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Introduct ion

Overview

In December 1979 the Government of Sudan and AID executed a § 100
million, five-ycar PL 480 Title 111 program. The goal of the Food for
Development program was to assist the Government of the Democratic
Republic of Sudan (G0S) with its severe economic burden brought on by the
Sudan Stabilization Reform Program and to enhance Sudanese conmitment to
basic human necds by assuring that budget allocations to the ncarby rural
traditional sector werc not disproportionately reduced as a result of
Stabilization Reform.  This was to be achicved by:

1. recducing the foreign oxchnnéc demands placed on Sudan as a result
of its efforts to meet incrcased food needs while efforts were underway to
increase local production by providing a long-term US credit of $100
million over the next five ycars to finance wheat imports;

2. providing local currency for activities designed to assist the
poor in the rural sector through activities in agriculture, transportation,
health and rural planning; and,

3, supporting the economic stabilization and reform cfforts under
which the S had adopted policy reforms which could improve the structure
of incentives in both the rainfed and irrigated sectors in order to
increasc agricultural production and, conscquently, domestic food supplics,
agricultural export cmmings and rural employment and incomes.

Since that time, threc amendments to the basic agrcement have been
signed which, in total, have provided $80 million of wheat and wheat
flour to the Sudan and which have modified some of the local currency

projects, sclf-help measures, and policy studies.



Purposc of the Evaluation

The current evaluation is the fourth in a scries of annual evaluations
which have been conducted over the life of the Title II1I agreement, the
last onc being a mid-term review in October, 1982 conducted by a team
consisting of represcntatives from AID's Africa Burcau and Food for Peace
Division, and the US Departments of Agriculturce and Treasury.

There are three related objectives of the current evaluation:

1. to assess progress to date, ospecially since the mid-term evalua-
tion, in implementation of the on-going Title 111 program;

2. to make recommendations relating to implementation of the
remaining period of the on-going Title T11 program; and,

3. to cxplore options and make recommendations related to a possible
new Title TIT program to begin in FY 1985.

The evaluation wus contracted for the period from September 20 to
November 6, 1983. Field work in Sudan bepan September 30, 1983.

Methodology and Participants

The contrictor spent ten days in the States reviewing various
materials pertaining to the Sudancse Title 111 agreement in particular
and to other aspects of Title I and Title 111 agreements in general. He
also met with various representatives of the agencics involved in Title
1/111 programning.
In the ficld he was joined by a representative of the Regional Food
for Peace Office in Nairobi. Tecam's conclusions arc based, in part, on
an analysis of the documents listed in the Working Ribliography (sce Annex H),
a review of Mission program and project documents, the recently held USAID
project revicws and Title IT1 project reviews with the GOS, and intcrviews

with USAID and QOS personnel.
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Major Conclusion

Despite the past ~hortcomings in management, the Title ITI Agreement
in Sudan can be deemed a success. Perhaps the success has not been in the
arcas originally planned when the agreement was first signed, but that does
not distract from what has been achiceved.

The agreement was originally designed as a "project-oriented" program,
with policy impact relegated to support of other donor efforts, most
notably the IMF Stabilization Program. However, it has evolved into a major
policy reform instrument in its own right. While projects funded may have
been implemented at a slower rate than originally planned, currcacy use has
continued to be directed to those arcas considered by the USAID and the GOS
to be development prioritics within the context of a stabilization effort.
While implementation of some projects continues to be slow, there is
accountability, at lcast to the point of sub-account deposit. Thus, Sudan's
program can, in part, be differentiated from other Title 111 Agrecements,
worldwide, which tend to be either policy or project interventions, e.g.,
Bangladesh primarily focusing on policy reform, and Bolivia and Senegal
having a project-oricnted program with little policy linkage.

The success of the Sudan Title 111 Agrecment has not been attained
casily. The first few years of the program were a difficult and, at times,
painful learning experience.  The requirements of this type of assistance
have taxcd an already overburdened (0S and USAID staff as carly assumptions
about management requirements proved to be grossly underestimated. As a
result, it has taken at lcast three ycars to understand (a) how a Title
111 Program should be managed, (b) what is required to accomplish the
management task, and (c¢) perhaps most importantly, the full decvelopment

potential offered by this type of aid.



Project performance should be viewed as part of the cvolving growth
of expcrience of the USAID/Sudan Mission over the last five years. It
should not be cexpected that Title 111 projects will have any greater degree
of success or failurce than other USAID-supported projects. At the time of
signaturc of the agreecment, USAID/Sudan was just beginning the process of
switching from a quick-disbursing to a development project mode. Therefore,
project implementation expericence in Sudan was sparse, whercas growth in
DA resources wis 1apid and staffing always inadequate. It is not surprising
that there have been some problems in implementation, rather it is more
surprising thuat overall achievements have been as pood.

The Mission will undoubtedly use its painfully acquired experience
to implement a new Title 111 Agreement to obtain maximum achievement, and
thus the major recommendation of this cvaluation is that the major share

of any future Pl 480 assistance be transferred to Sudan under this mechanism.



The Dynamic Context of
The PL 480-111 Program in the Sudan,
1978-1983

During the five years prior to the development of the PL 48(
program (1973-1978) Sudan's real rate of economic growth had averaged nearly
8% per year. This period of rclative economic euphoria provided the basis
for the country's ambitious six-year development plan (1977/78-1982/83).
Shortly thereaftcr, in 1979, when the PL 480-111 was developed, the GOS was
signing its {irst IMF siandby agreement which was designed to address the
structural adjustment malady which had just been diagnosed. At that point
the concept and reality of what was to become gcnerally known in the early
1980's as structural adjustment was in the incipient formulation stages.
However, based on the recent past (1973-78) it was clear that it would take
some time for the country's leadership as well as the donor community to
fully comprehend the full extent of economic changes required to reestablish
cconomic equilibrium and a base from which further cconomic progress might
be sustained.

By 1979, the process of structural adjustment had started. There had
been at least two currency devaluations from §S 0.35/$ to £S5 0.5/$ (see
Table 1, pg. 24, Youngblood, et al., Feb, 1982). Both the GOS and its
donors were attempting to ascertain the magnitude of the outstanding debt
which, according to the USAID/Khartoum PL 480 Title IIT program paper
supplement, mounted to over $3.5 billion with arrcarages in the neighborhood
of $900 million and inflation rumning about 30% per year. Efforts were
being started to slow govermment expenditures and credit expansion.

In addition, the G0S and the donors agreed that it would be important to
revitalize the production of cxport-oriented agriculture to begin to close

the trade imbalance which quickly worscned in 1978 after having recorded a
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positive balance in 1977. (The many specific actions taken and new policies
cstablished to attain a structural adjustment in the Sudanese economy, and
achicvements obtained are analyzed in the subsequent section.)

The political leadership of Sudan has recently cndorsed the process of
structural adjustment. In Nimeri's Third Mindate for the Presidency, May
1983 to May 1989, the President points out how the harsh economic environ-
ment facing the Sudan has caused difficulties for the country. He has also
stressed how:

", . . the effect of these negative elements has been
multiplied by many policies favoring consumption to the
detriment of production, by expunding public expenditure
and continued failures in some of the public production
units. The unrealistic exchange rates have increased
consumption, led to serious losses by producers and
cxporters. The enormous expansion of social services
and inflated government expenditures have created
enormous pressures on the national economy which are
incommensurate with the productive capacity of the
country. It is such a situation and circunstances which
compel us to follow an cconomic strategy governed by the
necessity of finding the right balance between Financial
Reform and Economic Programme . . . ." (pg. 13, Nimeri,
1983)
This summary statement and the detailed analysis on which it was based,
provides a strong mandate for the donor commmity and the (0S to collaborate
in resolving the resource imbalance presently facing the country.

In 1977, USAID/Sudan was reestablished after an abscnce of about ten
years. By 1Y 1979, the DA program request was $30.0 million, with over
two-thirds allocated to agricultural development and an additional $25
million in PL 480 ($20 million to be Title I1I). Recognizing the political
importance of the Sudan to US-Middle East peace efforts and to othcr
regional sccurity affairs, and the degree of support required by Sudan
1o recstablish its cconomic equilibriwm, the program has expanded to a
level approaching $200 million, with $50 million in PL 480 (Title III

cqualing $20 million), $120 million in CIP, and the remaining $30 million
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in DA (and additional support for probable rcfugee programs), with at
least 50% to support increases in agricultural production.

This present level of resource commitment and its mix clearly
reflects USAID/Sudan's intcrest in supporting the GOS in their effort to
reestablish an equilibrium in the cconomy and in continuing to develop
long-run initiatives consistent Qith the shorter-rnum adjustment objective.
In this context, the PL 480 Title III program was designed to provide a
reasonable medium-term (5 years) guurantee of significant balance of
payments support for an imported item of growing importance, while
cnabling the necessary analytical work to be done to support the GOS in
making visible policy changes which would have both direct and indirect
payoffs in 'recstablishing internal and external economic equilibrium'
(Nimeri, 1983; see also pg. 167-168, Eicher, 1982). TFurther, the local
currencies have been channeled to support a portfolio of developwent
activities consistent with the objectives of structural adjustment. (The

details of this effort is carefully reviewed in the subsequent sections

of this report.)

Policy Reform in the Context
of Structural Adjustment and
the Role of PL itle 117

One of the principal objectives of Sudan's PL 480 Title III program

has been to support the Stabilization Reform Program which the GOS and
the Consultative Group have jointly developed to restorc a balance, or
using President Nimeri's words, "reestablish internal and external equi-
librium in the economy' (Nimeri, pg. z0, 1983). To accomplish this
objective, and at the same time continue to support development activities
which are consistent with the requirements of stabilization without

abandoning equity considerations, the PL 480 Title (Il program has also
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been providing the (0S with local currency for usc in activities such as
increasing agricultural production in the rainfed sector, improving trans-
portation systems and providing minimm social service support via primary
health care.

In order to rcestablish internal and external cquilibrium by controlling
(a) government and parastatal deficits, and (b) the rapid increase in
credit, (c) balance of payments deficits, and (d) foreign account paymerts,
especially on arrears, the G0S has been gradually implementing a series of
new policies. One policy reform, consistent with the objective of
structural adjustment, was announced by the GOS on July 8, 1983. Bread
prices were raised by 543, after having becn raiscd 60% a year earlier.
More significant, however, than the previous nine bread price increases
which have occurred since 1970 is that the GOS has agreed via the most
recent price increase to remove the G0S budget subsidy on bread. This GOS
policy reform represents the culmination of two ycars of background policy
study and recent policy dialogue which was led by USAID/Sudan, in part, via
studies financed by the PL 480 Title III program.

The PL 480 Title III program in Sudan also represents one of a number
of donor efforts to facilitate the process of structural adjustment. Over
the life of the program's five-year agrcement, from FY 1980-84, this program
will have provided $100 million of direct balance of payments support in
addition to relieving the government of additional foreign exchange
allocations and interest charges if thesc food imports had been procured
conmercially. 1In the following paragraphs, a rcvicew is undertaken of how
the PL 480 Title 1I1 program has contributed to the policy dialogue
nccessary for Sudan's structural adjustment, provided balance of payments

support and contributed to a development program consistent with structural
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adjustment. First, the data pertaining to structural adjustment is
reviewed. Then, the country's three year Public Investment Program (PIP)
(1982/83-1984/85) is analyzed in terms of structural adjustment. Finally,
an analysis is conducted of the poliéy changes proposed and made by donors
and the G0S pursuant to the process of structural adjustment. The PL 480
Title I1I program contribution to thé country's development program and
the process of structural adjustments is incorporated into the above
analysis process. |

The Process of Structural Adjustment

Table 1 illustrates the trend in Sudan's structural adjustment since
1958. These data show that until the mid-1970's, after the first major
0il price increase in 1973, the economy was basically in balance, with
aggregate demand (consumption plus investment) being ncarly equal to
aggregate supply (GDP), and with a corresponding near equilibrium in the
trade balance. Beginning in FY 1974, however, the country began to
develop a serious resources imbalance, with demand being greater than
production (supply) by about 8% of total production (GDP). The trade
imbalance manifests this same problem, with fuel imports rising from
4.3% of total imports in 1972 to over 19.2% in FY 1980.

In FY 1981 and FY 1982, the rcsource imbalance topped out at over
10% and 12% of GDP, respectively. Finally, preliminary figures for 1983
show the glimmer of a new trend toward reaching an equilibrium, with the
preliminary resource imbalance being in the neighborhood of 7.5% of GDP.

In addition, there has been a narroﬁing of the balance of trade, with
both exports rising and imports declining. These data of key macro-economic
parameters suggest that the many policy changes implemented over the 1979-

g3period are beginning to have a positive impact.
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Table 1: Trends in the Composition of Aggregate Demand and
Supply in Sudan, 1958 - 1983

(Mill LS., Current £)

Item Year: 1958 1964 1970 FY 1975 FY 1980 FY 1982 FY 1985
Private Consumption 276.7 361.4 479.1 1340.0 3367.8 N/A N/A
Public Consumption 23.0 47.9 147.1 236.0 459.1 N/A N/A

I Consumption - Total 290.7 409.3 626.8 1576.9 3826.9 N/A N/A
11 Gross Fixed Capital Formation -
(Public and Private Investment) 43.1 69.5 69.7 427.5 485.7 N/A N/A

111 Domestic Demand (I§II) (Absorption) 333.8 478.8 696.5 2004.1 4312.6 7596.0 9117.7

IV GDP (Aggregate Supply) 329.0 464.1 701.3 1848.0 3945.0 6678.0 8500.0

V  Resource Balance (RB) = (iV-11I) - 4.8 - 14.7 .0 - 150.1 - 367.6 - 818.0 - 617.7‘

% of Total GDP 1.5 3.2 0.7 8.4 9.3 12.2 7.3

VI Exports 64.6 90.3 113.2 200.4 381.8 240.8 356.4

VII Imports 76.2 104.9 108.2 362.5 749.4 1058.8 Q74.1

VIII Trade Balance (VI-VII) - 11.6 - 14.6 5.0 - 156.1 - 367.6 - 818.0 - 617.7
NOTE: Figures for FY 1982 and 1983 are established from GOS, IMF, and Workd Bank unpublished sources.

SOURCES: 1958-76 - IMF, Int'l, Financial Statistics Yearbook, 1982

1980 - World Bank, Investing for Stabilization and Structural Change, Report #3551a-SU, Feb. 16, 1982




There arc other less aggregative data which provide evidence that
fufthcr structural adjustment's toward equilibrium are underway. The IMF
and other major donors, including USAID, have supported a scries of
policies designed to increasc government revenue, reduce government
expenditures, reduce the aggregate rate of growth in the moncy supply,

and alter the government's policy of financing budget deficits by domestic
borrowing to one which, in the short mm, relies heavily on donor support,
and ,in the longer run,relics on increcased domestic taxation.

The data presented in Tables 2 and 3 provide additional cvidence that
these policies have been working. The circumstances prevailing prior to
the late 1970's when dis-cquilibrium occurred for such indicators as
(a) the ratio of central govermment revenue to total central government
expenditure, (b) ratio of central government revenue to central government
recurrent expenditure, (c) the proportion of central government expenditures
to GDP, and (d) the proportion of outstanding credit on government vis-a-
vis parastatals and the private sector have been altered in the Jast two
fiscal years.

For example, Table 2 data show that central govermment revenuc as a
proportion of total central government expenditure has rcbounded {rom a
low of 58.0% in 1980/81 to 68.5% in 1982/83. While this latest figure is
not as high as the casc prevailing in the early 1970's when nearly all
government cxpenditures were covered by government revenue, at least the

government has apparently covered all of its recurrent expenditures for
1982/83, which represents a significant improvement. Similarly, the ratio
(expressed in percentage ters) of total central government expenditures
to GHP has been declining in the Tast two years, after having reached a
peak in 1980/81 of 23.3%. The level prevailing in 1982/83, of 21.2%,

represents a return to a level prevailing in the carly 1970's. The policy
-11-



Table 2:

Trends in Guvernment Revenues

and Fxpenditures, Sudan,

j?ZIZ?;_fif582[§§-u-

% Central Govt.
Revenue is of
Total Central

Year

1971/72 98.3
1975/76 81.3
1979/80 62.7
1980/81 58.0
1081/82 59.9
1482/83 08.5
SOURCES: World Bank,

IMF data.

Govt. Fxpenditures,

% Central % Total Central
GCovt. Revenue Govt. Expenditure
is of Recurrent is of GDP

qund{ﬂuvw

113.
1135,
90.
8O.
91.

104.

Report #3551a-SU, Feb. 16,

4 20.0
8 21.5
2 22.9
3 23.3
3 22.3
5 21.2

1982 and unpublished GOS and



Table 3: Trends in the Domestic
Credit Structure in Sudan,
1971/72 - 1982783

% Credit
Total Out§tanding 1/ Outstanding to .
Year Credit (Mill.LS) '  Government Parastatals Private Scctor
1971/72 - 189.7 37.0 22.7 40.3
1975/76 562.2 38.0 24.3 37.7
1979/80 1955.1 58.3 14.8 26.9
1980/81 2518.6 55.6 16.7 27.7
1981/82 3151.7 50.5 19.8 29.7
1982/83 3714.0 41,6 23.8 34.6

SOURCES: World Bank Report #3551a-SU, Feb. 16, 1982, and unpublished GOS and
IMF data.

NOTES : i/ Figure shown is for June 30 of last ycar shown. For 1982/83
the Figure is for the end of May 1983,



dialogue achicvements obtained via Pl 480 Title 111 on eliminating govern-
ment subsidics on wheat has contributed to the improvements described above
by reducing govermnent expenditures by £S 54 million, which represents 4.6%
of total central govermment recurrent expenditures in 1982/83.

The data in Table 3 on the trends in the structure of domestic credit
also show favorable trend.  For exanmple, povernment's share of outstandjng
credit in 1982/83 has approached the [igures recorded in the 1970's. In
addition, the chare going to the privatce scctor has rebounded from the low
in 1979/80 and 1980/81 of around 27%. 1In the last fiscal year, 1982/83,
over 50% of net new credit extended went to the private sector, with only
13.2% going to government. This figure corresponds favorably to the 1979-81
period when over 505 was going to the govermment and only 35% going to
the private scctor.

Public Investment Program, 1982/83-1984783

An analysis of expenditure priorities embodied in the Public Investment
Plan (P1P) is provided in Table 4, Table 4 presents infommation on the total
planncd cxpenditures for each sector under the thrce-year PIP. In addition,
it shows the cenvisioned allocation for FY 1984, the second yecar of the three
year plan, from both the three-ycar plan and {rom the annual FY 1984
development budget. The PIP envisioned expenditures of about £S 600 million
during FY 1984, with agriculture being the priority scctor, receiving about
one-third of the allocated funds. The annual FY 1984 budget document shows
several significant variations from the envisioned expenditures cmbodied in
the PIP, in part duc to domestic political considerations. First, the pro-
posed share coing to agriculture dropped from over 33% to less than 25%.

The most significant increases were allocated to transport and communications
(including Sadan Railways and the port at Port Sudan), up from the plan's
21% 1o boetveen 259 mnd 319 in the annual FY 1984 budpet. Also, in the

- 13-



Table 4: Analysis of Planned Allocation for the 3 Year Public Investment Pro

1982/83 - 1984/84 vs. Actual Budget for 1983/84
(In millions of LS)
Expected 83/84

£1ams 17,2/

Revised 83/84

Expected Total Expected 83/84 Alloct. Alloct.

Alloct. per 3 yr. % of Alloct. per % of  per annual % of per annual % of
Scctor Plan 82/83-84/85 Total 3 vr. plan Total Bud.Doc.1983/84 Total Bud.Doc. 83/84 Total
Agriculture 552.8 32.2  197.2 33.4  110.2 22.3 181.3 24.6
Manufacturing/
Industry 105.5 6.4 40.0 6.8 38.0 6.1 52.3 7.1
inergv/Mining
{Power) i§0.5 10.9 67.0 10.5 ' 88.7 12.1

103.2 16.4
Water 68.C 4.1 25.0 4.2 30.3 4.1
Transport §
Communication 349.4 21.1  125.4 20.9 195.6 31.1 185.8 25.3
Education §
Health 167.5 10.1 56.5 9.6 22.3 3.0
62.5 10.0

Other Services - - - - 50.9 6.9
Regional §
Local Dev. 241.0 14.5 §1.0 15.7 68.8 10.9 34.3 11.5
Other 11.5 0.7 5.0 0.8 - - - -
General Reserve - - - - 20.0 3.2 40.0 5.4
Totali/ 1656.2 100.0  390.1 100.0 628.0 100.0  735.9 100.0

SOURCES: (1) >*inistry of Finance and Economic Planning, Prospects, Programmes, and Policies for Economic

Develeopment, 1982/83 - 1984/85, (khartoum, Sudan, GOS, October 1982)

(2) Ministry of Finance and Economic Planning, Development Programme Estimates for the Fiscal
Yecar, 1983-1984, (Khartou, Sudan: GOS, 1983)

Notes 1/ Includes allocations for the Central Government and the Self-Financin
E/ Figures are all in Sudanese pounds at current prices,
3/ The sum of the percentages mav not equal 100.0 due to rounding.

g Units (Parastatal Corporations).



annual plan, other govermment services were allocated nearly 7% {rom zero,
and there was a general reserve of over 5% which previously did not exist.
It should also be noted that the allocation for education and health care
services was cut {rom about 10% to 3%.

Second, while a nominal increasc of ncarly 25¢ is shown in the budgeted
amount under the FY 1984 annual budget vclative to the PIP, real expenditures
would be at Jecast 5% less than initially budgeted in FY 1984 due to
inflation. 1In addition, forcign exchange rate changes and domestic credit
restrictions will undoubtedly rcduce the envisioned nominal expenditures
below present budgeted items, thereby restricting investments in the
directly productive scctors of the cconomy cven more.  Thesc estimates are
additionally dubious given that 1982/83 actual cxpenditure Jevel was about
§S 450 million, which was 10% less than cnvisaged in the 1982/83-84/85 PIP.

In stmmary, given the changes in the allocation priorities away {rom
agriculture and the fact that the cxpenditure level in real terms in the
annual budget is less than in the PIP, it is unclear whether the cnvisioned
development program can support the rate of progress toward structural
adjustment as was planned. One way to help achicve original investment
targets may be to usc a combination of wiprogrammed PL 480 Title IIT and
Title 1 local currvencies in conjunction with some CIP forcign cxchange to
support programs in key productive scctors such as ngricuiturc. A combina-
tion of about 1.5 65 to 75 million in forcign exchange and local currency in
FY 1984 prices is required to achiceve the original P1P 1urgct for FY 1984.

Policy Context for Future Structural Adjustment Progress

In order to sustain the progress made over the Jast two years
toward structural adjustment cquilibrium, it is important to review the
policy context and the priorities embodied in the 1982/83-1984/85 PIP

to ascertain consistencies between them,



A muber of studies have been conducted since the mid-1970's on the
negative aspects of various policies (sec for example, 110, 1976; World
Bank, Staff Working Paper #3067, 1979; World Bank, Report #3551a-SU, Feb. 16,
1982; World Bank, Report #4528-5U, July 1983; Youngblood, et. al., April
1983; various IMF documents in 1983; US Government - GOS PL 480 Title III
Agreement, 1983; and Nimeri, 1983). The IMF, for example, has, via the
standby agreement of recent ycars, focused on changing nacro-economic
policies which encourage structural adjustment by (a) reducing aggregated
demand by increasing the cxchange rate, reducing domestic ¢redit expansion,
increasing government revenues and reducing public expenditures and
domestic borrowing, (b) increasing aggregate supply by increasing production,
especially in the irrigated agriculture sector, and (c) cncouraging increased
remittances from Sudanese working in the Gulf in order to rcduce the
balance of payments deficit and increase investment. The IMF, and other
donors, e.g., the World Bank, IIO and AID, have made a number of policy
recommendations to increasc agricultural output, which started to decline
in the late 1970's and which was onc of the major factors contributing to
the structural disequilibriun. The most significant policy recomnendations
made include (a) remeving export duties which act as a disincentive to
production, especially on cotton, (b) the abolition of the joint account
system of input pricing to the Gezira tenants, (c) increasing farm gate
prices, (d) removing the time delay in paying farmers, (c) removing input
subsidies, particularly on water and Jand preparation, (f) improving input
availability, c.g., fertilizer and sceds, and (g) improving marketing
channels, c.g., transport for inputs and outruts from both the irrigated
and rainfed arcas. Other production-related policies have sought to
improve the financial and output performance of key import substitution
industricos such as supar, textiles, and cement, and to cxpand and improve
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the reliability of the power supply, which is heavily dependent on the
performance of the Roseries Dam.

The GOS has been increasingly amcnable to implementing the necessary
policy changes required to sustain the progress made tbward achieving
structural adjustment. The recent statement by President Nimeri, A Mandate

for Progress and Renewal, March 1983, has not only endorsed many of the

recomnended changes, but also has provided a broad mandate for further
adjustments. (For a full accounting of this policy statement, see Annex

B.) Besides recognizing the foct that many of Sudan's present (1983)
difficultics arc the result of policices which fuvof consumption over
production, President Nimeri clearly delincated the economic strategy to

be followed over the next six ycars to reestablish both internal and external
financial cquilibrium (structural adjustment) as well as progress on
developmental programs which are consistent with structural adjustment.

The economic strategy which the President cnvisions is cast within a
very specific socio-political, cconomic and institutional framework. The
principal elements of that framework include: (a) the cconomy of Sudan will
be a mixed cconoity, () the benefits of cconomic progress will be widciy
spread throughout the population, (¢) the institutions of the socialist
democracy will be strengthened, including the party, parastatals, and
government, and thesc institutions will play a 'lcading role" in the economy,
and (d)the economy will be freed from many obsoletc and restrictive methods
that have failed in Sudan. Nimeri is clear that the parastatals would
remain in a dominant position in the economy, but that changes and
improved cconomic performance would also be expected. le also is interested
in (a) reviving the cooperative movement on a non-cxploitative basis, without
vested intcrests, (b) revising prices and incomes to remove consumption
subsidics, increasing agricultural incomes and paying 1abor on the basis of

productivity, and (c) investing in ruval development.

-1¢



In order to achicve the objectives of structural adjustment and develop-
ment progress within the above described guidelines, Nimeri is prepared to
use a number of economic policy tools consistent with the recommendations
of the IMF, the World Bank and AID. Arcas where basic agreement appear to
exist include those with respect to (a) fiscal policy, (b) money supply and
credit expansion policy (with the possible exceptions of providing subsidized
credit to small producers), (c) cexchange rate policy (acknowledging that
siugpling represents an important negative by-product of an overvalued
exchange rate, (d) domestic price and incomes policies (except strategic
food and pctroleum reserves), (c¢) development and investment policy particu-
larly in agriculture, industry, and infrastructure, c.g., transport, storage,
commmications and power, and (f) remittances policies (with the possible
constraint of "Islamic Profit"). Finally, Nimeri is ahead of the donors
in defining a rationale for decentralization and addressing some of the
financial relationships between the central, regional, and local governmental
entities. USAID/Sudan has made un effort to facilitate the decentralization
policy via its development assistance portfolio, cspecially through the
Regional Finance and Plaming Project as well as other sectoral specific
projects such as the Agricultural Planning and Statistics, and the Rural
Health Support Project. The Mission, via the above mentioned Regional
Finance and Planning Project, has also invested in several informative
regional public finance studics conducted by John and Jean Due (see John
and Jean Due, 1982 a, b and ¢) which have been useful in focusing future
public finance policy discussion. To date many other donors have variously
responded to decentralization by (a) ignoring it, or ®) castiﬂg "grave"
doubts on the manpower and fiscal costs without considering the benefits

(social, political and cconomic).
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USAID/Sudan's policy dialoguc which is fostered by the PL 480 Title
111 necgotiations in conjunction with its development assistance portfolio,
has faciliated the implementation of scveral inportant policy changes
consistent with the objectives of structural adjustment and cconomic
development.  During the last two ycars (FY 1982 and FY 1983), the real price
of wheat bread was adiusted upwards by 40% and 44.7%, respectively. In
FY 1982 bread pricing was changed from solcly periodic nominal inflation
adjustment (see pg. 15, Youngblood, et. al., April 1983) to onc which was
based on official exchange rate import parity pricing of wheat and wheat
flour. In FY 1983, the innovation in bread pricing was to remove the govern-
ment budget subsidy in the form of a lower than import parity price for
wheat to domestic mills., In addition, the official import parity price
for wheat and wheat flour was raised to reflect the most recent devaluation
in Novcmber 1982.

Given the above two years of Brcnd price change, the process of
periodic price policy review on this symbolic consumer item has  thus,
been initiated. If it is continued further, the process can forge a pattern of
institntjonn]32jng bread price policy reform. Negotiating the self-help
measures of the final ycar of the PL 480 Title 111 agreement and a possible
follow-on agreement provides an excellent opportunity to acconplish this
institutionalization by addressing a numbcr of remaining price policy
issues. TFor cxample, as of October 1983, therc arc still implicit
subsidy elements embodicd in the price of bread. Wheat is still imported
at the official cxchange rate of 1.28 §S per $1.00 whereas the parallel
or [ree rate is fluctuating between 1.8 and 2.0 (40-55% hicher). In
addition, domestic transport costs per Ml between Tort Sudan and Fhartoum
are higher than the figure of &S 54,50 which was used in the 1983 price

increase calculations. A more realistic [igure may approximate £5 §0-90
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MT, particularly when petroleum forcign exchange subsidies are
considered.

To remove these two cost element subsidies, foreign exchange and
transportation, without reviewing the clearance charees, milling and
baking margins, by-product value, and other costs implies that the real
price of wheat would rise by éround 35% in FY 1984. Given that the
government is committed to its structural adjustment program and the
elimination of consumption subsidies, a continual policy objective of the
Title III program should be nonsubsidized bread prices. The high visibility
of bread in the consumption patterns of all urban consumers, as well as an
increasing proportion of the rural population, provides the government with
a symbol to cmploy in reaffirming its resolve to structural adjustment by
institutionalizing such price increases based on rcal resource costs.

By removing the foreign exchange subsidy and the transport subsidy
{rom the bread price, the goveirmment is also-addressing other elements of
structural adjustment by gradually removing all foreign exchange subsidies
on consumption and by initiating an analysis of the appropriate pricing
of alternative modes of transport, not only for imported items f{rom port of
entry, but also for domest ically produced agricul tural goods transported {rom
various locations throughout the country to final domestic and international
destination points.

However, the design of such a transport pricing study which would
address all subsidies and non-competitive forces will not be casy since
the degree of subsidy embodied in cach transport mode is considerable. In
addition, there arc significant operational inefficiencies, &s well as
management and labor relations problems in the railway whjch compound the

problems of doing an analysis of relative cconomic efficicncy of altcrnative
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modes of transport.  (Sce Sudanow, August 1983, for additional discussion
of the problems facing the railway.)

In addition, by climinating the government budget subsidy from bread
prices in July 1983, the amount of which has been estimated at about §S 82
million in FY 1983, the government has acted to reduce goveinment expenditures
vhich are out of balance with the government's prescnt rcvenue-generating
capacity. By cutting expenditures the QOS is also reducing its demand on
the domestic banking system to incrcase the rate of credit expansion. Thus,
by addressing the bread price issue, the (0S has de-facto implemented several
conplemcntary policics which coincide with the policy recomnendgations of the
IMF and other donors. (Other self-help measures envisioned for the next
round of negotiations for the FY 1984 Title 111 agrecment will also rcinforce
other bread pricing and equity issucs, c.g., composite sorghum and wheat
flour, and differential extraction rates.)

Finally, PL 480 Title I1I has contributed to the financing and imple-
mentation of USAID/Sudan development assistance projects via the programming
of local currencies, which are beginning to have a development impact in
various arcas of the country. While there arce many implementation problems
with the DA portfolio (sce section below in which these issues are addressed
in detail), ncvertheless, the basic policy thrust of the portfolio is both
consistent with the development aims of the (S, and other major donors,
and, with the objective of structural adjustment.

The twelve projects listed in Annex I of the FY 1983 Title II1 Agreement
with the G0S will rcceive approximately §S 83 million in direct local
currency support from the sales of the PL 480 Title 111 wheat. Projects designed
to expand agricultural production will use approximatcly 44% of this

resource. The transport sector which is important to the performance of
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the agricultural scctor will usc about 28%. It is cnvisicned that health
will reccive about 17%, with the remaining 10% going primarily for supporting
improvements in planning and financing of local government.

The Market for Food Grains in Sudan:
The Role ol Pl, 480 Title IIl Food Aid

Introduction

There are scveral basic facts about the good grain supply and demand
situatjon in Sudan which are useful to review in order to ascertain the role
of PL 480 Title 111 food aid in balancing consumption with production
throughout the country. First, Sudan has becn traditionally sclf-sufficient
in food grain production. 1t Temains the only country amongst the ten most
populous sub-saharan African countries, comprising about 70% of the population
of sub-saharan Africa, to have increased per capita food production over the

decade of the 1970's (World Bank, World Development Report, 1983; and "Berg

Report,' 1981). 1980 aggrcgate estimates of daily food supply availability
among these ten countries also show that Sudan ranks number two in per capita
caloric supply, with about 2450 calories available per day. This level of
availability is 101% of daily requircments, which again places Sudan second

among the top ten most populous African countries (World Bank, World Develop-

ment Report, 1983).

Second, Sudan is onc of the few African countrics which can count
amongst its principal cxport items a food grain. Sudan's official export
earnings from sorghum since 1979/80 have ranked sccond only bchind cotton,
cudan's traditional export crop, and in calendar year 1982 it comprised
22.8% of total cxports. While it has been suggested that the rapid increases
in sorghum production cannot be maintained duc to a significant decline in

the price at which Saudi Arabia is now willing to purchasc sovghum, i.c.,
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from $320 MT in 1981 to $180 MT in October 1983. 1n addition, the large
increases in the production of sorghum were due to factor price distortions
resulting from an overvalued exchange rate and artificially low land costs.
llowever, since production increases have occurred and were largely due to
private sector investments, it is clear that the agricultural sector in
Sudan will respond to appropriate incentives to significantly increase
production. |

Other cvidence to support the responsivencss of Sudanese agriculture
is the fact that there is a large amount of smuggling or unofficial trade of
dura, sugar, charcoal, and even sheep out of Sudan to Chad, Ethiopia, Uganda,
Zaire and Saudi Arabia. Much of the incentive for this trade is due to
higher external prices in neighboring countrics. For cxample, in Chad,
Sudan dura sclls for four times the Sudanesc price. The GOS is planning to
hold a conference in the near future on the "smggling problem” to seek
solutions and remedics to the situation.

Third, Sudan rcmains one of the few countries in Africa which still
has large tracts of potentially usable lands particularly in the western
and southern rainfed areas. While most land is alrcady being used at least
as range land for transhumant livestock production, there is not only consider-
able potential for increasing the productivity of the land (pg. 58, World
Bank, Report #3551a, 1982), but also altering the land use patterns to
increase total output,assuming that the land is protected from environmental
degradation (sce Steve Lintner in Peter Bennedict, ot. al., 1982, and the
UN University Study, 1980).

Fourth, {rom the point of view of food grain consunption, the Sudancse
have traditionally been a sorghum (dura) consuming country. In the southern

regions many people primarily cat cassava, with finger millet, groundnuts
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and other minor vegetables supplement ing their diet. However, the Dinka
areas of the south consume dura as their primary cereal (M.J. Eaton-Evans,
July 1978). Only in the far north along the Nile near Dongola, has there
been a history of wheat consumption and local production representing an
oxtension of the Egyptian dictary tradition. Even in the grecater Khartoum
arca, the primary whcat-consuming centcr in the country, there remains a
strong prefercnce for kisra, a form of sorghum bread. Howcver, kisra requires
more preparation time, and, wheat bread is not only more convenicnt,but also has had
a lower price in recent ycars than kisra. Thus, many ¥hartoum houscholds
have substituted bread for kisra. In spite of these pressures to change the dict
still 14% of total caloric intake amongst low and middle-income consumers in
Khartoum is in the form of kisra (pg. 37, Youngblood, ct. al., April 1983).
The above discussion leads one to more carcfully consider the rationale
for continuing wheat imports via the PL 480 Title II1 program. In the para-
graphs which follow, traditional mcthods of projecting wheat import "needs'
are scrutinized. Following that review, an analysis of the factors affecting
the demand and supply of wheat to Sudan is reviewed. The analysis carefully
considers the importance of sorghum in determining the mirket-clearing
quantity of wheat from both the supply and the demand side (sce paper by
Fred Winch, 1983 for a further claboration of this approach). Further, the
analysis rcvicws the empirical ovidence amassed on the factors affecting the
dem:ind and supply of wheat, including prices, income, tastes, production
responses, technical crop rotation factors, and other input considerations
which may constrain domestic wheat productions. This review concludes by
cunmarizing the dynamics of these market forces in the form of a series of
alternative scenarios and what they imply about wvheat import requircments.
The implications for the PL 480 Title T1I program arc reviewed in terms of
the govermment's overriding objective of structural adjustment.

Lot
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Trend Analysis of Wheat Import Requirements

The Pl 480 Title 111 program paper for Sudan (April 1979) as well as
the recent mid-term program evaluation (Tom Cornell, et. al., 1983), provided
an analysis of the past trends and future necds for imported wheat. In both
cases, recoénition vas made of the fact that wheat imports were related to
the demand and supply of food, particularly food grains, and that rural and
urban demand and supply conditions may require a disaggregated analysis. Both
analyses rcviewed the rapid increase in demand for wheat bread and provide
duta for the previous five to seven ycars to document this situation. They
also point out in their respective analyses the fact that the government has
been subsidizing the price of bread via direct government subsidies which
have partly covered the cost of imported whcat as well as transport and
storage costs. In addition, in Tecent years there has been a forcign ex-
change subsidy on wheat such that today whcat remains one of the few items
imported at the official rather than at the parallel rate. (The others
include petroleum, pharmaceuticals and sugar.) lowever, in the projections
of future demands for wheat contained in the abovc mentioned studies, no
mention of the direct and indirect (via the relative price of sorghum)
price effects on conswipt ion is found. ‘The comnon assumption made is that,
if consumption has been increasing at approximately 10% per year, cIgo, it
will continuc to do so into the future, despite the fact that perhaps the
principal policy dialoguc rationale for the PL 480 Title III program has been
to increasc bread prices via the removal of all subsidies in keeping with the
Jarger macro-cconomic objective of stabilization via structural adjustment
(sec section 111 above on Policy Reform). Tt is noteworthy that more
recently these above complexities, e.g., dircct and indirect price effects,

as well as other important factors, are being more carefully considered both



conceptually (Fred Winch, 1983) and cmpirically (see Youngblood, et. al.,
April 1983, and Carl Gotsch, October 1983). In addition, these inter-
dependencies are being incorporated into the current PL 480 Title I dialogue,
presently underway.

In analyzipg the supply side of the market for wheat, the original
program paper;éuinﬁd-tcrm evaluation have taken domestic production of
what as a giveh. Brief reference is made to the fact that the government
procurencnt priéos of vheat has been very low since 1977/78 and remain so
despite the price incrcase of about a year ago, December 1982. (See F.
Winch Memo to A. Mudge, Dec. 12, 1982.) Also, brief mention is made about
the cropping pattern and potential water constraints which presumably may
constrain the domestic production of wheat despite the fact that during the
cra ofGOS policy to become self-sufficient in wheat (1974 to 1977) both area
under cultivation and output were considerably above projected levels (at
the same time that both cotton and groundnut production and the value of
exports were at record high levels). The potential for production increases
due to technological change, c¢.g., new varicties, or other farming practices
are not considcrcd.}

Finally, prevjous studies recite the comparative advantage litany
pronounced by a Wcrld Bank Study in the late 1970's which concluded that
Sudan didn't havefa comparative advantage in growing wheat. While it may
be true that Sudan docs not have a comparative advantage for growing wheat
solely for wheat's sake above certain output levels, given present technology,
the policy conclusiéh, cminating from that study, was incorrect given a lack
of knowlcdge about water availubilities and cropping patterns (for an
improved analysis of these iesues, sce The Sukimese Consultations Burcau,

Dec. 1982). Turther, analyses of comparative advantage have not considered
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the possibility that changes in relative producer prices to reflect
international market price changes may alter the incentives to produce

more efficiently and thereby increase the cconomic return to both the
individual tcnant farmer and to the cconomy as a whole. For example, yicld
variations among irrigated wheat producers are considerable, which if
narrowed closer to the higher figures attained, could significantly alter
existing calculations of compuretive advantage and the cconomic return to
such production (sec Youngblood et. al., 1982 and Abdus Sattar, 1982).

As a consequence of these multiplicity of problems on both the demand
and supply side which (a) do not link other food grain production and
consumption together, at least via price changes, (b) do not analyze
the direct impact of price changes to reflect the macro-cconomic policy
goals of the country, or (c) do not scriously consider the production
impact of potential changes in technology, the Jerived predictions of wheat
import requirements for the country have had little thecoretical or
cmpirical base. Previous import levels and the resulting "role" for
PL 4R0 Title 111 remain emmeshed in a poorly conccived coneptual framework.
It is encouraging to report, however, that USAID/Sudan has been making
progress on these matters.  The proposcd sclf-help measures for the current
PL 480 Title 1 agrccment, as well as the conceptual paper by Fred Winch
(May, 1983), the composite flour study by Gotsch (Oct., 1983) and the paper
on wheat production in the Gezira by William Bateson (Oct., 1983) reflect
considerable progress in formulating the basic parameters of the analytical
problem.

A Note on Wheat Production and [rade Statistics

Before proceeding to a consideration of a revised framework for consid-

cring the initial question, i.e., the role of PL 480 Title 111 in the context
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of a dynamic food grains market, it is useful to review sclected clements of
the data base upon which this and other analyses incvitably must be based.
In Table 5, data from several different sources on domestic wheat production
and imports are provided to indicate the nature and extent of the empirical
problem.

While there appears to be general agreement amoungst the various sources
of information with respect to arca under domestic production of wheat, at
least over the year of comparable data, there are scveral significant variat-
ions in the output data, c.g., 1971/72, 1979/80, 1080/81 and 1981/82. More
serious, howcver, is the variance in the figures of total wheat imports. There
docs not avpear to be one data source with systematically higher or lower {igures.
The variation between the high and low estimates are often as much as 50%
of the lowest figure for any given year with comparable data. The differences
in this variance could come from multiple sources. An investigation appears
warrented.

One possible solution to the problem is to review existing cstimates
and from 1hem obtain an estimate of the range of plausible figures and
develop a range of possible outcomes based on such information. This is
the strategy employed by (a) William Bateson and Buraie Adam in their study
of the appropriate produccr price for wheat in Gezira for FY 1984;
and (b) the Sudancse Consultations Burcau in their comparative cost study
of Domestic Production vs. Importation of Wheat (see Bateson, Oct. 1983
and Sudancse Consultations Burcau, Dec. 1982). However, it would be prefer-
able over time to reduce the extent of the variation. Perhaps the USAID/Sudan
Ag. Planning and Statistics Project and the Macro-cconomic Policy Project

can improve the situation over the nextyear.
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TABLE 5
Estimates of Production and Imports of Wheat in Sudany

Wheat Imports

Domestic Production US Concessicnal us Other Total Non-
Area Under Prouwuction Output Total via PL480&CIP Commercial Sources Concessionary
0's Feddans 000's MT 000's Ml 000's MT 000's MT 000's MT 000's MT
Year D@ (@) ) ) 2 ) @ ) ) () ) ) M 65) &) 3 3 @ (4)
19008/01 39 i 20 j105.3 i
RUIFAM 41 | 29 28 30 | 88.2 !
1002703 54 ¢ 31 31 ' 69.9 ]
1003/04 So i 37 37 | 67.2 i
Tond/0s 135 y 56 56 ,119.7 |
1a3/00 130 oo 69 '122.9 !
FIn0/0" 173 boos 79 T8 N/A ;
FoaT /oy 204 1 87 86.0 ;
[REREFAR oy WAl 123 41.3 ] !
ST 290 (115 il3 103.3 74.2
LT Pt 33 163 124 163.3 : 134.5
coTrne 235 150 23 138.1 160.7 ! 1o0l.1
SN 241 44 152 i59.7 158.9 ; 159.2
jeTsT 419 1235 235 -ilz.9 136.3 : . 136.4
1071775 598 1286 269 i40.3 126.4 126.7
bTa T 714 P26 258 03,9 172.9 : 1733
AR 039 039 032 1294 294 200 294 30 109,53 129 157.6 59 1161 9 157.7
HEDY VS KN w2 > s17 31T 317 317 276 (184.1 161 146.7 293 133 83 85 70 39 8 9 147.6
TR Sl 577 77 57T jie7 177 177 ITT 10 U330.9 293 225.3 212 222 4 121 1230 75 19 7 261.3
TaTa/en 451 438 4w 233 219 219 231 206 331.2 306 339.9 330 340 157 217 1108 100 41 23
ist/81 157 340 4ip {218 228 228 170 12C 1451.3 323 494.4 421 477 278 161 i 291 45 24
1131/82 371 371 301 182 162 1uo3 164 135 | 427 465.4 500 254 280 73 135 141 46
| LRV Iou i 1758 i 602 545 582 304 ! 192 20 49
Laen/R :

T 1i.7tJhe numbers above cach celum refer to the Jata source.

;o mk of sdudan, Annual Foport, various rears

2y Sitansic Consultations swrcau, Comparative study of Cest of Growing Wheat in the Sudan and Importing it from Abroad, Final Report, (Khartoun:
oy ot of Fipance aned Leonanic Planning, 1xie=ocr 1942)

T ae Cormell, et, oall, i Lm0 Tytle (1L Pregrar Mid-Term Evaluation, (Washington, D.C.: AID, May 1983)

{:y ©utis Toungblood, ct.al., voansumption ktfects of Agricultural Policies: Bread Prices in the Sudan, (Raleigh, North Carolina: Sigma Onc Corp.,
Aprit 19583)
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(5) Abdus Sattar, “Pricing of Whcat in Sudan", Paper prepared for the Joint Agricultural Price Policy Workshop, sponsored by FAO and GOS,

Khartoum, May 31 - Junc 2, 1983.
(6) Data provided USAID/Sudan by Bank of Sudan, Forecign Trade Statistical Digest and Ministry of Coop., Commerce and Supply, May 24, 1983

(7) USAID/Sudan, "R Working Paper", no date, approx. June, 1983



A Market Analysis of Factors
Affecting Food Grain Imports

There are a number of factors which affect food grain imports into
Sudan and, thus, the rolc of PL 480 Title III Food Aid in balancing cons-
umption with production throughout the country. These factors can
conveniently be disaggregated ihto domestic demand and supply factors,
international demand and supply factors, and other factors.

Domestic Demand Factors

The domestic demand for a particular food grain is largely determined
by the following factors: (a) its own money price, (b) the rclative money
price of a substitute food grain, (c¢) the time required by the household
(usually the wife in Sudan) in procurring and preparing the item, e.g.
sorghum, (d) the price of other complementary items in the preparation of
the item, e.g., cnergy for cooking and/or baking, (¢) the relative money,
time, and complementary item prices, (f) income, (g) population size, and
(h) tastes, preferences and other factors as can be determined by such
indicators as (i) the proportion of the population which is urban,

(ii) education, (iii) family size, (iv) traditional diet pattcrns, and
(v) the regularity of supply availability.

In Sudan, scveral studies have been recently completed in which the
relationship between some of the above mentioned factors and the consumpt-
ion of a particular food grain, c.g., wheat, has been cmpirically investigated.
This cvidence is swmarized in Table 6, Fmprical evidence of variable
quality has become recently available on the relationship between the demand
for wheat (possibly for wheat flour and/or bread) and (a) its own money
price, (b) the money price of a close domestically produced © Hstitute

grain - sorghum, and (c) income/cxpenditure. At present, however, empirical
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TABLE 6

Summary of Evidence on Domestic

Factors Affecting the Demand for Wheat in Sudan

THEORET ICAL RELATIONSHIP

VARIABLE NAME WITH DEMAND EMPIRICAL EVIDENCE SOURCE COMMENTS

(1) Own Money Price Negative

-0.39 Price clasticity of
demand {recal price, per cap.
wheat flour consumption)

-0.73 Price elasticity of
demand (nominal price,
expenditure on wheat)

-0.35 Price elasticity of
demand

-0.39 Own price elasticity of
demand for wheat bread
(-0.28 to -0.45)

-0.39 Own price elasticity of
demand for wheat bread
(-0.23 to -0.43)

1

2

1

1

(a) Statistically significant at
0.15 lcvel.

(b) Other econometric probs:
(c) Few obs (11)

(d) Timc serics.

(e) No control variables except

income § price of sorghum.

(7) basically an urban estimate.

(a) More econometric problems

than in (1) above. A clear over-
estimate :iven equation specification.
(b) No info. on number of observa-
tions.

(¢} No centrol variables.

(d) No presentation equation
statistics.

(e) No data set presented.

e.g. what
functional
form?

. as a World
(a) Reported in source #2: piok ectimate.

(b) Unknown statistical procedures.

(a) 1978/79 household expenditure
survey data.

(b) The estimate increases in
absolute value as one moves from
the lowest to the highest expan-
diture stratum.

(c) Linear equation estimates.

(@) 1982 urban household expenditures
survey

(b) See (b) and (c) immediately above.



THEORETICAL RELATIONSHIP

VARTARLE NAME WITH DEMAND EMPIRICAL EVIDENCE SOURCE COMMENTS
(2) Own Time Price of Negative None available. (a) Requires study. Can be part
Preparation (frem of a household time allocation
acquisition to study.
serving) (b) Labor force participation by
women increased deimand by 10%
(Source #1).
(3) Pricec of other com- Negative None available. Info can be obtained in household
plementary prepara- survey.
tion items, e.g.,
energy for cooking
(4) Relative prices to
other cereal grains,
e.g., sorghum
(@) Money Price Positive +0.47 Real price of sorghum 1 (a) Statistically significant at
grain, per capita wheat 0.05 level.
flour consumption. (b) See comments above under
variable #1.
(c) In Egypt the estimated maize
relative price elasticity is +0.2.
See Source #4, pg. 60.
() Time Price from Positive None available. (@) See comment above under
acquisition to Relative Variable #2.
serving. to (b) May change if research break
Sorghum through occurs to extend shelf
life of kisra.
(c) Price of Comple- Positive None available. (a) Sce comment above under
mentary Prepara-  Relative variable #3.
tion of items; to (b) May change if research break
e.g., energy Sorghum through occurs to extend shelf
life of kisra.
(5) Income Positive +0.18 Income elasticity per 1 (a) Not stat. significant.

capita, real GNP, GDP

(b) Sec comments above regarding
estimation equation under
variable #1.

(c) Aggregate data used.
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THEORETICAL RELATIONSHIP
VARIABLE NAME WITH DEMAND EMPIRICAL EVIDENCE SOURCE

COMMENTS

+0.97 Ixpenditures elasticity 1
(1.21 to 0.88) depending on
income evaluation.

+0.45 Expenditurc clasticity 1
depending on income/exp. lecvel
(0.59 to 0.38).

+1.17 Urban area wheat expen- 2
diture elasticity.

+1.39 Rural areas wheat expen-
diture elasticity.

(a) Cross scctional data 1982,
Urban mini-houseliold survey.
(b) Declining figure based on
expenditure stratum.

(a) Cross sectioral data 1978/79

houschold budget survey.

(b) Size of estimate declining as

expenditure stratum rises.

(a) See comments above under
variable #1, source #Z2 above.

(a) Sce comments above under
variable #1, scurce #2 above.

(6) Population Positive No estimate available which
separately estimates this
relationship, especially
between urbtdn § rural areas
and disaggregating betwezn
absolute magnitudes &id rates

of growth.
(7) Other factors, incl.

tastes and preferences.

(a) Education Unclear, None available. - Should be included in a more
likely to complete study.
be hignly
colinear
w/income

(b) Proportion of Unclear, None available. - See comments under (7)(a) above.

population urban 1likely to

be highly
colinear

w/income &
time prices
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THEORETICAL RELATIONSHIP
VARIABLE NAME WITH DEMAND EMPIRICAL EVIDENCE SOURCE COMMENTS

(c) Family Size Unclear, See comments under income - See comments under (7)(a) above.
likely to variable for source #1.
be colinear
with per
capita inc.

(d) Practice tradi- Negative; None available. - See comment under (7)(a) above.
tional dietary may be
patterns. related to
religious
group & age
(e) Availability of Positive None available. - See corment under (7)(a) above.
wheat supply
(% of time

available).

Sources:

1. Youngblood, Curtis, et. al., Consumption Effects of Agricultural Policies, Bread Prices in the Sudan,
(Raleigh, North Carolina: Sigma One Corp., April 1983).

2. The Sudanese Consultations Bureau, Comparative Study of Cost of Growing Wheat in Sudan and Importing
it from Abroad, (Khartoum: Ministry of Finance and Economic Planning), December 19%2.

3. World Bank, Price Prospects for Major Primary Commodities, (Washington, D.C.: Worlcd Bank, 1980).

4. Pg. 60, Derek Byerlee, “"The Increasing Role of Wheat Consumption and Imports in the Developing World,"
Draft Report of CIMMYT BEconomics Program, Mexico City, Mexico, February 1983.



evidence has not been compiled and analyzed with respect to the other

factors affccting demand.  However, the national houschold expenditure

surveys conducted in 1967/68 and 1978/79 und the mini household egpcnditure
survey concucted in Khartoum area in 1981/82 may be analyzed more completely
as a {irst step in resolving the present lack of knowledge. Perhaps of most
concern is the general lack of knowledge about relative time and ccmplementary
input prices which affect consumption choices. A more carefully constructed
national houschold cxbcnditurc survey which also monitors time use patteins

is required. Such a survey would also yicld information for many other
purposes, including updating the country's national accounts.

Given the present available cstimates of the factors affecting demand
presented in Table 6, it appears reasonable to conclude that the own money
price elasticity of demand for wheat and related products in Sudan is about
-0.4. The cross moncy price elasticity of demand for wheat with respect to
sorghum appears to be in the neighborhood of 0.5.

Finally the expenditure {cum income) elasticity of demand for wheat
via bread for at least urban dwellers appears to have significantly increased
from about 0.5 to perhaps 1.0 between 1978 and1982, largely due to the
decline in real income over the period. It is estimated that average
monthly rcal houschold expenditures fell by about 15.4% during the period
(using mean figures from both surveys) and, taking into consideration per
capita diffcrences between the two periods (houscholds in the 1978/79
survey averaged 6.0 persons, whercas in 1982 they averaged 7.5 persons),
per capita real houschold expenditures may have dropped by as much as 31.3%.
Given the large remai: ing macro-cconomic resource gap of about 7.5% of .
total real GDP, it is likely that rcal income cxpenditurcs will continue to

drop cven further over the next scveral years, although pcrhaps not as much
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as has occurred since 1978/79. This would be particularly true if aggregate
production were to increase significantly in the next several years.

The remaining factors listed in Table 6 for which empirical evidence
is presently unavailable, appear to be mixed in their impact on the overall
demand for wheat. There are some factors which may be increasing or decreasing
demand. Perhaps the two most important forces presently operating on the
domestic cconomy to increase the demand for wheat bread, particularly in urban
areas, are the reclative price differcntial between wheat bread and kisra,
in terms of preparation time,and the price of complementary preparation
inputs, e.g., encrgy. The country's population has been increasing at about
2.6% per year whercas the urban growth rate in Sudan has been about 6.8%
per yecar (World Bank, Feb. 1982). Similarly, there has been a secular
increase in female labor force participation which tends to reduce the time
available for food preparation. Similarly, energy prices and the price of
other items used in kisra preparation has also increased relative to.bread
since bread is increasingly produced in quantities which can obtain scale
cconomies relative to kisra (under present technology). 1f there is a
technical breakthrough in incrcasing the shelf-1ife of both dura and kisra,
as may be the case soon in Senegal, this factor will of course work in the
other direction to reduce the demand for wheat, assuming that taste and
preferences remain as they are currently.
Domestic Supply Factors

The domestic supply of food grains (sorghum and wheat) and its mix are
similarly defined by a number of fuclérs. For an item like wheat, domestic
production is a function of (a) the producer price of wheat, (b) the relative
price to the producer of alternative crop production, (c) the prices and
availability of complementary inputs; and, (d) a nuiber of other technical

-37-



factors such as (i) water availability, (ii) sced technology, (iii) farming
practices, (iv) crop rotation schedules, as is the case in irrigated agric-
ulture, e.g., the Gezira, and (v) the weather.

The mid-term evaluation and the original PL 480 Title III program
paper has rcvicwed the historical production of wheat in Sudan, which
originated in the northern areas around Dongola (sce Tom Cornell, et. al.,
1983 and USAID/Sudan, April 1979). Thus, this section is devoted to a
review of the factors affecting the supply of domestically produced wheat,
with the focus of the analysis being dirccted towards recent empirical studies.

Since domestic production is primarily produced in the irrigated arcas
of the country, and particularly in the Gezira for off-farm consumption
purposes, much of the ecconomic analysis rcgarding the factors affecting
the domestically marketed supply of wheat has centered on the factors
affecting the production and marketing of wheat in the Gezira. The
available cvidence on these factors is summarized in Table 7.

Basically, this evidence shows that,over the relevant range of
production,the amount of wheat produced and marketed from the Gezira is
probably price inclastic, Total output elasticity of supply with respect
to price is around 0.5 - 0.7 and the marketed clasticity with respect to
price is probably between 0.7 and 1.0. Unfortunately, no studies have
yet been conducted on the relationship between wheat yields and producer
prices. In addition, little analysis has been conducted to ascertain whether
crops such as cotton, dura, and groundnuts (swmner crops) are in fact compl-
cments or substitutes with respect to wheat (winter crop) in the Gezira,
cven though data on relative producer prices between all of these crops, arca
under cultivation, and yields are availablc over a rcasonable period of time

given some effort on the part of the analyst to obtain it. Unfortunately.

-38-



A Sumary of the Empirical Evidcnce on the Factors

TABLE 7

Affecting the Domestic Produced Supply of Wheat in Sudan

THEORETICAL RELATIONSHIP

VARIABLE NAME

WITH SUPPLY

EMPIRICAL EVIDENCE SOURCE

COMMENTS

(1) Producer price of
wheat

Positive

+0.4 to 0.75 Output supply
elasticity with respect to
economic import parity
price (EIPP)over relevant
level of pdtn.

+0.75 to 1.0 Market supply
elasticity with respect to
EIPP over relevant level of

pdtn.

+0.95 Wheat acreage elasticity
with respect to lagged world
wheat price.

1

1

4

(a) Supply functior. based on 1980/
81 cost and yicld data presented in
Source #3, and adjusted '"upward' on
basis of input prics increases since
that date.

(p) 1980/81 generally a poor year,
yield wise, thus costs per unit of
output "higher'" than 'mormal'' years.
(c) Data from Gezira tenant farmers.

(a) Sce immediately above.

(b) The difference between output
and market supply elasticity is due
to the fact that a certain %, approx.
20-40% of total output is consumed
on the farm, thereby moving the
point on the aggregate supply curve
closer to the origin where the
established function is more elastic.

(a) Aggregate area response function.
(b) Time serics, 18 obs.

(c) All variables stat. significant.
(d) Estimatec at the mean values of
area =300,000 fed, and $225/MT.

(2) Relative producer
price of substitute
crops, e.g., cotton,
groundnuts

Negative

None available.

Substitute crops for wheat is based
on assunption that cropping patterns
on present irrigated land (Gezira)

cannot be altered to reduce competi-
tion for water between winter wheat
and summer crops (see #(4) (b) below.



THEORETICAL RELATIONSHIP i
VARTABLE NAME WITH SUPPLY EMPIRICAL EVIDENCE SOURCE COMMENTS

(3) Input Prices ‘Negative None Available. - Cost of production data anc nput
price data only available .r one
year, 1980/81, and is fouad in
Source #3.

(4) Other Technical
Factors.

(a) Improved Positive Output could increase by 3 to 2 (a) With a concentrated'effort of
Technological 4 times on Gezira based on improving thg use of existing
Inputs Package research trials. technology, including timing of

input application, e.g., seeds,
fertilizer, water, land prep., et:.
output could expand from an average
of 350-400 kg/fed to 1,400 kg/fed.
(b} Within five years, e.g.,
1986/87. it is estimated that out-
put could be approx. 60% of
potential, i.e., 840 kg/fed.

(c) The potential yields obtained
in the Gezira of 1.4 MT/fed = ave.
yield in Egypt.

(d) The ave. vield for all non-
major developing country wheat
producers is about 500 kg/fed.

(sec source £6)

(o) Cropping Pattern Lead to (a) Historical data does not 1 (a) Implies that FY84 Gezira planting
and Water Avail-  Maximum imply a constraint in Gezira. would equal approx. 300,000 fed.
ability Production (b) Maximm potential area 2 (a) Provides evidence on water flow

in Gezira is 300,000 based at key Oct.-Nov. wheat planting time
on water crop rotation and at end of growing season for
constraints. cotton, groundnuts and dura.
(b) Provides no raticnale for why
crop rotation schedule for non-wheat
crops can't move forward to remove
presumed water constraints.
(c) Mid-1970's production area data
in Gezira for all crops incl. wheat
do not imply a constraint.
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THEORETICAL RELATIONSHIP

VARIABLE NAME WITH SUPPLY EMPIRICAL EVIDENCE SOURCE COMMENTS
(c) Historical data analyzed 4 (a) Estimates on area response
show no area constraint in function with 18 years of time
Gezira serics data.
(d) Provides evidence to show ) (a) Te. 14 reviews the cropping
that there is no water or pattern § water availability in
cropping pattern constraint. Gezira and concludes no substitu-

tability among present cCrops.
Points out that there is enough
water to plant 1.0 million fed. of

wheat.

(c) Weather Positive No direct quantitative - (a) Existing production data could
(If better evidence available for be linked with weather info.
weather, wheat. (b) This link is found in rainfed
then sorghum. (See Ahmed § Selan 1983 on
better Bibliography.)

output)

Sources:

1. William Bateson and Buraie Adam, "Considerations on the Establishment of a Producer Price for Wheat at
Gezira, 1983/84,'" Draft Paper, Planning and Agricultural Economics Administration, Ministry of Agriculture,
Khartoum, October 1983.

2. The Sudanese “onsultations Bureau, Comparative Study of Cost of Growing Wheat in Sudan and Importing
it from Abroad, (Khartoum: Ministry of Finance and Economic Planning, December 198Z).

3. Abdus Sattar, Study of Cost of Production and Comparative Advantage of Crops Under Different Farming
Systems in Sudan, 1980781, (Khartoum: Ministry of Finance and Economic Planning, May 1982).

4. Curtjis Youngblood, et. al., Consumption Effects of Agricultural Policies: Bread Prices in the Sudan,
(Raleigh, North Carolina: Sigma One Corp., April 1833).

5. Abdus Sattar, "Pricing of Wheat in Sudan,' Paper Prepared for the ''Agricultural Price Policy" Workshop
Jointly Sponsored by the FAO and RS, Khartoum, May 31 - June 2, 1983.

6. Derek Byerlee, 'The Increasing Role of Wheat Consumption and Imports in the Developing World,' Draft
" Report Prepared by the CIMMYT Economics Program, Mexico City, Mexico, February 1983.




most of the analysis pursuant to the possibility that wheat

and other crops are substitutes,has been cenducted on technical, i.e.,
water constraint, rather than behavioral giounds. To make matters worse,
inconclusive results remain, even from a technical point of view.

Some have suggested that wheat should not be grown in Sudan on grounds
that wheat docs not have a comparative adviantage (see World Bank, 1978.

The Bank no longer holds to its earlicr perspective). For this agreement
to hold, other crops must in fact bc an cconomic substitute, not just a
potentially technical onme. Further, more recent analysis of farm managecment
data on whether wheat has a comparative advantage or not suggests that
one's conclusion is highly dependent on yield levels and what is counted
as a cost and a benefit (see Abdus Sattar, May 1982). For example, on

the cost side, the amount of labor timc counted is subject to many diff-
iculties. Further, on the benefit side, the value of the straw from wheat
is greatly undervalued given the many uscs to which it is put in the
houschold. (For an claboration of thesc points scc Appendix G in Richard
Blue and David Dunlop, et. al., Junc 1983).

To summarize, it is unclear whether there are technical or behavioral
reasons for the domestic production of wheat to be constrained to 300,000
feddans. Historical evidence does not support this view, Existing
technical studies are conflicting. Finally existing economic analysis
either has not been done (see two paragraphs above) or a plausible
mechanism (excise tax) has not yet been convidered feasible for present
implementation so that it might capture cnough of the potential producer
surplus which may occur, given an increase in producer wheat prices, to
not only make domestic production of wheat attractive to the tenant producer,

but also attractive to the GOS as well.
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Other Issues in
the Wheat Mirket

There are three other relevant aspects for consideration in an analysis
of Sudan's wheat market and the rolc of PL 480 Title III. These items
include (a) the impact of an international market for Sudan's food grains
on Sudan's wheat market; (b) the role of potential and actual storage of
wheat in Sudan on wheat import requirements, and (c) the distributional
equity of the available supply of wheat, including that provided on
concessionary tcrms.

The first item mentioned, i.c., the impact of intcrnational markets
for Sudan's food grains on the Sudan market for wheat, has not been
empirically analyzed. However, to the extent that sorghum and wheat are
substitutes, which appears to be the case given that the estimated cross
price elasticity of demand between wheat and sorghum was significantly
positive (see Table 6 above), sorghum export demand will affect the demand
for wheat via the cross price clasticity effect.

As was briefly discussed at the outset of this scction, Saudi Arabia,
as well as Chad and Ethiopia, represent significant export markets for
various dura producers. Exactly how changes in thcsc markets will affect
wheat demand over time is unclear at present. However, the fact that
Saudi Arabia cut its price for Sudanese dura from § 3?0 yT in FY 1981 to
$ 180 in September 1983, and that they may reduce it further to the
international price for sorghum which is presently about $ 135 F.0.B.,
is not inconscquential and it certainly could have significant implications
for wheat consumption and domestic production. A morc complete investig-
ation of sorghum flows out of the Sudan including rclative price incentives
on both sides of borders, as well as a more complete analysis of the

relationships between the two food prain markets is certainly warranted.
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It is unknown how wheat stocks in Sudan affect domestic producer
wheat and bread price decisions and their timing. However, it is non- the-
less useful to review the available cvidence on available storage capacity
for wheat in Sudan. The mid-temm cvaluation (Table 11.5, Cornell, et. al.,
1982), found that the ten presently operational mills have a combined
storage capacity of 268 thousand MT, which approximiates between 40 and 50%
of annual consumption at 1982/83 rates. In addition, there presently
exists 40 to 50 thousand MT of storage at the docks in Port Sudan and the
potential for storing up to 200,000 MI' of wheat and wheat flour in that
city. In early October there was about 100,600 MI' in storage there due
to off-loading in September of about 150,000 MT.

Within Khartoum, USAID has estimated that there are about 250 to 275
bakeries. Perhaps an equal number exist in other parts of the country.

It is normal for the bakeries to rececive a delivery from one of the mills
on a weekly basis. Thus, at the bakery point in the wheat production
system in Sudan, there is perhaps 5 to 10,000 MT of flour in storage at
any given time.

At any given time there is wheat or flour being transported by rail,
truck and barge. It is not clear what the transport system moving and
storage capacity is at any given time. Finally, the military has been
enjoined by the government to become more actively involved in nation
building. It has established a corporation to further involve them in
commercial ventures in agriculture (sce Democratic Republic of the Sudan,

Military Economic Board, Khartoum, Military Economic Board, 1982). Its

exact status 1s presently unclear with respect to wheat storage and baking
of wheat bread and how it might affect the morket.

To summarize, information on domestic storage capacity is as follows,
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as of October 1983:

Table 8: Wheat Storage Capacity in Sudan, October, 1983

Port Sudan (Port and related wharchouses) 200,000 MT
10 Mills 268,000 MT
Bakeries (at any given time) 10,000 MT
Transport System N/A
Military N/A
ESTIMATED MINIMUM STORAGE CAPACITY 478,000 MT

This estimated minimum storage capacity is more than estimated total
consumption of wheat flour of 468.9 thousand MT in 1981/82. No information
exists as to how much wheat or flour is in storage at any given time despite
the constant referrals to the fact that the country is on the verge of running
out of wheat. Certainly the annual variance in wheat imports, irrespective
of which series of numbers is correct (see Table 5), imply considerable
domestic storage capacity. Of policy relevance is to ascertain howJand to
what extent the nation's wheat stock affect bread price policy decisions
and their timing.

While distributional cquity concerns are not generally accorded the
priority today (1983) as was true in the mid-1970's, pafticularly when an
cconomy is undergoing structural adjustment as is the case in Sudan, the
issue warrents a brief review. It is noteworthy that the PL 480 Title I1I
program paper (USAID/Sudan, April 1979) pointed out the fact that both the
¢G0S and AID rcgarded cquity as an important goal. It is stated that
"equity is clearly the central focus of [GOS] development plans' (pg. 3 of
program paper) and that '....the purpose of the U.S. development program
is to contribute to this undertaking [i.e., the GOS development program]

and to promote broadly shaved development' (pg. 4 of program paper)*.

TBracketed itoms included Tor clarification purposes only.
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Subsequent sections of this evaluation reviews the progress being made to
achicve certain elements of the goal of cyuity via the development projects
supported via the generated local currency {rom the sale of PL 480-111
wheat. In this section, however, the limited information available on the
distribution of wheat and other important foodstuffs within the country
over the last several ycars is revicewed.

In Table 9, the limited data on distribution to the Southern part
of the country for sclected ycars from FY 1977 to FY 1983. While it 1is
difficult to ascertain the relative "food nceds' and the food demand and
supply conditions throughout the country, it is known that: (a) the south
has per capita income levels approximating onc-third that of the north;
(b) nutritional status in the south has been exaccrbated since the civil
war which ended in 1972; and (c) limited food production has occurred in
the south since that time. The south probably has about 20% of the
population of the country (World Bank, Report #355la, February 1982). It
grows no wheat. It receives not more than 1% of all wheat imported into
the country since 1977. Also, the proportion of domestic dura production
distributed to the south via GOS has also not cxcecded 3% during this
period with the more common figure being close to 1 or 1.5% (culculated
from Table 9 and total production data). Perhaps there is only a very -
"Mimited' market in the technical scnse for such items in the south.
Nevertheless, there arce lots of poor undernourished people residing in
that area.

Conclusions About the Role of PL 480 Title IIl in Sudan's Wheat Market

The most honecst answer to this very fundamental question re: the
role of PL 480 Title 1I1 in "filling the gap' in Sudan's wheat market 1s

that it is very unccrtain what the role is, and, perhaps, more important,
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TABLE Y:

Selected Foods Distributed to the Southern Regional

Arca Via Ministry of Cooperatives, Commerce, and Supply FY 1977 to 1983

COMMODITY (IN 000's MT)

YEAR DURA  WHEAT FLOUR SUGAR EDIBLE OIL

1/ (Sorghum) 2
Fy 19772 54.1 4.6 3.7 1.4%/
ry 1080% 8.7 3.0 1.8 14,251 (tins)
v 1981/ 12.5 1.6 1.2 45,503 (tins)
Fy 1083% 39.4 NA NA NA
NOTES:

%/,Total imports into Southern region.

—3'/Exc1udes Malakal imports.

2/ mports via river only. It is estimated that the river carries the
4/bulk of the items entering the southern region, perhaps 60-70%.
2/rotal non-dura foodstuffs cqualed 24.6 MT.

SOURCES:

1. Pg. 8, Appendix 4, M.J. Eaton-Evans, Report of the Nutrition Section,
1976-1978, Regional Ministry of Ag., Animal Resources and Irrigation,
Yci, Southern Sudan, July 1978.

2. DPg. 8, USAID/Sudan, "Short and Intermediate Mecasures for USAID
Assistance to Alleviate River Transport Bottlenecks,' Draft Paper,
USATD/Sudan, Khartoum, May 5, 1982.

3. RRI - GOPA - Land P, Study of River Transport in the Sudan, Final
Draft Report, Vol. 11T, Amcxes, Ministry of Finance und FEconomic
Planning, Khartoum, July 1983,
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what it should be. Three studices have previously reviewed this issue
and the range of cstimates of the "import gap' have varied from a low of
46.5 thousand MI' (Youngblood, et. al., April 1983) to as high as 404.3
thousand MI' (The Sudanese Consultations Burcau, December 1982) in
1982/83, with the mid-term PL 480 Title III program evaluagion estimated
gap, as of 1981/82, being between a low of 298 and 415 thousand MI. The
variance in these estimates is considerable and each is based on its own
set of assumptions which have been discussed at Iength throughout this
review.

The above discussions have suggested great caution about projecting
"mnport" requirements without a fully articulated analytical system. As
has been discussed above, not all the important rclationships have received
empirical attention, even in a partial equilibrium context. Perhaps more
importantly, the market for food grains in Sudan have, and will continue to
undergo major shocks, e.g., the equivalent of a 90% real bread price
increase over a three-year period beginning in FY 1982, a 60% real price
decline in the international price for sorghum over a three year period,
the possible introduction of a twenty to thirty percent composite wheat/
sorghum flour, the possible techn~!cgical breakthrough within the next
few ycars of a longer shelf-life kisra, and the potential of significant
yield increases of up to 100% within five years, with or without a water
cum land constraint in wheat production. Over the next several ycars it
is also conceivable that sorghum yiclds may increase by at least 25 to
30% as well, given recent field trial rescarch findings in Kadufli and
Wad Medini (discussions with USAID/Sudan, Food und Agriculture Office
officials). It is clear that these, and possibly other changes will

certainly alter thc market equilibrium conditions in Sudan's food grain

sector.
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In spite of thesc above mentioned important reasons for not making
projections, nevertheless it remains seductive to use whatever meager
information is available and come up with perhaps a "third-best" idea
of what some of all the changes occurring in the Sudan might imply with
respect to wheat import requirements and, thus, the role of PL 480 Title
111. The results of this cffort are summarized in Table 10. The Table
presents five alternative projections of the demand for wheat and four
alternative projections of domestic production of wheat based on various
price, income, yield, and new product changes which may be affecting or
will have affected the market for wheat over the 1981/82 to 1985/87 period.
As one will immediately note by turning to the "bottom lines', the range
of import requircment estimates varies considerably. Furthermore, when
taking into considcration the WMR (usual marketing rcquircments) of PL 480
agreements, the potential size of the presently contemplated US concess-
ional food aid program may cncounter some difficulties if the effects of
those items considered in this "mechanical' exercise approximate reality
in any way.

It should be stated that at least one very important item has been
excluded from the cmpirical analysis embodied in the set of projections found
in Table 10. This factor is the convenience and related preparation
cost. impact on demand (The Youngblood et. al. study, April, 1983
recognized the importance of this factor as did Fred Winch, May 1983,
however, empirically. its importance remains unknown). The importance
of this factor in understanding market bchavior cannot be underestimated,
cven in Jow-income countries. 1t is probably a universal maxim that all
people hate to wait. Nouarly cveryonc places a high valuc on their own

time and, if there 1s a way to save it, and if pecople have a choice, they
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TABLE 10

Alternative Proicctions of the Demand, pomestic Supply, and Import Requirements
in the Sudan, TV 1081782 to 1986737 (in 000 7s MI)

-0G -

End of
Rase Year PLASO-TII
1081/82 1982/83 1983/84 1984/85 1985/86 1986/87 Comments
PITIAND

{1) Whcat consumption no price 539 630 675 723 774 829 Increase based solely on rate of urban
changes or income changes population growth of 7.1% pa.
considered.

(2) *1, adjusted for per capita 589 599 635 673 713 764 The estimate of income elasticity of
incomc changes. demand used in this projection = 1.1.

See Table 6 for source of estimatc.
Real per capita income changes are based
on macro-economic estimates of GDP growth.

(3) #2, adjusted for real bread price 589 487 434 394 418 447 Own price elasticity of desand = 0.4.
increcasces. Scee Table .  No adjustments arc

inctuded - for possible oil price incrcascs

(1) *3 adjusted for real sorghum 589 472 431 368 414 443 Cross price elasticity of demand = 0.47.
price changes. Sce Table ¢ .

(5) #1adjusted for introduction of 589 472 431 353 331 354 42.7% of 41 composite flour phased in
204 sorghum composite flour in 20% of market in FY 1985 and 100% by
FY 1985 FY 1986.

POMESTIC PRODUCTION

(1) Bascline production--no price, 162 162 162 162 162 162 A static projection.
arca or vicld changes.

(2) "1 plus avea cxpansion to water 162 176 176 176 176 176 This projection allows area expansion for
constraint max in (czira and all present wheat growing areas to cxpand
New Hialfa, no price or yicld changes. production to what some consider the mxi-

mum possible, i.c., 300,000 fed. in
Gezira, 50,000 fed. in New Halfa, and
30,000 fed. in the north.

(3) "2 plus yicld increascs assume 162 176 213 276 302 329 Yield increases assumed in this caicula-

vater and arca constraint. No
price changes.

tion arc based on the Sudancse Consulta-
tions Burcau Report {Dec. 1982), pg. 15-¢



Y 05

Base Year
1981/82
(4) *3, adjusted for rcal produceTr 162
pricc incrcascs and water may
cxtend on Gezira to 500 rather
than 300,000 fed.

[onpT RFUITREENTS :
tiizh Range (2.1-S.1) 427
Low Range (D.5-5.4) 427

Un REQUIRBENT 159

MOTINTIAL CONCESSIONARY DOORTS (IMP-UMR)

liich Range 268
l1ow Range 268
\OTis: (1) This Table does not account for a possi

and Supply would distribute wheat to €a

(2) The Figurc shown represents

USDA's figure for FY 1982.

End of

PLA80-TI1

lo82/83  1083/84  1984/85  1985/86  1986/87
200 244 321 339 349
268 513 562 612 567
272 187 32 - 8 5
150 159 159 159 159
309 354 403 453 508
113 32 - 127 - 157 - 154

for FY 1984 which can bc calculated from the data presented in Table S.

Comments

This projection allows for price
responses. An elasticity estimte of
1.0 was used based on Bateson and
Youngblood analyses, reported in
Table 7 .  Area expansion beyond the

above considered maximums were never
greater than 10-15% on any growing region.

UMR = Usual Marketing Requirement -
A part of all PL 480 agreements to
“guarantee" additicnality.

ble requirement that might be implemented whereby the Ministry of Cooperatives, Commerce,
ch region according to a formula based on population.

It also represents an approximate mean betwecn two estimates of the UR



will exercise their option. There are very few studies in any country
about the direct and cross time price clasticities of demand for any itum.
The health field has begun to recognize its importance but the cmpirical
literature remains meager there as well. The scveral studies presently
available tend to show the importance of time use on consumption
utilization decisions. AID's and GOS's understanding of the market for
food grains and especially wheat {rom both the demund as well as the
supply side (sece Blue, Dunlop ct. al., June 1983 for an illustration of
the supply side importance in a not too dissimilar place north of Sudan),
would be greatly improved by analyzing the role of time in affecting
consumer and producer choices. Actually, it is possible to analyze the
inaccuracies of the present available projections embodied in Table 10
compared with actual demand/consumption to ascertain a type of '"residual
elasticity',much of which could be intecrpreted as a composite estimate

of a time or convenience elasticity.
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Program Administration and

Project Performance

The third-ycar evaluation of Sudan's Title 111 Agreement found that
overall progress had bcen satisfactory, that policy reforms called for
under Item 11 of Annex B had been basically mect and that the agreed-upon
policy studies had becen or were ncaring completion. However the evaluation
also pointed out weaknesses in program implementation, management/administr-
ation and GOS/Mission reporting. It was noted that progress under individual
projects varied, but that major delays in individual projects were due, in
the main, to slowness in sccuring related, DA funded technical asssitance,
rather than to lack of GOS comnmitment or performance. The following section
examines some of the causes for past deficiencies in program management
and project performance, describes steps taken since the last evaluation
to address these weaknesses, makes some projections/assumptions about the
final two ycars of implementation, and recommends further actions which
could improve performance.

Program Administration

At the time the PL 480 Title 111 Agrcement was negotiated and signed,
the current U.S. Aid program was only a few years old. The bilateral
relationship between the United States and Sudan was in its infancy and
not sufficiently developed to allow meaningful policy dialogue. Title III
was also an unknown quantity - the first Title 1I1 Agreement, with Bolivia,
was signed in Muy of 1978, and the managcment burdens, complexity, require-
ments and opportunities of this type of dcvelopment assistance were not
clearly understood. The Mission opted for a 'project-oriented" approach
to the Title I11 Agrcement in Sudan, somewhat along the lines of the

Bolivia model. To avoid further demands on the GOS budget which would be



made by new projects, the Mission sought to identify local currency costs
of on-going and/or DA funded activities which could be funded from local
currency proceeds. In many instances these were recurrent costs which

it was deemed cssential to provide (at least for the period of Sudan's
financial crisis), because of the perceived importance of the development
activitics which they supported. There are major diffecrences however,
between project implumentation in a country like Bolivia with a relatively
sophisticated, established infrastructure and a country like Sudan which
has experienced considcrable out migration of its most able officials to
the Gulf since the mid-1970's. The bulk of U.S. assistance to Sudan prior
to the Title 11T Agreemcnt had been quick-disbursing and the build-up of
development assistance projects gradual. As a consequence, Mission
experience with project implementation in Sudan was thin. The Mission
historically has been understaffed, whereas the DA budget has continued

to grow, more than doubling over the past five years (projects have nearly
tripled). Demands for Title I1I management and implementation occurred
simultancously with this rapid growth in requirements for increased DA
project oversight. On the (0S side there was, and continues to be, a
scvere shortage of trained staff at all levels with very limited logistical
support. Given these circumstances, the Title III program has done surpr-
isingly well in some areas, i.e., policy objectives have been met and
surpassed, currency deposits arc up to date, disburscments to project
sub-accounts while slower than envisioned have been made as required and
the GOS has carned some $30 million in offset. Other arcas have becn less
than satisfactory - i.e., Mission/GOS administration monitoring and rcporting,
aspects of project perfommance, and a loss of maximum offsct potential. An

examination of some of the specific minagement arcas of the program follows.



Financial Overvicw

The Pl 480 Agreement provides {inuncing for $100 million worth of
U.S. commoditics to be disbursed over a five-year period. The local
currency procceds from the sale of these commodities are to be deposited
in a special account for use on specified development activities. Before
taking possession of the PL 480 comnmodities at Port Sudan, private purch-
asers from local mills must have certification by the GOS that they have
deposited with the Ministry of Cooperation, Commcrce and Supply (MCCS)
the local currency equivalent of the dollar value of the wheat. The MCCS,
in turn, deposits these local currencies into the PL 180 Special Account
maintained by the Ministry of Finance and Economic Planning (MFEP).  The
MFEP, after collaboration with USAID on programning, deposits pounds into
specifically designated sub-accounts opened in the name of individual
project activities, or into the USAID-Administered Trust Fund Account.
GOS eligibility for offset is triggered when funds are transferred from
the Special Account to the project sub-accounts or the Trust Fund. Table 11
lists activities of the Special Account from the {irst deposit up to
June 30, 1983, the last date for which the GOS has provided a quarterly
report (The tecam was advised that reports through Scptember 30 would be
submitted within a week).

In addition to the project sub-accounts, a ‘Trust Fund in the name
of the U.S. was established into which some CIP and some PL 480 Title 111
local currencies arc deposited. Disburscménts cover local currency costs
of the U.S. assistance program in Sudan including local currency costs of
USAID contractors, local currency costs of operating the U.S. Mission and
program development, design, and evaluation activities. Title III funds

deposited in this account are for contractor support costs of specifically
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Table 11: Status of Special Account as of 6/30/83

Disbursements Deposits

Uu.S. § u.s. §
£S Equivalent is Equivalent

First Deposit
at .5 exchange rpte £59,972,130.843 §19,944,201.69

Disbursements
at .5 exchange riate
River transport 750,000,000 1,%00,000,00

Railway
Rehabilitation 4,400,000.000 9,£00,000.00

Abeyi Rural
Development 300,000.000 1600,000,00

Western Sudan AF' ’
Research 688,122.000 1,376,244.00

Trust Fund Transfer 1,230,000.090 2,460,000,00

SUB-TOTAL £5 7,568,122.000 $15,136,244.00

éesms_@'_em;_iz
at .5 exchange rate £5 9,958,176,102 $19,916,352,20

Disbursements

at .§ exchange rate

Western Sudan Ag.
Research 4,354,215.000 4,882,461,00

Rural Health Support 874,000.000 971,111.11
Trust Fund Transfers 2,072,000.000  2,302,222.22
Rural Development

Planning 640,000.000 711,111.11

Wheat Studies 195,000,000 216,666.66

Railway

Rehabilitation 3,233,000.000 3,592,222,22

SUB-TOTAL §511,408,215.000 $12,675,794.32
Third Deposit

at 1.3 exchange rate £527,754,372.726 $21,349,517.48
Disbursements

at 1.3 exchange rate

Balance from Wheat

Studies Unused 76,347.391) 58,728.76)
Trust Fund Transfers . 1,813,000.000 1,394,615.38
River Transport 1,000,000.000 769,230.77
Blue Nile Int.
Developnment 670,000.000 515,384.62
Rural Health Support 202,000,000 155,384,062
Rural Rencwable tnergy  $92,000.000 155,384,062
1 Southern Region Ag. .
Development 50,000,000 38,401.54
SUB-TOTAL §8 1,050,652,000 $ 3,309,735
TOTAL DEPOSITS £547,084,679,071 $01,210,131.57
TOTAL DISRURSEMENTS  §523,220,989,000 $31,08),771.11
RALANCE AS OF o
L/30/83 SSSLART,000, 002 50,108,300, 20

SOURCE: USAID/Sudan, Controller's Office
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1/

designatea projects='. To get a cleuar picturce of Title 111 currency
support and disburscments to specific projects, trust fund transfers as
well as project fund transfers should be taken into account. Requirements
for these costs are determined ycarly and have changed over the term of
the Title 11T Agrcement. Table 12 shows Trust Fund Title III activity as
of Junc 30, 1983, according to the GOS.

It is cvident that contractor rcquircments on most projects are running
well ahead of project costs due in large part to the fact that budgets were
originally drawn up at least two ycars before project implementation and
that inflation has been running at 30% per year for the last four years.
1t is cxpected that requests to increase this funding will be made.
Currently about onc-quarter of Title IIl disbursements arc being used for
U.S. contractors support to implement the projects agreed upon in Annex B
of the Title III1 Agrecment.

Rate of disbursement over the first two ycars of implementation (second
and third years of the Agreement) was quite good, considering the implem-
entation problems of some of the projects. The Agrcement was signed
December 22, 1979 and commodities arrchd between March and May of 1980.

As a consequence, first deposits were not made until U.S. fiscal year 1981,
As a rule of thumb, it appears that no project activity will occur in the
first yecar of a Title 111 Agreement unless there is an agrcement made to
forward fund approved, ready-to-implement projects.The disbursement rate

in FY 1981 was 63 percent of account balance and 44 percent in FY 1982.

As balances are brought forward, without accelerated project implementation
or alternative loca} currency uses, disbursement percentage will continue

to fall.As of March'31, the FY 1983 disburscment rate was 15 percent of

the account balance.

1/ Annex B budget amounts include these costs
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Table 12: Title 111 Trust Fund Activity

as of 6/30/83

Project {S Budgeted Deposited

Western Sudan Ag. Rescarch 1,370,000 1,370,000
Regional Finance and Plunning 755,000 755,000
Rural Health Support 4,681,000 3,974,000
Ag. Policy Studies 5,000 5,000
Southern Region Ag. Development 1,000,000 1,000,000
Ag. Planning and Statistics 1,441,000 500,000
Rural Renewable Encrgy 156,000 156,000
TOTALS £59,408,000 £87,766,400

SOURCE: USAID/Sudan, Controller's Office
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Fluctuating cachange rates and the lag time between deposits and
disburscements have had a negative impact on the debt forgiveness carned.
Table 13 shows that Sudan has alrcady lost $11,314,910 in potential offset
(See Anmnex D for additional infoimation regarding the issue of currency
offset in Sudan). If further exchange rate adjustments occur prior to
full dusbursement, the amount of lost offset will be even greater. Project
specific financial disburscments against FY 1983 Annex B are shown in
Table 14.

Fven assuming that projects fully use currently budgeted funds,
there would be a balance of over 16,000,000 pounds unspent, It is conceiv-
able that inflation costs could usc up this balance, but, on the other hand,
given project performance to date, it is unlikely that projects will
utilize all their budgeted accounts over the next two-three years, thus
having the potential of further penalizing the GOS by loss of offset in
the event of further devaluation of the pound. In the future, even if
exchange rates at disbursement {rom the special account match the rate at
time of deposit into the special account, devaluation will mean even larger
amounts Of local currency will be available for disbursement. Subsequent
scctions will address in more detail the probability of projects utilizing
currently budgeted local currency.

A legal dctermination has been made that at the time of disbursement
of all local cwrrencies from the special account, full forgiveness of all
payment obligations for principal and intercst of the Title 111 Agrecment
occurs regardless of the fluctvation in exchange rate over the life of
the agrecment. However, as the tcam currcntly intcrprets the language,
this would not pertain if the GOS chooses to apply cxcess forgiveness

credits in any given year against other Title I debt due and payable that



Table 13: Currency Offset Lost by Fluctuations
in Sudanese Pound Exchange Rate
As of October 1, 1983

Deposit Sudan Deposits to Deposits Potential
Number  Special Account & Exchange Rate Offset §
(1) LS 9,972,131 .5 $ 19,944,262
(2) 9,958,176 .5 19,916,352
(3) 27,754,373 " 1.3 21,349,514
Total Potential Offset $61,210,128 $61,210,128
Sudan Disbursements
to Sub-Accounts LS Offset Earned $
1) LS 7,568,122 ) $ 15,136,044
(23 11,408,215 .9 12,675,794
(3) 3,406,653 1.3 2,620,340
Total Offset Earned $30,432,340
Balunce of Account 1.3 19,462,838
$ 49,895,178 - 49,895,178
Offsct Lost $11,314,950

If Balance of Account has to be disbursed at
£51.8/$%, offset loss would climb to:

Potential Offsct $ 61,210,128
Off{set Eamned 30,432,340
Offsct at 1.8 on Bulance of Account at

$19,462,838 10,812,687
Offsct Lost at 1.8 $19,965,101
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Table 14:

Actual Disbursements to Proiect Accounts vs.

Annex B Budget as of 6/30/83

% Rate of
Project Budget Disbursments Balance Disbursement
1. Wheat Policy Studies 200,000 118,653 -0- 100% completed
2. Western Sudan Ag. Rcsearch* 20,140,000 6,452,337 13,687,663 37%
Project Account 5,082,337
Trust Fund 1,370,000
3. Railway Rehabilitation 12,900,000 7,833,000 5,067,000 61%
4. Rural Health Support 14,132,000 5,050,000 9,084,000 36%
Project Account 1,076,000
Trust Fund 3,974,000
5. Regional Finance 7,800,000 1,395,000 6,405,000 18%
Project Account 640,000
Trust Fund 755,000
6. River Transport 10,174,646 1,750,000 8,424,646 17%
7. Ag. Planning 2,150,000 500,000 1,650,000 23%
Project Account -0-
Trust Fund 500,000

*Subject to final agreement between GOS and USAID/Sudan

(cont.)



% Rate of

-[()-

Projcct Budget Disbursements Balance Disbursement
8. Blue Nile 2,040,000 670,000 1,370,000 33%
9. Southern Region 5,500,000 1,050,000 4,450,000 19%
Project Account 50,000
Trust Fund 1,000,000
10. Rural Renewable Cnergy 2,068,000 748,000 1,320,000 36%
Project Account 592,000
Trust Fund 156,000
11. Abeyi Rural Develdpment 300,000 300,000 -0- 100% completed
12. Ag. Production & Market. 6,000,000 -0- 6,000,000 0%
TOTAL £583,406,646 £525,866,990 £556,539,656 31%
Projecting future year's deposits at 1.3 52,000,000
Balance of Special Account 24,457,690
76,457,690
Currently Budgeted 56,539,656

Unprogrammed

£519,918,034




year. It is therefore incumbent that a carcful financial analysis Be
done on the implications to the GOS budget if currency offset is applied
to current Title 1 debt rather thun being wholly reserved for application
against the Title III rcpayment schedule. It is currently estimated that
interest on the Title III Agreement will be around $65 million. Thus, if
all credits are used for Title 111 offset, $165 million of debt will be
forgiven. If some credit is used at this point for Title I repayment

obligations, some 590.mi]]ion in debt will be forgiven (see Annex C for the
present value of existing PL 480 debt through the year 2000).

There have been improvements in financial reporting ahd monitoring
since the last evaluation, but morc nceds to be Jdone. U.S.A.1.D. now
clearly understands the offset mechanism, has informed the GOS of its
responsibilities and is submitting quarterly offsct reports to Washington
on a regular basis. Records on the special account are now meticulously kept
by the Controller's office, but are dependent on the information received
from the GOS. Unfortunately, GOS financial rcporting is still lagging;
they are now onc QUarters behind in special fund activity reporting. More-
over, reporting in disbursements from the sub-accounts is deficient or
non-existent and most project managers still do not understand the necessity
or procedure for ycarly project budgeting and reporting. Thus, end-use |
monitoring of sub-account disburscments is extremely difficult to perform.

Recurrent cost financing is a fundamental GOS problem. AID is
increasingly aware of the problem and is concerned about how its portiolio
is contributing to it. Agency policy on payment of recurrent costs agrees
that in certain arcas the payment of these costs over a certain time period
may be justified on development grounds, c.g., thc naintenance of the

government's institutional capability to coordinate the development

-62-



activities occurring in the country public and private entities. However,
conditions for agrecment to pay these costs include a policy dialogue

on ways and means to increase country revenues in order to meet thesc coste,
e.g., tax reform, and a phased plan for shifting the burden to the host
government. A period of ten ycars is allowed for such phasc-over. The
recurrent cost problem has direct connection to some of the Title III
projects, e.g., in the case of the Western Sudan Agricultural Research
Project where Title 111 gencrations fund 70% of the salary costs. At the
end of FY 1987 the cntire burden will shift to the GOS. No provision for
meeting thesc costs has been made, although the Mission has suggested a
phasc-over plan to the GOS. .

There arc a number of ways AID can address this problem: (a) tie
continuing payment of recurrent costs to tax reform and/or income generating
measures; (b) agree to make quurterly'recurrcnt cost deposits to sub-accounts
contingent on increasing deposits by the GOS over a specified time frame,
which could extend beyond the end of the project; (c) establish a policy
of "matching grants'" for recurrent costs based on incrcased revenue
gencrations by the GOS. The Mission has three more ycars of Title III
implementation to address this problem, and potentially up to another five
ycars after that if a new Title TI1 Agreement of a five year duration is signed.
The tcam suggests the USAID and GOS begin to address this problem during the coming
year for those projects which contain a large recurrent cost clement. There is
little point in developing projects that call for host govermment resources to be
successful, if those resources are not likely to be available.

Sunnary and Recommendations
Re: TFinancial Overview

1) Part of the $11 million potcntial loss of offsct can be attributed to

slow program implementation. If funds had been fully disbursed the first



year, almost $5 million in potential Jost offsct would have been saved.

To guard against further penalties of this type it is recommended that all
project managers be asked to carefully rcview the local cdrrency budgets
of their projects and to make realistic projections of budget requircments
and disburscment rates over the next two years and that funds now programmed
against unrealistic budgets and slow moving projects be relcased for other
uses. Some suggestions on potential uses are included throughout this
paper. In this case, it would be better to have to apply for additional
local currency allotments if disbursements move more rapidly than antic-
ipated, than to hold large unspent caimarkings of the funds. It should be
remembered that there are other sources of local currency, i.e., CIP and
Title I, which do not have the programning timec constraints and potential
detrimental effect on the GOS budget of Title III.

2) The GOS has indicated they prefer to use Title III currency offset for
Title I repayment obligations. No onc has analyzed the long-term budget
implications of such an option. It is vecommended that such an analysis
be done and transmitted to the GOS before a final decision on currency
offset use is made. This should be donc quickly as the GOS will suffer
interest penalties soon if current debt is not met. (See Amnex C).

3) The mission should cooperate with the GOS in improving financial manage-
ment of the Title I1I projects. One suggestion is that the Regional
Finance and Planning Project be used to provide training in budget prop-
aration and financial record-kecping for all Title I1IT Sudanese project
managers. Courscs.should be designed to provide basic skills which have
generic applicability, and not he tailored to AID-specific requircments
alone. It should again be explained to the (OS that it is important to

keep financial rcporting up-to-datc to maximize offsct impact.
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4) The question of reccurrent costs of projects funded via Title 111
requires a re-examination. The GOS and USAID should develop a plan during
the coming year as to how Title III {funded projects will address the
problem of recurrent costs after the life of the project.

Program Management/
Administration

The last evaluation was cxtremely critical of Mission/GOS management
of the program. These deficiencies resulted from:  (a) an imprecise
conception of the management vequirements of a Title 111 Agreement by
both the Mission and the GOS; and (b) insufficient staff on both sides to
perform the oversight required. As a result, there was a lack of an
agreed-upon system for program and project review, monitoring and approval.
However, since the last cvaluation, great strides have been made in all
areas of management, and the outlook is for even more progress over the
remainder of the agreement implementation period.

A1l U.S. (including PL 480) and other bilateral assistan:e is
coordinated by the Assistant Undersecretary for Planning of the Ministry
of Finance and Economic Planning (MFEP). He is also responsible for most
of the AID rcporting rcquirements related to the PL 480 Title II1 Agrce-
ment. Project design and impiementation rest with the various implementation
agencies/ministries. The MFEP's chief accountant maintains records on
the deposits into the Special Account and transfers from the Special
Account into the implementing ministry's sub-project accounts and supplies
information, as required, on fund disbursements.

In the USAID Mission, coordination of PL 480 Title 1/I1I program
administration rests with the Project Operations Support Staff Office.
This cntails coordination responsibility from initial planning through

drafting agreements/amendments, monitoring/reporting and all implementation
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action. To accomplish the above, implics that there is joint responsibility
with the Program Office for programming/reprogranming of local currency
proceeds {rom the Title 111 program for various Mission and GOS develop-
ment activities. Fiscal aspects of the program are the responsibility

of the USAID/Controller and technical supervision is the responsibility

of the various USAID project officers.

Up to thc timc of the mid-term cvaluation the Title III coordinator
was the Chief of Project Operations. Management responsibility for the
large DA portfolio of 34 projects left litile tiﬁo available to coordinate
the various aspects of the Title 111 program,

USAID has been extremely fortunate that the Assistant Undersccretary
for Planning of the MFEP who is responsible for managing the PL 480
program on the GOS side is an energetic and talented professional who
is dedicated to the Title III concept. However, he has virtually no
staff or support facilities to assist him.

Since the time of the last evaluation certain steps have been, or
will be, taken to correct these deficiencies. A full-time direct-hire
GDO came on board in August of this year to assumc the responsibilities
of PL 480 Title I and III Coordinator. A full-time Sudanese employee
was hired whosc primary rcsponsibilities include the monitoring of the
purchase, shipment, receipt, and handling of PL 480 commodities, including
continual updating of Bellmon data and coordination with the GOS on sub-
mission of rcpourting requirements for both the Tiile 1 and Title 1II
Agrcements. In addition, the Project Operations staff has recently been
augmented by an agricultural economist PSC who will act as an assistant
to the PL 480 Coordinator.

In January 1983, and again in July, the Mission sought guidance on

Title 111 systems and reporting from the GDO in Tanzania, who had
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management responsibility for the Title II1 Agrcement in Bolivia. A

new reporting format has been designed for the Title III project reviews
and is currently being tested as the GOS and USAID conduct a series of
semi-annual Title II1 project revicews. Reports submitted ﬁave ranged
from excellent to deficient (Only three had the required bank statements
attached; only two had prepared budgets for the next year's operation).
In most cases, physical benchmark progress was missing or not sufficient.
So, while progress has been made, much more needs to be done to improve
the project reporting und revicew process,

The new Title 111 Coordinator is determined ''to make the system work''.
He and the Assistant Undersecretary for Planning are using the semi-annual
reviews as a forum for educating GOS project directors and USAID project
managers on the importance of accurate reporting on project performance
and forward planning. Rcporting formats are being redesigned for clarity
and completeness. On the Mission side, the Title III Coordinator is
convening a meeting of all USAID project managers to discuss last year's
Annex B progress to datc and next year's targets. He has assigned his
assistant the task of compiling resource flow status and projections
which will be continually modificd.

While the Assistant tecretary in the Ministry of Finance and Economic
Planning (MFEP) is committed to this task, it is obvious he will need an
cxpanded staff to do the job: He and the Title I11 Coordinator have
discussed the problem and are sugpesting the establishment of a Title 111
Secretariat in the MFEP which would have overall GOS responsiblity for
programning and managing Pl 480 local currency. Such a secrctariat would
also be responsible for the programming of CIP local currency. An
implementation letter has been Jrafted outlining the structure and

responsibilities of such a sccrctariat. The implementation of the
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sceretariat bas been written into the FY 1984 CIP Agreement as a covenent,
which must be satisfied within 90 days of signing.

As outlined, the sccretariat would: (a) provide overall management
for GOS local currency generated by PL 480 Title 111 and CIP programs;
(b) serve as liaison office between the GOS and USAID in all matters
pertaining to PL 480 Title I1I and the CIP programs; (c) prepare semi-
annual and annual progress reports; (d) maintain up-to-date records of
deposits to and expenditures from the Title 111 and CIP accounts; (e) assist
in designing project profiles, implcmenting project activities, and reporting
and evaluating project progress (including on-site inspections); (f) make
rccomnendations on budget levels on all projects; and (g) advise and assist
in cvaluations, audits and information gathering. Staff would consist of
a Director, five technicians, two secretaries and two drivers. Funding for
this secrctariat will come from the CIP account.

Summary and Recommendations
Re: Management and Administration

1. After three year's experience, the Mission and the GOS have a much
better understanding of the type of system and manpower requirements needed
to successfully manage a Title 111 Agrecment. They have taken some

important steps to improve this management, but more needs to be done. - The
lesson learned from the Sudan is that whenever a Title 111 Agreement is
contemplated, a management system supported by adequate personnel and
resources should be identified and cstablished prior to signing. The Mission
and (0S appear to have started in the right direction and they are encouraged
to continue their efforts,

2. Onc of the clements left out of current management plans are DA and PL 450

Lo

Title 111 funded project Contractors. It was evident from the project reviews

that many contractors hac no idea of how the PL 480 Title III local currency
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system wofked‘:They were unaware that they also had a responsibility for
coordinating local currency budgets, that annual progress reports and plans
were required, and that targets and allocations were flexible and should be
revised periodically to reflect the realities of the project. It is
suggested that a briefing sheet be drafted explaining the process and
contractor responsibilities and, a meeting of all Title III project contr-
actors be convened to discuss local currency budgeting.

Project Performance,

Annex B states that local currencies generated by the sales of Title
111 cormodities will be used inter alia to cover the local costs of ongoing
and speci‘tically approved new development projects in the rural areas that
otherwise would suffer delay or climination due to the austerc development
budget bromu]gatcd as part of the Sudan Stabilization Reform Program. The
three criteria which have been used for selecting projects for local
currenty allocations incluaet(l) they fit within the USAID Country Develop-
ment Strategy, which focuses on traditional rainfed agriculture in the west
and south; (2) they fit in the GOS three-year public investment plan; and
(3) other donor or GOS budget funds are allocated for these proposals.
Project selection has been consistent with these objectives and criteria
and most Title 111 local currency to date has bcen programmed for support
of USAID projects.

Following are sumarics of individual project performance to date.
Western Sudan Agricultural Rescarch Project

" Project Profile

The Western Sudan Agricultural Research Project supports an applied
agricultural rescarch program for western Sudan.  The project has as its
objectives to strengthen national agricultural rescarch cfforts by the

Agricultural Rescarch Corporation and to establish or expand rcsearch
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activities at Kadugli, El Obeid, El Fasher, and Ghazala Gawazat on

integrated livestock-crop production.

Project lmplementation

The Western Sudan Agricultural Research Project is considered one of
the better conceived and executed of the Title III portfolio. However,
pcrfbrmance toward attainment of bénclunarks continues to be mixed,
again illustrating the difficulty of project cxccution according to predet-
crmined benchmarks in a country like Sudan.  The major facilities at Kadugli
have been completed. 1t is now estimated that completion of construction
of the three unfinished rescarch stations originally planned for completion
in 1980/81, later rctargeted for February 1984, will be further delayed
until June 1984. Construction at Shambat is 70 percent complcte, at El Obeid
65 percent, and at E1 Fasher and Ghazala Gawazct 60 percent. Twenty Kilo-
meters of fencing has been completed; 5 wells dug (not all of which were
productive); the airstrip at Ghazala has bcen cleared for dry scason use,
but a contractor has still not been located for construction of a permanent
runway. Repair of the Kadugli road has been completed. Local currency
currently pays 70 percent of salary costs of 23 GOS scientists (1983 target
27), 23 technicians (targét 76), 20 support personnel (target 152). Other
benchmarks have been met.

The four principal causes for delay of construction this year were
transportation difficulties; a regional ban on cutting of trecs delaying
the {iring of brick; a regional water shortage slowing the mixing of cement
and curing of brick; and delays by the contractor in ordering materials.

Not all personnel have been hired because centers are not complete. In
order to recruit and retain staff the GOS recently approved a 25 percent
salary incentive for all scientific, technical and administrative personnel.

The GOS project director still beliceves this may not be sufficient to
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compete with salaries offered in the Gulf, particularly in the casc of
Ghazala Gawazat, the most rcmote station. This project again brings into
focus the recurrent cost problem. Title III generations pay 70 percent of
salary costs. At the complction of the project local currency costs are
expected to be triple present (1983) levels which the GOS must finance.
While the provision of local currency for salary costs (and recently incentive
pay) has done much to attract and rctain qualified professionals in develop-
ment work, sooncr oy later the issuc of how these costs will be met in the
future must be faced. USAID has proposed to the GOS that it assume an
increasing share of these costs over the next few ycars, but to date the GOS
has not responded to this proposal.

Railway Rehabilitation ﬁroject.

Project Profile

Under the PL 480 Title 11l Agrcement with Sudan, a five-year program,
valued at §S 120 million was initiated in FY 1981 with the Sudan Railway
Corporation (SRC) to rchabilitate the western and southcrn line. The PL 480
Title 1IT funds were to be concentrated in these areas since other donors
were involved to some degree with other segments of the rail system. At
the time of inauguration of the Title III Agreement, rchabilitation of the
railroad was viewed as a first priority because lack of adequate rail trans-
port was considered a major constraint to agricultural marketing. In the
abscnce of an analysis of thc entire Sudanese transport system, this
judgment can still be considered valid.

While cxpenditurcs have been constant, progress toward meeting bench-
marks has been mixed. The last report received from the GOS on June 30,
1983 indicated that while 91 percent of the allocated funds have been
spent (they have incurred a §$ 3,937,321 overrun) only 11 wells have been

dug versus a target of 40 (22% completion), 109 km of communication line,
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versus a target of 671 (16%), and 222 km of ties laid versus 260 (65%).
The SRC claims budget overruns are due to inflation over the life of the
project, c.g., the originally budgeted cost for ties was £S 6 each, while
they cost £S5 3Z today. Without a detailed record of expenditures, however,
it is difficult to assess the inflationary effect. The SRC has promised
such a detailed budget by November 1, 1983.

Last year's evaluation recommended that further expenditures on this
project be delayed until an economic viability assessment of the Babonousa
line was done. A study of managerial, institutional and financial
constraints to improving the efficiency and {inuncial viability of Sudan's
railway system was also included as part of the sclf-help measures of the FY 1983
Title 111 amendment. The World Bank {inanccd a managerial, institutional
and financial constraints study which is presently being conducted. USAID/
Sudan was prepared to immediately finance the cconomic viability assessment.
Howcver, contracting difficulties were encountered in procuring a suitable
local or intermational contractor. The consultant who is to do this work
will arrive November,1983, over a year since the question of providing
further funds to this project was raiscd. USAID has asked the MFEP to
delay meeting the budget overrun of £S 3,937,321 until the economic study
is completed. While agrecing with the importance of such a study, it would
scem that the appropriate timing would have been prior to commitment of
funds rather than in the last year of implementation. Since the study is
unlikely to be completed until well into the fiscal year, The tcam suggests that
if the SRC is able to justify and account for funds spent to date the over-
run be met.

Rural Health Support Project

Project Profile

The objectives of the project arc to improve the capabilities of the
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Ministry of Health to dcliver primary health care to the rural population
of Sudan, with special cmphasis on management and on maternal and child health.
The initial design envisioned the use or local currency from Title 111 to
finance construction of warchouses, dispensaries, training centers and staff
houses, logistical support for US contractors, and training health workers.
Project Progress
This project is two years bchind schedule, as there was a twenty four

month delay in project implementation before sccuring a U.S. technical
assistance contractor. The southern component contract with AMREF was
signed in April 1982 and the northern component with One America Inc. in
December 1982. The PL 480 mid-term cvaluation raised a number of issues re-
garding this project and its inclusion in the Title III portfolio. Speci-
fically, it questioned the priority of primary health services in the USAID/
GOS developnicnt strategies and the recurrent cost burdens.

In light of the cvaluation's concerns, a “revalidation'of the project
was perfoirmed in May/Junc of this ycar. A primary focus of the revalidation
was the recurrent cost question, i.c., can the GOS sustain the health care
activities initiated by USAID following termination of project funding? Several
conclusions were rcached by the revalidation team. First, it concluded that
there are a number of initiatives underway to increase revenues to the GOS at
all levels and thercby reduce the revived cost burden. Secondly, there is
little evidence that the GOS can provide the logistical or supervisory
support neccessary for a further expansion of the primary health care system
at this time. Third, constiruction of additional training facilities and an
increcase in the numbers of {ront-line PHC workers have significant recurrent
cost implications which have not been considered to date by the GOS. Fourth,
strengthening the logistics and supply system with additional warchouses will
be far less effective than investments in strengthening the management
capability within the system unless a strong case can be developed to show
that warchousc space is the constraint to improvementsbeing made in the
logistics and supply system. ‘The revalidation also surfaced a number of other
issues which will have to be addressed before the GOS proceceds with an ex-
pansion of the PHC system, including problems in management, planning, bud-
geting, and statistical analysis. As a result of the revalidation effort,
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the Rural Health Support project work plans for the next year show an in-
creased cmphasis on building the infrastructure for improved management,
planning and budgeting at the regional level via special analysis and
training.  Further training of health workers will focus on upgrading the
cxisting cadre's capabilities, particularly in MCH, and retraining the
tutors. The revised implementation plan for the remaining life of the
project for both contractors will reflect the findings and conclusions of

the revaiidation report.
Regicnal Finance and Planning Project

Project_Profile

Originally the project was designed to sirengthen the capacity of
local govermment institutions to plun and implement development projects.
In response to GOS regionalization initiatives, the project was amended in
Septermber, 1982 to add a finance component, which reflected the difficult
revenue generation and revenue management situations at all levels of govern-
ment. The new project course is to: (1) increase the capacity of the
Kordofan and southern regional governments to fund their own activities
by improving their revenuw generating, budgeting, financial management and
project devclopment capabilities; and (2) support a continuing GOS effort to
promote decentralized government and decentralization of services. Title
I1I local currencics are programmed to: (1) support formal in-country training
in finance, budgeting and planning; (2) :ponsor workshops for staff involved
in planning and budgeting functions; (3) upgrade training institutes; (4)
sponsor rescarch and studies on finunce and revenue issues; and (5) support
a regéonal model projects fund. No model projects are presently considered
an adjunct of regional training opcerations in project appraisal, design
and implementation, not as a resource transfer mechanism to the regions.
Given the consistent underfunding of regional development budgets, the
possibility that the model projects fund could cvolve into a projectized

allocation to regional development budgets has aroused considerable interest

within the GOS.
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within the system. The revalidation also ‘surfaced a number of other issues

which will have to be addressed before proceeding with expansion of the PHC
systcm, including\problems in management, planning, budgeting and statistical
analysis. If the recommendations of the revalidation are accepted, the
project will require major redeging which the Missiom\ is planning for FY 1984.
Regional Finance and P]énning Project

Project Profile
Ori,inally the,project was designed to strengthen the éh acity of local

government institutions to plnn and implement development projegts. In
response to GOS regionalizntion:initiatives, the project was aménged in
Scptember, 1982 to add a finance component, which reflected the d%fficult
revenue géngration and revenuc munagement situations at all levels 8f govern-
ment. The new project purpose is to: (1) increase the capacity of the\
Kordofan and southern regional governments to fund their own activities by
improving their revenue gencrating, budgeting, financial management and
project dcvelopmén; capabilities; and (2) support a continuing GOS effort

to promote decentrni{zed government and decentralization ot services. Title
I11 local currencics é{f nrogranmmd to: (1) suppo;t formal in-country training
in finance, budgeting and planning; (2) sponsor workshops for staff involved
in lannlng and budgctlng functlons, (3) upgrade training institutes;

(4) spon901 research and stud:es on finance and revenue issues; and

(5) supp01t a regional modcl p\0Jccts fund. Model projects are presently
considered an adiunct of rcgional training operations in project appraisal,
design and implementation, not us\a resource transfer mechanism to the
regions. Given the consistent undcffunding of regional development budgets,
the pos=ibility that the model projects fund could cvolve into a pnojectized

allocation to regional development bulgets has aroused considerable intecrest

within the GOS.
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Project Progress

This projcct has also developed slowly. Contractor personnel did not
arrive until December,1981., The two key personnel in the original four
person team were removed and a new Chief of Party recruited. More recently
the GOS I'rojcct Director has been replaced and implementation of the planning
component has advanced. Progress to.ard benchmarks as of September 30,1983 is
shown 1in Table 15 bclow.

As initially conccived, the model projects component had difficulty in
devising an effective system for project submission and approval. To date,
only one project has been approved. While some training has occured, during
the course of the Mission project reviews held during the first week of
October, 1983, questions were raised regarding the project's focus, objectives
and strategy. Support to central and rcgional planning is considcred
mmportant and an arca in which AID could appropriately become involved. But
the project, as currently structured is inadequate to provide the interv-
entions needed to make a major impact in this area. The failure of the model
projects fund activity to get off the ground may be the result of a projec:
submission, recview and approval process that is not clearly understood by
possible applicants and that is too burcaucratically constrained. The
opinion was voiced that if regioral governments are to gain experience in
project development and implementation, they nced to learn by doing, i.e.,
adequate resources should be available, the screening process should be
simplified and the major responsibility for project successes or failure
should rest with the project implementors. USAID will be examining the
project to determine whether additional vesources should be committed to

an cxpanded irtervention in the area of finance and planning.
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Table 15: Regional Finance and Planning*

Inplementation Targets

{rhysical Benchmarks)

Us

Planning Component

Workshops and Courses
conducted

GOS Personnel Trained
(Project Initiated Activities)

(Other Institutions:

Degrees, Diplomas, Certificates) .

Training Institute up-graded
Supplies and Equipment
Planning Research

Model Projects Submitted
Model Prcjects Fundod

Finance Component

Workshops and Courses
conducted

GOS Personnel Trained
(Project Initiated Activities)

(Other Institutions:
Degrees, Diplcmas, Certificates)

Actual

Fy** 82 83

Training Institutesup-graded (2 institutes)

Supplies and Equipment
Consultancies to Ministries

Studies/Research

* Revised 9/83
**ys FY = 16/1-9/30
GOSFY = 7/1-6/30

1 3

30 80
- 6

X X

- X

- 5

- 1

2
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Planned
84 85
4 4
45 45
5 10
3 -
X
X
10 15
6 8
5 8
75 150
2 8
X pd
X X
1l 3
3 4

Total

12
200

21

30
15



River Transport Project

Project Profile

The strategy for improving the river transport system has been to
assist the River Transport Corporation (RTC) to alleviate physical infra-
structure constraints to the river channel of the While Nile between Kosti
and Juba, while encouraging private secta entry into the actual transport
of goods and passengers. The Title 11l local currency program is conéentrated
on the former objcctive.

Project Progress

Title 111 local currency was uscd in the past to purchase four cranes
and construct two warchouses. New local currency activities proposed are
rehabilitation of docks and quays, warchouse construction, procurement and
installation of channel and distance markers, and dredging of the channel
between Juba and Mongalla. Decisions on these interventions await the
recommendations of a river transport team currently in country assessing
the river transport system and what options might be considered feasible.
Subsequent to this assessment, the Mission plans to redesign the project
later in FY 1984,
Agricultural Planning and Statistics Project

Project Profile

The project is explicitly designed to undertake policy analysis
leading to reform measures which will improve the structure of incentives
in the agricultural sector, thereby increasing reliable food supplies and
increasing the production of agricultural commodities for domestic consumption
and processing, as well as increased export carnings. The project is also
designed to follow up policy analysis with improved project/program
planning activities designed to increasc both agricultural production and

rural incomes.  In the future all policy studies related to Title 111
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objectives will be implemented in coordination with this project.

The project was amended July 31, 1983 for the sum of $2.4 million
bringing life of project funding to $7.3 million. The major provisions of
the amendnent were the addition of a Production Economist to the advisory
team within the Planning Administration and the provision of two (2) Visit-
ing Professors for the Department of Rural Economy, University of Khartoum
to train 25 to 30 agricultural cconomists from the Ministry of Agriculture
over the next {four ycars.

Project Progress

The manager of this projcct feels it is underfunded and would like
the local curvency budget incrcased to £S 4.2 million, as budgeted in the
Project Paper and the Project Paper Supplement. Some of the studies planned
for funding under this project are:
g The impact of alternative cffective exchange rates for selected commodity
exports with implicatioms for farm income, government revcnue, domestic prices
and capital formation in the agricultural sector;
b) an analysis of marketing margins and constraints for major commodities
produced within the rainfed scctor;
c) a time scries analy:is of market price and quantity movements for selected
domestic commodity markets.;
d) costs of production and supply clasticities for major commodities
produced within the rainfed sector;
e) Sudan's prescnt and projected competitiveness in major oil sceds,
sorghum, livestock and gum arabic export markets; and,
f) a study of the effect of credit, import, exchange ratq)and taxation
policies on the financial viability and long-term growth propects within
the rainfed sector.

The team fcels this is a nighly appropriate use for Title I11 local currency
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as it has a direct linkage to efforts to increase agricultural productibn.
Moreover, results of these studies will indicate arcas of reform which should
be addressed in the USA1D/GOS po]icy‘dinlogue.

Blue Nile Integrated Agricultural Development Project

Project Profile

The purpose of this project is to develop an integrated delivery
system for fammers and herders which is suitable for replication in the rain-
fed agricultural subsector. Local currency support is targeted to small
interventions such as beekeeping, animal traction, co-op support, well
drilling, veterinary services and metal workshops.

Project Progress

The project has just received the first allotment of the Title 111
bunds budgeted in FY 1983 Annex B $o no ncw progress on benchmark achievement
can be rcported to date. Activities plamned for the next 180 days include
development of extension programs, plams for five wells, establishment of a
credit program, workshops and the maintcnance of roads. The GOS has make
significant commitment to large-scale mechanization schemes and now would
like to cvaluate scveral of the implemented alternative technologies for
their potential use by traditional farmers and herders. They have allocated
S 3 million of development budget funds to support these activities.
Southcrn Region Agricultural Development Project

Project Profile

This project is aimed at relieving key policy, production, marketing
and institutional constraints which stvimy private sector agricultural
production, processing and marketing in the south. Local currencies will
be used to cover local staff costs of technical assistance and for specific
support to activities related to agricultural marheting, farming systems

rescarch, budget and financial planning, and, manpower and area development.
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Some of the specific activities will include construction of feeder roads,
recurrent budget support, credit and infrastructure support for rural

enterprises, and village market development.

Project Progress

Implementation of some project components is three to six months bechind
schedule because of delays in contractor procurement, SO no new progress can
be reported to date. However, a contracihas recently been signed and, in
the next 180 days, completion of two T2-type project houses and office
complex improvement in Juba is planned,and further progress is expected
throughout FY 1984.

Rural Rencwable Energy Project

Project Profile

The project is designed to assist the GOS develop an applied research
and dissemination capacity in Rural Rencwable Energy Technoloéy (RET). It
is anticipated that the rescarch findings will lead to the widespread use
of inexpensive rencwable cnergy technologies which are economically, socially
and environmentally sound, thereby conserving energy resources and improving
the standard of living of the rural poor majority in Sudan.

Project Progress

Title II1 local currency procceds were only made available to this
project in May,'1983. Since then, two sub-projects have been implemented -
one on training and the other on charcoal stoves; others are under study.
During the project review the likelihood of this project rcaching its goal,
i.e., "widespread usc' was questioned. The outputs of this project are
unlikely to have a major impact on Sudan's massive energy problems. The
Mission will be examining this project via a mid-term cvaluation during the

sccond quarter of FY 1984 and will be seeking ideas about how to refocus it.
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Agricultural Production and Marketing Project

Project Profile

This project is still in the process of design. The purpose of the
project is to address the issue of technology trunsfer and other production
and marketing constraints affecting farmers in the rainfed sector, e.g.,

roads, extension, and credit,

Summary and Recommendations

1) USAID and the GOS have now had a full two years of experience in
implementing projects under the Title 111 framework. Although during those
years the focus of the Sudan Title 111 Agrceement has shifted to the achieve-
ment of major policy reforms, the project approach for the use of local
currency is still considered valid and dcvelopmentally important from the
perspertive of the GOS. The appropriateness of the projects, has been
consistent with the USAID/GOS development strategies at the time of selecticu
but, in tum, priorities and validity have chunged as a reflection of
evolution of these strategies. Progress on most projects has been much
slower than anticipated. One of the major causes for delay has been the AID
contracting process. The second most important cause include factors that
could not be foreccust when the original projects were designed. Also a source
of delay were difficulties in transport and procurcment, inadequacy of the
Sudanese trained manpower pool {from which to draw and retain project staff,
and the need to redesign and amend projects to adapt to the changing realities
of the Sudanesec milieu.

surprisingly, the GOS has expressed no impatience with the slowness
of project implementation. The Assistant Undersccretary for Planning of
the MFEP is committed to the project approach as a mechanism for achieving
maximum development impact. He has no problem with project selection to

date and has the patience to wait for the projects to develop and to transfer
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funds as needed. He stated that Tif]c 111 projects still mc~d faster than
Central Government projects. His only criticism of the Title III process
is its "rigidity", particularly the necessity of having to wait for
Washington approval of project and budget amendments which has taken up to
a year, before bcing able to adopt, modify, add or declete projects. However,
he does not fully understand that under the Title III mechanism, patience
and prudent budget management may be penalized by loss of potential currency
use offset.
2) There are two factors that urge quick disbursement of Title III local
currency proceeds: (a) the potential loss of offset due to fluctuating
exchange rates; and, (b) the possible requirement that funds disbursed
within two years of deposit. There are a number of rcconmendations the
team would like to make related to the issue of local currency proceeds
disbursement.

First, while there has been inadequate management staff in the Mission,
thus gecessitating rigid Washington oversight of the Title III projects,
this situation has changed and will continue to improve. As a consequence,
decisions on reprogranming during the year should be left to the field,
who, in the final analysis, are resporsible for overall program strategy
and project implementation. It is still the responsibility of the USAID
and the GOS to explain last year's program progress and changes and FY 1984's
revised targets in the Annual Progress Report and Anncx B. However, except
in the case of glaring deviations from program requirements or rcgulations,
decisions and approval on project implementation should be left to the
field once the strategy for currency use has been established by the recently
cnacted USAID/Sudan Jocal currency committce. Thus if a project falters

during the course of implementation, OT new knowledge suggests



alternative uses of budget funds,the Mission and GOS should have full
authority to reprogram currency within cestablished criteria.

Sccond, if'it is decided that the current portfolio of projects should
remain unchanged, and special account funds retained until project completion,
full forgiveness should be ticd to policy reform performance. The Mission
may wish to consider the option in any casc.

Third, if quicker disburscment is desired, special program accounts
could be established, using unprogranmed funds, which would have more
flexibility of disbursement, e.g., spccified amounts could be set aside for
such arcas as: (a) support to the extension service for more outreach, i.e.,
vehicles, fucl, and other imputs; (b) credit, cither through the private
sector or possibly agricultur.'l banks; (c) a special development projects
fund for usc by the MFEP to support small-scale project proposals seeking
additional funding; and, {d) transfers to regional governments to support
their development activities, perhaps as a "matching grant' based on
increcased revenue generation funds to support policy initiatives, e.g.,’
the testing of composite flour.

Fourth, no matter which option(s) are considered, current projects
should be prioritized and budgets cxamined for validity. The Annex B
review being convened by the Title 111 Coordinator should provide an cxéellent
forum for the cxercise. Following this recview, options for alternative
uses of s=pecial account funds should be examined.

The above list of suggested rccommendations is merely indicative and
the Mission should not fecl constrained in suggesting alternative uses
to Washington. 1n fact, the team fully supports the Mission's present
cxamination of how to use these local currcncics in the most efficient

manner.

3) The tcam is not making recomm  .tions on cach project funded via Title
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111 local currencies since judgments on some await the project manager's
review. The team understands that the Mission will conduct indepth reviews
of each project in the Mission portfolio during November, 1984. A few specific
recommendations, however, are listed below.

First, if SRC can justify expenditures to date, agree to meet the
present cost overrun. Suspend any additional assistance until study of the
railway system is complete.

Second, examine the appropriateness/feasibility of cxpanding the model
project component of the Regional Finance and Planning Project to allow more
flexible project submission and approval. In this instance, work with the
GOS regional governments in setting criteria for project approval, dissem-
inating information of project submission and budgeting formats and on
establishment of reporting system on project performance.

Third, increase the funding for the Agricultural Planning and Statistics
Projecf. To achieve quick disbursements, transfer funds for these studies
to sub-accounts reserved for such use.

Fourth, climinate cammarking for Agricultural Production aﬁd Marketing
Project until project is approved. Funds can be rcallocated when project
is ready to '"'start". As a general rule, unless full forgiveness is tied
to policy reform, it is not rccommended to budget for any project which is

not ready for implementation.
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Recommendations for Fifth Year
of PLA80 Title 111 Agrecment

Policy and Market for Wheat

1) The thrust and direction of the current policy dialogue, the aim of
which is to continue to support the achievement of structural adjustment
agreement upon by GOS and the major donors should be continued. GOS, with

the assistunce of the PL 480 Title 111 Program, has made considerable pro-
gress via several interventions in climinating an important budget subsidy

on wheat bread which is fully consistent with the above objective. The

team fully supports the Mission's ideas to further improve the economic
efficiency of the markets for wheat and related food grains, including:

(a) cconomic import parity pricing of wheat, (b) introduction of a composite
sorghum and wheat flour, (c) the possibility of establishing a multiple
quality and price structure in the market for bread by allowing mills to set
several different qualities of flour based on extraction rate, and (d) engaging
the government in a joint program designed to reduce its consideravle inter-
vention into the growing, procuring, storing, and distributing of wheat. The
team fully supports the Mission in conducting the necessary policy relevant
studies and analyses to successfully implement these and other related

policy changes on the important food grain sub-sector of the Sudanese economy.
The Mission can provide considerable insight and guidance to other relevant
donors about the implications of the policy choices being considered by the GOS

in this scctor.

2) The team would like to urge the Mission to work with others concerned
about the short and long-term fiscal implications of the development pro-
jects funded (via generated local currency under PL 480 Title III, as

well as Title I and CIP) on the (a) central, and (b) regional and (c) local
governments, in light of the overriding structural adjustment and policy
objectives being implemented by GOS with the assistance of many donors. The
country remains in a difficult macro-cconomic situation, despite recent
improvements. Thus, it is essential that considerable attention be focused
on this issue. The Mission is presently taking a hard look at the way in

which gencrated local currencies can be programmed in a more flexible manner,
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particularly to support some of the current costs of regional and local
governments to sustain developmentally sound govermment activities ‘n a
number of sectors, including agriculture, road maintenance, health, water
supplies, and education, in part originally implemented via donor assistance,
including AID. Investments in institutional development, including the in-
stitution of government to maintain its capacity to implement, represents

a fundamentally sound and developmentally appropriate use of these currencies.
To the extent that the disbursement of these currcencies (including a part

of those generated via Title III) can be based on increased local government
revenue generation, it will facilitate an ever greater degrec of self-
reliance at the local level. By so doing, it will gradually reduce over

all government budget deficits which are being monitored at the macro level

as one of scveral important measurcs of progress toward stiuctural adjustment.

3) The IMF has begun to work on the fiscal implications of GOS special
accounts established by donors in order to establish a greater understanding
about their impact on fiscal policy. USAID probably rcpresents the single
largest donor with such accounts, particularly for PL 480 Title III and

CIP. The present efforts by the GOS and USAID to establish programming \
flexibility of these program's local currency can become an important
vehicle to achieve greater coordination betwecen the GOS and the major donors
and obtain additional policy reforms in the fiscal policy arcna necessary

to achieve structural adjustment.

4) The team agrecs with the importance of the studies planned for the
Agricultural Planning and Statistics Project. It feels that the funding
for this project should be increased in order to fully support the many
envisioned studies. In addition, there are other issues rcquiring attention
as well. These study topics are listed below:

(a) While progress has been miade to conceptualize Sudan's food grain
market, it is necessary to develop a completely articulated food
grain demand and supply systems model to improve the projections
of wheat imports into Sudan. The analysis contuained in Section I11
of the report contains a number of factors which must be explicitly
included in such a model. It is recognized that many empirical pro-

blems exist in fully implementing such a model. Nevertheless, the
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(b)

(c)

(d)

(e)

3)

development process will force both analysts and policy makers to
systematically address and resolve important systemic and dynamic
1ssues.

The team finds that there is considerable variance in estimates

of consumption, production and imports of wheat, The basis for
planning and analysis of the murkcet must be improved.

While some information has been accumilated on the milling industry
via the composite flour study, little is gencrally known about the
industrial organization of the stovage, transporting, milling, and
baking industries and how incentives on both the aemand and supply
side of cach affcect the market for wheat. Information on the actual
storage of wheat at any given time 15 presently unavaislable although
some information 1s availahle on potential storage capacity at
various points in the wheat system (see table 8 in text). Thus, its
impact on price stabilization as well as import requirements and
their timing is unknown. Before entering the sorghum price stabiliza-
tion arcna, it would be useful to review the role of storage in the
wheat marlet, particularly since U.S. commnodities are involved.

The GOS is considering a proposal to more cquitably distribute wheat
flour available from all domestic and international sources to all
regions, particularly in their urban arcas. It is unclear what

the wheat demand implications of :mplementing such a policy might
be. The Mission is urged to allocate some resources to investigate
what the short and medium term implications might be, given various
prices and availabilities of wheat and soighum,

Finally, the tcam would like to bring to your attention the excellent
sect of policy relevant analytical study suggestions contained in
William Bateson's recent draft paper, entitled "Cons.iderations on
the Establishment of Producer Price for Wheat at Gezira, 1983/84",
October 1983, (sce annex F). These ideas are currently being re-
vicwed with the objective of cstablishing short and long term policy

agenda for the Agricultural Planning and Statistics Project.

A recent review of existing literature funded by AID had concluded

that the only cvidence presently availuable which supports the health-labor

pioductivity linkage is via nutrition. Policy relevant food intake and

rutritional status information is presently meager vutside of Xhartoum.

(One should not conclude that Khartoum is well cendowed as a consequence
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of the above remark). Without information on this aspect of the food grain
market, particularly in rural arcas, policy makers in Sudan will not have a
good idea about the quantitative nutritional impacts of the market for good
grains in general and wheat specifically.

It is generally presumed that the policies being implemented, in part via
the dialogue on PL 480 Title III (e.g. wheat bread price increases, com-
posite flour, higher extraction rate for flour, the promotion of a longer
shelf life for kisra, and the possibility of a regional distribution of
imported wheat) are nutritionally supcrior than the situation which exists
at present. However, the quantitative impact in nutritional terms of these
policies arc unknown. A final assessment of this present PL 480 Title III
program would be remiss in not addressing this issue in some quantitative
way. Thus, it is recomended that the mission consider ways to begin to

provide such information during FY 1984.

6) A principal objective of any PL 480 agreement (Title I and III) is

to increase domestic agricultural production. In this context the team feels
it is vitally important to make.a concerted effort to increase’ wheat yields
Appropriate technology to achieve increases in production appears to be
available (sece Sudanese Consultations Bureau December 1982). The team
recognizes the lead taken by the World Bank to expand the use of the
available technology. Where appropriate, however, CIP and Title IIJ
currencies, and CIP imports should bc targeted to this effort..

Administration

1) e mission is encouraged to continue its efforts to improve the
administration of the Title 111 agreement through (a) the establishment
and the provision of budgetary support of a PL 480/CIP Secretariat in the
MFEP which will be responsible for programming and managi~g PL 480 local
currency; and (b) training of Sudancse project directors in project design,
implementation, and budgetary skills. The aim of the above will be to
improve the "audit trail'' between initial deposite}ZBrough final end-

use disbursement of Title 111 gencrations. USAID/Sudan contractors should

also be included in these training cxercises.
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2) (a) The tcam has been encouraged by the Mission's efforts to strengthen
iis capability to manage the PL 480 program. Once an administration system
has b =n fully established in the Ministry of Finance and Economic Planning
(planning) to complement the mission's staff, the day-to-day implementation
and decision making should be delegated to the field, with AID/Washington's
role being one of general oversight to assure adherement to overall objectives
and regulations of the Title 111 agrcement.

2) (b) Given the improved management capability within the GOS and USAID/
Sudan, the present system of requiring A1D/W approval of Title 111 local
currency projects seriously inhibits the ability to maintain flexibility

in programming. USAID/Sudan should be redelegated authority to program

all local currency projects without prior AID/W approval, including addition
or deletion of projects based on performance or lack thercof. Should the
Mission and the GOS identify a worthy activity requiring local currency,

which clearly falls within Title 111 objectives, they should have the
authority to include it within the context of Amex B without prior Washington
approval which is a lergthy process and which discourages USAID/Sudan from
taking advantage of targets of opportunity. Also Washington should not re-
quire that further disbursements of Title 111 local currencies under approval
Annex B projects be deferred until Washington has cvaluated the "'success"

of particular projects, such as it requested Ior the Rural Health Support
Project.

2) (c) Finally, thc Mission and AID/W should not continue to mcasure

the success of a project on the basis of physical benchmarks such as ''20 km of
the cable laid" but on progress made toward achieving the devclopment objectives
of the project, e.g. more dissimination of rescarch, technology, stronger
{inancial infrastructure, more users of improved agricultural techniques. It
is recognized that these outputs are harder to measurc and some may require
Jonger-term monjtoring to ascertain impact. However, without continued
management focus on these items, projects will continue to be monitored
according to relatively inflexible and potentially irrelevant indicators.

The recently established G0S-AID project evaluation process can provide the

mechanism through which progress can be obtained.

3) Since the focus of the Title 111 pmogram has shifted over the past
few yecars to one of policy reform, the team reconmmends that the Mission

develop benchmarks for forgiveness on the basis of (0S implementation of
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specific policy steps to increasc agricultural production and reduce imports,

particularly in the food grain scctor.

4) A portion of local currency should be used to directly support
agreed policy reforms.  For example, if introduction of composite flour

is a major policy feform, Title I1II local currency should be used to
implement the reform. As another example, if greater extension is needed
to increase wheat production, Title III currency should be used to possibly
pay for more extension workers, for the dissemination of necessary inputs,
and for other developmentally appropriate activities consistent with GOS

and AID's objectives.’

5) Currently the GOS has lost § 11,314,950 in potential offset (see

table 14). If all offset is credited against the Title I1I debt obligation

loss of currency offset is not a problem since full Title II1 debt will

be forgiven at the time of full disbursement of the Title III Special

Account. However, if the GOS opts to apply unused credit in any given year
against other Title 1 debt, potential loss of offset may be a problem.

Until such time as a full analysis of the GOS budget and Foreign Exchange implica-
tion is done the team recommends that no currency offsctt be used to meet Title I
repayment obligations. Possible implication$ to the Sudanese budget of currency
offset application to Title 1 debt should be carefully explained to the

Sudancse Govermment. The team has done a partial analysis of the debt

structure through the ycar 2000, (see Annex C) but it requires a more

carcful analysis over the entire lifc of the debt, with several discount

rates being applied. The USDA has been requested to conduct this analysis,
however, the Mission may be required to conduct the analysis on its own in

Sudan.

Eroiect Performunce

1) The team supports the Mission's intention to conduct a thorough
evaluation of all ongoing projects. Following this review a revision of
Annex B should be conducted to reflect the results of this evaluation
particularly with respect to local currency cost requircments, projected

rates of disburscment, and continued relevance to Mission strategy and
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Title 111 objectives. It is the team's understanding that an analysis of

the magnitude and implications of the rccurrent costs of activities currently
supported by USAID funding will be incorporated into this review. This
analysis is a vital first step in addressing this issue. Once the para-
meters of the problem are known, an attempt can be made to answer the
questions: (a) how and whether these costs should continue to be met, (b)

by what re€ource source if donor supported, (c¢) for how long, and (d)
what are the options for locating and/or increasing GOS resources to meet

these expenses?

2) If SRC can justify expenditurc levels incurred to date, agree to
meet the cost overrun. Delay any further investment in the transport

sector until relevant studies are completed (sec page  for details).

3) Eliminate from the Title II11 local currcncy budget all projects that
are unlikely to start disbursements in the coming year. Revisc other budgets

to reflect realities of rates of progress.

4) As noted in the text, the rate of expenditure from the Trust Fund
pursuant to the PL 480 Title III projects has increased relative to other
expenditures. The team recognizes that some of these expenditures may re-
late to inflation and the delay between initial budget development and
project implementation,. However, it would be importunt to review these

expenditures to fully understand the reasons for the increases.
5) Finally the tcam recommends that the mission asscss the feasibility

of using Title III Jocal currencies to support the local currency costs of

a Title II program when it may be implemented.
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Recomncndations on Future
PL480 Title 111 Program

1) The ¢udan Title III program has proved to be a success in meeting
the objectives of this form of assistance, particularly with respect to
policy reform. Therefore, the team strongly recommends that future PL480
assistance be programmed for Sudan under this mechanism.

2) Data on supply and demand of wheat in Sudan are so unrcliable and
variant, and, a numbcr of policy changes are being implemented which can
dramatically alter projections, that the team found it almost impossible
to project how much wheat Sudan will nced to import over the FY 1985-30
period. Therefore, the team recommends that (a) Title III be the 'core"
program for the importation of PL 480 wheat to Sudan, with Title I being
used only when a margin of safety is required, e.g. in the event of

poor weather or production.

3) While recommending continuation of a title 111 agreement in Sudan,
recommended commodity level and length of agreement should await the
development of a food grain denand and supply systems model which can be
used to more accurately project wheat imports, consumption and production,
and determine the length of time nceded to achieve the policy agenda

of a ncw agreement. Given the (a) wheat policy studies completed to date,
(b) food grain systems framework paper by F. Winch, 1983, (c) analytical
work which has been recently conducted by W. Bateson, 1983 and C, Gotsch,
1983, and (d) other morc general systems analysis literature,an improved

model ‘could be developed in the ncar future.

4) It is quite conceivable to devclop a case for a phase out type of
funding level strategy, where a higher level of funding via Title III is
provided in the first &ear and then lesser amounts provided in subsequent
years of thc program. (This programming would obviously be coordinated
into a consistent Title T and 171 package ). This type of programming also
appears consistent with the likely food grain market scenarios which the

team has reviewed (refer to table 10) .
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5) Given the policy dialogue achicvements of the PL 480 Title 111 pro-
gram, it is difficult to envision a morc appropriate mechanism for making
future progress in the food and agricultural policy arcas, especially in
comparison with Title I. The recently-held AID conference on Title I in
Washington D.C., found that there was little world wide evidence of
significant policy reform implementation via Title I, although many
suggestions were made. On balance, the team would conclude that the
policy dialog = anplemented via Sudan's Title I1I program has been note-
worthy and should continue. Thus the agreement should be primarily policy-
oriented, with benchmarks based on specified policy reform measures to be
taken over a designated time frame. Local currency generations should be

used to support these reforms.
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Statement of work follows:

Background: In December of 1979, the Government of Sudan and AID executed

a 100 million, five-year PL 480 Title III program. The goal of this Food-for-
Development Program is to assist the Government of the Democratic Republic

of the Sudan (GOS) with its severe economir burden brought on by the stringent
Sudan Stabilization Reform program and to enhance Sudanese commitment to basic
human needs by assuring that budget allocations to the needy rural traditional
sector are not disprdportionally reduced as a result of the Sudan Stabiliz-
ation Reform. This will be achieved by:

a) reducing the forcign cxchange demands placed on Sudan as a result of its
efforts to meet incrcased food needs while efforts are underway to increase
local production by providing a long-term U.S. credit of 100 million over

the next five years to finance commercial wheat imports;

b) providing local currency for activities designed to assist the poor

in the rural sector through activities in agriculture, transportation,

health and rural planning; and

c) supporting the economic stabilization and reform efforts in which the

GOS has adopted policy reforms which will improﬁc the struciure of incentives
in both the rainfed and irrigated sectors in order to increase agricultural
production, and consequently domestic food supplies, agricultural export
earnings and rural incomes.

Since that time, three wmendments to the basic agreement have been signed
which in total have provided 80 million of wheat and wheat flour to the

Sudan and modified some of the local currency projects, self-help measures

and policy studies. In addition, there have been annual evaluations, the

last onc bcing the mid-term review in October of 1982, conducted by a

| team of AFR Bureau, FVA/FFF, USDA and Dept. of Treasury representatives

from Washington.
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This will be the fourth PL 480 Title III annual evaluation. Based on
the results of this review, the fifth and final traiche of Title III
wheat and fiour will be provided to the Government of Sudan in FY 1984.
A two-person team will assist the mission and the GOS with the preparation
of this report: these include an economist and a field foo.d-for-peace
officer.

Objectives of evaluation: there are 3 related objectives of this study:
a) to assess progress to date, especially since the mid-term evaluation
in implementation cf this food- for-development program;

b) to make recommendations related to irplemcntation of the remaining
period of the on-going Title III program; and

c) to explore options-and make recommendations related to a possible

new Title III program to begin in FY 1985.

Scope of work:

1. For a period not to exceed ten days in the U.S., the ccasultant will
review the following materials: GOS food-for-development PL 48 Title III
FY 79-83 and supplement of April 1979; PL 480 Title III agreement and
amendmcnts first, second and third AID evaluations based on the annual
progress reports; policy studles undertaken under the PL 480 Title III
agreement: program papers and evaluations of other PL 480 Title III
programs executed in other host countries; AID policy papers and guidelines
related to PL 480 Title I and III programs and uses of local currency
proceeds: and other pertinent commmnications and papers. The consult-
ant will also meet with and interview representatives of AID/W

(PPC, FVA/FFP and AFR), U.S. Dept. of Agriculture,.U.S. Dept. of Treasury

and OMB with responsibilities for Sudan's PL 480 Title III program to
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ascertain their views related to the execution of this program and rec-
ommendations /possibilities for future direction.

2. The USAID agricultural economist will make available to the
consultant recent reports and information on production consumption and
trade of wheat, wheat flour and sorghum over the past five (5) years as
well as projections for these parameters. In addition, preliminary
results of the current sorghum/wheat composiﬁ. flour study, which are
expected to be in draft form 1st October, 1983, will be made available
to the consultant. This information will be used by the consultant to
estimate future needs of PL™480 wheat and wheat flour in the Sudan.

3, The consultant will be expected to access the appropriateness of
continued PL 480 Title 1II imports in light of present and future domestic
production, consumption and international trade in food grains (sorghum
and wheat). Since Sudan's food grain economy is not expected to remain
static over the intermediate term and since relative commodity prices
are expected to change even in the short-term, the demand for wheat should
not be viewed in isolation of its close substitute sorghum. The mission
agricultural economist will provide the consultant with up-to-date
information which will help in this assessment. |

4. Assess the degree to which PL 480 Title III objectives have been
satisfied. | |

5. Assess the degrce to which progress has been made in macroeconomic
policy reforms basic to increased agricultural production.

6. Review progress to date on all local currency projects and determine
the degree to which physical and financial benchmarks have been met.

Based on these reviews, suggest modifications to targets if necessary.

Estimate local currency disbursements for the remainder of the program.
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Revalidate the appropriateness of all local currency projects within the
objectives of the overall Title III program.

7. Review and assess GOS/Mission management, monitoring and evaluation
cpapbilities and improvements, inclﬁdi.ng financial reporting. Suggest
further organizational and system improvements to improve program
management.

8. Review all recommendations cmanating from the mid-tem evaluation

and determine status and progress of satisfying these recommendations.

9. Based on the above, make recormmendations for improvements in the
policy agenda and studies, local currency projects, financial and physical
management/monitoring/reporting systems, and.overall adminisf.ration of
the program for its remaining period. Specifically address the isswe of
how should the GOS and USAID approach the completion of the program once
the fifth and final tranche of Title III wheat/flour is procured.

10. Investigate the pros and cons of initiating a new Title III program
in FY 1985 as opposed to a pure Title I program of food aid. What are
the benefits and costs perccwcd by the GOS md USAID related to cont-
inuing a Title IIT program? Is Title 111 a better vechicle for pollcy
dialogue and reform than Title I? What development objectives and policy
agenda might be pursued in a rcnewed Title III program? What would be

an appropriate design and level of funding for a renewed Title III pmgram?
Make recommendations for the design and development of such a program if.
deemed that USAID and QS should go forward. Develop scope of work for
consultants to help with this process.

11. The consultant is responsible for the preparation of a complete and
detailed final rcport on all of the above, including inputs from_the field

food- for-peace officer prior to departing from the Sudan.
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ANNEX B

Donors and GOS Policy Recommendations
To Achieve Structural Adjustment and
Economic Improvement in Sudan



II.

III.

VI.

Growth, Employment and Equity, 1975
Recommendations

Employment
A) Urban Khartoum - Not a lot of Unemployment. Approximately S5%e

alternatives in Gulf and on irrigation schemes.
B) Lots of under employment. especially in agriculture
_ during main peak demand for labor times.
C) To improve employment must increase output!

Agriculture and Agro-industry
A) Develop a decentralized institutional Framework Rural Development

Centres at district level. Need about 200.
B) To increase yields in irrigated agriculture, must have research
' and new technology package.
C) Increase small scale industry serving agriculture on input and
output side.

Transport

A) Reduce dependance on rail.
B) Expand road and water transport based on agricultural retnrns
in various areas' of country.

Labor Migration
A) Go slow on agricultural mechanization-especially in cotton picking

B) Perhaps subsidize transport for labor to agricultural areas.

Ufban Labor Markets

A) Minimum wage. OK

B) Not OK. Wage structure being affected by minimm wages. Determine
other wages on basis of market forces within

collective bargaining where it exists.

C) Uncouple education and wages.

Education and Training

A) Expand primary cducation

B) Reduce secondary education especially theoretical training.
Use in-service and on the job methods
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V1l.

VIII.

IX.

XI.

XI1I.

Public Administration
A) Endorsec dcvolving administration responsibility to the lowest
level of government possible.

B) Encourage management skill urgrading for local officials
especially planning, budgeting, provincial
management. |

C) Use in service training approaches.

Trade, Fiscal, Price Policies
A) Encourage égriculture by revising cxport duties, import

duties and excise taxes.
B) No quotas or licences.

Domestic Savings
A) Reduce deficit financing by reducing rate of expenditure.
B) Imprbve tax administration leading to increased public service

C) ‘Increase private Sector

Foreign Aid and Investment

A) No specific ideas

Regional Disparity.
A) Expand investment in the south

Implementation Problems ‘
A) Must be programatically addressed.
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II.

III.

S. Asharaya Incentives for Resource Allocation
A Case Study of Sudan, World Bank 1979

Policy Components of the incentive structure

A)
B)
0
D)
E)
F)
G)
H)

19
J)

Explicit taxes/subsidy on international transactions

Exchange rate policy

Import licensing/foreign exchange allocaticn

Export licensing/export marketing systems

Explicit non-trade taxes and subsidies

Domestic price control policies

Domestic project licensing policies

Pricing/administrative allocation of publically provided
infra-structural services

Domestic credit and interest rate policies

Wage policies

Reforms should

Reduce taxes against agriculture

Reduce multiplicity of effective protection rates within

- industrial sector

Increase flexibility within alternative agricultural activities
to take advantage of changes in market trade
opportunities

Reduce burden of detailed economic management by the
administrative structure '

Reduce profitability of commerce sector

i- reduce reliance on export dutues
ii- exempt exports from devclopment tax
iii- integrate import duties structure with domestic excise

A)
B) Reduce anti-export bias
0)
D)
E)
F)
How to attain above goals
A) Forcign trade/payments policies
system
iv- dcvalue
v- Do not use cxport buans
B) Domestic fiscal policy

i- integrate domestic cxcise structures with import duty

structure
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)

D)

ii- dovelop income tax for modern agriculture sector

iii- move from commodity based tax (ushur) to/and tax
for local revenue

Intra-Scctoral Policies, Industry

i- do not use quota restrictions for protective purposes -
use tarrifs if one must | .

ii- use rigorous project appraisal criteria for industrial
licensing

iii- do not grant so many fiscal concessions, especially
inport duty exemptions on raw materials

iv- use cconomic criteria for allocating foreign exchange

Intra-Sectoral Policies, Agriculture

i- get output prices in line and pay more attention to
international relative price norms

ii- get agricultural parastatals (Gezira) to be flexible

' in determining arrival cropping patterns.
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A.

World Bank Investive for Economic Stabilization
And Structural Change
Report Number'SSSla-SU, February 1982

Issues

Balance of Payments Issues

i- export volume declining

ji- imports at twice the level of exports

iii- heavy debt service burden

iv- . external debt management needs improvement

Domestic Flnance Issues

i- revenues declining relative to GDP bouyancy

ji- rapid expansion of expenditures

iii- regionalization will have major manpower and fiscal costs

jv- administrative and budgeting procedures need improvement

General Sectoral Issues

i- public project implementation is slow

ii- parastatal losses

Agricultural Issues

i- declining cotton productlon

ii- inadequate provision of agricultural services

iii- future use of Nile waters

jv- agricultural sector planning

v- agricultural labor shortages

vi- use of rain fed areas

Agro-industrial Issues

i- sugar factories not working to capacity

Industrial Issues

i- low capacity utilization

ii- power shortages

iii- inadequate water supplies

iv- potential for petroleum self-sufficiency jeopardized
by shortage of funds

Transportation Problems

i- rail system operating far below capacity

ii- road user changes not adequate

iiji- river transport potential vastly under-utilized

iv- air transport given disproportionately large plan allocation

v- port facility requirements unclear
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H.

Population and Labor Issues
i- high rate of population growth.
ii- shortage of skilled labor (Gulf)

II. Policy Recommendations re:lssues

A.

Balance of Payments

i- increase agricultural producer prices

ii- increase bread prices

jii- increase cost recovery on agricultural inputs, eg water,
fertilizer, marketing services

iv- adjust the foreign exchange rate upward

v-  reduce export duties

vi- restrict import of consumption items, especially
luxuries

vii- get grant assistance rather than pay a p051t1ve rate of
interest '

viii-get both sides of the MFEP to work iogether-

Domestic Finance

j- eliminate bread price subsidy

ii- increase import duties

jii- cut government employment

jv- increase wages of management personnel

General Sectoral Issues A

i- imports are constrained, losen selectively

ii- address pavastatal pricing and cost and marketing services

iii- improve management wages

jv- . expand management skills

Agricultural Issues

i- increase yields via improved technical packages

ii- increase producer prices |

iii- increase input cost recovery

iv- rehabilitate equipment via CIP

v- do not cxpand irrigated agriculture until cost of
irrigation has been fully analyzed

vi- increasec agricultural wages '

vii- use more mechanization to remove labor bottlenecks

viii-make inputs more available

ix- expand research knowledge
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E.

Agro-Industrial Issucs

j-  improve pricing

ii- encourage more private sector activity

Industfial Issues

i- improve availability of necessary inputs

ji- improve transport '

iii- improve flexibility of wages especially of management
jv- improve power supply consistency

v- price imported petroleum at "street' rate

Transport Issues

i- increase rail tagrifs

ii- reduce public sJEIor involvement wherc there are no
attributes of a public goal to the service

iii- increase petrolcum tax to maintain roads

jv- increcase vehicle and license fees

v- do not build new airport in Khartoum

Population and Labor lssues

i- have a presentation on long run impact of rapid
population growth

ii- must develop MCH

iii- reduce subsidy of education especially for housing
"and food at boarding schools

jv- increase wages for skills in short supply

v- review cmigrating policy for those in whom the govermm.
and society have invested ‘
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IMF, GOS Standby Arrangement, 1983

Core of program: 1) provide encouragement to exports
2) discourage less-essential imports
3) increase incentives to remittances

I. Production Policies

A. Agricultural Production reinforced by efforts to increase output
and marketing of agricultural commodities
j- increase cotton production by increasing prices to lead
to increased yields
ii- improve groundnut and sorghum marketing by:
(a) improving [1] rail transport [2] processing
(b) rehabilitation of irrigated agriculture
to increase area and yields'
jii- increase returns to cotton by:
(a) reducing export taxes
(b) reducing exchange rate of Sudanese pound
which leads to increased domestic pro-
curement price
(¢) prompt payment for farmers upon Crop
delivery
(d) individual metering of water and land
preparation user costs
iv- increase sorghum water and land preparation fees. Bring
more land into production by increasing
equipment available, new and repairs.
v- groundnuts and sorghum investment. Improve efficiency
of railroad via spares/parts.

B. Manufacturing Sector
Improve performance of import substitution industries
i- management strengthening
ii- output prices increase
iii- import shortages
iv- customs duty waivers on fuel especially in sugar textiles

v- new capital for plant modernization
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II.

I11.

C. Power dector
i- increase power supply generators at Reseiris

ji- Also develop petroleum export up to 100,000 bbl/day

Domestic Financial Policies

Objectives to reduce rate of inflation to 25%/year. Therefore hold
rates of money supply growth to 27% and gradually
reduce it. Develcp targets for government
borrowing to finance deficit and targets for
parastatal borrowing. Hard to know what is
happening since data gathering is not taking
‘place - being reorganized.

A. Credit to public entities only to sugar, rail, electricity.

irrigaté agriculture espec1ally cotton has first crack st credit.
Then sugar plants, then railways and electric corporation.
Last two dependent on tarlff changes.

B. Credit should be allocated to expanding private sector but only

for direct production not for commodity hording.

Interest rates are still negative given hlgh
1nflat10n rates are 17-20% at the lendlng rate.

and 13% at the saving rate.

Fiscal Policy and Borrowing by Central Government.

A. Reduce budget subsidies for consumption

B. Get development expenditures to a level consistent with
achievement of PIP

Ensure recurrent expenditures allow for capital stock maintenance.

Constrain public borrowing

Increase excise taxes on import eg. cigarettes

Change the valuation rate for customs duties

Increase other fecs

. Raising consumer petroleum prices

Reduce subsidy on milk powder by importing at ''street' rate

No new budget subsidies should be introduced due to international
price changes lcading to forcign exchange subsidies.

CHEemmE O
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Iv.

External Financial Policies

AI
Bl
C.

Exchange rate policy, go for the free market rate on all imports.
Cncourage exports as above
Discourage imports
i- increase customs valuation for duty levyii
ii- restrict imports via no/import licenses eSpecially
for consumption items. Only capital goods

D. Stimulate private expatriate remittances. Have private foreign
currency denominated savings accounts yielding
international rates of interest

E. Balance of'payments -has past the peak; cotton increase

’ and others increase

g. Reschedule external debt services.

Perfoimance

A. Put ceilings on expansion'in net domestic credit and credit to
government

B. Prohibit contracting new public or publically guaranteed ,
foreign debt at commercial rates maturing within
ten years. Expect rescheduling existing debt.

C. Do not put on more intensified import restrictions

D. Eliminate wheat and pharmaccutical subsidies .

E. Collect minimum charges on water and land in irrigatéﬁ schemes
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1I.

III.

U.S Government, Government of Sudan
PL 480 Title 111 Aprecments
Self-Helping Measures-FY 1983

GOS will support and implement those agricultural policies within the
stabilization program which will increase agricultural pattern, export
earnings and rural income, eg:’

A. Reduce export taxes.

B. Change water prices

C. Increase producer prices

D. Increase agriculturdl services credit, marketing, research.

Support agricultural research to increase yields, eg:
A. Agricultural Rescarch Corporation. Increase production, marketing
and improve storage

 B. Yambio Agricultural Research Station.

Improve services and jncentives for livestock herders and food pro-
ducers, i.e.:
A. Improve agricultural extension
B. Increase agricultural credit facilities
C. Provide funds for Ministry of Agriculture, Livestock and Meat
" Marketing Corporation veterinary program
D. Southern livestock program of Ministry of Agriculture
E. Provide funds to the Rural Water Corporation
F. South Rural Water Development Dcpartment

Increase research and develop program to reduce desertification
of soil erosion. Integrate with GOS Desert Encroachment Control

and Rehabilitation Program

Decentralization: support develop, implement and evaluate dcvelopment

projects of local and regional entities.

A. Funds to decentralized rural planning program for capital
and operating funds

B. Provincial Development Fund. Self-held at local level on agri-
cultural production, health and social services,
credit conservation.

C. Training for mid-level management in government
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VI. Health support, the Rural Health Support Project.

VII. Agricultural Planning and Statistics Project to determine
demand and supply. for wheat.
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Nimejri,Mandate for Progress and Rencwal, 1983

1. Background
A. Want to have a mixed economy
~B. Want to achieve equity - all must benefit
C. Difficulties of Sudan are:
i- historical structural colonial legacy
ji- harsh international situation oil prices, international
" recession, interest rate increase
iii- (a) policies favoring consumption vs. production
(b) expand public expenditure and poor parastatal
performance .
(c)'exchange-rates favoring imports
(d) social service expansion leading to an increased recurrent
cost which cannot be borne by the production capacity
without user charges
D. Now will follow an economic strategy balanced.between financial
reform and economic improvement.

II. Precepts and Assumptions

A. Benefits must have a socialist renewal especially of publicizing:
i- public corporations must have centrol of economy
ii- public control, 100% petroleum
iii- irrigated agriculture
jv- basic industries sugar, cement, textiles
v-  tourism
vi- banking
vii- services - social and cultural (police, etc)

B. Profit is not the only yardstick for evaluating returns of public
property, but institutions cannot continuc to lose money and be
managed poorly.

C. Reform Program
i- financial structures of public corporations must have

increased capabilities
ii- give morc decision making flexibility to managers, prices, ctc.
iii- rehabilitation and maintain machinery etc.
iv- manpower training in science, administration. Strengthen
training and research institutions
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v- profit sharing and other incentives methods for good
management especially parastatals.
vi- minimize feather bedding etc. which increases cost of
public entities . '
vii- will liquidate public entities only as a last resort.
viii-Banking - Central Bank:
(a) it will tighten control on domestic credit and
case on foreign exchange ‘
(b) control commercial bank policics
(c) develop specialized banks to play a role in incrcasing
production in rural, small scale agricultural and
industrial activities
(d) free national banking systcm of usury operations.
D. Must recvive the Cooperative movement
E. Must protect major industrial venturcs from adverse effects of
devaluation, must recapitalize.
F. Prices and incomes
i- There is a detrimental effect in subsidizing consumption
at the cxpense of production
(a) must protect agricultural income develop a stabilization
fund for international price fluctuations
(b) labor income imust be linked to production-wages cannot
lead to inflation.
ii- Inflation to be controlled by using following methods
(a) expand the CIP to allow for support of strategic items
necessary for production and consumption
(b) must have a realistic and flexible costing of goods
and services and abandon unfair methods of control
(c) increase cooperatives in external and internal trade
(eg. peoples pharmacies)
(d) use threat of govcrmment intervention as competitor if
private market is out of linc on terms of process
or quantity produced.
G. Rural Developnent
i- invest in water, soils, forests, pastures, seeds, extension,
agricultural technology, veterinary.
ii- 1low cost building and construction models improve economic
social and administrative structures to provide basic social
services, eg. water, clectricity, health and popular culture.
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Iv.

Objectives of Strategy

A. Reestablish internal financial equilibrium by controlling government
deficits and public corporations deficits and use of credit

B. Reestablish external financial equilibrium '

i- get balance of payments in line
ii- manage foreign account payments and especially arrears.

C. Remove all economic distortions

D. Accelerate economic and social development program which are
consistent with requirements of stabilization and reestablishment
of equilibrium without abandoning equity and other social renewal
institutions.

E. be flexible to face cmergencies and unforeseen shortages

Methods and Tools of Economic Strategy

Fiscal Policy
Credit Policy

Exchange rate Policy

Internal and External Trade Policy

Short-Term Programme for Emergency Situations
International Cooperation Policy '

Development and Investment Policy

Policy toward Sudanese Nationals Working Abroad

W 00 N O N &.W1 N =
L] L Y I .

Decentralization.

A. Fiscal Policy

i- do not deficit finance, especially in parastatals.This
leads to price increases

ii- customs policy should encourage exports and reduce luxury
imports and promot productive capacity of economy

iii- tax policy should be based on equity and should encourage
saving and investmcnt

iv- cxpenditures - promote public services and expand production

v-  budget policy create surplus for investment and renewal.
reduce todays consumption so can consume tomorrow

B. Crcdit Policy

i-  do not expand money supply too fast which leads to inflation

ii- 1limit borrowing for productive section and deny it to speculators

iii- provide soft tcim credit to small scale farming industry and

craftsmen.
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C.

Exchange Rate Policy

i- do not have an overvalued exchange rate

ii- lcads to smuggling

iii- no repatriation of earnings

Internal and External Trade Policy

1-  increase the return to fanmers. Stabilize internationa? prices

ii- do not have export taxes

iii- remove pricing controls internally _

iv- get rid of monopoly especially in cxternal trade. Substitute
an open licenses system

v- cxpand CIP in international economic cooperation

vi- maintain a strategic reserve of basic food Crops as a means
of price control to guarantee provision of basic needs and
have a petroleum reserve

vii- parastatals must be used efficiently but also to control prices
via compctition with private producers '

‘viii-establish an cxport promotion committee (national council)

to develop international marketing channels

Short-Term Programne for Emergency Situations

Disasters - take deliberate thoughful steps

International Cooperation Policy

i-  get as much balance of payment support as possible and get
grant aid to do any development activities

ii- get CIP support, PL 480 - JII and other forms of self-
financing external trade

iii- strengthen policies of financing devclopment which will

 increase production efficiency

iv- concentrate on public infrastructure and rehabilitate
public-utilities and maintain them

v-  look for best and safest foreign financing tecrms

vi- the loyal sons and daughters of Sudan should repatriate

Development and Investment Policy - 3 ycar PIP seeks restructural

change.

i- explore for oil and implement production

ii- agricultural sector and rual dcvclopment
(a) remove distortions
(b) invest in new packages and marketing infra-structure,

irrigation and roads
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(c) expand cxports of meat, fruits and vegetables, tobacco,
fodder, tropical cfops, and other diversified crops.

iii- rural devclopment by:

(a) reducing distortions between Tural and urban income

(b) establish regional planning organs

(c) create central organ, for assisting regional organs,

(d) encourage adaptive research on integrated farming
systems

(e) training to do rural planning
iv- industrial scctor
(a) correct {inancial structurc of public corporations
(b) inter-industry linkages especially important to reduce
imported raw materials

(c) protect infant - of industries against dumping

(d) promote small scale

(e) create new industrial activity to rcmove existing
bottlenecks - import.substitution

(f) develop export promoting industries bzsed on comparative
advantage

(g) training, especially in management and promote consulting
groups

v. Infrastructurc: - expuand
(a) transport, storage, communications, altcrnative energy

and economic and social structures.

vi- Social development other economic development should
ultimately lead to improved housing, medical care, education,
and cultural amcneties

Policy toward Sudancsc Nationals Working Abroad - Remitiances

A.  Consolidate policy of free entry und exit of foreign exchange

B. Adopt realistic rate of exchange for such transfers

C. Guarantcc realization profitable earnings of deposits .
and savings on basis of Islamic Bank.
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ANNEX C

An Analysis of Sudan's PL 480 Debt Structure



An Analysis of Sudan's
PL480 Title I and III Dcbt Stiructure
From FY 1983 to FY 2000

Table I summarizes Sudan's debt structure f.om 1980 through the year
2000. Table I shows the amount of principal and interest owed each year for
all Title 1, III and Rescheduled debt outstanding. The total amounts owed
for each year throug: 2000 are also presented. This table does not include
the debt which will be incurred by Sudan in FY 1984 for approximately $ 30
million under Title I and $ 20 million under Title III. For FY 1984 Sudan
will owe about $2.0 million under Title I, $ 1.6 million under Title III
and about $0.2 million under rescheduled dcbt, which totals to about $3.8
million. '

At the present time there is a question about how the GOS should
utilize its currency offset provision under Title III. If they use it to
fully offset Title III debt, they will obtain over the 40 plus years of the
agreement the equivalent of $ 100 million of principal offset, plus § 65
million of interest offset. However,since they have a serious foreign ex-
change constraint today the issue is whether it makes more economic sense
to use the currency offset provisions against Title I, III and rescheduled
debt repayments due in FY 1983, 1984 and over thc immediate future, rather
than to rcmove debt that will become due in ten, twenty and even inore years
into the futurc.

Tables 2 and 3 werc prcpared to begin to address this issue. These two
tables show the principal,interestyand total amount owed each year from
1983 to 2000 for Title I, rescheduled Title I,and Title III, and the pre-
sent value of the totals for each program as of December 31, 1983 for three
discount rates, 6, 10, and 20 percent. These three alternative interest
rates were chosen to be representative of what might be considered to be
various opinions about what the opportunity cost of foreign exchange might
be to Sudan. The 6% rate is the rate at which the Commodity Credit Cor-
poration of the U.S. has rescheduled past due payments by Sudan since 1980.
The 10% rate represents a standard project appraisal discount rate which
must be mect before most international donors will approve a project. The
20% ratc is the present rate of intcrest which Sudanese banks pay on
savings accounts, especially those dcnominated in foreign currency. Private
credit transactions in rural areas commonly return to the creditor rates

of between 50% and 200%. Thus, from my personal perspective, the twenty
percent ratc is a more realistic rate to asccrtain the presert opportunity
cost of forcign exchange than the other two.

Tables 2 and 3 show that the present value of the Title I and 1II debt
through 2000 varies from a high of about 57% of the total amount owed
through 2000 at 6%,to as low as 21% at the 20% rate. Over the entire life
of the Title I and I1I agreements the prescnt value of the amounts owed as
of December 1983 would probably be about 25% of the total amount owed at a
6% discount rate, 17% at 10%)and about 8% at 20%.

Given this preliminary amalysis, without going through all of the potential
options, 1 would be seriously considering recommending to the GOS that they
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usc their currency offsct provisions against all present outstanding debt,
regardless of Title and figure out later how they will repay the debt due
in later years. With the potential of obtaining about $ &5 million dollars
of offset from Title 111 (less the amount lost via devaluztions, see Table
13 in the text), GOS would be able to remove all payments on present PL 480
debt until at least 1995. Given Sudan's economic situation that is a
considerable period.
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Annex Table 1

Calendar
Year

1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000

™) Note:

67.
150.
150.
.3

296.

611.
1,220.
1,411.
1,733.
1,994.
2,924.
2,924.
2,924.
2,924,
2,924.
2,924.
2,924.
2,924.

150

Title I

8
3
3

I
796.5
868.1

1,110.6
1,240.9
1,855.5

'1,876.7

1,872.1
1,867.6
1,904.0

'1,98;.;

2,135.6
2,153.4
2,201.1
2,205.5
2,465.4
2,377.7
2,290.0
2,202.4
2,114.5
2,026.6

$1,938.8

Total
796.5
868.1

1,110.6
1,308.6
2,005.8
2,027.0
2,022.4
2,163.9
2,515.3
3,204.2
3,547.2
3,886.7
4,195.9
5,130.3
5,390.2
5,302.5
5,214.8
5,127.2
5,039.3
4,951.4
4,863.6

Sudan PL 480 Titles I and III
Debt Structure as of December 31,

Title III

642.4
1,285.2
1,930.4
2,575.6
2,575.6
2,575.6
2,575.6
2,575.6
2,575.6
2,575.6
2,575.6

1
422.8
817.6

1,196.9
1,596.9
1,596.9
1,596.9
1,59.9
1,596.9
1,596.9
1,596.9
1,776.8
1,937.5
2,098.9
2,240.9
2,163.6
2,086.2
2,008.8
1,931.5
1,854.2
1,776.8

Total
0.0

422.8

817.6
1,196.9
1,596.9
1,596.9
1,596.9
1,596.9

-1,596.9

1,596.9
2,239.3
3,062.0
3,867.9
4,674.5
4,816.5
4,739.2
4,661.8

4,584.4 .

4,507.1

4,429.8-

4,352.4

Debt
P

29.6
29.6
59.0
93.7
152.5
165.1
169.3
80.7
80.7
80.7
46.0

1983 (%)
Rescheduled
1 Total
30.9  60.5
78.1  107.1
54.8  114.8
50.9  144.6
45.0  197.5
36.2  201.3
26.1  195.4
17.4 98.1
12.4  93.1
7.6 88.3
3.0 49.0
0.3 0.3

These calculations are approximate and should not be construed as
representing any official debt calculation

T OT AL

P
29.6
29.6
59.0

161.5
302.8
315.4
319.6
377.0
692.0

1,301.6

2,100.0

3,018.5

3,925.2

5,500.4

5,500.4

5,500.4

5,500.4

5,500.4

5,500.4

5,500.4

5,500. 4

I

827.4
1,369.0
1,983.0
2,946.8
3,497.4
3,509.8
3,495.1
3,481.9
3,513.3
3,587.8
3,735.5
3,930.5
4,138.6
4,304.4
4,706.3
4,541.3
4,376.2
4,211.2
4,046.0
3,880.8
3,715.6

Total

857.0
1,398.5
2,042.0
3,108.3
3,800.2
3,825.2
3,814.7
3,858.9
4,205.3
4,889.4
5,835.5
6,949.0
8,063.8
9,804.8
10,206.7
10,041.7
9,876.6
9,711.6
9,546.4
9,381.2
9,216.0
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The Present Value of PL 480 Title I and Rescheduled Title I
Debt as of December 31, 1983 through Year 2000 (%)

Annex Table 2

Calendar Title I Outstanding Debt Present
Year Principal Interest Total at 6%
1983 67.8 1,240.9 1,308.6 1,308.6
1984 150.3 1,855.5 2,006.8 1,891.5
1985 150.3 1,876.7 2,027.0 1,804.0
1986 150.3 1,872.1 2,022.4 1,698.8
1987 296.3 1,867.6 2,163.9 1,713.8
1985 611.3 1,904.0 2,515.3 1,878.9
1989 1,220.9 1,983.3 3,204.2 2,258.9
1950 1,411.6 '2,135.6 3,547.2 2,358.9
1991 1,733.3 2,153.4 3,886.7 2,437.0
1992 1,994.8. 2,201.1 4,195.9 2,484.0
1993 2,924.8 2,205.5 5,130.3 2,862.7
1094 2,924.8 2,465.4 5,390.2 2.840.6
1995 2.924.8 2,377.7 5,302.5 2,635.3
1996  2,924.8 2,290.0 5,214.8 2,445.7
1997  2,924.8 2,202.4 5,127.2 2,266.2
1998  2,924.8 2,114.5 5,039.3 2,101.4
1999  2,924.8 2,026.6 4,951.1 1,950.7
2000  2,924.8 1,938.8 4,863.6 1,804.4

Total to
2000

(*) Note: These-calculations are approximate and should not be construed as

67,896.0 38,741.4 28,251.9 15,245.6

Value of Total
at 10% at 20%

1,308.6 .1,308.6
1,823.3 1,670.8
1,674.3 1,406.7
1,518.8 1,171.0
1,477.9 1,043.0
1,562.0 1,011.2

1,807.2 1,073.4
1,819.7 989.7

1,815.1 905.6-

1,779.1  814.0
1,980.3  831.1
1,886.6  727.7
1,691.5  593.9

1,512.3  485.0

1,348.5  400.0

1,204.4  327.6

1,079.3  267.4
963.0  218.9

representing any official debt calculation.

Rescheduled Title I Debt
Principal Interest Total

03.
152.
165.
169.

80

80.
80.

7
5
1
3

.7
7
7

.0

50.9
45.0 .
36.2
26.1
17.4
12.4
7.6
3.0
0.3

144.6
197.5
201.3
195.4
98.1
93.1

88.3 -

49.0
0.3

1,067.6

Present Vglue of Total
at 6% at 103 at 20%

144.6 144.6 144.6
186.2 179.5 164.5
179.2 166.3 139.7
164.1 146.7 113.1
77.7 67.0 47.3
69.5 57.8 37.4
62.2- 49.8 29.6
32.6 25.1 13.7

0.2 0.1 0.1

916.3 836.9 690.0



Annex Table § The Present Value of PL 480 Title III Debt
as of December 31, 1983 through year 2000 ™

-0Z1-

Calendar Title III Outstanding Debt Present Value of Total
Year Principal Interest Total at 6% at 10% at 20%
1983 - 1,196.9 1,196.9 1,196.9 1,196.9 1,196.9
1984r - 1,596.9 1,596.9 1,505.9 1,451.6 1,330.2
1985 - 1,596.9 1,596.9 1,421.2 1,319.0 1,108.2
1986 - 1,596.9 1,596.9 i,341.4 1,199.3 924.6
1987 - .1,596.9 1,596.9 1,264.7 1,090.7 769.7
1988 - : 1,596.9 1,555.9 1,192.9 991.7 642.0
1588 - 1,596.9 1,556.9 1,125.8 900.7 535.0
1990 642.4 1,596.9 2,239.2 1,489.1 1,148.7 624.7
1991 . 1,285.2  1,776.8  3,062.0 1,919.9 1,430.0  713.4
1992 1,930.4  1,937.5 3,867.9 2,289.8 1,640.0  750.4
1983 2,575.6 2,098.9 4,674.5 ' 2,608.4 1,804.4 757.3
1994 2,575.6 2,240.9 4,816.5 2,538.3 1,685.8 650.2
1995 2,575.6 2,163.6  4,739.2 2,355.4 1,511.8 530.8
1996 2,575.6 2,086.2 4,661.8 2,186.4 1,351.9 433.5
1997 2,575.6 2,008.8 4,584.4 2,026.3 1,205.7 357.6
1998 2,575.6 1,931.5 4,507.1 1,879.5 1,077.2 293.0
1999 2,575.6 1,854.2 4,429.8 1,745.3 965.7 239.2
2000 2,575.6 1,776.8 4,352.4 1,614.7 861.8 195.9

Ry 56,713.1 31,701.9 22,832.9 12,052.6

(*) Note: These calculatlons are approximate and should not be construed as
' representing any official debt calculation



ANNEX D

Memorandum by Nancy Mctcalf on Currency Use Offset

on Sudan's PL 480 Title III Agreement



Date : October 21, 1983

Reply to
Attn of : Nancy Metcalf, REDSO/ESA/REFPO

Subject : Currency Use Offset Under Sudan's Title III Agreement

To : Robert Craig, GDO
Steve Mintz, ADPO

During a recent meeting with Victor Wahba on the Title III evaluation,
he asked if someone could clearly explain how the currency use offset mechan-
ism worked so that he could respond to questions from his Minister. The
following is an attempt to do just that. '

Title II1I of Public Law 480 authorizes multiycar agreements for the
purchase of a specific value of agricultural commodities to be delivered
over a period of years. :

In the case of Sudan the U.S. has agreed to extend credit for $100
million over a five-year pcriod ($20 million a year) for the purchase of
U.S. commodities.

‘Title III permats locai currency proceeds from the sale of such commodities
which are used for agreed development purposes to be credited against dollar
repayment obligations. Such proceeds must be deposited in a special account
and must be equal to the dollar value of the credit extended by the U.S.
Department of Agriculture for the purchase of the commodities.

That is, each year, no later than six months after the commodities have
arrived in Sudan the GOS must deposit the proceeds from the sale of such
commodities into a special account. If the proceeds do not equal the dollar
value of the credit extended by USDA (in this case around $20 million) the
GOS must make up the differcnce when depositing the local currency. The
rate of exchange prevailing on the date of deposit is used to calculate the
dollar value of the local currency.

As proceeds are spent for agreed purposes, the GOS is credited with
the dollar value of such disbursement. The rate of exchange prevailing
on the date of disburscment is used to calculate the dollar value of the
Credit earned. These credits ''forgive' the Title III repayments obligations
as they come due. After using accumulated credit for Title 1II repayment
obligations the GOS may use any remaining credit for other Title I debt
due that year.

Exchange rate fluctuations may mean that at the end of the agreement
local currency disbursed may not equal the dollar value of the credit extended.
However, it has been agreed that when all disbursements are made, all debt,
including interest, for the Title III Agreement is wiped out. Howcver this
"full forgiveness" docs not occur if credit has been used to pay other debt.
In that case total credit carned will equal the dollar value of disbursements
made, calculated using exchunge rate in force at the time of disbursement.
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Sudan's current currency offsct situation to date is shown on the
attached table.

If all credit curned is used to pay the Title 111 debt the whole $100
million plus interest will be forgiven. If it is used partially to pay other
Title I debt it is cstimated currently that Sudan will earn credit of around
$90 million. This would leave a balance of approximately $10 million plus
interest to be paid on the Title III Agreement. Interest on the Title III
Agreement will run somewhere around $65 million. Thus, if the GOS uscs all
credit earned to repay Title III debt only, after full disbursement of the
funds they will have earned $165 million in debt forgiveness. If used to
partially pay Title I debt, forgiveness will equal approximately $90 million.
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Title III

4/10/83
5/21/83

Title 1

10/ 1/82
10/ 1/82
10/ 1/82
10/ 4/82
4/ 1/83
4/ 1/83
4/ 1/83
6/ 5/83
6/ 8/83
6/30/83
7/ 3/83
7/28/83
8/17/83
9/26/83

Title 111

4/10/84
5/21/84

Title I

10/ 1/83
10/ 1/83
10/ 1/83
10/ 4/83

Sudan Title I and Title III Debt

U.S Fiscal Year 1983/84

FY 1083

$ 398,287,
398,561,

80
75

796,849,

7,307.

9,690.
39,552.
99,619,
38,666.

7,268.

9,637,
195,289,
90,514,
17,352.
51,152.
109,808.
377,938,
5.87 .

199,615

55

97
52
82
56
36
00
57
16
70
38
90
16
76

$ 1,253,414,

73

FY 1984

$  398,561.
398,287,

75
80

796,849.

7,042.
9,690.
37,779.
99,619.

(cont.)
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75

69
52
91
56


http:99,619.56
http:37,779.91
http:9,690.52
http:7,042.69
http:796,849.75
http:398,287.80
http:398,561.75
http:1,253,414.73
http:199,615.87
http:377,938.76
http:109,808.16
http:51,152.90
http:17,352.38
http:90,514.70
http:195,289.16
http:9,637.57
http:7,268.00
http:38,666.36
http:99,619.56
http:39,552.82
http:9,690.52
http:7,307.97
http:796,849.55
http:398,287.80

12/31/83 17,352.38

4/ 1/84 43,225.27
4/ 1/84 6,489.31
4/ 1/84 9,637.57
6/ 5/84 195,289.16
6/ 8/84 90,514.70
6/30/84 23,009.63
7/ 3/84 133,657.58
7/28/84 128,787.34
8/17/84 377,938.76
9/26/84 199,615.87

$ 1,353,777.22
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ANNEX E

Draft Scope of Work for the
PID Design of PL480 Title III
Program to Begin in FY 1985



Draft Scope of Work
for the F'ID Design of PL480 Title III Program
to Begin in FY 1985

Terms of Reference

PL 480 Title III, authorizes concessional food sales to eligible recipient
countries over a multi-year period, with:'provision for forgiveness of the
repayment obligations as agrecmcnts on 11cal currency uses for the approved
development program are satisfied. Title III is geared to assist low-incomé
(under $795 per capita income in 1981 terms), food-deficit countries which
have the potential to significantly raise agricultural production and are
comnitted to stimulating rural growth. Consistent with this commitment,
Title 11I's multi year commodity supply assurance and the potential for
forgiveness of loan repayments should provide incentives for recipient to
agree to significant policy and institutional reforms and development pro-

gram improvements.

In December 1979 the Govermment of Sudan and AID executed a § 100 million
five-year PL 480 Title I1I program. The final year of the agreement is
U.S. FY 1984. The last evaluation of the program in OctobetVVovember 1983,
recommended continuation of PL 480 assistance under this mechanism. It '
1s now necessary to develop a Project Identification Document (PID) re-
questing a new Title III agreement for Sudan.

Scope of Work

1) The PID should discuss the relationship of the Title I1IT proposed
program to the overall Mission CDSS as well as to thc administration's
foreign policy and market deveclopment objectives. The findings and re-
commendations of any agricultural or food sector studies should form part
of the justification for the program.

2) The PID should present in outline form, information on the food

gap production and consumption policies, the marketing and distribution
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problems, and the major elements of the overall program and its sub-
activities. In essence, the PID should summarize'the analysis of the food
and agriculture sector (focussing on constraints) which justify tue pro-
gram, The primary focus of the program should be on (a) improv}ng food
supply through activities funded in part via the generated local currencies
and (b) implementing policy and institutional reforms necessary to ensure
the successful completion of those activities. The PID will indicate how
the mission will measure program accomplishment tcward the attainment of
the above goals.

3) - The PID will ‘explain who will bencfit from the envisioned program.
This analysis will define the commodity beneficiaries and their needs, as
well as the beneficiaries from the use of the local currency proceeds and
the policy rcforms envisioned. It should indicatc why the target group(s)
or institutions have been selected and how the program benefits are expected
to flow.

4) The PID will present an estimate of program costs and projections
of annual commodity tonnage requirements, local currency contributions,

and the other resource contributions - human and financial - required of
the US via all “unding sources, the recipient country (Sudan), and other
donors.

5) The PID will review the managcment and administrative requirements
of the Title 1II program. It will dclincate rccomnended ways to improve
these essential activities from both the GOS and USAID perspective.

0) Finally, the PID will incorporate a time table and scope of work for
the Title I1I program paper. It will delineate the necessary technical
assistance required to accomplish that task.

Skills Required and Time Requirements: In the context of Sudan it is vital
that both the skills of an economist or agricultural economist, and

a food for peace or general development officer with Title III food aid
experience be employed in the develcpment of this PID. The mission may
or will have one, or both, of these skills on its staff. With respect to

time requirements, the PID design should not require more than 3 weeks,

partiéularly given the previous annual evaluations. However, the design

cannot occur until the mission has completed a more thorough analysis of
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the food grain market in Sudan and developed more complecte projections of
the demand and supply of wheat within that context. Given the time con-
straints on developing the PP and obtaining AID/W approval of both the PID
and PP, prier to the cnd of FY 1984, the key constraint is to obtain an
improved set of projections of the market for wheat.



ANNEX F

William Bateson's suggested Policy Relevant Research
Agenda re: Sudan's Wheat Market per his and Buraie
Adam's draft paper, entitled, '"Consideration on the
Establishment of a Producer Price for Wheat at Gezira,
1983/84", prepared for the Ministry of Agriculture,
Khartoum, October, 1983



Preparing for the 1984/85 Scason

The issue of a producer price for wheat will arise again in 1984.
Since conditions will have changed, the 1983/84 price will no longer be
appropriate. We suggest that the Planning and Agricultural Economics
Administration of the Ministry of Agriculturé initiate a program which will
resolve many of the uncertainities and ''guestimates' which are an unavoidable
part of this paper. At a minimum, the following research topics should be
considered:
1) An improved understanding of thc relationship between U.S. wheat fufure's
prices, FOB (U.S. Gulf Ports) prices and the CIF (Port Sudan) price. This
might be done by the Ministry of Conmmrce,'Cooperation and Supply in coop-
eration with international consultants. The output of this task could be in
terms of a simple model by which U.S. (future's market) prices are used to
estimate an FCB price and a published schedule of shipping rates is used to
compjte estimated shipping cosfs.
2) An improved budget of the economic and finanpcial costs of handling wheat
at Port Sudan. This might be part of a larger study on fhe costs of handling
agricultural commodities including inputs at Port Sudan.
3) A study of the economic.and financial costs of transporting wheat from
Port Sudan to scveral final destinations. ~This might be part of a larger
research effort to discover more about transportation costs in general,
including the cost of transporting agficultural inputs.,
4) A study of the extent of input subsidization in the production of wheat.
This study could be part of a larger study of the cost of production of
wheat (see 6 below) and of the existence of input subsidies to the agri-
cultural sector in general.
5) A study of the milling industry and of the elements which make up the

wheat-to-bread conversion coefficient in Sudan. Some work on this has been
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funded and will soon be available in preliminary form. Options for flour
blending, the introduction of a sorghum-wheat compositk flour and the
manufacture of different qualities of bread should be considered.

6) A re-evaluation of cost of production studies for wheat and the re-design
"of future studies to gencrate farm supply functions. This study can begin
with data already collected by personnel at Gezira and New Halfa. It should
include assistance to rescarch units at those schemes in terms of both
improved commutatipnal capacity and analytical skills. This study will be
important in the continuing controversy over Sudan's-comparative advantage
in wheat production and in developing a strategy to rcplace imports with
domestic production from Gezira and elsewhere.

7) A study of thc marketing behavior of Gezira, New Halfa and Northern
wheat producers. This study should be directed towards answering the
question of what supply elasticity to use in producer price policy consid-
erations. It will necessarily build on other studies mentioned above.

8) An improved study of the consumption effects of bread pricing policies.
The potential for analysis of consumer income effects arising from bread
pricing policies has not been fully explored by Sudanese researchers. Steps
arc now being taken to make the household consumption surveys fully available
to Sudanese researchers.

9) An improved understanding of savings and capital formation behavior of
wheat farmers in particular and tenants in the irrigated schemes in general.
The value of marginal net farm income relative to the benefits of lower
domestic bread prices which arises from a producer price below the econoric
import parity price is, in part, a function of the uses to which wheat
farmers put their marginal income. 1f it is a source of potential savings
and capital formation, it is obviously worth morc than if it is used

exclusively for consumption cxpenditures. A study of the savings behavior
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of wheat fammers will pe useful to policymakers in thcir'considerations.
10) A better understanding of economic value of the Sudanese pound. This
topic is placed last in this list not beciuse it is the least important

but because it is the most difficult, Loth analytically and conceptually.
Further, we presume that there are strongly held views about what the value
is and what it ought to be. Any study on this topic must involve agri-
culture because agriculture is the principal carner of commercial foreign
e;change. Given the sensitivity we perceive on this subject, this study

must be done very carefully and must be solidly documented.
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