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Introduction 

At the end of FY 1993, the Institute for Policy Reform completed its second year under 
the management of the Office of Economic and Institutional Development, Bureau for 
Research and Development (EID/R&D). Program accomplishments during the second 
year were reported in the FY 1993 fourth quarter report. 

As noted in prior reports, an AID mid-term evaluation of the project concluded in 
January 1993, indicating strong support for the IPR program and recommending that 
initially the cooperative agreement be extended for three years. In the subsequent months 
action memos were prepared within the EID office and a technical revicw followed in 
the summer headed by Anne Van Dusen which supported the project. 

At the time of writing, the action documents for the new three year cooperative 
agreement and to obligate 1994 core funds to the project still remain within the R&D 
Bureau. The original delay related to the R&D Bureau awziting its 1994 budget. IPR 
has recently been advised that the delay is nov, due to the fact that the IPR project 
still has to be forwarded to the Hill under the Congressional Notification process. 

IPR has been in constant contact with the EID Office to stress the urgency of 
moving forward with the action documents. The inordinate delays have naturally created 
a high level of frustration for the Institute in effectively moving the programs forward. 

The Institute is currently operating under a one-year no cost extension through September 
30, 1994. Operating funds intended for only the first quarter are being husbanded The 
primary impact of the delay is on th, Fellows program as formal commitments to 
Fellows can not be made until the 1994 core funds are obligated. 

The Institute is most encouraged by the growing interest by other AID bureaus in 
the Institute's program of work, as evidenced by three potential add-on activities: fronm 
the Africa Bureau ($300,000), from the Europe Bureau ($500,000), and from the AID 
mission in Cambodia ($220,000). However, execution of the add-ons has been 
hampered by the delay in processing the new cooperative agreement. 
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I. Accomplishments 

In 1993 four research themes were selected as background for development of fellows' 
individual research topics: Structural Reform - Privatization; Environment; Africa; 
Structural Reform - Policies, Processes, Institutions. Theme workshops to discuss the 
fellows' research proposals were held in mid-1993, as noted in earlier quarterly reports. 

Program activities during the first quarter of FY 1994 centered around the submission 
of Fellows' research papers, and workshops and meetings to discuss the papers with AID 
senior economists and other development professionals. 

(1) 	 The second theme workshop on Structural Reform: Policies, Processes, and 
Institutions, was held on November 9. Nine IPR Fellows presented ten papers 
at the one-day workshop. Senior economists from all regional bureaus 
participated in discussion of the papers with IPR Fellows: 

Barry Weingast: "Federalism, Chinese Style: The Political Basis for Economic 
Reform in China" and "Political Impediments to Economic Reform" 

Sebastian Edwards: "Economic Reform, Labor Market and the Social Sectors, A 
Latin American Perspective" and "Macroeconomic Stabilization in Latin America: 
Recent Experience and Some Sequencing Issues." 

Charles McLure: "Tax Assignment in Brazil, Russia and South Africa: Lessons 
from Theory and Practice" 

David 	Newbery: "Optimal Tax Rates and Tax Design during Systemic Reform" 

Dani Rodrik: "Do Low Income Countries have a High-Wage Option?" 

Jean Tirole: "Western Prudential Regulation: ,.ssessment and Reflections on its 
Application to Central and E. stern Europe" 

Bengt 	Holmstrom: "Financing of Investment in Eastern Europe - A Theoretical 
Perspective" 

Paul Milgrom: "Complementarities in the Transition from Socialism: A Firm-
Level Analysis" 

Oliver 	Williamio.c;: "Public and Private Bureaucracies - A Transaction Cost 
Economics Assessment" 

(2) 	 The second theme workshop on African Policy Issues took place on Deccinber 17. 
Four fellows' papers were discussed with AID senior economists and other 



-3­

development specialists: 

Angus Deaton: "Commodity Prices and Macroeconomic Management in Africa" 
and "The Price of Power: Commodity Prices and Political Survival in Africa" 

Henry Bienen: "Ethnicity, Leadership Succession and Economic Development in 
Africa" 

Paul Romer: "Importing Government Services in Sub-Saharan Africa" 

Partha Dasgupta: "Public Neglect and Private Deprivation" and "The Population 
Problem" 

(3) 	 David Newbery met with AID economists on January 5 in a brown bag seminar to 
discuss his draft paper on "Restructuring and Privatising Electric Utilities 
in Eastern Europe." 

The 1993 Senior Research Fellows were scheduled to produce a total of 31 working 
papers. Twenty-five have been received to date. During the first quarter of 1994,
eighteen completed the review process and will shortly be published and disseminated by
IPR under the Working Paper Series. Seven are currently under review. 

A selection committee recommended ten candidates for Junior Research Fellow 
appointments in 1994. During the first quarter, six were appointed and discussions 
initiated on their research proposals. 

Informal interaction between IPR's Executive Director and IPR Fellows during the first 
quarter included comments on the Agency's draft strategy papers, options for IPR's core 
research program, and research priorities of AID regional bureaus which might offer 
add-on activities for the Institute. 

During this quarter, IPR completed the design of a program for a long-term institutional 
relationship with a counterpart organization in Japan, the Foundation for Advanced 
Studies in International Development (FASID). The program will bring Japanese 
scholars into IPR as Senior Research Fellows and will include collaborative research on 
development problems relevant to Japanese and US foreign assistance. A joint proposal
for financial support was submitted to the Center for Global Partnership, with the 
endorsement of the AID project officers. 

The agenda for the Advisory Board meeting scheduled for January was finalized during 
the first quarter, to include participation of AID senior officials in the meeting. 
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Add-on Activities: 

Several AID add-on activities were pursued vigorously during the first quarter: 

Europe Bureau - Agricultural Trade Policy in CEE countries. Initial visits to
 
Hungary and the Czech Republic by Gordon Rausser and Leo Simon (under core
 
funding). Europe Bureau prepared new PIOT and submitted to AID Contracts in
 
first quarter. Funding level of $500,000.
 

Africa Bureau - Human Resource Investments. Initial planning sessions held.
 
Africa Bureau approvals completed. Forwarded to R&D/EID office as an OYB transfer
 
to be included in new cooperative agreement action. ($300,000).
 

AID Cambodia - Agricultural sector policy. Proposal completed and forwarded to
 
Cambodia. ($240,000).
 

III. Management of the IPR Cooperative Agreement 

IPR maintained constant contact with the AID project officers concerning the status of 
the new cooperative agreement. The IPR Steering Committee met monthly and covered 
a variety of issues: the AID draft strategy papers and the impact on IPR's program; 
new initiatives under exploration by the Institute; add-on activities; and the continuing 
issue of the new cooperative agreement. 

The Board of Directors, via formal meetings and informal discussions with IPR staff and 
AID, monitored the Institute's progress in light of funding and agreement delays,
discussed proposed new initiatives presented by the Executive Director, opportunities for 
add-on activities, and recommended approaches to enhance IPR's publication and 
dissemination program. 

The Chairman of the Board of Directors met with Terry Brown, head of the new PPC 
Office, and with AID senior economists, in November to discuss the new focus of the 
Agency and ways in which IPR could contribute. 

KPMG Peat Marwick, IPR's external auditors, completed all desk work for the 1993 
year-end audit in December. 

IV. Accomplishments versus Goals 

As discussed under the Introduction, the delay in finalizing the new cooperative 
agreement, carrying with it the 1994 core funding from the R&D Bureau, has impacted 
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on implementing the Fellows program. Although IPR is finalizing the research emphases 
for this year, formal agreements with Senior Research Fellows can not be executed until 
the 1994 funding has been obligated. A similar delay was experienced at the same period 
in 1993. 

V. Goals for the Second Ouarter 

Prepare annual work plan, tied to the actual core funding level for 1994.
 
Execute agreements with Senior and Junior Research Fellows
 
Schedule brown bag series to discuss current papers, and theme workshops for
 
research proposals.
 
Prepare broader publication dissemination plan.
 
Implement new add-on activities with project timetables.
 
Pursue additional core support from regional bureaus.
 

VI. Financial Status 

The financial status of the Institute as of December 30, 1993 (attached) is submitted as 
a companion to the Quarterly Program Performance Report. 

Funds currently available for 1994 activities total $325,000, comprised of 
$241,000 provided by EID/R&D in 1993 for the first quarter's operations this year plus 
$84,000 unobligated at year-end 1993. 

Financial management during the first quarter focused on husbanding funds until the first 
core tranche of $475,000 is obligated. 

Expenditures totalled $118,000. Direct program activities were $37,000 including 
research management, publications, and the theme workshops. Indirect costs totalled 
$81,000, primarily for the fixed costs of operating the Institute (staff, office space, 
communications, accounting servires), and Advisory Board annual honoraria. The high
proportion of indirect costs to direct program expenses should self-correct once the 
Fellows' program is underway. 
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1. Introduction 

The EID/R&D office obligated $241,000 from 1993 funding for core operations for the 
first quarter of 1994. At year-end 1993, an unobligated balance of $84,000 was carried 
forward. Therefore, core funds available at the beginning of the year totalled $325,000. 

The EID/R&D office has indicated its intent to provide $475,000 for core operations 
from the Bureau's 1994 allocation. This level represents a 53% reduction for AID's 
earlier position that $900,000 would be obligated for 1994. The AID project office is 
fully cognizant of IPR management's serious concern at the reduced level and the 
potential impact on the Fellows' program. The Institute is actively seeking core support 
from other AID bureaus to restore funding to a more reasonable level. 

IPR has been advised that the new cooperative agreement can not be forwarded to AID 
Contracts for negotiation without accompanying funds for 1994. In turn, the R&D 
Bureau has still to forward the IPR project as part of its Congressional 
Notification. Hence, the $475,000 has not yet been obligated. 

The $325,000 was projected to support the Institute only through January, on the 
assumption that Fellows' agreements would be implemented with related funding 
obligations. Since IPR was advised during the first quarter of possible further delays 
in obligating the $475,000, funds have been reserved for basic operating and fixed costs. 

2. Status as of 12/31/93 

For the first quarter of FY 1993, total expenses were $118,000. 

Direct activities totalled $37,000 for research management, minimal publication 
expenses, and the theme workshops held in November and December. 

Indirect costs totalled $81,000, primarily for fixed operating costs (staff salaries, 
office space, communications, reproduction and supplies, accounting services) and 
Advisory Board honoraria. 

The indirect expenses represent a high proportion of total costs during the first quarter 
but should self-correct when program funds are obligated and the Fellows' agreements 
in place. 
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Reports II, III, IV, and VII (attached) provide further details of the individual 
activity costs. 

3. Indirect Rate 

IPR is currently operating under a no-cost extension through September 30, 1993.
 
A negotiated or provisional rate was not allocated by AID for the one-year extension.
 
The new cooperative agreement will involve negotiated indirect rates. In the interim,

IPR is using the 1993 actual rate of 36% as a provisional rate for budgeting purposes.
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NSTITUTE 	 140016thStreet, N. W. , Suite 350 
FOR Washington, D.C. 20036 
POLICY Tel. (202) 939-3450 
REFORM FrL (202) 939-3458 

February 9, 1994 

Mr. Tom Mehen 
R&D/EID 
Agency for International Development 
Room 608, SA-18 
Washington, D.C. 20523 

Subject: Cooperative Agreement #PDC-0095-A-00- 1126-00 

Dear Tom: 

In accordance with the cooperative agreement, we are pleased to enclose five. copies of a 
Quarterly Program Performance Report for the period October 1, 1993 through December 31, 
1993, accompanied by a Quarterly Financial Status Report. By copy of this letter, we are 
forwarding two copies to CDIE/PI as required under the cooperative agreement. 

We will be pleaseci to meet with you, if you wish, to provide further details on the report. 

Sincerely, 

Loraine Halsey 
Administrator 

cc: 	 CDIE/PI 
Arnold Harberger 
Stanley Johnson 
Gordon Rausser 
Robert Muscat 


