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ACTION MEMORANDUM FOR THE DIRECTOR, USAID/MALAWI

Date: September 26, 1991 , ,(,
-~
From:  David E. McCloud, pm('/‘/éf' =

Subject: Agricultural Sector Assistance Program
(NPA No. 612-0239; Project No. 612-0235)

I. : You are requested (a) to approve and authorize the
Agricultural Sector Assistance Program (612-0239) with a three year life of
program and a funding level of $20,000,000, (b) to approve and authorize the
Agricultural Sector Assistance Program Support Project (612-0235) with a five
year life of project and a funding level of $10,000,000, and (c) to approve a
noncompetitive waiver for an agroforestry activity under the ASAP Support
Project. While being approved and obligated separately, the Program and
Project share one Program Assistance Approval Document (PAAD). The Program
amount will be fuily obligated in FY 1991; the Project amount will be
incrementally funded, with the FY 1991 obligation being $2,960,000.

IT. DISCUSSION
A. Backaground

Malawi has one of Africa’s strongest economic performance records,
but aggregate data masks structural weaknesses, particularly in the
agricultural sector. Real GDP grew by 3.7% in 1988, 4.6% in 1989, and an
estimated 4.8% in 1990. Thus, even with Malawi’s relatively high population
growth rate of 3.22% per annum (p.a.), real GDP growth per capita has been
achinved. Growth in the agricultural sector has been impressive, but it has
been primarily commercial estate based, not smallholder based. The real value
of estate production grew by 5.2% p.a. during the 1980s, compared to
smallhoider production real growih of 0.4%. As a result, the benefits of
over;ll growth have not accrued to the overwhelming majority of Malawi’s rural
population.

The low smallholder growth rate is indicative of conditions amongst customary
landholders. Malawi’s customary agricultural sector has become increasingly
crowded, and now is characterized by very small farms - 55% have less than one
hectare and more than 80% have less than two hectares. Credit, inputs and
extension services tend to find their way only to the less than 20% of farmers
who have more than two hectares. Customary landholders generally have
difficulty (through legal, administrative and practical barriers)
participating in the cash crop economy. Given the increasingly smaller sizes
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of customary farms and relatively few opportunities for urban employment, it
is not surprising that at least 30% of the rural population engages in

of f-farm employment in order to survive. Many of these are rural laborers or
estate tenants who often work under uncertain contractual conditions.

ASAP has been designed to assist the Government of Malawi (GOM) to restructure
the agricultural sector by 1iberalizing agricultural production and marketing
systems and by fostering transparency in tenant and laborer terms and
conditions of employment, in order to increase agricultural productivity,
empioyment and incomes particularly among Malawi’s poorer rural population.

B. Summary of Program Description

The goal of ASAP is to increase agricultural productivity,
employment and incomes. Its purpose is to increase smallholder access to
agricultural inputs, output markets, cash crop production alternatives and
labor market information. The program comprises both nonproject assistance
and project assistance. The NPA component is planned in two phases, each
involving disbursements of $20,000,000 against satisfaction of agreed-to
conditions. The first phase includes two planned tranches, in FY92 and one in
FY93. The proposed second phase, which will require an amendment to the PAAD
and the grant agreement and refinement of the policy reform agenda, is
intended to include a tranche release in each of FY 1994, 1995 and 1996. The
project component has a total value of $10,000,000 and extends over a period

of five years.

The policy reform agenda is divided into four themes: production and
marketing of crops; efficiency of input delivery; equity in the agricultural
sector; and crop diversification. The overall intent of this agenda is to
restructure the agricultural sector in such a way that smallholders on
customary land and agricultural laborsrs and tenants have available to them
the opportunities, mechanisms, and resources to participate in and help drive
sectoral growth and development. Within the smallholder subsector, the
program is working at three levels: (1) to liberalize the overall production
and marketing environment for cash and food crops; and, more specifically, (2)
to 1iberalize the production of burley tobacco, Malawi’s premier cash crop and
currently the best opportunity for smallholders, and (3) to help improve
conditions of employment for estate laborers and tenants through support for a
more open labor market.

Reform initiatives inciude the following: increasingly opening up the
production of burley tobacco to smallholders, and establishing the necessary
support and marketing mechanisms which will allow smallholders to undertake
this production and to seil the burley through a variety of larketin?
channels; supporting smallholder production of all cash crops by alleviating
constraints in the areas of credit, inputs, extension delivery systems, and
marketing; improving the flow of price and production information to
smallholders, and of labor market information to estate laborers and temants;
and encouraging environmentally sound agricultural development policies.
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Project activities support various aspects of the program. The establishment
of an agricultural policy research unit at Bunda College of Agriculture will
strengthen Malawi’s capability to define and analyze agricultural policy
fssues and to identify policy options. A series of studies will be funded,
some through the Bunda activity and some separately, which will investigate
specific issues and result in action plans to overcome policy, administrative
and practical constraints to increased productivity and income generation.
Food security project activities will help address the issue of smallholders’
meeting basic nutritional needs while taking advantage of newly available cash
crop production opportunities. Support for agroforestry extension will lower
production costs for smallholders for whom tie relatively high price and low
availability of chemical fertilizers inhibit increases in productivity.
Finally, in recognition that increasing agricultural preductivity may improve
the well-being of rural Malawians but also may exacerbate current
environmental problems, the program will support the establishment of a
monitoring unit which will assess on 2 regular basis the environmental impact
of reform initiatives as well as that of other GOM and donor activities.

Implementation of ASAP wil! involve the Ministry of Finance (MOF), Ministry of
Agriculture (MOA), Department of Economic Planning and Development (EP&D),
Department of Research and Environmental Affairs (DREA), and Bunda College of
Agriculture, as well as USAID and other participants including U.S.
universities, private voluntary organizations, and contractors. The intent of
the design of program and project implementation is to place responsibility
with the Government of Malawi for the development of policy reform initiatives
and for their execution. A Program Implementation Committee, chaired by the
Ministry of Finance, will oversee overall program implementation, and
subcommittees will be established to monitor and assist with implementation of
specific components. A Program Management Committee also will be established,
consisting of Principal Secretary-level members including the USAID director
and chaired by the Secretary to the Treasury, to monitor achievement of
program objectives. Majcr commodity and service procurement will be handled
by A.1.D. A procurement plan and implementation schedule are included in the
PAAD.

A summary of the program/project illustrative budget appears below. As noted
in an earlier paragraph, phase two of the program, covering FY94- 96, will
include a planned additional $20,000,000 of NPA, as well as a possible
increase to project component expenditures.

The NPA funds will be disbursed by A.1.D. in three separate tranches, expected
to occur during the first quarter and second quarters of FY92, and the second
quarter of FY93. The funds will be disbursed into a separate, interast
bearin? special account, under the management of the Reserve Bank of Malawi,
and will not be commingled with funds from any other source. Disbursements by
the Reserve Bank from the special account will be against requests, approved
by the Bank in accordance with procedures agreed to between the GOM and USAID,
by commercial firms for foreign exchange to import goods not included on a
negative 1ist. The Bank will maintain records adequate for the tracking of
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program dollars, and will report periodically to USAID about disbursements
from the account. Local currency in amounts equivalent to the original dollar
disbursements will be deposited also into a noninterest-bearing special
account maintained with the Reserve Bank, and will be programmed with the GOM
as general budgetary support to the Ministry of Agriculture, Bunda College of
Agriculture, and the Department of Research and Environmental Affairs. Based
on guidance in ‘91 State 204855, a determination that, in accordance with GOM
financial regulations and policy, central government accounts are not held in
commercial banks nor in interest-bearing accounts with the Reserve Bank will
be signed by the Mission Director and held on file in the Mission.

Project funds will be used in accordance with the budget presented below and
the procurement pian included in the PAAD.

(US$ 0C0’s)

ITEH EYo? EY93  EYo4  EY9S  EY96 IOTAL

NPA 10,000 10,000

Agricultural Policy 1,272 962 672 531 153 3,590
Reseaich Unit

Agroforestry Extension 544 561 154 153 164 1,576

Food Security 389 423 450 463 402 2,127

Environmental 206 170 127 503
Monitoring Unit

Studies, Implementation 430 500 530 1,460
and Management

Monitoring, Evaluation 40 163 46 49 70 368
and Audit

Contingency 114 109 17 46 30 376

Project Subtotal 2,995 2,888 2,056 1,242 819 10,000

Grand Total 12,995 12,889 2,055 1,242 819 30,000

A comprehensive monitoring and evaluation plan is included in the PAAD. There
will be annual evaluations, as well as separate monitoring studies. It is
expected to incorporate three annual program evaluations into the workplan of
the Bunda College agricultural policy research unit, and funds for that
purpose are included in the unit’s budget line item. The midterm and final
evaluations, however, will be organized independently of any individual
project component.

As part of the design process, the following analyses were conducted: social
soundness, political risk, economic, institutional and environmental.
Summaries of each are included in the PAAD, and full versions (with the
exception of the political risk and environmental analyses) are available as
annexes.
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IT1. PAIP ECPR Issues and Special Concerns

A. The following issues were raised during review of the PAIP in AID/W,
and have been addressed as noted:

1. GOM commitment to a "level playing field": Given the major
structural reform implicit in ASAP, a specific commitment by the GOM to the
program was determined to be necessary. The GOM has submitted a letter of
intent in which it states its commitment, including the following statement:
"We recognize that this is a commitment to a 1iberalized agricultural economy
in which there is equal access to the means of production and where there are
no barriers to market entry or other practices that discriminate against or
reward any category of farmer.”

2. Political risk analysis: An analysis was conducted, and
concludes, "There is 1ittle doubt that substantial political risks remain in
undertaking the ASAP program. The program can be easily jeopardized if
political leaders do not push aggressively for its full implementation. ...
Despite these risks there are strong reasons for moving forward with the
program. The most important is that if it is successful, it promises a very
substantial equity impact, and, in the longer run, the possibility of a much
more broad-based economic growth path for Malawi."

3. Minimum wage and land rental fees: During the ECPR it was
suggested that neither of these issues should be specifically addressed by the
program, and neither is now included.

4. Monitoring and evaluation plan: A specific concern raised was
that the monitoring and evaluation plan should demonstrate linkages between
program activities and achievement of strategic objectives. The PAAD includes
a comprehensive monitoring and evaluation plan, and in that plan the linkages
mentioned are clearly identified.

5. Jobacco activities and Bumpers: Because program activities
concern the production of tobacco, a question was raised about the program’s
compliance with relevant restrictive legislation. A GC/AFR determination
states, "The proposed ASAP activities would not violate either section 521(a)
or Bumpers [both in the FY9] Foreign Assistance Appropriations Act], and it is
not necessary to examine the other factors under those statutes.”

B. The following "special concerns" were raised, and have been
addressed as follows:

1. DFA statute: Three specific concerns were raised: the level of
local involvement during ihe design process, the program’s impact on
vulnerable groups, and the impact on the envircnment. There was substantial

during the design process, in addition to the involvement of
GOM officials. Individual and groups of smallholders were visited and
interviewed, as were both small and large estate owners and representatives of
the growers’ association. ADMARC buying centers were visited, and smallholder
sales of burley observed. Regarding the program’s
, a major emphasis of the program’s reform agenda is to improve the
well-being of customary landholders with less than 1.5 ha, and to improve the
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well-being of female smallholders. Increased income and employment
generation, as well as improved nutritional status, for these groups are
expected impacts of the program. The program’s potential negative impact on
the country’s patural resource base was an additional concern. Increasing
agricultural productivity which is the objective of the policy reforms could
have negative environmental effects. To monitor the environmental impact of
policy reforms as well as other agricultural development activities, the
program will support the establishment and operations of an environmental
monitoring unit within the Department of Research and Environmental Affairs.
This unit will work with 1ine ministries such as MOA and Ministry of
Forestry. In addition, the program includes the extension of agroforestry
techniques, which reduce the need for chemical fertilizers and introduce soil
erosion barriers and fuelwood sources.

2. Dollar tracking and local currency generatijon and yse: Ouring
the ECPR, it was noted that in order for the Mission to not require dollar
tracking, the Congressional Notification (CN) had to include the appropriate
language. In addition, it was recommended that the Mission not require local
currency generation. Subsequent to the ECPR, the Africa Bureau approved a
waiver to not require dollar tracking, and the appropriate language was
included in the CN. As a result, throughout the PAAD design process, it was
the Mission’s intention to require neither dollar tracking nor local currency
generation. A similar path was being followed for the Mission’s other major
NPA new start, the GABLE Program. The ASAP CN was not released, however,
apparently over the dollar tracking issue. As a result, during the Mission’s
PAAD review session, about one week prior tc obligation, it was decided that
both dollar tracking and local currency generation would be required. (The
following day, the CN was released.) Fortunately, the Mission’s Regional
Legal Advisor (RLA) was resident for another 30 hours, and all the necessary
revisions to the Program Grant Agreement, Authorization and PAAD have been
made, and discussions with the GOM about relevant technical issues have been
held. A separate Action Memorandum has been prepared for the Director’s
signature to approve the use of a noninterest-bearing local currency account

under the program.

4. Initial Environmental Examination: The ECPR noted that the
Initial Environmental Examination (IEE) should describe the possible negative
environmental impact of reform measures, and how these would be mitigated.
Based on this guidence, the Mission prepared and submitted a revised IEE which
was approved. The IEE is attached to the PAAD as an annex.

5. Gender impact: The program’s differential impact on males and
females was questioned. This issue was addressed directly in the social
soundness analysis, and is addressed in the program design, which has as one
emphasis improving women’s access to opportunities in the agricultural sector.
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Iv. Program Revisions from PAJP to PAAD

There is a high degree of correspondence between the PAIP and the PAAD, with
the principal differences apparent in the more precisely defined reform and
activity agenda of the PAAD. At the goil and purpose levels, the PAIP and
PAAD remain essentially the same. The six themes of the PAIP were, through
Jiscussion and analysis, refined and reduced to four. The major difference i
that now marketing and production options feature more prominently in the
PAAD. The emphasis shifted to clearly highlight the development of increased
marketing and production options for smallholders, in particular those with
less than 1.5 ha and including but not limited to burley, so as to raise
agricultural productivity, rural incomes and general well-being. Support for
improving conditions for estate laborers and tenants and for .
institutionalizing an agricultural policy research capability remains. The
areas which are nc longer directly addressed concern estate land use and the
GOM’s capacity to manage land use. However, a major environmental monitoring:
activity and a study of land tenure issues have been included. As recommended
in the ECPR cable, the monitoring and evaluation plan is considerably more
developed than at the PAIP stage. The ECPR comments regarding dollar tracking
and allocations of local currencies have, unfortunately, been superceded by
events which will now require tracking and allocations. Finally, while the
PAIP identified the Mission offices for ASAP management, the PAAD has devoted
considerable effort to defining the roles of the various GOM entities and
project committees in program and project implementation.

V.  Other Requirements

A. Docymentation

1. Statutory checklist: The statutory checklist is included as an
annex. Detail is provided concerning the program’s relevance to specific
Development Fund for Africa (DFA) priorities. An explanation is provided to
satisfy the requirement of Section 611(a)(2) of the FAA concerning any
required legislation and its 1ikelihood of being passed.

2. Naiver: A waiver is attached as an annex to the PAAD, and will
be approved along with the PAAD, for the noncompetitive award of a cooperative
agreement with Washington State University for the provision of services in
the field of agroforestry extension.

3. Source/Origin: The authorized A.I.D. Geographic Code for
procurement of goods and services, with the exception of ocean shipping, air
travel and transportation services, is Code 935 and Malawi. Shipping and air
travel/transportation regulations are specified in the Program Grant
Agreement. Generally, all reasonabie efforts are to be made to maximize
procurement of goods and services from the U.S.

4. TJechnical reviews: Relevant sections of the PAAD have been

reviewed by.RLA, Regional Commodity Management Office (RCMO), and the Mission
Controller (CONT). A1l clearances hive been noted on the PAAD clearance sheet.



B. Iwenty-five Percent Host Country Contribution .

Phase one of the program is expected to generate MK 56 million in counterpart
funds (at the current exchenge rate of U.S.$1=MK2.8). These funds, excluding
the 5% contribution to the USAID Trust Account, will bte used to support
overall program objectives through budgetary support to the relevant GOM
entities as discussed above. This amount amply exceeds the required 25
percent host country contributicn of $10 million equivalent.

VI. Mission Review

The Mission review was held on Thursday, September 19, 1991. In
attendance were representatives of all relevant Mission divisions as well as

the RLA. The following issues arose.

1. As explained above, dollar tracking and local currency
generation and programming had to be incorporated into the program design.
This has been accomplished.

2. For the program to succeed, close collabcration with the GOM
during all stages of implementation will be required. It was agreed that
while the program design inccrporated this in various ways, nonetheless the
Mission would have to be constantly alert to the need for continuous
interaction with GOM counterparts.

3. The GOM’s letter of intent had not been received. This was
received the following day.

4. The AID/W requirement that it receive the letter of intent, the
policy matrix and the zroject budget prior to fieid authorization had been met
for the latter two items, but not the first. Tne letter was received on
Friday, September 20, and was sent by fax to AID/W that afternoon, thereby
meeting all of the above three requirements.

5. Consistency of phraseology among the various component documents
had to be verified. This has been completed.

6. A host country contract is anticipated for the construction
activity at Bunda College. While a preliminary review has indicated that the
University of Malawi is qualified to execute such a contract, a formal review
by A.I.D. is required prior to implementing that activity. It was agreed that
such a review would be completed by a relevant technical specialist prior to
any disbursement for that activity.

The review committee also discussed the status of negotiations, the general
acceptance of the program within Malawi, all ECPR issues and special concerns,
and outstanding actions and a schedule for their completion.



VII. Delegation of Authority

An ad hoc delegation to the field was necessary. Delegation was granted
in State 63922, subject to the following conditions:

1. senior AID/W dialogue with GOM officials and participation in PAAD

review;

2. Delegation of Authority 551 requirements met, with the exception of
the dollar amount limitation; and

3. submission to AID/W of illustrative budget for projectized
activities, detailed policy matrix, and the GOM letter of intent.

A1l of the above conditions have been met. It should be noted that while
there was not nersonal AID/W participation in the PAAD review, during the
recent visit by the Deputy Assistant Administrator for the Africa Bureau the
program was discussed at length, and the AID/W desk officer for Malawi
contributed substantially to the drafting of the PAAD during a three week TDY
devoted wholly to that purpose.

VIII. Recommendations
That you sign:

1. the attached PAAD Facesheet for the Agricultural Sector Assistance
:rogram, thereby approving a life of program amount and obligation of
20,000,000;

2. the attached Project Data Sheet and Project Authorization for the
Agricultural Sector Assistance Program Support Project, thereby 2pproving a
life of project amount of $10,000,000 and an initial obligation of $2,960,000;

and

3. the attached noncompetitive waiver for the agroforestry activity
with Washington State University.

Attachments:

1. PAAD Facesheet/Authorization
2. Project Data Sheet

3. Project Authorization

4. Noncompetitive Waiver

5. PAAD

Drafted by: DMcCloud, PID:(Z4L ;
Clearances: TLofgren, PID; a— 9/{1@
‘ JHale, AFS: /
RMahoney, PAt:

RAmin, CONT:
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AGRI SECT TANCE PROGR
F RIPTION

The attached PAAD contains a full justification for, and this facesheet
approves, a program assistance grant in the amount of $20,000,000, to support
policy reforms and other activities in Malawi which will increase smallholder
(i.e., individuals cultivating customary land) access to agricultural inputs,
output markets, cash crop production alternatives, and labor market
information (the "ASAP Program”). The Program grant will be disbursed in
three separate tranches over a three-year period, subject to satisfaction of
certain conditions precedent outlined below. The PAAD contains justification
for a $10,020,000 Support Project to assist with the implementation of the
reforms and other activities contemplated by the Program, which Project is
subject to a separate authorization and project grant agreement. This PAAD
also discusses a Phase Two for the same Program which will be the subject of
amendments to both this PAAD and the Program Grant Agreement.

Pursuant to Chapter 10 of the Foreign Assistance Act of 1961, as amended, and
provisions of Title II of the FY 1991 Foreign Operations, Export Financing and
Related Programs Appropriations Act, under the heading "Sub-Saharan Africa,
Development Assistance”, I herebhy approve for obligation the three-year,
nonproject assistance component described herein. The Program Grant Agreement
shall contain the following essential terms 2nd conditions, together with such
other terms and conditions as are deemed appropriate by A.I.D.:

Conditions Precedent to Disbyrsement

Conditions Precedent to First T-anche. Prior to the first tranche of the
Grant, which shall be Four Million U.S. Dollars (US$4,000,000), Grantee shall,
except as A.I.D. may otherwise agree in writing, furnish to A.I.D., in form
and substance satisfactory to A.I.D., evidence that:

(a) Grantee has designed, announced and implemented an interim customary
landholder registration system, acceptable to A.I1.D., which will be managed
and staffed by Ministry of Agriculture ("MOA") personnel and which will result
in participating customary landholders being issued with quotas in their own
names;

(b) not less than 3.5 million kg of burley tobacco production quotas
have been allocated to customary landhoiders who have been registered for
issuance of quotas in their own names, with the exception of receipt of
official certification of individual quota amounts;

(c) Grantee has adopted a credit plan, acceptable to A.I1.D., that
provides full details concerning the provision of necessary credit to
customary-land burley tobacco quota holders for the purchase of inputs for the
1991-92 season;
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(d) Grantee has adopted a plan, acceptable to A.I.D., that provides full
details concerning the second payment to customary-land burley tobacco growers
who produced burley under the World Bank-sponsored pilot smallholder scheme
during the 1990-91 season;

(e) Grantee has adopted a plan, acceptable to A.I.D., that provides full
details concerning the timely supply of fertilizer and seed sufficient to meet
the requirements of the customary land burley tobacco producers registered
with the MOA in accordance with the condition stated in paragraph (a) above;

Conditions Precedent to Second Tranche. Prior to the second tranche of
the Grant, which shall be six million U.S. Dollars (US$6,000,000), Grantee
shall, except as A.1.D. may otherwise agrece in writing, furnish to A.I.D., in
form and substance satisfactory to A.I.D., evidence that:

(a) Grantee has issued official individual production quota
certificates, which are recognized by any marketing entity, to customary
landholders in a total amount of 3.5 million kg of burley tobacco;

(b) Grantee has legalized and publicly announced, in a manner acceptable
to A.I.D., that customary landholder burley can be legally purchased by
quota-holding burley tobacco estates within an estate’s own quota;

(c) Grantee has adopted a detailed plan acceptable to A.1.D. for the
dissemination of market price information in each Agricultural Development
Division, for a mutually agreed-to list of agricultural commodities;

(d) Grantee {is requiring that terms and conditions of tenancy and of
casual and permanent labor be posted on all estates;

(e) Grantee has adopted a plan, acceptable to A.1.D., for monitoring the
environmentai impact of reforms implemented as part of the Agricultural Sector
Assistance Program;

(f) Grantee and A.1.D. shall have jointly approved an implementation
schedule for studies (described in more detail in Annex 1) which are intended
to be financed by the related Agricultural Sector Assistance Program Support

Project and for the development of related action plans in the following areas:

(1) Alternative Marketing Channels for Smallholder Producers
(2) Credit Plan for Smallholders
(3) Private Sector Distribution of Seeds and Fertilizer

(4) Legislative and Administrative Barriers to Smallholder Crop
Production and Marketing

(5) Impediments to Private Sector Maize Marketing

(6) Improved Extension Service to Small Custumary Landholders
(7) Crop Diversification Opportunities and Constraints

(8) Pricing of Tenants’ Burley Production



Conditions Precedent to Third Tranche Prior to the third tranche of the
Grant which shall be ten million U.S. Dollars (US$10,000,000), Grantee shall,
except as A.1.D. may otherwise agree in writing, furnish to A.1.D., in form
and substance satisfactory to A.1.D., evidence that:

(a) Grantee has designed, implemented and announced by September 1,
1992, a permanent customary landholder burley registration system, acceptable
to A.1.D., which will be managed and staffed by MOA personnel and which will
result in participating customary 1andholders being issued with quotas and
quota certificates in their own names. In accordance with this system, quota
holders will be entitled to sell their production to any legal marketing
entity.

(b) not less than 7.0 million kg. of burley tobacco production quotas
have been allocated to individual customary landholders, quotas which can be
recognized by any legal marketing entity;

(c) Grantee has adopted a plan, acceptable to A.I.D., whereby, for the
1992-93 growing season, all custemary landholding burley producers can
purchase]burley seed from ATC, NSCM, ADMARC and any other authorized burley
seed outlet;

(d) Based on the study described above, on the topic of alternative
marketing channels for smallholder farmers, Grantee shall have completed the
following actions in a manner acceptable to A.1.0.;

(1) designed and begun to implement a system whereby estates can
purchase burley from quota-holding customary landholders in
excess of the respective estates’ individual quotas;

(2) Legalized, and publicly announced the legality of, the sale of
burley by quota-holding producers to any marketing agent who

complies with criteria agreed to between the Grantee and A.1.D.;

(e) Grantee shall have submitted to A.1.D. a Joint report by September
1, 1992, on the evaluation of the 1991-92 smallholder burley scheme, conducted
by Grantee, A.1.D., the Worid Bank, and other donors as appropriate;

(f) Grantee shall have completed an evaluation cf the method of
establishing prices paid to tenants for burley tobacco, and shall implement
evaluation recommandations, as mutually agreed to by the Grantee and A.1.D.;

(g) Grantee shall have clarified and publicly announced, in a manner
acceptable to A.1.D., the adjudication procedures for estate-tenant disputes
and estate-labor disputes;

(h) Grantee shall have implemented the market price information system
as approved in accordance with the second tranche condition (c) noted above

(i) Grantee shall have developed action plans acceptable to A.1.D. in
the following areas:
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(1) Alternative Marketing Channels for Smallholder
Cash Crops

(2) Credit Plan for Smallholders

(3) Private Sector Distribution of Seeds and
Fertilizer

(4) Private Sector Maize Marketing
Specia) Covenants

: Of burley tobacco quotas issued to customary
landholders, Grantee shall see that an increasing proportion is allocated to
customary landholders with less than 1.5 ha, and an increasing proportion is
allocated to women.

Grantee shall conduct regular monitoring of
the environmental impact of reforms implemented as part of this Program, and
report to A.I.D. its findings annually.

Apnual Evaluation: Grantee shall conduct annual evaluations of the
smallholder burley scheme, and report its findings to A.I.D.

' The Grantee covenants that, except as
A.1.D. may otherwise agree in writing:

(a) It will maintain a Special Local Currency Account in the Reserve
Bank of Malawi, or such other institution as the Parties may mutually agree
to, and, following each disbursement of U.S. dollars hereunder, will deposit
or cause to be deposited therein currency of the Republic of Malawi in a sum
equivalent to such U.S. dollar disbursements under this Agreement, calculated
at the exchange rate specified in the Program Grant Agreement below on the
date dollars were disbursed. Funds in the Special Local Currency Account will
not be comingled with local currencies from any source other than the Program
financed pursuant to this Agreement. )

(b) It is agreed that, except for any funds made available to USAID, all
local currencies in the Special Local Currency Account will be used only for
general budgetary support to the Ministry of Agriculture and Bunda College of
Agriculture, in such proportions as Grantee and A.I.D. may later determine.

Utilization of Dollars, Dollars disbursed hereunder will be used only
for importation of commodities from the United States and other countries
included in A.1.D. Geographic Code 935, by private individuals and by
commercial firms operating in Malawi. No grant funds will be used to finance
military or paramilitary requirements of any kind, including the procurement
of commodities or services for those purposes; for luxury goods; for goods
having their source or origin {or for providers ot services, their
nationality) in countries not included in A.I1.D. Geographic code 935 as in
effect at the time orders are placed or contracts are entered into for such
goods or services; nor for the payment of debt if such debt was incurred for
the purpose of financing any transaction not permitted by the Program Grant
Agreement, including Annex 1 thereto.
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Project Authorization

Name of Country: Malawi
Name of Project: Agricultural Sector Assistance Support Project
Number of Project: 612-0235

1. Pursuant to Title II of the Foreign Operations, Export Financing and
Related Program Appropriations Act of 1983 (Sub-Saharan Africa, Development
Assistance), I hereby authorize the Agricultural Sector Assistance Project
(the "Project”) for Malawi (the "Cooperating Country®) involving planned
obligations of not to exceed $10,000,000 in grant funds over a five year
period from date of authorization, subject to the availability of funds in
accordance with the A.1.D. OYB/allotment process, to help in financing foreign
exchange and local currency costs for the Project. The planned life of the
Project is five years from the date of initial obligation.

2. The Project consists of assistance to the Cooperating Country to support
policy reforms designed to increase smallholder access to agricultural inputs,
output markets, cash crop production alternatives, and labor market
information, in order to increase agriculitural productivity, employment and
incomes.

3. The Project Grant Agreement, which may be negotiated and executed by the
officer to whom such authority is delegated in accordance with A.1.D.
regulations and Delegations of Authority, shall be subject to the following
essential terms and covenants and major conditions, together with such other
terms and conditions as A.1.D. may deem appropriate.

4.A. Source and Oriqgin of Commodities, Nationality of Services

Commodities financed by A.I.0\. under the Project shall have their source and
origin in the United States, in the Cooperating Country, or in countries
included in Geographic Code 935, except as A.I.D. may otherwise agree in
writing.

Except for ocean shipping, the suppliers of commodities or services shall have
the United States, the Cooperating Country, or other countries included in
Geographic Code 935 as their place of nationality, except as A.I.D. may
otherwise agree in writing. Ocean shipping financed by A.I.D. under the
Project shall, except as A.I.D. may otherwise agree in writing, be financed
only on flag vessels of the United States or Code 935 countries. Air travel
and transportation shall be financed only on U.S. flag air carriers to the
extent they are available. Procurement of commodities and services of U.S.
source, origin and nationality shall be maximized to the extent practicable.



8. Conditions Precedent
(1) cConditions Precedent to First Disbursement

Except as A.1.D. may otherwise agree in writing, prior to any disbursement
under the Grant, or to the issuance by A.I.D. of documentation pursuant to
which such disbursement will be made, the Grantee shall furnish to or have
furnished to A.1.D., in form and substance satisfactory to A.I1.D., a written
statement setting forth the names and titles of persons holding or acting in
the Office of the Grantee and of any additional representatives, and
representing that the named person or persons have the authority to act as the
representative or representatives of the Grantee, together with a specimen
signature of each such person certified as to its authenticity.

(2) Conditions Precedent to Disbursement for Ministry of Agriculture
{MOA) Food Security Activity

Except as A.1.D. may otherwise agree in writing, prior to disbursement of
funds for the component of the Food Security Monitoring and Policy Development
activity located in the Ministry of Agriculture, or to the issuance by A.I.D.
of documentation pursuant to which such disbursement will be made, the Grantee
shall furnish or have furnished to A.I.D., in form and substance satisfactory
to A.1.D., a plan which demonstrates that all GOM positions required for
implementation of that activity will be filled within a two-year period,
including the source of funding for the costs involved.

(3) Conditions Precedent to Disbursement for Department of Economic
Planning and Development Food Security Activity EPSD Food Security
Activity

Except as A.1.D. may otherwise agree in writing, prior to disbursement of
funds for the component of the Food Security Monitoring and Policy Development
activity located in the Department of Economic Planning and Development, or to
the issuance by A.1.D. of documentation pursuant to which such disbursement
will be made, the Grantee shall furnish cr have furnished to A.1.D., in form
and substance satisfactory to A.1.D., a plan which demonstrates that ail GOM
positions required for implementation of that activity will be filled within a
two-year period, including the source of funding for the costs involved.

C. Covenmants

(1) The Parties agree to establish an evaluation program as part of the
Project. Except as the Parties otherwise agree in writing, the program will
include during the implementation of the Project:

(a) evaluation of progress towards attainment of the objectives of the
Project;

(b) identification and evaluation of problem areas or constraints which
may inhabit such attainment;

(c) assessment of how such information may be used to help overcome such
problems; and,

\
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(d) evaluation, to the degree feasible, of the overall development impact
of the Project.

D. Maiver

A noncompetition waiver for an agroforestry extension activity to be
contracted with Washington State University is included as an annex to the
Program Assistance Approval Document.

ot G Haske,
Carol A. Peasley /7

Mission Director
USAID/Mal awi

27 Sub. 178/
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Date:
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I. T RY

The Agricultural Sector Assistance Program (ASAP) focuses on increasing
agricultural productivity, employment and incomes through improved smallholder
access to agricultural inputs, outputs markets, cash crop production
alternatives, and labor market information. To achieve these objectives, the
program includes both nonproject and project assistance as support for policy
reforms and agricultural sector restructuring by the Government of Malawi

(GOM) .

Malawi has one of Africa’s strongest economic performance records, but
aggregate data masks structural weaknesses, particularly in the agricultural
sector. Since independence in 1964, the economy has grown at nearly three
times the pace of sub-Saharan Africa as a whole. While there have been hills
and valleys to the growth curve over time, recent performance has been .
strong. Real GDP grew 3.7% in 1988, 4.6% in 1989, and an estimated 4.8% in .
1990. Thus, even with Malawi’s relatively high population growth rate of

about 3.2%, real GDP growth per capita has been achieved. Growth in Malawi’s -

agricultural sector has been especially impressive, but it has been primarily
commercial estate, not smallholder, based. The real value of Malawi’s estate
production grew by 9.6% p.a. during the 1970s and 5.2% p.a. during the 1980s.
By comparison, the value of smallholder production during the 1980s grew by
only 0.4% p.a.

The low smallholder growth rate is indicative of conditions amongst customary
landholders. Malawi’s customary agricultural sector has become increasingly
crowded, and now is characterized by very small farms - 55% have less than one
hectare which is insufficient to supply the family’s basic nutritional needs -
and more than 80% have less than two hectares. Credit, inputs and extension
s2rvices tend to find their way only to the less than 20% of farmers who have
more than two hectares. Customary landholders generally have difficulty
(through legal, administrative and practical barriers) participating in the
cash crop economy. Given the increasingly smaller sizes of customary farms
and relatively few opportunities for urban employment, it is not surprising
that at least 30% of the rural population engages in off-farm employment in
order to survive. Many of these are rural laborers vr estate tenants who
often work under uncertain contractual conditions.

ASAP is designed to assist cutomary landholders with small farms, and rural
laborers and tenants, through support for GOM reform initiatives and through
the implementation of project activities. Given the breadth and complexity of
the reform package, the program has been designed in two phases. Both phases
are organized around four themes:

Theme 1: Production and Marketing of Crops;

Theme 2: Efficiency of Input Delivery;

Theme 3: Equity in the Agricultural Sector; and

Theme 4: Crop Diversification.
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expected to include an additional $20 million in cash disbursements over a
three year period. The project component has a total value of $10 million,
with a five year life covering both phases. Annual evaluations will be
conducted, with more major efforts in years three and five, to assess in
particular the impact of the program on the intended beneficiaries. A
comprehensive monitoring and evaluation plan has been developed, witn specific
impact indicators which should allow a fair assessment of program
accomplishments.

The policy matrix is presented on the following pages.



MALAWI AG

NCE PROGRAM:

#|GOAL:

: To increase agriculturai productivity, employment and incomes
:1PURPOSE: To increase smalihoider access 10 agricultural inputs, output markets,
cash crop production alternatives, &nd labor market information

Theme 1:

Production and Marketing of Crops

PHASE ONE Tranche 1

PHASE ONE Tranche 2

PHASE ONE Tranche 3

PHASE TWO Tranche 4 **

PHASE TWO Tranche 8°°

PHASE TWO Tranche @ **

(1) Design, anncunce and

1001/82 buriey growere; and

(4) implemect fertilizer
supply plan for 100182 burley
growers

- Adopt and announce ssocond
: payment plan for 1000/81

: smaiiholder buriey growers
:which provides sufficient

;lotbmloyptoduaim

= For 199182 crop yeer, MOA to:

- For 1001/82 orop year,

MOA to compliste regietration
|procees by having lssued oficie!
individual smeliholder burley
production quota certificates for
3.6 mil kg emaelttholder production

= For registered sraltholders,
|tegatize and snncunce purchase
of smeltholder buriey by estates
within an estate’s own quota

= Complete design of public
information program on tYmely
ocolleciion and disssmination of
ocommodity prices on ADD besils

- Complete echedule for following

studies and for development of

associated action plans:

— ARernalive mer:Sing
channele for emaliholder
producers

- res0urces 10 repay loane assumed] — Legisiative/administrative

barriers 1o emaltholder crop
production and marketing

— Private sector maize
maerketing

- Compilete plan for environmenta!
monitoring

- For 1992/83 crop year,
MOA to issue individual

quola centificsies for
7 mil kg recognized by any
logal marketing emity

for customary landholders

legelize and announce

channel study)

- Compiete action plan for

smaithoider burley production

- By /1782, design, announce
and implement permanent buriey
registration criteria/procedures

- For nﬁldoud smalthoiders,

marketing of emaltholder buriey
both by estates in addition to
ostates’ own quota, and by other
acceptable marketing entities
(based on aiternative marketing

= Permit emaltholder purchase of
buriey seed from ATC, NSCM,
ADMARC, and other legal entities

- By %192, compiete svaluation
of 91/82 smatihiider buriey ccheme
including impact on berneficiaries

= implement program to publicize
commodity price information

- development of alternative
marketing channels for cash crops

ket

- For 1983/804 crop year,

MOA 10 issue individual
smaliholder buriey production
quota certificetes for

8.5 mil kg recognized by any
lega! marketing entity

- implement agreed upon
changes from 9192 burley
evaiuation and evalusie §2/893
experionce

- Compiete action plan, based on
study, on promating privete
sector maize marketing

- Earfier action plans and
project activities implemented

« For 1994/886 crop year,
MOA lessue individual
smakitholder buriey production
qucta oertificates for

9.2 mil kg recognized by any
legal marketing entity

= implement agreed upon
changes from $2/83 buriey
ovaluation and evaluste §3/04
oxperience
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project activities implemenied
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POLICY MATRIX

"PHASE ONE Tranche 1

PHASE ONE Tranche 3

PHASE TWO Tranche 4 *°

PHASE TWC Tranche 5 **

PHASE TWO Tranche 8 **

- Complete acticn plans in

follovring areas, based

compieted studies:

-— Smattholder credit plan

— Private esctor distribution
of sced and lertilizer

~ Compilete design ol study to
oxamine land use & land
tenure issues vie a vis estate
registration backiog

- Execute study & prepare
action pian for land use & land
tenure issuee

- Earlier action plans
implemented

= Complete action plan for
development and implementation
extension modules for small
customary landhoiders

- Earlier action plane
implemented

~ Earfiler action plane
implemented

Theme 3:

Equity in the Agriculture Sector

PHASE ONE Tranche 1 PHASE ONE Tranche 2 PHASE ONE Tranche 3 PHASE TWO Tranche 4 ** PHASE TWO Tranche 8 °° PHASE TWO Tranche 8 **
- Require porting on eetates ~ Clarify adjudication procedures
of terme and conditions of for estate-tenant disputes &
fenancy and casual and eosiate labour disputes
permanent labor
- Evaluate method of establishing
- Smaliholder/estate interface prices paid to burtey tobacco
study planned tenants, and if necsssary approve
revised pricing structure
‘Theme 4: Crop Diversification

‘PHASE ONE Tranche 1

PHASE ONE Tranche 2

PHASE ONE Tranche 3

PHASE TWO Tranche 4 °*

PHASE TWO Tranche 5 **

PHASE TWO Tranche 8 °*

Revissd September 8, 1901

= Complete schedule for crop
diversification study and
development ol action plan

= Complete action plan to
implement crop diversification
study recommendations

- Action pian implemented

- Action plan implemented

** Phase two actions will be further defined based on studies and waluitiom comiuclod duting phase one



11. BACKGROUND
A. Macroeconomic Performance

Malawi’s economy is severely handicapped by a unique combination of
problems, notably poor resource base, high population density, and by being
landlocked and far from any sea port. The country has an area of 94,200,000
square kilometers and a population of about 8.1 million, estimated to be
growing at 3.22% annually. The country has no substantial mineral resources
but is endowed with moderately fertile soils, ample water resources, and a
climate favorable to production of many crops - consequently, agriculture
dominates the economy. Agriculture contributes 35% tc the Gross Domestic
Product (GDP), accounts for 90% of export earnings and absorbs 80% of the

labor force.

The country faces formidable impediments to economic growth including: (a)
high population growth, resulting in a severe strain on natural resources,
food supply and social services; (b) limited employment opportunities relative
to its fast growing labor force; (c) under-developed human resources; (d) a
narrow export base concentrated in three commodities (tobacco, tea and sugar);
and (e) extremely high transport costs to the sea due to closure of transport
routes through Mozambique.

Despite these problems, Malawi has had one of the best economic performance
records in Africa. Since Independence in 1964, the economy has grown at
nearly three times the pace of sub-Saharan Africa as a whole. However,
macroeconomic growth has not been even and the 27 years since Independence can
be divided into four major economic periods: economic growth (1964-1980);
stabilization and structural adjustment (1981-1985); exogenous shocks and
Tag;cecono?ic distortions (1986-1987); and renewed adjustment and growth
1988-1990) .

Malawi’s economic growth between 1964 and 1980 was impressive: GDP doubled,
resulting in real per capita GDP growth of 3 percent per year. Growth was
fueled by export-oriented agriculture, with modust contributions from a
nascent manufacturing sector based on agro-processing and simple import
substitution. The policy environment was particularly supportive: capital
and labor were priced to reflect the country’s abundance of labor; trade and
foreign exchange policies maintained a competitive exchange rate, low import
duties, and relatively high import levels; domestic savings were generated and
plowed into the estate sector, albeit on the back of the smallholder sector;
and, tight money policies kept inflation low.

By the late 1970s, growth was derailed by a series of shocks, including:
soaring oil prices; plummeting agricultural prices which reduced the value of
Malawi’s agricultural exports; gradual disruption of transportation through
northern Mozambique; and drought. These difficulties exposed certain
underlying weaknesses within the economic fabric of Malawi and opened the door
for Government to become a more assertive actor in economic decision making
than had previously been the case.

Structural weaknesses within the economy included: lack of export
diversification; slow growth in the smallholder sector; and, the import
dependence of industry, energy and transportation. The increasing role played

M
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by Government was revealed in growing trade and macroeconomic distortions
including: exchange rate overvaluation and import distortions arising from a
tightly administered foreign exchange allocation system; growth of an
inefficient parastatal sector; rising fiscal deficits; burgeoning current
account deficits; and dramatic increases in external commercial borrowing for
projects of dubious economic merit.

During the 1980's with the support of the donor community, led by the World
Bank and the International Monetary Fund (IMF), Malawi entered into a
stabilization and structural adjustment effort of significant proportions. As
a result of reforms undertaken within the context of the IMF’s Stand-bys,
Extended Fund and Enhanced Structural Adjustment Facilities, and the World
Bank’s Structural Adjustment Loans and Sectoral Adjustment Credits, the
Government managed to reduce expenditures and the fiscal deficit ratio,
improve the current account balance, contain domestic aggregate demand,
realign the exchange rate, anrd allow GDP to grow again.

Just as these gains were becoming established, new shocks struck, led by the
closure of Mozambique ports, renewed drought, and further deterioration in the
terms of trade. Government’s response to these shocks was to maintain
spending through domestic borrowings and to again allow mild appreciation of
the Malawi kwacha. Continued stabilization and structural adjustment efforts
redressed these concerns and began to reach into the structure of various
sub-sectors of the economy. With external assistance, Government redoubled
its efforts to restore domestic and external balances and reduced the fiscal
deficit. Streamlining parastatal activities and increasing their operational
efficiency reduced both subventions by central government as well as
parastatal borrowings within the economy. Government was able, therefore, to
sharply reverse its domestic borrowings, thereby reducing monetary demand
pressures and increasing the availability of credit to the private sector. At
the sametime, reforms within the industrial sector had virtually dismantled
the system of foreign exchange allocation controls and streamlined import and
export procedures.

As a result of these reforms, coupled with substantial donor flows, the
economy has responded remarkably. Just as the Government has out-performed
targets set for it on such items as fiscal deficit to GDP ratio, so too has
the economy grown faster that expected. Real GDP grew by 3.7% in 1988,
followed by 4.6% in 1989, 4.8% for 1990 and an estimated 4.4% in 1991. USAID
monitoring of the industrial sector shows that small-and-medium-scale
employment has increased substantially while real wages have been maintained.
Industrial production continues to expand and the unit value index for
domestic export production shows a marked improvement which suggests either
agro-processing of exports has increased or that diversification into higher
valued export crops has occurred.

Thus the reforms which Government has undertaken have been significant and,
although interrupted by difficult events, sustained over a lengthy period of
time. Macroeconomic indicators have responded encouragingly to these reforms,
and real per capita GDP gains are beginning to become noticeable.
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B. Social Indicators of Development

Despite the laudable effort, commiiment and success with respect to
macroeconomic reforms and growth, Malawi’s indicators of human welfare have
failed to show substantial improvements. Malawi is one of the poorest
countries in the world with a per capita income of US$160. About half the
population 1ives below the level of absolute poverty, with an annual per
capita income of less that 1'°$36. About 85% of the population 1iving below
absolute-poverty levels con.:sts of smallholder farmers with less than cne
hectare of land (some 55% of all smallholders).

In the mid-1980s, fully 15% of infants died before reaching age one, and
nearly one-third died by age five. High as these statistics are, they are
rising as a result of increasing incidence of chloroquin-resistant Malaria an
of pediatric AIDS. Thus, 1990 figures show that in one district, the Infant
Mortality Rate (IMR) increased to approximately 178 and is expected to
continue to rise.

Malaria and AIDS are only part of the story. Malnutrition, whether measured
by physical stunting or weight for age statistics, is endemic. Recent
national level statistics indicate that 35% of all children are malnourished
less thin 80% of the normal weight for age. The same survey shows that 56% o
all children could be classified as physically stunted - two or more standard
deviations below average height for age.

Literacy is another often quoted secial indicator of development against whicl
Malawi performs poorly. Using primary school enrollment as a proxy for
literacy, only 43% of 5 to 13 year olds were enrolled in primary school in the
1988/89 school year. Although the number of students has increased by 34%
between 1984/85 and 1988/89, the number of school-aged children grew even
faster. The result is a falling proportion of the age cohort attending
school. When disaggregated according to gender, the statistics show that
girls are less likely than boys to begin school in the first place, and once
in attendance, are far more likely than boys to drop-out before completing
primary school. Important to note in this regard is that improved nutrition,
as well as fertility reduction, is positively associated with female school

attendance.

It is not surprising therefore to see that diminishing per capita food
production is of growing concern in Malawi. Efforts to i )rove on-farm food
security throu?h on-farm production are undermined by dir..nishing average farn
size. By the late 1980s, 55% of smallholders had less than the one hectare
minimum required to meet the nutritional needs of a family, given current
production practices. The food security situation declines dramatically for
the 23% of farm families, predominately female headeu, who hold less than 0.5
hectares. As a result of these factors, life expectancy in 1986 was only 46
years whereas the average for all low income and developing countries was 61

years.

The seriousness of this situation is reflected in the title and contents of
the March 1990 World Bank Country Economic Memorandum entitled, "Malawi:
Growth Through Poverty Reduction." This report, which was the focus of the
1990 Donor Consultative Group Meeting, seeks to refocus donor and Government
of Malawi reform efforts on sectoral programs which can take into account



improvements in the quality of life in Malawi while adhering to macroeconomic
adjustment and growth programs. :

C. Ihe Agricultyral Sector
1. Ihe Setting

Malawi has experienced significant growth in its agricultural
sector, but this growth has been primarily estate, not smallholder, based. As
a result, combined with the country’s high population growth rate and lack of
opportunities in the industrial sector, the smalliholder rural sector has
become increasingly crowded and less productive, with more than half tha farms
having less than one hectare - insufficient to grow adequate food for a
family, with current technologies.

The value of Malawi’s estate-based agricultural production has grown
impressively since independence. Malawi’s tobacco estates entered the
international tobacco market aggressively and profitably when the
international boycott on trade with Rhodesia was enacted, and over time have
established their market share. The real value of Malawi’s estate production
grew by 9.6% p.a. during the 1970s; and even during the slow-growth '80s, the
real value of estate production grew by over 5.2% p.a. The value of output
has grown with all three estate-based crops (tea, sugar and tobacco), and,
taken together, exports of these crops grew to the point where they
constituted 85% of total exports by the late 1980s.

Estate-based agricultural growth coincided with strong GDP growth,
particularly in the 60s and 70s, resulting in a diminished contribution of
agriculture to GDP: an estimated 58% contribution at independence became just
34% by the close of the 80s. Thus, an image was established of an
agricultural sector which, while in need of diversification, was nonetheless
growing within a reasonably developing economy. The smallholder sector was
often overlooked, however.

At the same time that estate production was performing so well, smallholder
production was declining markedly in per capita terms. The decade between
1978 and 1988 saw the value of smallholder production grow by only 0.4% per
annum, while population grew by an estimated 3.2% per annum, not including the
rapid influx of refugees. In addition, lack of employment opportunities
within the industrial sector, combined with declining real wages in industry
during most of the 1980s, kept nearly 85% of the population in the rural
sector.

As a result of growing population pressures and lack of opportunities
elsewhere, Malawi’s traditional agricultural sector has become increasingly
crowded, and now is characterized by very small farms - 55% with less than one
hectare; 20% with one to one and one-half hectares; and less than 20% with
more than two hectares. Not surprisingly, therefore, at least 30% of the
farming population engages in off-farm employment in order to survive. But it
is a meager existence, and Malawi’s poor social development indicators
notwithstanding, the traditional sector produces over 80% of the nation’s food
using mainly unimproved maize varieties and the most rudimentary technologies
(manual land preparation, hand weeding, 1ittle or no fertilizer nor pesticide,
and rain-fed conditions).

s
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Given the importance of the agricultural sector to the vast majority of
Malawi’s population, improvements in agricultural production, particularly in
smallholder production, are central to any development strategy. Beginning
with the World Bank’s Agricultural Sector Adjustment Credit (ASAC) program in
1990, the Government of Malawi and the donor community began working together
to improve the capacity of Malawi’s agricultural sector to contribute to
sustainable growth, food security and poverty reduction. ASAP, along with the
World Bark’s ASAC and other donor programs, has objectives that focus on
sectoral adjustment to enhance smallholder opportunities.

2. Domestic Production

Approximately 1.3 million smallholder families cultivate
customary land, producing about 85% of the Malawi’s basic food supply of
maize, groundnuts, pulses, cassava, sorghum, millet, and rice. Most food
crops are grown for home consumption, and ADMARC, the state marketing board
and principal purchaser of smallholder production, only purchases about 15% of
smallholder’s maize. On average, subsistence needs absorb nearly ali the land
and labor resources in the smallholder sector. But among certain
sub-populations resources are insufficient to meet subsistence needs. For
example, 55% smallholder families have plots less than one hectare, an area
insufficient, at current productivity levels, to supply the family’s basic
nutritional needs. For the additional 20% of families living on one to one
and one-half hectares, land resources are barely adequate to produce both
subsistence requirements and an occasional small surplus. Consequently, only
20% of the rural population has access to adequate of land to produce a
consistent surplus. Increasing population pressures, a fixed land base,
limited rural purchasing power for fertilizer and HYV seeds, and continuous
monocropping all have drastically reduced soil fertility levels. Thus, the
majority of smallholder land and labor is devoted to maize production with
disappointing returns. Many must resort to off-farm employment in order to
survive. The majority of households deplete their own food supplies three to
four months before the annual maize harvest and become net purchasers of
staple food. Chronic malnutrition for half of all rural children, and
seasonal under-nutrition for many low income adults, result from this
situation, and help explain the low energy reserves available for critical
field operations.

Maize production accounts for approximately 85% of the total food crop area
and provides 75% of the nation’s caloric requirements. Only 15% of production
enters into domestic trade, but it is an amount which leads to
misunderstandings about domestic foodcrop production. ADMARC tripled its
maize purchases from smallholders in the first half of the 1980s, enabling
Government to fill the newly established Strategic Grain Reserves nearly to
capacity (180,000 tons) and to export more than 300,000 tons of maize between
1983-86. During roughly the same period, however, ADMARC’'s domestic sales of
maize fell markedly despite sustained gross domestic production. Thus, while
the population grew by over 16% during the period, total consumption declined
by 8%. Moreover, national maize production does not meet national nutritional
requirements: per capita production of maize is 20% below requirements.
Therefore, although marketed surpluses give the appearance of national food
security, it is an 11lusion. Most smallholders consume inadequate Jevels of
the staple food, and demand for cash may force some food-deficit smallholders
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to sell maize following harvest which they cannot afford to replace later in
the season.

At present, only 30% of smallholders apply any fertilizer and the vast
majority of this input is directed to low yielding maize varieties. Current
HYV maize varieties are not widely planted by smallholders due to relatively
poor village storage and processing characteristics This situation should
improve in 1991-92 with the release of 400 tons of seed for a hard endosperm
HYV maize variety which is suited to village storage and processing needs.

Groundnuts rank second in importance to maize, are grown with almost no
purchased inputs, and compete directly with maize for scarce land and labor.
The crop is grown by over half a million farm families. The nearly 200,000
hectares of groundnuts are traditionally cultivated by women. Smallholder
groundnut production has decreased from 88,000 tons in 1988 to 17,000 tons in
1990 due to short seed supplies and price disincentives. Supply has been
extremely price responsive, with marketed volumes changing as relative prices
(maize/groundnut) and market options (private traders vs ADMARC) shifted.

An estimated 100,000 smallholders, or less than 8% of the smallholder
population, grow 25,000 tons of seed cotton annually on 40,000 hectares. It is
especially important in the extreme southern areas which are too arid for
respectable maize yields. High labor requirements make cotton production
attractive, but low producer prices paid by ADMARC offset such advantages.
Pest control accounts for 80% of cash production costs and low producer prices
do not motivate farmers to take adequate preventative measures.

Only 1,000 tons of wheat, or 6% of domestic consumption, are produced in
Malawi due to predominately high temperatures which result in poor stooling,
early ripening and a reduced growth period. Sorghum and millet are
traditionally grown in the drier areas of the Shire Valley and the southern
lakeshore area, and are principally used in home brewing of traditional beer.

3. [Export Production

Tobacco, tea and sugar are Malawi’s primary export crops
followed by arabica coffee, macadamia nuts, cashew nuts and guar beans.
Tobacco is by far the most significant crop, accounting for over 30% of GDP
and over 60% of total domestic export earnings. It is exported to
manufacturers in 60 countries through four buyers, and is processed for the
domestic market by British American Tobacco.

Malawi produces six types of tobacco: burley, flue-cured, Northern Division
dark-fired, Southern Division dark-fired, oriental, and sun-air cured. Burley
and flue-rured tobacco are the major foreign exchange earners, and, prior to
the 1990/1991 crop, were produced exclusively on estates. Auction sales by
estates of burley and flue-cured tobacco amounted to about 87% of total
tobacco export earnings in 1990, with the balance coming from
smallholder-produced fire-cured and sun-air cured tobacce. Production of
estate flue remained relatively static during 1986-1989, whereas estate burley
increased by an average of 26% per year during the same time period, and
smallholder dark-fired and sun-air decreased by an average of 14% due to
discouragingly low pass-through prices to farmers from ADMARC. When ADMARC
prices for dark-fired increased by 35%, production more than tripled.

2
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Tobacco estates, which until the 1990/91 crop were the only legal producers of
flue-cured and burley tobacco, were started by the Malawian elite in the 1960s
and the 1970s. However, the estate sector has dramatically altered in
ownership composition and size during the 1980s, with a tremendous increase in
the number of estates and a corresponding fall in the average size of estates
and average quota. In 1980, there were 814 burley estates with an average
quota of 20,000 kg each. By 1989, there were more than 9,000 burley estates
with an avera?e quota of 7,000 kg each. Today, approximately 15,500 estates
produce 85 million kg of tobacco on 70,000 hectares, with 70% of these estates
being 1ass than 30 hectares and with 50% of the estates having average quotas
of 5,000 kg. Burley is generally grown under a tenancy system established in
the 1920s. Typically, tenants live on estates, produce tobacco on
estate-owned land using estate-furnished production inputs advanced on credit,
are supplied with monthly maize rations, and sell tobacco to the estates at
government administered prices.

Prior to 1990/91, smallholders were allowed to grow only four types of tobacco
on customary land: Northern Division dark-fired, Southern Division dark-fired
(more 1ightly fired), sun-air cured, and oriental. In 1990, 73,000
smallholder growers (6% of smallhoider families) produced 15 million kg of
tobacco on 30,000 hectares. Smallholders must market their entire production
through the parastatal marketing corporation, ADMARC, which historically has
passed through only one fifth of auction floor prices to smallholder growers.
For 1990/91, under the World Bank-sponsored ASAC program, about 6,000
smallholders were registered to plant burley. Actual production statistics
are not available, but it is estimated that approximately one million kg. of
burley was produced in 1991 by smallholders.

Unattractive returns on investment, due to a large extent to low prices paid
by ADMARC, have prompted a decline in the production of smallholder dark-fired
and sun-air cured tobacco. However, a recently announced two-tier pricing
structure for ADMARC-purchased tobacco is intended to improve returns to
smallholders and thereby to increase production. Production of dark-fired
tobacco fell from 15,000 tons in 1985 to less than 5,000 tons in 1989, and of
sun-air cured from 1,600 tons in 1985 to a mere 372 tons in 1989. Finally,
Malawi’s production of smallholder oriental tobacco declined from a high of
600 tons in 1982 to 100 tons in 1988. An increase in ADMARC’'s pass-through
tobacco prices to smallholders in 1991 from 20% to 45% and above elicited an
enormous producer response: an estimated 24 million kg of dark-fired tobacco,
the largest ever in Malawi’s history.

Jea is produced mainly on estates owned largely by British firms. In
addition, an estimated 3,700 smallholders grow approximately 2% of the tea on
11% of the tea area. Smallholders grow tea under the supervision of the
Smallholder Tea Authority, a parastatal. The potential for expanded tea
production is almost entirely dependent on yield increases, since little
additional land suitable for growing tea exists: the higher and more evenly
distributed rainfall and high altitude conditions found in the Southern region
" are not duplicated elsewhere in Malawi. Total exports of 42,000 tons in 1990
generated $47 million in export revenue or 13% of total domestic exports.
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The sugar industry is comparatively new, growing in significance since the
early 1970s. Prior to 1979, Malawi was a net importer of sugar, but now
approximately 75% of the current production of 200,000 tons is sold on the
domestic market as refined sugar and the balance is exported as raw sugar.
Malawi has a 20,000 ton quota for exports to the EEC and a 10,000 ton quota
for the USA. In 1990, 60,000 tons of sugar were exported at a total value of
$30 million. Most of the cane is estate-grown. One company, Dwangwa, has a
small outgrower scheme including 200 smallholder growers.

is a minor crop with a few hundred smallholders growing 7% of
the coffee on 520 hectares in the northern area under the Smallholder Coffee
Authority, and 12 estates producing 200 tons of coffee from 900 hectares in
the southern highlands. Malawi will never be a major producer of coffee due
to limited suitable land area with the required rainfall and temperature
conditions. Coffee ranks fourth as a foreign exchange earner with 1990
receipts totaling $12 million.

Malawi’s annual production of macadamia nyts, 17 tons, has recently ranked the
nation as the world’s third largest producer of these valuable nuts, behind
Hawaii and Australia. Until recently, it has been legally defined as an
estate crop. However, the long establishment period of 5 yeirs to first crop,
and 15 years to full maturity, combined with climatic requirements and
processing difficulties to effectively constrain smallholder production.

Cashews are grown commercially by smallhold rs along the central and southern
lakeshore area. Until recently Malawi’s small crop of 70 tons was exported to
India for further processing. Several characteristics lend themselves to
smallholder production: cashew trees are drought tolerant, have minimal labor
requirements, low establishment costs, high economic value, and can be grown
in poor soils and rocky areas with low rainfall. Cashews exhibit a high
:ffi:i:nC{ of resource use and offer a promising role in crop diversification
or Malawi.

Guar bean is produced by 25,000 smallholders on 7,500 hectares in semi-arid
areas in the Lower Shire Valley. This legume fits easily into crop rotation
with cotton, sorghum, and millet and does not compete with other crops for
labor use. Guar is used as a thickening, binding, and stabilizing agent in
the oil, paper, mining and textile industries.

There was also a world demand for Malawian groundnuts, but production
stagnated due to movements in seed supply, producer prices and relative price
shifts between maize and groundnuts. At the same time, international demand
for groundnut types has shifted from the traditional type of nut produced in
Malawi -- the Chalimbana and the Chitembana varieties -- which was popular
with the European confectionary trade due to good flavor, long shelf life and
large size. New processing equipment does not cope well with the irregular
nut shape of Chalimbana and Chitembana. Research is exploring new varieties
to meet the new trade demands.
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D. Constraints to Smallholder Agricyltura] Development
1. Introduction

Several major constraints exist which 1imit smallholder
production: natural resources, 1nclud1n? land, are scarce; the supply of
production inputs (fertilizer, seed) is limited and unevenly distributed;
credit is not readily available; technical assistance to smallholders is poor;
production and marketing choices are few and often regulated; and, returns to

labor are extremely low.

2. Natural Resoyrce Constraints

The prospects for economic growth and poverty reduction among
the largeiy subsistence smallholder sector is first and foremost 1imited by
natural resource constraints. Indeed, the seeming scarcity of land and the
unquestionable density of households in the smallholder sector are
traditionally presented as the nexus of the poverty problem in Malawi. Data
on the size of landholdings indicate that: 24% of all households cultivate
less than 0.5 hectare of land; 34%, less than 0.7 hectare; 55%, less than one
hectare; 75%, less than 1.5 hectares; and fully 86%, .less than two hectares.
It is important to note that current production practices -- unfertilized
local maize varieties cultivated with hand tools -- will not produce enough
food to wmeet minimum caloric requirements for a family living on one hectare

of land.

Not surprisingly, longitudinal data show a worsening problem. The average
holding fell from 1.54 hectares in the late 1960s to 1.16 by the early 1980s.
Over the same time period, the 28% of all farmers with less than two hectares
of land became more than 80% by the early 1980s. And the averages steadily
decline as populaticn pressures continue. It is not surprising, either, to
learn that per capita availability of maize, the nation’s principle food crop,
has declined by over 20% between the late 1970s and late 1980s.

Other natural resources do not compensate for the scarcity of land. The
unimodal distribution of rainfall, where virtually all rainfall is
concentrated in the period between November and April, limits cultivation to a
one crop cycle. Small-scale irrigation is limited to less than 2% of the
cultivated land area. Constant farming of small plots does not allow the land
a natural fallow period during which soil nutrient levels czn be replenished.
Deforestation rates are among the highest on the continent, leading to the
further erosion of fragile soils. Finally, neither animal nor mechanical
traction are common in this country where most land is tilled by the
smallholder and a hand-held hoe.

3. Limited and Unequally Distributed Amounts of Inputs
(Fertilizer, Seed), Credit. and Extensicn Services

The supply of credit, inputs and extension services are so
intertwined that the introduction of reforms in any one area alone may risk
disrupting other areas of the agricultural supply and distribution system.
The paragraphs below discuss both each individual resource, as well as their
interrelationships.
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The availability of credit is critical to agricultural production, yet it is
in extremely short supply and unequally distributed within the agricultural
sector. Despite statistics which indicate that over half of all commercial
bank credit in the country goes to the agricultural sector, much more is
needed. The statistics on commercial bank credit are a record of funds which
go principally to the commercialized estate sector, and to the larger estates
in that category. Smaller estates and the vast majority of smallholder
farmers lack access to the formal financial markets due to a lack of
collateral and an absence of banking history.

The most significant supply of credit to smallholders comes from the Ministry
of Agriculture’s Smallholder Agricultural Credit Administration (SACA)
program. Supported by both the IDA and IFAD, lending through SACA has
increased rapidly in recent years from MK27 million in 1987 to MK68 million
for the 1990/91 growing season. While SACA has enjoyed high repayment rates
over its 20 years of operation, averaging between 79% and 93%, repayment rates
have fallen most recently with increased lending and the expansion of the
program. The interest rate charged for these seasonal smallholder loans is
13% which, when annualized, is a positive rate of interest.

Through MOA agricultura) extension officers, SACA provides seasonal credit to
farmers who have joined together in ¢lubs whose members share repayment

risks. Participation includes some 300,000 families in 10,000 clubs;
approximately 94,000 member families are headed by females. Given the size of
the smallholder sector, this implies that less than 25% of smallholder
families receive credit. Again, demand tor credit exceeds supply at current
prices, so a non-price rationing mechanism exists.

Farmers’ clubs have tended to have as members those who are the best credit
risks -- and this often means the larger smallholders. Thus, of all
smailholder households which receive SACA credit, 80% have more than one
hectare of land, leaving the majority of the smallhoider sector {55% of whom
have less than one hectare) without access to credit. This particularly
affects women because female-headed farms comprise 76% of all farms with less
than one hectare of land. Given the linkages between credit and inputs
(inputs to smallholders generally are available only with SACA credit and
through ADMARC), this effectively denies a majority of the smallholder sector
access to purchased inputs.

A1 fertilizer currently used in Malawi is imported. Given the closure of

external trade routes, transportation costs for such a high bulk, low value

commodity suck as fertilizer have sky- rocketed. The result is one of highest
nutrient price levels, combined with one of the lowest per capita income
}eve}?i in sub- Saharan Africa. Not surprisingly, few smallholder farmers use
ertilizers.

The input delivery system for fertilizers has been bifurcated in an effort to
service the segmented agricultural sector. Estates have had two supply
channels open to them: Optichem, the parastatal charged with bulk fertilizer
purchases for the estate sector, and direct import from external suppliers.
Estate fertilizer is net subsidized, and, with the fall-back position of
direct imports, is generally availabie at the right time and in the right
nutrient mix for the larger estates. Estates account for approximately 40% of
the national consumption of fertilizer.

)
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Smallholder fertilizer is imported by the Smallholder Farmers Fertilizer
Revolving Fund of Malawi (SFFRFM) established in 1983. SFFRFM collects
donor-financed fertilizer imports, augmenting these with commercial imports as
required. The donor fertilizers do not dilute the overall price of
fertilizer; rather subsidized values are retained by the type of fertilizer
provided. As a result, fertilizers for the smallholder sector are subsidized
according to a schedule ranging from 6% to 29%, depending on type. SFFRFM's
role is limited to importation of fertilizers for smallhoiders; distribution
{s ADMARC’s responsibility. Although improvements have been noted, deliveries
of the right fertilizers to the right place at the right time remain
problematic. Nonetheless, supplies of fertilizer to the smallholder sector
account for 60% of the national consumption of fertilizer.

Not all smallholders can get fertilizers, however, and not all SFFRFM
fertilizers reach the smallholder sector. While fertilizer imports have
increased, by an average 13% per annum since 1985, some estimate that demand
for fertilizers is nearly double the supply at current prices. Thus, .
non-price rationing of fertilizers exists for the smallholder sector. One
resulting distortion is the 1inkage made between credit and fertilizer. SACA
credit can be used only for purchase of inputs from ADMARC. This has
engendered a system whereby the majority of fertilizers distributed through
the ADMARC channel, e.g. all smallholder fertilizers, are made available
primarily to those receiving credit through the extension service and not to
those willing to pay cash. Another distortion which reduces the volumes of
SFFRFM fertilizers reaching smallholders is the practice among some estates of
procuring SFFRFM fertilizers for estate use.

Malawi’s low levels of donor financed fertilizers (25% of total imports) and
the inefficiencies caused by small lot procurements into a country facing the
world’s highest transport cost structure have worked to reduce the supply of
affordable fertilizers when compared to neighboring countries. The cumulative
impact of these events is a smallholder fertilizer distribution system which
favors the larger farmers in the customary sector. A promising supplement to
imported chemical fertilizers is the use of indigenous agroforestry
techniques. Appropriate agroforestry techniques only recently have baen
jdentified, however, and now require specific extension efforts to promote

their adoption.

The use of hybrid seed is similarly limited by the lack of available credit,
but its adoption has also been limited due to lack of a maize seed which
embodies characteristics vital to the mode of storage and processing commor in
Malawi. The varieties offered to date have been soft endosperm varieties that
cannot withstand weevil attack and which suffer high losses under hand
pounding conditions in viliages. Recent deveiopment of a hard endosperm HYV
should overcome these problems, but is expected to encounter distribution
problems if current marketing arrangements are not modified. Hybrid seed
currently enjoys a subsidy element to encourage its adoption. The subsidy is
- placed at the point of sale, rather than the point of preduction. The result
is that 90% of the sales of the seed are channeled through ADMARC, where the
sales subsidy element can be more easily administered. Adding to this
proclivity to use ADMARC is the 1ink between credit and ADMARC seen in the
fertilizer sub-sector. Thus, smallholders have 1ittle choice but to rely on
ADMARC. As a result, appropriate seeds may not be available as needed.
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also are made disproportionately available to the larger
smallholders given the inadequate supply of extension agents. Currently, only
one extension agent exists for each 750 smallholder households, and only 15%
of all extension agents are women. Given the low coverage, the smallest farm
families are often overlooked. Currently, the World Bank estimates that only
14% of smallholders with less than 0.5 hectare, and 18% with 0.5 to 1.0
hectare, are serviced by an extension agent, while 40 to S0% of those farmers
with more than two hectares receive advice. This highlights an additional
problem: extension agents tend to service credit recipients on a priority
basis because they have access to inputs and other resources necessary to
implement extension advice, and because extension workers are promoted on
their credit performance.

This difficult situation is made even worse by operating budgets which are
inadequate to cover the recurring costs of the extension service and by the

demands on extension agents’ time to provide service to the SACA credit

program. As a result, current extension modules are attuned to the needs of

:he l:r?:r farmer currently serviced, rather than to the smaller farm
ousehold.

In sum, the vast majority of Malawi’s smallholders have experienced great
difficulty in procuring inputs, credit, and extension services. This results
in de facto discrimination against the smallholder, to the detriment of on
farm food security and national agricultural production and productivity.

6. Limited Production and Marketing Choices

Smallholder production choices have been limited by a
combination of legal, administrative, and pricing restrictions. On the legal
front, the most conspicuous restriction was the ban on smallholder burley
production until the 1990/1991 season. Flue-cured tobacco were similarly
restricted. Although legal barriers seem to have been removed, strict
administrative controls over the production and marketing functions remain
embedied in the Tobacco and Agricultural General Purposes Acts. This
Tegislation requires that producers of export crops and traders of all crops
be registered with one of many public sector or parastatal bodies involved
with crop production and marketing.

Combined with few marketing options, administered preducer prices also have
limited smallholder production choices. ADMARC has the legal monopsony for
all smallholder tobacco, cotton, and groundnuts. ADMARC has traditionally
paid low prices to smallholders, averaging some 20 to 30% of world market
prices garnered by ADMARC for the crop. Smallholder parastatals -- for
coffee, tea, and sugar -- have been similarly parsimonious in paying
smallholders for their crops. Recent pressure from the World Bank has revised
upward the average payment made by ADMARC for tobacco, with the ultimate
objective of paying smallholders 85% or more of the world market price less
marketing margins and overhead.

Given past performance with ADMARC and other parastatals, smallholders have
indicated a desire to market their own crops and gain access to better prices,
particularly by accessing the tobacco auction floors for their burley. Few
formal, organized smallholder marketing groups exist, however, as well as few
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informal associations. This results in part from a lack of technical
assistance and finance in this area, and to a reluctance among some to
organize with other unknown or unfamiliar farmers. Independent marketing of
non-organized crops is surprisingly difficult in this small country, given the
dearth of transport vehicles and services. When transport can be found, it is
often prohibitively expensive for all but the most lucrative cash crops.

7. Low Returns to Labor

Low returns to labor in the agricultural sector, which in turn
lead to low levels of investment by smallholders, are not wholly or even
largely determined by market forces. The prices paid to tenant farmers, for
example, are administratively set by the Government in conjunction with estate
owning burley producers. The result is that prices seem to be set to protect
inefficient estate producers, rather than adequately compensate tenants for
the value of their labor.

Many (but not all) estates, particularly smaller ones, survive primarily
because they have enjoyed privileged access to the production of burley --
Malawi’s most valuable crop -- ::.ile simultaneously enjoying low labor costs
in the form of administratively set tenant prices. These payments would be a
major source of consumption and investment finance for the agricultural
sector, but their administratively set low levels preclude much movement even
as labor productivity or the value of the product increase. A system designed
to protect all estates, even those inefficient ones, constrains the
development of smallholder agriculture by reducing overall investments in the
sector. Two important challenges to this controlled system are the dilution
of the privileged access to tobacco production enjoyed by estates, and a
tenant remuneration system which recognizes the value of output and labor

productivity.

E. USAID Development Strategy in Malawi

In December 1989, AID/Washington approved USAID/Malawi’s new Country
Development Strategy Statement (CDSS) in AID/Washington. The goal of the
program was expressed as enhancing the economic well-being of the average
Malawian household. Associated sub-goals were to raise per capita income and
improve food security, and to improve the health status and improve workforce
productivity. Achieving the goal and sub-goals of the program rests on five
strategic objectives:

increase foodcrop production and productivity;
increase off-farm employment; '

reduce fertility;

decrease infant and child morbidity and mortality; and
control the spread of AIDS.

ASAP is being designed as the principal program vehicie through which the
Mission will address the first strategic objective. The 1ink to increasing
foodcrop production and productivity comes about through improving smallholder
access to crop production opportunities, better prices, and inputs and
varkets. ASAP is also designed to help improve off-farm employment. With
such a significant proportion of the labor force already working in the estate
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sector, improving the terms and conditions of employment will be important.
Furthermore, by improving smallholder opportunities in particular for cash

crop production, off-farm employment opportunities are expected to increase.

This program should complement the Mission’s small and medium enterprise
support activities, and the NGO/PVO support activity. Thus, the planned
effect of these interventions is increasing employment under improving
conditions, and greater agricultural productivity.



ITI. PROGRAM DESCRIPTION

A. Program Objectives and Strategy
1. Program Objectives

The goal of ASAP is to increase agricultural productivity,
employment and incomes. Its pyrpose is to increase smallholder access to
agricultural inputs, output markets, cash crop production alternatives, and
labor market information. By the end of the program, smallholder farmers,
i.e. those in the customary landholding sector, will be free to grow and
market an unrestricted variety of food and cash crops in order to generate
additional income to produce or acquire sufficient food and to improve their
well-being. The long-term intended impact of this program, in combination
with on-going and planned programs by the World Bank, the European Community,
British ODA, and UNDP, is a 1iberalized agricultural.economy in which there is
equal access to the means of production and there are no barriers to market
:ntry nor other practices that are biased for or against any category of

armer.

2. 3Strategy; Achievement of Objectives

Program objectives will be achieved through a combination of
policy reform and project assistance, designed to increase smallholder
production and marketing of crops, improve the efficiency of agricultural
input delivery, promote equity in particular for estate laborers and tenants,
and identify opportunities for and constraints to crop diversification. (See
Sections III. B. and III. C. , Program Elements and Program Conditionality.)
Phase one of the two phase program will provide $30 million of assistance, $20
million of which will be nonproject assistance split into three tranches, and
$10 million of which will be project assistance. Phase two, which is planned
to begin during the second quarter of FY 93 and which technically will
constitute an amendment to the program, is expected to involve an additional
$20 million of nonproject assistance and possibly additional project
assistance. Both phases will support the continuation and expansion of
structural changes in the agricultural sector through NPA support for
reguI:tory and procedural reform along with project support for complementary
activities.

Policy and regulatory reforms, described in detail in following sections, are
in a variety of areas which have been identified as being critical to the
achievement of ASAP’s goal and purpose. A project component has been
incorporated into ASAP to complement, strengthen and implement the policy
reform package, and includes: the establishment of a policy research unit at
Bunda Agricultural College; the support of agroforestry extension and food
security monitoring, both of which help address the issue of incorporating the
smallest customary landholder into the program; the establishment of an
environmental impact monitoring system to monitor the environmental effects of
increased agricultural production and structural change; and a variety of
studies which investigate particular constraints and how these may be

%
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alleviated. Support also has been included for the implementation of
activities, resulting from study recommendations, intended to alleviate
identified constraints particularly to smallholder production and marketing of
cash crops. The following paragraphs of this section describe in summary form
major aspects of the overall strategy guiding the program. The subsequent two
sections describe in more detail individual program elements and
conditionality.

A major initial step the GOM will take under ASAP will be to expand cash crop
production opportunities for smallholders by issuing individual burley
production quotas to customary landholders. Burley production is the premier
cash crop opportunity for agricultural producers, and offers substantial
income-earning potential for smallholders. Under ASAP, an increasing amount
of production each year will be allocated to quotas for smallholders. While
the issuing of individual quotas is a necessary condition to the full
incorporation of smallholders into the burley production process, it is not
sufficient to guarantee that smallholder production, and the resulting income
generation, will occur. The elimination of procedural constraints must be
matched by provision of services and goods required .by the production
process. For the 1991/92 burley production year, the GOM is committed to
seeing that production requirements will be met, i.e. in terms of credit,
extension, fertilizer and seed. In addition, under the program’s project
component, farmer organizations for production and/or marketing, as well as
other alternative marketing mechanisms, will be identified which are
appropriate for the production and marketing of smallholder burley.

Concerning future year burley production, and more generally concerning other
crops which also can provide employment and income opportunities for
smallholiders, ASAP will fund studies of input requirements and distribution
systems, as well as alternative marketing channels, necessary reforms of
regulatory procedures, and other topics, so that smallholders, especially
those with landholdings under 1.5 ha, can benefit from a more liberal
agricultural production and marketing environment. These studies are designed
to help the "0M meet the challenge of undertaking technical, administrative
and policy reforms as quickly as possible, but also with as much information
as possible. Both phases of the program will include funds for implementing
study action plans which the GOM believes to be instrumental to achieving
program objectives.

Many of the studies referred to above will be conducted through an
agricultural policy research unit to be established under ASAP at the ‘
University of Malawi Bunda College of Agriculture. The lack of an independent
agricultural policy analysis capability in Malawi is a major weakness of
policy development. ASAP intends to assist with overcoming this weakness by
helping to establish a policy research unit at Bunda College through a
cooperative agreement with a U.S. university or consortium. This unit would
be responsible for conducting specific studies under the program, and would be
:iresource for others to use, including the GCM, other donors, and private
rms.

To successfully influence producer behavior requires not enly appropriate
policies and services, but also adequate information. Some planned studies
will improve the flow of information to smallholders. In addition, the



program will support the GOM in creating a price information system which will
communicate market prices of coomodities to farmers on a regular and timely
basis, and thereby improve their decision-making environment. It also will
support improved access to labor market information by estate tenants and
laborers so that they can decide for whom to work based on more complete
knowledge of contract terms and conditions, and thereby maximize their income
potential or general weil-being.

Increasing smallholder production and productivity cannot be a
capital-intensive operation if it is to succeed. One way to reduce capital
requirements is to reduce expenditures on fertilizer. Some expenditure on
fertilizer generally will be required, and the program will attempt to
1iberalize and expand fertilizer distribution. However, to reduce
expenditures by smallholders on fertilizer and to increase soil fertility
levels on holdings where farmers cannot affort fertilizer, a project activity
will extend agroforestry techniques which are designed to reduce reliance on
chemical fertilizer. These techniques have been developed during years of
research in Malawi under another A.1.D. project, and indications are that
yields of various crops can be significantly improved through their use.

Finally, the environmental impact of agricultural policy reforms are
particularly important in a country like Malawi which has high rates of
deforestation and soil erosion. The program, along with other donor
assistance, will support the GOM's efforts to monitor environmental change and
to develop sound environmental policies. Project assistance will assist with
the strengthening of an environmental monitoring unit within the Office of the
President and Cabinet (OPC), which will 1jaise with other GOM ministries to
col}ect and analyse data necessary for policy development and regulatory
action.

B. Program Elements

Program elements include program themes, which concern primarily
policy reform areas, and project activities, which support reforms but which
may cut across individual themes. Project activities and their places in the
overall program strategy are discussed in the above section, and also are
described in Section III. D. and in an annex. Below, the program themes are
explained, and mention is made where project activities have a particular
relevance. Studies which are not identified as Bunda research unit studies
will be contracted separately. Some studies must be conducted before the unit
is established. However, it is expected that even these studies are likely to
include the participation of Bunda staff.

1. Theme 1: Production and Marketing of Crops

The objective of theme no. 1 of the program is the revision of
policies and regulations, and the establishment of necessary mechanisms, to
permit smallholders to grow any cash crop and to market those crops through a
variety of marketing channels. A brief description of elements under this
theme follows.

WU



Burley tobacco is currently the most profitable cash crop
available to smallholders. As a condition to the 1990 and 1991 disbursements
under the World Bank’s ASAC program, the GOM committed itself to allocating an
increasing amount of burley tobacco produced by smallholders who are customary
landholders. As agreed under the ASAP program, the GOM will provide
smallholder farmers with individual production quotas which, in the aggregate,
will total 3.5 million kg for 1991, 7 million kg for 1992, 8.5 million kg for
1993, 9.2 million kg for 1994, and 10.7 million kg for 1995.

In recommitting to these targets, the GOM also has agreed to revise the
registration system that was put into place prior to the first disbursement by
the World Bank. The original hastily designed procedure involved ADMARC
holding the production quota for all smallholders who had registered for the
scheme, rather than each smallholder being issued with his/her own officially
recognized quota. This procedure restricted the access of smallholders to the
auction floor (and international market prices), and necessitated the sale of
smallholder production to ADMARC, which to date has paid smallholders about
25% of the auction floor price. (A second payment has been announced, but its
amount, dependent in part on ADMARC’s marketing overhead costs, is not yet
krown.) Under ASAP, the GOM will design and implement a burley smallholder
registration system according to which each producer will be issued his/her
own production quota which will enable him/her to market through any legal
marketing entity.

Under ASAP, the GOM also is committing itself to efforts to incorporate into
the smallholder burley scheme an increasing percentage of women and customary
landholders with holdings less than 1.5 ha About 75% of smallholdings
nationwide are under 1.5 ha, and yet services and opportunities for this
overwhelming majority of farmers are limited. Greater access to cash cropping
opportunities should significantly improve the welfare of these smallholders.

Finally, the interface between smallholder and estate produc’ion will be
investigated through a study conducted by the Bunda research unit.

b. Creating Multiple Marketing Channels

Until now, the marketing of most cash crops by smallholder
producers has been entirely through parastatal organizations such as ADMARC or
smallholder authorities. As a first step to providing multiple marketing
choices for smallholders, the GOM will remove the Tobacco Act’s legal
impediment to smallholders marketing their burley crop to estates, which can
then market it on the auction floor. This will allow smallholder burley
producers one additional marketing channel. The GOM also will conduct a
study, with ASAP project assistance, to determine the most appropriate
additional marketing channels, such as private traders and grower marketing
associations. This study will identify the constraints (e.g. shortage of
credit, presence of hidden subsidies to parastatal traders, legal and
administrative restrictions, etc.) to successfully implementing alternative
marketing systems, and will recommend actions to alleviate those constraints.
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(For reasons of efficiency, amounts marketed directly on the auction floor
must be not less than 2500 kg) The program includes funds to help establish
growers associations, so that this activity can be implemented as quickly as
possible once organizational requirements are known.

Another marketing issue which will be investigated is the Tiberalization of
domestic crop marketing. For example, of the 15% of smallholder maize
production which is sold, 95% of it is still scld to ADMARC, despite the fact
that three years ago maize marketing was liberalized. An evaluation of

constraints to further growth of private marketing channels will be conducted, .

and actions undertaken to remove those constraints in such a way as to rot
Jeopardize Malawi’s food security nor smallholder welfare. This study will
be conducted by the program-supported agricultural policy

research unit at Bunda College.

c. Legal and Administrative Impediments

In addition to the legal impediments noted above, there may
be additional legal and aduwinistrative impediments to the production and
marketing of both domestic and export crops by smallholders and private
traders. Under ASAP and v:ith project assistance, a review of legislation and
administrative reguiations will identify impediments which now exist, and
recommend corrective actions.

d. Adeguate Market Information

Essential to a farmer’s decision about production and
marketing is information about market opportunities and prices. Under ASAP,
the GOM and USAID will develop a system for the dissemination of market price
information on an ADD basis for a mutually agreed-to list of agricultural
conmodities. This plan will includc a mechanism whereby the information will
be collected and publicly disseminated in a timely fashion. It is intended
that this will be done on a weekly basis, however the scheduie will be
determined during the design of the plan, and will depend on available
resources and the system’s requirements.

2. Theme 2: Efficiency of Input Delivery

Increasing agricultural production and productivity in Malawi,
given decreasing land fertility and per capita land availability, will require
increased utilization o! fertilizer and high yielding varieties of seed.
Income generated from the sale of cash crops will facilitate the purchase of
these inputs. Howaver, their increased use is linked to many other factors,
including: the availability of seed and fertilizer at both the national and
Tocal level; the price structure for these inputs; knowledge of how to
effectively use the inputs; the availability of storage and transport; and the
availability of credit.

The objective of activities under Theme 2 is to increase access to and
utilization of agricultural inputs by removing constraints to private sector
participation in their supply and distribution, and by improving or developing
modalities of technical information dissemination.
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A number of studies have been done, especially concerning fertilizer, but
there has not been sufficient analysis of various interrelationships to help
determine the sequencing and magnitude of required reforms. At the moment,
the supply of extension services, credit, seeds and fertilizer are so
intertwined that the introduction of reforms in any one area alone may risk
disrupting other areas of the agricultural supply and distribution system.

Under this element of the program, there will be four targeted studies that,
utilizing the results of other already completed studies and drawing on
relevant experience, will lead to recommendations regarding each of following:

a. Credit

The availability of credit in a timely and efficient manner
is a problem particularly for women and for smaller landholders, i.e. those
with holdings less than 1.5 ha. This study will identify specific constraints
to the provision of credit to these groups, and recommend ways in which these
constraints can be overcome. Emphasis will be placed on a more 1iberalized
system of input delivery, e.g. one in which farmers can use credit to purchase
inputs from any legal private trader as well as from parastatals.

b. Seed and Fertilizer Distribution

Broader and more timely distribution of seed and fertilizer
is essential to promoting increased agricultural activity. This study will
identify the means whereby distribution can be more widely organized through
private sector channels. Issues will include eliminating subsidies which
parastatals alone use to provide inputs at lower cost, assuring that the
private sector has access to adequate supplies to meet demand, and assuring
that private sector traders have access to credit, storage and transportation.

c. Availability of Extension Services

Historically extension services have not been readily
available to small customary landholders, nor to women. This study, to be
conducted by the Bunda policy research unit, will identify impediments to
providing services to those farmers, and will recommend ways in which
production modules can be developed and delivered concerning burley tobacco,
HYV maize, and chemical and organic fertilizer use.

d. Land Tenyre and Cash Crop Priduction

The intent of ASAP is to assist in particular customary
landholders with Tess than 1.5 ha to increase crop production and
productivity. Clarification is required concerning the relationship in Malawi
of land tenure to land use, in particular with respect to commerci2l crop
production. One specific issue which will be included in this study, also to
be conducted by the Bunda unit, is that of leasehold registration for the
purpose of establishing an estate. Some action must be taken about a large
registration backlog, but broader land tenure issues must be better understood
before decisions are made. Recommendations resulting from this study will
}ead to proposed action concerning this and other land tenure and land use

ssues.
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Prior to the conclusion of phase one of the program, the first two studies
discussed above will be completed, and recommendations incorporated into
action plans for policy, technical and financial reforms for implementation as
quickly as possible. The latter two studies are planned for completion during
phase two.

3. Iheme 3: Equitv in the Agricultural Sector

The objective of activities under Theme 3 is to promote improved
conditions for tenants and agricultural laborers, both for their own welfare
and to encourage improvements to their productivity. The program will
undertake the following two activities.

a. Posting of Terms and Conditions

Under ASAP, the GOM will require that estates publicly post
the terms and conditions of tenancy and the terms and conditions of casual and
permanent labor. The Factories Act and other laws already specify minimum
working conditions, and this program does not seek to. further regulate
conditions of employment, but rather only to make them publicly known. This
will permit both tenants and laborers to determine whether it is in their
economic interest to work for a particular estate.

b. Tenant Burley Price

The method of establishing prices paid to tenants for burley
tobacco will be evaluated, and, if appropriate, recommendations made to revise
the method now used. It is important that the price structure fairly
compensates both the landowner and the producer, that it is set in such a way
that a stable production system is established, and that it encourages
favorable husbandry techniques.

4. Theme 4: Crop Diversification

The GOM is interested in diversifying its export crop base. In
addition, while there is evidence that neighboring countries are using
Malawi’s primary products as inputs to other manufacturing processes, there
has been 1ittle research with regard to understanding the possibilities and
resource requirements for value-added agribusiness enterprises or
non-traditional export opportunities within Malawi’s own agricultural sector.
Using a combination of Malawian and U.S. technical expertise, the objective of
Theme 4 is to identify appropriate diversification paths for Malawi and
potentially to identify U.S. joint venture partners. This will be
accomplished by: identifying diversification opportunities; identifying legal,
administrative or policy constraints to profitable diversification;
identifying technical constraints to successful diversification; recosmending
actions to implement a diversification program; and identifying and assisting
in initiation of specific projects. The Bunda policy research unit will
conduct the necessary research and develop recommendations and an action plan.

WX



ASAP is organized conceptually by themes, and sequentially by phases
and tranches. The four program themes are described in the above section.
Phase one of the program includes three tranches, and is expected to be
completed by January, 1993. (See Implementation Plan, Section IV. A.) The
release of funds under each tranche is dependent on the GOM meeting specific
conditions as detailed below. Funding only for phase one is being obligated
at this time. Phase two will include three tranches as well, each anticipated
to be disbursed annually in January, from 1994 to 1996. Phase two will be
obligated subject to the availability of A.I.D. funds for this purpose, and
subject to the mutual agreement of the GOM and A.I.D. to proceed at the
conclusion of phase one. ASAP also includes a project component, which is
designed to strengthen the reform package and to implement individual reform
actions, and there are separate conditions precedent for project activities.
Conditions for both the program and project components are described below.

Some conditions stated below will require legislative changes. It is only for
the third tranche release that legislative action is required, and the Mission
believes that the required changes will be made. This is based on the text of
the GOM’s letter of intent, which indicates the GOM’s overall agreement with
ASAP, and on the fact that other changes have already been enacted in the same
area. While the GOM cannot guarantee that the Parliament will pass specific
legislation, it has indicated its acceptance of the principle behind the
changes, and this suggests that parliamentary approval should be granted.

1. Program Conditions, Phase QOne
a. [Eirst Tranche

(1) The GOM has designed, implemented and announced an
interim customary landholder burley registration system, acceptable to A.i.D.,
which will be managed and staffed by MOA personnel and which will result in
participating customary landholders being issued with quotas in their own
names. For the 1991-92 season only, or until otherwise mutually agreed
between the GOM and A.I.D., this interim registration system may include the
use of ADMARC facilities as registration points. While it is understood that
issuance of final official individual quota documentation will take place
early in 1992, the GOM will demonstrate, prior to this tranche one
disbursement, that these landholders have been accepted as quota applicants
and that, as a consequence, they have access to inputs as stated in condittons
(3) and (5) below. In accordance with the covenant stated below, the GOM will
take steps to encourage the registration both of customary landholders with
holdings smaller than 1.5 ha and of women as quota holders.

(2) Not less than 3.5 million kg of burley tobacco
production quotas have been allocated to customary landholders as registered
quota holders in their own names. Given procedural requirements, it is agreed
that official certificates of individual quota amounts will be issued no later
than February, 1992.
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(3) The GOM has adopted a credit plan, acceptable to
A.1.D., that provides full details concerning the provision of necessary
credit to customary-land burley tobacco guota holders for the purchase of all
necessary inputs for 1991-92 season.

(4) The GOM has adepted a plan, acceptable to A.I.D., that
provides full details concerning the second payment to customary-land burley
tobacco growers who produced burley under the World Rank-sponsored pilot
smallholder scheme during the 1990-91 season. This plan will provide
sufficient resources to participating growers to repay loans assumed for
burley tobacco production inputs for use during the 1990-91 season.

(5) The GOM has adopted a plan, acceptable to A.1.D., that |

provides full details concerning the timely supply of fertilizer and seed
sufficient to meet the requirements of the customary-land burley tobacco
producers registered with the MOA in accordance with the condition stated
above. This will include locations of ADMARC fertilizer and seed outlets
closest to burley growers as well as amcunts of burley fertilizer in each
s?ecified outlet as distinct from maize fertilizer requirements for the same
client area.

b. Second Tranche

(1) The GOM has issued official individual production quota
certificates, which are recognized by any legal marketing entity, to customary
1agdholders in a total amount of riat less than 3.5 million kg of burley
tobacco.

(2) The GOM has legalized and publicly announced, in a
manner acceptable to A.I1.D, that customary landholder burley can be legally
purchased by quota-holding burley estates, within the existing 1imits of those
estates’ own quotas. Public announcements will be in both English and
Chichewa and will be by newspaper, radio, and other appropriate means.

(3) The GOM has adopted a detailed plan acceptable to
A.1.D. for the dissemination of market price information in each Agricultural
Development Division, for a mitually agreed-to 1ist of agricultural
commodities. This plan will include the mechanisms whereby the information
will be collected and publicly disseminated in a timely fashion. It is
intended that information will be collected and disseminated on a weekly
basis, however it is agreed that the frequency of collection and dissemination
will be determined during the design of the plan. Project support will be
provided to prepare this plan.

(4) The GOM is requiring that terms and conditions of
tenancy and of casual permanent labor be posted on all estates. Where

production and/or marketing iicenses are required, a statement which certifies

that the appiicants are aware of this requirement will be included in the
license application forms. Terms and conditions will include all minimum
standards already required by the GOM under existing legislation, plus other
terms and conditions offered by the estate owner or manager, including how
inputs, rations and services are provided, vaiued and/or costed.

AN
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(5) The GOM has adopted a plan, acceptable to A.I.D., for
monitoring the environmental impact of reforms implemented as part of ASAP.
The plan will include regular annual reporting based on agreed-to indicators.

(6) The GOM and A.I.D. shall have jointly approved an
implementation schedule for studies and for the development of action plans in
the areas listed below. The implementation schedule will include the timing
of the following: preparation of study scopes of work, execution of studies,
and preparation of action plans.

(a) Alternative Marketing Channels for Smallholder
Producers

This study will identify possible alternative
mirketing channels for smallholder producers, in particular for burley tobacco
producers but also for producers of other crops. The study will identify
options, research the advantages and disadvantages of individual options,
provide details (including cost estimates, human resource requirements, and
timing) of implementing each option, and make recommendations.

(b) Credit Plan for Smallholders

The availability of credit to purchase production
inputs in a timely and efficient manner is a problem particularly for
smallholders, i.e. those with holdings less than 1.5 ha. This study will
identify spacific constraints to the provision of credit to these
smallholders, and recommend ways in which these constraints can be overcome.
Emphasis will be placed on a more liberalized system of credit use, i.e. the
design of a system whereby credit can be redeemed through any input supplier.

(c) Private Sector Distribution of Seeds and Fertilizer

This study will identify the constraints to
increased private sector distribution of seeds and fertilizer. This will
include an examination of adequate and timely national supplies of fertilizer
and seed to meet demangd.

(d) Legislative and Administrative Barriers to
Smallholder Crop Production and Marketing

A variety of major and minor impediments to crop
production and marketing remain in either legislative or administrative form.
This study will identify those impediments and recommend corrective action.

(e) Impediments to Private Sector Maize Marketing

Although private sector traders can market maize,
only a very small proportion of production is marketed through the private
sector. This study will identify impediments to private sector maize
market;ng, and recommend an action plan whereby these impediments can be
removed.
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(f) Improved Extension Service to Small Customary
Landholders

To date, extension services have not been readily
available to small customary landholders. This study will identify
impediments to providing services to those farmers, and will recommend, along
with an action plan, ways in which production modules can be developed and
delivered in areas such as burley tobacco, HYV maize, and chemical and organic

fertilizer use.

(g) Crop Diversification Opportunities

This study will identify diversification
opportunities as well as legal, administrative, policy and technical
constraints to profitable diversification, and will recommend actions to
implement a diversification program.

c. Ihird Tranche

(1) The GOM has designed, implemented and announced by
September 1, 1992, a permanent customary landholder burley registration
system, acceptable to A.I.D., which will be managed and staffed by MOA
personnel and which will result in participating customary landholders being
issued with quotas and quota certificates in their own names. In accordance
with this system, quota holders will be entitled to sell their production to
any legal marketing entity.

(2) Not less than 7.0 million kg of burley tobacco
individual production quotas, which can be recognized by any legal marketing
entity, have been allocated to individual customary landholders.

(3) The GOM has adopted a plan, acceptable to A.I.D.,
whereby, for the 1992-93 growing season, all customary landholding burley
producers can purchase burley seed from ATC, NSCM, ADMARC and any other
authorized burley seed outlet. It is intended that smallholders, in
accordance with this plan, will be able to purchase seed from any of these
three outlets, and from any other outlet which at the time is licensed or
permitted to market seed.

(4) Based on the study described in item b(6)(a) above, on
the topic of alternative marketing channels for smallholder farmers, the GOM
shall have completed the following actions in a manner acceptable to A.I.D.:

(a) Designed and begun to implement a system whereby
estates can purchase burley from quota-holding customary landholders in excess
of the respective estates’ individual quotas. This will allow estates to aci
as marketing agents for quota-holding smallholders, i.e. to purchase for szle
on the auction floor burley which is in excess of the estate’s own quota. The
system will include record keeping by which smallholder burley marketed
through estates will be identified separately from the estates’ own burley,
e.g. by using smailholder quota registration numbers upon delivery of the
tobacco to the auction floor.
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(b) Legalized, and publicly announced the legality of,
the sale of burley by quota-holding producers to any marketing agent who
complies with criteria as agreed between the GOM and A.1.D.

(5) The GOM shall have submitted to A.I.D. a joint report,
conducted by Grantee, A.I.D., the Horld Bank and other donors as appropriate,
on the evaluation of the 1991-92 smallholder burley scheme. Particular
emphasis will be placed on identification of beneficiaries, identificatien of
constraints to implementation, and quality of burley produced. The evaluation
will be completed by September 1, 1992.

(6) The GOM shall have completed an evaluation of the
method of establishing prices paid to tenants for burley tobacco. The
evaluation report will include, if appropriate, recommendations concerning

revisions to the price determination method. The GOM will implement the study"

recommendations, as mutually agreed by the GOM and A.1I.D. It is expected that
this study will be conducted as part of or in conjunction with the review of
specific policy changes appropriate for tenancy arrangements, including
pricing and contracts, required under the World Bank- ECMAC Program.

(7) The GOM shall clarify and publicly announce, in a
manner acceptable to A.I.D., the procedures which comprehensively explain the
adjudication procedures for estate-tenant disputes and estate-labor disputes.

(8) The GOM shall have implemented & market price
information system as approved in accordance with item b (3) above.

(9) The GOM shall have developed action plans, acceptable
to A.1.D., in the following areas:

- Alternative marketing channels for smallholder cash
crops;

- Credit plan for smallholders; and

- Private sector distribution of seeds and fertilizer.

- Private sector maize marketing

2. Program Conditions, Phase Two

Phase two conditions will have the same intent as those in phase
one, i.e. to increase agricultural production and productivity, and in
particular to do so for smallholders who have less than 1.5 ha Under phase
two, quota allocatiens of burley production to customary landholders will
increase in the aggregate from 8.5 million kg to 10.7 million kg. Each year
the smallholder burley production scheme will be evaluated, and
recommendations developed to improve implementation of the scheme for the
following year. Findings and recommendations of the various studies conducted
during phase one of the program will form the basis for action plans which
will be agreed-to and implemented during phase two. These wiil concern issues
related to production and marketing of crops, efficiency of input delivery,
equity, and crop diversification. Throughout phase two, progress toward
getting services, inputs and increased opportunities to women and landholders
with less than 1.5 ha will be monitored.



As part of its agreement, the GOM will covenant to do the
following:

a. Of burley tobacco quotas issued to customary landholders,
the GOM will see that an increasing proportion is allocated to 1andholders
with less than 1.5 ha, and an increasing proportion is allocated to women.

b. The GOM will conduct regular monitoring of the environmantal
impact of reforms implemented as part of ASAP, and report to A.1.D. its
findings annually.

c. The GOM will conduct annual evaluations at the smallholder
gurley scheme, and report its findings to A.I.D. as well as other interested
oriors.

4. Project Conditionality

Two specific conditions precedent will be included as part of
the Project Agreement:

2. Prior to disbursement of funds for the component of the Food
Security Monitoring and Policy Development activity located in the MOA, or to
the issuance by A.1.D. of documentation pursuant to which such disbursement
will be made, the GOM will submit a plan, acceptable in form and substance to
A.1.D., which demonstrates that all GOM positions required for implementation
of that activity will be filled within a two-year period including the source
of funding for the costs involved, or as otherwise agreed between the GOM and

A.1.D.

b. Prior to disbursement of funds for the component of the Food
Security Monitoring and Policy Development activity located in the Department
of Economic Planning and Development or to the issuance by A.1.D. of
documentation to which such disbursement will be made, the GOM will submit a
plan, acceptable in form and substance to A.I.D., which demonstrates that all
GOM positions required for implementation of that activity will be filled
within a two-year period including the source of funding for the costs
involved, or as otherwise agreed between the GOM and A.I.D.



D. Project Component

The project activities described below are focussed on creating an
agricultural policy analysis capacity within Malawi, monitoring the impacts of
agricultural policy change, helping smallholders to benefit from new
opportunities created under the program, and supporting the implementation of
other program initiatives. These project activities are specifically designed
to support the objectives of themes 1 through 4 above. Detailed project
descriptions, along with their respective budgets, are included as an annex.

1. Agricultural Policy Research Unit

The development of an indigenous institutional capacity is
necessary to undertake policy-relevant research, both in direct support of
Government agencies such as the Ministry of Agriculture, the Ministry of
Finance, and Office of the President and Cabinet, and in support of more
general agricultural development goals. Under ASAP, an Agricultural Policy
Research Unit will be established at Bunda College which will support the
expansion of local capacity in policy-based agricultural research and
encourage expanded ties among Government, the College, the private sector, and
donors. In particular, studies conducted by the unit will involve, as
appropriate, the Government’s participation so that policy implications are
agreed by all relevant parties.

Project Support will include financing the following: a cooperative agreement
with a U.S. institution (or consortium) experienced in agricultural policy
analysis; local research and dissemination costs of program related studies;
unit management and support staff during a two-year start-up period; required
commodities such as vehicles, computers, and other office equipment; and
construction of an office block and two houses. The cooperative agreement will
include provision for technical collaboration between the U.S. institution and
Bunda College. Collaboration will take the form of: two long-term positions,

one in statistics/research methodology and the other in agricultural
economics; short-term visits by U.S. academic staff and researchers to Bunda;
and visits by Bunda academic staff to the collaborating institution and to
other locations as appropriate. Training for Bunda staff also will be
included. Using ASAP funds, this Unit will undertake a number of studies
which have been identified as being critical to the implementation of the
Program. The results of these studies, and recommended actions based on their
findings, will form much of the foundation for phase two of ASAP. Funding -
also will be provided for the dissemination of study results and for
workshops/seminars to be held to discuss issues raised by the studies.

2. Food Security Monitoring and Policy Development

The Food Security and Nutrition Unit of the Department of
Economic Planning and Development (EP&D) plays a key role in defining and
coordinating Malawi’s policies and programs to improve national and household
food security and nutrition. To continue to develop the unit’s capacity and
to assist it in accomplishing an ambitious program of analysis, surveillance
and coordination, a four year plan of assistance will be financed under ASAP.

£\
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This unit also will provide USAID/Malawi with monitoring data to assess ASAP
program impact. Throug: & cooperative agreement with a U.S. university, ASAP
will provide 2 fulltime resident food security advisor, and short-term
consultancy visits. In addition, ASAP will support food security surveys and
workshops in collaboration with UNICEF, FAO and the Ministry of Agriculture,
and will fund an assessment of the impact of the burley tobacco smallholder

scheme on food security.

3. Environmental Impact Monitoring

Although the environmental impact of policy reforms is
uncertain, it is known that generally Malawi’s natural resource base has
deteriorated as the result of past minimal emphasis on environmental controls
in the areas of agriculture, soil conservation and forestry. Successful
implementation of ASAP may impact on the quality of the natural resource base
through increased crop production and more intensive and extensive use of land
and greater fertilizer consumption. Under ASAP, A.I.D., in collaboration with
other donors, will support the establishment and operation of an environmental
monitoring unit within the GOM’s Department of Research and Environmental
Affairs (DREA), for the purposes of establishing environmental policies,
conducting envircnmental research activities, and monitoring environmental
impacts on natural resources. A.I.D.’s support will be coordinated with that
of other donors in this activity, and will include primarily technical
assistance, training and commodities.

4. Agroforestry Extension Activity

After five years of research work, agroforestry research
activities under an earlier A.I.D. project, the Malawi Agricultural Research
and Extension (MARE) Project, have laid a solid foundation for making a
significant impact on agricultural sustainability and food security in Malawi,
consistent with maintaining or improving the natural resource base. Utilizing
agroforestry techniques provides smallholders with a relatively low cost
technological supplement for increasing agricultural productivity. A 100% to
300% improvement over average smallholder maize yields is possible under alley
cropping with leucaena on relatively infertile or depleted soils in the
absence of inorganic fertilizers. VYields of sorghum, pearl millet and maize
are commonly 50% to 250% higher under Acacia albida than adjacent areas away
from the canopy. In addition to higher productivity, these trees also provide
fuelwood, increased soil moisture holding capacity, erosion control, and, in
the case of Acacia, fodder and building material. Under ASAP, extension
activities will be undertaken to inform and encourage farmers, especially
women, about agroforestry techniques. Village nurseries and seed orchards
will be established to make the necessary inputs available to smallholders at
minimal cost. Close linkages wiil be continued with research to solve
unexpected problems and to explore new opportunities and ideas. Project
support will include provision of a program implementor, funding of extension
equipment and supplies, support for operations, and training. For this
activity, USAID intends to negotiate a sole source contract with an
institution which has unique qualifications in this area.

vl



Management

During the course of program implementation, various studies
will be required to support the program’s themes and specific policy reforms.
The Government of Malswi will take the lead at all stages of the studies,
development of study scopes of works, selection of outside technical
assistance, implementation, development of recommendations and an action plan
and full execution of the action plan. USAID will support the effort but the
GOM will fully be in charge of these studies, including local publication and
distribution of the report.

Some of these studies will be included as part of the Bunda College activity
establishing an agricultural policy research unit. Some will be conducted
separately as part of conditionality definition and clarification, and some
will be conducted as part of monitoring and evaluation. The major studies
anticipated to be part of the program are described in an annex, in which
there also is, and a timetable for their scheduling, a brief summary of the
required skills, and budget estimates. In addition to those listed, annual
evaluatiors and a midterm and final evaluation will be conducted. Topics of
major studies which will be conducted include the following:

-- Alternative Marketing Channels for Smallholder Producers

-- Legislative and Administrative Barriers to Smallholder Crop
Production and Marketing

-- Impediments to Private Sector Maize Marketing

-- Smallholder-Estate Interface Study

-- Credit Plan for Smallholders

-- Private Sector Distribution of Seed and Fertilizer

-- Improved Extension Services to Small Customary Landholders

-- Land Tenure, Land Use and Commercial Crop Production

-- System Design for Timely Commodity Price Reports

-- Analysis of Tobacco Prices Paid to Burley Tenants and
Smallholders

-- Crop Diversification Opportunities

Special studies undertaken over the course of the ASAP program will each
conclude in a series of recommendations and an action plan. The intent of the
special studies component is to highlight the mode and direction of
interventions which are expected to follow the studies. At this point, at
least two studies are expected to conclude early enough in the implementation
of phase 1 of ASAP to warrant budgeting for the follcw-on implementation
activity. Under "Alternative Marketing Channels for Smallholder Producers"”
the Mission expects that the researchers will identify one or more pilot
marketing organizational structures for smallholder cash crop production, in
particular burley tobacco. As a result, an illustrative funding level for the
development of such a pilot scheme is included in the budget. In addition,
the study of price information collection and dissemination systems will
result in the design of an information system. Assistance for developing this
system also is included in the budget. Moritoring and evaluation studies are
discussed in a separate section.

A personal services.contractor project manager may be required to assist with
projact implementation within the mission. The need for such services will be
assessed during the beginning months of project implementation.



The ASAP program is designed so that the Government of Malawi
restructures its agricultural policy to more evenly distribute the benefits of
growth in the agricultural sector. The impact of the program will be
monitored, in accordance with the monitoring and evaluation plan, to ensure
that the benefits of the program are accruing to rural customary landholders.
At the most aggregate level, ASAP is expected to result in rising rural
incomes, improved on-farm food security, and reduced malnutrition. Secondly,
the income provided by access to the country’s most lucrative cash crops is
expected to improve smallholder production, productivity, and overall well
being. While each of these anticipated impacts are expected to fall broadly
on the rural pepulation, it is nonetheless the explicit intent of this program
to have an impact on the vast majority of the rural sector, who currently
cultivate less than 1.5 hectares of land. Each of these indicators will be
assessed during the Program’s annual evaluations. It is, however, at the
Program goal and purpose levels that people level impact indicators will be
most carefully tracked.

1. People Level Impact Indicators:

There are a number of indicators where people level impact is
expected over the 1ife of this program, and further, over the period to the
year 2000 and beyond.

a. current estimates show that daily per capita caloric
requirements are 2200 calories, while per capita domestic production is
estimated at only 1750 (some 20% below requirement). Improving incomes and
agricutural productivity should result in improved food security such that
approximately 1950 calories are available, per capita, daily, by 1995, and
2200, daily, by 2000. The requirement will be met through domestic production
and imports, as required.

b. current estimates show that tenant wages have been stagnant
or falling over the last decade. Improved on-farm opportunities for
smallholders should combine with improved information on tenancy terms and a
higher pass-through on tenant prices to result in average real per capita
tenant wage growth of 2% per year. Thus, after five years, tenant wages are
expected to increase by 10% in real terms.

c. estimates also show that real, per capita smallholder
production has been virtually stagnant for the last decade. Complete choice
regarding crop production and marketing, complemented by the supply of inputs
through all available marketing channels, should result in real smallholder
per capita production gains of 3% per year. Thus, after five years, the value
:f per capita smallholder production is expected to increase by 15% in real

erms.

2. Systems Leve] Impact Indicators:

Major improvements in input supply systems, and access to output
markets are also expected to result from this program. Indicators of these
impacts include:



a. By 1995, two new extension aids modules for farmers
cultivating less than 1.5 ha should be in use; by 2000, 50% of extension aids
modules should be designed for the smallholder cultivating less than 1.5 ha;
these modules should include at least two smallholder cash crop packages;

b. By 1995, smallholders with less than 1.5 ha should be
receiving 15% of all smallholder credit, and by 2000, 25% of all such credit;
overall credit flows to the smallholder sector should be increasing; and by
1995, the exclusive 1ink between smallholder credit and supply of inputs by
ADMARC will be severed.

c. By 1995, smallholders with less than 1.5 ha should be
receiving 15% of all smallholder fertilizer; by 2000, 25% of all such
fertilizer; overall flows of fertilizer to the smallholder sector should be
increasing; and the percentage of fertilizer and seed provided to smallholders
by the private/NGO sector will increase from virtually 0% in 1991 to 10% by
1995 and 25% by 2000.

d. By 1995, five smallholder-owned cash crop marketing units
will be operating; by 2000, 50 such units will be operating; in addition, the
proportion of smallholder cash crops marketed by the private sector will
increase from virtually 0% in 1991 to 10% in 1992 to 25% by 2000, computed on
the basis of value.

3. Losers: There will be a loss of potential future income
earnings to the current estate sector. While the 1iberalization scheme as
currently constructed does not challenge the current earnings of the estate
sector, it does redirect future growth from the estate sector to the
smallhoider sector. It is expected that this will reduce demand to enter the
estate sector. Existing estates which had anticipated future income growth,
particularly with increases in world demand for burley tobacco, will lose
access to a portion of those future income streams.

F. Relationship to Other Donor Programs
1. The World Bank

By far the largest and most important donor in Malawi’s
agricultural sector is the World Bank. Led by the $70 million Agricultural
Sector Adjustment Credit (ASAC), the Bank’s portfolio also includes the
following: Agricultural Marketing and Estate Development Program ($28
miilion); Agricultural Research Program ($24 million); Agriculturail Extension
and Planning ($11 million); the Smallholder Credit Program ($6 million); and
the Agricultural Services Project, currently under design. It is expected
that the Agricultural Services Project will build on achievements accomplished
under the Agricultural Extension and Planning Project, and will include a
credit component. In addition to the above agriculture-specific programs, the
World Bank currently is negotiating the Entrepreneurship and Capital Market
Adjustment Credit (ECMAC), which will include as a condition the
fdentification and review of specific policy changes appropriate for tenancy
arrangements, including pricing and contracts.
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Of the above, ASAP is designed primarily as a complement to ASAC.
Implementation of ASAC began in March, 1990. Two comprehensive sets of
conditionality were negotiated. Following are those issues critical to ASAC's
policy agenda which relate most closely to the reform agenda proposed for ASAP:

-- Allowing custosary landholders access to the cultivation of high
value cash crops such as burley tobacco. Amending the regulations to permit
such burley production was a condition for first tranche release, and
licensing of at least 5,000 smallholders was one of several conditions for
second tranche release. {For the 1990/91 growing season, the GOM licensed
approximately 6,000 smallholder burley growers.)

-- Increasing the price of smallholder tobacco. By second tranche
release, ADMARC is to have enacted a two-payment price system for all
smallholder tobacco, with a pre-planting price of not less than 45% of the
roliing, three-year average of auction floor prices for tobacco. This was met
for most tobacco varieties, but the first payment for burley was only 27% of
the rolling three-year average auction price. A second, end-of-season payment
will be made to reflect actual auction prices. The Bank is currently
reviewing compliance with this condition.

-- Halting the transfer of land from the customary to estate sector.
The GOM has amended the Lands Act to halt the transfer of land to the estate
sector, except in low density areas and in the cases involving conversion of
established customary rights to formal rights.

2. QOther Donors

Co-financiers of ASAC include the British, Japanese, and Dutch.
In addition, the European Community (EC) is a major donor to the agricultural
sector, providing assistance to the Agricultural Development Divisions (ADDs)
of the MOA, support to smallholder coffee and tobacco activities, and a
significant amount of fertilizer -- along with the Canadians, British, and
Japanese. Continued EC support for fertilizer imports is contingent on
improved pricing and procurement policies as follows: a rationalized central
fertilizer procurement agency; uniform wholesale fertilizer pricing; and
decontrolled retail fertilizer pricing. The British also provide support to
integrated pest management, estate extension services, the Ministry’s Planning
Division, and to tea and macadamia research. The Germans are largely involved
with an integrated rural development program involving 1ivestock and
fisheries, rural market town development, and agro-processing activities which
involve women. Finally, UNDP provides a modest amount annually to crop
research. A comprehensive 1ist of relevant other donor activities is included
as an annex to the PAAD.

There is substantial donor coordination concerning agricultural sector work.
Frequent informal meetings on specific issues take place among agricultural
officers from the various resident donor agencies, and visiting teams
associated with donor activities ordinarily meet with other donor colleagues
during their stays. On the ?olicy front, primarily under the coordination of
the World Bank, donors consult each other to ascertain progress being made and
issues being raised, and to coordinate planned actions. USAID, in the design
of ASAP, has been in constant contact with primarily the World Bank, EC and

0DA.
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IV. PROGRAM IMPLEMENTATION

A. Implementation Plan
1. Introdyction

ASAP includes policy reform activities involviig a variety
of GOM ministries, as well as specific project activities in fo:. different
ministries and institutions. Its complexity requires an implementation plan
which accounts for its diversity, while previding a structure in which actiecns
can be taken quickly, but deliberately, with the dual objectives that overal)
implementation is not hampered and that the intended impact of the progra. is
achieved. To accompiish this, there will be a Program Implementation
Committee (PIC), chaired by the Ministry of Finance or the Economic Planning
and Development Department of the Office of the President and Cabinet, and
having as members the various ministries and institutions involved with the
program, including USAID. The PIC will have varions subcommittees which dea)
with discrete program areas. A Program Management Committee also will be
established, again chaired by the Ministry of Finance, which will include
Principal Secretaries, heads of institutions, and the Director of USAID. This
structure is discussed in detail below, along with the individual
responsibilities of the Government of Malawi, Bunda College and USAID.

2. Management of Program and Project Implementation
a. Joint Host Country and USAID Responsibilities

The management of overall program implementation will
be at two levels. At the principal secretary level, there will be a Program
Management Committee (PMC) which will include relevant principal secretaries
and the director of USAID. This committee will monitor progress of
implementation, including progress toward achievement of conditionality. It
is expected that this committee will meet twice annually, but may meet on an
ad hoc basis as well as need arises. ,

At an executive level, there will be a Program Implementation Committee (PIC)
which will include office directors in areasnrelevant to program activities.
Included on this committee will be the USAID Agricultural Oevelopment

Officer. This committee will monitor program implementation on a more regular
basis, and will deal with implementation watters which require broader :
discussion and resolution. For example, decisions about study scopes of work
and related issues may require discussion by the PIC since both conducting the
study and acting on its findings and recommendations may involve a number of
offices and ministries. It is expected that the PIC will meet monthly or
bimonthly. Sub-committees of the PIC may be formed to consider discrete
program or project-specific areas. The composition of the committees, their
specific scopes, and their schedules will be the subject of discussion between
USAID and the GOM, and will be documented in a PIL.



The GOM, through the Ministry of Finance as overall
implementing agency, wiil have primary responsibility for implementing the
program . This includes undertaking the necessary reform actions and managing
the constituent project activities. Based on actions taken, the GOM will be
responsible for submitting to USAID evidence that the conditionalities have
been met. The GOM also will ensure that covenants included in the program
agreement are met.

The GOM’s responsibilities will be executed through the various ministries in
which the activities take place. Coordination in particular to see that
overall program objectives are being met will take place through the PIC.
Responsibilities for specific project activities are as follows: the Ministry
of Agriculture will manage the Food Security and Nutritina Monitoring Survey
activity and the Agroforestry Extension activity; the Department of Economic
Planning and Developwent will manage the Food Security Policy Development and
Analysis activity; Bunda College will manage the Agricultural Policy Research
Unit activity; and the Department of Research and Environmental Affairs will
mar.age the environmental monitoring activity.

GOM management of the studies, which are especially important to achieving
program objectives, will be accomplished by PIC members. A PIC sub-committee
will be formed to supervise the drafting of scopes of work and review report
drafts. The PIC also will be responsible for review of final reports,
consideration of recommendations and action plans, and identification of
additional proposed project activities designed to implement action plans.
For each study, the GOM will identify one PIC member to be individually
responsibie for supervising day-to-day management tasks involved with study
design and execution.

c. USAID Responsibilities

Within USAID, the pro?ran will be managed by the
Agriculture and Food Security Office. Overall supervision of program
implementation will be the responsibility of the Supervisory Agricultural
Development Officer (ADO). That officer will be assisted by the deputy ADO
and by other professional office staff. The ADO or deputy ADO will represent
USAID on the Project Implementation Committee, and will participate on PIC
sub-committees as required. The Mission Director will represent USAID on the
Program Management Committee.

An ASAP Program Committee within USAID also will be established to assist the
ADO with program management. This committee will have as members
representatives from the Program, Analysis and Evaluation (PAE) Office,
Project Implementation and Development Office (PID), and the Controlier’s
office. The Human Resource Development Office (HRDO) will be included
whenever Bunda College activities are considered. The ADO will be chairperson
of this committee. The function of the Mission Program Committee is to
monitor progress of program and project implementation and to address in
particular internal Mission management and implementation issues. ASAP is a
complex program, and will require a variety of resources from with the Mission
fort;%s successful implementation. Initially, committee meetings will be held
monthly.
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Finally, during the initial months of project implementaion, the need for a
Personal Services Contract (PSC) Project Manager in the Mission will be
assessed. If found to be necessary, a PSC will be hired. Additional funds
may be required for this purpose, depending on the length of the contract.

3. Implementation Schedyle

Iime Action Agent

1991

September Obligation & proag signing GOM & USAID
First smallholder burley evaluation PIC

October Implementation schedules for tranche PIC & USAID
two studies completed, and contracting
initiated
Prepare 12 DREA job descriptions and advertise DREA
in Jocal newspaper

November First tranche conditionality GOM & USAID
met, and funds released
Food security RFP drafted EP&D & USAID
SOK for alternative markets (burley) study MOA & USAID
drafted

SOW for private maize marketing study drafted MCA & USAID
Agricultural policy unit (Bunda) RFP drafted Bunda & USAID

Credit/seeds and fertilizer/alternative MOA & USAID
markets cooperative agreement RFP drafted

December PIL earmarking Bunda construction activity USAID

Food security RFP issued EP&D & USAID
Private maize marketing PIO/T issued MOA & USAID
Agroforestry PI10/T issued MOA & USAID
Credit/seeds and fertilizer/alternative MOA & USAID

markets cooperative agreement RFP issued
Alternative markets (burley) study PIO/T issved MOA & USAID
Ag. policy unit (Bunda) RFP issued Bunda & USAID

51



1992

January

January

February

March

April

SOW for tenant prices study drafted
Agroforestry coop. agreement signed

Alternative markets (burley) study delivery
order issued

Private maize marketing study delivery order
issued

Require estates to post tenant and labor
terms and conditions

Rire new DREA staff

Draft environmental unit work plan

Motice of Bunda construction activity

Tenant price study PIO/T issued

Initiate private sector maize marketing study
Initiate alternative markets (burley) study

Pre-tranche assessment, second tranche
conditionality met, and funds released

Collect and analyze environmental data
Tenant price study delivery order signed

Proposals for food security coop. agreement
received

Proposals for ag. policy unit (Bunda) coop.
agreement received

Proposals for credit/seeds and
fertilizer/alternative markets cooperative
agreement received

Proposals for Bunda construction received

Food Security coop. agreement awarded

Private sector maize marketing study completed

SOW for price info system drafted

MOA & USAID
MOA & USAID
MOA & USAID

MOA & USAID

GOM

DREA

DREA

Bunda & USAID
MOA & USAID
PIC

PIC

GOM & USAID

DREA
MOA & USAID
EP&D & USAID

Bunda & USAID

MOA & USAID

Bunda

EP&D & USAID

PIC
PIC



April

May

June

Jqu

August

September
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Initiate tenant prices study

Credit/seeds and fertilizer/alternative
markets cooperative agreement awarded

Ag. policy unit (Bunda) coop. agreement
awarded and signed

Bunda construction contract awarded
Food security coop. agreement signed

SO for estate/smallholder interface study
drafted

Credit/seeds and fertilizer/alternative
markets cooperative agreement signed

Agroforestry activities underway
Contract for one environmental TA (3 months)

Initiate design of commodity
price information system

Tenant prices study completed

Environmental baseline data determined
Initiate estate/smallholder interface study
Commodity price informaticn system completed
Area specific assessment (Zomba South)

Food security cooperative agreement TA
arrives ,

Ag. policy unit (Bunda) cooperative agreement
TA arrives

Credii/seeds and fertilizer/alternative
markets TA arrives

Environmental TA arrives
SOW for land tenure study drafted
Agroforestry TA arrives

Environmental TA departs

PIC
MOA & USAID

Bunda & USAID

Bunda & USAID
USAID
PIC

MOA & USAID

MOA
USAID & DREA
P1C

PIC

GOM & USAID
Bunda

PIC

GOM & USAID
MOA & USAID

Bunda & USAID

MOA & USAID

DREA

Bunda & USAID
MOA & USAID
DREA



October

November

December

1993

Initiate land tenure study

Annual evaluation

SON for crop diversification study drafted
Clarify estate/tenant adjudication procedures

Land tenure study completed

January

February

March

April

May

June

July

August

Pre-tranche assessment completed, third
tranche conditicnality met, and funds
released

Initiate crop diversification study

Contract for one environmental TA
(3 months)

Crop diversification study completed

Alternative markets (burley) study
completed

Environmental TA arrives
Annual evaluation

Audit

Design of phase two begins

Mid-term smallholder burley evaluation
submitted

Environmental monitoring report submitted
SOW for extension module drafted
Environmental TA departs

Environmental monitoring report assessed
Area specific assessment (Zomba South)
Initiate extension module study

Phase two authorization/obligation

PIC
GOM & USAID
PIC
GOM
PIC

GOM & USAID

PIC
DREA

PIC
PIC

DREA
GOM & USAID
GOM & USAID
GOM & USAID
PIC

GOM

PIC

DREA

GOM & USAID
GOM & USAID
PIC

GOM & USAID

LY
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September Estate smallholder interface study Bunda
completed

1994

February Contract for environmental TA (2 months) GOM

April Environmental TA arrives DREA

May Environmental monitoring report submitted GOM

~June Environmental monitoring report assessed GOM & USAID

Mid-term Evaluation GOM & USAID

July Area specific assessment (Zomba Scuth) GOM & USAID
Extension module study completed PIC

SOW for legal/administrative barriers PIC
study drafted

September Third smallholder burley evaluation PIC
submitted
Initiate Tegal/administrative barrier PIC
study

October Legal/administrative barrier study PIC
completed

1995

May Environmental monitoring report submitted GOM

June Annual Evaluation ' GOM & USAID
Environmental monitoring report assessed GOM & USAID

July Area specific assessment (Zomba South) GOM & USAID

September Fourth smallholder burley evaluation GOM
submitted

1996

May Environmental monitoring report submitted GOM

June Final smallholder burley evaluation PIC
submitted

Final evaluation GOM & USAID



Procurement of commcdities will be the responsibility of
USAID and contractors funded under the program. Within USAID, the
Agricultural Development Officer will have overall responsibility for
procurement actions which are the Mission’s responsibility. Electronics such
as computers and video machines will be procured using procurement service
agents under contract with A.I1.D. Vehicles will be procured by the Mission
Executive Officer. Institutional services’ contracts will be cooperative
agreements or other agreements, which will be negotiated and/or cleared by
REDSO/ESA RCO, and IQCs managed by AID/W or REDSO/ESA. Some commodity
procurement will be included in the institutional contracts. Procedures for
the Bunda construction contract are discussed below.

Commodities purchased by the project will be appropriately marked with the
A.1.D. handclasp symbol. The PSA will be charged with ensuring that all goods
it purchases are marked at source, and USAID will see that other goods are
marked appropriately.

A procurement schedule will be developed in conjunction with the institutions
providing technical assistance for the same activities.

2. Equipment List
Activity/Item Oty Budget Prob. $/0  Agent
Bunda Activity:
Vehicles 6 150,000 Japan USAID
Multisystem VHS rec/play 1 700 Japan *
Video monitor 1 800 Japan *
Video camera w/supplies | 1,500 Japan *
PCs w/software & Printers 4 40,000 USA *
Fax machine, copier | 5,000 USA/Japan *
198,000
Agroforestry:
Vehicles 9 184,000 Japan USAID
Scientific instruments - 20,000 USA *
PCs w/software 2 10,000 USA *
Video camera w/access. 8 40,000 Japan *
Projectors (slide & o’head) 1 1,500 USA *
Watering cans, hoses, etc - zg%*ggg Malawi Contractor
- 455,500

* Note: This procurement will be done by USAID through a PSA, or the
contractor, aiid will be decided at time of contract negotiation.

(4
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Environmental Impact Monitoring with DREA
Commodity aty Budget Prob. §/0 Agent
Vehicle 1 37,037 Japan USAID
PC 2 18,519 USA USAID
Duplicating Macchine 1 2,593 USA USAID
Word Processor 1 7,407 USA USAID
Map Cabinet 1 1,852 USA USAID
Furniture/Equipment 9 27,778 Malawi Contractor
Subtotal 98,889
Food Security/Early Warning
Vehicles 1 25,000 Japan USAID
PCs W/Software 1 5,000 USA Contractor
Scales (25 kg) 210 30,000 Local USAID
Pocket Calculators 42 450 Local USAID
sSubtotal 60,450
JOTAL 812,839

3. Services

A1l service contracts, with the exception of the Bunda
construction contract, will be negotiated by A.1.D. Technical assistance and
institutional support for the Bunda activity will be provided through a
competitively bid cooperative agreement with a univeristy or univeristy
consortium. Technical assistance for the EP&D food security activity will be
through a competitively bid cooperative agreement with a univeristy.

Technical assistance for the agroforestry activity will be through a
negotiated cooperative agreement with Washington State University (WSU).

Under the MARE Project, WSU has provided technical assistance for research on
agroforestry techniques. Its substantial work in this area in Malawi, and
consequent unique capability, Jjustify a sole source contracting mechanism. A
full justification for less than full and open competition is attached to this
PAAD as an annex. A1l three cooperative agreements have been chosen as the
assistance instrument because a substantial involvement is anticipated between
A.1.D. and the recipient during the activities.
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It is intended to use huzt country contracting (HCC) procedures for the
construction activity at tii:da College. While a preliminary assessment of
contracting procedures uizd &y the University has indicated that the HCC
mechanism would be acssniehie, a full assessment will be conducted by the
REDSO/ESA Regional Cortralting OFficer prior to any disbursement for this
activity. The constrisifpy contract to be implemented by the University of
Malawi at Bunda College wiuld be the responsibility of the University Estate
Development Officer. The University would use its regular architectural
advisor to design the faciiity, and then would request construction bids.
Notice of the tender wouid be advertised both in the Commerce Business Daily
and in Malawi. The University Tender Board would review bids received and
make the award. USAID would clear on major actions, including the technical
drawings, the RFP, the award process, and the final contract document.
Payment would be through direct reimbursement against certificates of work

performed. If necessary, a consulting architectural or engineering firm would

be hired by the University, to manage the construction activity.

Services Procyrement Schedyle
ACTIVITY DATE
Project Authorization September 30, 1991
PiO/T for WSU Cooperative Agreement signed November 15

PI0/T for food security cooperative agreement signed November 30
PIO/T for agricultural policy coop. agreement signed December 15

PIL earmarking Bunca construction activity December 15

WSU coop. agreement signed January 15, 1992
Notice of competitive food security coop. agreement January 15
Notice of competitive ag. policy cooperative agreement January 30
Notice of Bunda construction activity February 15

Proposals for food security coop. agreement rece¥9ed_l March 15

Proposals for ag. policy coop. agreement received ﬁhrch i
Proposals for Bunda construction received March 31
Food security coop. agreement awarded April 30

Food security equipment/vehicle P10/Cs authorized April 30
Ag. policy equipment/vehicle P10/Cs authorized April 30
Ag. policy coop. agreement awarded May 15



Bunda construction contract awarded May 15
Food security coop. agreement signed May 15
Ag. policy coop. agreement signed May 31

4. Development Fund for Africa Certification

The commodities and services to be funded under this
program will be financed by Development Fund for Africa (DFA) resources.
Following the Congressional guidelines set forth in the legislation _
authorizing the DFA, all reasonable efforts have and will be made to maximize
procurement of U.S. source/origin commodities. Only those items which are not

currently made in the U.S. (e.g. 220V 50H electronics equipment and right-hand

drive serviceable vehicles) have been designated for purchase from non- U.S.
source/origin. Therefore, the USAID/Malawi Mission Director, in accordance
with A.1.D. Africa Bureau guidelines, will maximize U.S. procurement whenever
practicable. The A.1.D. Project Officer assigned to monitor this project will
keep records of all commodities purchased by the project by A.1.D. Geographic
code and will report this information annually to A.I.D./W.

5. Gray Amendment Certification

The procurement plan, including procurement of goods and
services, for ASAP was developed with full consideration of maximally
involving minority and women-owned firms, or Gray Amendment organizations, in
the provision of required goods and services. Where this is 1ikely to take
place primarily is in the use of procurement service agents, who have been
selected on that basis. The nature of the program, however, will not permit
major set-aside minority or Gray Amendment contracting. Such contractors,
however, will be able to bid on the planned cooperative agreements and other
contracts under the program.

C.  EINANCIAL PLAN

The Financial Plan for ASAP includes a description of the NPA
dollar disbursement mechanism, local currency generation, the method of
financing for project activities, budget estimates, and a discussion about the
host country contribution.

1. Dollar Disbursement Mechanism

USAID financing for phase one of ASAP totals $20,000,000 of
nonproject assistance. This assistance will be provided in tranches as
specific conditions are satisfied, and will be provided on a cash disbursement
basis. As conditions are satisfied, a Financing Request is first signed by
the designated representative of the GOM, and then approved by the A.1.D.
Mission Director. The required information is then sent to AID/W, which is
responsible for authorizing the actual cash disbursement.
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2. Dollar Tracking and Local Currency Deposits
a. Dollar Disbursements and Tracking

A disbursement, tracking and use system has been
adopted which is similar to one used by the World Bank for its nonproject
assistance, but which also meets A.1.D. requirements. In accordance with
current Foreign Assistance Appropriations legislation and AID/W guidance
distributed mid-1991, the cash disbursements will be deposited into a
separate, non-commingled interest-bearing account opened by the Reserve Bank
of Malawi for this purpose at a U.S. banking institution acceptable to A.1.D.
Funds in this account, including all interest earned thereon, will not be
commingled with funds from any other source, and will be used for the purposes
identified below. The number of the account, along with the name of the bank,
will be provided to AID/W as early as possible after obligation.

Disbursements from the special account will be made by the Reserve Bank in
accordance with their standard procedures. The Bank will maintain all
necessary documentation which will allow the tracking of the use of the

funds. The Bank will also submit to USAID on at least a quarterly basis
reports on the status of the Separate Account and certified copies of the bank
statements. Reporting formats and types of documentation required by A.I1.D.
will be outlined in a separate Program Implementation Letter. Dollars, and
interest earned thereon, will be used only to finance imports of commodities
from the United States or other A.I1.D. Geographic Code 935 countries, for use
by private individuals or by firms operating on a commercial basis in Malawi.
The Bank will be informed that no grant funds will be used to finance military
or paramilitary requirements of any kind, luxury goods, goods having their
source or origin (or for provider of services their nationality) in countries
not included in A.1.D. Geographic Code 935, nor the payment of debt if such
debt was incurred for the purpose of financing any transaction not permitted
by the Grant Agreement.

The Bank has managed and continues to manage nonproject assistance for A.I.D.
and other donors, including the World Bank and the European Community, and the
Mission, based on that experience and on its regular deilings with the Bank,
has confidence that it is capable of managing ASAP disbursements in the manner
described above. The system which the Mission intends to use for dollar
disbursements and tracking is similar to that used over the past few years by
the World Bank, which has not experienced problems.

b. Local Currency Deposits and Utilization

The Reserve Bank will maintain a Special Local
Currency Account. Following each disbursement of dollars under the program,
the €OM will deposit Malawi Kwacha in a sum equivaleant to the ori?inal dollar
disbursement. Funds in this account will not be commingled with local
currencies from any source other than the ASAP program. From this account,
the Kwacha equivalent of 5% of the total dollar disbursement will be deposited
into the A.1.D. Operating Expense Trust Account, and thereby made available to
USAID for the requirements of operating the A.I1.D. program in Malawi.

\nb
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A noninterest-bearing account held in the Reserve Bank of Malawi will be used
for the local currency deposits in accordance with current GOM regulations.
Guidance on the programming and managing host country-owned local currency, as
presented in State 204855 dated 21 June 1991, states that "A.1.D. policy
favors that local currency be placed into an interest-bearing account in a
deposit- taking institution ... so long as such accounts are permitted under
host country law and regulation.” Based on the provisions of the Reserve Bank
of Malawi Act, the GOM holds its central government accounts with the Reserve
Bank. Other than a couple of exceptions approved by the Minister of Finance
and the Governor of the Bank, e.g. for the Post Office Savings Bank, the Bank
does not maintain any interest-bearing accounts, nor is the Bank a
deposit-taking institution. (It holds commercial bank reserves, but does not
pay interest on these.) Based on this information, the Mission concurs with
the GOM’s intent to abide by its current policy concerning the local currency
account. As required by the above-mentioned guidance, a written determination
to not follow A.1.D.’s preference for interest-bearing accounts will be made
by the USAID Director, and will be kept on file in the Mission.

Disbursements from the Special Local Currency Account will be used for general
budgetary support to the Ministry of Agriculture, the Department of Research
and Environmental Affairs in the Office of the President and Cabinet, and
Bunda College of Agriculture. The actual proportions for these disbursements
will be determined through negotiations with the GOM, and will be the subject
of a Program Implementation Letter.

Two recent assessments have been conducted of the GOM’s accounting systems.
One, on the GOM budgeting and accounting system and procedures, concluded
that, "Based on this assessment, USAID/Malawi expresses a high degree of
confidence that the GOM’s budgeting and financial management systems provide
reasonable assurance that funds, both U.S. dollars and local currency, if
generated, associated with the U.S. assistance will not be diverted and will
be used for intended purposes.” The second, which looked in detail at local
currency program management, stated the following:

On the management of the local currency program by the GOM, the Mission
formally signed an agreement with the GOM on March 15, 1990, establishing
procedures for programming, accounting and reporting on the use of all
local currencies generated under A.I.D. program assistance grants. [The
required] statements and advices are usually obtained in a timely manner,
though with some difficulties. The Mission, however, has not been able to
obtain quarterly financial status reports [and other reports] for
individual activities financed by the counterpart local currency. ...

It should be noted that the GOM is technically capable of the reporting
requirements for local currencies established under the USAID-GOM
agreement, but is [at times] unable to meet these requirements due to a
shortage of staff. While the GOM has failed in submitting the required
reports on a timely basis, the Mission has a high degree of confidence
that A.1.D. resources are being effectively utilized for their intended
purposes. We expect this effective utilization to continue as the Mission
increasingly programs local currency for general budget support, as
opposed to specific projectized activities.



-52-

Based on the above assessment, USAID proposed that the GOM hire a fulltime
accountant for the establishment and maintenance of necessary files and
accounting records for all A.1.D. local currency accounts, following-up with
implementing agencies and the Reserve Bank of Malawi to obtain required
periodic as well as year- end audited financial status reports and bank
statements, and submitting these reports and statements to USAID on a timely
basis. GOM has already concurred with this proposal and is in the process of
employing the assistant. GOM has also started following-up with implementing

agencies to obtain the required reports.

3. Method of Implementation and Financing

Iter: Implementation Einancing Estimated
(USS$)
NPA A.1.D. Cash disbursement 20,000,000

Bunda College:

TA Cooperative agreement Letter of Credit 2,703,699
Construction ‘University (HCC) Cost Reimbursement 678,750
Commodities A.1.D. Direct Direct/Bank L/Com 207,900
Contract/PSA
Agroforestry:
TA/Imp. Support Cooperative agreement Letter of Credit 873,726
Training/OE MOA Cost reimbursement 415,628
Commodities A.1.D. Direct Direct/Bank L/Com 286,500
Contract/PSA
Food security:
TA Cooperative agreement Letter of Credit 1,164,028
Surveys MOA Cost reimbursement 962,611
Environmental
Impact Monitoring
Commodities .AID Direct Direct/Bank/L/Com 98,889
Contract/PSA
Operations GOM Cost Reimbursement 203,993
TA AID Direct Contract Direct Payment 200,000
Studies/ A.1.D. Direct Contract Direct payment 1,460,000
Action Plan
Implementation
Monitoring, A.1.D. Direct Contract Direct payment 367,600
Evaluation &
Audit
Contingency - - 367,676
TOTAL - - 30,000,000



Where USAID will use PSAs for the procurement of commodities, a bank letter of
commitment (Bank L/Com) will be used because of the involvement of several
suppliers and the resulting proliferation of invoices and required payments.

Under the Agroforestry, Food Security, and Environmental Impact Monitoring
activities, all expenditures which are the responsibility of host countries
ministries are for operating costs of activities, e.g. vehicle operating
costs, subsistence, office expenses, etc. While the GOM accounting system
generally has been found to be adequate and accurate, USAID has experienced
some difficulty with receiving claims on a timely basis. The GOM will assign
accountants as necessary to process claims and submit those claims to USAID in
accordance with an agreed-to schedule to be defined in a project
implementation letter earmarking funds for each activity. If, under this
program, there is a problem receiving claims in a timely fashion, additional
steps, such as financing an accountant to process only A.1.D. Project-relatec
claims, will be considered.

4.  Audits

An audit of the program has been scheduled for April 1993.
In addition, all foreign recipients of U.S. Government funds will be
responsible for the annual audits of the activities financed under the project
component. Such recipients will be required to have these audits performed by
independent auditors approved by the A.I.D. Inspector General, and in
accordance with U.S. Government auditing standards. Technical assistance,
where necessary, will be provided to the recipients by USAID and/or the A.I.D.
Inspectrr General in contracting for and/or implementation of these audits.
Suffic’ent funds are budgeted in the program budget for these purposes.

5. Program/Project Budget

Estimated budget expenditures and host country
contributions are presented in the tables on the following pages.

6. GOM Contribution

The GOM is committed to providing support for ASAP which
has a value of 32% of the overall cost of total program and project
expenditures. It is estimated that two-thirds of the GOM’s agricultural
extension resources will be used in support of achieving the objectives of the
ASAP program, including the agroforestry activity. This includes provision of
technical advisory services and credit services to smallholders, as well as
other farmer support, and incorporates manpower, transportation, accommodation
and other expenditure items. Based on current levels of expenditure, this
level of support is expected to have a value of approximately MK36,700,000
over the phase one three-year 1ife of the program. (For estimating purposes,
it is assumed that during each of the first two years approx. MK18,350,000 is
spent on extension services by the GOM in support of the program.) At the
current exchange rate of about US$1=MK2.8, this contribution is worth
approximately $13,100,000. In addition, the contribution by Bunda College tv
the establishment and operations of the Agricultural Policy Research Unit, in
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Illustrative Expenditure Budget
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ITEN FY 92 FY 93 FY 9% FY 95 FY 96 TOTAL
1. Norproject Assistance

a. DFA 10000000 10000000 20000000

Subtotal 10000000 10000000 20000000
2. Bunds College Agric.

Policy Research Unit

a. Coop. Agreement 423268 T3LT2S 530814 391992 95351 2175950

b. Construction 600000 18750 678750

c. Commodities 155400 52500 207900

d. Res. Unit Support 94500 148345 140904 86033 STOLT 527749

Subtotal 1273168 961840 671518 530525 153298 3590349
3. Agroforestry

Extension

a. Long-term TA 208792 229370 438161

b. Extension Support 78650 73456 89597 84099 89986 415788

¢. Commodities 256400 258376 64496 68951 73682 721905

Subtotal 543842 561201 154093 153050 163668 1575854
4. Food Security

8. Policy/Sys. Dev. 138947 262483 278304 279036 205258 1164028

b. Survey Support 250000 160500 171735 183756 196619 962611

Subtotal 388947 422983 450039 462792  LOT87T 2126839
S. Environmental

Monitoring Unit

Subtotal 205904 170393 126585 502882
6. Studies, Implementation

and Nanagement

Subtotal 430000 500000 530000 1460000
Subtotal: Items 2-6 2841861 2616417 1932235 1146367 718846 9255724
7. Monitoring/Evaluation 40000 162800 45800 49000 70000 367600

Audit
8. Contingency (4X) 113604 109499 77451 46145 2997T 376676
Subtotal: Items 2-8 2095465 20888716 2055487 1241512 818821 10000000
TOTAL 12995465 12888716 2055487 1241512 818821 30000000
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ITEM FY 92 Fy 93 FY 9% FY 95 FY 96 TOTAL

1. Extension Services 9175000 18350000 9175000 36700000
Support

2. Bunds College Agric. 224000 224000 224000 224000 224000 1120000
Policy Research Unit

3. Studies, Action Plans 100000 105000 110250 115763 121551 552563
and Implementation

4. Food Security 200000 210000 220500 231525 243101 1105126
Activities

S. Natural Resource 50000 $2500 $5000 206780 217119 581399
Monitoring

TOTAL 40059088

USS equivalent st USS1sMK2.8 14306817



terms of staff time, land, and GOM financing of a portion of the construction,
is valued at approximately MK11200000, or approximately $400,000 over the five
year life of the activity. The contribution by the GOM toward the food
security activities is expected to be MK 110,5126, or approximately $395,000.
The contribution toward the studies, development of action plans, and
implementation of those plans is expected to be MK552,563, or approximately
$200,000. The contribution toward the natural resource management activity is
expected to be MK581,399, or approximately $207,000. Total host country
contribution is expected to be approximately $MK40,059,088, or approximately
$14,306,817. . This represents approximately 32% of total program and
project expenditures ($44,306,817).

D. Monitoring and Evaluation
1. Introduction

ASAP is the Mission’s prinCipal activity in the
agricultural sector. The goal and purpose of the Program are closely 1inked
to the overall strategic objective of the agricultural sector: increasing
foodcrop production and productivity. Given the magnitude of the rural
population, this agricultural sector program also is closely related to the
achievement of the Mission’s overall goal: to enhance the economic well-being
of the average Malawian household.

These close links to both the strategic objective and overall Mission goal
indicate that the monitoring and evaluation plan for ASAP must meet monitoring
and evaluation needs at these levels. In addition, the impact cof the program
on the target beneficiaries, particularly with respect to the equity
implications of the program, must be carefully monitored.

Pre-tranche reviews of compliance with the letter and the intent of the
conditions must be undertaken. Monitoring and evaluation of the major project
components is also critical. And finally, as the design and negotiation of
this program demonstrated to Mission staff, the joint conduct and wide
dissemination of results from studies, assessments, and evaluations are
critical to sustained dialogue on these issues. Thus, the mechanisms and
levels of monitoring and evaluation for this Program are complex. Through a
combination of periodic monitoring efforts, annual evaluations, special
studies, impact assessments and seminar/workshops, the Mission, in conjunction
with the Government of Malawi, will monitor and evaluate indicators at the
input, output, purpose, and goal levels for the program, as well as the
Mission’s agricultural strategic objective and overall goal. In all cases,
the Mission will rely to the maximum extent on existing data sets and their
updates, with supplemental ground-truthing exercizes to ensure that aggregate
statistics reflect smallholder experiences. To the maximum extent, data will
be collected on o gender disaggregated basis.

X



-57-

2. Indicators and Measurement
a. Mission Goal

As mentioned above, the Mission’s overall goal -- to
enhance the economic well-being of the average Malawian household -- is
closely aligned to ASAP, given the high concentration of people in the rural
sector who are also engaged in agriculture. Monitoring and evaluating at this
level is critical. Indicators which will be measured with respect to this
goal include:

- rising rural incomes,
- improved on-farm food security, and
- reduced malnutrition.

These indicators will be tracked annually. Incomes and malnutrition are
already monitored within the cuntext of the Mission’s Assessment of Program
Impact. On-farm food security statistics are provided through three sources:
the Ministry of Aariculture, Economic Planning and Development, and through ad
hoc stucies (Mission supported research by HIID in the Zomba South area, for
exa:pls). These indicators will continue to be monitored through these
mechanisms.

b. Mission Agricultyral Strategic Objective

The Mission’s strategic objective for the agricultural
sector is to increase foodcrop production and productivity. By enhancing
smallholder production and marketing options, improving the efficiency of
input delivery mechanisms, improving equity in thc agricultural sector, and
identifying crop diversification opportunities, smallholders are expected to
gain the income required to purchase fertilizers and improved seed. Thus,
on-:arm goodcrop production should increase. The following indicators will be
monitored: .

- smallholder maize production increases, and
- smallholder maize productivity increases.

Irformation regarding these indicators is available on an annual basis from
the Ministry of Agriculture.

c. Program Goal

The overall goal of the Agricultural Sector Assistance
Program is to increase agricultural productivity, employment, and incomes.
Over the medium term, Government has committed itself to a liberalization
effort which will shift the pattern of cash crop production to include
substantial numbers of smallholders. In addition, during the course of the
program, smallholders’ access to profitable markets and activities is expected
to increase. Improvements in this area, as well as GOM commitment to the

A



intent of the program, will be closely monitored under the program. Ffor these
indicators, equity implications and direction as well as magnitude of change
will be important aspects to monitor. In addition to the maize indicators
noted above, indicators at this level will include:

- food availability increases from approximately 1750
calories per capita daily in 1991 to 1950 calories by 1995,
and 2200 calories by 2000;

- increasing real value of smallholder production (by 3% per
year in real terms);

- increasing ‘smallholder productivity for key crops (maize,
groundnuts, tobacco: crop yields increase by _% per year);

- increasing real value of smallholder/rural and tenant wages
and incomes (by 2% per year);

- increasing rural employment, both.formal and informal.

Some of the data required to monitor these indicators are already available at
an aggregate level, e.g. annual GDP estimates monitor the real value of
smaliholder production and productivity for key smallholder crops is monitored
at the ADD and national levels. Ground-truthing of these aggregate statistics
will be necessary, however. Thus, the Mission intends to provide support for
the continuation of data collection and analysis of behavioral change among
maize and tobacco farmers in Zomba South. This research, begun in 1985/6 and
updated during 1990/1 by Dr. Pauline Peters of HIID, provides a longitudinal
data set for investigating the impact of the policy changes on rural
smallholders. The Mission intends to capitalize on Dr. Peters’ work by
engaging her to undertake annual upcates of production, productivity,
emplovment, income, and social impact of the changes among members of the data
grouy Finally, in those ares where periodic monitoring does not take place,
e.g. rural wages and rural employment, the Mission will work with Bunda
College to help establish methodologies and routine monitoring procedures.

d. Program Pyrpose

The purpose of the Program is to increase smallholder
access to agricultural inputs, output markets, cash crop production
alternatives, and labor market information. Indicators which will be
monitored and evaluated include:

- credit flows to smallholders increase by 5% per year in
real terms: at the same time, the proportion of all
smallholder credit going to smallholders with less than 1.5
ha. increases to 15% by 1995, and to 25% by 2000;

- private sector sales of fertilizer and seed sales to the
smallholder sector increase to approximately 10% of the
value of each market by 1995, and to 25% by 2000; by 1995,
smallholder farmers with less than 1.5 ha. should receive
15% of all smallholder fertilizer, increasing to 25% by

2000;



- private sector marketing of smallholder cash crops
increases from nil to 10% by 1995 and to 25% by 2000; by
1995, § smallholder owned cash crop marketing units will be
operating, increasing to 50 such units by 2000;

- by 1995, two new extension aids modules specifically
designed for farmers with less than 1.5ha. will be in use;
by 2000, 50% of all extension aids modules will be
developed for this group;

- estate tenant and labor terms and conditions of employment’
will be posted on all estates; and,

- information regarding the labor market will become widely
publicized.

As one of the special studies undertaken through the project component, the
Mission will finance a land tenure study intended to highlight the causes and
areas of land alienation, as well as an assessment of whether or not ASAP and
the World Bank’s ASAC program have diminished l1and alienation in areas of high
den:ity. The other indicators will be assessed through the program’s annual
evaluation.

e. Program Oytpyts

Indicators of Project Outputs answer how the purpose
level indicators will be achieved. At the output level, the indicators will
cluster about the elements of the program, namely: 1liberalizing production
and marketing of crops by smallholders; improved efficiency of input delivery;
increased equity in the agricultural sector; and improved crop diversification
opportunities. The indicators to measure achievement of these outputs are,
essentially, discreet actions and revised delivery systems. These elements
can be seen in the following table:

Liberalize production and - smallholders receive
marketing of crops tobacco quotas in own name
- crop production choices determined
by smallholders
- smallholders sell tobacco on
auction floor
- alternative smallholdar marketing
mechanisms established

Improve efficiency of input - credit system revised to target

delivery snallholders with less than 1.5ha.
fertilizer marketing and delivery
system revised to reach
smallholders with less than 1.5
ha, through private as well as
public channels



- seed marketing and delivery system
revised to reach smallholders with
less than 1.5 ha, through private
as well as public channels

- smallholder credit becomes
redeemable for inputs at private
as well as public sector
institutions

- extension modules promulgating
agro-forestry techniques for
smallholders with less than 1.5 ha’

in use
Increase equity in the - terms and conditions of tenancy will
agricultural sector be posted by estates

analysis of prices paid to tenants
for burley will be undertaken

- specific consideration of
smallholders with less than 1.5 ha
of land in agricultural policy

formulation
Improve crop diversification - smallholder production of non-
opportunities traditional cash crops increases

- for a specific range of crops, net
prices paid to smallholders
averages no less than 50% of
export parity price

Each of these indicators will be assessed in two ways. First, as they pertain
to conditions precedent to the release of funds under the program, the
indicators will be subject to a pre-tranche release review. Second, these
indicators will be reviewed during each annual evaluation. The localized
sentinel study described above will complement the national focus of the
evaluations, and will be useful in determining the equity implications of the

program.

e. Project Qutputs

The goal ana purpose of the project component
coincides with the cverall program goal and purpose, but the project
activities themselves will have to be monitored to assure achievement of
project level outputs énd inputs. The project elements of ASAP include
activities at the following institutions: Bunda College’s Agricultural Policy
Research Unit; Department of Zconomic Planning and Development’s Food and
Nutrition Study Unit; Ministry of Agriculture’s agroforestry technology
extension services &nd food security monitoring unit; and the Department of
Environmental Resource Hanagement. In addition, there is a special studies
component, and provision for implementing some study action plans. Output
level indicators for these activities are presented below:

/\{‘)7
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unit established

- staff recruited
buildings constructed
research undertaken
seminars held

Bunda College: Research Unit

staff recruited
- research undertaken
- policy development/analysis
conducted

Food & Nutrition Unit (EP&D)

Agroforestry extension - staff recruited
- modules developed
- modules extended

surveys undertaken
- analysis undertaken and results
disseminated

Food Security Unit (MOA)

staff recruited
- monitoring system developed
- monitoring system in use
- reports issued

Environmental Resource Unit

Special Studies - studies completed
- results disseminated
- seminars held
- recommendations for action
plans proposed, and action
Plans implemented

The Mission’s Agriculture and Food Security Office will assume overall
responsibility for monitoring these indicators. Status will be tracked
through the PIR process.

f. Program and Project Inputs

In addition to the dollars provided in support of the
sectoral reforms discussed, the project activities identified above also will
re?gige input monitoring. For each activity, the input indicators monitored
wi e:

Bunda College: Research Unit - technical assistance recruited

- construction funds available
commodities provided
study tours & training provided
operating funds available

Food & Nutrition Unit (EP&D) - technical assistance recruited



-62-

Agroforestry extension - technical assistance recruited
- commodity procurement financed
- operating funds available

Food Security Unit (MOA) - survey funds available

Environmental Resource Unit - technical assistance recruited
- operating funds available

Special Studies - technical assistance recruited
The Mission’s Agriculture and Food Security Office will assume overall

responsibility for monitoring these indicators. Status will be tracked
through the PIR process.
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A. Social Soundness Anglysis
1. Introduction

The social analyses focussed on two general sets of issues: (1)
the current structure of employment, income distribution, and access to land
and other resources (credit, labor, inputs and extension advice) among
significant social groups within the agricultural sector and, (2) the effects
of ASAP on agrarian change and consequent impact on different social groups. .

2. Employment, Income and Resource Access in Malawi

In 1987, 70% of full-time farmers and 25% of part-time farmers
were women. 72% of the active labor force was employed in the smallholder
sector and 9% was employed in the estate sector (World Bank, 1990). As such,
smallholders and estates are of particular importance for ASAP.

a. Smallholders

The smallholder sector includes 1.3 million households, 30%
of which are headed by women and is squeezed by four main factors: (a) a
population growth rate of 3.7% per annum; (b) inadequate access to land,
exacerbated by declining per capita farm sizes from an average of 1.5 hectares
in 1968/69 to 1.2 hectares in 1980/81; (c) low farmer adoption rates of HYV
maize and fertilizer; and, (d) a set of national policies that have neglected
the needs of smallholder agriculture or that have transferred wealth from
smallholders to support investment in other sectors. This has resulted in a
situation whereby 75% of all smallholder households have less than 1.5
hectares of land. These smallest of smallholders are not, however, a
homogenous group: 20% have between 1 and 1.49 hectares and are considered
subsistence farmers able to produce a small surplus in good years; 55% have
less than one hectare, which, at current productivity levels, will supply a
maximum of 75% of the family’s basic nutritional needs; and 23% live on less
than 0.5 hectares, which yields only 27% of their consumption requirements
(World Bank, 1990).

The smallholder sector is faced with an increasingiy skewed distribution of
land and iicome (both regionally and within communities); a growing proportion
of resource-poor, woman-headed households; a growing marginalization which has
caused agriculture to become a residual activity providing a less and less
meaningful contribution to household food and income; and a growing reliance
on alternative, non-farm sources of employment to meet basic subsistence
needs. Approximately 40% of all income derived by smallholders, including
food retained for consumption, comes from off-farm sources, and 50% of all
reported income is controlled by women (Peters and Herrera, 1989). For
households where cash crops are a significant income source, there is a
tendency for women’s access to and control of income to decline. If present
trends of large proportions of rural society continue to be unable to earn a
living from their land continue, it is likely that the majority of Malawi’s
rural people will become landless or near landless laborers.



30% of smallholder households are headed by
women, 72% of whom have less than 1 hectare of land and cannot produce enough
to meet their households’ consumption requirements. This is in part due to
the fact that women’s access to land, labor, livestock and capital is largely
determined by the nature of their current and past association with men,
particularly with husbands or with male matri-kin in the South. It is also in
part because about 40% of these women are married to men who are absent from
home more than 50% of the time due to employment located elsewhere in Malawi.
The situation for women farmers is bleak. The policies and institutions that
have stifled Malawi’s smallholder agriculture in general have had a
particularly crippling influence on the opportunities available to women
farmers. Marginalization of smallholder agriculture is felt most directly and
deeply by women.

ii. Prodyction of Cash Crops

With the exception of cotton and groundnuts, all
major cash crops are produced primarily by estates. Smallholders have proven
‘that tiiay are aware of market forces by the considerable shifts in production
in_a response to price incentives and price ratios between various crops.
Neveirtheless, oniy 4% of smallholder land is under cash crop production. The
Jow level .of cash crop production in the smallholder sector is due to a
variety of couses: price disincentives offered by ADMARC, the sole purchaser
of smallholder cotton, tobacco and groundnuts; technical and legal
constraints; and the inability of subsistence farmers to take risks.

Until this year, smallholdcrs were lcgally prohibited from growing burley, one
of the most profitable types of tobacco. There is, however, considerable
potential for expanded smallholder oroduction of burley, especially in
households with less than 1.5 hectares. Even a smail production quota (250
kg) would provide them with sufficient income to increase consumption
expenditures and invest in fertilizer and hybirid seeds for itheir maize
gardens. To achieve this objective, the total prcduction quota for
smallholders will have to be increased and credit, extension services, seed
and fertilizer made available to them. During the first year of the piogiam,

few women were given quotas, although women provide an estimated 50% of the -

labor requirements on smallholdings and estates. Also in the the first year
of the program, most participants had more than 1 hectare of land. Greaater
effort must be made to reach the very poorest of the smallholders.

b. [Estates

The estate sector has been in the forefront of
agrarian change during the decade of the 1980’s, and can be expected to have a
growing influence on agricultural employment and incomes during the 1990's.
In 1960, estates occupied 2% of Malawi’s land area; the owners were prim:rily
corporations, businessmen, politicians and civil servants. In 1989, there
were over 15,000 estates occupying 30% of Malawi’s agricultural land and
employing 7% of the working population. Increasingly, these leasehold estates
have been established by smallholders who converted their customary
landholdings to estate status, or who fashioned estates from unallocated
customary land held by chiefs (Mkandawire et al. 1990, Jaffee et al. 1991).
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By assuming the legal status of estate owners, smallholders simultaneously
gained access to rewarding commercial crops and security of tenure.

i. Momen gs Estate Owners

Approximately 3% of Malawi’s estates are
registered in the names of women. There are, so far as we know, no statutory
requirements that impose specific legal barriers to women’s participation in
the estate sector, but this low rate of participation can only be explained by
the presence of de facto or informal barriers (Ariza-Nino 1991). Moreover,
for many women, access to land is being jeopardized through estate formation.’
As is the case elsewhere in Africa, formally gender-neutral land registration
procedures can contribute to an erosion of women’s rights to land. This is
because their names are not present on the legal documents that shift the land
they currently cultivate from the customary domain (where access is based on
community membership) into the leasehold domain (where access is based on
individual identity).

it. JThe Estate Labor Force

Four main types of workers are employed on
estates: (a) paid and unpaid family members of estate leaseholders and
managers (38,000 people), (b) tenants and their unpaid family members (255,000
people), (c) permanent laborers hired for a period lasting from a few months
to year-round (163,000 people), and (d) casual (ganyu) laborers hired on a
daily or weekly basis from surrounding smallholder communities (140,000
people). (Mkandawire et al., 1990, Jaffee et al., 1991).

Adult men constitute 70% of the total permanent workforce and 42% of the
casual workforce. Adult women account for only 8% of permanent laborers but
35% of casual laborers. Children (people under the age of fifteen) constitute
25% of both permarent and casual workforces. Men are paid 50% more than women
(but on average, less than the agricultural minimum wage), while children are
paid about half the adult male rate. Real income from estate employment has
stagnated during the 1980’'s, but compares increasingly favorably with
smallholder real earnings, which have declined (Jaffee et al. 1991). Taking
into account all non-working family members, 12.5% of the total national
population lives and works on estates. Over one-half of these people are
tenant farmers and their families.

iii. Jenancy

Nearly all but a few of the largest estates rely

on oral contracts that fail to specify the terms and conditions for tenants.

_ This lack of specificity in the terms of tenancy creates uncertainty and

“®isconcepticns, leading to disagreements about earnings and prices charged for
housina, food, inputs and other services; high rates of turnover; theft and
burning oi-.tgbacco; and weak incentives to preserve tobacco quality. From

- the estate perspactive, labor relations are seen as one of the most
significant constrainis to increased production and improved quality; and from
the tenant perspective,-there is evidence of artificially low remuneration
rates set through collusien and_intimidation (Nankumba 1990). The situation
is further complicated by the absénce of clear and accepted administrative or
legal processes for resolving disagreéﬁea;s;getween workers and managers.
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In addition, the Ministry of Agriculture, in conjunction with the Tobacco
Association of Malawi, sets a maximum price for tenant tobacco “"which is
designed to reduce the price paid to the tenant below that which would
otherwise be negotiated in a free market" (Fitch and Carvalho 1991:27).

Despite these conditions, smallholders become tenants because approximately
one in five achieve economic success. Jaffee et al. (1991) have shown that
there are three significant categories among the tenant population:
*accumulating tenants® (20% of all tenants), who are able to invest in
livestock, small businesses, and estates of their own; "middie tenants” (50%
of all tenants), who earn higher incomes than most smallholders; and "poor
tenants" (30% of all tenants), who manage to survive at levels that are
comparable to or worse than conditions in the smallholder sector. These
variations are an important source of dynamism in Malawian agriculture and
tenancy appears to be an intermedizte step between subsistence-oriented
smallholder production and commercially-oriented ¢state production.

3. Components of Agrarian Change avi ’olicy Implications

a. ; - r
Although our understanding of the estate-smallholder interface is not
complete, the main sources of dynamism and tension that are driving agrarian
change in Malawi appear to derive from (a) competition for land and other
rural resources, (b) restrictions on access to commercial agricultural
opportunities, and (c) the organization of rural iabur markets.

i. Land and Land Use

Estates and smallholders compete for grazing
land, fuelwood, building materials, and 12nd for cultivation of food crops.
From the estate side, this is perceived as “encroachment”; from the
smallholder side, estate owners appear to be taking advantage of traditional
community-based modes of rural resource access, at the same time as they use
modern juridical mechanisms to gain exclusive access to lands under
leasehold. The implication of these land transfers in terms of women’s
continued rights to land and inheritance are unclear,particularly where a
number of households have combined their land resources in order to register
under one of their names. While the impact of legalizing smallholder burley
production on the demand for leasehold registration is unknown, the desire for
registration will decrease as the number of quota-holding smallholder burley
growers and their collective quota increase. '

i1. Commercial Opportunity

Malawi inherited and sought to maintain a rigid
set of agricultural policies and institutions designed to provide a small
minority with exclusive access to remunerative export crops. Since the early
1980’s, this framework has come under great pressure for change, as evidenced
primarily by (a) the rise of the category of "smallholder estates®, (b) the
increasingly common practice of using i1legal smallholder "outgrowers® to
produce export crops, and (c) manipulation of smallholder targeted input
channels by estates to gain access to cheap farm supplies. The result has
been a de facto erosion of long standing policy and institutional barriers.
While change is strongly resisted by those within the government and industry

r
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who maintain, manage, and benefit from the older alignment, a pilot scheme for
smallholder burley tobacco production has been launched and discussions are
taking place concerning liberalizing markets for all crops as well as
1nc;?;s{29 the number of marketing and input supply channels available to
smallholders.

iii. Rural Labor Markets

In rural labor markets little attempt is made to
enforce national minimum wage laws, arbitrate disputes, or measure the
magnitude and direction of market changes. The dynamic interface between
estate and smallholders is captured in the folliowing movements: (a)
smallholders with less than 1.0 hectare of land spend perhaps 30% of their
time performing "ganyu" or casual agricultural labor on the farms of wealthier
smallholders or estates (Peters and Herrera 1989, table C10); (b) annually
about 140,000 smallholders find some employment as casual laborers on estates
(Mkandawire et al. 1990); (c) about 160,000 1landless or near-landless rural
dwellers have found employment as permanent or semi-permanent laborers on
estates (Jaffee et al. 1991); (d) a majority of Malawi’s 100,000 tenant
families appear to have migrated across district boundaries to find
employment, and many have migrated across international boundaries (Jaffee et
al. 1991); and (e) there is an appreciable tendency for viable smallholders to
seek employment first as laborers, and then as tenants, with the long-term
objective of establishing estates or businesses with opportunities for
commercial expansion, It is misleading to think of tenants and smallholders
as members of two distinct groups; Jaffee et al. (1991) found that the size
and distribution of customary landholdings among a sample of tenants was
more-or-less indistinguishable from the size and distribution of landholdings
among the rural population generally.

Women are discriminated against in rural labor markets, being offered lower
wages for the same work as men and often being confined by the dominant gender
division of labor to the worst paying jobs of seasonal nature. However, women
work on average twice as many hours per day as men with their agricultural
labor only decreasing amongst the highest landholding group of smallholders.
In contrast men’s working hours increase with the size of land holding and the
introduction of cash crops (World Bank, Engberg et al, Peters & Herrera,
1989). The effect of increased cash crop production on overall labor
availability is, however, unknown.

The key implications here are: (a) rural people are earning a substantial and
growing proportion of their incomes through agricultural employment; (b) the
rural labor market appears to encompass all categories of agricultural labor,
which will speed agrarian change; and (c) basic institutional mechanisms
needed to monitor and successfully manage this aspect of agrarian change in
Malawi are weak or absent.

b. Agrarian Change: Policy Problem Areas

Agrarian change in Malawi thus has three main
components: (a) a continuing marginalization of smallholder agriculture as
conventionally conceived, driven by population growth but accelerated by a
stifling policy and institutional environment; (b) the emergence of a category
of entrepreneurial "smallholder estates", driven by commercial opportunity
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and land security, that is comprised of the most viable members of the
smallholder population; and (c) a rapidly-growing population of landless or
near-landless rural people with few alternatives to estate employment. In
principle, it should be possible to take advantage of several clear
opportunities for growth, while acting to ameliorate those circumstances that
will be most socially disruptive. During the next decade, the Malawi
government needs to accommodate and respond tc the currents of change in the
following ways:

- By encoura?ing smallholder commercialization. This entatls: relaxing
institutional controls on input distribution, and on the production and
marketing of high value crops, especially tobacco; allocation of burley
tobacco quotas to smallholders in a manner which ensures their access to
international prices; increasing access to market information, and
othercomplementary government services critical for high quality products,
i.e. (credit and extension services); establishing multiple commercial
marketing channels by licensing private brokers and estates to buy smallholder
burley as well as promoting farmers’collective bargaining power, through the
licencing of marketing associations.

- By seeking to manage current and foreseeable conflicts in labor relations.
This entails increasing the transparency of contractual relationships in the
agricultural sector; requiring full and specific unit costs of inputs and
rations to be included in tenant and labor contracts providing a legislative
and administrative framework for the resolution of labor disputes, and
fostering a more equitable sharing of the wealth generated through export
agriculture.

- By increasing security of tenure for women as well as men: female land
regislation encouraged as well as joint leasohold arrangements which include
women’s names on leashold documents.

Taken together, these policy changes will have the following effects which
should help Malawi equitably manage the agrarian transition currently
underway. First, they will support small-scale agricultural development,
which can be expected to be accompanied by growth in and broadening of
employment opportunities in rural Malawi. Secondly, they will accommodate the
legitimate needs of a rapidly-growing population of agricultural laborers,
while providing an institutional mechanism for managing the major stresses
associated with rural structural change.

c. Conclysion

Once legal and administrative impediments to
smallholder production and marketing of export crops have been removed, the
challenge facing Malawi will be to ensure that access to the means of
production (1and, labor, inputs, credit, and extension) are broadened so that
smallholders can take advantage of the opportunities. At the same time the
most vulnerable groups (smallholders with less than 1.5 hectares;
female-headed households, except those whose husbands work in RSA; estate
workers; and, the urban poor) must be protected from the potential adverse
impact that liberalization will have on purchasing power. If the vulnerable
groups remain barred in reality from the means of production, their household
food security could become further threatened. The negative effecis of



1ibaralization on vulnerable groups will, however, be mitigated if
smallholders are paid a fair price for their cash crops and if the terms and
conditions for their tenancy or labor on estates reflect a fair return on
their 1abor investments.

Since only 20% of all smallholders produce a surplus of maize, the majority
are unable to respond to price incentives. Of the target population of ASAP
(smallholders with less than 1.5 hectares), the inability of those with less
than one hectare (55% of all smallholders) to meet subsistence needs
underscores their limited income potential. These farmers are least able to
bear the risk of cash crop production in a free market. Consequently without
special assistance, they are unable to take advantage of the burley option
which is believed to be their best short-term means for escaping their poverty
trap. In addition, given organizational constraints which will limit the
number of farmers in marketing associations, there will be a need to include
all size categories of siniallholders in a marketing scheme reflecting
differential abilities to bear risks. It is important to ensure that the
target population does not become margionalized in this arrangement.

The success of ASAP will be jeopardized ir it does not take into account the
specific constraints faced by women farmers. Women’s smaller plot sizes, labor
constraints during peak seasons, increasing involvement in agricultural labor
limited access to credit, extension and inputs, and current cultivation of
some of the lowest value crops, make more women vulnerable to structural
adjustment policies than their male counterparts. Customary, de facto, and
legal barriers must be removed. Efforts should be made to encourage their
particzipation in ASAP at all levels. The extent to which women’s
oppertunities to (1) increace production of food and cash crops; (2) take
advantage of the extension service, and (3) use credit, are expanded by ASAP
will largely determine the extent to which the majority of Malawi’s rural
households increase their quality of 1ife. Women perform 70% of the
agricultural labor and control 50% of household income expenditures.
Therefore, their increased participation in commercial agricultural activities
is critical to the achievement of ASAP objectives. In addition, ASAP, through
the encouragement of more profitabie agricultural enterprises on customary
land, should also reduce the rate of family disintegration when men are forced
to migrate for employment opportunities.

It is expected that the direct beneficiaries of ASAP will be all commercial
smallholders, especially the target population of farmers with less than 1.5
hectares; tenants, permanent and casual laborers on estates; and, private
traders. Indirect beneficiaries will be individuals who obtain employment
from the expected growth in the rural economy and all people whose access to
social services is increased by the expected increase in investment in rural
areas. People and groups who may be negatively affected by ASAP are
smallholders with less than one hectare who are unable to bear the risk
inherent in cash crop production and the urban poor because their purchasing
power will decrease if market 1iberalization results in increased prices for
staple foods. Estate owners may also be negatively affected if improvements
in the terms and conditions of employment on estates and competition from
smallholder burley production erode their profit margins and reduce their
labor pool. Indeed many of the smaller, less capitalized and less well
managed estates may be forced out of business.



The ASAP program seeks major structural changes -- essentially
the breakdown of dualism and the reduction of government control -- in the
Malawian rural economy. These changes challenge significant aspects of the
political status quo, as well as the economic interests of some elements in
Malawizn society. Because the changes will not be easy to achieve, the
mission, with REDSO assistance, has made a serious assessment of the political
feasibility of the policy initiatives to be undertaken under ASAP. This
analysis focused on constraints, as well as steps which should be taken to
enhance the political feasibility of the program.

Although ASAP covers a broad range of policy issues, the most contentious
involve opening up access to the growing and marketing of burley tobacco to
smallholders (the customary sector). As noted earlier, much of Malawi’s
historic economic growth has been the direct result of agricultural exports.
The benefits of this growth have accrued overwhelmingly to agricultural estate
owners who have had privileged access to growing burley tobacco, the country’s
most profitable cash crop. The profitability of estate burley production has
itself been the result of Malawi’s special position in the international
market as a high quality producer and by the estate sector’'s ability to
capture the rents generated by this special position. These rents have been
captured by the estate producers through a set of government policies and
regulations that have kept factor prices artificially low: e.g., the minimal
cost of estate leases has lowered the cost of land; subsidized credit has
lowered the cost of capital; and restricted access to production of burley has
Jowered the cost of labor.

The profitability of burley has made it "the biggest game in town" and played
a major role in shaping the country’s political economy. Burley’s economic
and political importance has led to the creation, in post-colonial Malawi, of
an almost classic colonial-style social structure in which barriers to entry
to income-earning opportunities have held down wage levels. Public policy has
served the interests of those who dominate the country’s socio-economic
structure.

There are three major interest groups which will be threatened by the opening
up of burley production and marketing:

First, Malawi’s political Jeadership, which uses the granting of estate leases
and burley licenses as a key element of its political patronage system. If
the system were opened up, the value of such leases and licenses would be
depreciated and political control potentially threatened. It is important to
note that, although most of the country’s top political leaders are also major
tobacco (including burley) producers, they are not threatened economically by
the proposed changes in burley production and marketing. Most of these
leaders are highly efficient producers who pay their tennants more generously
than the so-called TAMA maximums and are secure in the production of burley.
They also have other viable economic alternatives. Their concern is
political, not economic.

Second, genior civil scrvants, who have already obtained access to burley or
aspire to do so. Their applications for estate licenses have traditionally
been approved in recognition of their loyalty and good performance. They do
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not have many other economic alternatives, and to the degree they feel
themselves economic losers from reform of the existing system, they will
resist change.

Third, the burley growers association, the Tobacco Association of Malawi
(TAMA), which is the best-organized interest- association in the country. TAMA
is dominated by the smaller, numerically-predominant estates which are less
efficient and dependent on low tennant burley prices for their profitability.
TAMA has clearly expressed its opposition to any smallholder burley scheme
which gives smallholders a price higher than that paid to estate tennant
producers. If smallholders do receive a higher price, there will be potential
leakage of burley from the estates to the customary sector. Alternatively,
estate owners would have to pay their tennants more to avoid leakage. Either
would represent an economic cost to the smaller, less efficient estate owners.

A1l of these groups have expressed a rhetcrical commitment to change in the
rural sector and to seeking new ways to increase the general welfare. They
would also, however, like to preserve the benefits which accrue to them
through the existing burley estate system. These sometimes conflicting
perspectives certainly came into play in the early implementation of the pilot
burley scheme under the World Bank’s Agricultural Sector Adjustment Credit
(ASAC). The ASAC scheme was plagued by administrative glitches, resulting
ultimately in producers receiving a lower than expected price -- a price which
was below production costs for most participants. Some of the problems were
due to poor planning, but many observers believe that the scheme was
intentionally derailed, either by GOM technocrats or by high politica?
authorities. Other observers believe that the pilot scheme was underzut by
TAMA and that the GOM was unwilling to put up a fight to save it.

Thus, there is little doubt that substantial political risks remain in
undertaking the ASAP program. The program can be easily jeopardized if
political leaders do not push aggressively for its full implementation. They
must be alert to potential manipulation by bureaucrats or local political
leaders, and they must be willing to counter interest groups such as TAMA
which want to preserve the status quo.

Despite these risks there are strong reasons for moving forward with the ASAP
program. The most important is that if the program is successful, it promises
a very substantial equity impact, and, in the longer run, the possibility of a
much more broad-based ecenomic growth path for Malawi. At the same time,
considering the political risks that have been identified, it is important for
the mission to develop strategies for minimizing the 1ikelihood of “political
derailment." In order to enhance the political feasibility of the program,
the mission will

-- closely monitor implementation of the policy agenda and provide high-level
expert advice, as needed, on the myriad of complex issues that are likely to

emerge.

-- explicitly include TAMA in policy discussions, both as direct dialogue
between the mission and TAMA and a trialogue among the missicn, GOM, and TAMA.
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-- attempt to bring other donors into the efforts to expand smallholder access
to burley by encouraging continued World Bank involvement and by briefing
local donors on progress and problems implementing the program.

-- move quickly to resolve issues and initiate mechanisms to organize farmers
forksmallholder burley production, e.g., for inputs as well as output
marketing.

-- commit itself to an on-going high-level dialogue on these issues with the
GOM, involving senior mission management as well as senior Bureau management.

-- advise the GOM that USAID is committed to an honest and continual appraisal
of progress under ASAP and that USAID will be prepared to cancel the program,’
even before the end of Phase One, if Government is not evidencing sufficient
commitment to the principles of the program.

C. Economic Analysis

The economic analysis of ASAP is not so. much a benefit-cost
analysis as it is an assessment of the putative impacts of ASAP on a group of
target beneficiaries -- the smallholder sector. The definition of this
smallholder group is understood to include not only those currently
cultivating their own customary fields, but also estate tenant and laborers
because such labor is provided by the smallholder sector. The stream of
benefits accruing as a result of the program is compared not just to the NPA
activity currently authorized, but rather to the anticipated value of Phases 1
and 2 of the entire program, $50 million. The analysis shows that the
expected benefits from ASAP for the smallholder sector are considerable:
approximately 2.5 times as great as the combined program cests. The complete
economic analysis is attached as an annex to this document.

One economic objective of ASAP is to introduce greater equity into Malawi’s
agricultural sector, a sector where the bulk of income is currently skewed
heavily in favor of a small group of owners of large estates. Instead of
operating to increase agriculture’s contribution to value added as a whole,
ASAP contains four elements designed to spread projected increases in
agriculturally based income somewhat more fairly among those depending on the
sector for a livelihood.

First, the Government will commit to providing roughly one-third of the annual
increase in burley tobacco quotas to the smallholder sector, with the result
that by 2000 about 15% of the expected burley quota will be in smallholder
hands. In connection with this move, marketing channels will be broadened to
expand competition and improve prices. Second, the Government will commit to
expanding competition among marketing channels for smallholder-produced cash
crops other than burley, thereby putting upward pressure on prices of other
cash crops. Third, extension services and the systems for the provision of
inputs, including credit, will be refocussed to better support smallholder
requirements. Fourth, information on tenancy terms and commodity prices will
be publicized in an effort to improve the bargaining power of poorer members
of the agricultural sector.
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Given the complexity of the program, and the profundity of the changes it
requires in Malawi’s agricultural sector, the task is daunting. This nature
of the program means that, despite the significant analysis already carried
out with A.I.D. funding to this point, considerable additional research and
analysis will be required over the 1ife of the program. As a consequence, at
this stage it is possible to quantify only a portion of the intended impacts
of the program; other impacts can only be described in qualitative terns.
Those most readily quantifiable now are those related to providing the
smallholder sector with a portion of the burley tobacco quota. Those less
easy to quantify as of this writing are those related to smallholder
remuneration for production of other cash crops and those relating to
improvements in the welfare of tenants and other workers in the estate
sector. The following discussion proceeds from the more quantifiable to the
less so and draws some general conclusions on the economic merits of ASAP from
the standpoint of the Malawian economy.

1. Impacts of Smallholder Burley Guota

, The provision of a portion of the expansion in the national
burley quota to the smallholder sector is a direct attempt to improve the
distribution of income in the agricultural sector. The value of this income
assumes that smallholders enjoy access to auction floor prices, that they
follow all recommended procedures in all aspects of producing the crop,
thereby bearing substantial costs of production, and that they bear the full
cost of transporting and marketing the crop. In addition, given the intensity
of agricultural production in Malawi, devoting land to burley instead of other
crops involves an opportunity cost to the production of burley. Taking all
costs and prices into account, the annual value of the income transfer is
estimated to be MK22 million in 1995 and MK33 million by 2000.

2. ]Impacts of Increased Cash Crop Production

In a manner similar to the analysis used to derive the
value of smallholder burley production, the value of increased cash crop
production can be estimated. Unlike the other categories of benefits,
however, this value derives from a real increase in agricultural production,
not a transfer. Assuming that a new ten percent of Malawi’s smallholder
engage in the production of cash crops as a result of this program, that
one-fifth of their land is devoted to production of these crops, that the
value of the crop is roughly consistent with current crops, and that the costs
described above are deducted, the annual value of total remuneration is
expected to be MK15 million by 1995 and MK30 million by 2000.

3. Impact on Estate Worker Welfare

Estate workers are expected to benefit in two ways from the
changes wrought by ASAP. First, better information will put them in a better
bargaining position vis-s-vis estate owners. Second, pressure on prices, both
direct tenant prices and from improved smallholder opportunities, will improve
their welfare. One factor which may mitigate the value of these flows is the
sheer abundance of labor in Malawi’s rural sector -- the increased
opportunities for smallholders may not affect a sufficient number to put
overall pressure on returns to labor. Off-setting this is the technical
nature of certaim aspects of burley production which implies that some tenant



labor is drawn from a more select, and possibly more competitive, sub-set of
the agricultural labor pool. Estimates of the value of the benefits flowing
from this change are, therefore, more difficult to quantify. Looking just at
labor inputs, and estimating the pressure which opportunities may exert on the
value of this existent labor, annual incremental benefits of MK11 million by
1995 and MK14 million by 2000 are estimated.

4. Second Round Marketing Benefits

Finally, it is highly 1ikely that if all the foregoing
occurs, a certain proportion of smallholders involved with burley production
will attempt to capture a portion of the marketing margins which currently
fall between the producer and the auction floors. While difficult to estimate
with any certainty, it is not likely that any more than ten percent of the
smallholders involved with burley production will be able to capture such
margins. Thus, the estimated annual value of this benefit is not great:
MKO.3 million by 1995 and MK1.5 million by 2000.

5. Relative Magnitudes

Before pulling all these estimates together over time,
discounting them and comparing the numbers to costs, it is useful to reflect
on the global impact of the proposed changes. First, it is clear that the
number of hectares which will move into smallholder burley production is
relatively small compared to the total size of the smallholder sector (appx.
0.5% by 2000).

Second, and despite the relatively small shift of smallholder land to buriey,
the very high relative returns to burley imply that the burley alone will
increase value-added in the smallholder sector by some five percent over what
would otherwise exist. Third, the relative impact is 1imited by the total
volume of burley expected to be grown by the smallholder sector. As a result,
even with small allotments within the smallholder sector, only three to four
percent of the smallholder sector will benefit directly from the production of
burley. While this number is low, it is not insignificant: current growth
rates would require over a decade to achieve even the increases in direct
value added described above, and the changes represent an important move by
Government in alleviating rural poverty in Malawi.

6. General Conclusions

ASAP is an ambitious attempt to rectify long-standing and
deteriorating welfare conditions in Malawi’s agricultural sector. The program
js ambitious in that it calls for a distinct structural change in regulatory
arrangements that for years have exploited the smallholder sector to the
benefit of the estate sector. It is also ambitious in that the Government of
Malawi has within the past few years already initiated a scheme of estate
expansion to absorb the more technicaily competent (and politically powerful)
elements of the smallholder sector, and regards those changes as already
farsighted and ambitious.

The conclusion of the foregoing analysis, however, is that the net present
value of the benefit stream accruing as a result of the program is well in
excess of the costs of the program, assuming the quantified improvements noted

above occur.



One way of interpreting the foregoing analysis, which is more an analysis of
the equity implications of the program rather than a traditional benefit/cost
analysis, is to consider that an externally funded Government subsidy to the
smallholder sector of approximately 2.5 times the value of ASAP would be
required, in the absence of the policy reform agenda, to bring the smallholder
sector to the same result. The use of burley policy changes are, therefore,
clearly a less costly means of arriving at the same improvement in smallholder
welfare, viewed from the smallholder sector itself. Future productivity
benefits accruing to a healthier smallholder sector have not been estimated.
Also, it is important to remember that the economy as a whole benefits from
the "free" access to foreign exchange made available under the program. Thus,
in addition to a projected net improvement in smallholder welfare (at the
admitted expense of the estate sector, leaving the agriculture as a whole
unchanged in terms of incremental increases in value added), the program will
provide the economy with an incremental volume of external resources, and that
on a grant basis.

Implementation of ASAP involves a broad set of policy
reform actions, studies of agricultural development issues and identification
of specific interventions, and management of project activities. Within the
GOM, implementation responsibilities will rest with at least five different
ministries, offices and organizations: Ministry of Finance (MOF), Ministry of
Agriculture (MOA), Department of Economic Planning and Development (EP&D),
Department of Research and Environmental Affairs (DREA), and University of
Malawi Bunda College of Agriculture. An analysis of the capabilities of these
institutions to implement ASAP indicates that while the technical expertise
exists, the time demands of program implementation will be substantial,
resulting in the need for the GOM and USAID to pay particular attention to
ensuring that program activities are implemented expeditiously. Each
concerned ministry and department must devote time to dealing with sometimes
complex and sensitive policy these matters. By including funds for major
studies, ASAP has reduced the level of effort required of the GOM generally to
research issues, but this does not reduce the level of effort required to
consider the issues and their resolution, all of which will involve defining
study agendas and scopes of work, reviewing recommendations, and developing
action plans.In addition, the human, technical and financial resources _
required for providing and sustaining expanded extension services and delivery
of credit and inputs, must be available for farmers to take advantage of newly
opened opportunities.

2. Ministry of Finance
a. QOrganization and Function

‘ The Ministry of Finance is well suited to serve as the
GOM implementing agency and overall coordinating ministry for ASAP. It has
the requisite stature to guide high level decision making in achievement of
the policy changes which are the focus of the program, and can influence
budget decisions that will be critical to implementation and achievement of
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policy ocbjectives. The Minictry is involved in all major policy
considerations, and has primary responsibility for preparation and
presentation of Government’s annual budget, as well as for maintenance of
government accounts. It also is the primary contact for multilateral and
bilateral doror agencies operating in Malawi. The Mission’s experience with
nonproject assistance in Malawi has shown that the necessary internal GOM
approvals for reform actions, and consequently for meeting prerequisites for
disbursements, can take time. In its design, ASAP must incorporate both the
time required for this process as well as procedures to expedite the required

actions and approvals.

With respect to ASAP, the principal actors in the Ministry will be the
Secretary to the Treasury, the Senior Deputy Secretary, and staff who deal
with donor assistance and policy matters.

b. Role in ASAP Program mplementation

\

The MOF will be the implementing agency and overall
coordinating ministry for ASAP. It will have the following specific
responsibilities: certification of GOM satisfaction of conditionality and
consequent request for disbursement by A.I.D. of nonproject assistance funds;
chairmanship of the PIC and PMC; and coordination within the GOM of resolution
of issues arising in particular from study recommendations and the development
of action plans. While the MOF will not have direct responsibility for the
implementation of any specific project activities, its role as chair of the
PIC and as overall coordinating ministry will require substantial amounts of
time and effort. In addition, as the GOM entity responsible for certifying
conditionality satisfaction, the MOF will have to work both with the line
ministries responsible for implementation of specific actions and with USAID,
to :ge that conditions are met in a way which is acceptable to all concerned
parties.

c. Capacity to Execyte Role

‘The MOF has substantial responsibility within the GOM,
and commensurate demands on the time of staff members, in particular those at
a senior level. While the qualifications of staff are appropriate for the
tasks envisioned under ASAP, the level of effort which will be required will
impose an additional burden on those staff. Nonproject assistance, as opposed
to project assistance which involves primarily a technical ministry, tends to
require greater involvement of MOF senior staff, who must keep abreast of
movement towards satisfaction of specific conditions, intervening when
necessary with the technical ministries and negotiating when necessary with
the donor. Because both the GOM and the donor want to see disbn:sements in a
timely fashion, the MOF’s job is a fulltime one, a combination of monitoring,
intervention and negotiation, which requires the efforts of various staff
members, including the Secretary and Deputy Secretary themselves.

To reduce the management burden of both the MOF and the GOM more generally in
the implementation of ASAP, the number of conditions have been reduced %o the
minimum possible. The complexity and breadth of ASAP, however, set limits to
the reduction of conditionality. In addition, although the MOF will chair the
two major program committees (PIC and PMC), subcommittees of the PIC should be
able to perform many of the tasks required of the PIC, and these subcommittees
should require MOF participation not always at a senior level.

ak
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The MOF is fully prepared substantively to assume its responsibilities under
ASAP. Its understanding of the policy issues is comprehensive. During the
course of negotiations for the design of ASAP, the Ministry chaired the
meetings in which the policy agenda was discussed. In addition, the Ministry
has had primary responsibility for preparing and submitting to USAID the
letter of intent in which the program’s overall objectives are defined and the
GOM’s co:mitnent to those objectives and the program’s major actions is
presented.

2. Ministry of Agricylture
a. QOrganization and Functions

Of particular impertance to ASAP will be the following

MOA units: MOA headquarter staff, the Department of Agriculture, SACA, and
the ADDs. The program does not necessarily involve specific activities with
each of these entities, but in terms of achievement of overall ASAP cbjectives
each of these will be important.

Ministry headquarter staff are involved with both policy issues and the
implementation of agricultural programs. The Principal Secretary (PS),
Controller of Agricultural Services for the National Rural Development Plan
(CAS/NRDP), and the Chief Planning Officer (CPO) all have key roles to play in
the areas of agricultural policy planning and development which are relevant
to ASAP. In addition, the CAS/NRDP has significant supervisory responsibility
g:EAall programs of the Department of Agriculture (DOA), the eight ADDs, and

The Department of Agriculture provides extension and training services to the
smallholder sector. Below the management structure are Subject Matter
Specialists (SMS), who are extension agents for training, extension, tobacco,
credit, fertilizer, crops, and women’s programs. In the field, the
Department’s staff report for administrative purposes through the ADD
structure. On technical issues, they report directly to the Department of
Agriculture at MOA headquarters.

The function of the ADDs is to organize the provision of extension services,
and to manage the agents who provide the services. Technical staff in the
ADDs come under one of the technical departments within the MOA in their
respective area of expertise. However, in the day-to-day provision of
extension services in the field, the technical staff are physically located
and managed within the ADD structure, and come under the supervision of the
ADD Program Officer who is the Chief Operational Officer of an ADD. In
addition, for budget purposes, all the support mechanisms required for
extension services, e.g. vehicles and maintenance, subsistence, etc., are the
responsibility of the ADDs.

SACA’s function is to provide credit to smallholders for the procurement of
agricultural inputs, and it is virtually the only formal sector source of such
credit. The procurement of inputs, in particular fertilizer, by smallholders
often is dependent on acquiring credit through SACA. SACA is managed by a
headquarter staff, and operates through extension staff at the ADD, RDP and
EPA levels. Credit is administered through farmers’ clubs, which are formed
for that purpose. As of 1990, there were 10,700 clubs with a total membership

N
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of about 315,000. Over the past three years, SACA’s loan portfolio has grown
from MK23 million to MK65 million, and is expected to reach MK70 million
during the 1991/92 crop year. Loan repayment performance has declined in the
last two years, and in 1950 the recovery rate was 85%. Lower repayment rates
have been attributed to the incorporation into the program of poorer farmers
and those with smaller landholdings. Default on credit disbursement renders a
club ineligible for new borrowing.

b. Role in ASAP Implementation

: While the MOF is the implementing agency for ASAP
because of its overarching role with respect to policy determination and
financial management for the GOM, the MOA will have a major role in the
day-to-day management of program activities and in the achievement of program
objectives concerniry the d:cvelopment of smallholder agriculture. The
CAS/NRDP, the CPO a-d the F‘ all are involved with policy decisions, and their
involvement with po icy-vel.ted issues during the course of the implementation
of ASAP will be substautiial, including senior level participation in PMC and
PIC meetings, in the definition of scopes of work for the various planned
studies and review of the findings and recommendations of those studies, and
in the preparation and approval of action plans which result from the
studies. Senior levei staff also will be involved with the design and
implementation of the burley-specific program activities, i.e. the smallholder
registration scheme, design of alternative marketing channels, and evaiuations
of the overall scheme’s performance.

Two specific project activities located in the Ministry are the agroforestry
extension project and the food security survey project. The Department of
Agriculture will implement the agroforestry activity, and the Planning
Division will implement the food security surveys. Both activities will
involve substantial ADD participation. In addition, given that the
development of smallholder agriculture will depend to some extent on efficient
and effective extension services as well as sufficient provision of credit and
inputs, the MOA will be closely involved with determining how services and
inputs will be provided, and how the supply of credit and inputs can be
restructured to place less of a burden on the central government and to
improve farmer accessibility. This will include the participation of the
Department of Agriculture, the ADDs, and SACA, as well as Ministry senior
Tevel staff. Other donors, most notably the Worid Bank, already are assisting
the GOM with improving extension and credit services.

c. Capacity to Execyte Role
(1) Policy Reform

During the design of ASAP, both the PS and
CAS/NRDP, along with support staff, have been involved heavily with program
definition. The CAS/NRDP has represented the MOA at meetings where design and
policy issues have been discussed. As a result, substantively the MOA has a
comprehensive understanding of the program’s objectives and areas of activity.

Qe
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The MOA’s capacity to deal with policy reform will be strengthened through a
proposed 1ink program funded by ODA with the overall objective being to
establish sustainable capacity for effective agricultural planning and policy
formulation. This link program will be implemented through the Ministry’s
Planning Division. As with the Ministry of Finance, the MOA has technical and
managerial expertise, but the demands which ASAP will place on senior level
management as policy issues are raised, studied, analyzed and resolved will be
substantial. Overall, program implementation will be management intensive,
and a concerted effort will be required by MOA along with other GOM entities
and USAID to accomplish program objectives. The strengthening of the Planning
Division will be important to the successful achievement of the MOA’s
functions under ASAP.

(11) ASAP Project Activities

For specific project activities under ASAP which
require the provision of services by ADD staff and extension agents, a
management structure has been designed and funds provided which will ensure
that sufficient resources are available on a timely basis for implementation
of project planned activities. In addition, the technical skills required for
activity implementation are available either through expatriate technical
assistance, or through local expertise. Where expatriate TA is now being
useg, a plan exists to phase out that long-term TA during the life of the
project.

(iii}Achievement of Overall ASAP Objectives

Achievement of overall ASAP objectives will
require in particular the provision of technical services to smallholders so
that they can adopt profitable and "food-secure® crop mixes appropriate to
their physical and socio-economic environments and to the availability of
resources and inputs. In terms of provision of extension services, the MOA
has experienced problems providing adequate resources to its field staff. One
budget study conducted during the design of ASAP indicated that real operating
expenditures per person for the ADDS have dropped substantially since 1987.
Using 1986-87 as the base year, 1987/88 operating expenditure per person for
the ADDs was MK 896, but dropped to MK 618 by 1990/91. This same problem has
been identified in the Department of Agriculture’s "Five Year Extension
Strategy Plan," which states, "Supportive supervision visits of Field
Assistants by the Development Officer, Assistant Development Officer and
Subject Matter Specialists are infrequent and inadequate. This is often the
result of a shortage of vehicles, fuel or subsistence allowances which prevent
regular visiting schedules.” (p. 14)

The underlying problem may be insufficient resources and/or inadequate
planning and management. The strengthening activity of the Planning Division
will help improve the planning and management aspect, as will the
establishment of an agricultural policy research unit at Bundz College. In
addition, under ASAP, various studies will look at different aspects credit
and input delivery systems, and will identify constraints to providing
adequate services to smallholders and ways of alleviating those constraints.
Other problems identified in the "Five Year Extension Strategy Plan" which
have reduced the effectiveness of extension services are also the subject of
analyses which will be conducted under ASAP, such as the involvement of the
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Field Assistants in activities, particularly involving credit clubs, which has
reduced time available for providing extension services, and lack of relevance
of extension messages to smallholders.

The MOA, along with other GOM ministries and the donor community, will have to
review study results carefully to determine what additional policy reform
measures or project activities are required to promote smaliholder development
through improved provision of technical and other services.

3. Department of Economic Planning and Development

a. QOrganization and Function

EP&D is a department within the Office of the
President and Cabinet. It is responsible for central planning and the
coordination of activities of the GOM’s sectoral ministries. Given its
planning function, it will be involved with discussions and decisions
concerning policy reform and major activities in the agricultural sector.
EP&D’s civil service head, the Principal Secretary, his deputies, the Chief
Economist and the Deputy Chief Economist, and staff of divisions which deal
with macroeconomic planning, agriculture, and food security all will be
involved with the implementation of ASAP.

One of ASAP’s project activities involves assistance to one specific unit
within EP&D, the Food Security and Nutrition Unit (FSNU). The FSNU
coordinates the development of GOM food security and nutrition policy, and
monitors related activities. It is the secretariat for the Interministerial
Food Security and Nutrition Advisory Committee, which includes six ministries
plus three branches of the University of Malawi.

b. Role in ASAP Program Implementation

EPAD will be involved with ASAP implementation on two
levels. First, as with the Ministries of Finance and Agriculture, senior
level staff, including the PS, Chief Economist and Deputy Chief Economist, all
will participate at one time or another in discussions and decisions about
policy matters. In addition, either the Chief Economist or his deputy, plus
other staff members, will be involved in the deliberations and operations of
the PIC and its subcommittees, in particular those which define study agendas,
analyze study results and prepare action plans. EP&D’s second level of
involvement with ASAP’s implementation concerns the FSNU’s role as coordinator
of GOM’'s food security activities. Under ASAP a long-term advisor will be
located within the FSNU to assist with policy development and coordination in
the area of food security.

c. Capacity to Execute Role

As with the Ministries of Finance and Agriculture,
EPSD has the expertise to deal with policy matters.

EPSD’s role with respect to the food security activity and its capacity to
execute that role is well established. The A.I.D. activity will contribute to

an ongoing project.
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4. ] r lawi

Bunda College is one of five constituent colleges of
the University of Malawi system. The head of the college is a principal,
assisted by a vice-principal. The college has five academic departments, each
of which is managed by a Head of Department: Agricultural Engineering, Animal
Science, Crop Production, Home Economics and Human Nutrition, and Rural
Development. The Dean of the Faculty of Agriculture has responsibility for
managing academic affairs. The college has approval to establish a new
department-level unit, the Center for Agricultural Research and Development.

The Chancellor and Vice-Chancellor of the University of Malawi are responsible-.

for the affairs of all colleges. The University is a statutory body, and as
such has control over its own budget. It works with the Ministry of
Education, but is not technically part of the Ministry. Various functions are
centralized at the University level, including overall accounting
responsibility and physical development responsibility. Bunda College has
responsibility for some accounting functions, and is allocated monthly
disbursements from the University to make direct payments in specific areas.

b. i AP ram Implementation

Und2r ASAP, an agricultural policy research unit will
be established which will provide the capability within the College to conduct
research on policy matters, and assist with identification and resolution of
issues and development of proposals for implementing recommended actions. It
is intended that while this unit will be based at Bunda, it will institute
close working relationships with relevant GOM offices and private and public
firms so that the work of the unit involves as broad participation as
possible. In support of the establishment and operations of this unit, the
College will organize staff recruitment (both for unit operations and research
projects) and construction of facilities. ASAP funds will be used to finance
a cooperative agreement with a U.S. university (or consortium) to assist the
College in this activity, as well as for operational support of the unit and
for construction of facilities. In addition, College staff may be involved in
other studies under ASAP which are conducted prior to the establishment of the
research unit. Finally, College staff will be involved in annual evaluations
of the ASAP program.

c. Capacity to Execyte Role

College staff have participated in studies used for
the design of ASAP, and their work was considerad to be of high quality. With
the assistance of a U.S. university experienced in agricultural policy
research and in the organizational requirements, Bunda has the capability to
undertake the institutional development activity planned under ASAP. In
addition, a preliminary analysis of Bunda’s contracting procedures indicates
that it is qualified to undertake a host country contract for the construction
of the unit’s facilities. A formal analysis by the RESSO/ESA Regional
Contracting Office will be conducted prior to any earmarking of funds for that
activity.
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S. Department of Research and Environmental Affairs
a. Qrganization and Function

The Departaent of Research and Environmental Affairs
(DREA) is the primary coordination body on issues concerning the environment.
Headed by a Principal Secretary, it is part of the Office of the President and
Cabinet (OPC) and acts as the focal point in environmental monitoring
activities capturing input from the relevant line ministries, namely
Ministries of Forestry, Agriculture and Works. Constituted to a full
department in 1991, DREA consists of five aivisions, one of which is relevant
to ASAP, the Division of Natural Resources and Environment. This division is
mandated to assess the current state and forecasted trends in the quality of
natural resources. It is also responsible for review of policies and programs
related to sustainable development and enhancement of environmental quality.
This division consists of 18 staff positions, and is headed by a Principal
Environmental Officer. Once operational, it will collect data from the
various line ministries for analysis and use in its monitoring and advisory

role.
b. Role in ASAP Program Implemen*ation

The DREA will play the major coordinating role in
ensuring that the ASAP reform policies do not adversely affect the
environment. The DREA will rely on line ministries and departments for soil
erosion, deforestation, and related information. It will work with Ministries
to improve data collection, compile available data, conduct analysis, prepare
reports, identify problem areas and recommend corrective actions.

c. Capacity to Execute Role

The OREA is a new department, so it is not possible to
assess its capacity in terms of existing personnel and past performance. Its
terms of reference are comprehensive, and its location within the OPC
indicates that the GOM is serious about establishing an environmental
monitoring system. Two issues remain unanswered. First, how quickly can the
department be staffed to begin pe-forming its functions? While project
funding will be available shortly, the necessary personnel must be located and
must establish themselves in their respective areas of expertise. Second,
what quantity and quality of data collected by 1ine ministries will be
available and relevant to the Department is not fully known. Project funds
are available to assist both DREA and line ministries to establish data
collection and monitoring systesms.

6. USAID

a. QOrganization and Function

Within USAID, program implementation will be the
responsibility of the Agriculture and Food Security (AFS) Division, which
currently has two A.1.D. direct hire professionals (one division chief and one
deputy) and two foreign service national professionals who will be involved
with the program. Implementation will involve also the Program, Evaluation
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and Analysis (PAE) Office and the Project Implementation and Development (PID)
Office, as well as the Controller’s Office on financial matters. Discussion
of major policy issues and review of achievement of program objectives will
involve the Director’s Office.

b. Role in ASAP Program Implementation

In terms of program administration, USAID, as the
funding agency, must ensure that the appropriate funding mechanisms are in
place for proper disbursement so that program activities can take place
without disruption. It must approve satisfaction of conditionality
requirements prior to trance releases. In addition, USAID will be responsible
for the procurement of various commodities for those activities, and for the
negotiation of various service contracts and cooperative agreements.

In a more substantive sense, USAID must work to see that progress toward the
accomplishment of ASAP objectives is being achieved. This will require a high
level of effort working with GOM ministries, both individually and through the
Project Implementation Committee and its subcommittees. Progress toward
meeting both short-term and long-term objectives must be monitored, and a
working relationship with key GOM officials must be established to promote
effective collaboration in in all areas. In addition, within USAID, regular
monitoring of program implementation must be done to ensure that all
activities, including reform initiatives as well as project activities, are
progressing in accordance with a planned schedule.

c. Capacity to Execyte Role

Managing the implementation of ASAP within USAID will
require drawing on the resources of various offices. While day-to-day
implementation responsibility will rest with the AFS Division, the
participation of other offices will be necessary given the combination
nonproject/project assistance, the complexity of the policy reform issues and
related studies, and the variety of project activities. In particular the PAE
Office and PID Office will be involved with assisting with discussion and
resolution of policy reform issues, with implementation of the Bunda College
project activity, and with the design of studies and identification of
follow-on activities. An internal program committee will be formed consisting
of the AFS, PAE, PID and Controller’s offices, and regular (initially monthly)
progress reports will be prepared and submitted to the Director’s Office in
addition to committee members.

7. Joint GOM-USAID Coordination

As is discussed in more detail in the PAAD section on
implementation, GOM-USAID coordination in the implementation of this program
is essential to the eventual achievement of program objectives. Formal
coordination wili take place through the Program Implementation Committee and
its subcommittees, and through the Program Management Committee. Informal
coordination will involve frequent meetings between GOM and USAID project
managers, and joint participation in the execution of the studies and
reviews/evaluations of the program. In addition, funds will be provided for
seminars and workshops at which study results and policy issues can be
discussed in an open forum with representatives of the GOM, other public
sector entities, the private sector, and the decnor community.



As the result of inappropriate policies and minimal
emphasis on environmental controls in the areas of agriculture, soil
conservation and forestry, Malawi’s natural resource base is vulnerable.

a. Soil

With 27% of Malawi’s arable land on steep slopes and
with a population density exceeding 225 persons per square kiloreter of
cropped land, soil erosion, especially in the Southern and Central Regions is’
a serious, and growing problem. This heavy erosion is primarily the direct
result of increased cultivation, deforestation, and overgrazing. A recent
World Bank study (1990/91), based on various modeling techniques but limited
field data, concluded that Malawi as a whole suffers an aggregate soil loss of
nearly 20 tons/ha/year on gross arable land - a relatively high figure
compared to other African countries where actual field data exists. The Land
Husbandry Branch of the Ministry of Agriculture is charged with the monitoring
of soil erosion rates and in response to the problem, has recently increased
emphasis on soil conservation practices. However, the Branch has very limited
funds to provide assistancé, and soil erosion continues to worsen. While soil
fertility also continues to decline, it is probabie that if erosion can be
limited and/or controlled the decline in fertility can be arrested through
increased use of fertilizers, organic manure, and crop rotations.

b. Eorest

As is the case in most of the third world, Malawian forests
are being rapidly depleted. As the demand for firewood and poles increases,
and as land is cleared for agricultural purposes, the rate of deforestation
also increases. While specific data are limited, a 1985-86 study estimated
Malawi’s rate of deforestation at 3.5% per annum, one of the highest rates in
the third world. At this rate, some 150,000 hectares of forest are denuded
each year. This destruction of forests leads to increased degradation of soil
and water resources, loss of plant and animal habitat and could ultimately
lead to deterioration of local ciimates. While the Department of Forestry and
Natural Resources is responsible for monitoring and controlling deforestation,
they, l1ike most other GOM departments, lack sufficient funds to properly
manage their responsibilities.

c. |lMater

Pollution of rural water supplies, is, for the most
part, currently not a problem in Malawi. The National Water Resources Master
Plan indicates that nitrate concentrations, from faecal or agro-chemical
pollution in ground water supplies, are generally less than 5 mg/liter - well
below the World Health Organization (WHO) standard of 45 mg/liter. While some
isolated bore holes have registered significantly higher levels of nitrates,
these findings have been exceptionally rare, and overall, ground water remains
free from pollution. However, if current trends in soil erosion and
deforestation continue, both surface and groundwater degradation could become
a major problem in the near future.



2. r p m n

The ASAP program is focussed on policy reform, rather than
on specific activities which would impact the environment. As a result,
direct environmental impacts are difficult to assess and although certain of
these policies will 1ikely intensify the development and utilization of
agricultural land, the overall program will help to reduce environmental
degradation. Regardless, it must be noted that successful implementation of
this program may increase the probability of Malawi’s soil, water, and forest
resources becoming negatively impacted. For example, improved prices and
increased levels of income could lead to the increased desire by many
Malawians to place more land under cultivation and/or increase the intensity.
of farming on existing land. Since most of Malawi’s best arable lands are
already under cultivation, the pressure to increase cultivation on steep,
highly erodible, and more marginal Tands could increase. This in turn would
increase the probability for increased soil erosion, deforestation, and
deterioration of water quality. Similarly, intensified farming practices,
including increased use of fertilizers, may increase the level of nitrates and
phosphates in water supplies and result in eutrophication of surtace waters.
The probable increased level of agricultural activity could also increase the
demand for firewood and construction timbers and as a result increase
pressures for forest resources.

However, .uccessful implementation of the ASAP program will also create a
significant number of positive impacts, most of which will be aimed at
mitigating the above concerns. For example, increased income and improved
food crop yields will provide the average Malawian with increased nutrition
and cash per unit of land area to purchase food, health services, shelter and
other amenities which should improve his/her quality of life. Similarly,
agriculturat extension will focus on improving agricultural practices which
decrease erosion, decrease deforestation, and minimize the degradation of
water quality. For example, increased use of agro-forestry programs to
improve soil fertility and stability, combined with the emphasis on adjusting
land tenure to find ways to give individuals improved land security and define
their responsibility for land husbandry, will create important positive
environmental impacts.

The most significant contribution toward environmental improvement resulting
from implementation of ASAP, however, will be funding the establishment and
initial operation (e.g., monitoring the impact of agricultural policy reform
on the natural resource base) of the Department of Research and Environmental
Affairs (DREA), within the Office of the President and Cabinet. This
Department, established by Presidential Decree in April 1991, is charged with,
among other things:

- formulating and facilitating the effective implementation of, national
science and technology;

- identification of problems and constraints in agricultural sciences
research and determining both their significance and the resources for
their solution;
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- performing a catalytic role in the initiation,
and administrative devices related to

conservation, protection and management of the natural and man-made
environment;

- monitoring and assessment of the current state and the foreseeable trends
in the quantity and quality of the natural resource base in the country
and the preparation of periodic reports on the state of the environment;

and

- Ensuring the inclusion of environmental parameters and criteria in the
development planning exercise, and in the design and implementation of

projects and programs, through suitable inputs in the development plan in

both its policy and programmatic aspects, and in annual budgetary
allocations.

Once operational, the DREA will be able to effectively utilize and enforce
Malawi’s already impressive body of environmental legislation (some 40
statutes already in place), directed at land and forestry management, and
water and agro-chemical use.

The specific environmental impacts of ASAP (both positive and negative) will
be one of the routine output monitoring elements of ASAP. It is anticipated
that while ASAP, in collaboration with other donors, will fund the gathering
and interpretation of data related to ASAP environmental issues, the actual
responsibility for performing these tasks will be organized under the relevant
GOM department (primarily the DREA) and will become a part of Government's
routine environmental reporting systems. ASAP will support DREA environmental
monitoring activities through a multi-donor working group which will formulate
an environmental action plan to satisfy all donor reporting requirements,
rather than overburden the GOM with several donor reporting requirements.

3. Environmental Determination

Based upon 22 CFR 216.2 (c) (2) (i), a Categorical
has been approved for the technical assistance to be undertaken

during this program.

Based upon 22 CFR 216.2 (c) (2) (i11), a Categorical Exclusion has been
approved for policy studies.

Based upon 22 CFR 216.3 (2) (iii), a Negative Determination has been approved
for the construction of the agriculture policy research headquarters and staff
housing on the existing grounds of Bunda College since appropriate water and
sewage will be included in the design of these facilities and because there
are no known biologically diverse natural resources that could be impacted by
placing these facilities on this already altered site.

Based upon 22 CFR 216.3 (2) (iii), a Negative Determination has been approved
for the policy implementation portion of this program since a series of checks
and balances are being initiated through funding institutions which will
determine agricultural policy (e.g., Agriculture Policy Research Unit, Food
Security Unit), as well as the new Department of Research and Environmental

o



Affairs (DREA) which will monitor the effects of implementing these policy
reforms on the man-made and natural environments. Through these checks and
balances, increased opportunities will be created for environmental mitigation

and mid-course changes in policies that are found to have adverse impacts on
the environment.
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MINISTRY OF FINANCE

Te.zgrams: Fisasce, Lilongws

Teiephone - Liongwe 731 1 P.O, BOX 0049
Teiex . 44407 LILONGWE 3
MALAWI

REF. NO. USA/34/16 19th September, 1991

The Mission Director,

USAID,

P.O. Box 30455,

LIILONGWE 3

Dear Madam,

RE : STATEMENT OF THE GOVERNMENT

OF MALAWI AND USAID AGREEMENT REGARDING
THE AGRICULTURAL SECTOR ASSISTANCE PROGRAM

The objective of the Government of Malawi in
requesting the Agricultural Sector Assistance Program
is to acquire the financial and technical resources
to identify and eliminate any policy, institutional
or financial <constraints to improved agricultural
production and productivity in Malawi.

After years of research into food security and
agricultural sector linkages, the conclusion is that
customary sector farmers must be free to grow an
unrestricted variety of food and cash crops in order
to generate additional income to produce or acquire
sufficient food for their households.

However, the linkages between successful cash crop
production and increased food production depend on
improvements in the many interrelated aspects of the
agricultural production and marketing system. Legal
authority to grow cash crops and increased resources
to produce food crops must be accompanied by: (1)
knowledge of how to grow the crops; (2) availability
of inputs (3) financial resources to buy inputs; and,
(4) options for marketing. The . challenge facing us
is to address each of these areas, as it relates to
more effective production and marketing, without
jeopardizing Malawi's agricultural export sales.

The Government of Malawi is therefore rcquesting
that the United States Government, through the
Agricultural Sector Assistance Program (ASAP), provide
the financial and technical resources to identify and
change the conditions that inhibit the achievement of
the above objectives. We recognize that this is a
commitment to a liberalized agricultural economy in
which there is equal access to the means of production
and where there are no barriers to market entry or other



practices that discriminate against or reward any
category of farmer.

We recognize that we must proceed steadily, but
thoughtfully, with an informed research and reform
agenda. In this regard, we propose that the ASAP program
be divided into two phases. The first phase, commencing
with the signing of this agreement, will provide $30
million of assistance which will be split into two
tranches. Tranche one will have a policy element valued
at $10 million and a project support element valued
at $10 million. Tranche two would have another policy
element valued at $10 million. Phase two wouild
constitute an amendment to the ASAP Program and would
take into consideration the findings of the analysis
conducted in phase one. Phase two would maks available
an additional $20 million of assistance. Under phase
one of the Agricultural Sector Assistance Program, the
following list of activities will be undertaken. Unless
otherwvise indicated, these actions will be accomplished
prior to a tranche one disbursement of funds.

I. Marketing of Export Crops

Consistent with the World Bank's ASAC objectives,
we agree that burley tobacco can be grown by the
customary sector according to the following rinimum
production targets: 3.5 million kg in 1991, 7 million
kg in 1992, 8.5 million kg in 1993, 9.2 million kg in
1994. and 10.7 million kg in 1995. To the extent that
there are novw or may be other export crops for which
there is an international quota, we agree that customary
as well as leasehold farmers will be free to produce
and market these commodities, in any way they choose.

Given the concern to know who is growing export
crops, we will announce and implement a customary sector
registration ccheme which will .specify the requirements
for becoming a customary sector producer. The
registration scheme will permit customary sector farmers
to be assigned quotas in their own nane and to market
their crop through any channel, not just ADMARC or the
Smallholder Authorities. At the sams time, we will
legalize and announce that registered customary farmers
are immediately free to market their crops to leasehold
estates as well as ADMARC or the Srallholder Authorities.

In anticipation of announcing (prior to a tranche
two disbursement) that registered farmers are frae to
market through private traders or marketing groups,
we agree that an independent study should be conducted
to structure how these marketing arrangements would
bast be implemented. Prior to instituting this
arrangement, the Government shall, where necessary,
provide a legal framework and facilitate access to credit



facilities of commercial banks and non-bank financial
institutions. These measures will assist in smooth
marketing operations of farmers and private traders.

We will hire an external consultant to review
legislation and administrative procedures to ensure
that there is no legal impediment to the prcduction
;nd marketing of any kind of crop by any category of

armer.

II. PBfficiency of Input Delivery

Increasing the supply of food crops in Malawi,
given the decrease in land per capita and the declining
nutrient level of that land, will require increased
utilization of high yielding varieties of seed and
fertilizer. Increased use is linked to many factors
including: the availability of seed and fertilizer at
both the national and local level; the price structure
for seeds and fertilizer; knowledge of how to effectively
use the inputs; the availability of storage and
transport; and, the availability of credit. We have
not sufficiently analyzed these interrelationships in
order to determine the sequencing and magnitude of
changes which are required to effect increased food
crop production. We would, therefore, propose that
the following list of studies be agreed to prior to
a tranche one disbursement and carried out prior to
a tranche two disbursement, so that the results could
be implemented later in the program.

A. Development and delivery of technological messages
for the agricultural extenasion system to present to
the targeted customary sector farmers so that they know
how to produce cash crops and high yielding varieties
of food crops, including the appropriate mix of chemical
and organic fertilizers for these new crops.

B. Determination of a method whereby customary sector
farmers in the target group can access credit in order
to procure agricultural inputs from any supplier that
they choose.

C. Determine the constraints to the distribution of
seed and fertilizer supplies through the private sector
and make recommendations regarding the removal of the
current de facto transportation subsidy.

D. Prepare recommendations for expediting the delivery
of successful seed varieties to seed markets through
the reduction of trial times and the decontrol of imports
of approved seeds from other countries, providing that
they comply with phytosanitary regulations.

W



E. Evaluate the impact of the maize marketing
liberalization program and recommend further actions
required to make the private sector the primary channel
for maize supply and distribution.

F. Study the effect of the ASAC and ASAP programs on
the desire for leasehold registration and on the area
of leasehold land under cultivation in order to recommend
further analysis of equitable land use and land tenure

issues.

G. Study the current marketing system for smallholder
crcps and prepare recommendations to restructure the
marketing system to permit registered farmers to market
their farm produce, including burley tobacco through
private traders, marketing groups, ADMARC and the
leasehold estates.

III. Bguity in the Mricultural Sector

In order to encourage fair labour practices, we
will require that the leasehold sector publicize the
terms and conditions of tenancy and the terms and
conditions of labour for both permanent and casual

labourers. Since we do not wish to ir-roduce
administrative controls, we will not specify what these
conditions should  Dbe. Prior to a tranche two

disbursement, we will clarify an adjudication system
whereby disputes between tenants, labourers and
leaseholders can be resolved.

In this same regard, prior to a tranche two
disbursement, we will formally specify the criteria
which is used to establish the national export crop
target as well as the criteria used to distribute that
as quotas among the leasehold and customary sector.

In order to improve producer awareness, we will
support the design and implementation of a timely program
which publicizes commodity prices in major market areas.
The services of the radio media shall be employed to
effect the publicity.

IV. Crop Diversification

The Government is very interested in diversifying
its export crop base away from traditional products
toward non-traditional exports. However, we have limited
understanding of the requirements of this endeavor.
We are therefore requesting that this program sponsor
a series of studies aimed at the following:

A. Identifying diversification opportunities;

B. Identifying legal, administrative or policy
constraints to profitable diversification;

\\\



c. Identifying technical constraints to successful
diversification;

D. Recommend actions to implement a diversification
program; and,

E. Identify and finance a specified number of projects
especially in the line of processing agricultural
produce, which will be agreed upon between USAID and
the Government.

V. Mgricultural Policy Devalopment

In order to accomplish the objectives of the
Agricultural Sector Assistance Program, as they have
been elaborated in items I through IV above, the
Government requests that USAID provide project assistance
for the following activities:

A. The establishment of an agricultural policy research
unit at Bunda College that will have responsibility
for designing and implementing the specified studies.

B. The continuation of funding for the Ministry of
Agriculture and Economic Planning and Development's
Food Security Units in order to monitor and evaluate
whether or not this program is actually improving the
availability of food within individual households.
This needs to be supplemented by funding for a data
collection effort to supply raw data for the Food
Security Unit's Analysis.

C. The establishment, in conjunction with other donors,
of a Natural Resource Management Unit to monitor and
evaluate the impact of program activities wupon the
environment.

D. The continuation of funding which was initiated
under the MARE Project for furthering the use of agro-
forestry techniques.

Yours sincerely,

o

G. B. Chiwvaula
SECRETIRY TO THE TREASURY
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AGRICULTURAL SECTOR ASSISTANCE PROGRAM
(NPA No: 612-0239; Project No: 612-0235)

Annex B

NARRATIVE SUMMARY QBJECTIVELY VERIFIABLE INDICATORS ~  MEANS OF VERIFICATION  IMPORTANT ASSUMPTIONS

PROGRAM/PROJECT GOAL

Increase agricultural
productivity, employment
and incomes.

Food availability increases from
1750 calories per capita daily to
1950 calories per capita daily by
1995, and to 2200 calories per capita
daily by the year 2000 through
increased production and/or imports.

Real value of per capita smallholder
agricultural production increases
by 3% per annum, or 24% by the year
2000.

Average real per capita tenant
wages increase by 2% per annum, or
16% by the year 2000.

GOM Statistics
EP&D - food and
Nutrition Unit

GOM Statistics

Mission APl

Government of Malawi
continues implementation
of stabilization and
and adjustment programs.

No further disruptions to
or increases in the real
costs of transportation.

Increased incomes in the
agricultural sector are
reinvested by farmers in
agricultural production.

8 X3INNY
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NARRATIVE SUMMARY
PROGRAM/PROJECT PURPOSE

Increase smallholder
access to agricultural
inputs, output markets,
crcp production
alternatives, and labor
market information.

-2 -
OBJECTIVELY VERIFJABLE INDICATORS

The value of smallholder cash

crops marketed by the private sector
increases from nil to 10% by 1995,
and to 25% by the year 2000.

Overall credit flows and sales of
fertilizer and seed to smallholders
increase by 5% per year in real
terms.

Farmers with less than 1.5ha of land
receive 15% of all smallholder seed,
fertilizer and credit by 1995, and
25% by the year 2000.

Private sector delivery of inputs
to smallholders increases from nil
to 10% of seed and fertilizer sales
to smallholders in 1995, and to 25%
by the year 2000.

Two new extension aides modules for
farmers with less than 1.5ha of land

in use by 1995, and 50% of extension.

aids modules developed for farmers
with less than 1.5ha of land by the
year 2000.

Estate tenancy and labor terms and
conditions of employment publicly
posted on estates.

MEANS OF VERIFICATION

GOM Statistics &
Project Evaluation

IMPORTANT ASSUMPTIONS

World market for burley
tobacco remains stable.

No major droughts or
natural disasters occur
which effect tobacco and
maize production.

Smallholders willing to
adopt improved practices
and new crops.

Sufficient resources are
available to meet the
needs of smallholders.



MARRATIVE SUMHARY

PROGRAM QUTPUTS

1. Liberalize
production and
marketing of crops.

2. lmprove efficiency
of agricultural input
and service delivery.

-3 -

OBJECTIVELY VERIFIABLE IMDICATORS ~ MEANS OF VERIFICATION  IMPORTANT ASSUMPTIONS

a) smallholders receive burley
tobacco quotas in their own name.

GOM Statistics
Project records

b) smallholders sell tobacco directly .
on the auction floor with 5% marketed

by organized smallholder groups,

25% by estates, and 25% through

other private marketing channels by

the year 2000.

c) alternative smallholder marketing .
mechanisms established, with 5

smaliholder owned marketing units

operating by 1995, and 30 operating

by the year 2000.

a) 10% of all seed and fertilizers .
provided to smallholders by the
private sector by the year 1995.

b) 25% of seed and fertilizers .
provided to smallholders by the
private sector by the year 2000.

c) Credit disbursements to .
smallholders increase by 5% in
real terms per year by the year 2000.

Establishment of
multiple marketing
channels will not
adversely effect
household and national
food security.

No legal impediments to
the establishment of
grower associations.

Private sector capacity
to expand crop marketing
activities will develop.

Private sector capacity
to expand seed and
activities will develop.

Sufficient resources are
made available to meet
increased smallholder
credit requirements.

Sufficient resources are
made available to the
MOA to expand extension
service delivery.



MARRATIVE SWMMARY = OQBJECTIVELY VERIFIABLE INCICATORS ~  MEANS OF VERIFICATION

3. Increased equity
in the agricultural
sector.

4. Expanded crop
difersification
opportunities.

-§ -

a) 15% of seed and fertilizer
provided to smallholders goes to
farmers with less than 1.5ha. of
Tand by 1995.

b) 25% of seed and fertilizer
provided to smallholders goes to
farmers with less than 1.5ha. of
Tand by tae year 2000.

c) 15% of credit available to the
smallholder sector goes to farmers
with less than 1.5ha. of land by
the 1995; 25% by the year 2000.

d) 50% of extension modules
designed for and delivered to
smaliholders with less than 1.5ha.
of land by the year 2000.

e) terms and conditions of tenancy
and employment posted by estates.

f) Prices paid to tenants for burley
tobacco analyzed.

a) Value of smallholder production
of cash crops increases by 10% per
annum in real terms.

b) Prices paid to smallholders for
export crops averages no less than
S0% of the export parity price.

GOM statistics
Project Evaluation

GOM Statistics
Project Evaluation

Project records
and evaluation

Smallholders with less
than 1.5ha. have access
to sufficient resources.

Financial systea able
to deliver credit
resources effectively
to smallholders.

Extension system able
to deliver extension
services effectively
to smallholders.

Viable diversification
opportunities exist.

Individuals willing and
able to undertake the
production and marketing
of new crops and products.
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NARRATIVE SUMMARY QBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION  IMPORTANT ASSUMPTIONS
PROGRAM [NPUTS
Cash grant to support $20 million AID Records
sectoral policy reform.
PROJECT OUTPUTS
Bunda College: Research Unit established, staff recruited, .
Unit buildings constructed, research
undertaken and seminars held.
food & Nutrition Unit Staff recruited, research undertaken, .
(EPRD) policy development/analysis
conducted.
Agroforestry Extension Staff recruited, extension modules .
developed and disseminated.
food Security Unit (MOA) Surveys undertaken, analysis "
undertaken, and results disseminated.
Environmental Resource Staff recruited, monitoring system "
Unit developed and in use, reports issued.
capability. developed and implexmented, reports
issued.
Special Studies Studies completed, results .

disseminated, seminars held,
recommendations for action plans
proposed, and action plans implemented.



NARRATIVE SUMMARY = QBJECTIVELY VERIFIABLE INDICATORS
PROJECT INPUTS
Bunda College: technical assistance recruited

Research Unit

food & Nutrition
Unit (EPRD)

Agroforestry
Extension

Food Security Unit
(MOA)

Environmental Resource
Unit

Special Studies

doc0769¢

construction funds available
commodities provided

study tours and training provided
technical assistance recruited
technical assistance recruited
commodity procurement financed
operating funds available

research funds available
technical assistance recruited

technical assistance recruited

MEANS OF VERIFICATION  IMPORTANT ASSUMPTIONS

AID records



ANNEX C

T TOR TANCE PROGRAM
DESCRIPTION OF PROJECT ACTIVITIES

This annex includes descriptions and iilustrative budgets for the following
project activities:

Cl:
c2:
C3:
C4:
Cs:

Agroforestry Extension Activity
Agricultural Policy Research Activity
Environmental Monitoring Activity
Food Security Activity

Studies and Action Plan Implementation



Cl: AGROFORESTRY EXTENSION ACTIVITY

1. INTRODUCTION

Research and development in agroforestry was recently instituted in Malawi to
improve food security, agricultural sustainability, and the conservation of
the natural resource base by addressing common problems faced by smallholder
farmers. These problems include:

-- smaller farm holdings;

.- low or declining soil fertility and crop yields;

-- increasing soil erosion and water runoff;

-- animal nutrition and fodder deficiencies;

--  shortages of fuelwood and building material;

-- accelerated deforestation and overgrazing; and

-- rising costs of inputs and limited credit opportunities.

Agroforestry systems offer opportunities to realize higher productivity, more
dependable economic returns, and a greater diversity of outputs and social
benefits. In addition to providing service functions such as shade and
improved soil structure and fertility, trees yield a variety of products,
notably food, fodder, fuelwood, and building materials.

This five-year project componant will focus on extension of agroforestry
techniques developed for the most part over a five year period under the
Malawi Agricultural Research and Extension (MARE) Project. The project will
involve extension agents in all eight ADDs, and will include as specific
activities the establishment of village nurseries and seed/grass orchards,
provision of extension services, and demonstration-cum-research plots in field
conditions. The project will be managed by an expatriate technical assistant
(for two years) and, at least two Malawian agroforestry specialists.

2. A ARCH AT

Agroforestry research activities under the MARE Project have laid a sound
foundation for making a significant impact on agricultural productivity and
food security in Malawi. Specific research areas which have produced
particularly positive results include alley cropping, farm integration of
Acadia albida, fodder banks, contour grass strips and hedgerows to control
e;osion and runoff, and multi- purpose tree species for homestead/boundary
planting.

Alley cropping is the cultivation of annual crops between hedgerows of woody
perennials that are pruned periodically to prevent shading of the alley crop
and to supply manure/muich, fodder and fuelwood. Until the MARE Project,
there was no sound basis on which to make recommendations to farmers.
Research has identified six tree species which may be suitable for alley
cropping, and management practices for cropping hybrid maize have been
finalized with two species and have been organized inte extension messages
with personnel from the Extension Aids Branch and Department of Agriculture.
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Research has shown that a 100 - 300% improvement over average smallholder
yields is possible under alley cropping with leucaena on relatively infertile
or depleted soils in the absence of inorganic fertilizers. When used with
supplementary N fertilizer at a third or half the recommended rate, alley
cropping can approach or exceed yields with the full N fertilizer rate.
Foliage from alley cropping also provides axcellent livestock feed.

Acacia albida is a large, fast-growing leguminous tree indigenous to much of
Africa. Its unusual characteristic of growth during the dry season and Teaf
fall at the start of the rains enriches the soil at planting time and allows
adequate 1ight penetration to crops beneath the canopy for normal
photosynthesis. Yields of sorghum, pear] millet and maize are commonly 50 -
250% higher under this species than adjacent areas away from the canopy. The
tree also provides shade and high quality fodder

during the dry season, as well .as fuelwood and building material.

Currently research is evaluating the fodder potential of Acacia albida pods to
improve the nutrition and productivity of ruminant Tivestock, and is
developing propagation techniques to improve the rate of growth and reduce the
costs of tree establishment. Also, management practices have been developed
to systematically integrata the tree on smallholder farms in a manner that
will greatly improve the productivity and sustainability of crops and
livestock, while reducing the need for expensive fossil fuel- based
fertilizers.

In addition to the above, species of grass and shrubs have been identified
which are particularly suitable for use on marginai land to alleviate problems
of soil erosion and surface runoff. Grass species include Vetiveria
Zizanioides and Pennisetum purpureum, and shrubs include Gliricidia sepium and
Cassia spectabilis. Grass strips planted on the contour with suitable hedges
of leguminous shrubs and/or fruit trees have been shown to alleviate these
problems. Additional products available when using these technologies include
mulching material, thatching grass, fuelwood, fodder, and fruit.

Boundary and homestead planting of multi-purpose tree species have been found
to have the potential for generating important sources of food, shelter,
fuelwood, poles and income in a manner that will complement farming
activities. Most households in Malawi show considerable potential for
integrating greater densities of trees in or around their

farms and homesteads. Recommended fast-growing species include Acacia

albida, A. polyacantha, Albizia leffeck, Azadirachta indica, Khaya nyasica,
Melia azaderach, Cassia spp., Prosopis juliflora, Trichilia emetica, and Toona
ciliata. Several multi-purpose tree species also are being recommended for
live fencing to protect homesteads, farms and dimba gardens against
trespassing peoplc and animals. Apart from sisal, these include Acacia
nilotica, Caesalpinia decapetala, Pyracantha coccinea, liziphus abyssinica, Z.
nauritiana, Z. mucronata, and Z. spinachristi for the Medium-Altitude Plateau,
and Acacia nigrescens, Acacia polyacantha, Caesalpinia decapetala, Prosopis
juliflora, and Ziziphus mauritiana for the Lakeshore Plain and Shire Valley.
Methods of propagating, planting, spacing and managing all these tree species
with crops have been developed, and this information is available for
extension use.
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3. QPERATIONAL STRATEGY FOR AGROFORESTRY EXTENSION

The strategy for agroforestry extension, as for any extension work, must be
flexible, practical and responsive to carefully determined needs, and must
center on the targeted farming community in a dynamic, iterative manner.
While extension will be the focus of this ASAP activity, research will
continue to play a role. In particular, research will be continually guided
and updated in response to the problems and priorities of farmers within the
context of their resource constraints. Linkages and feedback mechanisms
between research and extension will be key tc improving or modifying
interventions in the face of changing circumstances and location- specific
conditions. It is expected that research will focus on the following:
identifying better adapted and faster-growing tree species or varieties;
improving management practices of various agroforestry technologies with
different crops and inter-crops; and developing improved and cheaper
techniques for propagating trees.

The extension approach which will be used is the integration of agroforestry
techniques with existing practices in a manner that addresses farmer needs and
problems. Planting trees in home and dimba gardens, as well as on boundaries
and around the homestead, will be encouraged and supported. These areas are
important sources of income, food, wood, fodder and shelter, and can be
intensively managed due to their small size and proximity to the household.
They also diversify farm activities, reduce risk, provide relatively high
returns to labor, and improve soils.

Extension agents will be trained in the techniques of agroforestry, and will
advise farmers on agroforestry management techniques which are currently
available. They also will assist with the establishment of village nurseries
and orchards. For technologies which are not fully developed for extension
but are ready for on-farm testing, pilot project areas will be identified
initially in each of four ADDs, and projects will be initiated which lead to
full-scale extension efforts once proved technologies are available.
Expansion of the pilot project schemes to

all eight ADDs will be considered once sufficient experience has been gained
and an evaluation of the activity conducted after appreximately 18 months.

4. PROJECT INPUTS AND QUTPUTS

Project inputs include long-term and short-term technical assistance,
commodities, in-country training, and operating costs. Project outputs
include the establishment of an agroforestry extension services system,
including the development of appropriate modules and the placement of
necessary staff.

In addition to the provision of long-term TA, extension agents will be trained
in agroforestry techniques. ASAP funds will be used to train the agents, and
provide them with transport. Vehicle operating costs and
subsistence/accommodation costs will also be financed. The project will also
provide funds for the procurement of various commodities, including vehicles,
research and demonstration equipment, communications equipment, and nursery
and orchard development equipment and supplies.
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Vehicles, scientific equipment, and communications equipment will be direct
A.1.D. procurement. Other procurement will be by the GOM. A budget is
attached. A procurement plan is included in the PAAD.

5. PROJECT MANAGEMENT

This project will be implemented by the Ministry of Agriculture. For two
years an ASAP-financed technical assistant will be the GOM project manager. A
justification for less than full and open competition is included in the PAAD
to allow a contract with Washington State University for this activity. The
TA will be assisted by at least two GOM-financed counterparts who will be
responsible for individual regions. One of these counterparts will assume GOM
management responsibilities upon the departure of the TA. Within USAID, the
Agricultural Development Officer will be responsible for project management.



AGRICULTURAL SECTOR ASSISTANCE PROGRANM

{TEM FY 92 Fv 93 FY 9% Fy 95 FY 96 TOTAL

snsssvesn seasssansausces ecescssessssennnconssssnccansme sesececsccssssasansacnaves

1. Technical Assistance

. Long-term 208792 229370 438181
2. Treining
8. Workshops
- Regional $004 53%0 5725 6128 6556 28734
- ADD 8000 8360 2i%9 9800 10486 46006
- National 10000 11000 21000
b. Demonstrations 7500 8025 2200 2300 24600 224625
Subtotal 30500 21938 28084 18226 19640 118188
3. Commodities
a. RED 20000 20000
b. Extension fomm. 29000 28000 8000 8500 9000 82500
e. Vehicleg (9 Fubs) 100000 84000 184000
Subtotal 149000 112000 8000 8500 9000 284300

4. Operations
e. Room/Board (1/2) 8400 5984 9617 10290 11011 48306
b. Veh, Op/Mein .75 47985 48844 49763 30746 19 2nW?
Subtotat 56385 s7832 $9380 61037 62009 297443

S. Nursary/Orchard Prep. & Main.
8. Village Nurseries 59400 95016 $6496 60451 64682 336043
b. $eed/Grass Orch. 48000 51520 99520
Subtotal 107400 144536 56456 60451 66682 435565

TOTAL $52077 567673 151960 148213 155932 1573854



Summery
TA
Ext. Support
Commodities

ITEM

Wages
Selary
8'stop (20%)
Subtotal

Fringe (33%)

Allosances

Differential (10%)

Education
Ed. Travel
Housing
Subtotal

Travel/Trans

PO Coordinator (1 trip)

Coord travel
(1]

Depart post
WNE

Subtotal

Commodities

Other Direct (inc. DBA)
Total Direct Costs

indirect Costs (25%)

Grend Total

208792
84885
149000

Y1

64200
12840
77040
25423

6420

7800
13000
27220

1850
$500
15000
22350
5000
10000
167033

41758

208792

229370
™767
112000

YR 2

66126
13223
™381
26186
6613
8346

13000
27939

15000
20000
35000
$000
10000
183496
45874

229370

87464
8000

TOTAL

130326
26065
156391

51609

13033
16146

0
26000
55179

1850
5500
15000
15000
20000
57350
10000
20000
350529
87632

438181



C2: AGRICULTURAL POLICY RESEARCH ACTIVITY

1. INTRODUCTION

Malawi faces an increasingly complex set of agricultural policy choices as it
louoks towards the new century. The interrelated issues of food security,
export diversification, land tenure, and land conservation are but the tip of
the analytic iceberg of issues that will demand high quality research and
policy-oriented analysis. W¥hile Malawi has invested considerable resources in
agricultural research, and continues to support an ambitious program of
variety and seed diversification and production and farming systems, there is
a need ;o increase the attention given to economic policy-related agricultural
research.

The development of an indigenous institutional capacity is necessary to
undertake palicy-relevant research, both in direct support to Government
agencies such as the Ministry of Agriculture and in support of more general
agricultural development goals. Experience has shown that policy analysis is
generally most credible if it is undertaken by qualified researchers in an
independent research unit without direct association or control by a
particular ministry or interest group.

2. BUNDA COLLEGE FACILITY

Bunda College of Agriculture is the appropriate location for this activity
because of its role in training agricultural managers, its proximity to the
Ministry of Agriculture in Lilongwe, and the presence of a substantial number
of well trained faculty and other personnel.

The College has the necessary approval to establish a Center for Agricultural
Research and Development (CARD). While the proposed scope of CARD is far
broader than what is envisaged as being required to meet the objectives of
ASAP, CARD’s general structure and location are appropriate, and it should be
possible to work within the CARD concept to establish the intended
policy-related analytical capability at Bunda. Specifically, under ASAP an
Agricultural Policy Research Unit will be established, which in fact will be
the first operational unit of CARD. This unit will have a Bunda College staff
member as unit manager, who could also act as CARD director if that is found

to be desirable.

The craation of the unit will support the expansion of local capacity in
policy-based agricyltural research and encourage expanded ties between
Government and Burda College and between the private sector and academia. The
unit will receive direct budgetary support from ASAP resources, and will be
encouraged and empowered to perform research and consulting services for other
donors and the public and private sectors. Whenever appropriate, it will work
with the Chancellor College’s Center for Social Research.



3. RESEARCH ISOUES

Specific studies which are planned for the first couple years are the
following:

--  impediments to private sector maize marketing;
--  improved extension services to small customary landholders;
-- smallholder/tenant farmer interface study;
-- crop diversification opportunities and constraints; and
-- land tenure, land use and commercial crop production.
. Future research issues may include the following:

-- the size and structure of rural labor markets, taking into account
wages, seasonality, the influence on smallholder incomes, and the
effects of refugee communities;

--  input pricing and marketing, addressing the costs and effects of
subsidies, and the possibilities for pluralism and choice in input
marketing institutions;

-- output pricing and marketing, addressing pricing and marketing
mechanisms and transport issues; and

--  food security, including the relationships between food security and
cash crop production by smallholders.

In addition, the research unit will participate in annual evaluations of ASAP.

A detailed research plan will be formulated once the participating institution
has been selected and has worked with Bunda staff to determine needs and
priorities.

a. Querview

Under ASAP, a cooperative agreement will be executed with a U.S. institution
(or consortium) experienced in agricultural policy amalysis. The agreement
will include provision for technical collaboration between the.institution and
Bunda College, in particular with the Agricultural Policy Research Unit.
Collaboration will take the form of: two long-term positions, one for a
statistician and the other for an agricultural economist; short-term visits by
U.S. academic staff and researchers to Bunda; and visits by Bunda academic
staff tc the collaborating institution and to other locations as appropriate.
In addition, funds will be provided for construction of facilities for the
research unit and for commodity procurement. The overall activity will be
five years in length.
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b. Activity Description
(1) ZIachnical Assistance

Long-term TA will include a specialist in statistics and research methodology,
and an agricultural economist, both for a period of 36 months. The long-term
technical assistants will be responsible for providing assistance with surveys
and poalicy analysis, as well as for advising Bunda staff about statistical
desigr and analysis, and research methodology. The services of a statistician
have been found to be essential during the implementation of the two surveys
conducted to date as precaration for the ASAP design. If Bunda College is to
develop the capability to conduct the research envisaged as part of the ASAP
Program, its specific capability for survey design, execution and analysis
must be strengthened. It is intended that this position also be a teaching
position to strengthen Bunda’s capability for research methodology and
statistical training. The agricultural economist position will provide the
unit with a resident advisor on policy-related research, and will serve as 2
resident project manager for the participating institution. The positions
will be supported with computers and other commodities as detailed below, in
the "Commodity" section.

It is expected that Bunda College will provide a manager for the research
unit. This individual could come from any social science discipline
represented at Bunda. While the resident technical assistants can assit the
manager on an informal basis with developing and managing the unit, the
contractor institution will provide more formal assistance on a short-term
basis from its institutional base. The technical assistants are resident
?rimarily as researchers and technical advisors, and to a limited extent
ecturers.

(2) Professional Collaboration

Professional collaboration will be of two types, from the U.S. to Malawi, and
from Malawi to the U.S. It is expected that during the first year, nine
person months (p.m.) will be provided from the U.S. to Malawi; during the
second year, 15 p.m.; and and the third year, four p.m. One p.m. has been
budgeted for years four and five, subject to amendment once activities for
those years have been more precisely defined. From Malawi to the U.S., it is
expected that thare will be four p.m. per year for the first three years, and
then two per month thereafter, again subject to amendment.

The U.S. professional collaboration to Malawi will include assistance with the
establishment and operations of the policy analysis unit, and assistance with
specific studies undertaken by the unit. The Malawi professional
collaboration to the U.S. will be for the purpose of allowing Bunda academic
staff the opportunity to consult with the U.S. institution’s staff and to do
research on matters related to the work of the unit. This would allow staff
members to travel to the U.S., either on separate business, or perhaps from
different disciplines traveling together and looking at the same issue.
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(3) Local Research Costs

Local research costs will be of two types, those associated with the work of
the College, and those associated with special projects undertaken by the
unit. Some of the costs of the first type, e.g. costs of student researchers
and college staff per diems and travel expenses, could be included under the
project. Staff salaries will be covered by the College. Costs of the second
type, including consulting fees, University overhead, per diems, travel, etc.
related to project activities would be included under the project if the study
is being conducted as a project activity.

(4) Research Unit Operating Costs

The project will provide funds to cover the costs of personnel required to
operate the research unit for a period of two years. After this two year
period, it is expected that the College will assume responsibility for
operating the unit, and that the unit will be generating revenue through the
charge of an overhead rate as part of client contract costs. The personnel
costs included within the project include those for a unit manager, economist,
two secretaries, one technician and one driver.

(5) Iraining

The long-term training for a statistician is inciuded to provide a replacement
for the long-term TA position identified above. A permanent statistician
position is a requirement for the unit if it is to perform surveys on a
regular basis. It is intended that the statistician degree candidate have a
Masters degree prior to beginring Ph.D. training, and conduct field research
in Malawi, under the supervision of the TA statistician.

Short-term training (up to ten months during the life of project) will be
provided to Bunda academic staff in statistical analysis and in other fields
as appropriate. Provision for short-term training is included to allow Bunda
staff to upgrade skills in specific areas, and to acquaint themselves with new
skills which may be necessary for research of specific topics.

(6) Study Tours

Policy issues which are part of the unit’s research agenda may be similar to
jssues which have arisen in other countries. Where this is the case, Bunda
staff would benefit by study visits to those countries to better understand
how similar issues have been handled and resolved in different environments.
A total of ten months has been included in the budget for this purpose,
astimated at two one-month tours during each of the five years.

(7) Commedities

A modest amount of commodity procurement will be included to support the
activities of the policy research unit of the Center. Commodities for four
positions will be funded. Two of these will be the TA positions. One will be
the unit manager’s position (a member of the Bunda College staff). One will
be a visiting researcher position. Bunda already has some computer eguipment
which was provided under USAID funding for earlier surveys, and it is expected
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that this equipment will continue to be used for the unit’s work. Expected
equipment includes the following:

Iype Item

Computers plus accessories 4 PCs, LAN, Printers
Audio-visual equipment Video camera, player and monitor
Communications equipment 1 fax machine

Vehicles 4 FWDs/Pickups
Journals/periodicals To be determined

Furniture Sufficient for facilities

identified below

(8) Eacilities

While it is not intended to provide facilities for the entire CARD
institution, it will be necessary to provide facilities for the policy
research unit. Facilities will include housing for the TA; office space (plus
secretarial space) for the TA positions, a manager, and a visiting researcher;
computer room; conference room; storage room; and reception area. A computer
room will be necessary, in particular for security for the equipment and as a
workplace for data input. A conference room will provide the necessary space
for conferences required to discuss research topics and findings.

c. Project Inputs and OQuiputs

Project inputs include technical assistance, commodity and budget support for
the unit, study tours, training, and construction funds. Project outputs
include the establishment of a policy research unit, including the required
staff and facilities, research undertaken, and seminars held. Details
gxxgerniﬂg the monitoring and evaluation of this activity are included in the

5. PROJECT MANAGEMENT

The above activity will be a five-year activity. A cooperative agreement with
a university or consortium will be competed, and negctiated directly with
USAID. The GOM, including Bunda College, and USAID will jointly produce the
RFP and assess hids received. Bunda College will be the host country
institution responsible for project implementation. However, all financial
transactions, with the exception of payments under the construction contract,
will be managed under the cooperative agreement. Payments under the
construction contract will be made directly by A.I.D., upon receipt of
necessary certificates. Project manager will be the manager of the
Agricultural Policy Research Unit. Within USAID, the project will be managed
by the Agricultural Development Office. A budget is attached. A procurement
plan is included in the PAAD.



AGRICULTURAL SECTOR ASSISTANCE PROGRAM

.lmdo College Agricultursi Policy Research unit

1TEM FY 92 FY 93 FY 9% FY 95 FY 96 TOTAL
1. Technical Assistance
8. Long-term 124729 275987 297367 256443 954328
b. Short-term, US-Mal 173470 315366 95958 31230 32527 648831
¢. Short-term, Mai-US 52913 55285 sT767 30183 31542 227691
Subtotal 351112 646638 451002 317858 64069 1830769
2. Training
a. Long-term 30000 30000 30000 30000 120000
b. Short-term 8000 8400 8820 9261 972 44205
c. Study tours 14000 14700 15435 16207 17017 77359
Subtotal 52000 $3100 $4255 SSL68 26741 241564
3. Commodities
e. Computers 40000 40000
b. Audio-visual 3000 3000
¢. Communications $000 5000
d. Vehicles 100000 $0000 150000
Subtotal 148000 $0000 198000
4. Construction
a. Office 320000 320000
b. Housing 180000 180000
¢. Furniture 71429 71429
d. Arch./mgt. 75000 75000
Subtotal 573000 71429 646429
. Other
a. Research Support 63000 69550 74412 64900 48500 322362
b. Unit Support 15000 61250 48730 125000
¢. Periodicals/Ref. 10000 10800 11028 11576 12155 $5256
Subtotsl 90000 141300 134187 76476 60855 502618
6. Contingency (5X) 60806 43623 31977 24990 7573 170969
TOTAL 1276918 938090 671510 524792 159038 3590349
COOP, AG. TOTAL 423268 734T2S 530614 391992 95351 2175949



NOTES:
1. 27% overhead is included in individusl TA and Training budgets.
2. Training
LY, & yrs @ 330,000 ps
ST, 5 2-month courses, @ $8000
Study tours, 2 i1-month tours, p.a., @ $7000

3. LY TA for 3 vears:
3 mos. in FY 92
12 mos. in FY 93
12 mos. in FY 94
9 mos. in FY 95

&. ST TA for S years:
4L pm for FY 92, 93 & 9%
S pm for FY 95 & 96
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C3; ENVIROWMENTAL MONITORING ACTIVITY
DEPARTMENT QF RESEARCH AND ENVIRONMENTAL AFFAIRS

1. INTRODUCTION

Malawi’s development during the past 20 years, especially in the areas of
agriculture, education, communication, health, industry and water resources,
has been achieved through increasing utilization of its natural resources.
This utilization has had a si?nificant impact on Malawi’s environment,
especially with regard to soils, vegetation and water resources. Given the
environmental degradation which has occurred the impact of future development
activities on the environment requires careful monitoring.

During the past three decades, Malawi’s rate of population growth has
increased from an annual rate of over 2.0% in the sixties, to 3.2% in the
seventies and eighties. During this time, the population of Malawi has
doubled from roughly 4 million in the sixties to over 8 million people at
present. This has produced considerable pressure on available land in many
parts of the country. Agricultural expansion has led to excessive
deforestation and increased cultivation of marginal lands, particularly steep
hill slopes and escarpments. This expansion has also been accompanied by an
increased use of agro-chemicals such as fertilizers and pesticides. Many of
these chemicals are ultimately washed into the surface waters or accumulate in
the soil and underground waters. Livestock production has also been greatly
affected due to increased scarcity of grazing land.

As a result sericus soil erosion, deforestation, and general land and water
resources degradation are taking place without being properly monitored. This
lack of monitoring threatens areas suffering such degradation with severe or
total destruction.

Urban areas have also been growing over the past two decades. Increased human
activity and industrial growth has increased the amount of waste generated in
urban areas. Lack of proper waste management facilities is also causing
serious pollution in urban and rural areas. Waste from urban areas is often
dumped in rura) areas, where it poses serious dangers to the rural community.

Inadequately treated urban effluent discharged into water courses threatens
the health of rural communities who depend on such river courses for their
domestic water.

A number of wildlife and important ecosystems are rapidly being destroyed by
increased human activity. The full potential of some of these areas has not
been determined.

2. [ESTABLISHMENT OF AN ENVIROWMENTAL MONITORING UNIT

There is an urgent need to carry out environmental monitoring in the country.
Monitoring activities would generate much needed information for use in
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planning future development activities and taking corrective actions where
appropriate. The Department of Research and Environmental Affairs does not
currently have the capacity to carry out monitoring since it lacks the
personnel and facilities required to carry out such work. Additional staff,
laboratory and equipment are needed to establish an effective environmental
monitoring unit in the Department.

The major focus during the next five years is to establish a functional unit
with sufficient personnel and laboratory resources to:

(1) monitor land use and water quality, and measure soil erosion,
deforestation, and water resources degradation;

(i) initiate monitoring of the impact of agro-chemical use (pesticides
and fertilizers) in selected rural areas and urban areas as well as
from drinking water wells, rivers and Lakes Malawi and Chilwa;

(111) monitor urban polluti~n in water courses of major cities to safeguard
rural communities.

This Project will specifically address (i) azbove and it is hoped that other
donors will come forward and fund activities (ii) and (iif).

3. PROJECT ACTIVITIES
a. Qverview

The population of Malawi is currently about 8.4 million, with population
density highest in the southern region_and lowest in the northern regjon. The
total land area of Malawi is 92,276 km with an addition of 24.208 kme of
water. About 46% of the total land area is arable, the rest being slopes and
escarpments. Forests, game reserves and national parks take up approximately
22% of the total land area.

Malawi’s growing population is putting increasing pressure on its land
resources. Most suitable land is already under cultivation. Also, since
Malawi is an agricultural country, population pressures are increasingly
forcing people to cultivate more marginal lands. The lack of alternative
sources for fuelwood is accelerating deforestation and population pressure is
reducing the land available for grazing livestock, leading to overgrazing.

The increasing population pressure necessitates the institution of mechanisms
to monitor land use activities to ensure that environmental degradation is
redressed in some parts of the country. It is proposed that action be taken
to strengthen the Environmental Unit to enable it to carry out environmental
monitoring activities which will enable the development of policies for
protection of degraded areas and ensure promotion of sustainable development.
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Under ASAP, a cooperative agreement will be reached with a U.S. institution
(or consortium) experienced in environmental monitoring issues. This
agreement will include provision for short-term 8 months technical assistance
to the Department of Research and Environmental Affairs. Funds will cover the
establishment of the Environmental unit and operating expenses thereof.

b. Qbjectives
The main objectives of the project will be to:
(1) Develop the capacity to carry out regular monitoring of land use changes.
(2) Measure and monitor deforestation and soil erosion on customary land.

(3) Monitor the encroachment of cultivation into steep escarpments, marginal
areas and hills, and develop appropriate land use policies for such areas
in consultation with the District Development Committees.

(4) Monitor changes in grazing patterns to identify areas with severe grazing
problems, and develop appropriate policies and programs to alleviate
grazing pressure.

c. Issues and Constraints

(1) Population pressure is increasingly forcing people to cultivate marginal
areas (hills, steep slopes, escarpments and the rift valley scarp) causing
serious land degradation and soil erosion.

(2) Dependence on fuelwood is causing severe deforestation and land
degradation throughout the country. Deforestation of escarpments and
hills also causes serious soil erosion and destroys water catchments.
Continued deforestation could lead to desertification, and further affect
the country’s development.

(3) The expansion of crop production is 1imiting the land available for
grazing and other uses. Malawi currently has about one million cattle and
one million sheep, pigs and goats. Grazing land is becoming increasingly
Timited, causing severe overgrazing and soil erosion.

d. Activities and Strateqies

The following activities will be undertaken to achieve project objectives:
(1) Recruitment of staff

(2) Determine the land use practices of selected districts under the heaviest
land pressure, such as Chikwawa, Nsanje, Ntcheu, Dedza, Ntchisi, Nkhata
Bay, Rumphi, Mzimba, Karonga, Chitipa, Mangochi, Chiradzulu and Machinga.

(3) Assess land use changes over the past ten years and the degree of land
degradation using aerial photographs and on the ground surveys,
:specially in the hills, escarpments and catchment areas of the above

istricts.



(4)

(5)
(6)

(7
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Identify main pressure areas and assess rates of encroachment of
cultivation into escarpments, hills and catchment areas.

Measure and monitor rates of (a) deforestation and (b) scil erosion.

Liaise with the District Development Committee and local leaders
regarding land use problems to develop improvement programs.

Liaise with Ministries of Agriculture, Forestry and Natural Resources and
Department of Lands on measures to control soil erosion and deforestation.

(8) Develop appropriate land use policies for rehabilitation of specific
areas in liaison with the District Development Committee, lecal leaders

and relevant Ministries.

(9) Assess grazing pressures in districts with high livestock densities such
as Nsanje, Chikwawa, Lilongwe, Mzimba, Chitipa, Karonga, Ntcheu and Dedza.

(10) Develop policies compatible with other land use practices that can
enhance grazing and environmental preservation.

(11) Develop legislation to protect fragile and marginal lands, water
catchments and important eco-systems.

e. Data Collection and Analysis

Data to be
Collected  How analyzed  Who Will Collect __When
Activity 2 Land use Using ALES DREA and MOA Annually,
practices, initially
cultivated using data
area and collected
1ivestock by FAO
numbers. Project.
Activity 3 Aerial Programs at DREA and MOA 1992
photography Aerial Photo
aralysis. Unit (MOA).
Activity 4 Land use Pick erosion DREA and MOA 1992
practices. hazard areas
using ALES.
Activity 5(a) Changes in Using ALES DREA and Dept. Annually
land use. Forestry
(b) Soil loss. Using ALES DREA and MOA Annually
Activity 9 Livestock Time series DREA and Dept. Annually
data. of Animal
Health and
Industries
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ALES: Automated Land Evaluation System being used by the FAO Land
Resources Evaluation Project and the Ministry of Agriculture Land

Husbandry Branch

f. Commodities

In order to support the activities, some procurement of commodities is
necessary. Equipment to be procurred includes the following:

Iype Iten

Vehicle : Twin cab 6 seater (4x4)

Computer plus acressories 2 PC’'s, LAN, printer

Printing equipmeit Map printing equipment

Duplicating Duplicating machine

Word processing Werd processor

Furniture/equipment 9 sets for the unit sufficient for staff
Map storage Map cabinet

4. PROJECT INPUTS AND QUTPUTS

The inputs will consist of funds for the unit’s operational costs, technical
assistance, salaries, subsistence allowance, office rental, and commodities
which include the purchase of a vehicle, two personal computers, map printing
qu:pment, duplicating machine, word processor, furniture/equipment and a map
cabinet.

The outputs will be the establishment of the Environmental Unit in terms of
staff recruitment, reports on land use practices and changes, identification
of pressure areas and rates of encroachment of cultivation into escarpments,
hills, and catchment areas, measurements and monitoring of rates of soil
erosion and deforestation, liaison with local leaders and district development
committees regarding land use problems, liaise with Ministries of Agriculture,
Forestry and Natural Resources and the Department of Lands on measures to
contrel soil erosion and deforestation, develop land use policies in order to
rehabilitate specific areas, assess grazing pressure in districts with high
livestock densities, develop policies to enhance grazing and environmental
preservation and develop legislation to protect fragile and marginal lands,
water catchment and important eco- systems.

S. PROJECT MANAGEMENT

The Project is planned for an initial period of two and half years. At the
moment, the Government of Malawi does not have adequate staff in the
Environmenta) Unit, and it is proposed to initially fund all additional posts
on development account. This project will fund GOM’'s operating costs for the
remaining half of financial year 1991/92 and all operating costs for financial
years 1992/93 and 1993/94 after which GOM will take over all operating costs
of the unit. The reimbursement system will be employed whereby the GOM will
spend its own money and USAID will reimburse on provision of expenses incurred.
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Commodities will be procurred directly by USAID, except for
furniture/equipment which will be contracted locally and procured by the
Department of Research and Environmental Affairs.

A total of eight months short term technical assistance will also be provided
under the project. A cooperative agreement with a U.S. institution will be
competad and negotiated directly with USAID.

The Department of Research and Environmental Affairs will be the implementing
institution of the project. The project manager will be the Principal
Secretary for the Department of Research and Environmental Affairs of OPC with
close collaboration with line ministries and departments. Within USAID, the
project will be managed by the Agriculture and Food Security Division. A
procurement plan is included in the PAAD.
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DEPARTMENT OF RESEARCH AND ENVIRONMENTAL AFFAIRS BUDGET FOR ENVIRONMENTAL UNIT
DESCRIPTION UNIT 1992 1993 1994 TOTAL
|. TECHNICAL ASSISTANCE (8 months) Uss 75,000 75,000 50,000 200,000

Il. OPERATIONAL SUPPORT (Malawi Kwacha)
- Salaries

Principal Environmentat Officer 1 4,850 9,600 9,900 24,550
Senior Environmental Officer 2 4,450 18,000 18,200 40,650
Environmental Officer 2 3,000 12,200 12,400 27,600
Economist 1 3,000 6,100 6,200 15,300
Drattsman 1 2,600 2,700 5,300
Tracer 2 2,500 5,200 5.400 13,100
Stenographer 1 2,400 5.800 6,000 14,200
Copy Typist 1 2,600 2,700 5,300
Laborer 5 2,400 2,400 2,400 7,200
Messenger 1 840 860 880 2,580
SUBTOTAL Salaries 23,440 65,560 66,780 155,780
- Subsistence Aliowance
SUBTOTAL Subsistence Alicwance 15,000 15,000 15,000 45,000
- Office Rental
SUBTOTAL Otftice Rental 30,000 60,000 30,000 120,000
- Miscellaneous
Vehicle Running Costs
(Fuel and Maintenance) 20,000 40,000 40,000 100,000
Stationery and Printing 10,000 20,000 25.000 55,000
Seminars and Visits 10,000 20,000 20,000 $0.000
Electricity, Water, Postal & Phone Charges 5,000 10,000 10,000 25,000
SUBTOTAL Miscellaneous 45,000 80,000 95,000 230,000
SUBTOTAL OPERATIONAL SUPPORT 113,440 230560 208,780 550,780
. COMMODITIES (Malawi Kwacha)
- Equipment and Supplies
Twin-Cab 6 Seater (4X4}-Japan 1 100,000 100,000
Computer & Accessories-USA 2 50,000 50,000
Map Printing Equipment-USA 1 7.000 7,000
Duplicating Machine-USA 1 20,000 20.000
Word Processors-USA 1 5,000 5,000
Furniture/Equipment-Malawi 9 75.000 75.000
Map Cabinet-USA 3 10,000 10,000
SUBTOTAL COMMODITIES 240,000 27,000 267,000
SUMMARY TOTALS (USS) ($1=MK2.7)
I. TECHNICAL ASSISTANCE 75.000 75,000 50,000 200.000
1l. OPERATIONAL SUPPORT 42,015 85,393 76,585 203,993
mn. COMMODITIES 88,6889 10,000 98,889
GRAND TOTAL (USS) 205,904 170,293 126,585 502,881

GRAND TOTAL (MK) 555,940 460,060 341,780 1,357,780



The Agricultural Sector Assistance Program (ASAP) focuses on increasing
agricultural production and productivity through improved access to cash crop
production opportunities by smallholder farmers and through improved access to
agricultural inputs for cash and food crop production. It is intended that
the program will have a positive impact on food security, by increising the
resources available to rural families for either purchase of foodstuffs or
purchase of inputs for greater food crop productivity. However, there is
always an unknown element concerning the outcomes of policy reforms.

To monitor the program’s impact on food security, and to assist the GOM
generally in its effort to monitor food security in the country and to develop
and implement appropriate policies and interventions, the program will include
provision for a full-time resident food security advisor and short-term
consultancy visits, over a five-year period. This activity will be located in
the Food Security and Wutrition Unit (FSNU) of the Department of Economic
Planning and Development (EP&D). ASAP also will provide funds over a
five-year period to the Ministry of Agriculture (MOA) to implement the
household Food Security and Nutrition Monitoring Surveys (FSNMS), the new
crops estimates methodology, and to disseminate survey findings and resulting
recommendations. These activities are coordinated with complementary work
firanced by UNICEF and FAO.

2. NATIONAL FOOD SECURITY AND GOM POLICY DEVELOPMENT

During the mid-1960's, there was an increasing recognition of significant
nutrition problems and a growing foud shortage in Malawi. A Nutrition
Symposium for Principal Secretaries was held in 1986, with a major outcome
being the establishment of the FSNU in 1987. Also in 1987, a combination of
drought, reduced hybrid maize plantings and the continued in-migration of
displaced persons from Mozambique precipitated a serious national food
shortage. The situation was further exacerbated by the destruction of the
cassava crop by the mealy bug pest. When the GOM appealed to the
international community for food aid, it faced a major difficulty collecting
accurate information abtout the numbers of Malawians affected by the drought
and cassava crop destruction, and therefore about estimates of emergency food
aid required.

The «xperiences of 1987 and thereafter have heightened the need to move ahead
rapidly to strenghthen the capacity of the FSNU in both policy amalysis and
food and nutritional surveillance. Policy reforms already implemented, e.g.
1iberalization of grain marketing, may in the short run adversely affect food
security of poorer households in certain areas. Without a monitoring system
in place, including regular surveys, the GOM would have insufficient
information to know what is happening and to act to correct adverse outcomes.

W
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In 1ight of recent experiences, it has become apparent that the country’s
national food situation needs constant monitoring, surveillance, and analysis
so that policy-makers cin make sound decisions on agricultural and
macro-economic policies, producer and consumer price policies, and food
imports and exports. Such information will be critical for the achievement of
the intended impact of ASAP.

3. FQOD SECURITY POLICY DEVELOPMENT AND ANALYSIS

This project activity will be implemented by the Food Security and Nutrition
Unit in the Department of Economic Planning and Development.

The overall responsibilities of the FSNU include the following:

- To maintain an overview and continuing analysis of policies and
programs most relevant for food security and nutrition;

- "To estimate the food security and nutrition effects of selected
existing or potential policies and programs and identify new
policies and programs or changes in existing ones which are likely to
result in more desirable effects;

- To develop a national food and nutritional surveillance system by
regularly synthesizing available and new information to improve its
utility for policy making and to facilitate its use in deliberations
and decisions regarding existing and future Government policies and
programs;

- To identify areas where additional information is needed, and to
coordinate the collection and analysis of such information; and

- To ensure that information is disseminated in a timely fashion via
preparation and distribution of regular bulletins and policy papers.

The FSNU 1s the secretariat for the Inter-ministerial Committee on Food
Security and Nutrition Surveillance.

Since its inception in 1987, the FSNU has been part of the Agricultural
Section of EP&D, but the intention is that eventually it will become a
separate entity within EPRD. In the past, external financial and technical
support has been given to the FSNU by its programs of cooperation with the
World Bank through Harvard University, and with UN’EF through Cornell
University. The unit has five established posts, but as of this date only two
are filled, those of Senior Nutritionist and Economist. The position of Head
of Unit had been filled, but the individual was reassigned.

The following positions are unfilled, largely because of GOM budgetary
constraints: the Principal Economist and Head of Unit, Senior Economist, and
Nutritionist. In response to a GOM request, UNICEF has agreed to provide
funding for these three unfilled positions. However, without the GOM
undertaking responsibility for filling these positions on a permanent basis,
the work of the FSNU is not fully sustainable. Since reliance on doror
support can be only temporary, a Condition Precedent to disbursement of funds
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for this activity which states that the GOM will submit a plan acceptable to
USAID in which it specifies how these positions will be filled on a permanent
basis has been included in the Grant Agreement.

Over the next five years, the braad objectives of the FSNU will continue to be
assisting the GOM to direct resources more effectively to improve the food
security of the country both at the national and household levels. The FSNU
will work with other related GOM departments to achieve these objectives.
Activities to accomplish these objectives are as follows:

- analyses (by FSNU and others) of key aspects of national and
household food security;

- 1institutional development of the food and nutritional surveillance
system, including carrying out an effective information dissemination
program;

- coordinating policies, programs and activities which affect food
security;

- sponsoring and promoting appropriate training activities and policy
level workshops; and

- supporting data collection activities related to policy analysis and
food and nutrition surveillance.

The long-term (four years) technical advisor who will be recruited using ASAP
funds will work with the FSNU to achieve these objectives. The advisor will
report to the FSNU Head of Unit. It ts—wxpected that the Head of Unit
position will be filled by January, 1992, using UNICEF funds. The
ASAP-supported advisor will be responsible for the following:

- identifying new data needs and methods of data collection;

- identifying and/or developing analytical methodology appropriate for
understanding food security issues and for informing policy makers
and others about those issues;

- advising on policy-related matters; and

- designing appropriate training activities, including workshops, and
information dissemination methods.

Funds for short-term consultancies, totaling five person months, will aliso be
included to provide assistance on specific topics as they arise. This
activity will take the form of a cooperative agreement between USAID and a
U.S. university which has expertise in food security monitoring, policy
development and project implementation. A budget is attached.

Related to the work of the FSNU, the development of the National Food and
Nutritional Surveillance System has been worked within the Ministry of
Agriculture (MOA) to develop food and nutritional surveillance through the
establishment of a Food and Nutrition Information System whose major
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components are the Food Security and Nutrition Monitoring Survey System
(FSNMS) and the Early Warning System. The primary objective of the FSNMS has
been to develop the institutional capacity of the MOA to implement the FSNMS
system in order to establish a simple and sustainable information collection
system throughout the country. To date, assistance for the MOA work has been
channeled through a joint program between UNICEF and the Cornell University
Food and Nutrition Project. A new five-year program has been designed for
1992-96, and as part of this new program A.I.D. will provide financing under
ASAP for survey implementation, analysis, supervision, reporting and training
of field staff.

The primary objective of the Early Warning System is to develop and operate a
monitory system of fieid crop conditions in order to forecast national and
regional food security status. This includes providing the GOM with accurate
and timely crop yields, production, stocks, imports, and export statistics. A
major focus has been the testry of a new crop estimates methodology in two
ADDs for two years. An inter-ministerial task force composed of OPC, National
Statistics Office, MOA, determined this new methodology was statistically
reliable, verifiable economically and practically. This new methodology has
been fully endorsed and will be implemented in four ADDs in 1991-92 and the
entire country. The "Smallhnlder Crop Estimates” are produced three times
each year, under the direction of the inter-ministerizl Crop Estimates
Committee, chaired by the Office of the President and Cabinet. These
estimates are highly important as they serve as early season forecasts of
area, yield and production, as well as expected ADMARC purchases. As the
major source of national level crop statistic, the estimates are widely used
for such purposes as elaborating agricultural import and export policies,
measuring agriculture’s contribution to the gross domestic product,
formulating pricing policies, designing cultivation plans, and in agricultural
planning in general.

The FSNU relies on outside sources for data about food security in Malawi.
One major source of data is the MOA, which is responsible for the Early
Warning System and collecting household-level data on food security,
nutrition, and income and expenditure. Data collection is accomplished
through the FSNMS system. Three nation-wide surveys will be conducted each
year, with each survey managed by the respective ADD with assistance from
MOA’s Monitoring and Evaluation Unit of the Planning Division. The first
survey, conducted in February, will have a food security module and a
nutrition module to measure the nutritional status of children. The second,
in June, will have a food security module only. The third, in November, will
have a food security module plus an income and expenditure module. Each
survey will be conducted by trained enumerators, and the data will be analyzed
by ADD personnel, with some assistance by Monitoring and Evaluation Unit
staff. :ron initiation of survey to completion of reports will require about
two months.

A Principal Economist is the head of the Monitoring and Evaluation Unit, and
will be responsible for implementation of this activity. That individual will
oversee survey implementation, will supervise workshop and training
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activities, and will monitor accounting for project expenditures. He/she will
be assisted by an expatriate technical assistant funded by UNICEF. A Senior
Economist will be responsible for the analytical work. Within each ADD,
Evaluation Officers, all economists, will te responsible for survey
implementation and data analysis.

Because this is a relatively new activity, much of the organization and
management has been accomplished through technical assistance. It is expected
that within two years MOA staff will have assumed all management
responsibility, with the possible need for short-term TA for specific tasks.
Within the ADDs, much of the fieldwork is done by MOA staff, but still some
Evaluation Officer economist positions are occupied by expatriates. This
situation exists in part because Malawian staff are being trained overseas.

However, it is essential that Malawian staff occupy all the required positions
for this activity to be sustainable. As with the EP&D activity discussed
above, reliance on donor support can be only temporary. Included in the Grant
Agreement Condition Precedent to disbursement of funds for this activity will
be that the GOM will submit a plan acceptable to USAID in which it specifies
how all required positions will be filled on a permanent basis.

These activities with the Monitoring and Evaluation Unit of the MOA’s Planning

Division wili be financed through a cost reimbursement system. A separate

account for the activities will be maintained by an identified accountant

within the MOA Accounts Section, and the—MOA project manager will approve and

monitor all project expenditures, and be responsible for all required

:eportingéd A1l expenditures are expected to be local expenditures. A budget
s attached.

5. PROJECT INPUTS AND QUTPUTS

The project input for the EP&D activity is technical assistance only.

Project inputs for the MOA actively include training survey,
travel/supervision, scales, calculators and stationery. Project outputs
include a strengthened Early Warning System and Food Security and Nutrition
Units, and policy analysis and development based on research undertaken and
input from other related activities. For the MOA activity, project inputs are
support for survey execution and analysis, and for dissemination of results.
Project outputs include compieted surveys, and an improved data base and
policy-making environment.

6. PROJECT MANAGEMENT

As described above, within the GOM, management of the EP&D activity will rest
with the Principal Ecoriomist and Head of Unit of the FSNU. In the event that
that position is unfilled upon the commencement of the ASAP-funded activity,
another officer appointed with EP&D will assume mznagement of the activity.
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The project-funded TA also will assist with the development of the
organization, and will advise on managament issues. Management of the MOA
activity will rest with the Principal Economist of the Monitoring and
Evaluation Unit. That individual will receive assistance from the UNICEF and
FAO-funded TA currently in place.

Within USAID, management responsibility will rest with the Agricultural
Development Officer (ADO). In the implementation of ASAP, she will be
assisted primarily by her deputy, and also by project assistants within her
division. Disbursement of funds will be managed by the Mission’s Controller’s
Office. The EP&D activity will be financed through a cooperative agreement
directly managed by USAID. The MOA activity will be financed through the
Program Grant Agreement with the GOM, using a cost reimbursement system as
described above. No major procurement is expected under this activity.

Scales and calculators will be procured by A.I.D. Minor procurement under the
EP&D activity (a project vehicle and office equipment) will be managed under
the cooperative agreement, and under the MOA activity (stationery and
workshop/training supplies) by MOA. A budget is attached. A procurement plan
is included in the PAAD.



AGRICULTURAL SECTOR ASSISTANCE PROGRAM

FOOD SECURITY MOMITORING, POLICY DEVELOPMENT AND [MPLEMENTATION

PROJECT BUDGET (USS ‘000)

MOA Activity: Food Security snd Nurtitionsl Surveillance
Item 1992 1993 1994 1998 1996 TOTAL

Surveys 210000 117700 125939 134735 164188 732581

W/shops & field 25000 26730 28623 30626 32770 143768
staff training

Travel/supervision 15000 16030 1M7% 18376 19662 86261

TOTAL 250000 160500 171735 183756 196619 962611

EPLD Activity: food Security end Nutritional Unit

Item 1992 1993 1996 1995 - 19%9¢ TOTAL

acerescescssaans esonsenrene esesscccsssrccssccnsss essaccccccsans ssevcace enesee

Technicat Asst.
Long-term 99710 202683 216190 215288 153272 887143
Short-term 23441 26366 25331 26336 99674

Operating Expend. 7620 22860 23495 26130 15873 93080

Commodities 25000 1000 1000 1000 28000
Contingency 6617 12500 13253 13287 oTTe 55431
TOTAL 138047 262484 278304 279036 205257 1164028

GRAND TOTAL 38O0G7 422084 450039 462792 401876 2126639



EPRD Activity: Food Security and Nutritional Unit

Item 1992 1993 1994 1995 1996 TOTAL
Tech. Assistance 1.1 local inflation
Long-Term 1.05 international inflation
Salary 77000 79310 81689 84140 86664 408803 1.03 3X increase each year
8‘stop & support 12320 12690 13070 13462 13866 45409 0.16
Subtotal 89320 92000 946760 97602 100830 474212
Fringe 17864 18400 18952 19520 20106 96842 0.2
Oifferential 7700 a2}l 8149 8414 8666 40880 0.1
Housing 17506 18375 19264 20258 212N 96699 1.05 annual inflation
coL 1158 1190 122% 1262 1300 6132 0.01%
Mov. & stor. 11500 3000 3000 3000 9000 29500
Furn., Allow. 8000 8000
Settling-in 10000 10000
School 8000 3560 9159 9800 10486 46006 1.07 two primary school chilaren,
Subtotal 53855 39056 40847 42738 60726 23TV
D8A 2649 2Tes 2810 2894 2981 14063 0.0344
Travel 8000 12600 17640 13892 246310 T6ik2 See below

Subtotal w/O/N 218044 209275 222261 224337 264988 1138905

Short-term
Salary 6756 6957 7165 7380 7602 35858 $307/day, 22 workdays
8'stop & support 1081 1113 1146 1183 1216 737 16%
Fringe 1351 1391 1433 1476 1520 nr 20X
Par diem 4340 4557 4785 5024 5275 23581 $140, 5% pa increase
Subtotal 13528 14018 14530 15061 15614 T2748
0BA 232 239 266 254 261 1234 0.0344
Trevel 4000 4200 4610 4631 6862 22103
Overhead 4795 4983 5180 5385 5599 25943
ST TA Totsl 225%2 23441 26366 25331 28336 122027
Other
Comm. & Suppl. 6000 6300 6613 6966 7293 33154
Printing 8000 8400 8820 9261 972 44205
Veh. Operation 2700 2833 977 3126 3282 14919
Overhesd 4509 47346 [X-2q $220 5481 e
Subtotal 21209 22269 23383 26552 25780 117193
Equipment
Computer $000 1000 1000 1000 1000 9000
vehicle 20000 20000 40000
Subtotsl 25000 1000 1000 21000 1000 49000

Contingency (5X) 16340 1279 13551 16761 15905 71356

TOTAL 301148 268786 284361 309982 334009 1498481
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CS: DESCRIPTION OF PROJECT ACTIVITIES: STUDIES

1. INTRODUCTION

Within the Agricultural Sector Assistance Program, several important studies
will be undertaken with the objective of identifying key constituent steps to
the achievement of the Program’s four theses and specifying the policy reform
agenda for the second phase of the program. The planned studies include:

Theme 1: Production and Marketing of Crops
(1) Alternative Marketing Channels for Smallholders

(2) Review of Legislative and Administrative Barriers to Smallholder Crop
Production and Marketing

(3) Impediments to Private Sector Maize Marketing

(4) Smallholder - Estate Interface Study

(5) Development of Timely Commodity Price Information System
Theme 2: Efficiency of Input Delivery

(6) Development of Credit and Input Access Plan for Smallholders (less
than 1.5 ha)

(7) Analysis of Constraints to Private Sector Distribution of Seeds and
Fertilizer

(8) Development of Extension Modules for Smallholders (less than 1.5 ha)
(9) Examination of Land Use and Tenure Issues
These 3: Equity in the Agricyltural Sector
(10) Evaluation of Tobacco Prices Paid to Burley Tenants
Thess 4: Crop Diversification
(11) Identification of Crop Diversification Oppertunities and Constraints

2. STUDY DESCRIPTIONS
A description of the objective of each study is presented below:

(1) Alternative Marketing Channels for Smallholder Producers

This study will identify possible alternative marketing channels for
smallholder producers, in particular for burley tobacco producers but also for
producers of other crops as well. The study will identify options, research
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the advantages and disadvantages of individual options, provide
details(inciuding cost estimates, human resource requirements, and timing) of
implementing each option, and make recommendations.

(2) Legislative and Administrative Barriers to Smallholder Crop Prodyction
and Marketing

A variety of major and minor impediments to crop production and marketing
remain in either legislative or administrative form. This study will identify
those impediments and recommend corrective action.

(3) Impediments to Private Sector Majze Marketing

Although private sector traders can market maize, only a very small proportion
of production is marketed through the private sector. This study will identify
impediments to private sector maize marketing, and recommend an action plan
whereby these impediments can be removed.

(4) Smallholder-Estate Interface Study

The smallholder-estate interface study will follow-on from two studies
undertaken during the design phase of ASAP: Beyond Dualism and the
Tenant-Laborer Study. The objective of the Interface study is to develop
further Mission and GOM understanding of the close employment, land use,
production, and marketing arrangements which exist between the customary and
leasehold sectors. The research, analysis, and report writing for this study
will take place with the close participation of Bunda College of Agriculture,
with personnel present at the college through the Bunda College CARD
strengthening project activity. The empirical work is estimated to take
approximately one year; a further three months are allowed for report
preparation and dissemination of results.

(5) Study and Devise System for Timely Commodity Price Reports

The GOM and USAID will develop a Scope of Work and undertake to devise a
system for the dissemination of market price information on an ADD basis for a
mutually agreed-to 1ist of agricultural commodities. This plan will include
the mechanism whereby the information will be collected and publicly
disseminated in a timely fashion. It is intended that information will be
collected and disseminated on a weekly basis, however it is agreed that the
frequency of collection and dissemination will be determined during the design
of the plan. Project support will be provided to prepare this plan.

(6) Credit Access Plan for Smallholders

The availability of credit in a timely and efficient manner is a problem

particularly for smaller landholders, i.e. those with holcdings less 1.5 ha.

This study will identify specific constraints to the provision of credit and
inputs to these smallholders, and recommend ways in which these constraints

can be overcome. Emphasis will be placed on a more 1iberalized system of
:nput delivery, e.g. encouraging private traders in rural areas to market
nputs.
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(7) Private Sector Distribution of Seed and Fertilizer

The study in section (2) above concerns smallholders in particular. The study
called for in this section concerns all agricultural producers. In
implementation, the two may be conducted simultaneously. This study will
identify the means whereby the distribution of seeds and fertilizer can be
organized through private sector channels.

(8) Imoroved Extension Services to Small Customary Landholders

Historically extension services have not been readily available to small
customary 1andholders. This study will identify impediments to providing
services to those farmers, and will recommend, along with an action plan, ways
in which production modules can be developed and delivered in areas such as
burley tobacco, HYV maize, and chemical and organic fertilizer use.

(9) Land Tenure, Land Use and Commercial Crop Production

The intent of the ASAP program is to assist in particular customary
landholders with less than 1.5 ha. to increase crop production and
productivity. Clarification is required concerning the relationship in Malawi
of land tenure to lard use, in particular with respect to commercial crops
production. One specific issue with will be included in this study is that of
leasehold registration for the purpose of establishing an estate. Some action
must be taken about the large registration backlog, but broader land tenure
issues must be better understood before decisions are made. The study will
result in recommendations, along with an action plan, concerning land tenure
and land use issues.

(10) Evaluate Tobacco Prices Paid to Burlev Tenants and Smallholders

The GOM and A.1.D. will jointly approve a scope of work to evaluate the method
of establishing prices paid to tenants for burley tobacco. The study will
include an assessment of the price determination method. The GOM will
;mgIsnent the study recommendations, as mutually agreed to by the GOM and

(11) Crop Diversification Opportunities

Much work has been done to identify crop diversification opportunities, but
existing studies have not been collected and reviewed in a comprehensive and
organized manner. The purpose of this activity will be to review existing
work and conduct additional work in order to identify viable crop
diversification opportunities and constraints which must be overcome, and to
recommend required actions.

3. REQUIRED SKILLS

(1) Market Channels: 3 people: tobacco, smallholder crop, and marketing
specialists

(2) Legal Barriers: 1 person: local legal expert
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(3) Maize Trade: 2 people: food crop marketing and finance specialists

(4) Interface Study: 2 people: 1 ag economist, 1 statistician (Bunda
long-term TA)

(5) Price Information: 2 people: 1 communications, 1 ag economist

(6) Credit/Inputs: 2 people: | credit specialist, 1 input specialist:
Demand/Need perspective.

(7) Private Inputs: 2 people: 1 fertilizer specialist, 1 input supply
specialist: supply perspective,

(8) Extension Modules: 3 people: 1 communication specialist, ! extension
specialist, 1 Ag. Economist (working with Ministry of
Agriculture and Bunda Agronomists)

(9) Land Tenure: 2 people:. 1 anthropologist, 1 rural soc/economist

(10)Tenant Prices: 2 people: 1 tobacco specialist, 1 production
marketing economist

(11)Crop Diver’n: 2 people: 1 ag economist, 1 agro-industrialist
(strong private sector background)

4. PROJECT IMPLICATIONS OF SPECIAL STUDIES

Special studies undertaken over the course of the ASAP program will each
conclude in a series of recommendations and an action plan. Thus, the intent
of the special studies program is to highlight the mode and direction of
interventions which are expected to follow the studies. At this point, two
studies are expected to conclude early enough in the implementation of Phase 1
of ASAP to warrant budgeting for the follow-on implementation activity. Under
*Alternative Marketing Channels for Smallholders®, the Mission expects the
researchers will identify one or more pilot marketing organizations for
smallholder cash crop production. As a result, we have included an
{1lustrative funding level for the development of such a pilot effort in the
project budget. In addition, since the study of price information systems
will result in the design of an information system, assistance for developing
the system is also included in budget.
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ILLUSTRATIVE BUDGET: STUDIES/IMPLEMENTATION

Technical Per Total
Studv Title Assistance  _Diem  Iravel OQverhead _Cost
Market Channels 54,000 37,800 18,000 32,940 142,740
Legislative Barriers - 4,800 . 500 - 5,300
Maize Marketing 24,000 16,800 12,000 15,840 68,640

Estate Interface* - - - - -
Credit/Seed/Fertilizer 36,000 25,200 18,000 23,760 102,960
Private Inputs 24,000 16,800 12,000 15,840 68,640
Extension Modules* - - - - -
Land Tenure* - - - - -
Price Information 12,000 8,400 12,000 9,720 42,120
Tenant Prices* - - - - -
Crop Divers’n - - - - -

Subtotal 154,800 105,000 72,500 82,260 430,400
Implementation**
Market Channels 144,000 102,200 30,000 82,860 359,060

(24 person months)

Price Information —12.000 ~2.400 12,000 _9.720 42,120
(2 person months)

Subtotal 156,000 110,600 42,000 92,580 401,180

TOTAL COSTS 310,800 215,600 117,500 174,840 831,580

* Indicates costs to be covered by short-term and long-term technical
assistance to Bunda Coliege of Agriculture.

**  Only TA costs are presented here. Additional costs required to fully
implement these activities are included in the overall project
component budget within the appropriate line items.
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ASAP IMPLEMENTATION PLAN
FOR 3 RFPs : FOOD SECURITY, BUMDA and CREDIT/SEEDS & FERTILIZER/NON-BURLEY ALTERMATIVE MARKETS
RFP RFP Proposals Contract Contract TA

draft issued due awarded issued arrived
1. Food Security

(Co-op Agreement

Nov. 91 Dec. 91 March 92 April 92 May 92 July 92
RFP RFP Proposals Contract Contract TA
draft issued due awarded issued arrived
2. Bunda
(Co-op Agreement)
Nov. 91 Dec. 91 March 92 May 92 May 92 July 92
RFP RFP Proposals Ceutract Contract TA
draft issued due awarded issued arrived

3. Credit/Seeds & i

Fertilizer/Alt. Mkt
(Co-op Agreement)
Nov. 91 Dec. 91 March 92 April 92 May 92 July 92
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ASAP IMPLEMENTATION PLAN FOR AGRO-FORESTRY AND ESTATE ACTIVITIES

PIO/T Contract TA Starts MOA
tssued start Activities
Agroforestry
Dec. 91 Jan. 92 Sept. 92 April 92
Require SOM Tenant Tenant Clarify
Posting Tenant Price Price Adjudication
Terms & Price Start Study Procedures
Conditions Study Study Completed
Estate
Activities
Jan 92 Jan 92 April 92 June 92 Nov. 92
ASAP INPLEMENTATION PLAN FOR 2 MONITORING ACTIVITIES
i
REDSO/TA REDSO/TA Baseline Ist Annual Report 2nd Annual 3rd Annua
Indicators Review data Report Assessed Report Report
established line established submitted
Ministry
input
Environ.
Monitoring
Oct. 91 Feb. 92 June 92 May 93 June 93 May 94 May 95
Ist Eval. Mid-Term 3rd Eval. 4th Eval. Final
submitted submitted submitted submitted
S$/H burley
Evaluation
Sept. 92 April 93 Sept. 94 Sept. 95 June 1996



AN
/

Private
Maize
Mkt
Sector
(1qC)

Alternative
Mkt
(Buy-1In)

Tenant
Price
Study
(Buy-1n)

ASAP INPLEMENTATION PLAN FOR 3 STUDIES DELIVERY ORDERS

SO P10/T Delivery Start Completed
issued Order
Signed
Nov. 91 Dec. 91 Jan. 92 Feb. 92 ----March 92
2 months
SO P10/7 Delivery Start Completed
issued Order
Signed
Hov. 91 Dec. 91 Jan. 92 feb. 92------ March 93
13 months
SOM PIO/T Deliverly Start Study
issued Order Study Completed
Signed
Jan. 91 Feb. 91 March 92 April 92 ------ June 92
2 months



Price
Info
Systes
(Bunda)

Estate
Interface
Study
(Bunda)

Land
Tenure
(Bunda)
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ASAP INPLEMENTATION PLAN FOK 6 STUDIES UNDER BUNDA

SOM Start Completed

April 92 June 92---- Sept. 92
1 month

SOM Start Completed

May. 92 July 92---- Sept. 93
14 months

SOM Start Cospleted

Aug. 92



SOM Start Completed
Crop
Diversification
Study Nov. 92 Jan. 93------ March 93
(Bunda) 2 months
SOM Start Completed
Extension
Module
(Bunda) May 93 July 93 July %4
SOM Study Study
Starts Completed
Leg/admin®
Barriers
Study July 94 Sept. 94---- Oct. 94
(Bunda) 1 month

This study may not be necessary; earlier studies will determine the need for this study
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JUSTIFICATION FOR NQN““QMPET[TIVE AWARD
To: Carol A. Peasley, DIR

From: Kurt A. Rockeman, AFS*dEL

/
Thru: Joanne Hale, AFS}“—%—
Subject: Malawi Agricultural Sector Assistance Program (ASAP)

Action Reguested: Your approval is required to authorize a
noncompetitive award under the subject program for the following:
A, Activity : Agroforestry Extension
B. Type of Award : Cooperative Agreement
C. Source : Washington State University
D. Estimated Amount : $873,726

Discussion: Agroforestry research activities in Malawi during the past
five years have been intensely supported through a contract with the
Consortium for International Development (CID) financed under the Malawi
Agricultural Research and Extension (MARE) Project 612-0215. Long-term
technical assistance to agroforestry research under the CID contract at
the Chitedze Agricultural Research Station has been provided by
Washington State University (WSU) in the person of Dr. W. T. Bunderson,
in addition to short-term assistance in research design.

The agroforestry research activities supported by WSU during this period
have laid a solid foundation for making a significant impact on
agricultural sustainability and food security in Malawi. In addition,
the nature of these activities is consistent with maintaining or
improving the existing natural resource base. As a result of the
research program, management recommendations for several key agroforestry
technologies have been developed. These management recommendations are
currently undergoing on-farm testing, and being utilized in WSU supported
pilot extension efforts in several of Malawi’s distinct ecozones.

Results obtained to date with respect to alley cropping are illustrative
of the fruits of these efforts. Alley cropping is the cultivation of
annual crops such as maize between hedgerows of woody perennials that are
pruned periodically to prevent shading of the alley crop, and to supply
manure/mulch, fodder and fuelwood. Prior to this research, there was
simply no sound basis for making any recommendations to farmers.

However, the research program has developed and finalized management
practices for alley cropping hybrid maize with leyciena. Research shows
that the use of these practices on relatively infertile or depleted soils
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in the absence of inorganic fertilizers can improve average smallholder
yields from 100-300%. The potential impact of broadly disseminating
these technologies is a significant reduction in the use of or need for
expensive, imported fertilizers while substantially increasing
smallholder maize production and incomes. Malawi has one of the highest
fertilizer nutrient prices in Africa, and this factor in combination with
population pressures on a limited arable land base nas resulted in an
estimated decline of 30% in soil fertility levels since Independence.

Research results on farm integration of Acacig albida, a fast-growing
indigenous leguminous tree, are also impressive. Research has shown that
yields of sorghum, pear] millet and maize under an acicia canopy are from
50-250% higher that average smallhoider yields. Ongoing research is
attempting to determine how best to optimize crop production with acacia
on a sustainable basis. Meanwhile, management practices have been
developed to systematically integrate the tree on smallholder farms, and
are currently being field tested and promoted in pilot areas.

The impressive results achieved as a result of Dr. Bunderson’s and WSU's
support to agroforestry research during the past five years have yielded
technology packages which are ready for broader dissemination to
smallholders. As such they represent the potential for a rapid and
significant impact on smallholder producticn and incomes through transfer
of the technologies discussed above. Current estimates are that only 30%
of smallholders apply any chemical fertilizer. The balance of the
smallholder population could substantially boost their food production
and income utilizing agrofcrestry techniques.

These results have been achieved as a result of several factors. The
continuity of WSU and Dr. Bunderson’s technical support during research
design, implementation and evaluation, and the extension of results in a
pilot manner has been instrumental in establishing the currently existing
basis for expansion of these technologies. Or. Bunderson has also
established the important professional and field working relationships
with counterparts which are critical for a rapid spread of this
technology.

Dr. Bunderson brings an impressive knowledge base to the effort. His 31
years of experience in African countries, combined with his comprehensive
understanding of the research program and his unique understanding of the
Malawi agroforestry experience, have been of invaluable assistance in
moving the research program ahead to its current phase. In addition, Or.
Bunderson’s ability to establish and nurture important contacts with GOM
counterparts has led to a high degree of acceptance for WSU’'s efforts.
His high degree of personal credibility with GOM counterparts has helped
him gain access to and establish a network of contacts at decision making
levels. As a result there is currently a great deal of interest in, and
considerable high level support for, agroforestry research and extension.
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In summary, the potential short-term impact on smallholder agriculture
from continuing and expanding agroforestry research and extension
activities is possible only through continued access to the WSU's
agroforestry experience in Malawi, supported by the excellent
relationships already established by WSU and Dr. Bunderson with GOM
counterparts, extension agents, and smallholder farmers. The
agroforestry extension activity will build on this relationship through
Or. Bunderson’s continued presence as a long-term technical advisor, a
presence which is only available through his relationship with WSU. The
agroforestry extension activity will also rely upon WSU's continued
backstopping, support, and provision of short-term technical assistance
familiar with the activity during, and subsequent to the completion of,
Dr. Bunderson’s assignment in Malawi.

ification: Handbook 13, Chapter 2B.3.b states that competition is
not required for "Assistance awards for which one recipient is considered
to have exclusive or predeminant capability, based on experience,
specialized facilities or technical competence, or based on an existing
relationship with the cooperating country or beneficiaries.”

Aythority: Handbook 13, Chapter 2B.4 states that "noncompetitive awards
must be justified in writing by the technical office", and that "the
Justification shall be submitted to the cognizant grant officer for
review."

Reccmmendatign: That you approve the Noncompetitive Award of a
Cooperative Agreement to Washington State University to support the
continued expansion of Malawi’s agroforestry research and extension
program.

Approved:mﬁ /;..1/3
Disapproved:

Date: 26.5'%- /?[/

Draftedby:AFS:KRockeman:9/2p4g1
Clearance: PID:DMcCloud /<£??'

PAE:RMahoney
FMO:RAmin
RLA:CBrown



SIZI STATE _J8922/21

[v]
scrian:’ a1r-3

VZC2CLY . 10C: 106 P80
%2 RUTHLG Z3 FIB 91 0534
L7 RUTEC #3922/01 0590332 CN: 38060

ZN® YN0 v CAR3: AID

R 28 3222 F*3 91 LIST: AID

FM SECSTATP WASHDC

10 RUEELG/AMPMBASSY LILONGVE 4869

INTO RULYNR/AMEMBASSY NAIROBI 946A I
BT — { el
yrcr.s seerron oy or o« JENEED DATE: N }c'
AIDAC NAIROBI FOR REDSO PLA . A‘(‘\‘““ CT'“'
£.0. 12356: N/A IR

74351 AN
SUBJ:iST: MALAJI AGRICULTURAL SECTOR ASSISTANSE PROGRAM I
PAIP REVIEV AND PAAD GUIDANCE CABLE INFU'

1. SUMMARY: THE ECPR MBT ON JANUARY 24 1991, TO 0
RETIZd THI SUBJECT PAIP. DAA/AFR, SAIERS CHAIPED THE B, —
MEETING AND REPRESENTATIVES OF ATR/SA, GC/AFR AFR/TR v

AYR/DP, PPC/PB AND AFPR/PD ATTENDED. ADO JOANN HALE AND
PROGRAM OFFICIR, ROBERTA MARONEY REPRESFNTEL TAF

MISS10%. DAA/AFR, SAILRS PRAISED THE PAIP FOR SO v -i«“"”'
CLFARLY IDENTIPYING TAE CONSTRAINTS TO IMPROVING TRE e e cmaner

LIVES OF THER.POOR MAJORITY IN MALAWI. THE SUBJETT PAIF e o=
WA4S APPROVED FOR PURTFER DEVELOPMENT SUBJECT TO THT Co
FOLLOWING GUIDARCE. END SUMMARY. )

el e et

- ey 0T

?. THE ECPR DISCUSSION CENTERED AROUND THE FOLLOWING R e
MAJOR ISSUZ: IS THE ESTABLISAMENT OF A LEVFL PLAYING (2/07
FIELD FOR SMALL BOLDERS SO CRITICAL TO DEVELOPMENT IN e

MALAVI, TEAT A.1.D.’S PUTOURE ATTITUDFE TOVARD MALAVI

{INC UDING CONTINUING TO VIEVY IT AS A CATEGORY I
COUNTRY) IS DEPEYNDENT UPON IT? DISCUSSION OF THIS ISSUF
INCLUCED THE FOLLOWING POINTS:

. TESPITE MALAWI’S PROGRESS DURING THF LAST SEVERAL
YEARS IN IMPLEMENTING SPI,I0US MACRO-ECONOMIC POLICY
RYFORMS WITH RESULTANT I4PROVED MACRO=ECONOMIC
INDICATORS, IMPROVEMENT IN SOCIAL INDICATORS HAS

LAGG D. HALNUTRITION AMONG TRE POOR MAJORITY HAS
INTRPEASED. INCOMES AND GROWTE IN AGRICULTURE HAVE
STASNATED. V¥R CONGRATULATF THE MISSION FOR CLEARLY
IDENTITYING THZ UNDERLYING REASONS FOR THE DECLINING
INCOMES OF THE AVERAGE MALAVIAN AND OUTLINING A PROGRAM
YRICE PROMISES TO HELP ALLTVIATE TEE PROBLEM. TRE ECPR
AGREED THAT 49AT IS REALLY REQUIRED IS ENHANCING THE
POSITION OF THE SMALLHOLDER BY ELIMINATING
TISCRIMINATORY PRACTICES, AND THIS MUST BE TONE
COMPRESENSIVELY 70 BE SUCTESSPUL. THIS ENTAILS
FLIMINATING SUBSIDIES, LICENSING, PRICE CONTROLS, QUOTA
SYSTEMS AND OPENING ACTESS TO ALL MARKETING
INSTITUTIONS. POR PXAMPLY, IN MARKETING, TVE
SMALLHCLDER SHOULD HAVE COMPLETE ACCFSS TO THE TOBACIO
AUCTION FLOOR AND BP ALLOWED TO PURCHAST SEED AND

- =
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FERATILIZER AT THE S(“ﬂ.%lTES AS LARGT ESTATP HOLIFRS.
9¥/SYE SYOULD RAVE THE FREILOM TO GROVW ANY MIX OF,CROPS,
INCLTDING BURLEY TORAZCO.

£. IT IS UP T0 THT MISSION TO ESTABLISE A TIME FRAMT FOR
ACCO PLISHING TRIS BROADER SET OF OBJYCTIVYS, AVD TFE
LIST OF REFORMS TO BF ACCOMPLISAET SAOULT BF FURTRTR
REFINED DURING PAAD PREPARATION. HOJEVER, TOE TIMF
TEAME FOR COMPLETING ALL THE NWCESSARY REFORMS SHOULD
uA? FYCEED PI1%ET YEARS., TEF ENPP RFIOGNIZED TRAT TRIS
MEANS NO LPSS THAN A MAJOR RESTRUCTURING OF TAF
AGRIZULTUPAL SESTOR, 1T MAS ACRIRD 3Y THE ECPR THAT 1F
TRY REFORMS NTEDEL 70 GIVE THE SMALLAOLDFR A BETTER
STARE OF INCOME IN MALAYI ARE NOT IMPLEMENTED BY THE
COTERNM®NT OF MALAVI (GOM), OUR FNTIRE ASSISTANCE
PROGRAM TO THT GO™ SROULD BE RFTFOUG®T. THE GOM MUST
USTERSTAND FOY SERIOUSLY VE VIEW THE OVERARCRING
0BJECTIVF OF SMALLEOLDER WELLBEING; FUTURE LEVILS OF
A.1.D. SUPPORT TO MALAVI HINGE UPON THE GOM WILLINGNISS
T0 I PLEMENT A TOMFREEINSIVE PROGRAM. : '

=, THE PAAD SHOULD BE DEISIGNED IN TIE CONTEXT OF AN
ACREEMENT VITH TEY GOM AROUT TRF ULTIMATE OPJECTIVE OF A
LEVFL PLAYING FIELD TOR ALL MALAWIAN AGRICULTURAL
FRODPUCE®S. 1IT SROULD: RHEN SET OUT AN AGREEMENT THAT,
WSILE SPECIFYING THY RFMOVAL OF THE MOST BINTING
SONSTRAINTS, ALSP PREMISES CONTINUTD DISRURSEMFNT ON

PROGRESS TOWARD THE 3ROAD OBJECTIVF® RATHER THAN SIMPLY
ON SPECITIED REPORMS. THUS THE MISSION IN ITS PROGRESS
FEYITWS PRIOR TO -SUBSEQUENT AUTHORIZATION/OBLIGATION OF
FUNBS ILL HAVE TO DETERMINE VAETSFR GOM ASTIONS ARE
CONSISTFNT WITH ACRIEVEMENT O THF ULTIMATE ORJECTIVY,

IT IS IXPECTED THLT, APTER THE FIRST YEAR CONSTRAINTS
MAY ARISEZ THAT MAY BT THE SUBJECT OF CONDITIONALITY IN
SUBSTQUENT YFARS. THEREPORE, A POLICY MATRIY LISTING
ULTIMATE OBJECTIVES AND PROPOSED CONDITIONAITY TOVARD
THOSE OBJFCTIVES, AS WELL AS RELATED GOM ACTIONS, WAS
RECOMMENDYD AS A MEANS OF TRACKING THE PROGRESS OF THF
AGRICULTORAL SECTOR 'ASSISTANCE PROGRAM (ASAP). VWE HAVE
'DISCUSSED THE NEED OF A REVIEW WITH MRS. MAHONRY AND
'MS. HALE, A§D PROVIDED THIM COPIES OF POLICY MATRICES
FROM OTETR COUNTRIES WHOSE FORMAT SHOULD BE APPLICABLE
ZO0R ALAYI . VE EXPECT T0 RECEIVE A MALAVI MATRIX PRIOR
T0 THT COMPLETION OF TH® PAAD WHICE WOULD INCLUDE THE
FOLLCVING: A STATEMENT OF THE OBJECTIVR(S) AN OUTLINE
OF TPE RTFORMS T0 BE ACCOMPLISHED, PRIORITIFS AND
CONTITIONALITY LINKED TO DISBURSEMENTS.

Ly
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#. T®T ECPR UNDFRSTOOT THAT GOM COMPLIANCE WITR ALL TET
REFOEMS TEA™ MAY BE RFQUIPED #ILL BFE CEPENDENT, IN MANY
INSTANCES, UPON ALL CONORS SFING TV SUSSTANTIAL
ACPEEMENT UPON TRE WEFOPMS NEEDED (SIMILAR TO TAF MALI
CEPEALS PEFORM OF THE EARLY 19683S). 1T RFCOGNIZFTL THAT
CUPRENTLY, ESPTCIALLY AS IT SUPPORTS PRICE CONTROLS AND
TARGETSD CRECIT, TEE WORLL BANK POSITION IS INCONSISTENT
4ITH A.1.D.’S POLICIES AND PROGPAMS, THE AFRICA BUREAU,
INCLUDING TEY DAA/ATR. WILL TIALOGUF WITE THT MISSION TO
DETINE A.I.D,’S POSITION VIS=-A-VIS TFE J0RLD BANK AND
OTYER LONCES IN MALAWI AND TRFN WOPK WITH USAID/MALAVI
70 OUTLINE A STRATEGY FOR_ACEIFVING.BROAD DONO®
AGREEMENT, INCLUDING MEETING WITT THE WORLD BANK I
WASHINGTON, AS REQUIRED., 1IT.IS UNPERSTOOT TRAT TRIS
DIALOGUL AND SUBSEQUENT AGREEMENT ON BROAD OBJECTIVES
¥ILL PRECEED ANY WORK CARRIED OUT IN FULFILLMENT OF THE
TFRMS OF REFERENCE IN PARA, 2(3) OF LILONGVF 7ev,

%, ISSUF NO. 2t THE QUPSTION OF TEF POLITICAL ViLl OF
THE GOM T0 IMPLEMENT A BROAD AGRICULTURAL PROGRAM T0
REINEFIT SMALLHOLTERS WAS RAISED AT TRE ECPR, VHAT IS
THE REAL SOMMITMENT OF THE' GOVERNMENT TO LIBERALIZE TRF
AGRICULTURAL SECTOR/ THRIS GOES BFYOND THE WILLINGNESS
0¥ THE GOM TO ACQUIESCE TO OUTSIDE PRESSURE TO MAKE
SEVERAL RZFORMS AS A QUID PRO QUO FOR LARGE DONATIONS.

~RT MISSION NEEDS TO MPASURF TH® JILLINGNESS OF THE GOM
70 BETTER THY INCOME OF TRE SMALLBOLDFR EVEN IF IT MEANS
A SL GHT REDUCTION 1N TRI INCOMES OF THE LARGE FSTATE
BOLDERS AT LRAST IN THE NTAR TERM THE ECPR NNCFRSTOOD
THAT THE MISSION INTENDS TO UNDERTAKE A POLITICAL
ANAYSIS WRICH SHOULD PROVIDE A BETTER UNDERSTANDING or
WHO WILL BE NEGATIVELY AFPECTED BY THE PROFOSED REFOPM
PROGRAM, IN ADDITION, SUCH AN ANALYSIS SHOULM ATTEMPT
70 QUANTIFY THY IMPACT OF THE RFFORMS ON THE LARGE
'FSTATE BOLDERS, PRESUMABLY THE GROUP MOST LIKELY 70
PEACT NEGATIVELY 70 THE REFORM PROGRAM. PFURTHER THE
ANALYSIS SROULD IDENTIFY TRE SUPPORTFRS OF THAE REFORMS
WITHIN AND OUTSIDZ THE GOM. VWHAT CAN 3F DONE TO
STRENGTHFN TW® INFLUENCE OF THOSE MALAWIANS THAT SUPPORT
SMALLROLDER REPORMS/ WHAT CAN BE DONE TO ORGANIZE OR
OTHERWISE FMPOVER SEAREHOLDERS SO TWAT THEY CAN PUSR FOR
GREATER ECUITY/ THE MISSION MIGHT CONSIDER FINANCING
SEMINARS AND SRORT=-TERM TRAINING, ATTEMPTING TO FORM
SMALLHOLDER COOPERATIVES, AND FINANCING STUDIES T0
BOLSTPR THE ARGUMINTS OF THOSE MALAYIANS IN GOVERNMENT
WBEO SUPPORT SMALLEOLDER RFFORM PRIOR TO

' AUTRORIZATION/OBLIGATION THE MISSION SEOULD RECEIVE A
LETTFR OF INTPNT TROM TWE GOM WRICH SPFLLS OUT IN SOMF
DETAIL ITS OBJENTIVES FOR THE SMALLHOLLER SECTOR OVER
THE LOP. W® WOULD PXPECT THAT THER® ¥OULD BES COMPLET®
CONGRUENCY BETWFEN THE OBJECTIVE OF THF A 1.D. PROGRAM
AND THE GOM’S LFTTTIR.

4. ISSUES NO. 3 AND 4: THE RFFORMS RTLATE™ TO MINIMUM
WAGE ANT ENTORCING LAND RENTAL FFES WTPY CONSITERELD TO
HAVE MUCE L®SS POTENTIAL IMPACT ON TR¥™ FOOR MAJORITY.
797 ECPR QUTSTIONET IF THR PROPOSYT MINIMUM WAGE OR LAND

ui
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PENTAL PEX BAS A 50LID TCONOMIC PASIS. TET MISSION
REPRFSENTATIVES 4LGREZD TAAT AN INCRTASFD MINIMUM YAGF
AND IMPROVED COLSSCTION OF LANT RENTS WERT OF LESSTR
IMPORTANCE AMOH: T9E ZONSTPAINTS ANALY?®D, AND, 4EILE
IMPORTANT TO T#al¥ AS INDICATORS OF RFFORM FFFECTIVENESS
IN LEVELING THK ULATING FIELD, SYOULD NOT BZ PART OF

CONTITIONALITY.

5., ISSUR N0, ¢ ¥EY MISSJION REPRVSENTATIVES AGRE®D TO
PREPARE A #0U{Iuki¥¢ AND EVALUATION PLAN 4917H WOULD BE
ABLE TO DEMA¥STRATE TAE LINKAGFS BETVEEIN PROTRAM
ACTIVITIFS AWN LCHTEVEMINT OF STRATEGIZ OBJECTIVES.
IMPACT ASSTSHZNT WOULD INCLUDZ INTER ALIA USING__
SUBSAMPLES OF ONGOING AOUSFHOLD L®VEL STULIFS (RIID).

6 ISSUT NO 6 CONCERNED THE MISSION’S PROPOSTD
INVOLVEMENT IN RESTROCTURING THE PRODUCTION AND
MARKETING OF TOBACIO AND IF SUTT INVOLVEMENT WAS
PRORIDITED BY SECTIONS 521 (A) AND (®) (WUMPERS) OF THE
FY 91 JOREIGN ASSISTANCE APPROPRIATIONS ATT. SECTION
521 (A) PRORIBITS ANY ASSISTANCE (VAICE INCLUDES NPA
CONTITIONALITY AS HERE) FOR EXPANDING PROCUCTION OF ANY
cOMMODI?Y FOR EYPORT, IF THE COMMODITY IS LIKELY TO BE
IN SURPLUS ON THY? WORLL MARXET AT TH® TIME TH? RESULTING
CAPACITY IS EXTECTED TO BECOME OPERATIVE AND IF THE
ASSISTANCE VILL CAUSE SUBSTANTIAL INJURY TO U.S.
PRODUCERS OF THE SAME, SIMILAR OR COMPETING TOMMONITY.
IT THE PAAD ANALYSIS INDICATES ANY POSSIBILITY TEAT THE
CONDITIONALITY (ESPECIALLY OPENING BURLEY T0
SMALLHOLDERS) COUL!) RESULT IN INCREASED PRODUCTION,
RATHER TRAN SIMPLY SHIFTING THE SAMEI LEVEL OF PRODUCTION
FROM ESTATIS 70 SMALLROLDERS, THP MISSION SHOULD INTORM
ATR/SA TOGETHER VITE ANY ESTIMATES OF TFE POSSIBLE
INCREASE IN EXPORTS AND ANY AVAILABLE DATA ON MALAAI

37
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BJURLEY ITPORT PATTERNS. AFR/SA WOULD THEV TYAMINE WOPLy
MARE®T AND U S EIXPORT FACTORS. TWIS ISSUE MUST 3E
RESOLYID PRIOR TO PAAD APPROVAL

STCYION 521 (®) (BUMPERS) PROSIBITS ASSISTANCY FOR
CFRTAIN SPECITIC INTERVENTIONS (CONSULTANCY,
PUSLICATION, CONPERENCT OR TRAINING AS WFLL AS TVSTING
OR BREEDING PEASIBILITY STUDY OR VARIETY IMPROVEMENT OR
INTRODUCTION) IN CONMICTION WITR TWE GROWTH OR

PROD CTION OF AN AGRICULTURA COMMODITI YOR EXPORT IF IT
VOUL CAUST SUBSTANTIAL INJURY TO A U.S. PROTUCTR OF A
SIMILAR OR NOMPETING COMMODITY. <SILE FROM THE FACT OF
Tex PAIP IT DOES NOT APPEAR THRAT EITHER 1%F PROGRAY OR
PROJECT COMPONINTS WOULD PINANCE TRE SPETIFIS

INTY VENTIONS IN THY ENUMPRATED AREAS, TE® PAAD SROULD
PEVIEW THIS WHEN DETAILS ARL DEVELOFED AND PROVIDE THE
%:?! INTORPMATION TO AFE/SA AS INTICATEL FOR SECTION 521

7. THE YOLLOYING CONCERNS VFRE MENTIONED AND SHOULD BE
ADDRYSSED BY THE MISSION EU!IIG PAAD TREPARATION:

il. THE WEVW DFA STATUT® CONTAINS SEVERAL REQUIREMENTS
wHICE TEE PAAD MUST ADDRESS!

1. L CAL INVOLVEMENT = NPV FAA SECTION 496 (¥) REQUIRES
TBAT LOCAL PEOPLE INCLUDING WOMEN SRALL BE CLOSELY

CONS LTED AND INVOLVED IN TRE IMPLEMENTATION OF EVIRY
DFA-FUNDEL ACTIVITY VWHICH HAS A LOCAL FOCUS, AS VITH
THIS PROGRAM, THT MISSION REFRESENTATIVE STATED THAT
LOCAL PIOPLE-SAVE.BEEN CONSULTED ABOUT PROGRAM DESIGN
THUS TAR. THE PAAD SROULD TOCUMENT ROV THIS RFQUIREMENT
IS BEING SATISPIED.

11. IMPACT ON VULNERABLE GROUPS - NEV SECTION 496 (2)
(B) EQUIRES TRAT POLICY REFORM PROGRAMS INCLUDE
PROYISIONS TO PROTECT VULNTRABLF GROUPS, FSPECIALLY
POOR ISOLATED, AND FEMAE TFARMERS, TAY URBAN POOR, AND
CEILTREN TROM POSSIBLE NEGATIVE EFFICTS OF THRE
REFORMS. TOR INSTANCE, IN ASAP “ILL FERTILIZER PRICE
INCRFASES ADVPRSELY ATFECT POOR PARMEIRS, OR VILL A
SMALLEOLDER SHIPT PROM FOOD TO TOBAC2O DICREASE FOOD
AVAILABILITY RARMING THE POOR/ TRT PAAD SROULD FXAMINE
TEY TFTECT OF TNE PROPOSEL REFORMS ON VULNERABLE GROUP
AND INCLUIL ADEQUATE PROTECTIVE MEASURES.

TI11. NATURAL RESOURCES CONCERNS = NIV SECTION 496 (E)
(2) (B) ALSO RPQUIRES TPAT POICY REFORM PROGRAMS
{MCLUDE MEASURES TO PROTECT LONG-TERM ENVIRONMENTAL

INTE ESTS FROM POSSIBLE NEGATIVE CONSEQUENTES OF THE

RPFORMS. THF PAAD DESIGN AND THE IEE SROULL ADDRESS

T8IS.

F. STEXAMINE USE OF LOCAL CURRENCY: THY MISSION SEOULT

THINX THPONGH ITS REASONS ZOR PROGPAMMING LOCAL

CUPRENCY. IN DOINO SO THE MISSION SEQULT CONSIDF®R ™Y
. OPPORTIUNITY COSTS OF MONITORING L/C, REEVAMINE THE GOM’S

@ UNCLASSITIFL STLTT  363922/03
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BYDGETING ATIOUNTING ANT JONTROL PROTESS AND MAXF ITS
BYST JULGEMENT AS TO THE TESIRABILITY CF FORAL
GEVERATION OF LOCAL CURWENCY, <O9ETETR THERE 1S A FORMAL
GENFRATION MAY DEPEND IN PART UPIN THF DOLLAR USE AND
VHITRER THEYY ARE TRACKED, IF THVRE IS LOCAL CURRENCY
YRATEVER ?THE SPECIFICITY OF ITS UST THE PAAD SHOULD
EIPLAIN TEY NEXUS BETWELEN THAT USE AND SUPPORT COP THE
PROGRAM’S OBJECTIVES. WE EYPEIT TEHAT REVISED GUIDANCE
ON THIS POINT WILL BE APPROVED PRIOR TO PAAT
AUTRORIZATION.

9, TRE ICPR UNTPRSTOOD THE POLLCYING CONCFTRNS WFRE
AGPEED TO BY THE MISSION PRIOR TO THT ECFR:

A. TOLLAP TRACKING: TRE LEGISLATIVL REQUIREMENT FOR
SEPARATE ACCOUNTS AND DOLLAR TRACKING MUST BE ADDRISSED

PRIOR TO SUBMISSION OF THE CONGRESSIONAL NOTIFICATION AS
WELL AS IN THE PAAL, IF TR® MISSION INTENDS 70 RTQUEST
A JAIVER AS IT DID FOR THE FINAL TRANCBE OF T8I MED
PROGRAM, THE WAIVER MUST BZ PRIPARED AND APPROVED PRIOR
TO DRATTING THE CN.

B, ITE MUST B2 COMPLETED ANT APPROVED BY BEO PRIOR T0
AJTHORIZATION.

C. G NCIR IMPACTS:t THE MISSION HAS BEEN ASKED TO
PRIORIT1ZZ ITS PROPOSED POLICY CONDITIONALITY. BECAUSE
OF THY DITYERENT IMPACT OF TEE PROPOSET REFORMS ON MTN
AND YOMIN THE ANALYSIS CONDUCTED IN PREPARATION FOR THY
PAAL SHOULD RXAMINE THE RYPOTREISIZED DIPFERENTIAS SO AS
T0 SELECT THAT SET OF CONDITIONALITIES THAT YILL PROMOTE
AS MUCE EQUITY IN BENEPITS AS POSSIBLE.

BT
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SUBJECT T0 THE GUIDANCE CONTAINED ITRTIN  AA/ATR
WEREBY DPEGATES AUTHORITY TO TRF MISSION DIBRCTOR
USAIT/MALAWI OR TO TRE PTYRSON ACTING IN TFAT CAPACITY
t0 APPROYY THY PAAD FOR THE SUBJECT PROZ2AM IN AN AMOUNT
HOT TO EXCETD 38 MILLION LOLLARS. TEE AT ROC D.O.A. IS
SUBJECT TO THY FOLLOJING CONDITIONS:

A. THAT SINIOR A.l.D. dASTINGTON OPFITIALS SRALL
PARTICIPATE IN A SATISFACTORI DIALOGUE CONCTRNING
PROGRAM CONDITIONALITY VITR GOM OPFICIALS AND IN TRX
M1SSION’S REVIEV OF THE PAAT.

B. THAT ALL THE TIRMS AND_CONDITIONS OF L.0.A. 551 BE

MET EXCEP? TRE DOLLAR AMOUNT LIMITATION.

C. THAT SUBMISSION TO APR/FD/SA OT AN ILLUSTRATIVE
BUDCET FOR PROJECTIZED ACTIVITIES, A DETAILED POLICY
MATRIX ANT THE LETTER OF INTENT PROM THE GoM B3
COMPLETED PRIOR T0 AUTRORIZATION,

11. IT TRAYZL RESTRICTIONS PROPIBIT AID/V PARTICIPATION
IN TRE TIELD REYIEY OF THE PAAD, THIN TRE PAAD VILL BI
REVIIVED IN AID/V.

12 IN CONCUSION ¢F CONGRATULATE THE MISSION ON
PRESENTING AN EXCELLENT CONSTRAINTS ANALYSIS IN THE
PA1P. VI ARE CONSIDERING USING IT AS A MODRL OF TRE
TYPE OP ANALYSIS WE EXPECT FOR A DFA FROGRAM AND THE
REASONS WHY POLICY REFORMS ARE NECEBSSARY IN AFRICA.
BAKIR

BT
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INITIAL ENVIRONMENTAI EXAMINATION

I. PROGRAM DATA
Program Location : Malawi

Agricultural Sector Assistance
Program (ASAP)

Program Title

Funding : $US 50,000,000
Life Of Project : Six Years
IEE Prepared by : Kenneth R. Rikard“sj‘f\. N
Deputy Director, W
USAID/Malawi
ENVIRONMENTAL ACTION : Categorical Exclusion for
RECOMMENDED Policy Studies and Technical
Assistance
: Negative Determination for
Construction and Policy
Refo
. faw /-
Approval : Carol A. Peasley, Director
USAID/Lilongve
Date : 16 July, 1991
Clearances:
Paul Andre ooaﬁ;ﬂzmwm:oswasum pate: |2 T My 9/
Joanne T. Hale, USAID/Malawi “Fale. Date: _;354;24'
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IXI. PROGRAM GOAL AND PURPOSE

THE goal is to increase agricultural productivity, employment,
and income. The purpose of ASAP is to broaden and equalize
access to agricultural resources.

III. PROGRAM PROBLEMS

As the result of inappropriate policies and minimal emphasis on
environmental controls in the areas of agriculture, soil
conservation and forestry, Malawi’s natural resource base has
been seriously impacted.



Soil: With 27% of Malawi’s arable land on steep slopes and with
a population density exceeding 225 persons per square kilometer
of cropped land, soil erosion, especially in the Southern and
Central Regions is a serious, and growing problea. This heavy
erosion is primarily the direct result of increased cultivation,
deforestation, and overgrazing. A recent World Bank study
(1990/91), based on various modeling techniques but limited
field data, concluded that Malawi as a whole suffers an
aggregate soil loss of nearly 20 tons/ha/year on gross arable
land - a relatively high figure compared to other African
countries where actual field data exists. The Land Husbandry
Branch of the Ministry of Agriculture is charged with the
monitoring of soil erosion rates and in response to the problem,
has recently increased emphasis on soil conservation practicas;
however, the Branch has very limited funds to provide
assistance, and soil erosion continues to worsen. While soil
fertility also continues to decline, it is probable that it
erosion can be limited and/or controlled the decline in
fertility can be arrested through increased use of fertilizers,
organic manure, and crop rotations.

Forest: As is the case in most of the third world, Malawian
forests are also being rapidly depleted. As the demand for
firewood and poles increases, and as land is cleared for
agricultural purposes, the rate of deforestation also
increases. While specific data are limited, a 1985-86 study
estimated Malawi’s rate of deforestation at 3.5% per annum, one
of the highest rates in the third world. At this rate, sone
150,000 hectares of forest are denuded each year. This
destruction of forests leads to increased degradation of soil
and wvater resources, loss of plant and animal habitat and could
ultimately lead to deterioration of local climates. While the
Department of Forestry and Natural Resources is responsible for
monitoring and controlling deforestation, they, like most other
GOM departments, lack sufficient funds to properly manage their
responsibilities.

Water: Pollution of rural water supplies, is, for the most
part, currently not a problem in Malawi. The National Water
Resources Master Plan indicates that nitrate concentrations,
from faecal or agro-chemical pollution in ground water supplies,
are generally less than 5 mg/liter - well below the World Health
Organization (WHO) standard of 45 mg/liter. While some isolated
bore holes have registered significantly higher levels of
nitrates, these findings have been exceptionally rare, and
overall, ground water remains free from pollution. However, it
current trends in soil erosion and deforestation continue, both
surface and groundwater degradation could become a major problem
in the near future.



IV. PROGRAM OUTLINE AND STRATEGY

The Agricultural Sector Assistance Program is a $50 million
6-year program designed to assist the Government of Malawi (GOM)
in the identification and elimination of policy, institutional
and/or financial constraints to improved agricultural production
and productivity. It is a policy reforam program committed to a
liberalized agricultural economy in which there is equal access
to the means of production and where there are no bsrriers to
market entry or other practices that discriminate against or
reward any category of farmer. ASAP is oriented towards the
small-scale farmers to assist them by 1) increasing their
access to rewarding cash crops, 2) broadening their marketing
channels, 3) promoting their access to extension, credit,
seed, and fertilizer inputs for food and cash crops, 4)
providing timely producer commodity information, 5) improving
the terms and conditions of tenancy, and 6) increasing the
transparency of the quota allocation criteria.

The program is designed to be implemented in two phases. A $30
million Phase Cne will provide $20 million in non-project
assistance and $10 million in project support towards the
implementation of an agreed upon set of discrete policy
adjustments. Technical assistance will be included to
collaborate on studies designed to explore and recommend more
efficient and equitable distribution systems of credit,
extension, seed, fertilizer and marketing channels for farmers
on less than 1.5 hectares. Studies to assess crop
diversification opportunities and constraints, land use and land
:cnurc issues, and tenancy pricing structures will also be
ncluded.

Project assistance will also be directed towards the following
compcnents:

A. The establishment of an agricultural policy research
unit at Bunda College for designing and implementing studies
related to assisting small farmers improve their economic plight.

B. The corntinuation of funding for the Ministry of
Agriculture and Economic Planning and Development'’s Food
Security Units in order to monitor and evaluate whether this
program is actually improving the availability of food within
the individual households.



C. Funding in conjunction with other donors (e.g. World
Bank, UNDP, among others), the establishment, and initial
operation of, a Department of Research and Environmental Affairs
(DREA) within the Office of the President and Cabinet (OPC) for
purposes of establishing GOM environmental policies, conducting
environmental research activities, and to monitor environmental
impacts on human and natural resources of various activities,
including agricultural activities.

Final design of a $20 million Phase Two part of the program will
not be completed until an interim evaluation in year two is
complated o that impacts, both positive and negativa, can be
assessed and appropriate course chanaes can be determined.

Phase Two will focus on agricultural policy reforms identified
in Phase One studies.

V. ENVIRONMENTAL CONCERNS OF PROGRAM AND MITIGATION

The ASAP program is focussed on policy reform, rather than on
specific activities. As a result, direct environmental impacts
are difficult to assess and although certain of these policies
will likely intensify the development and utilization ot
agricultural land, the overall program will help to reduce
environmental degradation. Regardless, it must be noted that
successful implementation of this program may increase the
probability of Malawi’s soil, water, and forest resources
becoming negatively impacted. For example, improved prices and
increased levels of income could lead teo the increased desire by
many Malawvians to place more land under cultivation and/or
increase the intensity of farming on existing land. Since most

of Malawi’s best arable lands are already under cultivation, the

pressure to increase cultivation on steep, highly erodible, and
mcre marginal lands could increase. This in turn would increase
th probability for increased soil erosion, deforestation, and
de:arioration of water quality. Similarly, intensified farming
practices, including increased use of fertilizers, may increase
the level of nitrates and phosphates in water supplies and
result in eutrophication of surface waters. The probable
increased level of agricultural activity could also increase the
demand for firewood and construction timbers and as 2 result
increase pressures for forest resources.



However, successful implementation of the ASAP program will also
create a significant number of positive impacts, most of which
will be aimed at mitigating the above concerns. For example,
increased income and improved food crop yields will provide the
average Malawvian with increased nutrition and cash per unit land
area to purchase food, health sarvices, shelter and other
amenities which should improve his/her quality.se€ '18%p..
Similarly, the emphasis on agricultural extension W1l focus on
improving agricultural practices which decrease

decrease deforestation, and minimize the degradgtion of "water
quality. For example, increased use of agro-ferestry progranms
to improve soil fertility and stability combined with the
emphasis on adjusting land tenure to find vays to give
individuals improved land security and define their
responsibility for land husbandry will create important positive
environmental impacts.

The most significant contribution toward environmental
improvesent resulting from implementation of ASAP, however, will
be funding the establishment and initial operation (e.q.,
monitoring the impact of agricultural policy reform on the
natural resource base and biodiversity) of the Department of
Research and Environmental Affairs (DREA), within the Office of
the President and Cabinet. This Department, established by
g:zlidontial decree in April 1991, is charged with, among other
ngs:

- formulating and facilitating the effective
implementation of, national science and technology:

- identification of problems and constraints in
agricultural sciences research and determining both their
significance and the resources for their solution:;

- performing a catalytic role in the initiation,

and administrative
devices rslated to conservation, protection and managenment
of the natural and man-made environment:;

aonitoring and assessment of the current state and the
torocooablo trends in the quantity and quality of the
natural resource base in the country and the preparation of
periodic reports on the state of the environment; and



- Ensuring the inclusion of environmental parameters and
criteria in the development planning exercise, and in the
design and implementation of projects and programs, through
suitable inputs in the development plan in both its policy
and programmatic aspects, and in annual budgetary
allocations.

Once operational the DREA will be able to effectively wutilize
and enforce Malawi’s already impressive body of environmental
legislation (some 40 statutes ai-:ady in place), directed at

land and forestry management, arz water and agro-chemical use.

The specific snvironmental impacts of ASAP (both positive and
negative) will be one of the routine output monitoring elements
of ASAP. It is anticipated that while ASAP will fund the
gathering and interpreta’ion of data related to the ASAP
environmental issues, the actual responsibility for performing
these tasks will be organized under the relevant GOM department
(prrimarily the DREA) and will become a part of Government'’s
routine environmental reporting systems.

VI. RECOMMENDED ENVIRONMENTAL DETERMINATION

Based upon 22 CFR 216.2 (¢) (2) (i), a Categorical Exclusion is
recommended for the technical assistance to be undertaken during
this progran.

Based upon 22 CFR 216.2 (c) (2) (iii), a categorical Exclusion

is recommended for policy studies.

Based upon 22 CFR 216.3 (2) (iii), a Negative Determination is
re-ommended for the construction of the agriculture policy
research headquarters and staff housing on the existing grounds
of Bunda College since appropriate water and sewage will be
included in the design of these facilities and because there are
no known biologically diverse natural resources that could be
izpactod by placing these facilities on this already altered
site.



Based upon 22 CFR 216.3 (2) (iii), a Negative Determination is
reconmended for the policy implementation portion of this
program since a series of checks and balances are being
initiated through funding institutions which will determine
agricultural policy (e.g., Agriculture Policy Research Unit,
Food Security Unit), as well as the new Department of Research
and Environmental Affairs (DREA) which will monitor the effects
of implementing these policy reforms on the man-made and natural
environments. Through these checks and balances, increased
opportunities will be created for environmental mitigaticn and
mid-course changes in policies that are found to have adverse
impacts on the environment.
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Annex G

SC(1) - COUNTRY CHECKLIST

Lizted below are statutory criteris applicable
to: (A) PAA funds generslly; (B)(1) Development
Assistance funds only; or (B)(2) the Economic
Support Fund only.

A. GENERAL CRITERIA FOR COUNTRY ELIGIBILITX

1.

FY 1991 Appropriations Act

559 . Has the President
certified to the Congress that the
government of the recipient country is
f3iling to take adequate messures to
prevent narcotic drugs or other
controlled substances which are
cultivated, produced or processed
i1licitly, in whole or in part, in such
country or transported through such
country, from being sold illegally
within the jurisdiction of such country
to United States Government personnel
or their dependents or from entering
the United States unlawfully?

EAA Sec., 481(h): FY 1991
« {(These

provisions apply to sssistance of any
xind provided by grant, ssle, loan,
lease, creadit, guaranty, or insurance,
except assistance from the Child
Survival Fund or relsting to
international nsrcotics contrel,
disaster and refugee relief, narcotics
education snd awareness, or the
provision of food or medicine.) If the
recipient is a "major illicit drug
producing country" (defined as a
country producing during a fiscal year
at least five metric tons of oplium or
500 metric tons of coca or marijuana)
or 8 "major drug-transit country”
(defined as & country that is s
significant direct source of illicit
drugs significantly affecting the
United States, through which such drugs

No.

Malawi has not
been defined as
a "major illicit
drug producing
country” or a
"major drug
transit country".



are transported, OI through which
significant sums of drug-related
profits ere laundered with the
knowledge or complicity of the
government): (a) Does the country have
in place & bilateral narcotics
agreement with the United Etates, or &
multilateral narcotics sgreement? and

_ (b) Has the President in the March 1

Intecrnational Narcotics Control
Strategy Report (INSCR) determined and’
certified to the Congress (without
Congressional enactment, within 435 days
of continuous session, 9f a resolution
disspproving such a certification), or
has the President determined and
certified to the Congress on any other
date (with enactment by Congress of a
resolution approving such
certification), that (1) dQuring the
pravious year the country has
coopersted fully with the United States
or taken adequate steps on its own to
satisfy the goals agreed to in a
bilateral narcotics sgreement with the
United States or in » multilateral
sgrezment, to prevent illicit drugs
produced or processed in or transported
through such country from being
transported into the United States, to
prevent and punish drug profit
lsundering in the country, snd to
prevent and punish bribery and other
forms of public corruption which
gacilitate production or shipment of
{1licit drugs or discourage prosecution
of such acts, or that (2) the vital
netional interests of the United States
require the provision of such
assistance? e

. (This section
applies to the same categories of
assistance subject to the restrictions
in FAA Sec. 481(h), above.) If
recipient country is a "major illicit
drug producing country” or *major
drug-transit couatry” (as defined for
the purpose of FAA Sec 481(h)), has the
President submitted a report to

N/A. See (2)
above.
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Congress listing such country as one:
(a) which, &s a matter of government
policy, encourages or facilitates the
production or distribution of illicite
drugs; (b) in which any senior official
of the government engages in,
encourages, or fecilitates the
production or distribution of illegal
drugs; (¢) in which any member of a

U.S. Governmant agency has suffered or -

been threatened with violence inflicted
by or with the complicity of any
government officer; or (d) which fails
to provide reasonable cooperation to
lawful activities of U.S5. drug
enforcement agents, unless the
President has provided the required
certification to Congress pertaining to
U.5. national interests asnd the drug
contrel and criminal prosecution
efforts of that country? ‘

: . If assistance is to a
government, is the government indebted
to any U.S. citizen for goods or
gervices furnished or ordered where:
(a) such citizen has ezhausted
available legsl remedies, (b) the debt
igs not denied or contested by such
government, or (¢) the indebtedness
arises under an unconditional guaranty
of payment given by such government or
controlled entity?

FAA Sec, 620(a)(1). 1If assistance is

to a government, has it (including any
government agencies or subdivisions)
taken any action which has the effect
of nationalizing, expropriating, or_
othervwise seizing ownership or control
of property of U.S., citizens or
entities beneficielly owned by them
without taking steps to discharge its
obligations toward such citizens or
entities?

a.
b.
c.

No.,

Ne
No
No



FAA Secs, 620(a). 620(£), 620D FYX1991
12, 545 . Is Recipient countr:
recipient country a Communist country? is not a communi:

1f so, has the President: (a) country.
determined that assistance to the
country is vital to the security of the
United States, that the recipient
country {8 not controlled by the
international Communist conspiracy, and
that such assistance will further
promote the independence of the-
recipient country from international
comnunism, or (b) removed a country
from applicable restrictions on
assistance to communist countries upen
a determination and report to Congress
that such action is important to the
national interest of the United

States? Will assistance be provided
either directly or indirectly to
Angola, Cambodia, Cuba, Iraq, Libya,
Vietnam, South Yemen, Iran or Syria?
Will esssistance be provided to
Afghanistan without a certification, or
will sssistance be provided inside
Afghanistan through the
Soviet-contrclled government of
Afghanistan?

EAA Seg. 620(4). Has the country
permitted, or fuiled to take sdequate No.
measures to prevent, damage or

destruction by mob action of U.S,

property?
EAA_Sec, 620(1). Has the country
failed to entar into an investment No.
guaranty agreement with OPIC?
EAD Sec, 620(q): Fishegrmen's Protective

! LSec. 3. (a) a. No
Has the country seized, or imposed any b, N/A

penalty or sanction against, any U.S.
fishing vessel becasuse of fishing
activities in international waters?
(b) 1If so, has any deduction required
by the Fishermen's Protec~ive Act been

made?



10.

11.

12.

13.

FAM_Sac. §20(); 51
ack _Sec, 218 (Brooke Amendment). (a)

Has the government ¢f the recipient a. No
country been in defsuli for more than b. No
six months on interest or principal of

any loan to the country under the FAA?

(b) Has the country been in default for

more than one year on interast or

principal on any U.S. loan undsr a

program for which the FY 1990

lppropriations Act sppropriates funds?

EAA Sec, 620(s). 1If contemplated
assistance is development loan or to
come from Economic Support Fund, has N/A
the Administrator taken into account
the percentage of the country's budget
and amount of the country‘'s foreign
exchange or other resources spent on
military equipment? (Reference may be
made to the annual “Taking Into
Consideration™ memo: “Yes, taken into
sccount by the Administrator at time c¢f
approval of Agency OYB.® This aspprovzl
by the Administrator of the Operational
Year Budget can be the basis for an
affirmative answer during the fiscal
Year unless significant changes in
circumstances occur.)

EAA _Sec. 620(%). Has the country

severed diplomatic relations with the. No.
United States? If so, have relations

baen resumed and have new bilateral

assistance agreements been negotiated

and entered into since such resumption?

EAA _Sec, 620(u). What is the payment

status of the country's U.N. As of )
obligations? 1If the country is in October 31, 1989,
arrears, were such srrearages taker Malawi was not
into account by the A.I.D. in arrears.

Administrator in determining the
current A.1.D. Opsrationsl Year
Budget? (Reference may be made to the
*Taking into Consideration" memo.)



4.

15.

16.

17.

18.

EAA Sec, €20A. Has the President
determined that the recipient country
grants sanctuary from prosecution to
any individual or group which has
committed an act of internstionsl
terrorism or otherwise supports
international terrorism?

No.

a. No

Has the country been determined by the b. No
President to: (a) grant sanctuary from
prosecution to any individual or group

which has committed an act of

international terrorism, or (b)

otherwise support international

terrorism, unless the President has

waived this restriction on grounds of

nstional security or for humenitarian

geasons?

ISDCA of 1985 Sec, S52(b). Has the

Secretary of State determined that the No.
country is a hign terrocrist threat

country &fter the Secretary of

Transportation has determined, pursuant

to section 1115(e)(2) of the Federal

Aviation Act of 1958, that an ‘airport

in the country does not msintain and
administer effactive security measures?

. Does the country
object, on the basis of race, religion, No.
national origin or sex, to the presence
of any oificer or employee of the U.S.

who is present in such country to carey

out economic development programs undar
the FAA?

+ Has ihe eountry,
after August-3, 1977, delivercd to any No.
other country or received nuclear
enrichment or reprocessing equipment,
materials, or technology, without
specified arrangements or safeguards,
and without special certification by
the President? Has it transferred a
nuclear explosive device to @
non-niuclear weapon state, or if such a
state, either received or detonated a
nuclear explosive device? (FAA Sec.
620E permits a special waiver of Sec.
669 for Pakistan.)



19.

20.

21.

22,

EAA Sec, 670. If the country is a

non-nuclear weapon state, has it, on or
sfter August 8, 1985, exported (or
sttempted to export) illegally from the
United States any material, equipnment,
or technology which would contribute
significently to the ability of s
country to menufacture a nuclear
explosive device? '

. WVas the

ISDCA of 198] Sec, 720
country represented at the Meeting of

Ministers of Foreign Affairs and Heads
of Delegations of the Non-Aligned
Countries to the 36th General Assembly
of the U.N. on Sept. 25 and 28, 1981,
and 4id' it fail to disassociaste itself
from the compunique issued? If so, has
the President taken it into account?
(Reference may be made to the "Taking
into Consideration® memo.)

Has the duly elected Head of Government
of the country been deposed by militacy
coup or decree? If sassistance has been
terminsted, has the President notified
Congress that s democratically elected
government has taken office prior to
the resumption of assistance?

Does the recipient country fully
cooperate with the international
refugee assistance organizations,. the
United States, and other governments in
facilitating lasting solutions to
refugee situations, including
resettlement without respect to race,
sex, religion, or netional origin?

No.

Malawi was not
represented at
the meeating.

No.

Yes.



8. [FAA Sec, 116. Has the Department of
State determined that this government has
engaged in a consistent pattern of gross
violations of internationally recognized
human rights? If so, can it be

demonstrated that contemplated assistance
will directly benefit the needy?

b. 1991 ‘ L. hot Bec, 833.
Has the President cartified that use of
DA funds by this country would violate
any of the prohibitions ageinst usn ef
funds to pay for the performance ¢.»
abortions as a method of family pianning,
to motivate or coerce any person to
practice abortions, to pay for the
performance of involuntary sterilization
as & method of family planning, to coarce
or provide any financisl incentive %0 any
person to undergo sterilizationg, to pay
for any biomedical research which
relates, in whole or in part, to methods
of, or the performance of, abortions or
involuntary sterilization as a means of
family planning?

Economic Suppoxt Fund Country Criteria

a. FAA Sec, S02B. Has it been
determined that the country has engaged
in a consistent pattern of gross
violations of internationally recognized
human rights? 1If so, has the President
found that the country made such
significant improvement in its human
tights record that furnishing such
asgsistance is in the U.S. national
interest?

b. EX1991 Appropriations Act Seq,
359(d). Has this country met its drug
eradication targets or otherwise taken
significant steps to halt illicit drug
production or trafficking?

No.

N/A

No.,

No.,

N/A

N/A
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Liszed below are statutory criteria
azccliczatle to the assistance ressurces
thamselves, rather than to the eligikbility of a
country ¢0 receive assistance. This section is
divided into three parts. Part A includes
criteria aprlicable to both Develeopment
tssistance and Econczic Support Fund resources.
Parz B includes criteria applicable only to
Davelczzent Assistance resources. Part C
inzlusies criteria applicakle only to Econonic

Suppert Funds.

IS COUNTRY CHECKLIST UP TO

—— g,
EREINCE:

O

CAITIRIA APPLICABLE TO BOTH DEVILIPME
ASSISTANCE AND ECOKOMIC SUPPCRT FlNCS

1. Eost Country Developzent Zfforts pagsistance is designed: to
(T>A Sec. 601(a)): Information and encourage private initiative
cenclusions on whether assistance will by promoting private farmer
encourage efforts of the country to: cash crop production, to
(2) increase the flow of internaticnal encourage competition and
trade; (b) foster private initiative and  discourage monopolistic
cczpetition; (c) encourage development and practices by promoting

use of cooperatives, credit unions, and

(d) discourage nmonecpelistic practices; (e)
izprove technical efficiency of industry,

agriculture, ard commerce; and (f)
strengthen frees labor unions.

2. 0U.8. Privete Trade e&nd Invastzent

(FAA Sec. 601(b)): Information and
ccnclusions on how assistance will
encourage U.S. private trade and
investment abroad and encourage private

U.S. participation in foreign assistance
prograns (including use of private trade
channels and the services of U.S. private

enterprise).

establishment of private
marketing channels and to
improve technical efficiency
of agriculture by 1iberalizing
access to agricultural inputs.

Increased cultivation of cash
crops may draw U.S. investment
in area of agricultural
processing. Also, technical
assistance will be contracted
from U.S. sources, including
private organizations and
universities.
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3. Congressional Notification

a. General requirement (FY 1991
Appropriations Act Secs. 523 and 591;
FAA Sec. 634A): If money is to be
obligated for an activity not previously
justified to Congress, or for an amount in
excess of amount previously justified to
Congress, has Congress been propsrly
notified (unless the notification
requirement has heen waived because of
substantial risk to human health or
welfare)?

b. Notice of new account
obligation (FY 1991 Appropriations Act
Sec. 514): If funds are being obligated
under an appropriation account to which
they were not appropriated, has the
President consulted with and provided a
written justification to the House and
Senate Appropriations Committees and has
such obligation been subject to regular
notification procedures?

c. Cash transfers and
nonproject sector assistance (FY 1991
Appropriations Act Sec. 575(b)(3)): It
funds are to be made available in the form
of cash transfer or nonproject sector
assistance, has the congressional notice
included a detailed description of how the
funds will be used, with a discussion of
U.S. interests to be served and a
description of any economic poolicy
reforms to be promoted?

4. Engineoring and Pinancial Plins
(FAA Sec. 611(a)): Prior to an obligation
in excess of $500,000, will there be: (a)
engineering, financial or other plans
necessary to carry ocut the assistznce; and
(b) a reascnably firm estimate of the cost
to the U.S. of the assistance?

S. Legislative Action (FAA Sec.
611(a)(2)): 1If legislative action is
required withi- recipient country with
respect. to an obligation in excess of
$500,000, what is tha basis for a
reasonable expectation that such action

per State 3176435,

N/A

Yes.

Yes.

GOM has shown comsitment by
undertaking related
legislative reforms recently.
Legislative actions required
for this program ars of two
ty..>s, ministerial approval
and parliamentary approval
(scrording to Ministry of
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will be completed in time to permit
orderly accomplishment of the purpose of
the assistance?

6. Water Resources (FAA Sec. 611(b);
FY 1991 Appropriations Act Sec. 501): If
project is for water or water-related land
resource construction, have benefits and
costs been computed to thes extent
practicable in accordance with the
principles, standards, and procedures
established pursuant to the Water
Resources Planning Act (42 U.S.C. 1962, st
seg.)? (See A.I.D. Handbook 3 for

guidelines.)

7. Cash Transfer and Sector
Assistance (FY 1991 Appropriations Act
Sec. 575(b)): Will cash transfer or
nonproject sector ascistance be maintained
in a separate account and not commingled
wvith other funds (unless such requirements
are waived by Congressional notice for
nonproject sector assistance)?

8. Capital Assistance (FAA Sec.
611(e)): 1If project is capital assistance
(e.9,, construction), and total U.S.
assistance for it vill exceed $1 million,
has Mission Director certified and
Regional Assistant Administrator taken
into consideration the country's
vapaiality to maintain and utilize the
project effectivaly?

9. Multiple Country Objactives (FAA
Sec. 601(a)): 1Infor .ation and sonclusions
on whether projects will encourage efforts
of the country to: (a) increase the flow
of international trade; (b) foster private
initiative and competition; (c) encourage
development and use of cooperatives,
credit unions, and savings and loan .
associations; (d) discourage monopolistic
practices; (e) improve technical
efficiency of industry, agriculture and
co:-orco; and (f) strengthen free labor
unions.

Justice). Both actions are
expected to take place, and
have been phased in the

program to allow sufficient
time for actions to be

completed, assuming existing
commitment of GOM continues.

N/A

Yes.

N/A

See Section A.l. above.

&
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10. U.8. Private Trade (FAA Sec.
601(b)): Information and conclusions on
how project will encourage U.S. private
trade and investment abroad and sncourage
private U.S. participation in foreign
assistance programs (including use of
private trade channels and the services of
U.S. private enterprise).

11. Local Currencies

a. Recipient Contributions
(FAA Secs. 612(b), 636(h)): Describe
steps taken to assure that, to the maximum
extent possible, the country is
contributing local currenciei to meet the
cost of contractual and other services,
and foreign currencies owned by the U.S.
are utilized in lieu of dollars.

b. U.s8.-0Owned Currency (FAA
Sec. 612(d)): Does the U.S. own excess
foreign currency of the country and, if
so, what arrangements have been made for
its release?

c. 8Separate Account (FY 1991
Approoriations Act Sec. 575). 1If
assistance is furnished to a foreign
government under arrangements which result
in the generation of local currencies:

(1) Has A.I.D. (a)
required that loczl currencies be
deposited in a separate account
established by the recipient covernment,
(b) entered into an agreement with that
governmant providing the amount of local
currencies to L» generated and the terms
and conditions under which the currencies
so deposited may be utilized, and (c)
established by agreement the
responsibilities of A.I.D. and that
government to monitor and account for
deposits into and disbursements froa the
separate account?

See Section A.2. abov,,

No project related foreign
currencies are owned by the
U.S. in Malawi. The host
country will contribute at
least 25% of the overall
program cost, in particutar
through its support to the
agricultural sector.

(a) Yes

(b) Yes

(c) Yes



(2) Will such local
currencies, or an equivalent amount of
local currencies, be used only to carry
out the purposes of the DA or ESF chapters
of the FAA (depending on which chapter is
the source of the assistance) or for the
adainistrative requirements of the United
States Government?

(3) Has A.I.D. taken all
appropriate steps to ensure that the
equivalent of local currencies disbursed
from the separate account are used for the

agreed purposes?

(4) 1If assistance is
terminated to a country, will any
unencumbared balances of funds remaining
in a separate account be disposed of for
purposes agreed to by the recipient
governnent and the United States
Government?

12. Trade Restrictions

a. BSurplus Commodities (FY 1991
Appropriations Act Sec. 521(a)): 1If
assistance is for the production of any
commodity for export, is the commodity
likely to be in surplus on world markets
at the tizme the resulting productive
capacity becomes operative, and is such
assistance likely to cau:e substantial
injury to U.S. producere of the sane,
similar or competing comnodity?

b. Textilas (Lautenberg
Amendment) (FY 1991 Appropriations Act
Sec. 521(c)): Will the assistance (except
for programs in Caribbean Basin Initiative
countries under U.S. Tariff Schedule
»*Section 807," which allovs reduced
tariffs on articles aszembled abroad from
U.S.-made components) be used directly to
procure feasibility studies,
prefeasibility studies, or project
profiles of potential investaent in, or to
assist the establishment of facilities
specifically designed for, the manufacture
for export to the United States or to
third country sarkets in direct
compstition with U.S. exports, of

Yes

Yes

Yes

No. GC/AFR determination
dated 4/18/91 states, "The
proposed ASAP activities would
not violate either section
521(a) or Bumpers, and it is
not necessary to examine the
other factors under those
statutes."
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textiles, apparel, fcotwear, handbags,
flat goods (such as wallets or coin purses
worn on the person), work gloves or
leather wearing apparel?

13. Tropical Perests (Fy 1991
Appropriations Act Sec. 533(c)(3)): Will
funds be used for any progras, project or
activity which would (a) result in any
significant loss of tropical forests, or
(b) involve industrial timber extraction
in primary tropical forest areas?

14. PVO Assistance

a. Auditing and registration
(FY 1991 Appropriations Act Sec. 537): If
assistance is being made available to a
PVO, has that organization provided upon
timely request any document, file, or
record necessary to the auditing
requirements of A.I.D., and is the PVO
registered with A.I.D.?

b. Punding sources (FY 1991
Appropriations Act, Title II, under
heading "Private and Voluntary
Organizations®): If assistance is to be
made to a United States PVO (other than a
~ cooperative development organization),

does it obtain at least 20 percent of its
total annual funding for international
activities from sources other than the
United States Government?

15. Project Agreement Documentation
(State Authorization Sec. 139 (as
interpreted by conference report)): Has
confirmation of the date of signing of the
project agreement, including the amount
involved, been cabled to State L/T and
A.I.D. LEG within 60 days of the
agreesment's entry into force vith respect
to the United States, and has the full
text of the agreement been pouched to
those same offices? (See Handbook 3,
Appendix 6G for agreements covered by this

provision).

No. However, because
increased agricultural
activity is expected,
environmental monitoring,
including that of
deforestation, will be
conducted throughout the
program.

Possible participating PVOs
have not been selected, but
this requirement will be met
when selection is done.

Ses above section l4.a.

This action will be taken
sudbsequent to the signing of
the agresment.
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16. MNetric system (Omnibus Trade and
Competitiveness Act of 1968 Sec. 5164, as
interpreted by conference report, amending
Metric Conversion Act of 1975 Sec. 2, and
as implemented through A.I.D. policy):
Does the assistance activity use the
metric systea of smeasursment in its
procuresents, grants, and other
business-related activities, except to the
extent that such use is impractical or is
likely to cause significant inefficiencies
or loss of markats to United States firms?
Are bulk purchases usually to be made in
metric, and are components, subasseablies,
and semi~fabricated materials to be
specified in metric units when
economically available and technically
adequate? Will A.I.D. specifications use
metric units of measure froa the earliest
programmatic stages, and from the earliest
documentation of the assistance processes
(for example, project papers) involving
quantifiable measuresents (length, area,
volume, capacity, mass and weight),
through the implementation stage?

17. Women ian Developmeat (FY 1991
Appropriations Act, Title II, under
heading "Women in Development®): Will
assistance be designed sc that the
percentage of women participants will be
demonstrably increased?

18. Regional and Multilateral
Assistance (FAA Sec. 209): 1Is assistance
more efficiently and effectively provided
through regional or multilateral
organizations® If so, why is assistunce
not so provided? Information and
conclusions on whether assistance will
encourage developing countries to
cooperate in regional development

programs.

Yes.

Yes.

Assistance being provided is
complementary to assistance of
World Bank and other bilateral
donors. Program as designed
is more suitable for
implementation by A.1.0.,
given its presence in country
and the project components.
Assistance will encourage use
of regionally developed crop
variaties.



19. Abortions (FY 1951
Appropriations Act, Title II, under
heading "population, DA," and Sec. 525):

a. Will assistance be made
available to any organization or program
which, as determined by the President,
supports or participates in the management
of a program of coercive abortion or
involuntary sterilization?

b. Will any funds be used to
lobby for abortion?

20. Cooperatives (FAA Sec. 111):
Will assistance help develop cooperatives,
especially by technical assistance, to
assist rural and urban poor te help
themselves toward a better life?

21. U.8.-Owned Yoreignm Currencies

a. Use of currencies (FAA Secs.
612(b), 636(h); FY 1991 Appropriations Act
Secs. 507, 509): Describe steps taken to
assure that, to the maximum extent
possible, foreign currencies owned by the
U.S. are utilized in lieu of dollars to
meet the cost of contractual and other

services.

b. Relesase of currencies (FAA
Sec. 612(d)): Does the U.S. own excess
foreign currency cf the country and, if
so, what arrangements have been made for
its release?

22. Procurement

a. 6Small business (FAA Sec.
602(a)): Are there arrangements to permit
U.S. small business to participate
equitably in the furnishing of commodities
and services financed?

b. U.8. procurement (FAA Sec.
604 (a)): Will all procurement bs from the
U.S. except as otherwise determined by the
President or determined under delegation
from him?

Yes. One planned activity is
to foster establishment of
marketing cooperatives for
smallholder farmers.

N/A

Yes. Commodities will be
procured through PSA mechanism
which involves U.S. small
businesses.

DFA procurement regulations
will be followed.
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c. MNarine insurance (FAA Sec.
604(d)): 1If the cooperating country
discriminates against marine insurance
companies authorized to do business in the
U.S., will commodities be insured in the
United States against marine risk with

such a company?

d. Non-U.S8. agricultural
procurement (FAA Sec. 604 (e)): If
non-U.S. procurement of agricultural
commodity or product thereof is to be
financed, is there provision against such
procurezent when the domestic price of
such commodity is less than parity?
(Exception where commodity financed could
not reasonably be procured in U.S.)

e. Construction or engineering
services (FAA Sec. 604(g)): Will
construction or engineering services be
procured from firms of advanced developing
countries which are otherwiss eligible
under Code 941 and which have attained a
competitive capability in international
markets in one of these areas? (Exception
for those countries which receive direct
economic assistance under the FAA and
pernit United States firms to compete for
construction or engineering services
financed from assistance programs of these

countries.)

£. Cargo preference shipping
(FAA Sec. 603)): Is the shipping excluded
from compliance with the requirement in
section 901(b) of the Merchant Marine Act
of 1936, as amended, that at least
50 percent of the gross tonnage of
commodities (computed separately for dry
bulk carriers, dry cargo liners, and
tankers) financed shall be transported on
privately owned U.S. flag commercial
vessels to the extent such vessels are
available at fair and reasonable rates?

g. Technical assistance
(FAA Sec. 621(a)): If technical
assistance is financed, will such
assistance be furnished by private
enterprise on a contract basis to the
fullest extent practicable? Will the

N/A

N/A

Services are expected to be
procured from host country
firms.

DFA procurement regulations
will be followed.

Yes, but major contracts will
be in form of cooperative
agreements with U.S.
universities.
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facilities and resocurces of other Federal
agencies be utilized, vhen they are
particularly suitable, not competitive
vith private enterprise, and made
available without undue interference with

domestic programs?

h. U.8. air carriers
(International Air Transportation Fair
Competitive Practices Act, 1974): It air
transportation of persons or property is
financed on grant basis, will U.S.
carriers be used to the extent such
service is available?

i. Termination for convenience
of U.8. Government (FY 1991 Appropriations
Act Sec. 504): If the U.S. Government is
a party to a contract for procurement,
does the contract contain a provision
authorizing termination of such contract
for the convenience of the United States?

j. Consulting services
(FY 1991 Appropriations Act Sec. 524): 1If
assistance is for consulting service
through procurement contract pursuant to §
U.S.C. 3109, are contract expenditures a
matter of public record and available for
public inspection (unless othervise
provided by law or Executive order)?

k. Metric conversica
(Omnibus Trade and Competitiveness Act of
1983, as intsrpreted by conference report,
amending Metric Conversion Act of 1975
Sec. 2, and as implemented through A.I.D.
policy): Does the assistance program use
the metric system of measurement in its
procurements, grants, and other
business-related activities, except to the
extent that such use is impractical or is
likely to cause significant inefficiencies
or loss of markets to United States firms?
Are bulk purchases usually to be made in
metric, and are components, subassemblies,
and semi-fabricated materials to be
specified in metric units when
econorically available and technically
adequate? Will A.I.D. specifications use
metric units of measure from the earlisst
programmatic stages, and from the earliest

Yes.

Yes.

Yes.

Yes.

\A\
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documentation of the assistance processes
(for example, project papers) involving
quantifiable measurenents (length, area,
volume, capacity, mass and veight),
through the izplementation stage?

1. Competitive Selection
Procedures (FAA Sec. 601(e)): Will the
assistance utilize competitive selection
procedures for the awarding of contracts,
except where applicable procurement rules

allow otherwise?
23. Construction

a. Capital project (FAA Sec.
601(d)): If capital (e.qg., construction)
project, will U.S. engineering and
professional services be used?

b. Construction contract (FAA
Sec. 611(c)): If ccntracts for
construction are to be financed, will they
be let on a competitive basis to maximum
extent practicable?

c. large projects,
Congressional approval (FAA Sec. 520(k)):
If for construction of productive
enterprise, will aggregate value of
assistance to be furnished by the U.S. not
exceed $100 million (except for productive
enterprises in Egypt that were described
in the Congressional Presentation), or
does assistance have the express approval

of Congress?

24. U.3. Audit Rights (FAA Sec.
301(d)): 1If fund is ecstablished solely by
U.S. contributions and administered by an
international organization, does
Conptroller General have audit rights?

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

Yes.

Approx. $600,000 construction
will be contracted using host
country mechanism. Tenders

will be advertised locally and

in U.S.

Yeas.

N/A

N/A

Yes.
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26. Narcotics

a. Cash reimdbursements (FAA
Sec. 481): Will arrangements preclude use
of financing to make reimbursements, in
the form of cash payments, to persons
whose illicit drug crops are eradicated?

b. Assistance to narcotics
tratfickers (FAA Sec. 487): Will
arrangenents take "all reasonable steps”®
to preclude use of financing to or through
individuals or entities which we know or
have reason to believe have either: (1)
been convicted of a violation of any law
or regulation of the United States or a
foreign country relating to narcotics (or
other coiitrolled substances); or (2) been
an illicit #rafficker in, or othervwise
invclved in the illicit trafficking of,
any such co: :rolled substance?

21. rxpropriation and Land Reforam
(FAA Sec. 620(g)): Will assistance
preclude use of financing to compensate
owners for expropriated or natiocnalized
property, except to compensata foreign
nationals in accordance with a land reform
program certified by the President?

28. Police and Prisons (FAA Sec.
660): Will assistance preclude use of
financing to provide training, advice, or
any financial support for police, prisons,
or other lawv enforcement forces, except
for narcotics progranms?

29. CIA Activities (FAA Sec. 662):
Will assistance preclude use of financing
for CIA activities?

30. Motor Vehicles (FAA Sec.
636(i)): ¥ill assistance preclude use of
financing for purchase, sale, long-tera
lease, exchange or guaranty of the sale of
motor vehicles manufactured outside U.S.,
unless a vaiver is obtained?

Yes.

Yes.

Yes.

Yes.

Yes.

OFA procurement regulations
will be followed.

W)



31. MNilitary Personnel (FY 1991
Appropriations Act Sec. 503): Will
assistance preclude use of financing to
pay pensions, annuities, retirement pay,
or adjusted service compensation for prior

or current military personnel?

32. Payzent of U.N. Assessments (FY
1991 Appropriations Act Sec. 505): Will
assistance preclude use of financing to
pay U.N. assessments, arrearages or dues?

33. MNultilateral Organisation
Lending (FY 1991 Appropriations Act Sec.
506): Will assistance preclude use of
financing to carry out provisions of FAA
section 209(d) (transfer of FAA funds to
multilateral organizations for lending)?

34. Export of Nuclear Resources (FY
1991 Appropriations Act Sec. 510): Will
assistance preclude use of financing to
finance the export of nuclear equipment,
fuel, or technology?

35. Représsion of Population (FY
1991 Appropriations Act Sec. 511): Will
assistance preclude use of financing for
the purpose of aiding the efforts of the
government of such country to repress the
legitimate rights of the population of
such country contrary to the Universal
Declaration of Human Rights?

36. Publicity or Propoganda (FY 1991
Appropriations Act Sec. 516): Will
assistance be used for publicity or
propaganda purposes designcd to support or
defeat legislation pending before
Congress, to influence in any way the
ocutcome of a political election in the
United States, or for any publicity or
propaganda purposes not authorized by

Congress?

Yes.

Yes.

Yes.

Yes.

Yes.

No

\
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37. Marine Imnsurance (FY 1991
Appropriations Act Sec. 563): Will any
A.I.D. contract and solicitation, and
subcontract entered into under such
contract, include a clause requiring that
U.S. marine insurance companies have a
fair opportunity to bid for marine

insurance when such insurance is necessary

or appropriate?

38. ERxchange for Prohibited Act (FY
1991 Appropriations Act Sec. 569): Will
any assistance be provided to any foreign
government (including any instrumentality
or agency thereof), foreign person, or
United States person in exchange for that
foreign government or person undertaking
any action which is, if carried out by ths
United States Government, a United States
official or employee, expressly prohibited
by a provision of United States law?

CRITERIA APPLICABLE TO DEVELOPMENT
ASSISTANCE ONLY

1. Agricultural Exports (Bumpers
Amendment) (FY 1991 Appropriations Act
Sec. 521(b), as interpreted by conference
report for original enactment): If
assistance is for agricultural developxzent
activities (specifically, any testing or
breeding feasibility study, variety
improvement or introduction, consultancy,
publication, conference, or training), are
such activities: (1) specifically and
principally designed to increase
agricultural exports by the host country
to a country other than the United States,
where the export would lead to direct
competition in that third country with
exports of a similar commodity grown or .
produced in the United States, and can the
activities reasonably be expected to cause
substantial injury to U.S. exportars of a
similar agricultural commodity; or (2) in
support of research that is intended
primarily to benefit U.S. producers?

Yes.

While program will have
activities in areas of crop
production covered by this
section, activities are
designed to reform structure
of production rather than
increase aggregate production.
In addition, GC review of
program stated, "The proposed
ASAP activities would not
violate either section 521(a)
or Bumpers, and it is not
necessary to examine the other
factors under those statutes."
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2. Tied Aid Credits (FY 1991
Appropriations Act, Title II, under
heading "Economic Support Fund"):
funds be used for tied aid credits?

Will DA

3. Appropriate Technology (FAA Sec.
107): Is special emphasis placed on use
of appropriate technology (defined as
relatively smaller, cost-saving,
labor-using technologies that are
generally most appropriate for the small
farzs, szall businesses, and small incomes

of the poor)?

4. 1Indigencus Keeds and Resources
(FAA Sec. 201(bk)): Describe extent to
which the activity recognizes the
particular needs, desires, and capacities
of the people of the country; utilizes the
country's intellectual resources to
encourage institutional development; and
supports civic education and training in
skills required for effective
participation in governmental and
political processes essential to
self-government.

5. ZERconomic Development (FAA Sec.
101(a)): Does the activity give
reasonable promise of contributing to the
developnent of economic resources, or to
the ircrease of productive capacities and
scl2-3ustaining economic growth?

6. ©6pecial Development Emphases (FAA
Secs. 102(b), 113, 281(a)): Describe .
extent to which activity will: (a) -
effectively involve the poor in
developzent by extending access to econony
at local level, increasing labor-intensive
production and the use of appropriate
technology, dispersing investment fron
cities to small towns and rural areas, and
insuring wide participation of the poor in
the benefits of development on a sustained
basis, using appropriate U.S.
institutions; (b) encourage democratic
private and local governmental
institutions; (c) support the self-help
efforts of developing countries; (d)
pronote the participation of women in the
national economies of developing countries

No.

Yes. In particu)

ar,
ggroforostry techniques wili
y promoted as alternative to
s@ of chemica) fertilizer,

Program is desi
gned to as
small farmers in 1ncroasi§3$t
:cono.ic activity, and thereb
ncreasing income ang food d
::gg:;ty.t The program
orates the partjci i
:{ the agricultural col1§3§'°n
or;:ﬂi;:t?rOMOt.s local .
ons of farmers wh
should therepy b °
solf—roliant.y scene more

Yes.

See sections 3 and ¢
above,

:1:0. program wil) omphas:ze

elivery of services and
:;nofits to smallest farmers
thoso with landholdings loss'
: an 1.5 ha, and to female
r:;:::: in

w suppor

establ {chment ogpfa:lor
organizations which will
strengthen 1ocal economies ang
promote self-help efforts
As part of agricultural
d:;orsification. the program
wf 1 support the investigation
OT ways regional cooperation
can be used to further



and the improvemant of women's status; and
(e) utilize and encourage regional
cooperation by developing countries.

7. Recipient cCountry Contribution
(FAA Secs. 110, 124(d)): Will the
recipient country provide at least 23
percent of the costs of the prograam,
project, or activity with respect to which
the assistance is to be furnished (or is
the latter cost-sharing requirement being
vajived for a "relatively least developed®

country)?

8. Benefit to Poor Najority (FAA
Sac. 128(b)): 1If the activity attempts to
increase the institutional capabilities of
private organizations or the government of
the country, or if it attempts to
stimulate scientific and tschnological
research, has it been designed and will it
be monitored to ensure that the ultimate
beneficiaries are the pocr majority?

9. Abortions (FAA Sec. 104(f); FY
1991 Appropriations Act, Title II, under
heading "Population, DA," and Sec. 535):

a. Are any of the furds to bs
used for the performance of abortions as a
nethod of family planning or to motivate

or coerce any person to practice
aksrticns?

b. Are any of the funds to be
used to pay for the performance of
involuntary sterilization as a method of
family planning or to coerce or provide
any financial incentive to any person to
undergo sterilications?

C. Are any of the funds to be
made availadble to any organization or
program which, as Jstermined by the
President, supports or participates in the
Ranagement of a prograam of coercive
abortion or involuntary sterilization?

can be used to further
agricultural development.

Yes.

Yes. An awphasis of the
program is to assist the
smallest landholders in the
country, those with holdings
less than 1.5 ha.



2, Wil furds -2 oze2da ozvalilazi2
o wolunTary fazily planniny prsjsEcts
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b weaesve ) Camaiva wesaSwewas -
c-2l €9, cr infcrzmatizsn abcut accaess
a2 trzad range of fazily planning
23s and sarvices?
e. In awarding grants fcr
masural fazily planning, will any
< 3y 5 - - o~ -
az=lizant be diszri=zinated against bacaus2
cs suzh applicant's religicus or
c-nsciantious cozmzitzant to cffer only
nzzural fazily planning?

f. &Are any of tha funds to b2
ay fcr any bicmedical ressarch
2%e3, in wasle or in pz2rz, %2
£, ©r <he parforzanca of,
er invsluntary sterilization as
cs fazily »nlanning?
g. 2ra any of the funis O &2
ahla to any crgznication If tha
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bt atzve provisions relztzd o
azzztizns and inwslunsary steriliszazien?
13, Csotrazct Awasds (FAA S--.
£51(2)): #ill the project utiliz
ccmzatitive selectica procedures fo: the
awzzding of contracts, except whare
azzlica2ble preocurezent rules allow
ctherwise?
11. Disadvantrged Eaterprises (FY
1551 MScorsoriaticens Act Sec. S67): wnat
rarziza of the funds will be availizkble
cnly fecr azctivities of ecorodlca--j ard
s::ially disadvantaged enterprissas,
hiszteorically black colleges and
universitiss, coll eges and universitiss
hzving a student b y in uhlch ror2 than
23 zzrcentc of the r2ents ar H;s;anlc
2=z-iczans, ard privat ;
c ions waich 2
i ls vho a2 b
oL Azaricans, ©
bl rz accnooiczal
Zizzdrantagad (includ

No.

N/A

No.

Yes.

With respect to commodity
procurement in particular,
ASAP was developed with full
consideration of maximaliy
involving minority and women-
owned firms. Where this is
1ikely to take place primarily
is the use of procurement
service agents, who have been
selected on that basis.
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12. Biological piversity (FAA Sec.
119(g): Will the assistance: (a) support
training and education efforts which
improve the capacity of recipient
countries to prevent loss of biological
diversity; (b) be provided under a
long-term agresment in which the recipient
country agrees to protect ecosystens oOr
other wildlife habitats; (c) support
efforts to identify and survey ecosystens
in recipient countries worthy of
protection; or (d) by any direct or
indirect means significantly degrade
national parks or similar protected areas
or introduce exctic plants or animals into

such areas?

13. Tropical Forests (FAA Sec. 118;
FY 1991 Appropriations Act Sec. 533(c)-(e)

& (9)):

a. A.I.D. Regulation 163 Does

the assistance comply with the
environmental procedures set forth in
A.I.D. Regulation 167

b. Conservation: Does the
assistance place a high priority on
conservation and sustainable management of
tropical forests? Specifically, does the
assistance, to the fullest extent
feasible: (1) stress the importance of
conserving and sustainably managing forest
resources; (2) support activities which
of fer employment and income alternatives
to those who otherwise would cause
destruction and loss of forests, and help
countries identify and implement
alternatives to colonizing forested areas;
(3) support training programs, educational
efforts, and the establishment or
strengthening ot institutions to improve
forest management; (4) help end
destructive slash-and-burn agriculture by
supporting stable and productive farming
practices; (5) help conserve forests
which have not yet been degraded by
helping to increase production on lands
already cleared or degraded; (6) conserve
forested watersheds and rehabilitate those
which have been deforested; (7) support
training, research, and other actions

Yes. (2 and c) Environme
Monitoring will be conducgzzl
throughout the program. One
planned project activity is to
support the development of an
environmental monitoring
division of the GOM in
conjunction with other donors.
It is expected that technica!
assistance and training will
be provided. No to b. and d.

Yes.

X?:é See Soc;ion 12 above.

» one project activit
designed to promote v s
environmentally sound
techniques, using technologies
developed locally through a
major research program and
using technical assistance
provided under a planned
agreement with a U.S.
univarsity.
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which lead to sustainable and nmore
envirorzentally sound practices for timber
harvesting, removal, and processing; (8)
support research to expand knowledge of
tropical forests and identify alternatives
which will prevent forest destruction,
loss, or degradation; (9) conserve
biological diversity in forest areas by
supporting efforts to identify, establish,
and maintain a representative network of
protected tropical forest ecosystems on a
worldwide basis, by making the
establishment of protected areas a
condition of support for activities
invelving forest clearance or degradation,
and by helping to identify tropical forest
ecosystens and species in need of
protection and establish and maintain
appropriate protected areas; (10) seek to
increase the awareness of U.S. Government
agencies and other donors of the immediate
and long-term value of tropical forests;
(11) utilize the resources and abilities
of all relevant U.S. government agencies;
(12) be based upon careful analysis of the
alternatives avajilable to achieve the best
sustainable use of the land; and (13)
take full account of the environmental
impacts of the proposed activities on
biological diversity?

C. TYorest degradation: Will
assistance be used for: (1) the
procurenent or use of logging eguipment,
unless an environmental assessment
indicates that all timber harvesting
operations involved will be conducted in
an environmentally sound manner and that
the proposed activity will produce No
positive economic benefits and sustainable ’
forest managezent systems; (2) actions
which will significantly degrade national
parks or similar protected areas which
contain tropical forests, or introduce
exotic plants or animals into such areas;
(3) activities which would result in the
conversion of forest lands to the rezring
of livestock; (4) the construction,
upgrading, or maintenance of roads
(including temporary haul roads for
logging or other extractive industries)
which pass through relatively undergraded
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forest lands; (5) the colenization of
forest lands; or (6) the constyruction of
dars or other water control structures
which flood relatively undergraded forest
lands, unless with respect to 2ach such
activity an environzmental assessment
indicates that the activity wili
contribute significantly and directly to
improving the livelihood of the rural poor
and will be conducted in an
environmentally sound manner which
supports sustainable development?

d. Gustainable forestry: If
assistance relates to tropical forests,
will project assist countries in
developing a systenatic analysis of the
appropriate use of their total tropical
forest resources, with the goal of
developing a national progranm for
sustainable iforestry?

e. Cuvircnmental impact
statements: Will funds be made available
in accordance with provisions of FAA
Section 117(c) and applicable A.I.D.
regulations requiring an environzental
irpact statenment for activities
significantly affecting the environment?

14. Enerqgy (FY 1991 Appropriations
Act Sec. 533(c)): If assistance relates
to energy, will such assistance focus on:
(a) end-use energy efficiency, least-cost
energy planning, and renewable energy
resourcecs, and (b) the key countries where
assistance would 1ave the greatest icpact
on reducing exnissions from greenhouse

gases?

35, Bub-Sakaran Africa Assistance

(FY 1991 Appropriations Act Sec. 562,
adding a new FAA chapter 10 (FAA Sec.
496)): If assistance will coze from the
Sub-Saharan Africa DA account, is ic: (a
to be used to help the poor majority in
Sub-Saharan Africa through a process of
long-term development and economic growth
that is equitable, participatory,
environmentally sustainable, and
self-reliant; (b) to be used to promote
sustained economic growth, encourage

Yes. This goal will be
encouraged through the
environmental monitoring
activity described above.

Yes. An IEE i

oA s included with
N/A

(3) Yes. Program will focus

on smallest landhold
:1th less than 1.5 h:rs' those

rocess to be used has b
designed with DFA in min:?n
(b) VYes. Liberalized
marketing system will be
promoted to reduce government
g:::lcipatio?. and private

r organizati

oncouragcg. ons will be

(c) Yes. Various
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private sector development, promote
individual initiatives, a.d help to
reduce the role of central
governments in areas more appropriate
for the private sector; (c) to be
provided in a manner that takes into
account, during the planning process,
the local-level perspectives of the
rural and urban poor, including
women, through close consultatjion
with African, United States and other
PVOs that have demonstrated
effectiveness in the promotion of
lecal grassroots activities on behalf
cf long-term development in
Sub~Saharan Africa; (d) to be
irplenented in a manner that requires
local people, including women, to be
closely consulted and involved, if
tha assistance has a local focus;

(e) being used primarily to promote
reform of critical sectoral economic
policies, or to support the critical
sector priorities of agricultural
production and natural resources,
health, voluntary family planning
services, education, and income
generating opportunities; and (f) to
be provided in a manner that, if
policy reforms are to be effected,
contains provisions to protect
vulnerable groups and the snvironment
from possible negative consegjuences
of the reforms?

16. Debt-for-Nature Exchange (FAA
Sec. 463): If project will finance a
debt-for-nature exchange, describe how the
exchange will support protection of: (2)
the world's oceans and atmosphere, (b)
animal and plant species, and (c) parks
and reserves; or describe how the exchange
will promote: (d) natural resource
managenent, (e) local conservation
programs, (f) conservation training
programs, (g) public commitment to
conservation, (h) land and ecosystan
management, and (i) regenerative
approaches in farming, forestry, fishing,
and watershed management.

organizations and individuals
including U.S. PVOs and
individual smallholders, have
been consulted.

(d) Yes, in particular
through planned studies and
probable establishment of
farmer organizations.

(e) Yes. Policy reforms are
those which will support
increased benefits to
smallholders and increased use
of private sector marketing
channels.

(f) Yes. One emphasis is on
assisting smallest
landholders. Also,
environmental monitoring will
be included as a project

. activity.

N/A



[ )
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17. Dssblisctisa/Reshligatic:
'TY 1391 Apprcopriaticns Acst Sec. S515): IS
deck/rech authority is scught to b2
exercised in the provisicn of DA
assistance, are the funds being cbligated
fzr the saze gensral BuUrpo se, erd for
ccuntries vithin the sace regicn as
criginally ctligated, and have the House
and Serate Apcropriations Ceczzitteas been
properly nstified?
18. Loazs

a. Repayzent capecity (FAA Secs.
122(b)): Information and conclusion on
zapacity of the countr y to repay the loar
:= a reassnable' rate cf interest.

b. Lszg=-rzzje plazs (FAA . S,
122:z)): Does the activity give
r2asonatle prenise £ assisting long-range
c.z2ns and presrazs c251~ned to develop
zzancmic rescurces and increase productive
czzacities?

c. Izterest rate (FAA Sec.
122(5)): If devaloprent loan is repayable
in 2z2llars, is interest rate at laast 2
carcaent per annua during a grace period
whizh is not to exceed ten years, and at
lzast 3 percent per annuxm thereafter

d. Frports to United States
(FAA Sec. 620(d)): 1If assistance is for
eny preductive enterprise which will
csrzate with U.S. enterrrises, is there an
azreexent by the recipient cocun-ry to
prevans export to the U.S. of rore than 20
~arcent cf the enterprise's annual
producticn curing the life of the loan, or
s the reguirezent to enter into such an
eezent been waived by the President
zuse of a national security interest?

W Uy
au "

o Mm

19. Davelopment Objectives (FAA
Secs. 102(a), 111, 113, 281(a)): Extent
o vhich activity will: (1) effectively
invslve tha poer in cevelopment, by
exzanding zccess to econony at local
le.el increazsing labor-intensive
;r:~":t;cn ans the use of appropriate
smem M cmwoodlne investment cut froo

N/A

N/A
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cities to small towns and rural areas, and
insuring wide participation of the poor in
the benefits of develcopment on a sustained
basis, using the appropriate U.S,
institutions; (2) help develop
cooperatives, especially by technical
assistance, to assist rural and urban poor
to help themselves toward better life, and
otherwise encourage democratic private and
local governmental institutions; (3)
support the self-help efforts of
developing countries; (4) promote the
participation of women in the national
economies of developing countries and the
improvement of women's status; and (5)
‘utilize and encourage regional cooperation
by developing countries?

20. Agriculture, Rural Development
and Nutrition, and Agricultural Research
(FAA Secs. 103 and 103A):

a. Rural poor and small
farmers: If assistance is being made
available for agriculture, rural
development or nutrition, describe extent
to which activity is specifically designed
to increase productivity and incoms of
rural poor; or if assistance is being
made ava:‘lable for agricultural research,
has acccunt been taken of the needs of
small farmers, and extensive use of field
testing to adapt basic research to local

conditions shall be made.

b. Nutritien: Describe extent
to which assistance is uscd in
coordination with efforts carried out
under FAA Section 104 (Population and
Health) to help improve nutrition of the
people of developing countries through
encouragement of increased production of
crops with greater nutritional value;
improvement of planning, research, and
education with respect to nutrition,
particularly with reference to improvement
and expanded use of indigenously produced
foodstuffs; and the undertaking of pilot
or demonstration programs explicitly
addressing the problem of malnutrition of
poor and vulnerable people.

Program will emphasize
increased provision of
opportunities and services to
sniallaest landholders, those
with lass than 1.5 ha.

Program includes two
activities which support
strengthening of food security
and nutrition monitoring and
policy/project development.
Also, agroforestiry tachniques
which will be promoted will
substantially increase yields
of important food crops
without use of expensive and
scarce chemical fertilizer.
Both of these sets of
activities will assist poor
and vulnerable people.
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c. Tlocd security: Describe
extent to which activity increases
national food security by improving food
policies and management and by
strengthening national food reserves, with
particular concern for the needs of the
poor, through measures encouraging
domestic production, building national
food reserves, expanding available storage
facilities, reducing post harvest food
losses, and improving food distribution.

21. Population and Nealth (FAA Secs.
104(b) and (c)): If assistance is being
made available for population or health
activities, describe extent to which
activity e -ohasizes low-cost, integrated
delivery s.stems for health, nutrition and
family planning for the poorest pecple,
with particular attention to the needs of
mothers and young children, using
paramedical and auxiliary medical
personnel, clinics and health posts,
comnmercial distribution systems, and other
mcdes of community outreach.

22. PRducation and Human Resources
Development (FAA Sec. 105): If assistance
is being made available for education,
public administration, or human resource
development, describe (a) extent to which
activity strengthens nonformal education,
makes formal education more relevant,
especially for rural families and urban
poor, and strengthens management
capability of institutions enabling the
poer to participate in developrent; and
(b) extent to which assistance provides
advanced education and trzining of people
of developing countries in esuch
disciplines as are required for planning
and implementation of public and private
development activities.

23. ZRnoergy, Private Voluntary
Organisations, and Selected Devealopment
Activities (FAA Sec. 106): If assistance
is being made available for energy,
private voluntary organizations, and
selected development problems, describe
extent to which activity is:

See Section 20 b. above.

N/A

Training of agriculture
college researchers is
planned. Training will be for
purpose of developing skills
useful for policy analysis and
conducting field research to
determine impact of policies
and other actions on the rural
population.



a. concerned with cdata
collection arnd analysis, the training of
sKkilled personnel, research cn and
developzent of suitable energy scurces,
and pilot projects to test new rethods of
energy production; and facilitative of
research on and developzent and use of
szall-scale, decentralized, renewable
erergy sources for rural areas,

mrhasizing developzent of energy
resources which are environ-entally
acceptable and require minizum capital
investcent;

b. concerned with technical
cooperation and develcprment, especially
with U.S. private ard voluntary, cr
regional and international dasvelcprmens,
crzanications;

€. research into, angd
evaluation of, eccnozic developrant
prccesses and technicues;

d. reconstructicn after na+tural
Cr manmade disaster and pregrans
cisaster preparedness;

-
-

-
- -

e. fcr special develorrent
croblems, and to enable proper utilizaticn
of infrastructure and related projects
funded with earlier U.S. assistance;

£. for urban developzent,
especially srall, labor-intensive
enterprises, rarketing systens for small
producers, and financial or other
instititions to help urhan poor
participate in economic and social
developoent.

N/A

U.S. PVOs are expected to

participate in program
activities, in particular the

development of farmer
organizations.

A cooperative agreement with a
U.S. university will support
such research conducted
through the agriculture
college.

N/A

N/A

N/A
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CRITERIA APPLICABLE TO ECONOMIC SUPPORT
FUNDS ONLY

1. Bconomic and Political stadbility
(FAA Sec. 531(a)): Will this assistance
promote economic and political stability?
To the maximum extent feasible, is this
assistance consistent with the policy
directions, purposes, and programs of Part
I of the FAA?

2. Military Purposes (FAA Sec.
531(e)): Will this assistance be used for
military or paramilitary purposes?

3. Commodity Grants/Beparate
Accounts (FAA Sec. 609): 1If commodities
are tc be granted so that sale proceeds
will zccrue to the recipient country, have
Special Account (counterpart) arrangenents
been made? (For FY 1991, this provision
is superseded by the separate account
requirements of FY 1991 Appropriations Act
Sec. 575(a), see Sec. 575(a)(5).)

4. Generation and Use of Local
Currencies (FAA Sec. 531(d)): Will ESF
funds made available for commodity import
programs or other program assistance be
used to generate local currencies? If so,
will at least 50 percent of such local
currencies be available to support
activities consistent with the objectives
ot FAA sections 103 through 106? (For FY
1991, this provision is supersedoed by the
separa.e account requirenments of FY 1991
Appropriations Act Sec. 575(a), see Sec.
$75(a) (5).)

5. Cash Traasfer Requirements (FY
1991 Appropriations Act, Title II, under
heading "Economic Support Fund," and Sec.
§75(b)). If assistance is in the form of
a cash transfer:

a. Seperate account: Are all
such cash payments to be maintained by the
country in a separate account and not to
be commingled with any other funds?

N/A

0]
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b. Local currencies: Will all
local currencies that may be generated
with funds provided as a cash transfer to
such a country also be deposited in a
special account, and has A.I.D. entered
into an agreezent with that government
setting forth the amount of the local
currencies to be generated, the terms and
conditions under which they are to be
used, and the responsibilities of A.I.D.
and that governzment to monitor and account
for deposits and disbursements?

c. U0.8. Covernment use of local
currencies: Will all such local
currencies also be used in accordance with
FAA Section 609, which requires such local
currencies to be made available to the
U.S. government as the U.S. determines
necessary for the requiremants of the U.S.
Governnment, and which requires the
remainder to be used for programs agreed
to by the U.S. Government to carry out the
purposes for which new funds authorized by
the FAA would themselves be available?

d. Congressional notice: Has
Congress received prior notification
providing in detail how the funds will be
used, including the U.S. interests that
will be served by the assistance, and, as
appropriate, the economic policy raforms
that will be promoted by the cash transfer

assistance?

DRAFTER:GC/LP:EHonnold:5/17/91:2169J



Annex H

UEMORANDUM
TO: AFR/SA Keith Brown
FROM: GC/AFR m@’tﬁec Kleinjan
SUBJECT: Malavi ASAP Program - Buapers and Section S21(a)
DATE: April 18, 1991

Problam: The ASAP progran proposes to support Govarnment of Malavi
policy reforms affecting the production of burley tobacco, which is
an export crop in Malawi. It also propeses to finance technical
assistance, training and studies, although it was unclear at the
PAIP stage as to vhether they would relate to burley. The PAIP ECPR
requested AID/W to examine the markets for U.S. and Malavi burley
to determine whether they are the same, similar, or competing
comnodities such as to require an examination of the other factors
involved with Bumpers and section S$21(a) of the FY 1391 Foreign
Assistance Appropriations Act.

Discussion: Section S52ifa) of the FY 1991 Poreign Assistance
Appropriations Act prohibits the use of furds appropriated by that
Act to finance any assistance for establishing or expanding
production of any commodity for cxport by any country other than
the U.S. if the commodity is likely to bs in surplus on world
markats at the time the resulting productive capacity is expected
to become operative and if the assistance will cause substantial
injury to U.S. producers of

commedities

The Bumpers Anendment ([section 521(b)) prohibits the use of DA
(including DFA) funds for certain interventions (including certain
studies, consultancies, publications, conferences or training) in
connectior with the growth or production in a foreign country of an
agricultural commedity for expert

A pemorandum from AFR/TR/ARN Tom Hobgood to you, dated Pebruary 7,
1991, ccncludes that U.S.-produced and Malawi~produced burley are
(1) different commodities and ([2) are not competing commodities,
for several reasons, including differing quality and the fact that
they occupy different market niches. Since they are not the same,
similar or coapeting commodities, the proposed ASAP activities
would not violate either section S21(a) or Bumpers, and it is not
necessary to examine the other factors under those statutes.

cc: AFR/TR/ARN Tom Hobgood
“KFR/SA Sydney Anderson
AFR/PD/SAP Cynthia Rozell



AGENCY FOR INTERNATIONAL DEVELOPMENT
BUREAU FOR AFRICA

Otfice of Technical !lnoureu
Washington, OC 20323-1818

February 7, 1991

MEHQRANDUY
TO: Keith Brown, AFR/SA
FROM: Tom Hoéa'o , AFR/TR/ANR

SUBT:~- Malawi's Burley Tobacco Production: Does it compete with
U.S. Burley Tobacco Exports?

REF:

ISSUE: Does the "Bumpers Amendment" prohibit USAID from
assisting the government of Malawi make policy changes intended
to increase the production of burley tobacco for export to the
international market?

BACFGROUND: The "Bumpers Amendment" generally prohibits USAID
from providing financial assistance aimed at increasing the
production of certain agricultural commodities in countries where
those commodities will be sold on world markets in competition
with the same commodities produced by U.S. farmers.

DISCUSSION: Burley tobacco is Malawi's major export crop,
averaging about 30,000 metric tons annually and representing
about 16 percent of the world market. It is produced on larger
“"estates" only, and government policy prohibits the vast majority
of Malawi's poor smallholders from growing burley. The U.S.
annually exports about 45,000 tons, representing about a 22
percent share of the burley market. However, USDA/ERS tobacco
analysts contend that the U.S. and Malawi are not really
competitors in the burley market due to very significant quality

ig8. U.S. burley is of such high quality that its price
averages more than 200 percent that of Malawi's burley tobacco.
Thus, it is essentially a different commodjity and actually
occupies a different market niche--and is purchased by different
buyers and processed into different final products. Thus,
increased burley production by Malawi does not appear to threaten
the U.S. burley export market. (Attached are two figures which
support this analysis.)



CONCLUSIONS: USAID efforts to encourage the government of Malawi
to allow smallholders to grow burley tobacco for export does not
violate the spirit of the "Bumpers Amendment". Bureau legal
advisors will have to determine whether such action would violate
the "letter" of the law.

Attachments

Copy:

Lange. Jepson, AFR/TR/ANR
JoAnn" Hale, ADO, USAID/Malawi

Drafted by George Gardner, AFR/TR/ANR
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ACTION MEMORANDUM FOR THE DIRECTOR, USAID/MALAWI]

Date: September 26, 1991 ) L
From: David E. McCloud, PIDLSZZ/E e
Subject: Agricultural Sector Assistance Program (NPA No. 612-0239) -

Local Currency Account

Problem: Your approval is requested for a determination that the special
account for deposits of local currency under the Agricultural Sector
Assistance Program (ASAP) will not be required to be interest-bearing nor to
be placed in a deposit-taking institution.

Backgroynd: Current guidance on programming and managing host country-owned
local currency, as presented in State 204855 dated 21 June 1991, states,
"A.1.D. policy favors that local currency be placed into an interest-bearing
account in a deposit-taking institution ... so long as such accounts are
permitted under host country law and regulation.” Under ASAP, a local
currency special account will be required for deposits based on program dollar
disbursements.

: The Mission has held talks with the Reserve Bank of Malawi and
the Ministry of Finance on the issue of the establishment of the required
local currency special account. Based on the provisions of the Reserve Bank
of Malawi Act, the Government of Malawi (GOM) holds its central government
accounts with the Reserve Bank. Other than a couple of exceptions approved by
the Minister of Finance and the Governor of the Bank, e.g. for the Post Office
Savings Bank, the Bank does not maintain any interest-bearing accounts, nor is
the Bank a deposit-taking institution. (It holds commercial bank reserves,
but does not pay interest on these.) In sum, requiring the GOM to establish
an interest-bearing account in a deposit-taking institution for the ASAP local
currency special account would contradict host country policy and regulation.

The altirnative to the Mission is to establish a noninterest-bearing special
account with the Reserve Bank, as has been done under the Malawi Enterprise
Development Program. This action would conform with current GOM regulations.

In accordance with the above-mentioned guidance, a written determination not
to follow A.1.D.’s preference for interest-bearing accounts may be made by the
Mission Director.



That, by signing below, you approve a determination that the
local currency special account which will be established under the
Agricultural Sector Assistance Program (612-0239) will not be required to be
an interest-bearing account in a deposit-taking institution.

Approved: 4»-4/ &. 7f¢u-&?_

Disappproved:

Date: -27&7- /77/

Clearances: PID:TLofgren: /fk : Date:_9/#
PAE:RMahoney: Date /
AFS:JTHale: Date )/
CONT:RBAmip: Date
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ANNEX K

BIBLIOGRAPHY OF REPORTS CONTRIBUTING TO ASAP DESIGN

Ariza-Nino, Edgar, USAID/Malawi
5/91 Women Farmers and Agricultural Policies in Malawi

Atokorala, Vimal; Batchelder: Gardener; and Wane:
4/90 Reform in Government Provision of Fertilizer to Malawian
Smallholder Farm Families, 1985-87

Atokorala, Vimal; Batchelder: Gardener: and Wane:
12/90 The Malawi Fertilizer Subsidy Reduction Program: The
Impact of the African Economic Policy Return Program

Berger, Louis International, Inc.
Report on Services to Promote AgroIndustrial Davelopment

in Malawi
Blakrishnan, Revathi Dr., USAID/Malawi
6/91 MARE Women'’s Income Generating Activities
Carr, S.J.
10/88 Symposium on Agricultural Policies for Growth and
Development
Carvalho, Joe, REDSO/ESA
6/91 Smallholder Production and Marketing of Burley Tobacco in
Malawi

Christiensen, Robert E.
Markets, Marketing Boards and Cooperatives in Africa:
Issues in Adjustment Policy

Christiensen, Robert; Tower; Wyeth; and Gladwine
The Impact of the Fertilizer Subsidy Removal Program of
Smallholder Agriculture in Malawi

Christiensen, Robert and Kydd, Jonathan G
1/90 The Political Economy of Agricultural Policy Formulation
in Malawi 1960-87

Christiensen, Robert and Southworth, Roy V.
11/88 Agricultural Pricing and Marketing Policy in Malawi:
Implications for a Development Strategy

Deloitte Haskins & Sells Management Consultants
10/89 Nerthwest Mzimba Smallholders Tobacco Project Management
Study



Deloitte Haskins & Sells Management Consultants
5/90 Review of the MOA’s Project and Programme Portfolio

Department of Agriculture
3/87 Fertilizer Responses in Maize: Yields and Returns As
Derived :'wrcm the Annual Survey of Agriculture

Dickerson, Carol W. and Block, Peter C.
10/89 Land Tenure and Agricultural Productivity in Malawi

Duncan, A.
4/90 The Impact of Pricing Policy on Tobacco Tenancy in Malawi

Fitch, James and Carvalho, Joe; Institute for Development
Anthropology, University of NY at Binghamton

4/91 Estate Farm Management in Malawi
Fletcher, Michael, VOCA
7/91 Burley Marketing Structures Proposal
FAO
12/82 Diversification of Smallholder Agriculture in Malawi
FAO
1988 Establishment of Tobacco Research & Development
Organization, Malawi
FAO
1989 Agricultural Produce Marketing - Malawi

Frischtak, Claudio
10/90 Adjustment and Constrained Response : Malawi at the
Threshold of Sustained Growth

FSNU, EP&D, GOM
10/89 Food Security & Nutrition Bulletin Vol. 1 ¢ 2

FSNU, EP&D, GOM
7/90 Food Security & Nutrition Bulletin Vol. 2 # 1

FSNU, EP&D, GOM
3/91 Food Security & Nutrition Bulletin Vol. 3 # 1

FSNU, EP&D, GOM
5/91 Enhancing Food Security & Nutrition in Malawi



Gandhi, vasant P. and Desai, Gunvant M.
6/89 Factors Affecting Fertilizer Consumption Levels in

Sub-Saharan Africa: A Cross-Country Prospective

Hall, Peter A and Nankumba, John
10/88 Overview of Donor Experience and Coordination in the

Agricultural Sector in Malawi

Henry, Bernard G., USAID/Malawi
2/91 ASAP- Financial Analysis of Public Sector

Hourticq, Joel
3/91 The Fertilizer Subsector in Malawi: Background Paper for a
National Strategy

International Fertilizer Develcopment Centar
8/89 Malawi Smallholder Fertilizer Marketing Study

Jaffee, Steven M. .
3/91 Agricultural Trade Diversification in SADCC Countries:
Prospects & Constraints

Kamwendo, P.C., MOA, GOM
10/90 Brief on the Implementation Arrangements For Smallhclder
Burley Tobacco

Kandoole, B.F.
1990 Structural Adjustment in Malawi: Short-Run Gains and
Long=-Run Losses.

Kasungu ADD
1991 Proposed Marketing Procedures for the Smallholder Burley
Tobacco Under ASAC.

Kydd, Jonathan L
1/89 Maize Research in Malawi : Lessons from Failure

Kydd, Jonathan
2/89 Building Agricultural Research Capacity

Kydd, Jonathan, and Christiensen, Robert
1982 Structural Change in Malawi Since Independence: Large-Scale
Agriculture. World Development 10(5): 355-375



Lele, Uma
10/88 Structural Adjustment, Agricultural Development and the
Poor: Lessons from the Malawian Experience

Lele, Uma and Christiensen, Robert E.
5/88 Markets, Marketing Boards and Cooperatives: Their Role in

Agricultural Development

Lele, Uma: Christiensen, Robert E. and Kadiresam, Kindhavi
Issues in Fertilizer Policy in Africa: Lessons from
Development Programs and Adjustment Lending, 1970-87

Maida, J.H.A. Dr., GOM
Functions and Requirements: Department of Research and
Environmental Affairs

Malindi, E.S. and Kainja, A.P.
10/90 Agroindustries: Past, Present and Future

Manson, Grasimo Bulla
1982 1Input Demand and Supply Response Behavior of Malawian
Smaliholder Farmers

Mark, A.G.
3/90 Malawi: Study of Smallholder and Estate Tobacco Growing and
Marketing

MASDAR
1/91 Strengthening the Management of the Smallholder Farmers'’
Fertilizer Revolving Fund of Malawi

Ministry of Agriculture
1/90 Five Year Extension Strategy Plan

Ministry of Agriculture
9/89 Agrotechnology Transfer Using Biological Modelling in Malawi

Mkandawire, Richard M. and Ferguson, Ann
€/90 Smallholder Agriculture, Food Security and Zstate Expansion
in Malawi : A case Study of Salima Agriculture Development
Division

Mkandawire, Richard M.; Jaffee, Steven and Bertoli, Sandra,
Institute for Development Anthropology, University. of NY at
Binghamton

09/90 Beyond Dualism



Mkandawire, Richard M.; Jaffee, Steven and Bertoli, Sandra,
Institute for Development Anthropology, University. of NY at
Binghamton

4/91 The Migrant Smallholders

Mkandawire, Richard M. and Phiri, Chimimba D.
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ANNEX L
MALAWI AGRICULTURAL SECTOR ASSISTANCE PROGRAM

Qther Donor Programs

1. World Bank
The World Bank agricultural portfolio includes:

The Agricultural Sector Adjustment Program (70 million). A comprehensive
macro-economic policy program involvina sectoral policy reforms in Maize
research, fertilizer availability and .u.bsidy, agricultural marketing and
pricing policy, food security and policies to strengthen estate agriculture;

The Agriculture Extension and Planning Program ($11 million), designed to
strengthen the Ministry of Agriculture’s (MOA) analytical and long-term
planning capability and strengthen the material extension system;

The Smaiiholder Credit Program (9 million) is providing funding for Malawi’s
Agricultural Credit System as well as training, technical assistance, supplies
and equipment;

The National Agricultural Research Project ($24 million) provided buildings,
laboratories, equipment, vehicles, training and technical assistance to
strengthen the national agricultural research system; and,

Other projects in the portfolio include the Wood Energy Project ($16 million),
Agriculture Marketing and Estate Development ($14 million), Estate Extension
Se;:ice; and capital assistance to the National Rural Development Program ($16
million).

The World Bank is proposing an Agricultural Services Project (ASP). The
Government of Malawi is initiating studies which would lead to the Project
Preparation Report. One of the major objectives of the project will be to
increase the productivity of the marginal (less than 0.4 ha) farmers through
increasing their access to means of producticn, technology, inputs, credit and
marketing. This would imply intensifying agricultural services on these
farmers without diluting the efforts to provide services to the bigger
smallholders under cn-going World Bank projects.

2. The Eyropean Community

The European Community’s investment in the agricultural sector comprises the
Smallholder Fertilizer Buffer Stock Phase I and II ($40 million). This
program provides a 70,000 MT fertilizer buffer stock stored in 3 main
distribution centers.

The Agricultural Development District Support Program ($13 million) provides
capital assistance to the districts of Salima, Ntchisi, and Nkhotakota.
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The Smallholder Coffee Authority Program ($4 million) provides technical
assistance to support the smallholders in the North of Malawi to extend
the coffee growing area and to increase the number of registered

growers. Similarly, the Smallholder Tobacco Program ($4 million) and the
Smallholder Tea Authority Project ($9 million) provide funding for
infrastucture and equipment and also credit and research.

Other European Community’s programs are the Regional Tsetse and
Trypanosomiasis Control Programs ($1 million), the Central and Northern
Regions Fish Farming Project ($3 million), the Smallscale Self-help
Irrigation Project ($600,000), and SADDC Regional Projects emphasising
fisheries, forestry and wildlife and regional animal disease prevention
programs.

3. British Development Division
The British Overseas Development Assistance (0ODA) provides support to the

Forestry Research Institute of Malawi ($1 million) and the Tea Research
Foundation of Central Africa ($350,000).

0DA also provides funding for the Estate Extension Service ($1 million)
to provide technical assistance to conserve the natural resource base and
dev;lop other farm enterprises to reduce risks in predominance of tobacco
production.

Other programs in the portfolio are Macadamia Research ($437,000), the
Biological Control of Aphids ($1 million), Artisinol Fisheries
($450,000), Fire-fighting Equipment for the Viphya ($300,000) and Trials
on Photovoltalic Powered Furnace Fans for Flue-curing Tobacco ($35,000).

4.  Food and Agricultura] Organization

An overview of the FAO Program in Malawi includes Strengthening Land
Resource Evaluation Capacity ($25 million), Strengthening of Dropout
Distribution Systems for Increasing Smallholder Food Crop Production
($200,000), Regtonal Early Warning System for Food Security Phase II ($1
million), and S”rengthening Fishery Chyormation Systems ($100,000). Some
projects that sre in the pipeline are: On-farm Prevention of
Post-harvest Losses; Conservation Sustainable Utilization of Wetlands in
the SADCC Region; Mpwepwe Fisheries Training Center; and, Strengthening
Veterinary Laboratory and Field Services.

5. United Nations Development Program

The UNDP agricultural program includes support to tea research
($500,000), household food sacurity ($550,000) and increasing women
farmers productivity ($300,000). A fuel wood supply project ($1 million)
provides direct support to the Government of Malawi through the office of
the President and Cabinet. A targetted nutrition intervention ($100,000)
is a new pilot project.



6. German Aid

The German Government is providing funding for a variety of agricultural
projects including over ($3 million) in fertilizer annually for the
smallholder sector. The farmers are involved in fisheries and
agricultural development ($2 million) at Lake Chilwa, beekeeping (51
million) in Mzuzu, Livestock development (2.5 million) nationwide and
basic animal health services (1.7 million). They have an on-going
National Rural Center Program which involves the construction of centers,
management training and finally self-help projects for small farmers
($2.6 million) including a women in development income generation
component. Under technical cooperation, the Republic of Germany is
supporting Liwonde ADD ($2 million), and is involved in research and
practical application with the Post-harvest and Biological Pest Control
Program ($1 million). The German’s financial cooperation programs
include the fertilizer donation, funds for the World Bank’s structural
adjustment program, rural water supply support and rural hydropower.

7. UNICEF

UNICEF is involved in a small ($75,000) agricultural credit program in-
Mangochi, Nkhata Bay, and Ntchisi. UNICEF is also funding research
studies in food and nutrition, effects of macroeconomic adjustment
policies, women in development, primary health care and rural water
supply with the Advocacy and Social Mobilization Program ($250,000).

8.  Japanese Aid

Japan has traditionally provided commodity assistance, including
fertilizer and has indicated interest in providing approximately $30
million to ASAC.

9.  Netherlands
The Netherlands is contributing $5 million to ASAC.
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RESCRIPTION OF CROPS PRODUCED [N MALAWI

Agricultural production has always dominated the economy in Malawi, with
relative shifts of importance between its two major sub-sectors: estates and
smallholders. At independence in 1964, smallholders cultivating customary
lands contributed 51% to Malawi’s GDP, of which 10% represented marketed
output and the balance derived from subsistence agriculture. At this point in
time, the estate sector accounted for only 4% of GDP. Twenty years later, the
smallholder contribution to GDP had dropped to 32%, and estate production had
risen to approximately 7% of GOP. This was due in part to a series of
preferential policy arrangements which supplied inexpensive financing and
labor to the estate secter in the 1970s. Preferential access to commercial
bank lending and indirect subsidies ficom smallholder agriculture largely
fuelled the dramatic expansion of estates at the expense of growth in the
smallholder sector. At the end of the 1970s smallholder production was at the
same level as at the heginning of the decade -- a decline of about one third
in per capita terms. Over recent years, smallholder production which was sold
to ADMARC, the parastatal marketing organization, for a fraction of the market
price continued to subsidize the growth in estate export agriculture at the
expense of growth in the smallholder sector.

Malawi’s main agricultural resources are land and labor. Forty percent of the
country’s land base is considered arable and nearly all of this resource is
fully utilized. Land pressures are skewed: 1in the South 50% of the
population resides on 25% of the land; approximately 40% of the population
live in the Central region; and, 10% are located in the north where soil
fertility levels are lowest. In a labor surplus economy, the labor use
intensity requirements for various crops are important considerations:

tobacco production is by far the greater labor absorber with 1300 person
days/ha, followed by cotton with 300 days/ha; sunflower, 174; groundnuts, 164;
beans, 164; HYV maize, 163; and local maize, 144. Use of machine power and
animal power for land preparation and other field operations is extremely
rare. More than 98% of the cropped area is rain-fed, with only one annual
rainfall season.

Export Production

Tobacco, tea and sugar are Malawi’s primary export crops, followed by arabic
coffee, macadamia nuts, cashew nuts and guar beans. Tobacco is the most
significant crop by far, accounting for over 30% of GOP and over 60% of total
domestic export earnings. It is exported to manufacturers in 60 countries
through one of four buyers, and has been processed for domestic markets since
1942 by British American Tobacco (BAT).
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The tobacco estates, which until 1990 were the only legal producers of
flue-cured and burley tobaccos, were owned by the Malawian political elite in
the 1960s and the 1970s. However, the estate sector has dramatically altered
in ownership composition and size during the 1980s. In 1980 there were 814
burley estates with an average quota of 20,000 kg each. By 1989 there were
more than 9,000 burley estates with an average quota of 7,000 kg each. Today,
approximately 15,500 estates produce 85 million kg of burley tobacco on 70,000
hectares, with 70% of these estates having landholding of less than 30
hectares and with 50% of the producers having average quotas of 5,000 kg each.

Burley tobacco, as an estate crop, is generally grown under a tenancy system
established in 1920. Under this system the tenants live on the estates,
produce the crop on estate-owned land using estate-furnished production inputs
advanced on credit, are supplied with monthly maize rations, and sell tobacco
to the estates at government administered prices.

Smallholders are allowed to grow four types of tobacco on customary land:
northern division dark fired, southern dark fired (more 1ightly fired),
sun-air cured, and oriental. In 1990, 73,000 smallholder growers (6% of
smallholder families) produced 15,000 million kg of tobacco on 30,000
hectares. Smallholders must market all their tobacco production through the
parastatal marketing corporation, ADMARC, which passes through only one fifth
of auction floor prices to smallholder tobacco growers.

Until recently, Malawi dominated the export market for dark fired tobacco.
But, with the relatively low purchase prices offered by ADMARC and expensive
fuel requirements for processing (6 to 14 cubic meters of timber per 1,000 kg
tobacco), smallholder production and exports declined from 15,000 tons in 1985
to less than 5,000 tons four years later. Malawi was once a major world
exporter of dark-fired tobacco, and second only to the USA as a producer.
However, Malawi’s share of the dark-fired world trade fell from 60% to 33%,
which caused buyers to explore other sources of supply. The sector as a whole
does not look encouraging in terms of future world trade, as a result of the
trend towards lighter blended cigarettes. With the added pressure of health
concerns this market is expected to stagnate or decline over the next decade.

Unattractive returns on investment also prompted the decline of smallholder
sun-air cured tobacco -- the most environmentally clean of all Malawi’s six
types of tobacco. Production fell from 1,600 metric tons in 1985 to a mere
372 metric tons in 1989. Both area and yields plunged in response to
disappointing price signals. Smallholders also cut back on physical and
managerial inputs, causing production to fall in an almost uninterrupted
slide. Yields declined from 300 kg/ha in 1980 to 195 kg/ha in 1988,
Traditionally, Malawi has been a minor contributor to sun-air cured world
production of 1.5 million tons. Health concerns places a serious constraint
on a resurgence of the sun-air cured market due to high tar content.

Y
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Malawi is also a minor actor in the world production of 800,000 tons of
oriental tobacco. Malawi’s production of smallholder oriental tobacco
declined from a high of 600 tons in 1982 to 100 tons in 1988. The total crop
is currently marketed privately to South Africa and Germany, and Malawi is
unlikely to produce sufficient supplies to encourage expansion into other
markets with greater demand levels.

In 1991, eight thousand smallholders registered with ADMARC to grow a total of
1.1 million kg of burley tobacco on a pilot basis under World Bank funding.
Malawi is well placed to take advantage of the swing towards lighter tobacco,
as exemplified in burley. Malawian burley also has excellent natural
characteristics which provide a comparative advantage in world markets.

Growth in Malawi’s burley market could easily reach 100 million kg next year
from a 70 million kg trade demand for 1990-91. Returns on burley sold
directly on the auction floors are 6 to 10 times those of high yielding
varieties (HYV) of maize and absorbs 8 times the amount of labor per unit land.

Tea is produced on estates owned largely by British firms. There are
approximately 3,700 smallhodlers who grow approximately 2% of the tea on 11%
of the tea area, under the supervision of the Smallholder Tea Authority which
pays ‘less than 10% of the final market value of the crop for an average
smallholder income of K800. At present, the potential for expanded tea
production is almost entirely dependent on yield increases, since little
additional land suitable for growing tea exists. The higher and more evenly
distributed rainfall and high altitude conditions found in the Southern region
are not duplicated elsewhere in Malawi. Total exports of 42,000 tons in 1990,
generated $47 million in export revenue or 13% of total domestic exports.

The sugar industry is comparatively new, growing in significance from the
early 1970s with joint ownership between the government and multinational
firms, under Lonrho Limited management. Until 1979, Malawi was a net importer
of sugar. The Sugar Corporation of Malawi (SUCOMA), established in 1970 is
the larger of the two sugar estates with 9,300 hectares. The Dwangwa Sugar
Corporation was established nine years later on 5,900 hectares organized under
the Smallholder Sugar Authority. The smallholders are paid approximately 25%
of the proceeds from the sale of their cane with average payments to farmers
being K4,500. An ethanol plant was established in 1982. Approximately 25% of
the current production of 200,000 tons is sold on the domestic market as
refined sugar and the balance is exported as raw sugar. Malawi has a 20,000
ton quota for exports to the EEC and a 10,000 ton quota for the USA. In 1990,
60,000 tons of sugar were exported at a total value of $30 millijon.

Arabica coffee is a major crop with a few hundred smallholders growing 7% of
the coffee on 520 hectares in the northern area under the Smallholder Coffee
Authority. There are 12 estates producing 200 tons of coffee from 869
hectares in southern highlands. Malawi will never be a major producer of
coffee due to 1imited suitable Tand area with the required rainfall and
temperature conditions. Coffee ranks fourth as a foreign exchange earner with
1990 receipts totaling $12 million.
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Macadamia was introduced into Malawi in 1930, and is essentially grown as an
estate crop with major orchards in the south on large tea plantations and in
the north at Nkhata Bay. A total of 800 hectares is registered with the
Malawi Tree Nut Authority, which issues production licenses. There is limited
smallholder production in Ntchisi totalling 20 hectares. The long gestation
period of 5 years to first crop and 15 years to full maturity constrains
smallholder production. Malawi’s annual production of 17 tons is the smallest
of the six world producers, dominated by Hawaii which accounts for 85% of
world macadamia production.

Cashew trees are grown commercially along the central and southern lakeshore
area. ADMARC’s annual purchase of raw nuts from smallholders averages
approximately 70 tons. Several characteristics lend themselves to smallholder
production: cashew trees are drought tolerant, have minimal labor
requirements, low establishment costs, high economic value, and can be grown
in poor soils and rocky areas with low rainfall.  These conditions apply to
much of the area within 2 kilometers of the lake. There is considerable
potential for expanded production as suitable areas are currently unutilized.
It can be promoted in mixed cropping systems for smallholders and is suitable
for villagers whose primary source of income is fishing. Malawi’s small 1990
crop of 70 tons was exported to India for further processing by manual
methods. Cashews exhibit a high efficiency of resource use and offer a
promising role in crop diversification for Malawi.

Guar bean is produced by 25,00 smallholders on 7,5G0 hectares in semi-arid
areas in the Lower Shire Valley. This legume fits easily into crop rotation
with cotton, sorghum, and millet and does not compete with other crops for
labor use. Guar is used as a thickening, binding and stabilizing agent in the
0il, paper, mining and textile industries. Malawi’s supplies arrive on the
world market in the off-season months of April and May.

There was also a world demand for Malawian groundnuts, but exports stagnated
due to supply constraints that resulted from the producer price supplied by
ADMARC which was two-thrids of the export price. In the meantime,
international demand for groundnut types has shifted from the traditional type
of nut produced in Malawi -- the Chalimbana and the Chitembana varieties --
which was popular with the European confectionary trade due to good flavor,
long sheif 1ife and large size. The new processing equipment being used by
the trade does not cope well with the irregular nut shape of Chalimbana and
Chitembana. Research is exploring new varieties to meet the new trade demands.

Domestic Production

Approximately 1.3 million smallholder families cultivate customary land and
produce about 85% of the country’s food supply. They are critical to the
production of the nation’s food: maize, groundnuts, pulses, cassava, sorghum,
millet, and rice. Most food crops are grown for home consumption and the
state marketing board, ADMARC, only purchases about 20% of smallholder crops.
Subsistence needs absorb nearly the entire land and labor resource in the
smallholder sector. More than 50% of the smallholder families have plots less
than one hectare, which is insufficient, at current productivity levels, to

A
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supply the family’s basic nutritional needs. Approximately 25% of the
families 1ive on less than one half hectare. With increasing population
pressures on a fixed 1and base, and limited rural purchasing power for
fertilizer and HYV seeds, continuous monocropping has drastically reduced soil
fertility levels. Consequently, the majority of smallholder land and labor is
devoted to maize with disappointing returns and the necessity to resort to
off-farm employment for food supplements. The majority of households deplete
their food supplies 3 to 4 months before the annual maize harvest and become
net purchasers of their own staple food. Chronic malnutrition for half of all
rural children and seasonal under-nutrition for many low income adults help to
explain the low energy reserves available for the critical field operations by
adults.

Maize production accounts for approximately 85% of the total food crop area
and provides 75% of the nation’s caloric requirements. Only 15% of production
enters into domestic trade; the balance is consumed locally. The achievement
of large marketed surpluses gives the appearance of national food security;
however, low purchasing power precludes many rural householders from accessing
grain reserves. The trebling of maize purchases from smallholders in the
first half of the 1980s enabled ADMARC to fulfil the newly established
Strategic Grain Reserves to almost full capacity (180,000 tons) and to export
more than 300,000 tons of maize in 1983-86. However, ADMARC’s domestic sales
of maize fell during 1980-1985 from 108,000 tons to 86,000 tons, while total
consumption in this period declined from 1,211,000 tons to 1,115,000 tons
despite high population growth rates. Therefore, the success of generating a
marketable surplus at the national level has been against a background of a
worsening of food security at the household level. The volume of national
maize production does not meet the requirements of the nation as a whole. Per
capita production of maize is actually 20% below that of the nation’s nutrient
requirements.

At present, only 30% of the smallholders apply fertilizer and the vast
majority of this input is directed to low yielding maize varieties. Sixty
percent of all fertilizer purchases are made by smallholders: 50% of their
share is used on local varieties with half to one third the return of yields;
30% of smallholder fertilizer is used on HYV maize; 17% is applied to tobacco;
and the balance to other crops. Inappropriate HYV maize varieties relative to
village storage and processing requirements have resulted in low adoption
rates by farmers. Consequently, one million hectares of smallholder land are
devoted to local maize and only 0.3 million hectares are under HYV. This
situation should improve in 1991-92 with the release of 400 tons of a hard
endosperm HYV variety which is suited to village storage and processing needs.

Groundnuts rank second in importance to maize and are grown with almost no
purchased inputs but compete directly with maize for scarce land and labor.

It is grown by over 500,000 farm families, with nearly 200,000 hectares of
groundnuts traditionally cultivated by women. Smallholder groundnut
production has followed a downward trend from a 1988 level of 88,000 tons to
17,000 tons in 1990. Supply is extremely price responsive, and there has been
no consistent relationship between producer prices, ADMARC export earnings, or
national parity prices.
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Only 1,000 tons of wheat, or 6% of dom:stic consumption, are produced in
Malawi due to predominantly high temperitures which promote poor tillering,
early ripening and a reduced growth period. Sorghum and millet are
traditionally grown in the drier areas of the Shire Valley and the southern
lakeshore area and are principally used in the home brewing of traditional
beer.

Current 100,000 smallholders, or less than 8% of the smallholder population,
grow 25,000 tons of seed cotton on 40,000 hectares with yields of 400 kg/ha.
It is especially important in the extreme southern areas which are too arid
for respectable maize yields. High labor requirements make cotton production
attractive, but low producer prices by ADMARC offset such advantages. Pest
control accounts for 80% of cash costs and low producer prices do not motivate
farmers to take adequate preventive measures.

Cotton is ginned into lint for export and for the local textile industry, and
seed for the local edible oil industry and animal feed. The value of the seed
is not reflected in ADMARC’s purchase prices. 011 seed production does not
meet local demand despite the fact that the average Malawian only consumes 10%
the amount of oil which the Mozambique refugees who are resident in Malawi
receive from international donors. 0i1 consumption in Malawi is one of the
lowest in Africa and in the world at only one kg per annum per capita.

David Whitehead Ltd., with Lorhro as its majority shareholder, is Malawi’s
sole textile manufacturer and purchaser of domestic cotton. The company has
operated at full capacity since 1981. The export cotton market is viewed as
residual since domestic requirements must be fully met before lint can be sold
on the international market. The anomaly is in permitting David Whitehead
Ltd. to operate as a monopoly with total freedom to determine its selling
price when prices at all earlier stages in the preduction cycle are
administered or negotiated. This is inconsistent with a policy directed at
putting cloth on the market at the lowest price after covering production and
marketing costs.
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TOBACCO INDUSTRY IN MALAWI

World production of tobacco averages 7.2 million tons, of which
Malawi accounts for 0.4% of the flue, 14% of the burley, and 4%
of the dark fired. World consumption of tobacco ig
approximately 6 million tons, with China in the lead at 2
million tons and the USA (0.6 million tons), USSR (0.5 million
tons), and India (0.4 million tons) following. World trade
totals 1.3 million tons of which Malawi accocunts for nearly
half in the burley trade, 11% in the dark fired trade, and 4%
in the- flue trade. In terms of ranking, Malawi is the second
largest burley trader, the third largest dark fired trader, and
the seventh largest flue trader. Whereas Malawi contributes
only 1.4% to world tobacco production, its total trade market
share is 7%.

Tobacco accounts for over 30% of Malawi’s GDP and over 60% of
its total domestic export earnings. The tobacco industry is
well developed with research and estate extension financed by
producer levies. Two separate mechanisms are in place for the
registration of tobacco licenses and production quotas on a
yearly basis: ADMARC and the MOA. ADMARC annually registers
and issues licenses to approximately 73,000 smallholder tobacco
growers and pvxchasns output at 40 markets. These licenses and
quotas are for dark fired, sun-air cured, and oriental tobacco
only. In 1990 ADMARC issued licenses for 6,000 burley growers
for the first time. The MOA annually issues licenses and
production quotas to tobacco estates against an annual
estimated production target issued by the the Tobacco Export
Association of Malawi (TEAM) to the Tobacco Control Commission
(TCC) . These license and quotas are for burley and flue tobacco
only. ‘

The tobacco industry consists of buyers, growers, and related
support agencies ars described below:

Established in 1930, TEAM is a voluntary association of
buyers, exporters, packers, and manufacturers , and is financed
by contributions from its members. Established in 1963, TCC
is financed by the tobacco growers through a levy on the
auction floors (0.72 tambala/kg tobacco) and consists of 7
members from 4 organizations: two from the Tobacco Association
of Malawi (TAMA) representing estate growers, two from TEAM,
one from ADMARC representing smallholder growers, and one from
MOA. TCC has established 203 grades for flue and 69 grades for
burley.



TAMA was established in 1929 and is funded through producer
levies (1 tambala/kg tobacco sold on the auction floors). It
represents estate producer interests and guides the newly
established Estate Extension Systam, which is also financed
through estate tobacco growers (0.35% of gross sales). The
Tobacco Research Institute (TRIM) , established in 1980, is
financed by deductions on the auction floors (0.65% of gross
proceeds). Additional deductions from auction floors sales
include (1) classification fees of 0.76 tambala/kg, (2)
stabilization fees of 0.5 tambala/kg, (3) Auction Holdings fees
of 3.75% of gross proceeds, (4) stop orders for bank loans, and
(5) withholding tax of 5%.

Tobacco is exported to manufacturers in 60 countries through
' one of four buyers: Univeral ( represanted by Limbe Leaf),
Standard Commercial, Central Leaf, and 1Intebex Dibrell .
Universal, a U.s. company buys approximately half of the total
tobacco crop. Standard Commercial , another U.S. company, is
the second largest buyer at 27% of total production. The two
remaining companies purchase the balance: (1) Central Leaf,
composed of Cassale (U.K.) and A.C. Monk (USA) and (2)
Intebex (Belgium) Dibrell (USA). Malawi fully satisfies its
domestic requirements for cigarettes which are manufactured and
marketed by British American Tobacco (BAT) in Malawi since 1942
as Benson and MHedges, State Express, 555, Pilter King, Life,
Ascot, and Toa Tom.

With the excsption of oriental tobacco, all tobacco produced in
Malawi must be sold on the auction floors adainistered by
Auction Holdings, a private entity established in 1937 with
ADMARC as the majority share holder. From 15 April to late
October, Auction Holdings operates two floors in Limbe (7,000
bales a day) and in Lilongwe (10,500 bales a day --- the
largest tobacco floor in the wvorld). A farmer'’s sales sheet is
available within one hour of the tocbacco sale and deposits are
made directly to the grower’s bank account the folloving day.
To ensure orderly throughput and lack of congesticn, Auction
Holdings, in collaboration with TCC, issues delivery quotas to
all growers. A typical delivery quota for a grover of a 2,500
kg quota might be 4 bales a veek for 6 weeks. Adjustments are
announced by radio.

Estates purchase tobacco seed from Agricultural Trading
Corporation -, a subsidiary of Auctinn Holdings, and fertilizer
from OPTICHEM. OPTICHEM imports approximately 50,000 tons of
straight fertilizer annually and blends and granulates



fertilizer to produce product composition to match consumer
demands. Smallholders procure free tobacco seed and subsidized
fertilizer from ADMARC. ADMARC distributes approximately
100,000 tons of imported fertilizer, of which 17% is used by

tobacco growers.

In 1990, approximately 15,500 estate growers produced ' 85
million kg of tobacco (flue and burley) on 70,000 hectares
while 73,000 smallholder growers (6% of smallholder families)
produced 15,000 miilion kg of tobacco (dark fired, sun-air
cured, - and oriental) on 30,000 hectares. Essentially 15% of
Malawi’s tobacco is produced on one third of the total tobacco
land by 83% of the nation’s tobacco growers.

Press Holdings is a prominent actor among tobacco estates and
consists of two subsidiaries: General Farming with 3,600
hectares of flue tobacco (23% by value of the country’s flue
tobacco) and Press with 3,200 hectares of burley.

Q7238
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1. Introdyction

The Malawi Agricultural Sector Adjustment Program (ASAP) is designed to
broaden and equalize access to agricultural resources to achieve growth in
agricultural productivity, employment and incomes. The purpose will be
achieved through a combination of policy reform and project activities which
will resuit in opening opportunities for smallholder production and marketing
of high value cash crops and improvement in the terms and conditiuns of
employment in the agricultural sector. With the additional income generated,
it is assumed that smallholders will purchase high yielding maize varieties
and fertilizer which will permit increased food production on substantially
reduced areas of land as well as invest in the rural economy providing
additional employment. (**1.. Peters and Herrera’s 1989 study indicates that
as income increases more food is retaired for home consumption rather than
income being made available to purchase additional inputs. Their data on

" fertilizer use also suggests a trend for the intensity of land use to decline
with larger land holdings, larger areas under tobacco and higher incomes. In
addition among the small sample of land poor households who grew tobacco in
their study area, there was a tendency for them to produce less maize which
resulted in a shift of control over expenditures away from women and a greater
dependency on grain purchases. These initial findings call into question the
assumption that increased income will be used for the purchase of inputs to
increase productivity. However, the Ntchisi child survival project (FSNU Food
Security Bulletin, 1990) and a complementary study undertaken in Phalombe
(Engberg et all, 1985) show that giving land poor predominantly female headed
households assistance in obtaining credit for inputs significantly increased
yields of maize and resulted in continued use of hybrid seed and fertilizers.
Further work is required to determine the exact nature of the relationship
between income and increased input use for all categories of smallholders and
to define what constraints exist and how they can be eliminated.

**) In addition the program will address issues related to liberalization of
agricultural input marketing and supply systems and diversification of
marketing channels for all agricultural produce such that smallholders will no
longer be victims of monopoly pricing. The target population for ASAP is
smallholders with less than 1.5 hectares of land (75% of the smallholder
population, nearly five million people).

The main objectives of ASAP are:

- To allow small-scale farmers greater freedom of choice in production and
marketing by establishing multiple marketing channels, by increasing access to
rewarding commercial crops, and by diversifying sources of agricultural
inputs.

- To increase the equity and transparency of regulatory and contractual
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relationships in the agricultursl sector by increasing access to market
information, by clarifying terms and conditions of temancy and laborer
relationships, and by publicizing tobacco quota allocation criteria.

From a social perspective, the following questions arise:

- What is the current structure of employment, income distribution, and access
to land and other resources (credit, labor, inputs and extension advice)
among significant social groups within the agricultural sector? and;

- What are the constraints to increased production of all crops for different
social groups?

Because Malawi is experiencing fir-reaching structural transformation in the
agricultural sector, wa must x1so ask:

- What key underlying processes are causing changes in employment, income, and
resource access within the agricultural sector, and what is the direction of

change?

This social analysis provides preliminary answers to these questions, drawing
primarily upon the results of a small set of high-quality research and
analysis activities supportad by USAID/Malawi during recent years (see PAAD
bibliography).

2. Employment. Income gnd Resource Access in Malawi
Table 1. Employment and Income in Malawi, 1987

Sector Percent of Employment Percent of Income
Smailholders 72 34
Estates 9 7
Government 2 9
Industry/Business 10 50
Unemployed 7 0
Total 100 100

Sources: World Bank, Growth through Poverty Reduction, Tech-
nical Appendix 1, Table 2 (1989); Mkandawire, et al., Beyond
Dualism, Table 1.9 (1990); Reserve Bank of Malawi, Financial
and Economic Peview (1987); Sahn et al., Policy Reform and
Poverty in Maiawi, Table 25 (1989).

The sectoral distribution of employment and income in Malawi in 1987 is
illustrated in Table 1. At that time 14.6% of formal sector wage employees
were women, 70% of all full-time farmers were women and 25% of part-time
farmers were women - a category which has grown by 27.8% per annum since 1966.
(World Bank, 1990).

The active labor force is expected to double from 3.5 million today to 7
million in the year 2015. (World Bank, 1990). Given the overwhelming share of
the agricultural sector in employment, (nearly 3 million people) the majority
of new entrants into the active labor force will have to be accommodated in
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this sector. A task which can only be accomplished through increased
productivity and labor intensification. The resulting growth in agriculture
would lead to increased investment in rural areas and the generation of

additional employment opportunities.

The paragraphs below provide a closer look at two groups that are of
particular significance for the ASAP program: smallholders and estates. For
the moment, it is convenient to consider these groups separately, but in fact
key aspects of agrarian change in Malawi today emerge from the changing
nature of relationships between smallholders and estates, and neither can be
properly understood without considering the other, '

a. Smaliholders

During the 1970’'s, Malawi’s agriculture sector displayed one of the fastest
growth rates for GOP and exports in Sub-Saharan Africa. The main force behind
this was the rapid expansion of estate production of tobacco, fueled by
strongly preferential policy treatment. The benefits of this growth have not
spilled over into the smallholder sector, where productivity increases have
failed to allow either food production or the total value of smallholder
agricultural output to keep pace with population growth.

Malawi’s smallholder sector, 1.3 million households, produce 85% of the
country’s food supply and is squeezed by four main factors: (a) high rates of
population growth (3.7% per year between 1977 and 1987); (b) inadequate access
to land, which is reflected in declining per capita farm sizes and declining
ability to leave land fallow which, without adequate inputs and crop
rotations, has resulted in declining fertility (smallholder landholdings
averaged 1.5 hectares in 1968/69, but only 1.2 hectares in 1980/81, a 20%
decline in just over a decade); (c) low farmer adoption rates of HYV maize and
fertilizer (10.5% for the former and 33% for the latter in the 1981 NSSA
survey); and, (d) a set of national policies that have neglected the needs

of smallholder agriculture or that have transferred wealth from smallholders
to support investment in other sectors (Pryor 1988, Centre for Social
Research 1988, Kandoole 1990, Kydd and Christiansen 1982). Table 2 summarizes
some relevant aspects of smallholder agriculture in Malawi. No matter how much
land smallholders have, 80%-90% is planted to maize leaving only very small
areas for cash crop production.

75% of all smallholder households have less than 1.5 hectares of land. 20%
have between 1 and 1.49 hectares and are considered subsistence farmers able
to produce a small surplus in good years. However, 55% have less than one
hectare, which at current productivity levels will supply a maximum of 75% of
the family’s basic nutritional needs. 23% live on less than 0.5 hectares,
which yields only 27% of their consumption requirements. (World Bank, 1990).
As a result, over half of all rural children experience chronic malnutrition
and many low-income adults experience seasonal under-nutrition.

Smallholders with less than 1.5 hectares of land are more akin to peri-urban
gardeners than they are to a traditional farming population. Peters and
Herrera’s 1989 study has shown that 40% of all income derived by smallholders
including food retained for consumption comes from off-farm sources, 15% of
which comes from remittances from family members and that 50% of all reported
income is controlled by women. For households where cash crops are becoming a
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significant income source, there is a tendency for women’s access to and
control of income to decline. If present trends continue it is likely that the
majority of Malawi’s rural people will transform into landless or near
landless laborers, underscoring the importance of off-farm employment growth
for Malawi’s future.

Table 2. Smallholder Agriculture in Malawi, 1984/85

Holding Mean House X of % of Land % Land % Female
in Ha. Hold Size Holdings in Maize in Hybrid Headed

Households
<0.50 3.6 23.0 81.5 .6 42
.50-0.99 4.4 2.3 83.7 1.3 k! }
1.0-1.49 4.9 19.3 82.3 3.4 24
1.5-1.99 5.1 10.9 74.7 5.3 28
2.0-2.49 5.7 6.3 77.3 8.4 10
2.5-2.99 6.1 3.5 69.8 10.3
=>3.00 6.4 4.2 70.6 15.5 8
For female headed households the categories 2.0-2.99 ha. were
combined.
zg:grco: Kandolle (1990) & National Statistical Office,
a.

The three-way bind created by growing population, shrinkin? land resources,
and ineffective rural investment has consequences for rural people that are
familiar from elsewhere in East and Southern Africa: an increasingly skewed
distribution of land and income (both regionally and within communities); a
growing proportion of resource-poor, woman-headed households (30% throughout
tiie smallholder sector); a growing marginalization of agriculture, which
becomes a residual activity providing a less and less meaningful contribution
t2 household food and income; and substantial reliance on alternative,
non-farm sources of employment to meet basic subsistence needs. Lack of
opportunity in smallholder agriculture, especially for those with the smallest
landholdings, forces over haif a million smallholders to 1ive and work on
estates, still others seek employment on the farms of larger smallholders.

i. Women Headed Households

In Malawi 30% of smallholder households are headed by women, 72% of whom have
less than 1 hectare of land and cannot produce enough to meet their households
consumption requirements. This is roughly commensurate with other countries in
the region. The category "women-headed households” is not a homogeneous one.
The specific circumstances of women headed households makes a difference,
because a woman’s access to land, labor, 1ivestock and capital is largely
determined by the nature of her current and past association with men,
particularly with husbands or with male matri-kin in the South. Peters and
Herrera’s 1989 study suggests that 40% of woman headed households are headed
by women who have been divorced or widowed and 40% are headed by women who are.
married to Malawi based migrant workers. These households have relatively weak
access to resources and are significantly poorer than rural households
generally. However, women who are married to South Africa-based migrant
workers (20% of women headed households), have an average income doudble that
of other women-headed households and 40% higher than the rural average. The
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picture regarding women as farmers, however, remains bleak; as Ariza-Nino
(1991) points out, the policies and institutions that have st.. led Malawi's
smal1holder agriculture in general have had a particularly crippling influence
on the opportunities available to women farmers. Marginalization of
smallholder agriculture is felt most directly and deeply by women.

fi. Production of Cash Crops

A1l major cash crops are produced primarily by estates however, 4% of
smallholder land is under cash crops. (**2.. Cotton is grown on approximately
2% of the smallholder land area by 8% of the smallholder population. Tobacco
is grown by 6% of smallholder households who are registered with ADMARC vhich
supplies them with licenses, free seed and fertilizer on credit. In recent
years, farmers have received approximately one fifth of auction floor grices
for their tobacco. These price disincentives have all but destroyed the
international market for Malawian dark fired and sun-air tobacco. KFCTA has
initiated a scheme for 780 smallholders growing flue-cured tobacco who receive
40% of the proceeds of auction floor sales for their crop. Arabica coffee is
grown under the authority of SCA which has 10,000 members. In 1990 their
average incomes from the crop were K225. With declining world market prices
for coffee and limited suitable land area in Malawi, there is limited room for
expansion. 2% of Malawi’s tea crop on 11% of the tea area is grown by 5,004
smallholders under the supervision of STA. Last season they realized only 10%
of the firal market value of their crop but averaged incomes of K800.
Potential for expanded tea production is primarily limited to yield increases:
however, an additional 60 hectares will be added to the scheme this year. 200
smallholders also grow sugar under the supervision of SSA. They are paid
approximately 25% of the proceeds from the sale of their produce with average
incomes being K4,500. The scheme will be expanded by 800 hectares this year
and there is some potential for additional smallholder production on an
outgrower or contract basis. Finally macadamia nuts are grown by a few
smallholders under the supervision of MTNA in Ntchisi; however, long gestation
periods constrain smallholder expansion. (Dan Walz)**) Smallholders have
proven that they are aware of market forces by the considerable shifts in
production experienced when price incentives and price ratios between various
crops make it worthwhile. The low level of cash crop production in the
smallholder sector is therefore due to price disincentives offered by ADMARC,
the sole purchaser of smallholder cotton, tobacco and groundnuts; technical
and legal constraints; and the inability of subsistence farmers to take

risks. Few women are quota holders, and yet they provide an estimated 50% of
the labor required both on smallholdings and on estates. Therefore, women
undertake the field work without obtaining the direct benefits of quota
holding. (Ariza-Nino, 1991)

Until this year smallholders were legally prohibited from growing burley, the
most profitable type of tobacco. In 1990, a pilot smallholder burley
production scheme was approved whereby 9,060 smallholders in areas where the
average farm size was less than 1 hectare were identified and allocated a
quota of either 0.1 hectares or 0.2 hectares for burley production. Despite
the poverty focus of the smallholder burley scheme, it appears that the
majority of participants had more than 1 hectare of land and already exhibited
commercial cropping patterns. These were the only farmers with access to
sufficient capital to commence production when the promise of credit for
burley growers was not realized.

A



There is considerable potential for expanded smallholder production of burley
which, given the fact that Malawi has failed to meet its production targets in
recent years, is desirable. The Government of Malawi is committed to extending
the current smallholder burley production scheme to include 53,500
smallholders with less than 1 hectare holding quota allocations of 200 kg each
by 1995/96. However, if smallholders from the target population are to be
included, credit and extension services will have to be made available to
them. In addition, the considerable resistance from the estate sector to
anything but minimal and heavily controlled access to the crop must be

overcome.

The pilot smallholder burley scheme has not been fully evaluated, however,
discussions with farmers indicate that it has met with mixed success. Farmers
complaints have centered on their dissatisfaction over supply of puts and
ADMARC’s marketing performance. ADMARC did not pay farmers ¢45% or the rolling
three year average as promised, rather they paid an average of K1.19 per kg.
as opposed to the average auction floor price of K7-8 per kg. As a result,
only 377,000 kg. of the estimated total smallholder production of 1,320,000
kg. has been marketed through ADMARC. (Steven Shumba) Those farmers who sold
to ADMARC obtained negative returns on their crop while those who sold
i1legally to estates, at an average of K2.33 per kg., exhibited small positive
returns. (Conroy, 1991) If burely production is to have a favorable impact on
rural incomes and investment, farmers need to gain direct access to the
auction floor.

Another cash crop which lends itself to smiailholder production is cashew nuts.
The trees are drought tolerant and require minimal labor input. They also
have low establishment costs and the crop has a high economic value. Much of
the. 1akeshore within two kilometers of the lake is suitable for cashew
production and it should be encouraged as part of a mixed smallholder farming
system. To date, smallholders produce only 70 tons which is all marketed
through ADMARC.

Groundnuts, maize and pulses are also grown by smallholders primarily for food
but also for sale when the published prices for the coming season make it
profitable. These crops unlike the export crops are traditionally grown by
women though cultivation as a cash crop is also undertaken by men. They
require no purchased inputs, however, fertilizer use substantially increases
maize yields. Groundnuts compete with maize for land and labor and at present
ADMARC, as the sole purchaser of groundnuts pays less than two thirds the
export prices which acts as a disincentive to increased production.

1ii. Constraints to Increased Smallholder Production and _ Productivity for
a1l crops

Apart from access to land, the major constraints tc increased smallholder
production are: access to credit, extension, inputs; and, lack of options with
respect to marketing. Women experience all constraints more acutely than men
due to de facto barriers to their participation in Governwant programs
(smaller farm sizes restricting their access to extension, credit and inputs
and lack of access to cash crop quotas) despite their central role in the
agricultural sector.



a) Credit

The Smallholder Agricultural Credit Administration (SACA) was established in
1987 to coordinate non commercial credit sources for the smallholder sector.
It manages 90% of all credit extended to this sector and provides seasonal
loans for recommended levels of fertilizer, pesticides and seeds, in kind, to
farmers who have formed farmers clubs and have demonstrated that they can work
together. Clubs are assisted by the MOA’s extension staff who spend the
majority of their time working with members. Farmers clubs share a collective
responsibility for the repayment of individual members loans. Due to their
nature they tend to include only those smallholders who are considered to be a
good credit risk which de facto locks the majority of poorer farmers out of
both the mechanisms through which inputs and extension services are made
available to the smallholder sector. Currently there are 10,000 farmers clubs
which include members from 300,000 households (25% of all smallholders), 29%
of whom are women, however, women receive cnly 15% of the volume of credit.
Women’s participation has increased dramatically in recent years, in 1985/86
only 19% were women. 80% of the members cultivate plots in excess of 1 ha. 67%
of all loans are for hybrid maize production, 15% for tobacco, 10% for
groundnuts and the rest are primarily for cotton.

SACA cannot be regarded as a means for assisting the most vulnerable sectors
of the smallholder population unless the smallholder is shown to be credit
worthy. Indeed, the recent rapid expansion of SACA has resulted in declining
repayment rates from a high of 98% in 83/84 to 85.5% in 89/90, particularly
among men who tend to have larger loans than women (women’s repayment rates
continue to be near 100%). No matter what their credit history, there is
reluctance among SACA officials, MOA staff and farmers clubs to extend credit
to land poor farmers. In addition, many smallholders now fear credit due to
measures taken to enforce repayment, primarily forced sale of farmers assets.
(Mwinjilo et al., 1990)

b) Extension

The Ministry of Agriculture provides free extension services to smallhoiders
and has fielded one extension officer for every 750 smallholder households.
Only 15% of these extension agents are women which seriously restricts women’s
access to extension services given cultural norms which prevent men from
interacting freely with women. In addition, due to the many activities
extension officers undertake and the inability of their budgets to meet
operating costs, adequate and timely delivery of extension services continues
to be a constraint to increased agricultural production and productivity.
Additional extension modules for non-traditional crops as well as more staff
will be required if all smallholders are to diversify and gain access to
extension services. Extension advice concerning cash crops from which
smallholders have been barred in the past will be particularly important. In
addition there is a need to increase the current effort of adaptive research
on farmers fields to develop more appropriate extension messages with smaller
input packages and to decrease the bias against farmers without access to
credit or who do not cultivate hybrid maize. Currently only 14% of
smallholders with less than 0.5 ha. and 18% of smallholders with 0.5 - 1 ha,
receive extension advice compared with 40-50% of the smallholders with over 2
ha. (World Bank, 1990)
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In 1980/81 only 15% of women farmers received extension advice and less than
5% had regular cu.iact with the extension service. (NSO, NSSA 80/81) Since
then a special women’'s program has been initiated by the MOA which fields
women Farm Home Assistance Officers. However, FHA’s receive on average 25-50%
of the training given to male extension agents, have limited access to
transport and are encouraged to extend messages concerning home making as
opposed to agricultural activities. The target of FHA’s is to ensure than 30%
of all participants in rural agricultural trainin? courses are women and that
women comprise 50% of the membership of farmers clubs by 1995/96. Male
extension workers should equally be encouraged to work with women farmers.

¢) lnputs

The cost of importing fertilizer due to disruption of supply lines through
Mozambigue has rescuited in one of the highest nutrient prices in sub-saharan
Africa. Subsidized fertilizer is therefore provided through ADMARC to farmers
clubs. The recent closure of some ADMARC selling points has allegedly made it
more difficult for farmers to obtain inputs in these areas and it is estimated
that 30-40% of subsidized fertilizer leaks to the estate sector.

25% of all smallholder fertilizer is purchased with cash, 17% is applied to
tobacco, 30% to HYV maize and 50% to local maize. There is significant
regional variation in fertilizer use with 38% of smallholders in Muzu and 14%
of smailholders in Blantyre applying fertilizer to maize in 1990/91. (Smale,
1991) Many smallholders do not adhere to recommended application rates which
in some cases gives negative returns. However, on average fertiiizer use
results in positive returns and there is considerable demand for increased
suppiies. (conversation with Peters, Conroy and Smale) In order to increase
the use of fertilizer, supplies and credit must become more readily available.

Seed supply is the responsibility of the National Seed Company of Malawi.
ADD’s have also recently begun seed multiplication, rather than encouraging
importation of approved seed material, which they claim will reduce the price
of seed for smallholders. For twenty years farmers have been offered a hybrid
maize variety which did not suit their needs. However, in 1991, 400 tons of a
more suftable variety will be released to smallholders. If this proves to meet
their domestic requirements it is hoped that production and therefore total
maize yields will increase.

d) Marketing

The state larkotin? board ADMARC is responsible for supply and distribution of
most inputs to smallholders; for purchasing tobacco, cotton and groundnuts
from smallholders; and for being the buyer of last resort for all other crops.
ADMARC has developad an extensive market structure providing a guaranteed and
stable price for all smallholder crops. 82% of the smallholder households
currently 1ive within 8 km. of an ADMARC center. While ADMARC has tended to -
stabilize prices which is an important part of the most vulnerable group’s
ability to survive (Peters and Herrera, 1989, FSNU bulletins), suitable
extension packages, cultivation of high value cash crops, price incentives and
efficient markets would mitigate against seasonal fluctuations in prices
brought about by removal of subsidies and price controls.

ADMARC purchases approximately 20% of smallholder crops; the rest are kept for
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home consumption. However, ADMARC’s 1iquidity problems have disrupted markets
in some years. Despite 1iberalization of marketing channels in 1987, prices
for both ADMARC and the private sector continue to be controlled. ADMARC
dominated markets significantly diminish the potential for rural enterprise.
However, liberalization of agricultural marketing and closure of some ADMARC
markets has led to a reduction in ADMARC’s buying and selling activities for
maize and pulses. (Scarborough, 1991) Despite this trend, ADMARC continues to
purchase 90-95% of all marketed smallholder maize. Part of the reason for the
lack of uptake of marketing options amongst private entrepreneurs has been the
fact that they are unable to compete with ADMARC prices while ADMARC continues
to obtain a defacto transport subsidy.

Various traders and growers associations provide non-financial services to the
private sector (DEMATT, MEDI, and WWB) and five specialized financial
institutions extend credit to the smali- scale enterprise sector. (**3..
INDEFUND, INDEBANK (providing seasonal credit), SEDOM (whose line of credit to
private traders has yet to be disbursed due to the perceived risky nature of
these loans and high start up costs), MUSCCO and the Malawi Mudzi Fund. Only
the Malawi Mudzi Fund caters for the needs of laborers and poor smallholders
but it has experienced high administrative costs and low repayment rates
especially during the planting season and from male borrowers which
jeopardizes its operation.**) However, due to limited access to credit from
these institutions, money lenders have provided more than one third of the
total value of small and medium enterprise’s financial needs at interest rates
averaging 50%, well above that of formal institutions.

The development of a viable private sector capable of delivering inputs and
marketing food and cash crops will depend on credit availability for
transport, storage and input/output products. Impediments to credit access
include a lack of adequate equity and collateral. Impediments to their
purchasing and selling commodities, other than lack of credit, include
restrictions in the issuance of trading licenses, lack of foreign exchange to
1m$o:t supplies and a lack of identified markets outside those already in
existence.

Few formally organized marketing groups outside those initiated by the
Government of Malawi or development projects exist due to: (a) preference for
propriety business organization; (b) Government pricing and marketing policies
which provide no real economic incentives to small producers; and (c) past
disappointing experiences with cooperatives. However, farmers groups have the
potential to develop into marketing associations given appropriate technical
and financial support. If other avenues are developed for marketing by groups
of farmers, care should be taken not to duplicate existing services. Farmers
legitimate concerns over being cheated and their consequent reluctance to
organize with individuals from other villages who are not their relatives,
must also be recognized.

The potential negative effects of all new marketing options on national as
well as household food security should be more thoroughly understood. (**4..
The pricing and marketing unit of MOA’s planning division is expected to
complete a review of marketing policies pertaining to the encouragement of
rural traders as part of the World Bank agricultural marketing and estate
development project credit agreement. In addition, Pauline Peters is currently
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undertaking a study of the impact of maize 1iberalization on household food

security.
tt)

B. Estates

The estate sector has been in the forefront of agrarian change during the
decade of the 1980's, and can be expected to have a growing influence on
agricultural employment and incomes during the 1990’s. In 1960, estates
occupied 2% of Malawi’s land area, in 1979, there were about 1,100 estates,
taking up roughly 260,000 hectares of land, and providing employment for some
200,000 people. The ownars were primarily corporations, businessmen,
politicians and civil servants. Ten years later, there were over 15,000
estates, with a total area of about 850,000 hectares (30% of Malawi’s
agricultural land), employing about 600,000 people (7% of the working
population). The mean size of estates formed in 1989 was 26 hactares, as
against 202 hectares in the 1970’s. Increasingly, leaseholds have been
.established by smallholders who convart their customary landholdin?s to estate
status, or who fashion estates from unallocated customary land held by chiefs
(Mkandawire et al. 1990, Jaffee et al. 1991). In the context of East and
Southern Africa, this represents an agrarian change of unprecedented
magnitude and rapidity.

Three factors 11e at the heart of this transformation. First, during this
period there have been large increases in the nominal and real prices of
tobacco, the most profitable varieties of which have been reserved
exclusively for estate licensees. Second, there have been only minor
improvements in the range of commercial agricultural opportunities open to
smallholders. Third, substantial expropriation of smallholder lands to form
medium-sized estates, a process that was at its height during the early 1980’'s
but which continues today, has led to tenure insecurity and the threat of
tenure insecurity. By assuming the legal status of estates, smallholders
simultaneously gained access to rewarding commercial crops, and defended
themselves against politically powerful individuals bent on land grabbing.
Small estates in fact constitute & rapidly-growing category of commercializing
smallholders who represent Malawi’s best hope for broad-based rural
development. Further relevant aspects of Malawi’s changing estate sector are
summarized in Table 3.

A
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Table 3. Structural Variation within the Estate Sector
Estate Size Category (ha)

Significant

Characteristics <=15.0 15.01-30.030.01-100.0>100.0

Amount of idle land: 18% 24 29% 50%

Estate converted from
existing smallholding: 42% 56% “® 6%

Manager was/is tenant,
laborer, smallholder: 78% 77% 35% 22%

Mean annual salary
of estate manager: 300MK 900MK 1200MK 2700MK

Mean annual bank

production loan: S000MK 4000MK 15000MK 66000MK
Amount of labor
from family members: 18% 13% 6% 1%

Encroachment onto the
estate a big problem: 2% 1% 11% 32%

Sell tobacco through
non-auction mechanism: 43% 16% 29% 9%

Source: Fleuret analysis of estate sector survey data set,
population-weighted results

In Malawi, small estates ars not simply miniature versions of large estates;
they are qualitatively different. They have resource endowments and
management strategies that place them plainly in the category of small-scale
commercial farmers, a category that elsewhere in the region serves as a major
source of rural employment. It is this group that characteristically generates
a surplus available for investment in local communities, often focusing on
schools and water supplies.

" {. Women as Estate Owners

Mkandawire et al. (1990) established that about 3% of Malawi’s estates are
registered in the names of women. There are, so far as we know, no statutory
requirements that impose specific legal barriers to women’s participation in
the estate sector, but this low rate of participation can only be explained by
the presence of de facto or informal barriers (Ariza-Nino 1991). Moreover,
for many women, access to land is being jeopardized through estate formation.
As is the case elsewhere in Africa, formally gender-neutral land registration
procedures can contribute to an erosion of women’s rights to lard. This is
because their names are not present on the legal documents that shift the land
they currently cultivate from the customary domain (where access is based on
community membership) into the leasehold domain (where access is based on
individual identity).
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ii. The Estate Labor Force

Four main types of workers are employed on estates in Malawi. These are (a)
paid and unpaid family members of estate leaseholders and managers, (b)
tenants and their unpaid family members, (c) permanent laborers hired for a
period lasting from a few months to year-round, and (d) casual (ganyu)
laborers hired on a daily or weekly basis from surrounding smallholder
communities. The best current estimates of the size and composition of this
worker population are summarized below.

Table 4. Size and Composition of Estate Labor Force, 1989/90

Category of Worker Number
Leaseholder family members: 37,800
Tenants and unpaid family members: 254,900
Permanent laborers: 163,000

Total permanent workforce: 455,700
Casual laborers: 140,000

Total estate sector workforce: 595,700

Source: Mkandawire et al. (1990), Jaffee et al. (1991)

Adult men constitute 70% of the total permanent workforce and 42% of the
casual workforce. Adult women account for a small fraction of permanent
laborers (8%), but a large fraction of casual laborers (35%). Children
(people under the age of fifteen) constitute 25% of both permanent and casual
workforces. In gencral, men are paid about 50% more than women (but less than
the agricultural minimum wage), while children are paid about half the adult
male rate. From these wages many estates deduct the cost of food, housing and
other services provided. Real income from estate employment has stagnated
during the 1980’s, but compares incraasingly favorably with smallholder real
earnings, which have declined (Jaffee et al. 1991). Outside of smallholder
agricuiture, the estate sector has been the largest source of employment
opportunities in Malawi, growing by about 8% per year during the 1980°s.
Taking into account all non-working family members, there are an estimated one
million estate workers and dependents in Malawi (12.5% of the total national
gop?}ation). Over one-half of these people are tenant farmers and their
amilies.

i11. Tenancy

In an earlier era, when there were much smaller numbers of estates and
tenants, and when estates were owned and managed almost exclusively by 2
well-educated elite, written contracts specifying the terms and conditions of
tenancy were the rule. These days nearly all but a few of the largest estates
rely on oral contracts that fail to specify the terms and conditions for
tenants. Not surprisingly, this lack of specificity in the terms of tenancy
creates uncertainty and misconceptions, leading to disagreements about
earnings and pri~=s charged for housing, food, inputs and other services; high
rates of turnover, theft and burning of tobacco; and weak incentivas to
preserve tobacco quality. From the estate perspective, labor relations are
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seen as one of the most significant constraints to increased production and
improved quality; and from the tenant perspective, there is evidence of
artificially low remuneration rates set through collusion and intimidation
(cf. Nankumba 1990). The situation is further complicated by the absence of
clear and accepted administrative or legal processes for resolving
disagreements between workers and managers. When the Government does intervene
in labor relations, the results are subject to question. In addition, the
Ministry of Agriculture, in conjunction with the Tobacco Aszuciation of
Malawi, sets a maximum price for tenant tobacco "which is designed to reduce
the price paid to the tenant below that which would otherwise be negotiat:d
in a free market® (Fitch and Carvalho 1991:27).

Given this picture, why would anyone want to become a tenant? The answer lies
in the hope for economic success, a hope that is rezlized by perhaps one
tenant in five. Jaffee et al. (1991) have shown that there are threze
significant categories among the tenant population: “"accumulating tenants”,
about 20% of all tenants, who do relatively well (usually on larger,
well-managed estates), and who are investing in livestock, small businesses,
and estates of their own; "middle tenants”, about S0% of all tenants, who earn
incomes meaningfully greater than most smallholders; and "poor tenants"”,
constituting perhaps 30% of all tenants, who manage to survive (usually on the
smallier and most marginal estates), but at levels that are comparable to or
worse than conditions in the smallholder sector. These variations are an
important source of dynamism in Malawian agriculture; tenancy in fact appears
to be, for some, an intermediate step between subsistence-oriented smallholder
production and commercially-oriented estate produciion.

3. Components of Agrarian Change and Policy Implications

To this point the analysis has focussed on the structure of the smallholder
and estate sectors. We turn now to a discussion of estate-smalliholder
interactions, which opens a window on the nature of agrarian change in Malawi
and the policy issues that arise as a result.

a. Agrarian Change: The Estate-Smallholder Interface

To understand the likely effects of ASAP on either estates or smallholders, it
is important to sketch in the areas where the estate "sector® and the
smallholder "sector" come together. Although our understanding of the
estate-smallholder interface is not complete, in assessing what is already
known we will begin to clarify the main sources of dynamism and tension that
are driving agrarian change in Malawi. There are three main areas of
overlap that derive from (a) competition for land and other rural resources,
(b) restrictions on access to commercial agricultural opportunities, and (c)
the organization of rural labor markets.

i. Land and Land Use

Estates and smallholders compete for grazing land, fuelwood, building
materials, and land for cultivation of food crops. From the estate side, this
is perceived as "encroachment”; from the smallholder side, estate owners
appear to be taking advantage of traditional community-based modes of rural
resource access, at the same time as they use modern juridical mechanisms to
gain exclusive access to lands under leasehold. The advantages of "estate”

vt
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status (which 1s a mode of land tenure, not a form of land use) are clear to
all (certainly to Malawi’s smallholders), as evidenced by the 13,000 small
estates formed in the 1980's, and the current backlog of 10,000-12,000 estate
applications. However, the implication of these land transfers in terms of
women’s continued rights to land and inheritance are unclear particularly
where a number of households have combined their land resources in order to
register under one of their names. In addition, the impact of legalizing
burley production by smaliholders on estate registration is unknown. We
assume, the desire for registration will decrease as the number of
smallholders and their individual quotas increases.

i1. Commercial Opportunity

Like all former British colonies in the region, Wuiawi has inheritsd and
sought to maintain a rigid set of agricultural policies and institutions
designed to provide a favored few with exclusive access to remunerative
export crops. Since the early 1980's this framework has come under great
pressure for change, as evidenced primarily by (a) the rise of the category
of "smallholder estates”, (b) the increasingly common practice of using
i11egal smallholder "outgrowers" to produce export crops, and (c)
manipulation of smallholder-targeted input channels by estates to gain access
to cheap farm supplies. The result has been a de facto erosion of
long-standing policy and institutional barriers. While this change is
strongly resisted by those within the government and industry who maintain,
manage, and benefit from the older alignment, a pilot scheme for smallholder
burley tobacco production has been launched and discussions are taking place
concerning 1iberalizing markets for all crops as well as increasing the number
of marketing and input supply channels available to smallholders.

1i1. Rural Labor Markets

The zeal for regulation and institutionalized management that characterizes
the Government’s approach to agricultural production and marketing in Malawi
is not reflected in rural labor markets, where little attempt is made to
enforce national minimum wage laws, arbitrate disputes, or measure the
magnitude and direction of market changes. We are now beginning to understand
that there are relatively large flows of agricuitural labor across regional
boundaries and across "sectoral® boundaries, but the implications of this have
yet to be fully discerned.

What can be said is this: (a) smallholders with less than 1.0 hectare of land
(that is, the majority of all smallholders) spend perhaps 30% of their time
performing "ganyu”" or casual agricultural labor on the farms of wealthier
smallholders or estates (cf. Peters and Herrera 1989, table C10); (b) annually
about 140,000 smallholders find some employment as casual laborers on estates
(Mkandawire et al. 1990{; (c) about 160,000 landless or near-landless rural
dwellers have found employment as permanent or semi-permanent laborers on
estates (Jaffee et al. 1991); (d) a majority of Malawi’s 100,000 temant
families appear to have migrated across district boundaries to find
employment, and many have migrated across international boundaries (Jaffee
et al. 1991); and (e) there is an appreciable tendency for viable
smallholders to seek employment first as laborers, and then as tenants, with
the long-term objective of establishing estates or businesses with
opportunities for commercial expansion. In fact, it may be somewhat
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misleading to think of tenants and smallholders as members of two distinct
groups; Jaffee et al. (1991) found that the size and distribution of customary
Tandholdings among a sample of tenants was more-or-less indistinguishable from
the size and distribution of landholdings among the rural population

generaliy.

Women are discriminated against in rural labor markets, being offered lower
wages for the same work as men and often being confined by the dominant gender
division of labor to the worst paying jobs of seasonal nature. However, women
work on average twice as many hours per day as men with their agricultural
labor only decreasing amongst the highest land holding group of smallholders.
In contrast men’s working hours increase with the size of land holding and the
introduction of cash crops. (World Bank, Engberg et al, Peters & Herrera,
1989). The effect of increased cash crop production on overall labor
availability is however, unknown.

The key implications here are (a) rural people are earning a substantial and
growin? proportion of their incomes through agricultural employment; (b) the
rural labor market appears to encompass all categories of agricultural labor,
which will speed agrarian change; and (c) basic institutional mechanisms
needed to monitor and successfully manage this aspect of agrarian change in
Malawi are weak or absent.

b. Agrarian Change: Policy Problem Areas

Agrarian change in Malawi thus has three main components: (a) a continuing
marginalization of smallholder agriculture as conventionally conceived, driven
by population growth but accelerated by a stifling policy and institutional
environment; (b) the emergence of a category of entrepreneurial “smallholder
estates”, driven by commercial opportunity and land security, that is
comprised of the most viable remnants of the smallholder population; and (c)
a rapidly-growing population of landless or near-landless rural people with
few alternatives to estate employment. This sequence of change is inevitable,
and has the potential to move Malawian. agriculture onto a new plateau of
higher productivity and broad-based growth; but it also has the potential to
lead the country into severe agrarian conflict based on competition for land
and competition for a share in the wealth generated by commercial
agriculture. Much depends on the set of policy instruments adopted by the
Malawian government during the next 5-10 years. In principle, it should be
possible to take advantage of several clear opportunities for growth, while
acting to ameliorate those circumstances that will be most socially
disruptive. During the next decade, the Malawi government needs to
accommodate and respond to the currents of change in the following ways:

- By encouraging smallholder commerciziization. This entails relaxing
institutional controls on input distribution, and on the production and
marketing of high value crops, especially tobacco; allocation of burley
tobacco quotas to smallholders; increased access to market information, and
other appropriate Government services (particularly credit and extension
advice); establishing multiple commercial marketing channels by licensing
private brokers and estates to buy smallholder burley; and promoting farmers
collective bargaining power, through the licencing of marketing associations.

- By seeking to manage current and foreseeable conflicts in labor relations.

vV
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This entails increasing the transparency of contractual relationships in the
agricultural sector; requiring specific unit costs to be included in tenant
and labor terms and conditions; providing a legislative and administrative
framework for the resolution of labor disputes, and fostering a more equitable
sharing of the wealth generated through export agriculture.

- By increasing security of tenure for women as well as men by encouraging
women smallholders to register their land separately, and by ensuring that
women’s names appear on leasehold documents as joint leaseholders when the
documents pertain to customary land they have been cultivating.

Taken together, these policy changes will have the following effects which
should help Malawi manage the agrarian transition currently underway. First,
they will support small-scale agricultural development, which can be expected
to b? acconp2niad by growth in and broadening of employment opportunities in
rure

Ma'lawi. Second, they will accommodate the legitimate needs of a
rapidly-growing population of agricultural laborers, while providing an
institutional mechanism for managing the major stresses associated with rural
structural change.

c. Conclusion

Once 1egal and administrative impediments to smallholders production of export
crops have been removed, the challenge facing Malawi will be to ensure that
access to the means of production (land, labor, inputs, credit to purchase
inputs, extension advice and markets for output) is broadened to the extent
that smellholders can take advantage of the opportunities. At the same time,
the most vulnerable groups (smallholders with less than 1 hectare; female
headed households, expect those whose husbands work in RSA; estate workers;
and, the urban poor) must be protected from the potential negative impact
liberalization will have on purchasing power. If the vulnerable groups remain
barred in reality from the means of production their household food security
could become further threatened. The effects of liberalization will however
be mitigated if smallholders are paid a fair price for the crops they
currently grow and if the terms and conditions for their tenancy or labor on
estates ensures that they derive a minimum wage for their efforts.

Since only 20% of all smallholders produce a surplus, the majority are unable
to respond to price incentives under normal circumstances. Of the target
population of ASAP (smallholders with less than 1.5 hectares), the inability
of those with less than one hectare (55% of all smallholders) to meet
subsistence needs means that their income creation potential is limited. These
farmers are least able to bear the risk of cash crop production in a free
market. Consequently without special assistance, they are unlikely to pursue
the burley option which is believed to be their best means for escaping the
poverty trap in which they are caught. In addition, given organizational
constraints which will limit the number of farmers in marketing associations,
there will ba a need to include all categories of smallholders in the scheme
with different individual quotas based on land holdings and ability to bear
risks. Percentages for wembers from each smallholder category should be
worked out to ensure than the target population does not become margionalized
in this activity.
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The success of ASAP will be jeopardized if it does not take into account the
specific constraints faced by vulnerable groups particularly women farmers.
Women’s smaller plot sizes, labor constraints during peak seasons, increasing
involvement in agricultural labor, lack of access to credit, extension and
inputs as well as cultivation of the lowest value crops, makes them more
vulnerable to structural adjustment policies than their male counterparts.
Customary and de facto barriers as well as legal restrictions on their
involvement in commercial agriculture must be removed and efforts made to
encourage their participation in ASAP at all lTevels. The extent to vhich
womens opportunities to increase production of subsistence crops; grow cash
crops; take advantage of the extension service; and use credit is expanded by
ASAP will determine how the majority of Malawi’s rural households are effected
by ASAP since they perform 70% of agricultural labor and control 50% of
household income expenditures. ASAP through the encourazgement of more
profitable agricultural enterprises should also resylt in a slowing down of
family disintegration arising form the need for men to migrate in search of
employment opportunities.

It is expected that the direct beneficiaries of ASAP will be all commercial
farmers, especially the target population of smallholders with less than 1.5
hectares who will be encouraged to become burley producers; tenants, permanent
and casual laborers on estates; and, private traders. Indirect beneficiaries
will be individuals who obtain employment from the expected growth in the
rural economy and all people whose access to social services is increased by
the expected increase in ivestment in rural areas. People and groups who may
be negatively effected by ASAP are smallholders with less than one hectare who
are unable to bear the risks inherent in cash crop production and the urban
poor because their purchasing power will decrease if market liberalization
results in increased prices for staple foods. Estate owners may also be
negatively effected if improvements in the terms and conditions of employment
on estates and competition from smallholder burley production erodes their
profit margins and reduces their labor pcol. Indeed many of the smaller badly
managed estates may be forced out of business.



ANNEX P

MALAWI AGRICULTURAL SECTOR ASSISTANCE PROGRAM
ECONOMIC IMPACT ANALYSIS

1. FEorenote

There is still no clear guidance from AID/W about how one should go about
comparing the costs and benefits of NPA (non-project assistance) activities,
although draft guidance on NPA states that if a sector cash grant disbursement
mechanism is used, the PAAD must include an analysis that "... links the type
and level of A.I.D.’s financial contribution to the anticipated development
impacts of the program." The basic problem with applying standard
benefit-cost analysis to NPA is that it is not precisely correct to define the
dollar resources provided under such programs as "costs,” inasmuch as they are
not costs of instituting the policy changes, in any real sense. If they are
costs of anything, they are really the costs of imports or of other potential
uses of foreign exchange by Malawi. This being the case, and given Malawi’s
relatively open foreign exchange regime, each dollar disbursed will be worth
no less than a dollar to Malawi, yielding a "benefit-cost ratio" at least
egual to one, even prior to discussing development impacts of the policy
changes.

The analysis below, therefore, is not so much a benefit-cost analysis as it is
sn attemp to quantify the putative impacts of the ASAP program on 2 group of
beneficiaries. That beneficiary group is the smallholder sector in Malawi,
and the definition of "smallholder" is understood to include not only those
currently operating in the smallholder sector but also estate tenants and
laborers, because such estate labor is supplied by the smallholder sector.

The stream of impacts (or benefits) may be compared with the currently
proposed $50 million in outlays on the ASAP activity (both program and project
assistance) as a means of deciding if ASAP is "worth" doing, at least from
this standpoint.

2. Background

The purpose of the ASAP program is to introduce greater equity into Malawi’s
agriculture sector, a sector with the bulk of income currently skewed heavily
in favor of a small group of owners of large estates. Instead of operating to
increase agriculture’s contribution to value added as a whole, the ASAP
program contains four elements designed to spread projected increases in
agriculture-based income somewhat more fairly among those depending on the
sector for a livelihood. First, the GRM will commit to providing roughly

one third of the annual increase in burley tobacco quotas to the smaliholder
sector, with the result that by 2000 about 15 percent of the expect burley
tobacco quota will be in smallholder hands. In connection with this move,
marketing channels will be broadened to expand competition. Second, the GRM
will commit to expanding competition among marketing channels for smallholder-
producad cash crops other than burley. Third, extension services, credit

4
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services, and input provision will be designed to better support the
smallholder sector’s requirements. These will support the first two elements,
and are probably necessary to realizing impacts from these elements.

Fourth, information on commodity prices and on tenancy terms will be
publicized in an effort to improve the bargaining power of poorer members of
the agriculture sector.

Given the complexity of the program, and the profundity of the changes it
requires in Malawi’s agriculture sector, the task is daunting. This nature of
the program means that, despite the significant anmalysis already carried out
with A.1.D. funding up to this point, considerable additional research and
analysis will be required over the 1ife of the program. As a consequence, at
this stage ‘t is only possible to quantify a portion of the intended impacts
of the program; other impacts can only be described in qualitative terms.
Those most readily quantifiable now are those related to providing the
Smallholder sector with a portion of the burley tobacco quota. Those less
easy to quantify as of this writing are those relating to increased
smallholder renumeration for production of other cash crops and those relating
to improvements in the welfare of tenants and other workers in the estate
sector. The following discussion proceeds from the more quantifiable to the
less so, draws some conclusions on the econcmic merits of the ASAP program
from the standpoint of the Malawian economy, and suggests certain areas of
ana}ys:s that the Mission should undertake to assess and verify the impacts
analysis.

3. Impacts of Smallholder Burley Quota

The provision of a portion of the expansion in national burley tobacco
production quotas to the smallholder sector is a direct attempt to improve the
distribution of income in the agriculture sector. This policy condition of
the ASAP program will not, in itself, increase value added in agriculture as a
whole. The following discussion of impacts therefore focuses on the
smallholder sector, and assumes no net effect on overall value added in the
agriculture sector in Malawi, at least in the first instance.

As described in policy conditionality under ASAP, smallholder burley
productior quotas are expected to be no less than those displayed in Line 1 of
Part 1 of Table 1. At the 1991 per-kilo auction price in Line 2, these quotas
are expected to provide gross returns to the auctioning entity of the amounts
in Line 3 of the table. At average per-kilo costs of 2.75 kwacha in Line 4,
costs that represent non-labor, non-marketing inputs, total costs for
production of the smallholder quota will be the amounts in Line 5, and will
result in a gross margin of the amounts in Line 6. When the marketing costs
in Line 8 are deducted, an adjusted gross margin for the total quota is
derived in Line 9. Finally, the opportunity cost of growing (Line 13, based
on the total area in burley and an average return per hectare from alternative
crops) should be deducted from the adjusted gross margin to arrive at a true
net renumeration for labor that represents the advantage to the smallholder
sector as a whole for the privilege of producing burley tobacco. This income
stream is in Line 14.
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4. Impacts of Increased Cgsh Crop Production

In a manner similar to that employed in the case of burley tobacco, it is
possible to provide a rcugh estimate of the likely effects of policy changes
relating to other cash crops. (Unlike the other benefits quantified in
relation to ASAP, these benefits will increase global agricultural value added
beyond what its level would be in the absence of the program). Part 2 of
Table 1 contains potential benefits from regulatory changes designed to
encourage expanded smallholder production of such crops. There is currently
no crop budget information on non-traditional cash crops, nor is there any
information available on what types cf crops might be grown in future by the
smallholder se:ctor if the planned marketing liberalization occurs. On the
other hand, we assume that the returns to other cash crops are likely to
average somewhat less than returns to burley, or there will be no smallholder
demand for burley quotas. The likely extent to which cash crops will be grown
is also unclear, but the Mission has set a target (in the PAAD) indicating
that at least 10 percent of smallholder units will be growing new cash crops
by the year 2090. Assuming that such crops are produced on roughly one fifth
of each producing farmer’s land, two percent of Malawi’s smallholder-held land
will be in such new cash crops.

Line 1 of Part 2 of Table 1 shows the amount of customary land in smallholder
hands, and the next four lines are composites of the estimate of the amount of
smallholder land that represents a net increase on the production of cash
crops. The actual movement into increased cash crops is not slated to begin
until 1993, an optimistic assumption based on the fact that these
cash-crop-related policy changes will not be in place until at least then.
Line 6 of the table is an assumption about the value (i.e., the gross margin)
per hectare. Based on the reasoning in the preceding paragraph, we assume
that cash crop labor returns will be about three quarters the comparable
figure for burley, which translates into a gross margin figure per hectare.
The final 1ine of the table derives the annual impacts expected from the
program.

5. Impacts on Estate Workers' Welfare

The third element of the ASAP program that is intended to improve the welfare
of agriculture sector participants is the element that publicizes prizes,
particularly the prices paid tenant and other labor on agricultural estates.
As described earlier in this PAAD, the relevant policy changes will involve
(1) posting on estates the terms and conditions of tenancy and casual and
permanent labor, and (2) clarifying adjudication procedures for estate-tenant
and estate-labor disputes. While these changes in themselves would likely
bring about some improvement in what are currently apparent "unfair" labor
practices, there is 1ikely to be an additional fillip as the opportunity cost
of estate tenancy and labor increase as a result of improved smallholder
sector access to production of burley and other cash crops.

The degree to which there will be a transfer of income from estate management

to estate labor is obviously difficult to gauge. And it is important to
understand that this will represent a transfer, rather than any increase in
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value added, especially in the burley sector. An element that would tend to
undermine any expected gains in this transfer as a result of perceived
increases in smallholder sector opportunity costs is the fact that the
smallholder sector increases in incomes through burley and other cash crop
production are (at least in the medium term) likely to affect only a very
small percentage of the smallholder sector (see discussion of relative
magnitudes below). However, mitigating this factor is the point that burley
tobacco production requires certain technical skills, particularly among
tenants. Consequently, the potential pool of labor on burley estates is
somewhat specialized and thus presumably smaller than the entire smallholder
labor pool. This fact will assist in seeing that smallholder access to buriey
production puts at least some upward pressure on tenant (and other burley
labor) renumeration by estate management.

Part 3 of Table 1 is a rough derivation of the expected improvement in estate
labor’s income resulting from the foregoing changes. Line 1 of the table
contains an estimate on the number of labor days required per kilogram of
tobacco produced. Line 2 is the amount of burley produced annually per
hectare. Line 3 derives, from the first two 1ines, the amount of labor
required annually to produce a kilogram of burley. Line 3 is the total amount
of burley to be produced in Malawi. Line 5 is the total amount of labor days
required to produce this burley. Line 6 is the 1991 average wage per labor
day. Line 7 contains the percentage increase in wages projected over the
period. Line 8 is the kwacha value of that increase in wages, representing
the benefits of this element of the program.

6. Second-Round Marketing-Related Bepefits

Finally, it is highly 1ikely that if all the foregoing occurs, a certain
portion of the smallholders involved in burley production will attempt to
capture a portion of the marketing margin betwaen producing plot and auction
floor. Of course, a certain element of this margin is renumeration for the
use of transport equipment, and this amount is tentatively assumed to be fifty
percent of the one kwacha/kilogram marketing margin presented in Part 1 of
Table 1. Of the remaining fifty percent, we make a very rough estimate that
about one-fifth of this (or ten percent of the share marketing margin) will
be taken over by smallholders or smallholder groups.



First, it is clear t?»:% the number of hectares that the smallholder sector
anticipates moving fe¢o huriey remains a very small proportion of total
smallholder hectaruis.

Second, and by contrast with the first, the very high returns to burley mean
that the increased tuviey production alone will add an additional about 4 to 5

percent to our est:iiate of total value added in the smallholder sector in 199].

Third, and similarly to the second, the small size of the average burley plot
expected to be required by the smallholder sector means that the fruits of

this transfer will de shared by about 3 to 4 percent of smallholder households.

While these improvements in equity are not large, they are not insignificant
and represent the beginnings of a move in the "correct” direction on income
distribution questions in Malawi.

8. General Conclusions of the Analysis

The proposed ASAP program is an ambitious attempt to rectify longstanding and
deteriorating welfare conditions in Malawi’'s agriculture sector. The program
is ambitious in that it calls for a distinct structural change in regulatory
arrangements that have for years exploited the smallholder sector to the
benefit of the estate sestor. It is also ambitious in that the GOM has within
the past few years alrezdy initiated a scheme of estate expansion to absorb
the more technically competent (and politically powerfull) elements of the
smallholder sector, and regards this change to previous arrangements as
already farsighted and ambitious. The ASAP-proposed broadening of the burley
tobacco quota is pushing a government that already believes it has made
important concessions to a point which that government believes is excessively
concessive (and probably politically dangerous).

Despite the accepted political risk in implementing this program, there is no
gainsaying the equity problems in Malawi, especially as reflected in
deteriorating quality of 1ife indicators. The conclusion of the foregoing
analysis is that, assuming that the estimated improvements in welfare of the
smallholder sector occur as a result of this program, these impacts may be
considered to support the planned expenditure of program funds. It is again
worth reminding ourselves here that these impacts are (for the most part) not
net improvements to the Malawian economy as a whole, but are improvements to a
poor and important subsector of that economy.

One way of interpreting the results (contained in Table 3) is to consider
that, in present value terms, an externally funded GRM subsidy to the
smallholder sector of approximately 2.5 times the level of the currently
proposed ASAP cash grant would be required (in the absence of these policy
changes) to bring the smallholder sector up to the same level of walfare as
assumed will occur with the policy changes. The use of the burley policy
changes is clearly a less costly means of arriving at the same improvement in
smallholder welfare, viewed from the the standpoint of the smallholder sector
itself. It is ‘mportant to remember that, under the program, the economy as a
whole benefits from the "free" access to the foreign exchange resources made



available under the program. Thus, in addition to a projected net improvement
in smallholder welfare (at the admitted expense of the estate sector, leaving
agriculture as a whole unchanged in terms of incremental increases in value
added), the program will provide the economy with an incremental volume of
external resources, and that on a grant basis.

9. Ihe Downside Risks and Evalyation Requirements

The foregoing said, the Mission believes that it is important to continually
monitor the validity of the assumptions made in this analysis. Although
assumed impacts on the smallholder sector are estimated (in this amalysis) to
be over double program outlays, these are very rough estimates of impact and
the inherent riskiness in the program’s objectives means that actual impact
could be far less than estimated here. The benefits accruing to the "free"
foreign exchange resources would be substantially eroded if, as a result of
the ASAP program, the smallhodler sector and/or the economy as a whole were
worse off than they would have been in the absence of the program. If, for
example, the projected smallholder burley production estimates are not
realized, not only does one have a loss in equity benefits, but total
agricultural value added will be ]ess than it would have been withoyt the ASAP
program.

Recognizing the riskiness of the program, the Mission will, throughout the
course of the program, collect and analyze sufficient data to confirm or
reject the various elements of the impact analysis and the assumptions that
underlie it. The Mission has made a more than adequate start on this analysis
in the research that it has carried out through the various design phases of
ASAP. In particular, many aspects of a baseline against which to gauge
impact, even in the near term, have been documented. The Mission therefore
has what is perhaps a unique opportunity to continue the data-gathering and
analysis, in order to weigh the actual impact of the ASAP program, as
designed, and to make any modifications to that design over time, if they are
deemed necessary.



TABLE 1. ASAP Program Impacts Analysis

Part 1 Impact of Smallholder 8urley Quota
1991 1992 1993 1994 1998 2000
1 Smallholder Buriey Production (mn kg) 3.5 1.0 8.5 9.2 10.7 15.0
2 Auction Price (MK/kg) 6.2 6.2 5.2 6.2 6.2 5.2
3 Auction Returns (mn MK) 21.8 43.8 £3.0 57.3 88.7 93.5
4 Unit Costs (MK/kg) 2.8 2.8 2.8 2.8 2.8 2.8
5 Total Costa (mn MK) 9.6 19.3 2.4 25.3 29.4 41.3
8 Gross Margin (mn MK) 12.2 24.4 29.8 2.0 37.2 S2.2
7 Unit Marketing Costs (MK/kg) 1.0 1.0 1.0 1.0 1.0 1.0
8 Total Marketing Costs (mn MK) 3.5 7.0 8.5 9.2 10.7 15.0
9 Adjusted Gross Margin (mn MK) 8.7 17.4 21.1 2.8 26.5 37.2
10 Area Yield (kg/hectare) 700 770 87 932 1025 1851
11 Hectares in Smallholder Burley (th) 5000 9191 10035 9874 10440 9088
12 Opportunity Cost (MK/hectare) 485 4685 465 465 485 465
13 Total Opportunity Cost (mn MK) 2.3 4.2 4.7 4.6 4.9 4.2
14 I[ncremental Returns (mn MK) 6.4 13.1 16.4 18.2 21.7 33.0
Part 2 Impact of Cash Crop Growth
1 Total Smallholder Hectarage 1.8 1.8 1.8 1.8 1.8 1.8
2 Pct. of Smallholders in New Cash Crops 1.0 3.0 5.0 10.0
3 Pct. of Unit Land in Cash Crops 20.0 20.0 20.0 20.0
4 Pct. of Total Hectares in New Cash Crops 0.2 0.6 1.0 2.0
5 Smaliholder Hectarage in New Cash Crops 0.004 0.011 0.018 0.038
6 Average Labor Input (days/hectare) 400.0 400.0 400.0  400.0
7 Average Remuneration (MK/day) 2.1 2.1 2.1 2.1
8 Remuneration per Hectare (MK/hectare) 834.0 8340 834.0 834.0
9 Total Remuneration (mn MK) 3.0 9.0 15.0 30.0
Part 3 Impact on Estate Workers' Welfare
1 Labor Days per Hectare of Burley 1300 1300 1300 1300 1300 1300
2 Burley Produced per Hectare 700 770 .}4 931.7 1024.87 1850.563
3 Labor Days per Kilogram of Burley 1.88 1.69 1.53 1.40 1.27 0.79
4 Total Burley Produced (mn kg) 65 75 8s 95 100 100
-5 Total Labor Days for Burlasy 120.7 126.8 130.5 132.6 128.8 78.8
6 Average Wage per Day 1.78 1.78 1.78 1.78 1.78 1.78
7 Percentage Increment in Wages Over Base 2 3 4 5 10
8 Incremanta) Benefits (mn MK) 0.0 4.5 7.0 9.4 11.3 14.0
Part 4 Second-Round Marketing-Related Impacts
1 Smallholder Burley Production (mm kg) 3.5 7.0 8.5 9.2 10.7 15.0
2 Marketing Margin (MK/kg) 1 1 1 1 1 1
3 Total Value Marketing Margin (mn MX) 3.5 7 8.5 9.2 10.7 15
4 Labor-Related Proportion of Margin (pct) 50 50 50 50 50 50
S Pct of Smallholders to Capture Margin 1 3 L] 20
6 Margin Captured by Smaliholders (mn MK) 0.00 0.00 0.04 0.14 0.27 1.50



TABLE 2.  ASAP Program Impacts Analysis (cont’d)

1991 1992 1993 1994 1995 2000

Hectares in Smallholder Burley (th) 5 9 10 10 10 9

Total Smallholder Hectares (th) 1800 1800 1800 1800 1800 1800

Percentage in Burley 0.3% 0.5% 0.6% 0.5% 0.6% 0.5%
Smallholder Sector Value Added (mn MK) 560

Incremental Returns (mn M) 6.4 13.1 16.4 18.2 .7 33.0

Returns as a Share of 1991 Value Added 1.1% 2.3 2.9% 3.3% 3.9% 5.9%
Total Smallholder Houssholds (th) 1300 1313 1328 1339 1353 1422

Avg. Smallholder Burley Plot (hectars) 0.2 0.2 0.2 0.2 0.2 0.2

Hectares in Smallholdar Burlgy (th) S 9.1 10.0 9.9 10.4 9.1

Smallholders Households in Burley (th) 25 45.5 50.2 49.4 52.2 45.4

Share of Total Smallholder Households 1.9% 3.5% 3.8% .7 3.9% .2%

TABLE 3. ASAP Program Impacts Analysis (cont'd)

IMPACTS 1991 1992 1993 1994 1995 2000
1 Incremental Raturns {mn M) 6.4 13.1 16.4 18.2 21.7 3.0
2 Total Remuneration (mn MKX) 0.0 0.0 3.0 9.0 15.0 30.0
3 Incremental Benefits (mn MK) 0.0 4.5 7.0 9.4 11.3 14.0
4 Margin Captured by Smallholders (mn MK) 0.0 0.0 0.0 0.1 0.3 1.8
) TOTAL IMPACT ON SMALLWOLDERS 6.4 17.8 26.4 36.8 48.2 78.5
DISCOUNTED STREAM OF IMPACTS AT 10.0%
I8: 249 million kwacha

PROGRAN EXPENDITURES

1 Program Expenditures (en dollars) 10 10 10 10 10

2 Exchange Rate (MK/dollaer) 2.8 2.8 2.8 2.8 2.8

3 Program Expenditures (mn WK) 28 28 28 28 28
OISCOUNTED STREAM OF EXPENDITURES AT 10.0%

IS: 106 million kwacha
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1. ]NTRODUCTION

Implementation of the Agricultural Sector Assistance Program
(ASAP) involves a broad and complex set of policy reform actions,
studies of agricultural development issues, management of planned
project activities, and design of new project activities. Within the
Government of Malawi (GOM), implementation responsibilities will rest
with at least five different ministries, offices and organizations:
Ministry of Finance (MOF), Ministry of Agriculture (MOA), Department
of Economic Planning and Development (EP&D), Department of Research
and Environmental Affairs (DREA), and University of Malawi Bunda
College of Agriculture. Within MOA and EP&D, various sections will
be involved with different specific activities. Program activities
also must be coordinated with at least four other donor
organizations: the World Bank, the European Community, British
Overseas Development Administration, and UNICEF. This analysis
provides relevant details of each of the GOM institutions which will
have a role in program implementation, as well as details about the
coordination of all components of the program.

IT.  Ministry of Finance

A. Introductijon

The Ministry of Finance is well suited to serve as the GOM
implementing agency and overall coordinating ministry for ASAP. It
has the requisite stature to guide high level decision making in
achievement of the policy changes which are the focus of the program,
and is in a good position to influence budget decisions that will be
critical to implementation and achievement of policy objectives. The
Mission’s experience with nonproject assistance in Malawi has shown
that the necessary.internal GOM approvals for reform actions, and
consequently for meeting prereguisites for disbursements, can take
time. In its design, ASAP must incorporate both tha time required
for this process as well as procedures to expedite the required
actions and approvals.

B. Organization and Function

1. Qrganization

The Ministry is headed by a Minister of Finance, and
has as its chief civil servant the Secretary to the Treasury. The
Secretary is assisted by a Senior Deputy Secretary and Accountant
General. The Accountant General manages the MOF’s accounting staff,
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as well as the accounting staff of all other ministries. The Senior
Deputy Secretary is assisted by three Deputy Secretaries, one for
Revenue and Budgst, one for Bilateral and Multilateral Affairs, and
one for Economic Affairs. Within the Bilateral and Multilateral
section, there are two Undersecretaries (one for bilateral affairs
and one for multilateral affairs), one Senior Assistant Secretary,
and three Administrative Officers, one of whom has as a specific
responsibility backstopping A.I.D. business. An organization chart
is included to this report as an attachment.

2. Function

The Ministry is involved in all major policy
considerations, and has primary responsibility for preparation and
presentation of Government’s annual budget, as well as for
maintanence of government accounts. It also is the primary contact
for multilateral and bilateral donor agencies operating in Malawi.
Financial transactions between the GOM and A.I1.D. go through the
Ministry, which is the signatory for these transactions. Currently
nine MOF officials can sign documents on behalf of the GOM.

a. Policy Function

Given its overall responsibility for managing the
financial affairs of the government, MOF plays a key role in all
major GOM policy decisions, which generally would require MOF
approval. MOF usually is included in meetings where policy issues
are discussed and resolved, and chairs those meetings which in
particular deal with issues which are 1ikely to have a major
financial impact. At a senior level on policy issues, contact is
maintained by MOF officials both with other GOM officials and with
donor officials.

b. Budgat Function

The GOM’s budget process is a year-long process,
begining in April/May when ministries and statutory bodies submit
budget proposals to MOF, and ending in April/May of the following
year when Parliament approves the "Estimates of Expenditure on
Revenue Account” and "Estimates of Expenditure on Development
Account.® During the yeer, there are discussions with all concerned
parties about each budget submission, ceilings set by Economic
Planning and Development (EPSD) in consultation with IMF and the
World Bank, an allocation of funds by EP&D and Treasury based on
approved ceilings, and final discussions with ministries and
parastatals on these allocations. While the MOF shares the budget
work with EP&D, 1t has final responsibility for budget decisions and
preparation of the final documentaticn. '

c. Accounting Function

While technically all accounting staff are MOF
employees coming under the control of the Accountant General,
ministries generally are self-accounting and have their own
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accounting staff, albeit who can be transferred among ministries by
MOF. A1l agencies of the GOM use the same accounting system which
facilitates accumulation, consolidation, and presentation of
financial data. The basic GOM Chart of Accounts is also used for
donor funded projects and programs with special identification so
that accounts can be kept separateiy in order to meet the project
agreements.

C. Role in ASAP Program Implementation

The Ministry of Finance will be the implementing agency and
overall coordinating ministry for ASAP. It will have the following
specific responsibilities: certification of GOM satisfaction of
conditionality and consequent request for disbursement by A.1.D. of
nonproject assistance funds; chairmanship of the Program
Implementation Committee (PIC) and Program Management Committee
(PMC); and coordination within the GOM of resolution of issues
arising in particular from study recommendations and the development
of action plans. While the MOF will not have direct responsibility
for the implementation of any specific project activities, its role
as chair of the PIC and as overall coordinating ministry will require
substantial amounts of time and effort. In addition, as the GOM
entity responsible for certifying conditionality satisfaction, the
MOF will have to work with both the 1ine ministries responsible for
implementation of specific actions, and USAID, to see that conditions
are met in a way which is acceptable to all concernad parties.

D. Capacity to Execyte Role

The MOF has substantial responsibility within the GOM, and
commensurate demands on the time of staff members, in particluar
those at a senior level. While the qualifications of staff are
appropriate for the tasks envisioned under ASAP, the level of effort
which will be required will impose an additional burden on those
staff. Nonproject assistance, as opposed to project assistance which
involves primarily a technical ministry, tends to require greater
involvement of MOF senior staff, who must keep abreast of movement
towards satisfaction of specific conditions, intervening when
necessary with the technical ministries and negotiating when
necessary with the donor. Because both the GOM and the donor want to
see disbursements in a timely fashion, the MOF’'s job is a fulltime
one, a combination of monitoring, intervention and negotiation, which
requires the efforts of various staff members, including the
Secretary and Deputy Secretary themselves.

To reduce the management burden of both the MOF and the GOM more
generally in the implementation of ASAP, the number of conditions
have been reduced to the minimum possible. The complexity and
breadth of ASAP, however, set limits to the reduction of
conditionality. In addition, although the MOF will chair the two
major program committees (PIC and PMC), subcommittees of the PIC
should be able to perform many of the tasks required of the PIC, and
these subcosmittees may require only minimal MOF participation, and
even then ordinarily not at a senior level.



The MOF is fully prepared substantively to assume its
responsibilities under ASAP. Its understanding of the policy issues
is comprehensive. During the course of negotiations for the design
of ASAP, the Ministry chaired the meetings in which the policy agenda
was discussed. In addition, the Ministry has had primary
responsibility for preparing and submitting to USAID the letter of
intent in which the program’s overall objectives are defined and the
GOM’'s commitment to those objectives and the program’s major actions
is presented.

IIT. Ministry of Agriculture

A. Introduction

The Ministry of Agriculture is the primary technical
ministry involved with the implementation of ASAP. One key objective
of ASAP, to open up burley tobacco production to smallholder
customary landholders issued with individual quotas, puts the program
clearly within the purview of MOA’s responsibilities, because it has
authority over the issuing of tobacco quotas. Almost all cf the
program’s activities, including its project components, will involve
the MOA. While the extent of MOA involvement during the program’s
two-year phase one can be well defined, the specific nature of its
involvement during phase two is less well defined, and will depend on
the results of various studies which will be conducted as part of the
program.

8. Organization and Functions

1. Qrqanization

At the top of the MOA’s organization structure is the
Minister of Agriculture (His Excellency the Life President) and an
Assistant Minister. The Principal Secretary (PS) is the highest
ranking civil servant, and he is responsibie for overall agricultural
policy formulation, planning, coordination and management of the
smallholder and estate agriclutural subsectors. He is assisted by a
Deputy Secretary (DS), two Controllers of Agricultural Services
(CAS/NROP [Mational Rural Development Program] and CAS/Institutions),
a Chief Planning Officer (CPO), and a Chief Accountant. An
organization chart is included in this report as an attachment.

The MOA is divided into the following units: four technical
departments (Irrigation, Animal Health and Industry, Agricultural
Research, and Agriculture), Planning Division, Accounts’ Division,
Extension Aids Branch, Training Branch, Smallholder Agriculture
Credit Administration (SACA), and the Department of Administration
and Finance. In addition, there are eight Agricultural Development
Divisions (ADDs) through which the technical departments communicate
with smallholder farmers. The organization of the ADDs is described
below. Each unit at MOA headquarters and each ADD is headed by a



Chief, who reports to the PS through either the CAS/NRDP or the
CAS/Institutions.

The National Rural Development Programme (NRDP), initiated in 1977
with donor support, established a system for providing agricultural
extension services through eight ADDs, each of which represents an
agro-ecnlogical zone. Two ADDs are in the north, and three each in
the central and south. Each ADD is divided into Rural Development
Projects (ROPs), and there are a total of 30 ROPs in the country.
Each RDP {s divided into Extension Planning Areas (EPAs), and there
are 117 EPAs country-wide. Each EPA is divided into sections, which
are further divided into blocks. Blocks must not be less than five
but not more than eight to be covered in theory once fortnightly.

Each ADD is headed by a Program Manager (PM), who is assisted by
subject ratter specialists (SMS) in crops, adaptive research,
veterinary services, credit, training, women’s programs, finance,
administration and irrigation. Technically these specialists come
under their respective departments, but management of their
activities within an ADC is the responsibility of the PM. Each ROP
is headed by a professional agricultural officer, each EPA by a Field
Officer with a diploma from Bunda Ccllege of Agriculture, and each
EPA section by a Field Assistant with an agricultural certificate
from the Natural Resources College. The Field Assistants are the
front line agents in daily contact with the farmer.

Of particular importance to ASAP will be the MOA headquarter staff,
:gg Department of Agriculture, SACA, Extension Aids Branch, and the
s.

2. Functions

The functions of the following units are of particular
importance to the implementation of ASAP: MOA headquarter
operations, the Department of Agriculture, the ADDS, and SACA.

a. Headguarter Operations

The PS’s staff, which includes the DS, two CASs,
the CPO, and the Chief Accountant, plays the key role in agricultural
policy development, as well as in the planning and managing of the
Ministry’s operations.

The PS has overall responsibility and authority for managing the
Ministry. The QS has responsibility for the provision of
administrative, accounting and personnel support services to the
Ministry and its affiliated inctitutions.

The CAS/NRDP is responsible for all programs of the Department of
Agricultural Research (DAR), the Department of Agriculture (DOA), the
Department of Animal Health and Industry (DAHI), SACA, the D2partment
of Irrigation (DOI), and the eight ADDs. In effect, the CAS/NRDP is
in charge of the extension work of the MOA, which is managed through



the ADDs, drawing on the resources of the various technical
departments.

The CAS/Institutions is responsible for programs carried out by
agricultural institutions, including the Natural Resources College,
Training Branch, Smallholder Coffee Authority, Smallholder Tea
Authority, Kasungu Flue Cured Tobacco Authority, Smallhclder Sugar
Authority, Agricultural Development and Marketing Corporation
(ADMARC), and the Estates and Estate Extansion Service.

The CPO is responsible for planning and budgeting, marketing and
pricing, monitoring and evaluation of MOA programs, project
preparation, and data processing. The Planning Divsion’s
responsibilities include preparation of MOA’s annual budget
estimates, preparation of medium and long-term sectoral development
strategy and advising on sectoral policies including agricultural
pricing and marketing p~licies, monitoring and evaluation of ongoing
development projects, and coordination of all foreign donor missions
dealing with the agricultural sector.

The Chief Accountant is responsible for maintaining the financial
records of the Ministry. A1l MOA project accounting is the
responsibility of this office.

Particularly relevant to ASAP are the functions of the CAS/NRDP, the
CPO, the Chief Accountant, and, of course, the PS. The CAS/NRDP, the
CPO and the PS all are involved with policy decisions. Thair
involvement with policy-related issues during the coursa of the
implementation of ASAP will be substantial. As with the MOF, the
individuals in these positions are technically qualified to deal with
these issues - the concern is more a matter of the amount of time and
effort which program implementation will require. Ouring the design
of ASAP, at lsast the PS and CAS/NRDP have been involved with program
definition. The CAS/NROP has represented the MOA at meetings where
design and policy issues have been discussed. Substantively, the MOA
has a comprehensive understanding of the program’s objectives and
areas of activity.

Given its mandate in the areas of preparing budget estimates and
preparing sectoral strato?ios and policies, the

will have a key role to play during the implementation of ASAP. This
Division requires strengthening in certain areas, and a project
funded by British ODA is currently under design which has as its
objective the establishment of a sustainable capacity for effective
agricultural planning and policy formulation. The expected outputs
of this proposed project include managerial tools, agricultural
strategy tools, information systems, policy research and staff
training. Implementation of this project should address critical
issues which exist concerning the MOA’s planning and policy
development capabilities.



The Department of Agriculture, which is under the
overall supervision of the CAS/NRDP, is responsible for providing
extension and training services to the smallholder sector to promote
increased crop production, food self-sufficiency and improved
smallholder farmer income levels. The management structure of the
Department includes a Chief Agricultural Officer, two Deputy Chief
Agricultural Officers, and two Assistant Chief Agricultural
Officers. Below the management structure are subject matter
specialists for training, extension, tobacco, credit, fertilizer,
crops, and women’s programs. In the field, the Department’s staff
report for administrative purposes through the ADD structure. On
technical issues, they report directly to the Department of
Agriculture at MOA headquarters. These subject matter specialists
are the extension agents.

The objectives of the Department’s extension program recently have
been redefined in its "Five Year Extension Strategy Plan" (Department
of Agriculture, Ministry of Agriculture, January 1990). These
objectives are tn:

(1) reach male and female smallholder farmers with
appropriate and timely messages through the use of the block and
other applicable extension systems;

(i1) expand contact with smallholder women farmers
thorugh the use of targeted extension messages, services and
innovative and suitable methods for working directly with women;

(1i1) provide direction and technical advice to male and
female smallholder farmers on agricultural programmes thorugh the
development of specific strategies and targeted activities from each
subject matter specialist;

(iv) provide in-service training for extension staff
to improve their levels of competence in working with both male and
female smallholder farmers;

(v) intensify collaboration with male and female
smallholder farmers to identify their training needs based on area
specific production and socio-economic constraints, and to provide
training to farmers in order to change attitudes and improve
knowledge;

(vi) strengthen research, extension and farmer
Tinkages through regular participation of research staff from
commodity and adaptive research teams, SMSs, field staff and male and
female smallholder farmers in the development of appropriate
technical messages;

(vii) foster cooperation with NGOs and other ministries
involved in rural developed programmes at all levels in order to
improve services to male and female smallholder farmers; and



(viii) enhance agricultural production through the provision
of credit and other services and to particularly expand the
distribution of credit packages to women and the more disadvantaged

farmers.

The above objectives recognize that, "with women taking a larger role
in agricultural production (for family consumption, food security,
and exports), it is important that the Department of Agriculture
addresses the needs and aspirations of both male and female
smallholder farmers."

c. Agricultural Development Divisions

The function of the ADDs is to organize the
provision of extension services, and to manage the agents who provide
the services. As is discussed above, most of the ADD staff come
under one of the four technical departments within the MOA. However,
in the provision of extension services, the technical staff are
managed within the ADD structure, and come under the supervision of
the ADD management staff. The four technical departments provide
technical guidance, but do not manage the cperations of their
respective staff in the field. In addition, for budget purposes, all
the support mechanisms required for extension services, e.g. vehicles
and maintenance, subsistence, etc., are the responsibility of the
ADDs. This is particularly important because over time the level of
budget resources allocated to ADDs has not kept pace with the
increased costs of providing extension services nor with the increase
in the numbers of farmers who are to receive the services. This
problem is discussed in more detail below.

d. Smallholder Agricultural Credit Administration

SACA’s function is to provide credit to
smallholders for the procurement of agricultural inputs. The
procursment of inputs, in particular fertilizer, by smallholders
often is dependent on acquiring credit through SACA. SACA {is managed
by a headquarter staff, and operates through a specialist credit
staff at the ADD, RDP and EPA levels. Credit is administered through
farmers’ clubs, which are formed for that purpose. Generally a club
has 10 - 30 members. As of 1990, there were 10,700 clubs with a
total membership of about 315,000. SACA has received its funds from
the World Bank through an IDA credit and IFAD loan. Over the past
three years, SACA’s loan portfolio has grown from MK23 million to
MK65 million, and is expected to reach MK70 million during the
1991/92 crop year. Loan repayment performance has declined in the
last two years, and in 1990 the recovery rate was 85%. Default on
credit disbursement renders a club ineligible for new borrowing. A
specific concern raised by SACA management is that as the program
grows and smaller farmers become credit recipients, the credit
worthiness of the new farmers’ clubs is lower and the default rate is
likely to rise.



SACA is virtually the only formal sector source of credit to
smallholders. Some smallholders obtain credit from the Malawian
Union of Savings and Credit Cooperatives (MUSCCO), but this number is
very small, and obtaining credit from MUSCCO does not assure the
farmer of access to the necessary inputs, which often are available
only through the use of credit from SACA.

C. Role in ASAP Program mplementation

While the MOF is the implementing agency for ASAP because
of its overarching role with respect to policy determination and
financial management for the GOM, the MOA will have a major role in
the day-to-day management of program activities and in the
achievement of pro?ral objectives concerning the development of
smallholder agriculture. Most of the studies planned under the
program will involve the direct participation of MOA, as will the
project component designed to extend agrofcrestry techniques to the
smallholder sector and part of the food security project component.
In addition, given that the development of smallholder agriculture
will require efficient and effective extension services as well as
sufficient provision of credit and inputs, the MOA will be closely
involved witii determining how these will be provided, and how the
supply of credit and inputs can be restructured to place less of a
burden on the central government and to improve farmer
accessibility. Finally, three project activities within ASAP will be
directly implemented by the MOA: food security and nutrition
monitoring, an early warning food availability system, and
agroforestry extension.

As noted above, of particular importance to the impiementation of
ASAP will be the MOA headquarter staff, the Department of
Agriculture, the Planning Division, the ADDs, and SACA. These are
discussed separately below.

1. Headquarter Staff

Given the policy development, planning and budgeting functions of the
MOA headquarter staff, staff members will play key roles in the
achievement of ASAP's objsctives. In addition to PS participation in
PMC meetings and senior fevel participation in PIC meetings,
headquarter staff wili be involved with the definition of scopes of
work for the various planned studies, with review of the findings and
recommendations of thosa studies, and with the preparation and
approval of action plans which result from the studies. These action
plans are likely te involve policy reforms and budget commitments, as
well as project-type activities, and implementation of the plans will
require substantial coordination both of internal MOA activities and
of the participation of other ministries. Headquarter staff also
will be responsibie for implementation of the burley-specific program
activities, i.e. the design and implementation of the smallholder
registration scheme, issuance of individual quota allocations and
certificates, design of alternative marketing channels, and
evaluations of the overall scheme’s performance.
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2. Qepartment of Agriculture

The Department of Agriculture’s role in the implementation of ASAP
can not be wholly defined at this point, and will depend in part on
the results of studies conducted durin? the program’s phase one. One
specific activity for which responsibility will rest with the
department is the agroforestry extension project component.

Initially under the supervision of a TA contractor, agricultural
extension agents will have responsibility for communicating
agroforestry techniques to smallholders, and the Department will be
responsible for overall management of the activity. The purpose of
this activity will be to promote the use of agroforesty techniques to
increase productivity, support environmentally sound agricultural
practices, and provide alternative sources of fodder, firewood and
other wood products.

Developing opportunities for smallholders to initiate and increase
production of cash crops through improved access to credit, inputs
and technical knowledge will require substantial effort by the
extension services, including, with respect to the Department of
Agriculture, well trained extension agents available to assist all
categories of smallholders, and in particular those with less than
1.5 ha who historically have not received adequate extension
assistance. ASAP does not intend to incorporate a major
comprehensive extension service development activity, in part because
already USAID has provided substantial resources under its
Agicultural Research and Extension Project and because the World Bank
is doing significant work in the area of extension. However, studies
are planned under the program, which will identify specific problem
areas which are related to extension work and which are relevant to
achieving ASAP objectives, and these studies are expected to result
in action plans which will form part of the basis for the design of
ASAP’s phase two.

3. Agricyltura] Development Divisions

The ADDs’ role in the implementation of ASAP is both
direct and indirect. ADD staff will have a direct role in the
implementation of agroforestry and food security project activities,
because it will be ADD staff who will provide the agroforestry
extension services and who conduct the food security surveys and
analyse the results. On the overall program side, ADDs provide the
management structure for provision of extension services, and in that
capacity play a critical albeit indirect role in achieving program
objectives, indirect in the sense that program resources are not
directly allocated to extension services. In addition, the planned
study on developing extension modules to help smallholders with less
than 1.5 ha will involve heavily the work of the ADDs, and may result
in future activities in that area.
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4. jer Aqricyltural Credit Administration

SACA has no direct role in the implementation of ASAP,
however because it is currently the only major source of credit for
smallholders it deserves meintion in this iralysis. Smallholders
require credit for the procurement of inputs. ASAP intends to
identify alternative means for increasing the availability of credit
to smallholders, especially those with lass than 1.5 ha, and during
the program’s phase one a project activity mav be designed and
implemented to make credit available to smallhoider tobacco Tarmers.
This would take place based on the results of a credit study
scheduled for early 1992. This study will include a review of SACA's
;o}e. performance and potential in the area of smallholder cradit

elivery.

0. Capacity to Execyte Role

1. Policy Reform

The MOA’s capacity to deal with policy reform will be
strengthened through a proposed 1ink program funded by ODA with the
overall objective being to establish sustainable capacity for
effective agricultural planning and policy formulation. This link
program will be implemented through the Ministry’s Planning
Division. As with the Ministry of Finance, the MOA has technical and
managerial expertise, but the demands which ASAP will place on senior
level management as policy issues are raised, studied, analyzed and
resolved will be substantial. Overall, program imp:zmenation will be
management intensive, and a concerted effort will be required by MOA
along with other GOM entities and USAID to accomplish program
objectives. The strengthening of the MOA’s Planning Division will be
Agxgrtant to the successful achievement of the GOM's functions under

2. ASAP Project Activitjes

For specific project activities under ASAP which
require the provision of services by ADD staff and extension agents,
a management structure has been designed and funds provided which
will ensure that sufficient resources are available on a timely basis
for implementation of project planned activities. In addition, the
technical skills required for activity implementation are available
either through expatriate technical assistance, or through local
expertise. Where expatriate TA is now being used, a plan exists to
phase out that long-term TA during the 1i€e of the project.

3. Achievepent of Overall ASAP Objectives

Achievement of overall ASAP objectives will require in
particular the provision of technical services to smallholders so
that they can adopt profitable and "food-secure” crop mixes
appropriate to their physical and socio-zconomic environments and to
tie availability of resources and inputs. In terms of provision of
extension services, the MOA has experienced protlems providing

<>
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adequate resources to its field staff. One budget study conducted
during the design of ASAP indicated that real operating expenditures
per person for the ADDS have dropped substantially since 1987. Using
1986-87 as the base year, 1987/88 operating expenditure per person
for the ADDs was MK 896. This dropped to MK 692 in 1988/89, then to
MK 610 in 1989/90 and up slightly to MK 618 in 1990/91. This same
problem has been identified in the Department of Agriculture’s "Five
Year Extension Strategy Plan," which states as one constraint to
effective extension services, "Supportive supervision visits of Field
Assistants by the Development Officer, Assistant Development Officer
and Subject Matter Specialists are infrequent and inadequate. This
is often the result of a shortage of vehicles, fuel or subsistence
allowances which prevent regular visiting schedules.” (p. 14)

The underlying problem may be insufficient resources and/or
inadequate planning and management. The strengthening activity of
the Planning Division will help improve the planning and management
aspect. Under ASAP, various studies will include different aspects
of the extension system and will identify constraints to providing
adequate services to smallholders, and ways of alleviating those
constraints.

Other problems identified in the "Five Year Extension Strategy Plan"
:h:gh have reduced the effectiveness of extension services are the
ollowing:

. a8. _Involvement of the Field Assistants in other
activities, particuiarly involving credit clubs, which has reduced
time availahle for farmer visits and block meetings and
demonstrations;

b. Extension messages are not seen as being relevant
to farmers, or they include information which is already well
understood and excludes consideration of socio-economic constraints
which frequently prevents implementation of recommendad practices;

€. Credit and inputs are not available on a timely
basis to satisfy farmer requirements;

d. Relatively low producer prices, increased input
costs and reduced profitability have resulted in declining interest
in some crops; and

e. Failure of extension staff to accurately identify
farmer problems and constraints.

Each of the above problem areas is being addressed by one or more
components of ASAP, primarily initially by studies wnich result in
action plans designed to alleviate identified constraints. USAID
will have to review study results carefully to determine what
additional policy reform measures or project activities are required
to promote smallholder development through improved provision of
technical and other services.
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IV.  Department of Economic Pianning and Development
A. Qrganization and Function

EPAD is a department within the Office of the President and
Cabinet. It is responsible for central planning and the coordination
of activities of the GOM's sectoral ministries. Its civil service
head is a Principal Secretary, who is followed by a Chief Economist,
and, in turn, by a Deputy Chief Economist. From there, the
department is divided into four branches, three of which are headed
by an Assistant Chief Economist (see attached organization chart) and
one of which is headed by a Senior Personnel Officer. The three
technical branches have the following responsibilities:

1. Macroeconomic planning, commerce and industry, social
and population;

2. Projects’ planning, monitoring and evaluation, aid
coordination; and

3. Agriculture, energy planning, energy administration,
transport, food security.

One branch which is of particular relevance to ASAP is the third
described above, which includes food security. One of ASAP’s project
activities involves assistance to one unit of that branch, the Food
Security and Nutrition Unit (FSNU). The FSNU coordinates the
development of GOM food security and nutrition policy, and monitors
related activities. It is the secretariat for the Interministerial
Food Security and Nutrition Advisory Committee, which includes six
ministries (Agriculture, Community Services, Health, Education, Local
Government and Finance) plus three branches of the University of
Malawi (Bunda College, Kamuzu School of Health Sciences, and Center
for Social Research). The FSNU has five staff positions. Its head
is a Principal Economist, and other staff members are two economists
and two nutritionists. At present the positior of one nutritionist
1; vag;nt. A1l staff belong to the Economic Common Service within

t ‘ L]

8. Role in ASAP Program Implementation

EP&D will be involved with ASAP implementation on two
levels. As with the Ministries of Finance and Agriculture, senior
level staff, including the PS, Chiaf Economist and Deputy Chief
Economist, all will participate at one time or another in discussions
and decisions about policy matters. In addition, either the Chief
Economist or his deputy will be involved in the deliberations and
operations of the Program Implementation Committee and its
subcommittees. Because ASAP study issues may cut across individual
ministry boundaries, EP&D’s role in helping to define study agendas,
to analyse study results and to prepare action plans will be
particularly important.

&)
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EP&D’'s second level of involvement with ASAP’s implementation
concerns the FSNU’'s role as coordinator of GOM’s food security
activities, including being secretariat of the Interministerial Food
Security and Nutrition Advisory Committee. Under ASAP a food
security advisor will be located within the FSNU to assist with
policy development and coordination in the area of food security.
This position will be funded as a long-term position under the
project for four years, and will be an advisory position to the
Principal Economist.

C. Capicity to Execute Role

As with the Ministries of Finance and Agriculture, EP&D has
expertise to analyze and resolve policy issues, but also as with the
other ministries, the demands on the EP&D staff are already
substantial, and implementing the policy agenda of ASAP will increase
those demands. The Department has a unit which deals with
agriculture, and it is expected that this unit would handle most of
the business of ASAP. Final decisions about policy matters would
concern the senior level staff.

EP&D’s role with respect to the food security activity and its
capacity to execute that role is well established. The A.l.D.
activity will contribute to an ongoing project.

V.  Bunda College of Agricylture, University of Malawi
A. Qrganization and Function

Bunda College is one of five constitutuent colleges of the
University of Malawi system, and is responsible for the training of
individuals in the fields of agriculture, animal science, home
economics and rural development. The head of the college is a
principle, assisted by a vice-principle. The college has five
academic departments, each of which is managed by a Head of
Department: Agricultural Engineering, Animal Science, Crop
Production, Home Economics and Human Nutrition, and Rurai
Development. The Dean of the Faculty of Agriculture has
responsibility for managing the faculty’s affairs. The college has
approval to establish a new department-level unit, the Center for
Agricultural Research and Development.

The Chancellor and Vice-Chancellor of the University are responsible
for the affairs of all colleges. The University is a statutory body,
and as such has control over its own budget and reports to the
Department of Statutory Bodies. It works with the Ministry of
Education, but is not technically part of the Ministry. Various
functions are centralized at the University level, including overall
accounting responsibility and physical development responsibility.
Bunda College has responsib:l1ity for some accounting functions, and
is allocated monthly disbursements from the University to make direct
payments in specific areas.
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8. Role in ASAP Program Implementation

Under ASAP, an agricultural policy research unit will be
established which will provide the capability within the College to
conduct research on policy matters, and 2ssist with identification
and resolution of issues and developwent of proposals for
implementing recommended actions. This unit will be the first
consituent unit of the approved but not physically estublished Center
for Research and Development (CARD). It is intended that while this
unit will be based at Bunda, it will institute close uorkin?
relationships with relevant GOM offices and private and public firms,
as well as the Center for Social Reszarch at Chancellor College, so
that the work of the unit involves as broad participation as
possible. It is expected tha{ some Torm of advisory board will be
established to advise the research unit on policy research,
development and implementation issues.

ASAP funds will be used to finance a cooperativ: agreement with a
U.S. university (or consortium) to assist the College in this
activity. While drafting of the RFP and contvactor selection will
involve the College as well as GOM departments, A.1.D. will negotiate
and sign the cooperative agreement. The agreement will include
provision for two long-term technical assistant {7A) positions
(agricultural economist and statistician), short-term TA, one PhD
training opportunity (statistics), short-term trainin?. study tours,
institutional and commodity support. The College will organize the
necessary local staff recruitment for the rescarch unit, and initial
operational costs for a period of two years will be financed under
the project. The cooperative agreement will include provision for
institutional development support to assist the College with the
establishment, management and operations of the unit.

In addition, ASAP will finance the construction of facilities,
including an office block and housing, at Bunda College for the
research unit and the long-term technical assistance. The University
of Malawi, which has its headquarter office including an estate
development office in Zomba, will be responsible for the contracting
action for this construction, while USAID will make direct payments
to the contractor upon receipt of the required certificates.

Finally, College staff are expected to be involved in other studies
under ASAP which are conducted prior to the establishment of the
research unit, and in the annual evaluations of the ASAP program.
During the first year of the program, a number of studies are
necessary to identify specific actions required to implement the
policy reform agenda. Because the length of time required for the
competitive selection process for the cooperative agreement (at least
ten months from start to arrival of TA), some studies which might
otherwise bs included as part of the research unit’s scope must be
organized earlier. Although in at least some instances outside
contractors will be used for the studies, it is expected that College
staff will participate as well. Annual evaluations are scheduled to
assess in particular the program’s impact on promoting smallholder
development. While the midterm and final evaluations will be larger

A\
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efforts involving outside specialists, the other annua) evaluations
are likely to be the responsibility of the research unit.

C. Capacity to Execute Role

College staff have participated in studies used for the
design of ASAP, and their work was considered to be of high quality.
Staff have shown that they have both the expertise and interest to
conduct the research, and they should bring to the program a wealth
of local knowledge and sensitivity to issues as they are perceived
within the country. With the assistance of a U.S. university
experienced in agricultural policy research and in the organizational
requirements to establish and manage a research unit, Bunda has the
capability to undertake the institutional development activity
planned under ASAP.

Project funds will support the operations of the research unit for a
period of two years. During that time, the unit’s presence and
technical cipabilities, as well as its availability to undertake
outside projects, will be publicized. The College intends to set an
overhead rate (approximately 30%) to cover its operational costs for
outside work. The income from contracted projects will be used to
offset operational costs. After two years of project support, the
responsibility for covering the cost of operating and maintaining the
unit will rest with the College and the Univeristy. The overall
situation will be assessed at that time to determine whether further
financial support for operations will be necessary.

A preliminary analysis of Bunda’s contracting procedures indicates
that it is qualified to undertake a host country contract for the
construction of the unit’s facilities. Bunda has used that procedure
in the past with USAID as well as with other donors, including the EC
and 0DA. Construction activities are managed by the estate
development office situated at the University headquarter offices in
Bunda. Upon notice that funds for the construction activity are
available, that office will contract with an architectural firm used
by the University for the preparation of drawings. That firm wil)
subcontract with a quantity surveyor who will estimate construction
costs (and during execution of the contract will monitor contractor
expenditures for the purpose of University approval of

certificates). The Univeristy ordinarily preselects eligible firms
who will be allowed to bid for the contract. A1l technical drawings
and bid documents will be reviewed by A.1.D. prior to issuance. The
contract, which will have an approximate value of $600,000, is
expected to be advertised in the Commerce Business Daily. The
University will conduct a formal review and evaluation of bids
received. USAID will be represented during that process, and will
dpprove the award process prior to final award. Contract execution
will be monitored by REDSO/ESA’s Regional Engineering Office.

Payment to the contractor will be made directly by USAID based on the
receipt of certificates on a regular basis. Certificates will be
reviewed by the quantity surveyor and the architectural firm, and
approved by the University, prior to being sent to USAID. While the
preliminary analysis has shown that the University’s contracting
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procedures, as described above, are acceptable to A.I.D., in
accordance with current regulations a formal analysis, in this case
by a REDSO/ESA Regional Contracting Officer, will be conducted prior
to any earmarking of funds for the construction activity. It is
expected that this analysis will be conducted within two months of

ASAP grant agreement signing.

VI.  Department of Research and Environmental Affairs
A. Introduction

The Department of Research and Environmental Affairs’
(DREA) s the primary coordination body on issues concerning the
environment. [ts Division of Natural Resources and Environment is
mandated to assess the current state and forecasted trends in the
quality of natural resources. It is also responsible for review of
policies and programs related to sustainable development and
enhancement of environmental quality. The DREA is part of the Office
of the President and Cabinet (OPC) and acts as the focal point in
environmental monitoring activities capturing input from the relevant
line ministries, namely, Ministry of Forestry, Ministry of
Agriculture, and Ministry of Works.

8. Qrqanization and Functions

1. Organization

At the top of the DREA’s organization structure is the
Principal Secretary who is responsible for the overall policy
formulation regarding research and environmental affairs, planning,
coordinating, and managing research and environmental affairs. The
department was constituted to a full department on April 1, 1991.

DREA consists of five divisions, namely:

Science and Technology;

National Research Council of Malawi Affairs;
Administration and Support Services;
Information Science and Engineering; and
Matural Resources and Environment.

It is within the Natural Resources and Environment Division that ASAP
resources will be channeled for the monitoring of t!ie cnvironment.
Specifically, support will be provided to the Nati:ral Resources
Management Section and the Planning and Environmenta! fissessment
Section of this division (see attached organizationai chart).
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a. Planning and Environmenta] Assessment Section

Among its many functions are: "Ensuring that
economic and social development in the country is sustainable by
promoting developmental activities, the execution of which is guided
by the desire to conserve and protect environmental assets.®
Specific objectives for the environmental component of DREA include:

- assist the Government in collecting all available
information/data on natural resources and development projects
and assess and analyze the effects of development on the
environment;

- prepare a National Environmental Conservation Policy
Strategy (NECPS) in consultation and collaboration with all
concerned Ministries, Departments and relevant Institutions;

- prepare appropriate guidelines for the implementation of
the strategy and environmental impact assessment of
development projects for use by various Ministries,
Departments and all other institutions;

- prepare and conduct seminars at national, regional and
district levels to explain the NECPS;

- {implement the NECPS in selected priority areas; and

- monitor the effacts of development projects and other
activities on the environment.

b. Natural Resource Management Section

The functions of the Natural Resource Management
Section are as follows:

- monitor and assess quality of the natural resource base in
order to propose proper management measures and rational
utilization of resources;

- review policies, plans, programs and activities of GOM and
?GO: in o:gcr that the overall goal of sustainable development
s achieved;

- assess environmental impact of large-scale agricultural
projects;

- promote aforestation and re-forestation schemes;

- promote woodlots for conservation and land management
purpose;
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- monitor and assess quantity and quality of water resources;

- monitor and assess ecological effects of pesticides and
fertilizer on the environment.

ASAP-financed monitoring is designed to, inter alia, accomplish the
following objectives:

- develop the capacity to carry out regular monitoring of
land use changes;

- measure and monitor the rates of deforestatton and sefl
erosion on customary land;

- monitor the encroachment of cultivation into Steep _
escarpments, marginal areas and hills, and develop appropriate
land use policies for such areas in consultation with
District Development Committees;

C. Role in ASAP [mplemeotation

While MOF is the implementing agency for ASAP, the DREA
will play the the major coordinating role in ensuring that the ASAP
reform policies do not adversely affect the environment. The DREA
will rely on 1ine ministries and departments for soil erosion,
deforestation, and related information.

As regards land use changes, DREA will rely upon information
available from the Land Husbandry Branch of MOA where aerial
photographs. satellite imagery tapes, and data/analysis from a
UNDP/FAQ Project are available. OREA will supplement available
information with site visits. OREA will need to be faniliar with a
software program being used by the UNDP/FAO project called ALES
(Automated Land Evaluation System). For soil erosion monitoring, a
system for measuring simple soil loss and river sediment load will be
developed in coordination with the MOA who will undertike actual data

collection.

Deforestation will be monitored by measuring the amount of new land
brought under cultivation pius deforestation from fuelwood. DREA
will work closely with the Department of Forestry in the Ministry of
Forestry and Natural Resources to coordinate data collection, which
will be undertaken by Ministry of Forestry and Natural Resources.

For 1ivestock data, DREA will liaise with the Department of Anixa)
Health and Industry of MOA. DREA will also undertake an analysis of
existing data/information.

0. Capacity to Execute Role

At the moment, there is only one staff member assigned to
the Division of Natural Resources and Environment. ASAP will fund
the establishment of 17 additional positions on the development
budget account; by GOM’s financial year 1994/95 these positions will
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be funded under the revenue (recurrent) budget account. The new
positions include: Principal Environmental Officer, two Senior
Environmental Officers, two Environmental Officers, one Economist,
one Draftsman, two Tracers, one Stono?raphor, one Copy Typist, five
Laborers, and one messenger. ASAP will also provide 8 months of
technical assistance.

VII. USAID

A. Qroanization and Function

Within USAID, program impiementation will be the
responsibility of the Agriculture and Food Security (AFS) Division,
which currently has two A.1.D. direct hire professionals (one
division chief and one deputy) and two foreign service national
professionals who will be involved with the program. Implementation
will involve also the Program, Evaluation and Analysis (PAE) Office
and the Project Implementation and Development (PID) Office, as well
as_the Controller’s Office on financial matters. Discussion of major
policy issues and review of achievement of program objectives will
involve the Director’s Office.

B. Role in ASAP “rogram Impismentation

USAID, as the funding agency, must ensure that the
appropriate funding mechanisms are in place for proper disbursement
so that program activities can take place without disruption. In
addition, USAID will be responsible for the procurement of various
commodities for those activities, and for the negotiation of various
service contracts and cooperative agreements.

In a more substantive sense, USAID must work to see that progress
toward tha accomplishment of ASAP objectives is being achieved. This
will require a high level of effort working with GOM ministries, both
individually and through the Project Implementation Committee and its
subcommittees. Progress toward meeting both short-term and long-term
objectives must be monitored, and a working relationship with key GOM
officials must be established to allow effective intervention when
necessary. In addition, within USAID, regular monitoring of program
implementation must be done to ensure that all activities, including
reform initiatives as well as project activities, are

C. Capacity to Execute Role

Kanaging the implementation of ASAP within USAID will
require drawing on the rescurces of various offices. While
day-to-day implementation responsibility will rest with the AFS
Division, the participation of other offices will be necessary given
the combination nonproject/project assistance, the complexity of the
policy reform 1ssues and related studies, and the variety of project
activities. In particular the PAE Office and PID Office will be
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involved with assisting with discussion and resolution of policy
reform issues, with implementation of the Bunda College project
activity, an' with the design of studies and identification of
follow-on activities. An internal program committee will be formed
consisting of the AFS, PAE, PID and Controller’s offices, and regular
(initially monthly) progress reports will be prepared and submitted
to the Director’'s Office in addition to committee members.

VIILI. Joint GOM-USAID Coordination

As is discussed in more detail in the PAAD section on
implementation, GOM-USAID coordination in the implementation of this
program is essential to the eventual achievement of program
objectives. Formal coordination will trke place through the Program
Implementation Committee and its subcommittees, and through the
Program Management Committee. Informal coordination will involve
frequent meetings between GOM and USAID project managers, and joint
participation in the execution of the studies and reviews/evaluations
of the program. In addition, funds will be provided for seminars and
workshops at which study results and policy issues can be discussed
in an open forum with representatives of the GOM, other public sector
entities, the private sector, and the donor community.



