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agricultural inputs such as fertilizers and

ilmproved seeds; equipment and machinery for farm use; commodity support for
agencies which provide agricultural services; and commodities in support of a
proposed FY 1983 development project in poppy-growing areas of the North West

Frontier Province.

This document describes the second tranche of a proposed

$300 million program over the period 1982-87, which is designed to increase the
productivity of the agricultural sector and provide balance of payments support.
Subject to subsequent A.I.D. program approval, availability of funds and the
mutual agreement of the Governments of the United States and Pakistan to proceed,
amendments to this PAAD may provide additfonal funds over the period 1984-87.

All rupees accruing to the Cooperating Country from the sale or transfer of
lwported commodities shall be deposited in a special account and shall be
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mutually programmed by A.I.D. and the Cooperating Country for use in
development activities in such areas as agriculture, rural development,
water resources, energy, population, education, health or any other area
which both parties may mutually agree to in writing and, where appropriate,
may be used to reduce opium poppy production, or, if the parties agree,

to pay U.S. administrative costs in Pakistan.

The Cooperating Country shall repay the loan to A,I.D. in U.S. dollars
within forty (40) years from the date of the first disbursement of the
loan, including a grace period of not to exceed ten (10) years. The
Cooperating Country shall pay to A.I.D. in U.S. dollars interest from
the date of the first disbursement of the lo&n at the rate of

two percent (2%) per annum during the grace period and three percent
\3%) per annum thereafter, on the outstanding disbursed balance of the
loan and on any due and unpaid interest accrued thereon., -~

Except as A.I.D. may otherwise agree in writing, goods and services
financed by A.I.D. under this program, except for ocean shipping of
fertilizer financed under the program, shall have their source and
origin in the United States or in the Cooperating Country., Ocean
shipping for all commodities except fertilizer shall be on flag vessels
of the United States or the Coopereting Country omly. For fertilizer
only, shipping shall also be authorized on flag vessels from A.I.D,
Geographic Code 935 countries, and shall be eligible for financing by
A.I.D. under this program.
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I. SUMMARY AND RECOMMENDATIONS

A. Recommendations

1. Funding

USAID/Fakistan recommends the FY 1983. authorization
of $60 million, consisting of $40 million in loan funds
and $20 million in grant funds, to finance the importation
of agricultural equipment, fertilizer and other commodities
in support of agriculture sector activities. These funds
represent the second tranche of a contemplated $300 million
five-year program to finance agricultural commodities and
equipment, all of which will be designed to achieve the
balance of payments and agricultural productivity
purposes of the U.S. Economic Assistance Program in
Pakistan.

Loan Terms: Repayment period 40 years frcm the date of
first disburscement, including a ten-year grace period.
Interest at 2 percent annually during the grace period,
3 percent thereafter.

2. Geographic Code

Except as A.I.D. may otherwise agree in writing,
source and origin of goods and services financed under this
Program shall remain the same as in the existing
authorization. (See Annex A.3.)

3. Shipping Differential

USAID/Pakistan recommends that the freight cost
differential between U.S. and non-U.S. flag carriers for
loan-financed shipments under this Program be converted
to a grant in accordance with FAA Section 640 C. Annex A.4.
contains cables concerning this issue.

B. Summary Program Amendment Description

1. The Program

The FY 1982 $60 million tranche of the Agricultural
Commodities and Equipment (ACE) Program initiated the first
major activity of the renewed U.S. Econcmic Assistance
Program in Pakistan. The Program is designed to promote
the productivity of the agriculture sector througn the
provision of needed imported commodities and equipment
and to provide balance of payments support. Commodities
financed under the Program may support agricultural
activities with a short to medium-term impact, such as



fertilizer or other production inputs and storage or grain
handling equipment; or those with a longer-term impact,
such as equipment for public sector institutions which
provide services to the agriculture sector.

The Program also serves as one instrument of the agri-
cultural policy dialogue with the GOP, along with a major
PL 480 Title I Program and other specific projects in the
agriculture sector. Policy Implementation options designed
to promote productivity and expand the role of the

private sector are discussed during Program negotiations
and are included in the Program or Project Agreement as
appropriate,

2. FY 1982 Activities

The FY 1982 Program financed the importation of
130 thousand metric tons (MT) of diammonium phosphate (DAP)
fertilizer, valued at $32.8 million, and earthmoving and
workshep equipment and spare parts, valued at $24.0 millionm,
for the use of the four Provincial Irrigation Departments
(PIDs). Fertilizer deliveries were completed in late
November 1982. Equipment is being procured with the
assistance of two Procurement Services Agents (PSAs); deliveries
are expected to begin in August 1983. The equipment will
be ugsed to support the objectives of USAID/Pakistan's
FY 1983 Irrigation Systems Management (ISM) Project
(391-0467), which will be co-financed by the World Bank
(IBRD) through its International Development Association
(IDA) affiliate under the Irrigation Systems Rehabilitation
(ISR) Project. The equipment was included in the ACE Program
following IBFD and USAID/Pakistan's determination that
the equipment was needed, would be effectively utilized
and maintained, and was justified in advance of the final
design of the ISM project. The ability to initiate
procurem=nt of these long lead items through the PAAD
mechanism will greatly accelerate the implementation of
the ISM project.

No specific policy actions were proposed as part of the

Y 1982 Program Agreement. Several policy studies,

however, have either been completed or are in the final
stages of completion in the areas of fertilizer marketing

and the edible oil industry to identify policy implementation
options. (See Section 1V.)

3. FY 1983 Activities

Proposed allocations for the FY 1983 Program are
shown in Table 1 and are summarized below:



PROPOSED FY 1983 PROGRAM AMENDMENT IMPORT COMPOSITION

Provisional Allccations 2°

(In $ Million)

Category of Commodities Loan Crant
l. Fertilizer
a, 125,000 MT of Diammonium Phosphate
(DAP) 3.0 2/ -
b. 10,000 MT of 7Triple Super
Phosphate (TSP)
2. Irrigation Equipment
a. Earthmoving and Workshop Equlipment for
the Irrigation Systems Management Project - 5.0
b. Hydraulic Measurement Equlipment for the
Irrigation Systems Management Project - 1.0
c. Excavating Machinery for the Sind
and Punjab Irrigation Departments - 3.5
d. Flood Protection Equipment for the
Punjab Irrigation Department - 1.6
e. Irrigation Pumps for the Northwest
Frontier Province lrrigation Department - 1.0
3. Drilling Rigs for the Sind Agricultural
Engineering Department - 1.2
4. Commodities for the Agriculturgl Production,
Distribution, and Storape I'roject 1.0 3.5
5. Commodities for the Forestry Planning
and Development Project 5.0 -
6. Additional Commodities
a. uerall Tractors
b. Breeding Rams - 1.0
¢. Miscellaneous ltems
d. Commodities in Ssupport ot development
actities in poppy growing areas - «5
7. Procurement Services Agent (s) Fee at 8%
(for 2.a. - 2.e, 4.y, and 5 only) - 1.7
TOTALS 40.0 20.0
a/ All figures include the estimated costs of the commodities/equipment,
freight and insurance, as well as inland transportation for the irrigation
equipment only,
b/ Approximately $1.0 millien in loan funds remains unearmarked under the

FY 1982 program (see Annex E) and will be applied to the.costs of the
fertilizer to be procured under the FY 1983 program.



a, Fertilizer

1/

[Imports of 335.0 million worth of Diammonium
Phosphate (DAP) and Triple Super Phosphate (TSP) are
planned. At projected international prices, including
freight and insurance, the quantity of fertilizer supplied
would be about 125,000 MT of DAP and 10,000 MI' of TSP.
This quantity will provide 62,100 Nutrient Merric
Tons (NMT) of phosphorous.

b. Irrigation Equipment

A total of 3121 million worth of equinment is
~contemplated, consisting of: (i) earthmoving and workshop
- equipment for the four PIDs in support of the ISM Project
(85.0 million); (ii) hydraulic measurement equipment for
the Alluvial Channel Observation Project (ACOP), an
implementing entity under the ISM Project, and several
of the PIDs ($1.0 million); (iii) excavating machinery
for the Sind and Punjab PIDs ($3.5 million); (iv) flood
protection equipment for the Punjab PID ($1.6 million);
and, (v) irrigation pumps for the Northwest Frontier
Province PID ($1.0 million).

c. Drilling Rigs

Six power drilling rigs, valued at an estimated
$1.2 million, for sinking tubewells will be procured for
the Agriculture Engineering Department of the Government
of the Sind.

d. Commedities for the Agricultural Production,
Distribution, and Storage Project

Approximately $4.5 m:llion has been allocated
under the FY 1983 ACE Prougram for the procurement of data
collection and analysis and post-harvesr grain handling and
storage equipment to be used in support of the Food Security
and Data Collection and Analysis Components of USAID/Pakistan's
FY 1983 Agricultural Production, Distribution, and Storage
(APDS) Froject (391-0476). This project is currently in
the design phase, and the estimated cost of the equipment
required for the project will exceed the funds available
under the project. As in the case of the ISM project, the
ability to initiate procurement of commodities for the
APDS Project through the PAAD mechanism will greatly
accelerate the implementation of the APDS Project.

1/ Consisting of $34.0 million under the FY 1983 program
and $1.0 million under the FY 1982 program.



e. Comnodities for the Forestry Planning,
and Develcpment Project

Eartihmoving and land clearing, nursery,
surveying, watering, research and analytical, and transport
equipment as well as education/information commodities,
valued at approximately $5.0 million, are expected to be
imported under the FY 1983 ACE Program to be used in
support of USAID/Pakistan’'s FY 1983 Forestry Planning
and Development (FPD) Project (391-0481). This project
is currently in the design phase, and the estimated cost
of the equipment required for the project will exceed the
funds available under the project. In addition, the
ability to initiate procurement of commodities for the
FPD Project through the PAAD mechanism will greatly
facilitate implementation of the FPD Project.

f. Additional Commodities

Approximately $1.0 million has been provisionally
allocated for the procurement of the following items:

i. Small Tractors

Importation of about fifty (50) small size (below

35 engine herse power) tractors fop sale to farmers and/or use
at agricultural research stations is contemplated to support

the GOP's policy to encouraze small farm technology.

ii. Breeding Rams

Imp~rtation of about twenty (20) breeding
rams is planned to support a herd improvement program in
the Northwest Frontier Province which will be financed in
part by the Australian Covernment.

iii, Miscellaneous Small Value Items

To respond to targets of opportunity, some
funds may be made available under the ACE Program te finance
small value items which are consistent with the overall
objectives of this program and which support GOP, other
donor. and/or other USAID/Pakistan projects.

iv. Support to Development in Poppy Growing Areas

Approximitely $500,000 has been provisionally
allocated for support of development activities in poppy producing
areas. These items will be identified as project design proceeds
for the Area Development Project in the North West Frontier Province
(391-0485), which is expected to directly address the need for alter-
native development opportunities in areas which now depend heavily
on poppy production.

C. Statutory Criteria and Mission Director's
Certifications

The statutory checklists and Mission Director's
611(e) and 612(b) certifications contained in the original
PAAD remain valid.



D. Program Amendment Issues

1. Policy Dialogue

The APAC approval cable for the original PAAD
specifically emphasized AID/Washington's interest in the
degree to which policy considerations would be addressed
by the ACE Program and the way in which the policy dialogue
would be carried out. 1In response to AID/Washington's
request, the Mission sent a cable to AID/Washington in
January 1983 which provided a preliminary overview of
agricultural sector policy lssues, dialogue, and studies.
(See Annex A.5.) A more complete discussion of these issues
1s contained in Section IV. of this PAAD Amendment.

2. FY 1982 Program Evaluation

In accordance with the Evaluation Plan in the
original PAAD, a two-person team of AID/Washington officials
conducted an evaluation of the first nine months of
implementation experience under the FY 1982 Program.

Annex A.6. contains a summary of the draft conclusions

and recommendations of the evaluation team. Section II.B.
of tnis PAAD Amendment discusses the evaluation findings
and identifies in particular those lessons learned from

the evaluation which have been incorporated into the design
of the FY 1983 Program Amendment.

E. Contributors ro the PAAD Amendment

The following individuals contributed to the develop-
ment of this PAAD Amendment: .

Mr. Russel Backus - Assistant Rural Development
Officer, Office of Agriculture
and Rural Development,

USAID/Pakistan

Mr. John S. Blackton - Chief, Office of Program,
USAID/Pakistan

Dr. Ronald V. Curtis - Chief, Office of Agriculture

and Rural Development, USAID/Pakistan

Ms. Kimberly Finan - Assistant Project Development
Officer, Office of Froject
Development and Monitoring,
USAID/Pakistan
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IT. BACKGROUND

A. Relationship to Economic Assistance Program

Like the U.S. Economic Assistance Program of which it is
a part, the ACE Program provides foreign exchange for balance
of payments support and promotes specific development
activities by financing imports of critical agriculctural
ccmmodities and equipment. It serves as an important vehicle,
in conjunction with other el'ements of the assistance package,
for carrying out the agricultural policy dialogue. Local
currency generations from the sale of commodities imported
under this Program assist the GOP in carrying out important
investment activities in the agriculture sector. Thus the
ACE Program addresses major objectives of the U.S. Economic
Assistance Program in Pakistan, namely, providing foreign
exchange, expanding imports critical to agricultural
productivity, and promoting implementation of key policy
changes.

B. FY 1982 Program

1. Implementation Experience

Implementation has progressed satisfactorily. The
basic rationale of the Program has proven sound, and the
mode of implementation, while not without some problems,
remains appropriate for most of the commodities expected
to be financed under the FY 1983 tranche.

a. Fertilizer

Fertilizer imports were undertaken through host
country procurement procedures by the Pakistan Embassy in
Washington,D.C., with the assistance of SER/COM, AID/Washington,
with no significant problems. Deliveries were completed in
November 1982 as scheduled and well in time for fertilizer
application during the 1982/83 rabi crop season. As of
March 31, 1983, $32.8 million of the $34.0 million provisionally
allocated for fertilizer had been fully disbursed. (See Annex E.)

b. Equipment

Procurement of equipment is in progress by two
Procurement Services Agents(PSAs) contracted under host country
contracting competitive procedures, with USAID/Pakistan
acting as Agent of the GOP, Equipment is expected to begin
arriving in August 1983, A substantial effort was required
on the part of the Mission to solicit proposals from PSAs
and evaluate offers and to assist the GOP to negotiate
contracts and arrange for the preparation and review of
equipment specifications. When the equipment arrives, the
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Mission will be responsible for clearing the goods through
customs and for ensuring that appropriate arrangements have
been made in accordance with previously agreed upon procedures
to enable the GOP to deliver the equipment to the provinces

in a timely and efficient manner. ‘

The complexities of the PSA contracting and equipment
specification process proved more time-cor.cuming than had
been anticipated, but delivéry of most of the earthmoving
equipment 1is expected by December 1983. Arrival of the
worksnop equipment and spare parts will be delayed by several
months because of unanticipated problems associated with
obtaining the timely approval of equipment lists by the four
PIDs. The progress achieved to date compares most favorably
with the equipment procurement performance experienced through
other procedures under earlier A.I.D. projects in Pakistan.
The early arrival of equipment will significantly expedite
implementation of the ISM Project.

c. Policy Studies

To strengthen the role of this Program as an
instrument for agricultural policy dialogue, a study on
Pakistan's agricultural development policy options was
undertaken and has been completed. More specific edible oil
and fertilizer sub-sector studies have also been undertaken,
These sub-sector policy studies explore policy implementation
choices conducive to more favorable agricultural performance,
including an enhanced private sector role, which will gerve
as the bases for discussions with the GOP. Recommendations
of the fertilizer marketing study for a greater and more
independent fertilizer distribution role for private companies
have been a particular focus of negotiations for the FY 1983
tranche of this Program. The edible oil industry study,
scheduled for completion in May 1983, will shape the design
of the Agricultural Production, Distribution and Storage
(APDS) Project (391-0476).

2. Evaluation Findings

In December 1982, a two-member evaluation team from
AID/Washington reviewed the implementation experience for the
first nine months of the Program and concluded:

"Implementation of the Program activities during
the first nine months of the first tranche.... has progressed
on schedule and has basically conformed to design plans.
Activities intended for the first nine months have been
accomplished and the program has made significant progress in
achieving the primary objective of the first tranche -- providing
balance of payments support. The evaluation team supports the
continuation of this program and offers ... more specific
conclusions and recommerndations in the design of the subsequent
tranches",
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A copy of the draft conclusions and recommendations of the
evaluation team is included in Annex A.6. A summary of the
major findings and those lessons learned from the evaluation
which have been incorporated into the design of the FY 1983
Program are provided below. .

a. Procurement

i. Fertilizer

Fertilizer procurement went smcothly and on
schedule. There were no significant problems though negotiations
between SER/COM and the GOP over charter party terms were
sonewhat protracted. The evaluation team, therefore, recommended,
and the Mission has already taken steps (See Section VI.)
to ensure that for future fertilizer procurements, discussions
between SER/COM and the GOP on charter party terms begin weil
in advance of tendering. The team also recommended and the
Mission plans to institute a system of selective monitoring
of the warehousing procedures for A.I.D.-financed fertilizer.

ii. Equipment

The evaluation team noted the unusual character
of USAID/Pakistan's role in the equipment procurement process
and the heavy administrative burden associated with it. The
Agent arrangement was viewed to bring with it a "fiduciary
responsibility to the GOP'", and it was accordingly suvggested
that USAID/Pakistan '"should move cautiously in determining
what functions it will perform'" and to avoid especially
taking '"physical possession of any equipment'. The team also
suggested that USAID/Pakistan consider, as an altermative,
traditional host country procurement arrangements with SER/COM
involvement and, re%ardless of the procurement approach, to
bring on board a full-time experienced procurement specialist.
The team states, however, that "despite the risks associated
with USAID's role as agent of the GOP, the evaluation team
does not necessarily believe the agent role should be
abandoned". As regards implementation progress, the team found
that the existing arrangements were working.

The team further observed that "it is too early to make a
judgement on these procurement arrangements'" and recommended
that "after current procurement actions have been completed,
USAID should conduct a thorough review to provide more
definitive findings on the procurement arrangements'". USAID/
Pakistan supports this recommendation and plans to conduct
such a review as part of the next scheduled program evaluation
(See Section VI.) In addition, several of the team's findings
and recommendations relating specifically to the management,
selection, and contracting procedures employed by the Mission
have been duly noted and incorporated into the Mission's
implementation plans for the FY 1983 Program.
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The use of PSAs coupled with an active role for USAID/

Pakistan as an Agent of the GOP, was determined by USAID/
Pakistan and the GOP to be the most efficient, expeditious,

and cost-effective way of procuring equipment in order to
maximize the balance of payments impact of the Program. Key

COP officials and the Mission are fully satisfied with the
approach and the progress to date. The experience gained and
lessons learned from the FY 1982 Program should greatly
facilitate the smooth and timely implementation of this same
procedure under the FY 1983 Program. The recent addition to.

the Mission's staff of a direct-hire Contracting Officer with
procurement experience and two highly experienced Executive
Officers, coupled with the TDY assistance of SER/COM specialists
will enable the Missicn to carry ocut its administrative and
monitoring responsibilities in a timely and effectiv: manner.

In the Mission's judgement, future PSA contracting should
proceed much more smoothly, and the risk associated with this
procedure should be no greater than in any other area of A.I.D's
work,

b. Policy Studies

To facilitate agricultural policy dialogue with
the GOP, the PAAD proposed special studies to explore
policy implementation options which would promote production
performance in the agriculture sector. The evaluation team
noted considerable progress in this area. Of the six specific
prospective studies identified in the PAAD, considerable
progress has been made in three of the areas: a study of the
privatization of fertilizer marketing was completed in October
1982; the edible oil industry study is due for completion in
May 1983; and, water management policy has been examined in
great detail during the design of the ISM Project. The
evaluation team recommended that the scope of work for the
next evaluation should include an examination of the quality
and usefulness of these policy studies which the Mission
endorses. (See the Evaluation Plan in Section VI.)

C. Current Economic Situation

1. The Economy

The general economic trends presented in the original
PAAD continue to persist. In the context of a three~year IMF
reform program, the GOP has continued to pursue import
liberalization, improvement in cost/price structures, fiscal
restraint, and re-orientation of public sector investment
priorities. These policy initiatives have resulted in a fairly
high Gross Domestic Product (GDP) growth rate of about 6 percent
continuously for the last five years. Fiscal measures taken
in recent years have significantly reduced the budgetary
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deficit and Government resort to bank borrowing. The overall
deficit in Government revenues and expenditures declined

from 6.2 percent of Gross National Product (GNP) in Pakistean
Fiscal Year (PFY) 1979/80 to 4.8 percent in PFY 1980/81,

but rose again to 5.5 percent in PFY 1981/82. The reason for
the rise was a shortfall in tax revenues, mainly due to lower
than projected customs duties and sales tax on imports.
Expenditures, however, were lower than the target figures.
Substantial progress has been made in reducing the subsidies.
The GOP financed the deficit by a combination of external
financing (foreign aid), domestic non-bank financing, and
financing from the banking system. This last category is
inflationary and is a critical measure under the Extended

Fund Facility (EFF) Agreement signed by the GOP with the
International Monetary Fund(IMF) in November 1980. It declined
from 3.1 percent of GNP in PFY 1979/80 to 2.3 percent in PFY
1980/81, to 2.0 percent in PFY 1981/82, and is projected to

be 1.7 percent in PFY 1982/83. This measure is directly
connected to credit expansion (net domestic assets) and the
money supply. Both of these have expanded at less than the
target ceiling rates, and the growth rate in domestic liquidity
has been less than that of nominal GNP. As a result of the
various adjustments iu public finance, money and credit, and
trade policies, the rate of inflation (GDP deflator) fell

from 10.9 percent in PFY 1980/81 to 9.6 percent in PFY 1951/82
and is projected to be about 8.0 percent in PFY 1982/83.

2. The Balance of Payments

Pakistan continues to suffer from the burden of a
low domestic savings rate plus chronic balance of payments
deficits, even after several years of adherence to the IMF
Extended Fund Facility, exchange rate adjustments, reduction
in inflation and self-sufficiency in wheat. External resources
are necessary to malntain an investment rate that will sustain
GNP growth at approximately 6 percent per year. This degree
of growth is necessary to permit structural changes and to
provide the prodiction increase,including in exportc that
eventnally will allow Pakistan to be self-supporting.
Shortages of imported fertilizer, industrial raw materials
and capital goods are very real constraints to growth,

The current account deficit in PFY 1981/82 increased by more
than 50 percent and was 66 percent of exports (See Table 2).
The decline in exports of 17 percent was the major reason for
the poor state of the current account balance. The decline

in rice export earnings of 30 percent reflected both price

and velume declines due to abundant world supplies. Raw
cotton prices fell by 26 percent and the export volume also
fell even though production increased. Prices of cotton yarn
and cotton cloth alsy fell although the volume of cotton cloth
exports increased. The performance of other products was
mixed, with the "other'" category of manufacture being the only
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TABLE 2

BRSO :%Waw Y
Aln milliong of U.5. dollars)
ACTIRE TROJECVED
1979,80 190,81 198182 1582/83 1933704
Wevised avized _ Frovisfonal
Trade batance -2,516 «2,765 «3,173 -1,1%7 -3,5C2
Laports,f.0.b 7,01 oA 7 b1 %‘.m‘
Imparts, f.0.b «4,8%7 -5,56) -5.691 -6,008 -4 ,598
Services (net) b/ -84 -4 - s - - 1w
Private \ransfers (neot) 1,895 2,23 2,382 2,10 2,981
Current account daltance 1,145 - 991 -1,530 -1,345 -1,341
Long-term capital (net) 142 581 (1:) 1,028 1,119
Gross dishursements 1,053 b 143 1,053 I [ 507
Amrtization b/ - 398 - 6§16 - 492 - 433 - 433
Otner (includTng private
tong-term capital 1. ] 141 120 128 100
Private short.terc
capital and errors and
omisg fons(net) 20 1n n Y -
S0n allucation a3 ar - - -
Balance requiring offic-
fa) financing -3 - %0 - 8w .3 -2
Official assistance and
debt. relfef 827 338 214 53 2
IMF Trust Fund by n - - -
Debt relief ] 16} 258 n -
Official short-term capitol
(net) 52 134 6 15 -
Other 278 28 10 - -
Overall Balance 228 - u - 556 - 255 - 193
Net foreign assety {Increase) - 28 i) 556 25% 198
Not use of Fund credit -7 k)11 ™= 13 187
Other central bark and
cormercisl banks - 189 - 198 - 167 8
Hemorandum {tems:
Hew capital inflow c/ 1,212 783 849 1,063 1,148
Growth rates {in percenti d/
€xports, f.0.b. 42,2 19.% - 17,2 12.% 15.3
Imports, f.0.b 22.3 4.5 2.3 5.5 9.9

Sourcas: T STa¥T Report Tor the 1987 A-ticle IV Lontultation and Program

Under the Extended Arrangement, January 1983, p. 12
al Relers to 19A1/82 program and revised 1982/83 projection set forth in EBS/81/222 (Mov.:3)
b/ Inrludes actual and reschetuled debt service payments

g/ Includes 'l1ong-term capital (Ret) and ‘official agsistance and debt reliaf' other than
aftictal short-terns capftal (net).

& For i1M/RY calculated with respect to the 1979780 actusl; for 1901/02 “reviiad
projection” and “actual™ calculated with respect to 1980/81 actual; for 1982/8)
“revised projection” calculated with vespect to “revised orojection®;for 1981/82

e “proqram® calculated with sctual 1981/82 as a2 base; for 1983/84 calculated with
resoect to 1982/03 program,

Best Avcilable Document
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bright spot. Imports increased by about 2 percent, with fuel
imports increasing by about 10 percent while all other imports
decreased by 3 percent. Stagnant prices for most goods and a
large decline in the volume of fertilizer (due to increased
domestic production) were responsible for the change. Workers'
remittances, the largest part of Private Transfers in Table 2,
increased slightly and actually exceeded exports for the first
time. The increase was less fthan 7 percent and aroused concerns
about the prospects of this category to continue to grow.
Given the sizable current deficit and the projectioms,
Pakistan will have sizable external financing requirements

for at least the next few years.

The short-term outlook as revealed in the PFY 1982/83 and

PFY 1983/84 projections is for slight improvement in the
current account balance as exports recover, remittances
continue to grow, and imports increase due to liberalization
of the tariff and trade system. Ten months of PFY 1982/83
already have passed, and the current account projection still
appears accurate, although the components have shifted. Expo.ts
have increased less than projected while imports have remained
stagnant. Remittances are much higher than projected, due

in part at least, to exchange rate shifts which have made it
more attractive for Pakistani workers to send their earnings
back to Pakistan.

The current account deficit is covered by a combination of
net long-term capital inflows (mainly foreign assistance),
debt relief, the IMF EFF drawings (net use of Fund credit)

and changes in gross reserves (other central bank and
commercial banks). Reserves fell by $198 million in PFY
1981/82 becaus: of the large increase in the current account
deficit. Debt :zlief of $258 million and EFF drawings of

$358 million served to moderate the loss of reserves, which
are down to seven weeks of projected PFY 1982/83 imports, f.o.b.
Reserves are expected to increase in PFY 1982/83 even though
debt relief will be much less. The increase in forefign
assistance, largely due to the U.S., is the reason for the
projected improved situation. This assistance will be even
more critical in PFY 1983/84 (which starts July 1, 1983), when
reserves are expected to decline. In addition, IMF drawings
end in 1983.

The externmal debt of Pakistan continues to increase, rising
from $12.3 billion at the end of June 1981 to $13.1 billion

a year later. This debt amounts to about 40 percent of GDP.
The ratio of debt service payments to current account receipts
(including remittances) was about 11 percent ir: PFY 1982/83
and is projected to rise to 13.4 percent in PFY 1983/84

(23 percent of exports). Actual payments will increase from
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$631 million in PFY 1981/82 to $953 in PFY 1983/84, or more
than 50 percent. The U.S. support is essential to managing
the balance of payments while the GOP undertakes various
adjustments in order to cope with the heavy burden of debt
maturing in the second half of the 1980's.

The projected improvement in the balance of payments for

PFY 1982/83 and PFY 1983/84 depends upon foreign assistance,
both bilateral and multilateral. The current account deficit,
which is projected to decline from 4.5 percent of GNP in

PFY 1981/82 to below 4 percent in PFY 1983/84, assumes a
growth in remittances of 15 percent per year and in exports of
12.5 percent. The growth in remittances is vulnerable to
cutbacks in development projects in the Gulf caused by a

fall in oil prices. The savings to Pakistan on oil imports
could be small in comparison. Export growth assumes larger
crops, 'arger export volumes, and higher prices, especially
for cotton and rice. The latter two assumptions are outside
the control of the GOP. Exports of other products are dependent
on a recovery of the world economy and on continuing improve-
ment in competitiveness resulting from the exchange rate
depreciation, deregulation and other factors. Agside from these
factors, good weather is esgsential to continue self-sufficiency
in wheat, and continued supplies of electricity and natural
gas are essential for production of exports, fertilizer and
other essential commodities. The rains have been good so far
this year, but load shedding and gas rationing have increased.
The assumptions underlying the projections demonstrate the
fragility of the balance of payments position.

3. Economic Impact of Program Amendment

The $60 miilion second tranche of the ACF Program
is the largest single annual U.S. contribution to strengthening
Pakistan'z halance of payments. The FY 1983 $50 million PL 480
Title I Program for the purchase of edible oil also will
contribute directly to supporting the balance of payments.
Both of these programs are essential to maintaining the foreign
exchange position while Pakistan makes major adjustments to
increase the production of food and other goods both for
domestic consumption and export.

Fertilizer and equipment imports should increase agricultural
production and contribute positively to income, employment and
food security. Over time, expenditure of the loeal currencies
generated by the program will tend to offset the anti-
inflationary impact of the goods imported. In global terms,

in any event, the monetary effect of the program will be minor,
because counterpart would represent a relatively small
proportion of public outlays and because it would be expended
over several months.
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III. PROGRAM AMENDMENT DESCRIPTION

A, Allocations

1. Fertilizer

As described in the FY 1982 PAAD, Pakistan is
currently self-sufficient in nitrogenous fertilizers but
has to import a predominant proportion of its phosphatic
fertilizer requirements. Fertilizer is imported through the
Federal Directorate of Fertilizer Imports (FDFI) under the
Ministry of Food, Agriculture and Cooperatives, and retailed
through a reasonably large network of private and public
distributors.

The FY 1983 Program will finance the importation of $35 million
worth of DAP and TSP. At projected international prices including
freight and insurance, the quantity of fertilizer supplied will
be about 125 thousand MT of DAP and 10 thousand MT of TSP. This
quantity will provide about 632 thousand NMT of phosphorous or
about 41 percent of the total phosphorous import requirements for
the 1983/84 rabi crop season. In the event that requirements

for other commodities fall short of expectations, additional
quantities of fertilizer could be financed and readily absorbed
in the system. (See Section V.A.)

2. Irrigation Equipment

a. Equipment for the ISM Project

While most equipment needs for the ISM Project
were financed under the FY 1982 tranche of this Program, the
ISM Project Paper identified $5 million worth of earthmoving
and workshop and $1 million worth of hydraulic measurement
equipment for funding under the FY 1983 tranche. Earthmoving
and workshop equipment will be used for canal rehabilitation
activities, and hydraulic measurement equipment wiil be provided
to the Alluvial Channel Observation Project, an implementing
entity under the ISM Project, and also to those provinces which
have expressed a keen desire to increase their hydraulic data
collection capabilities. The justification for and assurances
of proper utilization and maintenance for this equipment are
documented in the ISM Project Paper dated January 1983. Annexes
€C.2.a. and C.2.b. provide illustrative lists of the equipment
which is likely to be imported.

b. Additional Irrigation Equipment

The ISM Project provides only a part of the total
equipment requirements of the PIDs. The equipment for the ISM
Project was identified for what the World Bank called a first
"time slice" of a longer term rehabilitation effort. At the
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present time, the Irrigation Departments of the Punjab, Sind
and NWFP have firm requirements for the additional equipment
detailed below which is valued at $4.5 million(including spare
parts, freight, insurance and inland transportation), but are
constrained to procure these items because of foreign exchange

shortages:

i. Punjab:Annex C.2.c. lists the additioual
equipment require y the Punjab Irrigation Department to
replace its ntar obsolete inventory. When equipment needs were
developed for the ISM Project, provision was not made for
replacement of all obsolete equipment due to funding
constraints.

ii. Sind:The additional excavating machinery
requested by the Sind Irrigation Department (See Annex C.2.c.)
1s needed for the annual maintenance of channels. The request
is minimal considering the mileage of canals and drains to be
maintained.

1ii. N.W.F.P.:The Government of the NWFP has requested
new irrigation pumps to replace the five existing pumps in the
Warsak Pump Station. The existing pumps are about 20 years old
and are no longer able to operate at their design capacity. A
feasibility study of the Warsak Canal System strongly recormended
the replacement of these pumps.

This additional equipment is similar to the equipment provided
under the ISM Project, and hence no significant difficulties
are anticipated in the effective utilization and maintenance
of the equipment.

c¢. Flood Protection Equipment

In 1975, the Punjab Irrigation Department prepared
a scheme for obtaining heavy equipment and spare parts to
enhance its capability to maintain flood protection works and
meet emergency repair demands during floods. Over the last
8 years, the Department has procured a part of the needed
equipment but a significant amount (approximately $10.0 million)
of equipment and spare parts (See Annex C.2.d.) still remains
to be funded. This Program Amendment will provide about
$1.6 million worth of the remaining balance. The Department has
the capacity to operate and maintain this heavy equipment.

3. Drilling Rigs

Six power drilling rigs for sinking tubewells have
been requested by the Agriculture Engineering Department,
Government of Sind. These rigs will be used for tapping the
groundwater reserves in cultivable lands outside the reach
of the canal irrigation system in the districts of Dadu, Thatta
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and Karachi. Four straight rotary power and two power
percussion drilling rigs with the capacity of drilling up to
1,000 feet are required. Total foreign exchange cost, including
spare parts, freight and insurance is estimated at $1.2 million.

4. Agricultural Production, Distribution
and Storage Project Commodities

Approximately $5.0 million has been allocated under
the FY 1983 ACE Program for the procurement of data collection
and analysis and post-harvest grain handling and storage
equipment to be used in support of the Food Security and Data
Collection and Analysis Components of USAID/Pakistan's FY 1983
Agricultural Production, Distribution, and Storage (APDS)
Project (391-0476). This project is currently in the design
phase, and the estimated cost of the equipment required for the
project will exceed the funds available under the project. As
in the case of the ISM project, the ability to initiate
procurement of commodities for the APDS Project through the
PALD mechanism will greatly accelerate the implementation of
the APDS Project. An illustrative list of the equipment which
is likely to be imported is included in Annex C.3.

5. Forestry Planning and Development
Project Commodities

Earthmoving and land clearing, nursery, surveying,
watering, research and analytical, and trangport equipment
as well as education/information commodities, wvalued at
approximately $5.0 million, are expected to be imported under
the FY 1983 ACE Program to be used in support of USAID/Pakistan's
FY 1983 Forestry Planning and Development (FPD) Project (391-0481)
This project is currently in the design phase, and the estimated
cost of the equipment required for the project will exceed the
funds available under the project. Im addition, the ability to
initiate procurement of commodities for the FPD Project through
the PAAD mechanism will greatly facilicate implementation of
the FPD Project. An illustrative list of the equipment which
is likely to be imported is inecluded in Anmex C.4.

6. Additional Commodities

Approximately $1.0 million has bern provisionally
allocated for the importation of the following commodities:

a. Small Tractors

The importation of tractors was considered
extensively during the design of the FY 1982 tranche of the
Program, and it was decided, in consultation with the GOP,
to defer any allocation of the Program resources to the
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subsequent FY 1983-86 period. With regard to the technical
aspects of the tractor subsector, the examination revealed
a growing demand as well as a well-established sales and

services network.

The current GOP import pclicy restricts tractor imports to

six standardized makes 2/ in the 45-64 engine horse power (HP)
range of which two, Ford and International Harvestor (IH),

are of U.S. origin. These standardized makes are judged to

be technically suitable and most appropriate to Pakistan's
needs. All imports are in completely knock down (CKD) condition
for in-country assembly. Currently, all the operating

companies on the standardized list, with the exception of IFH,
have local assembly operations. IH, in fact, has not been
imported since PFY 1977/78.

Only Ford of the U.S. origin tracturs meets the GOP
standardization and local assembly requirements and has a
functioning sales and services network. In 1982, Ford
established a joint venture with the Allied Engineering and
Services Limited of Pakistan. However, Ford considers that
shipments of U.S. manufactured tractors would be counter to
their joint venture agreement, which rzquires progressively
increasing use of Pakistan-made components. The agreement
requires that tractor units be shipped in CKD condition which
are not available at its Romeo, Michigan plant. Apart from
this, the Allied Engincering believes that U.S. source/origin
tractors are expensive and cannot compete successfully with
lower cost units from non-U.S. sources. Annex A.2., contains
relevant cables on this matter. For these reasons, 45-64 HP
tractors have not been included in this Program Amendment.

Importation of up to fifty (50) small tractors (below 35 HP),
however, may be impeorted under the FY 1983 tranche of this
Program. As a part of its overall effort to encourage small
farm technology, the GOP .s currently developing a policy for
importation of these small tractors and, in fact, already has
limited numbers of Russian, Chinese, Japanese and English units
for field testing. If imported under this Program Amendment,
the tractors would be used for demonstration/experimental
purposes and would be provided to small farmers and/or for
use at selected agricultural research stations in the country.
The service and maintenance of these small tractors could be
handled by the existing private dealer network as well as by
the tehsil level tractor pools established recently in the
Punjab which has traditionally accounted for nearly 80

percent of the total tractor sales market.

2/ Massey-Ferguson, Fiat-Allis, Ford, International
Harvestor, Belarus(Russian) and IMT (Yugoslav).



+. Breeding Rams

The importation of breeding rams under this
Program Amendment derives from an earlier initiative by
A.I1.D. and the Government of the NWFP to support this important
but largely neglected activity in agriculture. Under the
A.I.D. economic assistance program in the late 1950%, a
herd improvement program was supported by USAID/Pakistan
through the importation of improved blood lines. The program
has continued cver the years but with decreased support from
outside agencies. Two years ago, the GOP approached the
Australian Government to provide assistance to revitalize
this program. A recent appraisal team from Australia confirmed
the interest of their Goverrment, and an agreement is expected
to be formalized in the near future.

The United States is the preferred source for the breeding
stock because of differences between meat and wool yield.
Although the breeds share common ancestors, selective
breeding in the U.S. has emphasized meat yield over wool.
Australian producers have managed their breeding program
with wool production as the primary output, Since meat is
the most important output from sheep production in the NWFP,
there is a strong and logical preference for breeding stock

from the U.S.

USAID/Pakistan involvement in this program will be limited

to the importation of about twenty(20) breeding rams, which
is a relat:ively small but critical input. All other technical
advisory services and supporting material will be provided

by the Australian Government and the Government of the NWFP.

¢. Miscellaneous Small Value Items

To respond to targets of opportunity, some funds
may be made available under the ACE Program to finance small
value items which are consistent with the overall objectives
of this program and which support GOP, cther donor, and/or
other USAID/Pakistan projects.

d. Support to Development in Poppy Growing Areas

Approximately $500,000 has been provisionally allocated
for support of development activities in poppy producing areas. These
items will be identified as project design proceeds for the Area Develop-
ment Project in the North West Froritier Privince (391-0485), which is
expected to directly address the need for alternative development
opportunities in areas which now depend heavily on poppy production.

B. Policy Issues

A discussion of the policy framework governing the
specific commodities to be imported under this Program
Amendment is provided in Section IV.D.4,
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IV. POLICY ANALYSIS AND DIALOGUE

A. Current Agricultural Development Policy

The 1980 National Agricultural Policy statement sets
out the basic agricultural development policy stance of the
GOP. The policy seeks to achieve improvements in the
"quality of lLife of Pakistani people’ through increased
agricultural production, enhanced employment opportunities,
a more equitable access to matural resources for
agricultural production, improvement in the delivery of
social services in rural areas, and preservation of
natural environments. The policy statement highlights
developmerit problems and progpects in crop, livestock,
fisheries and forestry sub-sectors amd provides a
generalized sense of policy direction which recognizes the
need for pricing, investment and institutional changes to
facilitate agricultural and rural development.

The agricultural development policy is wedded to the
overall economic development posture which is conditioned
ideologically by the desire to restructure the economy in
accordance with the tenets of Islam and technically with
the IMF structural reform package agreed to by the GOP

in 1981. The three-year IMF reform program aims to
overcome the structural and financial weaknesses of the
economy so as to strengthen its supply capacity, improve
domestic resource mobilization, and establish a sustainable
external financial position.

B. Policy Implementation

1. General

Judging from the recent producticn performance of
the economy, the new policy directions have clearly been
a success. In recent years, the country has gained self-
sufficiency in wheat and, in addition to the continuing
traditional cotton and rice surpluses, has generated sugar
production levels well above its domestic requirements.

During the last five years, the growth rate of value added

in agriculture has averaged close to 4.6 percent annually.
Production, however, increased by & percent during the

most recent PFY 1981/82 against a target of 5  percent,
principally due to less than anticipated production of

the dominant wheat crop; the wheat crop stood at 11.6 million
metric tons, about a million short of the target, though
rice, cotton and sugarcane crops achieved record production
levels of 3.4 million MT, 4.4 million bales, and 3.6 million
MTI, respectively.
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The recent healthy growth in agriculture notwithstanding
several difficulties continue to exist in executing the
pronounced policies. Over the medium and longer-term,
the GOP will have to place more emphasis on policy
execution 1f the recent gains in agricultural production
are to be sustained and expanded. :

2. Pricing Policy

The GOP has continued with its policy of aligning
input and output prices in agriculture more closely with
international prices. The crop procurement prices for
PFY 1982/83 (Table 3), with the exception of sugarcane,
increased over the preceding year's level by 1 to 10
percent. As regards input prices, the GOP has continued
to demonstrate its resolve to pursue vigotrously cost
recovery policies. The GOP increased retail prices of
fertilizer by 9 and 15 percent in March and October 1982.
Extension of the policy of transfer of full plant protection
costs to the farmers started in the Punjab and Sind. The
plant protection subsidy in the NWFP was reduced by about
50 percent. The ration shop atta (flour) issue price
was also raised to bring it closer to the corresponding
open market price.

The impact of these price adjustments on farmers'
production responses as well as on the subsidy bill has
been positive. Agricultural production has continued
to register a healthy growth while subsidies on major
agricultural items, particularly wheat and fertilizer,
have continued to show a decline.

3. Investment Policy

There has been a recent discernible effort on
the part of the GOP to channel an increasing proportion
of total budgetary resources to the agriculture sector.
Table 4 summarizes the current investment portfolio for
both the public and private sectors for the period
PFY 1981/82-1982/83. The share of public budgetary
resources flowing directly or indirectly to agriculture
is projected to increase from 30.9 percent of the total
in PFY 1981/82 to a corresponding figure of about 31.5
percent in PFY 1982/83. This level will be at least
sustained in the Sixth Plan. Major areas of investment
within the agriculture sector are: grain storage; livestock;
forestry and fisheries; agricultural education, research
and extension; rural electrification; and, rural roads.

A significant departure from past investment planning
practice has been the initiation of a Special Priority
Sector Program and Special Development Programs for
Baluchistan and the Tribal Areas of the NWFP. In addition
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TABLE 3

SUPPORT PRICES FOR PRINCIPAL AGRICULTURAL COMMODITIES.
(Prices in Rs per 40 Kgs.)

Percentage
1981/82 1982/83 Change
Wheat 58.00 64.00 10.3
Rice Paddy
Basmati 85.003/ 88.00 3.0
Irri-6 45.00= 49.00 8.9
Rice Milled
Basmati 150.00 153.00 2.0
Irri-6
15% Broken 83.00 89.00 7.2
40% Broken 72.50 80.00 10.3
Cotton
Seed Cotton
AC 134, NT, BS.I 170.00 175.00 2.9
B-557, 149/F 178.00 183.00 2.8
Surmast, Qalandri,
Deltapine, MS.39, MS.40 192.00 197.00 2.6
Desi 166.00 168.00 1.2
Sugarcane
NWFP 9.38 9.38 -
Punjab ' 9.65 9.65 -
Sind 9,81 9.81 -

& For superior quality rice, the price is Rs 49 per 40 Kgs.

Source: Ministry of Food, Agriculture & Cooperatives,
Islamabad
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TABLE -4

PAKISTAN : RESCURCE ALLOCATICAN PATTERN

8/

Allocation/Taxget p/

. Percent
Sub-sector (Million s )
9 Change
Agriculture, Water and Rural Development 11,359 13,928 22.6
A. Public Sector c 8,357 10,308 23.3
1. Govermments' Budgetary Resources g 8,335 16,273 23.3
Fertilizer Subsidy 1,819 1,600 (=)12.0
Foodgrain Storage 520 529 1.7
Livesgtock, Fisheries and Forestry 399 407 2.0
Ag BEducation, Research and Extension 428 470 9.8
Rural Electrification 538 1,353 151.5
Rural Roads 379 643 69.7
Watexr 3,661 4,472 22.2
Others 591 799 35.2
2. Semi-Government Non-budgetary Resources Q/ 22 35 59.1
B. Private Sector 3,002 3,629 20.6
Tractors 1,446 1,840 27.2
Tubewells, threshers and other machinery 974 1,130 16.0
Farm buildings and land development 582 650 11.7
Total Resources far all Sectors 49,194 60,362 22,7
A. Public Sector 32,533 39,862 22.5
1. Govermments' Budgetary Rescurces </ % 27,000 32,595 20.7
2. Semi-Goveriment. Non-budgetary Resources - 5,533 7,267 31.3
B. Private Sector 16,661 20,500 23.0
Percent Share of Agriculture, Water and
Rural Developwment in:
Govermments' Budgetary Resources 30.9 31.5
Semi~-Government Non-budgetary Resources 0.4 0.5
Total Public Sector Rescurces 25.7 25.9
Total Private Sector Resources 18.0 17.7
Total Resources 23.1 23.1

3’ Excludes non-develomment (recurring) expenditures
B/ Estimated actual investment for PFY 1981/82 and allocations for PFY 1982/83
¢/ Federal and Provincial Annual Development Programs
d/ self-financing of development schemes largely by public sector Corporations

Sources: GCOP, Annual Development Plan, 1982/83
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to the traditional allocation in the regular Annual
Development Programs, the Priority Sector Program for

PFY 1982/83 provides Rs 800 million for primary educationm,
primary health care, rural roads, rural water supply and
small farm technology. The Special Development Programs

for Baluchistan and the Tribal Areas of the NWFP have been
allocated Rs 860 million and Rg 50 million, respectively. These
regional development programs call for a total of additional
iuvectments of Rs 19,400 million in Baluchistan and

Rs 4,274 million in the Tribal Areas of the NWFP.

Re-orientation of public sector investment priorities
is necessarily a gradual process as current investment
choices are heavily conditioned by past investment
patterns. The current changes in investment planning
represent a window to the future, and increasing public
sector budgetary resources will be earmarked for agri-
cultural development during the forthcoming Sixth Five-
Year Plan Period.

4. Institutional Policy

Current institutional changes have tended to
broaden the private sector role in agricultural development.
Increased private sector participation has been facilitated
recently in the following areas:

a. Livestock

The GOP in 1982 issued an Ordinance to relax
the application of the Land Reforms Act of 1972 with
regard to the maximum size of landholdings of 150 acres
in irrigated and 300 acres in rainfed areas. Under the
new Ordinance, the size of landholdings can be relaxed
to any limit for the purpose of establishing livestock
farms. The new change will encourage private commercial
farming.

b. Pesticides

The GOP has continued to take measures aimed
at ensuring a dominant private sector role in pesticide
distribution, which was handed over to the private sector
in the provinces of the Punjab and Sind in 1980. A partial
role has been admitted in the province of the NWFP also.
It is expected that beginning next year, the public sector
will completely withdraw from pesticide distribution in
the NWFP.
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5. Islamization and Agricultural Policy

On June 20, 1980, the GOP promulgated the Zakat
and Ushr Ordinance. Ushr, a five percent compulsory
religious levy on agrIicultural prodnce for redistribution
to the needy, became effective with the 1982/83 rabi
season. The production and income distribution impact of
Ushr has not yet been assessed.

C. Poulicy Directions of the GOP Sixth Five-Year Plan

Currently in the final stages of preparation and to
be completed and approved by Jure 1983, the GOP's Sixth
Five-Year Plan (PFY 1983-88) outlines a national develop-
ment strategy which establishes agriculture as one of the
Plan's three major priority sectors. Agriculture and
related activities comstitute about one-fourth of the
Plan's proposed investment. The Pian focuses more than
in the past on incentives and other measures to increage
output and agricultural yields, agricultural diversification,
agricultural exports, the promotion of agri-business, the
strengthening of infrastructure which serves agriculture
(including rural roads), and the expansion of the private
Ssector in agriculture-related activities.

D. USAID/Pakistan and the Policy Dialogue

1. Approach

Working with the World Bank, the IMF and several
other donor agencies, including A.I.D., the GOP has, since
1977, consistently sought to modify and improve its naticnal
policy thrust and framework to stimulate economic activicy,
raise efficiency of investment, encourage private sector
and market activity, and increase the effectiveness of
external assistance. This effort has produced
sound policy and has resulted in concrete
successes, including in the agriculture sector.3/

In this situation, USAID/Pakistan, in various ways and most
specifically in project development, design, and implemen-
tation, reinforces and supports GOP and other donor
activities, so as to accelerate policy goal achievement

and steps taken to move along the determined policy
directions. Emphasis is placed on identifying and
supporting policy implementation actions consonant with

the policy framework, with A.I.D.'s guidelines, and

with specific USAID-supported projects.

3/ See Annex A.5. and the "Strategy Statement for U.S.
Economic Assistance to Pakistan, FY 83 - FY 87" for
details and a full description of the conduct and
substance of the policy dialogue.
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There are clear '"overriding U.S. forei%n policy objectives
other than economic stability and development" 4/ in
Pakistan. The economic assistance package was negotiated
without conditions related to policy change. However,
USAID/Pakistan's dialogue with the GOP has been conducted
to achieve the '"maximum developmental impact of the
resources provided" 5/. The mechanics of the policy
dialogue are both direct, such as conditions precedent

to loan/grant disbursement, and indirect, such as

helping to build up Pakistan's "policy analysis cepacity,
support for applied research in certain policy areas,
professional exchange among government agencies, seminars
and conferences, and the provision of short-term technical
assistance for the analysis of the political and economic
implications of certain policy measures'.6/

2. Activities

To assist USAID in carrying out the foregoing
approach, several studies were and will be commissioned
inn a number of subject areas. For example, the overall
economic policy framework was examined in 1982 by
Dr. Schiavo Campo, Senior Economic Advisor, A.I.D./
Washington. Dr. Kenneth Nobe, Chairman, Department of
Agricultural Ecoromics, Colorado State University,
analyzed agricultural devalopment policy options and
prepared a preliminary ranking of long-term as well as
short-term policy areas. Nobe's report suggested several
specific actions for immediate emphasis in the areas of
price and import/export adjustments, irrigation water,
availability of purchased inputs, and marketing and
infrastructure. Over the longer-term, the report
recommended strengthening of the agricultural universities,
encompassing teaching, research and extension functions
using the so-called land grant system; continuing with the
policy stance in irrigation water supplies which is
moving to better management of the existing resource
base; accelerating research and development efforts for
increasing the utilization of Pakistan's non-irrigated
land resource:; continuing with agricultural product
diversification efforts; accelerating rural development
efforts; and beginning comprehensive studies for assessing
agricultural manpower needs and the land tenure situationm.
Most of the policy thrusts recommended in these studies
have already been reflected in the design of several
projects or will be, and have guided other aspects of
the Mission's policy dialogue with the GOP. These studies

4/ A.I.D. Policy Paper, Approaches to the Policv Dialogue,
December 1982, p.10.

Ibid, p.10.
Ibid, p.15.

oy {»
~ -~
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have strengthened USAID/Pakistan's information and
analytical base for reinforcing GOP policy intentions

in the agriculture sector. Without claiming responsibility
for their adoption, it should be ncted that GOP policy
pronouncements and formulations in the Sixth Five-Year
Plan and other GOP policy documents, set forth GOP policy
objectives, directions and planned actions very much in
line with the policy recommendations presented in these
studies. Moreover, the dialogue has produced agreement
between the GOP and USAID on many of the issues involved
in the form of mutually approved project designs.

In addition to the studies mentioned above, more focused
fertilizer and oilseed sub-sector studies have been
completed or are in progress. Investigations into the
privatization of fertilizer marketing were completed in
Octobter 1982 by a three-member team of SER/CCM specialists
headed up by Mr. Wolfgang Von Spiegelfeld. The team
recommended continuation of fertilizer imports in the
public sector but suggested progressively increased
allocations tc the private sector distributors directly
from the Federal Directorate of Fertilizer Imports. The
team also recommended that private sector distributors
be actively involved in determining the type of products
imported. These recommendations are actively being
purcued with the GOF. The oilseed study is nearing
completion, and a team of USDA experts will complete a
first draft in May 1983. The study examines in detail,
inter alia, the vertical and horizontal linkages of the
oillseeds industry and Pakistan's comparative advantage
in oilseeds production. Preliminw.ry indications are
that a number of policy recommendations will be proposed
to stimulate and rationalize the oilseed sector.

3. Policy Impacts of Other Agriculture Sector

Projects

All USAID/Pakistan programs and projects include
or will include a policy focus, as discussed below.

a. PL-480 Title 1

The self-help measures negotiated for the
FY 1983 program link the importation of edible o0ils to
the forthcoming Agricultural Production, Distribution,
and Storage Project (391-0476). The self-help measures
agreed to by the GOP are intended to enhance the role
of the private sector in the edible uvil industry,
rationalize the price structure, analyze the edible
oil buffer stock management policy, and stimulate the
livestock industry through, inter alia, opportunities for
the private trade to participate in availaple credit
programs.
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b. Agricultural Production, Distribution, and
Storage (APD3S) Project

There are several activities under design as

follows:

i. A new Fruit and Vegetable Marketing Board
in the NWFP will be a major institutional factor in the
implementation of the APDS Project. Preliminary review of
the proposed Ordinance to establish the Board ‘revealed
insufficient attention to the private sector. As a direct
result of the Mission's dialogue with NWFP officials, the
structure of the Board and the regulations pertaining to
its role and operations subscantially upgrade the role of
the private sector.

ii. Food security activities will examine ways
to improve data collection and increase the analytical
capabilicy of public bodies for effective policy evaluation
and implementation. Additionally, discussions are in an
advanced stage on the inclusion of the examination of
buffer stock policy for food grains. GOP officials have
agreed in principle to examine issues related to the
costs of wheat stocks and to examine ways to encourage
a role for the private sector to maintain wheat stocks.
Definition of the terms of reference of these studies
will be completed in June, 1983.

iii. As mentioned above, support for the edible
0il industry under this project is linked to the PL 480
Title 1 Program. The role cf the private sector in the
processing industry is one of the predominant issues.
Price policy will also be a focus of attention.

c. Agricultural Education, Fesearch and
Extension Project

The Migsion portfolio for FY 1983 includes
substantial support for basic agricultural institutioms,
e.g., under the Agriculctural Education, Research and
Extension Project. While identification of specific
issues is underway, the question of institutional
reform and realignment has already been discussed.

i. The national research and extension network
requires changes in operating procedures and the establish-
ment of mechanisms to forge linkages among education,
research and extension bodies. While USAID/Pakistan and
the GOP have reached substantial agreement on these matters,
discussion of specific changes wil% occur as the design
of the Agricultural Education, Research and Extension
Project progresses.
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ii. In the cace of support for the Agricultural
University at Peshawar, the Mission has had numerous
discussions with government officials to set the stage
for the design team (a Ti<le XII contractor). These
discussions have focused on the issue of institutional
responsibilities and the requirement for a clear statement
of intent to examine altermatives for institutiomal
reorganization to build effective and lasting linkages
among the University, research bodies, and the extension
service. Again, substantial agreement has been obtained.
During the design process, specific lssues will be
addressed to translate that agreement into concrete
steps to bring about the needed institutional reform of
agricultural service institutions.

4., Policy Context of the Program Amendment

a. Fertilizer

i.. Price Policy

In the FY 1982 program, no specific policy
or procedural changes were required as conditions to
funding, reflecting the importance of obtaining rapid
balance of payments results from the renewed assistance
program. The PAAD indicated, however, that an important
policy change relevant to A.I1.D. financing of fertilizer
had already been negotiated between the GOP and the IMF
and World Bank, that is, the GOP is committed to reducing
the fertilizer subsidy through gradual retail price
increases and to eliminating it by June 1985. Crop
procurement prices are likewise increased so as to maintain
favorable cost/benefit ratios. The GOP has energetically
carried out this policy, with average price increases of
9 percent on March 15, 1982, and another 15 percent
this fiscal year, on October 6, 1982. In consequence,
the fertilizer subsidy burden has been reduced from
Rs 2.44 billion ($244 million) in PFY 1980/81 to an
estimated Rs 1.6 billion in PFY 1982/83 ($125 million).

ii. Reserve Policy

Policy adjustments have alsa improved
reserve operations. The FY 1982 PAAD noted that reserve
requirements of 25 percent of annual offtake for nitrogen
and 50 percent for phosphate did not match the annual
cycle of use. Half of fertilizer use occurs during
November through January; previous policy resulted in
excessive reserves most of the year. Reserve requirements
have been reduced to 20 percent for nitrogen and 40 percent
for phosphates, reducing costs and increasing the
efficiency of reserve practices.
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iii. Privatization of Fertilizer Marketing

An increased private sector roie in fertilizer
marketing is a policy objective of the GOP and has been
identified as an important area for policy implementation
which this Program can support. The SER/COM experts who
examined the privatization of fertilizer marketing
recommended continuation of importation by the public
sector but suggested progressively increased allocations
to the private distributors directly from FDFI. Distribution
of imported fertilizer has thus far depended on a nominal
pass through via provincial (public) distributing agencies.
Direct FDFL allocations, the study argued, would improve
the private distributors' control over timing, quality
and quantity of shipments and enable them to operate
more effectively a balanced product line of domestically
produced nitrogen and imported phosghorous.

In 1982, the GOP made an exception to the established
distribution system and allowed Fauji Fertilizer Company
(FFC), a private sector fertilizer producer/distributor,
direct allocation of imported fertilizer through FDFI.
FFC was also allowed higher marketing costs (called
incidentals) than other private distributsors.

Program Amendment negotiations have focused on three

aspects of fertilizer marketing: (a) allocation of

at least 50 percent of all fertilizer imports to the
private sector with progressive increases in subsequent
years; (b) the same level of incidentals on imported
fertilizer for all private sector distributors; and,

(¢) allocation of imported fertilizer to all allotees

on a timely basis. The GOP has agreed to these suggestionms,
and relevant excerpts from the GOP's letter of April 11,
1983 (See Annex C.5.) are reproduced below:

"The recommendations of AID specialists are basically
in consonance with our own policy to encourage all
fertilizer manufacturers to play an increasing role
in the supply and distribution of all types of
fertilizer to the farmers. Even before we received
AID recommendations, we had held a series of
meetings with both the private and public sector
agencies on this subject. We had urged them to
enter into mutually acceptable agre~ments on
bilateral basis so that the private sector
distributors should have an assured access to
adequate quantities of imported fertilizer to feed
their sales outlets and the public sector agencies
should similarly get locally produced urea as may
be required by them.



- 32 -

We have now held further meetings and it has been
decided that at least 507 of the imported fertilizer
should be marketed by the private sector distributors.
This fertilizer would be handed over to them by

the Provincial Government agencies at Karachi on

a ship-to-ship basis in accordance with their*
demands which would have been agreed in advance

on a yearly basis. It has alsc been decided in
principle that uniform incidentals would be allowed
to all private sector distributors for marketing
imported fertilizer.

The Ministrz of Food and Agriculture would keep
an eye on the situation and would not hesitate in
securing for the private distributors sven a
greater share of imported fertilizer, if so
required."

The new distribution arrangements shall become effective
with the arrival cf fertilizer financed under this
Program Amendment.

The enhanced private sector role continues to be a major
objective of USAID/Pakistan and will be the feorus of an
additional fertilizer policy study to be undertaken
later this year. (See Section 5.a. below).

" b. Irrigation Equipment

The institutional and policy context fcr the
provision of irrigation equipment was examined in detail
in the Irrigation Systems Management (ISM) Project Paper.
The Prcject has specific covenants related to the financial
integrity of the system (reinforcing the commitments agreed
upon between the World Bank and the GOP) as well as
conditions precedent to disbursement tied to specific
actions on the part of the PIDs. The most significant
of these include agreement on increasing water user
charges tco cover the full cost of operation and maintenance
(O8M) of irrigation facilities and an increase in 0&M
funds to be made available by each province to its
Irrigation Department.

In addition to these already agreed upon changes, analysis
is underway for the design of a Command Water Management
(CWM) Pilot Program in all four provinces which will

serve as the basis for a major amendment to the ISM Project.
The CWM Program will focus directly on the productivity

of water and the participation of users in the management

of irrigation water supplies. The CWM activity will also
facilitate the implementation of major policy changes

in the way the irrigation system is managed.
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c¢. Equipment/Commodities for the APDS
and FPD Projects

The policy context for equipment to be financed
for use under the FY 1983 Agricultural Production, Distri-
bution and Storage and the FY 1983 Forestry Planning and
Development Projects is being examined during project
design and will be fully documented in the respective
Project Papers. Appropriate conditions and covenants
will also be negotiated and included in the respective
Project Agreements.

d. Other Equipment/Commodities

The policy framework related to drilling rigs
and rams is judged to be appropriate. Hence no policy
areas have been identified for discussion with the GOP.
With regard to tractors, the local manufacturiug and
distribution systems as well as the GOP's mechanization
policy were examined during preparation of the FY 1982
PAAD.  The basic policy framework for tractor imports was
judged tc be appropriate. Examination of specific
mechanization issues will be undertaken, - .sever, as
described in Section 5.b. below.

5. Future Policy Studies

a. Fertilizer

An extensive fertilizer policy study is planned
as an outgrowth of work done to date, including the SER/COM
study on the privatization of fertilizer marketing and
Dr. Nobe's report on agricultural development policy
options. The scope of work for the study has already
been developed and is currently being discussed with
the GOP. Major areas of investigation will include:
phasing out of public sector fertilizer distributors;
fertilizer retail price policy; dealers and farmers'
fertilizer stocks; efficiency of fertilizer use at the
farm level; and policy analysis capabilities of the
National Fertilizer Development Center (NFDC). This
study will assist A.1.D. and the GOP to define issues
and problems, suggest alternative solutions, and develop
workable plans of action. It should offer improved
policy options to the GOP and also possibly lay the
groundwork for additional A.L.D. activities in the
fertilizer sub-sector.

b. Mechanization

It is now generally recognized that inadequate
farm power characterizes Pakistan's agriculture. Seasonal
labor shortages have surfaced, particularly in the rainfed
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areas, impeding the harvesting operation and the
possibilities of double cropping. Causative factors

for these seasonal labor shortages appear to be increasing
off-farm employment options both in-country and abroad,
particularly in ' e Middle East. The most visible impact
of this employment situation has been a continued heavy
demand for tractor imports and, more recently, the rapid
proliferation of mechanical threshers.

Even a cursory examination of the mechanization process
in Pakistan suggests limited use of tractor related
equipment, a fact that is likely to be addressad by the
newly established Farm Mechanization Board. The Board
will also, inter alia, refine the currently emerging
policy for small Tarm mechanization.

The planned study will provide an overview of Pakistan's
mechanization process; examine the employment, production
and income distribution impact of mechanization; both
farm and off-farm use of tractors; the potential ror
increased use of tractor-related equipment; and, issues
and problems of small-farm technology.

c. Food Security

Food security is a major component of the
APDS Project. Under this activity, alternatives will be
examined to improve data collection and increase the
analytic capability of public bodies for effective rolicy
evaluation and implementation. In addition, the
advisability of establishing buffer stocks for wheat
and possibly edible oil will be examined as will ratloning
and price policy. Discussions are underway to define
a role for the International Food Policy Research
Institute (IFPRI) in this work.
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V. TECHNICAL ANALYSES

A. Fertilizer

1. General

The fertilizer sub-sector was examined in detail
during the design of the FY 1982 Program. The examination
revealed continuing phosphatic import requirements and an
adequate institutional network to receive and market the
imported product. About 60 percent of Pakistan's phosphcrous
requirements are lmported. Imports are arranged by FDFI under
the Federal Ministry of Food, Agriculture and Cooperatives.
FDFI is responsible for floating international tenders,
receiving supplies at the Karachi port and unloading, bagging,
and transporting the fertilizer from the Karachi port to the
first destination within the country as provided in despatch
plans of the distributors, via rail, trucks of the Natiomal
Logistics Cell, and privately owned trucks. Fertilizer is
retailed at Government fixed prices through a reasonably
large dealers' network serving the public and the private

distributors.

A major recent development in the fertilizer sub-sector has
been Pakistan's entry in the fertilizer international market
as a urea exporter. Increased domestic urea production, based
principally on the recent commissioning of the 262 thousand
product MT rated capacity plant of the Fauji Fertilizer
Company, coupled with lower than projected fertilizer demand
and involuntary nitrogen imports along with binary and
complex fertilizers, has generated what appears to be a short-
term nitrogen surplus, thus prompting Pakistan to look
towards the nitrogen export markets. However, from the
agronomic standpoint, Pakistan continues to be a nitrogen
deficit country with actual nitrogen use being only about
one-half of the recommended dosage.

2. Supplv and Demand

Table 5 presents the supply and demand projections
for the crop year 1982/83 and for the rabi season of crop
year 1983/84. These projections are predicated on the fact
that the farmers' crop benefit-cost ratios resulting from
recent increases in fertilizer and crop prices (See
Annex C.l.c.) continue to be attractive so that there are
prospects of continuing fertilizer demand. Based on past
trends and extensive discussions with public and private
industry officials, fertilizer offtake is projected to
increase annually by 5 percent for nitrogen, 7 percent for
phosphorous and 15 percent for potash. On the supply side,
domestic production has been estimated by using the current
operating rates of the installed productlon capacity.



TABLE 5

FERTILIZER SUPPLY AND_DEMAND PROJECTIONS
(1000 Nutrient Metric Tons)

Crop Year 1982/83%/ Crop Year 1983/84: Rabil/

N P X Total N P K Total
Supply 1,372 345 53 1,770 908 132 30 1,070
Opening InventoryS/ 335 138 15 488 428 96 30 554
Indigenous Production 957 72 - 1,029 480 36 - 516
Imports 80 135 38 253 - - - -
Demand 1,129 349 46 1,524 702 285 41 1,028
Of ftake 926 249 23 1,198 508 178 16 702
Exports / 18 - - 18 - - - -
Reserves Requiredd 185 100 23 308 194 107 25 326
Surplus (+) /Deficit (-) (+) 243 (-=)d (+)7 (+) 246 (+) 206 (-)153 (-)11 (+) 42

a/ October-September.
b/ October-March.
¢/ Stock with distributors, factories and FDFI.

d/ 20, 40 and 100 percent of annual offtake for
nitrogen, phosphorous and potash, respectively.

Source: FDFI and USAID Staff Estimates.

- 9¢ .-
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The projections indicate that by the end of crop year

1982/83, the country is likely to have a fertilizer surplus

of 246 thousand NMT -- surpluses to the extent of 243

thousand and 7 thousand NMT for nitrogen and potash,
respectively, and a deficit of 4 thousand NMT for phosphorous.
For the rabi season of crop year 1983/84, the projections show
that there is likely to be a deficit of 153 thousand NMT of
phosphorous and 11 thousand NMI of potash. Nitrogen will,
however, be surplus to the extent of 206 thougand NMT.

3. Import Requirements

The GOP has already firmed up import arrdngements for
crop year 1982/83 (Table 6). Total imports are likely to be
on the order of 253.3 thousand NMT -~ 80 thousand NMT of
rnitrogen, 135.3 thousand NMT of phosphorous and the remaining
38 thousand NMT of potash. Phosphorous and potash import
requirements (153 thousand NMT and 11 thousand NMT,
respectively) for the rabi season of crop year 1983/84
beginning October 1983 have, however, not been planned as yet.
Fertilizer under this Program will be scheduled to arrive in
the fz1l of 1983 for use in this rabi 1983/84 period.

The tvpes of fertilizer that the GOP has decided to import
for meeting its phosphorous requirements are determined, apart
from import prices, by farmers' acceptability of the product,
funding sources, and the nitrogen content in the binary and
complex products. The GOP has already decided not to import
nitrophos which has equal nitrogen and phosphorous nutrient,
except on a grant or barter basis. The current GOP thinking
is to rely predominantly on DAP for phosphorous requirements.
Recognizing that DAFP also has nitrogen nutrient, the GOP

is also considering imports of small quantities of TSP which
has no nitrogen and appears to be appropriate under the
cur-ent nitrogen surplus situation. Large quantities of TSP
imports do not appear to be feasible at this time as TSP

has been sparingly used in the past and farmers' response

to this product appears to be uncertain. The 10 thousand

MT of TSP provided under this Program Amendment will be
used primarily for testing/experimentation purposes.

Taking into account the above stated GOP thinking as to the
choice of phosphatic products, the import requirements of
153 thousand NMT cf phosphorous and 11 thousand NMT of
potash can be translated into the product quantities shown
in Table 7.



TABLE ¢

FERTILIZER IMPORTS PLANNED FOR CROD YEAR 1982/83

PRODUCT TYPE OF FINANCING QUANTITY NUTRIENTS

(MT) ) ('000 MT)
N P K Total
i 369, 335 68.0 119.2 16,1 203.3
NPK (13:13:21) Norwegian Grant 14,200 1.8 1.8 3.0 6.6
NP (23:23:00) Dutch Grant 55,140 12.7 12.7 - 25.4
DAP (18:46:00) A.1.D. Ipan 89,000 16.0 40.9 - 56.9
NPK (13:13:21) Czech Barter 20,975 2.7 2.7 4.4 9.8
NPK (13:13:21) Bulgarian Barter 31,170 4.1 4.1 6.5 14.7
NPK (10:20:20) Bulgarian Baiter 10,500 1.1 2.2 2.2 5.5
NP (23:23:00) Bulgarian Barter 42,350 9.7 9.7 - 19.4
NP (23:23:00) (Czech Barter 16,000 3.7 3.7 - 7.4
DAP {18:46:00) Hungarian Barter 20,000 3.6 5.2 - 12.8
DAP (18:46:00) Sukab Barter 20,000 3.6 9.2 - 12.8
DAP (18:46:00) Barter a/ 50,000 9.0 23.0 - 2.0
Kharif 99,500 12.0 16.1 21.9 50.0
NPK (13:13:21) Norwegian Grant 28,000 3.6 3.6 5.9 13.1
NP (23:23:00) UK Grant 25,000 5.8 5.8 ~ 11.6
AP (18:46:00) Japanese Grant 4,500 0.8 2.1 - 2.9
DAP (18:46:00) West German Loan 10,000 1. 4.6 - 6.4
SOP ((0:00:50) West German Loan 32,000 - - - 16.00
Total 468,835 80.0 135.3 38.0 253.3

8¢ -

a8/ Name of the Comntry not known

SOURCE: FDFI and Food and Agriculture Divisim.
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TABLE 7
FERTILIZER IMPORT REQUIREMENTS:RABI 1983/84

Product Quantity Nutrients
('000 NMT)
N8 ®» K  Total
DAP (18:46:00) 322 58 3/ 143 - 206
TSP (00:46:00) 10 - 5 - 5
SOP (00:00:50) 22 . - 11 11
Total 354 58 3/ 153 11 222

a/ "Involuntary' Imports

Total cost of the DAP and TSP imports is estimated at around
$§75 million. No other donor commitment has been made to the

GOP thus far for funding these import requirements. The
quantity of fertilizer to be imported under this Program,

which is valued at $35.0 million, will provide 62.1 thousand
NMT of phosphorous or about 41 percent of the total phosphorous
import requirements for the 1983/84 rabi crops.

B. Irrigation Equipment

1. Equipment for the ISM Project

The FY 1982 PAAD Amendment described in some detail
the irrigation system and the institutional network which will
utilize the machinery, including its maintenance capabilities
and equipment nceds. The FY 1983 1SM Project Paper defines a
program of canal rehabilitation and the improved operation,
maintenance and management of the irrigation system for which
the equipment is to be supplied. The FY 1983 ACE Program
Amendment will finance more of the earthmoving and workshop
equipment funded previously and hydraulic measurement equipment
as identified in the ISM Project Paper. The technical analyses
in the respective programming documents fully demonstrate the
technical suitability of the equipment and assure their proper
utilization and maintenance,

2. Additional Earthmoving Equipment

The excavating machinery to be provided to the
Irrigation Departments of the Punjab and Sind is similar to
the equipment provided for the ISM Project. When equipment
requirements were developed for the ISM Project, the objective
was only to meet the needs for civil works under that Project



without censidering the comprehensive 2quipment needs of

the PIDs. The excavating machinery included in this Program
Amendment constitutes a small but critical contribution to

a larger requirement to replace equipment that has been used
beyend its economic life, The technical aralyses of the
equipment described in the ISM Project Faper apply equally
to this excavating machinery.

3. Irrigation Pumps

The five pumps provided under this Pregram Amendment
will replace the existing 20-yvear old pumps at the Warsak
Pump Station in the MWFP. The NWFPF Irrigation Department

has been able to maintain these pumps well beyond their
economic life and hes also performed well in maintaining

the canals into which water is pumped.

4. Flood Prctecticn Equipment

This Program Amendment will previde a poertion of the
balance of equipment that remains to be procured under a
1975 scheme fer Flood protectien works in the Punjab. The
Punjab Irrigation Department has already procured a major
portien cof the needed flood protection equipment and che
Department's field experience to date indicates that the
equipment is versatile and suitablie for site conditions in the
province. Adequate repair and maintenance facilities are alsc
available within rhe Department for such equipment,

C. Drilling Rigs
The Agriculture Engineering Department of the Government
c¢f Sind has had aix power drilling rigs since 1966. Four of

these rigs are still in use, but performance i3 iow due to the
age of the machines. Only 24 tubewells a vear are currently
being sunk or six tubewells per rig per annum. The requested
new rigs are expected to bore 12 tubewells rexr machine each
vear.

The areas where these rige will be used ave in the districts
of Dadu, Thatta and ¥arachi in the Sind prevince. These areas
are outside trhe reach of the canal irrigation system and have
sweet water pockets where substantial groundwater is available,
There are, hcwever, deep rocky strata 6 to 8 feet belcw the
soft soil, and 300 te 600 feet of drilling is required to
exploit the groundwater reserves.

The capability cf the Sind Agriculture Engineering Department
was reviewed in September 1980 by a British team and found to
be high. Given their ability to keep 15 year old machinerw
running with only spare parts manufactured iocally, the new
rigs with adequate svare parts should be utilized and

maintained effectively.



D. Agricultural Production, Distribution and
Storage Project Commodities and Forestry Planning
and Development Ffroject Commedities

Firm equipment requirements for the FY 1983 APDS and
FPD Projects are now being defined as the Projects approach
the final stages of design. The Project Papers will fully
describe the respective technical needs, institutional
getting, utilization and maintenance capabilities and other
feasibilitv issues.

E. Additional Ccrmcdities

1. Tractors

As part of its efforts to encourage small farm
technology, the GOP has started importing in limited numbers
small size (35 engine HP) tractors. Unlike the traditional
imports of medium cize tractcrs (45-64 engine HP), the
iwportation cof small tracters is neither tied to standardization
requirements nor in-country local assembly facilities. The
GOF in recent vears has imported small tractors from Japan,
China and the United Kingdem, primarily to test their
technical effectiveness and market suitability.

The small tractors provided under this Pregram Amendment

will assist the COF to refire its pelicy on small farm
rechnclegy through field exverimentation. These tractors

will be used for testing and experimentaticn purposes

at selected agricultural research stations and/or on private
farms. The service and maintenance of these tractors can be
handled by the well-established dealers' network for medium
size tractors as well as by the tehsil level tractor pcols
established recentlvy in the Punjab, which accounts for nearly
8C percent of the tractor sales market.

2. Breeding Rams

The breeding rams provided under this Program
Amendment will be used for sheep research and production
activities which are being supported by the Australian
Government. An Australian Agricultural Mission visited
Pakistan recently and recommended a coordinated plan for
sheep research and production which, inter alia, envisages
the establishment of a central farm at Mansahra in the NWFP.
Since one of rhe objactives of the central farm is the
production of suvericr rams for distribution to sheer owners,
ccnsiderable theught has been given by the Australian
Government and the GOP as to the choice of sheep breed.

The U.S. is the preferred source of breeding stock because
selective breeding in the U.S. has emphasized meat yleld
over wool.
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Negotiations between the Governmentsof Australia and
Pakistan are in an advanced stage, and an agreement is
expected to be formalized in the near future. In anticipation
of the agreement, rthe Government of the NWFP has prepared
plans for the establishment of the centrral farm which
encompasses production, research, training and outreach
functicns. A scund developmental program thus exists to
which A.I.D. can provide a relatively small but critical
input of 20 breeding rams. All remaining establishment and
operational costs of the program will he shared by the
Governments of Australia and Pakistan.

3. Miscellaneous Items

Small value items which way be procured under this
Program will be carefully analyzed to assure that they fit
into & coherent activiry and are consistent with the overall
objectives of this Program.



VI, IMPLEMENTATICN PLAN

A, Commecdities and Equipment

1. Procurement Plan

a. Fertilizer

As started in the FY 1982 Preogram Evaluvation
report, "Preocurement (of fertilizer) went emcothly and
acccrding te schedule.” The same prccedures cutlined en
pages 28-29 of the original PAAD will therefore be followed.
Briefly stated, the COF, thrnough the FDFI, will be
responsible for the prccurement of fertilizer wich the
asslstance of SER/CCM, AIU/Uashington to ensure compliance
with A.I.D. regulations. Tendering and awards will take
place at the Pakistan Embassy in Washingten, D.C, In order
to expedite the procurement process and in accordance with
the recommendaricns of the Y 1882 Preogram Zvalvacion team,
the Missicn, in April 1983, reguested SER/COM to review the
1FB and Charter Party used for the FY 1982 procurement
of fertilizer and tco provide reccmmendations to the Missicn
as tc what chenges if anv in thecee terms and conditions
shculd be negortisted with FDFI pricr te the igsuence of
tender documents for the FY 1983 Pregram.

b. Irrigatisn Equipment
T

As discussej previously and described more
fully in Amnex C.:Z., the irrigation equipment to be procured
under this Fregram Amendment consists of Five categories
of equipment, comprising owver cne hundred individual line
itemg, valued af approximately S$12.1 million (including
spare parts, freight, insurance, and inland transportaticn).
Much of the equipment is the same as that procured under the
FY 1982 program, and specifications have already been
rrepareda for these items. Preparation of the sgecifications
for the remaining equipment should be complated wirhin the
next ceveral months.

Because cf the large number of items invelved and the
cemplex nature of some of the items, which wmay require
radefinicion of specifications and re-issuance of tender
documents, the Mission and the GOP have agreed to employ
the same prccedure which was followed under the FY 1282
progranm for the procurement cof irrigation equipment. This
procedure, which involved the use of Procurement Services
Agents (PSAs), selected under competitive procedures and
hired under host country contracts, with USAID/Pakistan
acting as Agent of the CGOP, has proved tc be an effective
and aprropriate mechanism. Key GOP officials have expressed
their complete satisfaction with the apprcach and the
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progress achieved to date. As discussed in the FY 1982
Program Evaluarion report, some prcblems were encountered
during implementaticn eof this procedure, but all of the
problems have been resolved, and the procurement process

is on track. Indeed, the experience gained and the lessons
learned from implementation of the FY 1982 program should
greatly facilitate the smooth and timelw implementaticn

of the same procedure under the FY 1983 program. Accordingly,
contracts will be awarded competitively to one or more
PSAs, with USAID/Fakistan acting as Agent cf the GOF, in
accordance with Chapter 1, A,I.C. Handbock 11 prccedures.

c. Agricultural Production, Distribution, and
Storage and Forestry Planning and Development
Project Commodities

Approximately $10.0 millicn has been allocated
for the procurement of equipment/ccmmodities under the
FY 1983 AFDS and FPFD Projects. Again, hecause of the large
number and diversified nature cf the items invclved, ftne
game procedure described above for the irrigaticn equipment
will be empluyed. Contracts will be awarded competitively
to one or more FSAs, with USAID/Pakistan acting as Agent
of the GOP.

d. Additicnal Commodities

The drilling rigs ($1.2 million) and the small
tracters and breeding rams ($1.0 millien)} will mast likely
te precured by the host government through its Embassy in
Washington, D.C.. with the assistance of SER/COM, AID/Washington,
or through an imporcer under Regulation 1 procedures.
Small value items may be procured either directly by
USAID/Pakistan or through an importer under Regulation 1
precedures.

2. Implementation Schedule

A propcsed implementation schedule is summarized
in Table 8. As shown in the table, the tendering and award
phases for the fertilizer, drilling rigs, small tractors,
and breeding rams, all cof which will most likely be
handled by the Pakistan Embassy in Washingten, D.C., with
the assistance of SER/COM, have been staggered so as not
to unduly overburden these two organizations. Similarly,
the tendering and award phases for the two PSA procurement
packages will also be scheduled in such a way so as nct
to impose an administrative burden on the host government
and the Missicn. According to the proposed schedule,
fertilizer deliveries should be completed by January 15,
1984; the drilling rigs, small tractors, and breeding
rams should arrive at the Karachi port in the summer of 1984;
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and, deliveries of all of the equipment/commcdities procured
with the assistance cf PSAs should be completed by May 1,
1985,

B. Policy 5Studies

1. Fertilizer

The scope of work for this study is currently being
discussed with the GOP' and should be finalized by June 1982,
Probable contractors for the study are thes International
Fertilizer Development Center (IFDC) and IFPRI. A PIO/T
will be preparad by June 230, 1983 g0 as to enable the
centractors to initiate the studwv by August 15, 1983.

The contractoxrs’' firal venort sheuld be available for
discussicr with the GOF by March,/April 1284,

2. Mechanizaticn

A contractor (preferably a University member) will
be hired to develep the scope of work for this study bw
July 1983, in censultation «ith the Pakistan Institute of
Developmenr Tccnomics (PIDE), After disnussion of the
propesed scepe of work with the COP, a team, consisting of
an economist, marketing specialist, agronemist, agriculture
engineer (machinery) and a scociclogist will be fielded to
develop the srudy deslign in collaberation with PIDE. The
contracter (most likely a U.S. University! will commence
work by Mevember 1983, and the final report should ke
availahle by June 1984,

3. Food Security

The AFDS Frecject Paper will describe the proposed
implementation plan for the studies to be conducted in the
area of food securitv. The probable contractor is IFFRI,

C. Administrative and Monitoring Arrangements

ive and monitoring arrangements
described on pages -~ 25 of the original PAAR have proved
tc be effective and will continue to be used. Project
monitering responsgibility resides in USAID/Pakistan's
Cffice of Agriculture and Rural Development, which will be
assiated by the Office cf Project Development and Monitoring
and the Executive Nffice. In addition, it is anticipated
that SER/COM, AID/Wachingron will plav a majcr vrole in
assisting the Mlssion implement the FY 1983 Frogram.
Representatives of SER/COM will be called upon to work with
the Pakistan Embassy in Washingten, D.C. to prepare tender
documents and wake awards, to develop and/or raview

The administra
7

-
[
3

W
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specifications for certain commodities, to review tender
documents, to provide advice and/cr participate in the
PSA gelecticn and contracting process, and to participate
as necessary in program evaluations.

In addition, in acccrdance with the recommendations of the
FY 1982 Program Evaluation team, selectilve menitoring of
intermediary warehousing of A.I1.D.-financed fertilizer
will be instituted. VUpon the arrival of each shipment,
despateh plans will be obtained from FDFI, a random sample
of warehouses in all four provinces will be selected, and
field visits will be made to ascertain the adequacy and
quality of stcrage. In so far as possible, staff of
USAID/Pakistan's Provincial Liaiscn Offices will te
involved in field wisits,

D. Evaluaticn Plan

The first evaluation of this Prcgram was conducted
in November/December 1982. The evaluaticn covered,
inter alia: procurement procedures for fertilizer and
equipment; progress made towards planning, developing and
executing policy studies; monitoring and evaluation of
Program performance and impact; and generaticn and use
of sales procecds. The next program evaluation is planned
for late calendar vear 1984/early 1985, by which time all
of the commodities imported under the FY 1982 tranche will
have reached their ultimate destination in the provinces;
gseveral key policy studies will have been completed or
nearing cempletion; many of the commedities under the
FY 1983 tranche will have arrived at the Karachi port;

sufficient implementation experience will have been obtained

regarding the prcgramming of generated rupees; and,
implementation of cther majer A.I.D.-financed agricultural
sector projects will have been begun.

The proposed evaluaticon will include a critical review of
the following:

1. Progress made toward achievement of the purposes
of the actiwvity (actual compared with planned
performance);

2. End use of imported commodities;

3. Quality and usefulness of policy studies;

4. Role of this Program as an instrument of policy
dialogue with the GOP;

5. Programming and use of generated rupees;



6. Procurement arrangements, including the
performance or PSA(8):

7. USAID/Pakistan's monitoring of the receipt
and digtributicn cf the imported commedities;

8. Rapidity cof disbursements;

9, A.I.D. and GOP collaboration and the relels)
of variosus crganizations;

10. Potential areas for improving Prcgram implementation
schedules, funding arrangements, and procurement
procedures;

11. Adequacy and appropriateness of evaluaticn and
monitoring plans and procedures under other
A.1.D.~financed prrnjects in the agriculture
sectrr for measuring beneficiary impact and
changes in agricultural productivity; and,

12. Unanticipated problems.

This propcsed evaluation should be completed in a perilod of
three weeks by a three-member team consisting of an
agricultural economist, commodity specialist, and an
evaluation expert, working closely with beth

Mission and GOP officials. The total estimated cost of

the evaluation is $30,000, and will be financed under the
Project Design Fund (391-9470).
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L. DOLLAE AUD CUUNIRREART ALLOCATIONE

— o~ e . S0 B

&, bollar Allcoationg and dlsbursementy

1. Allocatiene

—————— et .

a.fertilizer

1. 125,000 MT of Digmmonlunm Phosphate
(DAP)

i1, 10,000 MT of Triple Super
Phosphate (TSP
b. Irrigation Lquipment

i, Farthmoving and Workshop Equipment for
the Trrigation Svstems Management Project

il. Hydranlic Heacurement Equipwent for the
" Irrigaticr Systome Management Project

111, Execavat ing Machinery for the Sind
and Punjabh Trylgacion Depatrtments

1. Fleed Trotertion Egalpment for the
Punjab Trrigation Department

v, Yrriparfer Punps fer che Neorthwes
Frontier Frovinee Trrigation anartment
c. Prilling Rige for the Sind Agricul tural
Engineering Pepavrwent

d. Commadities for the Apricultural Production,
Distrihuticn, aud Storage Preject

e, Commodities for the Forestry Planning
and Develcpment TProject

. Additicnal Commeditiea

1. Swall! Tractors
i1. Breeding Rams
1ii. Miscellanecus TLema

iv. Commodities in Support of Development
Activities in Poppy CGrowing Areas

g+ Procurement Services Agent (s) Fee at 8%
(for b., d., & e. only)

TOTALS

- Prevrisiomal Allocations

(In $ Million)

Loen _srant

34.0 '§/ hod

~ 540

- 1.0

- 3. S

- 1,6

- 1.0

1,2

1 uf‘ 3.5
5.0 -

- 100

- -5

- 1.7

40.0 20.0

1/ All figures include the estimated costs of the commodities/equipment,

freight and insurance, as well as inland transportation for the irrigation

equipment only.

8/ Approximately $1.0 million in loan funds remains unearmarked under the
FY 1982 program (see Annex E) and will be anplied to the costs of the
fertilizer to be procured under the FY 1983 program.
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2. Disbursement schedyle

If the Frogvam Agveement Amendment le signed no
later than August 1, 19871, ir le enticlpated rhat fertilizer
commodity and freight Lerters of Commitment (1L/C0OMs) will
be issued by October 15, 1987, rhar fertilizer deliveries
will begin to arrive at the Karachi port hy Decembex 1, 1983,
and that fertilizer shipmente to Karachi will be completed
and disbursements of approximately $33,.0 million made by
Jamuary 15, 1984, Ir can alse be expected that hetween
January 1, 1984 and April L%, 1984, 1,/COMs will be issued
in favor of suppliers Fur the drilling rigs, small tractors,
and breeding rams, and in favor of the gelected PSAs to
cover theiv fees, For the commndities to be procured
with the assistance of the PShs, ir is anticipated that
L/COMs will be isaued in Tavor of suppliers between
September 11,3984 and Novembey 1,1984. While the drilling
rigs, small tractors, and breeding rams are expected to
arrive at the Karachi pcrt in June 1984, deliveries of
the irrigation equipment are not expected to begin arriving
until November 15,1984, Similarly, deliveries of
cemmodities feor the APDS and FED Projects are not expected
to begin arriving at the Karachi pert until February 1, 1985,
1t is anticipated that all deliveries will have heen
completed and all disbursements made by Auguzr 1, 1085,

3. Local Cost Financing

s e b ¢ b it et W

A minimum amounrt of dellar funding provided under
this Program amendument will he used to {inance local costs
such as in-country trangportation of equipment from the
Karachi port to appropriate gites in the Provinces.
Disbursements for these costs will be made in U.S. dollars
in lieu of 11.53. ~owned excess rupees in keeping with the
balance of pavments cbjecrive of the program. A FAA
Sectien 612(b) certifivation signed by the Mission Director
is included in the original PAAD,

B. Counterpart Funds

1. Generation c¢f Counterpart Funds

The Agricultural Commodities and Equipment Program
will result in the accrusl of rupee proceeds to the
Government of Pakistan when commodities provided by
A.L.D. under thias Prcgram are sold or charged against the
budgets of autonomous agencies and Provincial Governments.
Under Section 609(a) of the Forelgn Assistance Act, rupee
counterpart funds are required to be deposited for any
commodities which are furnished with Economic Support Funds
on a grant basis under arrangements which result in the
accrual of proceede to the country. Under this program,
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all rupee generatiouns, including those generated by loan-
fuonded commedities, will te deposited by the GOP in a

special account.

2. Counterpart Deposit and Use Arrangements

Rupee proczeds will he deposited in the Federal
Consolidated Fund of the GOP. The GOP will credit these
proceeds to a special subsidiary account to be named
"USAID Programme for US FY 1983". Releases from the
account will be made by the GOF¥, after consultation with
A.I.D., for mutually agreed upen activities as specified
in the original PAAD.

The Government of Pakistan will convene a meeting with
A.1.D. not legs than once every six months to consult on
the agreed upon purpoges for which rupees from the special
subsidiary account will be used. The first meeting will
be held within three months sfter the generation of rupees
from A.I.D.-funded commodities.

As long as a balance remains in the special subsidiary
account, the GOF will provide semi-annual reports on hew
the proceeds have been used. The first repert covering
deposite and withdrawals through December 31, 1983 should
be submitted to USAID'/Pakistan bv Januvary 15, 1984, with
subsequent reports due at zix mouith intervals.

'III. CONDITIONS, CCYENANTS, AND NEGOTIATING STATUS

A. Conditiong Precedent to Disbursements

Prier to the first disbursement under this Loan
Amendment and/or this Grant Amendment or to the issuance
by A.1.D. of documentation pursvant to which disbursement
will be made, the Borrower/Grantee will, except as the
parties may otherwise agree in writing, furnish or have
furnished t¢ A.I.D. in form and substance satisfactory to
A.I.D. within thirty (30) days after the signing of the
Program Agreement Amendment:

1. a proposed Invitation for Bid (IFB) and a proposed
designation of Charter Party for the impcrtation of the
fertilizer; and.

2. except for the fertilizer aud the irrigation
equipment, a statement cf the name and title of any additional
representatives acting for the Borrower/Grantee who are
authorized to sign pr-curement documents together with
a specimen signature of each such person certified as to
its authenticity.
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B. Cowvenants

1. Use of Sale Prcceeds

All local currency preceeds genevated from the
sale, transfer. cxr impertation of commoditiss rrovided
under this Agreement Amendment will bte credited to the
Federal Consclidated Fund of the Rorrower/Crantee. The
Borrower/Grantee agrees to credit these proceeds to a
special subsidiary acecount to be named "USAID Pregramme

for US FY 1983 ',

Funds in the speciszl subeidiary actcunt may be used for
development purposes in the agriculture, rural developument,
water rescurces, population, educaticn, energy and health
sectors as may be mutually agreed upon and, further, may
be used within these areas for programs which would help
reduce illiclt narcotics cultilvation by stimulating
broader develcpment cpportunities. '

2. Reporting

As long as balances remain in the special
subsidiary account, the Berrower/Grantee shall provide
to USAID/Fakistan semi-annual reports on the balances
remaining in the account and the withdrawals and uses of
the funds from thet account during the current reportfog
period with the first report covering deposits and with-
drawals through December 21, 1983 to be provided oy
January 15, 1984,

3. Authorization

The Berrower/Grantese avthorizes USAID/Pakistan
to act as ite lawful Agent snd tc execure, in said capacit!.
all letters and deccuments on behalf of the Borrower/Grante
In accerdance with A.I1.D. Handbock 11, Chapter 3, as ‘
necessary for the following:

4. to procure, administer and compensate one or
mere Procurement Services Agents under this Agreement
Amendment. Activities contemplated include, by illustration,
advertising for Agent(s) services, evaluating and selecting
of Agent(s), and instructing, answering inquiries, and
otherwise communicating with Agent(s).

b. to procure, administer and finance equipment/
comodities under this Agreement Amendment. Activities
contemplated include, by illustration, preparing and executing
letters of instruction or cther procurement documentation
for equipment/commodities, arranging for issuance of
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Letters of Commitment and/or other financial documentation,
clearing of equipment/commodities through customs, and
arranging with provincial authorities for delivery to
appropriate sites.

The Borrower/Grantee shall, upon the request of USAID/
Pakistan, execute letters of instruction and other documents
as necessary for the procurement of services and equipment/
comnodities under this Agreement Amendment.

4., Eligible Items

The commodities eligible for financing under this
Grant Amendment and/or this Loan Amendment shall be those
listed in the FAAD Amendment and such other commodities as
are mutually agreed upen in writing by the Parties and
specified in Implementation Letter(s) issued to the Borrcwer/
Grantee.

C. Negotieting Status

The above Conditions Precedent and Covenants have been
discussed with and agreed to by the Government of Pakistan.
During Program Agreement Amendment negotiations, USAID/Pakistan
will incorporate into the Agreement Amendment eppropriate language
to cover these terms and conditions.
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ANNEX A.1
Page 1 of 3

0 ‘7'11? MAR P2

11 TPCSTATE WASHLC

TC AMEMEASSY ISULAMATAT IMMEDIATE 66°1
PT

DHCT AR STATE PEESES

AILAC

F.C. 120€5:  N/A

T;‘(:f:

SUTIFCT:  APAC REVIEY, AGRICULTURAL corronrrlrs AND
FOUITMENT PAAD (391-¢4£8)

APAC REVIEWFT FAAD MARCK 1@, 19682, AND AGREED MO
PECQMMEND AFFROVAL FY A/AITL. MISSION IS

CONCRATHLATEL -CN SUPMISSION OF AN EXCELLENT PAPER WHICH
FFFECTIVELY T'RESENTS PURFCSES, CONTENT AND IMPLEMENTATION
*LAM,  TESCRIPTICN OF POLICY CONTEXT, IN PARTICULAR, GOES
TEYONT WHAT AFAC FXPECTED AT TIME OF PID RFVIEW,. rOLLOW-
ING AFF MAJOR FTROGRAM ISSUES WHICH WERE LISCUSSED AT THE
MEFTTING ¢

1. FUNCING ALLOCATION (FERTILIZER VS. EQUIPMENT): IT
WAS NQTE™ THAT WHILF PAAD-FACFSHEFT (WPICH IS THE .
ANTUORIZING [CCUMENT) COES NCT EXPLICITLY ALLOCATE FUNDS
A% PETYWFEN THFE MRJCR CATFGORIES OF COMMODITIES, THT ECDY
NF THE FAPER CC:F. TO ADD AN ELEMENT OF FLEXIRILITY I[N
THT PAPFP ANL MAXF IT CCONSISTENT WITH THE FACESHEET, A
SFTHTENCE WILI PE ALDNFL ON FAGE 3 INDICATING THAT FXPFCTET
ALLOCATIONS ARY SURJECT TO CEAIGE IF CONDITIONS SO
"“pﬂfm ANNEY F. PAGF 2, WCULD ALSC HAYE QTE EXPECTEL

UNCTL ACDED FEFORE QTE ALLOCATIONS FOR THE FY 18982
FROSRAM . . . UNQTE,

2. FOLICY DIALCGUE: ASIA PUREAU AND FPC HAVE HD RECEKT
FYCPrvQES REGARLING TEE DEGREF TO WHICH POLICY CONSILERA-
TEOIS ARE PDTRESSED FY THIS FROGKAM ANT THR WAY THE -
BALTCY [TALOGUY WILL F¥ CARRIED OUT. CURTIS WILL CAPRY
COPTRE OF RELFVANT MEMCS, PAAD DRSCRIRES MISSIGN’S
APPPCACH TO FOLICY ANT AREAS INTENDED FOR FURTHER

FY MINATION,  AILD/W %CULL LIZF TC EE APPRISED CF PROGRESSH
MeLS AS THE FRGCEKSS CCES ON AND TO HAVE ANOPPORTUNITY-TO
CAM+1MT RS APFROPRIATE. SPFCIFICALLY,-PRIOR T0O FORMAL
MFGATIATIONS CONCERNING THF NEXT TRANCHE OR TRANCKES AND ..
PRTRPMIUATION OF ANY CONDITIONS WEICH MAY FE INCLULED IN )

Best Available Docu.ment

TAF PiAL AMENIMENT, WE RTQUEST THAT MISSION-TRANSMIT N
TNEQRUATION CATLF ON THES® MATTERS. WFWOULT HOPE TFAT :
}Y LECEMEFR PICSION WILL HAVE DELINFATED SPECIFIC-ARES ¢y
WIEPE CHANGES IN FOLICY TEFINITION AND-IMPLEMENTATICN MAY Lo
FF WAPRANTED. YOUR CAFLF, WHICH ¥WE ¥OULD HOPE TO RECFIVE ) [T
PY TECFMRFR, SECULL ALVISE US OF THF POLICY PARAMFTEPS TC

PP PISCUSSED WITE THE GCP AND YOUR TEIN”ING ON STRATEGY
AYD CTIFCTIVES.,

MHETASSTFIET STATY €re€e  1/2
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ANNEX A.1
. FURTEFR T THE FCLICY LIATOGUS, o SCHIPVO-CAMEC - Page 2 of
REFARTEL TQ APAC. FASFL Q4 MIS RECENT I'pY, THAT IN lil€
JITSMENT FRCGRAM FITSE PAVICTANCS CURRENT MACRO FCONCMIC
NFIZDS AND TEAT MISSION'S APPPCACE TO POLICY~-LILOCU: IS
ATTPATRTATE, KIS REFCPT, NOYW [N PRFPARATION, ;WILL CON-
TAIN SFECIFIC RECOMMFNTATIONS TC MISSIGN FOR FOLICY -PREAS
TC Fi FXAMINFD IN COMBKECTICN “ITH THIS AND OTHER FLOGRAM
INSTRUMENTS . '

4. FELATIONSETP TO [PRIGATION PROJICT: TYE 3TTUS OF
FRPOFOSFT [FRT ANT AID PRQJECTS "AS TISCUSTED. APAC
UMTFPSTANDS TIAT MAJOR ISSUES CONCZERNINGYATER SECTON,
FUCE AS IMPRCVEMENT IN CANAL MAINTENANCE, WILL RF ~MOST
FIRECTLY ALDRESSEDR IN IAPIGATION ANT ON-FARM-WATER
MAVAGFMENT PPOJFCTS, ALTHOUGH AGRICULTURAL COMMCLITI:S
FNT EQUIPMENT FPAAL SHOULD ENEANCE MISSION’s POSITION-IN
INFIUFNCIMG THFSE ARFAS.

S. EQUIPMENT FYCCUREMENT MECHANISM: AN AID/V‘CLHIFYING
CAFI'F CM THF MFANS OF EFFECTING HOST CCUNTRYCONTRAGTS =~
NITH THE PSt AMT SUPPLIERS [S BFING SENT SRPTTL. WHILE

THL® IS AN IMPCRTANT IMPLEMENTATION ISSUE,-IT-DOES NOT-

AFZFCT AUTHORI?ATION LANGUIGE. - :

. CSTAFFING: THE IMPLFMENTATION PUPLEN OF THIS FRCJECT
“AS NOTED, ROTH AS RFGARDS PROCUAEMENT OF FQUIPMENT NT
NFED TO DEFINE AND CAPPY QUT POLICY STUDNIES/PTALOGUE.
FFECATS CONTINUE TO FILI APPROVED SLCTS AS RAPIDLY AS
POSSIFLE.

7. TCLLAR FINANCING OF LOCAL COSTS: APAC AGPEED THAT .
MISCION SHOULD HAYE AFILITY TO FUND SUCH ITEMS-AS INLA
TRAMEPORT If NEFFTFD TO AVOIL A LCGJAM IN DELIVERY. -~
FOWEYER, STRONG PAEFERENCE [¢ TO ENCOUPAGE-HOST COUNTRY
FIMANCING OF SUCK ITEMS WHENEVER FEASTPLF. SINCE A

POPTICN OF FUTHRE TRANCHFS CF THIS~PROGRA¥ WILL PF FUNTFD
“ITH CEVELOPMEMT ASSISTANCE FUNCS, MISSION/GOP-SEOULD ¥-
AVARE QF NEET AT THAT TIME FOR ECST CCUNTRY CONTRIBUT; O}

OF 7% PERCENT OF LA COSTS.

€. CAUNTFRPART GENERATIONS: SACULD THF MISSION/GOF

“IH TQ DO 80, UNLER SEC. €92 (FAA), ESF GRANT GENERATED
NIFFES OR SOME FORTION THRRFOF MAYRF-CRETITED TO TEFR -
COF"F TRUST FUND AND FE USED TO FINANCE MISSION OPERATION
COSTS,

3. POINTS OF CLARIFICATION: MINOR LANGUAGE CHANGES
"ILL RF MALE TC CLAPIFY FOLLOWING POINTS. (C-RTIS~WILL
TARTY CORRECTED PAGES.) -

UNCLASSIFIFD STATE €65€6 1,2
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Ao ROUBCE/QEIGIN: USPAL CARSO PREFFREMCY REQUYRFMENTS
MIET RE MET FOR FERTILIZFR. SER FARA &, ANNEX A.4.-

. OCEAN SEIPFING COS3TS 70R ERTILIZFR SHIPPID QN COLZE
733 FLAG VESSPLS MAY FF FINANCFD UNDEP THE PROGRAM. -

C. PRCGUAM TUTAL: TEE REFERFNCE TO THE LOLS 370 MILLICN |
FROSOAM TQTAT 1M THE FROGRAM AGREFMENT (ANNEX F, PAGE-

AT OTHE FART FACTEHFFT MILL PR COMDITICNFD § FOLLCwS

ATV TUE FPCGFAM IS RYPYCTFD TO TCTAL [OLS 229 ~»ILLICH

LCUMR FIVE YELFS SUFJECT TO ALD PRCGRAM PPPFOVAL.*AVAIL;
AFILITY QF FUNDRS AND AGREEMENT OF THE FPTIES TO PRCCE-
URO™E . HAIG
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UNCLASSIFIED™ STATE "75859

t“I¥ OF BOTB TRACTOR SIZES. IN ALLITICN, THEHE WOULD BE
SOMEWBAT LONGER LEAD TIME FOR DELIVERY OF BRAZILIAN UNITS
fOMPARED TO THOSE PRODUCED IN UK OR US. WHILE MASSEY

FRRGUSON (MF) DOES NOT MANUFACTURE TRACTORS IN 1THE WS,

HEY LO MANUFACTURE THEM IN BRAZIL AND CONLD NOT BE FX-
CLUDED FROM BEING ELIGIRIE TO SUPPLY TRACTORS WITH AID
FUNDS. FYI, LISCUSSION BY ALLIEL WITH FORD U.5. OF
FOSSIRILITY OF !MPORTING U.S. MADE MODEL 6613 (B6/77 EHGINE/
P10 HP) IF AUTBOARIZEL BY GOP ALSO DOES HOT APPEAR PROMIS ING
AS FRICE WOULD BE ALMOST DOURLE PRICE OF UK PRODUCED 36le.

END PYI.
| ‘
;5. ALVISE IF SER/COM CAN RE OF FURTHER ASSISTANCE.  SHULTZ

BT
n5EE8

UNCLASSIFIED STATE V75858

ANNEX A.2
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UNCLAS STATE 1RAZ16

ALLAC

F.0. 122€6: N/A

TALS:

SURJECT: AGRICULTURAL COMMUDITIES AND EGQUIPMENT PAAD
(59L-4468)1 IMFORTATION OF TRACTORS

REFS: (A) ISLAMABAD @>71n; (B) STATE 75858

1. UPPEN LIMIT OF %5 ENGIN® HP RLIMINATES ALL U.S. MANU-
FACTIHED TRACTORS CF CUHVENTIONAL DESIGN BUT DOES OFFER
FOSSIBILITIES FOR INTERMEDIATE TECHNOLOGT TRACTORS OF
APPRUXIMATSELY 1% TC 24 1iP. THESE UNITS WHICH COST, FOB
.3. FACTORY, POUGHLY DOLS %,500 IMN DASIC GASOLINE CONFIG-
URATION (WITH RLECTRIC STAWT) APPEAR TC BE WELL SUITED FOR
FANT DEVELOPING COUNTRY APPLICATIONS DEPENDING, OF COURSSE,
ON FRICF COMFETITION ANE MARXEFT ACCEPTANCE. HOMEVEN,
PECAHS ¢ OF ABSENCE OF EXIGPING DFALER NETAORK FOR THESE
PRACTCHS NUMEFRS THAT MIGHT RE IMPORTED UNDER C1?
FIKANCING WOULE 3% SMALL IN SHORT TERM.

Z. REST YNJWN ANT MOST VFSATILE EXAMPLES OF U.S. MANU-
FLOCURED INTERMEDIATE TECHNOLOGY TRACTORS ARE AGRO-UTIL
MANUFACTURED RY 7ALAMAZOO I[NTERNATIONAL, SOUTU HAVEN,
MIGUIGAN AND TUFF-PILT MANUFACTURED RY THI-TRACTOR, CUM-
viNG, GWORNRTA, TN BASIC CONTIGURATION AGNO~UTLIL COSTS
DOLS E276¢ FUB SOUTH HAVEN FOR 17 HP GASOLINE wiTlh ELECTRIC
SPARTINGG 17 HF LIFSFL CO8TS DOLS 5614 ARD 6395 RESPECTIVE-
LY FOX MANUAL O ELECTHIC STARTING. TUFF=BILT COSTS DOLS
345 FUB CUMMING FOR RASIC 166 HP GASOLINS wiTd KLECTRIC
STAUTING: 17 HP DIESRKL PUR TUFF=-BILT IS CONSIDERANLT MORFE
SLPINSIVE, LOLS 7815 AND 7695 RESPECTIVELY FCR MANUAL AND
LLACTRIC STAPTING. (NEW T40 CYLINDER DIESEL AT 19.5 HFP
SHUULD AR AVAILARLE SOON AT ROUGHLY SAMFE PRICES.) BOTH
CAGRO-UTIL AND TUFF-BILT HAVYE B.0nX24 HEAR TIRES AND GROUND
CLEARANC? OF ABCUT 22 INCHES (51 CM) AND ARE CAPARLE OF
PERFURMING MANY FVLL SIZE TRACTOR FUNCTIONS. THEY SHOULD
AOT DNE CONFUSEL WITH SMALL U.S. TYPR NOMEOWNER

THACTCRS USED PRINARILY FOR LAWN MOWING OI OTHER NON-

AGRIZULTURAL USES.

7. 3WR/GGM DISCUSSHD TRACTOP QUESTION WITI SHAHID PERWALZ
DURIKG TDY. WE ARE FURWARDING WITH HIM LITERATUXE ON AGRO-

ANNEX A.2
Page 3 of 4
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UNCLASST 7IED STATE 106216

UFPIL AND TUFF=-LILT WHICH MAY BE USEFU IN DIoL”n;IQNS wWITH
Cn0E.  ROTH MANUFACTURERS HAVE EXPRESH"D WILLINGNFSS TO MERT
Wi TH USALY ON GOP 1IN PAFISTAN IF IT J° GONSIO®RED UELPFUL.
Frl, MR, JUHM (JACT) JENSEN, PHESINDENT UF KRALAMAZOC INTER-

rA1[0~AL (Acno -UTIL) HAS A PRmV!OUSL{ SCHEDULED TRIP THAT
"GALLS FOR KIS ANRIVAL IN KARACHI ON MAY 9, WITH DEPARTURE
(N AT 11, 1933, KR HAS EXPRESSED 'TO SER/COM WILLINGNESS
TO MAKE SIDR TRIF TO ISLAMABAD AND/OR EXTEND HIS STAY IN
CFATISTAN BY ONE OR MORFE TAYS [F TRAVEL AND OTHER DETAILS
CAN 94 WOUCED-CUT. FLEASE ADVISE VIA SFR/COM OR TELEX
CBIEACTLY (TELEX MO, %29242 JENSEMSUAV) AS 500N AS PRAC-
TIGAPLS AS FR. JENSEMN DHE 'CO DEPART U.S. ON OR ABUUT APRIL
27, 16483, MR. BURB{ WALLACE, PRESIDENT OF TUFF-RILT
(rELFx HO. 762358 TRITRACTH CUMG) ,HAS LIXEWISE EXPRESSED
CWILLINGNESS TO IMAVRL TC PAXISTAN FOR DISCYUSSION WITH USAID
ANG/OR GOP. HF WCULD PREFRR TO INTECRATE THE VISIT INTO
1S NEXT TRIP TC A NUMBER UF ASIAN COUNTRIES, BUT WOULD BE
wILLIMG TO MODIPY THOSE FLANS TO ALLOW EARLY ARRIVAL [N

PASISTAN., END FYI.

1. FYI, TUFFP=BILT DASIGN wITH HYDWAULIC DRIVE AND RUILT IN
ATUIAULIC SYSTEM OFFERS ADVANTAGES OF VEZRSATILITY AMD UN-
USUAL LRAWRAR EFULLING POWER FUR [TS ENGINE SIZEZ. AGRO-
HTTL WITH BEL'Y DRIVE HAS LIMITED APPLICATIONS IN WET FIELD

CONCITIONS, END #£YI.

5., WHILE NO TUFF=RILT UNITS ARE CURRENTLY IN PAXISTAN,

I SSTOHS IN RANGXO?C, JATARTA, AND MANILA MAY BE ABLE TO
ERCV[JF INFORMATION ON UNITS IN SERVICE IN THOSE COUNTRIES,
SFECIALLY PdI[IPPIN 5 WHERE SEVEN AID FINANCED UNITS ARE
xN GPERATION INCL“DING SOME AT IRRI (CONTACT SR. FREDERICO

Y. RAMOS, FARM SUPERINTFNZENT, IRRI TLOS BANOS, R.P.).

5. ADVISE IF SER/CUF CAN BE OF FUNTHER ASSISTANCE.  DAM

L
H6zZ10

UNCLASSIFIED | STATE 106216
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Foaw0na?s DECEL

PM SECSTATE WASHLC

T0 AMEMBEASSY ISLAMARAT FRIORITY 4464
BT '

UNCLAS STATE 320074

ATLAC
£.C. 12065: N/A
TAGS:

FHBJYCT:AGHI&ULTURAL CCMMOLDITIES AND EQUIPMENT PROJECT
(301-024G8)

NEF: A. L[SLAMABAD 15323, B. STATZ 317841

1. PaRACRAPR X OF KEFTFL P ADVISED THAT SOUACE FOR T'RO-
CHREMENT OF COMMODITIES SHOULD FE CODe #9¢. IT THERZFCHNE
FOLLOWS, PER SEC 7P CF SUPPLEMENT B GF HANDBOOL 1 THAT THE
SOURCE OF GCEAN TRANSFORTATION SERVICES FOR THE DPELIVERY
OF THE COMMODITIES MUST NOKMALLY BE CODE VLY, I.E., CNLY
.S. FLAG VESSELS.

&, OGSER/CCM IS COKRCERUED THRAT THIS SHIFPING LIMITATION
COULY RAVE A SERIOCUS AUVENSF IMPACT ON THE RYXFECTFL
FROCUREVENT AWD DELIVERY OF FERTILIVNER. THRRF-MAY NOT EE
SUFFICIENT SUITAFLY U.S. FLAG VESSTLS AVAILAPLE 70
ACCOMPLISE LELIVERY AT THE TIME SERVICE IS REQUIRED. TEE
LIMITATION WCULD ALSO NOT ASSURFE ADFUQUATE CUHPETITION ANL
COMPETITIVE FRICING BY THE VESSSL OPRRATORS..-

3. THFREFCRE, SER/CCM HERERY DETERMINES UNDER THE
PROVISIONS OF SECTION ?B1B(E) OF SUPPLEMENT B HANDECCK 1
THAT IT IS5 NECESOARY TC AUTHORIZE ThHE FINAGKCING OF OCEAN

TRANCPOUTATION OF FEATILIZER FOR PHOJECT 291-#1468 ON
YESSELS UNDER FLiG MEGISTRY OF COUNTRIES INCLUDFL IR COLE
625, UTILIZATICN Orf CODPE 93% CARRIRRS WILL RF SURJECT TO
“THE OUALIPICATIONS STATED IN THIS SKUTICON. PLEASE
INCORPORATE THIS DEVYERMINATION IN Tilt PAAD IN REZARL TO
THE ELIGIBLE SOUKCE OF SHIPPING. .

4, THIS-DETERMINATION IS APPLICABLE ONLY 70 TEE EXFECTED
FERTILI?ER PROCUREMENT. TFE PAAD SHOULL ALSO INDICATE
THAT THE ELIGIPLE SCURCE OF OCEAN SEIPPING FOR ALL
COMMODITIES OTHER THAN FERTILIZER 15 CODE Pi€ .

5.

ADDITIONALLY, THIS DETYERMINATION LOES NOT ALTER T#: USUAL
OFLIGATION AS EXPRESSEL IN 12A6 QF SUPPLEMENT F HANDHOOX 1
TO COMPLY WITH#! CARGO PREFERENCE REQUIRLMENTS. HA LG

LT

2974

L}
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APRIL 13, 1392 FOR AGR1 LTURAL COMMCD'TIES aAND £
SIFIPMENT

4" LWAST 52 PERCONT OF THZ GROSS TONNAGE OF ALL

“'In COMMODITIES YAS TO HE TRANSPORTED 50 -PATISTAN ON
DRTVATZLY OANED U.S. FLAZ COMMERZIAJ VI'SSELS, TO THE
SYTRNT TRAT SUCH VFPSSKELS AKZ AVAILABL® AT FAIR AND
(PASONARLY RATSS. (LAST PHRASE #AS UNDERLINED IN

LETTER.)

- (?) TEMDERS FOR THE PURCHASR OF FFRTILIZER AND
THARTTRING OF UWSSWLS FOR TRANSPORTATION OF THE coMMODITY
PI0M JSA TO PAKXISTAN WERE INVITED BY OUR EMBASSY IN
ASHINGTON. THE COMMODIVY AND FRRTSHT OFFRRS RECEIVED

IN RESPONSE TO TAE TENDERS RAVE 3EEN COLLRCTIVELY
AMATYSED WITH A VIEW TO ASAIEVINI THE LOWEST LANDED Ccos?t
AND THPE AWARDS FOR FREIGED AND CIMMIDI

MADE AS FOLLOWS:

S.N0. NAMT OF SHIP JUANTITY
- (M/TINS)

l. STAR OF TEXAS
2. POTOYAC/MERRIMAC
3. EDWARD RUTLEDGE

NON~-U.5. FLAG VESSELS

4, WORLD AGAMEMMON
5, TMAONS

2 £.2. MICHALSO

- 55,2209

~ (3) 1T WOULD 8% OBSERVED FROM THE ABOVE STATEMENT .
TEAT THE PREIGET RATZS FOR U.S. FLAS VESSELS ARE NEARLY
FIVE TIMES AS HIGH AS THOSE DF NON-AMERICAN VESSELS.
TUIS CAN RARDLY BY CONSIDERED 2JDTE RSASONABLF UNJQOTE.
(QUOTE AND UNQUOTE US3ZD IN LETTER.)
“IAORBITANT RATRS WE HAVE TO PAT AS MUCH AS DOLLARS .24
ETTER) THAN WHAT WE JOULD

MILLION MORE (UNDERLINED IN L
RAVE HAD TO PAY.

1/

55,332

UNCLASSIFIED

TY HAVE BEEN

FREIGAT RATE
(US DOLS PZR M/TON)

10€.59
27.25
128.52

22.22
22.50
23.87

AS A RESULT OF

ANNEX A.4
Page 2 of 14
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- {&)Y T AM 50R% (0 W(¢ .D AIRRE 4I7NW  ME *4AT TIYE
opT R DIFFRIAENTIAL OF DOLLARS 53.<% MILLION S IN EFFECT
s Siespy TO TIR 0.5, SHIPP?ING IVDUSTH(. WAKRANTED
rqonnu TAIS SURSIDY MIGHAT R®, 4B FEEL 4AT IT IS
TMPROPAR FOa IT TO RE DLBIPED D 0R L”ﬂN ACCOUNT.

~ (%) UNDER THRSE CIRCUMSTANGSS, ‘I WOULD REQUEST YOU

TO ASY WASEINUGTON ™0 CONSINER CREDITING BACK TO THE LOAN
SANOIMNT THE SMOUNT OF THE FREISET DIFFERENTIAL.

AT, PURMAPIVEOLY, USAID MIGHT CINSIDER JIVING US AN ADDITIONAL
DOTLLARS 5 MILLION 3IALANCE OF PAYMENTS SUPPORT GRANT TO
CUSHTION TRR ADVERSE ZFFEST OF THE HIGHAR FREIGHI RATES

FOR nOMMODITIES CARRIED IN U.S. FLAG VES5%LS. UNJUOTE.

4, TOMMRNT: MISSION HAS Y8R 1FI®D THE FISURES IN THE GoP
LYPr2R, TRIS MEANS THAT FJOR PHRTS PROGRAM ALONE, AS MUCH
AS 12,4 PERCSONT OF THE LOAN OR DILLARS 5.24 MILLION 4AS
SED TO 24AY THE ADDITIONAL COST JF SHIPPING ON U.5. FLAS
Yu3S™L5.  TOR THIS AMOUWRT, TA73 JJP COULD EAVE PURCRASSD
AN ADDITIONAT, 23,299 TO 25,9233 v/TONS OF FRRTILIZER. FOR
TEY PTMATHDTR NV THE PROCURE4RNE FHICH IS PLANNED UNDER
mETS PROGRAM. THR PRICE DIFFERENCE COMNLD AMOUNT TO AS
vUrh AS NOLLARS 24 MILLION FOR PRIS 5-YXAR, DOLLARS 302
MTELTON 2ROGRAM.  STWCE BALANCA OF PAYMENTS RILISF #AS
A¥D IS A MAJOR OBJECTIVE OF THE RIENEWED ECONOMIC
ACCTSTAND T 23033414 TO PAKISTAN AND IN PARTICULAR, OF

THIS PROGSAM, TT I3 2ASY ID APPRECIAT® THE GQP°S
SAINSTFRANATION AT SETSING THF VALIE OF OUR ASSISTANCE
2CNICED §O DRASTICALLY 3¢ PHE 94/53 IEQUIREMENT. MISSION
AHD THMRARSY BTLIAVE TEAT AP UNFAIR AND UNEREASONABLS
NTSYARITY IN THREISHT adATES BETHREN U.3. AND NON~U.S.

TLAG VRSSRLS AND THR ARSULTING SURSTANDIAL JNDEAMINING JF
ANE 0T TAHE PROSRAMS MAJOR ORJRCTIVFES “YAREANT A WALIVER

AT TER AY/53 RRJITIARMINT FOR THYIS TROSRAM. THE SAME
AZCUMPHNT FD] FRRTILIZAR 2PPLIRS EQUALLY 70 THE IRRIGATION
PAMIPMPNT TN BE PROCURED JNDER [HIS PROGRAM. WHILE THE
PIYF~FOLD PRICT DIWFERENTIAL QELAEREN 0.S. AND FIREISN
PreG vRSSWLES APPARTNTLY APPLIES, ACCORTDING TO PARA B JF
"FT, D, ONLY TO BULL SHIPUENTS (FRATILIZER), IT IS OUR
TMNTIASTANPING, MOTWITHSTANDING PARA. B OF RET. D, IRAT
TEERT IS AT LEAST A MWO-FOLD DIFPSAEMICE IN PHICE BETWNZEN
7.5. AND PORFITN LINSRS ON wAIZ3 OTHER PROJECT
COMMADTITIES, SUCH &S TEY IRRIGATION SIJIPMENT, ARE
HORMALLY SHIPPED. ,

R, ACTION RFJQUESTED: (A) I REALIZE THA THE 32/52 RULE
18 WIRMLY BASED ON A LEGISLATIVE REQUIREMENT AND THAT IT
18 NLTLRLY PRARSCRIBED IN HANDBIIK 15, CHAPTER 7., NEVER-
TERLESS3, I UNDERSTAMD THAT TAR RIJUIREMENT CAN RE WAIVED
Iv CPHTAIN INSTANCES, AND I uLLInVE A PERSUASIVE

CASY FOR A WAIVER r'!HJ AE YADE Al LEASY FOR IHOSE PROJECTS
WEERR 30P RRLIFF IS TES PRIMARY JUOT® RAISON D EIRE.
nNQgaTF,.  IN THE CASE OF PAYISTAN, THAT INCLUDES FOR

NeY PRYNCIPALLY TH® SURJACT PiadGAaM. T AS¥, THZIREFCRE,
mEAT YNU CONSIDER SUCR A WAIVER WITH RE SPPCP ro THE
PENTIREMINTD OF TOMMODITIES NJT ALREADY FIRMLY AWARDED
MNDER nu]q PNOGRAM (NAMRLY THY IRRIGATION “QUIPMENT). AND
THAT THE WAIVER COVER ALL REPEAT ALL COMMODITIES

/1 INCLAS ISLAMABAD 15313
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SONNURED DORING THE REM. NING FIUR YEARS OF THIS Pi. .RAM.
"NTH THI MISSIOM ANMD THAR EMBASSY BELIEVF THAT THER 53/59
PYOUTREMINT SHOULD RT™ WAIVAED AS RRING INCONSISTENT WITH
TR 0FJRCTIVRES OF THIS PROTRAM AND CONZHARY TO THE
INTURESTS O® BOTH THF US> AND IHF G3OP.

‘Y IN ADDITION TN A WAIVFR JDF THE 53/52 REQUIREMENT FOR
THIS PROGRAM, I REQUEST TRAT A JAIVER 8K APPROVED TO PERMIT
SRIPMENT OF ALL COMMODI'™INS FINANCED UNDER THIS PROGRAM
oo TODE 335 VOSSEZLS TO ACHIEVE THRE MAXIMIM BALANCE OF

T4 TMONTS OBJECTIVR OF THIS PROSAAM., THE RFASON FOR

™IS TS AS ¥OLLOWS. AS INDICATED IN PARA 1 ABOVE, THS
AITSOHIZED SENGRAPHIC CONE 75 SHIPPING FOR TH1IS PROGRAM
IS .8, AND PAKTSTAM. ONLY IN THFE CASE JOF FE2iPILIZER

“5 A WAIVER OBTAINED TO INCLUDE CODZ 935 COUNTRIES.

TS MPANS THAT IN THE CASE 37 PROJECT COMMODITIES OTHER
mAAM FERTILIZR, ZIVEN IF THE 53/53 RZJUIREMENT WERE T0

v WATVED, ONLY U.S. AND PAKISTANI FLAG VESSELS COULD BE
"SPT.  MISSION. AND EMIASSY BELIEBVE IT IS IMPERATIVE, FOR
TRIS PROGRAM, TRAT MAXIMUM COMPETITION BE SOUSHT IN ORDER
ThOORTAIN THR LOAEST POSSI9LE FREIGHT RATRS TD ENARLE THE
(5P ™ UTILIZT PROGRAM FUNDS 70 TRE MAXIMUM EXTENT
POSSTIRLA TN PURCFASE COMMODIPIZS. MISSION AND EMBASSY
ARLTTVE TRAT LIMIVING SHIPPING TO U.S. AND PAKISTANI FLA3S
TTS5RLS ONLY AND ALSO APPLYING THE 53/53 REQUIREMENT
NPT THIS PRONRAM WILL SRRIJUSLY INTERFERE WITH THE
ATTATNMTN™ OF THTS PROGRAM’S OSJECTIV®S IN ADDITION 1D
ATR7ADY RAISING QUESTIONS IN [HE MINDS OF OUR 30°P
SALLTAGURS AS TO THE ULTIMATS EENSFICIARIES OF THE
AIPNTWED U.S, ECONGMIC ASSISTANZE PROGRAM TO PAKISTAN.

273 TNCLAS ISLAMABAD 15515
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UNCLAS(STATE 241456

AITAC, INFO RCMO BANGYOX

E.0. 12356: N/A

TAGS:
SUEJECT: ACHRICULTURAL CCMMODITIES ANWD EQUIPMENT PROGRAM

791-4463, U.S. FLAG VESSEL FREIGHT COSTS

Ry *#RENCE: [ISLAMABAD 12213

1. WE SHARE USAID/GOUP CCNCERN OVER THE SIZE OF THE
i}.S./FOREIGN FLAG SHIPPING DIFFERENTIAL. SER/COM HAD
PAgYIOUSLY EMFRASIZED THE FIGURES CITED BY MISSION IN
A KEPGRT TO M/DAA/SER ON THE EXCESSIVE COST CF CARGO
Pit;FFRENCE COMFLIANCE. NUNETHELESS, CARGO PREFERENCE
LIGISLATION DOES RFCUIRES TRAT AT LEAST 50 PERCEAT OF
ALT-SFONSORED CARGO MOVE ON U.S.-FLAG VESSELS TO THE
SRTENT THYEY ARE AVAILABLE AT FAIR AND REASONABLE RATES
F(R U.5.-FLAG COMMERCIAL VESSELS. IT IS THE MARITIME
AUFMIHISTRATION=~ANL NOT AID--WHICH LETERMINES WHETHER
RATES ARE FAIR AMC TZASONABLE, AND MARAD HAS DETERMINED
THAT THE RATES IN QUESTICN MEET THIS STANDARD.

2. ¥WE CANNOT GUJBBLE WITH THE CONTENTION THAT CARGO
Pl EFRRENCE IS A SUBSIDY 70 THE U.S. SHIPPING INDUSTRY.
MABAD’S LETFRMINACION THAT U.S. RATES WRRE FAIR AND
HEASONARLE IS, IN EFFECT, A DETERMINATION THAT THIS
ALILGEL SUBSITY IS WITHIN LEGISLATIVELY-ACCEPTABLE
LIMITS. AS NOTEU IN CHAPTER 14 OF HANDBOOK 1-B, THE
STATUTE NEED NOT EE APPLIED WHERE IT CAN 3BE DETERMINED
THAT IT IS NOT FRACTICAFLE TO DO SO. WE DO NOT SEEL ANIT
PASIS FOH THAT CONCLUSICK HFRE. INDEED U.S. VESSELS

A7 AVATLABLE, ANLD AT WRAT EAS BEEN DETERMINED TC BE

F¥LIR AND REASONADLE BATES.

5. TBE GOVERNMFNT OF PARISTAN IS NOT ALONE IN EXPRESSING
IT5 CI1SHAY AT THF FNESENT SIZ¥ OF THE U.S.-FLAG
DIFFERENTIAL. IT IS BECAUSE THE GOP”S PROBLEM IS NQT
UNIQUE THAT AIL/W HAS REEN ATTEMPTING TO FIND SOME
SUIUTION TO THIS PROBLEM, AND Wi HOPE SOME REZLIEF

411l PE AVAILAPLE IN THE NEAR FUTURE. WE ARE CURRENTLY
5,3i%ING APPIQVAL TO PRRMIT AID TO GRANT FINANCE

TidF U.S./FOREIGN FLAG SHIPPING DIFFERENTIAL

UNTER THE AUTHOXITY OF FAA SECTION A48C. THIS WILL NOT
57 RETROACTIVE, PUT THE MRCEANISM MAY BE IN PLACE

UNCLASSIFIED STATE 291056
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TPIGR 16 THE MIXT GOF reRTILIZER TENDRR, IF TBE Ph.rOSAL
15 APPROVED BY 'THE ACMINISTRATOR, ASTER CONSULTATINN
W11l UMB AND INTERESTED COHGRESSIONAL COMMITTEES. THE
‘FTEOT OF THIS FROCEZURE YOULD BE TO ALLOW THE USE OF
HLCISBURSED LOAN FUNDS FOR SHIPPING DIFFRRENTIAL ON A
GHANY EASIS, AND THEREFURE WOULD PROVIDE RELIEF TO THE
GOF FROM INTEREST AND REPAYMENT OBLIGATIONS.

dU#FVER, GIVEN THE HURDLES NOTED ABOVK, WE BELIEVE IT
w0LD FE BEST NOT TO DISCUSS THIS POSSIBILITY WITH GOP
UNTIL WE BAVE ATTAINED DESIREID RESULT.

4, WITH REGAAD SHIPMENT oF THE HEAVY EQUIPHENT IT 13
FuSSINLE THAT THEY LIANER PIFFERENTIAL COULD BE AS HIGH
AS CITEL EY MISSION BUT WE CONSIDER IT UNLIKELY.
SPECIFIC DIFFERENTIALS CAN ONLY BE IVENTIFIED BY
COMPARISON OF THF FARTICULAR COMMODITY RATES WHICH

U.5. AND PAK!STAN LINER OFRRATGRS HAVE ESTABLISHED

IN THEIR TRAFFIC. WE WOULD EXPECT TO SEE PRUJECT RATES
¥ITH DISCOUNTS OF 10 PERCENT OR 50 FROM THE FUBLISHED
TARIFF P{ BOTR U.3. AND PAXISTAN FLAG CARNIERS.

5. WE SEE NO REASCN FOR ADDING COLE 9385 SHIPPING AT
Td1S TIME. WE BELIEVE THAT THE CURRENT U.S. AND
FAKISTAN ¥LAG AUTHCRIZATION ASSURES ADEQUATE SERVICE
AND COMPETICICN. SHULTZ

2T

#1286

UNCLASSIFIED

wiATE 2yiwon

ANNEX A.4
Page 7 of 14

STATE 291056



VIV NWWD A8 & L7

RS » ANNEX A.4
NS v Page 8 of 14
CUEHIL #fEPE/EL B07 eE
JLUU0 2ZH

¢ .4€1aZ NCV &2

CMEMEASSY ISLAMABAD

.2CETATE WASHZIC FRIORITY 8587

Oy etrng ..

. ’ \
LS ISLAMABADCEEEZE,//

[
o sath

S TC ASST GO/s¥uN FRIERS
L3857 GC/YERBERY MCHRIS

C L 123 £ H/A
L. eweTe AGRICULTURAL COMMUDITIES AND EQUIPMENT PROGRAM
”-;—wuLE U.S. FLAG VESSEL FREIGHT COSTS

DEF: (A) 1SLAMAEAD 153513 (B) STATE 291056

:fSSION WEQUESTS EARLY ADVICE AND ASSISTANCE OF GERERAL
ULUSEL’S OFFICE TO (A) DETERMINE AVAILARILITY CF

~ AL

L TrITAG LIFFSWENYIAL GRANT, FROVILED FGR IN FAA SECTION
CC. TG DAY THF SIFFERENTTAL BETWEEM UNITED STATES AND
“h. YORETON FLAG VISSEL ¥REIGHT RATES INCURAED PY THE
P ARYINT OF PAFISTAN UNDIR THE LOAW PORTICON OF THE
o AGEICULT™URAL CUMMORITIES AMD EQUIPMENT PROGRAM
vesorENT, AND (EY IINATIFY APPRUPFIATE MECHANISY AND
Fot (PLHE (S.G. FROVISIONS IH PLANNED FYOP3 AbH;uuFN” s
oo A;z;rwruT ATMINISTRATOR 'S ACTION, AND/OR FIL) ol
CCORTHORIAT SHIIPING DIYFIRINTIAL GRANT FOR FREIGHT Q
hi'?~(LJ1'AL IN FUTURE LOANS UNDER THIS AGKEEMENT. §§
©. it FS{OR CAILES (IEF A), MISSION STRONGLY URGED ATLD/W ]
*AYORASLY ACT UFCN THL GOP CONCERN THAT THF US/FOREIGN O
7,, ,rI“PIVG CIFPYRENTIALS UNDER TEE LOAN PORTICN OF o
G FYEZ AZRICULTURAL COMMCDITIES AND EGUIEMENT PROGEAM
§iuE u? SUCH MAGNITULE AS TO SKRIOQUSLY IMPAIR THE l:)
CUITSTIVES OF PHE AILD FROGRAM IN PAXISTAN. THE AID/Y
4G rC\ot (KEF %) (NDICATES TVUAT AID/W SHAHED THIS REAL o
GodlsEN BUT, AT THE SAME TIMY, PROVIDED NO PRESEAT =
”ifaif. SINCE #C HAS & LONG INJOLVEMEN™ AI11TH THIS [SSUE, -é?
“133IGM CONSIDIRS IT APPROFRIATE TO REQUEST GC ASSISTANCE
iv 3:SCLY% THIS IMFORTANT ISSUE. ey

)

Lo FAA SECTION A4¥C, ENACTED IN 1973, APPEARS TO PROVIDE é?
CEY NECEZSSARY LFGISLATIVE MICHANISM TO PROVIDE SCME
rd:’C;h (GF RELIEF FOR SRYIGHT DIFFERZMTIALS UNDER ﬂa:
Lu.""[ANCES AS NOW EYIST IN PAVISTAN. IT IS5 PRCVIDED
JLERIN TBAT QUCTE... FUNLS MALE AVAILABLE 7OP THE z;
FULFUSES OF .., CHAPTRR 4 OF PART Il (ESF) MAY B: i)
N :c MACE GHAMNTS TO RECIPISTNTS TO PAY ALL OH ANY
PO ICH OF SUCH TIFFERPENTIAL AS IS DETHRMINED ... TO ‘33
SA 3T BETYEEN U.S. AND FUREIGN-FLAC VESSEL CHARTER OR
ST RATES LNGQUCTE.

t. .0 UPINICNS, LATING A3 FAR BACY AS TO A YZBRUARY 7,

BACTASSTFT an TRTAMAIAT 15077 14D
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e MEMGRANDLM FEOM GUG/P.. TC SER/COM/NE, 1UDICATE |
AT THE FAILUFE CF A.I.Z. "0 FORMALLY !MPLYMENT THIS QNNEXQA-g 14
Cin (e TATION WAS A ERCDUCT CF [HE FACT TI'AT THE SC age 7 o
VTLFT “SA FUMDST WHRE TREN WEING DISRUYSED ONLY CN A
"AN? BASIS. THLS, CF COURSE, IS NO LONGER THE CASE.
. IN 1974, A SECOMD MEMURANDUM FROM GC/PNT TO, AMONGST
‘2BERS, SEF/CM RECCGNIZED TUAT 64dC WAS DESIGNED QUOTE
(1) 10 KELIEYE THE IMPORTING GOUNTRY AND THE
vuD-USER OF THE ALDEL COST OF SHIPPING
ON 0.5.-FLAS VFSSELS TO THE FXTENT REQUIRED
- 5¢ PHE CARGU FFETELHENCE ACTS

- (2) T0 IWENTIW? "H¥ FACT TAAT PAYMENT OF SHIPPING
DIFFERENTIALS IS NOT ASSISTANCE TO THE
RECIFISNT COUNTRY BUT RATHER SUPPORT FOR

- TEX U.S. MARITIME INDUSTHRY; AND

- {3) TC ASSIST FRIVATYLY-OWNED U.S.-FLAG VSSSELS
- TC SECURE CARSORS UNDER A.I.C. FINANCING
- UNQUOTE.

TLESE LEGISLATIVE INPFRESTS ARE EXACTLY THOSE WAICH
ARE ALIRESSEL IY THE GOP LETTER TO USAID AND RZF (A).

A, IN THIS SAME 1974 MEMORANDUM, IT %WAS STATED THAT
STANDARL LANGHUAGZ WAS XEING PREPARID FOR UST IN
IFIwMiNTATION LUTTERS UNDFE LOANS OR SRANTS WHERR
SEIFPING LIFFFRENTIAL FUNDS MAY BE MADE AVAILABLE
PUBSUANT TO SECTICN 6:aC AUTHCKITY. KCNEZTHELESS, AS FAR
As THIS MISSICA IS A¥ARET, SUCH STANTARD LANGUAGE HAS
NOT B35EN ERFPAREC CR AT LEAST HAS KOT BESN ©ADE
AYATLA3LE TO THIS MISSIOH. ACCORDINGLY, WHEN THdZ
AGYICUITURAL CCMMUTITILES AND EOUIPMENT PROGRAM AGREEMENT
WAS SIGAYD ON APRIL 13, 1922, O PROVISION WAS MAZE

T2 FERMIT GRANTS FOR FREIGHT DIFFERENTIAL TO ADJUST THE
SUBPSTANTIAL INEOUITIES CREATED BY REQUIRING USE OF U.S.

FLAG CARRIERS.

?. (PIS ISSUE AGAIN SURFACED IN THE G.C. FILES IN
FREERUAXY 1982 WHEN G.C., IN AN OPINION TO SER/COM,
INDICATED “... TRE AGENCY SHGULD MAXE NEW EFFORTS
" TO IMFLRMENT SECTICN 649C AUTHORITY . THIS G.C.
MEMOKANDUM SPECIFICALLY, REPEAT SPEGIFICALLY, MADE

UNCLASSIFIEL ISLAMABAL 16€78 1/2
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~CTI0N MEMOPANDUM FOR THE ADMINISTRATOR
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AA/M, R. Tom Rollis

AA/PPC, John R. Polton &.6;@;{:—,

EUBJECT: Shipping Differential - oreign Assistance Act (FAA)
Section 640C

Prodlexn: To implement fully Section 640C of the FAA.l/

Surmary: Section 640C was enacted in 1973, at AID's request,
as a means to relieve its borrowers from the costly and
necative impact of the Cargo Preference Act on the foreign '
assistance program. In some cases it may cost five times ag °
much to ship cargo (e.g. fertilizer to Pakistan) on U.S.~flag
vessels as on foreign-flag vessels, '

The Agency has no: made full use of Section 540C authority to
finance the U.S5.-flag shipping differential on a grant basis.
Current AID policy authorizes Geographic Bureaus to allocate
grani funds to cover ocean freight differential but does not
provide for the use of Section 640C in connection with
undisbursed loan funds, The Bureaus have been reluctant to
snift grant funds from other activities in order to cover
snipping differentials.

l/ Sectlon 640C provides:

Shipping Differential.-For the purposes of
fzciliteting implementation of section 901 (b) of the Merchant
#arine hct 1936 (46 U.S.C. 1241(b)), funds ‘'made available for
the purposes of chapter 1 of part I or for purposes of chapter
4 of zart II may be used to make grants to recipients to pay
12 or any porticn of such differential as is determined by the

nw

s3cretary of Commerce to exist between United States and
Izreign-Ilac vessel charter or ireight rates. Grants made
<nier tials section shall be paid with United States-owned
Icrzign currencies wherever feasible.

“he purpose of this section was threefold:
(1) to relieve the importing country and end-user of

ne adcded cost of shipping on U.S.~-flag vessels to the extent
red by the Cargo Preference Act;

(2) to identify the payment of shipping differentials
t for the U.S. maritime industry rather than assistance
cipient country; and ’

(3) to assist U.S.-flag vessels to secure cargoes under
~22 Zinancing.
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e iaformed by the Office of General Counsel that Section 640C
mits che Agency to use that authority in one additional way

ion 640C permits the Agency to use loan funds to Pay ocean
Ireight differentials without including the amounts so paid in the
lsan repayment obligations of borrowers. Loan funds administered
{1 this menner may be countad as loan obligationsg for purposes of
1e lean allocation in the appropriation legislation. See legal

’2inion at Tab A,

sicn: The legal analysis makes the following points: (1)
ss provided Section 640C authority in 1973 to relieve

i ay the high cost maritime subsidy and
move the disincentive to use U.S.-flag vessels generated
ry the subsidy. (2) Section 40C authorizes the Agency to use
2ither grant or undisbursed loan funds to pay the ocean freight
differential. (37~_TE§—§?EﬁIB$EEEE’on the forgivenaess of .
principal and interest contained in FAA Section 620(r) is not
applicablie as long as no loan repayment obligation isg Created.
(4). Although the statute requires that U.S.-owned foreign
currencies be used ¢o cover thre differaential whenever feasible,
ve do not believe such payment is feasibla except where U.S.-flag

carriers are willing to accept foreign currency as freight payment,
{Tab a.) .

-
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A substantial amount of AID funds are presently used to pay
shipping differenti.ls for AID-financed bulk commoditias,
M/SER/COM estimates that the amount in CY 1980 -~ under both
loans and grants - was 330,500,000, 1In cY 1981, it was
38,300,000 and in CY 1932 the amount is expected to be about
$31,000,000. (The low 1981 figure resuvlts from the timing of
some mejor shipments cof fertilizer to India and corn and coal
to Egypt.) These figures do not includs the shipping
- differentials associated with Israel or PL 480 Title It
caryoves. (The extra cost of shipping to Israel on U.s. flag
v2Ss5els will amount to approximately $40,000,000 in CY 1982.)

%2 propose a change in agency policy with respect %o approxi-.~
mata2ly $11,000,000 of the expected CY 1982 ‘amount which will

be attributable to loan brograms in India, Pakistan and

Zarbia. These are the major programs where bulk commadities
are now financed by AID on a loan basis. Cnéer present poliicy
“ne rgency would not ara2ly Section 640C to thesge procrans
secalis they &9 not involve a reallocation of grant Zunds. We
»23l3 29plv the authoriiv to these loan precgrans and to any
2tnaxs wnere bulk commodities wera financed. —

Y
tx

preposal to shift these ocean freight cifferentials to a
ant pasis could be implemented by means of an internal
>unting entry. The Office of Financial Management
been involved in discussions concerninc this procedure and
1res us that the mechanics cf it could be worked out and
itorad administratively. Wae expect to aoply it %o shipments
tulk commodities under charter where the amcunt of the
ifferential is most readily measured rather than to liner
nizments which are usually small and more difficult >) 4
~&izure as an administrative matter. /15
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ol

recommend that the Agency adopt this propcsed use of Section
0C sc that borrcewers of AID funds can be fully relieved of

ne ocean freight differential cost which constitutes a zubsidy
te .S, maritime interests. If you agree, we will initiate
consultaticns with OMB and the interested committees of the
Congress. We believe such consultation is advisable because the
authority has not previously been used to pay for ccean freight
differentials with undisbursed loan funds.

Before approving this proposal you should consider whether or

not to go forward at this time in light of the impact of the
propcsal on the federal budget and the potential Congressicnal
reaction to it if presented now. There would be some (though
minimal) impact on the Treasury of relieving borrowers of loan
repayment obligaticns in the amcunt of the differentials. The
Raency may also face criticism on the Hill for pProposing ncw what
could have been proposed in 1974 when the legislation was enacted.
‘On balance we believe the benefits to the AID program of the full
implementation of Section 640C outweigh these potential difficulties.

You might also consider the feasibility of resolving the shipping
differential problem more fundamentally by seeking a separate
line item to cover the cost of the diffarential either in the
appropriation of the Maritime Administration (preferable) or in
the foreian assistance appropriation. The Agency ceonsidered
seeking such a resoluticn in the past but decided against it in
the face of arguments that the amount needed could not ke accurately
ferecast and that the level of foreign assistance appropriations
might be reduced by the amount cf any such separate line item.

If the subsidy were shifted to the Maritime Administration the
rgency's problem would be ccmpletely resolved., This approach
could be considered for the future even if the proposed use of
Section 640C were adopted.

Facommendation: That you approve, subject to consultations with
Cti3 and the interested committees of Conaress, the use of
undisbursed lecan funds to pay ccean freight differential on 2
crant basis without including such amcunts in the loan repayment
chligations of the borrower. '

Approved: | . -

v

Disapprobed:

vace: U7 TR €3

shment:
> A - GC/CCHM opinion of Feb, 1, 1682

Clearance: (}\m (i)
GC:CvCrman v \ ADﬂC_.
H/SER/CO: RUSCrfYsses] weil. miol-fr-

LEG:DDenning /UL F X
M/DEA/SER:IFCWERS —— ofg™ 7V ) TE M/FM: ESOuens £3C /1373
EZJC:N:XZ?ries:Sep:9/22/826/vevised&11/30/82:x21170
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T.c. 1235€ N/A

20T: AGRICULTURAL COMMUDITIES AND EQUIPMENT PROJECT .

{391-24653): PRELIMINARY OVERVIEW OF AGRICULTURA
SECTOR POLICY 1s5UES, DIALOGUE, AND STUDIES -

i l"l"

I FINANCE: (A) AGKICWLTURAL COMMODITIES AND EQUIPMENT PAAD
- (B} 82 STATE 24109¢ (C) 8z ISLAMABAD 17394

i. aPFROACH

~ A4. POLICY FRAMEWORK
?F"? 70 THE SUBMISSION OF THE FY 1883 AGRICULTURAL
npen1PIES AND EQUIPMENT PAAD AMENDMENT, MISSION WISHES
”) ~“‘R~ WITE WASHINGTON THE SUBSTANCE OP THE POLICY
AL ALIGYUS CURRENTLY TAXING FLACE OR PFRCJECTED AS THE
wﬁ\ll-UAu COMPONENTS OF THE AGRICULTURAL PORTFOLIO
AR DPVELCPED. WHILF IT IS T0O EARLY TC GAUGE THE
I¥FALT OUF CURRIMT DISCUSSIONS, OUR EXPERIENCE TO DATE
SuEpaA™S TAFR #IRELY HELD VIEW TEAT THE GOP POLICY
frAMEYORY TN G ENERAL AND POLICY ACTIONS SPECIFIC TO
LT TICULTURAL DEVELGPMENT ARE CONSISTENT WITH AGENCY
£y SUIDELINES ANMD PHAT THE GOP IS RESPONDING TO
SUGUESTYICNS FCR YOLICY CRANGES. THE POLICY FRAMEWORK
. PUHFCRCE EVCLUTICNARY, REQUIRING CONTINUING MCDIFI-
ATIONS AS IMPLEMINTATION MOVES FORWARD.

TF“fJGd A COMBINATION OF AGREEMENTS WITH THE IMF AND

mug weRLLD BANK, THE GOP IS COMMITTED TO AN OVERALL

R “0 pOLICY O? FISCAL RESTHKAINT, RELAXATION OF IMPORT

A%h TXTORT RESTRICTIONS, RATIONAL PRICING POLICY IN

a7 WIFAT SECTORS AND, IN GENRRAL, A BIAS TOWARDS

. TASING THE ROILE OF THE 9WIVAT SECTOR TO ACHIEVE
1A7' %41, ECONGMIC GCALS. VWITHEIN THIS POLICY FRAMEWORY,
v"ll "HE MISSION CONSTSTENTLT REINFORCES IN MERTINGS WITH
;U URFICIALS, OUK ZFFORTS IN THE AGRICULTURE SECTOR ARE

21133”'I TOWARLS IDENTIF{ING ANT SUPPORTING POLICY IMPLE-

”""‘W’ON ACPICNS WHICH ARE CONSISTENT ¥ITH THE OVERALL

‘MTWORX AND SFZCIFIC TY THE PROGRAMS SUPPORTED BY

:.‘.“. TRA% POLICY DIALCZUE ENGAGED IN BY A.I.D. TENDS

2 SEIY AMSWERS TG THE QUESTION, WHAT CEANGES ARE NEEDED

TO ACHIEVE TBE OBJECTIYE{S) CF A SPECIYIC PROGRAM? THIS

Gty INCLUDE PRICR® POLICY, INSTITUTIONAL REFOEH OR

£LIMINATION OF CONSTRAINING REGULATIONS.

Best Avcilable Document

- B. POLICY LISCUSSIONS

i/ UNCLASSIFIED ISLAMABAD 1734
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cx R ADJUSTMENTS, [RRI  TION WATER, AVAILABILITY ¢
FiNeSasED INEUTS, AND MAPXZETING AND [NFRASTRUCTURE.

SiEl THE LONGER TERM, ThE HEPART RECCMM <NDS STREHGTHENING
A ety AGRICULTUGAL UNIVERSITIES, ENCOMPASSING TEACHING,
(eSYAHGH ANy EATSNSiCN WUNCTIONS USINS THE SO-CALLED LAND
pianm SYSTEH; CCNTINUING WI'TH THE POLICY. STANCE IN IRRI-
i WATER SUFFLIES WHICH IS MOVING TO BETTER MANAGEMENT
cr mitp FXISTING RESOURCE BASE; AGCELERATING RESEARCE AND
NIVELLPMINT EFFORTS FOR INCREASING THE UTILIZATION OF
GAKISTAN'S NGA-IRMIGATED LAND RESOURCES: CONTINUING WITH
ACSICULTGRAL, PROJUCT DIVERSIFICATION EFFORTS; ACCELERATING
KUS4L -IVFLOPMENT TFFORTS; AND REGINNING

WAMSRFHENSIVE STUDIES FOR ASSESSING AGRICULTURAL MANPOWER
NITD5 AND THE LAND TENURE SITUATION.

IN ATIITION TO THESE MACRO LEVEL ASSESSMENTS, MORE
FOUUSED FERTILIZER AND CILSEED SUB~SECTOR STUDIES RAVE
HZEN COMPLETED OR ARE IN PRUGRESS. INVESTIGATIONS INTOQ
THE PHIVATIZATION OF FFRTILIZER YARKETING WERE COMPLETED
1N UCTORRR 16e2 (SEE PARA 3.B). THE GCILSERD STUDY WHICH
WILlL, INTER ALIA, ASSESS THX COMPARATIVE ADVANTAGE OF
G11ST:i0 FRODUCTIGN I PAKISTAN, IS IN PROGRESS. THESE
ANALTTICAL WORTS FORM THE BASIS OF OUR POLICY DIALOGUE

ON THESE ISSURS YITH TH® GOP. A3 THE PROGHAM DEVELOPS,
ADLITIONAL POLICY STUDIES WILL BE COMMISSIONED.

2. FOLICY LIALOGUE

SPEICIFIC FXAMFLES OF THE SUBSTANCE AND TONE OF
AGRICULTURAL FCLICY DIALOGUE ARE GIVEN BELOW.

- A. WATER SECTOR

- (15 MISSIGN HAS ACREED (WITHE TRE WORLD BANY)

CH FINANCTIAL MIZASURES FCR O ANMD M EXPENDITURES TC REVERSE
THY TETRRIORATION OF THE INDUS 3ASIN IRRIGATION SYSTEM.
SPECIFICALLY, PROVINCIAI GOVERNMENTS EAVE AGREED TO
InFf3"ASE WATER RATSS AND MRET DUIDGET TARGETS FOR
ALIGCATICN FOR O AND M TYPSNDITURES. AUDDITIONALLY, THE
GLF 1S CARRTING CUT A STUDY OF ALTERNATIVES TO TURN OVER
7% P37 FPRIVATF SECTOK PUBLICLY OWNED AND OPERATED

”’

TURPZWELLS IN FRESH WATER 7ONES.

~ {TI) A MAJOR ACTIVITY UNDER THE IRRIGATION SYSTEM
MLNAGEMENT PROJECT IS INSTITUTIUNAL IMPROVEMENT. DURING
4% COURSE OF PROJECT IYFLEMENTATION, PROVINCIAL
IRAIGATION DEPARTMENTS ARE COMMITTED TO RXAMINE CURRENT
GPERATING EFFICIENCY. WHILE SPECIFIC CRANGES HAVE NOT
[5™ 3%IN QUANTIFIED -QUANTIFIABLE INDICATORS WILL BE
DUVELCPEL DURING THE COURSZ OF IMPLEMENTATION- THE
ATTITUDZS OF IRRIGATION AND HIGH LEVEL FEDIRAL OFFICIALS
AKY CLYARLY CONDUCIVE TC INSTITUTIONAL CHANGE.

- (111) THE LESIGN CF A PILOT COMMAND WATER MANAGEMENT
CuMERLENT OF THE ISM PROJECT IS NOW IN PROZPESS., DURING
THE DESIGN OF THIS COMPONENT, ADDITIONAL ISSUES RELATED

IO T3¢ ECCNOMIC ANL INSTITUTIONAL FRAMEWORK OF WATER
MAAGENMENT WILL EE EXAMINZD. SUBSTANTIAL CHBANGES 1IN

ANNEX A.5
Page 3 of 9

,/VK

</ UNCLAS ISLAMABAD 21734





http:F.ROVIJCI.AL
http:AGRICULTU.AL

MIND UT
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v EY WILL 3EF EX
8 IR TAL THINLING
L I¥INATE OX

PoPxVE DATA CCLULECTI
A 3ILITY OF FUELIC BODIES

[a]

i;D l'A“IN
ST TR
YR LININ%T’ STAGES AND ARE POLITICALLY SENSITIVE

¥}

2e

SRR
o

LRSERLATTICNAL PRICGE

UNCLAS

¥ TRE PRIVATE SECTOR. IN THIS SAME PROJECT, 74

COMMISSTONED AGENTS (wHO MARKET
PLICITLY INCORPORATLD IN TUL PROJECT.

WITHIN GOVERNMENT CIRCLES WAS TO
AVOIL THIS CHITICAL PLAYER

(1) FCCD SECYRITY ACTIVITIES WILL EXAMINE WATYS TOC
FCTION AND INCREASE THE ANALYTICAL
FOR WFFECTIVE POLICY EVALUA-
Aag IMPLEMENTATION, ADDITIONALLY, DISCUSSION WILL
IHOMARCH AS Tu THE ADYVISIRILITY OF ESTABLISHING A
THCY% FOR WHEAT (THE PRIMARY STAFLE) AND POSSIBLY
; DISCUSSINN WTITH GOVERNMENT OF PAYISTAN
PIUIALS LS RIVEALED A FILLINGNESS TO
STTIVE rsqurq RELATEL TO THE COSTS OF WHEAT 5TOCKS
WiYS TQ ENCUJRAGE A POLE FOR THE PRIVATE
STORE WHEAT STOCYS. THESE LCISCUSSIONS ARE IN

-y

&

e
o

‘-7"::1 L‘IL

(Il SUFECRT FOH THE EDIBLE OIL INDUSTRY I3
£L T THE PL 434 TITLZ I FROSRAM. THZ ROLE OF THE
SICTOGR IN THT PRGCESSING INCUSTRY IS THE

l‘, H (LR}
LM IHAND T3SUS

PRICE POLICY WILL ALSO COUME UNDER
T')'S Is)u”

fS PARTICULARLY COMPLEX GIVEN

C{ e oy,
TEFRESSED STATE CF INTEPHATIONAL EDIRLE OIL PRICES

e
HECERS

7” #AS RFDUCED, FCR TRz SHORT-TERM, THE FISCAL
SYRT FOR BCLD POLICY DECTSIONS. HIoSION dOWEVER,

#AMJIJG TQ THE GOF '"NAT THEZ DEPRESSED JTAM‘ 33

: FS PRZSFNTS A UNIQUE BUT SHORT-LIVED

LZORTYNITY FOY THE GOP TO REMOVE ALL PRICE CONTROLS FOR

S %La uIL FNCDUCTS WITH MINIMAL DISRUPTIVE EFFECT ON

sobiver PRICES. :

AGRICULTURAL INSTITUTIONS

Ve 1SS TON PORTFOLIO FOR FY 1983 INCLUDES SUBSTANTIAL
wIETORT FOR BASIC AGRICULTURAL INSTITUTIONS. WHILE
LarTIIICATION OF SPECIFIC IS5UES IS UNDERWAY, THE QUES-
ST UF TRSTITYTIONAL REFORM AND REALIGNMENT HAo ALREADY
ThSN RTSCUSSED.
a 1) THAE NATIONAL RESEARCH AND EXTENSION NETWORK
RS THANGES IN CPERATING PRCOEDURES AND THI ESTAB-
<o 45T UF PRUCEDURES TO FORGE LINZACES AMONG EDUCA-
sl BRSEARCH, AND RNTENSION BODIES. WEILE WFR HAVE
cCUEED O AGREEMENT IH PRINCIPLA, DISCUSSION OF SPRCIFIC
Bold WILL OCCUR AS THE DESIGN OF THE AGRICULTURAL
T{9h, RESEARCH AND EXTENSION PROJECT PROGRESSES.

;T
[
Q

»
-
~ o

CCIT) IN THR CASZ OF SUPPURT FOF THE AGRICULTURAL

VITY IN PESHAWAR, THE MISSTION HAS HAD NUMEROUS

INNS WITH GOVERNMENT OFFICIALS TO SET TEE STAGE

i7s DAESIGN TEAM (A TITLE XII CONTRACTOR). THESE

v oS IONS EAVE FOCUSSED ON TRHE ISSUFE OF INSTITUTIONAL
REQUIREMENT FOR A CLEAR

y& S{PILITIFS AND TR
2T OF IATENT TO EXAMINE ALTERNATIVES FOR INSTI-

"'?;n*Tr RIORCANIZATION TO BUILD ZFFECTIVE AND LASTING
\fRGES AMONG THY UNIVERSITY, RESEARCH BODIES, AND THE

yo L
s
‘3
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STTEHSION SEAVICE. GOP  ISPONSF TO TH:3E DISCUSSHIC
L5 BEEN FOSITIVE. DUKING THE DESIGN I'ROCESS, SPECIFIC ANNEX A.5
135UE5 WILL BE AULRESSEL THAT ARE CRIT!CAL TO THE IMPIE- Page 6 of 9
HONTACION OF THIS GENSRAL POLIGY STATENENT HIGHLIGHTING
¢ N¥3D FOR IMSTITUTIONAL REFORM OF AGHICULTURAL

SoaVICE INSTITUTIONS.
~ E. IMPORT CF AGRICULTURAL COMMUDITIES AND EQUIPMENT

T

Ti3 GUIDELINES FOR INMPORTS OF COMMODITIES AND EQUYPMENT
S5 THE AGRIUSLTURAL SECTOR STIPULATED IN THE PAAD STRESS
Ti:3 1C SPECIFIC FROGRAMS FOR IDENTIFICATION OF YEAR BY .
YLAAR IMPOXWTS., THIS DESIGN ACHIEVES THREFE OBJECTIVES:
15T, TRZI BURCEN OF MANAGING A GINTRALIZEL IMPORT
:7oRAM IS5 LESSKNED 3Y CLREAR SPECIFICATION OF COMMODITIES.
15 IS TSPECIALLY IMPORTAMT IN A MISSION WITH L IMITED
*TAFF. S:CONLLY, TIF ECONOMIC RETURN ON THE IMPORTRD
GCMMODITIES IS ASSHMED TC BE HIGRER IF PLACE) IMMEDIATELY
1470 AN OPRRATING PRCGPA~ IN THE PUPLIC OR PRIVATE
5-CT0%. THIRDLY, THE PCLICY COMMITMENTS UNDMR SPECIFIC
CUMSANICN PRCGHAM3 AKEZ TIED TO THE IMPORTATION OF THE

TCMPIOTITIES.

i THE FY 15€2 PAAL, FERTILIZER AHD EGUIPMENT FOR IRRIGA-
"L 0N DEPARTMENTS WERE SPECIFIED FOR IMPCRTATION AND WERZ
TIIT 7O 6OP POLICY COMMITMENTS: FOR FERTILIZER, TO
LCTIONS RFLATEL 7C THE RIDUCTION OF THE SURSIDY CN
fTRTILIZER AND, FCR TRRIGATION EQUIPMENT, TO COMMITMENTS
TG RATIOMALIZE MANAGEMENT, WITd SPECIAL EMPHASIS ON
FiNANCIAL REQUIREMENTS FOK OPERATION AND MAINTENANCE

U

i
UFf THE IRRIGATION SYSTEN. .
2 UNCLAS [SLAMABAD 31734
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THE OFY 1983 PAAD AHFhDNEHT. TEE MITSION IS CCNSIDER-
Tl 'PICRIS GF (DY) FOLNTILILEN, (IDY IRLRIGATION EQUIPMENT, ANMEX A.5 .
Di0); TRACTOQKS, AND {IV) MIQC tLLANECQUS COMMODITIES Page 7 of U

EUOGITFED BY ON~GUING PRUGRAMS. THE POLICT LINZS FOR
CTUZ IMPOR1S APE LIGELT TG RE:

WEILIZER: CONTINUED PROCGRZSS ON THT ELIMI-
T FENYTLIZER SUBSIDY. ADDITIONALY, THZ
ATE MALUFACTURES G NITROCYM FERTILIZERS IN
FTING 0T IMPCRTED BHUSPHATIC FERTILIZERS IS
yssrer.  Th THR SEGRT-TERM, TES CRJEGTIVE 1S
Y EECCEIURES TO INSYRE SUFPLIES OF IMPORTED
NN A mIM‘LY BASIS TO PRIVATE COMPANIES.
ENHANCE THELR ABILITY TO OFFZR FARMEWS
F"RTLI.Y ER hUTHIEH?S WEICH RESPOND TO ON-FAILM
- QVER THE LOLGER TERM, WE WCQULD EXPECT
CFNP&NI? TC B% TRHS OMINA‘T SUPPLIFR CF
ALS WitH A MINIMAL ROLE rUR PUBLIC BOSIES.
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i1 IRRIGATION EQUIPMENT: DURING THE DESIGN OF

ICATICN SYSTWPS MANAGEMENT PROJECT, ANDITIONAL

RY KEQUIREMENLTS WERE [DZHTIFIED., THIS PRCJECT

ECITFIC CCVENAMTS RELATESD TO THE FIMANCIAL

I TY OF TES F(CTEW (REINFORCItG TRE COMMITMENTS

i??:iﬁ BFCK BETWEEN THI WORLD BANX AMD TBE GOPY A5 ¥ELL
R ITIOND :RECE'ENT FOR DISRURSFMENT TIFD TO RZQUIRED
(IQ CN THE FART GF THE PRCVINCIAL IRRIGATION DEPART-

w4ttt ,  BY OEXTENSION, THESE COMMITHMENTS FORM PART OF THE

27 19uld PAAD,

-..__,.,..

- CITD)  TRASTORS: DURING TiE DEVELOPMENT OF TRE
'?‘iwu PA*D THACTCR IMPORTE WEIRE SWRICUSLY CONSIDERED.
*GIUERARLE ? IME WAS SFENT IN EXAMINING LOCAL MANUFAC-
SITENG AMEG RISTRIBUTION CYETEMS AND MECHANIZATION POLICY.
»ii s QUECTICHS WEIRE EAISED ON SPECIFIC MECAANIZATION
iLCifTS {FOR EXAHPL-. THE RATF 0? MEGCHANIZATION TASING
ooy TN FARISTAR, CN-FARM APIFLICATIONS OF SFRCIFIC
CRLUTLR IMELE MFNTw THEZ RYLAVIVF EFFICIENCY OF DIFVERENT
DL UNITS, AND THE EXTENT OF CUSTUM MFCHANIZATICN
PAAVETESRY, THE BASIC PULICY FEAMEWORY WAS JUDGED 70 BE
«?TACFRIATE,  FICAUSE OF SAOURCE AND ORJIGIN
RUATHICTIONS UNDER THE PALMD, TRACTORS WERE NOT IMPORTED IN
UDOFIHST YZIAR. O ACHEVTNR, DISCUSSIONS ARS NOW UNTZRWAY TO
e Lol INE TF 0.0 MANIFACTURZD TRACTORS SHNULD PE IDENTI-
XL :OH LUPORTATIUN UNCER THEI FY 1983 AMENDMLNT

- {iV) MISCELLANZOUS: THZ NIMAINING IMPORTS ARE
c L& TTVELY SMALL VALUED ITIMS AND MO IMPORTANT PCLICY
JoSi)Et HAVE BEEN IZENTIFIED FOR THEM.

< PCLICT STUDIES.

Best Available Document

v if FCOD SECURITY COMPONENT OF TUR AGRICULTURAL PRODUC-
.94, DISTRIBUTION AND STURANE PROJECT WILL INVOLVE TEHE
:¢~VL ATION OF POLICT IMPLEMENTATION ALTZRNATIVES AND

Joal A BASIS FCH ‘0 TINCING POLICY EVALUATION. SEVIRAL
*43191 AELATEL STULTZS ARE PROJECTEL UNDAR THAT COMPONENT.
In ADDITICON, SPECIFIC AREAS OF STUDY WILL BE TIED TC ' 4/}

4/. UNCLAS ISLAMABAD Q1724
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THE CONTINUATION OF TRE FAAD. WwORZ HAS ALREADY BEGUN

N ORFINITION CF THESE STUDIES WITH THE GOP WHICH
4CLUDE:

- A. MECBANIZATICN

2ILT THE BASIC PULICY FRAMEWORK FOR TRACYTOR IMPORTS

15 JUDGED TO BE APPRCPRIATE EXAMINATION OF SPECIFIC
“ECHANIZATION [3SUES IS REQUIRED. TRE SCOPE AND METBOD
1P EXAMINING THESF [SSUES WILL BE DESCRIBED IN THE

1922 PAAD AMENIDMENT.

tay
~ 'y

- . FERTILIZER

70 CONTINUE TO FXAMINE THE EFFICIENCY QOF DISTRIBUTION
ANL On-FARM APFLICATIONS. CRITICAT AREA OF THE
INVESTIGATIONS IS LIXELY TO 3F THE CONVERSION-EFFICIENCY .
CF FPIRTILIZER AT THE FARM LEVEL. AN IMPORTANT AREA IN
TFE TFRATILIZWR SUB~3ECTOR, PRIVATIZATION OF FRRTILIZZR
MASEETING, WAS EXAMINED IN OCTOBER 1942 RBY A4 THRIZ
MEZMEER [EAM OF SER/CCM SFECTALISTS LEL BT WCLFGANG

VON SPIRGELFELL., THE TEAM’S RZPORT RECUMMENDS THE
CONTINGATION OF FERTILIZER IMPORTS IM THE PUBLIC SECTOR
BUT SUGGS5TS, BASICALLY, PROGRESSIVELY INCREASED
ALIGCATIONS TO TEE PRIVATE SECTOR DISTRIRUTORS DIRECTLY
FROM THE FRIERAL CIRECTCRATE OF FERTILIZZR IMPORTS.

A5 INLICATET IN PARA 2. E. (1) APOVE, THE RECOMMENDA-
TICANS OF THE TZA¥ ARE BEING DISCUSSEL WITH THE GCP.

- C. RESOURCE MOBILIZATION

THE IMFOSITION CF TAXES ON THE AGRICULTURE SECTOR AS
PART OF THE ISLAMIZATION PROCESS WILL AFFECT THE
FRCFITABILITY OF AGRICULTURAL PROLUCTION. THKE EFFECTS

_ ANNEX A.5
Page 8 of ¢

4/ UNCLAS ISLAMABAD 01734
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AIDAC |
OF TUESE NEW TAXES ARE NOT YRT WELL UNI'KRSTOOD. ANNEX A.5
SRELIMINARY DISCUSSICNS ARE UNDERWAY WITH UNIVERSITY Page 9 of 9

SCACLARS IN PALISTAN TO ASSIST THE MISSION TO EXAMINE
‘'HESE NEW TAX LAWS. SPLERS :

iT

¥1734
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0.
S hrer:s COMCLUSIONS AND NECOMMEHIATIONS OF THE
L GULTURAL CCOMODITIRS "AND EQUIFMENT
THEGUNTLUTS 7 TS CAHLE MLPRLSENTS SECTION 2 OF
SE{CULTURAL COMMGH!TITS AND EQUIFMENT P OGRAM
Uy Ton REPURT. A LRAFT COPY OF THIS REPORT %ILL BE
CumoWrTH  THE NEAT FRASON LEAVING FOR ISLAMABAD.
07INALL CONGLUSTUkS AND RECOMMENDATIONS.
Lo v kNTATION CF PUCORAM ACTIVITIES CURIAG THE FIAST
g i GF THE 3IRST TRA CEL 0T THE AGRISULTURAL
CoPaa{91T5 AND RGUIEM<HT FROGRAM HAY FROGUESSED ON
.a-;,nxu ARD HAS HP“'"A'I( SONFORMED tO DLSIGN PLANS.
STOITIES INTINIED F0R TR FIRST NINE MONTHS HAVE BEEN
AULLMELISHNL ANI TFL PRCIRA’ KA MATE STGUIFICANT
cnCiesS IN ACHTEVING mu" PdTWANV AWIECTIYE OF THE FIRST
TiLnbFbo- TRCVIHING FALANCE OF PAYMENTS SUPPORT. THE
SUATUATION TEAM SUFFCRTS THE CONTINUATION OF THIS
ciiiie puD GFELE THF FOLLOKING MORE 5PLCIFIG
LGS LONS ANL ATCOMMENDATIONS FOR CONGIDIRATION IN THE
;szdn GF SUBSYQUENT THRANCHE .
MO LASSINILD ¥

L ERCOLREMENMT OF AGRICULTURAL COMMONIVTIES AND RQUIPMENT
5., FRRATILIZER BERULCURENMENT, PHOCUREMENT WENT SMCOTHLY
S ACOORDING TO SCHEOLLE.  THLRE WERE NO MAJOR

MINCH FRCRLEMS N SHIPPING WERE "NCOUN;EH:D.

!

RV L.( b

CooeMEaNTATION:  TO RESOLYR VHE SHIPPING ISSUES, MISSION

CAUULD FNCUNKAGY AND ASSIST FAWLY DISCUSSTONS BETWEEN
ANE IS ER/CLM ON CEANTER PARTY TERMS.

Lt POULIMENT FRGCUREMENT: PR MAJOR FRATURES OF THE

VoL HEMENT PUAN ARL T,I UST OF PROCUREMENT AGANTS AND

LILPT0S WLE RS AGENT uP THE GOP. IT IS TNO BARLY TO

oo A DLEINIPIVE JUDARMTNT ON THFSE ARRANGEMLNTS .

v THER, WA OEAVE MALE T POLLOWING

AL e MEDATTIONSJCESFEVATTUNG

GE, 24T ZRINGS WITH IT A FIDUCIARY
iL w°F AND SIMCE, iN MANY CASLS, IT IS

oo lone XU OTH R¥CEMING PROGUREMENT ACTIONS, IT-

ANNEX A.6
Page 1 of 6

Best Available Document
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A uTes, Wi BELIEYF AN FRFRWIENGED FULT UIME PROCURKMENT
LOSIALIST SUOULD BRE OB HT ON 30ARD (7 AT ALL
Ty CURRENT APPROACH WHBICH CUMBINES A HIGHLY

‘.'r"‘.i'.': ;! tLY.
urlvy HULE I8 THH rHU(b"FHPNT PROCESS W1TH RETATIVRLY
SR WE XNUW CF NO

Siaeid PAFRATENCE I3 VERY "MIGH KIS% .
i COMMOLITY IMPURT ROGKAM OF SIMILAR SIZ AND
NebeETITY TRAT RAS P ON ATTEMPYED WITHOUT THE SERVICES

A PRUCUREMENT SEECIALIST.

AFEn CUKRENT PSA PROCUREMENT ACTIONS

15!‘ "'LW GCOMELETED, THE JSAID SHOULD CONDUCT A THOROUGH
SYia 10 PROVILEY MOR® DEPINITIVE FINLINGS ON THE

'.h,J1huE1P ARRANGEMENTS . .

5. <POGRESS MADE TOWARLS PLANNING, DEVLLOPING AND
R ZCUTING POLICYT STUDIES

ogaMrTRNAL TON

0 GONSIDIRATION TO TUE TIGE AND FEFFORT REQUIRED IN
St W N ING, DIVELGPING aND EXRCUTING THE STUDIES PRUPOSED
v J%E PAAD ALGNG WITH Ti% STAFFING CONSTRAINTS UNDER
BEIsy THE MISSION CURRENTLY OPERATES, [T IS THE CPINIOW

5% EVALUATLON TEAM 'THAT CONSIDERARLE PROGHESS EKAS

© %N AR TO LATAE. STULIXS IN THREEZ OF THE SIX FROPOSED
c;ITo 1 AREAS HAVE ALHEALY AREN SXECUTED AND THE INITIAL
SnAAHING STAGRES GF LESVELOEBING STUDIES IN TWO OTHER AREAS
ViE TG KN. FVALUATION 0¥ THE QUALITY OF THE POLICY
SOUUTES PLAMNED AND EXECUTED WAS REYOND THE SCOPE OF WORX
Pt OPHIS TRAM O LUS T0 TIFE CONSTRAINTS AND A LACK OF
"APERDTIE IN AGRICULTURAL ECONOMICS.

i

]

-¢;,‘V NTATION: PHE SCCPT OF WUR” FOR THE NELT

CPATION SHCULT INCLULR AN ZXAMINATION OF THW QUALITY
A U JS“FYLNESS PV THE POLICY ST™IDIES BEING CONDUCTED. IF
"5 TYPE OF EXAMINATION WCULD BENEFIT USAID/ARD BEFURE
“up MEXT PLANNED ZVALUATION I8 SCHLDULED, CONSIDERATION
Ta U RY ALVEN NCY PO DEVELOPING A SCOPE OF WORX AND

L TFRNMINING ﬂq:N AN TVAIUATION OF TRE POLICY STUDIFS

L 3K MOST HELEFFUL.
MONITORING AND KVALUATION OF PROGRAM PERFCRMANCE AND
LMESCTW
SIATRIBUSION ANL ®ND USL OF COMMODITIES. TO

THE NEIED FUR WANEHOUSIM: FERTILIZER ¥OR LONG
stoeng O AID SHIPMENTS ANF SOHRDULEL To ARRIVE REFORE OR
fLoiidy PRAK MONTHS.  SOMY PORTICN, HOWEVER, IS YEPT IN
T8 WAKRLECUSF fC MAINTAIN A REIRVE L3IVLL. THERE WAS
TLuCwdN ThAT THE STORAAL FACTLITIRS IN SOME DXPOTS WERE
L ATISFACTCONY .  THE MAGNITUDE 0F THIS FROBLREM WAS
UNCLIAR TO TiE EVALUATICN TEAM AND DUFR TO TIME
SUNSYRAINTS THEY WLHF UNARLE TO MAKE SELECTIVE CHEC”S.
SURRENILT, USAID/ARD MONITCRS PERTILIZER UTILIZATION BY
Doy CETYING INFCHEMATION FRUM VARICGUS PUBLICATIONS AND
N2FLPES FROM LIATSON OFFICAES.THEAY MAY UR A MISCONCEPTION
TOUSALIL/ARD THAT THU FEATILI/ER WAS IMPGRTED IN BULK AND
LAGGED BY YDF{ IN TURIN GWN BAGS 50 THAT A.I.D.

~

ot

s ox TMT )F
N AR Y)

i UUNCTAS STATE @#72193
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SETTLIZYR IS NU O LONGLR IDENTIFIARLE. _TIIS, HOWEVER, IS
sl SCRHRCT, SINCS A T.D. FERTILIZER I¢ PLACED IN A.1.D.
Al h BAGS AnD THE BULZ DEPOT FOR WHI:d ‘CHE FERTILIZLR
i3 OWSTINED IS DESIGNATED IN PHX ALLOCATION PLAN.

L IMMENDATION:  1SAID SLGULD INITIATE A SYSTEM OF
SALECTIVE MONITORING OF THZ WARFHOUSING OF A.I.D,
FAMUILTZWR TO ASSURY THAT FRERTILIZER IS CARED FOR
JECPIALY AND IS BTING DELIVERED IH A TIMELY MANNER,

o DISTRIBUTION AMD EKD USL OF EQUIPMENT. AFTLR THE
SIH2VENY A RIVES AND IS PROCESSED THROUGH CU3TOMS.

T.Uuo MAY HANLLY THE COSTS INVOLVEL IN TPANSPORTING THE
f7IvS T THZ FCUR FRCVINCES. ACCSORDING TO DISCUSSIONS
wIth AN JFFICIAL FROM THE FROVINCIAL IRRICATION MINISTRY,
i AORESMENT HAS HRBN ESTABLISHED WITH A.I.D. DELINBATING
"f“'UR-o FOR GEPTIAG THE EQUIPMENT TO THR FOUR
JEOVINCYS . THE CFFICIAL INTERVIZWED, HOWEVER, COULD MOT
i FauI THE DETAILS OF THE PROCEDURES ESTARLISHED IN TRE
aTATPENT AND TT WAS UNOCLEZAR TO THE EVALUATION TFEAM
-VETFER THIS AGREEMENT DCES, IN FACT, ESTABLISH
“ALOVIURES FOR HANILING THE EQUIPMENT BEYOND CUSTOMS OR
cast 1T OSIMPLY STATES THAT AJI.D. WILL FINANCE

T ANEPORTATION COSTS.

CiLJRMENDATION:  IF FROCEDURES FOR GETTING EQUIPMLNT FROM
LiEETLMS 10 THE FROVINC®S HAVE NOT BXEN ESTABLISHED, IT
:J q"VIbAELE TC DO SC WITH THL GUP AT THE SOONEST

tLIdLa iMF SINCE EQUIPMENT COULD ARRIVE AT ANY TIME.
TO f'”FL;rY THEL PAQCIES oF TRANSPORTING THL PROPER

S dIFMENT TO THR APEROPRIATE PROVINCE, ARRANGEMEANTS
DMLY BF MADE, IF IHEY HAVE NOT AS YET, TO HAVE THE NAME
croTHE PRLUIUCE FCAd WHICE THE EQUIPMENT IS DESTINED
SLIATLL MARYRL ON EACH PACKAGE PRINR TO REING SHIPPED.
SFFECT OF FRCGRAM CKN ARALANCE OF PAYMENTS AND ON
ORMANCE UT AGRICULTURAL SECTOR. “ITH REGARL TO

‘ N

e 1.

*
[P

ZaiE

PMPACT ON BALANCE CF PAYMFNTS TO DATE, THE EFFECT WAS
E55ENTIALLY FEIT AS SOON AS THE CONTRACTS FCR DOLS 34

W UNCLAS STATE 972193

Best Available Document
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TLIION WENE AWAWRED FOR O ¥ERTILIZER DURINT FY 1902, IF
I Fal NOT FINANCHD TOLS 34 MILLION OF FERTILIZYR IN FY
WHE GCP WCHLL RAVE HAD TO USKH PART OF THEIR OWM

¢ pil: FUR®IGN EXCHANGE KESERVE. THUS, IT CAN RBE SAID
"UAT THIS PROGRAM HAS ALREALY MALE PROGRESS IN PROVIDING
wHE GCP WITH BALANCE OF PAYMENTS SUPPOURT.

-y bo

I
I
&

.

11 ALIITION TO HAVING AN IMBACT ON BALANCE OF FAYMENTS,
% FhCGRAM HAS ALSC BEEN DFSTGNED To HAVE AN TMPACT ON
AGHICHLTURAL PEKFORMANCE. WITH THIS IN MIND, THE MISSION
PVALJATION ELAN STATED CHAT THE FY 1680 OR FY 1994
SYALUATION OF THE THIS PROGRAM SHOULD INGLUDE, TO THE
CYTENT FOSSUBLE, THIL PROCESS OF QUANTIFYING INGICATORS
10N LATFR MEASUKKMENT OF THE IMPACT ON' INCREASING
4GRICULTURAL SECTUR FRODUCTIVITY. USAID/ARD, HOWEVER,
“WFO0RMEL THT EVALUATION TEAM THAT BECAUSE THIS IS A
COMFODNLTY TMPORT PHOGRAM (CSP), IMPACT OF THIS PROGRAM ON
Lol [CULTURAL 3ECTCR PRODUCTIVITY WOULD NOT BE MEASURED.
'Sa:), ARD ASSURZL THE THAM, HOWSVER, THAT AGRICULTURAL
CACTECTIVITY WCULT BE MGRITOR¥D AS PART OF THE MONITORING
v ATLUATION SCHEMES OF OTEFR MISSION AGRICULTURAL
LRORCTS. TUHWRE WAS HOT FNOUGH TIME FOR THE EVALUATION

T REVIEA EVALDATICN FIANS FCR OTHER AGRICULTURAL

o

SO
FROCECTS, SC IT IS DIFFICULT TO CONCLUDM TRAT ADEQUATE

P

FOLCTORING IS ELANNED {1.5. DO THY EVALUATICM SCELMES OF
L PPEE FRCJECTS PLAMN TO MONITOR AGRICULTURE PRUDUCTIVITY
T A WAY TiIlAT CAN OFFER THIS PROGRAM AS WELL AS OTHER
ACPICULIUER PRCJECTS FEEDRACYT ON SUCH CRITICAL ISSUES AS
i TALINITY OF FROJLOT ASSUMPTIONS, PERFORMANCE,
CFIIOTIVENESS OF STHATRGIKS ETC). AT THE SAME TIME THERE
PRMATNS A DISCHEFANCY BETWSEN THE EVALUATION PLAN AND
Laaln ARD’S TNTHN'TICAS KEGAABING THE MEASUREMENT OF
SVIAST OF THIS PARTICULAR PRoOcRAM. THE EVALUATION TEAM

CRLITVES THAT A OFFINITSE PCSITION SHOULD BE TAKEN TO
HESCLVE THIS LIFFZRENCE OF OPINION.

u:\,

ALUUMMENDATION:  WITH A.L.D.7S EMPHASIS ON MEASURING
LMEACY, IN FARTICULAR BRNRFICIARY IMPACT, THE MONITORING
AND TVADAIICN PLANS FUR MUASUHING CHANGES IN AGKICULTURE
FEASORMANC Y SHOULD RE FURTHFR BXAMINED 1O ENSURE THAT THE
Y;TIATEN CHANGARS TO WHICH THIS PROGRAM AS WRLL AS OTHER
i3 I0ULTURAL FRCJECTS ARE DIRECTED WILL BE ALEQUATELY

*3n 1 TURED.
SENFRATION ANL USL CF RUPEE PROCEEDS ACCRUING FROM
CF IMPCETEL GCMMOCITIES

SALES
id 0k AAS ALERADY WSTAGLISHLD A FORMULA DRSIGHNATING THE
LS GT OF KHUFPKES GENFERATED PER TON OF FERTILIZER 50LD.
I IYG TISCUSSIO S WITH MISSION STAFF, 1T APPRARED THAT
SOMT O WERw UNINFCHMED OF THE PARTICULAHS OF THE FCRMULA
DEFINES '[HE AMOUNT 0X HRUPEES GENKRATED FROM THE

ahicH DE
SALES.
SalOMMENDATICN:  [HL PRCORAY CGFFICE, %iCH WiLL RE

¥OMITURING RUFFE FROGSELS SHOULD BE AWARE OF THE

3/3 UKCT.AS STATE 272193
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ﬁﬁ??[CULéRS_UE THIS FURMUOTA  AND ENSURE [TS CONFORMITY TO
ANV REGULATIONS OR AGRERMUNTS THAT MAL %XIST.

YO LATT, 57 PERCENT CF ALL RUPEES RESULTING FROM THF
LS TRANCHE HAVE BEIN CENFRATED AND SHOULD WAVE BESN
LnFGSITED IN PHF SERCIAL ACCOUNT. ACCORDING TO A
SCHERYLE ESTAELISHED FOR THE RECEIPT OF REPORTS, THF
fTEST REPORT CRTALLING CEPGSITS FROM THE FIRST TRANCHE
¥&% JUF IN MIL-DECEMBER 1992,

NafUUTATIONS ¥CR US? OF WUELE PROCRELUS HAVE BRIN
(HITTATID AND ARY PRCUCSRDING ON SCUEDULE. T™HE GCP IS
A%ARE UF USAID’S FROGRAMMIANG PRUFERENCES AND ACCCRDING TO
Tt FROJEICT OFFICER, NWGCTIATIONS ARE, AT THIS PCINT,
FRCGRFSSING SATISFACTUKRILY. )

ASTA/DF RISRITS THE PROBLEMS ASSOCIATED WITH
12ING MISSICN WITH A CLEAN L[RAFT OF THIS REPORT.
UCK FORWARL TU ECFRIVING YOUR COMMENTS. SHULTZ

[
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DRAFT FROCRAM DEUECRIPTION FOR INGCLUSION
LI PROGRAM AGREEMENT AMENDMENT

The Agricultural Commodities and Equipment Program is designed
to accomplish two nhjectives: (1) increase the productivity of
the agricultural sector through the provieien of needed imported
commodities and equipment: ard () previde balance of payments
support. The program will focus on activities which promise a
productive impact in the short to medium term (one to sgeven
years) and which also will facilirate lonper term adjustments

in the structure of the apricultural sector.

Three groups of imports are contemplated in the five-year
program:

Group 1: Agricultural inputs where the productive impact is
felt almost immediately, i.e. cne cropping season.
Most impertant examples of this type are chemical
fertilizere, mineral components for Lhe manufacture
of fertilizer, improved seeds, and apvropriate
pesticides (where USG regulations are met).

Group 2: Agriculrural machinery and commodities for use on
or near the faorm and which increase the preductivity
cf the Jarm over the short to medium rerm. This
group of itemg would largely be imported and used
by private parties: farmers or business orecanizations
either directly involved in agricultural preduction
or providing services to farmers. Exampies include,
inter alia, tractors, trucks, rice mills, prefabricated
storage, and on-farm grain handling eaquipment.

Group 3: Agricultural equipment and commodities required by
public or semi-public bodies which provide services
te the agriculturzl sector, The commodicies or
equivment imporcted will be wtilized bv these
agencies te impreve the efficiency or quality cof
service provided and would be expected to have a
generalized impact on agriecultural productivity.
Examples of this class of equipment and commodities
are: heavy machinery for construction or mzintenance
of irrigation facilities: equipment for road building
or maintenance; equipment or commodities to support
agricultural research and extension: public sector
storage and off-farm grain handling equipment; and,
transport equipment.

The program is expected to total $300 million aver five vears,
subject to A.I.D. program approval, availability of funds,
and the mutual agreement of the parties tc proceed. The second

year's obligation iz for $60 million and is designed to
be fast disbursing and to provide maximum balance of CTZ/


http:commoditl.e3
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Page 2

payments impact while increasing the productivity of the
agriculture sector. Expected allocations for the FY 1983 program
are shown in Tahle 1 and are described below :

" 1.«fertilizer
1/

Imports of $35.07 million worth of Diammonium Phosphate
(DAP) and Triple Supexr Phosphate (TSP) are planned. At projected
interrational prices, including freight and insurance, the
quantity cf fertilizer supplied would be about 125,000 MT of
DAF and 10,000 MT of TSP. This quantity will provide 62,100
Nutrient Metriec Tens (NMT) of phosphorous.

2. Irrigation Equipment

A roral of $12.1 million worth of equipment is contemplatced,
consisting of: (1) earthmoving and workshop equipment: for the
four Provincial Irrigatior Departments (PIDs) in support of the
A.1.D.-financed Irrigatiou Systems Management (ISM) Project
($5.0 million); (ii) hydraulic measurement equipment for
the Alluvial Channel Observation Project (ACOP), an imglementing
entity under the ISM Projec%, and several of the PIDs($1.0 million);
(iii) excavating machinery Ffor the Sind and Punjab PIDs ($3.5
million); (iv) floed protection equipment for the Punjab PID
($1.6 millien); and (v) irrigation pumps for the Northwest
Frontier Province PID ($1.0 million).

3. Drilling Rigs

Six power drilling rigs, valued at an estimated $1.2 miilion,
for sinking tubewells will he procured for the Apriculture
Engineering Department of the Government of the Sind.

4. Commodities for rhe Agricultural Production,
Distribution, and Storage Project

Approximately $4.5 million has been allocated under the
FY 1983 tranche of this Program for the procurement of data
cellection and analysis and post-harvest grain handling and
storage equipment to be used in support of the Food Security
and Data Collection and Analysis Components of the proposed
A.I.D.-financed FY 1983 Agricultural Production, Distribution,
and Storage (APDS) Project (391-0476). This project is currently
in the design phase, and the estimated cost of the equipment
required for the project will exceed the funds available under
the project.

1/ Consisting of $34.0 million under the FY 1983 progranm
and $1.0 million under the FY 1982 program.

-
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TABLE 1

EXPECTED DOLLAR ALLOCATIONS FOR THE FY 1983 PROGRAM

Provisional Allocatione -’
(In § Million)
Category of Commodities _Loan Graut

Fertilizer

a. 125,000 MT of Diammonium Phosphate

b. 10,000 MT of Iriple Super
' Phosphate (TSP)
Irrigation Equipment

a. Earthmoving and Workshop Equipment for
the Lrrigation Systems Management Project -

1924
[ Y
L)

b. Hydraulic Measurement Equipment for the
Irrigation Systems Maragement Project - 1.0

c. Excavating Machinery for the Sind
and Punjab Irrigation Deparctments - 3.5

d. Flood Protect!on Equipment for the
Puniab irrigation Department - 1.6

e. [rrigation Pumps for the Northwest
Frontier Province Irrigation Department - . 1.0

Drilling Rigs for the Sind Agricultural
Engineering Department - 1.2

Cominodities for the Agricultural Production,
Distribution, and Storage Project 1.Q 3.5

Conmodities for the Forestry Planning
and Development Project

Additional Commodities

a. Small Tractors
b. Breeding Rams - V.6
¢. Miscellaneous ltems

d. Commodities in Support of Development
Activities in Poppy Growing Areas - ]

Procurement Services Agent(s) Fee at 8Y%
(for 2.an - 2‘odo, 4-, and 5 onl.y) - 1.7

————————

TOTALS 40.0 20.0

All figures include the estimated costs of the commodities/equipment,
freight and insurance, as well as inland transportation for the irrigation
equipment only,

Approximately $1.0 million in loan funds remains unearmarked under the

FY 1982 program and will be applied to the costs of the fertilizer

to be procured under the FY 1983 program.

S
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cuermisdities for fhe Forestry Planning
and Development Proiect

\J

Earcthmoving and land clearing, nursery, surveying,

ing. research and znalytical, and transport 2quipment

ioas education/information commodicies, valued at
approximately $5.0 million, are expected tc be imported under
the FY 1983 tranche of thia Program to be used in support. of
the proposed A.1.D.-financed'FY 1982 Forestry Planning and
Development (FPD} Project (391-0481). This project is current!w
in the design phase, and the estimated cost of the equipment
required for the projectr will exceed ,the funds available under
thg'project.

6. Additional Commodities

Approximately $1.0 million has been provisionally
allocated for the procurement of the following items:

a. Small Tractors

Importation of about fifty(50) small size (below 35 engrire
horse power) tractors for sale to farmers and/or use at
agricultural research stations is contemplated to support the
GOP's policy to encourage small farm technology.

b. Breeding Rams

Importation of about twenty (20) breeding rams is
pianned to support a herd improvement program in the Northwest

Frontier Province which will be financed in part by the
Australian Government .

c. Miscellaneous Small Value Items

To respond to targets of opportunity, some funds may
be made available under this Program to finance small value
items which are consistent with the overall objectives of this
program and which support GOP, other donor, and/or other A.I.D.-
financed preojects.

d. Approximately $500,000 has been provisionally allocated for
support of development activities in poppy producing areas. These items
will be identified as prnject design proceeds for the Area Development
Project in the North West Frontier Province (391-0485), which is expected
to directly address the need for alternative development opportunities
in areas which now depend heavily on poppy production.

A special account will be established in which the rupee

proceeds accruing to the GOP from the sale or transfer of
commodities imported under this Program will be deposited. The
funds in this account will be jointly programmed by the Governnente
of the United States and Pakistan for use in development progran-
in the areas of agriculture, rural development, water resources,
Population, education, energy, and health, including uses

which would help to reduce opinm poppy cultivation.
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('000 Nutrient Metric Tons)

ANNEX CLi.a

- g -

Crop Year 1981/82 1/

Rabi 2/ Kharif 3/ Total

N P _K_ iotal N_ P KMo N P K_ Total

Supply 705 232 33 970 61 216 22 99 1,222 371 35 1,625
Opening Inventory 4/ 325 174 22 521 244 20 i1 325 174 2z 521
- Indigenous Production IH a7 - 372 457 31 - 483 792 68 - 860
lmports 45 21 i1 77 60 108 2 170 105 129 13 247
Desnand 637 245 33 918 602 171 27 B0 1,063 326 40 1,429
Offtake - 461 155 13 629 421 78 7 06 882 233 20 1.135
Boorts - - - - 5 - - 5 5 - - 5
Reserves Rexquired S/ - 17 o7 20 289 176 83 20 289 . 176 93 20 289
Surplus (H)/Meficit () (+)68 (-)16 - (+)52 (H)I50 {+)45 (=)5  (+)199 ($)159_ (+)45 ()5 (+)189

October - September
October - March
Apri1l -~ Septemberv

JCn] ) o) 0] 4
NG N SN,

Stocks with distributors, factories and FDET
20, 40 and 100 percent of annual offtake Ffor nitrogen, phosphorous,

SOURCE: FDFI and USAID Statf estimates

and potash, respectively

B T°D XANNV
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FERTI)IZER SUPPLY AND DEMAND £ROJECTTONS

('000 Nutrient Metric Tons)

ANNEX C.i.b

Crop Year 1981/82 1/

Rabi 2/ Kharif 3/ Total
N P K Total ___N P K Total N P K Total
Supply 880 293 31 1,204 870 179 38 1,087 1,32 345 53 1,70
Opening Inventory 4/ 335 138 15 488 378 127 16 521 335 138 15 488
Indigenous Fioduction 477 36 - 513 480 26 - 516 57 72 - 1,029
Imports 68 119 16 203 12 16 22 S0 8 135 38 23
Demand 687 266 38 91 627 183 31 841 1,120 349 46 1,524
Offtake 484 166 15 665 442 83 8 533 926 249 23 1,198
Exports 18 - - 18 - - - - 18 - - 18
Reserves Required 5/ 185 100 23 308 185 100 23 08 - 18 100 23 08
Surplus (+)/Deficit (-) (+)183 (+)27 (=)7 (+)213 (+)243 (-)4 ()7 £+)246 (+)243 (-)4 (N7 (+)246 |
1/ October - September
2/ October - March
3/ April - September
4/ Stocks with distributors, factories and FDFI ‘
5/ 20, 40 and 100 percent of annual offtake for nitrogen, phosphorous and potash, respectively
SOURCE: FDFI and USAID Staff estimates
O
—
o




FERTILIZER PRODUCT PRICES

Product
Urea (46:00:
DAP  (18:46
AS  (21:00:
NP (23:23:
NPK  (10:20
NPK  (13:13
CAN  (26:00
SsP (00:18:
SOP  (00:900:

Price (Rs/50 Kg Bag)
1/ 2/

ANNEX C.1.¢

1980/81" 1981/82" 1982/83§]
00) 93 103 118
:00) 100 105 121
00) a2 a7 54
00) 78 84 97
:20) 63 65 75
:21) 60 63 72
:00) 50 55 58
00) 25 25 29
50) 30 30 35

1/ Effective

2/ Effective
3/ Effective

February 24, 1980
March 15, 1982
October 6, 1982

Source: National Fertilizer Development Center



FERTILIZER NUTRIENT PRICES

(Rupees per Nutrient Kilogram)

ARX G d

Nitrogen " Phosphorous ) Potash

Product 1980/81 1981782 1982/83 1980/81 1981/82 1982/83 1980/81 1981/82  1982/83
Urea (46:00:00)  4.04 4.48 5.13 - - - - - -
DAP  (18:46:00)  4.04 4.48 5.13 2.77 2.84 3.25 - - -
AS  (21:00:00)  4.00 4.48 5.13 - - - - - -
NP (23:23:00) 4.04 4.48 5.13 2.74 2.82 3.30 - - -
NPK  (10:20:20)  4.04 4.48 5.13 2.74 2.82 3.30 1.54 1.28 1.34
NPK  (13:13:21) 4.04 4.48 5.13 2.74 2.82 3.30 1.52 1.45 2.20
CAN  (26:00:00)  3.85 4.23 4.48 - - - - - -
SSP (00:18:00) - - - 2.78 2.78 3.22 - - -
SOP  (00:00:50) - - - - - - 1.20 1.20 1.40

Assumptions:

(a) Nitrogen in DAP and NP is priced the same as in Urea.

(b) Nitrogen and phosphorous in NPK is priced the same as in Urea and NP, respectively.

W

Source: USAID staff estimates.

P'T°'D XENNV




FERTILIZER-DUTPUT AND BENEFIT-COST RATIOS

ANNEX C.1l.e

j CTTSBI/8Y 1) 1982783 27
Crop Crop Fertilizer Crop Benefit Fertilizer Crop Benefit
Response Price Procurement Cost Price Procurement Cost
Ratio (Rs/Nutrient Price Ratio (Rs/Nutrient Price Ratio
- ——ee. _Ka) 3/ (Rs/Kg) Kg) 3/ (Rs/Kg)
iheat 1:7.0 3.67 1.45 2.8 4.60 1.60 2.4
‘addy (Irri-6) 1:10.5 3.77 1.13 3.5 4.18 1.23 3.1
.otton 1: 4.5 3.77 4.45 5.3 4.18 4.58 4.9
)ugarcane 1:95.0 3.77 0.24 6.0 4.18 0.24 5.5

1/ Kharif 1981 and Rabi 1981/82

2/ Kharif 1982 and Rabi 1982/83

3/ Average price weighted for rabi or kharif offtake

Source: USAID staff estimates

2T XIANNY



ILLUSTRATIVE LIST OF EARTHMOVING AND WORKSHOP EQUIPMENT
FOR USE_UNDER THE TRRIGATION SYSTEMS PENACENENT PROJECT

ANNEX <.2.0

Page 1 of 4

I;g” DESCRIPTION
EARTHMOVING & ANCILLARY EQUIPMENT

1. Bulldozer, 200 HP

2. Bulldozer, 140 hP

3. Bulldozer, 75 HP

4, Scraper,Elevating 8/11 cu.yd.

5. Dragline, 2.5 cu.yd.

6.  DOraoline, 1.5 cu.yd.

7. Pragline, .75 cu.yd, (with crane attachment)
8. . Backhoe, 0.7% cu.vd.

9. Excavator, Telescopic Boom, 0.75 cu.yd.
10. Comoactor, Self Propelled, 6 ton
R Compactor, Sheeosfoot, Towed

12. Comnactor, Self Propelled, ! ton
13. Compactor, Hand Yibratory Plate
14. Compactnr, Self Propelled, 4 ton
15. Jump Truck. 10 ton

16. Oump Truck, 8 ton

17, Front End Loader, 2.5 cu.yd.

18, Low 8ed Tractor Trailer, 50 ton
19. Low Bed Tractor Tratler, 35 ton
20, Flat Sed Truck, 8 ton

21. Water Truck, 2500 U.S. Gallons
22. Fuel Truck, 2500 U.S. Gallons

23. Fuel Traiier, 600 Y.S. Gallons
24, Lubrication Truck

25. Dredge

26, Mobile Crane, 35 ton

27. Weed Cutting Boat, 12 HP

28. Cable Tool Water Wall Driller

29. Generating Set, 50 KW

30. Mobile Light Plant, 10 KW

31, Ditch Cleanina Machine

12.

Soare Parts for Items 1-31 and for Existing Equipment




Annex C.2.a

Page 2 of 4

ITEM
NO.

"DESCRIPTION

.- n

WORKSHOP EQUIPMENT

A,  GENEPRAL SHOP
1. Flcor Crane, 4 ton
2. Sprocket and Bearing Puller
3. Hydraulic Jack 50 ton
4, Hydraulic Jack 25 ton
De Red Devil 110 ibs. Hammers,

High Torque Air Wrenches, and

Heavy Duty Sanders
6. Lift Hydraulic, 10 ton
7. Electric Welding Plant, 400 Amp.
8. Mobile Welding Unit, Arc and Gas, Diesal
9. Overhead Crane 20 ft. Span, 8 ton Chain

Hoist

10. Air Ccmpressor, 350 cfm., Trailer Mounted
11, ‘Air Compressor, 150 cfm
12. Cabinet Benches, Vices
13. Track Press
8.  MACHINE SHOP
1. Shaper, 36" Pass
2. Mill (Knze Type)
3. Planner, 10 ft. (Travelling Bed)
4, Surface Grinder
5. Tool Grinder
6. Drill Press, Column 3/4"
7. Power Hack Saw
8. Pedestal Grinder, 12" Stone
g. Crankshaft Build-up Machine
10, Precision Instruments
11. Wrenches: Master Mechanic Set, Heavy Duty
12. Electric Hand Orill, 3/4"
13. Crankshaft Grinder
14, Floor Crane, 2000 1bs.
15. Radial Drill 24"
16. Lathe, 14 ft., 12" Swing
17, lLathe, 8 ft., 17" Swing

o



Minex (2.3

Page 3 of 4

e DESCRIPTLON
18. Lathe, 6 ft., 12" Swing with Tapper Attachment
19, Lathe, 4 ft., 8" Swing
20.  Spot Welder
21. Radial Drill, 24"

22, Benches, Cabinets, Vices
23.  Pracizion Tocling.and Supplies
24.  Flocr Crane, 2000 1lbs.

C.  MOBILE SHoP

1. Lathe/Mill Combination
2. Injector Tester

2, Hydraulic Hose Machine
4. Hose Assembly Machine

5. Bench Drill Press

5, Owatana Pullers
7. Wrenches ,Mechanic Set
8. Hydraulic Jack,25 tor
9,  Winch (Front Power Take Off)

10.  Trioeed

11, Bench Grinder

12.  Hydroulic Tester

13,  Gasoline-Electric Starter
D. ENGINE OVERHAUL SHOP

1. Engine Stand

2. Valve Refacer

3. Valve Seat Grinder

4, Head Shop VYalve

5. Portable Cylinder Boring Machine,5y x 14"
6. Owatana Liner Pullers

7. Injector Tester

8. Injector Pump Calibrator, 8 Cylinder
9. Mobite Shon Crane, 5 ton
10. Enqine Tune-up Kit
t1. Batterv fCharqger, 60 Amp.

2. Allison Transmission Toois
Hoist, 20 ton Tripod

Lk
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s GESCRIPTEION
14, Electric DrilY, 374"

15, Impact Wrenches

6. High Pressure Steam Cleaner

17. Honing Machine

'8, Laping "achine

19. Mechanic Tunls, English-Matric
20. Electric Test Stand, Alt., Gen.
21, Engine Analvser

22. Impact Wrenches

23. 8enches, Cabihets, Yices

24. Pin Press

25. Air-Comprassor, 150 cfm

£ HYDRAVLIC SHOP

1. Hydraulic Test Zench Pump 600 osi
2, Hvdraulic Cleanipg Unit

3. Owatana Cylinder Pulling Unit

4. Hose Aszambly Machine

5. Hose Cutting Machine

A, Cleaning Tank

7. Teols

F.  BRAKE SHOP

t.  Mobile Lrane, 4 Ton

2. Compressor (Air}, Elactric, 150 c¢fm
3. Brake Drum Lathe

4.  Disc Brake Lathe, 16" Diameter

5.  8rake Shoe firinder

6. Owatana Pullers

7. Tool Kit [Wrenchesg)

8. Tire Remover

9. Tire Rim Rerover

iC. Benches, Cabinets, Vices




ANNEX C.2.b
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ILLUSTRATIVE L}ITE'T_ICF HYDRAULIC MEASUREMENT EQUIPMENT -
FOR USE_UNDER"T

RRIGATION SYSTEMS MANAGEMENT PROJECT
ITEM DESCRIPTION
HO. LoN
1. Sonic Sounders including Spares
2. Chart Paper Rolis for Sonic Sounders
3. Recording Current Meters with Accessories
4, Pyamy Current Meters with Accessories
5. Fresh Water AA Type Current Meters
5. Qual-channel Strip Chart Recorder, High Impedance, Multi-Range
with Spares and Accessories
7. Digitization Tablet with Diskette Recorder for Sonic Chart
Snalysis
8. Mobile Tew-Txpe Trailers to be Equipped as Mobile Sediment Labs
9. Visual Accumulation Tubes for Particle Size Analysis with
Accessories and Consumables
10. Progiranmable  Pecket Calculaters with Accassories
1. Fiterqlasz Flat Bettom Boats
12. 15 HP Quthoard Motor 3oat Engines including Spares
13. Components of Hydraulic Measuring Equipment such as
Improvisement Sets, Reels, Yeights, Wading Reds,
Suspended and Bed Material Samplers and other Accessories
of Discharge and Sediment Measuring tguipment
14, Surveying faquipment, such as Levels, Staves and other ‘
fecassories i
i
i5. cscendable Egquipment Meeded for Hydroulic/Sediment/Morpholegic i
Measurements ) i
1G. Sampling Bott]es, Cards, Tags, Stoppers, Crates, and Plastc g
Bags for collection of Suspended/Bed Material Samples ‘
7. !

Yehicles and Office Suppli i ' f

, Jtfic plies such as Electric Typey

Technical Typing and Main Paper Copier with redzggig;ter er
and reproducing capability '
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ANNEX C.2.c

ILLUSTRATIVE LIST OF EXCAVATING MACHINERY FOR

THE PUNJAE AWD SINU IRRLGATION DEPARTMENTS
Estimated Number
Item No. Description of Units Requir=d

A. FUNJAB IRRIGATICM DEFARTMENT

1, LLow Bearing Pressure Excavators 2
2. Dragline, ! cu, yd. | 6
3. Hydraclic Excavators, 3/4 cu. yd. 2
4, Spare Farts

B, SIND IRRIGATICN DEPARIMENT

Hydraulic Excavaters, 3/4 cu., vyd,

Dragline, 1/1.25 cu. vd.
Rulldozer, 140-150 HP
Mini Dredger

ESE AR R

I W py
. .

Spare Parts

ANNEX C.2.d

ILLUSTRATIVE LIST OF FLCOD FROTECTION
EQUIPMENT FOR THE PUNJAB IRRIGATION DEPARTMENT

Item No. Description

Crawler Tractor

Motorized Scrappers, 15-21 cu. yd.
Rear Dump Truck

Qutboard Motors

Generator Sets

Pile Driving Hammer

Hipgh Pressure Cleaning Plant
Dragline, 2% cu. yd,

Side Bocm Crane

Pumping Set Diesel

Spare Parcs

HOWOSIONWLD £~ o o =

s
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ANNEX C.3

TILLUSTRATIVE LIST OF COMMODITIES FOR USE UNDER THE

AGRICUL OH, Di N_AND STORAGE PROJECT
Item No. Description

1. Grain Bins

2. Drvers

3. Cleaners

b, Baggers

5. Elevator Legs

6. Augers

7. Sorters

8. Conveyors

9. Milling Zquipment (Rollers,Filters,Sifters,Soakers)
10. Processing Equipment ( Sterilizers,Cookers,Pumps,Strainers)
11, Canning Equipment
12. Threshers
13, Aerial/Land-sat Photos
14, Sterangraphic Photc Interpretation

Equipment

15, Photo Enlargers
16. Mini/Micro Computers
17. Edible Oilseeds

18. Livestock

19, Machine Shop Equipment (Lathes, Stampers,

Drill Presses)



ILLUSTRATIVE LIST OF COMMODITIES FOR USE
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ANNEX C.4
Page 1 of 4

Item lo.

A, Earthmoving and La..d Clearing Egquipment

Descrigtggg

'—-IH
= O O 0 =~ N WV L W N =
. . - . . . .

12.
13.
14,
15.
16.

Bulldozer

Drum-~Chopper

Crader/Scraper

Backhoe

Fuel Trucks

Lubrication Truck

Water Truck

Mcbile Maintenance Equipment
Tractor

Ridger
Dizc Plough

Disec Harrow

oy

Scraper

Root Rake

Stumr Extracter
Chain Sfauses

B, Nursery Equipment

l.

~ L r
. L) e & o

W O N W
[ ]

Estimated Number

of Unijts

Required

=

Seed Storage end Cabinet w/ and

w/c Temperature Control

25

Hand Tcols (Shovels, Hoes, Picks) 500

Wheel Barrcws

Well Drilling Equipment
Seed Balances

Tractors (Medium)

100
4
10
10

Mouldboard Plow/Offset Disc Harrow 10
Sectional Ladders w/safety Belts 10

Pole Pruners

20

set (Sind)

0
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Item No. Description Estimated Number
of Units Required
10, S¢ed Tumbler ' 1
11, Seed lewinger H
12, Seed Blcower 25
13. Cleaning/Grading Vibrating Table 25
14, Cold Storage Chambers 1
15. Sermination Cabinets w/Light and
' Temperature Contrel 1
16. Jacubsen Cermination Eguipment 1
17. {-Ray Appraratus 1
C. Surveying Equipment
1. Dumpy Level ‘ 5
2. Clinometer 2
N Steel Tape 12
4, Stadia Rod ' 10
. Transit 5
é. Compass 10
7. Tripod 10
8. Drafting Eguipment ‘ ‘ 1
D. Watering Ecuipment
1, Tank Truck ]
2. Submercible Electric Pump 25
3. Hand Zump | 25
E. Research and Analvtical Equipment
1. Prcgrammable Calculator 20
2. Micro Computer 6
3. Weighing Rain Gage 9
5. Anemometer w/Recorder 4
5. Themenydrograph 2
5. Pyranograph 4

\

S\



Item No.

7.

8.

9,
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21,
22.

Description

ANNEX C.4
Page 3 of 4

Estimated Number
of Units Required

Sediment Sempler

Bed Load Sampler

Water Level Recorder

Current Metex

Laboratory Balance

Soil Sieve

Green House

pH Heter

Atcmic Abgorbtion Spectrcphotometer
Flame Fhotometer

Microhjeldhal Apparatus

Soil Auger

Laboratoryv Reagents

Sample Bettles and Containers

Soil Moisture and Temperature Meter
Microscope

Dissecting Microscope

Visual Accumulation Tubes For
Particle Size Analysis
w/Accessories

F. Education/Information Equipment

1.

W N
3 s

O ~ O it o
.

Photocopying Machine

PMT Offset Plate Camers

Phoro Reduction Stand with Camera
Darkroom and Printing Equipment
Faper Cutting Machine

Offset Press

Stitching and Binding Equipment

EZlectrcnic Typewriter w/Margin
Justification and Proportiocnal
Spacing (IBM or Xerox)

%]
o o

fa—y
~N NN NN N WY W

2 sets

b= P e ks S 4= OV

\

<



Item No.

Degcription

Collatirg Equipment

Alr-condizioning for Process

Laboratory

Micro Film and Fiche Readers
Micre Fiche Camera and Developing

Equipnent

l6um Mowie Projector w/Sound
léum Cameras and Sound Recording

Equipment
Slide Precjecter
A5mm Camera

Screens

G. Transport Zquipment

L R N N X
.

G
[ ]

Crew Trucks

Flacbed Trailer w/Cab
Pickup Trucks

Econcmy Vans

ANNEY C.4
Page &4 of 4

Egstimated Number
of Units Eequired

[
Lo

W un

30

25

@O

30

each
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Talegram . AGRIOIV
D. 0. No. F.3=10/82-Fgrt
GOVEANMENT Of PAKISTAN
MINISTRY OF FOOD. AGRICULTUHE
AND CO-OPERATIVES
{Food & Agricullure Division)

Telpphone No.208108

Islamavsd. the 1th Aoril, 1y 83

MANZUR AHMAD
ADOITIONAL SECRETARY.

Subject:~ PHIVATIZATION OF FERTILIZER AARKETING.,

Desr Mr, Curtis,

Pleass refer 10 your letlar dated 14th March, 1080, on the
abjmct clind abovs.

2. The recommandations made by the team of fertilizer spacialists
from AID/WVashington to Improve the efficiency of Partilizer distribution
systarm heve beon examired (n detall In consultation with the agencise
oonderred.

3. The recominenaations of AID sosclatists are basically in
consonance v«ith ouwr own policy Lo ancourage all Pertilizer mansacturers
to play an increasing role In the aupply and distribution of altl types of
fertilizer to the farmers. Even befors wa recaived AlID recommendationy,
we had held a sariee of maaiings with both tha urivate and public sector
agencies on this suD)ecl. We Al wged tham t entar (Nto mutually
acceptabis agreemonts cn bllateral baeis 20 that tha private sactor
dletrity itors should have an asaured acoees to adequaty @uantities of
importsJd fertilizer to feed their sales outiate and the public ssctor
agencles should similariy gat locally produced urea aa may be required
by them.

4, We have now held further meatinga and (L has beon decided
that at lecst 30% aof Uw 1IMmoorted fartitizer should he Mmarketed by the
privae sector dist-ibutore, This fertilizer woulo be handad over o
tham by the Pravinclal Gowrrmont agenclea at Karaahi on a ship~to-ehlp
basis tn accordance with their domands which would hava bsen agread In
agveance on a yeariy bagla. [L hag aleo been dacidad in principle that
untform incidenta’'> would bo allowad to all privéta sector diatributors
Por marksting tmported fartilizer .,

8. As you are perhans aware, Importad fertilizer (e allocatad to

s four Provinces In a nra~dotermined ratio Immadiately on arrival at
Karachi, |[he Quantitiva of iinports Are requiated by the satimetad offtakes
and the need for Malatalning spocified lovel Uf ~tsevrves. It is the
responsibility of the Provinclal Gowernments Lo sneure that shortages uo
not develoo In any part of their respective orovincsas, (If nace asary, thvough
direct intervuntion with the help of the lr own stocks) and the quantities
carmarkead for gletribution In the ir Areas are not diverted eisewhere,

Since urea is Not being lMmported Ary mors, (t |8 necessory that the
Provircial Governmant aguencles continue to gat It, now from local

Contd.......P/2

Best Availabls Document WV
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manufacturers so that thelr own sala decets could provide the full
range of fertilizer to the farmere served by such deonots. Tiese
considerations warrant that the importad fertitize~ should nct be

glven to the private sactor directly by FDFI bhut alioted through the
Provircial sector agercies. It !s qutite clear, however, that this

will be crly an accounting arrangerrent as the imported fertilizer

will be transferread to the privata sector at the Karachi part itself,
This arrangzment wili, in essence, achieve the cbiective of
privatisaticn and vet, at the same time, promots fuller understanding
and cooperatlen hetween the private secter and the public sector, which
is s0 essential for the success of our fartilizer distribution oolicy.

The Ministry of Fcod and Agriculture would keep an 2ye on the situatiorn
and ‘vould not hesitate In securing for the private dist-ibutors even a
greatar share of irmported fertilizer, if so required.

With best regards,

Yours stncarely,

Moy

( Manzur Ahmag )

Mr. Reoratd V. Curtis,
Chlaf,

Cffloe of Agriculture and
Rurzl Davelocmant,

US AID Misslion to Pakistan,
islamabad.,
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Pakistan: Privatizacicn of Fertilizer Marketing -

A Discussion Paper, by Wolfgang von Spiegefeld,
Michael P, McAllister, and William Dunn, October 1982,
Qffice of Agriculture and Rural Development, USAID/
Islamabad.

An Overview of Pakistan's Current Agricultural Cevelopment
Policy Options, by Kenneth C. Nobe, Agricultural Policy
Analyst, Consortium for International Development,
December, 1982, Office cf Agriculture and Rural
Development, USAID/Islamabad.

Pakistan: Agriculture Commodities and Equipment (391-0468)
Program Evaluation, by Sharon Pines, ASIA/RP/L and

Steve (insley, SER/CCM during the period: December 2 - 20,
1983,
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