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This Agriculture Sector Development Grant is a resource
transfer with a technical assistance component. It is

justified both in terms of achieving desirable and significant
agricultural policy reforms which act to constrain growth and

of the need to provide domestic capital to support ongoing
agricultural development activities.

Subject to the availability of funds and the mutual

agreement of the Parties to the terms and conditions set forth

"erein, Grants (dollar disbursements) will be made to the
Government of Niger (GON)
million, $10 million and $5 million, for a total of $29

Along with the first dollar disbursement of $7

million.

million, $3 million will be made available for direct payments

by A.I.D.

in four tranches of $7 million, $7

of foreign exchange and local currency costs of
technical assistance, policy studies, work shops, in-service
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training and support as well as evaluations. Each of the
dollar disbursements, but not direct payments for technical
assistance etc., are tied to conditions precedent which
evidence progress in implementation of the policy reform
program. Moreover, the GON is expected to deposit in the
Special Local Currency and Trust Fund Accounts the equivalent
in its currency of each dollar disbursement under the Grant.

Conditions Precedent and Covenants

Y
In addition to the standard Conditions Precedent
(legal opinion, specimen signatures, and designation of
auth~ ‘zed representatives), the following conditions precedent
anc ants will in substance be included in the Grant
Ac

1. Conditions Precedent to Initial Dollar
Disbursement

Prior to the first disbursement of U.S. dollars
under the Grani:, the Grantee will furnish to A.I.D.: (1)
evidence that the Grantee has established in a bank of its
choice a "Special Local Currency Account"™ for the deposit of
local currency; and (2) a plan for implementation of policy
reforms to be accomplished prior to disbursement of the second
tranche of U.S. dollars. Except as A.I.D. may otherwise agree
in writing, these conditions precedent must be satisfied within
90 days after execution of the Grant Agreement.

2. Conditions Precedent to Subsequent Dollar
Disbursements

A. Prior to the disbursement of the Second Tranche
of U.S. dollars under the Grant, the Grantee shall, except as
the Parties may otherwise agree in writing, furnish in form and
substance satisfactory to A.I.D. evidence that the Grantee has
carried out the following:

1. Reduced the maximum level of subsidy on any
agricultural input to no more than 50 percent of the delivered

cost.

2. Taken appropriate measures, including the
issuance of administrative decrees and establishment of a
system of tenders and bids for OPVN grain reserves, to permit
cooperatives/private traders in the marketing of grain
(including during the OPVN buying campaign period).

3. Taken appropriate measures to establish and
promote village-level grain storage through arrangements with
cooperatives,
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4. Initiated an agricultural credit study.

5. Taken appropriate actions to reduce
significantly administrative and fiscal controls on border
trade, particularly with respect to exports of livestock and

cowpeas.

6. Prepared a plan for implementation of policy
reforms to be accomplished prior to disbursement of the third
tranche of U.S. dollars.

B. Prior to the disbursement of the third tranche
of U.S. dollars under the Grant, the Grantee shall, except as
the Parties may otherwise agree in writing, furnish to A.I.D.,
in form and substance satisfactory to A.I.D. evidence that the
Grantee has carried out the following:

1. Reduced the average rate of subsidy on
agricultural inputs toward the target of 30-45 percent.

2. Taken appropriate actions to develop the
Agricultural Input Supply Agency (Central d'Approvisionnenen:
- CA) toward a cooperatively-owned input supply entity in
competition with other merchants and traders in the private

sector.

3. Abolished uniform national pricing for
cereals.

4, Increased the use of the tender system for
purchases from and sales of OPVN's grain reserves toward the
goal of 40-50 percent of the total reserve by the end of the
sector assistance program.

5. Increased the use of village-level grain
storage toward the goal of 6,000 tons of grajn stored at
village level through cooperative arrangement.

6. Completed agricultural credit study.

7. Prepared a plan for implementation of policy
reforms to be accomplished prior to disbursement of the fourth
tranche of U.S. dollars.

C. Prior to the disbursement of the fourth tranche
of U.S. dollars under the Grant, the Grantee shall, except as
the Parties may otherwise agree in writing, furnish in form and
substance satisfactory to A.I.D. evidence that the Grantee has
carried out the following:
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‘ 1. Reduced the average level of subsidy on
agricultural inputs to the range of 25-30 percent.

2. Taken actions to make the Agricultural Input
Supply Agehcy (CA) move closer to an autonomous,
cooperatively-owned entity and ensure that existence of
competition between the CA and private traders by not granting
CA a monopoly, de jure or de facto, for supplying inputs.

3. Continued and maintained competition in grain
marketing and further increased it with the use of a tender
system for procurement of grain for OPVN's grain reserves and
the village-level storage facilities.

4. Maintained and promoted free border trade,
particularly in livestock and cowpeas.

5. Taken appropriate action, in accordance with
the conclusions and recommendations of the agricultural credit
study, to encourage the development of rural financial mer! _s.

3. Conditions Precedent To Disbursement From The
Special Local Currency Account

A. No funds shall be released from the Special
Local Currency Account until a joint Grantee/A.I.D. Counterpart
Management Committee has been formed and is functioning.

B. No funds shall be released from the Special
Local Currency Account until A.I.D. and Grantee have agreed
upon written criteria and procedures for approving allocations
to projects or activities determined to be eligible recipients
of local currency financing.

4, General Covenants

A. Continuance of Actions taken by Grantee in
Satisfaction of Conditions Precedent

The Grantee shall not in any way discontinue,
reverse or otherwise impede any action it has taken in
satisfaction of any condition precedent to initial or
subsequent disbursements except as the Parties may otherwise

agree in writing.
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B. Special Local Currency Account:

The Grantee will establish a Special Local
Currency Account in the bank of its choice and deposit therein
currency of the Government of the Republic of Niger in amounts
equal to the dollar disbursements under the Grant. Funds in
the Special Local Currency Account may be used for such
purposes as are mutually agreed upon by A.I.D. and the Grantee,
except that 5 percent (5%) of such funds shall be placed in a
Local Zurrency Trust Fund Account to be administered by A.I.D.
for program activities which will be identified by A.I.D. in
Project Implementation Letters (PIL).

C. Tenets Governing Use of Local Currency:

The Grantee shall adhere to the following tenets
with respect to the use of local currency generated under the
Grant:

1. Except as the Parties may otherwise agree in

writing, the Special Local Currency Account shall be used only
to finance activities which contribute to production and income

generation according to the following priorities:

a. Activities or projects contributing to the
implamentation of policy reforms or modifications in the
agriculture and livestock sector required under the Grant;

b. Recurrent or local ccsts of A.I.D.-
financed agricultural or livestock projects;

c. Recurrent or local costs of other
donor-financed agricultural or livestock activities or projects
which complement or supplement A.I.D. projects;

d. Extensions or continuations of activities
or projects under implementation in the agricultural and
livestock sector which contribute to the rapid increase in
productivity ard income of the rural population.

2. The funds provided by A.I.D. under the Grant
will be considered as additional resources for the National
Investment Fund (FNI) segregated in a special account and not
be a substitute for the Government of Niger's own budgetary
resources.
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3. The Government of Niger shall maintain and
cause recipients of funds from the Special Local Currency
Account to maintain, in accordance with generally accepted
accounting principles and practices ccnsistently applied, books
and records relating to the Special Local Currency Account.

The Government of Niger shall grant or cause such recipients to
grant to A.I.D. or any of its authorized representatives the
right to inspect such books and records at all times as A.I.D.
may reasonably require. Such books and records shall be
maintained for three years after the date of last disbursement
by A.I.D. under the Grant.

4. The Government of Niger shall refund to the
Special Local Currency Account any local currency not used for
agreed upon purposes, except as the parties may otherwise agree

in writing.
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UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON D.C 20523

1) '“U
ASSISTANT ‘ 4“0?‘ -
ADMINISTRATOR A6 b AUG 5 1984
P T At
ACTION MEMORANTOMFOR THE ADMINISTRATOR
THRU: Acting AA/PPC, Richard Derham Yt
FROM: Acting AA/AFR, Mark Edelmap s 3 1984

SUBJECT: Niger - Adgriculture Sector Development Grant
(683-0246 & 683-0247)

I. Problem: Your approval is requested for grants of $15.0
million from Sectior 121 of the Foreign Assistance Act (FAA) of
1961, as amended, the Sahel Development Program (SDP)
appropriation and $17.0 million from Section 531 of the FAA
Economic Support Fund (ESF) appropriation, for a total of $32.0
million to the Government of Niger (GON) under the Agriculture
Szctor Development Program (683-0246 & 683-0247 respectively).
The planned obligation for FY 1984 is $5.0 million ESF and $5.0
million SDP funds for a total of $10.0 million.

II. Discussion:

A. Program Description and Purpose

The Agriculture Sector Development Grant (ASDG) is
essentially a resource transcfer ($29 million), with a technical
assistance component ($3 million) to finance policy studies.

It is justified both in terms of achieving desirable and
significant agricultural policy reforms which act to constrain
growth and of the need to provide domestic capital to support
ongoing agricultural development activities. With the GON in
need of foreign exchange to meet external sector resource gaps,
we have been able to successfully negotiace policy reforms upon
which this resource transfer will be conditioned. The project

will:

- promote agriculture production bv ameliorating
policy constraints to development in the agricultural sector;
- provide resources to the GCON to support ongoing

development activities; and
- contribute toward economic stabilization directly

and act to minimize the adverse impact cn development programs
of austerity measures imposed by the GON to achieve short term
stabilization Joals.

r 25



The ASDG is in conformance with USAID/Niger's
short-term CDSS strategy, which is directed toward economic and
financial stabilization and reform of agricultural policies.
With the ASDG's focus on agricultural policy reforms,
maintenance of ongoing investment and more effective use of
available resources, it will be the main component of the
Mission's short-term strategy. Moreover, it will directly
support the GON's efforts to stimulate agricultural production,
increase farmers' incomes and improve their living conditions
as a result of general improvement in Niger‘'s overall economic
performance.

In the course of project development, USAID/Niger
expended considerable efforts with the GON and other donors in
beginning to estimate the rezurrent cost burden of development
in Niger. The results not only justify the need for increased
levels of domestic capital but also, for the first time,
suggest the extent and nature of the short-and long-term
recurrent cost burden of development programs - which can only
be described as extremely heavy if not overwhelming. As th:
IMF seeks to bring Niger's balance of payments cituation to a
sustainable position, the ECPR believes it equally important to
look over the longer term, toward bringing the GON's domestic
budget to a sustainable position. Development programs to date
have created a gap between domestic resources and expenditures,
a gap which in part has been met by non-project assistance. To
assure that the gap is not continually widened by development
efforts of the U.S. and other donors, part of the technical
assistance funds under this program will be used to identify in
more detail (and with greater precision) preliminary estimates
of the recurrent cost problem, a follow-up to USAID/Niger's
initial efforts. To the extent politically feasible, efforts
would then be directed toward provision of technical assistance
to the GON (for example, to study the effect of a ten-to
fifteen-year period of steadily reducing the burden of
uneconomic productive parastatals, and the benefit of user fee
systems of providing services).

B. Financial Summary

Funding for the first year of the ASDG (FY 1984) will
be $5.0 million in SDP funds and $5.0 million in ESF funds, for
a total of $10.0 million. Life of project funding for the
grant will be $15.0 million in SDP funds and $17.0 million in
ESF funds, for a total of $32.0 million. An overall budget
breakdown is presented below.
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($000s)
FY 1984 LOP
SDP ESF SDP ESF
Dollar Disbursements 2,000 5,000 12,000 17,000
Technical Assistance 1,500 - 1,500 -
Policy Studies, Workshops 1,000 - 1,000 -
and Seminars
In-Service Training 350 - 350 -
Evaluation 150 - 150 -
TOTAL 5,000 5,000 15,000 17,000

There are no GON or other donor contributions to the ASDG.

C. ©Socio-economic¢, Technical, Financial and
Environment

1. The ECPR found the macro-economic justification
for dollar disbursement satisfactory.

2. There are no human rights issues.

3. The Bureau Environmental Officer concurs with the
conclusion of the Mission that a categorical exclusion be
granted because dollar disbursements and direct payments for
technical assistance etc., are eligible in accordance with AID
Regulation 16, Section 216.2(c)(2)(i) and (vi) to be excluded
from the environmental procedures.

D. Implementation Plan - In describing the process of
"Policy Implementation", the ECPR requested additional
information or description of: (1) Mission Steering Committee
identification and role of AID Staff; 2) role of the
Controller; 3) technical assistance under the Grant and their
roles; 4) timing and data to be used; 5) other donors and their
roles in adhering to concerns of recurrent costs; and 6)
concentration of development assistance on productive
projects. The aforementioned information and descriptions have
been included in the Sector Assistance Approval Document (SAAD).

E. Major Implementing Agency for policy implementation
will be the Ministry of Rural Development, Office of Program
Studies. The executing agency representing the GON will be the
Ministry of Plan. A Secretariat will be created in the office
of the National Investment Fund (FNI) of the Ministry of Plan
to assist the Director of the National Investment Fund to
coordinate activities and prepare necessary reports and
documentation related to the program.
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F. Conditions and Covenants for the ASDG are set forth
in Attachment A: PAAD Face Sheet. The conditions precedent to
initial and subsequent disbursements of funds are expected to
ensure attainment of the outputs of this sector assistance
grant. The outputs consist of achievements in five areas of
policy reforms which are considered essential for better
resource allocation and an important contribution to the
increase in agricultural and livestock production and income of
rural population. The policy reforms to be undertaken under

the ASDG and which are couched in terms of conditions precedent
to initial and subsequent disbursements of funds are as follows:

1. Reorient the agricultural input subsidy policy
and restructure the official input supply agency in order to
make available more agricultural inputs to farmers at prices
which reflect benefits to the economy.

2. Promote competition in grain marketing through
the liberalization of official marketing and pricing policies
and the consequent reduction in operation losses of the
official grain marketing agency and increase in the relative
share of agricultural outputs marketed by cooperatives and
private traders.

3. Undertake a study of the country's agricultural
credit situation, particularly in the informal credit market,
in order to formulate appropriate policies to promote the
development of rural financial markets.

4. Promote border trade of livestock, cowpeas, and
other agricultural products through reduction of administrative
and fiscal impediments.

5. Promote more cooperative and private trader
participation in the supply of agricultural inputs; border
trade of livestock, cowpeas, and other agricultural products;
and internal grain marketing and storage.

In view of the fact that some of the policy reforms
are not to be carried out until the third tranche of dollars,
the ECPR recommended that the authorization of the ASDG
incorporate specific clauses which would permit the Mission
some leeway in judging whether conditions percedent tc
subsequent disbursements are met, such as specifying input
subsidy reductions as targets rather than absolutes. The ECPR
also suggested that judgments about whether progress towards
targets has been sufficient should be gquided by sound economic
rationale. For example, the evidence of reduction in
fertilizer usage (or any inputs) associated with the subsidy
reduction is not an end of itself and sufficient reason for
permitting the subsidy reduction schedule to slide. The
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decline in usage may reflect the reduction of uneconomic use
induced by the policy change, a reduction which should be
encouraged. Moreover, the ECPR recommended that the
Administrator delegate to AA/AFR authority to approve any
subsequent substantive changes or modifications, as may be
required due to unforeseen changes in circumstances related to

the ASDG.

G. Section 121(d) of the FAA is being applied as a
matter of Africa Bureau policy to U.S. dollars made available
under the ESF and SDP funded activities as well as local
currencies generated thereby. 1In so doing, the GON and
recipients of local currency will be required to provide
adequate identification of and control over the receipt and
axpenditure of A.I.D. funds. Attachment A: PAAD face sheet
sets forth special conditions and covenants which govern the
use of local currency generated by dollar disbursements under
the ASDG.

H. Section 6l11(a) requirements for the dollar
disbursements have been met by the establishment of a system
for monitoring GON progress in implementing policy reforms
which are conditions precedert to subsequent disbursement of
dollars by AID.

I. Program Implementation - The executing agency
representing the GON will be the Ministry of Plan. A
Secretariat will be created in the National Investment Fund of
the Ministry. The implementation plan contained in the SAAD
has been revised according to recommendations of the ECPR and
carefully reviewed by the Project Committee and found to be
realistic and establishes a reasonable time frame for carrying
out the program. The responsible officer for the grant in the
field will be the USAID/Niger Agriculture Development Officer.
The responsible officer in the Bureau will be the AFR/PD/SWAP
Project Officer assigned overall responsibility for Niger.

J. Other Conside-ations - This program combines ESF and
SDP funding in the sector assistance format because sector
assistance provides broader development focus on the
macroeconomic level than the project or food assistance
activities which have characterized A.I.D. assistance to Niger
in the past. The program sector grant also provides an
approach to address key constraints in the agriculture sector
which are linked with sectoral policy reforms and are not
particularly amenable to resolution through standard projects

II. Justification to Congress was forwarded June 15, 1984 and
the waiting period expired June 30, 1984 without objection.
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III. C(Clearances: At both the Issues and ECPR meetings,
representatives of all relevant Africa Bureau, S & T and PPC
offices were present and concurred in recommending authori-
zation of this SAAD.

IV. Recommendations:

A. That you authorize funding of $32.0 million
(consisting of $15.0 million SDP and $17.0 million ESF funds)

for the Agricultural Sector Development Program. .
Approved: q B M

Disapproved:

Date: ﬁw\ |L\ .Mg“’
.q 4

B. That you delegate to AA/AFR authority to approve or
disapprove substantive modifications of conditions precedent to
subsequent disbursement of funds, in accordance with limita-
tions and information requirements under Section IIf of the
memo. AA/AFR intends that the USAID/Niamey Mission Director
exXercise his authority in determining that conditions prec:dcat
have been substantially met. As stated in paragraph F.5 on
page 4 these judgments will be made on the basis of sound
economic analysis. The Mission Director will communicate his
determination to AA/AFR. In cases where there has been a
substantial failure to meet a condition precedent or when the
Mission Director recommends that a condition precedent be
either substantially changed or eliminated or new conditions
added, AA/AFR will exercise authority delegated by you to make
such decisions. In these cases, AA/AFR will notify you of such

decisions. Jleﬂ
Approved: [\M
Disapproved:

pate: A\Aﬁ\t\ ALt

V. Attachments:

A. PAAD Face Sheet
B. SAAD

VI. Clearances /\/
DAA/AFR:ARLove \SSE DAA/AFR/WCA:JPJohnson %
(dPaft)

AFR/PD:NCohen AFR/DP:HJohnson (draft)

GC:HMFry (draft) M/FM/PAD:EOwensh4 Aﬂ“& 4,/
AFR/TR:DReilly (draft) AFR/SWA:DChandler (draft)

Drafted by: AFR/PD/SWAP:WJKing ext 29339 (1293M)
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I. EXECUTIVE SUMMARY AND RECOMMENDATION

l Ve

n. The Request

The Government of Niger (GON) has requested program assistance to
assist Niger Lo undertake necessary policy adjustments, which will contribute
to the growth and developmenl of the agriculture sector, and to assist in its
cconomic stabilization effort. USALD/Niger 1s proposing a tour-year (Y
1984-87) $32 million sector assistance package to the GON consisting of $17
million of kconomic Support Funds (ESF) and $15 million of Sahel Development
Program (SDP) funds for the Agriculture Sector Development Grant.

B. Backqround

Niger's present economic stagnation was brought on by a sharp
drop in uranium revenue since 1981. 1Its economic performance during 1981-1983
was further impaired by mediocre harvests, inappropriate policies relaol~d to
the financing and subsidizing of costly and inefficient public enterprises, an
over-acceleration of investment activities in less productive sectors and the
borrowing practices of government agencies.

Niger's deteriorating economic and financial situation is
characterized by increased public debt service. According to the most recent
IBRD and IMF estimates, total external public debt service payments were
between $85-109 million during 1982-1983 and are expected to remain at this
level for the next four years. Given the fact that the GON's budgetary
resources (excluding grants and loans) will not be more than $190 million and
the uranium export earnings are not likely to improve in the near future, the
level of debt is of serious concern.

The severe liquidity problem in the public sector has forced the
GON to seek IMF assistance and a debt rescheduling agreement with the Paris
Club. However, the IMF program and the debt relief alone will not suffice to
correct current financial -imbalances and the structural constraints faced in
the medium-term. 1In fact, without increased inflow of external resources on
concessional terms and a sustained government effort to strengthen its
financial situation, Niger will be faced with an euen more serious financial
situation, Niger will be faced with an even more serious financial crisis when
the grace periods on the IMF loan and the debt rescheduling or refinancing come
to an end. A short-term stabilization and medium-term structural adjustment
program is required. To be successful, such a program will require the support
of the international donor community,

The ESF funded component of the Agriculture Sector Development
Grant will be part of Niger's overall program of flnancial stability and
structural adjustment. 1t will also help Niger conserve its previous
investment in the sector as well as to continue 1ts attempt to realize the
development potential and to avert further difficulties in its public finance
and balance of payments position.



C. Conditionality and Policy Reform

One of the GON's major objectives in the agriculture sector as
stated in the GON's Five Year Plan (1979-1983) and its Interim Plan (1984--1985)
is increasing food production. Because of the size of Niger's agriculture
sector relative to the rest of the economy, this sector is the key to overall
development. Economic efficiency and sustained broadly based economic growth
of the sector require, in addition to available resources, the removal of
certain policy constraints. These constraints were identified in the 1979
Niger Agricultural Sector Assessment and discussed in detail in Annex H.
Economic and financial difficulties have made the GON increasingly aware of the
need to modify some sectoral policies to make better use of its reduced

resource level.

Consistent with the A.I.D. Policy Paper entitled Approaches to
Policy Dialogque and in accordance with the program sector assistance guidance
cable (State 246904 dated 8/3/83), USAID/Niger 1ls proposing to tie disbursement
of the proposed sector assistance to evidence of the GON's progress in the
implementation of certain policy reforms. The specific policies and their
targets are provided in Sections II and IV of this SAAD,

D. Other Donor Support

Niger has sought support from multilateral and bilat ... donors
including the IMF, Worlid Bank, EEC, UN, France, Arab countries, United States
and Germany. With IMF support in the form of a standby agreement in the amount
of 18 million SDRs and 12 million SDRs under the Compensatory Financing
Facility, the GON has adopted a number of macrceconomic policies aiming at
adjusting the economy in response to financial constraints. The GON also
cencluded a debt-rescheduling agreement with the Paris Club in November 1983,

New assistance has come from the OPEC Fund for $16.7% million in
four separate balance of payments loans. The terms of these loans are very
generous: interest free, with a 1/2 of 1 percent service charge per year. The
maturity period is ten years with a three-year grace period.

The French Government through the CCCE (Caisse Centrale de
Cooperation Economique) provided "emergency" assistance loans to Niger in 1981
and 1982. 1In July of 1983, the CCCE granted the GON a loan of % billion CFA
francs for the purposes of improving the Government's fiscal and budgetary
systems and improving the financial situation of certain parastatal

organizations,

The Canadians have just begun an $18.0 million commodily import
line of extremely concessional credit which is used for imports of equipmentl
(e.g., agricultural, industrial and mining and other items.

The 1IBRD is considering a structural adjustment loan most likely
in the parastatal sector following its recently concluded studies of 54
parastatals. However, such a loan would not likely come on stream until 1986.



E. Program Assistance Description

The goal of the Agriculture Sector Development Grant is to assist
the GON to achieve its economic and financial stabilization program currently
in place under the IMF auspices and to contribute to the goal of increasing
food production and farmers income. It is fully consistent with the GON's and
USAID's strategies in the agriculture sector as discussed in Section III of
this document.

The Agriculture Sector Development Grant has a dual-purpose.
First, it is intended to promote the implementation of growth-oriented
agricultural policies in the marketing of agricultural outputs and in the
supply of agricultural inputs through deregqulating controls in these mark~ts
and encourage the use of market incentives and competition. Second, 1. 1is
intended to provide additional resources to the agriculture sector in order to
maintain existing investment activities and raise the level of the sector's
absorptive capacity in view of the country's severe budgetary problem,
unsustainable balance of payments deficit and worsening debt situation.

The outputs of the Agriculture Sector Development Grant consist
of achiecvements in five areas of policy reforms which are considered essential
for better resource allocation and important contribution to the increase in
agricultural and livestock production and income of rural population. The
policy reforms to be undertaken under the Agriculture Sector Development Grant
are:

1. Reorient the agricultural input subsidy policy and
restructuring of the official input supply agency in order to make available
nore agricultural inputs to farmers at prices which reflect benefits to the
economy.

2. Promote competition in grain marketing through the
liberalization of official marketing and pricing policies and the consequent
reduction in operation losses of the official grain marketing agency and
increase in the relative share of agricultural outputs marketed by cooperatives
and private traders.

3. Undertake a study of the country's agricultural credit
situation, particularly in the informal credit market, in order to formulate
appropriate policies to promote the development of rural financial markets.

4, Promote border trade of livestock, cowpeas, and other
agricultural products through reduction of administrative and fiscal
impediments.

5. Promote more cooperative and private trader participation in
the supply of agricultural inputs; border trade of livestock, cowpeas, and
other agricultural products; and internal grain marketing and storage.



The inputs of the Agriculture Sector Development Grant consist of
three components: (1) conditional dollar disbursemenls; (2) equivalent local
currencies derived from the grant; and (3) Ltechnical assistance for policy
formulation and implementation support.

The dollar disbursements will be effected only when certain
policy actions have been taken by the Government of Niger in order to move
toward the policy objectives for which this sector assistance is intended.

The local currency derived from this sector assistance program
will be used to support activities or pilot projects which will contribule
ttoward the implementation and realization of policy reforms and to support
recurrent ccsts and host country contributions. The financing of recurrent
costs will be guided by three general criteria: first, maximizing the
likelihood of dincreasing income-generating capacity, foreign exchange earnings,
and tax base; second, local currency will not be used to support projects which
willl create future recurrent cost burden; third, reasonable assurance that the
stream of benefits from recurrent cost financing is greater than using the
funds for new projects,

A total of $3.0 million outside the dollar disbursement component
1s set aside for technical assistance to assist the GON and USALD undertake the
policy reform program, and to manage the local currency program. The
implementation of the policy reform program will also be supported ., specific
policy studies and the development of a policy analysic nnit in the Ministry of
Rural Development to help ensure the continuation of effeclive policy
formulation and implementation. A total of 8 person-years of long-term
technical assistance and 40 person-months of short-term technical assistance
have been programmed. The inputs costs of the program are summarized below,
The table at the end of this section provides an illustrative financial plan
for the program.

Funding Source

100 ESE
($000) ($000)
Foreign Exchange Component
Dollar Disbursements 12,000 17,000
Technical Assistance 1,500
Policy Studies and Related
Seminars and Workshops 1,000
In-Service Training and Support 350
Evaluation 150
TOTAL $15,000 $17,000

The policy studies and support as well as assistance in local
currency management and audit will also be funded from the local currency
account,



F. Implementation

The executing agency for this program will be the Ministry of
Plan. The National Investment Fund Office and the Office of Program and
Evaluation within the Ministry will coordinate the key elements of the procram
to be carried out by associated ministries and other GON agencies.

While USAID could use PVUO for some of the technical assistance,
for example, in the area of grain storage, the complexity of policy dialogue
requircss that USAID finds technical advisors who are highly competent in the
areas of policy formulation and implementation. The technical advisors for
this program must have extensive experience in policy dialogue, fluent in

French (at a level of FS1 S/R 3+ or 4), and are very knowledgeable of
institutional arrangements and operations in West African Francophona
countries. This implies that USAID would need widest possible competition
including academic institutions. USAID, however, will encourage minority
firms or academic institutions to submit candidates for technical assistance.
Host country contract mode and/or contracting through buy-in arrangements with
the already established centrally funded program (such as the existing
Agricultural Policy Analysils Project managed by AID/W , Office of Science and
lechnology) will be used.

1

G. Program Benefits

Implementation of the policy reforms are expected to produce the
following benefits:

1. The policy changes which accompany this sector grant would
economize on the use of available public sector resources. Savings from the
reduction in losses on the operations of the input supply system and the grain
marketing agency could otherwise be used in activities which would contribute
to increased agricultural production.

2. The pollicy changes in subsidlies and input supply system
should resultl in more inputs being made available to farmers. To the extent
that more input use leads to Increased production, the policy changes
contribute to agricultural production. The beneficiaries of these policy
changes will be farmers whose demand the CA (Official Input Supply System)
could not satisfy formerly because CA could not deliver the necessary inputs
due to the excessively high level of subsidy as well as the execution problem
inherent in the present input supply system. A majority of the beneficiaries
are subsistence farmers in the various productivity project zones of the five
provinces and these farmers are Niger's poor majority. The number of farmers
who would benefit from this is estimated at approximately 500, 000.

3. The policy changes in grain marketing and pricing and
promotion of cross-border trade should encourage evolution of cooperatives
marketing intermediaries and increase the opportunity for more private sector
participation. The policy changes are also expected to contribute to the



reduction of the costs of managing the country's food reserves and to increase
farmer incomes and export earnings from agricultural production.

4, While the agricultural credit study proposed here will not
affect agricultural production and farmers income directly, the outcome of the
study may contribute to the development of an economically viable agricultural
credit system in Niger. The present official credit system is in disarray but
it is considered one of the constraints in agricultural production. To the
extent the study leads to actions which help improve the effectiveness of
ongoing agricultural development activities, including those in A.I.D. program,
it contributes to agricultural production in the long run.

5. The sector assistance will have positive macroeconomic
impact. It will contribute to the qoal of economlc and financial stabilization
and easing the present liquidity problem both in the balance of payments and
budget without resorting to commercial borrowing and worsening the debt
situation. The local currency derived from the sector assistance woula help
alleviate some of the budgetary squeeze on the National Investment Fund, a
large portion of which is used to support donor-financed projects. The cut in
the National Investment Fund affected negatively the operations of projects in
the sector. The sector assistance, by providing financing of recurrent costs,
will also make possible more effective absorption of previously committed aid
and past investment efforts in the sector,

H. Summary Findinas

From the review and analysis of this document, we have found that:

1. The proposed program sector assistance and the provisions
for disbursing funds under the grant are technically, economically and
administratively sound;

2. The btiming and funding of the programn are appropriately
scheduled;

3, Sufficient planning has been completed to implement, monitor
and evaluate progress under the program;, and

4, All statutory criteria have been met.

Desigqn Team

The design team consisted of the following individuals:

Rifat Barokas, Contractor
Development Economist

Grace S. Hemmings, Contractor
Anthropologilst



Wess Trible, Contractor
Commodity Management Advisor

Thomas Zalla, Contractor
Agricultural Economist

Sidney Chambers, AFR/PD/CCWAP
Project Development Officer

Francis Donovan, USAID/Niamey
Supply Management Advisor

Thomas Olson, USAID/Niamey
Agricultural Economist

Kiertisak Toh, USPID/Niamey
Economist

USAID/Niger's project review conmmittee members are:
Abbe Fessenden, Program Officer

Lance Jepson, Agriculture Development Officer
Steven Osagbue, Controller's Office

Lena Gurley, Management Officer

I. Recommendation

USAID/Niger recommends approval by the Administrator this request
for program assistance from Section 121 and Section 531 of the Foreign
Assiistance Act as amended in the form oi a grant of $32 million ($15 mmillion
SDP-funded and $17 million ESF-~funded). The grant will consist of $29.0
million of dollar disbursements tied to specific policy changes and $3.0
million for technical assistance and policy studies and implementation support.



DA

Dollar Disbursements
of which: USIAD
Trust Fund

Technical Assistance:
Long-term
(8 person year)
Short-term
(40 person months)

Policy Studies/Workshops
and Seminars

In-Service Training

Evaluation

*including contingencies

Illustrative Financial Plan

(Disbursements)

($000)
FY_1984 FY 1985 FY 1986 FY 1987 FY 1988 Total
SDP ESF SDP ESF SDP ESF SDP ESF SDP ESF SDP ESF
- 500 1,000 7,000 4,000 7,000 5,020 2,500 2,000 - 12,000 17,000
- (25) (50)  (350)  (200)  (350)  (250) (125)  (100) - (600) (850)
100 - 300 — 300 - 300 - - - 1,000 -
50 —- 130 - 100 - 120 - 100 - 500 -
50 —- 250 - 250 -- 300 —_— 150 - 1.000 -
50 —- 100 - 100 - 50 - 50 - 350 -
- - 70 - - - 80 - - - 150 -
250 500 1,850 7,000 4,750 7,000 5,850 2,500 2,300 -—

15,000 17,000




IT. PROGRAM DESCRIPTION

A. Macro and Sectoral Problems

1. Macroeconomic Situation

The extraordinarily favorable economic performance during the
period of 1976-1980 ended abruptly in 1981 as the result of the depressed world
demand for uranium relative to production and substantial increases in uranium
stockpiles. Niger's economic performance in 1981-1983 was further impaired by
mediocre harvests and inappropriate policies related to the financing and
subsidizing of money-losing public enterprises, an over-acceleration of
investment activities in less productive sector, as well as the borrowing
practices of Government agencies. The situation can be characterized a-
follows:

-— real Gross Domestic Product stagnated in 1981 and declined
by an average annual rate of 2 percent in 1982 and 1983;

-—- terms of trade deteriorated by 30 percent in 1981 because
ot the lower uranium export price relative to increasing import costs; it
continued to decline by another 2 percent in 1983;

-- total outstanding and disbursed external debt reached 46
percent of Gross Domestic Product in 1983 with the ratio of public debt service
payments to export earnings and private transfers reaching 33 percent; if the
debt service payments of the private sector are included, the ratio was 44
percent in 1983; the composition of the debt has also changed, with about 30
percent of the debt having contracted on non-concessional terms and of
short-term maturity, and a large portion of the debt denominated in U.S.
dollars (51 percent of the direct government debt and 16 percent of the
government—guaranteed debt);

~— the overall balance of payments deficit reached $130
million in 1982 accompanied by a large current account deficit, declining net
capital inflows and foreign reserves:

-~ the budget deficit in 1981 reached a record high of about
$236 million, declined to $140 million in 1982, and 1is expected to be about
$132 million in 1983. There was also an increase in payments arrears of
approximately $44 million in 1982; total Government's payments arrears owed to
domestic banks and other enterprises amounted to $56 million as of July 31,
1983,

-— investment activities declined and urban unemployment
increased, with industry capacity utilization, such as agro-based processing
activities like groundnut oil, textile, rice processing, and flour, averagi.-
less than 30 percent.



2. Agriculture Sector

As analyzed in Section III. B and Annex H, there are a number of
constraints to the development of Niger's Agriculture sector. Thesc
constraints range from limited natural resource endowmenls and avallable
appropriate technology to instlitutional, human resources, and policy
constraints. The overall financial constraint and unfavorable macroeconomic
developments adversely affect and magnify the sectoral problems, by limiting
the resource level allocated to the sector.

As a general indication of the severe financial constraints
imposed by the country's deteriorating economic conditions on the agriculture
sector, the changes in the government budget can be a useful guide. The
current expenditure budget for the Ministry of Rural Development declined by 14
percent from 2.52 billion CFA francs ($7.66 million) in fiscal 1982 to 2.16
billion CFA francs ($5.92 million) in 1983. The budget is 2.35 billion CFA
francs ($5.88 million) in 1984 (about the same as the 1981 budget at current
market prices). The portion of the FNI budget allocated for donor-financed
projects decrexsed from 1.35% billion CFA fFrancs ($4.1 million) 1in 1982 to 545
million CFA francs ($1.5 million) in 1983. It increased to a planned level of
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822 million CFA francs ($2 million) in 1984. According to the 1984-1985
Interim Plan, practically no FNI-financed resources will be available for
Fiscal 198Y .

The increased scarcity of both recurrent and capital resourcus
will be a critical binding constraint on the ability of the agriculture sector
Lo absorb effectively foreign assistance. The reduced financial absorptive
capacity will aggravate the already low level of institutional absorptive
capacity. In view of the 'rportance of the sector and the amount of investment
supported by donors (aptroximately 38 percent of the total foreign assistance
in 1982), the reduction i "he sector's recurrent budget is not consistent with
the viability of the sec i ul investment plan. The 1984-198% Program of
Investmenl Consolidal ion (PTC) calls For a reorientation of public investment
toward Lhe directly productive sector. agriculture and livestock wil?! »eceive
approximately 30 percent of the plunned lnucstment in the PIC.

As part of an overall adjustment process in response to the
reduced level of public sector resources, the Government of Niger has examined
and attempted to deal with some of the policy constraints analyzed in Annex H.
Some positive changes in policy direction have taken place recently. Cereal
prices paid to producers by official grain marketing agency were raised
substantially in 1981-1983 crop years. The President made policy statements
regarding the imporcance of mobilizing resources from the private sector in the
country development, the need to improve the efficiency of public enterprises
and to reduce Government subsidies to these enterprises. The Government has
also emphasized the need for decentralization, diversification of the economy,
revitalization of cash crops and livestock production, and expansion of
exports. Several of these policy statements reflected recommendations from the
National Conference at Zinder which examined critically and reassessed the

Government's agricultural priorities and policies. These policy statements
indicated the direction toward which the Government 1s moving and provide a
genaeral (ramework for the development of a plan of action. The Government of

Niger will need support and encouragement to carry out its expressed policy
changes .

B. Justification for Program Sector Assistance

In the present economic and financial situation, a form of
assistance like program sector assistance which is not tied to projects can
play a significant role by removing financial constraints and simultaneously
promoting a policy environment which is conducive to better resource allocation
and growth., USAID has chosen program assistance to the agriculture sector for
the following reasons:

First, agriculture and livestock production are income-
generating activities and support the livelihood of almost 90 percent of the
population in Niger. Niger can no longer depend on uranium as the growth
locomotive to the same extent as in the late 1970's. Agriculture and livestcck
production is probably the most likely potential basis for stable growth over
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the medium and long-run. A reorientation of public investment Lowards Lhe
development of agriculture and livestock is desirable in order to bring about
growth and export diversification and viable import substitution in

foodstuffs. Niger's exports of livestock and cowpeas are the most signficant
sources of Foreign exchange earnings next to uranium. Other potential export
crops, particularly groundnuts and cotton, could also play an impcrtant role as
industrial crops for agro-based processing plants.

Second, as evidenced from the implementation of the 1979-1983
plan, the severely limited ability of agriculture and rural sectors to absorb
investment is one of the important explanatory factors of a low rate of
realization in the sector, less than 60 percent of olanned investment
expenditure.l/ Limited absorptive capacity 1is caused by institutional
limitations, human capital scarcity, inappropriate policies, and financial
constraints. Until 1983, financial constraints did not appear to be a critical
factor contributing to low absorptive capacity during the plan period.
ITnstitutional limitations, human capacity scarcity, inappropriate policies,
particularly in the allocation of public sector resources together with the
unrealistic qoals set 1n the plan, were the major causes of Lhe low investment
rate in the rural sector. With prospects for continued lower levels of
availawle budgetary resources, accompanied by high levels of debt servicing and
increasing recurrent commitments stemming from past investment efforts,
financial constraints will be an additional factor determining the sc<top's
absorptive capacity. External resources in the form of ron-projr- .awsistance
can help increase the level of absorptive capacity throuyh financing reasonable
operating costs of projects which will contribute to increnses in production,

Because a relatively high level of capital spending went into the
agriculture sector during 1979--1983 and most of the investment 1in the secilor is
generally sound economically and socially, the case is strengthened for
financing recurrent. costs to allow past investment efforts to come Lo full
completion. External assistance Ln support of recurrenl costs can increoasce {he
sector's absorptive capacity, other things being equal. Financing recurv.nl
costs, however, may be counter-productive if it results in relieving pressure
for expenditure control and continuation of inappropriate policies. In order
to avoid the possible counter-productive effects, the financing of recurroent
costs under the sector assistance will be accompanied by certain criteria Lo
ensure that the local currency account is carefully used to support projacts
which are most likely to contribute to raising income--generating capacity and
do not increase future recurrent cost burden in excess of the ability to bear
it. There must be reasonable assurance that recurrent costs support of certain
projects has a higher development impact than using the funds For other new
projects,

1/ See Annex J and Niger's FY 1985 CDSS for an assessmenlt of Niger's
1979-1983 plan.
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Third, the sector assistance approach is timely for undertaking
policy initiatives at the sectoral level, particularly in the agriculture
sector in which A.I1.D. concentrates its assistance. The abrupt change in the
country's economic and financial conditions have increased the importance of
purcuing the economic stabilization goal and policy adjustments. The Nigerian
Government has already adopted an IMF austerity program which includes measures
to increase revenue, cut government spending and imports, refrain from
non-concessional borrowing by the government or governmentally guarantees, and
slow down the growth of domestic bank credit as well as reduce payment
arrears. The government is also moving towards restructuring public
enterprises in order to reduce losses of these enterprises. It is adopting
certain measures, including closing down the distribution centers or the
official grain marketing agency (OPUN), reducing the role of the state import
monopoly for essential consumer goods, laying off personnel and cuttiry down
the size of the vehicle fleets of parastatals, and raising tariff rates on
water and electricity consumption. Other positive changes in policy direction
have also taken place since 1981. Official crop prices were raised
substantially in 1981-~1983 crop years: 100 percent for millet, 43 percent for
sorghum, 4% percent for rice, 89 percent for cowpeas, and 80 percent for
unshelled groundnuts. The environment in Niger for a meaningful and
sustainable policy reform is very favorable. The political will to implement
the necessary policy changes also exists.

C. The AID Sector Assistance Proaram

1. Purpose of the Program

The proposed $32 million ($15 million SDP and $17 million ESF)
four-year agriculture sector assistance program has a dual purpose. It is
intended to assist the Government of Niger to improve and maintain a policy
environment conducive to a more efficient resource utilization and allocation
within the sector and to provide additional resources to the agriculture sector
in order to maintain existing investment activities and raise the level of the
sector's absorptive capacity in view of the country's macroeconomic and
financial situation. The policy reforms to be encouraged under this sector
assistance have the following objectives:

a. Input Supply and Subsidies

(1) Increase the availability and use of improved inputs by
adjusting prices and subsidies in a way that increases aggregate growth and
production in Niger;

(ii) Improve the responsiveness of producers and suppliers
of inputs to the needs of farmers; in particular encourage technological
adaptation and provision of better quality and lower cost inputs;

(iii) Minimize the drain on Government of Niger investment
and operating budgets by shifting the cost of 1nput production and supply to
the private sector to as much as possible;
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(iv) Promote the role and importance of cooperalives in
supplying inputs to Farmers.

b. Price and Marketin1 Policies

(i) Reduce the cost of supplying cereals to the urban
sector and to northern areas of the country;

iii) More effectively support producer prices for cereals
and reduce intra-seasonal price variation;

(iii) Reduce the cost of managing the counrtry's emergency
food reserve;

(iv) Increase farmer incomes and export earnings from
agricultural production.

c. Agricultural Credit

(1) Establish a sound social and tinancial basis for
delivering agricultural credit to Niger's farmers;

(11) Increase the ability of farmers Lo repay loanc obtained
tor agricultural production by increasing access to improved inputs and by
ensuring the economic use of those inputs.

d. Cross-Border Trade

(1) Promote increased production and exports of cowpeas and
livestock as alternatives to excessive dependence on uranium for foreign
exchange;

(ii) Increase incomes of crop and livestock producers,

(iii) Promote interregional trade particularly with Nigeria
and other neighboring countries as a first line of defense against crop
failures in the region;

(iv) Promote registration of exports.

e. Cooperative and Private Sector Involvement

(1) Promote more cooperative and/or private trader
participation in the supply of agricultural inputs;

(ii) Encourage the evolution of cooperatives as grain
marketing and storage intermediaries;
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(iii) 1Increase trade through private traders and/or
cooperatives between Niger and Nigeria in livestock and cowpeas.

In addition to developing and maintaining a policy environment
conducive to the growth and development of the sector, the sector assistance
also has the objective of making available additional resources for the
Government of Niger, in the form of local currency proceeds, to maintain
implementation of its development programs, especially those supported by AID.
Such additional resources are necessary because of the overall financial
constraint and consequent decline in recurrent and capital resources available
to the sector in relation to the importance of the sector accorded by the
government and the AID program in Niger. Although declining budgetary
resources in itself is not sufficient justification for AID sector assistance
(in fact, in some cases, overall reduction in government expenditures ..y be
called for), in the case of Niger's agriculture and livestock sector the
funding reduction in 1982 went below the bare minimum requirement. Providing
.additional AID resources are considered impcrtant.

The sector assistance program will contribute indirectly to the
goal of increasing the sector's productivity and food production in three ways:

First, by economizing available scarce public sector resources by
reducing the excessively high level of subsidies and transfers to public
enterprises whose operations cannot be sustained and are a financial drain of
the government budget, it would stop diversion of resources that could
otherwise be used in more productive activities.

Second, implementation of growth-oriented policies, establishing
freer marketing and distribution structures, and adequate price incentives
should increase cooperative and private sector participation. This would
complement and reinforce the efforts being undertaken by the agricultural
productivity projects.

Third, the sector assistance program will provide additional
resources to the agriculture sector and raise 1ts absorptive capacity level.
For example, local currency generated from the program will be used to finance
the necessary materials and supplies which would have been paid for by host
country's contributions. Other things being equal, providing the missing items
will permit project personnel to function at a more efficient level than would
otherwise be possible. 1In effect, the sector assistance makes possible more
effective absorption of previously committed aid and past investment efforts in

the sector.

2. Program Qutputs

Within the framework agreed by the Gouvernment of Niger and AID,
the sector assistance program will assist the Government of Niger's Ministr. =
of Rural Development, Planning, Commerce and Transport, and other related
agencies to achieve the following policy reforms:
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a. Reorientation of the agricultural input pricing and subsidy
policies and restructuring of the official Input Supply Agency (CA).

b. Promotion of competition in grain marketing through the
liberalization of official marketing agency and pricing policies.

¢. Appraisal of the country's agricultural credit situation,
particularly in the informal credit market.

d. Promotion of border trade of livestock, cowpeas, and other
agricultural products.

e. Increase in cooperative and private trader participation in
the supply of agricultural inputs; border trade of livestock, cowpeas and other
agricultural products; and internal grain marketing and storage.

As analyzed in detail in Annex H and Section IIX. B., to achieve
the outputs described above, the followlng actions must be taken:

Input Supply and Sutiidies

a. The Ministry of Rural Development will refrain from fixing
the prices of the agricultural inputs until it is reasonably certain of the
subsidy resources at its disposal (excluding those financed by dor-: uagencies
which are tied to certain inputs in projects financed by these donors), and the
quantity of each subsidized input it intends to distribute. The level of
subsidy for input will be a fixed amount per item sold or purchased instead of
a general operating subsidy for input manufacturing or input supply entities.
The level of subsidy will be subject to the constraint that the total subsidy
bill (both direct and indirect subsidies) does not exceed the available
resources allocated; i.e. the CA will not borrow the supplement the resources
allocated to it.

b. Based on the analysis in Annex H, the maximum subsidy on any
input will be reduced to no more than 50 percent of its full delivered cost by
the end of first program year. Full delivered cost includes distribulion costs
and operating costs of the Official Input Supply Agency in addition to the
direct production costs of the inputs. The rate of subsidy will be adjusted
toward a maximum weighted average of 156 percent by the end of the program. The
rate to be applied to individual inputs will be determined by the Ministry of
Rural Development following its detailed study of the subsidy situation which
will be carried out following the signing of this sector assistance program.

¢. Implement and maintain a policy environment in support of the
proposed restructuring of the Centrale d'Approvisionnement (CA) to be
undertaken under AID's Agricultural Production Support project. The plan for
the restructuring of the CA is expected to be implemented in 1984,
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d. Eliminate the policy of requiring farmers to buy the entire
animal traction technical package as a condition for obtaining credit to a
policy of letting farmers purchase only those implements they themselves want.

Price and Marketing Policies

a. Issue administrative decrees to allow private traders to
participate freely in primary marketing of grain even during the official
buying campaigns and remove all restrictions and fiscal impediments, except
requirements for professicnal licensing, on the movement of grain across all
the provinces in the country. No professional license should be required for
trading or transporting 500 kilograms or less of cereals. The liberalization
of the internal grain marketing would be carried out within one year of the
signing of the Sector Grant Agreement. Furthermore, there will be no
reimposition of previous administrative and/or fiscal impediments to internal
trade over the 1ife of the project except as required for managing emera:ncy
food aid distribution.

b. Establish a functioning system of tenders and sealed bids to
encourage competition in the purchases and sales of grain for OPUN. Phased
purchases of 10-20 percent of OPUN's reserve stock replenishment will be
conducted through tenders from cooperatives and merchants. Phased sales of
10-20 percent of OPUN's stock turnover will be conducted thro.igh sealed bids
from cooperatives and private market intermediaries. The percentage should
rise toward the goal of 40 percent by the end of the sector assistance program.

¢. Establish and promote village level grain storage through
arrangements with cooperatives. The target level for this type of storage will
be 6,000 tons by the end of the project.

d. Abandon uniform national pricing of cereals at both the
producer and consumer levels in order to allow reqional price differences which
reflect transport costs and market conditions.

e. Encourage the reduction of total OPUN grain stock level in
order to reduce storage costs and improve OPUN's financial position. A level
of 100,000 tons by the end of the buying campaign is suggested (see Annex H for
the discussion of how the level 1is chosen).

f. Promote competitive market setting by initiating weekly radio
broadcasts of marketing situation reports in major vernacular languages in
Niger. The broadcasts should include prices of major cereals, legumes,
~livestock, and livestock products in the major markets and at the
arrondissement level. The target for this would be coverage of 75 percent of
all the arrondissements by the end of the program.




Agricultural Credit

a. Undertake a joint Government of Niger/AID study to (i)
analyze the need for agricultural credit in light of the changes in the
agricultural input subsidies and the recent study by the FED/Caisse, and the
uncertainty of the technical packages being promoted; (ii) assess the extent to
which the lack of agricultural credit is a binding constraint in the use of
modern agricultural inputs and production; (iii) evaluate the existing
structure, functioning, and availability of credit including its typical forms
and terms in the informal sector with the objective of identifying appropriate
interventions to promote rural financial market development. The proposed
terms of reference for the study is in Annex P. It will be reviewed and
finalized following the signing of the sector assistance program. The study
will be scheduled to coincide with the crop growing season during the first
and/or second year of the program.

b. Undertake pilot activities in agricultural credit based upon
the above study.

¢. Support efforts by other donors to upgrade the formal credit
institution.

Border Trade with Nigeria

a. Streamline the process necessary for ubtaining trading
permits and export licenses for all agricultural commodities. As much as
possible, all required documentation should be obtainable from a single
location, either at a "departmental" capital or a customs post at the border.

b. Replace the system of high minimum license fees for livestock
and cereals exports (see pp. 38-40) with a system that is proportional to
actual volumes exported. Exporters of small quantities of livestock should be
free of all trading restrictions except those pertaining to animal heallh,

¢. Re-establish and maintain the freedom to export unlimited
quantities of cowpeas by both the public and private sector under equal
conditions. This should also be extended to peanuts.

Privatization of the Input Supply System and
Promotion of Cooperative Development

a. Issue adminisirative decrees to allow cooperatives/private
sector to perform the input distribution function.

b. Within the context of an autonomous input supply parastabtal
or cooperative, all market participants should be free to set their own prices
to farmers. The Government of Niger would concentrate on avoiding monopolioes
and ensuring competition. The Government of Niger will also promote the rotion
and importance of cooperatives in supplying inputs to farmers.
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¢. Actively promote cooperatives and private traders as
intermediaries in primary marketing of grain and other agricultural products
freely including during the official buying campaigns, and encourage village
level grain storage through cooperatives.

To achieve these outputs of policy reforms, A.I.D0. will have
to provide technical assistance in implementing the policies and in supporti=g
appropriate studies to be used as inputs in the decision making, as well as in
developing policy analytic and formulation capability of the Ministry of Rural
Development which is inadequate at present. Furthermore, some policy changes
will require extra incentive to bring about the desired objective. This is
particularly true with regard to the level of reserve stock maintained by the
Official Grain Marketing which has currently incurred substantial debts. The
incentive can be in the form of cash transfer to help pay for the storu:e
charges in return for lower level and more economic way of maintaining the
reserve stock. The detailed workplan and the sequence involved in policy
implementation will be developed following the signing of the grant agreement.
The implementation schedule of these policy changes is given in Section V of
this document.

3. Program Inputs

The sector assistance has three components: (a) conditional
dollar disbursements for local currency generation; (b) the use of local
currency derived from the sector grant; and (c¢) technical assistance and
in-service training for managing the program, including monitoring the policy
implementation, conducting policy studies, strengthening policy analytic
capacity and evaluating impact froum policy changes.

a. Conditional Dollar Disbursements

In designing the modality to effect the local currency
generation, USAID with the assistance from AID/W and consultant of the design
team have evaluated the appropriateness of a commodity import program (CIP)
mechanism for local currency generation. Based on the experience of the
FY-1983 ESF-funded Rural Sector Development Grant (683-0247) and USAID-AID/W's
appraisal, it is concluded that at present a commodity import program mechanism
is not appropriate for quick local currency generation in exchange for the
scheduled policy changes and the nced for support of selected activities
previously supported by the National Investment Fund (FNI) which is now
depleted (see p. 10 and Annex G). The start up of the program will take a
considerable amount of time. A conditional dollar disbursement mechanism is
chosen for this sector assistance program based on the following considerations.

First, because of Niger's monetary arrangements, local
currency can be generated only if the private sector uses the CIP or the public
sector uses the program to import commodities for resale. Since the CFA fra. -
is essentially a hard currency, in order to induce importers to use the CIP,
some incentives must be provided to offset the additional costs of AID's
requirements under the CIP. The incentives can be in the form of reduced
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interest rate on letters of credit used by the local banks, delay of local
currency deposit into counterpart account, or favorable exchange rate offered
to importers. All these incentives will have the effect of either reducing the
amount of local currency or delay its generation.

Second, a great deal of merchandise imported by Niger is
re—-exported to neighboring countries. According to AID Regulation 1, re-export
of CIP commodities is not permitted without prior AID authorization. To
implement the CIP in Niger will require AID/W's authorization to make exception
to this requirement.

Third, the potential benefits in relation to the cost of
setting and managing the CIP are not qreat, particularly, if AID 1s not willing
to make a long-term commitment for the CIP. The additional imports from the
United States will be minimal over the 1life of this program because it will
take time to start up the CIP and to establish U.S. markets in a country
dominated by imports from France and other European countries. 1In addition, it
would be difficult to target imports from the United States to the sector's
development need.

Since the main focus of the sector grant is on policy reform
in exchange for the provision of additional resources to the sector from AID in
light of the country's economic and financial conditions, it is c¢~ne’  d that
dollar disbursements for the provision of loucal currency is a pr-. erable
financing mechanism. The dollar disbursements will be e¢vfe-ted only when
certain policy actions, as agreed by the Government of MNignr and AID have been
taken. The disbursements will be tranched and tied to policy performance
criteria as described in Section IV.

b. Local Currency Component

The local.currency generated from this sector assistance
program will be deposited in a special accouni: within the Nigerien Treasury at
the West African Central Bank (Banque Centrale des Etats de 1'Afrique de
1'Ouest ~ BCEAO). It will serve as an additional but separate budgelury
resource for the Nigerien FNI budgel which finances local capital and recurrent
outlays or host country's contributions for donor-assisted projects with the
‘exception of normal civil servants' salaries and other usual budgetary ditems.
The allocation of local currency will be guided by three general crilLeria:
{irst, maximizing the likelihood of increasing income-generating capacity,
foreign exchange earnings, and tax base, second, local currency will not be
used to support projects which will create excessive future recurrent cost
burden to the Government; third, reasonable assurance that the stream of
benefits from recurrent cost financing is greater than using the funds for new
iprojects. Within the general criteria described above, the local currency
allocation in priority ranking is as follows:

1. Pilot projects or activities contributing towards the
implementation and realization of policy reforms; an illustrative list of these
activities are:
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~— imgrovement of policy analytic capability in the
Ministry of Rural Development, particularly in macroeconomic analysis and
project evaluation:

—-— policy studies related to the agricultural input
subsidies, agricultural credit, and pricing and marketing;

—— 1increased collection of statistics relevant for the
sector;

-- establishment of a system to disseminate market
information to producers and consumers;

—- provision of more training services, particulz=ly in
functional literacy, for the development of self-managed cooperatives and the
"Development Society”;

-~ more support in on-farm applied research activities
outlined in the program investment consolidation whose financing has not been
secured.

2. Recurrent and local costs for AID-financed agricultural
and livestock projects which contribute to production and income generation.

3. Recurrent and local costs of other donor-financed
agricultural and livestock projects closely related or complementary to
AID~financed projects.

4, Extensions of programs/projects currently in

implementation or high priority new projects in agriculture and livestock which
will contribute to rapid increase in productivity and income of the rural

population.

c. Technical Assistance and Policy Studies/Monitoring

The sector assistance program will also provide both
long-term and short-term technical assistance and in-service training for the
implementation, monitoring, and management of the program. This category of
inputs comprises:

-- a total of 8 person years of long-term technical
assistance for policy formulation, implementation, and monitoring as well as
the management of the program;

-~ short-term technical assistance (40 person-months) for
specific tasks related to the proposed policy changes;

-~ policy studies and related seminars and workshops;
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-—- in-service training and support;
—— evaluation of the program.

Technical assistance to be provided under this program will
consist of three categories: (1) technical assistance in helping the
Government of Niger implement the policies (e.g. establishment of a functional
tender system for OPUN, dissemination of market information, and administration
of a more rational system of subsidies and preparation for the removal of input
subsidies and liquidation of the CA from the state control; (2) technical
assistance in helping the Government of Niger and USAID in the management and
monitoring of local currency use; (3) technical assistance in helping the
Ministry of Rural Development establish an economic policy analysis unit and
develop policy analytic and formulation capability in the area of agriculture
and rural development. The last category of technical assistance is especially
important in ensuring the transfer of knowledge and the continuing nature of
policy analysis and formulation process.

This input category will be financed by both the foreign
exchange component and the local currency derived from the dollar
disbursements. A total of $3.0 million outside the dollar disbursement
mechanism will be used for technical assistance, in-service training, policy
studies, and evaluation.



d. Summary of AID Inputs Costs

Foreign Exchange Component:

Dollar Disbursements

Technical Assistance
Policy Studies and Related
Seminars and Workshops
In-Service Training and
Support

Evaluation

($000)
l.Local Currency:
AID-financed projects 12,000
Pilot projects or activities
in support of policy reform 4,000
Other donor-financed projects 5,000
Extensions or program/projects
currently in implementation 2,500
Secretariat office for local
currency management 850
USAID Trust Fund 1,450
Logistical support
contingencies, and other 3,200
29,000
*#TI1lustrative figures.
D. Relationship between Sector Assistance Progqram and AID

Funding Sources
sSbp ESF
($000) ($000)
12,000 17,000
1,500
1,000
350
150
15,000 17,000

Dollar Equivalence®

Country Development Strateqy

USAID/Niger's program strateqy consists of a short-, medium-,
long-term focus. Short-term strateqy 1s directed to economic and financial

and

stabilization, maintenance of ongoing investment activities and more effect. e

use of available resources. The medium-term strateqy focuses on continuing

efforts to increase food production and to move toward the goal of attaining
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food self-sufficiency, with special emphasis on planning and institutional
development in the area of irrigated agriculture. Finally, the long-term
strateqy has as its goal the development of human resources and identification
of technological packages suitable for Niger's fragile agricultural base. The
long-term strategy includes an emphasis on development of the irrigated
agriculture sector,

The overall USAID strategy in agriculture and livestock is to
assist the Government of Niger to remove the constraints discussed in Section
III.B and Annex H. The Sector Assistance Program is AID's short-term plan in
support of USAID medium- and long~term program objectives. AID's medium- and
long~term development efforts include projects intended to assist the
Government of Niger deal with (a) the poor and fragile agricultural resource
base; (b) limited knowledge and availability of agricultural technology
appropriate for Niger's changing environment; (c) the relatively weak
institutional and infrastructure base for facilitating the further development
and transfer of technology; and (d) the limited human resources for
agricultural development.

The Government of Niger's main strategy for increasing food
production is to be achieved through a series of integrated rural development
projects aiming at raising productivity in dryland agriculture, development of
the pastoral zone, strengthening of the infrastructure and institutinnal base
in agricultural research and the transfer of technology., and the ' Lupment in
irrigated agriculture. AID's effort in support of the Liucrien Government
strateqy is reflected in its ongoing four major projects 1.- Lhe sector: Niamey
Department Development Project (NDD), Niger Cereals Research Project (NCR),
Agricultural Production Support Project (APS), and Integrated Livestock Project
(ILP). These four projects account for approximately 70 percent of the
resources of existing ALlD ongoing program in Niger. The NDD and the ILP
projects have the eventual objectives of raising productivity in agriculture
and livestock respectively. The NCR and the APS projects provide assistance
qeared to improving Niger's agricultural research capability, establishing an
lmproved seed production system, and strengthening the national-level
institutional support for the promotion of improved technical packages,
delivery of modern agriculture inputs, and training and extension services.

(a) Niamey Department of Devclopment II Project
(683-0240). This project has as its goal institutionalization of a process of
rural development through the establishment of self-managed village
organizations and through participating, individual farmers who, as a result,
will be able to achieve increased food production on a self-sustaining basis.
The Agriculture Sector Development Grant will assist the project by financing
recurrent costs associated with its training, extension and input distribution
programs .

(b) Niger Cereals Research Project (683-0225). The purpose
of this project is to strengthen the Nigerien National Agronomic Research
Institute (INRAN) to undertake cereals research programs, and then Lo disscmi-
nate the results to farmers via the extension and cooperative systems. Recur-



- 25 -

rent cost support to this project by the Agriculture Sector Development Grant
will thus further the USAID/Niger overall strategy of financing research that
will develop new technologies appropriate to Niger's agricultural resource base
and which will increase food production.

(¢) Agricultural Production Support (683--0234). The pur-—
pose of the APS project is to expand and strengthen Niger's national level
institutions, providing support services including cooperative development,
agricultural inputs supply, seed multiplication and extension services neces-
sary to achieve sustainable increases in agricultural production. Support to
this project by the Agriculture Sector Development Grant will thus cover a wide
spectrum of USAID/Government of Niger objectives in the agricultural/rural
sector,

(d) Integrated Livestock Production Project (683-0242),
The purpose of the ILP project is to establish a herder organizational
structure to serve as a vehicle for the testing and transfer to herders of
technical, financial and managerial innovations; to 1increase the capacity of
the Government of Niger to provide services to the herders through this struc-
ture; Lo assist the Government of Niger in establishing a policy enuvironment
conducive to the growth of the livestock sub-sector; and to ensure that this
structure, capacity and policy environment continue to be maintained after the
project has been completed. Support to this project by the Agriculture Sector
Development Grant will reinforce overall USAID/Niger food production and policy
reform objectives in the livestock sector.

(e) Rural Sector Human Resources Development Project

(683-0226). The purpose of this project is to increase the capacity of the
Institute for Practical Rural Development (IPDR/Kolo) to produce competently
trained mid-level rural development agents to staff Ministry of Rural Develop-
ment field activities. Support to this project under the Agriculture Sector
Development Grant will thus fulfill USAID/Niger objectives with respect to
building institutions which have a direct impact on agriculture/rural develop-
ment and which bring practical, production-increasing technology to the farmer,

Recently, the Gouvernment of Niger has increasingly recog-
nized the importance of adjusting its policy framework in light of the deteri-
orating economic conditions. It sponsored two policy-related seminars with
direct financing from AID under the Joint Program Assessment Project (JPA) in
Nouvember 1982 and June 1983. A National Conference held in November 1982 at
Zinder examined critically and reassessed the Government agricultural prior-
ities and policies. 1In June 1983, the National Recurrent Cost Workshop was
held in Niamey to examine and raise the awareness of the recurrent cost
implications of development projests., The recommendations from these two
policy seminars have been adopted by the Government and were incorporated in
Niger's Interim Plan, 1984-198%. The JPA also financed a number of policy
studies, two of which (Grain Marketing and Price Policies Study and the
Economics of Agricul- tural Technical Packages) have been completed. A study
on the restructuring of the agricultural input supply system is being done
under the APS project. The reports were presented to the Government and will
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tie in closely with reforms in this program. The policy-oriented Sector
Assistance will provide a positive reinforcement to help the Government of
Nigeir make necessary policy changes and at the same time provide the needed
resources and a mechanism to effectuate the medium and long-term development
strategy.

IIT. PROGRAM SPECIFIC ANALYSES

A. Macroeconomic Analysisl/

1. OQuerview

Niger's current economic and financial difficulties began in
1981 following a fall in the demand for uranium and its price which declined by
almost 46 percent in 1981, after adjusted for inflation and the depreciation of
the CFA franc. The economic slowdown took place abruptly after an extraordi-
narily rapid growth perilod (1976-1980). Although the uranium price recovered
moderately in nominal terms in 1982 and 1983, uranium export earnings had been
offset by production cuts. The 1983 uranium exports were about the same as the
1981 level. The 1984 contract price increases modestly by 6 percent (slightly
less than the anticipated rate of inflation). The recession in the uranium
sector affects other sectors in the economy, particularly the sectors which are
backwardly linked to 1it, such as the construction, industry, and Lirs-  ort
sectors. Furthermore, the recession in tihe uranium sectr took . ..ce at the
same time when agriculture production stagnated and the gromth of livestock
production leveled off. Consequently, Gross Domestic Product, after adjusted
for inflation, decreased by an average of 2 nercent per year during the
1982-1983 period,

In addition to a stagnant economy, the sudden change of the
uranium sector, which accounts for 75-78 percent of Niger's total exports and
had contributed as high as one-third of the Government revenue, gave rise to
large bhudget and balance of payment deficits and difficulties in servicing
public debts. 1In the short and medium-run, the issue facing the Nigerien
Government is how to contain the large financial imbalances and at the same
time adjust the economy to a lower and sustainable growth level without exces-
sively undue dislocations.

2. Dimensions of the Economic Difficulties

Public Finance

_ With the growth of uranium revenue and the implementation of
the ambitious five-year development plan (1979-1983), total government spending
more than doubled between 1978 and 1981. A large portion of the spending
increases was in capital expenditure outlays (220 percent between 1978 and

1/ This Section provides a summary of a detailed macroeconomic analysis
given in Annex G.
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1981). Current expenditure spending increased by 64 percent during this period
with personnel costs and subsidies and transfers accounted for most of the
increases (they both almost doubled). With stagnant revenue in 1981, the
budget deficit reached a record high of 64 billion CFA francs ($236 million or
11 percent of GDP). 1In 1982, although the budget deficit was lower becaus:> of
capital spending cutbacks, there were sizeable arrears in payments ($44.5

million--an increase of $36 million from 1981). 1In 1983, the Government con-
tinued the austerity effort, spending was cut further. All the expenditure
reduction during fiscal 1982 and 1983 took place in capital spending. The
growth of current expenditure is limited to more or less the rate of inflation
with no real increase. Since 1981, 61-71 percent of deficit financing has been
through foreign borrowing, the remainder was financed by domestic sourc~s.
During 1981-1982, there were also increases in arrears. The accumulated
arrears by the end of fiscal 1982 were 22 billion CFA francs ($67 million).

With the implementation of the tax reform in 1983 and an
anticipated modest recovery in uranium price in 1984, the declining revenue
trend is expected to be reversed. According to the Ministry of Finance projec-
tions, total spending 1s expected to be cut by another 11 percent in 1984. The
entire cut will come from capital and extra budgetary expenditures. Current
expenditure will not increase in real terms (an increase of 7 percent in nomin-
al terms). In 1985, capital expenditure level will still be 78 percent of the
1983 level and less than half of the 1981 level. All categories of expendi-
tures are expected to rise by approximately 8 percent (about the same as the
projected rate of inflation) with the exception of subsidies and transfers
which are expected to rise by less than 6 percent.

The projected budget deficits for 1984 and 1985 are respec-
tively 29 and 34 billion CFA francs ($71 and $83 million) on & commitment
basis. However, because of the anticipated substantial reductions in arrears
accumulated during 1979-1982, the budget deficits are expected to be in the
neighborhood of 40 billion CFA francs ($96 million) on a cash basis,

Balance of Payments

During the uranium boom of 1976-1980, there were large trade
gaps and current account deficits. But such deficits were easily financed by
net capital inflows which reflected direct foreign investment and borrowing, as
well as by official grants so that the overall balance of payments deficits
remained small and adjustments were not necessary. Since 1982 the level of
capital inflows has been substantially lower. In 1982, there was a drastic
fall in net capital inflows by 81 percent (from $293 to $45 million). Most of
the reduction was attributed to a large decrease in long-term capital inflows
arising from unanticipated drop in project-related capital and increase in
short—-term capital outflows. Consequently, the capital account fell far si.*-t
of the level capable of financing the current account deficit, resulting in
large overall balance of payments deficit ($130 million). At the same time
when net capital inflows were decreasing, debt servicing payments increased.
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They created a serious balance of payment liquidity problem and reserves
declined by 43 percent from $117 million in 1979 to $14.6 million at the end of
1982 (equivalent to four weeks of imports). The liquidity problem is probably
less serious in the private sector than in the public sector because Niger's
exchange system remains relatively free of restrictions and because of Lhe free
convertibility of the CFA franc.

The 1iquidity and incipient confidence crises forced the
Nigerien Government to seek assistance from the IMF and to initiate an
adjustment process in 1983, fhe current account deficit was cut by more than
half from the 1981 peak level and by 36 percent from the 1982 level. The net
capital inflows were also higher; but they were still only 30 percent of the
1981 level. The overall balance of payments deficit was reduced to approxi-
mately $19 million.

According to the IMF projections, the overall balance of
payments deficits will be $34 and $26 million in 1984 and 1985 respectively.
The improvement will come from substantial reductions in the current account,
down to about $12 million in 198%. The IMF also projects net capital outflows
of $14 million in 1985. The Ministry of Finance, on the other hand, projects
the current account deficit to remain in the neighborhood of $72 million for
the next two years. Net capital inflows are expected to be lower than 1983 at
the level of approximately $25 million. The projected overall balanen of
payments deficits are $55 million and $43 million in 198% and 198% .pectively.

Debt Situation

Until fiscal 1983 the budget deficit and balance of payments
problems were postponed by resorting to Foreign borrowing and domestic credit
expansion. Consequently, the debt situation worsened; and as medium and long-
term concessional loans became more difficult to obtain, debts of short maturi-
ty on non-concessional terms were incurred. At the end of 1983, the total
outstanding and disbursed debt is estimated at $762 million ($6064 willicr in
public debt and $98 million in private debt) or 46 percent of GDP. The ratio
of debt service payments to export earnings and private transfers was 32 per-
cent in 1983 (or about $131 million).

The debt situation is not expected to improve significantly
until 1988. The public debt service ratio is forecast to decline slowly to
approximately 21 percent in 1984 and 1985 and to average about 19 percent
during 1986-1990. The private debt service ratio is forecast to decline more
quickly from 11-12 percent in 1982-1983 to approximately 6 percent in 1985 and
to remain at less than 5 percent during 1986-1990. Added to the debt servicing
problem is the fact that a large portion of the debt is denominated in U.S.
dollars (51 percent of the direct government debt and 16 percent the govern-
ment-quaranteed debt). With the depreciation of the CFA francs vis-a-vis th«
dollar, the cost of servicing the debt increases.

3. Recovery Efforts

The unmanageable debt and liquidity problems compelled the
Government of Niger to adopt an adjustment program aimed at stabilizing the

financial situation and adjust the economy to lower g¢rowth. The recovery
efforts include an IMF austerity program, a debt relief through the Paris Cluy,
measures to reform the operations of public and para-public enterprises, an:' a
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program to restructure public investment spending.

IMF Austerity Programl/

In 1983, the Government obtained a compensatory financing
facility (CFF) from the IMF as well as concluded a standby agreement. The
standby agreement is for the amount of 18 million SDRs ($19 million), scheduled
for disbursemert between October 1983 and December 1984. The CFF program
amounted to 24 million SDRs ($25.2 million) which was disbursed between July
1983 and December 1983. The IMF program is mainly aimed at achleving financial
stability through reductions in budget and external current account deficits.

A number of fiscal and monetary policies were implemented or in the process of
being implemented. They include: a comprehensive tax reform and government
“spending cuts implemented in fiscal 1983 and 1984 and they are expected to
continue in 1985; restrictions on monetary and credit expansions; and limita-
tions on foreign borrowing.

Debt Relief

The Nigerien Government also sought debt relief through the
Paris Club. It concluded a debt rescheduling in November 1983, The effect of
the debt rescheduling is estimated to be approximately $56 million. The public
external debt service payments for fiscal 1984 will be reduced to about $20-24
million. The internal debt service payments are estimated to be $12 million,
The Government has also sought relief with private external creditors as well
as public external creditors not participated in the Paris Club agreement. It
is also expected to continue seeking debt relief for the next few years.

Parastatal Reform

As part of the adjustment program, the Government of Niger,
with technical assistance from the IBRD, undertook a series of studies to
assess the problems associated with public and para-public enterprises during
fiscal 1983. The studies are intended to provide policy recommendations for
upgrading the financial management and overall efficiency of these enterprises
in order to reduce their operating losses which have baen a financial burden on
the government budget. The studies for seven major enterprises were completed
in August 1983, They include two marketing agencies (one grain marketing
agency and a marketing agency of other essential consumer good(s), a public
utilities company, a thermal energy plant, the agency for irrigation and water
resources, and two financial institutions (Republic of Niger Development Bank
and the National Agricultural Credit Institution). A number of policy changes
were put in effect in fiscal 1984 for four of these enterprises. They include:
closing down 121 grain distribution centers; reducing the scope of the opera-
tions of the other marketing agency by limiting its monopoly power to a much
smaller number of products; increasing the tariffs for water and electricity to

1/ For a more detailed discussion of the IMF program, see Annex G.
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Consolidation of Public Investmentl/

reduce the losses of the public utilities company and discontinue its policy of
subsidy to its employees; and strengthening the financial and technical manage-
ment of the thermal energy plant.

Another major effort of the adjustment process 1s in the
restructuring of public investment program during the next two years. The
program is outlined in the 1984-198% Interim Plan. The size of the investment
program has been scaled down significantly. The targeted level is approximate-
ly $322 million over the next two years,

For the most part, the Plan comprises ongoing projects or
extension of projects of programs undertaken during the previous plan. There
are four areas of emphasis: (a) reorient public investment spending more
toward the directly productive sector; (b) consolidate all the installed capa-
clty achieved during the previous Five-Year Plan in the infrastructure and
social services sectors with the objective of making the full use of these
already installed facilities as well as ensuring their continuing operation;
(c) accelerate the development of a "Development Society"” institution as a
vehicle to achieve decentralization and more participation from the private
sector or cooperatives; and (d) recognize the need to incorporate macro and
sectoral policies in the plan, particularly the recurrent costs F:pl ~~"ions of
the program.

4, Relationship between the Macroeconomic Situation and AID
Sector Assistance

The abrupt unfavorable macroeconomic developments and their
assoclated consequent financial constraint necessitated a more direct pursue of
economic and financial stability. The stabilization program will certainly
have some aduerse effect on the growth and development of the economy, particu-
larly when financial stability is attempted through the reduction of the
National Investment Fund (Fonds National d'Investissement-—-FNI) as evidenced in
fiscal 1982 and 1983 budgets (a cut of almost 60 percent in 1982 and another 45
percent in 1983). The drastic reduction n the FNI budget, in effect, lowered
Niger's absorptive capacity because a large portion of the FNI supports donor-
financed projects (e.g. several USAID projects suffered from the FNI not being
able to finance sufficient materials for effective project implementation).

Although the 1984 FNI budget is the same as the 1983 budget (7
billion CFA francs or $17.5 million), inflation and the depreciation of the
French franc to which the CFA franc is pegged further reduced its purchasing
power by approximately 25 percent (8 percent from inflation and 17 percent from
the French franc depreciation). To the extent that not all the FNI budget will
be spent on imports, the 25 percent reduction in purchasing power is the upper
limit of the purchasing power decline. Compounding the FNI budget level is tne
problem of obtaining financing for the intended budget. 1In 1983 the budgeted
level for the FNI was 7 billion CFA francs (or $21.3 wmillion), the actual
financing of the FNI was short of the budgeted level, estimated at about 6.4

1/ Annex J contains a more detailed discussion of the public investment plar.
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billion CFA francs ($19.5 million). With relatively unchanged revenues pro-
jected in 1984 and the slight increase in the current expenditure budget,
excluding debt servicing payments, financing the FNI will remain a saerious
problem.

The deterioration of the economic and financial situation
adversely affects and magnifies the sectoral problems, by limiting the resource
level allocated to the sector. As a general indication of the severe financial
constraints imposed by the country's deteriorating-economic conditions on the
agriculture and livestock sector, the changes in its budget can be a useful
guide. The current expenditure budget for the Ministry of Rural Development
declined by 14 percent from 2.52 billion CFA francs ($7.66 million) in fiscal
1982 to 2.16 billion CFA francs ($5.92 million) in 1983. The budget is 2.35

‘billion CFA francs ($5.88 million) in 1984 (the same as the 1981 budge’. as
current market prices). An examination of the portion of the FNI budget allo-
cated for donor-financed projects decreased from 1.35 billion CFA francs (%$4.1
-million) in 1982 to 545 million CFA francs ($1.5 million) in 1983. It in-
creased to a planned level of 822 million CFA francs ($2 million) in 1984.
According to the 1984-1985 Interim Plan, there are practically no FNI financed
resources available for fiscal 1985.

The increased scarcity of both recurrent and capital resources
will be a critical binding constraint on the agricultural and livestock sector
Lo absorb effectively foreign assistance. The reduced financial absorptive
capacity will aggravate the already low level 1nstitutional absorptive capaci-
ty. In view of the importance of the sector and the amount of investment
supported by different donor agencies (approximately 38 percent of the total
foreign assistance in 1982) the reduction in the sector's recurrent budget is
not consistent with the long-term viability of the sectoral investment plan.

The IMF program and the debt relief efforts are crucial in
helping to ease the country's public finance situation and avert possible
confidence crisis and financial collapse. Important as they are, they alone
will not suffice to correct the existing financial imbalances and the struc-
tural constraints faced in the medium-term. In fact without increased inflow
of external resources on concessional terms and sustained government effort to
strengthen its financial situation, Niger will be faced with an even more
serious financial crisis when the grace periods on the IMF loan and the debt
rescheduling or refinancing come to an end.

During the next few years (two to five years), Niger will be
almost completely dependent on foreicn donors to continue its development
efforts. Uranium revenues, on which the Government of Niger had based its
‘development aspirations, are not expected to be the growth locomotive. The
proposed sector assistance program is AID's short-term strategy in support of
the medium- and long-term sectoral development strategy through the provision
of recurrent cost financing and support through the provision of recurrent .-st
financing and support to maintain and increase the level of absorptive capaci-
ty. It will also be AID's contribution to Niger's stabilization program cur-
rently in place. Such a dual purpose sector assistance is necessary if Niger
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is to continue its attempt to realize the development potential. 1In effect,
the sector assistance makes possible more effective absorption of previ- ously
comnitted aid and past investment efforts in the sector.

However, the sector assistance program is not without risks
and difficulties. Financing recurrent costs may be counter-productive if it
results in relieving the pressure for expenditure control and continuation of
ineffective projects or policies which are obstacles to the growth and develop-
ment in the sector. Consequently, sector assistance must be accompanied by
certain conditions. As the analysis in Annex H has shown, there are a number
of sectoral policy constraints which need to be removed (see next section and
Annex H). Furthermore, there must be reasonable assurance that recurrent costs
support (through the use of local currency) for existing projects has a higher
development impact than using the funds for new projects. The local currency
use must be targeted to projects which are most likely to contribute to raising
income-generating capacity and do not increase future recurrent cost burden
beyond what can be supported by the Government.

B. Agriculture Sector Analysisl/

1. The Role of Agriculture in Niger's Development

Niger's agricultural sector, broadly defined to inclv'e crops,
livestock, forestry and fisheries, plays a key role in the country . overall
development by providing food and fiber for the nation and employmenl for
approximately 90 percent of the labor force. About 73 percent of the popula-
tion consists of sedentary villagers engaged in the production of such crops as
millet, sorghum, cowpeas and groundnuts, with an additional 14 percent of the
population being transhumant pastoralists raising cattle, goats, sheep and
camels. The national accounts reflect the preponderance of agriculture, with
the rural sector accounting for about 50 percent of GDP and 24 percent of
foreign exchange earnings. 1In terms of crop production, millet accounts for 77
percent of total cereals production (1.35%5 million tons), sorghum 20 percent
(350,000 tons) and rice about 3 percent (45,000 tons of paddy). 1Important
non-cereal crops include cowpeas (275,000 tons), groundnuts (90,000 tons) and
roots and tubers, mostly manioc (240,000 tons), sugar cane (130,000 tons) and
vegetables (70,000 tons). Livestock, alone accounting for i7 percent of CDP,
also plays a major role in the Nigerilen economy, with about 11 million sheep
and goats and around 3.5 million heads of cattle.

During the course of the next decade it 1s virtually certain
that the agriculture sector will continue to play a significant role in incomc
generation, and an even more critical role 1in meeting the basic food require -
ments of the population. 1In spite of declining yields, cereals production i
Niger has grown at about 2 percent per year since independence. The table
below shows the actual surplus and deficit fiqures for millet and sorghum ou.
the past ten years, revealing overall deficits in eight of the last ten yecars

1/ This section is based on the detailed sectoral analysis in Annex H.
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Official Estimates of Millet and Sorghum Production,
Consumption Needs, and Surplus or Deficit
1973/74 - 1983/84

(a) Net production equals total production minus 15 percent for seed use and

Net Total Surplus/
Year Production (a) Needs (b) Deficit
1973774 636,328 1,117,000 ~880,672
1974775 964,325 1,218,680 ~254,355
1975776 845,236 1,273,094 ~8427,858
1976777 1,277,400 1,243,100 34,300
1977/78 1,257,575 1,306,375 -48,800
1978/79 1,259,960 1,290,154 -30,194
1979/80 1,356,409 1,329,453 26,956
1980/81 1,488,538 1,368,186 120,352
1981/82 1,390,130 1,406,620 -16,490
1982/83 1,404,157 1,422,528 -18,371
1983/84 1,431,807 1,462,601 -30,794

losses.

(b) Total consumption needs calculated as 250 kgs per year for sedentary rural

people and 200 kgs per year for urban and nomadic populations.

Source:

Ministry of Rural Development,

Agricultural Statistics Service.
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These deficits are expected to grow to 260,000 to 370,000 tons by the year 2000
because of high rate of population growth.

Because of its sheer size relative to the rest of the Nigerien
economy, the agricultural sector holds the key to overall development in
Niger. Unfortunately, Niger's resource base is very poor, with generally poor
soils and with rainfall varying widely from year to year and from region to
region. This variability in rainfall is a major factor that constrains adop-
tion of output-increasing technologies by Niger's farmers. Because of this
fragile resource base, Niger has placed highest priority on attaining food
self-reliance, and emphasis which has strong roots in the experience of the
great drought of 1968-74,

2. Key Constraints and Policy Issuesl/

Niger's precarious food situation is due first and foremost to
deteriorating soils and climatic conditions in the face of rapid population
growth. While there have been significant increases in the total production of
grain, official estimates show declining yields and per capita production for
millet sorghum, Niger's main food crops. The GON's objective is to raise
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production by improving yields per hectare through the use of modern inputs.
Increases in output, however, have come largely through farmers expanding
hectarage to marginal lands and through shortening fallow periods rather than
through improvements in yields. This has resulted in declining soil fertility
and yields and in longer term environmental problems.

While USAID is in general agreement with the thrust of GON
agricultural policy, it nonetheless feels that many of the GON's policies and
programs have not provided adequate incentives to increased production (and may
in some cases have been counter productive). There is a complex of
interrelated policy and institutional constraintsl/ which must be addressed
before Niger can hope to approach a reasonable level of food self-reliance.

The key con- straints and policy issues are grouped and ranked as follows:

Input Supply, Subsidies and Input Pricing
Agricultural Marketing and Price Policies
Agricultural Credit

Cross Border Trade

Cooperatives and the Role of the Private Sector
Irrigation Development

Research, Extension and Agricultural Education
Agricultural Technical Packages

Forestry and Land Use Planning

l.L.ivestock and Range Management

WU " QO OWw

The first five constraints are policy and institutional con-
straints which are appropriate for non-project assistance, such as this sector
assistance program to address. The other constraints are better handled
through project assistance. USAID's program includes projects which attempt to
overcome, in different degrees, many of these other constraints. Some of these
constraints are also being addressed simultaneously. For example, the policy
to promote cooperative and private sector participation is being complemented
by efforts in the Agriculture Production Support and the Niamey Department
Development projects to develop self-managed cooperatives.

a. Policy Reforms Under the AID Agriculture Sector Assistance
Program

Input Supply, Subsidies and Input Pricing

Given the country's fragile resource base and limited rain-
fall, the GON realized that it could not simply continue to expand agricultural
hectarage on to increasingly marginal lands for more food production. 1In 1954,
therefore, it established a northern limit to cultivation, which was revised
northward in 1961 in the face of continuing pressure of the cultivators. 1In

1/ The institutional constraints in the sector are discussed and analyzed in
the next section.
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more recent years it has established a system of parastatals, subsidy programs,
and input pricing policies aimed at increasing the use of modern agricultural

inputs such as fertilizer, animal traction equipment and seeds.

The major parastatals are the Centrale d'Approvisionnement
(CA) responsible for supplying the inputs to farmers, the Union National de
Credit et de la Cooperation (UNCC), the national organization for cooperatives
through which the inputs are distributed, and the Caisse Nationale de Credit
Agricole (CNCA), which provides credit to the CA and to cooperatives and some
individual farmers. These parastatals receive direct subsidies from two Gov--
ernment agencies, the Fond National d'Investissement (FNI), and the Caisse
Stabilisation des Prix de Premier Necessite (CSPPN). There are also indirect
subsidies which when taken 1nto account increase the total subsidy billl sub-
stantially. Moreover, prices for inputs are set by a ministerial committee
within the Ministry of Rural Development, and independently of the level of
subsidies allocated by the FNI and CSPPN. They are generally set at low levoels
in order to encourage use of the inputs.

In spite of these efforts, the use of modern agricultural
inputs is still quite limited. This 1s in large part due to the fact that,
rather than increasing the availability and use of inputs, the subsidy policy
has had the opposite effect of limiting supplies as the GON has been unable to
support the funding required to subsidize the inputs in the amounts needed.
The principal problem arises from the fact that the Mini«try of i vevelop-
ment has been setting prices for agricultural inputs wit out giving much
consideration to the level of funds available for subsicdirinag agricultural
inputs. As a result, nothing ensures that receipts frow sales plus subsidies
bear any relationship to what 1t costs the CA to acquire and distribule the
inputs. This forces the CA either Lo finance 1its operations with ever
increasing lines of credit from CNCA or to limit the quantities of inputs it
provides to its customers. At the same time, it makes it next to impossible to
control the actual level of subsidy.

The central issue with respect to subsidies is what a country
is getting in return for the public sector resources invested in them ----
resources which could otherwise be invested in agricultural research, agricul-
tural extension, training, credit, irrigation, etc. In situation where modest
levels of subsidies encourage adoption of inputs which are highly profitable to
the economy, they are obviously beneficial and desirable. However, the higher
the level of subsidy, the less certain one can be that farmers seeking to
maximize their own profits will maximize the return to the country as well.
This is especially true in Niger where the profitability of certain pieces of
highly subsidized aquipment is not at all obvious. Thus, although it 1is
entirely possible that agricultural production may fall in the short run as
subsidies are reduced -- and this is by no means certain -~ this decline should
be more than offset by higher grain production later as substitute investments
mature, or by greater production elsewhere in the economy.

The reforms proposed for input supply and subsidies have the
following objectives:
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(1) Increase the availability and use of improved inputs by
fixing prices and subsidies in a way that increases aggregate growth and
production in Niger:

(ii) Improve the responsiveness of producers and suppliers
of inputs to the needs of farmers; in particular to encourage technological
adaptation and provision of better quality and lower cost inputs;

(iii) Minimize the drain on Government of Niger investment
and operating budgets by shifting the cost of input production and supply to
the private sector to as great an extent as possible;

(iv) Promote the role and importance of cooperatives in
supplying inputs to farmers.

These reforms will be complemented by the Agricultural
Production Support Project (683-0234) which 1is assisting the Government of
Niger to restructure the Official Input Supply System (CA) towards an autono-
mous entity owned by the cooperatives and having its own equity capital.

Agqricultural Marketing and Price Policies

The market for Niger's major food crops is dominated by three
parastatals. The Office des Produits Vivriers du Niger (OPUN) has official
responsibility for organizing cereals marketing, anticipating natiocnal cereals
needs, maintaining reserve stocks, operating cereals milling plants, and
managing food aid. It conducts an official cereals buying campaign each year
and attempts to stablize both consumer and producer prices and to guarantee
adequate supplies of cereals for urban areas. The other two parastatals are
the Societe National d'Arachide (SONARAR), which markets groundnuts and cowpeas,
and Riz du Niger (RINI), which markets rice. RINI is essentially a middleman
between OPUN and the rice producing cooperatives, while SONARA operates inde-
pendently as does OPUN. Official producer prices for agricultural commodities
are set by the Council of Ministers upon the recommendation of an inter-minis-
terial committee attached to the Ministry of Commerce. These prices are used
by OPUN, SONARA and RINI's buying agents. Merchants in parallel markets often
pay higher or lower prices although technically both of these actions are
illegal during the official buying campaigns.

The combination of parastatal marketing control and price
fixing, coupled with restrictions against transporting cereals from one part of
the country to another and with the efforts of OPUN to maintain reserve food
stocks, has resulted in severe market distortions and in disincentives for
“producers to increase marketed output and large losses which are a budgetary

burden on the government. The proposed reforms for price and marketing have
the following objectives:

(1) Reduce the cost of supplying cereals to the urban
sector and to northern areas of the country;
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(i) More effectively support producer prices for cereals
and reduce intra-seasonal price variation;

(iii) Reduce the cost of managing the country's emergency
food reserves.

The proposed reforms in this area will require additional
resources to achieve the program outputs (as outlined in Section II). USAID
will provide these resources partly from the counterpart funds generated by the
program and partly from resources set aside for special studies, evaluation,
and for training and support, and partly from other projects and programs
already underway. For example, technical assistance will be needed to enable
OPUN to gather, transmit, prepare for dissemination, and to disseminate by
radio market situation and market price data on a weekly basis. USAID will
also provide technical assistance preparing tender documents and establishing
guarantees and quality control standards to ensure their effective implementa--
tion.

Agricultural Credit

Very closely related to the problems of agricultural input and
9quipment use in Niger 1s the question of credit availability at the farm
level. Credit may be considered a partial substitute for subsidies since bolh

increases the private rate of return on the usce of an inrut. Forw svicul-
tural credit is provided through the CNCA, mhich not orl. guves credit to the
CA but also offers production loans to individuals through .i¢c cooperatives and

marketing loans for the purchasing activities of OPUM, UONARA, UNCC and CFDT.

It also prefinances loans for the importis ol inputs by the CA and of the rural
productivity projects where external financing is assured. The CNCA thus has

an impact at several different points in the agricultural production cycle.

At present the CNCA 1s, by any reasonable standard, bankrupt.
It carried an estimated CFAF 5.8 billion in non-performing loans to parasiat-
als, cooperatives and individuals against total cquity caplital of around CFAF 2
billion. 1In 1982 the CNCA flatly refused to give further credit to coopera-
tives for more than 10 percent of their arrears, thus affecting virtually ecvery
cooperative in the country. This reduction in credit loans was a major factor
in contributing to the 50 to 75 percent drop in the sales of agricultural
inputs during the 1982-83 season (see Table A-1, Annex H).

The GON and external donors have long been aware of the
problems facing the CNCA, and several studies of the situation have been made.
The FED/CCCE is at present cunsidering provision of a threeor four-person
technical assistance team to help restructure the bank's central administraliue
and accounting procedures. USAID strongly supports this initiative.

There is also an informal system of credit in Niger about
which little is known. Some studies of the Hausa and of informal commercial
credit in neighorboring countries suggest that rural financial markets arc
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capable of mobilizing rural savings but that interest rates are generally quite
high, frequently in excess of 50 percent per annum. If in fact this situation
prevails in Niger, and if these high rates are not merely reflective of higher
risks to the lenders, then farmers are not likely to take out such loans For
the purpose of purchasing inputs that offer less than a 50 percent rate oi
return.

Given the state of disarray and confusion with respect to the
formal credit system (and the fact that the FED/CCCE is already planning tech-
nical assistance to the CNCA), and the lack of knowledge of the informal sys-
tem, the Agriculture Sector Development Grant will approach the agricultural
credit issue by undertaking a detailed study of non-institutional credit sys-
tems operating in rural Niger. The terms of reference for this study are

‘detailed in Annex P.

Cross Border Trade

With more than ten times Niger's population and higher per
capita income, Nigeria represents a large potential market for Nigerien
exports, particularly in livestock and cowpeas. Niger exports about 70,000
tons of cowpeas and 250,000 heads of cattle in a normal year. Estimates show
as high as three-quarters of these quantities are exported illegally. Nigeria
is also an important source for cereals, fertilizer, petroleum products, and a
broad array of manufactured goods for Niger. Nigeria exports an estimated
130,000 tons of grain a year to Niger (100,000 tons of millet and sorghum and
30,000 tons of rice).

Controlling the flow of trade between Niger and Nigeria is
next to impossible. The border is long and difficult to police. Trade
relations between people in the two countries were well developed even before
colonial times. Moreover, the sheer size of northern Nigeria creates price
incentives that are much more powerful than those emanating from Niamey. From
a practical point of view, Niger will have a difficult time avoilding de facto
free trade no matter what it does.

The Government of Niger views all this commercial activity
with Nigeria with a combination of benign neglect and concern. On the one
hand, it is quite pleased to be able to supply itself with commodities and
goods from Nigeria, some of which like fertilizer, are already highly subsid-
ized. Moreover, it i1s able to profit from the declining value of the Naira
and, as a result, has no interest in making its trade with “‘geria legal. On
the other hand, Niger, especially in the corner towards Niamey, is very much
afraid of becoming a de facto colony of Nigeria. Open trade with Nigeria would

-only serve to increase its dependence.

Another source of concern has come from the strong price
incentives provided by Niger's relatively high official producer prices for
millet and sorghum. Large quantities of each came across the border in earl:
1983 and helped push OPUN's purchases of cereals 15,000 tons above expected
levels—--and that in a buying campaign that had to be cut short because OPUN ran
out of money.
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Until the end of 1983, licenses for the exports of live-
stock and cowpeas could be obtained only in Niamey. In November 1983, the
Government of Niger decentralized the process by allowing individual depart-
ments to take over this responsibility. The task of obtaining a license still
involves a multiple day task. For example, to get an export license a person
must be officially reqgistared as a merchant. For this he must first obtain
from the President of the Rural Development Committee (RDC) in the department a
formal prior Authorization. To obtain this he needs proof of nationality, a
judicial certificate issued within the past three months, proof of adequate
financial resources, and proof of storage space. With the prior Authorization
from the President of the RDC, the prospective merchant then must register
himself with the Chamber of Commerce as an importer or exporter and pay the
membership fee. This makes him an official importer/exporter. He must then
obtain an inscription certificate from the Direction des Contributions Diverses
showing he has paid the business tax (patente) required for doing business.
Finally, if a foreigner, he must obtain a formal Authorization to do business
from the Prefect upon instruction from the Ministry of Commerce. Having done
all of this, he may then apply for an export license for a specific commodity
and amount. Any export having an FOB value in excess of 100,000 CFA francs,
roughly two cattle, is subject to these licensing requirements. Not only are
the procedures cumbersome, the minimum business tax for an exporter is over
400,000 CFA francs. Many of the individual steps in the process of obtaining a
traders license and the export license also require payments of varicue sorts.

The complexity and expense of thi., untire process effec-
tively gives large traders an oligopoly over legal cross-border trade. Farmers
and small traders, especially in areas near the border, are forced to resort Lo
illegal trade or, if they want to comply with the law, to transfer the gains of
trade to the larger merchants. In competitive terms, barriers to entry into
the official market are high and participants are relatively few. In such a
context it would not be at all surprising if the trequent allegations of
collusion between merchants were true, This is a classic example of private
sector involvement without substantial competition.

The proposed policy changes to promote border trade of
livestock, cowpeas, and other agricultural products have the following
cbjectives:

(1) promote production and exports of cowpeas and
livestock as alternatives tou excessive dependence on uranium;

(ii) increase incomes of crop and livestock producers;

(iii) promote interregional trade as a first line of
defense against crop failures in the region;

(iv) promote registration of exports.



- 41 -

These policy objectives can be accomplished through
changes in existing rules and regulations. However, these changes in existing
regulations may have to be evaluated continuously in order to keep up with
political and market developments relevant to border trade, particularly in
view of the intermittent border closure on the Nigerian side during the puast
few months. While such border closure will have some negative effect on irade,
it should not change the fundamental policy reform in border trade, unless !ne
phenomenon becomes permanent. It is unlikely that the border closure will be
of permanent nature and it is doubtful that the Nigerian government will be
able to prevent trade flows across border for a long period of time. At any
rate, free trade flows, even with unilateral trade liberalization (in this case
Niger), are still beneficial to farmers and herders in Niger.

Cooperatives and the Role of the Private Sector

The overall policy structure put in place by the GON, as
,implied above, often serves to restrict and control, rather than encourage,
private traders and businessmen. Instead of encouraging individual enter-
prises, whether farm or non-farm, the Government has chosen to promote food
production and security through the use of parastatals, government managed
cooperatives, licenses and taxes. Despite the presence of these parastatal
monopolies and ofher restrictions on private enterprise, there does exist sub-
stantial private trade in Niger, particularly in grain marketing, private
imports of fertilizer from Nigeria and substantial (although largely unrecord-
ed) exports of cattle to Nigeria.

There have been some attempts by the GON to liberaulize
policy toward private commerce. In April 1983, for example, the GON eliminated
the SONARA monopoly on the cowpea market. This was short-lived, however, as
the ministry of Commerce was then suddenly overwhelmed with applications for
licenses. The GON, apparently concluding that most of the applicants were
acting as fronts for Nigerian merchants, halted the issuance of licenses in
September 1983, effectively re-establishing the SONARA monopoly.

Cooperatives also play a significant role in private
trade, gathering and selling cereals to OPUN, channeling credit to farmers from
the CNCA and ordering and distributing inputs from the CA. The current lan-
guaga of the Societe de Developpement states that cooperatives should play a
major role in terms of accelerating development and improving communication
among the Nigerien people. The GON thus seeks to transform the cooperatives
into private enterprises capable of undertaking, with little or no support from
Government organizations, a wide range of development activities and of genera-
ting the resources required for their own self-sustained development. While
theoreticaliy the cooperatives are already very near to being autonomous busi-
ness enterprises, they are in fact almost totally dependent upon Government,
with few having attained a measure of the sought-after economic independence.

One of the major outputs of the Agricultural Production
Support Project will be creation of a national center for cooperative leader
training, including a full-time staff to train some 40 UNCC field agents and up
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to 240 elected cooperative officials per year. Another major component of the
project will assist in restructuring the input supply system, essentially
transforming the CA into an entity owned and controlled by the cooperatives,

b. Legislative and Administrative Changes

One common theme in the proposed policy reform under this
sector assistance program is deregulation of the agriculture sector from gov-
ernmental control. This will require certain legislative and administrative
changes. The following changes will be needed:

Cooperatives

1. The level of financial responsibility must be lowered
to the Groupement Mutualiste.

2. Membership should be made much more flexible--a volun-
tary affinity grouping rather then those indilviduals residing in a village.

3. Permitted activities of cooperatives should be more
flexible, and they should have more contracting power at the GM level, and be
legally able to borrow themselves.

4, Sanctions for non-repayment should be mad- astic,
immediate and applied strictly. (No forgiveness of bad cebh.)

nputs

3

1. Decision making on subsidy setting must take into
account both sale prices to farmer of inputs and the amounts of subsidy that
are available,

2. Fixed unit cost subsidies should be established.

3. Commercial suppliers must be allowed at all levels.

4, Decrees (arretes) and olher administrative actions are
necessary to change the structure of the CA to permit its cooperation.

Cereals Marketing and Pricing

1. OPUN and the private sector must be able ko be active
in the same place and time as OPUN buying campaigns.

2. OPUN should be allowed to tender for supplies.

3. Private individuals will be able to transport up Lo
500 kg of food grain at any time,

4, Anyone can deal in cowpeas.
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Cross—Border Trade

1. Licensing procedures must be made much simpler and
with the intent of encouraging competition in export and cooperatives
encouraged.

2. All restrictions on cowpea exports should be
eliminated.

3. Licensing should be dispensed with completely in the
case of small quantities, both for livestock and cowpeas.

¢. Other Constraints

Irrigation Development

Development of irrigation is an obvious avenue for explo-
ration in a country such as Niger where rainfall averages between 400 and 800
millimeters per year. The Ministry of Rural Development estimates that some
140,000 hectares along the Niger River, 50,000 hectares near Lake Chad, and
perhaps 20,000 hectares of land in the interior offer surface irrigation poten-
tial. Another 60,000 ktectares could be irrigated from subsurface sources. At
current levels of productivity 200,000 hectares of irrigated land could produce
over 600,000 tons of grain in a single season. Improvements in cultural tech-
niques and the intrdduction of limited double cropping could double this total.

The attempt to realize this potential, however, has proved
elusive. Up to the present less than 9,000 hectares have been developed for
irrigation. largely a result of technical design and management problems,
irrigated land has been falling out of production about half as fast as it is
being added, resulting in a "two steps forward, one step backward" scenario.
The causes of poor management are complex but appear to be related in large
part to the lack of a sense of private ownership, and therefore responsibility
for management, on the part of the peasants. Additional management problems
revolve around the labor competition between irrigated and rainfed farming at

peak labor demand times.

The GON parastatal Office National Amenadagments Hydro-Ag-
ricole (ONAHA) is responsible for managing the majority of irrigated perimeters
in Niger, providing a set of services such as tractor plowing, pump maintenance
and repair, acquisition of inputs and extension services for which farmers are
assessed at harvest time. Until recently, farmers were required to sell at
official prices, enough of their rice output to RINI to cover these charges.

In recent years ONAHA has begun an attempt to transfer
maintenance and other responsibilities to the peasants and to train cooperative
of ficers in perimeter management. These efforts are in line with the GON gu. 1
of transforming the cooperatives into self-sustaining rural organizations.
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The World Bank is presently undertaking a project to rehabili-
tate about 4,000 hactares in existing perimeters, much of which is no longer in
production. USAID has a project with the Niger River Basin Authority aimed at
developing the river's potential both for irrigation and navigation. [t has
also commenced preparation of an irrigated agriculture sub-sector assessment
which, when finalized, will include a comprehensive review of existing irriga-
tion systems and problems to include a focus on development of small scale
irrigation and alternative high value crops. The purpose of the assessment

will be to define an appropriate strategy for irrigation development in Niger.

Research, Extension and Agricultural Education

Although USAID and other donors have been providing large
amounts of assistance to research, extension and agricultural education, much
more remains to be done to render these institutions effective as engines of
agricultural growth in Niger. The problems go beyond the level of resources
available to fund such institution. They revolve around entrenched ideologi s
relating to which technologies are appropriate for Niger, the proper role of
research, the purpose of education, and the criteria by which perf{ormance
should be judged. All of these conflicts operate to frustrate efforts aimed at
making research, extension and agricultural education more relevant to the
needs of Niger's farmers.

On the research side, iLhere is a marked rel: wu.e to work
on intercropping or to incorporate extensdon agenlts anu .armers as active
participants in the research process. The feeling alsn ri .. strong that
researchers should be sure of what they are ~xtending to p2asants before the
latter chooses to make an investment in it, and that applied research on
peasant's field 1s not a qood idea.

Problems with extension and agricultural education are
proving to be even less tractable. With packages that may not alwavys be suited
to the needs of large numbers of farmers, and because Lraining proyrams cill
provide woefully inadequate practical applications for material taught in
classrooms, many extension agents are not anxious to seek out farmers with whom
they can share knowledge and apply the principles learned in the classroom.

These ideas will change only in the face of evidence that
an alternative approach is more effective in raising agricultural production.
USAID--financed projects aimed at addressing the problems of research, and
extension include the Niger Cereals Research Project, which is funding the
provision of researchers to work at Niger's national agricultural research
center INRAN on intercropping and farming systems; the Agricultural Production
Support Project, which carries out specific research on crop varicties, plan’
breeding and seed multiplication and contains a major component aimed al
strengthening the agricultural service; the Rural Sector Human Resources Li.. -
opment Project, which supports Niger's main training center for agricultural
extension agents (IPDR/Kolo), attempting to make the curriculum more praclicd]
and thus better adapted to the realities of field work; the Niamey Departmenl
Development II Project, which focuses on development of village level organiza-
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tions and farmer training but also carries out research on animal traction and
the linkages between research, extension and peasant; the Forestry and Land Use
Planning Project; and various collaborative research support programs.

Agricultural Technical Packages

While the aim of the Government of Niger is to increasr
agricultural productivity through increased use of modern agricultural inputs
and technology, recent studies have called into question the viability of the
technical package currently being extended by its technical services. The
Government of Niger, furthermore, recommends essentially the same package for
the entire country, even though rainfall varies between 400 and 800 milimeters
and soil types vary considerably as well. Recent studies under the APS project
(l.eBeau) and JPA (Erikson) have i1solated many of the weaknesses and mwa. recom-
mendations for changes including those relating to varying the package by
region, particularly with regard to the use of fertilizer, animal traction, and
other agricultural practices. The reports are currently being presented to the
Government of Niger and will tie in closely with reforms proposed under the
Agriculture Sector Development Grant dealing with input supply, subsidies and
input pricing.

Forestry and Land Use Planning

Deforestation, desertification, declining soil fertility
and increasing population pressure on the land are all interrelated and serious
problems facing Niger which, if not addressed, could severely hamper the coun-
try's efforts to attain food self-sufficiency. These areas are addressed by
the Gouvernment of Niger in the context of several types of project, among them
USAID's Forestry and Land Use Planning project which is attempting to develop a
natural resources planning capability in the Ministry of Water Resources and
Environment. USAID also supports a regional organization, AGRHYMET, which is
developing a regional information system that wi:l provide data on the weather
and cyclical events and their impact on water, soils, vegetation and crops, and
then making these data available to farmers, herders, vlanners and other us-
ers, There are also natural resources research activities aimed at solving
environmental problems under the ILP, the Cereals Research project, NDD proj-
ect, and the various collaborative research programs, us well as in the
projects of other donors.

Livestock and Range Managemend:.

The livestock sub-sector, as noted in the introductory
portion of this section, constitutes an important component of Niger's food
production and foreign exchange earnings in addition to providing a livelihood
to approximately 14 percent of Niger's popitiation. As a result of increasing
population pressures and desertification, these herders are finding it increas-
ingly more difficult to find sufficient grazing area for their animals. The
historic tension between herder and cultivator has been exacerbated as the
latter has expanded into the pastoral zone, squeezing the herders into the land
between the cultivated areas and desert zones. Sporadic droughts, such as that
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which occurred in the past year, further exacerbate the situation.

USAID's response to the problems of the livestock sub-sec-
tor has been the Niger Range and lLivestock project, which ended in 1983, and
currently, the ILP project. The first project conducted extensive research
into the constraints facing the sector, including those relating to range
management, the distribution of human and animal populations and animal produc-
tion, health and nutrition. The second project aims to build upon the research
findings of Niger Range and Livestock, increasing livestock production through
establishment of a sustainable institutionel and policy framework for the
sector using the vehicle of pastoral herders associations.

3. Sector's Absorptive Capacity

As evidenced from the implementation of the 1979-1983 plan,
the rural sector's ability to absorb investment is one of the important deter-
minants of a low rate of realization in the sector, less than 60 percent of
planned investment expenditure.l/ Limited absorptive capacity can be caused
by institutional limitation, human capital scarcity, inappropriate policies,
and financial constraint. Except for 1983, financial constraint did not appear
to be a critical factor contributing to low absorptive capacity during the plan
period. Institutional limitation, human capital scarcity, inappropriate
policies, particularly in the allocation of public sector resources tonacther
with the unrealistic gqoals set in the plan, arc¢ the majer causes 7 ¢ low
rate of investment realization in the rural sector. W.!.: 'he current and
prospective lower levels of available budgetary resocurces aszcompa- nied by high
level of debt servicing and increasing recurrent commitments stemmed From past
investment efforts, financial constraint will be an additional factor

External resources in the form of non-project assistance can
play a significant role in removing the financial constraint under the present
economic and financial situation. Because relatively high level of capital
spending had gone into the rural sector under the 1979-1983 plan, und mo- L of
the investment in the sector 1s generally sound economically and socially, the
case is strengthened for financing recurrent costs to allow past investment
efforts to come to full realizaiion. External assistance in support of
recurrent costs would increase the sector's absorptive capacity, other things
being equal. However, financing recurrent costs is not without risks and
difficulties. It may be counterproductive in some cases if it results in
relieving pressure for expenditure control and continuation of inappropriate
policies. Consequently, such assistance has to be accompanied by certain
policy adjustments to ensure that the policy environment under which the sector
assistance program opecrates is conducive to development and growth.

1/ gee Annex J and Niger's FY 1985 CDSS for an assessment of Niger's
19791983 plan,
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To avoid the possible counterproductive effects of providing
recurrent cost support, the financing of recurrent costs under the sector
assistance should be accompanied by certain criteria among which are:

(a) assessment of recurrent cost requirements in relationship to available
budgetary resources and (b) reasonable assurance that recurrent cost suppcrt of
certain projects has higher development impact than using the funds for other

new projects.

Niger, in general, has a good history of sound economic
policy. Recently, it has become more conscious of the recurrent cost
implications of public investment spending. 1In the Interim Plan, the Nigerien
Government emphasizes the need to adopt necessary policies to reduce the
recurrent costs burden on government budget particularly in the major
integrated rural development projects and irrigated agriculture. It also
emphasizes the need to examine critically the agricultural imput subsidy policy
and the development of cooperatives as a means to reduce the current level of
centralization and moving toward more private sector participation. Its policy
efforts merit AID sector assistance support.

4, Recurrent Cost Estimates

In the FY 1985 CDSS, USAID provided some indication of the
recurrent cost burden of major projects in several sectors (agriculture,
livestock, transportation, and education) under Niger's 1979-1983 Development
Plan and suggested a number of recurrent cost implications. 1In June 1983, a
national workshop was held in Niamey under the auspices of USAID and CILSS/Club
du Sahel. As part of the work for this workshop, estimates of recurrent costs
of various projects and sectors were prepared.

This section assesses the extent of the recurrent cost
financing requirement in the agriculture and livestock sector. The estimates
are based on the work of the Niamey recurrent cost workshop. A broader
definition of recurrent costs is used. The definition includes all costs which
are repetitive (such as costs on personnel, materials and supplies,
transportation, and maintenance). It included these operating costs both
during and after the project period.l/

1/ The definition 1is different from the one suggested by CILSS/Club du Sahel
which defines recurrent costs as expenditures undertaken in connection with the
operation and maintenance of installed capacity which has reached its phase of
normal operation--i.e., after a project has been established. The workshop's
definition is more appropriate for practical purposes.
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Table 1 presents the estimates of recurrent costs by sector as
prepared by the Nigerien authorities for the workshop. Although they were
based on a few specific project studies in various sectors, these estimates
were very crude. The 1983 figures are estimates of recurrent outlays which
actually took place during the year. These outlays are below planned levels
and therefore could be considered as sub-optimal. The 1984 and 1985 estimates
reflect the 1983 level plus the minimum additional requirement without taking
into consideration inflation. After adjusted for inflation (at an annual rate
of 8 percent per year), the estimated recurrent costs for 1984 and 1985 are,
respectively, 2.57 billion CFA francs ($6.3 million) and 3.2 billion CFA francs
($7.7 million) for agriculture and livestock. These estimates should be
considered as the minimum requirements to sustain project operations at the
current level,

Because the sectoral estimates, particularly in the
agricultural and livestock sector, are not comprehensive but only based on
broad budgetary expenditure patiterns, there are reasons to believe that thes:
estimates understate substantially the ex _ante recurrent cost requirements
which are better derived on a project-by-project basis. Table 2 provides some
of these estimates in agricultural and livestock projects. They are divided
into two groups: projects which are financed by USAID and those financed by
other donors. Not euvery project In the sector is included; the selected
projects, however, account for approximately two-thirds of the 1984-198% j.ublic

investment programs in the sector. The criterion used to select he ,ects
is the data availability at the project leurl, with the xcepti: ot the animal
health program which is based on the planned spending fFor 11e vaccination, feed

and campaign against animal diseases components. For =g project group
financed by other donors, the recurrent cosl c¢stimates beyond 1982-1983 are not
available. Consequently, projections from the available data either in 1982 or
1983 with a rate of increase of 8 percent per year were made for 1984 and

1985. For 1986 and 1987, the 1985 level was assumed to continue.l/

For the USAID-financed project group, the estimates were from
the work prepared for the recurrent cost workshop.2/ They are ex ante

1/ This 1is intended for offsetting any policy changes which would lower the
recurrent cost burden. This is especially relevant for the Maradi and Dosso
projects whose recurrent costs account for more than 60 of the total in the
group; and there are are indications of tne need to lower their recurrent costs,

2/ see Ministry of Planning, Les Depenses Recurrentes des Investissements
Publics au Niger, Vol. II, Annex B. 3 (pp. 61-70)




Table 1

NIGER: RECURRENT COST ESTIMATES BY SECTOR, 1983-1985

Not adjusted Adjusted
for inflation for inflation
Sector 1983 1984 19865 1984 1985

(in millions of CFA francs)

Agriculture and Livestock; 2058 2378 2742 2568 3198
Dryland agriculture 1052 1150 1257 1242 1466
Irrigated agriculture 580 778 1010 840 1178
Livestock 426 450 475 486 554

Forestry and Fishing 54 59 65 64 76

Water Supply 499 554 614 598 716

Roads 1400 1600 1877 1728 2189

Education 16310 17990 19840 19429 23141

Health 4362 4923 5309 5317 6192

(in thousands of U.S. dollars)

Agriculture and Livestock; 5444 5814 6704 6279 7820
Dryland agriculture 2783 2812 3073 3037 3585
Irrigated agriculture 1534 1902 2469 2054 2880
Livestock 1127 1100 1161 1188 1355

Forestry and Fishing 143 144 159 156 185

Water Supply 1320 1355 1501 1463 1751

Roads 3704 3912 4589 © 4225 5353

Education 43148 43985 48509 47504 56580

Health 11540 12037 12980 13000 15140

Source: Ministry of Planning, LES DEPENSES RECURRENTES DES INVESTISSEMENTS
PUBLICS AU NIGER, VOLUME I: RAPPORT DE SYNTHESE, Chapter 2.
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TABLE 2

NIGER: RECURRENT COST ESTIMATES OF SELECTED PROJECTS
IN AGRICULTURE AND LIVESTOCK

Est. Contribution

Projects Estimated Recurrent Costs from FNI*
1983 1984 1985 1986 1987 1984 1985
(in millions of CFA francs)
USAID: 1493 2172 2356 2613 3057
Niamey Productivity Project 177 408 386 417 450 30 20
National Cereals Research 578 729 821 887 958
Agricultural Production
Support 354 47% 517 574 818
Integrated Livestock 103 130 182 223 101 125
Rural Sector Human Resources
Development 384 457 503 553 608
OTHER DONORS: 3517 4809 5395 5395 5345
Dosso Productivity Project 1402 1874 2045 2045 2045 100
Maradi Productivity Project 1121 1211 1308 1308 1308 100
Zinder Productivity Project 293 316 341 341 34) 25
Badebuichiri Rural Development 25
Plant Protection 121 131 141 141 141 100
Irrigated Agriculture 580 778 1010 1010 1010 800
Animal Health Program 500 550 550 500 187 206
Total 010 6982 7751 8008 8402 1468 351

mm=mrcs sITmEssss j- -5 smmsmssa ;rEsme s mm== wmEanlEs

(in thousands of dollars)

USAID: 3942 5300 5749 6375 7460 320 L4
Niamey Productivity Project 467 996 942 1017 1099 73 49
National Cereals Research 1526 1779 2003 2163 2337

Agricultural Production

Support 935 1160 1261 1401 1996

Integrated Livestock 251 316 444 545 246 305
Rural Sector Human Resources

Development 1014 1115 1226 1349 1484
OTHER DONORS: 9284 11735 13164 13164 13042

Dosso Productivity Project 3701 4573 4990 4990 4990 244
Maradi Productivity Project 2959 2954 3190 3192 3192 204

Zinder Productivity Project 773 771 833 832 832 61
Eadebuichiri Rural Development 61

Plant Protection 319 319 344 344 344 244
Irrigated Agriculture 1531 1898 2464 2464 2464 1952

Animal Health Program 1220 1342 1342 1220 456 503

Total 13226 17035 18913 19539 20502 3582 856

1
h
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estimates except for the Rural Sector Human Resources Development project whose
estimates are based on actual disbursements. The estimated total recurrent
cost requirement for 1984 and 1985 in the sector are approximately 7 billion
CFA francs ($17 million). This 1s about three times the present Ministry of
Rural Development budget. For the USAID-financed projects in the sector, the
recurrent cost requirements for 1984 and 1985 would be approximately $5
million. At least 70-80 percent of them will have to be financed by USAID if
the projects are expected to operate at the planned level. The recurrent cost
support through the local currency component of the program should be guided by
the general criteria of maximizing the likelihood of increasing
income-generating capacity, foreign exchange earnings, and tax base; local
currency should not be used to support projects or activities which will create
future recurrent cost burden on the government budget. Finally, there must be
‘reasonable assurance that the stream of benefits from recurrent cost firancing
is greater than using the funds for new projects.

C. Social and Institutional Analysis

1. The Societe de Developpement

The Societe de Developpement was concelved in 1979 by President
Kountche, but has only been since the Zinder Conference in November 1982 that
the Government of Niger has begun to elaborate the organizational and policy
reforms required to carry out the program. The Government of Niger started the
Societe de Developpement in order to increase communication flow from the rural
population to the central administration. The National Commission was created

to:

a. define a suitable framework for accelerated consistent and
harmonious development policy; and

b. establish new institutions based on effective participation
of all social strata.

The Societe de Developpement has been designed to give
cooperatives more autonomy in their organizational functioning, a larger voice
in the types of development projects designed for their communities, and a
greater role in government.

The cooperative will become one of two main structures in the
Scciete de Developpement with the other being the Samaryia (youth groups)
joined together with representatives from existing social and professional
associations to form the Village Development Council (CUD). The CUD will deal
with fiscal, administrative and judicial questions at the village level. At
the canton level, the Cooperative Union (ULC) and local council of the
Samaryia, with representatives from socio-professional organizations, will form
the local Council of Development (CLD). Similar councils exist at the
arrondissement and departmental levels. Delegates of the National Cooperative
Union and national samaryia council, along with national level representatives
of local councils, will form the National Council for the Societe de
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Developpement which will have direct contact with the administration.

The Government hopes to use the Societe de Developpement
structure to maintain open channels of communication with the rural community.
It remains to be seen how this will evolve and function in practice, more
specifically, what will be the roles of the traditional rural power structure
and the Government. It depends on whether the cooperatives can actually become
"functioning private enterprises capable of undertaking, with minimal or no
support from central government organizations, a wide range of development
activities and capable of of generating the resources required for
self-sustaining development."

The policy program set forth in this sector assistance document
is based on the belief that the Government of Niger is serious in moving
towards the Societe de Developpement and that the suggested policy measures
will facilitate competition, and the participation of self-managed cooperative
organizations in the rural economy, to the ultimate benefit of the farmer. The
program is proposed on the basis that it is realistic and has a good chance for
success, given the stated policy and development objectives of the Government
of Niger. This will not, however, be an easy or quick task, even though
considerable progress has been made in the past 18 months.

2, The Institutions

a. Union Nationale du Credit et de la C operation (UNCC)
(National Credit and Cooperative Union)

Most aspects of rural development on the local level have
been administered by UNCC through the cooperative structure.

The Groupement Mutualiste VUillageois, a village-based
pre—~cooperative structure, is open to all residents of a village, but the
cooperative of five to ten villages is the legally responsible unit {or Tloans.
A complicated multi-tiered system leads up through local unions at the canton
level, and finally to the national level. The UNCC departmental delegate's
role hus expanded over the years from the provision of agricultural inputs to
credit, food grain marketing, and administration of development projects. UNCC
agents have varied duties from administering loans and collecting repayments,
seminars on literacy and organization, and input and marketing supervision.

The impact of revised cooperative statute of 1978 on
cooperative self-government was relatively slight. Effective participation
requires literacy, organizational skills necessary to run the cooperative
resources to carry out activities and knowledge of how to get results frcm the
administration. Although the model is theoretically sound, to date

cooperatives have in practice been artificially centralized structures wilh thn
people at the bottom expected to adjust. The problem areas as described in
Annex I are: (1) current organizational rules define group membership by 1w

and not by common interests of group members; (2) the cooperative is more i
political than a social unit, and, as such is too large for effective exertion
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of social pres- sure. (3) the lack of appropriate structures for accounting,
which means that the members are unable to verify records keeping. Women were
excluded from new cooperatives in peanut and cotton areas, but not from more
traditional forms of economic cooperation. Women are also included in
vegetable growing coopera- tives, even in productivity projects.

The Zinder Conference on Rural Development of November 1982,
stressed the need to decentralize rural development and build self-managed
cooperatives from the ground up. The cooperatives would have more autonomy in
their organization,, more participation in the types of development projects
designed for their community and a greater role in government. A working
cooperative should, in effect, be a functioning private enterprise that defines
its needs, carried out development activities and manages its own resources.
The cooperatives should become their own extension agencies, teach fur:tional
literacy and farming techniques, and help its members obtain credit.

The Zinder Conference sparked off an internal debate that has
‘resulted in the apparent decision to reform radically the cooperative structure
by the UNCC staff structure, reducing staff, and attempting to promote the
development of self-sustaining, self-managed, private cooperatives. The Gov-
ernment of Niger is giving serious consideration to making the Groupement
Mutualiste VUillageois the credit receiving unit while cooperatives will be
given greater organizing and contracting authority (they may hire their own
agents). They will be able to raise money, sell to whom they want, and support
functions are to be privatized. The UNCC, as we currently know it, is to
disappear. The analysis in Annex I argues for even greater decentralization
and freedom for organizing according %o economic affinity groups as being
necessary for the success of self-managed cooperatives.

The Agriculture Sector Development Grant does not, for the most
part, directly address the question of the institutional development of self-
managed cooperatives, but other USAID-financed, and other donor projects do
so. The Agricultural Production Support project (683-0234) has a cooperative
training and development component which is currently being restructured to
take into account the Government of Niger's post-Zinder objectives for the
decentralized self-management aspects of cooperative development. The input
supply system would gradually evolue into a cooperatively owned input supply
system that competes with and uses the private sector. 1In the reformed system
“subsidies would be applied as a fixed amount per item sold or purchased, pre-—
ferably to cooperatives or farmers, although this may be more feasible to
administer by being given directly to the input manufacturer or supply entity.
The NDD project's (683-0240) revised workplan focuses significantly on coopera-
tive self-management. Productivity projects financed by various donors have
.begun to address in a priority way the question of cooperative development.

The cooperatives play a major role in collecting credit repay-
ments at present. Strengthening the cooperatives' ability to manage their . n
records keeping and lending program should improve repayment of credit. The
Agriculture Sector Development Grant policy reform specifically recommends
shifting the collective responsibility for loan repayment from the cooperative
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to the Groupement Mutualiste, since the Groupement Mutualiste can_exercise more
social control over non-payers than a cooperative covering several villages

(ideally, responsibility should be palced even lower in the organization for
example or smaller affinity groups form cooperative units).

Cooperatives have, in the past, successfully managed rural grain
banks in Niger. A pilot program was run with high repayment rates under the
Maradi productivity project, but recovery rates have since tailed off. The
Agricul- ture Sector Development Grant proposes investigating the Maradi pilot
activity and encouraging the shifting of management responsibility for grain
reserves to the village level.

The analysis in Annex I raises concern about the cooperatives and
the private sector "taking over" a large portion of grain storage and market-
ing. While the concern 1is justified, in terms of current capacity and past
behavior of the private sector, the 1increased role of cooperatives should
facilitate effective competition, and thus reduce costs. The cooperatives
under the policy program are encouraged to increase their involvement in
cereals market- ing, through lessening in Government of Niger restrictions on
grain movements and encouraging participation as suppliers to OPUN.

b. Centrale d-Approvisionnement (CA)
Official Agricultural Input Supply Agency

The CA is a division of the UNCC ant is responsible, in
principle, for supplying agricultural inputs to farmers, through cooperatives
either for cash or on a loan basis. The CA has no capital of its own, and
finances inputs using commercial credit fFrom CNCA, the FN1 and the CSPPN. 1t
acquires inputs from the UNCC farm machinery manufacturing plants, purchases
fertilizers from merchants who get it from Nigeria or as donor-supplied im-
ports, imports seed treatment and chemicals. Other inputs (livestock feed,
veterinary supplies, feed mills, seed service and plant protection) come from
the Ministry of Rural Development.

Since the Ministry of Rural Development establishes the
prices to be paid CA by farmers for inputs without much consideration of actual
funding levels available for subsidies, there 1is no assurance that receipts
from sales and subsidy availabilities come anywhere near meeting CA's input. and
distribution costs. The sharp drop in subsidy allocations for 1982-1983 caused
CNCA to purchase fewer inputs, and was one of the major reasons behind the drop
in input sales that year.

The USAID-financed study of the input supply system under
the APS project proposes reforms of the CA that will improuve both input supplv
and quality, through increasing the role of the private sector, especially
cooperatives in supplying inputs to farmers. The CA would be restructured
gradually into an autonomous entilty owned by cooperatives and having its ouwn
equity capital. (See Pattinson, et. al. 1984 for additional information )

The CA needs the proposed resiructuring to carry out its
role
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effectively, but the restructuring does not go far enough in that the CA cannot
control the application of subsidies and prices which are essential for the
adequate input supply and quality. Setting prices and subsidies requires
concerted action by Ministry of Rural Development, Plan, Commerce, and

Finance. Tt demands specif- ic detailed knowledge and considerable polit ikl
will. IThe Government of Niger 1s proposing a detailed subsi.y study for
financing under the Agriculture Sector Development Grant. Since the avowed
intention of the Government of Niger in input subsidies is to encourage
adoption of inputs that increase agricultural production (and are not &n income
redistribution device), it should follow that subsidies should be discontinued
once farmers are convinced of the benefits from the use of the inputs. The
reduction of subsidies and consequent increases in input prices would allow the
private sector to become more actively involuved in input distribution. The
private sector supplier would compete equally with the CA and would hau~
incentive to provide eventual extension services. The CA must be required to
compete with other suppliers and merchants to control costs and reduce prices
to farmers,

Implementing the policy will require the Government of
Niger's toughness of mind to ensure competition, and development of flexibility
within the CA to meet the competition. This will require a change in attitude,
in that the general tendency 1s to make arrangements that reduce competition.
The capitalization of the cooperatives as proposed in the input system study is
one way to deal with the problem.

C. Caisse Nationale du Credit Agricole (CNCA) (National
Agriculture Credit Organization)

The CNCA was separated from the UNCC in 1967. In 1980 it
was placed under the jurisdiction of the Ministry of Finance. CNCA's lending
activities fall into the area of production loans, marketing loans, and prefi-
nancing of goods eligible for reimbursement under existing and approved loans.
The marketing loans finance the purchasing activities of OPUN, SONARA, UNCC and
CFDT (cotton company). The CNCA prefinances the CA purchases of inputs until
external financing is released, and it also finances ONAHA (the irrigation
office) production campaign until the cooperatives reimburse ONAHA. Production
loans to individuals and cooperatives are only about 20 percent of CNCA's loan
commitments.

CNCA is, essentially, bankrupt, largely because it has been
forced to finance UNCC operating costs and those of other parastatals, a task
for which 1t was neither designed nor staffed. 1Its ability to finance effec-
tively agriculture production credit has been compromised.

The project design team concluded that the problems of
agricultural credit are probably, in the case of Niger, due more to the manner
in which credit has been allocated and collected than to an unwillingness o..
the part of the farmers to repay. Until very recently, CNCA was expected to
finance whatever loans were approved by the departmental coordinating commit-
tee, ONAHA or UNCC. CNCA had to rely on UNCC and ONAHA agents to collect loan
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repayments although the latter viewed their primary responsibility as distribu-
ting inputs. Because of repayment problems the Government of Niger suspended
the use of short-term credit for fertilizer in 1979-1980 everywhere except in
the irrigation perimeters and for seed multiplication contract growers., In
1982 CNCA flatly refused credit to any cooperative more than 10 percent in
arrears. Since this hit a large percentage of cooperatives, an attempted
compromise was worked out. When repayments failed, continued to lag, CNCA
further reduced credit in 1983, which was largely limited to CPT/CPR graduates
and a few cooperat.Jes who did manage to reduce their arrears to acceptable
levels. It has increased, however, its supplier credit to productivity proj-
ects to stimulate sales (and thus acquiring delinquent credit accounts). The
lack of credit was also a major factor in the sharp drop in input sales of

1982/83.

The major causes of low repayment are: late arrival of
equipment and inputs; distribution of equipment without loan agreements (which
hampers repaymert on schedule); sloppy cash management and records keeping; the
heavy indebtedntss trainees have when they leave CPTs with untrained oxen and
poorly designed equipment (ineffective technical package) and most important of
all, a simple failure to pursue farmers to repay the loans. The principal
factor simply is a lack of concern about financial management and repayment
rates on the part of the administering officials. Interest charges are often
seen as "inagpropriate" for poor farmers. Farmers are prcbably more serious
about the credit, but good first year repayment rates drcline dre .vally when
they see that non-payers "get away with it." Very li*t! . e is known about infor-
mal credit in Niger, although it exists, with apparent hiaqn interest rates.

The solution 1is imposition of credlt discipline. Low pay-
ment rates must result in immedlate termination of credit privileges, and good

follow up. Group responsibility for credit must be placed as low as possible,
at the Groupement Mutualiste where social pressures can be brought to bear.

The progosed initial step will be a study to analyze the
need for agricultural credit in light of pricing and subsidy changes, as well
as the uncertainty of the technical packages; assess the lack of credit as
being a binding constraint in use of modern inputs, and evaluate the existing
informal credit system to identify appropriate interventions; and support other
donor interventions (such as the proposed CCCE/FED asslistance) in the forma'l
structure.

The analysis in Annex I states that while the studies are a
good idea, they are insufficient. According to this view, placing responsibil-
ity at the Groupement Mutualiste level will not necessarily guarantee being
able to pressure members into reducing chronic default, other alternatives to
credit must be pursued such as exploring a special tax on incomes of non-{¢un
producers to lower the cost of equipment to farmers. We disagree partially. i~
that the restructured, self-managed cooperatives, with some literate and nune. -
ate members and an adequate records system that has pressure placed on it ‘'«
keep repayment up or every member loses credit, will result in reduced chroni.
default levels. However, other projects such as APS and NDD are more suitoed
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for developing the necessary institutions than the Agriculture Sector Develop-
ment Grant is.

d. Office des Produits Vivriers du Niger (OPUN) Nigerien Food
Office and Other Marketing/Distribution Boards

OPUN has official responsibility for cereals marketing,
maintaining national stocks and handling food aid. Both purchases and sales
are made at officially fixed prices established by a Ministry of Commerce
committee (which may vary considerably from open market prices, but which are
high compared to neighboring countries). Farmgate prices are high but OPUN's
impact is larger than one would expect from its market share. There is region-
al pricing for rice and moves are under way to differentiate sales prices of
‘other grains.

OPUN is a complex operation, with severe managerial and
financial problems, both in its "social" role as a provider of cereals in times
of stress and its "mercantile" role as a stabilizer of prices. OPUN has previ-
ously stored some of its grain at the community and cooperative level, but this
was discontinued in 1979, but pressure now exists to reinstate the system.

OPUN closed about 121 distribution centers to improve its management. Grain
trade over 100 kilos is usually forbidden between departments.

OPUN's management problems include lack of accurate and
timely bookkeeping and financial management (inventory and stock control is
quite good). OPUN is receiving West German assistance to improve its internal
management and FED financing for logistic support.

OPUN has used cooperatives, the traditional chiefs, and
local officials and the private merchants in various combinations at warious
times in the buying campaigns. OPVUN buying campaign usually forbids private
traders to participate in the market at the same time. Traditional authorities
were often required to "encourage" peasants to sell to OPUN. The buying cam-
paigns are strictly regulated by government arrete, often with limited, but
explicitly stated, purchasing points. Buying campaigns are often not well
coordinated, partially because of the lack of accurate and up to date marketing
information and partially because of financial constraints (both due to manage-
rial problems and lack of credit).

The Agriculture Sector Development Grant policy reforms in
cereals marketing are designed to increase competition as a means of facilita-
ting the distribution of cereals between surplus and deficit areas within the
country. OPUN would shift its emphasis more towards being a guarantor of
competitive primary and secondary cereals marketing. The Government of Niger
still sees OPUN as playing a role in food grain price stabilization, however,
including establishment of floor prices. Measures include relaxing movement
constraints on small quantities of grain, improving market information (giv:=-
the lack of east-west market integration), and experimenting with small-scale
tenders. The OPUN will need technical help in implementing a properly func-
tioning tender. Village level cooperative storage programs should be feasible
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to implement (they have worked in the past), and as cooperatives become capi-
talized the financial risks inherent in village storage will become more
manageable. The Agricuitural Production Support project's cooperative Lraining
component would be able to provide training to strengthen accounting and stock
management capabilities,

SONARA is the mixed enterprise for peanuts and cowpeas.
Peanut production has dropped sharply since 1970, due to disease and low pro-
ducer prices, and peasants shifted to cowpeas, which have a large market and
high prices in Nigeria. SONARA lost significance with the decline in peanuts
and rise in uranium exports.

In early 1983, the Government of Niger eliminated SONARA's
monopoly on cowpeas, but the arrete was administratively rescinded in 1983
after a surge 1in applications for licenses. The policy reform proposed in the
project is simply changing the administrative rules by permitting freedom to
export unlimited guantities of cowpeas by both public and private sectors.
This should spread to peanuts. Both peanuts and cowpea prices should be
included in market price publicity program.

RINI, the rice company, 1is essentially a middleman/processor
in rice marketing between the cooperatives and OPUN.

[}

By restricting purchases during campaigns to azed
OPUN, RINI, and SONARA agents, the farmers are forced into a siluation where
merchants can purchase at lower prices than if the market Lias more competitive.

e, Qther Organizations

The functional literacy program comes under the Minis-
try of National Education. The service has traditionally suffered from insuf-
ficient funding, not enough trained staff, and a population with no incentive
to read languages in which there is no literature. However, functional " ‘tera--
cy is absolutely crucial to the development of self-managed cooperatives and
credit programs. An evaluation of these problems will be made under ithe A.T.D.
literacy services project.

The Animation Service, a part of Ministry of Plan, has
a primary role of training, informing and organizing. It is underfunded and
understaffed. If revitalized, it could play a major role in cooperative devel-
opment and training.

3, The Private Sector

The Agriculture Sector Development Grant Policy programs
encourage greater use of the private sector's merchants and traders, to in-
crease competition and use the mechanism of the market to encourage efficien.,
rather than relying on administered prices. While we regard self-managed
cooperatives as being part of the private sector (and this area will grow), th.
institutional analysis in Annex I construes the private sector to be consisting
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of merchants only. This narrow definition of private sector leads to the
assertion that farmers will be exploited by merchants. This assertion has not
been supported by existing empirical evidence either in Niger or in other West
African countries.

It is our contention that the key is competition, betwecen
and among merchants, and with the parastatals and cooperatives as well.
Restrictive practices are endemic in private and public sector. This must
change if agriculture is to really develop. Attempts at regulation have not
been very successful, either in controlling prices in the parallel market, or
in reducing monopolistic and ogopolistic behavior. (See Annex H, in its dis-
cussion of subsidies, parallel markets, and export promotion.)

The policy program, whether on input distribution, <~ food
grain purchasing campaigns, stresses competitive pressures to keep prices of
delivered inputs low to farmers, requires that merchants, cooperatives and
others keep in the market during OPUN campaigns; reduces subsidies so that more
inputs are available, promotes removal of administrative restrictions in
licensing, encourages small traders to move food grains from one district to
another, and facilitates information on marketing. Since so little is known
about non-formal credit, the Agriculture Sector Development Grant includes
funds for its study, since 1t is unlikely that the private banks will be will-
ing to gel into rural credit for some time. The capitalization of cooperatives
offers, in the long run, another alternative. The Government of Niger has
taken some tentative steps, such as allowing herders to move up to 15 head of
cattle across the Nigerian border without a license in early 1984 (40,000
animals moved across in January-February) and decentralizing export licensing
to the departmental level. Sometimes the shift is more apparent than real
(witness cowpeas) and the actual administrative regulation are often restric-
tive as well as occasionally interpreted by administrative fiat in a far more
restrictive measure. The policy pronouncements have been made; the next step
is to find the means to implement them.

q, Labor and Women

Several questions were raised in the review of the Interim
Statement for this program related to migration and women.

Regqarding migration of adult labor, most adults who are
temporary migrants return home to cultivate crops during the rains. There 1s a
long tradition of earning off-farm income by trading or going south to work in
Nigeria. Migrant labor into Nigeria (which Nigeria has actively discouraged
during the past year) is usually a temporary seasonal phenomenon of trying to
find work during the dry season. Although most adults return, even with the
full family available to work the field, the growing season's requirements are
often bunched, requiring more labor than the full family membership can provide.

There are some exceptions, especially among those of the
Touareg who lost their capital in the drought and have settled in towns. There
is evidence that in the lightly populated Dosso region, with its favorable
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climate and different ethnic groups, more closely related to those further
south, the coastal economy has lured many men south, leaving women to raise ihe
crops. This 1is the one case of increased female permanent heads of household
that we know about. Better rainfall distribution there, however, means that
the labor requirements are less bunched. The temporary migration of labor, it
should be noted will have relatively little impact on implementing the policy
programs.

Modern forms of institutional credit usually do not go to
women, but to men for agricultural equipment or crops on irrigation perimeters
where rice and cotton (both men's crops) must be grown. Since short term
production credit does not exist outside the productivity projects and a limit-
ed number of special rrograms, women have obtained credit infrequently. NDD's
women's advisor reported that women sometimes obtain donkey carts (probably for
cash) and engage in haulage. However, there are cases of women obtaining
credit for production of vegetables and women's crops in Nilamey Departwment and
the Tara project includes poultry raising. We hope to find out more about
women's access to credit in the study of non-formal credit.

5. Government Ministries Administering the Agriculture Sector
Development Grant

The main burden of implementing the program will fall on the
Ministeries of Plan and Rural Development. They will need some a: ~iice by
contract staff to implement the Agriculture Sector Deve¢lopment Grant program,
since their well-trained staff are spread rather thin. They both have consid-—
erable talent for the economic policy staff, hut need some stengthening and
additional financial management and clerical assistance. Within the Ministry
of Plan the office of the National lnvestment Fund has had some familiarity in
commodity import programs. Currently the Canadians have an $18 million import
program in Niger., USAID has had ample experience with the offices of Evalua-
tion and Studies in the Ministry of Plan and Program and Studies in the Minis-
try of Rural Development. They both contain competent staff economicsts. It is
USAID's assessment that these offices will be able to coordinate the policy
reform program with some technical assistance.

Based on experience in other projects, it is USAID's belief
that coordination will be easier if it limits to the smallest possible number
of ministries and offices with which USAID works directly. Given the compart-
mentalized nature of the Nigerien ministries, this will still necessitate
inter-ministerial consultation at a fairly high level.

D. Program Impact

1, Macroeconomic Impact

The macroeconomic impact of the sector assistance will co:.
from the increased foreign exchange availability to the public sector and the
consequent increase in budgetary resources. The Nigerien economy benefits from
the program in the following ways:
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a, Economic and Financial Stabilization. The sector
assistance will contribute significantly to Niger's economic and financial
program currently in place. Through its budgetary support and increased
foreign exchange availability, the program makes possible for Niger to bring in
necessary imports without worsening the arrears situation. It would also ollow
Niger to raise the level of imports above which would have been if such assist-
ance were not available without having to resort to external borrowing or to
incur more arrears and risk violation of the IMF agreement. The policy reform
proposed under the sector assistance would contribute to the overall structural
adjustment effort. It is consistent with the present IMF conditionality as
well as the likely IBRD's Structural Adjustment Loan for the parastatal sector
reform. USAID's proposed policy reforms in agricultural input subsidies input
supply, pricing and marketing, and cross-border trade, are consistent with the
Government of Niger's overall structural adjustment program in reducing the
budget burden arising from subsidizing money-losing parastatals and the aim of
export diversification, particularly toward livestock and industrial crops.
USAID's proposed policy on agricultural credit through a careful study and
assessment of the present situation especially in the informal sector would
contribute to the Government of Niger's effort to develop an economically
viable agricultural credit system and to strengthen or eliminate parastatals
currently engaged in the delivery of agricultural credit. USAID's proposed
policy to encourage more cooperative/private sector involvement across a number
of activities in the sector would contribute to an overall increase in economic
efficiency by imposing market disciplines on parastatals which up to now have
the monopoly power. This increased efficiency should help prevent further
deterioration of the government financial situation. In the long run, it
should increase agricultural production and income.

b. Budgetary Support. The local currency generated from
the commodity import program will be deposited in a Special Local Currency
account and programmed in support of development activities in agriculture and
livestock. It would help improve the effectiveness of projects in the sector
which are currently operating below planned levels because of shortfalls in
recurrent cost financing or host country contributions. Such shortfalls are
due to the country's deteriorating public finance situation which constrains
the amount of budgetary resources allocated to the sector. With careful con-
sideration of the criteria to be used for local currency allocation as outlined
in Annex 0, the sectoral budget support from the program would contribute to
the maintenance and continued progress of previous and current investment
_efforts in the sector whose eventual effect would be to increase production and
income in the economy. The criteria to be used for the allocations of local
currency for recurrent cost financing would be to ensure that the stream of
benefits from financing ongoing investment activities is higher than that from
new investment activities forgone. The budgetary support through recurrent
cost financing will not go to finance activities which are not likely to
contribute to income generation activities and which will generate more
recurrent cost burden on the Government in the future. Furthermore, the se:tor
assistance, by financing recurrent costs and host country contributions
together with the planned technical assistance component, would also increase
the sector's absorptive capacity.
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c. Balance of Payments Effect., Because of Niger's moneta-
ry system, the CFA franc is essentially a hard currency. However, Niger is
also prevented from pursuing an autonomous monetary policy through the credit
ceiling, and allocation arrangements under the West African Monetary Union.
Niger cannot lower the commercial banks' required reserve ratio independently
or increase the currency in ciirculation without external resource inflows.

This is because there is a limit on the extent to which it can run down foreign
assets or borrow externally. With declining export earnings and capital
inflows, the large balance of payments deficit in 1982 was unsustainable,
Official foreign reserves were depleted to the equivalent of three weeks of
imports and payments arrears to banks enterprises increased. With the IMF
financial program, reduction of imports, and debt rescheduling, the balance of
payments deficit was reduced significantly. The sector assistance program
makes possible additional domestic credit expansion and imports without
worsening the overall balance of payments deficit, external debt situation, or
putting pressure on the price level. To the extent that the public sector uses
the additional resources from the program to import necessary investment goorls
for productivity dincreasing activities, the program would help minimize some of
the negative impact from import reductions due to balance of payments reasons.

2. Impact on Agricultural Production and Farmer Incomes

The impact of the program on agricultural production will
come from five sources:

a. The policy changes which accompany this sector grant
would eliminate some of the burden on available public seccor resources., The
savings from the reduction in losses resulting from the operations of the input
supply system and the grain marketing agency would stop diverting resources
that could otherwise be used in activities which would contribute to increased
agricultural production.

b, The policy changes in subsidies and input supply system
should result in more inputs available to the farmers, To the extent that more
input use leads to increased production, the policy changes contribute to
agricultural production. The beneficiaries of these policy changes will be
farmers whose demand the CA could not satisfy formerly because CA did not have
the resources to deliver the necessary inputs due to the excessively high level
of subsidy as well as the execution problem inherent in the present input
supply system. A majority of the beneficiaries are subsistence farmers in the
various productivity project zones of the five provinces and these farmers are
Niger's poor majority. The number of farmers who would benefit from this is
estimated at approximately 500,000,

c. The policy changes in grain marketing and pricing ana
the promotion of cross-border trade should encourage the evolution of coopera-
tives as marketing intermediaries and increase the opportunity for more priv-ai.
sector participation. The policy changes should also reduce the cost of
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managing the country's food reserves and increase farmer incomes and export
carnings from agricultural production.

d. While the agricultural credit study proposed here will
not affect agricultural production and farmers income directly, the outcuinc of
the study may contribute to the development of an economically viable agricul-
tural credit system in Niger which is presently in disarray but is considered
one of the constraints in agricultural production. To the extent that the
study leads to actions which help eliminate the constraint, it contributes to
agricultural production in the long run.

e. Increased effectiveness of projects in the sector. The
overall financial constraint resulting from the worsening economic situation
has led to a sharp reduction of the National Investment Fund which provides
host country's contributions and recurrent costs of ongoing projects. The
budgetary squeeze on the National Investment Fund has affected the operations
of projects in the sector because of the lack of necessary materials and sup-
plies. The local currency generated from the Sector Assistance will provide
financing of the missing items which would permit project personnel to function
at a more efficient level than would otherwise possible. 1In effect, the sector
assistance makes possible more effective absorption of previously committed aid
and past investment efforts in the sector.

IV, PROGRAM IMPLEMENTATION

a. Ouverall Implementation Responsibilities

The sector assistance program comprises two groups of activi-
ties: (1) policy implementation and its support activities; and (2) management
of local currencies derived from the grant.

1. Government of Niger

The executing agency representing the Government of Niger
will be the Ministry of Planning. A Secretariat will be created in the office
of the National Investment Fund of the Ministry of Planning. 1Its main function
will be to assist the Director of the National Investment Fund to coordinate
activities and prepare necessary reports and documentation related to the
program.

2. A.I.D

The Agricultural Development Office will manage the sector
assistance program and coordinate the program implementation with the Program
Office. A steering committee will be formed to provide technical support for
policy monitoring and evaluation, and the allocation of local currencies., The
committee comprises the Agriculture Development Officer, who will be the
chairman of the committee; a financial analyst from the Office of the Con-
troller; an agricultural economist; and a macroeconomist. The Mission
Director, with the assistance from the steering committee will make



- 64 -

determination regarding the disbursements of funds.
The responsibilities will include:

-~ monitoring the policy reform program and preparing
reports for USAID and A.I.D./Washington as required under this program;

-~ preparing and reviewing with the Government of Niger any
changes or revisions in the grant agreement;

—— coordinating and carrying out the necessary reviews and
evaluations to ensure that the policy reforms are properly implemented;

—- coordinating and reviewing proposals for the allocation
and approval of the local currency derived from the grant;

—- coordinating the allocation and use of local currency
proceeds generated from the program, including assisting the Government of
Niger prepare its proposals for the use of local currency;

—-— coordinating the review of expenditures from the special
local currency account for approved activities;

- coordinating with th2 Ministries of Plannina - . kural
Development to ensure that conditions precedent in the grant agreement are met.

The different entities responsibhle for tne implementation of
the program and their relationship are given in the organizational chart below.

B. Implementation of Policy Reform

Under the Agriculture Sector Development Grant, the Government of
Niger has agreed to modify its sectoral policies during the life of the rrogram
in the areas of pricing and marketing, input subsidies, input supply system,
credit, and border trade with Nigeria, and cooperative and private sector
promotion. The specific actions to be carried out to achieve the policy ob-
jectives are described in the Program Description (Section II) of this document.

1. Implementation Responsibilities

Government of Niger

The Ministry of Rural Development, Office of Program and
Studies in coordination with the Ministry of Planning, will be the agency for
policy implementation. Thils will consist of the following responsibilities.

~— monitoring the program of policy reforms;

-- carrying out the necessary policy studies, assessment,
seminars or workshops aimed at achieving intended policy reforms;
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~- ensuring or coordinating the issuance of necessary admin-
istrative decrees for policy implementation from appropriate ministries or
agencies;

~- coordinating inter-ministerial reviews and evaluationc of
the policy reform program.

A.I.D

The Agricultural Development Office, with the support from
the steering committee, which comprises USAID Agricultural Development Officer,
a Financial Analyst, an Agricultural Economist, and a Macroeconomist, will be
responsible for:

—— monitoring the policy reform program &nd preparing reports
for USAID and A.I.D./Washington as required under this program;

—-— preparing and reviewing with the Government of Niger any
changes or revisions in the grant agreement;

—— coordinating and carrying out the necessary reviews and
evaluations to ensure that policy reforms are properly implemented.

2. Implementation Schedule

The policy implementation schedule is provided below with the
assumption that the sector assistance program will have been authorized by
A.I.D./Washington in June 1983.

Action Month/Year

Grant Agreement signed. . . . . . . . . . . July 1984

Recruitment of advisors for policy
implementation begins . . . . . . . . . . . August 1984

Request for Technical Assistance
proposal issued . . . . . . . . . . . . . . October 1984

Reduction of the level of subsidy

on any input to no more than 50

percent of its full delivered cost

begins. . . . . . . . . . . . . . . . . . , October 1984

Plan for study of individual agri-
cultural input subsidy reduction
is prepared and reviewed with USAID. . . . November 1984



Action

Terms of reference for agricultural
credit study prepared and reviewed
with USAID. . v e

Recruitment of agricultural credit

study team begins........... ... .. ... ...,

Request for proposal for the agrichltural

credit study dissued.

Semi-annual progress report sub-
mitted and reviewed.

Long-term TA contractor for policy
implementation arrives. .o

Plan for other necessary policy
studies or pilot experimental pro-
grams related to the implementa-
tion of policy reforms prepared

and reviewed with USAID for action.

System of tenders and sealed bids
for OPUN's purchase and sale
initiated.

Contract for village/cooperative
grain storage system initiated,

Agricultural credit study team
arrives. e e e e

Changes in administrative pro-
cedures and requirements in order
to facilitate livestock exports,
remove SONARA monopoly on cowpeas,
and reduce inequity between large
and small herders begin,

Semi-annual progress report sub-
mitted and reviewed.

Weekly radio broadcasts of market-—
ing situatiun reports initiated.

Administrative decrees issued/
announced for liberalizing inter-
nal primary grain marketing.

Month/Year

November 1984

December 1984

December 1984

.December 1984

January 1985

February 1985

.March 1985

March 19856

.March 1985

May 1985

June 1985

.Juhe 1985

.June 1985



Action

Implementation of policy to allow
the purchase of partial animal
traction package instead of the
entire package begins. . .

Plan of action for next fiscal
vear to reach policy targets pre—
pared. e e e e

Semi-annual progress report sub-
mitted and reviewed.

Uniform national pricing of
cereals abandoned.

Agricultural credit study com-
pleted. .o .

15 district-level (arrondissement)
markets covered by the radio broad-
casts.

Average rate of subsidy on agri-
cultural inputs reduced to 35 per-
cent. .o

Semi-annual progress report sub-
mitted and reviewed.

Independent mid-term evaluation.

Plan of action to reach policy
targets for next fiscal year pre-
pared.

20 percent of OPUN reserve stock
replenishment/turnover made through
tenders and bids from cooperatives
and merchants accomplished.

Semi-annual progress report sub-
mitted and reviewed.

25 percent of OPUN reserve stock
replenishment/turnover made through
tenders and bids from cooperatives
and merchants accomplished,

Month/Year

,June 1985

.August 1985

.December 1985

.April 1986

May 1986

.June 1986

June 1986

.June 1986

.June 1986

.July 1986

December 1986

.December 1986

June 1987



Action Month/Year

Village-level storage of OPUN's
grain stock rises toward the target
of 5,000 tons. . . . . . . . . . + . . . . .June 1987

Semi-annual progress report sub-
mitted and reviewed. . . . . . . . . . . . .June 1987

20 district-level markets covered
by radio broadcasting. . . . . . . . . . ., .June 1987

Average rate of subsidy on agri-
cultural inputs reduced to no more
than 25 percent. . . . . . . . . . . . . . .July 1987

Preparation for plan of action to
be undertaken during the next fiscal
year to reach policy targets begins. . . . .July 1987

Semi-annual progress report sub-
mitted and reviewed. . . . . . . . . . . . .December 1987

Village-level storage reaches
6,000 tons. . . . . . . . . . . . . .+ .+ . . lune 1988

75 percent of all district-level
markets covered by radio broadcasting. . . .June 1988

Average rate of subsidy on agri-
cultural inputs reduced to no more

than 15 percent. . . . . . . . . . . . . . .June 1988

Semi-annual progress report sub-

mitted and reviewed. . . . . . . . . . ., . .June 1988

End-of-Program evaluation. . . . . . . . . .December 1988
C. Conditional Dollar Disbursements

The dollar disbursements for local currency generation under this
ilector assistance program will be conditional on the evidence of the Government
f Niger's progress in carrying the policy reform program in the agriculture
ector as described in Section II.C and IV.B. The funds will be disbursed in
our tranches of $10 million, $7 million, $10 million, and $5 million during
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fiscal 1984-1987. The first tranche will be made available after the initial
Conditions Precedent have been satisfied. The next three tranches are
conditional on the evidence that the Government of Niger has made satisfactory
progress in implementing the required policy changes. The indicators of
performance criteria to which the dollar disbursements are tied are given in
Table 3. These indicators are intended as targets toward which the policy
reform program will move. Disbursements shall occur after notification by
Letter of Implementation that Conditions Precedent for disbursement have been
satisfied, and after the Government of Niger has submitted to AID a written
request for the disbursement of the grant. Disbursements will be made via
electronic transfer from the U.S. Treasury to a commercial bank in the United
Stazes to be transferred to Niger's Central Bank in local currencies.
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Table 3

Performance Criteria Indicators and Targets

Indicators of Progress Made in
Policy Changes Targets of Policy Reforms

End-of-Year Progqram Year 1 (June 1985)

A new method of setting subsidies 1. The level of subsidy on any

adopted. The level of subsidy will input reduced to no more than
be a fixed amount per item instead 50 percent of its full delivered
of a general operating subsidy cost,

for input manufacturing or input
supply entity.

The restructuring of the Input Supply 2. The rate of subsidy is

Agency (CA) is progressing toward a declining toward a maximum
cooperatively owned input supply average level of 15 percent
entity of delivered costs.

Administrative decrees issued and
announced for liberalizing internal
primary grain marketing.

System of tenders and bids for OPUN's
purchase and sale initiated,

Weekly broadcasts of marketing situation
reports initiated.

Contract for village/cooperative
grain storage system initiated.

Agricultural credit study initiated.

End—-of-Year Program Year 2 (Junc 1986)

Administrative and fiscal controls of 1. Average rate of subsidy on

border trade with Nigeria (particularly agricultural inputs reduced
in livestock and crops) reduced. to no more than 35 percent
Policy allowing farmers to purchase 2. The level of OPUN reserve
partial animal traction package on stock replenishment/turnover
credit adopted made through the tender

gsystem increases toward the
target of 20 percent.

OPUN's involvement in urban cereals 3.The level of OPUN grain
markets at the retail level reduced. stored at village level increasecs
toward the target of 2,000 tons,



4.

Indicators of Progress Made in

Policy Changes Tarqgets of Policy Reforms

Agricultural credit study completed. 4,

Uniform national pricing of cereals
abandoned.

No regression on previously achieved
performance indicators.

Satisfactory performance in the
allocation and disbursement of local
currency.

15 district-level
(arrondissement) marketc
covered by radio broadcasts
of grain marketing situa-
tion.

End-of-Year Proqram Year 3 (June 1987)

Continued progress in liberalization 1.

of border trade with Nigeria.

Appropriate policy/program of action 2.

to promote the development of rural
financial markets initiated.

No regression on previously achieved 3.

performance indicators.

Satisfactory performance in the 4.

allocation and disbursement of local
currency.

Average rate of subsidy

on agricultural inputs
reduced to no more than 25
percent of delivered costs.

The level of OPUN reserve
stock replenishment/turnover
made through the tender
system increases toward the
target of 25 percent.

The level of OPUN grain
stored at village level
increases toward the target
of 5,000 tons.

20 district-level markets
covered by radio broadcasts
of grain marketing situa-
tion.

End~of-Year Program Year 4 (June 1988)

Continued progress in liberalization 1.

of border trade with Nigeria.

Average rate of subsidy on
agricultural inputs reduced
to no more than 15 percenr*
of delivered costs.



Indicators of Progress Made in

Policy Changes Targets of Policy Reforms
2. Continued progress in privatizing the 2. The level of OPUN reserve
agricultural input supply system. stock replenishment/turnover

made through the tender
system increases toward the
target of 40 percent.

3. Progress made in the implementation of 3. The level of OPUN grain
policy/program for the development of stored at village level
rural financial markets. increases toward the target

of 6,000 tons.

4., No regression on previously achieved 4, 75 percent of all district--
performance indicators level markets covered by

radio broadcasts of grain
marketing situation.

D. Local Currency Management Procedures and Implementation
Sthedule

An equivalence of $29.0 million in CFA francs will be generated f{rom
this sector assistance program ($12.0 million from SDP and $17.0 v > _n from
ESF). The local currency will be used to support recurrcnt cost and host
country contributions of development activities and activi' .es contributing to
the implementation of the policy reforn program . No current cost support will
be given to activities which would create excessive additional recurrent cost
burden to Niger in the future. This implies that ongoing development
activities which are likely to generate income and revenue will be given higher
priority. The criteria for the allocations of the local currency as agreed
upon under the ESF-funded Niger Rural Sector Development Grant signed in
August, 1983 will be applied for this sector grant with slight modifirati»n to
reflect the emphasis on policy reform. Annex O contains the local currency
allocation criteria.

A special account has already been established for the local
currency. The local currency in this account is considered additional but
separate resources for the National Investment Fund. The allocations of the
local currency will be determined by the Counterpart Management Committee. n
local currency trust fund equivalent to 5 percent of the total currency
generated from the program will be earmarked for USAID's use.

The Government of Niger and USARID have also agreed on the
establishment and composition of a committee for the local currency
management. The committee is called the Counterpart Management Committee which
consists of five members, one representative from each of the following:
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Government of Niger: Ministry of Planning (Office of the National
Investment Fund)
Ministry of Rural Development (Office of the
Program and Studies)
Ministry of Commerce and Transport
Ministry of Finance

A.I.D.: USAID/Niger, Agricultural Development Office

The joint Government of Niger/USAID Counterpart Management Committee
will review and rank order proposals for financing from the local currency
special account. Following the review, the Committee will make written
recommendations for the approval to the Director of the National Investment
Fund and to USAID. No funds can be transferred from the special account
without both the A.I.D. Mission Director and the Director of the National
Investment Fund/Ordonnateur Delegue of the Ministry of Planning having
countersigned the approval document,

The schedule for local currency management is given below:
Grant Agreement signed. . . . . . . . . . .July 1984

Conditions Precedent to local
currency disbursement met. . . ., . . . . . August 1984

Condition Precedent to initial
disbursement met. . . . . . ., . . . . . . .September 1984

RFP for TA services issued. . . . . . . . .Septamber 1984

Contract for assistance to the
management of local currency
account awarded. . . . . . . . . ., . . . . November 1984

lst proposed plan for local
currency use prepared. . . ., . . . . . . . December 1984

Ist local currency proposed plan
reviewed and approved. . . . . . . . . . . December 1984

Disbursement of local currency
under 1st dollar disbursement
tranche begins. . . . . . . . . . . . . . .January 1985

Semi-annual report submitted
and reviewed. . . . . . . . ., . . ., . . , .June 1985



Activities

lst senior Government of Niger/
USAID management annual program
review and assessment. .

2nd proposed plan for local
currency use prepared.

2nd proposed local currency use
plan reviewed and approved.

Disbursement of local currency
under 2nd dollar disbursement
tranche begins.

Semi-annual report submitted
and reviewed. .

Joint Government of Niger/USAID
review of the local currency
management and procedures and
revised/update allocation plan.

Semi-annual report submitted
and reviewed.

Independent mid-term evaluation..

2nd senior Government of Niger/

USAID management annual program

review and assessment.

3rd proposed plan for local
currency use plan reviewed and
approved.

Disbursement of local currency
under 3rd dollar disbursement
tranche begins.

Semi-annual report submitted
and reviewed.

Semi-annual repori{ submitted
and reviewed.

4th proposed plan for local
currency use prepared,

Month/Year

June 1985

July 1985

.August 1985

.November 1985

.December 1985

.March 1986

.June 1986

.June 1986

July 1986

.August 1986

.October 1986

.December 1986

.June 1987

July 1987



Activities Month/Year

4th proposed plan for local
currency use plan reviewed
and approved. . . . . . . . . . . . . . . .August 1987

Disbursement of local currency
under 4th dollar disbursement
tranche begins., . . . . . . . . . . . . . .October 1987

Joint Government of Niger/USAID

review of the local currency

management and procedures and

revised/update allocation plan. . . . . . .May 1988

Semi-annual report submitted
and reviewed. . . . . . . . . . . . . . . .June 1988

24th senior Government of Niger/
USAID management annual program

review and assessment. . . . . . . . . . . June 1988
End-of-Program evaluation. . . . . ., . . . December 1988
E. Other Foreign Exchange Component of the Program

In addition to the dollar disbursements for local currency
generation $1.5 million of the sector grant will be for foreign exchange costs
of technical assistance and $1.5 million will be for policy studies, and
related seminars or workshops together with in-service training and support, as
well as evaluation. These funds will be programmed using budget allocation
Project Implementation Letters, PIO/Ts, PIO/Ps, and standard DA project
implementation documents.

The technical assistance component will include long-term
assistance (8 person-years) for assisting Government of Niger and USAID in
monitoring and evaluating policy changes to be undertaken under this sector
assistance program as well as managing the local currency program. Forty
person-months have also been programmed for short-term technical assistance. A
total of $1.5 million earmarked for financing policy studies and seminars or
workshops to promote policy discussion as well as in-service training and
support and evaluation. The foreign exchange component for policy studies will
finance consultants/specialists undertaking the studies. These consultants
could be expatriates as well as Nigeriens themselves. A total of $350,000 is
earmarked for short-term training and support to strengthen policy analytic
capability in the Ministry of Rural Development and/or appropriate ministries/
agencles., A total of $150,000 1is set aside for evaluation purpose. Host
country contract mode and/or contracting through buy—-in arrangements with the
already established centrally funded program will be used.



- 76 —

Possible areas in which support policy study and implementation
will be needed include: informal agricultural credit study; establishment of
the tender system for grain marketing; establishment of market information
services; and agricultural input subsidy study. The detailed work plan and
terms of reference for these policy study and implementation will have to be
worked out with the Government of Niger following the signing cf the grant
agraement.

F. Monitoring and Reporting

The monitoring of the program implementation under this sector
assistance includes: (1) monitoring of the policy reform program; and (2)
monitoring of the local currency program,

Monitoring of Policy Reform

The Office of Program and Studies of the Ministry of Rural
Development, in coordination with the Office of Planning and Program of the
Ministry of Planning, will be responsible for the monitoring and reporting on
the progress (or problems) toward the implementation of the policy reforms.
Semi-annual reports, joint reviews, and annual evaluations of the program will
be required. Technical assistance will be provided from the technical
assistance component of this sector grant. A policy analysis and moritaring
unit will be set up in the Office of Studies and Program of the ™’ -y of
Rural Development. This unit will have the main task 2{ monitoring and
evaluating the effects of policy changes to be carried out under the program.

Following the signing of the sector assistance program, a Needs Assessment
Team (NAT) will be contracted to work with the Office of Program and Studies
of the Ministry of Rural Development to assist the Ministry in setting
appropriate systems for effective monitoring, coordination, and evaluation of
impact from policy changes and in developing a policy enalysis unit. Two
long-term advisors will be provided to the unit under this sector granti
They will assist the unit to carry out the following duties:

1. identify relevant data to be used in the evaluation and
determination of progress made in the implementation of the policy reform

program;
2. collect the data considered above;

3. assist the Office of Program and Studies in the preparation
of necessary reports to be used as inputs in the review, assessment, and
determination of whether the conditions precedent related to policy reforme
have been satisfactorily met;

4. assist the Office of Program and Studies prepare terms of
reference for necessary policy studies, and promote policy debates, seminars,
and workshops in order to increase the awareness of the significance of
appropriate policy framework;
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5. provide continuing analysis and evaluation of the effects of
policy changes on resource allocation, government finance, and agricultural

production;

6. following the analysis and impact evaluation, make
recommendations as to the need to modify the policy reform targets and to
mitigate any unforeseen negative effects of the policy changes;

7. coordinate and assist other ministries or governmental
agencies involved in the implementation of the policy reform program; and

8. provide training aimed at transferring skills in economic
policy analysis, formulation, and monitoring to the Nigerien counterparts in
order to develop the policy analytic capability in the Ministry of Ruri?
Development..

9. prepare required reports for both the Government of Niger and
for USAID.

The long-term advisors will include: (1) a senior economist with
strong background and experience in area of economic policy, preferably with a
Ph.D. and fluent in French (equivalent to FSI 3+ in both speaking and
reading); (2) an economist with strong backgrounds in data collection, data
management and statistical techniques, training or experience in the areas of
agricultural economics in West African countries, a good understanding of
socio-economics in West African countries, and fluent in French (equivalent to
FSI 3+ in both speaking and reading). The long-term technical assistance will
be supplemented by short-term technical assistance for specific studies or
evaluations as needed.

The policy analysis unit will work closely with the Agricultural
Development Office of USAID/Niger in monitoring the implementation of the
policy reform program. A steering committee to be chaired by the USAID/Niger
Agricultural Development Officer will be formed to provide recommendations to
USAID senior management in determining whether satisfactory policy actions
have been taken to meet the conditions precedent for subsequant dollar
disbursements. The committee comprises Mission's agricultural and program
economists, a financial analyst from the Controller's Office, and others
(including TDY's from AID/W) as may be deemed appropriate by the committee's
chairman,

Annual review and assessment between the Government of Niger and
USAID senior management will be held to discuss the progress made or problems
encountered in the policy reform program. Such reviews will provide the basis
for determining subsequent disbursements of funds under this grant. They will
also provide an opportunity to make necessary adjustments or to correct any
errors made during the design or implementation of the program.
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The Mission Director, with the inputs from the USAID steering
committee and the Ministry of Rural Development's policy analysis unit will
make the determination as to whether necessary conditions precedent for
subsequent dollar disbursements have been met or whether modifications of the
policy reform targets are needed. AID/W will be informed of the decision with
necessary documentation to support the decision. Any decision involved
substantive modifications of the program will be deferred to AA/AFR pursuing
the delegation of authority from the AID Administrator.

Monitoring of lLocal Currency Program

The Secretariat will be set up in the Office of the National
Investment Fund of the Ministry of Planning. 1his office will be responsible
for reports on the local currency allocation and management which would
include annual audits of the local currency special account. The Office will
also coordinate the preparation, call meetings, and review of requestes for
use of the local currency account. It will be the coordinating office and be
responsible for ensuring that the local currency management procedures and
implementation schedule as described in Section IV.D above are followed.
Technical assistance in the form of financial management and accounting will
be provided to ensure proper record and book keeping.

G. Financicl Plan

Table 4 shows the schedule of obligatios.s of funds and their
sources. A total of $29.0 million is plilanned for dollar disbursements for
local currency generation. The dollar disbursements will be made available to
the Government of Niger in four tranches of $10 million, $7 million, $10
million, and $5 million during fiscal 1984-87. The disbursement of funds will
be tied to evidence of the progress in the implementation of the policy reform
program.

Dollar disbursements will be made via electronic transfei'. The
transfers will be made as follows:

1. A.I.D. and the Government of Niger will sign the Grant
Agreement with certain policy performance indicators used as
conditions precedent for the dollar disbursements;

2. After the Government of Niger has satisfied conditions
precedent, the U.S. Treasury will be requested by M/FM/BFD,
based on documentation provided by USAID/Niger, to disburse
dollars to Citibank, New York;

3, Citibank, New York will transfer to Citibank, Niamey, Niger,
the funds with instructions to notify USAID/Niger and {he
Government of Niger (Treasury of Niger);

4, Local currencies equivalent to the dollar disbursements«. 1:
5% for USAID/Niger's Trust Fund, will be deposited in a
Special Local Currency Account with the West African
Monetary Union Central Bank in Niamey, Niger.



- 79 -

The $3 million budgeted for technical assistance, policy
studies, in-service training, and evaluation will be fully obligated in fiscal
1984 and is not subject to the policy reform program. Host country contract
mode and/or contracting through buy-in arrangements with the already
established centrally funded program (such as, the existing Agricultural
Policy Analysis Project managed by AID/W, Office of Science and Technoloqgy)
will be used. The method »f financing will be direct payment . Table 5 shouis
an illustrative financial glan for disbursements under the program.
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Table 4
Obligation of Funds
($000)
FY 1984 FY 1985 FY 1986 _._FY 1987 Total
SOP ESF SDP ESF SDP ESF SDP ESF SDP ESF
Dollar Disbursements 2,000 5,000 - 7,000 5,000 5,000 5,000 - 12,000 17,000
Technical Assistance:
Long-term 1,000 — - —_— - - - — 1,000 -
(8 person year)
Short-term 500 - - - - - - - 500 -
(40 person months)
Policy Studies, Work- 1,000  —- _— - - -_— - - 1,000 -
shops, and Seminars
In-Service Training 350 —_ - - —_ —_ - —-— 350 —_
Evaluation 150 - - - -— - - - 150 -
5,000 5,000 - 7,000 5,000 5 0 5,000 - 15,000 17,000




DA

Dollar Disbursements
of which: USIAD
Trust Fund

Technical Assistance:
Long-term
(8 person year)
Short-term
(40 person months)

Yolicy Studies/Workshops
and Seminars

Iln-Service Training

Evailuation

Table 5
Illustrative financial Plan
(Disbursements)
($000)
FY 1984 FY 1985 FY 1986 FY 1987 FY 1988 Total
SDP ESF SoP ESF SDP ESF SDpP ESF SDP ESF SDP ESF
- 500 1,000 7,000 4,000 7,000 5,000 2,500 2,000 - 12,000 17,000
- (25) (50) (350) (200) {350) (250) (125) (100) — (600) (850)
100 — 300 - 300 - 300 - - - 1,000 -
50 - 130 - 100 - 120 - 160 - 500 -
50 - 250 —_ 250 - 300 - 150 - 1,000 - N
TN
50 - 100 - 100 - 50 - 50 - 350 - —
- - 70 - - - 80 - - - 150 - \
250 500 1,850 7,000 4,750 7,000 5,850 2,500 2,300 -— 15,000 17,000

SmEEEE EZTEXS



EVALUATION PLAN

The evaluation plan for this sector assistance is designed to provide
independent assessment of the program's progress toward its purpose and offer
opportunities to re—evaluate the assumptions and underlying analysis upon which
the program is based. The evaluation will also offer a chance to correct any
errors made during the design or implementation of the program. Two
evaluations are scheduled for this program. A mid-term evaluation will take
place at the end of the second year of the program. An end-of-program
evaluation is scheduled six months after the program activity completion date.
These evaluations will supplement the annual review and assessment between
senior Government of Niger officials and AID management. A total of up to
$150,000 is budgeted for these two evaluations.

The mid-term evaluation will focus on the implementation of policy
reforms, the use of local currency, and other appropriate administrative and
management matters., The evaluation will assess the achigvement (or failur~) in
carrying out the scheduled policy changes, and the management and use of local
currency. It will identify the reasons (or problems) for the program's
achievement (or failure), and proposed appropriate means for continuing the
success or measures to correct the problems. The mid-term evaluation outcome
will be a critical input for improving the program implementation or for
revising the program implementation plan.

The end-of-program evaluation will attempt Lo as<ess tne contribution
of the program to the Government of Niger's qoal of incrrasing productivity in
agriculture and livestock and the strengthening of its infrastructure and
institutional bases in promoting the adopltlon of agricultural innovations as
well as its impact on government finance, balance of payments, and other
macroeconomic effects. Since changing the policy environment is only one of
the contributing factors in productivity increase and growth in the sector, the
direct impact of the program must be viewed from the point of view of how the
program contributes to an improved resource allocation and the ability Lf the
government to sustain and continue development activities in the sector, and
avoid the stop-gqo phenomenonr at the time of declining public sector resources.
Furthermore, it is possible that it may be too early to evaluate the impact of
policy changes on productivity and growth. The evaluation will also assess the
ability of the Nigerien Government to implement difficult policy changes, 1its
policy analytic capability in the sector, and its administrative, political,
and organizational constraints and strength to carry out a program of policy
reforms. The lessons learned from this evaluation will provide the basis for
AID's continuation or future decision in the type and form of assistance for
the sector,

VL. CONDITIONS PRECEDENT, COVENANTS AND NEGOTIATING STATUS

In addition to the standard Conditions Precedent (legal opinion,
specimen signatures, and designation of authorized representatives), the
following conditions precedent and covenants will be included in the granti
agreement.
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A. Conditions Precedent to Initial Disbursement:

Prior to the first disbursement of U.S5. dollars under the Grant,
the Grantee will furnish to A.I.D.: (1) evidence that a "Special Local Currency
Account" has been established in a bank of the Government's choice for tho
deposit of local currency equivalent to the dollar disbursements under tnc
grant; and (2) a plan for implementation of the proposed policy changes to he
effectuated prior to disbursement of the second tranche of U.S. dollars.

B. Conditions Precedent to Subsequent Disbursement:

1. Prior to the disbursement of the second tranche of U.S.
dollars under the Grant, the Grantee shall, except as the Parties may otherwise
agree in writing, furnish to AID evidence that the Grantee has carried ~ut the

following:

‘ a. The maximum level of subsidy on any agricultural input
shall be reduced to no more than 50 percent of the delivered cost.

b. Taken appropriate measures, including the issuance of
administrative decrees and establishment of a system of tenders and bids for
OPUN grain reserves to permit cooperatives/private traders in the marketing of
grain including during the OPUN buying campaign period.

c. Taken appropriate measures to establish and promote
village level grain storage through arrangements with cooperatives.

d. Initiated an agricultural credit study.

e. Taken appropriate actions to reduce significantly
administrative and fiscal controls on border trade, particularly with respect
to exports of livestock and cowpeas.

f. Prepared a plan for implementation of policy reforms to
be accomplished prior to disbursement of the third tranche of U.S. dollars.

2, Prior to the disbursement of the third tranche of U.S,.
dollars under the Grant, the Grantee shall, except as the Parties may otherwise
agree in writing, furnish AID, in form and substance statisfactory to AID,
evidence that the Grantee has carried out the following:

a. Reduced the average -'ate of subsidy on agricultural
inputs toward the target of 30 percent.

b. Taken appropriate actions to develop the Agricultural
Input Supply Agency (Central d'Approvisionnement - CA) toward a cooperatively
owned input supply entity in competition with other merchants and traders i..
the private sector.
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c. Abolished uniform national pricing for cereals.

d. Increased the use of the tender system for purchases
from and sales of OPUN's grain-reserves toward the goal of 40-50 percent of the
total reserve by the end of the sector assistance program.

e. Increased the use of village level grain storage toward
the goal of 6,000 tons of grain stored at village level through cooperative
Frrangement.

| f. Completed agricultural credit study.

g. Prepared a plan for implementation of policy reforms to
be acccemplished prior to disbursement of the fourth tranchea of U.S. dollars.

3. Prior to the disbursement of the fourth tranche of U.S.
under the Grant, the Grantee shall, except as the Parties may otherwice
n writing, furnish to AID evidence that the Grantee has carried out the
Fo. wing:

a. Reduced the average level of subsidy on agricultural
inputs to the range of 25-30 percent.

b. Taken actions to mak. the Agricultural Inp+ obly
Agency (CA) moved closer to an autonomous ccoperatively oaer entaiiy and
ansured that existence of competition between the CA and pri.ace traders by not
yranting CA a monopoly, de jure or de facto, for supplying unputs.

c. Continued and maintained the competition in grain
narketing and further increased in the use of the tender system for OPUN's
jrain reserves and in the use of village level storage.

d. Maintalned and promoted free border trade, particuilarly
In livestock and cowpeas.

e, Taken appropriate action, 1in accordance with the
:onclusions and recommendations of the agricultural credit study, to encourage
the development of rural financial markets.

C. Conditions Precedent to Disbursement of Local Currency Generated:

1. No funds shall be released from the Special Local Currency
ccount until a joint Grantee/AID Counterpart Management Committee has been
ormed and is functionable.

2. No funds shall be released from the Special Local Currency
ccount until criteria and procedures for approving allocations to projects or
ctivities determined to be eligible recipients of local currency financing
ave been mutually agreed to in writing by the Parties.



D. General Covenants

1. Continuance of Actions taken by Grentee in
Satigsfaction of Conditions Precedent:

The Grantee shall not in any way discontinue, reverse cr
otherwise impede any action 1t has taken in satisfaction of any condition
precedent set forth in sections VII. A and B above except as mutually agree to

in writing by the Parties.

2. Use of Local Currency:

The Grantee will establish a Special Local Currency Account
in the bank of its choice and deposit therein currency of the Governmert of the
Republic of Niger in amounts equal to the dollar disbursement. Funds in the
Special Local Currency Account may be used for such purposes as are mutually
agreed upon by A.I.D. and the Grantee, except that 5 percent (5%) of such funds
shall be deposited in a Local Currency Trust Fund Account to be administered by
A.L.D. for program activities which will be identified by A.I.D. in Program
Implementation Letters, The Local Currency Trust Fund Account shall be
solelycontrolled oy A.I.D.

3. Tenets Governing Use of Local Currency:

The Grantee shall adhere to the following tenets with
respect to the use of local currency generated under the Grant:

a. except as agreed to in writing by the Parties, local
currency generated under the Grant shall be used only to finance the following
in order of priority:

(1) activities or projects contributing to the
implementation of policy reforms or modifications in the agriculture and
livestock sector required under the Grant or as otherwise agreed to by the
Parties;

(2) recurrent or local costs of A.I1.D.-financed
agricultural or livestock projects;

(3) recurrent or local costs of other donor-financed
agricultural or livestock activities or projects which compliment or supplement
A.I.D, projects;

(4) extensions or continuations of activities or
projects under implementation in the agricultural and livestock sector which
will contribute to the rapid increase in productivity and irncome of the rural
population,

b. The Government of Niger agrees to provide evidence that
the funds provided by A.I.D. under the Grant will be considered as additional
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‘esources for the National Investment Fund (FNI) but to be constituted
ieparately, and not a substitute for the Government of Niger's own budgetary

‘esources.,

c. The Government of Niger agrees to maintain necessary
wooks, records, and reports for the local currency account, and to give the
'ight to audit these books, records, and reports to A.I.D.

d. The Government of Niger agrees to refund to the Special
.0cal Currency Account any local currency not used for agreed upon purposes,
'Xcept as the parties may otherwise agree in writing.

E. Negotiating Status

Under the FY-1983 ESF-funded Rural Sector Development Grant
'683-0247), the Government of Niger had agreed to discuss and develop the means
:0 implement the proposed policy changes. During the design stage of this
)rogram assistance, USAID design team held a number of meetings with the
overnment of Niger officials to debate and work out specific policy
mplementation plan. A draft of thls document has been reviewed by the
overnment of Niger and the present document incorporates some of their
.oncerns.

USAID has received a letter of request for assistance v | the
overnment of Niger and has reached a general agreement nn the proposed policy
hanges. There remains, however, to be negotiated a few detuiled
mplementation procedures, the policy targets, and the time frame for achieving

he policy objectives,
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ANNEX A

LOGICAL FRAMEWORK Life of Project:
From FY 1984 to FY 1987

Project Title and Number: Ag-iculture Sector Development Grant Total U.S. Funding: §15,G00,000 (SDP)
683-2046/0247 $17,000,000 (ESF)
NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS
Program or Sector Goal:
1. To assist the GON 1. No further deterioration in the GON statistics and IMF 1. IMF program imple-
achieve its economic country's balance of payments economic reports and as- mented and addi-
and financial stabi- and budget deficits and debt sessment. tional external
lization program situation. donor assistance
currently in place available.
under the IMF
auspices.
2, To contribute to the 2. Increased crop production and -] GON reports, surveys, 2. GON commictment to
goal of increasing farmer incomes. and independent evalu- increasing food
food production and ations and assessments. production remains
farmers income. high priority.

3. Climate, rainfall,
soil, and other
natural environ-
ment do not change
drastically.

4, Higher yield seed
varieties will be
developed under
current GON and
donor-f inanced
projects.

5. Agricultural tech-
nical packages are
effective in in-
creasing produc-
tion and are
accepted by far-
mers.
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NARRATIVE SUMMARY

OBJECTIVELY VER. IABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIQONS

Program Purpose

To assist Niger continue
its development activi-
ties in the sector in
l11ght of the reduced
level of budgetary re-
soruces and the austerity
effort currently in
place:

—- To promote the imple-
mentation of growth-
oriented agricultural
policies in the mar-
keting of agricul-
tural outputs and in
the supply of agri-~
cultural inputs
through increasing
use of market incen-
tives and competition.

-— To provide additional
resources to the ag-
riculture sector in
order to maintain
existing investment
activities and raise
the level of the
sector's absorptive
capacity in view of
the country's macro-
economic and finan-
clal situation.

Conditions indic ing purpose has

been achieved:

1. More agricultu: il inputs are
made available to farwers at
prices which reflect benefits
to the economy.

2. The role of the Official
Agricultural Input Supply Agency
is reduced and transformed to-
ward a cooperatively owned
agency in competitior with other
cooperatives and private traders.

3. Operating losses of the Grain
Marketing Agency are reduced by
30 to 50 percent of the average
1981-1983 losses.

4. Cross~border trade in livestock,
cowpeas, and other agricultural
products increase.

5. Development activities supported
by the recurrent cost funding
from the program continue to
progress toward their objec-
tives.

Ministry of Rural De-
velopment reports and
surveys.

Ministry of Planning
evaluation reports.

Grain Marketing Agency
reports.

1o il ey A m———— 4 — o

1. The increased use
of market incen-
tives and more com-
petiion improve
resourc allocation.

2. Dollar Disbursements
Program is func-
tional and gener-
ates the local
currency as plan-
ned.

3. Local currency
generated from the
program 1is used to
finance activities
which contribute
directly or in-
directly to in-
crease agricultural
productivity and
the sector's ab-
sorptive capacity.




NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Outputs:
1. Reorientation of the

agricultural input
subsidy policy and
restructuring of the
Official Input Supply
Agency achieved.

2. Promotion of competi-

tion in grain market-
ing through the
liberalization of of-
ficial marketing and
pricing policies
achieved.

Conditions indicating outputs have

been achieved:

1. Level of subsidy on any input

reduced to no more than 50 per-
cent of its full delivered cost.

Rate of subsidy declines to a
maximum average of no more
than 15 percent.

Significant progress made in the
restructuring of the O0fficial
Input Supply Agency toward a
cooperatively owned input sup-
ply entity.

Removal of all restrictions and
fiscal impediments, except re-
quirements for professional
licensing, on the movement of
grain within the country.

o o eans woass
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Government decrees, re-
ports and surveys from
Hinistries of Rural
Development, Commerce,
Finance, Planning,
Official Grain Market-
ing and Input Supply
Agencies.

Sector Assistance Pro-
gram records, evalu-
ation reports, and
special studies.

i. Farmers are re-
sponsive to
economic incen-
tives both in the
use of agricul-
tural inputs and
in their decision
to produce and
market their out-
puts.

2. The response from
cooperatives and
private sector is
adequate in ensur-—
ing competition in
both the marketing
of agricultural
outputs and supply-
ing agricultural
inputs.

3. The GON continues
its commitment to
develop self-
managed coopera-
tives and encourage
private sector de-
velopment.

4, Cooperatives and
private sector are
responsive to the
opening up cof mar-
keting opportunity
in both the agri-
cultural outputs
and inputs.



NARRATIVE SUMMARY

OBJECTIVELY VERIFI: LE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

5. The role of 0ffi. al Grain
Marketing Agency -2 urban mar-
kets is reduced toward that of
managing food reserve stock at
the wholesale level, food aid

handler, and supplicr nf cereals

to collective consumers.

6. A system of tenders and bids is

established by the Official

Grain Marketing Agency in order
to encourage competition in the

purchases and sales of grain
from the Agency; the target
level is 40 percent of the
Agency's total transactions
during the life of this sector
assistance program.

7. Village level grain storage
through arrangements with co-
operatives established and
functional; the target level
is 6,000 tons during the life
of this sector assistance pro-
gram,

5.

Cooperatives have
adequate storage
capaclity and are
able to manage the
grain reserves
owned by the Offi-
cial Grain Market-
ing Agency at the
village level.

The GON provides
staff who are ade-
quately trained in
policy analysis
and capable of im-
plementing the
policy reforms in
appropriate offices.

8. Radio broadcasting of grain mar-
keting situation at the "arron-
dissement' level established and
functional; the target level is
75 percent of all the "arron-
dissement" markets.

9. Uniform national pricing aban-
doned.




NARRATIVE SUMMARY

JBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

3. Appraisal of the
country's agricultural
credit situvation, par-
ticularly in the in-
formal credit market,
achieved.

4. Policy to promote bor-
der trade of livestock
cowpeas, and other ag-
ricultural products
adopted.

5. Promote more coopera-
tive and private
trader participation
in the supply of agri-
cultural inputs; bor-
der trade of live-
stock, cowpeas, and
other agricultural
products; and inter-
nal grain marketing
and storage.

10.

11.

12.

13.

14.

In-depth study of agricultural
credit in the country done and
appropriate policy recommenda-
tions and experimental programs
adopted.

Reduction of administrative and
fiscal requirements for obtain-
ing trading permits and export
licenses for all agricultural
products.

System of high minimum license
fees for livestock and other
agricultural products is re-
placed by a fee system which
is proportional to actual
volumes.

Administrative decrees issued
to allow cooperatives and pri-
vate traders to supply agri-
cultural inputs in competition
with the Official Input Supply

Agency.

Administrative decress issued
to allow cooperatives and pri-
vate traders to engage in pri-
mary marketing of grain freely
including during the official
buying campaigns.

——
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NARRATIVE SUMMARY

OBJECTIVELY VERIF ABLE INDICATORS

¥

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

15. The relative = are of agricul-
tural inputs micketed by co-
operatives and private traders
increases at an annual average
rate of 2 to 5 percent during
the program period.

16. The relative share of agricul-
tural outputs marketed by co-
operatives and private traders
increases at an annual average
rate of 2 to 5 percent during
the program period.

Inputs:

Dollar Disbursements

Technical ASsistance
Long-term
Short-term

Policy Studies
Seminars and Workshops

In-Sarvice Training
and Support

Evajiuation

Type and Quantity ($000):

$12,000 (SDP funded)
$17,000 (ESF funded)

$ 1,000 (96 person-months)
$ 500 (40 person-months)
$ 800
$ 200
§ 350 (36 person-months)
$ 150

Sector Assistance Pro—
gram records.

ESF is available.
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Amesic 1n Embassy

II ANNEX B

Unitea States ot Americe

8.P. 11201
NIAMEY

CERTIFICATION PURSUANT TO SECTION 611 (e) OF THE
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, Peter Benedict, the Principal Officer of the Agency for International
Development in Niger, having taken into account, inter alia, the mainte-
nance and utilization of Projects in Niger previously financed or assisted
by the United States, do hereby certify that, in my judgment, Niger has
both the financial capability and the human resources capability to effec-
tively implement and execute the proposed Agriculture Sector Development

Grant.

This judgment is based upon the project analysis as detailed in the
Agriculture Sector Development Grant document and is subject tothe condi-

tions imposed therein.

’/,%AAJ’" "

Peter Benedict
Director
USAID/Niger

:’/'2 3’/,5»‘71

Date







5C(2) PROJECT CHECKLIST

Listed below are statutory
criteria applicable to projects.
mhis section is divided into two
parts. Part A. includes criteria
applicable to all projects. Part
B. applies to projects funded
from specific sources only: 38.1.
applies to all projects funded
with Development Assistance
Punds, B.2. applies to projects
funded with Development
Assistance loans, and B.3.
applies to projects funded from
ESF.

CROSS REFERENCES: IS COUNTRY
CBECKLIST UP
TO DATE? HAS
STANDARD ITEM
CHECKLIST BEEN
REVIEWED FOR
TEIS PROJECT?

A. GENERAL CRITERIA FOR PROJECT

l. FY 1982 Appropriation Act
Sec. 523; FAA Sec. 634A;
Sec. 653(b).

(a) Describe how
authorizing and appro-
priations committees of
Senate and Bouse have
been or will be notified
concerning the project;
(b) is assistance within
(Operational Year Budget)
country or international
organization allocation
reported to Congress (or
not more than $1 million
over that amount)?

2. FAA Sec., 6ll(a)(l). Prior
to obligation 1n excess
of $100,00, will there be

(a)
(b)

ANNEX D

Affirmative

Congressional Notification

Affirmative
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(a) engineering, finan-~
cial or other plans
necessary to carry out
the assistance and (b) a
reasonably firm estimate
of the cost to the U.S.
of the assistance?

FAA Sec. 6ll(a)(2). 1If

further legislative
action is required within
recipient’ country, what
is basis for reasonable
expectation that such
eaction will be completed
in time to permit orderly
accomplishiwent of purpose
of the assistance?

FAA Sec, 6l1(b); FY 1982

Appropriation Act Sec.

501. If for water or

water-related land

resource construction,
has project met the
standards and criteria as
set forth in the
Principles and Standards
for Planning Water and
Related Land Resources,
dated October 25, 19732
(See AID Handhnok 3 for
new guidelines.)

FAA Sec. 6ll(e)., 1If

project is capital
assistance (e.g.,
construction), and all
U.S. assistance for it
will exceed $1 million,
has Mission Director
certified and Regional
Assistant Administrator
taken into consideration
the country's capability
effectively to maintain
and utilize the project?

(a) Affirmative

(h) Affirmative

No further legislation
1s required.

N/A

N/A
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FAA Sec. 205. 1Is project
susceptible to execution’
as part of regional or
rmultilateral project? 1If
so, why is project not 'so
executed? Information
and conclusion whether
assistance will encourage
regional development
programs.,

FAA Sec.-601(a).

Information and
conclusions whether
project will encourage
efforts of the country
to: (a) increase the
flow of international
trade; (b) foster private
initiative and
competition; and (c¢)
encourage development and
use of cooperatives, and
credit unions, and
savings and loan
associations; (d)
discourage monopolistic
practices; (e) improve
technical efficiency of.
industry, agriculture and
commerce; and (f)
strengthen free labor
unions.

FAR Sec. 601(b).

Information and
conclusions on how
project will encourage
U.S. private trade and
investment abroad and
encourage private U.S.
participation in foreign
assistance programs
(including use of private
trade channels and the
services of U.S. private
enterprise),

Negative

This is a grant targeied at
encouraging policy reforms in.
agriculture. The policy
reforms have the overall
objective of deregulating
market controls and facili-
tating private sector develop-
ment and competition. Counter-
part proceeds from the grant
will contribute to cooperative
development and improving
efficiency in agriculture and
commerce.

By reducing subsidies on
agricultural inputs, the pro-
posed Agriculture Sector
Development Grant will improve
the environment within Niger
for private sector activities
in the agricultureal sector.
Moreover, private U.S. firms
will participate in the Pr. ram
by providing technicians under
the technical assistance
component.



10.

11,

12.

13,

4~

FAA Sec. 6l2(b), 636(h);
FY 1982 Appropriation
Act Sec. 507. Describe
steps taken to assure
that, to the maximum
extent possible, the
country is contributing
local currencies to meet
the cost of contractual
and other services, and
foreign currencies owned
by the U.5. are utilized
in lieu of dollars.

FAA Sec. 6l2(4d). Does

the U.S. own excess
foreign currency of the
country and, if so, what
arrangements have been
made for its release?

FAA Sec. 60l(e). Will

the project utilize
competitive selection
procedures for the™ ~
awarding of contracts,
except where applicable
procurement rules allow
otherwise?

FY 1982 Appropriation Act

Sec. 521. If assistance
is for the production of
any commodity for export,
is the commodity likely
to be in surplus on world
markets at the time the
resulting productive
capacity becomes
operative, and is such
assistance likely to
cause substantial injury
to U.S. producers of the
same, similar or
competing commodity?

FAR 11B(c) and (d).

Does the project comply
with the environmental
procedures set forth in
AID Regulation 16? Does

N/A

Negative

Affirmative

A portion of assistance . under
the grant will be directed at
promoting corss-border trade
between Niger and Nigeria in
livestock, cowpeas and other
agricultural products. None of
these commodities is likely to
be in surplus on world markets
at the time planned increases
in trade come about, nor will
they cause significant injury
to U.S. producers of the samc.
similar or competing
commodities.

(a) Affirmative

(h) Affirmatlive
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the project or program
take into consideration
the problem of the des-
truction of tropical
forests?

FAA 121(d). If a Sahel

project, has a determina-

tion been made that the
host government has an
adequate system for
accounting for and
controlling receipt and
expenditure of project
funds (dollars or local
currency generated
therefrom)?

FUNDING CRITERIA FOR PROJECT

Development Assistance
Project Criteria

a. FAA Sec. 102(b), 111,

113, 28il(a). Extent to
which actavity will (a)
effectively involve thse
poor in development, by .o
extending access to
economy at local level,
increasing labor-inten-
sive production and the
use of appropriate
technology, spreading
investment out from
cities to small towns and
rural areas, and insuring
wide participation of the
poor in the benefits of
development on a sus-
tained basis, using the
appropriate U.S. insti-
tutions; (b) help develop
cooperatives, especially
by technical assistance,
to assist rural and urban
poor to help themselves
toward better life, and

Affirmative

(a) The program is designed to
have an overall macro-economic
impact but will involve the
poor in development through
improvement in availabilities
of agricultural inputs to
farmers. A majority of the
beneficiaries of the program
are subsistence farmers.

(b) The program will promote
policy changes in grain market-
ing and pricing and in cross-
border trade which should
encourage the evolution of
cooperatives as marketing
intermediaries and increase

the opportunity for more
private sector participati.:



-

otherwise encourag

democratic private and

local governmental

institutions; (c) support

e

the self-help efforts of

developing countri

promote the participation

es;

()

of women in the national
economies of developing

countries and the

-improvement of women's

_status; and (e) utilize

and encourage regional
cooperation by developing

countries?

b. FAA Sec. 103, 103A,

104, Y05, 106. Does the
project fit the criteria

for the type of fu
(functional accoun
being used?

¢c. FAA Sec. 107.

emphasis on use of-appro-

priate technology
(relatively smalle

nds
t)

Is

L,

cost-saving, labor-using

technologies that
generally most a
priate for the s
farms, small busi
and small incomes
poor)?

d. FAA Sec., 110(a

are
ro-
11

esses,
of the

) .

the recipient coun

try

Will

provide at least 25% of
the costs of the program,

project, or activitiy
with respect to which the

assistance is to b
furnished (or is t
latter cost-sharin

e
he

g

reguirement being waived
for a "relatively least

developed" country

)?

‘(c) The program will support
Niger's self-help efforts by
contributing to Niger's pre-
sent economic and fimancial
programs.

(d) A study to be financed
under the program will address
the question of women's access
to credit.

{e) The program is not designel
to encourage regional coopera-
tfon hy developing countries.

Affirmative

Affirmative

N/A. Niger is considered to
be a relatively least
developed country.
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e. FAA Sec. 110(b).

Will grant capital
assistance be disbursed
for project over more
than 3 years? 1If so, has
justification satis~
factory to Congress been
made,; and efforts for
other financing, or is
the recipient country
*relatively least
developed"? (M.O0. 1232.1
defined a capital project
as "the construction,
expansion, equipping or
alteration of a physical
facility or facilities
financed by AID dollar
assistance of not less
than $100,000, including
related advisory,
managerial and training
services, and not under-
taken as part of a~—
project of a predom-
inantly technical
assistance character,

f. FAA Sec. 122(b). Dbes

the activity give
reasonable promise of
contributing to the
development of economic
resources, or to the
increase of productive
capacities and self-sus-
taining economic growth?

g. FAA Sec. 28l(b).
Describe extent to which
program recognizes the
particular needs,
desires, and capacities
of the people of the
country; utilizes the
country's intellectual
resources to encourage

(a) Affirmative

(b) Niger is considered a
relatively least developed
country.

Affirmative

The program is designed td
effect policy changes which
will reduce the level of
central government involvenent
in local development efforts
and increase the participation
of the people in local, self-
managed and self-financed
development activities.

14



3 L]

-B-

institutional development;
and supports civil

education and training in
skills required for
effective participation in
governmenical processes
esential to self-government.

Development Assistance Project

Criteria (Loans only)

a.

FAA Sec. 122(b).

Information and conclusion
on .capacity of the country
to repay the loan, at a
reasonable rate of interest.

FAA Sec. 620(d). 1I1f

assistance 1s for any
productive enterprise which
will compete with U.S.
enterprises, is there an
agreement by the recipient
country to prevent export
to the U.S. of more than
20% of the enterprise's
annual production during
the life of the loan?

ISDCA of 1981, Sec., 724

(c) and (d). If for

Nicaragua, does the loan
agreement require that the
funds be used to the
maximum extent possible for
the private sector? Does
the project provide for
monitoring under FAA Sec.
624(g)?

Economic Support Fund

Project Criteria

a.

FAA Sec. 531(a). Will

this assistance promote
economic or political

N/A

N/A

N/A

(a)
(b)

Affirmative

Affirmative

o
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stability? To the extent
possible, does it reflect
the policy directicns of
FAA Section 102?

FAA Sec. 531(¢c). Will

assistance uncer this
chapter be used for
military, or paramilitary
activities?

FAA Sec. 534. Will ESF

funds be used to finance
the construction of the
operation or maintenance
of, or the supplying of
fuel for, a nuclear
facility? If so, hag the
President certified that
such use of funds is
indispensable to
nonproliferation
objectives?

FAA Sec. 609. If coeee

commodities are to be
granted so that .sale
proceeds will accrue to
the recipient country,
have Special Account
(counterpart)
arrangements been made?

Negative

Négative

Affirmative



5C{3) - STANDARD 'ITEM CHECKLIST

Listed below are the statutory
items which normally will be
covered routinely in those
provisions of an assistance
agreement dealing with its
implementation, .or covered in the
agreement by imposing limits on
certain uses of funds.

These items are arranged under
the general headings of (A)
Procurement, (B) Construction,
and (C) Other Restrictions.

A. Procurement

1. FAA Sec..602. Are@ there
arrangements to permit
U.S. small business to
participate eguitably in
the furnishing of
commodities and services
financed?

2. FAA Sec, 604(2). Will al)
procurement be from the
U.S. except as otherwise
determined by the
President or under
delegation from him?

3. TAA Sec. 604(d). If the
cooperating country
discriminates against
marine insurance
companies. authorized to
do business in.the 0.S.,
will cormmodities be
insurec in the United
States against marine
risk with such a company?

4. FAA Sec. 604(e); ISDCA of
1980 Sec. /05(a). 1If
offshore procurement of
agricultural commodity or
product is to be

Affirmative

Affirmative

N/A
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€inanced, is there .
provision against such
procurement when the
domestic price of such
commodity is less than
parity? (Exception wheTe
commodity financed could
not reasonably be
procured in U.S.)

FAA Sec. 604(g). Will

construction or
engineering services be
procured from firms of
countries otherwise
2ligible under Code 941,
but which have attained a
competitive capability in
international markets in
one or these areas?

FAA Sec. 603, Is the

shipping excluded from
compliance with
reguirement in section
S01(b) of the Merchant
Marine Act of 1936, as
amended, that at least 50
per centum of the gross
tonnage of commodities
(computed separately €for
dry bulk carriers, dry
cargo liners, and
tankers) financed shall
be transported on
privately owned U.S. flag
commercial vessels to the
extent that such vessels
are available at fair and
reasonable rates?

FRA Sec. 621, 1f

technical assistance is
financed, will such
assistance be furnished
by private enterprise on
a contract basis to the
fullest extent
practicable? If the
facilities of other

Affirmative

N/A

Negative

(a) Affirmative

(b) N/A
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Federal agencies will be
utilized, are they
particularly suitable,
not competitive with
private enterprise, and
made available without
undue interference with
domestic programs?

8. International Air Affirmative
Transport. Fair
Competitive Practices
Act, 1974. 1If air
transportation of persons
or property is financed
on grant basis, will U0.S.
carriers be used to the
extent such service is
available?

9. FY 1982 Appropriation Act
Sec. 504. If the U.S. Affirmative
Government is a party to
a contract for
procurement, does the
contract contain a-=—-
provision authorizing
termination of such
contract for the
convenience of the Uniteg
States?

B. Construction

1. FAA Sec, 601(d). 1If
capital (e.g., N/A
construction), project,
will U.S. engineering and
professional services to
be used?

2. FAA Sec, 6ll(c). It
contracts tor
construction are to be
financed, will they be
let on a competitive
basis to maximum extent
practicable?

N/A
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3. FAAh Sec. 620(k). If for
construction of N/A
productive enterprise,
will agggregate value of
assistance to be
furnished by the U.S. not
exceed $100 million
(except for productive
enterprises in Egypt that
wrre described in the CP1Y?

Other Restrictions

1. FAA Sec. 122(b). If
development loan, is
interest rate at leoast 2% N/A
per .annum during grace
period and at least 3%
per annum thereaftier?

2. FAAN SEc. 30i1(d). If fund
1S established solely by N/A
U.S. contributions and
administed by an
internatioal
organization, does~~—
Comptroller General have
audit rights?

3. FAA Sec. 620(h). Do )
arrangements exist to - Affirmative
insure that United States
foreign aid is not used
in a manner which,
contrary to the best
interests of the United
States, promotes or
assists the foreign aid
projects or activities of
the Communist-bloc
countries?

4. Will arrangements preclude
use of financing:

a. FAA Sec. 104(f); FY (1) Affirmative
1982 Appropriation Act
Sec. 525: (1) To pay for

performance of abortions
as & method of family
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planning or to motivate
or coerce persons to
practice abortions; (2)
to pay for performance of
involuntary sterilization
2s method of family
planning, or to coerce or
provide financial
incentive to any person
to undergo sterilization;
(3) to pay for any
biomedical research which
relates, in whole or-
part, to methods or the
performance of abortions
or involuntary
sterilizations as a means
of family planning; (4)
to lobby for abortion?

b. FAA Sec. 620(g). To
compensate owners for
expropriated nationalized
property?

¢c. FAA Sec., 660.-~-P0
provide training or
advice or provide any
financial support for
police, prisons, or other
law enforcement forces,”
except for narcotics
programs?

d. FAA Sec. 662. For
CIA activities?

e. FAA Sec. 636(1). For
purchase, sale, longeterm
lease, exchange or
guaranty of the sale of
motor vehicles
manufactured outside
U.S., unless a waiver is
obtained?

f. FY 1982 pppropriation

Act, Sec. 503. To pay
pensions, annuities,
retirement payv, or

(2) Affirmative

(3) Affirmative

(4) Affirmative

Affirmative

Affirmative

Affirmative

Affirmative

Affirmative

-

p—
T

-
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adjusted service
compensation for military
personnel?

g. FY 1982 Appropriation

Act, Sec. 505. To pay
U.N. assessments,
arrearages or dues?

h. FY 1982 Appropriation

Act, Sec, 506. To carry
out provisions of FAA
section 209(d) (Transfer
of FAA funds to
multilateral
organizations for
lending)?

i. FY 1982 Appropriation

Act, Sec. 510. To
finance the export of
nuclear equipment, fuel,
or technology or to train
foreign nationals in
nuclear fields?

5. FY 1982 Appropriation

Act, Sec. 511. Will
assistance be provided
for the purpose of a.dipg
the efforts of the
government of such
country to repress the
legitimate rights of the
population of such
country contrarcy to the
Universal Declaration of
Buman Rights?

k. FY 1982 Appropriation

Act, Sec. 515. To be
used for publicity or
propaganda purposes
within U.S. not
authorized by Congress?

Affirmative

Affirmative

Affirmative

Affirmative

Affirmative
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Letter of Request
(Unofficial Translation)

dinistry of Plan

No. 0823/MP/CAB/DPEP Mr. Director
USAID
Niamey, Niger

Subject: Niger Rural Sector Development Grant
(683-0246)

Dear Mr. Director:

The Government of Niger conducted a detailed study of the rural sector support
project paper and found it acceptable. This document takes into account the
comments and observations we reviewed with your design team during our meetings
held in December 1983 and April 1984, respectively.

Subject to the observations contained in the attachment hereto we approve the
identification of the proposed policy reforms to which this support is intended,
i.e., cereals marketing and pricing, agricultural inputs subsidies, and border
trade. In other respects, before we can take a decision about a program aiming
at reinforcing the present agricultural credit system, we think it would be use-
ful to conduct an in-depth review of savings mobilization in rural areas.

We also concur with the emphasis put by USAID on the cooperatives and private
sector role in the agricultural input supply and cereals marketing areas. We
appreciate your assistance in helping us to improve this sector output (yileld)
and save the public sector scarce available resources duc to the deteriorating
economic and financial situation. The Government of Niger shall have to support
the recurrent costs of our projects in order to make the preceeding investment
efforts more profitable. Under these circumstances, we approve the use of an
asgistance focused on this sector so as to support the agricultural development
activities. We request this support which could total U.S. $27 million at the
completion of the grant.

I hope you will take all the necessary steps to establish this support as scon
as possible so that we can schedule the financing of recurrent costs relating
to these development activities.

Sincerely,

(signed by)

Minister of Plan



AM/CF
REPUBLIQUE DU NIGER Niamey. le

17 MA! 1984

CONSEIL MILITAIRE SUPREME
MINISTERE DU PLAN

0 8 :! 3 } Le Ministre D*ETAT, MINISTRE DU PLAN.
N.

/ MP/CAB/DPLP.

Monsieur le Directeur de 1°USaID

USA\ID
Niamey, Niger,

Objet : Subvention au Développement
du secteur rural au Niger
(683-0246).,

Mcnsieur le Directeur,

Le Gouvernement du Niger a procédé & une étude détaillée du
Projet du document d'appui au secteur agricole et 1%'a trouvé acceptable
Ce document fait état des remarques et observations que nous avions exa-
minées avec votre équipe de conception lors de nos réunions tenues res-
pectivement en Décembre 1983 et Avril 1984.

Nous apprcuvons sous réserves des observations portées dans 1-
note annexée l'identification des réformes politiques proposées aux-
quelles cet appui est 1ié, c'est-d-dire la commercialisation des céréa-
les, la fixation des prix, les subventions aux intrants agricoles, et
le commerce frontalier. Par ailleurs, avant de nous prononcer sur l'els-
boration d'un programme visant le renforcement du systéme actuel du cré-
dit agricole nous trouverions utile un examen approfondi de la mobili-
sation de l'épargme en milieu rural.

vee/oes

N



REPUBLIQUE DU NIGER
MINISTERE DU PLAN

DIRECTION DE LA PROGRAMMATION ET DE

L'EVALUATION DES PROJETS/SEEP

NOTE __DE SYNTHESE

Objet : Lubvention au Développement du Secteur Rural/USAID.

I Présentation du Programme

l- Structure du Programme

- But : améliorer et maintenir un environnement favorable et une
meilleure utilisation et répartition des ressources au niveau des

secteurs.
- Secteurs bénéficiaires : Agriculture et Elevage.
- Durée du Programme :Quatre (4) ans.,

- Montant de la Subvention : 25 millions de dollars.
- Bailleur de fonds : USAID.

2- Principes de mise en oeuvre du Programme

Le Programme a pour objet un appui au FNI en monnaie locale
genérée par un mécanisme d'importation des marchandises des
Etats-Unis ou des pays du Code 941. Ce mécanisme repose sur la
constitution d'un dépdt en FCFA auprés d'une banque de la place par
les opérateurs économiques désireux d'importer des marchandises et

le réglement des fournisseurs étrangers se fera par un systéme de
lettre de change et de lettre de crédit par les correspondants
extérieurs de ces banques grice aux fonds en dollars fournis par
1'USAID. Les fonds en FCFA ainsi constitués serviront é financer
dans le cadre des programmes inscrits au FNI les contreparties a
la charge de 1'Etat, et les charges récurrentes générées par

certains projets.

\ k(.



Nous approuvons également 1'importance signalé= par 1'USiaID, du rdle

des coopératives et du secteur prive dans les domaines de l'approvi-
sionnement des intrants agricoles et de .la commercialisation des céréales
Wous apprécions votre désir de nous aider 34 améliorer le rendement du
secteur et 3 économiser les rares ressources disponibles du secteur Publi
en raison de la détérioration de la situation économique et financiére,
Le Gouvernement du Niger aura i supporter les charges récurrentes de nos
projets afin de mieuxrentabiliser les précédents efforts d'investissement
Dans ces circonstances, nous approuvons l'utilisation d'assistance axée
sur le secteur pour venir en aide aux activités de développement agricole
Nous sollicitons cet appui qui pourrait s'élever i un montant t~+-:1 de

27 millions de dollars amé¥icains au terme de la subvention.

J'espére gue vous prendrez les dispositions nécessaires pour la
mise en place de cet appui dans les meilleurs délais afin gque nous puis-
sions programmer le financement des charges récurrentes afférentes actuel

lement & ces activités de développement.

Veuillez agréer, lonsieur le Directeur, l'expression de ma haute
considération.

ampliations

Cab. PCMS/a.t.C.r

Cab. PM/a.t.c.r

Ministre du Développement Rural
Ministre du Commerce et des Transports

s, .',' '
tzeare

\\_—’//

Ministre des Finances,

Ministre des Affaires Etrangéres et
de la Coopération Internationale.



du plan d'investissement sectoriel et la réduction des financements
des charges récurrentes, les problemes liés a la vulgarisation des
themes techniques agricoles etc...

Selon les termes du document du Programme, les origines de
ces contraintes sont situées dans cing domaines d'application des

politiques caractérisées par :
- pratiques restrictives concernant les prix et la commer-

\

9
cialisation des produits agro-pastoraux ;

- gestion et politique de crédit inefficaces

-e

- inadaptation des efforts conscients visant a intégrer
davantage le secteur privé a la production et la distribution Ades

intrants agricoles ;

- subvention excessive de certains intrants agricoleset con-

trdole de leur distribution ;

- politique de négligence bénigne concernant les exportations

des produits agro-pastoraux.

Suite au Séminaire de Zinder sur les politiques d'intervention
en milieu rural et les déclarations du Chef de 1'Etat, le document
souligne qu'il existe un cadre politique et une intention de procéder
a des’ajustements de certaines politiques ; d'ou on tire la prin-
cipale justification de cette subvention qui servira de soutien et
d'encouragement aux ajustements nécessaires permettant de lever les

contraintes identifiées.

5- Les actions proposées dans le cadre de ce Porgramme
Au nombre de huit, ces actions sont :
- engager la libéralisation du commerce céréalier primaire

et secondaire ;

- initier des méthodes d'achat de 1'OPVN par appel d'offre
permettant de lever le monopole ;

- mettre en place et développer un systeme de transport

-e

privé permettant d'acheminer les grains OPVN

- limiter les activités liées a la stabilisation de 1'OPVN

W



3- Les objectifs
Le principal objectif assigné a ce Programme est de soutenir
et/ou epcourager des réformes des politiques d'intervention dans le

secteur rural par la mise en oeuvre des mesures visant a :

a) libéraliser la commercialisation céréalieére et la politique
des prix tout en limitant l'intervention de 1'OPVN et en encourageant

la participation du secteur privé

b) réduire l'ensemble des subventions aux intrants agricoles
en limitant ces subventicns aux intrants que les paysans hésitent
a utiliser mais économjquement viables qui sont les engrais, les
semences et les pesticides et en réduisant progrussiveme:. les
taux de toutes les subventions de maniere a supprimer durant le
Programme les subventions aux autres intrants

c) déconcentrer la fourniture d'intrants agricoles en encou-
rageant la participation de plusieurs distributeurs ;

d) financer une étude sur les besoins en crédits agricoles
et évaluer l'impact de l'absence de ce crédit sur les innovations

techniques agricoles ;

e) promouvoir une politique commerciale orientée vers

l'extérieur.

Outre ces mesures qui permettront de développer et mainteniy
un environnement politique favorable a la croissance et au développe-
menﬁ du secteur, le programme d'importation de marchandises permettra
au Niger de disposer des ressources supplémentaires pour maintenir
les programmes de développement, principalement ceux financés par
1'USAID ou complémentaires a ceux-ci.

4- Justifications
La mise en oeuvre de certaines politiques ont engendré de:

contraintes au développement du secteur agro-pastoral constituées
mabammant 2. Vlimaaenatihilitd antrp 1la viabilité 3 long terme \5{\



la conditionalité et aux aides en marchandises et alimentaires en

ce qui concxne la génération des fonds de contrepartie. La combinaison
des exigences de ces types d'aide appelle d'autres interrogations
telles que ; existe-il une corrélation évidente entre le retrait

de 1'Etat d'une activité et une reldve automatique par le secteur
privé ? Les contraintes identifiées sont-elles inhérentes aux
politiques poursuivies ou a3 des effets pervers liés a une mauvaise
mise en oeuvre de ces politiques etc ...

Les objectifs du programme répondent parfaitement aux
préoccupations de la politique d'interventions en milieu rural telles
qu'elles ont été exprimées sous forme de recommandations par le
Séminaire de Zinder et adoptées par le Gouvernement. Mais les
conditions sous-jacentes a la mise en oeuvre de ce Programme, le
rythme de mise en application et l'efficacité de certaines mesures
préconisées ainsi que les bases statistiques utilisées ont suscité
plusieurs commentaires et propositions spécifiques, regroupdrs autour Cas

themes suivants

2. Politique de prix et systime de commercialisation des

céréales.
Les propositions contenues de la page II 16 et II 17 du dossier
sont ainsi modifiées ou complétées :

Point a : Supprimer la phrase "Publier des décrets administratifs" et
la remplacer par la formulation suivante : "Acccélerer la
mise en oeuvre des recommandations du Séminaire de Zinder
en maticce (L p L.tique nationale des prix" et compléter ce
par une étude sur la mise en oeuvre d'une politique coheé-
rente des prix des céréales qui tendraient a mieux déve .op-

per l'efficience des marchés.

Point b : Tester le systeme d'appel d'offre pour la constitution et
la vente des stccks de réserve de 1'OPVN tout en maintenant
le principe des prix planchers.

N
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et fixer le montant des réserves a 100.000 tonnes ;

- consolider toutes les dépenses de subvention aux intrants
agricoles et appliquer un programme de réduction de ces dépenses ;

- supprimer les restrictions imposées aux producteurs,
commergants et coopératives sur l'achat et la vente des intrants

et outils agricoles ;
- réaliser une étude sur le crédit agricole ;

- promouvoir le commerce extérieur,

6- Effets escomptés par la mise en oeuvre du Programme

Les effets attendus par l'exécution de ce Programme se résumen

en une contribution & l'accroissement de la productivité de l'agri=-
culture et l'élevage permettant d'atteindre l'auto-suffisance
alimentaire de trois maniéres :

- économie des ressources rares disponibles du secteur
public et réorientation de ces ressources vers des facteurs plus

productifs ;

- mise en oeuvre des politiques orientées vers la croissance ;

- disponiblité des ressources supplémentaires permettant de

réhausser la capacité d'absorption du secteur de l'aide extérieure,

II Observations et propositions concernant ce Programme

Au cours de plusieurs rdunions inter-ministériclles organisces

par le MP,le dossier du Programme a ¢t¢ examiné par les représentants
du MDR, MCT,et MF. De ces rdéunions il ressort plusieurs obhservations

et propositions d'ordre général et spécifique,

1. Remarques d'ordre général
La premiére intérrogation gu'a suscité l'examen de ce dossier
est : ce type d'aide est-il convenable pour le Niger et guelles sont

ses incidences sur la politique du développement ? Du point de vue de

ses caracteristiques, on remarque que cette subvention au secteur
rural nigérien est aussi une.subvention au secteur commercial amér: -
cain, et elle ressemble beaucoup & l'assistance du FMI sur le plan ‘o

W\



Point 4

Point e

Point a

Point b

Point ¢

Il revient aux autorités politiques de fixer le niveau
adéquat des stocks céréaliers d'urgence de 1'OPVN et
par conséquent ne doit pas constituer une condition a

la mise en oeuvre du Programme.

Compléter la proposition par la nécessité d'examiner .as
modalités et possibilité de la formation régionale des

prix.

Les points ¢ et f ont été retenus sans difficultés.

3- Subvention aux intrants et privatisation du systéme de

fourniture d'intrants agricoles.

Période de référence a prendre en considération pour la
préparation du budget consolidé de subvention.

Modifier ce point en indiquant qu'il revient au MDR de
fixer les prix des intrants en tenant compte de la sub-
vention disponible ainsi que les quantités de chaque
intrant a distribuer 3 l'exception de celles financées

dans le cadre de projets spécifiques. En cas d'insuffisance
des ressources (notamment au niveau dufFNI) on doit faire
appel aux ressources du fonds constitué en monnaie locale
dans le cadre de ce Programme en collaboration avec 1'USAIL

La mise en oeuvre de la réduction progressive des suL.-n-

tions est supervisée par le MDR, le MF et 1'USAID

- suppression totale des subventions sur les charrettes
avant la fin du Programme ;

- le taux de subvention sur le matériel aratoire sera
fixé annuellement par le Niger et 1'AID.



Point 4 :
- Il n'existe aucun décret qui accorde le monopole de dis-

tribution d'intrants a la Centrale d'Achat ;

- La C,A doit avoir le choix des modes d'acheminement des
intrants aux coopératives,

3- Commerce frontalier avec le Nigéria

Les circulaires n° 004/MCT du 13 Février 1984 et n° 0788/MCT/
DCE du 3 Avril 1984 1lévent toutes les contraintes réglementaires av
commerce du niébé et l'importation de certains produits du Nigéria ;
ces circulaires sont complétées par le programme de stockage du

bétail entrepris depuis quelque temps avec le Niger.

Il ne peut conc y avoir aucune condition liée a la libéralisa-
tion du commerce entre le Niger et le Nigéria pour la mise en oeuvre

de ce ?lrogramme,

4- Gestion et procédure de me bilisation des fonds

Compte tenu des difficultés et des objections qui peuvent
surgir, il est recommandé que la gestion des fonds s'effectue selon
les mémes régles que les autres fonds de contrepartie,.

Ainsi les formules proposées pour l'utilisation de 1la
premiére subvention peuvent étre retenues dans le cadre de cette
subvention.

Quant a la procédure de mobilisation des fonds, cela
dépendra de la capacité du secteur privé nigérien a réaliser les
importations nécessaires. La liste des produits a inclure dans le
cadre de cette subvention reste a4 déterminer d'un commun accord.
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ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR AFRICA
FROM: AFR/PD, Norman Cohen

SUBJECT: Niger Rural Sector Development Grant (683-0246)
Interim Statement

Problem: Your approval of the Niger Rural Sector Developuent
Grant's Interim Statement 1s required to permit USAID/Niger to
proceed with design of the Sector Assistance Activity Paper (SAAP)
for the subject DA account-financed component of the Grant, which
will use a standard Commodity Import Program (CIP) méchanism to
generate local currency.

Background: In September 1982, USAID/Niger submitted a Project
TdentIflcation Document (PID) for a Rural Sector Development Grant.
The proposal pointed out the adverse macroeconomic conditions caused
" by the worldwide economic recession and the loss of uranium revenues
which jeopardized implementation of ongoing development projects.
The PID made the case that non-project assistance, together with
adjustments in governmental policies in the rural sector, were
needed to salvage ongolng activities, while laying a base for more
sustainable programs in the years ahead. Therefore,:non-project
assistance was proposed in the form of a Sector Grant utilizing CIP
mechanisms for generating local currency.

On July 14, 1983, DA/AID Kimball approved the Bureau's
recommendation that USAID/Niger proceed to design the non-project
grant. The design began with the $5 million CIP ESF-financed
component of the Rural Sector Development Grant which embodied a
direct reimbursement CIP mechanism to generate local currency. ''An
Interim Statement' detalling a precise negotiating strategy
including the specific policy changes that will be sought under the
$15,000,000 DA grant was to be developed. After AID/W approval
thereof, USAID/Niger was to be advised to prepare the final SAAP for
the subject project and submit it to AID/W for approval and
authorization.

An ECPR was held October 19, 1983 to review the Interim
Statement prepared by USAID/Niger. It concluded that the Interim
Statement adhered to the guidance USAID/Niger had been.provided for
its preparation by presenting the following information:

(A) a summary of the problems hindering increases in
production and income in rural Niger;
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(B) an identification of relevant government policies; and

(C) a program for establishing policies that would promote
efficlent rural development.

Discussion: The ECPR recognized that the Niger Rural Sector
Development Grant is the first Delegation of Authority (DOA) funded
non-project asslstance grant proposed for financing by the Africa
Bureau. It also recognized while DOA 140, as amended, normally
allows UUSAID/Niger to approve and authorize projects with life of
project (LOP) funding which does not exceed gZO million, the
significant policy questions surrounding Sector Assistance justify
the recommendaticn that AID/W approve and cuthorize the SAAP.

During the preparation of a FY 1983 CIP Grant Agreement,
USALD/Niger and the Government of Niger (GON) agreed to negotiate
the following policy changes: (a) further reduction in Government
subsidies for agriculture inputs; (b) further freeing up by the
Government of controls on the prices paild to farmers by OPVN for
sale of farm products; (c) opening up of production and distribution
of inputs to private initiative and measures to strengthen the
private sector's ability to undertake these functions; (d)
lmprovement in agricultural credit policies and the manaps ..... of
credit systems; and (e) further revisw of the policy governing
livestock and grain trade with Nigeria.

The ECPR reviewed the aforementioned policy adjustments in
terms of their relationship to constraints on Niger's rural sector
(agriculture broadly defined) development and AID financed projects
in the sector. It determined that the Interim Statement should be
approved and the SAAP prepared in accordance with the Guidance
contained in Stite 246904. Although USAID/Niger should take steps
to ensure all the guldance contained in State 246904 that is
relevant to the preparation of the project paper is followed,
particular attention should be given to the following paragraphs of
ie: .

(A) Paragraph 5 - USAID/Niger should revise the Program's
title to make it consistent with guidance in State 246904. Approved
guldance for non-project sector assistance requires that the sector
involved be a meaningful entity, comprising a set of economic
activities unified by a common output, narrow enough to have an
analystical identity, and broad enough to contain significant

investement and policy issues.

(B) Paragraph 8(A)-(G) - The SAAP should contain sections
which are called for 1n Paragraph 8(A)-(G).
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(C) Paragraph 16 - In preparing the assessment of the Host
Country's Tinanclal capability for carrying out the sectoral
strategies, information called for in Paragraph 16, should te
included. This paragraph indicates that the justification could be
in terms of increasing relative resources available to develop th-
sector.

The ECPR also determined that the Sahel Development Program
Component Design Team, to establish the degree and kind of sectoral
policy adjustments required, should carry out the following tasks:

(A) Review and analyze the GON's marketing and pricing
policies and evaluate their impact on production, consumption. food
security, price stabilization and Government budget.

(B) Review and analyze the impact on the GON's budget of
periodic reduction of agricultural input subsidies as suggested in
the Interim Statement and develop a detailed approach to implement
the proposed subaidy reduction.

(C) Review and analyze the GON's current agricultural and
rural credit policies, particularly in relationship to the proposed
subsidy reduction and other pricing and distribution policy
changes. The Contractors shall take into account the role of
informal credit in the private sector and make recommendations as to
strengthening its role as a credit mechanism. The Contractors shall
also review and analyze the GON's current agricultural and rural
credit management systems and make recommendations to improve them.

(D) Review and analyze the pattern of cross border trade
between Niger and Nigerlia, notably in grain, livestock and
agricultural inputs, especlally fertilizer. The Contractors shall
evaluate the likely impact of the proposed adjustments in cross
border trade policy and develop an approach to implement the policy
adjustments.

(E) Discuss with the Nigerien Government officials designated
by USAID/Niger and the GON, the political and administrative
procedures in policy formulation including identification of
individual officials and government entities responsible for making

and reviewing policies.

(F) Evaluate the GON's own schedule for undertaking policy
decisions from che perspective of the timeliness of USAID/Niger's
proposed schedule for implementation of policy adjustments that a-e
outlined in the FY 1983 ESF Grant agreement or others considered

appropriate.
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(G) Based on aforementioned reviews and analyses, in
consultation with the GON, USAID/Niger and the Chief of the design
team, the Contractors shall prepare sections of the SAAP called for
in state 246904 Paragraph 8(A)-(G). They will also prepare sections
wh§ch show the complete process and mechanism for achieving policy
adjustments set forth in the FY 1983 ESF Grant Agreement or others
considered to be appropriate. They include:

. _ (1) a detailed definition of the policy adjustments and
objectives served by the adjustments;

(2) how implementation of policy adjustments and their
impact on rural development will be measured (baseline data for
measurement of impact must be set forth);

(3) how and when USAID/Niger will communicate with the GON
as to progress or lack thereof with respect the to {implementation of
policy adjustments defined during preparation of the SAAP;

(4) a set of criteria for choice of act:vities within the
sector to be financed by local currency proceeds from the Sector
Grant and procedures for making available to the GON successive
tranches of local currency generated by the CIP mechanisms for such

purposes;

(5) an illustrative list of activities USAID/Niger can
support with local currency that will result in better performance
in implementing the policy adjustments and/or improved sector
performance in general.

The ECPR determined that the Interim Statement recognized labor
constraints are exacerbated because of the growing seasonal and
sometimes permanent migration of adult labor to neighboring
countries and urban centers within Niger: it concluded however,that
the implications of this constraint were not thought through and
discussed. Cons=squently, the ECPR recommends that USAID/Niger
consider the fcllowing questions and discuss them in the SAAP:

(a) what is the extent of seasonal and permanent male migration
out of rural areas;

(b) does this occur more in certain regions of Niger than in
others;
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(c) are there a growing number of female-headed households;

(d) do women farmers, both within a male-headed household and
in a female-headed household have access to productive resocurces
such as agricultural credit, inputs, training and extension;

(e) are the resources meantiomed in (d) above available. to
women in their own names;

(£) what types of collateral are required from women who
attempt to obtain credit.

Recommendation: That you approve the Niger Rural Sector Development
Grant’'s Interim Statement and authorize the attached cable which
provides USAID/Niger with guldance as to preparation of the Sector
Assistance Activity Paper for the Sahel Development Program
component of the Sector Grant which will be submitted to AID/W for
approval and authorization.

/
¥  APPROVED_ 7147 4«._
DISAPPROVED
DATE /2/(2./% 3

Cl.arances

DAA/ATR:ARLove /0 ~—"~—— DAA/AFR: JPJohnson g [:2
AFR/PD:NCohen AFR/PD/SWAP:JRMcCa a
PPC/PB:RKramer Draft AFR/DP:HJohnson Draft
PPC/PDPR/ED:JWolgin Draft AFR/DP/PAR:JE111ott Dratt
PPC/WID:NHorenstein Draft AFR/TR/ARD:DSchaer ~Draft
AFR/TR/ARD:EHeadrick Draft AFR/SWA:EAmundson att

AFR/SWA:FEgi Draft

Drafted by:AFR/PD/SWAP:WJKing:£fn:11/29/83 ext 29339

"ﬂ‘..," (‘ 3 l\")’\
. ; ; Vs
.'?1/ / SR PV 0 / /_,' " 3/"‘- P ) o .\.':'..Iw,/f‘. i
(Y 72 .
$.NDop iy - IO A 7 R 4 X STt A /S S}
. RS
y N g,Ly,qu') Fooo Duvy €-¢LI {10 wee Dol T B~ .
) “ (V\J d{'J'-‘//



ACTION MEMORANDUM FOR THE ADMINISTRATOR ]
JUN 15 1383

THRU: ES
!
FROM: Acting AA/AFW./L/Love

SUBJECT: Niger Rural Development Sector Grant (683-0246&
Sector Assistance I[dentification Document (SAID)
Issue

Your approval is required to permit the Africa Bureau to
proceed with the design of the Niger Rural Development Sector

Grant which combines DA and ESF account-financed resources.

Background

USAID/Niamey proposes to combine DA and ESF account-fidianced
resources in a Sector Grant of approximately $25 million (up to
$10 million ESF and $15 million Sahel Development Program) over
four years starting with $2 million ESF in FY83. The SAID was
submitted to AID/W in September 1982 and initially reviewed on
September 23, 1982. Action was, however, deferred pending
formulation of new agency sector assistance policy. Although
this policy had not been finalized, an ECPR for the SAID was
held March 2, 1983 with a view to examining the proposal on its
merits and proceeding on the basis of Africa Bureau's
understanding of the current AID policy direction. The SAID
was tentatively approved subject to more precise definition

of the concept and its approval by you in the absence of an
approved Agency non-project sector assistance policy.

As proposed by the Mission, this activity would make ayailable
to the Government of Niger (GON): foreign exchange (323
million); $1 million in technical assistance (e.g. a commodity
specialist to acquaint Nigerien importers with American

suppliers and establish trading relationships; and $1 million
to carry out a number of policy studies to develop an improved

policy framework in Niger which encourages greater efficiency
in use of resources.

The $23 million in foreign exchange would be disbursed by

purchasing local currency with U.S. dollars (32 -million of the
ESF monies) and utilizing a commodity import mechanism for $21
million (products unspecified although agricultural chemicals

are cited as potential commodities). Local currencies o
purchased and the proceeds from the CIP generated would be 2
programmed to support food production projects and other =
eligible activities in the rural sector. §
1
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The rqtjonale for proposing use of this method of assistance is
to elicit/support policy changes in the following areas:

(1) Agricultural input pricing policy;

(2) GON policy regarding the role of the private
sector in agricultural tnput distribution;

(3) policy governing restrictions on livestock
and grain trade with Nigeria; and

(4) GON policy governing agricultural credit institutions.

The Mission believes, that by providing resources in this form,

N T R s aat L i T S
concert with other donors) substan as

changes. Analytical efforts undertaken to date suggest that
inappropriate policies in those areas cited above constitute
critical constraints to-increasing Niger's agriculture
production and that significant reforms in the areas are
necessary. The first three policy ceform areas were iden..iied
in the Agriculture Sector Assessment and have figyured in the
continuing dialogue associated with the GON/USAID Niger_dJoint
Program Assessment and other AID assistance projects. They
were also identified and discussed at the recent Zinder
Conference initiated and sponsored by the GON on agriculture
sector development in Niger. The fourth policy reform area
(agriculture credit) was suggested by the Mission during AID/W
wveviews of the SAID.

Discussion

The Africa Bureau (working with PPC) intensively reviewed this
activity and concluded that this proposed use of DA/ESF funds
to obtain policy changes has merit. We see the value of
sector-type assistance (whether DA or ESF funded), particularly
where significant policy changes can be encouraged. However,
where DA funds are involved, the Agency must be particularly
concerned that the 3asic Human Needs objectives of the
legislation are addressed. This raises a special order of
concern regarding the direction and thrust of the policy
changes which are to be sought. They have to be clear,
achievable and deal directly with key constraints.

The SAID submitted by the Mission did not provide much in the
way of identifying specific policy changes which would be
sought nor did it set forth a strategy for conducting a
dialogue. Thus while we accept in principle the idea of moving
ahead, we will ask the Mission to provide us with an interim
statement detailing a precise negotiating strategy including
the specific policy changes which will be sought.

h
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The interim statement will cover the following points:

- an overview of the sector, with clearly identified
constraints bearing on increased production and small
farmer income;

- identification of policies at the macro and
agricultural sector level in sufficient detail
to permit conclusions about the degree to which the
policies act as constraints on the efficient use of
public and private resources in the agricultural
sector; and

« tdentification of proposed policy changes which will
e sought, the timing thereof, and the strategy
which w111l be followed to achieve these objectives.

Although this activity was originally scheduled for design,
authorization and obligation in FY 83, the Africa Bureau
recognizes that authorization and obligation of DA funds in FY
1983 is no .longer possible. However, the Africa Bureau plans
to advise USAID/Niamey that documentation should be prepared
and authorized in the field which will result in the obligation
of the $2 million ESF funds in FY 1983. The Bureau would also
like to advise USAID/Niamey that it should proceed with the
design of the SAAP now in order approve funds in the first
quarter of 'FY 84.

The size of outlays on subsidies and funding of agricultural
parastatals' deficits appears to be a policy issue in itself,
If this is confirmed by the SAAP team's analysis, any
agricutltural sector assistance will be made conditional on
a?reement by the GON to make substantial cuts, during the life
of the sector grant, in its outlays on subsidies, as well as in
those on parastatals. This will be done to rule out the
possibility the GON might otherwise use funds released, by
application of sector grant local currency proceeds to other
parts of the agricultural budget to pospone necessary cuts in
outlays on subsidies and aon funding of parastatal deficits.
Further, criteria should be set forth in the SAAP for screening
activities submitted for local currency financing. In applying
the criteria, the Mission must ensure that local currency
generated will be used only for mutually agreed upon
development purposes and to support policy reforms being
pursued.

By way of conclusion, we are prepared to encourage the Mission
to proceed with development of a SAAP noting:
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- the SAAP will receive an in~depth review by AID/W;

- policy reforms will have to address significant
constraints on appropriate and efficlent develop-
ment of the agricultural sector;

- AID/W will need to have a clear understanding of
the sector and its constraints in order to judge the
adequacy of proposed reforms;

- The Mission must also satisfy AID/W review committees
that the criteria set forth in the SAAP for screening
local currency projects will ensure there are
reasonable prospects for its appropriate and
efficient utilization.

- We will want to see evidence of the GON's commitment
to undertake the policy reforms set forth in the SAAP.
This evidence may be in the form of actions the
GON has already undertaken in the poli-cy areas
targetted in cge SAID pursuant to other AID financed

rojects., N - R . )
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Recommendation: That you permit the Africa Bureau to proceed
with design of the Niger Rural Development Sector Grant. i

Approved ‘}’T}zw.;\r&k—/

Disapproved
Date AW
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OVERALL ECONOMIC VPERLFORMANUE

Niger's overall ecuvnomic performance since the Saheiian
drought of early 1970's is characterized by a rapid grewth
period of 1976-1980, The extraordinarily favorable economic
performance came to an end in 1981,

A. Growth Period, 1976-=1980

The rapid growth period was stimulated by the buoyant
world demand for uranium and favorable rainfall. The in-
creased world demand for uranium raised Niger's export price
substantially. It almost doubled (from 14,000 CFA francs per
kg, in 1976 to 24,500 CFA francs per kg. in 1980). The value
added of the mining sector, which was almost entirely uranium
mining, more than triplaed with an average growth rate of 39
percent. The favorable weather conditions together with the
herd reconstitution program contributed to the rapid growth
in the rural sector. The value added of the rural sector, 90
percent of which is accounted by agriculture and livestock,
doubled. 1Its average growth rate was more than 18 percent.
Food crops production grew at an average rate of 7,2 percent
and livestock production increased at an average of 5.4 per-
cent per year in real terms.

The increased uranium exports provided budgetary resources
and foreign exchange earnings for the Government of Niger to
implement an ambitious investment program under the five-year
development plan (1979-1983). At the peak of this rapid growth
period (1978-1980), uranium earnings financed about one-third
of the government budget and all the (budgetary) capital
spending (the National Investment Fund-=-FNI). The investment
program under the 1979-1983 development plan also csntributed
to the growth in the construction and industry sectors as well
as the tertiary sector. The value added of the construction
sector more than quadrupled. Its average growth rate was 46
percent., The value added of the industry sector, which com-
prises manufacturing, handicrafts, and energy, more than
doubled during this period with an average annual growth rate
of 18 percent. Most of the growth took place in handicrafts
which account for more than 70 percent of the sector. The
commerce, transport, and services sector also benefited from
the uranium boom. The value added of the sector more than
doubled with an average growth rate of 19 percent. The fast~
est ares of growth in this sector was in transport. However,
commerce accounted for more than 50 percent of the walue added
with the remaining divided almost equally between transport
and services.



During this period, the annual growth rate of Gross
Domestic Product, adjusted for inflation, averaged 7.6 per-
cent, reaching the peak in 1979 with' a 13 percent growth
rate. With population growing at 2.77 percent per year, this
implies an average per capita Gross Domestic Product growth
of 4.8 percent per year. Overall employment in the modern
sector rose by 42.9 percent with the largest increase respec-
tively in mining (94 percent), commerce (73 percent), and
government (25 percent). Minimum hourly wages increased by
127 percent from 48 CFA francs in 1976 to 109.02 CFA francs
in 1980. The expansionary fiscal and monetary policies
caused a relacively large increase in the price level,
particularly in 1981 when the increase was 22 percent. The
average annual increase in the price level during the period
wvas 12 percent. The increase by imports associated with the
public investment program contributed to a rising current
account deficit in the balance of payments. It reached a
record high of 66 billion CFA francs (or $313 million) in
1980 with increasing external debt servicing payments. There
wvare also large private capital inflows associated with @ _(act
investment particularly in mining activities. These large
capital inflows, which in 1980 amounted to almost 58 billion
CFA francs (or $273 million), were significantly large enough
to offset most of the current account deficits so that balance
of payments adjustments did not appear to be necessary.

B, Stagnation Period, 1981-1983

The extraordinarily favorable economic performance from
1976 to 1980 ended abruptly in 1981 as a result of a dramatic
fall in the demand for uranium and its price. The negotiated
price of Niger's uranium exports fell by 18 percent, from
24,500 CFA francs per kg. in 1980 to 20,000 CFA francs per kg.
in 1981. Although the prices for 1982 and 1983 were raised to
24,000 and 27,500 CFA francs respectively, the depreciation of
tha CFA franc in terms of the U.S. dollar kept the 1982 and
1983 dollar prices relativaly unchenged at $73-74 per kilogram.
Nonetheless, these prices were higher than the spot market
prices which were $43-48 per kilogram.

The depressed demand for uranium reduced Niger's mining
activity and its backward linkage sectors like construction
and transport. The value added from uranium declined by 17
percent in 1981, 1In 1982, the government was able to negotiate
an increase in uranium price; consequently, the value added de-
creased by only 6 percent, In 1983, the contract price in-
creased by l4.6 percent above the 1982 price. However, this
was partially offset by a 20 percent cut in uranium production.
The 1983 uranium mining value added declined by 16 percent from
the 1982 level. The rapid growth of the construction and trans-

port sectors which was fueled by the uranium boom came to an end.



The value added in the construction sector fell by 8, .1,
and 15 percent from 1981 to 1983, The growth of the trans-
port sector slowed down in 1981 and éxperienced a negative
growth rate of 13 percent in 1982. 1In 1983, it recovered
to a growth rate of 8 percent in nominal terms.

The performance of the rural sector during this period
was below the earlier period. Agricultural production, both
food and cash crops, stagnated because of relatively poor
rainfall. Most of the increase in the value of output was
attributed to increases in official prices. The official
producer price of millet doubled between 1980-1981 and 1982~
1983, It increased by 75 and 55 percent respectively for
sorghum and rice over the same period., During this same per-
iod the producer prices for cowpeas, shellead groundnuts, and
cotton increased by 89, 33 and 100 percent respectively. 1In
terms of quantity, food crop production (millet, sorghum, and
rice) fell by approximacely 3 percent during this period. With
the exception of cowpeas, whose output irncreased at an average
annual growth rate of 4 percent during this period, the out-
puts of other cash crops fell by approximately 30 percent.
The growth of the livestock sector had also leveled off since
1981,

The sectors which showed some modest real growth during
this period wvere manufacturing, handicrafts, and energy. Be-
cause of the small size of these sectors, their growth was
not enough to compensate for the depressed mining and con-
struction sectors and the stagnated rural sector., Conse-
quently, real Gross Domestic Product grew by only 1.1 percent
in 1981, It declined by an average rate of 2 percent over
the period 1982-1983.

The decline inthe uranium price in 1981, together with the
depreciation of the CFA francs, contributed to an average of
29 percent reduction in the export price index during the
1981~1983 period over the 1979-1980 average export price index.
Import price index practically remained unchanged between these
two periods. The terms of trade deteriorated by 40 percent be-
tween the two periods.

Investment activities, both public and private, slowed down
considerably and urban unemployment rose with industry capa-
city utilization, such as agro-based processing activities like
groundnut oi1l, textile, rice processing, and flour, averaging
less than 30 percent. Gross fixed capital formation fell at an
average annual rate of almost 14 percent during this period.
Resource gap deficit increased from 58.2 billion CFA francs
($275 million) in 1980 to 76.6 billion CFA francs ($233 millior)

By
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in 1982, The decrease in imports and a medest increase in
exports reduced th2 resource gap deficic to 52.8 5illion
CFA francs ($129 million) in L983. The resource zap defi=-
cic in dollars also reflected the effect of cthe dollar ap-
preclation in terms of CFA francs. If the exchange rate
were neutralized at the 1980 exchange rate, the resource
gap deficit averaged 5300 million during this period.

ECONOMIC STRUCTURE

The economy of Niger is predominaely subsistence agriculture,
The traditional sector dominates the economy, accounting for
62-72 percent of the value added cf Niger's Gross Domestic
Product. Agriculture, livestock, and to a lesser extent
fishing and forestry, represent 71 percent of the traditional
sector., The remaining 1s accounted largely by commerce,
services, anil handicrafts. The modern sector comprises min-
ing, construction, and transport; it accounts for 28-38 per-
cent of Gross Domestic Product. The uranium-led growth of
1976-1980 altaered the structure of the conomy. One basic
structural change was the increased dominance of urar_.uuw

in the economy reaching the peak of almost 14 percent of the
Grogss Domestic Product 1in 1979 from a share of less than 1
percent in the late 1960's. Another strucutral change was the
decline in the relative share of the rural sector., It reflec-
ted a much faster growth in miniang and constructilon rather
than the stagnation of agriculture and livestock. During

the 1981-1983 period, the structure had gone through changes
again. It appears that it has reversed to the period before
the rapid growth with a higher level of Gross Domestic Product
share in mining.

A. Agriculcure

The important role of agriculture in the Nigerién economy
is highlighted by the fact that it supports the livelihood of
nearly 90 percent of the population. Agriculture, livestock,
and fisheries contributed 50 percent of the value added in

Niger's Gross Domestic Product in 1977, During the rapid growth

of 1976-1980, 1its relative share of aumestic output had de-
clined to as low as 43 percent in 1980. 1Its level of 48-50
percent is expected to continue as the economy adjusts to a
slower and more normal growth path in the near future. Food
crops (millet, sorghum, and rice) account for more than 75
percent of crop r.oduction and they are produced mainly for
subsistence; lese than 20 percent of production is marketed.
Cash crops include groundnuts, cotton, cowpeas, and vegetables
(mainly onions and string beans). In recent years groundnuts
and cotton have declined in importance; they have been substi-
tuted by cowpeas as a main cash crop. Cowpeas have become a
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major source of export earnings behind uranium and livestock
since 1980. Niger is not an agricultural produce expourting
country, Crop expecrts represent oaly 7 percent of euxpcrt
2arnings. Most of th2 crop exports takes placa through bor er
trade with Nigeria.

Next to crop production, raising livestock is the other
main economic activity in the traditional sector. Animal
husbandry accounts for 17 percent of Gross Domestic Product and
36 percent of the value added of the rural sector. Niger's
livestock has increased steadily in all animal categories since
the drought. The cattle population grew from 2.2 million in
1973, the year in which the livestock was hard hit by the
drought, to 3,5 million in 1983, This represents roughly 80
percent of the pre-drought cattle population. For other
speciss of animals, of which 90 percent are sheep and goats,
the population increased from 7.9 million in 1973 to 12,1
million in 1983, It had already exceeded the pre-drought popu-
lation of 10.1 million. Next to uranium, livestock is the most
important source 6f foreign exchange earnings., Livestock, meat,
and hides accounted for 15.8 percent of recorded total commodity
export earnings and averaged 14.8 percent over ‘the period 1978~
1983. While its share in commodity export earnings had re-
mained ia the range of 13-16 percent, exports of livestock and
its related products had risen consistently both in volume and
in value, although its rate of growth had leveled off during
1981-1983, The official statistics of livestock exports,
however, underestimate the actual exports of livestock because
a large portion of this trade involves exports of livestock on
the hoof across the border to Nigeria. A significant part
of this trade has not been reccrded in the official statistics.
Such trade has been estimated to be as high as 30-50 percent
of the recorded trade.

B. Mining

Uranium mining was the growth locomotive during 1976-1980,
It had transofrmed Niger's economic structure significancly
during the period. However, its relative share in Gross Domes-
tic Product declined from 14 percent in 1979 to 6 percent in
1983 following the depressed demand and a large decrease in
prices in 1981, Depsite its poor performance in the 1980's,
uranium will remain the most important source of foreign ex-
change earnings in the foreseeable future., Its share of com-
modity export earnings remained in the range of 76-78 percent
similar to that of the rapid growth period of 1976-1980. This
reflected the dominant posgition of uranium and a very close
association between uranium exports and the overall export
performance. On the other hand, the importance of uranium as
a source for government revenues has been reduced from providing
a third of the government revenue in late 1970's to slightly
below 10 percent in 1983,

PX
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Other aining activities include cassiterite production,
coal production in the northern region of che country, and
possible future production of phosphate in the western ragion
of the countrv, Presenctly, cassiterite production is at the
level of 100 tons per year and is expected to stabilize at
this level. Although its price almost doubled in 1981 and
increased by 13 percent in 1982, 1i%s value added represented
less than 1 percent of the mining sector in 1983,

c. Industry and Construction

The industry sector in Niger is small. It accounted for
only seven percent of Gross Domestic Prgduct. It comprises
handicrafts, energy, and manufacturing., Manufacturing activ-
ities range from oil refining to cement and brickmaking, tannery,
taxtile, and a numbar of agro-processing manufacturing, such as
flour mills, rice processing mills, groundnut oil mills, and
cotton ginning. Handicrafts accounted for 60 percent of the
value added in this sector while manufacturing and energy each
represented 20 percent in 1983, The sector employed etght per-
cent of the labor force in the modern sector.

The sector that benefited directly from the 1976-1980
uranium prosperity was construction. Uranium revenues financed
a number of public works and infrascructure projects many of
which were linked to minlug activitiegs. The Gross Domestic
Product share of the construction sector rose rapidly from less
than four percent in 1976 to seven percent in 1980, It employed
more than 25 percent of the labor force in the modern sector
during 1978-1980, The sector 1s the biggest employer of the
labor force in the modern non-governmental sector., It was also
directly affected by the stagnant mining sector during 1981~
1983, 1Its share dropped to 3.8 percent in 1983, The unemploy-
ment rate in the sector rose by 21.5 percent in 1981,

D. Othear Sectors

The relative Gross Domestic Product share of the tertiary
sector (commerce, transport, and services) remained relatively
unchanged at approximately 20 percent while commerce accounted
for more than 50 percent of the value added in the sector fol-
lowed by services and transport which each respectively ac-
counted for 29 and 17 percent in 1983, The economic stagnation
seemed to slow down the growth of commerce and transport whose
shares in the gector showed a falling trend. The share of com=-
merce fell from 59 percent in 1976 to 54 percent in 1983: and
the share of transport fell from 22 percent in 1979 to 17 per-
cent in 1983. Their falling shares were more than compensated
by the services sub-gector resulting in a slight increase of
the tertiary sector share in Gross Domestic Product from 20 to
21 percent in 1983, 1In terms of employment, the sector did naot
seem to be much affected by the economic recession. As recent
as 1981, employment in the sector grew by 10.6 percent., Its
share of modern sector employment was 18 percent {in 1981,
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The share of the government sector in Gross Domestic
Product grew from 7.3 percent in 1980 to eight percent in
1983. 1Its share during the earlier period, however, rfell {roa
7.8 percent in 1976 to 6.9 percent’ in 1979. This iadicated
that the government sector did not grow as fast as the overs
all growth of the economy during the extraordinarily rapid
growth period, and ic did not slow down as much as the overall
economic slow down during the stagnation period. The govern=
ment grew at an average annual rate of 19 percent during 1976~
1980. 1Its growth rate dropped to an average of 12 percent
during 1981-1983; this implied a real, growth rate in the
sector of apprximately two percent. The-average annual gruwth
rate of employment in the sector was sewven percent during
1977-1981. It has declined moderately :since 1981, 1Its share
of employment ranged from 40 to 43 percent. The share of
indirect taxes in the Gross Domestic Product declined from 5.5
percent in 1980 to 3.7 percent in 1983, It reflected the
slow down in the economy particularly the reduction in imports.

DEVELOPMENT PLANNfNG, 1979-1983

In 1979 the Government of Niger launched a Five-Year Development
Plan, 1Its major goals are: sealf-sufficiency in food production,
development of basic infrastructure, provision of social gser-
vices (especially in health, education, and human resources
developmunt), diversification of the economy's productive base,
further expansion of the mining sector, and development of a
participatory economy through the establishment of a '"Develop-
ment Society" institution.

The financial requirement for the Plan, in 1979 prices, was
975 billion CFA francs ($4.6 billion at 1979 average exchange
rate). Of the total fimancial requirement, 75 percent was
allocated for investment spending and the remaining was for
recurrent expenditures; apprximately 47 percent of the planned
investment outlays was expacted to be financed by the public
sector. Table A~-6 in the Statistical Appendix shows the al-
location of planned public investment spending in the 1979~
1983 Plan.

Almost two-thirds of the private investment were targeted at
the expansion of the productive capacity in the mining sector;
the remaining was for manufacturing industry (nine percent),
energy (15 percent), and roads and transport (nine percent).
In the mining sector, emphasis was placed on further expansion
of uranium mining, and to a lesser extent, on coal mining and
exploration of other mineral resources amd oil. A substan-
tial part of the investment in the manufacturing sector was
targeted at food processing industries (including slaughter-
houses), chemical plants, and a sugar refinery. 1In the energy



sector, the majcr planned investment was for tiie ¢onstrice
tion of a coal-generaced alzctricity power station for cthe
electricity reuquirement of increasad minlng operations,

For public investment, the Plan targeted 24 percent of the
total investment for rural development, mainly in agriculture
and livestock, and 18 percent for mining, industry, and
energy, with 56 percent of the sector's targeted investment
going to mining. The Plan allocated almost 30 percent of the
total investment for social services with education and train-
ing expected to receive 57 percent of the sector's targeted
investment., A major investment effort was also planned for
infrastructure. The Plan allocated 24 *percent of the total
public investment program for infrastructure, mainly in roads
and transport (38 percant of the sector's planned public
investment), telecommunications (l4 percent), and a series of
new buildings for government agencies (28 percent).

Table A~7 in the Statistical Appendix provides a comparison
between planned and actual public investment spending during
the Plan period. The aggregate ratio of actr»al to pl-~ _.
investment is 0,91, This ‘indicates that 91 ,arcent of the
planned spending is realized. Au examination of the sectoral
composition, however, reveals thar this high ratio is due

to overallocation of spending in the infrastructure sector,
particularly in telecommunications., Its ratio of actual to
palnned spending during the Plan period is 1.61 with the
telecommunications ratio at 2.07. This means that actual
investment spending in the infrastructure gcector 1s 61 per-
cent higher than the planied level and about twice of planned
spending in telecommunications. 1In the directly productive
sector (agriculture and rural sector, mining, industry, energy,
and commerce) the ratio is 0.72., The ratio in agriculture

and rural sector is even lower, 0.53; it 1s 0.88 and 0.84

in mining and commerce, respectively. In the social services
sector the ratio is 0.67, with the lowest ratio in health fol-

lowed by water supply and education; in housing and urbanization

it is above the gectoral average.

In addition to the over-allocation of investment fund to the
infrastructure sector, there are several explanations for the
low ratio of actual to planned investment spending in the
directly productive sector. In the agriculture and rural
development, it is due to the inability of several agricul-
tural projects to absorb the investment because they were

still {n the preparatory phase; whereas the Plan had alreadv
programmed significant amcunts of investment 1in these projects.
In manufacturing, there was delay in investment in the textile
industry and delay in the construction of the sugar reiinery
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and in the development of the third uranium mine. Invest~
ment in the services sector, especially in commerce, fell
short of targets because investment plans for a para-public
neterprise for commercialization of groundnuts and cowpeas
(SONARA) have to be revised due to unfavorable developments
in the market for groundnuts. 1In social services, there were
delays in obtaining the necessary financing, especially in
the water supply program. The low realization ratio is also
due to the over-ambitious objective in the Plan in relation-
ship to the ccuntry's absorptive capacity.

Some of the factors limiting the ability of the directly
productive and social services sectors to.absorb the planned
investment effectively are external, such as the unfavorable
market shift in uranium and the lack of private investment
to complement public investment. Other factors are associa-
ted with the country's level of development and its resource
endowments, specifically its human resource constraint, the
difficulties in applying and delivering appropriate technology
in agriculture and livestock, and the poor and fragile agri-
cultural resource base, But there are also factors that are
attributable directly or indirectly to goverunment policies
and interventions, For example, government subsidy policy
to money-losing public and para-public enterprises which
divert funds that could otherwigse be made available for
directly productive investment,

PUBLIC FINANCE

A. Niger's Budgetary System

Public financial operations in Niger comprise the central
government budgat and the local couwmunity budget. The local
community budget is small, representing less than five percent
of government financial operations, It derives its revenue
from earmarked taxes (property taxes and license fees) and
some local taxes and service charges,

The central government budget 1is divided into the general
operating budget (Budget General de Fonctionnement), the
National Investment Fund Budget (Fonds National d'Investisse-
ment--FNI), and the annexed budget for public works agencies
(Budget Annexe d'Exploitation du Materiel de Travaux Publics-
BAEMTP). The FNI 4is intended for capital spending which
generally provides local counterparts for foreign-financed
projects. In addition to the FNI budget, capital o7tlays

are also financed from extrabudgetary expenditure.l The

1/

Not all the expenditure outlays in the FNI and extrabudgetary cate-
gories are capital spending and certainly not investment in the strict
economic sense., For example, they include subsidies and transfers to

public enterprises.

WY
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annexed budget is executed by the Treasury. The Treasury
has various special accounts, including accounts of local
authorities, and parapublic enterprises. Most of the
Treasury's liquid assets are deposited with the central
bank, the Niger Development Bank (Banque de Developpement de
Republique du Niger~--BDRN), and .he National Agriculctural
Credit Fund (Caisse National de Credit Agricole~-CNCA). The
Treasury aiso receives credit from the Central Bank through
the West African Monetary Union arrangements. Such credit
is limited to 20 percent of Niger's actual tax revenue in
the previous year., In recent years, they have been given

as medium~term loans and are usgsed to fingnce various invest~
ment projects. At present no consolidated budget exists.

B. Overall Fiscal Developments, 1979-1983

With the growth of uranium revenue and the implementation of
the ambitious five-year development plan (1979-1983), total
government spending increased suustantially, by 25 and 45 par-
cent in 1979 and 1980, respectively. Total revenue, on r’ sther
hand, increased by 31 to 25 percent over the s..me periuvd. Con-
sequently, the budget deficit more than doubled from 14.2
billion CFA francs ($65.8 million) in 1979 to 32.5 billion CFA
francs in 1980 ($153.7 million). With stagnant revenue in 1981
(an increase of only 2.6 parcent) and the continued increase of
‘expenditure outlays (31 percent), the 1981 budget reached a
record high of 64 billion CFA francs ($236 wmillion)., In 1982,
with total revenue falling by 2 percent, the government began
to pursue a contractionary fiscal policy. Total spending de-
clined by almost 14 percent and the budget deficit was reduced
to 46,1 billion CFA francs ($140 million). The contractionary
fiscal policy continued in 1983, spending was reduced further
by five percent, but revenue also fell by another four percent
and the budget deficit was 50 billion CFA francs ($113 million).
All the expenditure reduction during fiscal 1982-1983 took place
in capital spending. The FNI spending was cut by more than 56
percent and 46 percent per year, Extrabudgetary capital out-
lays were reduced by 18 percent and 15 percent in 1982 and 1983,
respectively. The growth of the current expenditure spending
had been held down to 8~13 percent during 1981-1983. It was
about the same as the average annual rate of inflation during
this period.

Since 1981, 61-71 percent of deficit financing has been
through foreign borrowing, the remainder was financed by
domestic sources. During this period, there were also in-
creased in arrears. They rose from less than 2 billion CFA
francs ($9.4 million) in 1979 to 14.6 billjon CFA framcs ($44.5
million) in 1982. The accumulated arrears by the end cf fiscal

/1.
-
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1982 were 22,1 billion CFA francs (567.2 million at the

1982 average exchange rate). These arrears were entirely

to banks and local enterprises. There was a reduction of

1.8 billion CFA francs in 1983, They are expected to reduce
further in 1984-1985. Table A-ll in the Statistical Appendix
shows the central government budgetary operations from

fiscal 1979-1983 and projections for 1984-1985,

The local community budget represents approximately five
percent of the total governmental financial operations. 1Its
revenue had more than doubled during the period 1979-1982
from less than 2 billion CFA francs ($9 million) in 1979 to
4.2 billion CFA francs ($20 million at 1479 exchange rate)
in 1982. The sources of local revenues are different city
and community taxes, license fees, and transfers from the
central government budget., Arrondissement tax together with
license fees and business taxes accounted for 58 percent of
local government revenue in 1979, 1In 1982, the share of the
arrondissement tax in local government revenue fell to 24.8
percent; it was, however, compensated by a substantial in-
crease in license fees from the share of 12 percent in 1979
to 25 percent in 1982, The share of transfers from the general
budget also declined significantly from almost eleven percent
in 1979 to less than five percent in 1982, This reflected the
fiscal difficulties the government encountered since 1981.
Nevertheless, total local government revenue grew by 19 per-
cent in 1982 indicating increasing reliance of local government
authorities on local taxes and fees to finance their operations.

On the expenditure side, total spending rose from 2 billion
CFA francs ($9.4 million) 4in 1979 to 4.3 billion CFA francs
($520.2 million at 1979 exchange rate) in 1982, an average
annual rate of increase of approximately 25 percent., Most of
the increase was in 1980 when the total expenditure grew to
3.4 billion CFA francs. The share of current expenditure
varies from 64 percent to 73 percent. The biggest share in the
capital spending was in infrastructure, averaging 55 percent
followed by administration (20 percent), social services (15
percent), and agriculture, livestock, forcstry, and water
supply (ten percent). Except in 1979, the deficit of the local
government budget was small; in 1982 it was 122 million CFA
francs ($0.4 million). Table A-16 4in the Statistical Appendix
shows the local community budget from fiscal 1979 to 1982,1.

l/The estimates for 1983 are not avallable at this time.
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C. Fiscal Projections, 19854-1985

. According to the Nigerien authorities, government revenue
is expected to reverse its declin{ng tread beginning wich
1984, It 1is expected to rise by seven percent in 1984 and
another five percent incrvase in 1985, These increases are
to be realized from a number of revenue increasing measures
(to be discussed below) which were initiated in fiscal 1983
and to be more fully implemented in fiscal 1984, The antici-
pated impact of the revenue-increasing measures is estimated
at 4.5 billion CFA francs (5S10.8 million) by the end of 1984,

On the expenditure side, there 1s &n anticipated spending
cut of eleven percent (l4 billion CFA francs or $34 million)
in 1984, The entire cut will come from capital and extra-
budgetary expenditure. 1In the current expenditure, public
debt service will decline by four percent; other expenditure
categories (wages and salaries, materials, and subsidies, and
transfers) will increase by apprximavely five percent.

In 1985, total spending 1is expected to be slight), L..ow
the 1383 level, with a 15 percent increase .n capital expendi-
ture and an eight percent increase in current expenditure.

The 1985 capital expaeanditure level will scill be 78 percent
of the 1983 level and less than half of cthe 1981 level. All
categories of current expenditure are expected to rige by
approximately eight percent with the exception of gubsidies
and transfers which are expected to rise by less than six
percént,

The projected budget deficits for fiscal 1984 and 1985
are regspectively 29 and 34 billion CFA francs on a commitment
basis. However, because of the anticipated substantial
reductions in arrears accumulated during 1979-1982, the
budget deficits are expected to be in the neighborhood of
40:billion CFA francs ($96 million) on a cash basis, The
projected deficits amount to approximately 4,3 percent of
the country's GDP, It represents more than 50 percent cut
from the 1981 deficit which was 10,7 percent of the GDP.
Figures 1 and 2 provide some {indicators of fiscal aggregates.

The projections are based on the following assumptions:
(a) the nominal growth rates of GDP for 1984 and 1985 are
respectively 8.2 and 9.7 percent; (b) the shares of government
revenue in GDP for the next two years will be approximately ten
percent, and (c) the impact of the tax reforms will amount to
an annual increase of approximately 4.5 billion CFA francs,

The revenue share in GDP appears to be reasonable and consistent

with the most recent trend (1982-1983). However, the assump-
tion that the full impact of the new tax measures will be

(
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realized in 1984 and resulting in an added revenue of 4.5
billion CFA francs may be too optimistic, Preliminary
estimates indicate that the FY 1983 actual revenue fell

short of the anticipated revenue by approximately 3 bil-

lion CFA francs ($7.3 million). Furthermore, the GDP

forecast upon which the revenue share i3 based seems to be on
the high side. 1If the shortfall in the 1983 revenue is taken
into accouat and 50 percent of the anticipated revenue impact
from the new tax measures 1s realized in 1984 and 80 percent
in 1985, the government revenue would be approximately 74,00
billion CFA francs ($178 million) in 1984; and 79.6 billion
CFA francs ($191 million) in 1985. The bydget deficit for
1984-1985 would be in the neighborhood of,43 billion CFA
francs ($105 million). The adjustment in the forecast revenue
means an increase in the budget deficit of about $10 million.
Table 1 below summarizes the fiscal projections ol the
Ministry of Finance fiscal projections for 1984 and 1985 and
the revised government revenue and budget deiicit projections.

D. Government Revenue Structure

During the rapid growth period of 1976-1980, government
revenue almost doubled (from 37.7 billion CFA francs in 1977
to 74,9 billion CFA francs in 1980). Therewere large increases
of 25-30 percent in 1979 and 1980. 1Its rapid growth ended
abruptly in 1981 with an annual growth rate of 2.6 percent.
It fell by 2.3 percent and 4.2 paercent in 1982 and 1983
respectively. As a percentage of GDP, government revenue
has shown a declining trend since 1980, from 14 percent in
1980 to about ten percent in 1983, It 1is projected to remain
at this level in 1984 and 198°%,

The major sources of government revenue are taxes on inter-
national trade, turnover taxes on goods and services, and taxes
on income and profits. International trade taxes contributed
about one third of government revenue in 1979; it remains the
principal source of government revenue, approximately 43 per-
cent in 1982. Next to intermational trade taxes are turnover
of goods and services taxes. They accounted for 22 percent
of government revenue in 1979 and 25 percent in 1982, Another
major source of government revenue 1s taxes on income and
profits. They represented 29 percent of government revenue
in 1979 but reduced to 20 percent in 1982, The revenue contri-
bution from the uranium sector, in the form of income tax,
royalties, export duty, and property transfer duties, declined
from approximately 22 percent in 1979 to ten percent in 1982,
As a percentage of GDP all revenue sources, except international

A



Table 1

Fiscal Projections,

1984-1985

(in billions of CFA francs)

Financing gap

MOF* Revised
Projections Projections
1983 1984 1985 1984 1985

I. TOTAL REVENUE 68,69 77.30 81.65 74,00 79.60

Tax revenue 62.58 T 67.47 71,45 66.00 70.60

Non-tax revenue 6.11 9.83 10,20 8.00 9.00

II. TOTAL EXPENDITURE 118.79 104,89 115.97 104.89 115.97

Current cxpenditurae 63.05 67.49 72.68 67.49 72.63

Pablic iebt service 15.00 14.38 15.50 14,38 15.50

Wages and salaries 24.56 25.80 28.02 25.80 28.02

Materials and supplies 11.05 14,26 15.35 14.26 15.35

Subsidies and transfers 12.44 13,05 13.81 13.05 13.81

Capital expenditure 55.74 37.40 43.29 37.40 43.29

FNI-Natl Investment Fund 6,40 7.00 7.49 7.00 7.49

Other 49,34 30.40 35.40 36,V 35.80

III. BUDGET DEFICIT (I-II) =50.10 -27,59 -34.32 -30.89 -36.37

(commitment basis)

v, CHANGE IN ARREARS -1.72 -11.45 -7,40 -11.45 -7.40
(decrease =)

V. BUDGET DEFICIT (III+IV)-51.82 -39,04 -41.72 -42.34 43,77
(cash basis)
MEMORANDUM ITEMS:

Financing 51.82 23.10 23.30 23.10 23.30

External financing 36.62 16.60 20.80 16.60 20.380

Drawings 44,80 30.40 35.80 30.40 35.30

Amortization -8,18 -13.80 -15.00 -13.80 -15.00

Domestic financing 15.20 6.50 2.50 6.50 2.50

BCEAO 5.70 6.70 2.90 6.70 2.90

Commercial Banks 2.50 ~2.40 -2.40 -2.40 -2.40

Other--nonbanking system 7.00 2,20 2.00 2.20 2.00

15.94 18.42 19.24 20.47

*Projections given by Ministry of Finance; revised projections are
based on less than full realization of the impact from the fiscal
raform and lower than anticipated revenue in fiscal 1983.

Sources: Ministry of Finance and the IMF,



trade taxes declined during the 1979-1982 period.l/ Tables
A-12 and A-13 in the Statistical Appendix compare the contri-
butions of different taxes between 1979 and 1982,

The stagnant revenue performance reflects the slowdown
in general economic activities, Niger's narrow tax base, and
a relatively inefficient tax administration in terms of the
effectiveness of tax collection and enforcement. In view of
this poor revenue performance, the Nigerien government requested
an IMF mission to study its tax system and administration with
the purpose of improving its revenue performance. The scud, was
completed in August 1982; it provided a set of recommendations,
some of which had already been adopted by.the government. They
involved: (1) administrative changes in tax administration
ranging from changes in custom valuation, more control of tax
agssessment and collection, particularly in income, profit,
business and property taxes to the reorganization of the tax
department and the establishment of a customs headquarters to
keep abresast with trade flows; (2) reduction of tax aexamptions to
wage earners and property owners; (3) increase in excise taxes
on products like petroleum, alcoholic beverages, tobacco, soft
drinks, public utilities services (electricity, telephone, and
telegraph); and (4) improvements in the intsrnational trade
system by (a) abolishing the use of administratively set values
as taxable bases and in calculating transport costs and substi-
tuting in its place actual values of products, (b) reduction in
the number of exemptions from import taxes granted to investment
projects and individual enterprises,

According to the IMF estimates the different tax reform
measures should contribute to an average annual increase of tax
revenue by approximately 4.5 billion CFA francs ($10.8 million)
over & three year period. Table 2 shows the impact of these
different tax reform measures. Most of the increase will come
from higher tax rates on petroleum products, on production of
goods and services and from customs duties. They will account
for almost 50 percent of the anticipated additional revenue from
the tax reform effort. Although the Nigerien Government began
to implement these tax reform measures in fiscal 1983 and 1984,
most of the expected revenue increase did not materialize in
1983 because of the lags in implementation of these measures.

A major portion of the potential benefit from this tax reform
effort would probably not be realized until fiscal 1985. Be-
cause the full potential of the tax reform effort is not likely
to be realized by 1985, the Ministry of Finance revenue projec-
tions as shown in Table 1 are probably too high and should be
revised downward,

l/Although the buoyancy and elasticity of Niger's tax system in
relationship to the GDP for the period 1978-1981 are estimated at
1,10 and 1,05 respectively, according to a recent IMF study,
revenue growth has not kept pace with nomgnal GDP growth since 1981,

]
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Table 2

NIGER -

Estimated Cumulative Effect of New Tax HMeasures, FY 1983-85

(in billions of CFA francs)

Fiscal

Tax Meéasures and Their Effective Date 1983

1984

L.

II.

III.

GENERAL MEASURES 0.36

Prior approval by Minister of Finance
required for granting tax exemptions
(October 1, 1983)

Increases in penalties and strengthening of 0.36
administrative control (October 1, 1983)

TAXES ON INCOME AND PROFITS

Standardization of BIC and BNC using
computerized files and application
of IFB (October 1, 1983)

Introduction of semi-annual installments
for BIC; transitionally 25% semi-annually
for FY-84 and 50% for FY-~85 (October 1, 1983)

Introduction of tax on businegss overhead
expenges (October 1, 1983)

Reduction of proportion of head office
operating costs deductible (October 1, 1983)

Expanding scope of standard minimum tax to
individuals and enterprises (October 1, 1983)

Administrative reforms to enforce the ICTS
and IGR more rigorously; expansion of tax
bases to include payments in kind (October 1,
1983)

Use of property registry for tax purposes--
tax on rental value (TVL) and IGR 1in
particular (October 1, 1983)

TAXES ON GOODS AND SERVICES 2,00

Increases in tax rates on production (TP) 0.80
from 18 to 20% and taxes on goods and ser-
vices (TPS) from 13.5 to 15% (October 1, 19233)

Double excise taxes on alcoholic beverages 0.20
and tobacco (October 1, 1983)

Increases taxes on petroleum products 1.00
(October 1, 1983)

3.95
0.60

1.80



Iv.

Introduction 107% tax (TPS) on telecommunica-
tion gservices (October 1, 1983)

Reforms on turnover taxes (October ‘l, 1984)
REGISTRATION FEES AND PROPERTY INCOME

Increase tax rates on income from securities
(IRVM) and elimination of preferential ar-

rangements for new companies (October 1, 1983)

Increase in TDVM ratc (October 1, 1983)

Increase in tax rate on insurance contracts
(October 1, 1983)

Increase in stamp duties (October 1, 1983)

Inclusion of buildings in the base for in-
heritance and gift taxes (October 1, 1983)

CUSTOMS DUTIES

Increase in rates, carrying charges, and
administrative values (Fiscal 1983 and 1984)

Harmonizing calculation of tax on production
-=-TP (October 1, 1983)

Reform of turnover taxes (October 1, 1984)
TOTAL CUMULATIVE EFFECT

TOTAL ANNUAL EFFECT

Source: IMF

BIC:
BNC:
ICTS:

IFB:

IGR:
IRVM:

TDVM:
TP:
TPS:
TVL:

1.70
1.70

0.60

0.50
0.1C

0.10

0.19

0.10
0.10

2.84
2.09

1.20
0.50
0.10

0.10
0.10

0.10
0.10

4,09
2.09

1.25
13.30

4.40

Benéfices industriels et commerciaux (Tax on business income)
Btufficca noncommerciaux (Tax on professional income)
Impot cedulaires sur les traitements et salaires

on wages and salaries)

(Scheduled tax

Impot forfaitaire sur les benefices (Standard tax on busiiless

income)

Imp?t général sur le revenue (General income tax)
Impot sur les revenus des valeurs mobiliéres

income)

(Tax on capital

Taxe sur vehicules & moteur (Motor vehicle tax)

Taxe a la production (Production tax)

Taxe sur les prestations de service (Tax on services)

Taxe sur la valeur locative des immeubles (Tan on rental

income of buildings)

\‘



E. Government Expenditure Trends

Total central government expenditure is grouped into
three categories: current, capital, and extrabudgetary
expenditure, Current expenditure budget includes outlays
on wages and salaries, materials and supplies, subsidies
and transfers, and public debt service payments. Capital
expenditure budget 1is the National Investment Fund (Fonds
National d'Investissement - FNI), The FNI is earmarked mainly
for investment or development activities. It has been financed

largely by revenue from different taxes on earnings from uranium.

The FNI constitutes only a part of Niger's development expend-
itures; in addition to the FNI there are extrabudgetary outlays.
Extrabudgetary outlays also involve mostly capital spending. A
large portion of these outlays represents local counterpart
contributions to foreign financed projects. The remaining is
known as the '"dette occulte", which is incurred in prefinancing
spending of projects. According to available data, the '"dette
occulte" incurred during the period 1979-1982 was estimated

at approximately 27-33 billion CFA francg. It resulted in a
large accumulation of arrears to various supplievs and e~
prises and to domestic banks which in turn bor:c¢red substantial
amounts from abroad.

Table A-11 in the Statistical Appendix shows the expenditure
pattern during the 1978«~1983 period. Total current expenditure
represented slightly more than a half of goverunment spending in
1978; the remainder was accounted by capital expenditure out-
lays. The share of current expenditure in total spending
declined steadily to only 37 percent of total spending in 1981.
The declining share reflected a much faster increase in capital
spending rather than the fall in current expenditure. Capital
spending rose by an average annual rate of 48 percent during
1978-1981, while current expenditure increased by an average
annual rate of 18 percent during the same period., With almost
30 percent reduction in capital spending in 1982 and another
21 percent cut in 1983, while current expenditure continues to
increase by an annual average of 12 percent during 1982-1983;
the share of current expenditure in total spending rose to
57 percent in 1983,

On the economic classification basis, public debt service
expenditure had taken a bigger share of government current
spending from 13 percent in 1978 to 23 percent in 1983, Wages
and salaries expenditure had increased from 34 percent of cur-
rent expenditure to 37 percent in 1983, There was a drop in
the share of expenditure going to materials and supplies,
particularly since 1981, Absolute expenditure outlays actually
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fell in 1981 and 1982, The 1983 level was about the game as
the 1980 level in nominal terms. T'is implies at least a
20-25 percent reduction in real terms because of inflation.
The share of subsidies and transfers fluctuated between
23-25 percent of total current expenditure., It declined by
seven percent in 1983,

Table A-14 in cthe Statistical Appendix presents the trends
of current expenditure spending by functional classification,
The share of current . expenditure spending in agriculture and
rural development decreased steadily from almost sSix percecus
in 1979 to about three percent in 1983, Spending on roads
had also shown a declining trend from three percent in 1981 to
two percent in 1983, Education and training accounted for an
average share of 20 percent during 1979-1983, 1Its share re-
mained at abouc 19 percent during the last two years. Health
spending remained at about six percent during this period.
Generzl public services spending remained relatively constant
in absolute terms, but declined as a shara of total current
expenditure., "O0f noticeable increases are public debt service
payments which have increased from seven perceunt of current
expenditure spending in 1979 to almost 23 percent in 1983.

Capital expenditures under the FNI grew by 54 percent
during the period 1979-1981, The sharp increase reflwocted
the exceptional growth of uranium revenues and the govern-
ment's vigorous effort to implement the 1979-~1983 development
plan. As the uranium situation changed in 1981, the FNI
spending wa&s cut by more than half, from 27 billion CFA francs
in 1981 to less than 12 billion CFA francs in 1982. 1t was
much below the planned level of 26 billion CFA francs. It is
expected to fall to about seven billion CFA francs in 1983,
Table A=15 in the Statistical Appendix shows the capital out=-
lays in the FNI budget by functional classification. Expendi-
tures in all categories of the FNI budget were reduced in 1982
with the biggest cut in education (almost six billion CFA
francs)., Other severe reductions included roads and infra-
structure, mining and industries, and agriculture and rural
development., The 1983 FNI budget will remain at seven billion
CFA francs., There are further spending cuts in education,
agriculture and rural development, health, and other economic
services,

Associated with the rapid increase in the FNI spending from
1979-1981 and a sizeable fall in uranium revenues in 1982
were growing capital outlays under the extrabudgetary expenditure
category. Extrabudgetary spending tripled during 1979-1981; it
declined from 62 billion CFA francs in 1981 to 50 billion CFA
francs in 1932. For 1983 the extrabudgetary spending is expected
o be lower than the 1982 level; it is estimated at about 41 bil-
lion CFA francs.

1%
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The 1984 budget shows a further reduction of 1,l percent
in current expendicure (from 8L.3 billion CFA francs to 80.2
billion CFA francs vr abcut 5200 million). The currant ex-
penditure reduction refiects lower, debt service pavments
due to debt rescheduling. Other major spending cuts include
reduction in food and boarding subsidies to students and
scholarships for secondary education and teacher hiring, re-
duction in the number of governmentally owned vehicles, no
increase in asalaries for civil servants and strict control on
new hiring, and reductioan of public encterprise activities.
Three public enterprises were directly affected: the grain
marketing agency (OPVN), the import trading agency (COPRO~-
NIGER), and the public utilitles company (NIGELEC). The
number of OPVN sales centers will be reduced from 220 to 79.
The operations of COPRO-NIGER will be reduced; it will only
be cthe monopolist for the imports and sales of salt, tea,
jute bags, and cigarettes, leaving other commodities to be irm-
ported or exported by private traders.l/ The NIGELEC will
impose surcharges of about 20 percent on electricity and water
consumption in order to cover cost. The policy of allowing
free usage of electricity and water for NIGELEC personna' -nd
members of the board of directors will be dfscontinu: ..

V. TRADE AND BALANCE OF PAYMENTS

A, Overall Balance of Payments Developments, 1979-1983

Prior to 1979, Niger hed experienced overall balance of
payments suxpluses, ranging from 1,2 to 7.9 billion CFA francs
($5-35 million)., It was followed by relatively small deficits
in 1979 and 1980 and a surplus in 1981, 1In 1982 with a sub-
stantial decline in capital {nflows together with a decrease
in exports, even though imports also fell by 13 percent, the
overall balance of payments deficit reached a record high of
43 billion CFA francs ($131 million).

In the current account, the deficit grew steadily from less
than two billion CFA francs in 1975 to 11 billion CFA francs
in 1977, Following rapid increases in capital spending under
the 1979-1983 plan, imports almost quadrupled between 1977-1981
(from 58 billion CFA francs in 1977 to 191 billion CFA francs
in 198l). 1Imports of invisible items (i.e. nonfactor services,
interest, and dividend payments) also rose by more than six-tfold
(from six billion CFA franes in 1977 to approximately 40 billio-
CFA francs in 1983), The rising deficit in the services accouant
which was due largely to increase in external debt service pav-
ments, and slower growth of unilateral transfers (mostly offi-
cial grants) resulted in a current account deficit of 71 billion

CFA francs in 1981,

l/Traders are still required to obtain licenses from the Chamber of
Commerce and commodity priceg are fixed by the Ministry of Finane«
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Until 1982, the current account deficits were adequactely
financed by surpluses in the capital account reflecting mainly
foreign direct investment, borrowing, and project related
capital inflows associated with the expansion in the mining
sector and in public investment activities under the five-year
development plan. These net capital inflows were large enough
to offset the current accoun:z deficits so that the balance of
payments remained relatively in equilibrium. 1In 1982, there
was a drastic fall in net capital inflows from 79.6 billion
CFA francs ($195 million) 4in 1981 to 15.2 billion CFA francs
($37 million) 4in 1982, Most of the reduction was attributed
to a large decrease in long-term capital jnflows due to
unanticipated drop in project related capital and a large
increase in short-term capital outflows. Consequently, the
capital account fell far short of the level capable of financ~-
ing the current account deficit, resulting in a large overall
balance of payments deficit. :

The reduced long=-tertn capi.al inflows and increased short=-
term capital outflows, together with a very high debt service
ratio in 1982 (36 percent of exports and private transfers,
according to the IMF, with public debt accounting for 24 per- 1/
cent), created a gserious balance of payments liquidity problem—
and confidence in the country's economic management weakened.

It drastically reduced Niger's iforeign exchange reserves., Niger's

foreign assets, which consist of SDR holdings, reserve position
in the IMF, and foreign exchange (largely held in French francs

in the operations account of the BCEAO with the French Treasury),

declined steadily since 1979, Foreign exchange reserves fell by
43 percent from $117 million in 1979 to $14.6 million at the end
of 1982, Thaey were equivalent to four weeks of imports at the
end of 1982,

The liquidity and incipient confidence crises forced the
Nigerien Government to seek assistance from the IMF and to
initiate an adjustment process, With a general slowdown in
investment activity and cutbacks in spending, total imports
declined by 8.5 percent in 1983 and exports recovered to almost
the 1981 level (from 121 bidllion CFA francs to 128 billion CFA

francs). Most of the fall in imports will be mainly 4in petroleum
products, raw materials and intermediate goods, and capital goods

17

The liquidity problenm 1is probably less serious in the private sect.r
than in the public sector because Niger's exchange system remains
relatively free of restrictions and because of the free convertibility
of the CFA franc. As a result of free currency convertibility, there
may be a tendency o overlook the balance of pavments problem. This

would be true only when the current account 1is not
sistent deficit and there is no confidence problem,
duration of the current account deficit determine the likelihood that
the deficit can be financed by the capital account. The degree of
confidence determines the level of foreign direct investment and the

ability of a country to, obtain credit,

in deep and per-
The extent and

\

<
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(construction materials, metal products, machinery, and

road transports equipment). Consumer goods and food products

are expected to decline slightly. The increase in exports will
come mostly from the higher contract ‘price for uranium and from
livestock and its products, and agriculture exports, particularly
exports of cowpeas, The current account 2Jaficit was cut by more
than half from the 1981 peak level and bv 36 percent from the
1982 level. Net capital inflows increased by 35 percent of the
1982 level; but they were still only 30 percent of the 1981 level
The overall balance of payments deficit was estimated at 7.3
billion CFA framcs ($19 million) 4in 1983. This represents a sub-
stantial reduction in the balance of payments deficit,

B. Balance of Payments Projections, 1984=1985

Table 3 presents two sets of balance of payments projections
for 1984 and 1985, one is prepared by the Ministry of Finance
(MOF) the other by the IMF., The MOF projects the current account
deficit to remain in-the neighborhood of 22 billion CFA francs
($75 million) for the next two years with exports increase by 1
and 4.8 percent in 1984 and 1985 respectively, while imporc- “all
by 7.3 percent in 1984 and increase again by 10.6 percer. 1in
1985, The deficit in the services account 1is expected to fall
"substantially in 1984 (68 percent) and increase again in 1985,
The projected overall balance of payuments of deficits are 23
billion CFA francs ($55 million) in 1984 and 18 billion CFA francs

($43 million) 1in 1985,

The IMF projections are generally more optimistic. The IMF
projects the current account deficits to decline to 23.5 bil=-
lion CFA francs ($56 million) in 1984 and 5 billion CFA francs
($12 million) 4in 1985. Exports are expected to rise by 6.4 and
4,5 percent in 1984 and 1985 respectively, while imports are
projected to fall in both years by approximately eight percent
during 1984-~1986, The deficit in the services account 1is
anticipated to increase slightly in 1984 and fall by eight per-
cent in 1985, The IMF projects a higher level of net capital
inilows 1in 1984 ($22.5 million instead of $17.7 million forecast
by the MOF) but net capital outflows of 5 billion CFA francs
($12 million) in 1985 whereas the MOF projects continuing capital
inflows of 14.5 billion CFA francs ($35 million) in 1985. The
IMF projects lower overall balance of payments deficits in 1984
and 1985 ($34 uand 26 million respectively as compared with the
MOF projections of $55 and $45 million).

Figures 3 and &4 provide indicators of some key aggregate
indicators for trade and balance of payments based on the MOF
projections. The trade gap is anticipated to be approximately
one~-two percent of GDP; the IMF actually projects trade surpluses
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IS

I. CURRENT ACCOUNT, NET

Trade balance
Fxports, f.o.b.
(of which:uranium)-
Imports, c.1l.f+

Net services
Goods and services, net

Net transfers
Private
Publ ic

I1. CAPITAL ACCOUNT, NET

Public, nonmonetary (mnet)
Private, nonmonetary (ret)

Monetary capital
IT1. FRRORS AND OMISSIONS
IV. OVERALL BALANCE

FINANCING:

Change in foreign assets, net

Commercial Banks
Central Bank (BCEAO)
SPR Allocations

MEMOPRANDUM TTEMS

Tab}e 3

Balance of Payments Projections

(in billions of CFA francs)

1OF Projections

IMF Projections

Fxchansge rate (annual average)

CFA francs per U.S. dollar

CFA francs per SDR

Sources:

1983 1984 1985 1984 1985 1986
-31.10 -30.80 -32,50 -23.50 -5.10 14.60
-23.30 ~6.80 -15.30 ~13.30 -1.90 11.30
128.50 135.00 141.60 136.7 143.5 150.2
(94.3) (99.6)  (104.6) (99.6)  (104.6)  (109.3)
-151.70  -141.80 -156.90 -150.0 ~145.4 -138.9
-40.00 -38,50 -36.20 -41.7 -38.4 -33.4
-63.30 -45.30 -51.50 ~55.00 -40.30 -22.10
32.20 14,50 19.00 31.50 35.20 36.70
-13.30 -15.50 ~13.00 -11.5 -9.5 -8.7
45.50 30.00 32.00 43.00 44,7 45.4
26.10 16.40 23.10 19.5 4.1 -14.4
-10.80 -9.00 -8.60 -10.1 -9.8 -7.9
8.00
0.50
-7.30 -23.40 -18,00 -14.10 -10.80 ~7.70
13.00 6.80 0.00
-2.20 -2.10 -4.8
15.20 8.90 4.8
378,50 409,00 409.00
405.00 421.27 421.27

IMF and Ministry of Finance

91
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beginning with 1986. The net capital inflows are expected
to stabilize at approximately two percent of GDP. The
official grants are expected to remain at about two percent
of GDP, The projected balance of payments deficits for 1984
and 1985 are approximately two-three percent of GDP.

C. Trade Pattern

Niger's merchandise exports are dominated by uranium
exports which accounted for 75-79 percent of Niger's +total
recorded exports during 1978-1983., Next to uranium exports
are livestock and livestock products. Their share was 16
percent in 1984 of which more than 90 percent was accounted
by export7 of live cattle to neighboring country, particularly
Nigetia.l The remainder was exports of hides and skins, mostly
to France. The third major Niger exports since 1980 have been
cowpeas., They have replaced groundnuts as major agricultural
exports. In 1983, they accounted for 2,5 parcent of the total
recorded exports. Groundnuts and cotton which were major exports
in the 1960's and early 1970's have not contributed to Nig~- -':
export earnings significantly since 1980, Other Niger . .,orts
include vegetables such as onions a2and string veans. The vege-
table exports together with re~exports of goods passing through
Niger accounted for almost four percent of Niger's total
recorded exports in 1983,

The significance of the uranium sector in the balance of
payments is summarized in Table A-26 in the Statistical Appendix.
Following a 69 percnet increase in uranium exports, the scctor's
overall balance of payments surplus almost doubled in 1979 from
28 blllion CFA francs in 1978 to 50 billion CFA francs. The
surplus reached the peak of 61 billion CFA francs in 1981. It
fell by 26 percent in 1982, The reduction in the sector's
balance of payments surplus in 1982 was the outcome of a fall
in uranium exports, unaccompanied by adequate decrease 1in
sector's imports,ﬁ’ together with an increase in long term
capital outflows in the form of principal repayments for the
loans incurred in the sector.

1/The data are from the most recent IMF documents which in turn are

based on estimates prepared by the West African Central Bank

(Banque Centrale des Etats de 1'Afrique de 1'Ouest - BCEAQ). These
estimates are not complete because of untrecorded border trade. This
is especially true with regard to agricultural commodity exports for
which the BCEAO data cover mainly only exports by official and para-
public enterprises. For imports, the BCEAO data are relatively mor.
complete., Since a significant part of the livestock border trade
escaped customs record, the trade statistics may have underestimatec

the true value of livestock exports.

2/Imports in the sector actually increased by 9.5 percent.
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Niger's pattern of imports 1is typical of non-oil low
income mineral export countries. It 1s characterized by high
concentration of imports of capital goods and raw materials
(46 percent) and imports of fuels (26 percent); while imports
of food, beverages, and tobacco account for approximately 11
percent of Niger's imports and other consumer goods (such as
clothing, pharmaceuticals, plastic products, rubber products,
and paper products) represent 17 percent of its imports. With
the economic stagnation and the cuts in investment spending,
the share of imports of capital goods and raw materials are
expected to decline in 1984 and 1985.

D. Direction of Trade

According to the most recent trade statistics with breakdown
of Niger's trade by countries, Niger's important trading partners
are France, Spain, Italy, West Germany, Libya, Japan, Nigeria,
and Algeria. Almost 50 percent of Niger's trade is with
European countries, approximately one-third is with African
countries, and the remainder is with Asian countries; a small
quantity of trade is with the United States.

France alone accounted for 35 percent of Niger's exports
and imports in 1981, Uranium exports alone represented 95
percent of Niger's exports to France; another major export
category to France was animal skins and hides (two percent).
Other exports to France of significant value were tin and other
minerals and green heans. Niger's major imports from France
consisted of electrical and electromic equipment (20,2 percent
of total imports from France), boilers, machinery, and engines
(17.2 percent), vehicles and transport equipment (12,9 percent).,
Other imports from France included iron and steel products,
pharmaceutical products, chemical products, fresh and prepared
food products and beverages. After France, Nigeria 1is the most
important trading partner of Niger., Niger's trade with Nigeria
amounted to 17 percent of its total exports and 13 percent
of its imports in 198l1l. Because of the long border betweenthe
two countries and a relatively good transportation network, a
significant portion of Niger's trade escapes official stacistics,
particularly trade in agricultural products and livestock.
Estimates of this unrecorded trade range from 15 to 30 percent
of total trade with Nigeria. Consequently, the official
statistics underestimate the actual value of trade, Niger's
exports to Nigeria consist principally of livestock on the
hoof, Other exports include onions, salt in blocks, and syn-
rhetic fabrics. Niger's main imports from Nigeria are diesel
fuel and petroleum products (31 percent of imports from
Nigeria), cement (19 percent), tobacco (l4 percent), unrefined
sugar (eight percent), vegetable oils (five percent), sorzhum
(five percent), and used clothing (ten percent).

\



The next important trading partners on the exporc side
are Japan and Libya. Theilr trade consisted almost exclu=-
sively of uranium exports from Niger. On the import side,
Algeria was the third major trading partner in 1981, Ic was
made up almost entirely of petroleum products (95 percent of
imports from Algeria). The next trading partner after Algeria
is Ivory Coast., It accounted for 4.6 percent of Niger's total
imports. They consist mainly of cotton fabrics (22 percent),
fuel and lubricants (eight percent), cigarecttes (seven percent),
palm oil (seven percent), batteries (six percent, matches (two
percent), coffee (two percent), and other light consumable
goods and food products. There are small quantities of trade,
particularly in vegetables, livestock, mand other agricultural
products with other neighboring countries, such as Togo, Benin,
Mali, Upper Volta, and Ghana. Benin and Togo also serve as
major transit routes for transporting goods to Niger.

Other trading partners on the import side are West Germany,
Italy, the Netherlands, United Kingdom, Japan, and the United
States. Each rapregsented two-four percent of Niger's total
imports in 1981, They consistad uwainly of irdustrial . . aur-
able consumable goods. Niger's L(mports from the United States
in 1981 amounted to approximately $19 million (3.7 percent of
total imports)., The major imports include auto parts (29 per-
cent of total imports from the United States), road construc-
tion vehicles (l4 percent), and other durable consumable goods
like air conditioners, typewriters, calculators, and generators.

E. Terms of Trade

Because uranium exports represent more than 75 percent of
Niger's total exports, the export price index 1is closely
associated with uranium price. Since the large increases in
1976-1978, Niger's uranium export prices leveled off and fell
by 35 percent {in 1981. Although the CFAF price recovered to
almost the 1980 level in 1982 and 12 percent higher than cthe
1980 price in 1983, the depreciation of the CFA franc has kept
the dollar price at 62-65 percent of the 1980 price since 1981.
In 1977 constant prices, the declining uranium export price
began in 1979. On the other hand, the import price index
increased by an annual average of 20 percent during 1979-19893;
it declined modestly in 1981-1982 and a slight increase in
1983. Congequently, Niger's term3 cf trade has deteriorated
since 1979 with a fall of 17 and 30 percent in 1980 and 1981
respectively., It did not ch-nge in 1982 but decliined by another
two percent in 1983.

F, External Debt

During the period 1979-1982, Niger'a outstanding and disbur,«
public debt grew by 133 percent, from $257 million in 1979 to
$500 million (31 percent of CDP) in 1982, 1If private debt was
included, the total cutstanding and disbursed debt would be $7/7
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million or approximately 38 percent of GDP in 193), The ratio
of debt service payments to export earnings and private trans-
fers increased from l4 percent in 1979 to 36 percent ian 1982.
The rise in the debt service ratio reflected larzelv & more
than five-fold increase in public debt. Public debt service
ratio grew from 2.4 percent in 1979 to 2% percent in 1982,

At the end of 1983, the total outstanding and disbursed debt
is estimated at $762 million, with private debt declined

from $146 million in 1982 to $98 million in 1983: however,
public debt increased from $600 million to $664 million., The
debt service ratio fell slightly to 32 percent. A large
portion of the debt is denominated in' U.S. dollars (51 percent
of the direct government debt and 16 of, the government-gucranteed
debt). With the depreciation of the CFA franc vis-a=-vis the
dollar, the cost of servicing the debt increases.

Table A-23 in the Statistical Appendix shows Niger's debt
gsituation from 1979 to 1990, The debt situation is not ex-
pected to improve significantly until 1988. The public debt
service payments are forecast to decline slowly to approximately
21 percent of export earnings and private transfers in 1984 and
1985, and to average about 19 percent during 1986-1990. The
private debt service payments are forecast to decline more
quickly from 11-12 percent in 1982-1983 to approximately six
percent 1ln 1985 and to remain at less than five percent during
1986-1990,

A number of factors contributed to the debt problem., It is
partly due to Niger's economic and social structural rigidities,
and partly to external factors which weakened its export growth;
but it alsuv arises from the fiscal and debt management as well
as limited access to medium= and long-term capital.

Structural rigidites in the composition and level of the
public sector investment program limit the ability of the
country to take necessary measures in response to balance of
payments and fiscal imbalances in a timely manner. Niger
launched its ambitious five-year development plan {in 1979 with
the expectation of coantinuing and rising uranium export earnings.
In the plan, 53 percent of the total investment is anticipated
to come from the public sector. About two-thirds of the private
sector investment are in mining, and 24 percent in manufacturing
and energy. Investment projects implemented were aimed at
providing basic infrastructure and social services. They
amounted to 65 percent of the public sector investment, with
infrastructure alone accounting for 45 percent. Approximately
60 percent of these investments were financed through external
resources, two-thirds of which were in the form of loans.
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A characteristic of investments in basic Infrastructure
and social services is in their lumpiness--thev are verw
costly and require a long 2estation perivd and their henerics
are far in the future. They do not centribute quickly to
government revenue {n terms of increased tax base. With
the aid of hindsight, it could be argued that the debt burden
might have been lightened had more investments gone into more
directly productive activities, for example, in raising agri-
cultural and livestock productivity,

The debt problem is also due to external factors that are
beyond Niger's control and to the high export concentration in
one commodity. The fall in world uranium demand and its nego-
tiated price had lowered Niger's export earnings and reduced
its debt-servicing capacity. The effect on debt-gservicing
capacity would have Leen lessenad if Niger's exports were more
diversified and had it not committed in the previous years a
substantial amount of investment in increasing mining productive
capacity and in energy intended for the expanded mining capacity.
Investment in the third uranium mine (Societe Miniere de T-2s53a
N'Taghalgue - SMTT) had already taken place a few yen». carlier,
although the opening of this mine had been psstponed. The
Nigerien Government also formed 2 coal mining company (Societe
Nigerienne du Charbon d'Anon Araren - SONICHAR) in 1975 to
exploit a cval deposit to be used to produce electricity for
the three mines and their localities. As the opening of the
third uranium mine has been postponed, SONICHAR is operating
well below its productive capacity. The total construction
cost for SONICHAR 1s estimated at 55 billica CFA francs, of
which 37 billion CFA francs (or 67 percent) 1is financed by
government and government-guaranteed debts from axternal sources.
Most of this debt is on non~concessional terme. Its debt
servicing will be especially high 1in future years. The Nigerien
Government has negotiated some direct bilateral debt relief to
reduce 1ts additional debt service payments arising from SONI-
CHAR.

The debt problem is further aggravated by miscalculations
on certain policies related to fiscal and debt management. In
particular, the over-acceleration of investment beyond the level
that can be supported by domestic savings and budgetary resources
together with the practice of prefinancing projects 1in antici-
pation of exceptional foreign assistance, which finally could
not be mobilized, had contributed significantly to the rising
extrabudgetary capital expenditure and growing budget d-~ficics
during 1979-1982, Because of the rigidities involved in
lowvering capital expenditure and the government's reluctance
to cut current expenditure spending, no attempt was made prior
to 1983 to bring spending in line with revenues; ingtead, the
budget deficit problem was postponed by resorting to foreign
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borrowing and domestic credit expansion. The debt situarion
detericrated; and as medium=- and long-term loans on conces-
sional terms became more difficult to obtain, debts of short
maturity on non-concessional terms were incurred because

they were easier to obtain and were quickly disbursable,

When the export situation did not improve at a rate compatible
with increasing debts, foreign reserves were drawn down to
meet debt service payments and a liquidity crisis was set in
motion,

MONEY AND BANKING

A. Niger's Monetary System

Niger is a member of the West African Monetary Union (Union
Monetaire OQuest Africaine-UMOA) along with five other countries
(Benin, Ivory Coast, Senegal, Togo, and Upper Volta). It shares
a common currency, the CFA franc, and the same Central Bank
(Banque Centrale de 1'Afrique de 1'Ouest-BCEAQ), with other
member countries, The currancy is pegged to the French franc
at a fixed rate of 50 CFA franc to one French franc and the
French Treasury guarantees its free convertibility. The French
Treasury also provides automatic overdraft through the UMOA's
operations account., The BCEAO in turn is required to maintain
at least 65 percent of its foreign exchange reserves (excluding
SDR's, IMF reserve tranches, and IBRD bonds) in the OMAU's
operations account.

Niger's monetary system comprises; (1) a branch of the West
African Central Bank (BCEAO); (2) one Development Bank (Banque
pour le Developpement de la Republique du Niger--BDRN); (3) two
governmentally owned banks with limited operation: Credit du
Niger (CN) and Caisse Nationale de Credit Agricole (CNCA);

(4) six commercial banks: Banque Internationale pour l'Afrique
de 1'Ouest (BIAO), Banque Arabe Libyenne-Nigerrienne pour le
Commerce Exterieur et le Developpement (Balinex), Banque Inter-
naticnale pour le Commerce et l'Industrie du Niger (BICIN),

Bank of Credit and Commerce (BCCN), Citibank, and an Arab Bank
(Dar Al-Maal Al-Islami Niger); (5) other financial intermediaries
which include some banking operations =-- the Post Office, the
Narional Savings (Caisse Nationale d'Epargne =~- CNE), Societe
Nigerrienne de Credit Automobile (SONICA), and Caisse de Prés
2ux Collectivites Territoriales (CPCT). 1In the monetary sector,
the government accounts comprise the Treasury account, extra-
budgetary government operations, the Post Office account, the
Social Security Fund, and the Stabilization Fund.
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As a member of the monetary union, Miger does not have
complece autonomy in its monetary policy. The monetary policy
is determined by the BCEAO joinctly with the UMOA's policies
for other member countries to ensure policy harmonization
for the union. Niger's main monetary policy instrumants are
the credit and rediscount facilitles with the BCEAO. Each
year a national credit committee of each member country sub-
mits its monetary target to the BCEAQ headquarters in Dakar.
On the basis of each individual member country's proposals
and the member discussion, the BCEAO establishes both a
global target of credit and money supply for the monetary
union, as well as the maximum amount of credit it would give
to each member government. According te the union's statute,
the maximum credit for the government 1s limited to 20 percent
of the government's previous year of officially recorded fiscal
revenue. Credit ceilings to the private sector, however, are
imposed on esach bank on a monthly basts, The BCEAO also plays
an important role in determining the allocation of credit
through the requirement of its prior approval of loans in
excess of 30 million CFA francs.

As another monetary policy instrument, the BCEAQO also provides
rediscount facilities., Refinancing of commercial banks through
the BECAO's discount window 1s limited tuv the maximum of 35 per-
cent of each bank's loans, and the BCEAQO determines the ceiling
for annual refinancing of ordinary credits. Crop credits are
automatically eligible for refinancing outside the ceiling.

In the allocation of credit, the BCEAO implements sectoral
priorities established by the government. In the case of Niger,
the order of priority 1is: agriculture, Nigerien enterprises,
industry and mining, construction, transport, and commerce.

B. Developments in the Monetary Sactor, 1978-~1983

Table A~27 in the Statistical Appendix shows the changes in
the money supply over the pericd 1978-1983 and projections of
the growttr of money supply in 1984, During the period 1978-
1981, money supply grew by an annual average of 22 percent.
With the exception of 1981, the growth of money supply is in
line with the growth of nominal GDP which also averaged about
22 percent per year during 1978-1980. However, the growth of
money supply in 1981 (20.7 percent) was higher than the growth
of nominal GDP (13 percent)., In 1982 and 1983, the money
supply declined respectively by 13 and nine percent coinciding
with the slowdown in the ecor.ay begun in 1981,

A major factor contributing to the growth of money supply
between 1978-1981 was credit expansion, Domestic credit expanded
at an average annual rate of 62 percent, with an exceptional rcot=z
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of increase in 1978 when the rate was 149 percent; the

average was 33 percant if 1978 was excluded. The Central

3ank contributes to domestic credit directl: bv Lending

to the government and iadirectly through its rediscount fac'l-
ities to commercial banks and its interventioa in interbank
transactions, Between 1978-1979 the expansion of domestic
credit resulted eatirely from increases in credit to the
private sector., During the same period, the government im=-
proved its net creditov position vis-a=-vis the banking

system (from 12 billion CFA francs to 18 billion CFA francs).
In 1980, the rapid growth of credit (43 percent) was accompanied
by a substantial decline in the government's credit position
vis-a-vis the banking system and a lowexr rate of growth of
credit to the private sector. In 1931, the government's credit
position deteriorated further and the growth of credit to the
private sector also declined. 1In 1982, the monetary situation
for the government changed from a creditor position to a debtor
position (from a creditor position of 3 billion CFA francs to

a debtor position .of almost 19 billion CFA francs), and a

lower rate of growth of credit to the private sector. In 1983,
there was a decline in the dcaestic credit (a decrease of ap-
proximately three percent) accompanied largely by a reduction
of government borrowing and practically no change 1in the level
of credit to the private sector,

There were two major reasons for the reversal of the govern-
ment's financial position from a creditor position to a debtor
position in 1981-1982, and a concurrent rising of liquidity
difficulties in the banking system. First, it reflected record
high trade deficits in the balance of payments in 1980 and 1981,
increasing debt servicing, and decline in non-monetary capital
inflows in 1982, Second, it reflected the stagnation of govern-
ment revenue and charply increased extrabudgetary and capital
spending under the five-year development plan., Prior to 1981,
the government maintained substantial deposits with the banking
system, Treasury deposits with the CNCA and the BDRN provided
an important part of the bank's resource base. This had allowed
banks to limit their recourse to the Central Bank and foreign
borrowing for financing need, With the withdrawal of deposits
by public enterprises (estimated at 12 billion CFA francs) in
1981-1982, the banks had to rely on the Central Bank rediscount
facilities and foreign borrowing to finance increasing demand
for credit from the government. Most government's growing
demand for credit stems from financial difficulties of public
enterprises, parti_ularly the official marketing agencies, and
from prefinancing ~f government extrabudgetary investment
projects (mainly in the construction sector), During the period
1981-1983, banks used fully their lines of credit with the
Central Bank and engaged in short-term borrowing with increase of
17 billion CFA francs between September 1981 and September 1982,
It increased by another 7 billion CFA francs between September
1982 and September 1983.

\AW



The large balance of payments deficit in 1982 was
financed partly by increase in banks' short-term foreign
liabilities (about 22 billion CFA francs) and by drawdown of
official foreign assets., The change’'in the government's
financial position from a creditor to a debtor in the
banking system and the increasing foreign borrowing led
to a large negative net foreign assets (49 billion CFA francs
in 1982), The negative net foreign assets were estimated at
52 billion CFA francs at the end of September 1983,

The contractionary monetary policy which began at the end
of 1982 is expected to continue in 1984 upder the IMF standby
arrangement. According to the IMF program, the monetary author-
ities will tighten their credit policy and restrict the money
supply growth to approximately five percent between December
1983 and December 1984, The ceiling on net domestic credit
will be allowed to increase from 140 billion CFA francs in
December 1983 to no more than 150 billion CFA francs in
September 1984, Cefling on net credit to government is set at
24 billion CFA francs by end of September 1984, Ceiling on
net foreign short-term liabilities of commercial banks i-
set at 26 billion CFA francs. Domestic governmcat arrears are
programmed to decline by approximately 6 billion (FA francs
between December 1983 and September 1984, Finally, no new non-
conéessional external loans will be contracted either directly
by the government or guaranteed by the government except for
debt rescheduling or refinancing. The IMF monetary and credit
targets are bagically formulated with the objective of achieving
external current account balance,

C., Distribution of Creditr and the Structure of Interest Rates

The government sets priorities in the allocation of credit,
The order of sector priority is agriculture, industry and mining,
construction and public works, transport, and commerce. Avail=-
able statistics indicate’ that the sector which received the largest
share of the credit distributed during 1978-1982 was commerce (34~
39 percent), It was followed by the construction sector, the
industry sector, the mining sector, the transport sector, and
the agriculture sector. Approximately one-third of the total
credit distributed went to public and parapublic enterprises.
The sectoral allocation of credit to the non-government sector
showed a shift from the mining sector since 1980 and an increasing
share toward industry and construction, However, there are
indications that the share for the construction sector declined
after 1982, Agriculture recieved a relatively unchanged share
of six-eight percent. To monitor the credit allocation to
priority sectors, all loans in excess of 30 million CFA francs
are subject te prior approval by the Central Bank. Table A-28
in the Statisctical Appendix shows the credit allocation by
economic sector during the 1978-1982 period.

6\



During 1975-1981 the Central Bank's normal discount rate
(taux d'escompte normal--TEN) remained unchanged at eight
percent and the preferential discount rate (taux d'escompte
preferantiel--TEP) was 5.5 percent.  1In April 1980, the TEN
was raised to 10.5 percent and the TEP was eight percent,

In April 1782 these rates were increased to 12.5 and ten per=-
cent respsctively, The preferential rate 1s limited to crop
financing, finacing for government authorities (central and
local), housing loans to UMOA's citizens, and loans to small-
and medium-sized enterprises with at least 51 percent of the
capital held by citizens or institutions of the UMOA with

the credit outstanding less than 30 million CFA francs.

The other set of interest rates is those in the UMOA's
money market. The UMOA's money market was created in 1975
with the objective of providing the BCEAO authorities with
an additional monetary instrument for the control. of the total
UMOA's money supply. The existence of the money market is
expected - increase incentive for banks to keep their excess
liquidity within the monetary union and thereby reducing capi-
tal outflows from the union. In order for the market to work.
effectively, the rates of interest must be adjusted frequently
and they should reflect demand and supply in the financial
market., This generally 1is not the case. Interest rates are
set by the BCEAO with the BCEAO absorbing any excess supply
or demand of funds at the administrative set rates.

There are three types of deposits and advances in the
UMOA's money market: overnight, one-month, and three~-month.
Prior to October 1979, the rates on both deposits and advances
varied in general less than 0.3 percent for a three-month
period with the spread between daposits and advances of approxi-
mately 0.25 percent., Betwveen October 1979 and March 1980, there
were increasses of one-two percent in the rates. In March 1981,
there were sharp increases across the board, The overnight
deposit rate increased from 10.75 percent in March 1980 to
14,75 percent in March 1981 and the rate for advances increased
from 11 percent to 15.06 percent. During the same period the
one-month deposit and advances rates were raised from 10,87
and 11,12 percent to respectively 14,87 and 15,12 percent; and
the three-month rates were raised from 11.12 and 11.37 percent
to 15,12 and 15.37 percent respectively. Table A-29 in the
Statistical Appendix shows the changes in the structure of
interest rates in the UMOA's money market during 1975-1982.

The rates in 1983 were considerably lower. Since July 1982,
the rates have declined considerably to the range of 11-11.62
percent except the rate for one-month advinces which was 13.37
percent in March 1983, Prior to April 1982 (when the Central
Bank's normal discount rate was raised to 12.5 percent), the
market rates exceeded the normal discount rate by approximately
4,5 percent. Since 1982 the margin between the two rates was
within approximately one percentage point. Consequently, banks
tend to borrow first in the money market before using the
Central Bank's discount window.

ob



VII.

MACRO-ECONOMIC ADJUSTMENT

Prior to fiscal 1983, the economic and financial difficulties,
were considered essentially of a short-term nature which could
be overcome through temporary financing from abroad without

the necessary adjustment in the country's spending pattern and
economic policies. when uranium exports did not improve at

a rate compatible with increasing debts and as medium= and long-
term loans on concessional terms became more difficult to obtain
short~term loans on commercial terms were incurred. The
liquidity crisis developed as the debts were due. The unmanage-
able debt and liquidicty problems compelled the Government of
Niger to adopt an adjustment program aimed at stabilizing the
financial situation and adjust the economy to a slower growth
path consistent with available resources. The recovery cfforts
include an IMF austerity program, a debt relief through the
Paris Club, measures to reform the operations of public and
semi-public enterprises, and a program to restructure public
investment spending through investment consolidation under the
1984~1985 Interim Plan (Programme Interimaire de Consolidarf~n,
1984-1985).

A, IMF Austerity Program

At the end of fiscal 1983 the Government of Niger concluded
an IMF standby agreement and also botained a compensatory
financing facility (CFF) during the last quarter of fiscal 1983.
The standby agreement is for the amount of 18 million SDR's
(approximately $19 million), scheduled for disbursement be-
tween October 1983 and December 1984, The CFF program amounted
to 24 million SDR's (approximately $25.2 million) which was
disbursed between July 1983 and December 1983, The IMF program
is mainly aimed at achieving financial stability. The program
is accompanied by a set of figscal measures, monetary and credit
policies, and balance of payments policies.

The fiscal program is intended to reduce the size of the
budget deficit. The actio7s taken to achieve this are: (a)
comprehensive tax reform,l (b) restraint on the growth of
government current expenditure outlays, and (c) substantial
cut in capital and extrabudgetary spending. The program also
calls for efforts to ¢liminate all payments in arrears to domes-
tic banks and local enterprises within a period of three-four
years., The fiscal measures are expected to lower the budget
deficit to about 40 billion CFA francs in 1984 ($98 million) on
the cash basis--i.e., including reduction in arrears. However,
even with the IMF assistance and the projected lower budget
deficits, the financing shortfalls for 1984 and 1985 are expected
to be between 15 to 20 billion CFA francs ($37-48 million) each
vear. Approximately one-third of these is likely to be covered
by debt relief; the other part will require concessiong} lnans
or grants if the IMF borrowing condition 1is to be met.=

1/See Section IV, particularly Table 2 for a more detailed descriptio:

of the tax reform package.

E/Ao one of the conditions under the standby agreement, Niger is to a ;\
stain from all non-concessional foreign borrowing with maturity of B
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The monetary and credit policies are aimed at releasing
the balance of payments pressure, avold further deterioration
of the country's debt situation and confidence crisis through
a large reduction in the external cufrent account deficic,
The program requires a slowdown in the growth of money supply
and credit expansion. As one :-f the program conditions the
Nigerien Government is require- to adhere to a number of quan-
titative performance criteria. They include:

(a) Restrict total domestic credit growth to less than
12 percent between September 1983 and September 1984 with the
total momney sSupply increasing by five percent or less during
this period,

(b) Limit the ceiling on net credit to the government by
the banking system to less than 24 billion CFA francs ($58.6
million) by the end of September 1984; this represents an
increase of 4.3 billion CFA francs (or 22 percent) from the
level in September 1983;

(c¢) Reduce payments in arrears to domestic banks and enter-
prises to no more than 13,3 billion CFA francs ($32.5 million)
by the end of September 1984 from the estimated 22.3 billion
CFA francs ($54.5 million) at the end of December 19813,

(d) During the period from October 1, 1983 to September 30,
1984, domestic banks will not be authorized to allow their net
short-term foreign asset position to deteriorate further; 1t
vas estimated at a negative 26 billion CFA francs ($64.5 million)
in September 1983,

(e) During the period October 1983 to September 1984, the
government will abstain from all non-concessional foreign
borrowing, directly or through its guarantee, with maturity
of less than twelve years except for the refinancing or
rescheduling of existing loans.

For external policies, they are intended for reducing the
current account deficit in the balance of payments through
reduction in imports which primarily affects imports of con-
sumable goods in 1983 and capital goods in 1984, The policies
which will contribute to the reduction in the current account
deficit are the fiscal and monetary policies described above
and the anticipated modest increase in uranium export earnings.
Niger is required under the program to maintain a free trade
and exchange regime without imposing payments and transfers or
trade regtrictions for balance of payments reasons.



B. Debt Relief

. The unmanag2able debt situation forced the Nigerien Govern-
ment to seex debt relief through the Paris Club fullowing. the
agreement on the IMF financial program. The debt rescheduling
agreement was concluded in November 1983, The agreement applies
to loans, which have maturity of more than one year and concluded
before July 1, 1983 from the participating creditor countriesl/
and commercial credits guaranteed or insured by them. The ternms
of the debt relief are 90 percent of the amounts in principal
and 60 percent of the amounts in interest due from October 1,
1983 through September 30, 1984. The rescheduling arrangement
will result in payments being made over a nine~year period with
a grace period of four years. The first payment will be made
on April 1, 1989 (end of grace period) and the final bayment on
April 1, 1993, The unrescheduled debt service payments (ten
percent of the principal and 40 percent of interest) will be
paid according to the following schedule: one-third on due date,
one=-third on June 30, 1985, and one-third on June 30, 1986.

The detailed arrangements for the rescheduling or refinancing

of the debts will be determihed Lilaterally between cred’
governments or their appropriate institutions and the yovernment
of Niger,

The effect of the. debt rescheduling is estimated to be a
reduction of debt service obligations by approximately $56
million., The public external debr service payments for fiscal
1984 will be reduced to about $20-24 million. The intermnal debt
service payments are estimated to be $12 million. The Government
has also sought debt rescheduling or refinancing on similar terus
with private external creditors as well as public external
craditors not participating in the Paris Club agreement. It is
also expected to continue seeking debt relief for the next few
years. :

C. Parastatal Reform

During fiscal 13983 the Nigerien Government with technical
assistance from the IBRD undertook a comprehens:ive study to
assess the problems associated with public and parapublic
enterprises., The study covered more than 50 enterprises and
intended to provide policy recommendations for upgrading the
financial management and overall efficiency of these enterprises
in order to reduce their operating losses which have been a

L/Credi:or countries participated in the debt rescheduling include
France, Japan, the Netherlands, Spain, Sweden, Switzerland, the
United Kingdom, the United States and West Germany.
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financial burden on the government budget., The study was
completed early 1984. A general reform of four enterprises
was initiated in fiscal 1984, These, enterprises are grain
marketing agency (OPVN), imports marketing agency (COPRO-
NIGER), public utilities company (NIGELEC), and a coal-fired
thermal power station (SONICHAR).

For the grain marketing agency, the government reduced the
OPVN's overextended network of buying and distribution by
closing down 121 distribution centers late 1983, This should
lower its transportation and personnel costs. However, the
major source of OPVN's losses--1its storage cost of large
holdings of stocks-=-has yet to be resolved. Although the
study recommends a reduction of 1its stocks, the government has
not fully implemented the pclicy recommendation.

For the other marketing agency (COPRO-NIGER), the government
has reduced the scope of its operation. The range of products
for which it monopolizes has been cut to four: sait, tea, jute
bags, and cigarettes., Private traders are allowed to play an
increasing role in the marketing of other products which pre-
viously COPRO-NIGER alone had the marketing right., Further=-
more, COPRO-NIGER operations will be restricted to wholesale
distribution.

For the public utilities company, the government reduced the
subsidy on the water and electricity consumption by revising up-
ward the tariff rates of water and electricity. An average
increase of about 20 percent was put in effect in October 1983,
The policy of allowing free usage of water and electricity to
NIGELEC employees and its board of directors was discontinued.
The company is encouraged to keep its rate structure flexible
to allow periodic tariff adjustments compatible with increases
in costs. In addition the government has agreed to the need to
improve its management and administrative practices as well
as to install an appropriate accounting system to monitor its

financial situation.

Following a preliminary study of SONICHAR's operations,
the government has agreed to strengthen the financial and
technical management of the plant. A Prench agency (The
Charbonnage de France) will provide SONICHAR technical
assistance for two years. In addition to the technical and
financial management problems, SONICHAR has also incurred
substantial debts., To alleviate the debt problem, the govern-
ment sought and obtained debt relief from major foreign creditors
early 1984, There were also tariff increases for electricity
supplied by SONICHAR to its major consumers (uranium mining
companies) in 1984,
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D. Consolidation of Public Investment

Another major effort of the adjustment process L{s in the
restructuring of public investment program during the next
two vears, The program for investment consolidation is out-
lined in the 1984-1985 Interim Plan (Programme Interimaire
de Consolidation--PIC), The investment program for the most
part comprises ongoing projects or extension of projects or
programs undertaken during the previous plan. There are
four areas of emphasis in the PIC.

First, there 1s an increased emphasis on the reorientation
of public investment more toward the directly productive sector,
especially in agriculture and livestock, rural employment, and
export promotion., The effort to achieve self-sufficiency in
food production and to conserve Niger's fragile environment 1is
still the overriding concern.

Second, the Plan explicitly recognizes the need to take
inventory of all the installed capacity achieved during ~*--
previous Five-~Year Plan in the infrastructure and so:>i.. ser=
vices sectors, This will be undertaken with the objective of
making the full use of the already installed facilities as
well as ensuring their continuing operation, It is certainly
a significant departure from Niger's previous planning efforts
and it 1s probably influenced by the overall financial con-
straint resulting from the worsening economic conditions,

Third, the Plan calls for an acceleration of the development
of a participatory economy through the "Development Soclety"
institution which comprises cooperatives and youth groups
(Samarias) at different administrative levels. The promotion
of a participatory economy is not new; it was one of the goals
in the 1979-1983 Plan. However, the concept has not been
adaquately transformed into activities during the previous
plan. The departure point, from the previous plan's attempt
which provides a basis for believing that the "Development
Society" idea will become an important insctrument in the
Interim Plan, is the Government's recognition of its limited
resources relative to the need, The declining public sector
resources increages the importance of mibilizing resources and
energy from the private sector., The "Development Society,"
through the cooperatives and youth groups, is a vehicle for
mobilizing such resources, Activities for which they can play
an important role include the maintenance and participation
in the building of infrastructure, especially those aimed
at providing goods or services having public-good characteris-
tics, such as schools, village water supply, and rural roads,
Participation from beneficiaries should help lower the recurreu-



costs which would otherwise be absorbed by the Covernment.
It should also provide incentives for better maiantenance of
the installed capacity. The '"Development Svciety" concept,
if properly implemented, could contribute to the achieve~-
ment of decentralization, increasing private sector involve-
ment in development activities, and relieving some of the
budgetary pressure from the Government,

Fouzrth, there is an added emphasis on economic policy in
the Interim Plan. This is the most distinctive departure
from the previous plan. The previous Five-Year Plan is very weak
when it comes to specific policy measures both at the macro 1and
sectoral levels. It made no serious attempt to link the Plan
to budgetary resources at the macro level, although it provided
macro-aconomic projections. At the seactoral level, no specific
policies were proposed to deal with the recurrent costs of
activities generated from the investment program in order to
ensure their sustainability. There was no attempt to develop
an 1incentive structure which would contribute to increase
productivity or to attract private sector participation to
complement public investment programs. The previous planning
effort also ignored the absorptive capacity, both at the
macro and sectoral levels, in relationship to proposed invest-
ment activities. Because it did not contribute to economic
policy formulation, it was not a "plan" in the sense of an
ingstrument of control on the allocation of resources; it was
more of a list of programs or projects intended to solicit
financing from donor agencies. This msising essential element
of a plan has been recognized and the 1984-1985 Interim Plan
seems to be formulated within a certain set of policy measures
consistent with declining public sector resources. The level
of planned investment spending has bean scaled down signifi-
cantly.

The targeted public investment in the Interim Plan totals
128,.3 billion CFA francs ($313 million). The directly productive
sector (agriculture, livestock, forestry, fishing, mining,
industry, and energy) will receive the largest share of the total
planned public Lnvestment spending (35.4 percent) with agri-~
culture and livestock accounting for 84 percent of the planned
expenditure in the sector; the remainder will go to forestry
(8.8 percent of the investment in the sector), fishing (0.8
percent), energy (2.3 percent), mining (1.6 percent), industry
(0.6 percent), and research (1.9 percent). Next to the produc-
tive sector 1s the infrastructure sector. The Plan allocates
33.4 percent of the total investment to this sector., The
largest sub-sector which accounts for 61.7 percent of the
planned investment spending in the sector is roads, followed

M
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by telecommunications (17.3 percent) and sanitation (14.9
percent). Hosuling, postal services, airport maintenance,

and public building account for the rest of the planned ex-
penditure in the sector. Tne plawned expenditure in zovernment
buildings, which accounted for 12.8 percent of 1982 actual
public investment spending (or S37 million), has been reduced
to 60 million CFA francs ($1.4 million) or 0.1 percent of the
planned spending in the sector., Social services (education,
vocational training, health, and rural water supply) will
receive 30 percent of the total planned investment with educa-
tion receiving 17.6 percent of the planned expenditure in the
sector, vocational training 10.6 percent, health services 14,8
percent, and water supply 60 percemt. - The remainder of the
total investment in the Plan (1.2 percent) 1s allocated to
information, youth, sports, and culture and tourism.l

External sources will provide more than 84.6 percent of
the finacing requirements in the Plan. Government budgetary
revenues are anticipacted to provide 7.6 percent of the total
financing requirements of the Plan. The financing gap for
the planned inveatment is estimated at 10 billion CFA F -8
(S35 million) and it reflects entirely the part of the Plan
for which external financing has not yer been acquired. It
amounts to approximately 7.8 percent of the total planned
investment in the Plan. Table A~8 {n the Statistical Appendix
shows the financing of the Interim Plan.

EXTERNAL ASSISTANCE

The adjustment measures discussed in the previous section should
help prevent any further deterioration in the financial situa-
tion now, But the IMF and debt relief efforts alone will not

be adequate to sustain the raeacovery, Other external resource
inflows to support the productive sector of the economy will
also be required. During the next few years (two-five years),
Niger will be almost completely dependent on foreign donors to
continue its development effort. With foreign assistance and

a strict adherence to the planned adjustment, a moderate re-
covery could be achieved.

In view of the high level of public investment spending under
the 1979~1983 plan and the need for financial and economic
stabilization and recurrent cost support, external assistance
in the form of non-project tied assistance could play a usazful
role at this time. Non=-project assistance may, however, be

I7fo: a more detailed discussion of Niger's Interim Plan, see K. icp,

An Analysis of Niger's Interim Plan, 1984~1985, USALD, Niamey,

March 1984,
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more risky in terms of being able to attribute its direct
impact; consequently, the conditionality requirement is unavoid-
able. The risk of non-project assisfance in the case of Niger
is mitigated by its generally good economic policy performance
historically and by the existence of the IMF program already in
place. The counterpart funds generated through non-project
assistance mechanism will assist the Nigerien Government in
reducing the need to resort to commercial borrowing or exces-
sive domestic credit expansion both of which are conditions
imposed by the IMF, The counterpart funds could be earmarked
for financing shortfalls in local counterpart contributions

and recurrent costs of development projects. As indicated in
the Public Finance section (Section IV of' this paper), the
overall annual budgetary resource gap is expected to be in the
neighborhood of 20 billion CFA francs (approximately 3$50 million)
for 1984 and 1985 after taking into account anticipated financ=-
ing including the IMF program,

Tabl. A-17 4in the Statistical Appendix provides estimates of
recurrent costs by major sectors as prepared by the Nigerien
authorities for the Niamey Recurrent Cost Workshop 1in June,
1983 under the auspices of USAID and CILSS/Club du Sahel.
Although they were based on a few specific project studies in
various sector, these estimates were very crude. The 1983
figures are estimates of recurrent outlays which actually took
place during the year. These outlays are below planned levels
and therefore could be considered as sub-optimal. The 1984
and 1985 estimates reflect the 1983 level plus the minimum ad-
ditional requirement without taking into consideration infla-
tion. Thesge estimates should be considered as the minimum
requirements to sustain project operations,

Because the sectoral estimates, particularly in the agriculture
and livestock sector, are not comprehensive but only based on
broad budgetary expenditure patterns, there are reasons to

believe that these estimates understate substantially the ex ante
recurrent cost requirements which are better derived on a project-
by-project basis, Table A-18 in the Statistical Appendix provides
some of these estimates in agriculture and livestock projects,.
They are divided into two groups: projects which are financed

by USAID and those financed by other donors. Not every project

in the sector 1is included; the selected projects, however, account
for approximately two-thirds of the 1984-1985 public investment
program in the sector. The criterion used to select the projectsy
is the data availability at the project level, with the exception
of the animal health program which is based on the planned
spending for the vaccination, feed and campaign against animal
diseases components., For the project group financed by other

W
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donors, the recurrent cost estimates beyond 1982-1983 are not
available. Consequently, projections from the available data
either in 1982 or 1983 with a rate of increase of eight per~
cent per year were made for 1984 and 1985, For 1986 and 1987,
the 1985 level was assumed to continue,l

For the UlAID-financed project group, the eacimatcz were from
the work prepared for the recurrent cost workshop._/ They are
ex ante estimates except for the Rural Sector Human Resources
Development project whose estimates are based on actual project
disbursements, The estimated total recurrent cost requirements
are $13 and $17 million for 1984 and 1985 ,respectively. This
is about three times the present Ministry.of Rural Development
budget. For the USAID-financed projects in the sector, the re-

current cost requirements for 1984 and 1985 would be approximately

$5 million,
NEAR~TERM ECONOMIC OUTLOOK

A. Macroeconomic Projections, 1984-1985

Table3? summarizes the macroeconomic projections for 1984
and 1985.= The GDP in nominal terms i3 projectcd to recover
from a growth rate of four percent in 1983 to 9.4 and 8.3 per-
cent in 1984 and 1985 respectively. This represents approxi-
mately 0,2 percert real growth in 1984 and 2.8 percent in 1985,
Most of the growth is anticipated to come from the informal
sector. The rural sector 1s expected to contribute about half
of the growth for the next two years. The mining sector i3
"forecast to recover from a negative growth rate of 16 percent
to a growth rate of eight percent. The construction sector is
expected to decline by another seven percent in 1984, but with
a big increase in value added in 1985. The value added of im-
port taxes and duties are not expected to recover until 1985.
The industry and commerce and services sectors are forecast
increase faster than 1983,

In order to compare the projected growth rates with the recent

growth performance, trend rates of growth during the period 1976-
1983 were calculated. They were obtained by regressing the value
added of each sector on time using a log-~linear functional form,

l/This is intended for offsetting any policy changes which would
lower the recurrent cost burden., This is especially relevent
for the Maradi and Dosso projects whose recurrent costs account
for more than 60 of the total in the group; and there are indica-
tions of the need to lower their recurrent costs,

3/Ministry of Planning, Les Depenses Recurrentes des Investissements
Publics au Niger, Vol. II, Annex B.J (pp.61=-70)

1/'I.‘hazy are provided by the Nigerien authorities.

\«<\
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With the exception of construction and manufacturing, the
projected growth rates are lower than the trend rates but

are higher than those in 1983. They,appear to be reasonable
except for mining and construction which sazem to be on the
high side., The three-percent real growth rate projected for
1985 depends significantly on the sustained growth performance
in the rural sector, further increase in uranium earnings, the
rapid recovery of the construction sector, and the continued
improvement in the industry and tertiary sectors. Table §
provides comparison of actual value added of different sectors
with its respective predicted value based on the trend rate of
growth.

The trend analysis indicates that the rural sector had been
growing more or less along the trend line. The divergence be-
tween the actual value added and the regression predicted value
added is between plus or minus six percent.- Not surprisingly,
the mining sector and its linkage activities (particularly,
backward and tax linkages) had fluctuated widely during the per-
iod., If one uses a divergence range of 12 percent (i.e. allow~
ing errors to be committed on either side by six percent) to
identify stable growth from unstable growth sectors for the
period, only the informal sector of the economy (agriculture,
livestock, fishing and forestry, handicraft) could be character=-
ized as growing along trends. The modern sector seems to fluctu-
ate widely and shows a high degree of instability during the
period 1976-1983,

B. Uranium Exports

Uranium export-led growth is, to a large extent, beyond
Niger's control., The prospects for uranium hinge on the develop-
ments in the nuclear energy industry. Due to the recent problem
in the nuclear energy industry, world uranium consumption declined
by 17 percent during the period 1980-1982, from 26,300 tons to
21,700 tons., During the same period, production decreased by
only six percent; consequently, uranium stocckpiles reached 120,000
tons at the beginning of 1983. The excess supply situation caused
the spot market price to fall from the peak of $113 per kg. to
about $53 per kg. in 1982, The contract price for Niger's uranium
declined from $107 per kg. in 1978 to §62 in 1981 and went up to
$73 and 5§75 in 1982 and 1983 respectively., Although the price
for Niger uranium is administratively set, «..e contract price
has followed closely the trend of market prices. The spot
market price appears to have already reached ics floor in 1982;
the average 1983 price as of the end of April has increased by
eight percent.

l/That is, the error committed by using the value predicted by the
trend equation is within six percent of the actual value.
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While the uranium price has recovered slightly, the consump-
tion, according to a report by the Nuclear Exchange Corporation
(NUEXCO), is estimated to increase ofly marginally at less than
four percent annually from 1984-199C, Furthermore, uranium
stockpiles will not be reduced significantly until 1988-1989
when they would have fallen from the 1980 level of about 120,000
tons to approximately 60,000 tons, However, in view of the
techoical uncertainties associated with the nuclear energy
industry, the new level of uranium stockpiles demand may be
adjusted downward so that the demand may be lower than the 1980
level. Consequently, Niger cannot depend on uranium as the
growth locomotive to the same degree thats it had been in the
late 1970's; even though it will undeniably still be the most
important source of foreign exchange earnings in the foresee-
able future,

C. Non-Uranium Exports

Although uranium exports will continue to be the most
important source of export earnings for Niger, the need :.
diversify 1its exports is evident. Next to uranium, livestock
exports are the major source of foreign exchange earnings;
they accounted for approximately 17 percent of Niger's exports
in 1982, Other exports, consisting mostly of agricultural
products (mainly cowpeas, onions, string beans, and to a lesser
extent, groundnuts) accounted for seven percent of exports in
1982. Most of these exports go to Nigeria., According to a
1981 survey concducted by the Ministry of Rural Development
about 94 percent of livestock exports, consisting almost entirely
of cattle on the hoof, went to Nigeria. Groundnuts and groundnut
products which used to account for nearly half of Niger's exports
prior to the early 1970's drought and insect-born disease, have
practically disappeared as a source of export earnings since 1980.

As a longer term strategy to achieve external balance and to
lover the country's dependence on uranium as a source for develop-
ment finance, it would be necessary to promote export growth in
agriculrure and livestock. A reorientation of public investment
towards the development of agriculture and livestock, to bring
about export diversification and viable import substitution in
foodstuffs, is desirable. Niger's potential export crops, par-
ticularly groundnuts and cotton, could also play an important
role as industrial crops for the agro-based processing plants
which currently operate much below capacity level. Barring any
natural catastrophe like the early 1970's drought and investment
in cash crops and investment in cash croos production through
the development of irrigated aericulture, exnorts of livestock
and agricultural products can be expected to contribute to a

moderate recovery.



Table 4

Macro-economic Projections, 1984-1985

Profecttions Projections Trend Rate
1983 1984 1985 82-83 83-84 84-85 of Growth
(in billions'of CFA francs) (in percentage) (percentage)
Rural Sector 338.6 370.3 401.2 7.8 9.4 8.3 15.2
Apriculture 182.2 200.4 218.4 7.8 10.0 9.0 15.2
f.ivestock 124.2 134.9 145.1 7.7 8.6 7.6 15.6
Forestry aud Fishing 32.2 35.0 37.7 8.1 8.7 7.7 13.6
Hining 42.9 46.5 50.5 -16.0 8.4 8.6 13.2
Industry, Energy, and " 47.8 54.4 60.8 10.6 13.8 11.8 17.1
Handficrafts
Manufacturing 9.4 10.7 12.6 10.6 13.8 17.8 15.3
Electricity and Water 10.0 12.2 13.2 19.0 20.0 10.0 35.0
Handicrafts 28.4 31.7 35.0 8.0 11.6 10.4 14.4
Constructfon and 25.8 24.0 29.5 -14.9 -7.0 22.9 17.5
A Public Works
3
! Commerce, Transport, 14.28 159.6 176.6 8.0 11.8 10.7 15.7
and Services
Commerce 76.7 85.3 94.0 8.0 11.2 10.2 14.2
Transport 24.0 27.0 30.0 8.1 12.5 11.1 16.3 .
Services 42.1 47.3 52.6 7.9 12.4 11.2 18.6
Government 54.1 56.6 61.7 5.0 4.6 9.0 16.5
Import Taxes and Dutlies 24,8 21.0 23.3 -11.4 -15.3 11.0 14.5
GDP at current market 676.8 732.4 803.6 4.1 8.2 9.7 17.2
prices
GDP at constant 1976 310.7 311.3 320.0 -4.4 0.2 2.8 4.4
prices
Implicit GDP deflator 217.8 235.3 251.1 8.8 8.0 6.7 11.0
index
Modern Sector 205.8 211.3 231.4
Traditional Sector 471.0 521.1 572.2

. SOURCE: Ministry of Planning
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CONPARISON OF TRENDS:

ACTUAL AND PREDICTED VALUE ADDED AT CUKRENT MARKET PRICES
{in billions of CFA francs)

Table 5

Error

Error

RURAL SECTOR AGRICULTURE LIVESTOCK FORESTRY L FISHING
Prediction Prediction Prediction Prediction

Error Actual Predicted  Error Acteal Predicted Error Actual Predicted Erro Actus! Predicted

59.36 -7.53  119.40 124.16 -3.99 $4.50 86.77 -3.52 42.40 4,32 -4.33 12.50 13.09
302.8% -5.10 143.10 188.57 -1.02 15.10 77.74 -2.1% 51.%0 51.83 .} 15.10 15.00
353.5 .4 178.50 188.32 1.54 15.70 90.52 5.41 b:.40 50.82 1.27 17.%0 17.18
"2 6.86 | 197.80 195.98, 0.2 105.88 105.40 .00 72.20 70.%0 1.81 20.20 19.68
181.12 B.9% 229.00 228.18 0.3 120.80 122.72 -1.99 85.20 82.91 2.4 23.00 22.54
561.49 .08  278.70  245.48 .47 152.00 142.89 5.99  100.30 96.96 .1 26,40 25.81
$55.29 -0.75 31410 309.13 1.52 15%.00 164.38 1,55 115.30 113.40 1.65 29.80 29.97
788.75 12.99  338.50  340.)% -6.37  182.20 193.73 -8.33 124.20 132.62 -b.T8 n.2 33.86
HINING INDUSTRY, ENERGY,t HANDICRAFTS HANUFACTUR ING ENERGY HANDICRAFTS

Prediction Prediction Prediction Prediction

Error Actua) Predicted  Error Actual Predicted  Error Actual Predicted  Error Actua) Predicted

5.87 -37.2% .0 14.70 4.32 3.8 3.35 7.03 1.10 0.48 nNn 10.70 10.99

.29 -26.20 17.70 17.43 1.44 3.70 3.9 -5.43 1.50 0.9% 35.74 12.50 12. 69

33.40 1.23 19.80 20.70 -4.33 4.00 4.55 -13.88 1.20 1.37 -13.% 14. 80 14,66

38.10 38.15 23.%0 20.56 -4 5.70 5.30 7.08 0.60 1.9 -223.39 17.60 16.93

43.45 33.76 21.90 29.13 -4.42 $.30 6.18 1.98 1.60 2.75 -72.071 20.00 19.95

£9.57 8.7¢ 35.00 34.58 1.9 7.50 7.20 4.03 5.10 1.9 23.41 23.40 22.58

56.54 -10.465 43.20 .01 5.07 .5 8.3 1.3 8.40 5.54 3802 26.30 . 26.08

0.5  -50.33 §7.80 48.85 -i.19 5.9 5.78 -4.01 10.00 7.86 0. 8.4 30.12
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CONSTRUCTION COMIERCE, TRANSPORT, & SERVICES COMSERCE

Prediction Prediction Prediction
Year Actual Predicted  Error fctual Predicted  Error Actual Predicted Error
1978 8.2 11.94 -45.59 5. 50 5t.20 -1.38 79.70 30.03 -1.13
1977 11.78 14.22 1,51 58.70 59.91 -2.0b 34480 3880 -0.59
1978 19.50 16.93 13.17 70.30 10.19 0.28 19.460 39.97 -0.47
1979 29.10 20.16 AY R} 79.90 §2.03 -2.5b 45.10 15.93 0.37
1980 31.20 24.01 35.45  101.10 95.98 5.0 52.70 52.92 -0.41
1981 34,00 .59 15.90 120.90  112.34 1.10 65.20 §0.97 5.49
1982 30.30 o5 -12.319 132,29 131.42 0.9 71.¢9 70.24 1.07
1983 25.80 40.55 -57.18 142.80  153.78 -7.69 78.70 80.93° -5.51

SERVICES GOVERNNERT INPORT TAIES & BUTIES

Prediction Prediction Prediction
Year fctual Predicted  Error fictual Predicted  Error Actual Predicted  Ervor
1376 13.10 11.74 10.36 18.80 18.49 - 0.80 10.20 1.9 -1.75
1371 13.90 L] 1.1 21.00 21.99 -&Nn 12,50 13.8C -9.7%
1978 15,60 17.04 -2.65 25.40 25.94 -2.13 16.60 15.99 3.87
1979 16.40 0.52 -25.12 30.40 Jo.s0 -0.46 20.00 18.49 1.5%
1950 26.90 26T 8.14 38,60 35.09 6.50 29.10 2.3 26.56
1981 30.20 19.76 1.4% §5.40 42.51 8.2 28.30 Y 12.89
1982 19.00 35.04 8.10 $1.50 50.21 2.50 28.00 28.57 -2.04
1983 2.10 43.17 -2.54 54.10 59.22 -9.46 24.80 33,03 -31.19

Note: The predicted value is calrulated Oy applying the trend rate of growth obtained fros regression

equation: Y = a ¢ b1 where ¥ is the natural log of actual valee added and T is tise. The

coefficient b is trend rate of growth

Actual Predicted

N.20
U9
9.4

Predction
Error

-71.55
-5.%%
1.94
12.14
16.728
16.86
-12.48
-.5%
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CHANGES IN ECONOMIC STRUCTURE
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CFA trancs per hour

percent

MINIMUM WAGES
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COMPOSITION OF GOVERNMENT REVENUE

(FY=1979)
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