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Introduction

In June 1968 the Agency for Intermational Development (AID) author-
ized a loan of $7.0 million (later increased to $8.2 million) to the
Government of Malawi (GOM) to assist in éinancing the construction of the
Lake Shore Road.) The proJeet consisted of two sectiors (Balaka-Salima,

90 miles, and Mua-Monkey Bay, 36 mlles), and was to be completed in early
1971 at a total cost of $8,750,000 (including contingencles) or a total

of $8,207,000 if constructed by force account. fThe route is indicated in
the map attached as Annex A. The (road was actually completed with gravel
surfacing in November 1972 and is now being bituminizedq The present work
will be completed in August or September 1974, and will bring total project
costs to approximately $9.3 million, net of the residual value of equipment
procured for the project.

This evaluation report was undertaken for two.reasons. First, the
road was constructed by GOM forces with management assistance from a U.S.
construction contractor and construction supervision by a U.S., architectural/
englneering consultant. Since this "modified" or "managed" force account
approach 1s unusual and controversial for AID (although common in the U.S,),
the Africa Bureau declded to assess 1ts advantages and disadvantages and
possible relevance to other road projects, in Malawl and elsewhere. Secondly,
AID has been considering for some time how the Agency's evaluation procedures
for non-capltal projects should be applied to capital projects. This preoject
tad bemn clied as o good evample of the importance of continuing evaluation
in the case of traditional construction projects, due to the change of a
major assumption affecting the project's economic benefits. (The GO decided
to rehabilitate the parallel Balaka-Sallma railway, although the economic
analysls assumed that the railway would be abandoned and all heavy traffin
would use the Balaka-Salima road.) Consequently this report attempts to
assess the impact of changing assumptions on the project's rationale and
discusses some implications for prolJect analysls and evaluation.

Section II below presents some background information on Malawi's
economy, discusses the rolc of transpor® in Malawl's economic development
and sketches the evaluation of the project design. Section III briefly
reviews the implementation of the project and summarizes the findings on
force account construction. The detailed analysis of the "managed force
account” approach is contained in Annex B. Sectlon IV analyzes the natire
and incidence of project benefits as originally presernited and as they now
appear to be working out, and outlines a very prelimlinary retrospective
beneflt-cost analysis. The project "loglcal framework" is included as
Annex C. Our conclusions and recommendations are presented in swmmary form
in Section V.

The report was prepared on short notice on the basis of a felrly
brief field visit and is therefore less comprehensive than 1t might other-
wise be. Additional information would probably not change the conclusion:z
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concerning "managed force account" as a construction alternative, however.
With respect to the economic analysls, the concluslons are necessarily
preliminary and tentative in any case since the road was only opened in
late 1972. The information needed to reach more definite conclusions
will probably not be available for geveral years.

Although the first draft of the overall report including Annex B
was prepared in May 1973, the final draft was not completed until June 1974.
This has permitted the inclusion of fuller cost data, and has allowed the
report to take into account some relevant recent developments.

Annex B was prepared primarily by Gordon Manly, a retired AID
civil englneer with road construction experience (contract and force
account) in both the private and public sectors; the remainder of the
report was prepared by John Westley, REDSO/EA Economlst. The report
benefited from the generous co-operation of numerous individuals in
Washington and Nairobl and in MAlawi. The writers particularly wish to
thank Mr. Stephen Whitmer of the Africa Bureau who acted as the AID/Wach-
ington co-ordinator, and Mr., James Farber, Deputy Chief of Mission of the
U.S. Embassy in Blantyre who provided indispensable assistance during our
short vislit to Malawl.



II.

Background
A. Economy of Malawi

Malawl is a small landlocked country in southern Africa with a population
of about 5 million and a land area equivalent to that of the state of Indiana.
The country extends roughly 700 miles north to south and 120 miles to west.

Most of the eastern border is formed by Lake Malawil (previously Lake Nyasa),
which 1tself is 365 miles long and averages 50 miles wide. The country consists
largely of plateau. 4,000 - 5,000 feet above sea level although there are
mountainous areas in the north and south with altitudes up to 10,000 feet., Lake
Malawi and its adjacent plains lie about 1,600 feet. Malawi (formerly Nyasaland)
became independent in 196k4.

Nearly 90 percent of the population derives 1ts livelihood from agriculture
which accounts for 50 percent of @QIP and 95 percent of exports. The principal
subsistence crops are cereals (mainly maize and pulses);the principal cash and
export crops are tea, tobacco, cotton and peanuts. Smallholders produce nearly
90 percent of Malawi's agricultural output. Estates account for the remainder.

Malawl's growth performance since lndependence has been excellent. Although
the growth rate fluctuates wldely from year to year due to the influence of
weather an' agricultural output, GNP growth has averaged 7 percent per annum
since 1964. However, per capita GNP 1s still below $100 and Malawil is included
among the UN's 25 least developed countries. Nearly one-third of the labor
force of about 1.5 million is in paid employment, (including about 200,000 in
South Africa). Information on income distribution is not available, but the
high progorilon of the labor force 1n paid employment and the widespread partici-
pation of smallholders in the monetary economy suggest that the distribution of
income in Malawl may be less skewed than 1n may other countries in Africa.

The Government's development policies have concentrated on increasing
production by smallholders, particularly through the establishment of several
integrated rural development projects. These projects have been generally
successful and already cover areas contalning over 15 percent of Malawi's
900,000 farm families. The Government's Statement of Development Policies,

1971 - 1980 (DEVPOL) envisages continued concentration on increased outum.t hy
smallholders with a slight acceleration of @QIP growth to 8 percent per anoum.
This probably nct unrealist, although achlevemeni of this rate of growth could
be constrained by shortages of skilled manpower, inadequacy of domestic savsings,
and balance of payments problems.l

Malawl has been very successful a* moblllzing external assistance,
particularly from the IBRD, Unlted Kingdom, Federal Republic of Germany and
U.3. With the exception of several small manpower development projects,
U.S. asslstance has been entirely for road construction,



B. Transport Development 1in Malawi

Unlike Zambla and Southern Rhodesia, i1ts former partners in the Central
African Federation, Malawi had nelther significant mineral resources nor a large
white settler population, and consequently attracted the least interest of the
three territories during the colonial period. Among other things, this left
Malawi with relatively poor transport facilities at the time of independence.
A railway provided service from the Mozamblque port of Beira as far north as
Salima, and operated lake services connecting with the railway at Chipoka (See map).
The road system which was deslgned primarily as a feeder network for the lake-rali
system was relatively extensive but built to generally low standards (only 200
miles of the 6,000-mile road system were asphalted.) In order tn protect the
railway's position, trucks were restricted to short hauls and low speeds. Improved
roads were largely confined to the plateau areas, particularly the Blantyre -
Zomba area ir the south. Travel between various parts of the country was difficult,
and travel along Lake Malawi was almost impossible. Roads from the plateau touched
the southern and western shores of the lake at several points, but it was generally
necessary to return to the plateau in order to reach another point on the lake by
road.

The government of the immediate pre-independence period accorded hlgh
priority to improvement of Malawi's transport system as a means both to accelerate
economic development and to foster national integration. It gave especially high
priority to the construction of roads linkingz the lowland areas along the lake
and requested 11,8, assistance in studving the feasibility of a lakeshor:z road.

AID provided grant financing for a transport sector study which was carried out by
Surveys and Research Corporatiorn of Washington DC (SRC). The field work wos done
in the period June 1963 to March 1964 and the final report, "NHational Transporta-
tion Plan for Nyasalard", was issued in Junz 1Qo%,

The “RC s-clor study developed cutimates of d-mand for transport servicos and
inventoried transport facilitiec iIn Malawi as o 1903, as a basis !for recomnending
a four-phase 24-year road imurovement vrogram ard a series of imnrovemer.ts ard
further studies for road, rail, eir ard lake r:iansport. With respocet to the studies,
ORC recommended that first pricrity be siven to further investigation oi thw: alter-

natives ot extencion of the allway from Jallma to Lilongwe versus corgnrue cior of
a rail line to a new lake port at Monkey BPay, ard o road-relil alternat: rz. in
the Balaka-.alima-Lilongwe trlangle in goneral.  The other recommended £l

priority studles were investigation of n line t»H the Mozambique railways at Nova
FPreixo Lo provide rail access o the port of lMacala, and teasibllity studics of
road proJlects to be undertaker by 1970. The read proJjects recommended [or
Immediate consideration were the aspha’ ting of the roa: from dlantyre “rroug
Zomba, Liwonde and Balaka to Lilongwe and tle Zambian berder, ard cons-uaction of
portions of the Lake Shore Road, particularly from Karougs novii. to the Tanzar.a ,
Dordery From Salima north to Nkotakota, and from Liwonde to iangochl. CRZ "
veeommendéd That othe¥ road projects be undertaken over the perlod 1570- 10790
vased on furthe: feasibility studles, 2/
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The trunk road system included in the SRC recommendations begins at
Bangula in the far south of Malawi, runs through Chikwawa, Blantyre and Zomba
to Liwonde, then branches off into a highland road (running through NDedza and
Lilongwe to Kasungu, Rumphi and flnally Karonga and the Malawl - 'Manzania
border) and a lowland or lakeshore road (Balaka-falima nnd Mangooh]-Moukey lwy-
Salima, then uiorth to Nkotakota, Nkhata Bay and Inland to Joln the highinnd
road near Rumphi); the system connects with Zamhla's Great East Road at
Mchinji (See map).

Although SRC recommended that the major roads be consitruzted and improved
in four phases over a 25-year period ended in 1988, most of the roads will be
completed by 1977, the end of the SRC second phase. As of that date there will
still be a gap in the north between Chilumba and Nkhata Bay and Chilumba and
Kasungu, but the remaindcr of the system will have been completed and asphalt
surtaced.

In order to accelerate the phasing ol the road progran recommended by
SRCs> Malawi devoted a very large portion of the development budget to trarsport
(36 percent in the period 1964 - 1971} and relied heavily on financing by the
IBRD (Zomba-Liwonde-Dedza-Lilenpwe, Lilongwe-Kasungu), UK (Liwonde-Mangochi-
Monkey Bay, Salima-Nkotakota-Nkhota Bay, FRG (Karonga-Chilimba) and ©.S.
T:. addition to the Lake Shore Road, AID has provided loans for construction »f
the 52-mile Chikwawa--Bangila road ($8.3% million authorized June 197%, sub-
sequently increased to $10.3 million) and the (8-mile Lilongwe-Mchin)i road
(570 miT T en, sntimnize 3 June 1Q74Y . Of the three projrcts financed by AID,
the Lake Shore Road raprecsents the greatest accesleration of Sis's re..an aed
phasing, while the Lilongwe-MchinJi rcad is ve)l behind the SRC phasing -l
thie Chikwawa-Bangula road is roughly on scheduie. 2

The railway studies recommended by SKEC were wni..raken during the 1960's
and early 1270's. The Nacala connection was complescs in 1969. There was
initially some interest in developing a . »w southern labc port ard abandening
the BRalaka-Salima section, but the decision ‘o move the cacital trom Zomea to
Lilongwe made the extension of the railway .o Lilongwe much: moce accractive,
While both the AID flnanecing for the Take Shore Road (1968 ard the THLL
financing for the Fomba-Iilongwe road (190%) were predicated Lo some ¢ i‘wr . on
abandrnment of the Balaka-5H~1lima rail line, the Governmenti nhad by 1977 1 colved
feasibllity reports on hoih the rehabilitati-n of the Balaka-Gallwn lin- ard
the Salima-Lilongwe extenslion. A study co.: leted by Prit.eh consul - .nts irn

1972 concluded that the rebabllitanlon would nov pepes oot o cionificens mis-
allocatlon of resources, bLut recomnc ud fovther 5t 0 or e V1 l0rigwe

axtension. In early 1074 Malawl secured o Canoban rear o 820 wiliicr far
the 2xtension, wh.ch is to bhe completed b 47T, v rorabilitation of the
Balaka-Salima section 15 to be complir :d ny 1970, fhipoks will remair the
major southern lake port, and is veing rehalilitated and exparded under 175
credit for the Karonga Project.’
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No transport sector study has been undertaken subsequent to the SRC 1964
study. The IBRD had planned to do an in-house transport sector survey for:
Malawi in 1973, but was apparently requested not to do so by the Government.
Nevertheless, 1t appears that Mzlawl may have over-invested rather heavily in
transport development thus far, particularly in building up duplicative high-
standard road and rail facilities in the Balaka--Szlima-Iilongwe triangle.
(This will be discusged further in section IV below.) This has 'resolved' .
the major transport sector issue in Malawi, although many issues remain, ]
including the construqtiop of an international airport at Lilongwe, the timing '
of the completion of the basle trunk road system, and a number of general
intersectoral :and intrasectoral issues concerning investment prioricles (e.g. {78
rate of upgrading of the primary system versus rate of feeder road conskruction). |

(!, Lake Shore Road - Project Design

As noted above, the SRC transport sector study was issued in June 1964.
Dr. Banda, then the Prime Minister of the pre-independence govermment, had
requested U.S. support for a lakeshore road proJject durlng a visit to Washington
in October, 1962, and repeated his request during a subsequent visit in
December, 1964, Based on these requeste and the results of the originaal study,
AID agreed to finance a feaslibllity study of the project. The fileld work was
performed by SRC in May, June and July, 1965; the final report was issued in
March 1966. In June 1966 AID authorized a $200,000 development loan to finance
the final design work, The design contract was awarded to Tippetts-Abbett-
McCarthy-Stratton of New York (TAMS) in May, 1967. Dr. Banda requested an
AID loan for construntion of the project in June 1967. AID authorized a
$7 million construction loan in June, 1968.

The following paragraphs trace the development of the projects as reflected
in the two SRC reports and the twe original Capital Assistance Papers,
pairticularly with respect to project scope,. stand.  uds, and benefits, Road
standards and costs are discussed more fully in Se¢ Gion Il , and the project
economic analysis 15 discussed in greater detatll in Section IV.

1. Natlonal Transportation Flan for Nyasaland (June 1964}

o — . —— v —— —— a  — -

The original SRC revort included recommendations for ke phazing anc
slandards of construction for the full Lakeshore Road (extendins 477 miles
from Liwonde 1r the souln to Songwe at the Malawi-Tanzania border) as well v3

for the lLakeshore Road more narrowly defincd (extending 281 miles from ke
vieinity of Balaka to Nkata Bay). 4/

There is relatively little disoussior in the report 5f the wviseria for
determining the prlority of the Lakeshore Road in genersl, or of the relasive
priority of the individual segments, Hegarding the Balaka-Ualima ard iMorkey
Bay links, the report notes that, "The heavily populated corpidor including
Liwonde, [ort Jonston, Monkey Bay and Sallma d4lso needs a good highway .. utase
construction should be used to fully develop Lhae corvidor (which extends
through Kota Kota and on to Bandawe and Nkate Bay)." 5/
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With respect to the Balaka-Salima and Mua-Monkey:. Bay sections the report
states the Justification primarily in terms of tourism development, not
agricultural development: .

"The lakeshore route improvement would greatly facilitate
the transport of farm products, promote additional.agri-
cultural developnent and open up Lake Nyasa to recreation
and tourism. The importance of improving the southern
section of this route (Balaka-Salima) for the latter
purpose (i.e. tourism) justifies a somewhat higher standard
of design on the portion south of Salima than further north,
A conneccion to this portion of the lakeshore highway from
Monkey Bay (Mua-Monkey Bay) is also proposed and included

in the development road system. This connection is
necessary to complete the access to the lake along the entire
route and provide for optimum recreational and tourist use!,

With respect to construction methods, SRC recommends that the GOM
move away from almost exclusive reliance on force account methods and engage
construction contractors for all major projects involving high-standard roads.
SRC maintains that the quality of construction is higher if done by contract
and that costs will be roughly the same if al) the costs of force account
construction are taken into account., SRC's order of magnitude estimnate of
$0.L mitilon for tue construction of the Balaka-Salima and Mua-Monkev Bay
sections (lncluding the Balaka-Salima bituminization) assumed contract
construction of the Balaka-Salima road and force account construction of the

Monkey Bay link,

2. KEconomic and Bngineering Survey of the Proposed ILakeshore Road |
Malawi (March, 1966)

The SRC feasibility study of 1964 defined the Lakeshore Hoad as the
300-mile link from Palaka through Salima and Nkotakota to Nkata PRay,
including the lateral connection between bhe Palaka-Salima segment and the
Ft. Johnston (now Mangochl)-Monkey Bay road. '[he recommerndations for the
timing and standards of constructlion for the various segments are summapized
in the following table:

cecond Jtage
(1970-1985]

Type of Tmprovementy

First Stage
(by 1970)-

Road Seclion (Mileage) Type of Improvement.

Balaka-Salima (95) Class I1 gravel 1-lane aaphalt
Golomoti-Monkey Bay (28) Class 1II gravel - el
dalima-Nkotakota (63) Bridzes only Improvenents

Class II1 gravel
Class III gravel

Bitdges only
Bridges only

Nkotakota-Dwangwa (25)
Dwangwa R.-Nketa Bay (78)
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The feasibllity study aspumes that the first stage construction would be
completed by 1970, with the second stage construction following in the 1970-
1985 perlod as the improvements become Justified.

SRC provided two separate economic analyses for the project - one based
on inecrementel reglonal income made possible by the construction of the roads
and one based on road user savings for generated traffic; the first gilves an
upper limit for the benefit estimates and the second a lower limit. Both
approaches assume other GOM regional development measures (prinecipally
aggressive agricultural development efforts and feeder road construction).
Under both approaches the least attractive segments from a benefit-cost point
of view were Dwangwa River-Nkata Bay and Balaka-Salima. OSRC recommended that
(a) the Dwangwa River-Nkata Bay section be dropped from any AID-financed
project and be constructed to minimal standards by GOM forces, but that (b)
the Balaka-Salima section be retained in the project due to its importance to
the sectlons north of Salima. This recommendation assumed that the BRalaks-
Salima railway line would continue in service indefinitely. (According to
the report, the continued existence of the railway line merely postponed the
time at which hituminization of the road would be required,) In summary, SRC
recommended that AID provide capital asslstance

- "to undertake a project for enginecering and construction of the
Lakeshore Road sections from Balaka to the Dwangwa River (mldway
eoween NKkotakota and Nkata Bay !, and a lateral from Golomokd
[later shifted several miles northwards Lo Mua] to the kort
Johnston - Monkey Bay road. USAID should tender such
assistance, keyed to the conditions that,

(a) a regional agricultural developwent plan be completed
within twelve months

(b} construction of the Dwangwa Hiver to Nkata Fay seotion
of the Iakeshore Road be continued by the GOM

(e¢) the Lakeshore Hoad development plans for the future
be kept flexible to take account of the growth during the
next few years, and that sueh 2 plan be revised wilthin

thirty-six menths

(d) the USAID and otner road assiztance projec s be tubjees to
negotiated re-scheduling o broadening o8 L2ope tnoilpght
of the reglonal development plan ghen adopted,

Although there 1s little expllicit discussion in Justification of the
standard proposed, SKC apparently recommended Clase I myvavel for thi Ha.ann-
Salima section due to the relatively high projected tralfic volumes (tae Glil4
rule of thum for upgrading from Class ZII to Class Il at the tim: wee 200
vehicles per day which SRC estims®cc the Balaka-falimd road would leach in
about 1972). This would not ~.plain the selection of Class II stardurds fop
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the Salima-Nkotakota section, but the report notes that the first hall® of' the
section (Salima-Benga) had already been constructed to Class 1I ntandard:

and the GOM forces were designing the second half (Benga-Nkotakota) Lo (lass 11l
standards, The report recommends contract construction of the Balaka-{lallma
and Monkey Bay links, and force account construction of the other links, uslng
contractors for bridge construction; 1t also recommends this latter approach
as a practical alternative for the Balaka-Salima. The cost estimates are

based on local contractor costs, and assume that force account construction 1s el

25-35%% cheaper than contract constructions. SRC points out that construction
by U.S. contractors would probably increase costs by 25%. The cost estimate
for the Balaka-Salima and Monkey Bay Iinks (including second-stage bituminiza-
tion for Balaka-Salima) was $6.7 million.

3. Capital Assistance Paper: Malawl-Lake Shore Road - Phase I
(Engineering Services) (June, 1966)

The discussion in the 1966 Capital Assistance Paper (CAP) is
confined to the two sections of road recommended by SRC for construction by
contract, i.e., Balaka-Salima and the Monkey Bay link., The sections north of
Salima are noted in passing and their completion 15 assumed in developing
projections for translt traffic on the Balaka-falima section, but there {s no
expliolt mention of the status of the Salima-Nkanta Bay sections and GOM plans
for thelr completion.

The paper combines the benefit-estimation approachss of the SRC
feanibility study into a single benefit-cost anaivsls which yields favorable
benefit-cost ratios for both the Balaka-Salima secti_ | and the Monkey Bay link.
Although the analysils depends heavily on proJjected Increases in agricultural
output both north and south of Salima, there 1ls no assesiment of the likelihood

that the output increases will actuslly be achle od, or of the cemplementary
GOM programs necessary to bring about the lmprovements, This ile ales true of
the projected increases in fish marketings and tourist sxpenditures, The
"transit traffic" projections assume the discontinuation of rail service 4 Lhe

Balaka-Salima line by 1970.

The standards proposed are somewha! higher than those recommended in
the SRC feasibility study. Whereas SRC nad recossendoed aingle-lane bridgas
cor all sectlions, the 1966 CAP proposes two-lane bridges for the Balaka-0alima
road and for spans under 40 feet In length on the Monkey Bey llnk, Moreover,
the CAP proposes a %0-foot embankment rather than a 285-foot embankment to
allow for the application of & 22-foul two-lane hituminous surfacs by 1980,
(SRC had recommended a single-lane bituminous surfacing.)

The associated loan authorization, loan agrecment and i{mplemantatiz:n
letter include no conditicons or reporting requiremnents beyond thosa rorma.
required for engineering projects,

] e ey (B
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by 4, Capital Assistance Papsr: Malawi: ILake 3hore Road
iy (Phase II - Construction) (May, 1968)

The proJect scope as set forth in the 1968 CAP 1s identical to that in the
1966 CAP.

The economic analysis 1s also basically the same, although benefit calculations :
were adjusted upward based on new GOM projecticns of agricultural output. The
{nternal rate of return (IRR) is estimated at 13.4% (none of the earlier analyses
had included an estimate of the internal rate of return).

The 1968 CAP proposes somewhat higher road standards than those proposed in
the 1966 CAP., For the Balaka-Salima section, the CAP proposes Class I standard
with a 22-foot carriageway on a 38-foot embankment; for the Monkey Bay link,
Class IIT standards with an 18-foot carriageway and a 30-foot embankment. fae
CAP notes the GOM's intent to apply a "sand seal coat" to both roads immediately
upon completion; it estimates that the full paving of the Balaka-Salima road will
take place in the early 1970s (rather than the late 1970s) and that paving of the
Monkey Bay link will not be justified prior to 1985. The CAP also provides an
extended discussion, including estimates, of the possibility of force acuount
censtruction of both roads 1f the bids received from U,S, firms prove to be too
high,

The ALoouiited Loui Agoeement includes no conditions precedent or
covenants related to agricultural develcopment, but does include the following
covennnt on feeder road construction:

Section 5,01, Feeder Roads, The Borrower agrees ‘n furnich to A.I.D.

within elghteen ilBi months from the date of this Asreement, in form and sub-
stanoe satisfactory to A.I.D,, plans and epecifications of, and proposed financ-
ing and construction arrangements for an adequate sysilem of feeder roade
appurtenant to the Project, Borrower further agrees to cause construction

of said system of feeder roads to be completed not more than eighteen (18)
monthe after completion of the Project".

Acvording to the CAF about 90 miles of feeder road would be constructed at w
ratz of 15 miles per year,

o = eSSl
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D. AID Evaluation Procedures

AID has required rince 1971 that all non-capital projeats be ocovercd Ly AID's
formal evaluation system. The main elements of the system are the "logical
framework', which provides the conceptual context for projJect evaluation (and
design) and the Project Appraisal Report (PAR), which provides a simplified
standard format for reporting on the annual evaluation process. Thus far the
Agency has not required evaluations for capital projects,_annual or otherwlse,
although it has encouraged caplital project evaluation. A project compl:tion
report" is required of all capital proJjects, but it specifically excludes evaluative
materials. Semi-annual evaluyations of contractor performance are also required
for capital projects, but their scope is of course limited.

e "logical framework" is, of course, applicable to any type of development
activity. Simply stated, the logical framework " . (1) Defines project inputs,
outputs, purpose and goal in measurasle or objectively verifiable terms; (2)
Hypothesizes the causative linkage between outputs, purpose and goals;
and (3) Establishes the indicators that will permit subsequent measurem;qtd r
verification of achievements of the defined outputs, purpose, and goal.

In the case of a road such as the Lake Shore Road the inputs are the construction
and englneering services, the output 1is the road, the purpose is better access
and lower transport costs and the goal is increased agricultural cutput. (See
Annex ¢ for Lake Shore Road project logical framework) The PAR format and
worksheets are also applicable to all types of projects, although they were
wreparnd crealflieally for technical assistance projects.

One reason fou the delay in the requiring application of the project evaluation
system to capital projects has been concern with the relevance of annual evaluation
in the case of capltal projects. Tecnnical assistance projects by their nature are
gererally flexible and very deperdent for thelr success on {actors which may change
very rapidly; they are in almost constant state of redesign. Traditional
capltal assistance projects, on the other hand, are lesigned very thoroughly tut
typically are "fixed" by the time project luplemeniation (e¢.g. construction)
beging. Even the most stralghtforward of concstiuction projects probably have
elements which may undergo redesign durins the Implementation process, or at ieast
could benet'tt from relatively high-level atbtention to lmplementation problem: on
an annual basico.

This: fol?owiny dlscussion uses the loglical framevorx (Annex € ag a point of
reference, pavilcularly i Dectlon 1V, Project lationale. The scope and conternt
of a possible A]“ capital proJect evaluation system is discursed further ir

Section V, Concluslons ard Hecommerdatinns,



III. Project Implementation

A. Final Design snd Construction

As noted above,a $200,000 AID loan for the preparation of plans, .
specifications, bid docume.ts and cost estimates for the Lakeshore Road was
authorized in June, 1966 (A.i.D. Loan 612-H-001). The Loan Agreement was
signed on August 18, 1966. A U.S. engineering firm (Kaiser Engineers) was
velected following AID's normal procedures, but contract negotiations were
ntt successful and were terminated in February, 1967. Subsequently the
GOM selected Tippetts-Abbett-McCarthy-Stratton of New York (TAMS); the final
design contract was signed on May 29, 1967. The final design work was com-
pleated on snhedule in early 1968; the bid documents were released to
prequalified U.S. contractors on April 15, 1968. There are no indications
that TAMS' performance in carrying out the final design work was not fully
adequate.

The $7.0 miliion A.I.D. loan for Lakeshore Road construction was
authorized in eaily .Tune, 1968 (A.T.D. Loan 612-H-002). The loan amount was
based on an estimated construction cost, including supervision and con-
tingencies, of $8,750,000, of which BO percent was to be financed by A.I.D,
Assuming immediate contract award the road was tobe completed by November,
1970, Because the GOM was concerned that the project was not large enough to
be attractive to U.S, construction firms and was alarmed by TAMS' initial
cost estimates (over $11 million), A.I.D. and the GOM agreed that force
account construction would be considered if the low bid exceeded the final
cost estimate of $7.2 million (excluding supervision and contingencies),
A.I.D. and the GOM estimated the cost of force account construction
(including additional U.S. construction staff but excluding construction
supervision and contingencies) at $5.6 million and $5.6 million, respectively.
The GOM assumed that the road could be completed by force account as rapidly
as by contract, 1.e. in 30 months. A.I.D. assumed that force account
construction would take one year longer or 42 months,

Bids from four prequalified U.S, contractors were received on June 5,
1968, and were all above the agreed celling of $7.2 millior. and were thus
rejocted., The GOM initially considered negotiating a construction contsract
with the GOM furnishing some equipment and manpower in order to reduce costs.
The GOM agreed in late 1968, however, to use a U.S, construction firm to .
supervise GOM forces as a construction management firm (CMF). The invitation
for proposals for the CMF was issued in early 1969, but the contract with
Nello Teer Co. of Durham, North Carolina (TEER) for construction managemer.t
services was not executed until November 28, 1969, The contract between the
GOM and TAMS for construction supervision services was signed on October 15,
1969,
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TEER operating as the construction management firm was to manage the work
in much the same fashion as a contractor under a unit price construction proJject,
handling construction planning and scheduling, the procurement of equipment and
materials, the recrultment of labor and direction of all construction operations.
MaJor differences from normal contract construction were that the GOM was to
make all payments for labor and for purchases made for the proJect, was to
provide from its own forces about 25 percent of the average total labor force
and was to provide some used construction equipment which it had on hand. Also
equipment and materials purchases for the proJect had to be made on a competitive
basis following A.I.D. guidelines, whereas TEER operating as a construction
firm would have been able to procure equipment and materials on a negotiated basit
with minimal restrictions.

The U.S. employees of TAMS and TEER arrived in February 1970. The Notice
to Proceed was 1ssued to TEER by the GOM on March 15, 1970, fixing the
completlion date of the 32-month construction peri>d as November 15, 1972. None
of the U.S. construction equipment arrived on site until after the first con-
struction season of April - Ncvember 1970, with the result that construction was
only 15 percent complete as of the end of 1970. With U.,S. equipment in hand at
the beginning of the 1971, progress durlng the second construction season was
much faster, reaching approximately 45 percent by November 30, 1971. However,
by that time: €! percent of the alotted construction period had elapsed. To
accelerate progress in 1972, the construction equipment fleet was expanded by
rental of machines from the GOM Plant and Vehicle Hire Organization (PVHO) and
TEER was authorized to increase his on-site crew of Americans from 10 to 14
men. Because of anticipated overruns in construction costs the amount 4f the
A.I.D. loan was increased to $8.2 million by an amendment authorized ir. Jun.
1972; the Loan Agreement améndment was erecuted on August 25, 1972.

Construction was completed by November 15, 1972 except for the
application of a seal coat of biltumen and stone chips on the road surface. This
work was originally included in TEER's construction manasement cortract, but it
was decided to delete i1t from TEER's contract and to place the seal coat with
GOM forces during the 1973 construction season. All of the Americar employees
of TAMS and TEER had left the site by November 30, 1972. Work on the seal
coat began in late April, 1973, and all hut 15 miles wac completed by ‘o enuer,
1973. The remainder during the 197h construatlon season, probatly by the
end of August. '

The performance of TAMS and TEER appears to have veen gererally adequate,
There were come difficulties concerning the relationship between TAMS and TEPR,
and 'TFLER was crloleized a- several times by both TAMS and the GOM for poor
control of the work force, but thesc problems probably had to do largely with
the fact that TEER was operating as & construction management firm suvpervising
GOM forces, and not as a construction contractor.

With respect to the success of the "modified force acccunt" or "manag.:d
force account" construction approach, it should be noted that the conctructier.
work is of good quality and that the 1oad will be completed (generally cn
c.hedule) at a cust bglow that of contract construction. (The cost aspect is
discussed further in the following section.) The major drawback was the



greater management and administrative burden on the GOM Ministry of Works and
Supplies (MWS), due to the problems of administering the GOM input, coordinating
the three parties involved (TAMS, TEER, GOM forces), and carrying out offshore
procurement and local cost financing according to A.I.D. procedures. These
management and administrative costs are offset to some extent by the lower
finanelal costs of modified forece account construction, and by the additional
training this approach afforded to MWS employees. Moreover, both the manage-
ment costs and the final c¢osts could have been lower had the functions of
TAMS and TEER been combined in one firm (as they were in a smaller project
carried out by managed force account in Malawi during the same period with
U.K., assistance; (8ee further discussion in Annex B). However, the MWS has
concluded, based on its experience with the Lakeshore R[Road project, that
future major road construction should be carried out by standard contract
construction methods. 1In erfect, the MWS has decided that management and
administrative capacity, particularly given the virtual impossibllity of
hiring additional non-Malawian staff, 1s a more binding constraint than the
financial resource constraint.

B. Design Sta.idards and Project Costs

The construction cost figures for the Balaka-Salima and Mua-Monkey Bay
roads gradually escalated over a ten-year period from a total of about $3.6
million (the SRC estimate in 1964, excluding bituminization to $9.3 million
(the probable final cost upon completion of the remaining bituminization in
inld-1974). Cost escalation over the ten-year period was a function, of course,
of both inflation and rising design standards, although it is difficult to
measure the preclse respective contributions of the two factors.

Design standards for the two road sections were ralsed in several steps
from those originally recommended by SRC as shown in the following table:
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Table 1: Lakeshore Road Design Standards, 1964-197h

Balaka - Salima (90 miles)

Width of Bridge Type of

Report and Period Surfacin Embankment Width Surfacing
7 (feet) “(feet) (feet)

SRC Report (1964, 1966) 20 28 " 10 Gravel
Phase I CAP (1966) , 20 30 24 Gravel
Phase II CAP (1968) 22 38 o4 Bitumen
Construction (1970-71) 22 38 o4 Bl tumen
Construction (1972) 22 %2 24 Bitumen

Mua - Monkey Bay (36 miles)

Width of ’ Bridge Type of

Report and Period Surfacing Embankment Width Surfacing
(feet) (feet) (feet)

SRC Report (1954, 1966) 18 2l 10 Gravel
Phase I CAP (1966) 18 24 10 Gravel
Phase II CAP (1968) 18 30 24 Gravel
Construction (1970-T71) 18 30 24 Bitumen
Construction (1972) 18 24 24 Bitumen

As is clear from the table, the maJjor upgrading in the design standards
took place between the completion of the SRC feasibility study and the comple-
tion of the final design work by TAMS (which coincided with the Phase IT CADl).
The increase in width of bridges for the Balaka-Salima road was based on safety
considerations, whlle the increase in the width of surfacing represents its
designation as a Class I road (22-foot carriageway) rather than a Class II
road (20-foot cerriageway); the decislon to include minimum-standard bituminiza-
tlon represents a similar upgrading from secondary to primary road status. The
Mua-Monkey Bay road retained its original Class IIJ designation (18-foot
carriageway) but was provided with two-lane rather than one-lane bridges; the
decision to bituminize came after 1968. (the Phase II CAP had noted that
bituminization of the Monkey Bay section would not be Justified until 1980 or
later). In 1972, the embankment width for both roads was reduced(to roughly
the width originally recommended by SRC) in an effort to offset cost escalations
which took place during construction,
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_ Design standards are almost always a subject of dispute in road construction
projects, with the recipient - country representatives pushing standards up as
far as possible to permit constructlion of a wide, hard-surfaced road with low
initial maintenance requirements, and the consultants and donor agencies
attempting to hold standards to what can be supported by economic benefits. The
upward creep of the design standards indicates that the former group was

perhaps more succesgful than the latter group in the case of the Lake Shore

Road proJject.

The rising design standards combined with general price increases were
reflected in steady inereases 1n the cost figures for the Lake Shore Road.

Table 2: Iake Shore Road Total Construction Costs, 1964 -1974 (million dollars)

Cohstruction Construction by Including
Report and Period By Contractor Force Account Bitumgpization
SRC (1964) 3.575 - 6.124
SRC (1966) 4,653 ; 6.558 &
10/
Phase I CAP (1966) 7.000 5.600 -
Phase II CAP (1968) 8.750 8.207 9.020 1/
Amendment CAP (1972) - - 9.884 12/
Annex B (1973) - - 9.696
Annex B (Net of residual
equipment value) B.672
GOM Estimate (1974) - - 10.400
GOM Estimate (Net of
residual equipment value) 9.3%00

The cost estimates reflect the substantial increase in standards which took
place between the submission of the SRC feasibility study in early 1966 and the
completion of the Phase II CAP in mid-1968. Estimates are avallable foi* the
cost of some of the design changes. The Phase I CAP, for example, noctes that
the widening of the longer bridges from one-lane to two-lane (10-feet to 24 feet)
for the Balaka-Salima section increased costs by about $750,000, while the
widening of the embankment from 28 to 30 feet added almost $350,000. The
increase in the width of surfaclng and embankment following the increase in
costs 1n the Phase II CAP, although the cost lncreases were not specified. The
Balaka-Salima bituminization is included in the Phase I CAP estimates at only
$270,000, but this covered material costs only and clearly understates the
cost of bltuminization.



- 15 -

The estimated final construction cost (not including final design) is
derived from the GOM's estimate of 1ts budgeted expenditures for the Lakeshore
Road through completion in August or Septemberl9T4 (about $2.4 million), plus
the estimated total disbursements from the Phase II A.I.D. Loan ($8.0 million,
includ1-7 $1.7 million in local costs and $6.3 million in forelgn exchange
costs. ) Since the equipment purchased for the project remains the property

of the GOM (ratiher than the property of the contractor as in the case of
contract construction), the residual value of the equipment must be netted out
to arrive at the actual road construction costs. The residual value is
estimated in Annex B at $1,024,000, but this has been increased slightly to
$1.1 million to take into account subsequeni spare parts procurement. This
gives a total construction cost of $9.3 million ($9.5 million if the cost of
final design is included),lor about $75,000 per mile.l13

The comparison between the cost of construction by managed force account
and cost of construction by construction contractor requires several adjust-
ments to both the final actual construction cost and the bids submitted by
contractors in 1968. Most of the adjustments require estimates based on
various assumptions, so the cost comparison can only be fairly rough. Based on
the Annex B calculations of May 1973, it appears that the managed force account
approach resulted in construction costs 5 percent to 20 percent below what
they would have been under contract constructicn. Although the present estimate
of final construction costs is somewhat higher than the Annex B estimate, this
is primarily due to the increased cost of the bituminization; since this was
excluded from the comparison, the Annex B results are not significantly
affected.



Project Rationale

A. Loglcal Framework

The standsrd "loglcal framework" consists of a 4 x 4 matrix. The four
rows cover the sectoral or program goal, proJect purpose, project outputs
and project inputs; the four colums provide for a narrative statement of the
above, a quantified statement, a statement or relevant assumptions, and a
listing of data sources. The basic loglcal framework has been modified in
several directions. One of the modifications, designed specifically for
caplital proJjects, leaves out the inputs level and the data colum, but adds
two columms to permit comparison of the orlginal plan with current status
in terms of assumptlons anpd actual outcome, and explicitly includes incidence
of benefits (employment, income distributlon, social equity, ete). The
caplital projects logical framework filled out for the Lake Shore Road project
1s included as Annex C.

The statement of the proJject goals and purposes in Annex C 1s somewhat
involved, since the ultimate project benefits (program goals) included
increased agricultural output, fish production and tourism earnings, while
the proximate benefits (project purposes) included both physical access and
reduced road user costs. The benefit-cost analyses quantified all of tae
above in relating project benefits (goal and purpose level) to costs (inputs
end outputs level). There was litile explicit discussion of the incidence of
projucet benelitls, although of course the project area is one of small-scale
farming and fishing. The "planning assumptions" column is particularly
interesting, since it brings out the key role of certain assumptions and
permits easy comparison with the current status of those assumptions (e.g.
rallway abandonment). The final column permits an -stimate of the actual
output and equity impact of the proJject as far as it can be discerned at this
early date, and provides the skeleton framework for a preliminary benefit-
cost analyslis.

In terms of Annex C the discussion of project lmplementation above dealt
with the relationship between inputs and o constructiorn methods,
standards and costs) and planned vo*su' 'gggigs. The rollowing secticns will
firat analyze the planned and prospectlve project benefits with respect to

"progress' at the goal and purpose levels, including the impact of changec
relative to the original assumptions. The "incidence of benefits" at the
purpose and voa! level will be discussed next, and the final section will d’s-
cuss the basis for a preliminary retrospective henefit-cost analysis.

B. ProJject Benefils

The ecconomic benefits of road construction or improvement proJects have
traditionally been considered primarlly In terms of savings in operating ocosts
tor road users, Assuming a high degree of competition In the road transport
industry, these cost savings are passed on to pmodwdess: and consumers in the
form of rate reductions which releases regsources for use elsewhere in the
economy. (enerally at least three categories of road using savings have to be
distingulshed - savings accruing to the normal users of the road ("normal
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traffic"), savings accruing to road users diverted from other routes or
transport modes ("diverted traffic"), and savings accruing to road users who
would not have used road transport at all without the road improvement
("generated traffic"). 1In the case of an area with little or no "normal
traffic, all or nearly all of the traffic on a new road will be "generated".

If the purpose of the road is to open up an area for agricultural development,
road user savings for generated traffic may reflect only a portion of total
benefits aceruilng, since in this situation the benefit consists of the net
value of the increased agricultural production or incremental income generated.
Since other investments will be required to realize the production gains, the
proper approach in this case 1s to relaté_épe total benefits to the total
resources invested to galn the benefits.

The problem this approach raises 1s that there 1s no way to evaluate
the extent to which the beneflts depend on the road investment itself, as
opposed to other investments, l1.e., there 1s no correct way to allocate the
Joint benefits to the individual cost components. Thls 1mplies that there 1s
no unique level of benefits assoclated with the costs of the road improvement:;
thus the level of benefits cannot be used to determine the optimum road
standards based on a serles of alternative standards and costs. The two maJjor
options in this case are to retain the beneflt-cost format by arbitrarily
assigning benefits to the various cost components ‘e.g. in the proportion as
the road costs to other costs), or to give up the benefit-cost format and take
a cost-effectiveness approach by finding the least-cost alternative fo:o the
transpove b soiem Involved {e.g. the least-cost method of providing all-weather
access in a particular area, given the climatic and topographic conditions,
ete.) In analyzing the Lake Shore Road proJject, both the consultants and AID
chose to retain the benefit-cost format, and gave relatively little attention
to possible alternative road standards and costs for ‘¢ Balaka-Salima and
Monkey Bay sections. Both analyses, however, correctly distingulshed the
traditional road user savings approach trom the "incremental income" approach.
As noted 1n Scction II.C above, the SRKRC tweasibllity study uses the road ucer
savings analysis (based on generatea trarfic) to derive a lower 1imit and the
incremental Iincome approach to derive an upper limit for estimated project
benefits. 'The CAPs take a somewhat differert approacth, comrining road user
savings for normal and diverted traffic with Incremental income in a singl.
benefit-cost analysis. For purposes of the discussion, we will separate the
two approaches and discusy road user savings and traffis ectimates first
(benefits at thr "purpose" level} and Incremental income ard output (benefits
al the goal 1nvel) second. The questlon of the Balaka-0i1lima railway
rchabilitation deale with assumptions concerning traffic dfvreifon fres rall
to road (or vice versa) and belongs with the disenssion of the road .cer
savings approach. In view of 1ts importance, however, we treat it separatnsly
following the discussion of the road user savings approach.

1., Traffiec Estimates and Road User Savings

The SHC feasibllity study had covered the whole Balaka-Salima-
Nkntakota-Nkhata Bay area and had treated all traffic as generated traffic.
Glnen road user savings for generated traffic and inceremental regional income
ar.: not addltive (the former presumably being included in the latter), this
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required that the road user savings and incremental income approaches be
presented as discrete, mutually-exclusive analyses. The CAPs, on the other
hand, confined the analysis to the Balaka-Salima-Monkey Bay area and were
thus able to treat the transit traffic generated by development north of
Salima as a type of normal traffic., This permitted adding the road user
savings for the transit traffic (and for "existing" traffic) to incremental
income (in the Balaka-Salima-Monkey Bay area) to derive a combined estimate

. of benefits. Although this 1s superficially e correct procedure 1t appears
to involve "borrowing" benefits which would normally have been included in an
incremental income analysis of development in the Sallima-Nkotakota-Nkhata Bay
area.

It 1s Interesting to compare the traffic estimates in the feasibility
study and the CAPs. The traffic estimates are based on transport requirements
for tonnages of outputs and related input tonnages. Difference in the
estimates thus reflect differing assumptions regarding incremental output,
which will be discussed further below. The differences also reflect differing
assumptions regarding the railway rehabilitation, which we wlll also discuss
in greater detall below. The traffic projections are of interest at this
point primarily as indices of the differences in the analyses and as tentative
indicators (since we have both later traffic projections ¢.. some preliminary
traffic counts for the Lake Shore Road) of the extent to which project benefits
may have heen overstated. Average

Tabie 3: Traffic Counts - Lake Shore Road (Annual Daily Traffic - AADT)
Balaka-Sallima

Initial Year 1975 1985
SRC Feasibility Study 150 (1970) 260 580
Phase I CAP (1966) 185 (1970) 300 426
Phase II CAP (1968) 200 (1972) 329 L7l
a1 2 8 (1974) 10 43
BAM TI 8 (1974} 26 66
Actual (Balaka-Mua) e/ 75 (1973) - -
Actual (Mua-Sallima) by o (1YT73) - -

Mua-Monkey Bay
SRC Feasibility Study 4o 11970) 95 140
Phase I CAP (1966) 42 (1970) 99 146
Phase II CAP (1968) 40 (1972) 81 128

Actual 32 (1973) - -
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The figures for Mua-Monkey Bay are relatively consistent and require no comment.
The differences between the feasibllity study figures and those in the Phase I
CAP for the Balaka-Sallma section are impossible to evaluate, since the Phase 1
CAP does not explicitly show the derivation of traffic figures from tonnages.
The higher proJjections in the Phase II CAP reflect more optimlstic assumptions
concerning agricultural output, based on updated figures prepared by the GOM in
1968. The more interesting differences are those between the CAP figures and _j.
hoth the British Appraisal Mission (BAM) figures and the actual figures. The '
BAM traffic projections are derived from GOM flgures for all exports and imports
uorth of Dedza in Malawi. They assume that all export and import traffic will be
carried by heavy trucks or rail, that light trucks and automobiles will account
for about 2.3 times heavy truck traffic In terms of average annual dally traffic
(AADT), and that exports and imports for areas north of Salima will go by lake
steamer via the port of Chipoka. The BAM report further assumes that the rallway
will account for a declining percentage of the relevant traffic, even if rehabi-
litated (90 percent in 1971, 60 percent in 1980, and thereafter). The BAM
proJections are startingly low, both with the railway (BAM I) and especially
without (BAM II) They are based on less optimistic projections for cash crop
output in the lakeshore area, and probably widerestimate the ratio of light to
heavy traffic, but this would not seem to explain the vast differences in the
projections. In any case, they illustrate the extent to which such projections

can differ.

The “"actuals" shown in the table are based on traffic counts taken over a
two-week period in January. They are overstated to the extent that they include
zcvernment vehicles (such as those travelling to the construction camp at
Ntakataka or the crusher site on the Monkey Bay Road), but thls may be offset by
seasonal adjustment (traffic peaks in the June-November period, and January
traffic levels could be as little as 50-60 percent ol the average annual level).
No origin or destination data was available from the Ministry of Works and
Supplie pbut such information may be included in a new tratfic survey program
recently initiated by the GOM National Statistical Office. The actuals are of
course inconclusive, although they suggest that actual traffic may fall far
below the SRC and CAP proJections, if s+ill above the “AM proJjections.

As regards the road user costs used as the basis for road user saviigs,
the figures used in the CAPs were based on 1964 data and “hus vary considers%ly
from current estimates of road user costs, particularly in view of the recent
increase in oil prices. This will bhe taken into account in the discussion of a
retrospective benefit-cost analysis below.

2. Rehabili.ation of the Balaka-Salima Railway Line

The original SRC survey did nol discuss the possibility of abandonment
of the Balaka-Salima railway line, although it called for a thorough study ot
the road/rail alternatives prior to z.y uc2lsion to extend the rail line furcher
to Lilongwe. The second SRC study assumed that the Balaka-Salima raill line wiul«
remain, but that rehabllitation would be uneconomic and thus moet new traffi.:
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would be diverted to roads. By the time the CAPs_were prepared, it appeared that
the GOM had agreed to abandon the Balaka-Salima line, under pressure from the

IBRD (continuation of the Balaka-Salima line would result in large amounts of heavy
traffic between Lilongwe and southern Malawl being royted via Salima rather than
over the IDA-financed Zomba-Lilongwe asphalt road).22 This was confirmed by

the Branham updating of the SRC feaslbility study; Branham assumed abandonment

of the Balaka-Salima line between 1970 and 1975, and the shifting of the major
southern lake port from Chipoka to Liwonde.

Subsequentliy, however, the GOM engaged KAMPSAX, a Danish consultant, to .-
study the Balaka-Salima rehabilitation and the extension of the railway to
Lilongwe. The reports were completed in 1970, following which the GOM prepared
its own study proposing rehabilitation of the Balaka-Salima line, Based on
these studies, Malawi Railways actually rehabilitated ten miles of line north
of Balaka through improved ballasting and replacement of 40-pound rail with
60-pournd rail. In connection with a GOM request for U.K. budgetary support for
the rehabilitation, ODA financed a further study of the question. The ODA
British Appraisal Mission report, jor report '"Bonney Report") was completed
in early 1972 and concluded that rehabilitation would not represent a
significant miallocation of resources. The GOM presently plans to complete
the 96-mile rehabilitation with its own funds in three years, proceeding at a
rate of 30 miles in 1973/74, 30 miles in 1974/75, and 36 miles in 1975/76.
Moreover, construction of an 86-mile extension to Lilongwe has now begun, financed
by a $20 million - Canadian credit extended in early 1974 apd a $2.3 million
grant: the extension 1s Scheduled for completion in 1978.° Finally, Chipoka
is to be improved as the major southern lake port in conjunction with the IDA-
financed Karonga Project (the IDA credit provides $450,000 for improved wharf,
handling and storage faclilities at Chipoka).

In restrospect, it appears that once the decision was made to shift the
capital from Zomba to Lilongwe 1t was almost certain that the GOM would try to
revive the old prcoposal for extension of the railway to Lilongwe, which of
course requires rehabllitation of “he Ralaka-Salimn line., Since no ci-ar
assurances had been received from the GOM on the subject, the Len~afit-cost
calculations probably should have allowed for the possibility of railway renabili-
tation through the use of sensitivity analysis. Had thls been done, howeve:, it
would not necessarily have had a significant effect on the outcome of the
analysis as it was set up since the rraffic assumed o be affected by the railway
decision accounted for only a small portion of total projected traffic, and road
user savings in turn accounted for only about 20 percent of proJected berefits. 22/
Such an analysis may, nhowever, have affected the cheice of road standards,
since 1t appears that the increased traffic anticipated ars a result of abanilonment
of the Balaka-Salima rail line provided the basis for builaing the road to
Class I rather than Class Il standards (at an increase in estimated cons&ruction
costs of 40 perceat for that section' as well as early bituminization.
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%. Incremental Output and Inocomes

Both of the SRC reports and both of the CAPs stress that the primary
purpose of constructing the Lake Shore Road 1s 1ncremental agricultural output,
‘or "regional dcvelopment". The SRC @gf’i’ﬁﬁﬁ"‘ .does not include .any
estimates for incremental regional output an ncomet'but puts the entire Lake
Shore Road in the special category of "development road". The SRC feasibility
study emphasizes that the incremental income approach to benefit analysis
represents the purpose as well as the impact of the road more accurately than
the road user savings approach. While the CAPs combine both approaches in one
analysis, incremental income accounts for the bulk of estimated benefits (80
percent in the case of the Phase II CAP).

The above documents also stress that all-weather road access is a major
prerenisite to accelerated development of the lakeshore areas but cannot by
itself bring about development. Complementary investment 1s required in
agricultural excension, credit, marketing, feeder road construction, tourism
development, etc.

The following table indicates the magnitudes of incremental output and
income projected in the SRC feasibllity study and the CAPs, on the assumption
that the necessary complementary investment would be forthcoming. The major
source of incremental income identified were increased agricultural output, fish
marketi:gs anc tourist expenditures. Cotton 1s the major cash crop and lg taken
as representative of the other crops.

Table #: Incremental Income and Output - Balaka, Salima, Mornkey Bay Area

1970 1975 1985
Regional Income ($000)

SRC Feasibility Study o4 640 990

Phase I CAP (1966) 412 714 1,027

Phase II CAP (1968) 657 (1972) 930 1,897
Cotton Output (tons’

SRC Feasibility Study 900 2,250 7,850

Phase I CAP (1966) 1,350 1,920 2,500

Phase 11 CAP (1968) 1,340 (1972) 3,120 5,780
Fish Marketings (tons)

SRC Feasibility Study 100 100 200

Phase I CAP (1966) 150 350 500

Tourist Expenditures ($000)
SRC, Phase I CAP (1966) 53 103 210
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The majJor differences in the projections consist in the much higher incramenta?
agricultural output and incremental regional income figures used in the Phase II
CAP. Both the incremental cotton output and incremental regional income projection:
in the Phase II CAF are nearly double what they were in the SRC feasibility study
and the Phase I CAP. These increases were based on updated figures compiled by
Prof. Arthur Branham, who was acting as Transport Advisor to the (GOM and had earlicr
been the team leader for the SRC transportation sector study. Hranham's updating
of the SRC data was in turn based on a GOM publication entitled Malawi Crop
Potentials, 1965-1985, which projected substantially higher cash crop output for
the Balaka-Salima area (by a ratio of 2.5 : 1) and iower surpluses for the Monkey
Bay area (half the SRC proJections).

It 15 as yet far too early to tell which set of proJjections is likely to be
more correct, There 15 some information availlable, however, due to the establish-
ment in the central lakeshore area of one of Malawi's four integrated rural deve-
lopment projects. This project, the Central Region Lakeshore Development Project,
or "Salima Project", was initiated in 1968 with loan and grant assistance from
Western Germany FRG). The FRG has made avallable about $ 8 million ($5.2 million
grant, $2.3 million loan, $0.4 million courterpart funds) for the period 1968-
1972 (Phase I) and 1972-1975 (Phase TI), .nd the GOM is committed to a contribution
of about %1 million. The proJect area covers the lakeshore plain from below
Golomot! in the south to Just below Nkotakota in the north, with the project head-
quarters at Salima. In terms of the areas of infiuence of the A,I.D. Lake Shore
Road, *be elims ProjJent area covers the western halfl of the Monkey Bay area and
th: northern two-thirds of the inlaka-Salima area.

There has been no feasibllity study or appralsal report on the Salima iroject
as such., The GOM planncd to carry out n tull feanibility study beginning in mid-
1975, while the FRG was to begln a comprehensive eveluation of the pro, 2ct in late
1973, #oth of these exercises are In preparation for GOM/ RO negotiations i 1974
corcernlt g the development of the project 1 fhase TI1 (pese-FY 137457, Lioth of
these studlics chovld be completed by il i-197h and will provide a detatloce. :,urve;/?_é/
of pro-ress thnut far as well as prolected development over the next 1o-2_ yars

Tne proJent rcope Includes boalth, comwnur ity dovelopne nt, rara. Induaat, o,
feeder rond cong ruction and wator development as well e research, cxtension
services, provicton of Inputy o eredlt, and settleqnent,  “ash crop mavketings have
increased from an average of $2340,000 per annos In 19045-€70 Lo $700,000 in 1971/72;
cotton production has inereased trom 7, Y90 tons tu 4,100 Lo over the same perlod.
Interestingly cnourh, cotton productlon has actaally declined o *ve arca gou*n
of sSallma, 'The Project Annual Report for 1471 notors thint:

Tne reason for Yhils decline Lt the sourner: areas carn be
secn 1 bae poor road communication whilch, did not yet allow
the P'roject to carry out its activities with the requirad
density and Intensity., As a result farmer: are not yet
awarc of the benetits of the Project to the same degree as
in the north. 'These problems will most be 9§7rcome after
completion of the lake Shore Road In 1975, —

1n discuasslona at the Salima ProJect headquarters, project officials pointed out
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that the majJor problem in reaching the area south of Salima had been the bridge
over the Lintipe River, which generally washed out at the beginning of each

rainy season; otherwise the roads were passable on all but a few days. They also
noted that the GOM had carried out an intensive campalgn to introduce cotton
spraying in the Balaka-Salima area in the early 1960's, and that the declining
cotton production in the area (from 658 tons in 1967/68 to 544 tons in 1971/72)
probably reflected the "dying out" of the effects «f the earlier campaign as

pests developed immrunities, etc. They expected that production would increase

as the Salima Pro’:z2ct bezan more intensive operations in the area. However, it
appears that it will be very difficult to achleve the incremental cotton output

of 2,000-3,000 tons in 1975 projected 1n the SRC study and the CAP. It should be
noted that the higher projection assumed an eventual average yleld of 1,500 pounds
per acre, whereas the highest recorded yield in the project area thus far 1s under
1,200 pounds. The present average yleld (1971/72), w!th B0 percent of all cotton
farmerc now spraying, is 933 pounds.

Regarding increased incomes from flshing, 1t was not possible to coilect
any Iinformation which would shed light on the 1mpact of the road on fish market-
ings or receipts. The Lake Malaw: coast from Monkey Bay around the "southwest
arm”" to Salima (Senga Bay) 15 1lined with small fishing villages, includirg the
major {'ishing town of Malembo. Improved road access should enable fishermen to
lncrease thelr incomes substantlally even without increased tonnazes, since better
road access permits marketing a higher percentage of the catch as firesh fish and
inereaces competition among buyers. According to data cited in a recent IBRD
report, Improved 'oad access has resulted in inereased earnings of X - 50
percent per pound for Malawl filshermen. QZ/

Tt wan also not posslible to collect any Intormation or possible lnereases 1n
tourist recelpts, However, a recent ODA-financed study recommended that the GOM
conerentrate on developing the Nankumba Peninsula {(Monkey Bay) as the area of
greate. topotential on Lahe Malawi. The GOM Lias accepted the recommnendation and
allocated 0,4 million for necessary intrastraucture developnent durlng thie period
1975 - 7 0 the “alima-Mua-Monkey Day portlon of tne Take Chore Boad (o very
Important tor touriot development on the peorndncusar, slree a lare porcentags »f
Malawl's tourlots (about 20F) come from Zambla via M obingi and Lilongwe. The
Lak. Chore Hoad provides qui-ck, convenient dust free access (45 hours) to Monkey
Bay trom Dilomgowe,

C. nridemer of Denetlts

[ b mador beneffts from road censtivietion frvolve primarily roc: .ger
snvinvs wd/or reglonal development, then questions tnvolving ‘nteidence of
benet'its from road construction revolve around the annlysls of the ultimate bere-
ficiaries of the rond user ravings or reglonal development,
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Road user savings are often passed on fairly rapldly to producers and
consumers due to the highly competltive nature of the trucking industry in many
developing countries. Since trucking offers negligible economies of scale, and
since the cost of one truck is relatively low comparcd to many other types of
investments, entry into the 1ndustry 1s easy. Conscquently lower truck operating

costs due to road improvements can be passed va rapldly ap compot!lion Foreen
trucking rates down to levels consistent with lower costs. In the casc of an
agricultural area, this implies lower input costs and higher output prices,
resulting often i1n a majJor improvement in incentives for cash crop production.
As noted in a summary chapter of the Brooklngs volume on road development case
studies, the "mechanism that served to stimulate additional output, cultivation
of new lands, and more passenger travel was, In every case except that of EI
Salvador, a rather sharp decrease 1n freight and passenger charges as well as
improved services". 2

Unfortunately, the operation of this mechanlsm 1s very circumscribed in the
case of Malawi. The Agricultural Development and Marketing Corporation (ADMARC),
which succeeded the Farmers Marketling Board in 1970, buys all ma)or cash crops
and provides production inputs at a fixed price throughout the country, reiardless
of transport costs. Thus transport cost savings are not passed on to farmers as
lower 1input costs or higher product prices, although farmers should benefit from
lower prices for consumer goods and higher prices for minor crors not sold through
ADMARC. Thus the Lake Shore Road w'll not stimulate production through improved
price incentives, nor will it result directly in higher ircomes for small farmers
througn the passing on of road user savings. The major bz2neficlary of the lower
transport costs initially will be ADMARC, which will be able to negotlate lower
prices with contract truckers particularly when the bltuminization of the road
is completed. Frrmers could benefit eventually, of course, as lower transport
costs throughout Malawl enable ADMARC to fix input prices at lower levels and
and output prices a% higher levels. Fishermen, ori the other hand, mey benefit
fairiy directly from lower transport costs and improved access, since lower
road user costs and time savings will “ond to be passed on in the ora of higher
purchace prices for fresh fish, as noted abure,

To the extent that the road stimulates reglonal developnient, howewer, uhe
incidence ot benefits should be highly favorable, since the population of the area
conuicts almost exclusively of small farmerg, The one Torelgn-owned estate 12 the
Balaka-Calima-Monkey Bay arca closed ceveral year: .o, and there are presently
no laree commercial farm in the area nor are there any tractors., Most Loldirgs
are relatlvely srall; of the 72 "progrecsive farmers” using farm plans urnder tne
Snlima Project, only 11 had holdings o more tinan 20 acres. The largest noldlng
1s 52 acres (21 hectares), Since the progressive farmers also tend to be thr
{armers who have increased thelr holdirngs to the greatest cxtent, 1t is obvious
that. the average holding is quite small. About 90% of the land in the area 1s
African Trust land, which can be allocated to farmers by local leaders on a
tradltlonal basis or lease-hold basis., There 1s no rressure on land at present
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Salima Project officials estimated that only about 25% of the arable land in
the project area south of Salime 1s now under cultivation.

Malawl 1s also unusudal in that there 1s apparently little or no overt
unemployment, due to the fact that over 300,000 Malawlans are working outside
the country as migrant laborers. In the Salima Project area, the absentee
rates for males between the ages of 20 and 25 ranges as high as 70% in some
villages, with the highest absentee rates in the arez south of Salima (Salima
Project staff belleve that thls may be part of the reason for declining cotton
output there). This could actually be a serious constraint to increased output,
since the women who are left behind tend to be less able to be innovative than
male heads of households, due to thelr heavy responsibilities. Whille the
employment sltuation could change rapidly as a result of changes in Zambla,
Rhodesla and South Africa, unemployment 1s not currently a major concern of the
GOM. However, the successful extension of Salima ProjJect operations to the
area south of Salima (thanks to the cooperation of the bridge over the Linthippe
River) could have a substantial positive employment impact in the area of
influence of the Lake Shore Road.

With respect to benefit incidence at the "output" level, the Lake Shore

Road provided direct employment to 1,450 Malawians at the peak and an average

of about 750 over the 32-month construction peried. Since the construction tech-
niques were highly capital-intensive (in terms of use of equipment, materials
and highly trained foreign manpower), the loral wage blll only accounted for
abou. 1Ub ol votal project costs, There was urdecubtedly some useful training
vrovided to Malawlans, which should be reflected in higher lifetime ezraings.
These beneflts are negligible in terms of projected overall project benefits,
however.

D. Benefit ~ Cost Analysis

It must be polnted out at the outset that the devzlopment of an ali-weather
road along the rarrow plain bordering Lake Malawl was desired by the COM for
rrasons of national integration and In order to complete a basic truck road net-
wotk as quickly as pessible; i.e. the motivation for constructior. ol the wiaricus
road sections, Including Balaka-Salima and Mua-Monkey Bay, was more pclitiaal
than eccnomic. Also, the fect that President Banda approached the President
of the U.S. personally for mssistance in constructlng the Lake Shore Road made
the proJject very much a pplitical project from the U.S. point of view. Con-
sequently the role of the benefit-cost analysis was project "Justification®
more than proJject "appraisal" or apclogeties rather than analysic., As the GOM
pushed the desipn standards up in accordance with +ts own criginal conceptiorn
of the project (which had not been fully supported Ly the SRC studies), there
was little to do but find means of inflating the benefits accordingly. This is
not necessarily c:ntirely bad, since national integration dces have an important
value, albeit non-quantifiable, and since the probable misallocation of resourysy
involved in bhuillding the road to excessive standards has relatively minor
financlal implications for the GOM. The role the benefit-cost analysis plap:«d
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in thls case should be kept 1n mind in reading what follows; those who did the
benefit-cost analysis were undoubtedly aware that it was based on good politios
but not on very good economlos.
to question

As was suggested aboye, 1t 15 possible both the conceptual basis
of the benefit-cost analysis in the CAPs as well as thc estimates of varlouy
benefits. Here, however, we will concentrate on the latter. On the cost side,
the final construction cost will be only about 10 percent higher than the
estimate 1n the Phase II CAP (which must be regarded fé/an excellent performance).
Maintenance cost will be higher by a greater amount. However, increases
in both construction and maintenance costs over the Phase II CAP estlmates are
due primarily to inflation and would be offset by inflationary lncreases in
benefit components (road user savings and output prices). .

The "other development costs" projected in both the Phase I and Phase II
CAPs, however, are obviously far too low and will probably account for the
largest errors in the benefit and cost estimates. By 1985, for example,
proJected annual incremental income 1s nearly $2 million, while the associated
incremental cost:s (other than road maintenance) are only $56,000 or about 2}
percent of income. It 1s much more llkely that the total incremental costs of
generating the lncremental income would be on the order of 50-75 percent of
income, with a percentage at the lower end for fishing and a percentage at the
upper end for agriculture and tourism.

Jir the benefit slde, incremental nelt development benefits, using correct
cost figures, might be only one-fourth to one-half of the proJected benefivs.
Since these benefits account for about 80 percent of total project benefits,
this would imply total benefits on the order of 40-60 percent of the projected
benefits, even 1f the road user beneflts were acceptable and materiallized at
the projected ".evel. If road user benefits are only half of those proJjected
(which seems likely based on the BAM traffic projections and actual traffic
thus far), total benefits would bhe 20-50 percent of projected benefits. Aany
shortfalls in projected agricultural output (another likely possibility) would
reduce actual total beneflts correspondingly. Very tentatively, if we were
to assign probabllities to the major varlables based on the scanty evidence
available, we would have an "expected value" for actual benefits of 25-40
percent of projected benefits.

It 1s also possible to ask how accurately the benefit-cost analysis
reflects the actual relationshlp between the constructlon of the Lake Shore
Road and economlc development in its area of influence. It 1is not clear,
for example, tiat physlcal access was a significant constraint to agricu.tural
development in the area. Some all-weather physical access for most of the
area was of course provided by the railway, and ADMARC was able to operate twelve
input and produce marketing centers in the area with little difficulty. Also,
the GOM had apparently found that physical access was gocd enough to prrmit
the launching of an intensive cotton-production campaign south of Salima in
the early 1960s. As noted in discussing the Salima Project, the one ma*o*

——
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obstacle (in terms of access) to development south of Salima was the absence
of_a bridge over_the Linthippe River.. Other than that, Salima Project Staff
felt that the old road paralleling the railway was adequate, although they
noted the importance of developlng a much more extensive network of feeder -
road in the area. Thus the physical access constraint to agricultural
development probably could have been met by construction of several bridges
and selective minor upgrading of the road. Anything beyond that may have no
appreciable effect on agricultural output and incomes in the roads avea of
influence. This implies, of course, that 1t is incorrect to attribuve a
large percentage of the "regional development" benefits to the road, and to
use those benefits to Justlfy high design standards.

A high-standard gravelled or bitumenized road is relatively much more
important, of .ourse, for tourlsm development in the Monkey Bay area and for
fisheries development, as was polnted out by SRC in their sector study.
However, the benefits from increased tourism and fisheries earnings alone are
obviously insufficient by themselves to support construction of the Lake Shore

Road.

This suggests that actual benefits may be less than the 25-40 percent
figure mentioned above. 1In any case, the 25-40 percent figure would imply that
proJect benefits could only have provided an acceptable rate of return (12 per-
cent ¢ higher) to a road project costing roughly one-fourth to one-half of the
estimated construction cost of $3.3 million for the Balaka-Salima and Mua-Monkey
Day =3¢, * ¢., a rosd project costing roughly $2-4% million. If this is tne
cas, the Lake Shore Road represents a major misallocation of resources ror <he
GO, amounting to $5-7 million over the three-year period 1971-1973. This
fébresents 3-5 percent of Malawi's development expenditures over the same
perled. The notion of resource misallocation assumes, of course, that the
same funds would heve been available from A,I,D, for other purposes and Lhac
there were other attractive investment opportunities to abrorb the funds.

This wos probably not the case. Trom a strictly financial or budgetary point
of view, moreover, the Lake Shore Road cost the GOM only $1.3 millicon (39 3
million minus the $8.0 million utilized from the A.I,D, loan', plus the dis-
counted value of the loan repayments {present value of up to $2.4 millicn,
depending on the discount rate chousen). (iven the GOM's relatively low
contribution to the overall financing of the project (14 percent) and the con-
cessional terms of the A,T.D. loan, there was little incentive for the GOM

to do otherwize than pres: for a high-standard road with relatively low
maintenance costs,

It would be possible at this peint to prepare at least some of the slements
of a full retrospective beneflt-cost analysis. The construction cosis are
known, there are good current estimates of road malntenance costs and road user
savings in Malawi, and traffic projections cculd lLiec based on the January 1973
traffic counts. Howevern, since the "regional development" benefits predomirate
in the original (Phase II CAP) analysis; since there is no basis at present for
proJecting the relevant incremental cost, output and income data; and since
it Is not clear how the construction of the Lake Shore Road
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relates to development in the Balaka-Salima-Monkey Bay area, no attempt
has been made to carry out new benefit-cost calculations.

Nevertheless, 1t may be useful to carry out a more comprehensilve poite
evaluation of the project at some later stage, perhaps in conjunctlon wiih
a post-evaluation of the other two road projects being financed by A.L.D.
in Malawl. A retrosnective benefit-cost analysis could be undertaken,
although 1t would have only limlted usefulness. More useful subjects of
inquiry might be the hypothesized relationship reiween various standards
of road construction and various aspects of reglonal development, Lased
on data collected by the Salima Project; the possible role of a high~
standard road as an integralive force and a catalyst for types of develop-
ment unforseen in the studles; the optimum balance between high-standard
and low-standard road construction within the context of reglional develop-
ment; and the role of infrastructure development in general in the
modernization of an area such as the central lakeshore ares.

Conclusions and Recommendations

A. Conclusions

1. Economic Rationale

Based on the data available thus far, it appears that construction
and maintenan-~e costs are generally consistent (in constant prices) with
the <rlginal estimatos, but that costs For non-road development were grossly
understated in the benefit-cost analysis. (Phase II CAP) With respect to
benefits, the original traffilc projections are probably high by a factor of
two or three. In particular, there is little likeiiheod that a significant
number of trucks will use the road due to the rehabilitation of the parallel
railway (ADMARC is generally required to ship agricuttural inputs and output
by rail to the greatest degree possible). The criginal projections of in-
cremental agricultural output alsc appear to be very high. Also, the com-
pletion of the road to Class I bltumeni:od svandards (Class IIL bitumind zed
in ‘he case of the Mua-Monkey Bay 1oad) has very little apparent relaticnship
wilth increased agricultural output cince road user savings are not passad or
in tne form of lower input prices or higher -utput prices, and physical
access or high speed access were not major constraints to agrisultural
development in the area (i.e., there is no linkage between the output,
purpose and goal levels). The latter are important for {ishing and tourism,
but they are of negligible importance.

There are three major reasons for the vast divergeice between the
original analysis and the emerging. outcome. Flrst, the beneflt-nost analysis
was used not as a tool for appralsing the project and examining alternatives,
but as a means of Justifylng a project constructed tc design standards dater-
mined prior to the analysils on the basls of non-economlic Tactors. As iueh,
it was natural that costs were understated and benefits overstated. Second,
the postulated relationshlp between road development and agricultural de+ sl
opment, and the welght assigned to road development costs versus other
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development costs, was erroneous. The analyslis estimated that the incre-
mental costs required to generate the incremental outputs could be assigned
about 90 percent to road development expenditures and 10 percent to other
expenditures. The reverse would probably be closer to correct ¥ the incre
mental output in the area simply 1s not adequate to support both the direct
investment costs and heavy Infrastructure costs. Third, several assumptions
failed to hold (see Annex C). With respect to assumptions affecting the
relationship between the output level (road construction) and the purpose
level (lower transport costs, better access), the major development was the
GOM decision to rehabllitate the ralilway, diverting almost all potential
heavy traffic to the rallway. Even had the railway been abandoned, other
traffic would have been substantially below projections, due partially to
exaggerated projections and partially to other factors such as delays in
completing the road sectlons and promoting development north of Salima,
Regarding assumptions affecting the relationship of purpose to goals (in-
creased output and incomes), the major problems azre the absence of the usual
price-cost mechanism in stimulating agricultural production, and the relative
unimportance as a constraint of the type of physlcal access provided by the
Lake Shore Road. (On the positive side, the GOM/FRG Salima Project goes
well beyond the GOM agricultural development efforts assumed in the Phase IT
CAP; also, feeder road construction under the Salima Project exceeded the
Phase II CAP requirements.)

To summarize, it is unlikely that a high-cost road can be economically
viable 1if the road has a relatively small area of Influence in a spursely
puiulated, medium-potential reglon, particularly if the road paral’els 2a
railway and does little to overcome production bottlenecks or stimulate
output.

2. Equity Impact

Since benefit incidence (employment, income distribution, social
equity, etc.) was not taken explicitly into account in the original ar.ilysls,
there is no relevant baseline data and little basls or reaching and
detailed conclusions concerning the project's cquity impact. A few things
can be said, however. At the output level (rnad construction), employment

generation was not an important consideration for the GOM or A.T.D. Tue
project employed about 1,50C people at the peal:, but thls is a small numier
considering the size of the investiment, Rased on comments by GOM and Jaline
Project staff, it might have been difflcult to recrult substantiaily l« sen
numbers of laborers given the GOM pollcy of encouraging labor rizratl.:. -2
nearby countries and fixing wages at a low level. In the project area iL-zel

relatively little labor was available tor the proJject, and some Salima
Project staff attributed declining cotten output to employment on the road,
among other factors.

At the purpose level (reduced transport costs, improved access), the
equity impact of the rgad is limited by the ADMARC policy of selling in,utix
and buylng cash crops at fixed prices, regardless of transport costs.
Improved access will enable to Salima Project to expand its operatios irn


http:encour-tg.ng
http:para].ls

-31 -

sense since the ProJect will work initially with the relatively larger,
more progress:ve farmers. The expansion of Sallma ProjJect operations will
of course have a favorable impact in the sense of helping to narrow rural-
urbar. income difrerentials., mproved physical access in 1tgself will alco
be a boon to government officlals or tourists travelling from Idilongwe Lo
Monkey Bay, since the trip will be much shorter than via Mangochi and a
great deal faster and more comfortable than previously.

At the goals level (Iincreased agricultural output, fish productiomn,
tourism incomes), improved access and generally accelerated development
should have a generally favorable impact on employment and income distribu
tion. * As noted above, agricultural development will probably favor larger
farmers at first, and there 1s probably a danger that improve- incentives
combined with abundant land could lead to the emergencies of a self-
perpetuating class of "Kulaks" who would dominate local institutions and
perpetuate the cash crop and subsistence dualism, preventing the evolution
of a mae evenly-spread pattern of agricultural development. Whether this
1s a danger 1s difficult to assess. In any case, the abundance of land
should forestall the creation of a class of landless laborers in the area.
Increased fish production and higher incomes (due to the expanded market
and greater competition among buyers made possible by all-asphalt roads to
Iilongwe and Blantyre-Limbe~Zomba) should have a favorable equity impact,
since the fisherm:n in the Mua-Monkey Bay road area are generally small
operators. The greatest impact of the rcad possibly 15 on tourism develop-
mer.t 2t Monkey Pay, which could generate substantial employment, both
directly and indirectly.

3. Managed Force Account Construction

Se¢ Annex B, p. 1 and pp. 21-23.

B. Recommendations

1. Economic Analysls

Although the benefii-cost analysis may have been more "politi.al
than "economde" in 1ts motivation and mode of :nalysis, it illustrates
several past shortcomings of benefit-cost arsnlysis for road proects and
leads to several recommendations,

Mrot, the combined form of analysls used is concepiuzally Luspect
and should be avoided. Moreover, the "reglonal develepment” anproacs iz
benefit estimation 1s entirely too arblitrary 1if 1t Involves benefit ai.o-
catlon to cost categorlies as in the cage of the Phase ITI CAP analysis.
There 15 no clear relationshlip between road standards and benefits, so
any standard can be Justified 1f the benefits can be es:zalated sufficlently
to cover high constructlon costs. This can be avoelded by using a coste
effectiveness approach, probably within the context of an overall beneflt-
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cost analysis for e.g. an integrated rural development program,

Recommendation 1l: Road projects related to regiorial development or
rural development programs should use & cost-effectiveness approad
(generally within an overall benefit-cost framework) to assure
appropriate deslgn standards and prevent the development of excessivély
costly facilitles.

Second, there 1is no way to assure that various calculations and
assumptions (such as the assumption of rallway abandonment) hold good for
the life of the project, but possible changes can be taken into account
by the use of sensitivity analysis and risk analysis (if available infor-
mation supports assigning probabilitles to varlous events). This should be
a standard feature of all benefit-cost analysils; it would not necessarily
apply to the analysis of road lnvestments if a cost-effectiveness approach
1s used exclusively.

Recommendation 2: All benefit-cost analyses should routiiiely include
a sensitivity analysis applied to the maJjor variables.

Third, it is obviously difficult to assess a project's equity impact
if the project was not analyzed origirally 1n those terms. The Phase II1
CAP cannot be faulted for failing to consider enployment and income
distrlbution issues expllicltly, since equity issues were not a major focus
of A.I.D. policy at that time., Howecver, more recent analyses have exhibited
the same fallings, partially because benefit-cost and cost-effectiveness
analyses by thelr very nature rclagate questions of benefit incidence to
a secondavy position, generally not closely intcgrated with the remainder
of the analysis. If equity issues are to become a more central concern,
AT, will have to give greater attention to practical means ofmalyzing
benerit. Incidence at the output, purpose and goal levels, and integrating
these considerations more fully into standard approach to project ana.ysis.

Hecommendation 5: A.I.D, should Intensify its efforts to develop
practlical guildance for proJect analysts concerning projJect beref .t

incldence.

2. Road Constructlon Methods and Standards

In the case of the Lake Shore Road, lower constructicn costs were
more thun offset in the view of the GOM by the very high management and
administrative burden. Consequently the GOM will generally use contractors
for conastruction of high-stardard roads in the future . In some cases, of
course, the host country executing agency could hire additional staff o
handle the temporarily increased management burden by managed forecce account
construction; this was apparently not possible for the GOM Ministry of Worit
and Supplies due to cellings on the hiring of expatriates. Agencles could
also reduce the management workload by contracting for major sul compaients
of the work, such as rock crushing or bridge construction. Moru simplified
A.I.D, requirements and procedures for procurement and local cost reimburse-
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cost analysis for e.g. an integrated rural development program.

Recommendation 1: Road proJects related to reglonal development or
rural development programs should use a cost-effectiveness approach
(generally within an overall benefit-cost framework) to assure
appropriate design standards and prevent the development of excessively
costly facilities.

Second, there 1is no way to assure that various calculations and
assumptions (such as the assumpiion of railway abandonment) hold good for
the life of the proJect, but possible changes can be taken into account
by the use of sensitivity analysis and risk analysis (if available infor-
mation supports assigniag probabilitles to various events). This should be
a standard feature of all benefit-cost analysis; 1t would not necessarily
apply to the analysls of road investments if a cost-effectiveness approach
1s used exclusively.

Recommendation 2: All benefit-cost analyses should routinely inciude
a sensitivity analysis applied to the major variables.

Third, 1t 1s obviously difficult to assess a project's equity impact
if the prolect was not analyzed originally in those terms. The Phase II
CAP cannot be faulted for falling to consider employment and income
disivibutlon lssues explicltly, since equity 1ssues wele net a major f:ocusn
of A.I.D. policy at that time. However, more recent analyses have exhi. i "¢
the same fallings, partially because benefit-cost and cost-effectiveness
analyses by thelr very nature relagate questions of benefit incidence o
a secondary position, generally not closely integrated with the remairder
of the analysls. If equlty lssues are to become a nmore central couicerrn,
A.1,D. will have to glve greater attention to practica’ means ofeanalyzii:
benefit incidence at the outpul, purpose and goal levelc, and Integrating
these considerations more fully ini> standard approach to project analysis

Recommendation 3: A.I.I:, should intensify itz efforts to develop
practical guidance for project analysts concerning project benefit

incidence.

2. Road Construction Methods and Standards

In the case of the Lake Shorc Road, lower consiruction cosis vere
more than offset in the view of the GOM by the very high mansgerent arz
administrative burden. Consequently the GOM wiil generally use coniractorse
for construction of high-standard roads in the future . In some cases, of
course, the host country executing agency could hire additional staff to
handle the t:mporarily increascd management burden by managed force acchun!
construction; this was apparently not possible for the GOM Ministry of Worl
and Supplies due to celllngs on the hiring of expatriates., Ausencles co.:d
also reduce the management workload by contracting for major sub-componsnty
of the work, such as rock crushing or bridge construction. More simplificd
A.I.D. requirements and procedures for procurement and local cost reimburse
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ment could also ease the management problems. Thugs, there arc a numbwr
of ways in which the construction savings/management-cost trade-off'
perceived by the GOM could be Adtered to make managed force account
construction of hlgh-standard roads a more attractive alternative. As
standards are lowerdg,of course, various force account #lternatives become
relatively more attractive.

Recommendation %: A.I.D, should continue its policy of encouraging
contractor (U.S. or local) construction of high-standard roads, but
should be prepared to consider managed force account on a case-by-
case basis. In thls connection, it may be useful to have a brief
evaluation of managed force account road construction as currently
practised in the U.S.

The traditional procedure in project design for roads amount to
selecting a design standard and then finding adequate benefits to "Justify"
the road. When cost estimates increase, or bids come in over the estimates,
as they generally do, the problem is one of finding additional bencfits to
maintain the "Justification"; normally a revision to lower standards is not
seriously considered. One way around thls would be to maintain a series
of design alternatives throughout the project preparation process, to
permit selection of a lower-cost alternative i1f necessary. This could ke
extended through the bid process by a routine requirement for bid leternates
based on alternative design standards.

Recommendation 5: A.I.D. should consider requiring the inciusion of
alternative design standards at every stags of the project preraration
process through final bidding.

A.I.D. and other donors have been concerned in recent years with the
possible extent of labor intensity in the construction and maintenance of
roads, in2cluding high-standard roads. In general, the resulis ol varlious
studles tl.'s far suggest that the scope foo more lebor-intencsive
techniques is quite limited for high-standard roads. 2/ (Opportunities
for the substitution of labor for equipment lncrease as standards are
lowered, however.) Even where there are poscibilitles for more laber-
intensive construction, however, ‘ney hay be precluded by donor concesmn uith
maintaining a high foreign exchange component in the prcject. In the care
of the Lake Shore Road, for exsmple, bridges could have been consuructed usirg
more local materials. and generally more labor-intensive tecuniques, but the
general pressure for a high level of offshore costs rescvlted in brid:
construction using mainly imported materials. (See Annex B, p. 3.

Recommendation 6: A.I.D. should cuntlnue to seek out means of «rncourag-
ing the use of local materlals and labor-intensive techniques ir roead
construction and should specifically instruct U.S, consultant.

. design roads for the most econamic use of materials an., lator -

of the impact on overall proJect foreign exchange costs.

The current AID policy of sharply restricting assistance fo:r the
construction of high-standard roads, and the emphasis on agriculture
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and rural development, including rural infrastructure, implies increasad
concern with construction of rural works on the basis of cost-effectiveness
rather than benefit-cost criteria. This in turn requires that engineers

and rural development practitioners be aware of an array of possible tech-
nical alternatives which may be optimal in terms of prevailing factor pro-
portions. There is often knowledge of a limited number of technical

options which have been tried in a particular country, but there is little
information available on experience with technical alternatives for rural
works construction over a large sample of countries. Such information would
be extremely useful and would help to offset the normal englineering bias
toward a single set of generally capital-intensive standards and construction
methods.

Recommendation 7: A.I.D. should consider financing the preparation of
a study resulting in a practical handbook of technical alternatives
for rural road or other rural works construction in Africa.

3. Eveluation

Improved project design obviously requires better knowedge concerning
the success or failure of past development activities. Evaluation can
provide some of that knowledge. Capital project evaluation has several
aspects, the most important of which are standard reporting and monitoring,
annual projzct evaluations based on the Project Appraisal Report (PAR) used
for non-capital proJjects, project completion reports, and special evaluations.
Existing reporting and monitoring is probably adequate., The PAR is not
generally used for capital projects as yet, but could be used with minimal
modifications. The "project completion report" currently required for
capital projects (MiO. 1264.1) is not particularis useful, but could be
expanded to follow a format such as those of Ti#3RD's "performance audits".
The"logical framework" is a useful organizing device for special evaluaiions
as well as monitoring, annual evaluation and proJject post-evaluation,
and should become a standard feature of the capital project design and
evaluation process. Wildn the outlines established by *he logical frarework
and standard formats and procedures for monitoring, annual evaluation and
final evaluation, There would be substantial variations in emphasis depend-
ing upon the nature of the project and the implications of possible evaluetior.
findings fo.' project re-design or desigr ot other projects. Thus for the
Lake Shore Road project, a PAR wouid probably have accomplisne? li-tle In
terms of reducing project costs in line with the changirz proj.:< acscuuagslinne,
but it would have provided a useful forum for thorough discussior of vzric.=s
implementation problems as well as a record for post-evaluation or special
evaluation efforts. For non-construction projzcts, however, an annual FAR
would probably receive greater emphasis, slnce there 1is greater scope for
project re-design.
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Recommendation 8: A.I,D, should establish a comprehensive and
integrated monitoring, reporting and evaluation system for capital
projects incorporating the logical framework, annual evaluation
based on the PAR system, and final project evaluation, permitting
substantial variation within the framework of a set of standard
minimum requirements.
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FOOTNOTES

Y For a comprehensive dissussion of Malawl's development policies and
prospects, see IBRD "Recent Economic Developments and Prospects of Malawi",
Report No, 67a-MAI, March 30, 1973; an updated version should be available
in mid-1974, Malawl's agricultural sector is surveyed and analyzed in

IERD "Malawli - Agricultural Sector Review", Report No. 235a-MAT, December
28,1973. Malawi's integrated rural development projects feature prominently
in the IBRD's African Rural Development Study (forthcoming).

2/ For SRC's recommendations for the 25-year program of construction or
improvement of various road sections (including road class and type of
surfacing) see SRC, Natfonal Transportation Plan for Nyasaland, June 1964,
Tables IV-2 (first priority projects, 1964-1970), IV-3 (second priority,
1971-1977), IV-4 (third priority, 1978-1983), and IV-5 (fourth priority,
1984-1988),

3/ For a comparison of the SRC recommendations of 1964 with the present
situation, see ANNEX D, "Trunk Road Development in Malawi',

¥ See Tables IV-2, IV-3, IV-4, IV-5, and IV-12, SRC, op.clt.
2 sma., ». TI-12.
Y iwa., p. V- 29.

Y/ ivid., p. I-10.

74 Balaka-Salima bitumenization only (iwo-lane); recommended tor 1978-1G83
perlod, '

2/ Balaka-Salima one-lane bitumenizatior only; reccrmended icr 1980.

lQ/ Cost estimate for constructlon by local contractor; no cost figure
glven for bltumenization,

11 - \
—~/ Assumes coatractor construction, with application < seal con' by
force account,

12/ Includes $53,800 contingency costs.

lé/ Assumes higher residual equipment value than Annex PB; lower cquipsgent
value due to unexpected prolongation of equipment utilization into 1974
construction season for completion of Mua-Monkey Bay bitumenization, more
than offset by procurement of additional spare parts for ATD-financed
equipment.



Footnotes (Continued)

IL7 The total loan amount was $8.2 million, but about $200,000 will be
deobligated in August or September.

lé/ By compa.lson, the AID-financed construction of the Chikwawa-Bangula

road, which is being built to somewhat higher standards than the Balaka-

Salima road, will cost approximately $240,000 per mlile; most of the
fference 1s due to higher oll costs and general inflation.

18/ p1n, Evaluation Handbook, Second Edition, February 1972, p. 14.

See also "Project Evaluation Guidelines", Third Edition, May 197h;

"A,I.D. Use of Development Indicators - A Progress Report", May 1973;

and "The Loglcal Framework - Modifications Based on Experience", July 1¢73.

£ FFor a very useful dlscusslon of the case for capltal project evaluation
within AID, see AID, "Prospectus for Evaluation of Capital Projects",
December 1972 (prepared by H, D, Turmer, PPC/PME).

18/ l'or examples of possible modifications, see "The Loglcal Framework -
Modl fications Based on Experience", July 1973.

ey
= ror general dilscusslons of the ceconomics of road investment, see

Gary Fromm (ed.), Transport Investment and iconomle Developwent, Washing-
won, DC: The Brookings Institutlion, 1465; Cleli G. Harral, Preparation
ard_Appraical of Transport Prolects, Washingtern, DC: U,5. Department of
Trans portation, 1968; and Hans A. Aaler, fzenomi e “neraisal of Transport
Iregeets: A Manual With Case Swwdier, “luomin tent  Indlana University
}YOQu, 1971, Tor some exceilent cane studles of the fmpact of read
development on agriculture and wn critlcal importance o nor-roac {nveste
nents, see Go We Wilson, be He Deromanrn, ... v, Hlrseh and U, 8, ¥leln,

The impact of Highway Investment on beveloprmen’, Washineton, IX: The
Brookings lnstitution, 196A.

20

[ . . . R 1. . .
—~/ i'roa UK Oversean Doveloprent Adeintcour: Yoy, "Il uish Appraisal Mlyssor
te Malawl to Consider the Road -wvi MLl W ouvey oot Syston between [ilonpwe,

Salimn and Balaka", Movesber 1971, he »hl rilgires acoume roellway
rehanllltation between Balaka and Sallma; the FAM 10 71 sipes tagune
abandonment.,

gl/ Baced on " pures provided Y, tbe S0 Slnlstry of Works and Suppller.

25/ In fact, the Phase I CAP noted (p. ) that the 704 had "srated ln
wrlting to the consultants of the ILRD that 1L 1y the policy of the HM
to discontinue such raill service ca:~ the IIRD=financed road is available
a0 an altermatlive means of handling the tratiic, This should ococur
about. 1970,"



Footnotes (Continued)

23/ The analysis probably seriously understated the impact of the rallway
decision on the economics of the Balaka-Salima sectlion, however,

2/ To prove that history can repeat 1tself, the GOM 1s now serlously
pursuing the possibility of extending the rallway from Lilongwe to Zambla
to connect with the Zamblan system. This would seriously affect the
economics of the construction and asphalting or ldlongwe-Mchinji (Zambia
border) road, for which AID authorized a $11.4 million loan in June 1974.

gﬁ/ No effort has been made to ascertaln the present status of these
efforts.

2¢/ GOM, "Central Reglon Lakeshore Development Project, Annual Report 197"
Salima, Marck 10, 1972, p. 3.

21/ IBRD, "Apnvalsal of the Shire Valley Agricultural Development Project -
Phase II, Malawi" (33a-MAI), February 15, 1973, Annex 4.

2y Wilson et al, op. cit., p. 180.

29/ Compare the maintenance costs in the Phase II CAP with those in the
recent CAP for the Iilongwe-Mchinji Road: '"balawl - Malawl Roads Phase II",
Capital Assistance Paper AID-DIC/P-20"4, Amex 17,

30/ See for example U.S. Departmeni of Traospos tution, "Opportunities for

Cost Keduction in the Design of Transport Facilltles for Developing Countries”,
Washington, D.C., 1970; and IBRD, "&situdy -¢ *he Jubstitution of Labor and
Equipment in Civil Construction: Phace 11 Final Report", Staff Working

Peper No. 172 (in three volumes), January 1974,
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Amnex B ~ See Separate Attachment

Evaluation of Force Account
Construction of Lake Shore Road

May, 1975

Gordon Manly, Consultant
John R. Westley, HEDSO/EA
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EVALUATION SUMMARY . CAPITAL PRCIECTS

ANREX

ORIGINAL PLAN

CURRENT STATUS

Newrative Summary of Original
Plonned Objectives

. Objectively Verificble Indicarors for
Measuring:

b.

Progress toward Plonned Targets;

Benefit Incidence - Emplayment,

income Distributicr. Soc al Equity, etc.

3. Planning Assumptions

4. Changes in Assumptiors gnd Circumstances

5. Actuol Progress :n Terms of Objectively
Vetifiable indicotors:

0. Progress toward Planned Torgets;
b. Benefit Incidence - Employment,
Income Distribution, Social Equity, etc.

A. Sectorcl or Program Goct

1. TIncrease agriculrural output
2. Increace fish markerings
3. Increass tcuriuz camings

Mecsures of Goal Achievement

a.

{Cutrut or In

Frogress

:d
2 . ..
> k
b. Bene(.l‘f%%r‘aﬁtvv 7 no road)
Not dis-ucsed in CAF

core by 1669

Origincl Assunptions Affecting Linkoge
)beh-aen Project Purpose and Sector-
Program Geol

Agricultural Quiput

e
[RI004

a) GO carries REUCSLAry
devclopment programs {in-
cluding feeder road :on-
struetdon)

) Botter wcces resulte in
Iincreased production

sk producticn

1) Markzet responds w greater
transpert

~

relinbllicvy ©

B. Project Purpote

1. Provide all-season access
In the lakashire area
tounded ©y .a.aky, Salima
and Monkey fey

2. Reduce transport costs

ot e+ e o e e . e 4 15

Conditions Expected ot End of Project
Progress

)

Q.
All-seasecn access

Taad user ruvinges

jear Ty 1485

\
’

b. Benelit Ine dence

Nes discusye TAP

522,000

Changes Alfecting the Linkoge betwren
Project Purpuse cnd Sector-
Progrom Goa!

1. Agricultural Cutput

a) Salima Project

b) Betier access weakly
relatad to increased
output

Fish Produ- tion
lo information available
Tourism

As plannea

Contributian of Project to Secte. ~ rogrom Goal:

9. Pregress{Output or Income
by 1985)
1) Agriculture - no data
(probably below target)
2) Pish producticn - no date
3) Tourisc - no data

b. Benefit Incidence
1) Agriculture - small farmers
tenefit; precise data not
” available
2) Fish production - no data
3) Tourism - no éata on
employment

Progress toward Project Purpose
a. Progress
l)gﬁoad provides all-season
access
2) Road user savings probably
below target (constant
prices)

i Original Assumptions Affecting Linkoge
| between Prejcct Outputs and Project Purpose
gl. Zaloka-Salima rafl
I aba~loned by 1975
Transport cost savings generat
ed jer estimates
Roads adequately maintained
Salir -Nkhate Bay road

line

C. Project Qutputs

1. Construction of Balaka-Salima
road {Class I - 90 miles)
2. Construction of Mua-Monkey

Bay road (Class III -
36 miles)

Mognitudes of Qutputs
a. Progress

Construstion completed eurly
1971

b. Benehit Incidence
Training previded if foree
account used

com eted early 1970's

Changes Affecting the Linkage between
Project Outputs cnd Project Purpose

1., Belaka-Salima rail line
rehabili tated

2. Transport cost savings bel
projections

3. No data

4, Salima-Nkhata 3ay rosd

not completed on
schedule

b. Benefit Incidence
15 Improved access benefits
vehicle users and -tour=-
” ists; also farmers and
fishermen
2) Road user savings benefit
transport operators

Progress Toward Output Torgets

a. Progress

Censtruction completed
Nov. 1972; bitumenization
August 1974

b. Benefit Incidence
1456 Malawians employed at
pea¥r; 9L operators trained;
and over 25 GO supervlisors
trained.




TRUNK ROAD DEVELOPMENT IN MALAWI

SRC Recommendations - 1964

Road Section (Mileage) Type of Improvement Timing

Liwonde-Mangochi  (4€) Class I Asphalt 1964-1976
Mangochi-Monkey Bay{42) Class I Asphalt 19711977
z°"’f§1ii’g§2de' (177) Class I Asphalt 1964-1970
Lilongwe-Mchindi  (78) Class I Asphalt 1964-1970
Iilongwe~-Kasungu (86) Class I Asphalt 1971-1977
Blantyre-Chiikwawa (20) Class I Asphalt 19€4-1977
Chikwawa-Bangula (&2) (Class II Asphalt 1971-1977
Chilumba-Karonga  (55) Class II Gravel 1971-1977
Balaka-Salima (89) Class IT Gravel 1964-1970
Balaka-Salimmn (89) Class IT Asphalt 1978-1983
Mua-Monkey Ray {30) Class III Gravel 1964-1983
Salima-Nkotako:s (70) Class TIT Asphalt 1974-1970
Nkotakora-Nxiats .1a) Class ITT Gravel 1978-1983

Ray

Actual or Planned - 1974

‘Type of Improvement Timing
(Completion)

Class I Asphalt 1968

Class I Asphalt 1974

Class I Asphalt 1971

Class I Asphalt 1976

Class I Asphalt 1976 _
Class IIT Asphalt * (not improve
Class I Asphalt 1976

Class I Asphalt 1972

Class I Asphalt 1974

Class III Asphalt 1974

Class II Gravel 1968

Class IT Asphalt 1976
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The Malawi Lake Shore Road Project Evaluation Report (AID Use
.. Only

June 1974

35 pages

5 annexes

AID Contract Number:

AID Project Number: 612-22-311-153

Source: ARC MI 625.7 M279

This evaluation report was undertaken (1) to assess the
advantages, disadvantages, and possible replicability of
the "modifiecd" force account approach used in this project
and (2) to consider how AID's evaluation procedures for
non-capital projects should be applied to capital projects.
The evaluation procedure led the evaluators to make 8
recommendations including: (1) road projects related to
regional development or rural development programs shoula
use a cost-effectiveness approach to assure appropriate
design standards and prevent the development of excessively
costly facilities; (2) all benefit-cost analyses should
routinely include a sensitivity analysis applied to the
major variables; (3) AID should continue its policy of
encouraging contractor construction of high-standard roads,
but should be prepared to consider managed force account on
a case-by-case basis; (4) AID should continue to seek out
means of encouraging the use of local materials and labor-
intensive techniques; and (5) AID should establish a compre-
hensive and integrated monitoring, reporting and evaluation
system for capital projects incorporating the logical frame-
work, annual evaluation based on the PAR (Project Appraisal
Report) system, and final project evaluation, permitting
substantial variation within the framework of a set of
standard minimum requirements.
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advantages, disadvantages, and possible replicability of
the "modifiecd" force account approach used in this project
and (2) to consider how AID's evaluation procedures for’
non-capital projects should be applied to capital projects.
The evaluation procedure led the evaluators to make 8
recommendations including: (1) road projects related to
regional development or rural development programs should
use a cost-effectiveness approach to assure appropriate
design standards and prevent the development of excessively
costly facilities; (2) all benefit-cost analyses should
routinely include a sensitivity analysis applied to the
major variables; (3) AID should continue its policy of
encouraging contractor construction of high-standard roads,
but should be prepared to consider managed force account on
a case~by-case basis; (4) AID should continue to seek out
means of encouraging the use of local materlals and labor-
intensive techniques; and (5) AID should establish a compre-
hensive and integrated monitoring, reporting and evaiuation
system for capital projects incorporating the logical frame-
work, annual evaluation based on the ParR (Project Appraisal
Report) system, and final project evaluation, permitting
substantial variation within the framework of a set of
standard minimum requirements.
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LOAN AGREE MEN T dated thelTthday of July , 1969
between the GOVERNMENT OF MALAWI (“Borrower") and the UNITED STAIZS OF
AMERICA, acting through the AGENCY FOR INTERNATIONAL DEVELOPMENT
("A.I.D."),

ARTICIE I
The Project

SECTION 1.01., The Ioan. A.I.D. agrees to lend to thé
Borrower pursuant to the Foreign Assistance Act of 1961, as amended,
an amount not to exceed Seven Million United States Dollars
($7,000,000) ("Loan") to assist the Borrower in carrying out the
Project referred to in Section 1.02 ("Project"). The Loan shall be
used éxclusively to finance United States dollar costs of goods and
services required for the Project ('"Dollar Costs") and local currency
costs of goods and services required for the Project ("Local Currency
Costs"), Except as &.I.D. may otherwise agree in writing, the amount
of the Loan used to finance the Local Currency Costs shall not exceed
the equivalent of Five Hundred Thousand United States Dollars
($500,0002. The aggregate amount of disbursements under the Loan is
Y-A’e'-r;—i;aftcr referred to as "Principal.”

SSCTICN 1.02. The Project. The Project shall consist of
the construction of a road connecting Balaka with Salima and a road
from Mua to the vicinity of Monkey Bay. The Project is more fully
described in Annex A hercto, the specific detaills of which may be

modified by written agreement of Borrower and A.I.D.



SECTION 1.03+ Borrower'!s Financing., In addition to, but
not in limitation of, Borrower's obligation to provide any other
resources or funds, in addition to the Loan, required to complete
the Project, Borrower agrees to finance not less than the dollar
equivalent ( as at the date of this Agreement ) of six hundred
thousand Malawi pounds (£600,000) of local costs and non-United

P
States foreign exchange costs of goods and services required for

the Project.

SECTION 1.04. Use of Funds Generated by Other United

States Assistance. The Borrower shall use for the Project, in lieu

of any United States dollars that would otherwise be disbursed under
the.Loan to finance the Local Currency Costs of the Project, any
currencies other than United States dollars that may become available
to the Borrower after the date of this Agreement in connection with
assistance (other than the Loan) provided by the United States of
America to the Borrower to the extent and for the purposes that
A.J.D. and the Borrower may agree in writing. Any such funds used
for the Project shall reduce the amount of the Loan (to the extent
that it shall not then have been disbursaed) by an equivalent amount
of United States dollars computed, as of the date of the agreement
between A.I.D. and the Borrower as to the use of such funds, at the
rate of exchange defined in the Special lLetter of Credit Implementa~

tion Memorandum referred to in Section 7.02 as in effect on such date,
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ARTICIE IT
Loan Terms

SECTION 2.01. Interest. The Borrower shall pay to A.I.D.
interest which shall accrue at the rate of two percent (2%) per
annum for ten years following the date of the first disbursement
hereunder and at the rate of two and one-~half percent (2‘5%) per
annum thereafter on the outstanding balance of Principal and on
any due and unpaid interest. Interest on the outstanding balance
shall accrue from the date of each respective disbursement (as such
date is defined in Section 7.04), and shall be computed on the basis
of a 365-day year., Interest shall be payable semiannually. The
first payment of interest shall be due and payable no later than
six (6) months after the first disbursement hereunder, on a date to
be specified by A.I.D,

SECTION 2,02, Repayment. The Borrower shall repay to
A I.D, the Principal within forty (40) years from the date of the
first disbursement hereunder in sixty-one (61) approximately equal
semiannual installments of Principal and interest. The first in-
stallment of Principal shall be payable nine and one-half (9%)
years after the date on which the first interest payment is due in
accordance with Section 2,01, A.I.D. shall provide the Borrower
with an amortization schedule in accordance with this Section after

the final disbursement under the Loan.



SECTION 2,03. Application, Currency, and Place of Payment
All payments of interest and Principal hereunder shall be made in

United States dollars and shall be applied first to the payment of
interest due and then to the repayment of Principal. Except as
A.J.D. may otherwise specify in writing, all such payments shall be
made to the Controller, Agency for International Development,
Washington, De C., U.S.A., and shall be deemed made when received

by the Office of the Controller,

SECTION 2.04. Prepayment. Upon payment of all interest
and refunds then due, the Borrower may prepay, without penalty, all
or any part of the Principal., Any such prepayment shall be applied
to the installments of Principal in the inverse order of their

maturity.

SSCTION 2.05. Renegotiation of the Terms of the lLoan.,

The Borrower agrees to negotiate with A.I.D., at such time or times
as A.I.D. may request, an acceleration of the repayment of the ILoan
in the event that there is any significant improvement in the

internal and external economic and financial position and prospects

of Malawi,



ARTICIE IIT

Conditions Precedent to Disbursement

SECTION 3.01. Conditions Precedent to Initial Disbursement.

Prior to the first disbursement or to the issuance of the first
Ietter of Commitment under the Loan, the Borrower shall, except as
A.I.D. may otherwise agree in writing, furnish to A.I.D. in form and
substance satisfactory to A.I.D.: |

(a) An opinion of the Attorney General of Borrower or of
other counsel acceptable to A.,I.D. that tﬁis Agreement has been duly
authorized and/op ratified by, and executed on behalf of, the
Borrower, and that it constitutes a valid and legally binding obliga~
tion of the Borrower in accordance with all of its terms;

(b) A statement of the names of the persons holding or
acting in the office of the Borrower specified in Section 9.02, and
a specimen signature of each person specified in such statement;

(¢) (1) An executed contract for supervisory engineering
services for the Project with a firm acceptable to A.I.D., or (ii)
another arrangement for such services for the Project vhich is
acceptable to 4.I.D.; and

(d4) If subsection (c) (i) of this Section shall not be
satisfied, an executed contract for construction management services
for the Project acceptable to A.I.D. with a firm acceptable to

A.I.D.



SECTION 3,02, Conditions Precedent to ‘Additional Disbursement

Prior to any disbursement or to the lssuance of any letter of Commitment
under the Loan for any'purpose other than to finance the services re-
Iferred to in Section 3.01, the Borrower shall, except as A.I.D. may
otherwise agree in writing, furnish to A.I.D. in form and substance
satisfactory to A.I.D.:

(a) Plans and specitications, cost estimates and time
schedules for carrying out the Project;

(b) A description of~construction equipment and materials
needed for the Project to be procured under the Loan and a statement
of the arrangement for their procurement;

(c) A budget and statement of the arrangements whereby
Borrower shall provide its financial contribution to the project
pursuant to Section 1.03;

(d) Evidence that Borrower nas taken all steps necessary
to acquire all rights of way or easements necessary to carry out the
Project;

(e) An executed contract for construction management
services for the Project acceptable to A.I.D. with a firm acceptable
to A.I.D., unless such contract has earlier been provided to A.I.D.

under Section 3.01 (d) of this Agreement;



(f) Bvidence that Borrower has made adequate arrangements
for maintenance of the Project which shall include (i) evidence that
an adequate highway maintenance organization has been or will be
promptly established and (ii) a detailed estimate of the cost of
adequate maintenance operations for the Project including assurance
that sufficient funds will be provided for this purpose; and

(g) Such other documents as A.I.D. may reasonably request.

SECTION 3.03. Terminal Dates for lMeeting Conditions

Precedent to Disbursement. Except as A.I.D. may otherwise agree in
writing, if the conditions specified in Section 3.01 shall not have
been met within two (2) months from the date of this Agreement, or
the conditions specified in Section 3.02 shall not have been met
within five (5) months from the date of this Agreement, A.ID., at
its option, may terminate this Agreement by giving written notice to
the Borrower., Upon such notice, Borrower shall repay any unrepaid
Principal and any accrued interest whercupon all other obligations
of the parties under this Agreement shall terminate.

SECTION 3.0L. Notification of Feetinpg of Conditions

Precedent to Disbursement. A.I.D. shall notify the Borrower upon

determination by A.I.D. that the conditions precedent to disburse~

ment specified in Sections 3,01 and 3,02 have been met.
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ARTICIE IV
General Covenants and Warranties

SECTION L4.0l, Execution of the Proiect.

(a) The Borrower shall carry out the Project with due
diligence and efficiency, and in conformity with sound engineering,
construction, financial, administrative and highway management and
maintenance practices. In this connection, the Borrower shall at
all times employ suitably qualified and experienced engineers to
be professionally responsible for the execution of the Project and
suitably qualified and competent construction experts to assist in
carrying out the Project. The Borrower shall further provide from
its own forces a sufficient number of suitably qualified and
experienced personnel to carry out the Project on a timely basis.

(b) The Borrower shall cause the Project to be carried
out in conformity with all of the plans, specifications, contracts,
schedules, and other arrangements, and with all modifications
therein, approved by A.I.D. pursuant to this Agreement.

SSCTION 4.02. Funds and Other Resources to be Provided

by Borrower. The Borrowsr shall provide promptly as needed all
funds, in addition to the Loan, and all other resources required fo
the punctual and effective carrying out of the construction main-

tenance and repair of the Project.



SECTION 4,03, Continuing Consultation. The Borrower and
A.I.D, shall cooperate fully to assure that the purpose of the Ioan
will be accomplished. To this end, the Borrower and A.I.D. shall
from time to time, at the request of either party, exchange views
through their representatives with regard to the progress of the
Project, the performance by the Borrower of its obligations under
this Agreement, the performance of the consultants, contractors,
and suppliers engaged on the Project, and other matters relating
to the Project.

SECTION 4,04e Operation and Maintenance., The Borrower

shall operate, maintain, and repair the Project in conformity with
sound engineering, financial and administrative practices and in
such manner as to insure the continuing and successful achicvement
of the purposes of the Project.

SECTION k.05, Taxation. This Agrecement, the Loan ard
any evidences of indebtedness issued in connection herewith shall
be frev from, and the Principal and interest shall be paid without
deduction for and free from, any taxation or fees imposed under the
laws in effect within the country of the Borrower. To the extent
that (a) any contractor, including any consulting or engineering
firm, any personnel of such contractor financed hereunder, and
any property or transactions relating to such contracts and (b)

any commodity procurement transaction financed hereunder, are not
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exempt from identifiable taxes, tariffs, duties, and other levies
imposed under laws in effect in the country of the Borrower, the
Borrower shall, as and to the extent prescribed in and pursuant to
Implementation Letters, pay or reimburse the same under Section
4402 of this Agreement with funds other than those provided under |
the Loan.

SECTION 4,06, Utilization of Goods and Services,

(a) Goods and services financed under the Ioan shall be
used exclusively for the Project, except as A.I.D. may otherwise
agree in writing., Upon completion of the Project, or at such other
time as goods financed under the Loan can no longer usefully be
employed for the Project, the Borrower may use or dispose of such
goods in such manner as A.I.D. may agree to in writing prior to
such use or disposition.

(b) Except as A.I.D. may otherwise agree in writing, no
goods or services financed under the Loan shall be used to promote
or assist any foreign aid project or activity associated with or
financed by any country not included in Code 935 of the A.I.D.
Geographic Code Book as in effect at the time of such use.

SECTION 4.07. Disclosure of iinterial Facts and Circume

stances. The Borrowsr represcents and warrants that all facts and
circumstances that it has disclosed or caused to be disclosed to
A.T.D. in the course of obtaining the Loan are accurate and
complete, and that it .has disclosed to A.I.D., accurately and
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completely, all facts and circumstances that might materially
affect the Project and the discharge of its obligations under this
Agreement. The Borrower shall promptly inform A,I.D. of any facts
and circumstances that may hereafter arise that might materially
affect, or that it is reasonable to believe might materially éffect,
the Project or the discharge of the Borrower's obligations under.
this Agreement,

SECTION 4.08, Commissions, Fees, and Other Payments,

(2) Borrower warrants and covenants that in connection
with obtaining the Loan, or taking any action under or with respect
to this Agreement, it has not paid, and will not pay or agree to
pay, nor to the best of its knowledge has there been paid nor will
there be paid or agreed to be paid by any other person or entity,
commissions, fees, or other payments of any kind, except as regular
compensation to the Borrower's full-time officers and employees or
as compensation for bona fide professional, technical, or comparable
services, The Borrower shall promptly report to A.,I.D. any payment
or agreement to pay for such bona fide professional, technical, or
comparable services to which it is a party or of which it has
knowledge (indicating whether such payment has been made or is to
be made on a contingent basis), and if the amount of any such
payment is deemed unreasonable by A.I.D., the same will be adjusted
in a manner satisfactory to A.I.D.
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(b) The Borrower warrants and covenants that no payments
have been or will be received by the Borrower, or any official of
the Borrower, in connection with the procurement of goods and ser-
vices financed hereunder, except fees, taxes, or similar payments
legally established in the country of the Borrower,

SECTION 4.09, Maintenance and Audit of Records., The

Borrower shall maintain, or cause to be maintained, in accordance
with sound accounting principles and practices consistently applied,
books and records relating both to the Project and to this Agreement.
Such books and records shall, without limitation, be adequate to
show:

(a) the receipt and use made of goods and services
acquired with funds disbursed pursuant to this

Agreement;

(b) the nature and extent of solicitations of pros-
pective suppliers of goods and services acquired;

(c) the basis of the award of contracts and orders to

successful bidders; and

(d) the progress of the Project.

Such books and records shall be regularly audited, in
accordance with sound auditing standarls, for such period and at
such intervals as A.I.D. may require, and shall be maintained for
five years after the date of the last disbursement by A.L.D. or
until all sums due A.I.D. under this Agreement have been paid, which-
ever date shall first occur.
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SECTION 4.10. Reports. The Borrower shall furnish té
A.ID. such information and reports relating to the Loan and to
the Project as A.I.D. may request.

SECTION 4.11. Inspection. The authorized representatives
of A.I.D. shall have the right at all reasonable times to inspect
the Project, the utilization of all goods and services financed
under the Loan, and the Borrower's books, records, and other
documents relating to the Project and the loan. The Borrower
shall cooperate with A.X.D. to facilitate such inspections and
shall permit representatives of A.I.D. to visit any part
of the country of the Borrower for any purpose relating to

the Loan,

SECTION L.12, Investment Guaranty Proiject Approval

by Borrower. The Borrower agrees that the construction work to
be financed under this Agreement is a project approved by the
Borrower pursuant to the Agreement between the Government of
Malawi and the United States of America on the subject of invest-
ment guaranties, and no further approval by the Government of
Malawi shall be required to pormit A.I.D. under that agreement

to issue investment guaranties covering a2 contractor's investment

in that project.
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ARTICIE V

Special Covenants and Warranties

SECTION 5,01, Feeder Roads. The Borrower agrees to
furnish to A.I.D,., within eighteen (18) months from the date of
this Agreement, in form and substance satisfactory to A.I.ﬁ.,
plans and specifications of, and proposed financing and construc-
tion arrangements for an adequate system of feeder roads
appurtenant to the Project. Borrower further agrees to cause
construction of said system of feeder roads to be completed not
more than eighteen (18) months after completion of the Project.
These obligations of Borrower are in addition to Borrower's

obligations under Section 4.02 of this Agreement.

ARTICIE VI
Procurcment

SECTION 6.,01. Procurcrent from the United States.

Except as A.I.D. may otherwisc agree in writing, disbursements
made pursuant to Section 7.01 shall be used exclusively to
finance the procurement for tho Project of gocds and services
having both their source and origin in the United States of
America. All ocean shipping and marine insurance financed under
the Loan shall have both their source and origin in the United

States of America.



SECTION 6,02, Procurement from Malawl. Disbursements

made pursuant to Section 7.02 shall be used exclusively to finance
the procurement for the Project of goods and services having both
their source and origin in Malawi.

SECTION 6,03, Lligibility Date. Except as A.I.D. may

otherwise agree in writing, no goods or services may be financed
under the Loan which are procured pursuant to orders or contracts
firmly placed or entered into prior to June 1, 1968 except for
finﬁncing of services under Borrower's contract dated May 29,
1967 with Tippetts-Abbett~licCarthy-Stratton,

SSCTION 6,04, Goods and Services Not Financed Under

loan., Goods and scrvices procurcd for the Project, but not
financed urder the Loan, shall have their source and origin in
countries included in Code 935 of the A.I.D. Geographic Code Book
as in effect at the time orders are placed for such goods and
services,

SxCTICH 6.05. Tmplementation of Procurcrent Dejuirements,

The definition applicable to the eligibility requirements of Sections
6.01, 6.02, and 6,0k will be set forth in detail in Implementation

Ietters,

SECTICH 6,06, Plans, Specifications, and Contracts,

(a) Except as A.I.D. may otherwise agree in writing, the

Borrowor shall furnish to A.I.D. promptly upon preparation, all
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plans, specifications, coné%ruction schedules, bid documents, and
contracts relating to the Project, and any modifications therein,
whether or not the goods and services to which they relate are
financed under the Loan,

(b) Except as A.I.D. may otherwise agree in writing, all
of the plans, specifications, and construction schedules furnished
pursuant to subsection (a) above shall be or have been approved by
AJ.D. in writing,

(¢) A1l bid documents and documents related to the solici-
tation of proposals relating to goods and services financed under
the Loan shall be or have been approved by A.I.D. in writing,

(d) The following contracts financed under the Loan shall
be or have been approved by A.I.D. in writing prior to their
execution:

(1) contracts for engineering and other professional

services;
(11) contracts for construction managerent services;

(iii) contracts for such other services as a.I.D. may

specify; and

(iv) contracts for such equipment and materials as
A.I.D. may specify.



In the case of any of the above contracts for services, A.I.D. shall
aiso approve in writing the contractor and such contractor personnel
as A.J.D. may specify, Material modifications in any of such
contracts and changes in any of such personnel shall also be

approved by A.JID, in writing prior to their becoming effective.

SECTION 6,07. Reasonable Price, No more than reasonable

prices shall be paid for any goods or services financed, in whole

or in part, under the Loan, as more fully described in Implementa~
tion Letters., Such items shall be procured on a fair and, except

for professional services, on a competitive basis in accordance

with procedures therefor prescribed in Implementation Letters,

SSCTION 6,08, Empnloyment of Third-Ccuntrv laticnals

Under Constructicn Contracts. The employment of personnel to perform

services under construction contracts finarnced under the Loan shall
be subject to requirements with respect to third-country nationals

prescribed in Implementation ILetters,

SECTION 6.09., Shipnins and Insurance.,

(a) Goods procured from the United States and financed
under the Loan shall be transported to the country of the Borrover
on flag carriers of any country included in Code 935 of the A.I.D.

Geographic Code Book as in offect at the time of the shipment,
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(b) At least fifty percent (50%) of the gross tonnage of
 all goods procured from the United States. and financed under the
"Loan (computed separately for dry bulk carriers, dry cargo liners,
and tankers) which shall be transported on ocean vessels shall be
transported on privately owned United States flag commercial
vessels unless A.I.D. shall determine that such vessels are not
available at fair and reasonable rates for United States flag
commercial vessels, No such goods may be transported on any ocean
vessel (or aircraft) (i) which A.I.D., in a notice to.the Borrower,
has designated as ineligible to carry A.I.D.-financed goods or
(ii) which has been chartered for the carriage of A.I.D.~financed
goods unless such charter has been approved by AJI.D.

(¢) If in connection with the placement of marine
insurance on shipments financed under United States legislation
authorizing assistance to other nations, the country of the
Borrower, by statute, decree, rule, or regulation, favors any
marine insurance company of any country over any marine insurance
company authorized to do business in any state of the United States
of America, goods procurcd from the United States and financed
urder the Ioan shall during the continuance of such discrimination
be insured against marine risk in the United States of America with
a company or campanics authorized to do a marine insurance business

in any state of tho United States of America.
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(d) The Borrower shall insure, or cause to be insured,
all goods procured in the United States and financed under the
Loan against risks incident to their transit to the point of their
use in the Project. Such insurance shall be issued upon terms and
conditions consistent with sound commercial practice, shall insure
the full value of the goods, and shall be payable in the currency
in which such goods were financed, Any indemnification received by
the Borrower under such insurance shall be ﬁsed to replace or repair
any material damage or any loss of the goods insured or shall be used
to reimburse the Borrower for the replacement or repair of such
goods. Any such replacement shall be of United States source and
origin and otherwise subject to the provisions of this Agreement.

SECTION 6.10. Information and lMarking. Borrower shall

give publicity to the Ioan amd the Project as a program of United
States aid, identify the Project site, and mark goods financed under
the Loan, as prescribed in Implementation Letters.

SZCTION 6.11., Notification to Potential Supnliers. In

order that all United States firms shall have the opgortunity to
participate in furnishing goods and services to be financed under
the Loan, the Borrower shall furnish to A.I.D. such information with
regard thercto, and at such time, as A.I.D. may request in Imple-

mentation Letters,
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ARTICI.E VI
Disbursements

SECTION 7.,0l. Disbursement for United States Dollar Costs -

Ietters of Commitment to United States Banks. Upon satisfaction of

conditions precedent, the Borrower may, from time to time, request
A.ID. to issue letters of Commitment for specified amounts to one
or more United States banks, satisfactory to A.I.D., committing
A.ID. to reimburse such bank or banks for payments made by them
to contractors or suppliers, through the use of Letters of Credit
or otherwise, for dollar cocts of goods and services procured for
the Project in accordance with the terms and conditions of this
Agreement., Payment by a bank to a contractor or supplier will be
made by the bank upon presentation of such supporting documentation
as A.I.D. may prescribe in ILetters of Commitment and Implementation
letters. Banking charges incurred in connection with Letters of
Commitment and Letters of Credit shall be for the account of the
Borrower and may be financed under the Loan.

SECTION 7.02. Disbursement for Local Currency Costs.

Upon satisfaction of conditions precedent, the Borrower may, from
time to time, request A.I.D. to finance Local Currency Costs of
goods and services procured for the Project in accordance with the
terms and conditions of this Agreement by submitting to A.I.D. such

supporting documentation as A.I.D. may prescribe in Implementation



Ietters. A.I.D., at its option, may finance such Local Currency
Costs either by:

(a) making such local currency available from
currency of the country of the Borrower ovmed
by the U.S. Government and obtained by A.I.D.
with United States dollars; or

(b) (i) requiring the Borrower to make available
local currency in a manner satisfactory to
A.I.D. for the payment ¢f such Local Currency
Costs and

(ii) thereafter making available to Borrower,
through the opening or amendment of Special
Ietters of Credit by A.I.D. in favor of
Borrower of its designee, an amount of United
States dollars equivalent to the amount of
local currency made available hereunder, which
dollars shall be utilized for procurement from
the United States in accordance with require-

ments prescribed by A.I.D.
The United States dollar equivalent of the local currency made
" available hereunder will be, in the case of local currency made
available as described in paragraph (a) above, the amount of
United States dollars required by A.I.D. to obtain the currency
of the country of the Borrower and, in the case of local
currency made available as described in paragraph (b) above, an
amount calculated at the rate of exchange specified in the Special
Ietter of Credit Implementation Memorandum to be entered into
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between Borrower and the United States of America as of the date

of opening or amendment of the applicable Special Ietter of Credit.
SECTION 7.03., Other Forms of Disbursement. Disbursements

of the Loan may also be made through such other means as the Borrower

and A.I.D. may agree to in writing.

SECTION 7.04. Date of Disbursement. Disbursements by

A.I.D. shall be deemed to occur, (a) in the case of disbursements
pursuant to Section 7.01, on the date on which A.I.D. makes a dis-
bursement to a banking institution pursuant to a Letter of Commitment,
and (b) in the case of disbursements pursuant to Section 7.02,

on the date on which A.I.D. disburses the local currency to the
Borrower or its designee or on the date on which A.I.D. opens or
amends the Special Letter of Credit referred to in Section 7.02, as
the case may be,

SECTION 7.05. Terminal Date for Disbursement. Except as

A.I.D. may otherwise agree in writing, no Letter of Commitment,

or other commitment documents which may be called for by another

form of disbursement under Section 7.03, or amendment thereto shall

be issued in response to requests received by A.I.D. after December 1,
1971, and no disbursement shall be made against documentation received
by A.I.D., or any bank described in Section 7.0l after June 1, 1972,
A.I.D., at its option, may at any time or times after June 1, 1972,
reduce the Loan by all or any part thereof for which documentation

was not received by such date.
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ARTICIE VIIT

Cancellation and Suspension

SECTION 8,01. Cancellation by the Borrower. The

Borrower may, with the prior written consent of A.I.D., by written

notice to A.I.D., cancel any part of the Loan (i) which, prior to

the giving of such notice, A.I.D. has not disbursed or committed

itself to disburse, or (ii) which has not then been utilized through

the issuance of irrevocable Ietters of Credit or through bank pay-

ments made other than under irrevocable Ietters of Credit.

SECTION 8.02. Events of Default: Acceleration. If any

one or more of the following events ('Events of Default") shall occur:

(a)

(o)

(c)

The Borrower shall have failed to pay when due
any interest or installiment of Prin~ipal required

under this Agreement;

The Borrower shall have failed to comply with any
other provision of this Agreement, including, but
without limitation, the obligation to carry out

the project with due diligence and efficiency;

The Borrower shall have failed to pay when due any
interest or any installiment of Principal or any
other payment required under any other loan agree-
ment, any guarenty agreement, or any other
agreement between the Borrower or any of its
agencies and A.I.D., or any of its predecessor

agencies,

then A.I.D. may, at its option, give to the Borrower notice that all
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or any part of the unrepaid .Principal shall be dus and payable
sixty (60) days thereaftor, and, unless the Event or Default is
" cured within such sixty (60) days:

(1) such unrepaid Principal and any accrued interest
hereunder shall be due and payable immediately; and

(11) the amount of any further disbursements made under
then outstanding irrevocable letters of Credit or
otherwise shall become due and payable as soon as
made.

SECTION 8.03. Suspension of Disbursement. In the event

that at any time:
(a) An Event of Default has occurred;

(b) An event occurs that A.I.D. determines to be an
extraordinary situation that makes it improbable
either that the purpose of the Loan will be attained
or that the Borrower will be able to perform its

obligations under this Agreement;

(¢) Any disburscment by A.I.D. would be in violation of

the legislation governing AJI.D., or

(d) The Borrower shall have failed to pay when due any
interest or any installment of Principal or any
other payment required under any other loan agree-
ment, any guaranty agrecment, or any other agreement
between the Borrower or any of its agencies and the
Governmont of the United States or any of its

agencies;
Then A.I.D. may, at its option:
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(1) suspend or cancel outstanding commitment documents to
the extent that they have not been utilized through
the issuance of irrevocable letters of Credit or
through bank payments made other than under irrevocable
Ietters of Credit, in which event A.I.D. shall give
notice to the Borrower promptly thereafter;

(11) decline to make disbursements other than under out-

standing commitment documents;
(11i) decline to issue additional commitment documents;

(iv) at A.I.D.'s expense, direct that title to goods
financed under the Loan shall be transferred to
A.I.D. if the goods are from a source outside the
country of the Borrower, are in a deliverable state
and have not been offloaded in ports of entry of
the country of the Borrower. Any disbursement made
or to be made under the Loan with respect to such
transferred goods shall be deducted from Principal.

SECTION 8.04L. Cancellation by A.I.D. Following any

suspension of disburscments pursuant to Section &,03, if the cause
or causcs for such suspension of disburscements shall not have been
eliminated or corrccted within sixty (60) days from the date of
such suspension, A.IL.D. may, at its option, at any time or times
thercafter, cancel all or any part of the Loan that is not then
either disburscd or subject to irrevocabic ILetters of Credit,
SZCTION 8.05. Continued Effectiveness of Apgreement.
Notwithstanding any cancellation, suspension of disbursement, or
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continue in full force and effect until the payment in full of

all Principal and any accrued interest hereunder.

SECTION 8,06 Refunds.

(a) In the case of any disbursement not supported by
valid documentation in accordance with the terms of this Agreement,
or of any disbursement not made or used in accordance with the terms
of this Agreement, A.I.D., notwithstanding the availability or
exarcise of any of the other remedies provided for under this Agree-
ment, may require the Borrower to refund such amount in United States
dollars to A.I.D. within thirty days after receipt of a request
-therefor, Such amount shall be made available first for the cost
of goods and services procured for the Project hereunder, to the
extent justified; the remainder, if any, shall be applied to
the installments of Principal in the inverse order of their maturity
and the amount of the Loan shall be reduced by the amount of such
remainder, Notwithstarding any other provision in this Agreement,
A.I.D.'s right to require a refund with respect to any disburse-
ment under the Loan shall continue for five years following the
date of such disbursement.

(b) In the event that A.I.D. receives a refund from any
contractor, supplier, or banking institution, or from any other
third party connected with the Loan, with respect to goods or ser-
vices financed under the Loan, and such refund relates to an
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gnreasonable price for goods or services, or to goods that did

not conform to specifications, or to services that were inadequate,
A.ID. shall first make such refund available for the cost of goods
and services procured for the Project hereunder, to the extent
Jjustified, the remainder to be applied to the installments of
Principal in the inverse order of their maturity and the amount

of the Loan shall be reduced by the amount of such remainder.

SECTION 8.07. Expenses of Collection. All reasonable

costs incurred by A.I.D., other than salaries of its staff, in
connection with the collection of any refund or in connection with
amounts due A.I.D. by reason of the occurrence of any of the events
specified in Section 8,02 may be charged to the Borrower md re-
imbursed to A.I.D. in such manner as A.I.D. may specify.

SECTION 8,08. Nonwaiver of Remedies. No delay in

exercising or omission to exercise any right, power, or remedy
aceruing to A.I.D. under this Agreement shall be construed as a

waiver of any of such rights, powers, or remedies,

ARTICIE IX

Miscellaneous

SECTION 9.0l. Commnications. Any notice, request,

document, or other communication given, made, or sent by the Borrower
or A.I.D. pursuant to this Agreement shall be in writing or by
* -27-



telegram, cable, or radiogram and shall be deemed to have been
duly given, made, or sent to the party to which it is addressed
when it shall be delivered to such party by hand or by mail,

telegrams, cable, or radiogram at the following addresses:

TO BORROWER:

Mail Address: Secretary to the Treasury
Ministry of Finance
P.0. Box 53
Zomba, Malawi

Cable Address: FINSEC

TO A.I.D. (Thiee copies):

Mail Address: Office of Capital Development and Finance
Bureau for Africa
Agency for International Development
¢/o A.I.D. Affairs Officer
American Embassy
Blantyre, Malawi

. Other addresses may be substituted for the above upon the giving of
notice. All notices, requests, communications, and documents
submitted to A.I.D. hereunder shall be in English, except as A.I.D.

may otherwise agree in writing.
SECTION 9,02, Representatives., For all purposes relative

to this Agreement, the Borrower will be represented by the individual
holding or acting in the office of Permanent Secretary to the
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Treasury. Such individual shall have the authority to designate
additional representatives by written notice. In the event of any
replacement or other designation of a representative hereunder,
Borrower shall submit a statement of the representative's name and
specimen signature in form and substance satisfactory to A.I.D.
Until receipt by A.L.D. of written notice of revocation of the
authority of any of the duly authorized representatives of the
Borrower designated pursuant to this Section, it may accept the
signature of any such representative or representatives on any
instrument as conclusive evidence that any action effected by
such instrument is duly authorized.

SECTION 9.03. Implementation letters. A.IJD. shall from

time to time issue Implementation Letters that will prescribe the
procedures applicable hereunder in connection with the implementation
of this Agreement.

SECTION 9.04. Promissary Notes., At such time or times

as A.I.D. may request, the Borrower shall issuec promigsory notes
or such other cvidences of indebtedness with respect to the Loan,
in such form, containing such terms and supported by such legal
opinions as A.I.D. may rcasonably rcquest.

SECTICN 9,05, Termination Upon Full Payment. Upon

payment in full of the Principal and of any accrucd interost, this
Agrecment and all obligations of the Borrower and A.I.D. under this
Loan Agreement shall torminate.
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IN WITNSSS WHEREQF, Borrower and the United States of

America, each acting through its respective duly authorized

representative, have caused this Agreement to be signed in their

names and delivered as of the day and year first above written.

THE GOVEQNME?F OF, HmlAﬁgy//
A(&/m f

By:

Title: Minister of Finance

UNITED STATES OF AMZRICA

By: ?7’0&“6 W/ 4l éf &:M
Title: /MJ/MWM%’V |




ANNEX A
DESCRIPTION OF PROJECT

The project consists of the provision of materials and
services required for construction of approximately 126 miles of
secondary highway and structures in the Lakeshore area of Malawi.
The route consists of two sections, The longer section extends |
northwards from a junction with the Zomba-~Lilongwe highway near
Balaka for a distance of about 90 miles, to the town of Salima.
The section generally parallels an existing railroad connecting
the two towns of Balaka and Salima. The shorter 36-mile section
extends eastward from a junction with the north-south section near
Mua Mission to a junction with the Monkey Bay - Fort Johnston
highway on the shore of Lake Malawi. Design details include the
construction of the hignway embankment, a six inch gravel surface
and a single bituminous surface trecatment. ZEleven, two-lane
bridges and several major culvert structures, as well as minor
drainage appurtenances are also included in the project,

The technical services and goods financed under this
project will include contracts with such U.S. firms as are required
to manage and supervise the construction by both Malawi public
works personnel and supplementary U.S. construction expertise, Tho
loan will also finance procurement of U.S. constaction equipment

and spare parts and construction materials required for construction,





