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'\g*r-mcr‘wmcn*rs “NOT PROJECTED. BECAUSE OF RECENT

SION INTEREST IN SECTORAL ASSISTANCE PROGRAMS, AND
+AUSE, UNDER CERTAIN CIRCUMSTANCES SUCH PROGRAMS COULD
X FFFICACIOUS IN ACEIEVING POLICY RFFORM, I EAVE DECIDED

TO RESTATE AGENCY POLICY ON THESE PROGRAMS.

2. PROJECTS ARE A.I.L.°S PRIMARY MODE OF PROVIDING
ASSISTANCE. WHILE ALMOST ALL OF THE AGENCY’S PROJECTS

ARE, IN EFFECT, IN SECTORS, I EXPECT STCTORAL PROGRAMS
WILL ONLY BE APPROVEL UNDER EXCEPTIONAL CIRCUMSTANCES.
ACCORDINGLY, ANY DIPARTURE FROM PROJECT ASSISTANCE MUST

@ JUSTIFIED BY DEMONSTRATING TBAT TEE ALTERNATIVFE ASSIST-
ANCE VEHICLE LEADS TO MORE EFFECTIVE ACHIEVEMENT OF TEE
U.S GOVERNMENT S OEJECTIVES IN A GTVEN COUNTRY.- I CANNOT
STRESS ENOUGH THAT PROGRAM—SECTCR, ASSISTANCE IS EXCEP-
TIONAL AND MUST BE STRICTLY IN dONFORVITY WITF ThHIS
GUITANCE.

2. PROGRAM SECTOR ASSISTANCE FROVIDES FOREIGN EXCEANGF
COLLARS WHICH MAY NOT BE DIRECTLY LINKED TQ SPECIFIC

PROJECT EXPENDITURES. IN SOME SECTOR FROGRAMS, THE
FOREIGN EXCEANGE USES ARE NARROWLY LIMITED BY REQUIRING
THE IMPORTATION OF SFECIFIC GOOLS OR CATEGORIES OF GOODS
FROM SPFCITIC EXPORTING COUNTRIES; IN OTBER PROGRAMS TEE
FCREIGN EXCHANGE USZS ARE UNSPECIFI™D. SIMILARLY, THE
USES OF LOCAL CURRFNCIES GFNERATED 3Y TEF PROGRAM NEFD
TO Ex SPECIFIED IN CERTAIN INSTANCES RUT NOT IN OTHERS.
ECWEVER, IT I5 MECESSARY TO SPECIFY TEF USES OF FITFER
THE FOREIGN ZXCHANGE OR THE LOCAL CURRENCY GENERATIONS
iN EVERY SECTOR PROGRAM. TEE DEGREF TO WHBICHE TEE USES OF
FITHER FOREIGN EXCHANGE OR LOCAL CURRENCY GENERATIONS
NEEL TO EE SPECIFIED LEPENDS ON TEE PUEPOSF OF THE
SECTOR FROGRAM, AND WILL BE DISCUSSED IN PARAGRAPHS 13
TC 15.

4. PROGEAM SECTOR ASSISTANCE IS & NCN-PROJFCT VFEICLE
TEAT CAN BE FUNDED BY EITHER THE DA OR ESF ACCOUNTS. 1IN
MOST CASES TEE SOURCE OF FUNDING EAS NO BEARING ON TEE
ANALYSIS, DESIGN, IMPLEMENTATION, AND EVALUATION
EIQUIRZMINTS CF A SEZCTORAL PROGRAM. EQWEVER, PECAUSF
TBE FLE FERMITS USE CF ESF FUNLS FOR SHORT-TERM ECONOMIC
STAEILIZATION A RATIONALE NOT GENERALLY ACCEPTABLE FOR
LA FUNLING,, FSF SFCTORAL PROGRAMS EAVF AN ADDITIONAL
JUSTIFICATION THAT IS NOT APPROFRIATE TO DA PROGRAMS.

. FOF TEE PURPOSES OF A.I.D. ASSISTANCE, A SECTOR IS
LEFINED AS A SET OF ECONOMIC ACTIVITIES UNIFIED BY A
COMMON OUTPUT NARROW ENOUGE TO BAVE AN ANALYTICAL IDEN-
TITY, AND BROAD ENOUGB TO CONTAIN SIGNIFICANT INVESTMENT
AND POLICY ISSUES. TEUS ONE CAN SPEAK OF HEALTH OR
AGRICULTURE OR ENFRGY. OFTEN IT MAY BE APPROPRIATE TO
NARROW THE SECTORAL FOCUS TO A FARTICULAR SUBSECTOR -
E.G. LIVESTOCK Ok FORESTRY OR FRIMARY EFALTH CAREF.

€. TERE Ggé? OF PROGRAM SECTOR ASSISTANCE IS TO INCREASE
INCOMES PROVE TBEE DELIVERY OF SERVICES TO THE POOR
IN LDCS; THE QBJECTIVE OF PROGRAM SECTQRAL ASSISTANCE IS
THE ALLEVIATION OF FOUNLAMENTAL CONSTRAINTS INEBIBITING
TEEL GROWTE OF SECTORAL OUTPUT AND PRODUCTIVITY. ALL
SECTORAL FROGRAMS MUST BE JUSTIFIED IN TERMS OF BEING A
MCRE EFFICIENT VEEICLE FOR ACEIEVING TEIS OBJECTIVE THAN
TRATLITIONAL PROJECTS.
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11. ONCE THE OBJECTIVES OF THE PROGRAM BAVE BEEN

ILERTIFIED, THE SECTOR PROPOSAL MUST DOCUMENT THF
-BEASONS .A. SECTOR PROGRAM IS MORE LIKELY TO ACHIEVE THESE

OFJECTIVES TEAN A PROJECT OR SFFIES OF PROJECTS. SUCE A

+——JHSEL I CATLON -NAY-BE-LINKED--TO-TEEF FOLLOWING POSSIBLE
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ATVANTAGES OF SECTORAL PROGRAMS:

A SECTOR PROGRAMS CAN LEAD TC A MORE INTEGRATED AND
COMEREHENSIVE APPROACHE TO SECTORAL DEVELOPMENT NEEDS,
PARTICULARLY WITE RESPECT TO FCCNOMIC POLICY. TFOK
EXAMPLE, INPUT PRICES ARE LINKEL TO FOOD GRAIN PRICES
WEICE ARE LINKED TC CASE CRO? PRICES; TEERFFORE £ POLICY
REFORM FACKAGE NEFIS TO BE BASET ON AN UNDERSTANDING OF
TBEE LINKAGES.

Bi POLICY REFORM MAY BE MORE EASILY ACHIEVED WITE
PROGRAM SECTOR ASSISTANCE PECAUSE: 1, TEF ASSISTANCF IS
NON-PROJECTIZED ;AND THEREFORE MORE HIGHLY VALUED BY THE
BOST COUNTRY EECAUSE OF TEE GRFATER LATITUDE PROVIDED
FOR THE USE OF THE FOREIGN EXCHANGE ,; 2 IT WILL TEND
TO CONCENTRATE AID FUNLS IN ONE LARGER UNIT TEAN ANY OF
A SERIES OF SPECIFIC FROJECT INTERVENTIONS; AND 3; IT
IS CIRFCTED AT TEE AFPROPRIATE IEVEL, AND LEADS TO
CISCUSSIONS WITH APPROPRIATE LIDC OFFICIALS SECTOR
POLICYMAKERS).

TC FROGRAM SECTOR ASSISTANCE IS AN IDEAL VEHICLE FOR
PROVIDING RECUREENT COST ASSISTANCE. WHEN SUCE A PROGRAM
IS CONSISTENT WITH THE AID FOLICY PAFER, "RECURRENT COST
PROPLEMS IN LDCS .

12. PROGRAM SECTOR ASSISTANCE FUNDED BY THE ESF ACCOUNT
CAN BE JUSTIFIEL IN TERMS OF PALANCE OF PAYMENTS SUPPORT
AND ECONOMIC STABILIZATION. SUCE A SECTOR PROGRAM MAY
BAVE TWO CBJECTIVES: ~PROVIDING RESOURCES TO REDUCE TEE
EALANCE OF PAYMENTS CONSTRAINT, AND THE ACHIEVEMENT OF -
INCREASEL SECTORAL PRODUCTIVITY AND OUTPUT, - - -

17. TEF DEGREE OF SPECIFICITY NFCESSARY IN PROGRAMMING
THE USE OF THE FOREIGN ZXCHANGE MUST BE DETERMINED BY
TBE PURFOSES OF TEX PROGFAM ANL TEF DETAILS OF TEE
COUNTRY SITUATIOM. WHERE POSSIELE, SPECIFICITY IN TERMS
Or CATEGORIES OF GOOLS TO PX PURCEASED OR SOURCE/ORIGIN
O0r SUCE GOODS, <SUCH AS U.S. PRCCUREMENT, IS PREFERRED.
HCWEVER, IN SOME CASES , EITHER BECAUSE OF THE
TRALITIONAL TEATE PATTERNS OF - PARTICULAR COUNTRY OR
BECAUSE SFECIFIC COMMOTITY PROGRAMS WOULD DECREASE
SUBSTANTIALLY THE RATE LT WHICE FOREIGN EXCEANGE IS
CISPURSED AND THUS DIMINISHE THE EFFECTIVENESS OF THE
PROGRAM, IT IS NOT NECESSARY TC SPECIFY TEE USF OF TBE
FOREIGN EXCHANGE. IN SUCH A SITUATION IT MUST BE -
DEMONSTEATED TEAT TYING ASSISTAACE TO U.S. PROCUREMENT
DECREASES THE EFFECTIVENESS OF THE SECTOR PROGRAM. -

14. SIMILARLY, TEF DEGREE TO WBICE USES OF THF LOCAL
CURRENCY GENERATED BY PROGRAM SECTOR ASSISTANCE NEED TO
B SPECIFIED DEPENDS OK TEE SECTORAL CONSTRAINTS BEING
ALDRESSED. IF THE FOREIGN EXCHANGE USES ARE NOT
SFECIFIXD THEN LOCAL CURRENCY GENERATIONS MUST BF
PROGRAMMEL. IN .MOST CASES LOCAL CURRENCY USES SHOULD BE
CONNECTEL TO THE POLICY REFORMS BEING UNDERTAKEN. -TWO-
BANGLADESE SUBSECTOR PROGRAMS ARE INSTRUCTIVE IN TEIS
REGARD. THE FERTILIZER DISTRIBUTION IMPROVEMENT PROGRAM

CONSTRUCTING WAREHOUSES, BOTH INTIMATELY PELATED TO THE

USED FOREIGN EXCBANGE FOR IMPORTING FERTILIZER ANT J&
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CONSTRUCTING WAREHOUSES, BOTH IANTIMATELY RELATEb %O THE

.REFORMS INVOLVED IN TRANSFERRING FERTILIZER -MARKETING TO

THE' PRIVATE SECTOR. 1IN THIS CASE LOCAL CURRENCIZS WERE
NCT PROGRAMMED. TEE RURAL FINANCE PROGRxM, ON TEF OTEFR
HANL, USED THE FOREIGN S5XCHANGZ SOLELY TO PURCHASE LOCAL
CURRENCIES WEICE WERE TEEIN PROGRAMMFD INTO THF RURAL
CRELIT SYSTEM. 1IN THIS CASE THE FOREIGN EXCHANMNGE USES

WERE NOT SPECIFIED. - -

EVEN WHERE A.I.D. IS CLOSELY INVOLVED IN
PROGRAMMING LOCAL CURRENCIES THIS NEED ;NOT IMPLY A
CIRECT ROLE IN PROJECT DESIGN, IMPLEMENTATION AND
EVALUATION, WEICE I3 FRIMARILY TEE RESPONSIBILITY OF THE
HOST CQUNTRY. A.I.D. SHOULD BY CONCERNED WITE GENERAL -
CATEGORIES E.G., INCREASING THE EFFICIENCY OF TRE- -
AGRICULTURAL EXTENSION PROGRAM, BUT NOT NECESSARILY WITH
T3E SPECIFIC DESIGN OF A PROJECT TO ACCOMPLISE TEAT
GOAL. IN SUCH CASES, A.I.D. WOULD MONITOR THE KOST
COUNTRY S PERFORMANCE IN MEETING TEF AGREED UPON
OFEJECTIVES. OQUR ASSISTANCE SHOULD BE TRANCEED AND
LISEURSEMENT TIED TO ACCEPTABLE PERFORMANCE.-YEERE
FOSSIBLE, TFE PROGRAM SHOULD BT DESIGNED TO ACCOMMODATE
MCST OF THE IMFORTANT POLICY UNLETKRTAKINGS AS CONDITIONS
PRECEDENT TO DISBURSEMENT OF THE ASSISTANCE.

1€. IF A BINDING CONSTRAINT ON SECTORAL DEVELOPMENT IS
THZ SCARCITY OF RESOURCES <CAPITAL AND/OR RECURRENT
GOING TO A GIVEN SECTOR, TEEN INCREASING TEF LEVEL OF
GOVERNMENTAL RESOURCES DIRECTED TOWARD THAT SECTOR IS A
LEGITIMATE POLICY OBJECTIVE. BCWEVER, A.I.D MEEDN'T
REQUIRE INCREASES IN REAL OR NOMINAL BUDZET QUTLAYS.
FCR A NUMBER OF REASONS REDUCTICN IN OVERALL GOVERNMENT
EXFENDITURES MAY BE CALLED FOR,. THE AID SECTOR - -
ASSISTANCE PROGRAM SHCULL BE DESIGNED TO ASSURE TEAT TEE
LEVEL OF GOVERNMENT RESOURCES IS APPROPRIATE TO THE
IMPCETANCE OF TEE SECTOR IN TEE COUNTRY'S DEVELOPMENT,
THE PRO®ER ROLE OF GOVERNMENT IN THE SECTOR, AND THZ
OVERALL LEVEL OF GOVERNMENT RESCURCES AVAILARLE. IN
SOME CASES THIS MAY MEAN NO CHANGE, OR EVEN A REDUCTION
IN GOVERNMENT EXPENDITURES IN 2 GIVEN SECTOR, WEILE IN
OTHERS IT MAY MEAN AN INCREASE.

1?7. THE SAME OVERALL COUNTRY CRITERIA FOR DETZRMINING
WEETEER OTHER FORMS OF ASSISTANCE SEOULD BT LOAN OR
GRANT FINANCED WILL ALSO APPLY TO PROGRAM SECTOR
ASSISTANCE. -

1€. A FEW EXAMPLES OF EXISTING, OR PROPOSED SECTOR
ASSISTANCE PROGRAMS MAY HELP CLARIFY HOW PROGRAM SECTOR
ASSISTANCE CAN BE USED EFFECTIVELY:

A IN BANGLADESE, A.I.D. LINKEL IMPORTS OF

FERTILIZER TO POLICY CHANGES IN FERRTILIZER PRICING AND
MARKETING. AS A RESULT OF THIS PROGRAM:

I, FARMER ACCESS TO FERTILIZER HAS GREATLY INCREASED;
II PRICES\Pﬁin_ElsgiRMERS FOR FERTILIZER UNDER TEE-

NEW MARKETING SYSTEM™ARE.ACTUALLY LOWER THAN THOSE PAID
UNDER THE OLD SYSTEM; o -

IIT A NEW CLASS OF FRIVATE WHOLESALERS DEVELOPED AS
INTERMEDIARIES. TEUS TEE USE OF A NON-PROJECT VEEICLE,
FERTILIZER INPUTS, WAS CONNECTEL TO A SUBSTANTTAL POLICY
CHANGE WEICH, IT IS EXPECTED, WILL HAVE SUBSTANTIAL -~
BENEFICIAL EFFECTS ON THE ENTIRE AGRICULTURAL SECTOR.
ik, _SEVERAL-YEARS AGO, THE AGENCY APPROVED A- SECTOR
LOAN" THAT WOULD NOT BE ACCEPTABLE UNDER THE TERMS-0OF
TEIS GUIDANCE. 1IN TBE FIRST PLACE, TEIS SECTOR PROGRAM
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