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USAID/ISTI SRI LANKA FORMAL STATEMENT OF WORK
 
FOR THE TITLE III MID-TERM EVALUATION
 

EVALUATE THE THREE MAJOR SYSTEMS ENCOMPASSED WITHIN THE PL-480 TITLE 

III PROGRAM FOR SRI LANKA AS WELL AS THE STATED OTHER RELEVANT ISSUES: 

A. 	 PERFORMANCE-BASED DISBURSEMENT SYSTEM 

" 	 Relevance of Policy Reforms: Are the criteria for selecting policy reforms appropriate? Are 
there overlaps or conflicts with reforms agreed between the GSL and other donors? Do the 
GSL and USAID have sufficient analytical capability to identify and evaluate feasible policy
reform targets?

" 	 Strategic Consistency of Policy Reforms: Are the reforms consistent with USAID's Strategic
Framework? What is their impact on the USAID Program Objectives? Where is there scope
for improvement? Does programming of Title III local currency for GSL uses undercut the 
Mission's interest in reducing the GSL role in the country's economy?

" 	 Effectiveness of Performance-Based Disbursement System: To what extent has the system
facilitated and expedited implementation of policy reforms? Show how the reforms agreed in 
the Policy Framework Paper are reinforced by the system.

" 	 Economic and Sectoral Impact of Reform Measures: Evaluate the potential short and long
term impacts of the policy reforms and quantify to the degree possible. 

B. 	 COMMODITY FLOW SYSTEM 

" Has the movement of commodities been carried out efficiently?

" What have been the bottlenecks leading to delays?

" Are losses at different stages of the system within reasonab!e limits?
 
" Is the repcrting system accurate and prompt?

" Arc the monitoring and follow-up systems satisfactory?
 

C. 	 LOCAL CURRENCY GENERATION AND DISBURSEMENT SYSTEM 

" Has the price negotiation procedure been efficient and reflt,6tive of market prices?

" Has the reporting beei prompt and adequate?

" Are record-keeping functions being performed adequately?

" Is the identification of the Recipient Agencies procedurally satisfactory?

" Are funds used for activities consistent with the enabling legislation as well as A.I.D. policy 

and USAID strategy? 

D. 	 OTHER RELEVANT ISSUES 

" 	 Sustainability: Is the program financially sustainable in the sense of GSL ability to continue 
both program activities and essential wheat import levels after the program terminates? Will 
the program policy reforms also be continued? 

" Co-ordination Between USAID and GSL: Are the level and degree of coordination between 
key USAID and GSL staff adequate for good program design and management? Are they 
sufficient to permit an adequate level of impact assessment? 

" USAID Internal Monitoring Systems: Are Mission filing, record-keeping, accounting and 
internal review mechanisms adequate to insure a proper level of accountability? 

V 



AGREED SUPPLEMENTAL STATEMENT OF WORK 

E. 	 ADDITIONAL RELEVANT ISSUES 

" 	 Additional policy reforms for 2-year Title III Extension: Assist Mission to develop a range 
of potential policy reforms to be carried out under the final two years of the 5-year program 
requested in the MYFAP and the original cable request to A.I.D./W (1990 COLOMBO 
02038). 

" 	 Mission utilization of full potential of Title II: Assist Mission to make improved use of 
Title III in relation to other Mission policies and programs. 

F. 	 MODIFICATION OF USAID/SRI LANKA FORMAL STATEMENT OF WORK 

* 	 At an introductory meeting with Mission Management, the evaluation team was advised that 
the (System C.) LOCAL CURRENCY GENERATION AND DISBURSEMFNT SYSTEM 
presently is undergoing an audit by the Sri Lanka Auditor General in compliance with 
guidelines furnished by the A.I.D. Regional Inspector General's Office, and has already been 
the stibject (inter alia) of a General Accounting Office investigation. Therefore, it was agreed 
that the evaluation team should limit its evaluation of System C to an overview of its potential 
effectiveness, while leaving open a determination of whether the system is, in fact, functioning 
as designed. 
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EXECUTIVE SUMMARY 

THE PURPOSE OF THE USAID/SRI LANKA PL-480 TITLE III PROGRAM IS TO SERVE AS 
THE MISSION'S MAJOR VEHICLE FOR POLICY REFORM, AND TO PROVIDE LOCAL 
CURRENCY IN SUPPORT OF THE GSL'S POLICY REFORM AND ADJUSTMENT PROGRAM. 
THE TITLE III PROGRAM PURSUES FOUR MAJOR OBJECTIVES. IT: 

" 	 Contributes to Sri Lanka's food security; 

" 	 Promotes development of free, private sector-dominated agricultural markets and private sector 
farmer organizations; 

" 	 Promotes economic and agricultural policy reform, and supports income generating PVO 
projects; and 

" 	 Provides Balance of Payment support. 

THE PURPOSE OF THIS MID-TERM EVALUATION IS TO EVALUATE: 

A. 	 THE FOLLOWING SUBSTANTIVE ASPECTS OF THE PL-480 TITLE III PROGRAM: 

1. 	 The Performance-Based Disbursement System, Including: 

" Relevance of Policy Reforms; 

" Strategic Consistency of Policy Reforms; 

" Effectiveness of Performance-Based Disbursement System; and 

" Economic and Sectoral Impact of Reform Measures. 

2. 	 The Sustainability of the Current Program. 

3. 	 The Additional Policy Reforms that Would be Required for a Two-Year Extension of the 
Curreut Program. 

B. 	 THE FOLLOWING PROCEDURAL ASPECTS OF THE PROGRAM: 

4. 	 The Title III Commodity Flow System. 

5. 	 The Title III Currency Generation and Disbursement System. 

6. 	 Co-ordination Between USAID and GSL, and with Other Donors. 

7. 	 USAID Internal Monitoring Systems. 

8. 	 Mission Utilization of the Full Potential of Title III. 
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THE METHODOLOGY USED CONSISTED OF ATHOROUGH REVIEW OF THE EXTENSIVE 
DOCUMENTATION AVAILABLE AND COMPREHENSIVE DISCUSSIONS WITH APPROPRIATE 
USAID AND GSL PERSONNEL. 

I. BACKGROUND
 

USAID's food aid program for Sri Lanka under the new Title III legislation was initiated in 1991. The 
program was authorized for an initial term of three years but was intended from its conception in the 
Mission's Multi-Year Food Assistance Program (MYFAP) to be extended for a further period of two years. 
This program was the logical follow-on to a Title I program that provided virtually continuous food and 
development support to the country from 1956 through 1990. As of that program's completion, the level 
of assistance had reached $477 million. By comparison, the A.I.D. Development Assistance Program had 
been approximately $300 million over the same period. 

II. EVALUATION OF THE SUBSTANTIVE ASPECTS OF THE PROGRAM 

The Sri Lanka Title III Program Agreement based on a modified version of the MYFAP authorizes three 
tranches of approximately $35 million each, conditioned upon the availability of resources and A.I.D. 
approval of stated GSL policy reforms; the critical feature of the Program being its policy conditionality. 
The Agreement also provides for the application to developmental programs of local currency generated 
by commodity sales upon the meeting by the GSL of agreed benchmarks based upon the stated policy 
reforms, a procedure called: "Perfornance Based Disbursement." The Agreement includes provisions for 
joint reviews and evaluations of the program, its design, operation and impact. 

In addition to Title III, Sri Lanka has other agreements subject to policy conditionality with the International 
Monetary Fund, the World Bank and the Asian Development Bank. The team has determined that there 
is no substantial overlap between the broad, general programs of the other agencies and the specific 
agriculture/private sector focus of Title III. 

To formulate the agreed policy reforms properiy and to wt the benchmarks for each reform in a satisfactory 
manner, it is vital that both GSL and USAID have strong analytical capabilities. Such capability is 
furnished presently to both parties by USAID's soor-to-terminate Agricultural Policy and Planning Project 
(APAP). There will consequently be a need to strengthen the institutions for policy research in the 
agricultural sector, and a similar need in the area of education in agricultural economics. 

The reform measures in the current program can be classified into three groups: (a) institutional reforms; 
(b) policy reforms; and (c) preparatory studies for future reforms. The institutional reforms are: (1)the 
restructuring and divestiture of the Fisheries Harbour Corporation (FHC); (2) the liberalization of imports 
and domestic trade in food commodities; and (3) restructuring of the Agricultural Insurance Board (AIB). 
The policy reforms are: (4) implementation of 'inextensive land survey and itling prograru., (5) revision 
of plant quarantine measures; and (6) phasing out of export taxes on the private sector. Four studies are 
designed to lay the foundation for future reforms to reduce the role of government and facilitate the growth 
of the private sector in commercial activities. 

The issue was also raised of possible conflict between the Government-to-Government program of 
generation and programming of Title III local currency and USAID's interest in a reduced role of 
government. The team's conclusion was that the conflict was more apparent than real, rince the thrust of 
the policy reforms leveraged by the Program supported strongly an expansion of opportunity for the private 
sector. 
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Executive Summary 

As one of the primary items in the Scope of Work, the effectiveness of the performance-based disbursement 
system for local currency proceeds was examined carefully. The expectation underlying the system is that
it will provide an incentive for GSL to push ahead expeditiously with the various steps involved in carrying
out the agreed policy reforms. The team found strong indications that the system has been effective in 
expediting implementation of the agreed reforms; the team attached particular importance to the statements 
of USAID counterparts in the GSL to the effect that the system has led to steady progress toward 
implementation of the reforms. 

A key issue in regard to the performance-based disbursement system is whether the benchmarks for release 
of funds have been or could be chosen in such a way as to improve the impact of the reform measures on
the economy by: tying the largest releases of funds to implementation of the more substantive phases of 
the reform; breaking up the reform into smaller components; establishing links between the policy reforms 
and the purposes for which the released funds are used; or using the funds for other programs and activities 
that complement the policy reform measure and enlarge its imrpact. 

III. EVALUATION OF THE PROCEDURAL ASPECTS OF THE PROGRAM 

The movement of commodities has been dcne with reasonable efficiency within Sri Lanka - partly due 
to intensive Mission monitoring - but has been troubled on the U.S. side. However, the GSL institutions 
involved in the grain trade have a poor record for permitting deterioration of quality in the foods they
handle and for excessive costs due ', overstaffing. 

The reporting system is adequate and prompt; the GSL and USAID have combined their efforts to produce 
an excellent system which is operated effectively. 

The monitoring system and follow-up are adequate; the Mission and GSL are keeping well on top of the 
activities under the program. 

The price negotiation procedure has been efficient and reflective of market prices; the price is deterined 
on the basis of reported prices of commercial wheat shipments, c.i.f. Trincomalee, during the time period
most closely corresponding to the initial PL-480 deliveries. 

However, the identification of the Recipient Agencies is only marginally satisfactory: Instead of the 
Mission Local Currency Programming Committee meeting and making a documented schedule of 
allocations to be negotiated with the GSL, it appears to be left to one or two USAID officers to carry an 
informal and undocumented list for consideration by their counterparts. 

Funds are used for activities consistent with the enabling PL-480 legislation as well as A.I.D. policy and 
USAID strategy: The Food Stamp program is the most important single element of Food Security for
lower income Sri Lankans. Similarly, expenditures in the agricultural sector are well within the scope of 
American policy. 

IV. SUSTAINABILITY 

The question of Sustainability, both financial and with reference to whether the program policy reforms 
would be continued, is more complex: Insofar as maintenance of essential wheat imports is concerned,
GSL would clearly have to do so - but at the expense of other development programs. The program
policy reforms, on the other hand, as the product of intensive GSL/USAID discussion and mutual 
agreement, might continue more or less intact. However, absence of the PL-480 leverage would 
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undoubtedly weaken the reformers and strengthen the old guard; backsliding would likely take the form 
of delays in implementation of reforms, rather than their outright abandonment. 

Coordination between key USAID and GSL staff is fully adequate for good program design and 
management and to permit adequate impact assessment. 

USAID Internal Monitoring Systems are adequate to insure a proper level of accountability. 

V. 	 ADDITIONAL POLICY REFORMS FOR 2-YEAR TITLE III EXTENSION 

The evaluation team, in discussion with both USAID and GSL personnel developed a list of ideas, set forth 
in the text, for possible policy reform measures. 

VI. 	 MISSION DESIGN OF POLICY REFORMS 

The evaluation team has presented, in the text, an analysis of the subject showing generally sound Mission
 
performance - but with some areas in which reform would be desirable.
 

PRINCIPAL CONCLUSIONS
 

A) The Title III Program has made substantial accomplishments:
 

The policy reforms have been consistent with the strategic objectives of the USAID program.
 

The reforms have reinforced the broad reforms of the international agencies.
 

The program is consistent with USAID's interest in a smaller role for government.
 

The performance-based disbursement system has been successful.
 

B) Program accomplishments are laying the groundwork for future reforms.
 

C) The two-year extension requested by the Mission will te necessary, at a minimum, for a more
 
complete reform process. 

D) Mission performance has been excellent, but some reforms are needed. 

PRINCIPAL RECOMMENDATIONS 

1) 	 The two-year extension should be approved.
 

2) A Mission Woikshop is needed to further improve future implementation.
 

3) An Operations Manual is also needed.
 

4) A mort; structured format is needed for developing USAID positions.
 

5) 	 The Mission should seek an alternative mechanism for the type of support APAP furnished the Title 
III prugram. 

6) Program Benchmarks should be broken out into a greater number of more detailed components. 
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SECTION I
 
BACKGROUND
 

A. INTRODUCTION 

USAID's food aid program for Sri Lanka under the new Title III was initiated in 1991. The program 
was authorized for an initial term of three years but was intended from the beginning to be extended for 
a further period of two years. This would give the program in Sri Lanka a full term of five years, like 
Title III programs in other countries at similar income levels. It would also bring the program in line 
with the USAID/Sri Lanka Multi-Year Food Assistance Plan (MYFAP), which provided the framework 
for A.I.D.'s food related assistance programs in Sri Lanka. 

B. FOOD AID AS FOOD AID 

The primary focus of this evaluation is on the stated objectives of assistance to Sri Lanka within the 
framework of Title III. Nevertheless, it is necessary to recognize that this is also a program of food aid,
which must be considered as such. Therefore, itmust be examined in terms of Sri Lanka's need for such 
aid and of the role that food aid would play in both the food economy and the overall economy of Sri 
Lanka. 

Sri Lanka has achieved near self-sufficiency in rice, with small surpluses or deficits in different years.
This situation is expected broadly to continue in the next few years. However, near self-sufficiency does 
not exist in Sri Lanka in terms of total cereal consumption. This situation results from a substantial 
volume of consumption of wheat products by the Sri Lankan population, especially the "Estate Tamils" 
working on the tea plantations. Agro-climatic conditions in Sri Lanka are not suitable for the production 
of wheat, so it does not produce any itself and must therefore, import wheat if it is to sustain this 
consumption. 

Considering that Sri Lanka isundergoing a program of structural adjustment and needs substantial foreign
exchange resources to promote rapid development, its foreign exchange position is not strong. If it had 
to import its entire wheat needs commercially, this would reduce its imports of other goods required for 
the smooth functioning of the economy and for the achievement of a rapid pace of development.
However, if it were to import only a part of its requirements, it would face shortages that would have 
an adverse effect on levels of food consumption and nutrition. By providing food aid in the form of 
wheat, the program makes itpossible to protect food consumption levels for all sections of the population
and helps at the same time to support the balance of payments position. The food aid program is thus 
in consonance with at least two of the four objectives of A.I.D. strategy as set out in Annex A to the 
Agreement which deals with the Food for Development programs: to promote food security and to 
provide balance of payments support during a difficult period of structural adjustment. 

C. TITLE III AGREEMENTS 

Conceptually, any Title III agreement between A.I.D. and a recipient country, together with the 
subsequent amendments to the main agreement, can be treated as consisting of four main types of 
elements. The first type rates to the kinds and quantities of food to be provided, which determines the 
nature and size of the program. The second type relates to the movement and disposition of the donated 
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food as well as to the determination of initial handling of the local currency proceeds. The third type is 
concerned with the disposition of the local currency proceeds - the proportion to be allocated for use 
by indigenous NGOs and the policy conditions and benchmarks controlling the release of funds for use. 
The fourth type relates to the determination of the purposes for which those funds are to be used. 

Most of these different types of elements have two aspects. One isthe proc Aural aspect, concerned with 
recording, reporting, assessing and accounting of quantities and amounts in relation to food, local 
currency proceeds and uses as well as to policy and institutional changes. The other is the substantive 
aspect, concerned with the ways in which and the extent to which the various components of the program 
- including the donation of food, the policy conditions and benchmarks, and the purposes for which the 
local currency proceeds are used - contribute to the achievement of USAID objectives and the agreed 
objectives of the recipient Government. 

D. PRIOR FOOD FOR PEACE PROGRAMS IN SRI LANKA 

Prior to the major restructuring of PL-480 embodied in the 1990 "Mickey Leland Food for Peace Act," 
a major portion of the United States Assistance Program for Sri Lanka consisted of shipments of wheat 
and wheat flour under Title I as it then existed. The program commenced in 1956 and provided
continuous food and development st pport to the country (with a three-year hiatus under the Hickenlooper
Act) through 1990. As of the program's completion, the level of assistance had reached $477 million, 
an amount impressive not only in its magnitude but also in its relative importance to Sri Lanka.' By
comparison, the USAID's Development Assistance Program was approximately $300 million over the 
same period. 

During the entire period of time for which records are available, the thrust of the PL-480 Title I program 
was the promotion of incremental progress toward the development of Sri Lankan agriculture on private 
sector lines, along with the promotion of modern agricultural techniques and coupled with the provision 
of necessary institutional and physical infrastructure, primarily the former. 

In 1982, an A.I.D. Impact Evaluation was held, finding that although the Program was beneficial from 
a Balance of Payments standpoint and as an indicator of United States friendship with Sri Lanka, neither 
its policy impact nor its developmental uses of the local currency generated by the sale of the PL-480 
commodities were commensurate with the Program's magnitude. 

From 1983 on, USAID/Sri Lanka (and A.I.D./W) concentrated on: better integrating the Title I and 
Development Assistance (DA) programs; making Self Help Measures (SHMs) more meaningful; assisting 
the GSL in tightening program implementation; and insuring that Local Currency utilization was more 
carefully focussed on appropriate agricultural/rural development activities. During the early part of this 
period (1983-86), the primary set of SHMs laid the groundwork for virtually all future agricultural 
development programs, through preparation, updating, refining and initial implementation of the 
htegrated National Agriculture, Food and Nutrition Strategy (NAFNS). The two main thrusts of the 
program during its last four years (1987-90) were support for the private sector and the enhancement of 
agricultural productivity through land tenure reform. Throughout the entire period, multi-year SHMs also 
dealt with agricultural research, planning for crop diversification, restructuring the seed industry, and 

An additional S120 million worth of Title IIfood was provided during th: same time period for development of a weaning 
food program, humanitarian feeding programs and emergency assistance. 
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Section I - Background 

irrigation and water management. Local currency uses were also more closely linked to development 
programs. Overall, these reforms had a considerable degree of beneficial effect, especially in the 
production of plans and studies of great potential utility. 

Nevertheless, in 1991, not yet fully satisfied with the impact of its Title I program, and wishing to take 
advantage of improved development opportunities under the new Title III, the Mission commissioned the 
SRI LANKA PL-480 FOOD A.I.D. VULNERABILITY ASSESSMENT. This assessment found that 
while both the program and the Mission management of it had been largely satisfactory, there were a 
number of inadequacies ir each of those areas that should be addressed in order to obtain the maximum 
benefit from the new Five-Year Title III Program that the Mission had proposed in its twin planning
documents: the STRATEGIC FRAMEWORK FY 1992-1996; and the MULTI-YEAR FOOD 
ASSISTANCE PLAN (MYFAP). 

Of even greater importance, the Assessment found that the plans and studies developed under Title I had 
laid key portions of the groundwork for prospective action programs that could only be carried out under 
a multi-year program such as Title Il. 

The USAID/Sri Lanka response to the Assessment was positive both substantively and procedurally, as 
will be discussed in detail below: substantively, the new Title III Program Proposal built on both the 
Assessment recommendations and the achievements under the prior Title I program, as well as putting 
forth additional policy reforms; procedurally, the Mission engaged in an extensive reform of both its own 
and the GSL implementation mechanisms. 
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SECTION II
 
OVERVIEW OF THE TITLE III PROGRAM
 

A. THE PROGRAM 

On June 1 1, 1991, after extensive negotiations among A.I.D./W, USAID/Sri Lanka and the GSL, a three
year $105 million Title III Program Agreement based on a modified version of the MYFAP was signed. 2 

The Agreement authorized three tranches of approximately $35 million each, conditioned upon the 
availability of resources and A.I.D. approval of stated GSL policy reforms. The Agreement provided
for the application to developmental programs of local currency generated by commodity sales, upon the 
meeting by the GSL of agreed benchmarks, a procedure called "Performance Based Disbursement." The 
Agreement also included provisions for periodic joint reviews and evaluations of the program, its design, 
operation and impact. 

This Title III agreement has been framed in accordance with the general structure of such agreements set 
3ut in Section I.C. above. It provides for the donation by the United States of approximately $35 million 
3f wheat per year, with provisions regarding maximum quantities of wheat and values of the donations 
is changes occur from time to time in wheat prices. The wheat is delivered to the Cooperative Wholesale 
Establishment (CWE) for milling into flour at the Prima Mill facility and distribution and sale as flour 
in the market. The CWE is required to pay for the wheat in local currency at an agreed dollar price 
,based on prices of comparable commercial imports) converted at the highest legal exchange rate 
?revailing on the date of the transfer of the food. 

Ihe amount in Sri Lankan rupees determined in this way is to be paid into a special account in the 
-entral Bank. 

ren percent of this amount is to be transferred immediately to an USAID account meant for the use of 
indigenous NGOs and programmed in conjunction with other USAID-financed activities of such 
)rganizations. Thanks to a number of well functioning NGOs in Sri Lanka and an active PVO Co-
Financing Project in the USAID, this local currency appears capable of being effectively utilized and has, 
n fact gotten off to a good start. 

[he balance of the local currency is to be released for use in amounts tied to the achievement of agreed 
)enchmarks established in connection with seven agreed policy or institutional changes to be brought 
ibout by GSL. The amounts released are made available for the support of ministries and activities to 
)e agreed between USAID and GSL. 

['his Program, which constitutes roughly two-thirds of AID's assistance to Sri Lanka, is the Mission's 
najor vehicle for policy reform, and provides local currency in support of the GSL's policy reform and 

2 In addition, there is a concessional loan food program in Sri Lanka under the new Title I. This program, administered 
by the USDA, has relatively little policy conditionality and will not be further considered herein. 
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adjustment program. Because it is a multi-year program3 it permits advance planning and the undertaking
of major policy reforms that could not be carried out on the basis of a shorter time-frame. 

As indicated in the "Food for Development Program - Plan of Operations" set out in Annex A to the 
Agreement and the First Amendment, the Agreement pursues four major objectives: 

" It contributes to food security for Sri Lanka; 

* promotes development of free, private sector dominated agricultural markets and private sector 
farmer organizations to promote rural development; 

maximizes the development impact of the assistance by using it as a mechanism to promote
economic and agricultural policy reform, and to support income generating PVO projects; and 

provides critical balance of payment support during a period likely to be characterized by
major efforts toward stabilization and structural adjustment. 

The policy reform measures incorporated in the Agreement are specifically designed to reduce the role 
of the state and to increase that of the private sector in Sri Lanka's food and agricultural systems, thereby
increasing the efficiency and productivity of those systems and contributing directly to the Mission's 
strategy of agriculturally-led industrialization. In their joint development of these policy reform measures 
and implementation procedures, the GSL and USAID relied on experience with policy-related measures 
under the prior Title I program, current DA project experience, on-going policy dialogue and studies by
both A.I.D. and the GSL. Similarly, the local currency uses have been designed to support the GSL 
policy reform agenda and contribute to broad-based, sustainable growth in the agricultural sector. 

B. THE CURRENT MID-TERM EVALUATION 

The present evaluation of USAID's Title III food aid program in Sri Lanka is concerned with the various 
elements of the program as these are reflected in agreements, arrangements and actions. It is concerned 
primarily with the substantive aspect of the program and deals with procedural questions only when these 
are critical to substantive questions. The object of the evaluation is to assess the contribution of the 
program to the strategic objectives of USAID and to the purposes of the USAID/SRI LANKA multi-year 
food plan.
 

The evaluation is being carried out at a very early stage. There are two reasons for this. 

First, it is necessary at this stage to draw attention to any weaknesses in the functioning of the program
that may have become apparent so that they may be corrected to the extent possible during the remaining 
period of the program. 

Second, it is necessary at this stage to examine the justification for the extension of the program for two 
additional years as envisaged earlier and to suggest program elements for that extension. Preparations 

The Mission originally proposed the Program as a 5-Year, $165 million program; in discussions with A.I.D./W, it was 
scaled down to 3 years and $105, wi:h the implicit idea that it would be extended to its original 5 years upon
demonstration of satisfactory implementation and impact. 
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for such an extension need to begin now if it is to be approved in time for implementation in 1994. 
Thought needs to be devoted in particular to the additional policy conditions and benchmarks relating to 
them that need to be incorporated into the extension agreement. More thought also needs to be devoted 
at this stage to the basis for determining the types of programs and activities that should be supported by
the local currency funds to be released as the benchmarks are achieved. This applies with particular
strength to the new funds that would be made available under the .axtended program, but also to the local 
currency funds to be released during the remaining period of the present program. 

The early stage at which this evaluation is being carried out implies that it will be extremely difficult to 
assess the actual impact of the policy changes, or of the activities supported by local currency proceeds
under the program. At this stage, it may not be possible to do more than throw some light on the extent 
to which the policy changes and activities supported under the program could be expected to have the 
predicted favorable effects on the economy. 

The evaluation can also examine to what extent advantage is being taken of possible synergistic effects 
between policy changes and activities and of possible incentive effects of the release of funds on the 
implementation of the agreed policy changes. 

It is important to note that the Title III program in Sri Lanka is a large one, both absolutely and 
relatively. As other USAID programs in Sri Lanka have become steadily smaller over the last few years,
Title III has become an increasingly important part of the total program and is now its key component 
- at least in terms of resources provided and opportunity to make a major impact. The effectiveness of 
the Title III program is thus critical to the success of the entire USAID program in Sri Lanka. 
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SECTION III
 
PERFORMANCE-BASED DISBURSEMENT SYSTEM
 

A. THE RELEVANCE OF POLICY REFORM 

1. CRITERIA FOR SELECTING POLICY REFORMS 

It has been noted earlier that the critical feature of the new Title III program is policy conditionality.
This makes the disbursement of the local currency proceeds of the sales of the donated food subject to 
the implementation of agreed policy reforms. The Agreement prescribes seven policy reform measures 
to be implemented by GSL as a basis for the release of the local currency proceeds of foods sales for 
various agreed purposes. 

This link between implementation of policy reforms and the release of local currency funds is in 
accordance with the basic scheme for the provision of assistance under the new Title III. The principle
underlying the scheme is set out in one of the four objectives of the Agreement as being to "maximize 
the development impact of food assistance by using it as a mechanism to promote economic and 
agricultural policy reform." 

Six of the seven policy conditions under the Agreement involve the implementation of specific policy
reforms with the benchmarks included in five of them requiring initial studies, preparation of action 
plans, etc in preparation for the actual policy reform. The seventh consists of four different studies that 
could form the first step in possible policy reforms in the future. 

An important term of reference for the Evaluation Team concerns the appropriateness of the criteria for 
selecting the agreed policy reforms. These criteria first need to be identified since they are not explicitly
stated as such in the Agreement or in the various supporting documents. 

Two basic alternative criteria for selection of policy reform measures are contained in one of the four 
objectives of the Agreement. This objective aims to "promote development of free, private sector 
dominated agricultural markets and of private sector farmer organizations to promote rural interests." 

An examination of the seven agreed policy reform conditions incorporated into the Agreement shows that 
six of these conditions and three of the four benchmarks of the seventh measure satisfy the first of the 
two criteria contained in the objective. The fourth benchmark in the seventh policy condition is a study
that should satisfy the second criterion. 

Many different policy reform measures are likely to satisfy one or the other of these two criteria. As 
indicated, the two are incorporated in one of the objectives of the Agreement and should properly be 
treated as such rather than as criteria. As such, no policy reform should be considered acceptable unless 
it achieves either of the two elements in the objective. However, this does not provide any guidance
about how to choose among a number of proposals that may all satisfy the objective. Some other criteria 
are necessary to differentiate between them. 

The policy conditions included in the Agreement are, of course, consistent with the policy framework set 
out in the overall development guidelines set out in the IMF/IBRD: "Policy Framework Paper" (PFP). 
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It is apparent that a great deal of thought has gone into the selection of these conditions. Both USAID 
and the appropriate elements in the GSL have brought their knowledge and experience to bear on the 
question of which policy conditions are appropriate at this stage. This includes experience gained in 
framing Self Help Measures (SHMs) under the prior Title I program and discussions reflecting implicit 
criteria for the selection of reforms. It is important, however, that these criteria be made explicit and 
that other criteria that were perhaps not considered be brought into the picture so that the process of 
selection can be as conscious and transparent as possible. 

2. SOME POSSIBLE CRITERIA 

Some possible criteria are suggested and briefly discussed below: 

Consistency with the Objective is of course necessary for any proposal to get on the list of reforms for 
consideration. 

Continuity with steps already taken is essential if the efforts made in taking those steps are to be fruitful. 
Thus, if studies are carried out to examine a problem and to suggest possible measures that are consistent 
with the basic objective, that effort would be wasted if the appropriate policy reforms were not taken up. 
For instance, completion of the study of the Mahaweli Authority under the seventh measure in the current 
Agreement suggests the need for the reform of that organization to be put high on the list of conditions 
for the proposed two year extension of the Title III Agreement. 

Complementarity with previous efforts, with other programs and projects and possibly with the purposes 
for which local currency funds are released should probably be considered one of the most important 
criteria for selection of policy reform measures. This is because the benefits resulting from two 
complementary reforms, programs or projects are generally synergistic, that is to say significantly larger 
than the sum of the benefits that flow from each one taken separately. 

Feasibility in terms of prospects of implementation in the Sri Lankan political and economic situation is 
necessary if any of the reforms included under the Agreement is to be implemented effectively. 
However, the reform must not be one which would have been implemented expeditiously in the absence 
of the Agreement, since there would clearly be no conditionality in that case. What is needed is an 
important and broadly acceptable reform that will be carried out expeditiously - but only if it is linked 
to the release of funds. 

Four points need to be made: 

One: The feasibility of implementing a particular policy may change over time. 

Two: The feasibility of one policy change may be favourably affected by the effective implementation 
of another. 

Three: Feasibility may be affected by the form as much as the substance of the proposal, making it 
desirable to explore different options with those concerned. 

Four: A less stringent policy change that is feasible may lay the basis for completing the full process of 
policy change at a later date while also yielding substantial benefits in the meantime. 
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Keeping these in mind will be helpful in considering feasibility. 

Finally, Expected Benefits need to be considered, even though they may be difficult to quantify. Rough
estimates should be made of any expected budgetary impact through direct revenue losses or expenditure
savings. Similarly, indirect effects should be described with some indication of magnitudes where 
possible. There should be no hesitation to speak in qualitative terms, particularly when the effects are 
expected to spread through the economy by way of improvements in efficiency and productivity. 

Two types of benefits should be considered separately. One is the strategic benefit measured by the 
extent to which the reform expands the role of the private sector and enhances the responsiveness of the 
sys:dm to market signals. The other is the economic impact. The latter should be broken up into the 
fiscal impact and the broader economic impact. Care should be taken in all cases to consider both the 
diric. Rnd immediate effects and the indirect and longer term effects. 

3. POSSIBLE OVERLAP WITH OTHER AGREEMENTS 

In addition to Title III, Sri Lanka has other agreements that are subject to policy conditionality. These 
include agreements with three international agencies - the International Monetary Fund, The World Bank 
and the Asian Development Bank - all of which are coordinated pursuant to the PFP: "The sheet of 
music from which everybody is playing." 

The Evaluation Team has been asked to examine whether there are overlaps between the USAID policy
conditions and those enjoined by these three institutions. In particular, the Team has been asked to 
determine whether the USAID conditions are reinforcing or duplicative of those of the other donor 
agencies. 

Although USAID's Title III program is large relative to both the Sri Lankan economy and the size of 
USAID's total program in Sri Lanka, it is much smaller than the extremely large aid programs that have 
been mounted in Sri Lanka by these institutions. The range of policy conditionality enjoined, either 
explicitly or implicitly, by these institutions is also extremely wide compared to the policy conditions 
contained in USAID's agreement with Sri Lanka. Therefore, while it is true that most of the reforms 
proposed by USAID have also been included in the reforms proposed by the international institutions,
it is important to note that the reverse is not true. Most of the reforms included in the programs of these 
institutions do not form part of USAID's list. 

USAID's proposed reform measures for Sri Lanka thus form a much smaller group. It would be easy
to infer from this that the USAID reform program is insignificant if not irrelevant. However, an 
inference of this kind would not be justified. For the most part, the Title III policy conditions are more 
specific in nature and narrower in scope but also more tightly focussed. They are also sectoral in nature,
being concerned with agriculture and allied activities rather than the economy as a whole. The USAID 
policy reforms aim, for the most part, at creating more competitive conditions in this sector by bringing
about appropriate changes in specific institutions or arrangements that inhibit efficient resource use at 
present. This appears to be broadly true even in areas that are included as such in the policy conditions 
of the international institutions. 

The summary review that the team was able to make of the relative roles of Title III policy conditionality
and that of the international institutions indicates that the USAID program may be fairly described as 
complementary and reinforcing rather than duplicative. 
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For example, the Title III program has focussed on specific difficult areas involving: (a) the divestiture 
of the Fisheries Harbour Corporation; (b) the land survey and titling program; (c) improvement of the 
plant quarantine system; (d)liberalization of imports and trade in food products; and (e) restructuring of 
the Agricultural Insurance Board. These measures thus establish specific objectives which support the 
broad goal of privatizing 30 public enterprises in the trade and services sector, establishing market price 
mechanisms, and privatizing public agricultural estates, which are some of the important goals of the 
overall program of the international agencies. 

This broad conclusion applies to the current three-year program, and will apply to its extension for a 
further two years to the extent that the policy reforms are carefully drawn up, tightly focussed and 
integrated adequately with other policy reforms and programs. This implies careful selection and 
formulation of the policy measures incorporated by USAID into its program. 

It is particularly important in this connection for USAID to clarify its thinking on the criteria it will use 
for adding to its policy reform conditions. It is equally important for USAID to formulate each such 
reform as well as its benchmarks with great care to facilitate the achievement of the most effective results 
from the measures taken by GSL. The application of some of the criteria suggested above for selection 
of reform measures should not only result in better selection but should be carried forward to the stage
of actual implementation so as to ensure that the expected beneficial results are in fact produced. Some 
of the policy reforms considered by the evaluation team are set forth in Section VII.A.2 below. 

4. GSL AND USAID ANALYTICAL CAPABILITIES 

To formulate the agreed policy reform conditions properly and to set the benchmarks for each reform in 
a satisfactory manner, it is clearly vital that both GSL and USAID have a strong analytical capability. 
This need may be qualified to the extent that independent studies are carried out in various areas where 
relevant problems have been identified. But in some cases even studies of problem areas may be best 
allocated to study groups or working parties functioning within GSL. The need remains for an analytical 
capability to frame terms of reference for independent studies, to oversee them as they are carried out, 
to assess their quality and to frame plans of action on the basis of their recommendations. The need also 
remains for capacity to assess the relative merits of different proposed policy reforms in order to choose 
between them, to frame them so that they become more acceptable and to determine realistic but effective 
benchmarks for each of them. 

An analysis carried out within USAID of GSL analytical capability suggests that ministries concerned 
directly with agriculture and allied activities often do not have adequate capability at their disposal. Too 
often also, analytical staff in these ministries are burdened with other responsibilities and cannot devote 
their full attention to analytical policy oriented tasks. The department that has the necessary analytical 
capability is the Planning Department, which has also been supported by USAID's Agricultural Policy 
and Planning Project (APAP) with special expatriate and other staff. 

This department may be weakened when the support provided by the APAP project comes to an end. 
However, an evaluation of the project and design of a possible follow-on activity are planned for early 
1993; possibilities under consideration include a buy-in to an appropriate Central A.I.D. program. 

The team has devoted some thought to how this situation can be handled. Creating or strengthening 
analytical capability in the departments handling agricultural activities may be considered. Changes in 
arrangements that would enable analytical staff in other departments to concentrate on policy-related 
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issues without bearing administrative responsibilities might also be necessary. Another possibility in this 
connection would be whether Title III local currency funds could be used to create an endowment, with 
the return on that endowment supporting a permanent agricultural policy research unit. 

There is in any case a great need in Sri Lanka for strengthening independent policy research in the 
agricultural sector. This does not necessarily imply the creation of a new institution for the purpose.
Existing institutions may be provided with support for carrying out such research, perhaps by creating 
an agricultural policy research unit and assisting it in developing a suitable research agenda.
Consideration should also be given to strengthening agricultural policy research at Sri Lankan universities,
with an emphasis on those policies that relate to agri-business. This would be in keeping with the 
prospective key role to be played by the private sector in agriculture and agriculturally related activities. 

Another long-term issue that needs consideration is that of education in agricultural economics, an area 
in which there is a shortage of trained personnel. Efforts in this connection have tended to concentrate 
so far on sending promising candidates for training abroad. A new approach might be to develop a 
collaborative program for upgrading university education in agricultural economics in Sri Lanka in 
cooperation with one or more American universities. It may also be possible to develop a short course 
in agricultural policy research for those already holding suitable masters degrees, or perhaps even 
bachelor's degrees. Support for such a program could play an important role in creating the necessary
analytical capability in the country. It should then be possible for GSL as well as private institutions to 
draw upon this pool to strengthen their analytical capability in this sector. 

USAID's analytical capabilities are strong but are subject to pressures, and analytical staff bear many
other responsibilities. There is a case for strengthening these capabilities by a limited and selective 
strengthening of the staff, by bringing in outsid consultants for specific periods for general analytical
duties or by assigning them special studies to a larger extent than is the present practice. 

Given the potential difficulties involved in carrying out these suggestions, it may be worth considering
what can be done to reduce other burdens on analytical staff so as to give them more time to concentrate 
on their analytical tasks. This may also be useful in the short run to support the Title III program with 
its possibly extended period of five years. Similarly, the longer term suggestions made here are worth 
considering because the issue is not limited to the possible life of the Title III program. Improvement
in the agricultural sector in Sri Lanka will require research and thinking for a long time to come. 

B. THE STRATEGIC CONSISTENCY OF POLICY REFORM 

1. USAID'S STRATEGIC FRAMEWORK FOR SRI LANKA 

USAID'S strategic vision is that of a democratic, "greener" newly industrializing country (NIC) by the
end of the century. This result isexpected to be obtained through a drive to modernize the economy and 
to enable its citizens to enjoy higher levels of economic prosperity. Sustained economic development is 
to be achieved with an emphasis on broad-based human resource development and on full participation
by all its citizens. The resulting benefits are to be generated without destroying the environmental and 
natural resource base of the country. It is proposed to achieve this strategic vision through a strategy of 
agricultural development led industrialization built on rapid improvement in agricultural productivity
through diversification and increased market orientation. 
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USAID'S strategic goal is to bring about expanding opportunities through a new private-public 
partnership in which government will work to establish incentives and create opportunities for the private 
sector which will function through market forces with accountability. Its sub-goals for this purpose are 
the creation of: (a) an effective dynamic market economy; (b) a healthy environment; and (c) an active 
pluralistic society. Within this strategic framework, USAID set four Strategic Objectives on which 
various interventions are expected to have direct impact. These objectives are: (1) a sound investment 
climate; (2) diversified and commercialized agricultural systems; (3) conservation and shared control of 
environmental and natural resources; and (4) citizen participation in democratic systems. 

2. POLICY REFORMS AND THE STRATEGY 

The formal link between the policy reforms actually set out in the Title Ill Agreement and those 
previously proposed in the Strategic Framework FY 1992-1996 can be easily traced. The selected policy
reforms contained in the Title III Agreement should flow from one or more of the four objectives of that 
agreement. One objective is to: "promote development of free private sector dominated agricultural 
markets and of private sector farmer organizations to promote rural interests." This objective of the 
Agreement flows in turn from two of the four strategic objectives set out in the Strategy that aim to create 
a sound investment climate and to promote diversified and commercialized agricultural systems. These 
two strategic objectives flow in turn from one of the sub-goals in the Strategy, which is the creation of 
an effective, dynamic market economy. This Sub-Goal provides an elaboration of the strategic goal: to 
bring about expanding opportunities for all citizens or a sustainable basis by requiring government to 
establish incentives and create opportunities for the private sector which will work through market forces. 
This strategic goal will lead through agricultural development-led industrialization to the strategic vision 
of Sri Lanka as a democratic and "greener" newly industrializing country by the turn of the century. 

This indicates that policy reforms must be consistent with the objective in the agreement that calls for 
development of free private sector dominated agricultural markets and of private sector farmer 
organizations. They would then be consistent with the strategic vision of Sri Lanka and with the 
instrument of an agricultural development-led industrialization through which it is intended to achieve that 
vision. 

Earlier, in Section III.A. above, the specific reforms in the Title III Agreement have been shown to be 
consistent with these particular objectives specified in dhe Agreement. In one sense, no further discussion 
of the issue is needed; the answer to the question whether the reforms are consistent with USAID's strate
gic framework has on this basis to be a definite affirmative. 

A more detailed and comprehensive answer depends on: (a) whether the policy reforms chosen are likely 
to have the most powerful impact in the desired direction within the realm of the feasible, and (b) the 
extent to which the implementation of the specified reforms actually results in the achievement of the 
anticipated benefits. 

In connection with the selection of specific reforms, the need for greater elaboration of criteria for 
selection and more careful assessment of likely benefits has been noted. The issue of actual impact is 
discussed separately below. 
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3. POTENTIAL STRATEGIC IMPACT OF REFORMS 

An assessment of the strategic impact that could be anticipated from the Title III program in Sri Lanka 
requires consideration of the seven reform measures included in the program. These can be classified 
into three groups: (a) institutional reforms; (b) policy reforms; and (c) preparatory studies for future 
reforms. 

The institutional reforms are: (1) the restructuring and divestiture of the Fisheries Harbour Corporation
(FHC); (2) the liberalization of imports and domestic trade in food commodities; and (3) restructuring 
of the Agricultural Insurance Board (AIB). 

The restructuring and divestiture of FHC could be expected: (a) to reduce the role of the government
in commercial activities in the fisheries sector; (b) reduce or eliminate the burden on the budget that is 
imposed by explicit or implicit subsidies to FHC; and (c) strengthen the private sector by transferring to 
it assets that could be used by it more efficiently and effectively. The liberalisation of importation and 
trade in food commodities could be expected to: (a) take first the government and then the (paastatal)
CWE out of a very large and important commercial sector of the economy; (b) reduce the burden on the 
budget by reducing subsidies ascribable to public sector inefficiency; and (c) strengthen the private sector 
by permitting it to carry out activities that should normally fall within its sphere. The restructuring of 
the Agricultural Insurance Board could be expected to: (a) reduce the burden of subsidization on the 
budget; and (b) encourage greater risk-taking by private farmers. 

The three policy reforms included in the agreed program are: (1) implementation of an extensive land 
survey and titling program; (2) revision of plant quarantine measures; and (3)phasing out of export taxes 
on the private sector. 

The land survey and titling program could be expected to: (a) lay the foundation for secure private
ownership of land; (b) effect the transfer of ownership from state to private hands; and (c) create a 
consequent stimulation of agricultural development in general and private investment in commercial 
agriculture in particular. The revision of plant quarantine measures could be expected to enable the 
private sector to play a role in introducing new varieties or improvements in varieties to stimulate 
expansion of agricultural output in a number of existing and new crops. The phasing out of export taxes 
could be expected to encourage faster growth of private sector export activities in different commodities. 

The four studies in the seventh measure in the agreement could be expected to lay the foundation for 
future reforms that would ultimately reduce the role of government in commercial activities and facilitate 
the growth of the private sector in those activities. 

4. ACTUAL STBATEGIC IMPACT OF REFORMS 

At this early stage in the implementation of the Title III program, most of the progress that has been 
made has been in the achievement of preliminary benchmarks rather than the completion of the actual 
reforms. Though the record in this respect is quite impressive, it could not as yet be expected to lead 
to any major part of the expected strategic impact. 

The two reform measures for which concrete measures have been taken relate to: (1) the divestiture of 
the Fisheries Harbour Corporation; and (2) the phasing out of export taxes. The benchmirk requiring
50 percent of the net asset value of FHC to be divested has been achieved. Similarly, he benchmark 
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requiring the reduction of export taxes from the prior prevailing levels to 40 percent of an appropriate 
tax base has been documented. 

5. 	 IMPROVING THE STRATEGIC IMPACT OF POLICY MEASURES 

An interesting question relates to the scope for improving the strategic impact of reform measures. In 
many ways, the issues that arise in connection with improving strategic impact are the same as those 
which arise in connection with improving the economic impact. (These are discussed in Section III D.) 

The crux of the answer lies in keeping the strategy underlying the Title III program continuously inmind 
in choosing and framing the reforms and their benchmarks (as well as other complementary programs
and measures). Explicit laying out of the ways inwhich each reform isexpected to further the strategic
objectives is likely to be extremely helpful in this connection. 

6. 	 POSSIBLE CONFLICT OF TITLE III WITH USAID'S UNDERLYING INTEREST IN 
SMALLER GOVERNMENT 

There is an obvious justification for raising the issue of a possible conflict between the strictly
Government-to-Government program of generation and programming of Title III local currency on the 
one hand and the developmental objective of a reduced role of government in the Sri Lanka economy:
The program involves a substantial gift of wheat from USAID to GSL. It also involves the generation
of a substantial volume of local currency proceeds of which 90 percent isallocated to GSL ministries on 
an agreed basis. 

The questions raised inthis manner might appropriately have been raised before the Agreement with GSL 
was signed and, more fundamentally, before the approval of the Title III legislation. These questions are 
relevant to most of the bilateral assistance provided by A.I.D. and have, in fact, been raised from time 
to time in connection with general discussions of the role of A.I.D. as well as of a variety of multilateral 
and bilateral agencies (though some of the latter may be less committed to the private sector than is the 
United States Government). Various aspects of the issue can be discussed at any time. At this stage, the 
question is: "What light does experience in Sri Lanka since the signing and implementation of the 
Agreement throw on the issue?" 

In principle, although the wheat is gifted to GSL, USAID has an opportunity to influence the outcome 
in terms of the magnitude of the government role in the trade in food. One of the seven agreed policy
reform measures under the Title III Agreement calls for liberalization of imports and trade in food 
commodities. This agreed policy reform measure prepares the way for basic changes in the functioning
of the trade in food commodities in Sri Lanka that are: (a) likely to extend far beyond the import of the 
specified quantities of wheat and (b)will continue even after the period of the Agreement. The U.S. gift
of wheat to GSL will thus operate to reduce the role of GSL in the food trade as a whole and in the long 
run. 

Already, considerable progress has been mad,, in the trading of food commodities. It is expected that 
somewhat greater freedom for the private sector than exists now for internal trading in food may also 
become available soon for food imports as well. The inclusion of this policy reform as one of those 
agreed between the two governments helps to ensure consistency of the Title III program with the 
underlying objective of reducing GSL's role inthe economy. 
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The local currency proceeds of the wheat sale (after deducting the 10 percent allocated to indigenous
NGOs) operates as an accretion to GSL resources in each year of the agreement (and of any extension 
of it). However, once again some interesting offsetting elements have been included among the agreed
policy reforms under the Agreement. One of these involves a direct reduction in annual GSL revenues 
in the future. This reform calls for the phasing out of export taxes. As a first step, GSL has reduced 
export taxes from their existing levels to 40 percent of the excess of prices over value (defined as cost 
plus 20 percent). This is the first benchmark for this reform measure. The next benchmark calls for 
reduction of these taxes to 30 percent on the same basis. loss from thisThe direct revenue measure 
annually should be compared with the total amount of resources accruing to the GSL from the Title III 
Agreement over its life. 

Other agreed policy reforms which reduce the role of GSL in the economy include the liberalization of 
importation and trade in food commodities already discussed and the privatization of the Fisheries 
Harbour Corporation. Four studies requirtc under the Agreement aim specifically at expanding the role 
of the private sector in agriculture. One of these has already had a powerful impact by facilitating
privatization of the management of tea estates. The study of the Mahaweli Authority may prove
extremely important in possibly restructuring and privatizing that body, which controls a significant part
of the vast newly developed irrigated agricultural areas in the country. 

The programming of the local currency resources activities could alsofor different be extremely
important in determining the direction and magnitude of the effect of the Agreement in relation to 
USAID's underlying interest in reducing GSL's role in the economy. It must be admitted that adequate
attention has not been devoted to this issue so far in programming the use of the local currency resources. 
As long as the resources are used for GSL activities, the specific uses may not be important from this 
particular point of view because of the fungibility of resources. It might, therefore, have been useful for 
USAID to push some programs and activities for local currency utilization that would expand the role 
of the private sector in the economy. One such program might be the funding of independent agricultural
policy research in Sri Lanka with a private sector orientation. Another might aim at the development and 
strengthening of private sector commodity markets (perhaps through programs along the lines of those 
being used to strengthen private capital markets). A third might concentrate on supporting the preparation
of techno-economic feasibility studies for private sector agricultural and horticultural projects and of 
providing equity and debt financing for such projects. 

The point is that the issue raised is relevant. It must be handled through appropriate selection and 
implementation of agreed policy reforms as well as agreed allocation of local currency resources to 
innovative programs for promoting private sector activities. 

C. EFFECTIVENESS OF THE PERFORMANCE-BASED DISBURSEMENT SYSTEM 

1. ROLE OF THE SYSTZM IN EXPEDITING REFORMS 

The disbursement system for local currency proceeds is based on (i) the agreed policy reform measures 
and (ii) the tying of the release of specific amounts of local currency to the achievement of specified 
benchmarks in the implementation of the reforms. 

These benchmarks specify steps or phases in the implementation of the reforms and may start with the 
completion of studies or preparation of action plans and go on to the completion of the reform process.
In some cases, they may consist of steps that represent progressive implementation of the reform, e.g., 

17 



Sri Lanka itle III Mid-Term Evaluation 

the reduction of export taxes first to 40 percent and then to 30 percent of the relevant base in a reform 
measure aimed at phasing out of export taxes on the private sector. 

The policy reforms as well as the benchmarks are agreed by GSL with USAID and incorporated into the 
Title III Agreement. They, therefore, represent actions which GSL has agreed in principle to take. 
However, governments in any country are rarely monolithic. Not all elements of the government and 
of the administration are equally supportive of particular reforms and may even be actively opposed to 
them. Also, few ministries act powerfully and actively to implement reforms even when they are not 
actively opposed to them. This is particularly true when the reform may involve loss of power or 
patronage. Besides, there is usually considerable lethargy in any government in carrying out changes
involving effective action at many different levels. GSL isno exception to these behavior patterns. Even 
reforms that are accepted in principle may, therefore, not be implemented for long periods of time. 

The expectation underlying the performance-based disbursement system isthat itwill provide an incentive 
for GSL to push ahead expeditiously with the various steps involved in carrying out the agreed policy
reforms. This expectation is logical. Under the circumstances described above, the link between the 
reform and the release of funds may be exactly the stimulus required for the necessary steps to be taken 
by the different officials involved. This expectation has also been strongly confirmed by the host country
officials with whom the team has met. 

The inclusion in many of the reform measures of studies and/or the preparation of action plans as early
benchmarks may be particularly beneficial in this connection. This isbecause it is likely to be difficult 
for even opponents of a reform measure to stand in the way of the preparation of a study or action plan
for a policy measure to which the government is formally committed. The completed study or action plan 
can of course be pigeonholed, but the pressure will then start building up to achieve the next benchmark. 
This will be particularly strong if the next benchmark can be achieved relatively easily, which will be so 
if the benchmark consists of a formal government decision. The achievement of each benchmark should 
set in motion forces pushing for the achievement of the next one. 

This relationship between the benchmarks and the relevant policy reform underlines the importance of 
drawing up the benchmarks for each reform with great care - as USAID/Sri Lanka has done in most 
aspects of the program. The benchmarks must take the process of implementing the reform steadily and 
expeditiously forward in measurable incremental steps that the GSL in general and the particular
ministries and/or departments concerned would find easy to achieve (or difficult to defend failure to 
achieve). 

The amounts of local currency funds released for each benchmark must be large enough to provide an 
incentive for GSL to achieve it but not so large as to be a disincentive against achievement of the next 
benchmark. In general the tying of reasonable amounts of funds to medium-sized steps in the process
of reform that are defined as benchmarks would make the greatest sense in terms of achievement of 
effective results. 

It is useful to consider here the possibility of programming the use of the released funds in such a way 
as to strengthen the incentive for the particular ministry or department to push ahead with the proposed
reform while retaining the incentive for GSL as a whole to also do so. This suggests that, where 
possible, some of the programs supported by the released funds should be in the ministry or department
responsible for implementing the relevant reform. 
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In some cases, however, this might not be appropriate. The expenditures of the department or ministry
might actually fall as a result of the reform removing a money-losing operation. In such case, the 
resources should revert to the general budgetary pool for allocation in the most useful possible manner. 
Since local currency finds need not always be used as incentives in the narrow sense, support should 
therefore continue be provided to more general pirgrans - such as the food stamp plan which already
receives much of the Title III local currency - which are of interest to the government as a whole. As 
an alternative, local currency could be provided to programs that are complementary to the reforms being
undertaken. 

AMmittedly, programming of funds on this basis calls upon the programmers to bear many burdens,
taking into account other suggestions that have been made earlier in this report. A balance between the 
satisfaction of the different objectives will have to be achieved. Programming to provide appropriate
carrying out of the reforms is nevertheless a legitimate objective in programming the funds and will have 
to be kept in mind in striving for the required balance. 

2. EFFECTIVENESS OF THE SYSTEM IN SRI LANKA 

To determine whether the performance-based disbursement system contained in the Title III Agreement
has actually facilitated and expedited the implementation of the system would require a great deal of 
information that is not easily available. The information required would include the seriousness and 
strength of the GSL's intention to implement the specific reform with due speed with or without foreign
assistance. It would also include th- nature and disposition of the forces both within and outside the 
government favoring and opposed to any particular reform. 

Despite these difficulties, there are indications that leverage implicit in the performance-based
disbursement system does work and that the system has in fact been effective in Sri Lanka in expediting
the implementation of the agreed reforms. These indications relate to two components of the process:
(a) the relationship between USAID and its counterparts in the GSL; and (b) the relationship between 
these counterparts and the GSL ministries and departments concerned with the actual implementation of 
the specific reform. 

USAID has friendly inform1, relations with different component elements in the policy-making apparatus
within the GSL. There are also formal arrangements set up under the Agreement for discussions between 
USAID and GSL on policy reforms. These formal and informal arrangements and links have made it 
possible to focus on specific issues at appropriate intervals. The system of benchmarks, in achieving the 
reforms, made it possible to get the discussions to concentrate on how to accelerate the achievement of 
the next benchmark, leading to steady progress toward the implementation of the reform. Both USAID 
and its counterparts in GSL agreed that this has been effective in getting the necessary action at different 
stages. 

The counterparts of USAID in GSL were also clear that the system has strengthened their hand in 
negotiations with the relevant ministries and departments in obtaining implementation of the agreed
reforms. They felt that the system has been particularly helpful in implementing institutional changes.
In this regard, they confirmed that the studies that were often required in the initial benchmarks were 
extremely useful for two reasons: First, the ministries and departments concerned found it difficult to
resist their being undetaken in view of the releases of local currency which were tied to them. Later,
the logic of the studies' conclusions and recommendations were difficult to resist. 
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The system has resulted in the restructuring and privatization of the Fisheries Harbour Corporation to 
which there was a great deal of opposition. It also pushed forward the land survey and titling program 
that was extremely difficult. It also made possible the reduction of export taxes on the private sec'or 
from various higher levels to a uniform level of 40 percent of the tax base, even though this involved a 
direct loss of revenue. The disbursement system also led to the completion of studies that might not 
otherwise have been undertaken and which have stimulated further actions leading in due course to the 
completion of reforms in the relevant areas. 

Thus, the performance-based disbursement system did push forward many reform measures that might 

have been taken up only much later - if at all. 

3. REINFORCEMENT OF THE POLICY REFORMS BY THE SYSTEM 

The primary role of the performance-based disbursement system, as discussed above, is to facilitate and 
expedite the implementation of the policy reformas. That system does not in itself appear at first sight to 
reinforce or strengthen the impact of the reforms in any way. However, breaking the process of 
implementing any given reform into a series of sequential - and more readily measurable - steps may 
be extremely useful in strengthening the reform itself and may thus improve its impact on the economic 
system. 

For some of the reforms incorporated into the Title III program, the benchmarks include initial studies 
and preparation of action plans. The system thus encourages thinking about the reforms to be selected, 
the benchmarks to be established and the activities to be programmed with local currency proceeds as the 
benchmarks are achieved. It also encourages thinking about how these various elements interact. As 
indicated earlier, this process may help to strengthen the impact of the entire reform program under the 
Agreement by leading to better selection and formulation of the reforms to be implemented. The more 
clarity is obtained on the various issues and the more explicitly they are treated in formulating various 
components of the program, the stronger the impact of the reforms is likely to be on the economy. 

D. IMPACT OF REFORM MEASURES 

1. NATURE OF IMPACT 

The evaluation team has been asked to assess the impact of the reforms in relation to the four strategic 
objectives and to examine the scope for improvement. Separately, it has also been asked to assess the 
economic impact. Since the issues that arise are similar, both the strategic and economic impact are 
discussed in this section. 

A sound process of selecting policy reform measures should include a projection of the expected strategic 
impact of each measure as well as the broader impact on the economy in general and the agricultural 
sector in particular. The effects of the measure after it is implemented can then be compared with those 
that were expected when the policy reform measure was under consideration. 

Since most of the policy measures involve a change in the role of government in the economy or some 
specific part of it, there is often a clear impact on government revenues and/or expenditures. It may be 
possible to evaluate the direct effects of any measure on the treasury with relatively little difficulty. 
Consider the impact on the Treasury of the reform calling for a reduction of export taxes on the private 
sector: first to 40 percent and then to 30 percent of a well defined tax base. The immediate effect of 
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this must necessarily be a reduction in tax revenue. To the extent this results in an increase in exporters'
incomes, revenues from income and corporate taxes will rise. This should stimulate an increase in 
exports that will then yield an increase in revenues even from the lower export taxes and also a revenue 
increase from income and corporate taxes at unchanged rates. 

Similarly, to the extent that a public sector body receives subsidies from or suffers losses that are covered 
by the Treasury, its privatization should result in an immediate fisca; benefit in the form of a reduction 
in expenditure. Like revenue loss from a tax cut, this would be annual in nature. In addition, though 
a little more difficult to estimate, the Treasury will gain from increases in revenues from income and 
corporate taxes to the extent that the privatized body runs profitably because of greater productivity,
efficiency and market responsiveness. In addition to these direct anuM benefits, the Treasury will also 
benefit on a once for all basis from the capital proceeds of the privatization of the assets of that public 
sector unit. These direct benefits should be projected ex ante and then estimated e as the process 
is completed. 

Much more difficult to estimate are the wider effects of the new policy reform when it involves 
privatization rather than tax changes. These would have to deal with the effects on the sector, and on 
the e;onomy, resulting from the reform. The efficient functioning of the privatized facilities of the 
Fisheries Harbour Corporation for instance should help to increase fish production by individuals, 
cooperative societies and firms. Employment and income should rise. Corresponding increases in 
revenues from income and corporate taxes should take place. 

This analysis should lead to an assessment of the impact of the faster growth of the sector on exports, 
the balance of payments, employment and national income in the future. Particular attention should be 
drawn in this connection to the compounding effect over a period of time of even small increases in rates 
of growth. 

2. POLICY REFORM AND MARKET ORIENTATION 

The main instrument through which the proposed policy reforms achieve an impact on the economy under 
the strategy is an expansion of the private sector in the economy and consequently making the economy 
more responsive to market signals. These changes increase the efficiency of resource use. That ishow 
they accelerate the pace of development, increase the rate of growth of employment and income, and thus 
bring about greater equity within a framework of mere rapid growth. 

For this reason, greater attention needs to be paid to how the policy reforms expand the role of the 
private sector and increase responsiveness to market signals. This needs to be done when projecting the 
desirability of each policy reform proposed for inclusion inthe reform program as well as when assessing
its actual impact. This will strengthen the validity of the case for reform and help those supporting such 
reforms to push the reforms through at a faster pace. 

Assessment of the current role of any public sector organization must not be limited to the share of the 
organization in the output produced or the income generated in the relevant sectors. This may often be 
low because of the inefficiency of the organization, while the resources used in it may be extremely large.
It is the share of those resources in the total resources of the sector that needs to be considered. Attention 
also needs to be devoted to the critical position that such an organization may hold in the sector, any
monopoly role that it may have and the negative effects that it produces on the efforts of others in the 
system. The effects of the policy reform can then be evaluated in terms of the same factors. 
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3. ASSESSMENT OF IMPACT 

It is too early to make a full assessment of the impact of the reform measures under the present agreement 
with Sri Lanka. Many of the agreed reforms are yet to be completed. The benchmarks that have been 
achieved for these reforms are mainly the earlier ones, which involve the completion of studies, the 
preparation of action plans and the taking of decisions. These are important and useful steps in the right 
direction, but do not yet start having any of the strategic or economic effects that are anticipated. These 
effects could be expected to flow only when the reforms are actually put into effect. 

The four benchmarks under the reform headed: "Review Agricultural Program to expand Role of the 
Private Sector" are, in fact, all studies relevant to four different activities. They are justified because 
they lay the foundation for the selection and planning of future policy reforms. However, they could not 
by themselves produce any strategic or economic impact. 

The two reforms that have made substantive progress are: (a) the restructuring and privatization of the 
Fisheries Habour Corporation and its activities; and (b) the reduction of export taxes to 40 percent of the 
defined tax base. 

In the first of these, many of the actions required to complete the reform are still under way. 
Nevertheless, some preliminary assessment of the strategic and budgetary impact might have been 
possible. No such assessment seems to have been made so far, probably because the reform process is 
not yet complete. It is not, therefore, possible for the Evaluation Team to make a judgement on the 
magnitude of the impact. 

The reduction of export taxes to 40 percent of the tax base has been carried out. The effects of this 
measure should already be visible. The next benchmark calls for a further reduction of these taxes to 30 
percent of tax base. The fact that it has not yet been taken is irrelevant to the assessment of the measure 
that has already been taken. The strategic, budgetary and broader economic effects of the achievement 
of the first benchmark are therefore easily amenable to assessment. No such assessment has apparently 
been made. The Evaluation Team did not have the information needed to make an independent 
assessment. 

USAID should prepare the ground for making such assessments of each reform measure or relevant 
benchmark at various stages, during and after its implementation. Advance projections of expected 
benefits should lay the basis for such efforts as the program proceeds. 

4. IMPROVING IMPACT 

An interesting question raised relates to the scope for improving the strategic impact of proposed reform 
measures. A similar question can be raised about the economic impact. These questions can be broken 
down into five separate issues. 

The first issue is how the impact of reform measures can be improved by selecting them properly. This 
issue has been discussed earlier. 

The second issue relates to how improvements in the way in which the agreed policy measure is 
formulated could improve its impact. It has been pointed out earlier that there may be some cases in 
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which this does happen. Every proposed reform measure should be examined carefully to determine 
whether it can be formulated in such a way as to produce a more favorable total impact. 

The third issue iswhether the benchmarks for release of funds can be chosen insuch a way as to improve
the impact of the reform measure on the economy. Benchmarks serve the purpose of breaking up the 
process of achieving a certain reform into steps or phases so that recognition can be given to the 
completion of each phase by the release of some funds. One way inwhich proper benchmarks might help 
to improve the impact might be to provide for relatively larger releases of funds to be tied to the 
implementation of the more substantive phases of the reform. This could have the beneficial effect of 
encouraging the authorities to push as quickly as possible to the substantive reform, thus bringing inthe 
benefits earlier rather than later. It would also be desirable to break up even the substantive part of the 
reform into smaller components. This would make it possible to avoid the type of benchmark found in 
the existing agreement under which large releases of local currency are tied to relatively vague steps or 
represent beginnings or only partial progress. 

The fourth issue relates to links that might be established between the policy reforms and the purposes
for which the released funds are used. It is not intended to suggest that any attempt should be made to 
track indetail the expenditure of the funds that are released. What might be helpful would be to choose 
activities for funding that would complement the reform and help to make it effective. 

The fifth issue relates to other programs and activities that also complement the policy reform measure 
and enlarge its impact. The GSL might be willing to consider such programs within its existing
budgetary resources. Other USAID funds, collaborative programs with NGOs utilizing the local currency 
resources put aside for them, and projects supported by international institutions or bilateral donors, may
all be considered in this context. 

Few if any of these issues appear to have been explicitly considered in connection with the Title III 
Agreement at present. Given the degree of co-operation existing between USAID and GSL, and in 
particular the friendly informal links that prevail with important elements at the policy level, it may be 
quite feasible to get some movement along these lines in government programs. Informal donor co
operation isadequate in Sri Lanka to obtain any support that isneeded from international institutions and 
bilateral donor agencies. 
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COMMODITY FLOW SYSTEM
 

A. HAS THE MOVEMENT OF COMMODITIES BEEN DONE EFFICIENTLY?
 

The record is mixed. On the Sri Lankan side of the water, commodity movements have gone smoothly: 
the GSL has made timely requests for commodity shipment and the USAID has forwarded those requests
promptly to Washington; in the case of commodity arrival on schedule, the milling of the wheat has 
generally proceeded smoothly. Sometimes, sluggish in-country distribution of the flour has come close 
to resulting in stress on the storage capacity of the Prima mill, but close monitoring by both the GSL and 
USAID has permitted CWE to recover in time. 

Commodity movements from the United States have often been lumpy, resulting in excessive compression 
of arrivals at Trincomalee in some instances and undue delay in others. 

B. WHAT HAVE BEEN THE BOTTLENECKS LEADING TO DELAYS? 

1. In Sri Lanka 

A portion of the occasional distribution sluggishness in Sri Lanka has been due to force maeur, the 
effects upon flour demand and distribution of the bloody insurgency being waged in the Northern and 
Eastern areas of the country by a terrorist organization, the self-named Liberation Tigers of Tamil Elam 
(LTrE). There have been periods when informal truces between the GSL and the LTE have permitted 
more or less normal food distribution, but other periods when either actual fighting or the commandeering 
of supply trucks by one side or the other has been extremely disruptive. 

Other delays have reiulted from inefficiencies in the operations of the Sri Lankan distribution system for 
wheat and flour: the initial phases of the operation are conducted by the Cooperative Wholesale 
Establishment (CWE), while later phases utilize the GSL Food Department, private distributors and 
cooperative stores as well as CWE retail outlets. An example of one event that was nipped literally at 
the last moment, was port congestion in Trincomalee in late 1991, due to an inadequate number of trucks 
to remove flour from the storage facilities at the Prima mill. Had this continued, it would have prevented 
the mill from operating at capacity and unloading ships on a timely basis. However, additional trucks 
were put on the job before any actual damage was done. 

Perhaps worse than the threat of delays has been the marked deterioration in the quality of the flour 
caused by the poor handling and storage conditions that are almost inevitable in a situation where the 
large number of players permits each to blame some other for whatever goes wrong. 

Another problem in the system has been the cost burden brought about by both the excessive number of 
participating organizations and the overstaffing of the governmental/parastatal bodies. 

Since the convoluted and government-dominated nature of the distribution system will continue to pose 
a risk of damaging delays, deteriorated flour and excessive costs, a key area of policy dialogue in the 
Title III Program is its reform. 

On another occasion, slow sales of wheat flour and a consequent back-up of ofitake coincided with an 
extremely favorable rice harvest. Studies made during over thirty years of supplying PL-480 wheat and 
flour have repeatedly shown extremely limited crossover effect between wheat and rice prices and 
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consumption, as well as considerable inelasticity of demand in both cases, so cause-and-effect cannot be 
assumed; however, monitoring of future relationships between rice production and wheat consumption 
should be continued so that wheat shipments could be rescheduled if necessary. 

2. In the United States 

Force majoir also occurred in the United States when one shipment of wheat was delayed by Hurricane 
Andrew. 

Another shipment was delayed when it was discovered at dockside U.S. that the wheat to be shipped did 
not meet the specifications set forth in the tender: the GSL rightly refused to accept the inferior wheat, 
since its acceptance would have marked Sri Lanka for future misfeasance by suppliers. However, even 
as this evaluation is being written, another shipment of substandard U.S. wheat is on the water, 
notification of the defects having come too late - USAID and GSL are in a quandary, especially since 
the GSL is already having to draw on buffer stocks due to earlier U.S. delays. (See 
RECOMMENDATION) 

Other cases of shipments from the U.S. not conforming to agreed shipping schedules have also been 
noted, but the evaluators have no means of determining the reasons, since the failure to perform did not 
take place within a geographic area we coul. investigate. 

C. ARE LOSSES AT DIFFERENT STAGES WITHIN REASONABLE LIMITS? 

The cargo handling, milling and storage of flour at the Prima mill in Tri aicomalee are efficient and result 
in minimal commodity losses. Likewise, tracking reports examined by the evaluation team indicate that 
despite the cited inefficiencies within the Sri Lankan distribution syst -1m, there is little in the way of actual 
commodity loss, though we have already noted the problem of deterioration in quality. We do not, of 
course have any information available concerning losses that may occur before the wheat arrives, though 
survey reports show them to be within accepted commercial limits; in any event, such losses would not 
be USAID or GSL responsibility. 

D. IS THE REPORTING SYSTEM ADEOUATE AND PROMPT?. 

Yes. The weaknesses in the system reported in the Vulnerability Assessment have been largely corrected. 
According to extensive documentation adduced, the GSL and USAID have combined their efforts to 
produce an excellent system and to date have operated it effectively, producing the required information 
in a reasonably timely manner. 

E. ARE THE MONITORING SYSTEM AND FOLLOW-UP ADEOUATE? 

Yes. In the course of their preparation for implementation of the Title III program, and in response to 
the findings of the Mission Internal Control Assessment and the external 1991 Vulnerability Assessment, 
the Mission and GSL have developed a monitoring system that enables both of them to keep well on top 
of the full range of activities under the program, including but not limited to commodity flow. The 
extensive monitoring and control system is set out in Annex C. 
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LOCAL CURRENCY GENERATION AND DISBURSEMENT SYSTEM
 

A. 	 HAS THE PRICE NEGOTIATION PROCEDURE BEEN EFFICIENT AND RELE VE OF 
MARKET PRICES? 

Yes. The price is determined (rather than negotiated) on the basis of reported prices of commercial wheat 
shipments, c.i.f. Trincomalee, during the time period most closely corresponding to the initial PL-480 
deliveries (in practice, the deliveries are generally made within a 2-4 month period). In order to minimize 
administrative complexity, prices for hard and soft wheat are not differentiated, nor are minor fluctuations 
in prices during a particular year included in the basis for determining the dollar-denominated amount of the 
local currency deposit; however the exchange rates as of the dates of delivery are taken into account as 
required by law. 

A new dollar price determination for commercial wheat shipments should be made prior to arrival; the CWE 
attempted to keep the 1991 price ineffect for the 1992 program despite an increase in the commercial price,
but the Mission has resisted the effort. 

B. 	 HAS THE REPORTING BEEN PROMPT AND ADEOUATE? 

So far it appears to have been, but a more complete determination will be made in the course of the GSL 
Auditor General's audit. 

C. 	 ARE RECORD-KEEPING FUNCTIONS BEING PERFORMED ADEOUATELY? 

So far they appear to have been, but a more complete determination will be made in the course of the GSL 
Auditor General's audit. 

D. 	 IS THE IDENTIFICATION OF THE RECIPIENT AGENCIES PROCEDURALLY 
SATISFACTORY? 

This is questionable. Apart from the substantive discussion of what would be the most appropriate agencies
to receive local currencies in Section III above, the procedure followed to determine such recipients appears 
a bit loose: Instead of the Mission Local Currency Programming Committee meeting and making a
documented schedule of allocations to be negotiated with the GSL, it appears to be left to one or two USAID 
officers to carry an informal and undocumented list for consideration by their counterparts. (See
RECOMMENDATION) 

E. 	 ARE FUNDS USED FOR ACTIVITIES CONSISTENT WITH THE ENABLING PL-480 
LEGISLATION AS WELL AS A.I.D. POLICY AND USAID STRATEGY? 

The uses so far made of the funds are clearly consistent with both the law and A.I.D. policy. The Food 
Stamp program isthe most important single element of Food Security for lower income Sri Lankans, and was 
instituted partly at A.I.D.'s behest over a decade ago. Similarly, the expenditures in the agricultural sector 
are well within the scope of what American policy wishes to see accomplished in developing countries with 
Food Security problems. 

However, it is distinctly possible that the uses could be made more developmentally effective and thus more 
consistent with the USAID strategy by supporting the proposed policy changes. 
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OTHER RELEVANT ISSUES
 

A. SUSTAINABILITy 

Is the program financially sustainable in the sense of GSL ability to continue both program activities 
and essential wheat import levels after the program terminates? Will the program policy reforms 
also be continued? 

Insofar as Sri Lankan ability to maintain essential wheat import levels in the absence of an A.I.D. 
program is concerned, they would clearly have to do so even if it meant turning to commercial imports,
since it is a natural first priority to prevent food insecurity and social disruption. This is especially true 
in the political sense that one of the main wheat-eating populations is the so-called Estate Tamils. 
However, in light of Sri Lanka's low GDP and marginal Balance of Payments situation, the cost of such 
commercial imports would just as clearly come at the expense of other development programs. 

Some of the programs that would have to be sacrificed if the country were forced to turn to commercial 
imports in replacement of Title III would probably be those presently financed from the local currency
generated by the wheat sales; however no such projection could be considered firm when made on a 
hypothetical basis. 

The program policy reforms, once put in place, would not easily be turned back. Those reforms are the 
product of intensive GSL/USAID discussion and mutual agreement, and would be likely to continue more 
or less intact, at least insofar as those already negotiated are concerned. New reforms might also 
continue to be put into place, but probably at a considerably slower pace. One critical cavea would have 
to be noted, however: any reform in any institution will face a certain amount of opposition from 
supporters of the status guo. Absence of the PL-480 leverage would undoubtedly weaken the reformers 
and strengthen the old guard, so the possibility of some policy backsliding could not be ruled out.
Experience to date and discussions with GSL officials indicate that the backsliding would most !'kely take 
the form of delays in implementation of reforms, rather than their outright abandonment, but the urgency 
of Sri Lanka's need for the proposed reforms would make any major delays socially and economically 
dangerous. 

B. CO-ORDINATION BETWEEN USAID AND GSL 

Are the level and degree of coordination between key USAID and GSL staff adequate for good 
program design and management? Are they sufficient to permit an adequate level of impact 
assessment? 

USAID/GSL coordination has been excellent on all levels and has made it possible to agree on good 
program management. USAID personnel ranging from ANR FSNs to the Mission Director enjoy close 
relationships with the key GSL agencies: the Department of External Resources in the Ministry of 
Finance; and National Planning Department in the Ministry of Policy Planning and Implementation. 

Given the recent creation of the PL-480 Monitoring Unit, it would be useful for USAID personnel to 
present a comprehensive orientation seminar to GSL officials. 
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Please see Section VII.B. for a discussion of the process of program design. 

An adequate level of impact assessment will be permitted by the cooperation structure when the programs 
have been in operation for a period of time sufficient for evaluation. Please see Section III.D for a 
discussion of that time period and the interim measures of accomplishment that are presently possible. 

C. USAID INTERNAL MONITORING SYSTEMS 

Are the Mission filing, record-keeping, accounting and internal review mechanisms adequate to 
insure a proper level of accountability? 

In the limited - though essential - sense of accountability, the vastly improved Mission systems put in 
place through a seiies of Mission Orders in early 1992 are satisfactory. Please see Section VII.B. for 
a discussion of the Mission compliance with its own Orders and its processes of program design and 
review. 
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SECTION VII
 
ADDITIONAL RELEVANT ISSUES (SUPPLEMENTARY SOW)
 

A. ADDITIONAL POLICY REFORMS FOR 2-YEAR TITLE III EXTENSION 

1. THE ISSUES 

A two-year extension of the Title III program is now under consideration for Sri Lanka. This will extend 
the program from three years, which was too short a period for many suitable policy measures, to five 
years. Careful thought will have to be devoted to determining what policy measures should be added for 
the extension period to achieve the best results. 

Some possible criteria for selection of policy reform measures have been discussed earlier in Chapter Ill. 
Although their application may help in the task of selecting suitable proposals, ihis may well yield a 
relatively long list of possible candidates for the first set of agreed reform measures. Ultimately, the 
ranking of these candidates for the purpose of making the final selection must depend on the magnitude 
of the anticipated strategic and economic benefits of each measure in relation to the costs, political as well 
as financial, of implementing it. These will depend on the role the existing policy or institution plays in 
the economy. A systematic process for preparing a suitable list for consideration must be based on a 
comprehensive review of the functioning of the economy in general and the agricultural sector in 
particular. These must include quick initial assessments of various public sector bodies and their role irA 
the economy as well as of policies that affect the functioning of private sector activities in the sector. 
Studies and reports prepared for different purposes need to be reviewed for this purpose and suggestions 
by some of those involved in policy consideration in GSL, USAID and other bodies taken into 
consideration. 

It was not possible for the Evaluation Team to carry out such a comprehensive examination of all the 
documents, and suggestions involved. Some suggestions are made and others examined briefly below 
in the light of the criteria set out earlier to assist in the difficult process of selection. 

2. SOME SUGGESTIONS 

One of the achievements of the present Title III Agreement so far has been the progress made in the 
restructuring and privatization of the Fisheries Harbour Corporation. There is another public sector body 
in the fisheries sector in Sri Lanka which performs functions that are clearly commercial in nature. These 
include some functions such as operation of ice piants and of repair facilities that are very similar to those 
of the Fisheries Harbour Corporation. It is particularly noteworthy that the purchase, storage, transport
and marketing of fish carried out by the Corporation forms only a small proportion of the total market 
and that the Corporation does not have any significant impact on fish prices, one of its initial objectives.
A study of the Fisheries Corporation carried out at the same time as that of the Fisheries Harbour 
Corporation recommends its restructuring and privatization. Carrying out this reform will complement 
the reform already carried out and help to make the fisheries sector more efficient and market responsive, 
with synergistic effects on this sector. 

One of the four studies incorporated in the Agricultural Sector Review agreed to be implemented under 
the Agreement covered the Mahaweli Authority. The task of developing irrigation resources and creating 
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new agricultural settlements in the area is nearing completion. The Mahaweli Authority should,
therefore, begin to phase out its activities and release the substantial resources of the region for 
development by the private sector. The Mahaweli Authority should be restructured and its resources 
privatized along the lines recommended by the study. The suggested restructuring plan should be 
implemented as should the plan for the commercialization of the area implemented. 

Considerable progress has been made on the agreed reform for the review of plant quarantine measures. 
Separately GSL has been gradually privatizing the seed sector over a period of time, with the support of 
Title I programs, the DARP Project and Title III PVO funds. Seed production on government farms has 
been nearly eliminated and a beginning has been made in extending support to farmer seed producer 
groups. Both these processes need to be completed and carried forward to strengthen the market orient
ation of the entire system. Inparticular a number of redindant GSL seed farms need to be turned over 
to the private sector. 

Along the same lines, the privatization of fertilizer distribution has to be completed and carried forward. 
Attention needs to be paid in this connection to the improvement of the existing agricultural extension 
system through greater privatization of extension operations. This may be achieved by linking extension 
with private sector fertilizer distribution or other commercial operations subject to oversight by farmer 
groups in the private sector. Appropriate USAID policies that would complement programs that the 
World Bank isdevising for agricultural extension need consideration. 

One area to which a great deal of thought needs to be devoted is agricultural policy research. 
Privatization of this effort through creation of an independent agricultural policy research institute and/or
the strengthening of agricultural policy research in existing private research institutes and universities 
might form part of such a program. Strengthening training inagricultural economics at universities and 
other institutions inSri Lanka isalso needed. Funding of such research through endowments using local 
currency resources would be a useful reform to strengthen the entire system ina way consistent with the 
strategic objectives of USAID. 

There is a case for strengthening the analytical capability of GSL in the agricultural policy field. This 
isnecessary for the formulation and assessment of policy measures and for their effective implementation.
The contributions made by APAP to improvements inagricultural policy underline the importanze of such 
strengthening, even though this appears to strengthen the role of government in the agricultural sector. 
Such strengthening isparticularly needed inthe various ministries concerned directly with agriculture and 
allied activities to provide a needed counterpart to the analytical capability at the disposal of the more 
macro ministries concerned with finance and planning. 

Technical agricultural research in Sri Lanka also needs to be reformed. Once again this could have two 
aspects. Measures are needed to eliminate unnecessary and understaffed research stations as well as to 
develop plans for joint funding of agricultural research by GSL's DOA and private sector firms. Such 
measures will contribute directly to the promotion of the strategic objectives of the program. 

Measures are also needed to improve the functioning of government agricultural research. Restructuring
of such research is needed to establish a Food Crop Research Institute similar to the existing institutes
for tea, rubber, and coconut research. It is necessary for GSL to adopt a suitable research strategy to 
focus work on a core program. 
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Additional Relevant Issues (SupplemenarySOW) 

Other measures for consideration include: (a) Continuation and enlargement of land titling efforts, (b)
Rationalization of government agencies within the agricultural sector at the higher level and by devolution 
to farmer organizations at the lower level, (c) Divestiture by the Livestock Department of land holdings
not necessary for government livestock development purposes, (d) Promotion of commodity markets 
along the lines of the capital markets project, and (e) Supporting private sector agricultural projects
through venture capital and financing institutions. 

All of these suggested programs are in different ways consistent with the suggested criteria and are 
expected to have powerful favorable effects on market oriented agricultural development in Sri Lanka. 
The task of selecting a few of them for inclusion in an extended Title III Program is a daunting one but 
should be carried out with as much explicit assessment and transparency as possible. Equal attention 
should of course be devoted to the development of suitable benchmarks and the attachment of specific 
amounts to be released as they are achieved. 

B. MISSION DESIGN OF POLICY REFORMS 

The Mission as a body collective still does not appear to have come fully to grips with the potential for 
accomplishment in the Title III leverage. 

The analysis of this situation can be broken down into 3 levels. At the most policy-oriented level, there 
is excellent integration among the Strategic Statement, MYFAP and Title III Agreement. Except as 
already noted with regard to the selection of local currency recipient agencies, the combined effect of 
those three documents insures the best overall policy-based program that could reasonably be expected. 

Similarly, on the day-to-day implementation level, Mission personnel and their GSL counterparts are 
doing an excellent job of keeping on top of the considerable operational complexities of the program.
There is also a commendable level of integration of the Title III potential into the implementation of 
ongoing DA projects. Especially in the area of Agricultural Research, the two have been well integrated. 

In between, however, at the project design and evaluation level, there appears to be a problem. While 
the Mission personnel with whom the team met have demonstrated in discussions an awareness of the 
potential importance of Title III, this awareness does not always appear to have filtered down to the level 
of integration into the planning and evaluation of actual or proposed DA-funded projects. For example, 
the SOW for the DS&T Evaluation, which was otherwise replete with policy issues, made no reference 
to Title III, while the Evaluation itself gave it one short paragraph buried deep in the text nothing in-
either the Executive Summary or Recommendations. Clearly, no one thought to focus the evaluation 
team on the policy potential of the Program. In discussions with Mission personnel, it was conceded that 
a greater degree of Title III consideration would have been useful. 

In the same vein, the potential complementarity between an extended Title III and SCOR, a long-term
Environmental Project replete with policy requirements and the potential utilization of local currency, 
appears to have been inadequately considered. On pages 9-10 of the PP Supplement, for example, 
numerous GSL policies that: "curb the spread of sustainable management of natural resources" were 
cited - with the concluding statement: "SCOR cannot directly affect the passing or amending of 
(critical) legislation . .." No, but Title III could; it is hard to imagine a better case for the Title III 
Extension than a long-term Environmental Program! Moreover, on pages 12-13, SCOR is related to 
several A.I.D. Proiects - but not to Title II. It is not till page 23 that SCOR makes a parenthetical
reference: "(Policy changes may be supported by large local currency performance disbursements 
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through the PL-480 Title III program ....)" The Mission personnel contacted by the team feel that this 
was more a presentational problem than an actual indication of insufficient consideration of the potential 
uses of Title III leverage, but proper documentation can not only obviate critical evaluations, more 
important it can guarantee that major issues are not overlooked. 

Part of the reason for this seemingly inadequate level of attention is historic; the Title I program 
frequently suffered from a lack of Missio~n-wide attention. Part of it also may flow from the limited 
impact of Title III implementation activities on offices outside of those actually implementing the 
program: Mission-wide attention is largely limited to those times when justification is being sought for 
a Program Amendment or Extension. The program otherwise tends to flow more or less smoothly 
through a series of monthly meetings (n9J) held and quarterly reviews quietly resolving the issues raised 
among a host of more traditiornal and familiar DA issues. It is thus all too easy for those not involved 
in the day-to-day activities to forget the very existence of Title IIl. Yet, however understandable such 
inattention may be, it cannot stand; two-thirds of the Mission portfolio demands its place in the sun. 
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SECTION VIII
 
CONCLUSIONS AND RECOMMENDATIONS
 

A. 	 CONCLUSIONS 

1. The Title III Program as a whole is going extremely well, having already made substantial 
accomplishments in its first fifteen months of implementation: 

The policy reforms incorporated into the Agreement have been consistent with the strategic
objectives of the USAID program and have assisted in meeting those objectives by reducing the role 
of the government, strengthening the private sector and increasing market responsiveness. They
have created fiscal benefits by reducing the losses engendered by inefficient or uneconomic 
government or parastatal operations. And they have produced economic benefits by increasing 
output, employment and incomes. 

The Title III reforms have also been complementary with and reinforcing of the broad reforms 
included in the programs of the international agencies. The USAID's concentration on important
specific measures and tight programming of reforms and benchmarks is correct and should be 
continued. 

Despite the fact that both the wheat itself and the local currency proceeds from its sale accrue to the 
GSL, the program is consistent with USAID's interest in a smaller role for government, since the 
agreed policy and institutional changes result in a reduction of the government role in the economy
and a strengthening of the private sector. 

The performance-based disbursement system has been used successfully to accelerate implementation
of the reform program through the nature of the benchmarks chosen. It has helped USAID to 
advance the process through formal and informal interaction with the GSL, and has helped reform
minded elements in the GSL to push the reforms, in competition with more status gu -oriented 
officials 

2. 	 Program success reflects sound Mission policy development, extensive experience with its prior Title 
I program and, perhaps most important, a willingness to look at itself and its programs and accept 
constructive criticism. 

3. 	 Program accomplishments to date have not only included reforms of considerable ongoing strategic
and economic impact, they are also laying the conceptual and informational groundwork for even 
more substantial reforms in the future. 

4. 	 However, the scope of needed restructuring in Sri Lanka and the steps being taken under the Title 
III Program to assist in the process are such that three years is a totally inadequate time frame. The 
two-year extension requested by the Mission is a reasonable first step and, if subsequent evaluations 
indicate progress being made at the same rate as has been attained to date, further extension would 
be amply justified. 
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5. 	 The reforms indicated in RECOMMENDATIONS are largely a matter of fine-tuning, but they are 
important for the continued success of the program in the future: 

Although a great deal of thought based on considerable experience in USAID and GSL has gone into 
selection of the Title III reforms and benchmarks - and, as noted above, a large measure of success 
has been attained - neither general criteria nor a formal selection procedure have yet been 
established. Some criteria suggested in this evaluation are: consistency with objectives, continuity
with steps already taken, complementarity with other efforts, feasibility in the prevailing climate, 
and expected benefits, strategic, fiscal and economic. 

The impact of the reform program can be improved by a more rigorous process of selection and 
formulation of reforms and benchmarks. It can also be improved by linking policy reforms with 
programming of released funds, where appropriate, thus obtaining the benefits of greater
complementarity with other reforms, projects and activities. 

Overall, GSL analytical capabilities are fairly strong, but this is so in part because of APAP and 
other such external support. The operational departments are less capable; their analytical capacity
should be strengthened. There is also need to strengthen independent policy research capability in 
Sri Lanka as well as training in agricultural economics. 

B. 	 RECOMMENDATIONS 

USAID 

1. 	 The question of how the Mission can obtain the most substantive developmental benefit in the most 
procedurally sound manner with the least unnecessary effort has several facets: 

a. 	 A Mission Workshop should be held for all professionals to explore together how the immense 
potential of the Title III Program can be utilized to aid in the performance of other 
development functions. 

b. 	 As a matter of sound administrative procedure - made even more important by the fact 
several key actors on the Title IlI scene will be departing within the next couple of years 
a complete Operations Manual of Title III policies and procedures should be prepared once the 
above Workshop has elicited the fullest range of both substantive and procedural matters to be 
included. Much of the necessary material already exists in Mission Orders, Flow Charts, the 
Project Officer's briefing checklist, etc. (See ANNEXES), but it all needs to be pulled 
together into one place. 

c. 	 The Vulnerability Assessment recommendation of monthly Mission PL-480 committee meetings
should be adhered to: out of sight can be out of mind and the program is too important to risk 
that fate. 

2. 	 Although the concept of GSL/USAID mutuality in the selection of both policy benchmarks and local 
currency uses is obviously essential, a more structured and better documented format should be 
established and adhered to for developing the USAID position. Provision should therefore be made 
for Mission-wide solicitation of ideas and appropriate meetings of the PL-480 Committee to vet 
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them. Subsequently, the Mission's short-list of preferred choices would be submitted to the GSL 
and a formal joint meeting held for final selection. 

3. 	 APAP, with its important input into the Title III planning process, is phasing out. Although the 
Title Ill Support Grant requested in the ABS NPD - if approved - would do the job, it might not 
come on line without an unacceptable hiatus. The Mission should therefore seek both to accelerate 
the approval process and explore alternative mechanisms for obtaining the same type of support for 
the program. 

4. 	 Program effectiveness and ease of monitoring would be greatly enhanced if the Benchmarks were 
broken out into a considerably greater number of more detailed components. The determination, 
by either GSL or USAID, of what is meant by: Quote "Partial liberalization of the wheat trade. 
. ." Unquote, would be hard enough to make for eleven thousand dollars, let alone eleven million! 

A.I.D./W 

5. 	 As can be clearly seen from the body of this evaluation, the two-year extension of the Program that 
would conform it with the MYFAP presentation (the evaluation team discounted the single
expression of doubt in the MYFAP as having been presentational rather than substantive) is clearly
both necessary to permit the long-lead-time programs presently under way to be carried out and 
justified by the excellent execution of the Program to date by both USAID and GSL. 

6. 	 Support should be given to whatever activity the Mission feels will best fill the role of APAP in 
promoting analytical capabilities for both the Mission and GSL in the areas of private sector 
agriculture and Title III reforms. 

7. 	 Shipping delays on the U.S. side and the loading and/or actual shipment of substandard grain are 
distressing to the Sri Lankans who depend on our shipments, as well as to the USAID which has 
to try and calm their fears, and harmful to the United States as a reliable supplier of agricultural 
commodities. It is impossible to determine causation froa here, but A.I.D./W is urged to do 
whatever it can to keep it from happening again. 
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ANNEX A
 
TITLE III POLICY REFORM PLAN
 

1. 	 With the reforms in plant quarantine policies and the renewed emphasis on export horticultural 
development, there is a need and potential for restructuring GSL agricultural research to make it 
more efficient and more responsive to private sector needs. This analysis is supported by work of 
the DARP Project (Dr. Nickel's) and will support the new Agro-enterprises Project. 

Reforms: 

1. 	 Establish mechanism for the DOA to jointly fund research work with private sector firms. 
($1.5 million) 

2. 	 Develop plan for and eliminate unnecessary and understaffed research stations and sub-stations. 
($2.5 million) 

3. 	 Formally adopt research strategy to focus and concentrate work on core program, as per plan 
prepared by Research Division. ($0.5 million) 

4. 	 Prepare plan and implement restructuring of GSL research to establish a Food Crop Research 
Institute similar to the institutes for tea, rubber, and coconut research. ($8.0 million) 

Funding: 

Local currency - $5.0 million for agricultural research. 

2. 	 The Mahaweli Authority of Sri Lanka has been a key implementation agency for the development 
of the resources of the Mahaweli River. It has however come near completion of development of 
these irrigation resources and these areas as the agencies require very high recurrent costs form the 
GSL. The Mahaweli agencies control many of the resources within the Mahaweli agencies control 
many of the resources within the Mahaweli agencies and these could more profitability be managed
and controlled by the private sector. The GSL has prepared a plan for restructuring the Mahaweli 
agencies to bring them in line with current needs of the areas and current budget availabilities. The 
Mahaweli Enterprise Development Project has also assisted the GSL to prepare a plan for divestiture 
of many government owned resources in the Mahaweli. 

Reform: 

1. 	 Implement MASL Restructuring Plan. ($8 million) 

2. 	 Implement Mahaweli Commercialization Plan. ($8 million to be disbursed dependent on rate 
of privatization) 

Funding; 

$5 million for MASL continuing capital investment activities. 
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3. 	 A.I.D. and the GSL have previously discussed and commissioned feasibility studies relevant to 
fortification of wheat flour to improve nutritional levels within the country. Flour fortification 
would be a cost effective means of addressing vitamin and mineral deficiencies among the poor and 
could prove a good basis for promoting wheat consumption. The GSL has not yet implemented the 
plan, because of the costs involved. 

Reform: 

1. 	 Complete plan for implementing a flour fortification program. ($1 million) 

2. 	 Begin fortification of all flour. ($1 million) 

3. 	 Begin production of whole wheat (coarse) flour. ($2 million) 

Funding: 

$1 million per year for costs of wheat flour fortification. 

4. 	 The GSL has been gradually privatizing the seed sector over the past eight years and has with the 
support of Title I programs, the DARP Project, and Title III PVO funds, turned over seed imports 
to the private sector, nearly eliminated seed production on GSL farms, and begun support for farmer 
seed producer groups. The GSL has however been slow to turn seed farm assets over to the private 
sector. This will be done on a phased basis. 

Reform: 

Turn-over by a long-term lease or sale to the private sector a total of 15 (to be verified) GSL seed 
farms. ($2.5 million to be disbursed on the basis of number of hectares/farms privatized) 

Funding: 

$50,000 per year for costs of Seed Promotion Unit of the DOA and for training for Seed 
Certification staff. 
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ANNEX B
 
PROCEDURES INCONNECTION WITH PL-480 TITLE III PROGRAM
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ANNEX B (Continued)
 
PROCEDURES IN CONNECTION WITH PL-480 TITLE III PROGRAM
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ANNEX C
 
TITLE III MONITORING
 

1. 	 Arrival. Milling. Shipping Flour 

" tracking procurement and shipping action with A.I.D./W, 

" site visits to Trincomalee (five USAID trips in FY91), 

" regular contact with CWE, Prima, Food Commissioner and survey contractors,
 

" surveys at Prima, and
 

" "Statement of Wheat" from Prima and arrival report from CWE.
 

2. 	 Pricing of Wheat. Deposit of Local Currency 

" CWE proposes price to ERD; passed to USAID. 

" USAID evaluates and accepts or negotiates.
 

" CWE makes payment to Central Bank PL-480 Special Account.
 

" Central Bank reports to ERD and USAID upon receipt of deposit.
 

" 	 USAID reconciles amount due with deposits. 

3. 	 Policy Reform Benchmarks 

" achievement of benchmarks confirmed by USAID and formally recorded at Quarterly Review 
meeting and in subsequent PILs. 

" USAID takes lead in monitoring progress toward achievement of benchmarks by alerting ERD 
on approaching target dates and following up directly with responsible GSL organization. 

" ERD informed of delays and constraints and requested to address issue through GSL channels. 

4. 	 L.C. Allocation and Disbursement 

" 	 Central Bank transfers 10% of each CWE deposit to PVO account at Citibank and informs 
USAID. 

" 	 Quarterly Review meeting designate amounts for local currency to be released from Special
Account (based on achievement of benchmark) and to which GSL programs in approved
Recipient Agencies (later point is worked out provisionally by ERD and USAID staff prior to 
Review.) 
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" 	 ERD authorizes Central Bank to allocate agreed upon amounts to DST for the specific 
Recipient Agencies per PIL. 

" 	 Central Bank informs ERD and USAID of transfers to DST account. 

" 	 DST informs designated Recipient Agencies of available funds for specified programs and 
activities, with copies to Monitoring Unit and USAID. 

" 	 Recipient Agencies request funds from Imprest Account and report quarterly to DST and 
USAID on withdrawals. 

" 	 DST submits quarterly reports to Monitoring Unit (with copy to USAID) giving status of 
transfers from the Central Bank and disbursements for programs in approved Recipient 
Agencies. 

" 	 Recipient Agencies submit quarterly reports to Monitoring Unit (with copy to USAID) on 
receipt of L.c and use for programs and activities specified in PIL. 

5. 	 Monitoring Unit - Consolidated Ouarterlv ReDor 

ERD's PL-480 Monitoring Unit compiles incoming reports from CWE, Central Bank, DST 
and Recipient Agencies and relevant local Ministries on benchmark achievement status and 
submits to USAID one statement comprising the following: 

(a) 	 Commodity arrivals, acceptance and distribition. 

(b) 	 Local currency generation and disbursement statement. 

(c) 	 Policy Reform Measures - status on benchmark achievement. 
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ANNEX D
 
PROCEDURES FOR APPROVING COMPLETION OF BENCHMARKS 

The following procedures will be followed in approving benchmarks as "completed" in order to release 
money from Central Bank to identified Recipient Agencies. 

1. 	 On completion of a benchmark, the head of the implementing organization (chairman in the case of 
a government corporation of secretary in the case of a government ministry or department) will 
inform the Director ERD in writing with supporting evidence of the achievement of the benchmark. 

2. 	 The ERD Monitoring Unit will scrutinize/analyze the supporting evidence to ensure that in fact the 
requirements of the benchmark has been met. 

3. 	 Where possible, a sample physical verification will be made to further verify achievement of the 
benchmark. The ERD Monitoring Unit will request that this verification be conducted'by the 
National Planning Department (Agriculture Section) which will submit a written statement to ERD 
confirming the results of its review. 

4. 	 The Monitoring Unit, through Director External Resources, will submit a letter to the PL-480 and 
Policy Division of USAID at least 1 week prior to the Quarterly Review Meeting stating that the 
referenced benchmark has been reached and requesting that release of funds be authorized by PIL. 

This letter will be supported by: 

(a) 	 Letter from head of institution (Ref. para 1) 
(b) 	 Analysis of Monitoring Unit (Ref. para 2) 
(c) 	 Result of physical verification (Ref. para 3) and where such verification is not possible, a 

statement to that effect. 

5. 	 USAID's PL-480 and Policy Division will review the material submitted by the Monitoring Unit, 
including the relevant organizations's supporting evidence and the written results of the Monitoring 
Unit's review. As deemed necessary, USAID will conduct its own independent analysis or site visit 
prior to the Quarterly Review to further satisfy itself that the benchmark has been achieved. 

6. 	 The documentation concerning the achievement of benchmarks will be evaluated at the Quarterly
Review and the decision to certify that benchmark as completed will be taken at that meeting and 
recorded in the subsequent PIL. 
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