the A.I.D.-funded en-
dowments explicitly stipulate that the provision of
the endowment fund is "irrevocable and non-reim-
bursable, subject only to conditions contained in
the Memorandum." This clause is intended to
protect the endowment from unwarranted inter-
ference or termination by outside parties. The
provision is important, largely because in many
countries the concept of the endowment is new
and may be viewed with skepticism in some
quarters. Furthermore, what may be a friendly
government today might, with a changeover, be-
come an unfavorable force tomorrow.

An MOU may stipulate that the endowment agree-
ment can be terminated if one or more of the sig-
natories seek to substantiate, through judicial
procedures, that the fiduciary role entrusted to the
endowed organization is being mismanaged or
abused, or that the endowed organization is not
succeeding in its mission. There may also be a
provision that the endowed organization may dis-
solve the endowment voluntarily for lack of suc-
cess in meeting the conditions and objectives
contained in the MOU, with further stipulations on
whether the endowment funds will revert to A.I.D.
and/or host government control or transferred to
another organization.

Issues of Concern

What are some of the issues that could hinder host
governments and donors from establishing a success-
ful endowment? Given the newness of A.I.D.-spon-
sored endowments, the record of experience from
which to identify problems and pitfalls in these types
of activities is still insufficient. However, based on a
reading of A.I.D. design and review documents, it is
clear that certain issues reappear in sufficient fre-
quency to suggest some areas of potential concern.
These concerns center on issues of institutional dis-
placement, organizational performance, political in-
terference, devaluation of the endowment, financial
accountability, and termination of A.I.D. involve-
ment.

7
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Institutional Displacement

Does the establishment of an endowed non-
governmental organization serve to duplicate if not
displace existing government institutions? Does the
creation of an endowed nongovernmental organiza-
tion serve as an excuse for avoiding the larger issue of
governmental reform? Finally, is support for en-
dowed nongovernmental organizations simply a dis-
guise for pursuing a traditional donor strategy of
bypassing inefficient government institutions by es-
tablishing an independent project entity, which then
arouses the resentment of old-line bureaucracies and
consequently is frequently dismantled after the donor
project is terminated?

These questions require considerable forethought by
those contemplating using the endowment as a
development strategy. In the case of CINDE and
CDF, it was clear that the host government was con-
vinced that the functions to be addressed by these
two foundations needed to be transferred from the
public to the private sector. In the cases of two of the
universities (ISA and EAP), both were long-estab-
lished private universities with a recognized track
record of educational and research contributions. The
third university, EARTH, received an endowment
only after a careful review suggested that it would be
too costly to add programs in the humid tropics to
each of the many universities in Central America.
Finally, IDEA, FUNDAGRO, and FHIA have iden-
tified a niche for themselves that complements rather
than duplicates existing government facilities.

It is obvious that in the design and operation of an
endowed organization, potential displacement effects
have to be given careful consideration. For example,
endowed nongovemment organizations always run
the risk of prompting an internal brain drain when,
with their superior working conditions and higher
salaries, they attract talented officials away from
government agencies. Not only would a brain drain
serve to weaken, if not demoralize, government agen-
cies, but it might arouse considerable resentment and
perhaps a political backlash against endowed or-
ganizations as well.

It is obvious that in the design and

operation of an endowed organiza-

tion, potential displacement effects

have to be given careful consideration.

E'EST CM AVAILABLE

Organizational Performance

Once an organization is endowed how can A.I.D. en-
sure that it remains responsive to its intended pur-
pose and clientele? Does a secure financial base
undermine organizational efficiency and effective-
ness? Are there incentives and mechanisms that can
be built into an endowment that can thwart the
natural tendencies of financially secure organizations
toward inertia?

One primary objective of an endowment is to provide
the organization with a financial base that allows it,
be it an agricultural research foundation, a university,
or a trade and investment institute, to achieve greater
program continuity by freeing it from the vagaries of
irregular and inadequate sources of funding. In this
regard, there is an important distinction between
financial viability and security. Viability means that
the endowed organization has sufficient resources to
become an effective actor in the development arena,
but it still must mobilize additional resources from its
environment to fully support and sustain its activities
over the long haul. In brief, it is less than financially
secure.

One primary objective of an end*,
ment is to provide the organiiatiVri
with a financial base that allothi

organization, be it an agricultural: re-
search foundation, a university, ora_

bide and investment institute, to--
achieve greater program continuity;
bkireeftisirfi'ont theiVagari&of
regular and inadequate sources of

funding.

In order to keep an endowed organization responsive
to its external environment, and closely linked with
the needs of its clientele, some A.I.D.-sponsored en-
dowments are designed only to achieve financial
viability, not complete security. assumption is
that a secure base might serve to .eate a more in-
ward, rather than externally responsive, organiza-
tion. Better to have an organization that always
remains a little hungry, forcing it to secure some of its
resources the old fashioned way, by earning it in the
marketplace. In some cases, a matching grant for-
mula can be used to further stimulate the endowed
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organization to mobilize a broader base of financial
support.

Whether an endowment .is utilized to create condi-
tions of financial viability or security, organizational
accountability can also be buttressed by designing
strong governance mechanisms. In particular, the
selection of a board of trustees or directors that is
willing to exert a strong oversight role over the en-
dowment and the endowed organization is one way
of ensuring that performance is closely monitored
and evaluated. In order to ensure a strong gover-
nance mechanism A.I.D. can exercise a role in select-
ing the board members.

Finally, the presumed comparative advantage of an
endowed organization is that, by virtue of its inde-
pendent status, the organization will be able to attract
and financially reward the best available leadership
and staff, thereby maintaining standards of excellence
and performance that would be difficult to match
under more conventional conditions. Indeed, because
of higher salaries offered by FUNDAGRO in
Ecuador, the foundation has been able to attract high-
ly able Ecuadorean scientists who would otherwise
have remained outside the country in more lucrative
positions.

A.I.D. can employ a number of measures to
strengthen performance standards of endowed or-
ganizations. In. addition to taking a strong and ac-
tive role in selecting board and staff members for
the endowed organization, A.I.D. can also have an
official or ex officio representation on the board.
A.I.D. can also assign a tutelage or custodian role
to an experienced outside contractor, who can as-
sist a newly endowed organization in setting
standards of performance and accountability in
staffing and programming and in building con-
stituency linkages. In the case of CDF, the A.I.D.
project agreement includes the provision of grant
funds to secure a contractor with wide experience
in the management of natural resource programs
to work with CDF over a 4-year period to establish
and implement CDF programs.

Political Interference

Once an organization is endowed how can A.I.D.
ensure that the endowment remains inviolate, par-
ticularly from invasion and appropriation by the
host government? How can A.I.D. ensure that the
governance and management of the endowed or-
ganization are not subject to host government in-
terference and manipulation?

There are no easy answers to these questions, al-
though there are a number of measures that can be
employed to reduce the risk of government med-
dling. One is to simply coopt important government
agencies by including their representatives on the
board of directors of the endowed organization, as is
the case in several endowments mentioned in this
paper. Such representation is warranted not only as a
self-protective measure, but also because it may be
appropriate for government agencies to have a
legitimate voice in deliberations involving the en-
dowed organization, particularly if the organization
is working in cooperation with public sector, as well
as private sector organizations.

Another method of shielding the endowed organiza-
tion from outside influence is to enlist the participa-
tion of distinguished individuals, from within and
outside the host-country, who can serve as members
on the board of directors, or on various advisory
councils for the endowed organization. This measure,
coupled with a solid base of custodial agreements
with banks and investment trading firms to properly
manage the endowment, can further insulate the en-
dowment from outside intruders.

The likelihood of indirect government intrusion
would probably occur where there is default on inter-
est or principal payments from endowment invest-
ment in government bonds, where firms with shares
held by the endowment are nationalized, or where
the government reneges on a previously agreed
schedule of installment payments to the endowment.
These conditions can arise either under extreme
economic duress or where a changeover in govern-
ment produces a leadership that is hostile to en-
dowed organilations.

Government hostility, while it may not lead to inter-
ference, can greatly reduce the effectiveness of an en-
dowed organization and its capacity to work with
public and private agencies. The most effective
strategy in averting or defusing government an-
tipathy is by ensuring that the endowed organization
has a leadership that is politically astute and sensitive
to government concerns. In particular, the leadership
should be skilled in building coalitions of support
across a broad political spectrum, while at the same
time firmly establishing the endowed organization as
a nonpartisan entity.

Devaluation

In many developing nations, particularly those
with unstable political or economic structures,
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there is always the risk of rapid devaluation of en-
dowments as a result of rampant inflation, curren-
cy devaluations, or sweeping and unexpected
changes in government policies. An undiversified
or illiquid endowment portfolio can be quickly
eroded in value from such perturbations.

The risk factor may be particularly high in the early
stages of the endowment, when most or all of the en-
dowment resources are invested in government
bonds. Some endowment agreements allow for the
eventual movement of all or part of the original en-
dowment, upon maturation of the government
bonds, into other investments on the open market, in-
cluding real estate and debt and equity investments.
In some cases, the agreement also allows for the con-
version of endowment resources into foreign curren-
cy for offshore investments. This allowance opens the
door for endowment managers to diversify the
portfolio and thereby shield the investments from
undue erosion in value.

The ability of endowment managers to move the
investment to a diversified, low-risk portfolio is
partly conditioned by the flexibility and skill of
A.I.D. and the host government in negotiating an
imaginative yet financially sound MOU. Success in
this area requires using experts who are highly
knowledgeable of host country legal and financial
regulations, as well as specialists who have inter-
national experience in designing endowments.

The abilitypf endowment managers
t _Moveitte4i*Oint_to:u diter

sifted, loiorrislFpairtfoliois paitlY con-
ditioned bythe flexibility and skill of
AM.- and the host government in

negotiating an imaginative yet finan-
cially sound MOLI.

Financial Accountability

How can A.I.D. ensure that improprieties do not
occur in the management of endowment resources?
Are regular audits a sufficient means for ensuring
that endowments are properly administered? How
can A.I.D. protect endowment investment decisions
from being biased by conflicts of interest?

These questions assume particular prominence it.
cases where the endowment corpus is large and
the host country financial community relatively
small, ingrown, and lightly regulated. These condi-
tions can give rise to malfeasance or conflicts of in-
terest involving members of the board, the bank
custodian, or the investment management firm.

A.I.D. has sought to deal with these uncertainties by
insisting on a range of protective measures, including
annual audits by a reputable public accounting firm
selected on a competitive basis, with A.I.D. as a
voting member in the selection prcre. ss, and the selec-
tion of the custodian bank and investment firm, again
selected competitively with A.I.D. input. In addition,
the contracts with auditors and custodian agents can
be subject to periodic review, if not termination and
rebidding. Finally, A.I.D. frequently insists that the
board members and other custodian agents file finan-
cial disclosure statements.

Termination of A.I.D. Involvement

At what point does A.I.D. responsibility for
monitoring and exercising control over the
management and use of the endowment earnings
end? Can A.I.D. hold the endowment management
and endowed organization accountable beyond
the life of the project? Or does this responsibility
cease when the project terminates?

In a few cases, these questions can be nswered
with ease; such is the case for CINDE, whose en-
dowment will be up for review, if not termination,
in 1996. However, for most of the other endow-
ments, which are designed to last much longer, if
not indefinitely, there are no definitive A.I.D.
policy guidelines. The lacl: of established guide-
lines leaves A.I.D. with considerable latitude for
incorporating conditions in the endowment MOU
that can give the Agency a long-standing direct or
indirect role in monitoring the governance of the
endowment. These conditions include A.I.D. repre-
sentation on the board of directors, periodic
reporting to A.I.D., or periodic audit by an ac-
counting firm approved by A.I.D.

Designing a longer term role for A.I.D. in the
management of an endowment should be ap-
proached with some care and understanding of the
political climate of the host country. For example,
A.I.D. insistence on a longer term involvement
might rouse a current or future host government to
assume a more obtrusive role in the endowment
management, a condition that could create an
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onerous burden for an endowed organization if not
compromise the purpose of the endowment.

Condusion

In developing countries with weak institutional and
legal structures, issues concerning organizational per-
formance, political interference, devaluation, account-
ability, and A.I.D. termination assume greater
salience. Under these conditions, the governance of
an endowment can be more easily enfeebled or
diverted from achieving its intended purpose. Such a
situation presents a challenge to donors like A.I.D. in
designing effective safeguards that can shield the en-
dowment from a perilous environment. In some
situations, the environment may be so turbulent as to
negate this possibility.

The task of designing safeguards is much easier in
developing countries where a stable political and
economic order has allowed legal and institutional
systems to assume a level of independence and in-
tegrity necessary for supporting the increasingly
complex social and economic interactions of a mod-
ernizing country. These factors help provide some of

A.I.D.-Funded Endowments

the necessary preconditions for allowing an endowed
organization to perform its designated purpose.

Necessary conditions must also be supplemented
with sufficient conditions in order for an endowed or-
ganization to effectively perform its intended
development role. Thus, having astute and politically
sensitive leadership at the helm of an endowed or-
ganization is immensely important for garnering
public support for and confidence in the organ-
ization's operations and programs. This fact is par-
ticularly important in developing countries where
endowments and free standing, nonprofit private or-
ganizations are still a relatively new concept.

In one sense, the emergence of the endowed, non-
governmental organization may be viewed as both
the cause and effect of a more pluralistic social order.
The establishment of endowments meets the need for
expanding the organizational diversity of a society in
order to address important public needs that might
otherwise be inadequately met. Likewise, endow-
ments can become a mechanism for animating and
harnessing private resources and participation in ad-
dressing public needs.

Coalition for Development Initiatives (CINDE), Costa Rica

In 1982, the Government of Costa Rica and the A.I.D.
Mission agreed to establish the Coalition for Develop-
ment Initiatives (CINDE), a nonprofit private founda-
tion designed to promote foreign investment,
agricultural exports, industrial reconversion for ex-
port, and export-oriented training.

CINDE was created in response to previously unsuc-
cessful efforts by the Government of Costa Rica to
promote trade and investment through public sector
organizations. The performance of the public institu-
tions had been less than optimal because salaries
were too low to employ a high-level staff, manage-
ment flexibility was constrained by bureaucratic
regulations, and operational decisions were frecuent-
ly subject to political interference. CINDE was estab-
lished as a private foundation with sufficient latitude
and autonomy to overcome many of the obstacles
previously encountered by public sector trade and in-
vestment promotion organizations.

During CINDE's initial years of operation, its
programs were funded primarily from annual
Economic Support Fund (ESF) local currency grants.
However, with a projected decline in ESF levels, in
1989 the Government of Costa Rica proposed to the
international donor community at the Consultative
Group meeting in Paris that an endowment of $110
to $120 million dollars be established, the income
from which would be sufficient to fund most of
CINDE's promotional activities. A.I.D. responded
positively to this proposal; preliminary agreements
between the Government of Costa Rica and the
USAID Mission Allocate an initial $27.15 million in
ESF local cum- .y to the endowment with addition-
al ESF local currency grants of $45 million in sub-
sequent years. In addition, the Costa Rican Central
Bank is providing annual contributions to the en-
dowment for a 20-year period. Additional operating
expenses for CINDE will be covered through user
fees and private contributions.
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To avoid a potentially inflationary impact, the en-
dowment will initially be placed in monetary
stabilization bonds issued by the Central Bank of
Costa Rica. Thereafter, the funds will be moved into
private sector investments. The agreement with the
Government also allows that a portion of interest
earned from the income be converted into foreign
currency to support CINDE overseas investment
promotion.

Given the sizeable CINDE endowment and the need
to hold CINDE accountable to specified performance
targets, project designers created an elaborate set of
checks for the management of the endowment. In
particular, they vested the ownership, control, and
programming of the endowment in a Board of Gover-
nors, established independently from CINDE. The
Government of Costa Rica, A.I.D., and other donors
will nominate and select the five-member Board in
rough proportion to donor and Government con-
tributions. The Board will be responsible for monitor-
ing the performance of CINDE's programs, will have
the authority to vary individual program funding by
up to 20 percent, and will have the right to terminate
funding of any of CINDE's programs, a decision that
can be reversed only by agreement between the

Government and participating donors. Changes in
programming proposed by the Board, the Govern-
ment of Costa Rica, or A.I.D. will be subject to ap-
proval by the Government and A.I.D.

These checks are further reinforced by a range of ad-
ministrative and financial controls, including prior
A.I.D. Mission approval over the design of the
endowment's financial systems, its cash management
and disbursement policies, and the financial controls
of CINDE's program operations. Annual inde-
pendent audits of the financial, administrative, and
procurement systems of the fund and the programs it
finances will be conducted by public accounting
firms approved by the Government and A.I.D. In ad-
dition, A.I.D. can conduct its own audits or evalua-
tions of the endowment and the CINDE programs.

The agreement stipulates that the endowment be dis-
solved in 19%. The endowment can be continued
after this date, but only if there is a positive deter-
mination by the Government of Costa Rica arid A.I.D.
and other participating donors that continuation is
warranted. Otherwise, the endowment will revert to
the Government treasury or be reallocated to other
development activities.

Foundation for Agricultural Development (FUNDAGRO), Ecuador

In 1986, the Government of Ecuador established
the Foundation for Agricultural Development
(FUNDAGRO) as a private, not-for-profit institu-
tion. FUNDAGRO grew out of recommendations
made by a high-level commission established by
the Minister of Agriculture and composed of dis-
tinguished U.S. and Ecuadorean agricultural
specialists.

FUNDAGRO is designed to revitalize a national re-
search, extension, and education system that had
failed to foster the innovation and transfer of tech-
nologies for improved productivity in the agricultural
sector. The Government-operated agricultural re-
search institute had been constrained by a range of
political and administrative factors, including lack of
public sector commitment to a strong research and
outreach program, low budgets, political interference,
lack of long-term program planning, inability to focus
scarce resources on priority research problems, ab-
sence of linkages with farmers and the private com-
mercial sector, and an inability to recruit and retain
highly qualified agricultural professionals. Similar

problems have plagued Government extension ser-
vices and agricultural institutions of higher education
in Ecuador.

FUNDAGRO is designed to achieve a more in-
tegrated research, extension, and education system,
not by duplicating or displacing existing public and
private sector programs, but rather by serving as a
catalyst in enhancing the interaction between these
activities and linking them more directly with farmer
clientele. FUNDAGRO performs these tasks by
employing a small, highly qualified staff to work
with public and private sector institutions in the joint
selection, planning, and funding of long-term applied
comm xlity research and extension programs. As a
participant and leader in this process, FUNDAGRO
provides supplementary grants to support the work
of the agencies working on these programs.

In its initial years of operation FUNDAGRO
programs were partially supported by PL-480 local
currency grants. In 1987, discussions were initiated
among FUNDAGRO, the Government of Ecuador,
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and A.I.D. on establishing an endowment to provide
the Foundation with greater independence, flex-
ibility, and continuity. Thus, in 1988, an agreement
was reached that awarded FUNDAGRO with a local-
currency grant equivalent to $3 million drawn from
the PL-480 local-currency account. The grant agree-
ment forbids withdrawals from the endowment and
its income for 5 years in order to expand the endow-
ment principal. In the interim A.I.D. provided an
operational grant to help defray operational and pro-
gram expenses. A matching formula was also at-
tached as a condition to the endowment grant, with
the Government and A.I.D. agreeing to provide an in-
itial installment of 80 percent of the total grant. The
remaining 20 percent was to be allocated, as deter-
mined by the PL-480 advisory committee, after FUN-
DAGRO undertook a market survey of private
funding sources and submitted a fund-raising
strategy. FUNDAGRO has appointed to its staff a
Development Officer responsible for cultivating alter-
native in- and out-of-country funding sources.

The management of the endowment is vested in a
number of bodies within and without FUNDAGRO.
A four-person oversight committee, appointed by the
FUNDAGRO Board of Directors, is responsible for
conducting an annual review of FUNDAGRO's
obligations under the grant terms. The agreement

FUNDAGRO is designed to
achieve a more integrated research,
extension, and education system,

not by duplicating or displacing ex-
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stipulates that the oversight committee consist of
high-level officials from international agricultural re-
search centers, international private voluntary or-
ganizations, and third-country foundations or
development agencies with experience in Latin
American agriculture. Finally, the grant agreement
stipulates that FUNDAGRO contract with an interna-
tional financial services or accounting firm to assist
the foundation in selecting a local bank and financial
agent to manage the endowment investments. This
firm will also assist in an annual performance review
of the selected bank and financial agent.

Cordillera Development Foundation (CDF), Costa Rica

In 1989, the Government of Costa Rica established the
Cordillera Development Foundation (CDF) to assume
responsibility for managing a major national forestry
reserve in the central Cordillera area of Costa Rica.
The initiative reflects a recognition by the Govern-
ment of Costa Rica that existing government struc-
tures are too fragmented, inefficient, and bureaucratic
to effectively manage protected wildland areas and
that a more unified, flexible, and responsive or-
ganizational model would be needed to perform this
task. CDF was established as a private, nonprofit
foundation to achieve this end.

CDF is the first of a number of foundations to be es-
tablished for wildland management. The foundation
will have its am management and technical cadre
who will plan and manage a wide range of complex
natural resource management tasks in the Cordillera
area, including protecting the central forest reserve,
introducing new agroforestry practices to farm com-
munities in the buffer zone surrounding the reserve,
supervising a private sector incentive system for sus-
tainable harvesting of selected forests, and operating
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a range of tourist facilities in the protected wildland
areas.

The USAID Mission has supported the Government
of Costa Rica's policy of reorienting its forestry
management approaches; in 1989, A.I.D. reached an
agreement with the Government whereby A.I.D.
would provide a $7.5 million grant to help fund the
start-up costs of CDF. In addition, A.I.D. and the
Government agreed to provide $8 million in ESF
local-currency to establish an endowment for CDF.
The intent of the endowment is to build a financial
base for CDF, so that at the end of the 7-year A.I.D.
project, earnings from the endowment would be suf-
ficient to sustain CDF in perpetuity.

The A.I.D.-Government of Costa Rica agreement
provided that the $8 million endowment grant be
deposited in the Central Bank of Costa Rica where it
will receive a rate of interest equal to the rate paid by
the Bank's monetary stabilization bonds projected at
22.5 percent annually. With an inflation rate of 185
percent annually, the projected real rate of interest is
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4 percent. The agreement stipulates that the endow-
ment cannot be monetized until after the completion
of the 7-year project. Finally, for the duration of the 7
years, all interest is to be added to the principal in
order to expand the endowment to an amount suffi-
cient to cover the operating costs of CDF after the ter-
mination of the initial A.I.D. project grant of $7.5
million. CDF will also be able to supplement its in-
come from us?.r fees, concessions operating in the
protected area, and nominal admission fees to the na-
tional parks in the wildland areas.

CDF has a five-member Board of Directors, three of
whom are appointed by the Ministry of Natural
Resources, Energy, and Mines; one by the Munic-
ipality where the wildland areas are located; and one
by the Executive Branch of the Government. Because
CDF is new and lacks a track record of previous per-
formance, the USAID Mission included a provision in
the project agreement for an outside contractor with

appropriate expertise to assist the Board during the
initial 4 years in building the organization, recruiting
and training staff, and implementing project ac-
tivities.

The project agreement also provides for one AID.-
contracted adviser to serve as liaison between A.I.D.
and the project, and to work closely with the support
contractor; the Ministry of Natural Resources, Ener-
gy, and Mines; and CDF during the first 4 years of the
project.

In addition to annual A.I.D. audits, CDF is required
to have a public accounting firm to conduct periodic
audits of its U.S. dollar and local-currency endow-
ment accounts. The project agreement also requires
that the CDF Board, A.I.D., and the Ministry of
Natural Resources, just prior to the completion of the
7-year project, jointly select a financial institution to
manage the endowment fund.

Honduran Agricultural Research Foundation (FHIA), Honduras

In 1984, the Honduran Agricultural Research Foun-
dation (FHIA) was established as a private, nonprofit
foundation. The land, buildings, and other facilities
for FHIA were inherited as a gift from the former
agricultural research facilities of the United Brands
Company. In order to provide an initial base of fund-
ing, A.I.D. awarded a 10-year grant to FHIA to help
cover the Foundation's operating and program ex-
penses.

The FHIA mandate is to engage in research and ex-
tension on agricultural crops. FHIA soon dem-
onstrated a capacity to effectively conduct short- and
medium-term applied research and to rapidly dis-
seminate research results to farmers. These achieve-
ments were notable because they addressed the
problem of the declining rate of growth in the
agricultural sector.

FHIA's accomplishments prompted the Government
of Honduras and A.I.D. to examine the prospect for
further strengthening the Foundation's research and
extension role. Thus, in 1989, A.I.D., the Government,
and FHIA initiated negotiations, soon to be com-
pleted, to establish an endowment sufficient to meet
FHIA's core operational and program expenses.

The Memorandum of Understanding (MOU) vests
fiduciary responsibility for the endowment with the
FHIA Administrative Council, a nine-member group

operating under the guidance of the FHIA General
Assembly, which consists of private citizens and
government officials concerned with agricultural re-
search and extension. The funding source for the en-
dowment is ESF locally generated currency. The
MOU requires that the endowment be invested in
general government revenue bonds. Reinvestment of
earnings on the endowment capital from ESF funds
in other than government bonds can be done only in
consultation with the Government to ensure that
these reinvestments are consistent with the Gov-
ernment's economic stabilization policies.

The endowment will be provided in installments. A
matching formula requires FHIA to match a percent-
age of the total A.I.D./Government of Honduras con-
tribution to the endowment. This formula is designed
to encourage FHIA to expand the endov ment and to
build a long-term support constituency for its re-
search.

FHIA can meet its matching requirement through
either cash or in-kind contributions. However, the
MOU limits in-kind contributions (e.g., capital assets
like buildings, land, equipment) to no more than half
of the total contributions. The other half must be in
the form of cash contributions to the FHIA endow-
ment. Furthermore, FHIA will receive double credit
on the match for contributions made in foreign cur-
rencies, such as U.S. dollars.
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FHIA will be given a specified time to meet the
matching requirements for each installment. During
this period, interest earned for each installment must
be reinvested in the endowment until the match con-
tribution is fulfilled, at which time subsequent earn-
ings can be used to meet core program and operating
expenses. The Government has the right to reclaim
the interest on those installments if FHIA does not
provide matching funds in the specified time period.

Earnings from Government/A.I.D. contributions to
the FHIA endowment must be spent on a range of
core operational and program expenses, as specified
in the MOU. FHIA must consult with the Govern-
ment of Honduras and A.I.D. if it wishes to alter the
agenda of core expenses. However, earnings from

contributions generated by FHIA's matching con-
tributions can be spent at FHIA's discretion. Simi-
larly, matching contributions designated as an
endowment donation can be invested by FHIA in
government or nongovernment investments.

The roles of A.I.D. and the Government of Honduras
in governing and managing FHIA are spelled out in
the MOU. A.I.D. has official membership on the
FHIA General Assembly and Administrative Council,
whereas the Government of Honduras has ex officio
membership on these bodies. FHIA must provide
semiannual financial reports to the Government of
Honduras, employ a certified public accounting firm
acceptable to the Government, and submit annual
audit reports to the Government.

Institute for Agricultural Strategies (IDEA), Ecuador

In 1985, the U.S. Agency for International Develop-
ment (USAID) Mission and the Government of
Ecuador signed a grant agreement to fund an agricul-
tural policy institute within the Science Foundation, a
private nonprofit organization. The purpose of the in-
stitute was to conduct economic studies and sponsor
public seminars and workshops on important
agricultural policy issues. In 1988, the institute was
established as an independent foundation and
renamed the Institute for Agricultural Strategies
(IDEA).

IDEA emerged as a result of a growing interest by
leaders in the Government of Ecuador and A.I.D. to
elicit private sector support for a more market-
oriented approach to agricultural growth. To mobi-
lize the private sector some kind of institutional
mechanism was needed to build linkages where few
existed between agriculture, producer and peasant
associations, and input and product supplier or-
ganizations. IDEA was established to serve as such a
mechanism.

IDEA's principal role is to stimulate agricultural
policy analysis, discussion, and debate within the
private sector, thereby building the private sector's
capacity to demand sound policy decisions. IDEA has
a board of directors and a small professional staff that
manage and fund tl..e contracting of important policy
studies and seminars to the private sector. The focus
of these efforts is primarily in macroeconomics, prices
and marketing, and natural resource policy. IDEA
carries out pilot or demonstration projects following
the completion of some of these studies. It is also

providing overseas scholarships to train a small cadre
of policy analysts.

IDEA's principal role is to
stimulate agricultural policy

analysis, discussion, and
debate within the private sec-

tor, thereby building the
private sector's capacity to

demand sound policy
decisions.

Current IDEA expenses are funded from an A.I.D.
grant. Once this grant expires IDEA funding will be
drawn from several sources, including income from a
$400,000 endowment established in 1989 by A.I.D.
from PL-480 local currency. The endowment interest
is to be reinvested and allowed to accumulate and
compound until the expiration in 1993 of the A.I.D.
project grant.

The major portion of the endowment ($300,000)
has been deposited in a Citibank account, where it
is provided a bank guaranteed rate of interest of
43.5 percent for a 3-year period. The remaining
$100,000 has been converted to dollars to purchase
U.S. Government Treasury notes. The finance com-
mittee of the IDEA Board of Directors manages the
endowment.
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Superior Institute of Agriculture (ISA), Dominican Republic

In the Dominican Republic over the past decade,
demand in the private sector has ificreasedfor trained
agricultural technicians and researchers who can ser-
vice a growing agribusiness sector in nontraditional
export crops. However, in the Dominican Republic
institutions of agricultural higher education hwie
lacked sufficient financial resources to reorient their
training and research to meet this new need.

To redress this problem, AID. and the Government
of the Dominican Republic agreed in 1989 to provide
the Superior Institute of Agriculture (ISA), the
nation's premier undergraduate agricultural college,
with a large grant to substantially enhance ISA's
educational and research capacities in nontraditional
agricultural export. This agreement also includes a
provision for a large local-currency endowment, the
earnings from which will help sustain the new
university programs after the termination of the
A.LD. project.

The A.I.D. grant was designed to refurbish and ex-
pand ISA's infrastructure (laboratories, equipment,
supplies, library materials), fund new educational
and research pr Trams, expand the faculty, and, most
important, substantially increase faculty salaries. In
recent years, many of ISA's faculty have gone to the
private sector, where they command much higher
salaries.

While the grant provides a large infusion of capital to
cover operating and program expenses, project de-
signers were seriously concerned that ISA would be
unable to sustain these improvements beyond the life
of the project. As a private, nonprofit institution ISA
cannot rely on Government funding; instead it must
depend on diversified sources of self-generated in-
come to maintain its financial viability. One source is
tuition fees; however, because many of ISA's students
come from poor rural households, their expenses
need to be covered by ISA subsidies.

To build a larger, more self-sustaining income base
for ISA, the A.I.D./Government of Dominican

Republic agreement included the equivalent of a
$2.4 million endowment from local currency
generated from Economic Support Funds (ESFs).
The A.I.D./Government agreement vests fiduciary
responsibility for the endowment with the ISA
Board of Directors. The Board is composed of
leaders from business, civic, and religious or-
ganizations, as well as representatives from
government agencies, including the Secretaries of
Education and Agriculture and the Director of the
Government of the Dominican Republic Agricul-
tural Bank.

The endowment agreement includes a matching
formula whereby for every peso that ISA secures
as a donation, the Government and A.I.D. approve
disbursements of three pesos. The prospect for or-
ganizing a successful fund-raising campaign ap-
pears very promising, largely because ISA is
closely linked to business and civic leaders in the
Dominican Republic. ISA has already surpassed
the targeted amount of donations by 200 percent
for the first phase of the endowment agreement.

ISA has been very imaginative in its efforts to en-
hance the value of its endowment. It has invested a
portion of the endowment in a multidwelling home-
construction project, which on completion will be
sold and the proceeds reinvested in the endowment
fund. In 9 months the value of the building lot has in-
creased fourfold.

ISA has recently secured Government approval to
undertake a substantial debt-for-development con-
version by purchasing $2 million of commercial ar-
rearage. The Central Bank will convert the debt at
the official rate, generating approximately $14.7
million in local currency, of which $4.7 million will
go into an interest-bearing ISA account to meet
local project costs, $5 million will be deposited into
the ISA endowment fund, and $5 million will be
placed in dollar-denominated Government bonds
in ISA's name, the interest from which will go into
the Fund, as will the principal upon maturation.
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Pan-American Agricultural School (EAP), Honduras

The Pan-American Agricultural School (Escuela
Agricola Pan-Americana [EAP]) located in Zamarano,
Honduras, was established in 1942 as a private, post-
secondary school to train agriculturalists throughout
the Latin American region. From 1942 to 1957 the
school was able to cover its finances from a trust fund
established by the United Fruit Company, and there-
after from additional funds generated from student
fees, private and public donations, and sales of
products grown at the school.

Over the years the school has grown in prominence
and has been asked to assume an increasing range of
education and research responsibilities. To expand its
financial base to meet these challenges, in 1987, EAP
initiated discussions with the USAID Mission and the
Government of Honduras on the possibility of secur-
ing an A.I.D. grant to expand its endowment and the
income from the endowment. Negotiations were con-
cluded that same year; the project agreement
provided EAP with a local-currency equivalent of $15
million.

The funds for the endowment were drawn from ESF-
generated local currency. Because the ESF account is
the product of a stabilization and recovery program
supported by an A.I.D. project already approved by
the Honduran legislature, additional legislative ac-
tion to ratify the endowment was unnecessary.

The conditions stipulated in a formal memorandum
of understanding (MOU) among EAP, the Govern-
ment of Honduras, and A.I.D. require that the grant
funds be invested only in short-term (3-5 years)
general revenue Government bonds of the Central
Bank of Honduras. EAP is further obliged to keep the
endowment capital intact, meaning that the capital
can only be touched for reinvestment purposes. The
MOU also contains a clause making the endowment
irrevocable and nonreimbursable, with any proposal
for its dissolution subject to proceedings and laws of
the Honduran judicial system.

Finally, it is stipulated that during the term of the
MOU, which is due to expire in 8 years, reinvestment
of the Government grant into securities other than
government bonds can be done only after consul-
ttion with the Government in order to ensure that
such reinvestments are consistent with the Govern-
ment's economic stabilization and recovery program.
After the 8-year period, EAP is free to convert the
bonds to other local and/or foreign investments.

The MOU authorizes EAP to use up to 70 percent of
the income to cover the cost of education for Hon-
duran students and the remainder to fund natural
resource management programs carried out by the
school nearby. This condition holds beyond the 8year
MOU.

The MOU also includes a 25-percent matching re-
quirement intended to encourage the school to mobi-
lize funds from other sources. As part of the matching
formula the Government of Honduras/ A.I.D. local-
currency endowment is provided in three equal in-
stallments. The second and third installments are
released only after EAP demonstrates that it has met
the 25-percent matching requirement in each case.
Furthermore, the income generated from the first in-
stallment cannot be used by the school until it has
met the matching formula for the second installment.
This rule also applies to the second and third install-
ment.

The matching formula also requires that at least half
of the 25-percent match be in cash (local currency or
U.S. dollars), with the rest allowed in kind, including
buildings, land, equipment, and vehicles (but not for
operating costs). Finally, the restrictions on the nature
of portfolio investments (the purchase of government
bonds) and the use of income generated (for Hon-
duran students and natural resource management
programs) from the Government grant do not apply
to funds or assets generated by the matching con-
tributions.

The matching formula also requires that at
least half of the 25-percent match be in cash

(local currency or U.S. dollars), with the
rest allowed in kind, including buildings,
land, equipment, and vehicles (but not for

operating costs)

The MOU stipulates that EAP's Board of Trustees
also serve as trustees for the endowment; they in turn
are required to select, after careful review and after
consultation with the Government, a depository in-
stitution to assume custody of the funds and to dis-
perse the income generated from the endowment.
The Board meets twice a year and has 22 active mem-
bers, 7 of whom are from Honduras and 15 from the
United States.
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Agricultural College of the Humid Tropical Region (EARTH), Costa Rica

In 1985, A.I.D. and the Government of Costa Rica
agreed to jointly fund the establishment of the
Agricultural College of the Humid Tropical Region
(EARTH). Construction of the campus began in 1989,
and the first class of 60 undergraduate students from
Central America were admitted to the college in
March 1990. One hundred students will be admitted
each year for a total student population of 400 by the
fourth year. The agreement also provides a $60 mil-
lion endowment for the college to cover its basic
operating expenses.

The establishment of EARTH was in response to
growing concern in Central America over declining
or stagnant production levels in basic food and ex-
port crops, the lack of crop diversification, and the
degradation of the natural resource base, particularly
in the lowland humid tropic zones. These conditions
reflect a lack of technology generation, inappropriate
agricultural policies, and an inadequate supply of
well-trained agricultural technicians and scientists.

EARTH was established to fill the demand in Central
America for Bachelor-level agriculturalists trained
under a learn-by-doing approach focused primarily
on the humid tropics. Several options were con-
sidered in meeting this need, including the option of
adding the capability to existing universities in the
Central American region. However, the option was

abandoned in view of the numerous countries and
universities in the region that would have to be in-
volved in the effort and the highly politicized atmo
sphere that permeated most of the campuses.

EARTH is chartered as a private, nonprofit institu-
tion; it therefore has the freedom to design its own
programs and to hire, compensate, and dismiss its
faculty in accordance with policies established by its
Board of Directors. Its primary funding base will be
tuition fees, income generated from the college farm,
earnings from an endowment, and monies raised
through its own fund-raising campaigns.

A.I.D. and the Government of Coasta Rica agreed
that $60 million in ESF local-currency equivalent
would be invested in the endowment. Most of the
currency (US$50 million) has been invested in
monetary stabilization bonds issued by the Central
Bank of Costa Rica. The trust agreement also per-
mitted that $10 million in local currency be converted
to dollars and placed in a U.S. trust account. The in-
terest from the U.S. dollar account will remain in the
account for the first 10 years in order to expand the
endowment. Dollar costs, which cover equipment
purchases, salaries for foreign faculty, and so on
during the 10-year period will be financed by a dollar
grant provided through the A.I.D. project.

Luso-American Development Foundation
The Portuguese Luso-American Development Foun-
dation was established in 1985 as a nongoverrunent
organization. Its goal is to promote economic and so-
cial development in Portugal by encouraging
cooperation between Portugal and the United States
in the fields of science, technology, culture, education,
and commerce. The Foundation is funded through an
endowment provided by the Government of Portugal
from Economic Support Fund (ESF) grants provided
by A.I.D.

The impetus for establishing the Luso Foundation
arose in the early 1980s as Portugal adopted more
democratic political structures and aligned itself with
the more progressive economic changes underway in
the European Common Market. In this context,
negotiations were initiated between the governments
of the United States and Portugal concerning the

restructuring of the U.S. aid program and the closing
of the A.I.D. office in Portugal.

The final agreement reached between the two
governments in 1985 provided an initial endowment
of $38 million for the establishment of the Luso Foun-
dation. The endowment was funded indirectly, with
the United States providing ESF funds to the Govern-
ment of Portugal, which, in turn, provided a grant to
establish the endowment.

The governing mechanisms for the endowment con-
sist of a Directive Council, an Executive Council, and
an Advisory Council. The Directive Council deter-
mines the basic policies of the Foundation, including
the annual budget, and has seven to nine members, of
whom two are appointed by the U.S. Ambassador
and the others by the Government of Portugal. A
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three-member Executive Council assumes daily
management of the Foundation. The Advisory Coun-
cil consists of four Portuguese and four US. experts
in business and science.

The Foundation is free to invest its endowment funds
in stocks, bonds, and other financial instruments to
increase its income and operating capital. As of 1988
it had $104 million in equity and outstanding interest
obligations.

The Foundation's program activities are focused on
providing grants, loans, and loan guarantees for
projects in the following areas: private sector
development, science and technology, education,
public administration, regional development, lan-
guage, and culture.

Because of its small staff, the Foundation does not
develop project proposals itself, but rather solicits
outside sources to develop them. It particularly
favors project submissions that promote cooperation
among Portuguese organizations or collaboration be-
tween Portuguese and U.S. institutions. The Founda-
tion generally does not finance more than 50 percent
of the costs of a project and does not provide support
for projects involving partisan political activities.

A major priority of the Foundation is to support
private sector projects, mostly by providing reim-

bursable loans to entrepreneurial companies. Other
projects in private sector development have included
an in-depth study of a potential technological park,
export studies, and training and cooperative activine .
with national and foreign institutions.

In science and technology, the Foundation is seeking
to hasten the process of technological advancement
by building a stronger partnership between the in-
dustrial sector and independent research laboratories.
Projects are being funded in agricultural production
and marketing, new materials production and ap-
plied research, energy generation and application,
and the health sciences.

In public administration and regional development,
the Foundation is supporting the upgrading of public
sector management capacities, including expansion of
training capacities in information management and of
automation of government services. In education, the
Foundation is providing financial aid to support
graduate and post - graduate work in the United States
and funding extended visits by U.S. professors to
Portugal. Technical cooperation between the United
States and Portugal in biotechnology is also receiving
substantial Foundation funding, as is language and
cultural exchange, particularly in the areas of dance,
costume design, and sculpture.

This report was prepared by senior social science analyst Gary Hansen of the Center for Development Infor-

mation and Evaluation, Program and Policy Evaluation Division. The views and interpretations expressed

herein are those of the author and should not be attributed to the Agency for International Development.

Comments or inquiries about this summary may be sent to the Center for Devlopment Information and

Evaluation, Bureau for Program and Policy Coordination, Agency for International Development,

Washington, DC 20523-1802.
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Innovative Development Approaches Reader Survey

The purpose of the Innovative Development Approaches series is to communicate to A.I.D. Missions the key ideas behind new, experimental
approaches being tried by A.I.D. and other agencies that have shown promising results in achieving priority development objectives and new
policy thrusts. To ensure that Innonitirre Development Approaches responds to your information needs, please take a few minutes to respond to
the questions below. Return the survey by removing this page, folding it along the dotted lines and mailing it to the address given.

1. How many issues of the Innovative Development Approaches have ye u read?

( ) This one only
( ) No. I, "On Their Own: The Aga Khan Rural Support Program in PakistanAn Experimental Partnership in Village-Controlled

Development," June 1989
( ) No. 2, "Achieving Local Institutional Development: PVO Co-Financing Projects in Indonesia and the Philippines," January 1990.
( ) No. 4, "Recycling Old Debt for New Ventures: Debt-for-Nature and Debt-for-Development Swaps," January 1991.

2. How do you rate the general quality of Innovative Development Approaches?

( ) - outstanding - very good ) - good - poor fair

3. Do you find a publication of this type useful in your work?

4. If so, how?

5. What specific topics or themes wou1,1 you like addressed in the Innovative Development Approaches?

6. Other comments or suggestions for improving the quality and usefulness of Innovative Development Approaches?

7. What is the name or type of your organization?

8. In what country is this organization located?

9. What is your occupation or job title?

10. Name and address (optional)

Place
Stamp

Here

Chief
PPC/CDIE/PPE
Room 220
SA-18
Agency for International Development
Washington, D.C. 20523-1802
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