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Congress Should Support the Trump Administration’s

Proposal to Close Down OPIC

Bryan Riley, Brett D. Schaefer, and James M. Roberts

mong the controversial elements in its fiscal

year 2018 budget proposal, the Trump Admin-
istration proposed eliminating the Overseas Private
Investment Corporation (OPIC). OPIC is a wholly
U.S. government-owned corporation that provides
political risk insurance, loan guarantees, and direct
loans to U.S. and foreign companies with the pur-
pose of encouraging private investment in devel-
oping and emerging economies. These services are
available in the private sector even in many develop-
ing countries, but OPIC offers them at lower cost by
having the U.S. taxpayer assume a portion of the risk
of the venture.

Such activities may have been justified as neces-
sary to fill gaps 50 years ago—when international
financial markets were less pervasive—but the num-
ber of countries today that lack access to financial
markets or pose substantial political risk to inves-
tors are far fewer than the 160-plus countries around
the world where OPIC is authorized to do business.

By providing government subsidies to favored
businesses, OPIC can displace other private sec-
tor actors and create disincentives for countries to
improve economic policies, such as those measured
by the annual Heritage Foundation Index of Econom-
ic Freedom, which would make them more attrac-
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tive to private investors.! That is the opposite of what
America’s development priority should be—name-
ly, to encourage developing countries to adopt eco-
nomic reforms, good governance, and other policiesv
that contribute to long-term economic growth and
development. Congress should work with the Trump
administration to eliminate OPIC. The Millennium
Challenge Corporation (MCC) would be a logical enti-
ty to assume responsibility for winding down OPIC’s
portfolio, both because it already assesses economic
policies in developing countries and is well placed to
promote reform in low-income countries that lack the
rule of law and suffer from a bad investment climate.

What Is OPIC?

OPIC was established by President Richard M.
Nixon in 1969 and began operations in 1971 with
instructions to “contribute to the economic and social
progress of developing nations” by encouraging ven-
ture capital to pursue investments that might nor-
mally be deemed too risky by placing “the credit of the
United States Government behind the insurance and
guaranties which the Corporation would sell to U.S.
private investors.”? President Nixon likened this activ-
ity to those of the Federal Housing Administration in
the domestic housing field that similarly backed high-
risk loans with the faith and credit of the U.S. govern-
ment. OPIC provides three types of services:

1. Providing loans and loan guarantees for invest-
ments in developing and emerging markets;

2. Offering “political risk insurance” covering loss-
es resulting from events such as coups, terrorism,
or expropriation; and
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3. Supporting investment funds that make direct
equity and equity-related investments in new,
expanding, or privatizing emerging-market
companies.®

Supporters of OPIC dispute that its activities
amount to corporate welfare, noting that “[bletween
2000 and 2014, Fortune 500 companies account-
ed for 30 percent of OPIC project commitments by
value.™ This is interesting but unpersuasive. Com-
mitments to Fortune 500 companies like Citibank
remain a significant share of OPIC’s portfolio and
companies outside the Fortune 500 can be quite
large, too. Noble Energy and Dunkin Donuts, for
instance, are large companies outside the Fortune
500 that currently benefit from OPIC.°

More fundamentally, however, the size of OPIC’s
partners is not what determines whether they are
receiving government “welfare” through subsidies.
Indeed, OPIC’s policy is to “complement, rather
than compete with, the private sector, i.e., transac-
tions that would otherwise be impossible or unlikely
without its support.” By definition, if an investment
could not proceed without U.S. government support,

it is receiving government assistance either by pro-
viding financing at a lower cost than would other-
wise be available or having the U.S. taxpayer assume
a portion of the risk through the use of the full faith,
credit, and influence of the U.S. government.

One would assume that the countries where pri-
vate insurance and financing were scarcest would
be least developed or unstable countries. But OPIC’s
commitment to low-income countries over the past
decade has rarely climbed over 20 percent of its total
commitments.” Analysis of OPICs current projects
for this report shows that only 17 percent of active
projects (comprising 7 percent of the dollar value)
were directly located (not inclusive of regional proj-
ects) in least developed and low-income countries as
defined by the World Bank.?

OPIC’s portfolio raises questions about the rigor
with which OPIC is applying its policy of comple-
menting rather than supplanting the private sec-
tor. Specifically, in recent years OPIC has financed
or insured large projects in high and upper middle-
income countries like Brazil, Chile, Hungary, Israel,
Mexico, and Romania.® These countries have well-
developed financial markets and sound investment
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policies by global standards that should permit pri-
vate financing and insurance options either from
U.S. or foreign firms. Indeed, U.S. businesses are
very familiar with these markets, as evidenced by
the billions of dollars in non-OPIC backed U.S. pri-
vate direct investment in those countries.!® In addi-
tion, OPIC’s portfolio includes many projects that
lack a possible secondary justification of supporting
core U.S. national security or foreign policy interests,
such as “financing the establishment and operation
of a chain of up to 22 Wendy’s branded franchise res-
taurants” in Georgia" or “development of Century 21
brand real estate franchising in Brazil.”'?

These investment decisions seem more consis-
tent with the argument that the U.S. should fight fire
with fire with other countries (e.g., China) by subsi-
dizing favored U.S. investments through expanded
U.S. government intervention even if private sector
options are available. Thisisarace tothebottom that
the U.S. cannot win—nor should it desire to. America
cannot outstrip Chinese willingness to use govern-
ment resources to subsidize its businesses without
abandoning the nation’s core economic principles
and implicitly endorsing China’s state-led economic
approach as a model for the developing world.

Uncertain Costs

Supporters of OPIC highlight that it is a net con-
tributor to the U.S. budget through the interest and
fees garnered in return for services. As OPIC notes,
“2016 marked the 39th straight year that OPIC
has generated money for American taxpayers and
helped reduce the federal deficit. Over the past 10

years, OPIC has contributed a total of $3.7 billion for
deficit reduction.”®

Another government corporation called the
Ex-Im Bank makes similar claims.* However, a 2013
Congressional Budget Office study found that the

“Ex-Im Banks’s six largest programs would generate
budgetary savings of $14 billion under [Federal Cred-
it Reform Act 0f 1990] accounting but cost $2 billion
on a fair-value basis.””” In other words, Ex-Im’s prof-
its were due to government-mandated accounting
procedures and, if private sector accounting stan-
dards were used, Ex-Im would actually cost money.
CBO has not conducted a similar study focused on
OPIC, but a 2012 study indicated that applying a fair-
market approach may result in OPIC activities being
anet budgetary cost.'

Several years ago, an OPIC executive described
the agency’srole in the following way: “It’s not unlike
when you were younger and you wanted to buy a car
and your dad signed the bank note. He guaranteed
that you would pay it back. Well, we operate an awful
lot like that.”"” Except, in the case of OPIC, the role
of “dad” is played by American taxpayers who will
be on the hook if things go poorly. A history of posi-
tive earnings by a federally funded financing entity
is no guarantee of future success—something that
was vividly demonstrated by Fannie Mae and Fred-
die Mac during the 2008 credit crisis.

Indeed, OPIC activities should be inherently
risky if OPIC is actually fulfilling its charge to not
supplant or compete with the private sector. OPIC’s
boast that it wrote off “only 1 percent of total out-
standing direct loans on average each year between
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2001 and 2013”8 should raise eyebrows. Private ven-
ture capital firms often see their investments fail and
U.S. commercial bank delinquency rates have ranged
between 2 and 7 percent since 2010.” Why private
insurers and financiers would shy away from a port-
folio that has only al percent failure rate is a mystery.
Congress should question why OPIC has, apparent-
ly, been so successful despite a mission that should
focus its activities on investments too risky for the
private sector to support.

Changing Investment Patterns

When OPIC was created to encourage private-
sector investment in developing countries, funding
for such investments was relatively scarce. U.S. busi-
nesses seeking to invest in developing and emerg-
ing markets have many more options today. Indeed,
direct investment in developing countries is boom-
ing, and much of it is financed privately. According
to United Nations data, annual net inflows of foreign
directinvestment to even the world’s least-developed
countries were six times (611 percent) higher in 2016
than in the year 2000.%°

Similarly, private political-risk insurance is wide-
ly available now. That shift is reflected in OPIC’s
portfolio. As noted by the Congressional Research
Service,

Historically, OPIC’s insurance activities account-
ed for the bulk of its portfolio. In recent years,
however, the share of insurance in OPIC’s total
portfolio has declined to around 20% [sic]. This
shift is due to a number of factors, including the
greater role of the private sector in providing PRI
[political risk insurance] for developing countries
as well as the rise of other development finance
institutions in this space, including the World
Bank’s Multilateral Investment Guaranty Agency
(MIGA).2

The bottom line is that options for financing and
insuring investments in developing countries are
increasingly numerous—casting doubt on the future
need for U.S. government-supported investments
in many of the countries that may, in the past, have
required those services.

Part of this is due to international financial mar-
kets becoming larger and more sophisticated in
assessing risk and opportunities in places that would
not have been considered in previous decades. Part is
also due to the increasing ease with which individu-
als and smaller businesses can transfer capital inter-
nationally. But the decisions of developing countries
to adopt policies to improve their business climate to
attract private capital, as tracked in the World Bank’s
Doing Business reports, has been instrumental as
well.

Businesses are more likely to invest in countries
that are politically stable, that protect property
rights, and that allow investors to repatriate their
profits. They are less likely to invest in countries
where their investments could be expropriated by
the government or otherwise threatened. Countries
that have the best investment climates are most
likely to attract foreign investors. When OPIC guar-
antees investments in risky foreign environments
at rates subsided by the full faith and credit of the
U.S. government, those countries have less reason to
adopt policies that are friendly to foreign investors.

The U.S. has an interest in encouraging develop-
ing nations to improve economic growth and living
standards, both to reduce risk of instability and con-
flict and to forge economic ties. But the U.S. also has
an interest in encouraging free-market principles
that are the most likely to attract private investment,
encourage entrepreneurship, and promote sustain-
able economic growth and development. The Admin-
istration and Congress should pursue a development
finance policy that straddles these competing inter-
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CHART 1

Investment in Developing Nations

Foreign direct investment (FDI) into developing countries has increased dramatically since 1990.
And while comparatively small, gains for the least-developed countries have also been strong,
rising from 0.3 percent of total FDI in 1990 to more than 2 percent in 2016.

FDI INFLOWS IN BILLIONS OF DOLLARS
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ests by restricting U.S. support only to politically
unstable or low-income countries where U.S. inter-
ests require such activities. The goal should always
be to transition them to the point at which they
‘sraduate” and can stand on their own.

With this in mind, U.S. investment promotion
efforts in developing countries should focus on
incentivizing improvements in the investment cli-
mate, as is done by the Millennium Challenge Cor-
poration (MCC). The MCC is charged with assess-
ing potential partners on policies relating to access
to credit, business climate, corruption, governance,
trade, and the rule of law. All of these policies direct-
ly impact investment risk. Thus, the MCC is unique-

7

ly qualified among U.S. government entities both to
identify those countries where private investors face
significant impediments in accessing financing and
insurance and to advise and incentivize those gov-
ernments on policy changes needed to address those
problems. The MCC would be a prudent and logical
choice to inherit OPIC’s investment promotion mis-
sion and assume responsibility for winding down
OPIC’s portfolio. This would allow for the closure of
OPIC and emphasize the shift in U.S. approach from
the provision of subsidies for individual investments
to the promotion of policy reform in order to make
developing countries more attractive and profitable
places for investment in general.
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What to Do with OPIC

In today’s global economy, private investment by
U.S.businesses in developing countries has increased
to the point that further U.S. government support is
no longer warranted. The Trump Administration is
therefore correct to question the need for OPIC. Con-
gress should work with the Administration to:

m Instruct the Congressional Budget Office to 1) con-
duct a fair-value analysis of OPIC to discern the
true cost of OPIC activities; and 2) examine OPIC
practices in determining when projects are writ-
ten off as compared to private-sector practices.

m Support President Trump’s proposal to wind
down OPIC by prohibiting new transactions and
reducing staff to “monitor and maintain OPIC’s
existing portfolio, allowing for repayments to be
collected and minimizing the risk to the taxpayer
from OPIC’s outstanding exposure.”??

m Charge the MCC with winding down OPIC’s port-
folio, while emphasizing its mission to address
challenges to investment and promote policy
reforms in developing countries through its
operations.

Conclusion

In today’s globalized international trading and
investment environment, foreign investors should
not base their decisions on whether a government
agency will cover their risks but on whether invest-
ment in a country makes economic sense on its own
merits. While U.S. government subsidies for such
investments may have made sense in an earlier era
when private financial markets were smaller and
less interested in developing-country investments,
changing investment patterns illustrate that they
are increasingly unnecessary.

It is time, as President Trump has proposed, to
end new OPIC activities and wind down its existing
portfolio. The MCC is well placed to handle residual
OPIC activities, while emphasizing continued U.S.
support for policy reform in developing countries
aimed at making them more attractive destinations
for foreign investment, including from the U.S.
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