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Third Amendment to the Project Authorization for MARS

NAKE OF COUNTRY: Madagascar NAHE OF PROJECT: Hadagascaf

1.

Agricultural Rehabilitation Support -
(HARS) ) -

PROJECT NUMDER: 687-0101

Pursuznt Lo Sections 103 and 531 of the Foreign Assistance Act of 1981, as
amended, the Agricultural Rehabilitation Support Project (687-0101) for
Hadagascar was authorized on April 1, 1985, That authorization was
amended on June 16, 1986 and June 19, 1986. The authorization is hereby
further amended to add $1,975,000 in Grant funds from Sections 103 and 531
of the Foreign Assistance Act, as amended, to be obligated over a one-year
period from date of the Third Amendment to the Project Aulhorization,
subject to availability of fuuds iun accordance with the AID oYB/Allotment
process, to help in financing foreign exchange and local currency costs
for the Project. The planned life of the project is forty eight months
from the date of initial obligation.

The Projecl Agréemenl Amendment which may be negotiated and executed by
the Officer(s) to whom such authority is delegated in accordance with
A.I.D. regulations and delepations of authority, shall be subject to the
Following, cssential terms and covenants and major conditions, together
with such other terms and conditions as A.1.D. may deem appropriate:

a) Condition Preccedent for Procurement under the Commodity Import
Component

Prior to disburscment of funds made available Ly the Second Amendment to the
Project Granl Agrécment for procurcment of commodities under the Commodity
Import Component of Lhe Project, or to the issuance by A.I.D. of documentation
pursuant to which disbursement will be made with respect thereto, the
Cooperating Country will, except as A.I.D. may otherwise agree in writing,
furnieh Lo A.I.D., in form and substance satisfactory to A.I.D. a plan for
procurement and distribution of such commodities, ineluding such elements as
may be prescrlbed in Project Implementation Letters; and

- b) Special Covenants For the Commodity Import Componcnt

i) Procurement under the Commodity Import Component of the project,
as amended, will be carried out in accordance with A.I.D.

Regulation 1.
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ii} The Cooperating Country will agree to deposit in the Special

Account established purusant to Sections 4.2b and 8.1 of the
Project Grant Agreement currency of .the Cooperating Country
gencrated by the sale of commodities imported under the
Commodity Import Component of the Project. Funds in the Special
Account will be used for such economic development purposes as
are mutually agreed upon by A.I.D. and the Cooperating Country
provided that no less than the equivalent of v.s. $118,000 of
these funds shall be made available to the United States
Government to be held in trust to be used by A.I.D. to meet the
administrative and other costs of carrying out develop:ent
programs in Madagascar. This $118,000 Trust Fund requirement is
in addition to Lhe $245,000 Trust Fund requirement already
contained in Section B.1b of the Project Grant hgrecment.

Hotwithslanding Section 6.1 of the Project Grant Agreement, and based upon
the justifications set forth in Annex 7 of the Project Paper Amendment,
attached hercto, the following waivers are hereby approved:

a)

b)

A source and origin waiver from AID Geographic Code 000 (U.2. only)
to Code 899 (Free World) in the amount of §574,000 For the
procurement of approximately 48 farm tractors and related spare
parts. It is hercby determined that exclusion of the procurcment
from Free World countries other than the cooperating country and
countries included in Code 941 would scriously impede attainment of
U.S. foreign policy objectives and objectives of the foreign
assistance program.

A vaiver of source and origin and supplier nationality requirements
for Caterpillar sparce parte, as follows: A source and origin waiver
from AID Geographic Code 000 (U.sS. only) to Code 899 (Free World) in
the amount of $318,575 for the procurexent of Code 899 parts fFrom a
non-U.3. supplicr; a waiver of supplier nationality requirements from
AID Geographic Code 000 (U.S. only) to Code 899 (Free World) in the
amount of $439,935 for procurement of Code 000 parts from a non-U.S.
supplier. It is hereby determined that exclusion of the procurement
of such spare parts from Free Horld counlrics other than the
cooperating country and countries included in Code 941 would
seriously impede attainmeni of U.S. foreign policy objectives and
objectives of the foreign assistance program.

The Autlorization cited above remains in force except as hereby amended.

Q(iaﬂ@ZQ

Disapproved:

Date: 2 5 MAR 1987

JUrs




SUHMARY

The original HMadagascar Agriculture Rehabilitation Support (MARS) Project
agreement was signed on April 2, 1985 at a level of $5,000,000. The project
was amended the following year, with obligation of an additional $2,844,000 on
June 25, 1986. The PACD was extonded at this time to 30 November 1987. A
mid-term evaluation, cnnducted in September 1986, reviewed project progress to
date and made rccommendations for the design of the second amendment. These
recommendations have been taken into account fully in this document.

This second amendment to the MARS project (PP Amendment No.2) proposes to add
$1,975,000 to the $7,844,000 provided to the project to date, and to extend
the project's PACD to 31 March 1989. Of the total, $800,000 from Development
Assistance funds will be project assistance for technical assistance, training
and project equipment. The remaining $1,175,000 will be program assistance
for commodities to be funded from Economic Support Fund ($ 975,000) and
Development Assistance ($200,000).

HARS will continuc to support agricultural policy liberalization and recovery
of the agricultural sector in Madagascar, through:

a) Increased foreign exchange allocations for imports of key
agricultural and rural transporlation inputs required for the
rehabilitation effort; and

b) Better information systems and analysis, leading toward better
policy determinatiun and selection of project priorities,
particularly with reference to parastatal divestiture.

The mechanismg selected for support will help to strengthen the role of the
private sector in the agricultural econony, through: importation of needed
agricultural support commodities; assistance to the GDRi to take specifie
steps toward parastatal divestiture; policy dialogue; and studies to expand
private sector networks. Special emphasis is placed on Madagascar's
all-important rice sub-sector.

Over one half of the FY87 funds will be used to continue to provide support
for the GDRM's balance of payments by directing $1,175,000 to the commodity
import component of the projcet. In addition, $150,000 of cost savings from
FY85 funds for Lthe Hamakia Bridge will be used for FY87 commodity imports.
These funds will be used to assure that: (1) approximately 50 light tractors
are imported; (2) adequate spare parts are available for Ford and Caterpillar
equipment imported both under the current project and under this amendment,
The nix of commodilies to be imported has been reviewed with the World Bank to
assure complementarity with their import program, and takes into account the
results of USAID's Hovember 1986 end-use assessment of commodities imported to
date. The importers already operating under the current project will contlnue
to implement the commodity import component, based on their representation of
American products and sustained effective implementation.
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The sccond component of the project, consultancies and training, will continue
the focussed approach taken in the Eirst amendment and reinforced in the FYB88
€DSS and Annual Budget Submission. This was originally discussed in the
context of a new project; however, AID/W subsequently advised the field that,
due to funding limitations, the existing project should be amended once
again. The intent of greater focus is both to increase project impact and to
minimize the project management burden on USAID/Antananarivo and the GDRM.
These considerations, greater impact and reduced management burden, have been
factors in AID's decision to collaborate with another donor, the World Bank,
which plays a key role in Madagascar's agricultural development. With this
perspective in mind, AID funding in the amount of $800,000 will be used to:

1) zontinue agricultural policy dialoguec with the GDRM and monitoring of
policy develcpments, through a third Agricultural Policy Analysis
Seninar involving the participation of senior ecomomists, and related
activities;

(2) fund studias Lo assist the GORM to define ways that the private sector
may assume a i reater role in the provision of certain services to the
agricultural population; and

(3) contribute to the rehabilitation effort through improvement of the
information base on parastatal operations, and development of action
plans for divestiture of specific agricultural parastatals.

In the latter area, AID will continue its separate financing for the
parastatal management improvement and divestiture component of the World
Bank's Second Apricultural Iustitutions Development Project. WNo commingling
of funds is anticipated and no management of AID funds by an internatlonal
organization will be involved. AID will provide support (consultancies,
training and related commoditics) to those Ministry units within HPARA and
MPAEF which are responsible for monitoring and oversight of agricultural
parastatals, and will assist them to develop management information systems
which can analyze performance indicators and assess prohlems. Several
agricultural parastatals will be sclected for in-depth study beginning in
carly 1987 under first amendment funding. These studies will be completed
under {unding from PP Amendment Ho. 2.

In summary, this second amendment attempts to build on the style of operations
set forth in the First amendment, which directs project support to the
following areas: import of a commodity mix to address agricultural production
needs; and assistance to strengthen the role of private enterprise in the
rehabilitation effort, especially through agricultural parastatal divestiture.
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II. PROJECT RATIONALE AND DESCRIPTION
A. BACKGROUND

1. .Conformity with AID Development Strategy

The FY 1988 CDSS (prepared in March 1986), along with adjustments made to it
in the strategy restatement irncluded in the FY1988 ABS (prepared in June
1986), represent AID's approved strategy for Madagascar. That strategy
outliires a narrowly focussed short-to-medium term assistance profile, centered
on the rice sub-sector and augmentation of agricultural production.

Activities are to be undertaken in the context of support for Madagascar’s
continuing agriculture sector liberalization program.

Key elements of the stratepy are as follows:

(1) Rice policy improvement, particularly through the three-year Food
for Progress program, which, in coordination with the World Bank
and the World Food Program, will assure adequate food supplies as
insurance against unacceptebly high prices, and which will serve to
assist the GDRM in the liberalization of its policies affecting
production, collection, milling and marketing of rice. This is to
be complemented, if necessary, by additional rice imports through
PLABO Title IX. ’

(2) Encouragement of private sector provision of essential agricultural
commodities and services, which, since Madagascar's socialist
revolution in the 1970's, have been provided inadequately by
government and by parastatal enterprises. Included are: a
commodity import activity to help ease the foreign exchange
shortage and allow import of esscntial agriculturally-related
equipment; assictance with assessment of agricultural parastatals,
with a view to their partial or complete divestiture; and,
possibly, support for a private secltor line of credit using
counterpart funds.

(3) Building Halagasy capacity to test and introduce improved varietles
of rice through support for Malagasy rice research, which will help
improve the basic technology available to farmers and restore thelr
productive capacity. This is being accomplished through a grant to
IRRI for collaborative work in Madagascar.

(4) Primarily through use of counterpart {unds generated from PLAS8O and
the commodity import portion of this project, continued support for
rehabilitation of infrastructure essential to increased rice
production such as farm-to-market roads, and irrigation works.

~O
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The proposed Amendment No. 2 to the MARS project directly addresses two of
these four areas (1 and 2). Continuation of policy dialogue will assist the
GDRI to understand the impact of llberalization measures taken to date, and to
evaluate alternative next steps. Commodity imports will consist of items
critical to the rehabilitation effort: tractors and tractor spare parts, and
spare parts for road maintenance equipment. Support for parastatal
divestiture will build toward the goal of greatecr private sector involvement
in the agricultural scctor, and a series of studies on potential for private
sector involvement in service provision will begin to lay the groundwork for
later steps. Programming of CIP local currency gencrations will directly
support objective (4), and is likely to be channecled to assist with
agricultural credit needs (objective 2).

2. Program Factors: GDRM Policy Reform Progress

Since 1982, the Government of Madagascar has pursued a new economic policy
resulting in changes in agricultural sector and public investment priorities
from those undertaken in the previous decade. Corrective measures have been
aimed at reducing financial imbalances, introducing legislation to liberalize
marketing and pricing, especially in the rice sub-sector, and concentrating
resources on the rehabilitation of existing production capacity. Significant
changes over the past 18 months include: elimination of producer and consumer
subsidies for several crops, successive exchange rate devaluations,
liberalization of pricing and marketing for some food and export crops, some
reduction of parastatal and administrative monopolies in agriculture, and
improvements in Ministry management capaeities.

a. Agricultural Sector

Agriculture employs over 85 percent of the population, produces most of the
country's food, supplics the bulk of the raw materials for the country's
manufacturing sector, and constitutes over 40 percent of GDP. Agricultural
exports are the largest earncr of foreign exchange, accounting for 85 percent
in 1983-84.

Agricultural production stagnated and farmer income declined in real terms
since 1972, According to the World Bank's 1983 Agriculture Sector Memorandum,
several factors were responsible for the sector's poor performance, including
povernment pricing and marketing policics,; shortages of imported inputs,
especially of intermediate goods such as gpare parts (due to foreign exchange
shortages), lack of new rescarch, and deterioration of the transport system.

The importance of rice in Madagascar's cconomy cannot be overestimated.
HMalagasy have, it is claimed, the highest per capita rice consumption in the
world. Approximately 50 percent of the total land under cultivation is
planted in rice -- approximately 1.2 million hectares. About 75 percent of
rice fields are cultivated by smallholders; and approximately 70 percent of
the population grows paddy.

S
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The decision to liberalize the rice sector, taken in May 1983, originally had
four aspects: (1) elimination of the state marketiug monopoly for paddy and
rice (exeept in Lac Alaotra and Marovoy, where marketing monopollies remalned
until April, 1986); (2) allowing market-determined consumer prices within a
specified range (with floor prices set for producers and celling prices set to
protect consumers); (3) pricing of imported rice at a level sufficient to
avoid consumer subsidies; and (4) reduction of rice imports.

Reasonable progress toward these and other planned policy reforms has been
achieved, and further short and medium-term reforms are planned. In the
crucial area of the pricing and marketing of rice, the government finally
agreed to complete liberalization in April 1986. AID continues to review the
status of macrocconemic and agricultural seclor adjustment programs to assess
comprehensively the commitiment of the GDRM to policy reform and its
eftectiveness in implementing major structural changes in the economy. The
background and status of the agricultural and macrocconomic adjustment and
stabilization programs werc reviewced and analyzed in Annex B of the FY19838
CDSS. A summary and update is provided below.

b. Overview of Recent Reforms

In May 1986, new reform steps were taken under two new, multually supporting
projects with the World Bank, namely the Agricultural Sector Adjustment Credit
Project (ASAC) for SDR 50 million, and the Sccond Agricultural Institutions
Development Project for SDR 8.7 million. In April, twenty-two countries and
organizations attended the third meeting in Paris of the Consultative Group
for HMadagascar, sponsored by the IBRD. The Group agrecd that the GDRH's
proposed programs of policy reform were on the right path, and urged that they
be pursued and developed further. In addition, the GDRI negotiated two
requests for IMF assistance in May. One was o vequest for an emergency
purchase of SDR 16.6 million to recover from the damages of cyclone Honorinina
in March, and the sccond was a request to purchase SDR 16.6 million under the
Compensatory Financing Facility Lo offsct the 1985 shortfall of coffee and
vanilla expovt ecarnings. Both of Lhese agreemenls contain reviews of progress
on policy rcforms and reaffivmation of the GDRH's cowmmitment to continuce and
reinforce measures to slrengthen the cconomy.

Negotiations for the sizth 1HE Standby Arrangement were interrupbed by the
cyclone, which ilmposed new [orveipn exchange and domestic costs requiring
inveslipalion and assessment. HNegoliations were resumed in June and the new
Standby Avrangement was approved in Sceptember, after a 25 percent
devaluation., These actions demonstrate that the GDRM is couperating [ully
with IBRD and YHF as well as ALD in designing and implemenling monetary and
structural adjustments Lo reverse declines in productlion and income.

The following paragraphs review reform measures which have been undertaken or

arc planned during the 1986--87 adjustment program. Table 1 shows balance of
payments.

/!



Exports, FOB
Imports, FOB
Trade balance

Service receipts
Service payments
Freight
Transport, travel
Investment income
Other
Services (net)
Private unreq.
transfers

Current account

Public transfers
Long~term cap.{net)
Drawings
Amortization
Debt relief(net)
Official
Commercial banks
Petroleum Financing
National banks (net)
Other

Overall balance

Financing

IMF (net)
Purchases
Repurchases

Net cash change in
arrears (decr.-)

Net central bank
reserves (inc.-)

Financing gap

}/Estimatc.
2/ projected.

Source: IMF, Request for Standby Arrangement, August “1:“98(:‘, p. 32,
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Table 1. Balance of Payments, 1980-87
(In millions of SDRs)

1981 1982 1983 1984 1985 1/ 1986 1/ 1987 2/ .
281.5  296.4  289.7  325.2 273.9  299.6  313.4
433.2  409.0 -353.8 -343.5 -330.7 -320.2 -316.3

-151.7 -112.6  -64.1  -18.3 -56.8  -20.6 -2.9

55.6 49.7 45.0 56.9  74.3 74.3 76.0
-267.6 -272.1 -268.0 -289.2 -286.6 -306.9 -310.9
-66.2  -68.1 -49.6  -48.1 -47,0  -44.8  -44.3
-59.3  -55.,7 54.6 -61.8 -64.5 -6A.5  -66.4
-78.3  -91.4 -106.6 -134.9 -131.2 -150.2 -158.7
-63.7  -57.5  -57.2  -A4.4 -43,9  -47.4  -Al.5
-211.9 -223.0 -223.0 -232.9 -212,3 -~232.6 -232.9

3.4 -1.3 -1.1 9.3  15.0 15.0 25.0
-360.2 -336.9 -288.2 -241.3 -254.1 ~-238.2 -212.8

53.1 65.5 56.9 66.1  67.1 87.9 78.0
237.7  109.9  184.1  180.0 162.9 60.7 1.3
277.2  190.1  181.1  117.9 143.4  169.2  159.7
-93.2 -164.2 -183.1 -~127.0 -147.0 -135.8 -158.4

53,7 84.0 186.1  164.9 151.6 27.3 -—

50.3 82.1  125.1  141.1 137.9 27.3 _—

3.4 1.9 61.0 23.8  13.7 - -

_— _— - 24.2  14.9 - —

-18.1  -23.8 -0.3  -12.2 1.0 - -
5.3 77.6  -A1.7 23.1  15.3 - -
-82.2 -107.7 -89.2  15.7 -71.8  -89.6 -133.5

82.2  107.7 89.2  -15.7 7.8 89.6  133.5

31.6 51.7 6.5 17.9  -3.4 1.6  -27.1

39.0 52.4 10.2  Al.A - 29.0 39.2 -

-7.4 -0.7 -3.7 =23.5  -32.4 -40.8  -27.1

59,0 63.8  69.6 -9,0 -8.3 -8.0 -8.0

-8.4 -7.8 13.1  -24.6  19.5 -9.1  -10.0

- - -— -_— - 108.3  178.6

.

/P



- -

c. Specific Reform Measures

" (1) Resource Allocation

The GDRM is continulng o review projects in the 1986 public investment
program, eliminating low priority and uneconomic projects for which funding is
not available. IDA concurrence is required for rcleasc of the second tranche
of ASAC financing. GDRI has reduced subsidies from export crop revenucs to
state trading companies by one third during 1986 and plans to eliminate them
by May 1988. Subsidies on agricultural inputs, which average 30 percent or
more, were reduced by 7 percent of the equivalent CIF cost when ASAC became
cffective, and will be eliminated prior to rclease of the second tranche.

(2) Rice Strategy

The GDRY is committed to providing maximum incentives to producers by freeing
domestic production, processing, trade flows and prices from all controls, and
has now agreed to complete liberalization of the pricing and marketing of
rice. The U.S. has traditionally assisted Madagascar rice nceds through PLA80O
Title I. HNow, in support of increascd reliance on market mechanisms, an
imported buffer stock will be maintained to reduce excessive price
fluctuations, supply welfare consumers, and provide emergency supplies for
periods of natural disaster. MPARA's role in the implementation of national
rice policy has becen strengthencd; HPARA will supervise buffer stock
managerent, including SINPA services in transporting and distributing
commoditics.

In April 1986, competition in rice marketing was introduccd among traders,
millers, and hullers without restriction in Lac Alaotra and Marovoy. Rice
supplies for social welfare are to be phased out within five years and, in the
interim, will continue only during periods of scasonal shortage, if market
prices fall to levels agreed upon by the World Bank and GDRI.

A trigger price acceptable to IDA is activating open markel sales from the
buffer stock ond is high cnough to rccover fully the costs ol operating the
program. During 1986-87, the price has been set at 35-40 percent of the
average, post-harvesl markel price.  An annual impori program will support the
buffer stock and import levels will be adjusted as appropriate in accordance
vith market requirements. A mininum volume of bLuffer stock has been set at
which MPARA will order rice shipments to avoid priee speculalion. IDA, in
cffect, puarantees the success of the buffer stock system by promising enough
foreipn cxchange to supply all Lhe rice needed at Lhe trigger price. IDA
defines the buller slock system as influencing, rather Lhan centrolling, the
rice market. The ASAC appraisal report estimaled Lhere is a 5 percent chance
Lhat open-market sales would exceed 30,000 MT. AID's Food for Progress
Program will provide this 30,000 HT of rice for the buffer stock for year
one, Years two and three Food for Progress contributions of 21,000 MT per
year are planncd, subject Lo availability of USDA commodikies and review of
buffer stock operations and import needs.

The World Food Program is comnitted to providing an additional rice grant of
up to 100,000 MT over three years stacting in March 1987, as a contribulion to
the open market sales buffer stock. WEP commodities will be drawn upon when
nceded, with a first shipment of 10,000 MT planned for March 1987, It is
unlikely that additional rice imports will be nceded to support buffer stock
operations, but if they are, IDA credit will be available to finance these
imports.
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(3) Production and Harketing Incentives

GDRH recently enacted legislation specifying that agricultural prices except
for industrial crops, including cotton, sugar, and tobacco, and high rent
taxable crops, such as coffee, cloves, vanilla, and pepper, are not subject to
controls. Coffee producer prices were increased 25 percent and the ex-factory
price of edible oil was raised 100 percent. The price of a kilegram of
robusta coffee increased from FMG 470 to FMG 600 and of arabica from FMG 470
to FMG 620. The producer price of vanilla was raised to FMG 7,000 per kilo.
These price increases, coupled with the 25 percent devaluation, will encourage
investment and savings by coffce and vanilla growers. Prior to disburscment
under ASAC, ncw quarantine regulations are to be enacted. Importstion and
distribution of agricultural inputs is to be transferred to private,
commercial enterprises and over 70 of MPARA's sales outlets have already been
closed.

(4) Export Crops

The GDRM is givinpg special emphasis to studies of production and taxation of
export crops, and cdible oils, A study of the edible oils industry is being
financed by UNDP, which will assess the comparative advartage of different
0il crops and the industry's rehabilitation needs. An action plan for the
oilsceds and coffee industrices and for diversifying exports will be prepared
in the near future. Studies of ways to improve cxport administration is heing
undertaken and an action plan prepared prior to release of the second tranche
of ASAC financing.

(5) Stabilization Program

In mid-September 1986, GDRI apreed with IMF on a 1986-87 standby arrangement
for SDR 30 million extending through the end of 1987. The letter of intent
prepared by the Hinister of Finance and Economy in July proposed that the
primnarcy reforus foeus on creating the macket and regulatory conditions
favorable to economic growth, 1Inflation was expected to L. 16 to 18 percent
in 1986, jncluding the inflalionary cffects of devaluation.

The GDRM proposed Lo limit rice imports to 134,000 MI' in CY 1986, but this was
later exceeded in the amount of 21,000 MT. The letter of intent proposed not
to authorize or guarantee increases in external public debt of less than one
year maturity through the end of 1986, or incur new loans of 1 to 5 years
maturily, or incur more than SDR 35 million of new debt with maturity belween
S and 15 years. DBanks were to boe prohibited from Financing public enterprise
losses after January 1987. Subsequent discussions with IMF undoubtedly
strengthened preconditions for appr-vrye of the standby arrangement.
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(6) Impact of Policy Reforms

Experience in other countries which have introduced structural adjustments,
particularly in the agricultural secctor, suggests that large increases in
production are possible and are expected in Madagascar with favorable
weather. At present price relationships, for example, use of fertilizer
yields a 100 percent return which could help reduce the large, 6:1 dispavity
between urban and rural average incomes. Favorable impact should be enhanced
by Madagascar's potential in the area of rice research. On the other hand, as
real income has fallen, urban families spend a larger percentage of income on
food. The adjustment program undoubtedly will require still further medium
term increases in the real price of rice to consumers. Increases in
production and productivity, however, should increase real income in the long
run and benefit both urban and rural families.

D. Conclusion

While the full bencfits of the reform programs will not be realized for
several years, the GDRM has embarked on an ambitious, but urgently necded,
macroeconomic reform program to increase economic growth and foreign exchange
earnings. The industrial scctor only exports about 5 percent of its

" production and currently is operating at only 40 percent of its capacity. At
the onsct of the reform program, important clements of the GDRH, including the
President, openly questioned the. wisdom of the program but acknowledged the
GDRit had no other choice. Reasonable progress has been made but the reform
program is only beginning and the GDRH must demonstrate resolve, persistence
and leadership if the desired end result is to be achieved,

3. Project Experience to Date

A mid-term evaluation of MARS was held in September 1986. Findings and
recommendations address re-orientation of planned activities remaining from
the original project, rcadjustments suggesited for the first amendment, and
activities to be funded under the sccond amendment. Key evaluation findings
are briefly sunmarized below.

The commodity import component has provided foreign exchange inputs for import
of key inputs required for the rchabilitation effort. It has also provided
greater access for farmers to cquipment and, eventually, to infrastructure and
scrvices via the private sector. Afler initial delays, USAID and internal
GDRM procedures for working with private importers are now set up and running
smoothly, with rapid disbursement of commodities. The original projcct
provided $3,460,000 for Ford tractors and spare parts and road equipment spare
parts. An additional £1,000,000 was provided for import of bridge
superstructure components for the Namakia Bridge on the kahavavy River. The
first amendment provides an additional $2,174,000 for sparc parts (for
selected road maintcenance equipment and for agricultural tractors), light duty
trucks and a limited amount of new road maintenance equipment.

el



- 10 -

As a result of the evaluation, a survey of commodity end users was undertaken
in November 1986, in order to better define end use functions and production
related benefits of this component. Survey findings show that, of 52 tractors
" sold to date, 35 (67.3 percent) have gone to the private sector, 15 to
parastatal companies, and 2 to the public sector. All of the tractors already
in-country are engaged in agricultural production. In nearly every case the
purchase has increased the amount of land worked, much of which had been
fallow in previous years. Overall employment has increased not only among the
families involved but also through the creation of new jobs. Sixty-three
percent of spare parts for Caterpillar equipment have been sold to the private
sector and 37 percent to parastatal companies, some of which have 30-50
percent private investment. The importation of Zaterpillar spare parts has
allowed work, mainly in the private sector, to continue in road construction
(41 percent of total sales value) and in industrial agriculture operations (26
percent of total sales valuc). Caterpillar spare parts by sales value are
teing used largely for road production (41 percent) and for agricultural
operations (25.6 percent). In total, 70 percent of the spare parts are being
used for activities affecting the agriculture and rural transport sectors,
including construction and maintenance of sccondary and feeder roads.

Original MARS projecl activities in technical assistance and training were
designed to open doors for AID within the Malagasy agricultural sector, and to
establish relationships with a wide range of agriculture-related Halagasy
institukions, ag well as strengthen GDRi{ capability to conduct policy analysis
and planning. Over 13 Ministries, parastatals, and other local institutions
participated in project-funded training, consultancies and agricultural policy
dialoguce. The most important activities in the original project have been:
agriculbural policy activities through S&T's Agriculture Policy and Analysis
Projcct (APAP), including a mid-lcvel policy seminar and informal high-level
policy dialogue; Lraining, through USDA, of mid-level Ministry staff in
cconomic and financial analysis skills and project appraisal techniques;
linkages with several International Agricultural Resrarch Centers (TARC's);
and discrele activilics relited to land tenure policy, agricultural statistices
and census, and skills development for labor intensive road maintcenance.  The
cvaluation recommended that funds remaining from planned technical assistance
and training ackivitices under the oripginal project be reprogrammed for
activities more consistent with agricultural policy improvement.

As the project moves into implementation of the first amendment, a narrower
range of technical assisltance and training activilies are being undertaken,
with funds targeted for initiation of parastatal divestiture studies, and
continued policy dialogue. The diversity in the original project was
effective fFor sctbing up wovking relationships with GDRH institutions and for
examining possible targets ror further assistance., However, by channelling
project support to fewer acltivities, more can be achieved in the way of
concrate results, while lessening the management burden on the small AID
office in Antananarvivo. Parvastatal divestiture activities have bepun on a
pood footing, with an initial consultancy undertaken to define a detailed
scope of work for the First phase, in conjunction with the World Bank and its
Second Agricultural Institutions Development project. A scecond APAP activity,
to include a return visit by Dr. Elliot Berg and a policy workshop, is now
being planned for June 1987,

/6
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The evaluation team strongly recommended that Amendment No. 2 sustain the
project's more focussed approach, and (1) continue the commodity import
component; (2) continue efforts at agricultural parastatal divestiture; (3)
initiate efforts to asslist with privatization of certain services to farmers;
and (4) contlnuc policy dialogue through consultations in Madagascar by high
level economic advisors.

B. STRATEGY AND OBJECTIVES: PP AMENDHENT No. 2

1.  Strategy

The MARS project is one central element of AID's program in Madagascar, along
with AID's grant to IRRI for rice research, and Food for Progress. Consistent
with the FY1988 ABS and with the September 1986 project evaluation, this
amendment, with the same objectives, will continue to support lMadagascar's
liberalization program and rehabilitation of the agriculture sector, which
includes government policies to improve the production and marketing of rice
and the access of farmers to commodities and services. It is proposed that
the additional project funds for Amendment MNo. 2 will po toward:

Continuation and completion of parastatal divestiture activities, in
conjunction with the World Bank's Second Agricultural Institutlons
Development Project, and the initiation of studies Lo define ways to
increase private sector provision of rice-related agricultural services;

Continuation of broad agricultural policy dialogue with the GDRM, and
monitoring of policy developments, so that Malapasy officials can
discuss policy concerns with high level advisors who bring vast
international experience and relevant counbtry examples to HMadagascar.
Dialogue will Lake place through structured seminars, informal meetings,
and study tours;

Continuation of Lhe project's commodity import component, with import of
farm tractors and related spare parts and road maintenance equipment
sparce parts, equipment for which strong demand exists at this time,
given the structure of imports to date under the project. All arc items
which relate to rchabilitation of agricultural production, including
well-maintained farm-to-market roads.

The project budget reflects the nced to adequately fund the technical
assistance and training activities, despite cuts in the requested project
level, Remaining funds will support the commodity import component.

2. Project Goul and Purpose

The project goal is to incrcase agricultural production, productive
employment, and rcal income. The purpose of the MARS project and this
amendment will be to support agricultural policy liberalization and recovery
of the agricultural sector in Hadagascar, through:

(a Increascd foreipn exchange allocations For imports of key
agricultural and rural transportation inputs required for the
rehabilitation cffort; and
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Better information systems and analysis, leading toward better
policy determination and selection of project priorities,
particularly with reference to parastatal divestiture.

Amendment No." 2 will provide consultancies, training and commodities toward
the achievement of the project purpose. .

3. Project Outputs and Inputs

Outputs for MARS Amendment No. 2 include the following:

(1)

(2)
(3)

1)

(5)
()

Improved production and transport as a result of imported -
agricultural inputs,

Parastatal diagnostic studies and action plans.

Procedures in place for a management information system for
agricultural parastatals, along with procedures for divestiture
planning. ‘

Studies and economlc analyses completed or underviay on spéclfied‘
problem and policy areas rolated to the private sector's role in
agriculture.

Participants trained and returned to assigned jobs.

Policy seminars.
L]

Project amendment inputs include the following:

(1)

(2)

)

%)

(5)

Commodity import support for new tractors and tractor spare parts,
and spare parts for road building equipment.

Short term participant training, both in-country courses and
selected U.S. or third country training.

Short term consultancies to address eritical skills gaps identified
by the GDRM, particularly reparding policy dialogue, policy
studies, and parastatal management and divestiture.

Necessary equipment and supplies to complement the consultancies
and training, such as computer havrdware and software and some

office cquipment and supplies.

Local currency counterpart funds in the project budget will be
allocated to support:

(a) in-country training programs;

(b) in-country studies and analyses, particularly participation of

local firms in policy studies, and parastatal data collection,

information systems, and enterprise studies,

(¢) a variety of project adminlstrative and logistical support
costs.

/5
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(6) GDRM regular budget, which will pay the normal salaries and
allowances for personnel assoclated with the project, whether as
management support, counterparts to consultants, or as participants
in project activities.

Local currency generated through the commodity import component of this
amendment will be deposited in the Special Account for joint programming by
AID and the GDRH, according to the local currency use plan set Forth in the
recent ABS (sce Annex 8.d.). That plan includes both PLA80 and CIP
gencrations. Of the overall total of CIP generations for the MARS project, it
is anticipated that 1-2 million equivalent will be used for a new line For
private sector agricultural credit at BTM, to complement IDA-provided foreign
exchange credit and technical assistance to BTM. Other CIP generations are
likely to support local costs of the 1988 agricultural census; rural
Farm-mill-market road repair and construction; and other activities related to
agricultural rchabilitation and data collection. The emphasis will be on
larger Funding units.

c. NARRATIVE DESCRIPTION OF ACTIVITIES

1. Commodity Import Component

a. Background

The justification For the CIP component of this amendment is basically the
same as that for the FY 86 program. The end use survey for commodities
imported under the original MARS Project Agreement, completed in November
1986, reports that commoditics are being quickly absorbed by the agricultural
and transport scctors. All tractors imported to date have been sold and are
being engaged cntirely in agricultural production. Approximately 63 percent
of tractor sales were to private sector farmers and 37 percent were to
parastatals. Of the pairastatals served, all were cngaged in increasing the
agricultucal output of Hadagascar, productive to Lthe overall economy and level
of employment. The report further states that some parastatal agricultural
operations are up to 50 percent privately owned. (Annex Ba is a summary of the
end use survey.)

Approximately 70 percent of the spare parts imported to rehabilitate road
construction and maintenance equipment have directly benefitted the
agricultural and rural transport sectors, while Lhe remaining 30 percent
benefitted the mining and agroforestry sectors. Spare parts sales were not
restricted to any particular sector, but were channeled, as are most
commodities imported under AID financed Commodity Import Programs, through
commercial marketing systems.

b. Amendinent Desipgn

Programming for this auendment, as with the original project and Amendment No.
1, does not favor altering the standard commercial practices of participating
importers or otherwise influencing the ways in which resources are

channelled. The design acknowledges that, in addition to the private farm
sector, certain parastatals arce also contributing to Madagascar's overall
economic output, and takes into account the nature and marketing methods of
the commoditices to be financed. The FY 86 end use survey indicates thet
cquipment and spare parts are primarily reaching the intended target sector
users under the existing import program structure, without adopting any
further specific targeting measures.
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Furthermore, spare parts of any type, which account for the major portion of
imports, are difficult to target to a particular group of end users, and to
monitor under a private sector CIP mechanism, without substantially altering
the standard operating procedures of the participating importer. This is a
persuasive argument for not attempting to direct commodities such as spare
parts exclusively to the private sector. If importers were restricted by
this program, in order to participate they would ultimately need to maintain
separate inventories, accounting systems, and marketing channels for
AID-financed vs. non AID-financed parts, an expeusive proposition
considering that, in the case of Caterpillar, more tuan 2,000 separate line
items are ordered biweekly, and that staffing requirements to manage such
inventories are significant. Likewise, it is naive to assume that retail
sales and the end use of $500,000 to $1,000,000 worth of spare parts could
be effectively monitored to insure that all parts were sold only to a
particular group of eligible end users. This Amendment therefore, as with
other MARS CIP activities, tries to minimize interference with the
commercial practices of the importers, and does not attempt to limit sales
of spare parts to a particular tarpet scctor.

The FY 87 HMARS Amcndment will continue to work with two major private sector
importers, Ford and Caterpillar, having exclusive distributorships as
defined in AID Repulation 1, to import and distribute the total amount of
conmodities finaneed under this project amendment. Although Madagascar is
not an important market for U.S. products, these firms continue to offer
commodities suitable for financing. 7Phe existence of such representation
makes it feasible for AID to offer a quick disbursing commodity import
program. Likewise, the limited availability of AID management staff in
lfadagascar, without the prescnce of a full time Commodity Hanagewent
officer, continues to be a constraining factor when selecting a commodity
mix and method of procurement which can be administered with the least
amount of implcmentation burden.

During project amendment design, the firms were requested to submit their
requirements for additional spare parts and equipment needs for the period
covered by this amendment. As under Amendment No.l, the demand for foreigr
exchange continues to be significant. Either one of the major importers
could easily absorb the entire amount of foreign currency to be made
available under the amendment.

Accentuating the appeal of the MARS CIP activity, the Central bank's foreign
exchanpe allocation policy will be liberalized in January 1987 to permit
open access to foreign exchange reserves by all importers. Hajor importers
such as those participating in the CIP will no longer be guaranteed global
access to reserves, Importers of capital goods anticipate that competition
for foreign exchange will sharply increase as consumer goods importers begin
to apply for foreign exchange allocations. Thervefore, as access to foreign
exchange becomes more uncertain, a program such as the MARS CIP, which
guarantces the availability of forcipn exchange to participating importers,
becomes even more desirable to those importers.

20
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Using financing available under this MARS amendment, Ford will request
allocations to import spare parts to sustain the tractors already financed
under HMARS, and forzign exchange to purchase an estimated additional 50
small agricultural tractors. The Ford representative supports the design
team’s view that there remains a critical demand for small tractors in the
private sector. Ford currently has more than 20 unfilled purchase orders by
private farmers on file, and states that the BTM will provide credit to
farmers interested in purchasing tractors, though a lengthy loan processing
time is usually involved.

The Ford Tractor Division of the Ford Motor Company in Troy, Michigan
announced, on December 1, 1986, that, effective January 1, 1987, the Tractor
Division headquarters and manufacturing operations of Ford would be
rclocated to Great Britain. Therefore, an AID Geographic Code 899 source
and origin waiver will be necessary. Based upon the importance of tractor
imports to this project, and upon the discontinued availlability of
U.S.-manufactured tractors, a source and origin waiver is requested and
contained in Annex 7 of this paper.

John Deere, the only other U.S. producer of farm tractors (100 HP and
larger) represented in Madagascar, previously declined foreign exchange
allocations tied to U.S.-manufactured equipment because of the high cost of
producing small tractors in the United States appropriate for HMadagascar.
However, it is likely that John Decre will now request an allocation of
foreign exchange to import small John Deere tractors, produced outside of
the United States. If John Deere wishes to participate, the prime
implementing ministry, the DGP, in pranting foreign exchange allocations
under the grant will be required to delermine if funds arce sufficient to
permit allocations to cach distributor. However, considering the small
quantity of tractors which could be imported with the available foreign
exchange if divided, and the cost effectiveness of providing the entire
allocation to a single importer, it is unlikely that financing would be
split. Furthermore, it is assumed that a single importer could pass on the
cost savings to the end users achicved by ordering and shipping in large
quantities, and that one importer would be in a better position to stock
larger quantities of sparc parts.

Ford does not wish to import additional quantities of light weight
farm-to-market agricultural transport vehicles under this amendment slnce
the First trucks financed under MARS (Amendment No. 1) will not have arrived
in Hadagascar until the first or sccond quarter of 1987. Therefore, imports
to be financed under this amendment do not include transport vehicles.
However, Ford [cels that they must have a small amount of foreign exchange
available at all times in order Lo provide spare parts over the long term to
the clients who have purchased and will be purchasing tractors. The actual
breakdovn between tractors and spare parts will be finalized once
allocations are requested by the importers. The end use evaluation report
indicates that, to date, Ford has provided responsive servicing Lo original
clients, offering cpare parts delivery in the field and direct to the
client's placc of operation.

In view of the relatively small amount of foreign exchange available under
this amendment for commodity imports, Caterpillar has requested that the
entire quantity of foreign exchange be allocated to procure spare parts.
After-sales customer scrvice continues to be Caterpillar's highest priority.
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Since the Final cost of the Namakia bridge was below budget, $159,360 in
foreign exchange from MARS is now available for reprogramming. The design
team felt that these funds should be allocated to the CIP component. The
following table shows the current breakdown between commodities, assuming
that an additional $1,175,000 is provided for the CIP component under
Amendment No. 2.

Commodity HARS MARS Al MARS A2 Total
Tractors $ 958,150 $ 524,000 $1,482,150
Tractor parts 300,000 100,000 50,000 450,000
Ford trucks/parts 1,300,000 1,300,000
Caterpillar parts 2,200,000 400,000 760,360 3,360,360
Caterpillar equip. 374,000 374,000
Namakia Bridge 842,490 842,490

Totals $4,300,640 $2,174,000 $1,334,360 $7,809,000

The DGP, as the prime implementing ministry, ultimately allocates foreign
exchange between importers and can shift resources as needed during
implementation, with AID approval. However, Final distribution between
importers under MARS original project and MARS Amendment No. 1 did not vary
cignificantly from plans envisioned in the respective Project Agreements.
This was due primarily Lo early participation by the importers as designs
were being developed.  Since Amendment lo. 2 has been designed in a similar
fashion, it is anticipated that the allocations between the participating
importers Yound in the table above will not be changed significantly once
implementation begins,

The rclatively cven division of foreign exchange provided by this amendment
bebween the two participating importers was based upon three primary
considerations: (1) information conlained in the 1986 end use evaluation
which indicates Lhat both tractors and spare parts for road maintenance and
construction are making significant contributions to the rehabilitation of
the agriculture and rural traasport sectors in Hadagascar, (2) each
participating importer has eyually large requirements [or foreign exchange
and could absorb considerably more foreign exchange than is provided by the
existing CIP, and (3) auy further reductions in the quantity of foreign
exchange to be provided Lo either importer would make the program less
attractive and would reduce the cconomies of procurement (i.e., cost savings
to Ford and end users when contracting for a manufacturing production run of
50 vs. 10 tractors, freighl cost savings, ete.).

This amendment is partially Funded using ESF and has thus been designed to
comply with Section 801 of the FAA. The discussion below relates to this
section of the FAA and to the continned implementation of Lhis project.

1. Spare parts and other imports shall be allocated on the basis of
evaluations, by the Agency primarily responsible for
administering Part I of the act, of the ability of likely
reclpienls Lo use such spare parts and imports in a maximally
productive, employmnent generating and cost effective way.
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The farm tractors and spare parts to be funded under the Amendment are
critically needed by the agriculture sector in order to increase
agricultural production and farmer access to inputs and markets
through road improvement in rural areas. A recent end-use evaluation
confirms the productive and employment-generating impact of previous
imports under this program; the FY87 import allocation is fully
consistent with evaluation findings.

2. Imports shall be and have been coordinated with investments in
accordance with the recipient country's plans for promoting
economic development.

AID has assessed these plans during preparation of the CDSS and
determined that they will effectively promote economic production by
directly benefitting the agriculture sector. The tractors and spare
parts will be used to increase agriculture production similar to
bi-lateral PL480 self--help programs and World Bank assistance already
underway in Madagascar. :

3. Emphasis suall be placed on imports for agricultural activities
which will expand agricultural production for export or to reduce
reliance on imported agricultural products.

The 1986 end use evaluation reported that tractors and spare parts
imported under previous MARS CIP components contributed directly to
increased agricultural production primarily for internal consumption
and to some extent for export. Effects on export will not, however,
have significant impact on any competing U.S., exports. Additional
imports of similar commodities will also achieve like results.

4, Emphasis will be and has been placed on a distribution of imports
having a broad development impact in terms of cconomic sectors
and geographic regions,

Commodities to be imported under this amendment will primarily serve
the agricultural sector, although Lhe transport sector will benefit to
the degree that roads are constructed and maintained by equipment
rehabilitated from imported spare parts. The equipment and spare
prarts to be imported under this CIP activity will be available through
commercial marketing channels to all areas of the country. The 1986
end use evaluation reported that tractors imported under original MARS
financing werce distribuled to five of the six provinces of Hadagascar,
while spare parts for road maintenance equipment are used in all parts
of the country.

5. In order to maximize the likelihood that the imports financed by
the United States are in addition to imports which would
otherwise occur, consideration shall be given to historical
patterns of foreign exchange uses.

Using existing U.S. supplier importer relationships, the project will
permit the importation of production-related items which have been
unavailable in the past due to severe foreign exchange shortages. For
example, Ford had not imported new farm tractors for over seven years
prior to the introduction of this project.
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6(a) Forelgn currencles generated by the sale of such imports by the
government of the country shall be deposited in a special account
established by that government and, except as provided in
subparagraph (b), shall be made available only for use in
accordance with the agreement for economic development activitles
which are consistent with the pollcy directions of Section 102 of
the Foreign Assistance Act of 1961 and which are the types of
activities for which assistance may be provided under Sections
103 through 106 of that Act.

The project has established a special account and uses of counterpart
funds from that account are controlled by application of the criteria
agreed to under the self-help provisions of PL480, which are aimed at
supporting »;ricultural production and which are the types of
activities which could be funded by Sections 103 to 106 of the FAA.

6(b) The agreement will requirc that the government of the country
make available to the United States Government such portion for
the amount deposited in the special account as may be determined
by the President to be necessary for requirements of the United
States Government.

In 1986 the project established a Trust Fund in accordance with the
Grant Agrecment which contains $245,000 in local currency equivalent
from revenues to be gencrated from commodity imports. An additional
$118,000 in local currencics from CIP counterpart will be added to the
Trust Fund under the Amendment to the Grant Agrecment for FY87 funds.

c. Proiect Support Commodities

A small quantity of funds will be made available for financing two
microcomputers, updated systems software and replacement parts for existing
computer cquipment previously purchased under the project, and some office
equipment and supplies. One microcomputer will be for the use of the
Halagasy consulting firm providing technical support for parastatal
divestiture under contract to the DGP using counterpart funds. The other
microcomputer is for the use of MPARA units implementing parastatal
monitoring.

All technical project support commodities will be purchased directly by
USAID/Antananarivo, and are not a part of the private scctor importer
component. Procurement wili be initiated by PIO/C's and contracting will be
implemented by direct AID contracting procedures.

25
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2. Technical Assistance/Training

a. Policy Dialogue

Under MARS Amendment No. 2, the project will continue to help ensure the
success of Madagascar's liberalization program in the agricultural sector,
especially the rice sub-sector, by providing support for a third year (1988)
of continued AID/GDRM policy dialogue. Seminar organization has been funded
through a project-supported buy-in to the S&T/AGR APAP (Agriculture Policy
Analysis) Project, involving Abt Associates, with the senior economic
advisor under subcontract to Abt Associates.

This activity was first undertaken in 1986. Products in that year

included: (1) a 2 1/2 day seminar in Antananarivo on "Instruments of
Agricultural Policy Analysis", (2) a report on GDRM "Agricultural Policy
Reform" by Dr. Elliot Berg, bascd on 16 days of consultations and site
visits in Madapascar, and (3) an inventory of documentation on Madagascar's
agricultural sector (studies, evaluations, research reports). The 1986
seminar, facilitated by Dr. Berg, Abt Associates, and Dr. Brian Ngo (a
consultant familiar with Asian policy reform experience) was designed to:
(1) introduce Malapasy decision-makers to other developing countries’
expericence in agricultural policy reform, (2) provide a forum for open
discussion of Halagasy experience in implementing rice price liberalization
and other reforms, and (3) identify next steps in Malagasy reform for
further study. During the Scptember 1986 evaluation of the MARS project, it
was found that the seminar had been less successful than anticipated because
the high level of Halagasy decision-maker targeted had not becn reached, for
the most part. FHost participants' level of responsibilities focussed more
onn policy implementuation than policy-making; they would have preferred a
longer seminar with a more pavrticipatory format, and more presentations
geared towards solving specific policy implementation problems. On the
other hand, the scminar was successful in that it "broke the ice” on formal
U.S./Halagasy agricultural policy dialogue in an open forum setting.

In spring of 1767, MARS Amendment Ho. 1 will fund study tours in Asian
countrices for 3-4 high level decision-makers, who will participate in the
second agricultural policy seminar planned for June 1987. The study tours
will expose selected GDRM policy-makers to Asian agricultural policy reform
examples with a rice focus. Drs. Berg and Ngo will prepare papers for
distribution before Lhe seminar and seminar presentations commenting on and
reacting to the papers which will be prepared by returned participants on
reforms undertaken in Asia. In addition, during the same visit, informal
settings (dinners, private conversations) will bring Drs. Berg and Hgo
togelher with GDRIf Ministers and Sceretary Generals for exchanges of views
and discussions of policy alternatives. The seminacr itself will target the
needs of those involved in policy implementation at the middle management
level, recognizing that participation by higher-level policy-makers will
probably be limited Lo keynote addresses by study tour participants; and it
will cxamine and discuss the comparative expericnce of other rice-based
agricultural sectors. All seminar papers will be distributed to seminar
participants and heads of relevant ministries in advance, to allow more time
to be spent on interaction between facilitators and participants, rather
than formal presentations. A summary report will be prepared by conference
facilitators, in collaboration with the DGP, for wide disteibution within
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relevant ministries. Dr. Berg's scope of work for 1987 will include
production of an update to his January 1986 report, in a format For public
distribution. The 1987 policy seminar is expected to assess the impacts of
rice price and market liberalization to date, and to discuss what
adjustments or new policy reforms arc needed to motivate producers and
increase national rice production.

Amendment No. 2 will fund three activities: (1) a return visit in June 1988
by Dr. Elliot Berg, or a first visit by another senior, French-speaking, _
U.S5. economic policy advisor of international standing; (2) a third annual
agricultural policy seminar or workshop for those involved in policy
implementation; and (3) study tours. Logistical support for the 1988
seminar will be provided by a Halagasy consulting firm, under project-funded
local currency contract with DGP.

. It is expected that the scnior advisor will produce an update of Dr. Berg's
June 1987 assessment of Madagascar's progress in agricultural policy reform,
as a report For public distribution. The 1988 agricultural policy seminar
is expected to Focus on the role of the private sector in providing
agricultural services. Some presentations could be based upon the Findings
of the HARS-funded private scctor studies which are seheduled for completion
by April 1988. Also, study tours (funded under this amendment) will be held
in spring of 1988 and will cipose Malapasy decision-makers to private scctor
pelicy reforms in agriculture in other LDC's. These study tour participants
will play key roles in the seminar. Topics For scminar discussion will
include the repgulatory and credit scctor reforms neceded to foster increased
private scctor participation in the distribution of agricultural inputs
(sceds, fertilizers, ete.), and expansion of private sector agro-processing,
warchousing, farm-to-markel Lransport, and construction in support of
agricultural produclion and markebting. Since the BYH/IBRD/ALD projeet to
expand private scetor agricultural credit is likely to be underway by that
time, presentatious and debale may also initiate dialogue on policies needed
to establish private scctor banking for agriculture in Madagascar. If
appropriate, based on AID/GDRHY progress in developing action plaus for
agricultural parastatal divestiture, the 1988 seminar could also include
presentations and debate on alternative forms of whole or partial parastatal
divestiture based on expericnce elsewhere in the develeping world.

The 1988 update of Lhe inventory of HMalagasy agricultural sector
documentation will be prepared by a local consullting firm as an annex to the
1986 APAP inventory. The update will include: (1) an alphabetized
bibliography of all new agricultural documentation about Madagascar produced
during the preceding two ycars, categorized by theme heading (using the
original APAP classification system), and document location; and (2) an
abstract of each document.
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b. Parastatal Divestiture

(1) Sunmary

Efforts with ‘agricultural parastatal divestiture, an important component of
the HMARS project in its amendment phase, were initiated under the rY 1986
Anendment, and will be continued through Amendment to. 2, in close
collaboration «with the World Bank and its Second Agricultural Institutions
Development Project, The objectives of the parastatal divestiture component
of HARS are:

to produce parastatal diagnostic studies and action plaus For
divestiture for parastatals selected jointly with the GDRH;

to produce a set of procedures for agricultural parastatal assessment
and divestiture planning.

to strengtlien capacity within the two agriculture ministries to
analyze and monitor parastatal performance in the agricultural sector;

The program has been implemented to date (using Amendment No. 1 Funds)
through the REDSO/ESA Indefinite Quantity Contract for parastatal
divestiture with Coopers and Lybrand. Short term consultants will advise
HPARA and MPAEF in methods of more effective monitoring of agriculture
sccbor parastatals, and will also provide experts Lo complete diagnostic
sludies and actlon plans for parastatals chosen as candidates for
divestiture. Local Firms will play a key role in working along with
international firms contracted by AID to provide technical assistance, and
local organizations will assume significant in-country training
respansibilities.  Funds are included for related U.S. or third-country
short-term training, and a modest amount of project support commodities.
Annex 8b is a description of the parastatal divestiture acti-ilty as reviewed
and approved by the GDRH.

Actlivities began in September 1986, with an initial consultancy to draft a
preliminary scope of work for the first phase of the program. That draft
has been reviewed by the GORM and revised based on their comments and those
of IDBRD. Initiation of Phase 1 activities began in January 1987. Phase I,
which corresponds for the most part to Amendiment No. 1 funding, is likely to
be completed by August 1987. This amendment provides funds for Phase II
completion of the activity. Phase II is scheduled to for September 1937
through December 1988. It is important that the time allotted to coivlete
the parastatal divestiture component of MARS be adequate to involve tue GDRH
in cach stage and ensure agreement and support to procecd to the successive
slage.

7
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(2) Context

The World Bank Second Agricultural Institutions Development Project is a $12
million project which supports a series of institutional reforms in GDRM
agricultural ‘institutions and parastatals. AID has agreed, because of our
special interest in parastatal divestiture, to provide the expectise,
training and commodities described in detail below (and in the budget
table). The Funds provided under MARS Ameudment No. 1 correspond to the
First year of effort under the World Bank project, which began in April of
1986. The Funds provided under this amendment are adequate to cover the
final two years of the three-yecar effort, which is intended to include
definition and implementation of a parastatal monitoring system for MPARA
and HPAEF, and parastatal restructuring. AID's financing is scparate from
World Bank financing, but supportive of overall World Bank project
objectives,

Design of the parastatal divestiture component for Amendment Ho. 2 has also
taken into account the importance that reform of the overall parastatal
sector in Hadagascar has recently assumed in the World Bank program for the
country, as a part of the World Bank-IMF structural adjustment operation.
The Amendment design team met in December 1986 with World Bank
representatives, including members of missions assembling preliminary plans
for activities in the parastatal sector. Discussions were held to ensurce
that AID's parastatal divestiture activities complement, and to the extent
feasible, provide information of use to, the Bank's efforts.

As currently anticipated, the Bank's global parastatal activity will include
a group of some 100 public enterprises in Madagascar which are involved in
production (rather than parastatals involved in scrvice provision, for
example). The World Bank will provide technical assistance For data
collection and classification of parastatals, which will lead to
recommendation and a general plan for the disposition of each enterprise
(e.g. partial or complete divestiture, retention, closure or

restructuring). The Bank will also assist the GDRM to revise and
rationalize government-wide parastatal monitoring. The latter may involve
support for a centralized institution to liaise with monitering units in the
sectoral ministries.

Appraisal of the World Bank global parastatal activity is likely to begin in
the first half of 1987. If carried out as now anticipated, it is likely to
overlap with much of the AID-funded activity. It was agreed that AID's
agricultural parastatal activity would provide a data base of use to the
larger effort, and that in conducting the global survey and classification,
the 1BRD would exclude agricultural parastatals included in the AID list of
50 enterprises. (The MARS-funded activity will examine approximately 50
parastatals, not all of which are included in the IBRD list of 100). It was
also agreed that communication would be maintained as to the timing and
progress of activities on each side, and that tcams would collaborate, as
appropriate, in the development of classification systems and analytical
techniques to be employed. However, it is important to emphasize that AID
will not address institulional issues regarding relalionships between
monitoring units, nor the relationships between monitoring units and
parastatals, but will leave these issues to the World Bank. AID support for
monitoring will be limited to technical assistance in identifying
performance indicators, methods and procedures for monitoring, and technical
on-the-job and in-country training for relevant staff in establishment of

data syotems, including training of parastatal staff in application of
Hadagascar's new accounting Ecamework.

2
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During the desipn of Amendment No. 2, a separate IBRD industrial analysis
team was also in Madagascar to initiate in-depth studies of 15 parastatals
selected by the IMF/GDRM for immediate attention based on their high level
of indebtedness. The Amendment No. 2 design team also met with members of
this IBRD team. A separate credit is likely to be negotiated to assist with
the restructuring of these parastatals, and this action may proceed more
quickly than the IBRD global parastatal effort. AID will continue to
coordinate with this IBRD initiative, though AID's parastatal studies and .
action plans are more linked to the global IBRD parastatal program than to
this industry-specific effort.

(3) Detailed Activity Description
(a) studies and Action Plans

The following activities will be carried out in sequence, with the first two
included in Phase I, and the third included in Phase II. Consultants
provided through AID/W or REDSO/ESA IQC, along with counterpart Malagasy
consulting firms, will work with the appropriate units in the two
agriculture ministries with oversight functions, in order to select and
analyze parastatals. This will involve on-the-job training, as Hinistry
stafl participate in all aspects of the effort, as well as sclected
in-country and external training. For cxample, a seminar may be held to
discuss project objectives and steps toward divestiture to be considered.
Some external short term training will be funded, as needs are identified,
in such areas as financial management, information systems, and marketing,
or other topics.

1. Data Collection and Classification: Phase I is *o begin with
collection and classification of «xisting data on the agricultural
parastatals. The parastatals will be classified according to their position
(e.p. function; current status; ownership; quantity and quality of financial
data; turnover, losses, debt/equity position; and viability), and a
categorization will be made as tu whether a particular parastatal performs:

Functions that should operate on a commercial basis, and could do so
within the private sector;

Functions that probably should be discontinued;

Functions that could be realigned or consolidated but would remain in
gove 'nment control; and

Functions(s) which should remain in the control of the government,
such as providing a service to the population for which there is no
alternate means of provision.

Criteria will be developed and about five enterprises which are potential
candidates for some form of divestiture will be selected jointly with the
CDRM. These criteria are likely to include, for example, foreign exchange
earnings, export orientation, and growth potential.

~9
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2. Diagnostic Studies/Corporate Plans® For each of the
approximately five selected enterprises, a corporate business plan will be
developed, which will include financial and market analysis; structure and
ownership; management capacity and personnel; enterprise objectives; and,
assessment of legal, administrative, human resource, technical,
organizational, marketing and other issues which will have to be resolved in
order to meet these objectives. Conduct of these diagnostic studies will
form the heart of this first phase of IARS parastatal divestiture
activities, and will result in studies from which decxsxous can be reached
¥ith government concerning next steps.

3. Action Plaus for Divestiture: The second phase will continue
trom this point and, based ou the results of the business plans already
developed, steps leading to divestiture will be identified for selected
enterprises. The final selection may or may not include all of the five For
which action plans have been completed., Work will include:

Review of domestic and foreign sources of capital and management.
These could include domestic and foreign capital investors and the
incentives and disincentives to corporate investment; individual and
institutional sources of savings potentially available for investment;
methods of mobilizing savings; and types of seccurities likely to
attract private investors, and ways of promoting them.

hssessment of the most appropriate mode of privatization for each
enterprise, and method of divestiture most appropriate ko the type of
capital resources already identified. This would include assessment
of the relevance of options such as divestiture of the entirce
enterprise; divestiture of minority sharveholding; divestiture of
profitable subsidiaries and/or particular asscts of enterprises;
divestiture of packages of profitable and unprofitable business units.

Policy and legislative measures needed to overcome obstacles in each
case, including any enabling legislation and pussible fiscal and °
administrative actions.

Identification of potential investor groups both within Madagascar and
outside.

Definition of supplementary measures (e.g. new techuologies,
management strengthening, new investment) to ensure the success of
each divestiture, and establish the basis for long-term performance
improvement. These could include: new investment, new technologies
and producls, strengthening top management; restructuring corporate
finances.

The results will be synthesized in detailed action plans fer divestiture.
The action plans will set forth tasks to be accomplished for each enterprise
and Packground information as a guide to the eventual next phase, the actual
divestiture. TIf appropriate, the following will also be discussed: the
"de-linking"” mechanism, i.e., the formation of an intermediate holding
company with private management; development of incentives bolh to ultimate
sharcholders and intermediarics and of management and employee share
schemes, including ideas on taxation and incentives; development of
innovative financial instruments. (Based on agreements reached with MPARA
and MPAEF, the design team and the World Bank project manager, funds to

sunjut HPARA and MPAEF conduct studies of up to 4 parastatals that will
vemain wolly in poverameal eonteol will be provided Ccom Lhe World Bank
Second Agricnliuve Tustitutions Developmeat Project.)

7
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In addition, the external consultants will be asked to provide a manual
outlining procedures to be followed in Madagascar to systematically assess
parastatals and their divestiture options, conduct.dlagnostlc studies and
prepare action plans. This manual will be suited to the overall divestiture
effort in Madagascar.

(b) Honitoring System/GDRM PortFolio Hanagement

A second set of activities will parallel the collection of data and the
preparation of studies and plans. This will involve application of Eindings
to the design of standardized systems of financial reporting and performance
(and selected technical) monitoring for parastatal enterprises. Such
systems will be a required step if the Hinistries are to continue to make
rational, informed decisions regarding moves toward divestiture for the
enterprises in their respective portfolios not included in the previous
studies.

Part of the initial data collection and analysis for each of the parastatals
will include current quality and quantity of data, accounting procedures,
and skills of staff in celevant Winistry units and parastatals, including
reporting capacity. Also, by conducting the initial stages of analysis of
parastatals, prior to selection of the five for further study, the IQC
consultunts will have a clear idea of appropriate indicators of performance
for the parastatals. At the end of Phase I, the IQC consultants will
propose appropriate information systems for management of the portfolio of
enterprises under the responsibility of MPARA and HPAEF. Such systems will
be based upon identified needs of the two Miniskries, and reporting capacity
of enterprises. Project consultants will outline performance indicators Ffor
agricultural parastatals, steps required to establish the systems, and
constraints which must be addressed (technical skills, data collection,
software) in order to put such systems into place.

During Phase II of the HARS parastatal divestiture aciijvity, the monitoring
systemns will be established within WPARA and HPAEF. ¥ e II will cmphasize
on-the~job training and essential in-country training, and some external
short term training, if necessary, in order to assist WMPARA and HPAEF to set
up procedures to receive and analyze key performance indicators from the
parastatals. The content of in-country seminars will be defined following
definition of needs, above. Participants are likely to include middle-level
personnel in the two Hinistries and in key parastatals selected by the
Hinistries. Such seminars will be arranged and conducted by a local
consulting firm or firms, with the participation of external advisors, if
necessary.,

Another important activity intended to strengthen reporting and monitoring,
also part of Phase II, will be a training program for accountauts From
sclected agricultural parastatals. A new commercial accounting system is to
be put into place in Hadagascar in 1987, and agricultural parastatal staff
need to be trained in its use, as well as in the types of reporting required
by HPARA and MPAEF for their monitoring systems. A local Halagasy firm
(specizlizing in accounting) will assess training nceds, develop the
currieulae, and plan the courses. Courses will be conducted by a Halagasy
training institution or consulting firm through tutorial on-the~job training
using project counterpart funds., External consultants will provide
oversight and technical assistance to develop, arrange for, and implement
the program.

3/
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At the end of Phase II, systems for parastatal portfolio management will be
in place within the two HMinistries, including standardized financial
reporting and monitoring of key performance indicators, and Hinistry and
parastatal staff will be trained to provide regular information and
incorporate it into the management information systems.

(4) Counterpart Funds Support

Counterpart funds will be used to fund local contracts for implementation of

scveral key asprcts of the parastatal divestiture activity. Logistic and
technical support will be provided the IQC consultants by a Halagasy firm
specializing in accounting, auditing and management consulting. The
selected Firm will provide a hasz in Madagascar for the external
consultants' participation in the MARS project. This local support will
include: (1) logistic, administrative, and secretarial arrangements
(including in-country travel payments and arrangements; expediting
international arrivals and departures; transportation; office space); (2) 3
or 4 appropriatcly-qualified technical staff to work collaboratively with
the IQC consultants when they are in Madagascar and assist with data
collection/analysis and training activities; (3) as needed for particular
activities, technical staff to work on studies or assist with establishment
of the monitoring systems, during those periods when the IQC consultants are
not in the country. The local firm will be involved in all activities
undertaken for parastatal divestiture but will play a particularly important
role with refcrence to establishment of monitoring systems.

In addition, local firms will be contracted to plan and conduct in-country
seminars, in ccllaboration with external consultants, and a local training
institution with appropriate expertise may be engaged to mount the program
of accounting training discussed above, if tutorial consultancies are
determined to be insufficient to meet parastatal training needs.

T
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c. grivagg_Sector Studies

Studies funded to date by the World Bank and AID indicate that, beyond rice
price liberalization and elimination of parastatal rice purchasing
monopolies, a number of private sector services must be upgraded to
intensify rice yields per hectare, to minimize post-harvest rice handlxng
costs and losses, and to lncrease the efficiency of market access and sales
distribution throughout Hadagascar. Not enough is known about the
financial, social, and economic structure of private sector businesses in
the following key rice-related services: (1) import, distribution, and sale
of fertilizer to rice producers; (2) seed multiplication, distribution and
sales; (3) small farm equipment production and sale; (4) rural road
construction and repair; (5) farm-mill-macket rice transport; (6) rice
hulling and milling; (7) warehousing; (8) construction and repair of
irrigation Facilities; and (9) low cost energy efficient cook-stove
manufacture tor food preparation.

Funding For private sector studies is provided in this amendment to develop
a profile of private sector structure, trends, opportunities, and
constraints in these seven key rice-related services. These studies are
expected to clarify what, beyond price and marketing liberalization (as
supported by AID's Food for Progress Program) and long term testing and
dissemination of improved rice germplasm (supported by AID's grant to the
International Rice Research Institute), is nceded to stimulate increased
rice . :1ds per hectare, and decreased inequities and ineEficiencies in
macrker access and sales to consumers. The studies will produce a profile of
private sector pacticipation in cach of these rice-related activities, and
will specifically investigate the relative importance of credit, regulatory
policies, social and peographic factors, infrastructure, business advisory
services, and other possible conslraints to increased private sector
participation in these services,

Study methodology will include an inventory of private businesses,
categorized by number of employees, scale of economic activity, and
geographie regilon, supported by in-depth interviews of a sample of
businesscs active in cach type of service, categorized by size of
enterprise. The consultants will develop rcecommendations for AID or other
donor interventions on the basis of these studies, including supgestions for
dialogue with the GDRil on regulatory reform (e.g. related to import,
quarantine, licensing, etc.), lending policies and credit availability,
external technical assistance and local business advisory services,
infrastructure development priorities, and other parameters as appropriate.

Equator Advisory Sevvices, a U.S. consulting firm under subcontract to ISTI
(an 8-A firm), will provide a consultant during February 1987 to develop the
detailed terms of reference for these studies, with the assistance of a
local consultant provided by USAID contract. It is anticipated that an
AFR/PRE or PPC macroeconomic IQC firm will then be asked to undertake the
studies. Approximately 15 person months of technical assistance will be
required, with the studies to be completed by April 1988. Local logistical
and research support will be provided by a Malagasy consulting firm funded
by local currency project funds. Annex 8¢ provides additional background
for this activity.
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The private sector reports produced by this project component will be
distributed to other donors, and follow-up meetings will be convened to
coordinate donors' involvement with private sector businesses in
rice-related services. For exampla, UNIDO is developing a project to
establish a "Business Services Bureau", to be staffed with internationally
expericnced specialisces who will be available to advise individual
entreprencurs in nced of business development services. In addition, AID,
IDA and the GDRM are currently negotiating a proposed line of agricultural
development credit, to be made available to the private sector through BTHM,
a local agricultural development bank. The equivalent of $1-2 million in
local currency from CIP generations or PL 480 counterpart will be programmed
by AID with the GDRHM; IDA would provide Farelgn exchange loan funds,
technical assistance, and training for BTM loan officers. The MARS studies
arce cxpected to define the private sector credit needs of small and medium
size cnterprises active in rice-related services, and to identify initlal
loan cendidates for consideration.

III. COST ESTIMATE AND FINANCING PLAN

Financing for MARS PP Amendment No. 2 is drawn from three sources:

1. AID grants from Development Assistance ($1,000,000) and ESF
Appropriations ($975,000), totalling $1,975,000. Of the total,
$800,000 from Development Assistance funds will be project
assistance for technical assistance, training and project
equipment. The remaining $1,175,000 will be program assistance
for commodities to be funded from Economic Support Fund
($£975,000) and Development Assistance ($200,000).

2. GDRM regular budget resources, totalling $37,800 equivalent.

3. Local currency counterpart generated by the commodity import
program (previous years), totalling $485,000 cquivalent.

The host country contribution totals $522,800, or 51 percent of the project
funding which is provided from the Development Assistance account for this
amendment. . '
Funding calculations are for a twelve month period, with the exception of
the parastatal divestiture technical assistance and training, which is
calculated For a 20 month period. No inflation factor has been applied to
budget, including the parastatal divestiture component, since most of the
activities will be initiated within 12 months of obligation. All direct
project funds are expected to be committed within 17 months of signature of
the Crant Agreement, in the case of the parastatal divestiture component,
and within 10 months for the remaining activities. Use of Funding in the
project will be for procurement of commodities, consultants and training, as
well as associated costs of these activities.
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Table II indicates the source and application of all financial resources,
both financial and in-kind. Table II indicates the use of $800,000 AID
funds and $522,800 of GDRH Einancing for the technical assistance and
training components of the project. The proposed erpenditure of the
remaining $1,175,000 is also shown in Table II. A contingency item is
included for the technical assistance and training. WNo contingency is
applied to commodity procurement, as the intention is to apply the available
funding to as much equipment and spare parts as can be procured, and not to
procure any set number. Funds in the amount of $159,360 available for
reprogramning from Namakia Bridge have been added to the commodity import
component.

It should be noted that the commodity import component will generate local
currency equivalent to $1,175,000 which will be deposited into a special
account. As these funds will only be available in the latter part of the
project, they are not considered an element of the project financing plan.
Local currency counterpart funds to be applied to project activities are to
come from previous years' CIP generations. USAIN/Madagascar programming of
the commodity import local currency generations will be conducted according
to the existing local currency use plan, as set forth in the FY 1988 ABS.
The use plan incorporates both PL480 and CIP generations.

The equivalent of $118,000 of local curreuncy generations pencrated by the
HARS project to date will be added to the local currency equivalent of
$245,000 previously reserved in the USAID Trust Fund. HManagement and
utilization of the Trust Fund will be in accordance with standard AID
procedures and Trust Fund agreements signed by USAID and the GDRH.

Table III shows the total project costs including both the original HMARS
Project and the two amendments. Table IV shows the costing of project
activities for this amendment. Table V summarizes the financial status of
the MARS project to date.
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Table II
MARS Amendment $'000/
$'000 equiv.

ITEM H UNIT : AID FX : GDRM Reg.Bud.: GDRM CTPT :
I. CONSULTANCIESL/ : : s :
Policy Dialogue t 3 pm 75.0 : 6.0 s 38.0
MPARA parastatal : 7.5pm : 112.5 : 5.0 H 75.0
studies H s : : o
MPARA monitoring : 4.5pm 67.5 : 11.0 : ~.90.0
HPAEF parastatal : 7.5pm 112.5 : 4.4 : ~75.0
studies : : : IR T
HPAEF monitoring : 4.5pm - 67.5 : 7.0 o 9
Private Sector : : : - gl
studies 15 pm 2 150.0 : —
Eval/ audits i Apm 30.0 : -
Sub-total : : 615.0 : +33.4
II. TRAININGZ/ : t : s
MPARA : 2 pm 20,0 : 1.0 : 25.0
MPAEF H 2 pm 20.0 : 1.0 : 25.0
Study tour (policy) : 45.0 : H
Suh-total H 4 pli 85.0 : 2.0 H 50.0
IITI. COMMODITIES : H : :
Office equipment3/ : : 25.0 : :

(copiers, calcu- : : : H Lo
lators, type- : : : ] o
writers) : : HIE 4 g

Micro-computers (IBM): i : s :
(AID) s 1 s 10.0 : : 2.0
HPARA s 1 : 10.0 : : 2.0

Upgrade existing IBH -3 6.0 : o] L

Sub-total :- : 51.0 : ——— H 4.0

Contingency (I,II,IXI) : @ 6-7% : 49.0 : 2.4 H \'ZGQO

TOTAL (Consult/Training): :  800.0 : 37.8 : . 485.0
IV. COMMODITY IMPORTS : : : H
Tractors H H 574.0 : :
Caterpillar spares : H 601.0 : H
Sub-total : : 1,175 :

GRAND TOTAL : : 1,975 37.8 . ':  4A85.0 -

1/ Costs per pm based on past costs for policy dialogue and parastatal
activities, and IQC estimate for private sector studies.

2/ Cost includes transport, subsistence an1 course costs.
3/ Office equipment, $10,000 for MPARA, $10,000 for HPAEF and $5.000 for ~ '
DGP. '
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TABLE IIIX
MARS (687-0101)

OVERALL PROJECT COSTS
ORIGINAL AND AMENDMENT

$:000 & .
$°000 Equiv.
COMPONENT : ORIGINAL  : AMENDMENT 1 : AMENDMENT 2 :  TOTAL
: FX LC : FX Lc : FX LcC : FX ‘LC
CONSULTANCIES : 265 55': 380 77 : 615 403 : 1260 535 -
PERSONNEL - : 362 19.2: 33,4 : © . ..88.6
TRAINING : 140 54:‘ 103 33 : 8 . 52 : 328 139
COMMODITIES : 91 R TE T R ¥
COM. IMPORT : 4460 1000 : : =i 7806 . 1000
COMPONENT R E R I
CONTINGENCY/ : 44 17 : y 30,43 135 - 60.5
INFLATION ; 't e 8 T
TOTAL ;. 5000 1162 : 2844 142.3: 1075  522.8 : 9819 1827.1
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TABLE IV .

DT

. COSTING OF PROJECT ELEMENTS

(In $000 or equivalent)

Title _ MARS (Amendment No. 2) . -

Project - Inputs

Funding 30urcej

Project Elements*

¥l 2 0n #4 TOTAL -

1. AID

1175 . 655 91. 54

2. GDRM regular budget

N

3. Local currency

- as s34 oass

TOTAL

1175 1118.7 146,158 2497.8

*#1
T #2
#3
#4

trained personnel
equipment

commodities procured
consultancies provided
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TABLZ V

MARS (687-0101)
FINANCIAL STATUS

b AR

Elements Barmarks Commitments Disbursements¥ Balance .

Technical Assistance I "Vﬁ?_ o
Original 340,400 174,789 133,559 " 206,841

Amend. #1 32,000 22,326 -0- 32,000
Total 372,400 197,115 133,559 £ 238,841
Training E o L 'l,~ T : ‘“"‘:1fi  L
original 102,147 52,147 42,043 7 60,104
Amend. #1 ' e0x 0= - -0- L 0=
Total 102,147 . 52,147 42,043 . 60,104
Equipment L . o | U;,:i o
original 77,393 . 17,393 69,599 S 1,794
Amend. #1 122,000 89,475 -0- . 122,000
Total 199,393 166,868 69,599 129,794
Commodities )

Original 4,300,640 4,300,640 1,976,948 2,323,692
Auend. #1 2,174,000 2,174,000 -0- 2,174,000
Total 6,474,640 6,474,640 1,976,948 4,497,692
Project

original 4,820,580 4,604,969 2,222,149 2,598,431
Amend. #1 2,328,000 2,285,801 -0- 2,328,000

Total 7,148,580 6,890,770 2,222,149 4,926,431

Source: RFMC, Nairobi

¥ Technical Assistance, training and project support equipmenfz
as of 2/13/87. Commodities, as of 10/31/86, (W-214.) o
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IV. IMPLEMENTATION PLAM

A. Commodity Import Component

commodities financed by A.I.D. under this Project Amendment shall have their
source and origin in the Cooperating Country or in the United States except
as A.I.D. may otherwise agree in writing. Source and origin walvers are
included to procure tractors and tractor spares, and Caterpillar spare
parts, from Code 899, along with a waiver of supplier nationality for
caterpillar spare parts (Annex 7). Procurement under the commodity import
component of the Project Amendment will be carried out in accordance with
A.I.D. Regulation 1. Although this activity is a project, the procedures of
A.I.D. Regulation 1, normally associated with Commodity Import Programs,
will apply. Thus, Commodity Procurecment Instructions (CPIs) and Financing
Requests (FRs) will be used in place of PIO/Cs. The justification for using
A.X.D. Regulation 1 procedures is that all of the imports will continue to
be imported by the private sector under exclusive distributorships with U.S.
manufacturers, thereby making A.I.D. Regulation 1 more appropriate than
Chapter 3 of Handbook 11.

Detailed import procedures and requirements for depositing local currency
were developed by the implementing ministry during the first phase of MARS,
and will continuc to be followed by the importers, the HMinistry of Commerce
and the Central Bank.

CIP local currency generations will be programmed jointly by AID and the
GDRM, in accordance with USAID/Madagascar's local currency use plan as set
forth in the recent ABS (See Annex 8.d.).

B. Technical Assistance/Training

For those activities identified in the following implementation schedule as
USAID activities, USAID/Madagascar will be responsible for developing Terms
of Reference for such consultancies and training. In most cases the
technical content of the terms of reference will be developed by the
cognisant technical officer from REDSO/ESA with USAID/Hadagascar's
responsibility one of completing the PIO/T or PIO/P and providing the
in-country logistic support. This procedure will be especially important
for implementation of activities of the parastatal divestiture component,
which will be implemented using AID/W and/or REDSO/ESA IQC's.

As in prior years, it is likely that policy dialogue activities will be
funded through the S&T/AGR APAP (fgriculture Policy Analysis) Project.
Alternatively, one of the PPC Macroeconomic Policy IQC firms could provide
these services. For those activities identified in the following
implementation schedule as AID/W actions, USAID/Madagascar will forward
proposed scopes of work to the relevant backstop office (in the case of
APAP, S&T/AGR).

27
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Regarding the methods of [inancing implementation, the fullowing chart
provides a brief summary.

Type of Hethod of Hethod of I .
Assistance Implementation Financing ~ Amount . - -
Technical . - ..{ S
Assistance PIO/T; AID Direct Payment $ 655,000 - .

Direct Contract : RO Cn R
Training PIO/P; Direct Direct Payment

placement in 3rd and Credit ™ ...

country or U.S.; Transfers =& .~

PIO/T for Study A

Tour-Direct e

Contract S $ 191,000
Equipment PI0/C; Purchase Direct jf [T

Order Payment :.. . .-$__ 54,000
Total ~.$ 800,000
Commodity Direct L/Comm Direct Pay o
Import by AID/W by AID/W $1,175,000

Regarding the requirements for adequate auditing procedures, this project

makes no special provision for funding audits.

In view of the fact that the

large majority of actions are direct pay by AID, special audit provisions

should not be necessary.

Vouchiers submitted by contractors should contain

sufflelont dvcumontation to permit AID to detetrmlne theat services were

provided and goods received.

Commodity procurement procedures, as provided

for in AID Regulalion 1, also provide adequate saleguards to preclude

requirements for special audits. Finally, the procedures for the
utilization of local currency generations were reviewed in November 198} by
AID and found to be adequate [or audit purposes.

C. Inplementation Schedule

Eor the commodity import component, following the signing of the Project
Agreement Amendment, an implementation letter will be sent enclosing commodity
procurcment instructions and sample financing requests (FRs). The FRs will
serve as the requests to AID by the prime implementing ministry, the DGP, for
AID Lo issue financial instruments to participating suppliers. AID/W will
then issue direct letters of commitment against the Financing requests and the
supplier/importer sales agreements. Formal contracts will not be necessary as
the procurements will all take place under the special supplier - importer
relationship described in Section 201.23(e) of AID Regulation 1.

v



The following implementation schedules are for activities under Amendment No.
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1 (Al), as well as actlvities under Amendment No. 2 (A2).

Project Month
JAN 87
JUN 87
AUG 87
AUG 87

AUG 87
Nov 87

Project Month

1
2
2

OO UND™WWW
v >

-
-]

NN
N = O

AMENDMENT NO. 1

Task

CIP Commodities being to arrive (Al)
Policy seminar (Al)
Deliveries of Al CIP
commodilies complete
Complete Phase I
parastatzl REDS0/IQC
Review progress parastatal
End use assessment (CIP)

AMENDMENT NO. 2

Task

Grant Agreement Signed
Conditlions Precedent Met
Commence Procurement A2
computers/equipment
Firm selected for
private sector studies

- Allocations requested

Allocatlions approved

Private sector studies begin

Supply agreements reached

Financling Requests in

L/Comm's issued and shipments begin
Commence Phase II parastatal

A2 CIP commodities begin to arrive
A2 computers/equipment arrive
Complete private sector studies
Policy seminar (A2)

Delivery of A2 CIP commodit.es
complete

End Use Assessment

Parastatal Action/Plans complete
Final Evaluation

'-f;A§Elon’Agent,,'

Suppllers

Arn/w APAP Buy-In

:_ SUppllers

REDSO/GDRY
USAID

Action Agent

USAID/GDRM
GDRY

USAID

USAID/AID/W
Inporters
GDRY

AID/Y IQC
Importers
GDRY

.USAID/Suppliers

USAID/IQC
Suppliers
USAID

AID/W IQC
AID/W IQC or
APAP Buy-In

Suppliers
USAID
USAID
USAID

£
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V. MONITORING PLAN

Project monitoring will require the special attention of the prime GDRYM
inplementing agency, DGP, and of USAID/Madagascar. '

Since the DGP's role within the GDRM is to plan, coordinate and follow up
donor-funded projects, monitoring of this project is integral to its overall
task. DGP capability in MARS project monitoring will be assisted through
use of project local currency funds to hire a full time administrative
assistant for this pruject. '

USAID/Madagascar's role in monitoring will complement and support DGP
activities in order to assure that project activities are expeditiously
carried out. The AID Office in Antananarivo will have primary
responsibility for the implementation of the commodity import component and
will maintain the management structure developed for the initial HARS
commodity import component. The second direct hire position is antlcipated
to be filled with a Project Development Officer by June of 1987. This
person will assume responsibility for MARS project management and will
ensure the smooth flow of relevant monitoring information. Specific
monitoring tasks include the following:

(1) assuring that the documentation flow for commodity procurement 1# 
snooth; .

(2) assuring that commodity end-user information is collected by
importers;

(3) recording the trainees who participate in ln-countfy programs,
including a list of those invited/selected showing institution,
sex, job positlon, etc;

(4) assuring that any returned participants provide written records of
observations and contacts; '

(5) assuring written reports by short term consultants under APAP and
for private sector studies, and assuring regular receipt of

reporting from IQC firms involved in parastatal work, and B

distributing these reports, with French translations as needed, to.
GDRM counterparts; T C

(6) reviewlng DGP contracts by DGP with local firms and keeping‘fllésf
of contracts. : o ;

sSuch mopitoring tasks are essential to assure that all project tasks are
accomplished within the brief time period of the project. . Simultaneously,
the record of such monitoring activities will provide a useful basis for
part of the project's final evaluatlon.

3
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Management assistance in implementation of the CIP component wil' continuz
to be provided by the REDSO/ESA Regional Commodity Management OFi cer, with
the assistance of a FSN office employee with recponsibility for monitoring

- implementation and directing questions as necessary to the RCHO. Given that
the procurement and payment procedures duplicate those already applied to
the project, operations should progress quickly using these standard modes.
The DGP will continue to report on local currency deposits into the special
account on a quarterly schedule. Likewise, importers will continue to
maintain end user records as previously established.

VI. SUMHMARIES OF ANALYSES

A. ECONOMIC ANALYSIS

The economic analysis included in the original paper is considered to be .
adequate to cover the types of activities proposed to be undertaken during
the amendment period.

B. SOCIAL ANALYSIS

The social analysis included in the original paper is considered to be
adequate to cover the types of activities proposed for the amendment period,
with the addition of the following discussion.

The September 1986 HARS evaluation reviewed beneficiaries and benefits of
the project's consultancies and training component. The target groups for
this component are ministry personnel at middle levels involved in the
analysis and implementation of policy, and senior level policy makers. For
the original (FY85) project, with its numerous, small and often discrete
activities, project benefits have been scattered through a range of
institutions and have been less significant than was anticipated. Inasmuch
as the project is now focussing technical assistance and training on working
with core groups of GDRM staff to establish data systems and conduct studies
relative to parastatals and their possible divestiture, it is much more
likely that decisions made and positive steps taken as a result of
HARS~funded consultancies and training will be able to be clearly
identified. Also, as a result of the evaluation, the annual policy seminar
is likely to have greater impact, due to improved structuring of the seminar
and wider dissemination of results.

- The November 1986 commodity end use survey provides detailed information on
benefits and bencficiaries to date of the commodity import component. The
survey is to be repeated on an annual basis, and will be used in the design
of subsequent commodity import activities in Madagascar, including any
consideration of the value to pe gained through targeting of commodities.

c. ADMINISTRATIVE CONSIDERATIONS

As the perspective of this amendment to the HARS project is restricted in )
terms of time (about 18 months), as well as in terms of institutionalization
objectives, consideration of administrative capabilities will be limited.
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Management assistance in implementation of the CIP component will continue
to be provided by the REDSO/ESA Regional Commodity Management Officer, with
the assistance of a FSN office employee with responsibility for monitoring
implementation-and directing questions as necessary to the RCHO. Given that
the procurement and payment procedures duplicate those already applied to
the project, operations should progress quickly using these standard modes.
The DGP will continue to report on local currency deposits into the special
account on a quarterly schedule. Likewise, importers will continue to
maintain end user recorus as previously established.

VI. SUMMARIES OF ANALYSES

A. ECONOMIC ANALYSIS

The economic analysis included in the original paper ic considered to be
adequate to cover the types of activitlies proposed to be undertaken durlng
the amendment period.

B. SOCIAL ANALYSIS

The social analysis included in the original paper is considered to be
adequate to cover the types of activities proposed for the amendment pariod,
with the addition of the following discussion.

The September 1986 MARS evaluation reviewed beneficiaries and benefits of
the project's consultancies and training component. The target groups for
this component are ministry personnel at middle levels involved in the
analysis and implementation of policy, and senior level policy makers. For
the original (FY85) project, with its numerous, small and often ‘iscrete
activities, project benefits have been scattered through a range of
institutions and have been less significant than was anticipated. Inasmuch
as the project is now focussing technical assistance and training on working
with core groups of GDRH staff to establish data systems and conduct studies
relative to parastatals and their possible divestiture, it is much more
likely that decisions made and positive steps taken as a result of
MARS-funded consultancies and training will be able to be clearly
identified. Also, as a result of the evaluation, the annual policy seminar
is likely to have greater impact, due to improved structuring of the seminar
and wider dissemination of results.

- The November 1986 commodity end use survey provides detailed information on

benefits and beneficiaries to date of the commodity import component. The
survey is to be repeated on an annual basis, and will be used in the design
of subsequent commodity import activities in Madagascar, including any
consideration of the value to be gained tlhrough targeting of commodities.

C. ADMINISTRATIVE CONSIDERATIONS

As the perspective of this amendment to the MARS project is restricted in
terms of time (about 18 months), as well as in terms of institutionalization
objectives, consideration of administrative capabilities will be limited.
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1. 'GDRM

The primary GDRM institutions involved in Amendment No. 2 are the DGP,
MPARA, and MPAEF. A broader cross-section of GDRM agricultural and policy
institutional and the private sector participate in the policy dialogue
activities. The inputs being provided by the project are described in
Section III, above. These institutions are the same as those analyzed in
the original project, and no further analysis is required at this time, with
the exception of the following discussion which refers to the parastatal
divestiture activity.

AID-funded activities for parastatal divestiture must be seen in the context
of the $12 million World Bank Project (Second Agricultural Institutions
Development Project) which began in April 1986 and which will continue for
approximately three years. That project is intended to support broad
institutional strengthening in the several ministries involved in the
agriculture sector in HMadagascar, and project priorities include the
development of information and management tools for sound sectoral
management and plauning. Detailed analyses of institutional structures,
functions, capabilities and weaknesses of both MPARA and MPAEF are included
in project documents. AID has agreed to Fund only discrete activities
relating to parastatal monitoring systems and specific studies.

AID Funds will be used to provide consultants, training and some commodities
to support: (1) parastatal studies and action plans, which will be conducted
with the participation of personnel from the units within each of the two
ministries charged with monitoring parastatals under their domain, and (2)
development of data systems and procedures for parastatal performance
monitoring. Addressing organizational issucs such as roles and lines of
responsibility or operating rules regarding the relationship of these units
to other units in the GDRM will not be included in AID-supported

activities. (World Bank planncd global parastatal support will cover issues
concerning the structure of government relationships with parastatals and
definition of inter-governmental monitoring jurisdiction.) AID support
for institutional strengthening within the GDRM vis a vis parastatals will
be limited to transferring discrete technical capabilities to undertake the
monitoring function. This objective will be attainable if inputs are
provided as planned.

2. USAID

. Hanagement of this project will continue to make substantial demands on the
time of the USAID/Antananarivo direct hire staff, which will expand from one
to two persons with the addition of a Project Development Officer in the
first half of 1987. While the project uses several implementation
technLqLes to limit the extent of involvement of USAID/Madagascar, there
will nevertheless be liectic periods of activity from time to time.
USAID/Madagascar will rely heavily on REDSO/ESA for procurement assistance
and assistance with management of the parastatal divestiture component, and
will utilize AID/W offices backstopping selected IQC's and contracts,
especially S&T/AGR for buy-in to the APAP project, to coordinate provision
of many consultancy and training activities.

“8
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D. ENVIRONMENTAL ANALYSIS

Following Delegation of Authority by the Bureau Environmental Officer (87
State 381238), a negative determination was approved by the REDSO/ESA
Director, with the concurrence of the Regional Environmental Officer and the
Clearance of the Regional Legal Advisor. The Initial Environmental s
Examination (IEE) is included as Annex 6.

VII. CONDITIONS PRECEDENT AND COVENANTS

These remain the same as those set forth for Amendment No. 1, as follows: -

A. Condition Precedent:

Prior to any disbursement for ﬁrocurement of commodities financed by the
Second Amendment to the Grant Agreement, the GDRM will be raquired to submit
a procurement plan including those elements described in Section IV. A.,
above.

B. Covenant:

Under Section 8.1 of the Grant Agreement, a special account was established
for the deposit of the FMG equivalent of the proceeds of sale of the
commodities procured under the commodity import component of the Project.
The GDRM will covenant to deposit sales proceeds generated under this
Amendment into the Special Account. Uses of this Special Account have been
determined by AID and the GDRM and include the provision of a Trust Fund to
assist AID to defray local costs.

VIII. EVALUATION ARRANGEHENTS

BEvaluation in this project will continue to take place on two levels.

First, the extent to which the project has provided inputs, achieved outputs
and accomplished the project purpose will be evaluated, following standard
evaluation guidelines with an end of project evaluation scheduled for
February 1989. Secondly, the extent to which the GDRM is continuing its
policies of economic liberalization, particularly policies affecting the
agriculture sector, will continue to be assessed.

Regarding the first level of evaluation, the materials developed by
monitoring activities will provide useful input progress data. Monitoring
data will include trainee records and training evaluation questionnaires for
in-country and external training; consultants reports and reports by IQC
firms; and information on local contracts funded from the project's
counterpart budget. Commodity end user information will be kept by each
distributor for each purchase, including name and address of purchaser,
region where equipment based, probable use of equipment and type of client
(public vs., private). ;

#
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The Final evaluation should pay partlicular attention to the following areas
of concern: the impact of policy dialogue activities on the decision making
process, and ways to improve impact in future activities; progress to date
in parastatal divestiture activities, the need to adjust such activitlies
given continued World Bank involvement in the parastatal sector, and ways to
promote implementation of parastatal action plans; directions taken and ways
to enhance results from private sector studies; and continued assessment of
the progress and impact of the commodity import program. The end-of-project
evaluation should also examine the impact of all components of the project,
and review programming of CIP local currency generations. Results of this
evaluation should lead to recommendations concerning ways for USAID to
enhance privatization in its future program in Madagascar.

In addition, annual end use evaluations for the commodity import component
will be conducted in November 1987 and November 1988, As with the November
1986 end use survey, the upcoming evaluations will examine end use functions
and likely impact of inputs on productivity. The 1987 and 1988 evaluations
should cover commodities imported under Amendment No. 1 and Amendment No. 2,
respectively.

It is anticipated that REDSO will review the progress of the parastatal
divestiture component at the end of Phase I of that activity (Aupust 1987)
and make recommendations for implementation of Phase II. ’

Regarding the second level of evaluation, an assessment of the GDRM's
continued policy reforms, especially those related to the rice sub-sector,
will be made as a part of the final evaluation. These assessments will be
critical in deciding the direction and funding levels of future AID
involvement, and will, when combined with economic assessments already
conducted, provide a time-series review of progress since project inception.

A contract economist has been hired to monitor the Food for Progress program
and Madagascar's changing economic scenc. This position is funded by
$17,000 of reprogrammed funds from the FY 85 MARS budget. The scope of work
for this monitoring task includes collection of information on: steps toward
reform and liberalization of the agricultural sector and the economy; rice
pricing and market liberalization policies; operation and management of the
buffer stock program; rice prices, distribution system, and rice marketing,
including role of private traders; rice production, imports and consumptxon.
and changes in rice production practices. Using the above data, the
economist will analyze progress in policy reform; effectiveness of GDRH

. buffer stock management; effect of buffer stock operation on market prices
and operations of the private market; and indications of likely impact of
policy changes on different economic groups within the society in different
geographic areas, with particular attention to increased production and
private sector involvement in marketing. Reports made Ly this economist
will provide useful inputs to the cvaluation team.

Funds in the amount of $30,000 are set aside in the progect budget to
contract with individuals to assist with evaluations.
9775D
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ANNEX 1b

ACTION MEMCGRANDUM FOR THE DIRECT(R, REDSO/ESA

FROM: Rosal:e A, Fanaf;&iggo]eco Development Officer

SUBJECT: Madagascar Agriculture Rehabilitation Support (MARS) Pro:lect
(687-0101), Approval of PID for FY 87 Amendment

Problem: Subksequent to receipt of Delegation of Authority (DOA) from
AID/Washington (per State 367520), your approval is required for the subject
PID for Madagascar.

Dig cussxon The original MARS Prozect Agreement was signed on April 2, 1985,
at a level of $5,000,000. Based on an AA/AFR DOA, the field authorized a
first amendment to the project, and the Grant Agreement was amended on June
25, 1986 to obligate an additional $2,844,000. A comrbined AIDA? and REDSO
team conducted a comprchensive evaluation of the project in September 19806.
Based on its review of the evaluation, REDSO prepared a PID-like cable for a
second (FY 87) one-year amendment. The cable (Nairobi 40813) was submitted to
AID/W for review and approval on Octobesr 27, 1986,

The PID-like cable proposzd adding an additional $3,000,000, for a new project
total of £10,844,000, and requested an AA/AFR ad hoc DOA to authorize the PP
amendrient in the field. Based on a review of the evaluation and the PID-like
cable, AFR delegated the authority (State 367520, 25 kov 86) to the REDSO/ESA
Director for approval of both the PID and the PP for the FY 87 MARS

amendrment.  However, AIDAW neglected to delegate to REDSO/ESA the authority to
amend the IEE to extend the negative determination to include the second
amzandment, Therefore, a follow-up request vas made for an ad hoc DOA for the
Dircctor to epprove tlhe amended IEE, with the concurrence of the Regional
Environmental and Regional Legal Officers. ‘This DOA has just been received
(per Statc 381238, 9 bec 86). : :

Mticipating early AID/W review and approval of the PID, the design team made
plans to begin work on the amendment on December 3., Preparation of the PP
Amendment is now undervay, and authorization and obligation are planned for
January and February, respectively. In keeping with the DOAs which REDSO/ESA
reccived, rapid rceview and approval of the PID and amended DOA are now
required

A PP Amendment will be developed for a $2.0 million add~on, which is the total .
allocated to Madagascar in the OYB, .

Action Requested: That you approve the PID as incorporated in Nairobi 40813,
for the FY 87 MARS Amendment as well -as the amended IEE which extends the
original negatlve determination to include this amendment, thereby authorizing
the preparation of the FY 87 MARS PP Amendwent.

APPROVED:

DISAPPROVED:

DNTE: ’7’/ 2 if/ 76

SO



Attachments:

- PiDb-like Cable

DOA to Approve PID (State 367520)
DOA to Approve IEE (State 381238)
Amended 1EE

1

uoxT> -
i

-

Drafted :REDSO/ESA: PRJ:RFanale :skm (DRAFT) Date: "1 Dec 86

Cleared :REDSO/ESA: PRJ: JDempsey (DRAFT)  Date: 2 Dec 86
RELSO/ESA: PRJ:14Sinding (DRAFT) _Date: 9 Dec )
REDSO/ESA: PDIR:SShah 2, 7, pate: /, 7, 6

REDSO/ESA:RLA: BBarr ington @(Cﬁ Date: 2 1:,«, gl

9730D
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PROJECT DESIGN SUMMARY

LOGICAJ. FRAMEWORK

ARNEX 3

Life of Project:

From FY 1987 TO FY 1988

Total US Funding:$1,975,000
Date Prepared:01/26/87

Project Title & Numbér: MADAGASCAR AGRICULTURAL REHABILITATION SUPPORT (687-0101) AMENDMEKRT NO. 2

NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE
INDICATORS

MEANS OF VERIFICATIOR

IMPORTART ASSUMPTIORS

GOAL: -

To increase agricultural
productive employment and
real income

Measure of Goal Achievement

Assumptions for Achieving Goal Targets:

The GDRM plan is the most effective
means available to the GDRM to
increase agricultural production.

Project Purpose:

Support agricultural policy
liberalization and recovery

of the agricultural

sector through (a)

Increase foreign exchange
allocations for imports

of key agricultura’. and rural
transportation inputs required
for the rehabilitation effort;
(b) better information systems
and analysis leading toward
better policy determination
and selection of priorities,
particularly for parastatal
divestiture.

End of Project Status

a. Increased availability of
key agricultural and
transportation inputs in
rural areas;

(i) Improved economic
policies effecting agricul-~
tural production, parti-
cularly for rice and

export crops;

(ii) GDEM actively plan-
ning divestiture steps
for selected parastatals.

Evaluation

Assunptions for Achieving Purvose:
That the most feasible way for AID to
support GDRM is provision of FX and
consultancies/training.
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OUTPUTS

l. Improved production and
transport as a result of
imported inputs.

2. Improved data series needed
for the aznalysis of agri-
cultural parastatals.

3. Procedures in place for
management system for agri-
cultural parastatais;
procedures for divestiture
planning.

4. Studies completed or under-
way related to private
sector role in agriculture

5. Participants trained and
returned to assigned jobs.

6. Policy seminar

¥agnitude cf Outputs
50 small tractors: tractor
parts; road maintenance
spare parts.

Information systems;
corporate business plans;
divestiture action plans.

Studies (prlvatlzatlon ofi'

services)

(60)

Means of Verification

Important Assumptions

GDKRI1 financial reports
controllers records

{a) That provision of foreign
exchange can improve esgri-
cultural production;

(b) That consultancies/

training cen have an impact

on policy revisions in the

agricultural sector especially

with regard to parastatals;

(¢) Trainees are available

for training.

INPUTS

1. Commodity import support.

2. Short term training
(in-country, U.S. ard
third country).

3. Short term consultancies.

4. Equipment and supplies to
complement corsultancies/
training.

5. Local currency counterpart
for analysis, training,
logistic support

6. GDRM regular budget contri-
bution for salaries,
allowances.

Implementation Target

(Type & Quantity - »{:‘T

1. $1,175,000 BT
2. $ 91,000

3. $ 655,000

4. 3 54,000

5. $ 485,000

6. § 37,800

| Controllers’ records

Assumptions for providing inputs

Availability of couhterpart
and GDRM budget support.




ANNEX 4

FY 1987 PROJECT STATUTORY CHECKLISTS
8C(1) -~ COUNTRY CHECKLIST
Listed below are statutory criteria applicable generally to FAA
funds, and criteria applicable to individual fund sources~> u
Development Assistance ands Economi¢ Support Fund.

A. GENERAL CRITERIA FOR_COUNTRY
ELIGIBILITY

1. FAA Sec. 481(h)(1); FY 1987
Continuing Resolution Sec. 526.
Has it been determined or
certified to the Congress by
the President that the
government of the recipient
country has failed to take
adequate measures or steps to
prevent narcotic and psycho-
tropic drugs or other
controlled substances (as
listed in the schedules in
section 202 of the
Comprehensive Drug Abuse and
Prevention Control Act of 1971)
which are cultivated, produced
or processed illicitly, in
whole or in part, in such e
country or transported through ‘No*
such country, from being sold S
jllegally within the
jurisdiction of such country to
United States Government
personnel or their dependents
or from entering the United
States unlawfully?

2. FAA Sec. 481(h)(4). Has the
President determined that the
recipient country has not taken L
adequate steps to prevent (a) “'No
the processing, in whole or in B
part, in such country of
narcotic and psychotropic drugs
or other controlled substances,
(b) the transportation through iNe
such country of narcotic and PR
psychotropic drugs or other
controlled substances, and (c¢) e
the use of such country as a UNe
refuge for illegal drug b
traffickers?




FAA Sec. 620(c). If assistance
is to a government, is the
government liable as debtor or
unconditional guarantor on any
debt to a U.S. citizen for
goods or services furnished or
ordered where (a) such citizen
has exhausted available legal
remedies and (b) the debt is
not denied or contested by such
government?

FAA Sec. 620(e)(1). If
assistance is to a government,
has it (including government
agencies or subdivisions) taken
any action which has the effect
of natvionalizing,
expropriating, or otherwise
seizing ownership or control of
property of U.S. citizens or
entities beneficially owned by
them without taking steps to
discharge its obligations
toward such citizens or
entities?

FARN Sec. 620(a), 620(f),

620(D); FY 1987 Continuing
Resolution Sec. 51z. 1Is
recipient country a Communist
country? I[ so, has the
President determined that
assistance to the country is
important to the national
interests of the United

States? Will assistance or
reparations be provided to
Angola, Cambodia, Cuba, Iraq,
Syria, vietnam, Libya, or South
Yemen? Wiil assistance be
provided to Afghanistan without
a certification?

FAMN Sec. 620(j). Has the

country permitted, or failed to
take adequate measures to
prevent, the damage or
destruction by mob action of
U.S5. property?

FAA Sec. 620(1). Has the

country failed to enter into angi

agreement w1th OoPIC?

No

Ne

No.

e

I~

L



FAA Sec. 620(0); Fishermen's
Protective Act of 1967, as
amended, Sec. &. (a) Has the
country seized, or iwposed any
penalty or sanction against,
any U.S. fishing activities in
international waters? (b) If et
so, has any deduction required iNe
by the Fishermen's Protective it
Act been made?

FAA Sec. 620(qg): FY 1987

Continuing Resolution Sec. S18.

(a) Has the government of the

recipient couatry been iu

default for more than six

months on interest or principal

of any AID loan to the e
country? (b) Has the country No:
been in default for more than s

one year on interest or

principal on any U.S. loan

under a program for which the

appropriation bill (or

continuing resolution) s

appropriates funds? : ““No

FAMA Sec. 620(s). If
contemplated assistance is
development loan or from
Economic Support Fund, has the
Administrator taken into
account the amount of foreign
exchange or other resources
which the country has spent on
military equipment? (Reference
may be made to the annual
“Taking into Consideration®
memo: “"Yes, taken into account
by the Admninistrator at time
of approval of Agency OYB",
This approval by the
Administrator of the
Operational Year Budget can be
the basis for an affirmative
answer during the fiscal year
unless significant changes in
circumstances occur.)

“Yes, taken into accoun
by the Administrator
-at time of approval
of Agency 0YB.

Y



11.

12.

13.

14,

15.

FAA Sec. 620(t). Has the
country severed diplomatic
relations with the United
States? If so, have they been
resumed and have new bilateral
assistance agreements been
negotiated and entered into
since such resumption?

FAMA Sec. 620(u). What is the
payment status of the country's
U.N. obligations? If the
country is in arrears, were
such arrcarages taken into
account by the AID
Administrator in determining
the current AID Operational

Year Budget? (Reference may be

made to the Taking into
Consideration memo.)

FAA Sec. 620Mh. Has the
government of the recipient
country aided or abetted, Dby
granting sanctuary from
prosecution to, any individual
or group which has committed an
act of international terrorism?

ISDCA of 1985 Sec. 552(b). Has
the Secretary of State
determined that the country is
a high terrorist threat country
after the Secretary of
Transportation has determined,
pursuant to section 1115(e)(2)
of the Federal Aviation Act of
1958, that an airport in the
country does not maintain and
administer effective security
measures?

FAA Sec 666. Does the country
object, on the basis of race,
religion, national origin or
sex, to the presence of any
officer or employee of the U.S.
who is present in such country
to carry out economic

development programs under the

FAA?

No'

‘No



l6.

17.

ls.

19.

FAA Sec. 669, 670. Has the
country, after August 3, 1977,
delivered or reccived nuclear
enrichment or reprocessing
equipment, materials, or
technology, without specified
arrangements or safeguards?
Has it transferred a nuclear
explosive device to a
non-nuclear weapon state, or if
such a state, either received
or detonated a nuclear
explosive device? (FAA Sec.
620E permits a special waiver
of Sec. 669 for Pakistan).

FAA Sec. 670. If the country
is a non-nuclear weapon state,
has it, on or after August 8,
1985, exported illegally (or
attempted to export illegally)
from the United States any
material, equipment, or
technology which would

contribute significantly to the "

ability of such country to
manufacture a nuclear explosive
device?

ISDCA of 1981 Sec. 720. Was
the country represented at. the
Meeting of Ministers of Foreign
Affairs and Heads of
Delegations of the Non-Aligned
Countries to the 36th General
Assembly of the U.N., of Sept.
25 and 28, 1981, and failed to
disassociate itself from the
communique issued? If so, has
the President taken it into
account? Reference may be made
to the Taking into Consider-
ation memo.)

FY 1987 Continuing Resolution
Sec. 540.

Are any of the funds to be used

for the performance of
abortions as a method of family
planning or to motivate or
coerce any person to practice
abortions?

{:Né

'Yes, the Administrator

has taken this into

“‘agcount in programming
funds for Madagascar.

No:

5§



20.

21.

22.

Are any of the funds to be used
to pay for the performance of
involuntary sterilization as a
method of family planning or to
coerce or provide any financial
incentive to any person to
underqgo sterilization?

Are any of the funds to bhe used
to pay for any biomedical
research which relates, in
whole or in part, to methods
of, or the performauce of,
abortions or involuntlry
sterilization as a means of
family planning?

FY 1987 Continuing Resolution.
Is the assistance being made
availlable to any organization
or program which has been
determined as supporting or
participating in the management
of a program of coercive
abortion or involuntary
sterilization?

If assistance is from the
population functional account,
are any of the funds to be made
available to family planning
projects which do not offer,
either directly or through
referral to or information
about access to, a broad range
of family planning methods and
services?

FY 1987 Continuing Resolution,
Sec. 528. Has the recipient
country been determined by the
President to have engaged in a
consistent pattern of
opposition to the foreign
policy of the United States.

FY 1987 Continuing Resolution,
Sec. 513. Has the duly elected
Head of Government of the
country been deposed by
military coup or decree?

No

éﬂo[

T¥~85
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B. FUNDING SOURCE CKITERIA FOR
COUNTRY ELIGIBILITY

1. Development Assistance
Country Criteria

FAA Sec. 116. Has the

Department of Statc¢ determined
that this government has ,
engaged in a consistent pattern
of gross violations of .
internationally recognized o B
human rights? If so, can it be - ‘No
demonstrated that contemplated - s
assistance will directly

benefit the needy?

2. Economic Support Fund
Country Criteria

FAA Sec. 502B. Has it been
determined that the country has
engaged in a consistent pattern
of gross violations of
internationally recognized
human rights? IE so, has the
country made such significant
improvements in its human
rights record that furnishing
such assistance is in the
national interest?

No.



5C(2) PROJECT CHECKLIST

Listed below are scatutory criteria applicable to projects. This section
je divided into two parts. Part A includes criteria applicable to all
projects. Part B applies to projects funded from specific sources only:
B.l. applies to all projects funded with Development Assistance loans,
and B.3. applies to projects funded from ESF.

CROSS REFERENCES: IS COUNTRY
CHECKLIST UP
TO DATE? HAS Yes
STANDARD ITEM :
CHECKLIST BEEN
REVIEWED FOR R
THIS PROJECT? Yes'

A. GENERAL CRITERIA FOR_PROJECT

1. FY 1987 Continuing Resolution,
Sec. 523; FAMA Sec. 634A; Sec.

653(b).

Describe how authorizing and : ‘A ‘congressional.Notification
appropriations committees of ~ was submitted and expired
Senate and [louse have been or ~without objection on

will be notified concerning the March 21, 1987.

project. .

2. FAA Sec. 611(a)(1l). Prior to
obligation in excess of
$500,000, will there be (a)

engineering, financial or other No construction is planned.
plans necessary to carry out Other planning and cost

the assistance and (b) a estimates appear to be reasonably
reasonably firm estimate of the firm and are based on past

cost to the U.S. of the experience with similar project
assistance? elements.

3. FAA Sec. 611(a)(2). If further
legislative action is required
within recipient country, what
is basis for reasonable
expectation that such action - No further legislative
will be completed in time to action is required.
permit orderly accomplishment ~
of purpose of the assistance?

é/



FAMN Sec. 611(b):; FY 1987
Ccontinuing Rasolution Sea. 501.

If for water or water-relatead
land resource construction, has
project met the standards and
criteria as set forth in the
principles, standards, and
procedures established pursuant
to the Water Resources Planning
Act (42 U.S.C. 1962, et seq.)?
(See AID Handbook 3 for new
guidelines.) .

FAA Sec. 611(e). If project is
capital assistance (e.q.,
construction), and all U.S,
assistance for it will exceed
$)1 million, has Mission
Director certified and Regional
Assistant Administrator taken
into consideration the
country's capability
effectively to maintain and
utilize the project?

FAML Sec. 209. 1Is project
susceptible to execution as
part of regional or
multilateral project? If so,
why is project not so executed?
Information and conclusion
whether assistance will
encourage regicnal development
programs.

FAA Sec. 601(a). Information
and conclusions whether project
will encourage efforts of the
country to: (a) increase the
£low of international trade;
(b) foster private initiative
and competition; and (c)
encourage development and use
of cooperatives, and credit
unions, and savings and loan
associations; (d4) discourage
monopolistic practices; (e)
improve technical efficiency of
industry, agriculture and
commerce,; and (f) strengthen
free i<™ur unions.

N

.QThe project is not
. susceptible of execution

as a part of a regional
or multi-lateral project.
It will, however, be
coordinated with other
donors.

The project will increase
international trade by
providing tractors and
tractor spare parts, and
spare parts for earth
moving equipment which wil
also foster private ini-
tiative as these items wil
be imported by private
firms. The imported commo
dities will improve the
technical efficiency of
agriculture.

6



10.

11.

12.

FAA Sec. 601(b). Information
and conclusions on how project
will encourage U.S. private
trade and and investment abroad
and encourage private U.S.
participation in foreign
assistance programs (including
use of private trade channels
and the services of U.S.
private enterprise).

FAA Sec. 512(b), 636(h); FY .
1987 Continuing Resolution Sec.
507. Describe steps taken to
assure that, to the maximum
extent possible, the country is
contributing local currencies
to meet the cost of contractual
and other services, and foreign
currencies owned by the U.S.

are utilized in lieu of dollars.

FAA Sec. 612(d). Does the U.S.
own excess foreign currency of
the country and, if so, what
arrangements have been made for
its releasge?

FAMA Sec. 601{(e). Will the
project utilize competitive
selection procedures for the
awarding of contracts, except
where applicable procurement
rules allow otherwise?

FY 1987 Contintuing Resolution
Secs. 521,522. If assistance
is for the production of any
commodity for export, is the
commodity likely to be imn
surplus on world markets at the
time the resulting productive
capacity becomes operative, and
is such assistance likely to
cause substantial injury to
U.S. producers of the same,
similar or competing commodity?

US private firms will be
involved irn this project as
suppliers. to the private firms

Ain Madagascar.

The GDRM contribution will be in
the form of personnel and support
to the US consultants and
training efforts. It is not
anticipated that AID will have
to assume any of the local
currency costs of the project.

There is no U.S. owned excess
foreign currency in Madagascar.

Yes. AID regulations for the
competitive procurement of
services and commodities will
be fol lowed..

Assistance will lead to improved

food security in Madagascar, and |
is not aimed at export productio

63



13.

14.

15.

16.

FAA 118(c) and (d). Does the
project comply with the
environmental procedures set
forth in AID Regulation 167?.
Does the projact or program
take into consideration the
problem of the destruction of
tropical forests?

FAA 121(d). If a Sahel
project, has a determination
been made that the host
government has an adequate
system for accounting for and
controlling receipt and
expenditure of project funds
(dollars or local currency
generated therefrom)?

FY 1987 Continuing Resolution.
Sec. 532. 1Is disbursement of
the assistance conditioned
gsolely on the basis of the
policies of any multilateral
institution?

ISDCA of 1985 Sec. 310; FY 1987

continuing Resolution. For
development assistance
projects, how much of the funds
will be available only for
activities of economically and
gsocially disadvantaged
enterprises, historically black
colleges and universities, and
private and voluntary
organizations which are
controlled by individuals who
are black Americans, Hispanic
Americans, or Native Americans,
or who are economically or
socially disadvantaged
(including women)?

Yes

. NIA ’

No.

It is likely that the project's
Brivate Sector Studies ($150,000)
will be:carried out by a firm in
one of these categories.

&Y



17.

FY 87 Continuing Resolution,
Ssec. 559. Will the proposed
project involve the obligation
or expenditure of funds to
procure directly feasibility
studies or prefeasibility
studies for, or project
profiles of potential
investment in the manufacture
for export to the U.S. or third
country markets in direct
competition with U.S. exports,
of textiles, apparel, footware,
handbags, luggage, flat goods,
work gloves or leather wearing
apparel? Or to assist directly
the establishment of facilities
for the manufacture and export
of such items to the U.S. or
third countries in direct
competition with U.S. exports?

FUNDING CRITERIA FOR PROJECT

1.

Development Agsistance
Project Critecria

a. FAA Sec. 102(a), 111, 113,

~281(a). Extent to which
activity will (a)
effectively involve the
.poor in development, by
extending access to
economy at local level,
increasing labor-intensive
production and the use of
appropriate technology,
spreading investment out
from cities to small towns
and rural areas, and
insuring wide
participation of the poor
in the benefits of
development on a
sustained basis, using
the appropriate U.S.
institutions; (b) help
develop cooperatives,
especially by technical
assistance, to assist
rural and urban poor to

No. -

No

The largest part of the project
will provide spare parts for road

‘maintenance equipment and tractors

as ‘well as new tractors. These
jtems will extend access to the
economy at the local level to
farm families in Madagascar.

Also, the project will support
studies of ways to increase
participation of small businesses
throughout the country in a range
of agricultural support

services.

¢S



help themselves toward
better life, and
otherwise encourage
democratic private and
local governmental
institutions; (c) support
the self-help efforts of
developing countries; (4)
promote the participation
of women in the national
economies of developing
countries and the
improvement of women's
status; and (e) utilize
and encourage regional
cooperation by developing
countries?

FAA Sec. 103, 103A, 104,
105, 106. Does the
project fit the criteria
for the type of funds
(functional account)
being used?

FAA Sec. 107. Is
emphasis on use of

. appropriate technology

(relatively smaller,
cost-saving, labor-using
technologies that are
generally most
appropriate for the small
farms, small businesses,

~and small incomes of the

poor)?

FAA Sec. 110(a). Will
the recipient country
provide at least 25% of
the costs ¢f the progran,
project, or activity with
respect to which the
assistance is to be
furnished (or is the
latter cost-sharing
regquirement being waivead
for a "relatively least
developed" country)?

Yes. . Project funding will

be used for tractors for
agriculture needs, for
consultants and training for
agricultural policy and project
analysis.

N/A

Yes, The GDRM will contribute
about 26% of the total costs of
the program. This is about 51%
of the cost to be funded througt
Development Assistance.

7



e. FAA Sec. 122(b). Does the
activity give rcasonable
promise of contributing to
the development of
economic resources, or to
the increase of productive
capacities and
self-sustaining economic
growth?

£. FAA Sec. 128(b). If the
activiry attempts to
increase the institutional
capabilities of private
organizations or the
government of the country,
or if it attempts to
stimulate scientific and
technological research,
has it been designed and
will it be monitored to
ensure that the ultimate
beneficiaries are the poor
majority?

g. FAMN Sec. 281(b). Describe

extent to which program

. recognizes the particular

“-needs, desires, and
capacities of the people
of the country; utilizes
i.he country's intellectual
resources to encourage

institutional development,

and supports civil
eéucation and training in
6kills required for
effective participation in
government processes
essential to self-
government.

FY 1987 Continuing Resolution,
Sec. 558. Will the proposed
assistance be for any testing
or breeding feasibility study,
variety improvement or
introduction, consultancy,
publication, conference or

Yes

" This qﬁil be accomplished through -

end-use surveys of the commodity
import component and evaluations
of the parastatal divestiture
activity.

The consultancy/training component
Wwill utilize the intellectual
resources of the people of
Madagascar to attempt to solve
agricultural policy and project
problems in the country.

¢



3.

training in connection with the
growth or production in the
recipient country of an
agricultural commodity for
export which would compete with
a ‘similar commodity grown or
produced in the U.S.,
excluding: (1) activities
designed to increase food
security which will not have
significant impact on the
export of U.S. agricultural
commodities; or (2) research
activities intended primarily
to benefit American producers?

Development Assistance Project

Criteria (Loans only)

a. FAA Sec. 122(b).
Information and conclusion
on capacity of the country
to repay the loan, at a
reasonable rate of
interest.

" b. FAA Sec. 620(d). If

assistance is for any
productive enterprise
. which will compete with ey
U.S. enterprises, is there N/A::
an agreement by the o
recipient country to
prevent export to the U.S.
of more than 20% of the
enterprise's annual
production during the life
of the loan?

Economic Support Fund Project

Criteria

a. FAA Sec. S31(a). Will

this assistance promote

economic and political S
stability? To the maximum Yes
extent feasible, is this

assistance consistent with

the policy directions, s
purposes, and programs of Yes
part I of the FAA? e

b. FAA Sec. 531(c). Will
assistance under this
chapter be used for e
military, or paramilitary “No
activities? i

£f



ISDCA of 1985, Sec. 207.

Will ESF funds be used to

finance the construction

of the operation or

maintenance of, or the

supplying of fuel for, a

nuclear facility? 1If so,

has the President

certified that such S
country is a party to the “No
Treaty on the S
Non-Proliferation of

Nuclear Weapons or the

Treaty for the Prohibition

of Nuclear Weapons in

Latin America (the "Treaty

of Tlatelolco'), .
cooperates iully with the

1AEA, and pursues

nonproliferation policies
consistent with those of

the United States?

FAA Sec. 609. If

commodities are to be

granted so that sale S

proceeds will accrue to .Yes, ‘such arrangements
the recipient country, " have been made.

have Special Account

(counterpart) arrangements

been made? .

~0



5C(3) - STANDARD ITEM CHECKLIST

Listed below are the statutory items which normally will be covered
routinely in those provisions of an assistance agreement dealing with its
implementation, or covered in the agreement by imposing limits on certain
uses of funds.

These items are arranged under the general headings of (A) Procurement,
(B) Construction, and (C) Other Restrictions.

A. Procurement

1.

FAA Sec. 602. Are there
arrangements to permit U.S.
small business to participate

equitably in the furnishing of Yes
commodities and services R
financed?

FAL Sec. 604(a). Will all

procurement be from the U.S.

except as otherwise determined o
by the President or under ~Yes.
delegation from him? e

FAA Sec. 604(d). If the

cooperating country

discriminates against marine e
insurance companies authorized 1t does: not discriminate.
to do business in the U.S., s b oL
Wwill commodities be insured in

the United Statec against

marine risk with such a company?

FAMA Sec. 604(e): ISDCA of 1980

Sec. 705%(a). If offshore

procurement of agricultural

commodity or product is to be IR
financed, is there provision N/A:
against such procurement when Lo
the domestic price of such
commodity is less than parity?
{Exception where commodity
financed could not reasonably
be procured in U.S.)

70



FARA Sec. 604(qg). Will

construction or enginecering

services be procured from firms

of countries which receive

direct economic assistance

under the FAA and which are L
otherwise cligible under Code © No.
941, but which have attained a o
competitive capability in
international markets in one of
these areas? Do these countries
permit United States firms to
compete for construction or
engineering services financed
from assistance programs of
these countries?

FAaA Sec. 603. Is the shipping

excluded from compliance with

requirement in section 901(b)

of the Merchant Marine Act of

1936, as amended, that at least

50 per centum of the gross

tonnage of commodities i
(computed separately for dry " No,
bulk carriers, dry cargo i
liners, and tankers) financed
~shall be transported on

privately owned U.S. flag

commercial vessels to the

extent that such vessels are

available at fair and

reasonable rates?

FAA Sec. 621. 1If technical
assistance is financed, will

such assistance be furnished by Yes. _It' is not planned to
private enterprise on a use the facilities of
contract basis to the fullest other federal agencies.

extent practicable? If the
facilities of other Federal
agencies will be utilized, are
they particularly suitable, not
competitive with private
enterprise, and made available
without undue interference with
domestic programs?

v



International Air Transport
Fair Competitive Practices Act,

1974. 1f air transportation of
persons or property is financed
on grant basis, will U. S.
carriers be used to the extent
such service is available?

FY 1987 Continuing Resolution
Sec. 504. 1If the U.S.
Government is a party to a

contract for procurement, will ..

the contract contain a
provision authorizing
termination of such contract
for the convenience of the-
United States? ‘

B. Construction

1.

1.

FAA Sec. 601(d). If capital
(e.g., construction) project,
will U.S. engineering and
professional services to be
used?

FPAA Sec. 6ll(c). If contracts
for construction are to be
financed, will they be let on a
competitive basis to maximun
extent practicable?

FAA Sec. 620(k). If for
construction of productive
enterprise, will aggregate
value of assistance to be
furnished by the U.S. not
exceed $100 million (except for
productive enterprises in Egypt
that were described in the CP)?

Other Restrictions

FAA Sec. 122(b). If

development loan, is interest
rate at least 2% per annun
during grace period and at
least 3% per annum thereafter?

Yes!: -

NI

N/A

i

74



FAN Sec. 301(d). If fund is
established solely by U.S.
contributions and administered
by an international organiza-
tion, does Comptroller General
have audit rights?

FALA Sec. 620(h). Do
arrangements exist to insure
that United States foreign aid
is not used in a manner which,
contrary to the best interests
of the United States, promotes
or assists the foreign aid
projects or activities of the
communist-bloc countries?

Will arrangements preclude use
of financing:

a. FAA Sec. 104(f): FY 1987
Continuing Resolution
Secs. 525,540. (1) To pay
for performance of
abortions as a method of
family planning or to
motivate or coerce persons
to practive abortions; (2)
to pay for performance of
involuntary sterilization
as method of family
planning, or to coerce or
provide financial
incentive to any person to
undergo sterilization; (3)
to pay for any biomedical
research which relates, in
whole or part, to methods
or the performance of
abortions or involuntary
sterilizations as a means
of family planning; (4) to
lobby for abortion?

b. FAMA Sec. 488. To
reimburse persons, in the
form of cash payments,
whose illicit drug crops
are eradicated?

Yes

N/A;

EYég

Yes

Yes.

Yes

N
(x



FAA Sec., 620(gq). To

compensate owners for

expropriated nationalized Yes
property?

FAA Sec. 660. To provide
training or advice or
provide any finarcial
support for police,
prisons, or other law
enforcement forces, except
for narcotics programs?

FAA Sec. 662. For CIA
activities?

FAMNA Sec. 636(i). For

purchase, sale, long-term

lease, exchange or v R
guaranty of the sale of . Yes -
motor vehicles T
manufactured outside U.S.,

unless a waiver is

obtained?

FY 1987 Continuing
Resolution, Sec. 503. To
pay pensions, annuities,

"~. retirement pay,. or

adjusted service R
compensation for military Yes.
personnel? sl

FY 1987 Continuing

Resolution, Sec. 505. To

pay U.N. assessments, e
arrearages for dues? Yes:

FY 1987 Continuing

Resolution, Sec. 506. To

carry out provisions of

FAA section 209(d)

(Transfer of FAA funds to Yes
multilateral organizations

for lending)?

FY 1987 Continuing

Resolution, Sec. 510. To

finance the export of

nuclear equipment, fuel, Yes.
or technology or to train s
foreign nationals in

nuclear fields?

74



FY 1987 Continuing
Resolution, Sec., 511. Will
assistance be provided for
the purpose of aiding the No
efforts of the government
of such country to repress
the legitimate rights of
the population of such
country contrary to the
Universal Declaration of
Human Rights?

FY 1987 Continuing
Resolution, Sec. 516. To
be used for publicity or

propaganda purposes wWithin ;gxggg

U.S. not authorized by
congress?



WAIVERS Annex 7

I. Code 899 Source and Origin Waiver - Parm 'm:actdrs

FROM: Project Review Omnmit:t:ee

SUBJECT: Request for waiver ‘of,sdurcé and origirx requirements

PROBLEM:

Your approval is requested for a source and origin waiver :from Code 000 (U.S.
only) to Code 899 (Free World) to permit the procurement of tract:ors and spare °
parts as described below:

Madagascar
Project Agreement

A. Cooperating Country
B. Authorizing Document

C. Project MARS Project No. 687-0101
Amendment No. 2 '
p. HNature of Funding : Grant .
E. Description of Goods : Approximately 48 Farm Tractors and relat:ed ,
Spare Parts TR
F. Approximate Vvalue $574,000

G. Probable Source
H. Probable Origin

Great Britain or W. Germany
Great Britain or W. Germany

DISCUSSION:

The Madagascar Adricultural Rehabilitation Support Project {MARS) is designed
in part to provide foreign exchange allocations for imports of vital equipment
and materials related to the agriculture sector. These imports are required
for the Government of Madagascar's efforts to rehabilitate its agricultural
sector, as envisioned in its public investment program, and foreign exchange
is needed to assist the Government in balance of payments support.

The commodity import component of the project is directed at private sector
importers, specifically at two Madagascar distributors representing U.S.

firms, Since Madagascar is not traditionally an important market for U.S,
products, it has only been by working directly with these firms that AID has
been able to sponsor a program of cammodity importation via the private sector.

AID Regulation One import procedures apply to the CIP component, with
importers operating under provisions contained in section 201,23 of AID
Regqulation One regarding special supplier/importer relationships. Under
Section 201.23 guidelines, waivers of competition are not required when the
importer is the supplier's exclusive distributor, since commodities are
provided to the importer at the same cost that they are furnished to all other
authorized distributors and since the dealer would not normally be permitted
to distribute a competing brand of similar equipment.,
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When the original MARS CIP activity was introduced, one participating
importer, Landis Ford of Madagascar, received foreign exchange allocations to
import tractors, spare parts, and light weight transport vehicles exclusively
of U.S. source and origin. Under MARS I and IA financing Ford received
approximately $1,400,000 to import farm tractors and spare parts manufactured
by Ford Motor's Tractor Division in Troy, Michigan and $1,300,000 to import
Ford light weight trucks from the Ford's Truck Division in Michigan. Cargo
preference for U.S. flag vessels has been observed for all shipments te
Madagascar to date, with 100 percent of all cargos having been transported on
U.S. liners.

Ford products have been very well received in Madagascar. The 1986 end use
evaluation reports that Ford imports quickly reached the agricultural sector,
and that farmers were pleased with the quality of Ford products and the after
sales service being offered by landis Ford. <Currently Ford indicates that
more than twenty unfilled purchase orders from private farmers are on file for
additional farm tractors for which there is currently no foreign exchange
available to finance the imports.

The Ministry of Planning and this design team agree that additional tractors
are a priority for rehabilitating the agricultural sector of Madagascar, and
this position is reinforced by the private sector by the very high demand for
such equipment, The design team has not identified any other single commodity
which would serve a greater need than agricultural tractors and which could be
eacily imported and distributed in Madagascar with the limited existing AID
management staff.Substituting tractor imports for another commodity or
category of commodities would be difficult, considering that import
preparations are already underway by the World Bank with large scale financing
directed at the agricultural sector for a broad base of agricultural inputs.
Of the World Bank financing Ford indicates that a maximum of $300,000 could be
made available for Ford tractor imports (approximately 25 tractors), but Ford
is uncertain if such an allocation will actually be forthcoming. For these
reasons the Project Amendment supports financing of additional farm tractors
and spare parts.

n December 1, 1986 the Ford Motor Corporation notified all Ford distributors
world-wide announcing that effective January )., 1987 the Ford Tractor Division
of Ford Motor Company would transfer its headquarters and manufacturing
operations to Great Britain, implying that Landis Ford would no longer be able
to comply with the Code 000 (U.S. only) source and origin requirements of the
MARS Project if additional tractors were imported. In a similar situation,
John Deere, the only other U.S. tractor manufacturer represented in
Madagascar, produces only heavy tractors in the United States for large scale
farming operations, and therefore also cannot fulfill the source and origin
requirements for small tractor imports. During implementation of MARS I, John
peere declined an allocation of foreign exchange under the CIP activity,
stating that John Deere's U.S. manufacturing operations could not produce a
price competitive small tractor for export to Madagascar. Today U.S. farming
operations have become primarily large scale and generally require a much
heavier tractors than are required in many developing countries, therefore
most U.S. tractor manufacturers can no longer price effectively produce small
quantities of light weight tractors for the declining U.S. market.
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JUSTIFICATION:

Farm tractors and spare parts are vital to the rehabilitation of the
agricultural sector in Madagascar. However, as stated above, the desired
equipment is not available from areas within the authorized geographic code.
Handbook 1, Supplement B requires that waivers of the authorized Geographic
Code must be based upon one of the criteria set forth in Section SB4a of
Handbook 1B.

Delegation of Authority No, 551 delegates to you the autherity to waive and
grant exceptions in accordance with Supplement B of handbook 1, of source and
origin requirements to permit procurement of goods and services from outside
the geographic code for individual transactions in amounts not exceeding
$5,000,000 (exclusive of transportation costs). Further, Delegation cf
Authority 551 requires that waivers or exceptious for goods must be based upon
one or more of the criteria set forth in Section 5B4a of Handbook 1,
Supplement B, One criterion under Section 5B4a of Handbook 1, Supplement B
is the unavailability of a commodity from an authorized source country or
area. As stated above, appropriate agricultural tractors and parts, with
representation and servicing facilities in Madagascar, are not available from
within the authorized Geographic Code., Nor are such commodities available
from Code 941.

RECOMMENDATION:

On the basis of the above discussion and justification, it is recommended that
you: (1) certify that the exclusion of procurement from Free World countries
other than the cooperating country and countries included in Code 941 would
serjously impede attainment of U.S. foreign policy objectives and objectives
of the foreign assistance program, and (2) approve this request for a source
and origin waiver for $574,000 to permit the procurement of approximately 48
farm tractors and spare parts from Code 899 (Free World) countries.
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1I. Code 899 Source/Origin Waiver and waiver of Supplier Nationality -
Caterpillar spare Parts ;

FROM: Project Review Committee

SUBJECT: Request for waiver of source and origin and supplier héﬁimaiity -

requirements o

PROBLEM:

Your approval is requested for a source and origin waiver from Code 000 (U.S.
only) to Code 899 (Free World) to permit the procurement of spare parts as
described below, and for a waiver of supplier nationality:

Madagascar

Project Agreement

MARS Project No. 687-0101

Amendment No, 2

Grant

Spare parts for Caterpillar equipment
$318,575 ~ to procure Code 899 parts from a
non-U.S. supplier (source/origin/nationality
waiver)

$439,935 - to procure Code 000 from a non-U.S.
supplier (nationality waiver only)

Western Europe

Western Europe

A. Cooperating Country
B. Authorizing Document
C. Project

D. Nature of Funding
E. Description of Goods
P. Approximate Value

G. Probable Source
H., Probable Origin

DISCUSSION:

The Madagasrar Agricultural Rehabilitation Support Project (MARS) is designed
in part to provide foreign exchange allocations for imports of vital equipment
and materials related to the agriculture and rural transport sectors. These
imports are required for the Government of Madagascar's efforts to
rehabilitate its agricultural and transportation sectors, as envisioned in its
public investment program, and foreign exchange is needed to assist the
Government in balance of payments support efforts.

The commodity import component of the project is directed at private sector
importers. Since Madagascar is not traditionally an important market for U.S.
products, it has only been by working directly with these firms that AID has
been able to sponsor a program of commodity importation via the private
gector. AID Regulation One import procedures are applied to the CIP component
and participating importers.
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Since the inception cof the original MARS CIP activity, one participating
importer, Societe Henri Fraise Fils et Cie representing Caterpillar, has
received foreign exchange allocations to import Caterpillar Spare parts and
road construction and maintenance equipment. Approximately $2,974,000 has
been obligated in letters of commitment to date. The equipment and spare
parts are being used in Madagascar to rehabilitate and maintain roads which
support the agricultural sector, providing access to farmers of necessary
agricultural inputs such as seeds and fertilizers as well as giving farmers
routes for marketing agricultural produce.

The Ministry of Planning and this design team agree that providing spare parts
remains a priority in the effort to rehabilitate the rural transport and
agricultural sector of Madagascar, and for this reason the design team has
recommended that additional parts be financed under this amendment.

In order for Caterpillar to participate as an importer under the MARS Project
it has been necessary to date to provide Caterpillar with two waivers of
source, origin, and nationality requirements: (1) a source and origin waiver
to permit Caterpillar to procure a portion of all spare parts from its
European manufacturing operations, and (2) a nationality of supplier waiver to
permit AID to issue a Letter of Commitment to Caterpillar's Overseas Tractor
distributor in Switzerland for the value of the U.S. origin parts exported
from Europe to Madagascar. According to AID policy, parts for which source
and origin waivers are approved do rot require additional waiver of supplier
nationality, therefore in this waiver request only the portion of parts of
U.S. origin which are distributed by the European supplier, require a
nationality of supplier waiver,

Approximately $758,510has been budgeted under the CIP component of Amendment
two of the Project to import additional Caterpillar spare parts, of which
approximately 42 percent, or $318,575 will be of European origin. Caterpillar
of Madagascar's standard spare parts operation involves weekly stock orders to
Caterpillar's bonded warehouse in Grimbergen, Belgium, exclusively serving the
spare parts needs of all Indian ocean countries. By having ready access to
this warehouse and to European and Madagascar air carriers, Caterpillar of
Madagascar is able to reduce its inventory and maintain only a 17 day on-hand
stock supply, thereby achieving comsiderable cost savings which can be
reflected in the retail prices offered to Caterpillar's clients.

The remaining 58 percent of Caterpillar spare parts shipped to Madagascar are
of U.S. origin, but blended with other European origin parts in Caterpillar's
Belgium warehouse, 1In 1985, AID/W determined that spare parts of Code 899
origin blended with U.S. origin parts in overseas bonded warehouses could no
longer be considered as components of a consolidated cargo (see 1985 State
89189), Therefore, it was necessary to provide Caterpillar with a source and
origin waiver for the 42 percent of spare parts which would be of Code 899
origin, The value of that waiver was sufficient to cover all Caterpillar
shipments under MARS I and the first amendment. However, an additional waiver
is now required for allocations covered under Amendment Number Two.
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Caterpillar of Madagascar's biweekly stock orders often consist of up to 2,500
lire items for individual parts, making it virtually impossible to separate
u.S. from non-U.S. origin parts each time an order is placed. Caterpillar has
indicated that it would be unwilling to participate in the program should it
be required to make such determinations, as it would be unwilling to
participate if required to order parts directly from the U.S. Likewise,
A.I.D. would not wish to impose a system upon a firm, already operating under
difficult business conditions, which would significantly alter its standard
operating procedures, interfere with special importer/supplier relationships,
cause the firm to incur extraordinary costs associated with maintaining the
larger inventories which would be required if orders had to be shipped
directly from the U.S., and impair the firm's flexibility to quickly respond
to it's clients' emergency needs for spare parts when expediency is critical.
Furthermore, all of these considerations come at a time when the Agency is
trying to better interface with and support the private sector,

The blending of non-U.S. spare parts pervades the agricultural and transport
machinery industries. Caterpillar routinely supplies all electrical
components, filters, bearings, and undercarriage parts from it's European
manufacturing operations. Caterpillar is able to provide these parts to
Madagascar at a cost savings of approximately 40 percent over U.S. parts of
the same type. While many of these same parts could be produced in the United
States, they are often supplied even to Caterpillar's U.S. operations from
manufacturing operations in Europe. All engine parts, hydraulic parts,
transmission parts, belts, tires, radiators, and final drive parts supplied to
the Belgium warehouse are of U.S. manufacture., If Caterpillar had to supply
all parts of U.S. origin, and therefore had to pick up some parts that it does
not manufacture in the open market it is possible that Caterpillar's warranty
would not cover these U.S.-manufzctured, but non-Caterpillar spare parts,

Furthermore, a waiver of supplier nationality requirements is needed for all
U.S. manufactured parts provided by the European supplier. Caterpillar's
authorized distributor in Madagascar and participating importer in the CIP
activity, maintains an exclusive sales and servicing agreement with Overseas
Tractor Corporation in Europe, an intermediary company with which Caterpillar
U.S. maintains an exclusive distribution agreement for all spare parts sold to
distributors in the Indian Ocean area. As a result of this agreement,
Caterpillar cannot be the direct beneficiary of an AID letter of commitment.
Since this situation existed at the time of the original Project Agreement, a
waiver of supplier nationality requirements was approved for the original MARS
Project, and is requested again to cover the additional funds to be placed in
the existing letter of commitment once funds from this amendment are obligated.
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JUSTIFICATION:

Handbook 1, Supplement B requires that waivers of the authorized Geographic
Code must be based upon one of the criteria set forth in Section 5B4a of
handbook 1B. Section 5B4a(2) permits waivers of source and origin vhnen the
commodity is not available from countries or areas included in the authorized
geographic code. Spare parts for Caterpillar equipment are vital to the
rehabilitation of road maintenance equipment in Madagascar. While many parts
could theoretically be obtained of Code 000 origin, to require Caterpillar of
Madagascar to obtain all spare parts of U.S. origin would prove inordinately
time-consuming and costly, would destroy existing supplier/importer
relationships, and would result in the loss of a major participant in
Madagascar's commodity support program. Under these circumstances, the spare
parts required by Caterpillar of Madagascar are effectively not available from
the authorized geographic code (U.S. only). Nor are such commodities
available from code 941,

AID Delegation of Authority No. 551 delegates to you the authority to waiwve
and grant exceptions, in accordance with Supplement B of Handbook 1, of source
and origin requirements to permit the procurement of goods and services from
outside the authorized geographic code for individual transactions in amounts
not exceeding $5,000,000 (exclusive of transportation).

Furthermore, Handbook 1, Supplement B states that a waiver to effect a change
in the geographic code only with respect to the nationality of the supplier of
commodities, but not in the source of the commodities, may be sought if the
situation requires it. Such changes, however, are subject to the same
requirements as those related to the source of commodities and must be based
upon one of the criteria set forth in Section 5B4a of Handbook 1B. While the
portion of Caterpillar parts of U.S. origin to be imported under this program
could in principal be obtained from a U.S. Caterpillar distributor, to do so
would prove adversely time consuming and would violate existing Caterpillar
distributorship agreements within Indian Ocean territories, Under these
circumstances, the U.S. manufactured spare parts required in Madagascar are
effectively not available from suppliers having nationality in the authorized
geographic code (U.S. only).

RECOMMENDATION:

[
That, on the basis of the above discussion and justification, it is
recommended that you (1) waive the source and origin requirements for
approximately $318,575 of spare parts from Code 000 (U.S. only) to Code 899
(Free World), (2) waive the nationality of supplier requirements to permit
procurement of approximately $439,935 of spare parts from Code 000 (U.S. only)
to Code 899 (Free World), and (3) certify that the exclusion of procurement
from Free World countries other than the cooperating country and countries
included in Code 941 would seriously impede attainment of U.S. foreign policy
objectives and objectives of the foreign assistance program.
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ANNEX ©

INITIAL ENVIRONMENTAL EXAMINATION
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. private sector. [Iroject activities include (1) continuation

II.

2 KEEa.

. The..original. project recedved-a.negative determination; this

. PROJECT ACTIVITIES

This second project amendment has the same objectives as the

original project and first amendment. It will continue to -

provide consultancies and training ($800,000), as well as

quick disbursirg commodities ($1.2 million), in support of i
Madagascar's agricultural liberalization, including policies

to im~rove the production and marketing of rice and the
accest of farmers to commodities and services via the

of the commodity import component; (2) production of
studies, (3) in-country seminars and (4) U.S. or third
counktry training.

IMPACTS ‘ I .

pue to the nature of .the activities, there will be no
effects. upou the envirorment. . : )

ACTION TO BE TAKEN

IBE was subseguently amended to include the first

amendment. The second project amendment should also receive
a negative determination., Authority was delegated to the
Director of REDSO/ESA to approve an amended IEE, with the

- cancurrence of. the- Reaional Environmental and Legal

. QEficers, per:State: 381238 .(attached).
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AN EXPeNSIVE FROTFOSTIION ¥CR IMPORTERS CCNSIDERING
THAT, IN TBE CASt OF CATYRPILLAR, MORE THAN Z,e¢ve

- SEPARATE LINE ITEMS AKE ORDERRD BIWKEALY, ANL 1THAY
STAFFING REVUIREMeNTS TO MANAGE SUCB INVENTORIES ARE
SIGNIXICANT. LIAEWISE, IT IS NAIVE TC ASSUNME THAT
RFTFAIL SALES AND THE enD USe OF LaRGL VOLUMLS OF
SFARE PARTS CCULL BE Ery®ECCTIVELY MONITORED YC INSURE
THAT ATLL PANYLS WERE CONLY SOLD TC A PANTICULAR GXCUE
OF KLICIELL KND USERS. THAE AMLNDMENT, TURREKORE, AS
WITE PREVICUS MAKS CI® ACTIVITIES, WILL SEEa TC
MINIMIZE INTERFERENCE WITH THE COMMERCIAL FRACTICES
Gy THE IMPCRTERS, ANL WILL IN GENERAL NCY ATTENMPT TC .
LIMI'Y SALES CP SPAHE PARYS TC A PAKRTICULAR YARGEY
SECTCR.

4. AGAICULIUNAL TRACTORS, RCWEVER CAN PE ILENTIFI®D
AND TANGETHD EXCLUSIVALY +#0B SALES TO PRIVATE
FARMERS, AND THEREBY SERVE KENEFICIARIKS MCERE
DIRECTLY RELATED TO AILD’S CLSS STHATEGY, THY »ORL
TPPCRTYR IS AGREKABLE TO LIMITING ¥UTURE TRACTCR
SALES JNDER. AMENLMENT 2 T0 THE FHIVATE SECTCR, BOY
DESIRES TC CONTINUE PFROVIDING SPARE EARTS 70 ECTH
FARASTATAL ANL PRIVATE SECUCR CLIEN'®S ¥YBC ALREADY CWN
FORD EQUIPMENT. ThERLFORE, IN AN EFFORT TO PROVIDE
ALDITICNAL SUEYORT TC THE PRIVATE SECTOK, IT IS

. UNCLASSIFIED -ANTANANARIVO
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CURRENTLY ENVISICNED THAT ALL AGRICULWURAL TRACTCRS
TC- Bk IMPGRTYT UnlmR THE SECOND AMENTMENT WILL B
LIMITED TC PRIVATE SLECTOR PURCHASERS.

5. COPI¥S Of TOE COCUMENT ARE REING FOUCHED TC
REDSC/ESA FCR TRANSMITTAL 1C AFR/PD. LYNCA
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ANNEBX 8b
18 December 1986

USAID MARS PROJECT: COMPONENT FOR PARASTATAL STUDIES AND MONITORING

1. Background

The USAID Madagascar Agriculture Rehabilitation Support (MARS) project was
initiated in April 1985, with the purpose to support Madagascar's agricultural
liberalization policies and rehabilitation of the agriculture sector. The
project was amended to add additional funds (Amendment No. 1) in June 1986. A
design team is currently preparing the documentation for Amendment No. 2,
which USAID hopes to obligate the amendment about a month after the reception
of the text by the GDRM. The project is anticipated to continue through
Dacember 1988. .

An important component of MARS Amendments No. 1 and 2 concurns the
agricultural parastatal subsector. This component is to be implemented in
close collaboratiocn with the World Bank and its Second Agriculture
Institutions Development Project; AID has agreed to support activities
concerning parastatals which were originally envisioned to be included in the
Bank‘s project. Partial funding for AID's parastucal component is included in
MARS Amendment No. 1. Amendment No. 2 will complete funding for the activity.

The parastatal component of the MARS project is divided into two phases.
Phase I, which corresponds to Amendment No. 1, is scheduled for January to
August 1987; Phase II is scheduled for September 1987 to December 1988.

AID support will be implemented through AID's regional project for Parastatal
Divestiture with Coopers and Lybrand, which is managed from AID's regional
office in Nairobi, and which encompasses initiatives in Eastern and Southern
Africa. A Coopers and Lybrand consultant visited Madagascar in September 1986
in order to make preliminary contacts and propose activities to be undertaken
by Coopers and Lybrand during the first phase of activity in Madagascar.

Based on meetings USAID has had during the last three weeks with the DGP,
MPARA and MPAEF, and the World Bank, USAID proposes that specific activities
which AID will finance over the course of the next two years will touch on the
following points.

2. Objectives and Summary

. The objectives of the parastatal component of MARS are:

To establish monitoring systems for parastatal performance with MPARA and
MPAEF, thus ctrengthening the capacity within the ministries to collect
and analyze information on parastatals in the agriculture sector;

To produce parastatal diagnostic studies and action plans for partial or
complete divestiture for a group of parastatals selected jointly with the
MPARA and MPAEF;

To produce a set of procedures (i.e. a manual) for agricultural parastatal
assegsment and divestiture planning.



dith these objectives in mind, two lines of activity will be undertaken in
each ministry, more or less in parallel. These lines of activity are:

Establishment/improvement of parastatal monitoring systems;

Preparation of diagnostic studies and in-depth action plans for selected
parastatals.

patailed work plans will be developed jointly, as the activities proceed,
between the AID-funded consultants and representatives of the relevant
government units.

3. Activity Description

a. Monitoring Systems

Working closely with MPARA and MPAEF staff, consultants will take the
necessary steps to establish and/or strengthen standardized systems of
finzncial reporting and performance monitoring for parastatal enterprises,
including:

(1) Data collection on the enterprises under the administrative
supervision of the two ministries, to include quality and
quantity of financial data and reporting procedures, and
constraints within the enterprises which affect their
reporting capability. Also, the needs of the ministries to
assemble and analyze financial reports will be assessed.

¢2) ~Deacription of proposed monitoring systems, and steps required
to establish them. This would include identification of
- -constraints, including equipment required.

¢(3) Putting the menitoring systems in place. On-the-job and
in-eountry training will be important to this task. Also, AID
plans to support a training program for accountants from the
--agricultural parastatals, which will cover the reporting
requirements of the monitoring systems in the context of
Madagascar's new accounting framework.

Items (1) and (2) are planned to be completed within Phase I, by August 1987.
Item (3), the more substantial task, will take place during Phase II. The end
result will be monitoring systems which the ministries can apply ‘to all of the
entarprises in its portfolio -- not only those selacted for detailed study,

* below.

b, Studies and Action Plans

Again working closely with MPARA and MPAEF staff, consultants will assist with
development of an information base and classification of enterprises and will
study several enterprises in depth. The steps would proceed as follows:

(1) Collection of information on the agriculture parastatals and their
preliminary classification, such as by function, type of ownership, type
of management, financial position, and other aspects of interest to the
‘ministries. '



(2)

)

4)

Preliuinary categorization of the enterprises according to possible
recommended action, such as, for example, (a) enterprises that
ghould operate on a commercial basis and could do so, partially or
complately, within the prviate sector, (b) functions that could be
realigned or consolidated but would remain in jovernment control.
Other categories would be included, as needed.

Idenification of priority parastatals for in-depth study,
including the development of criteria for selection of potential

candidates for some form -- whole or partial -- of dlvestiture, and’

selection of about 5 parastatals for further stucy.

Diagnostic studies of the selected parastatals. These would be
"corporate business plans" comprising financial and market
analysis; structure and ownership; management capacity and
personnel; enterprise objectives; and, assessment of legal,
administrative, technical, organizational, marketing and other
isgues to be resolved.

The above activities are included in Phase I. The following would be
conducted over the time period covered by Phase IX.

&)

- (&)

195

Identification of steps to lead to divestiture in each case,
including (a) identification of options such as divestiture of the
entire enterprise; divestiture of minority shareholding;
divesatiture of profitable subsidiaries and/or particular assets of
enterprises; divestiture of packages of profitable and unprofitable
business units; (b) review of domestic and foreign sources of
capital and managemeni; (c) identification of potential investor
groups; (d) other measures (e.g. new technologies or products,
strengthening top management) needed to ensure the success of each
divestiture and establish the basis for long term performance.

Preparation of action plans for divestiture, for GDRM use, which
set forth necessary background information and tasks to be
aceomplished (including suggestion of inovative financial
instruments) for each enterprise.

Preparation of a manual of procedures to be followed in Madagascar
to systematically assess parastatals and their divestirure options,
conduct diagnostic studies and prepare action plans.

It is important to note that AID support for diagnostic studies and action

" plans will be limited to parastatals which, in the ministries' view, have
potential for some form of divestiture. Complementary funds from the World
Bank Second Agriculture Institutions Development Project are available for the
study of enterprises which are not analyzed under AID funding. These
enterprises could be selected at the same time as the enterprises are selected
for AID-funded study.
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4.  Resources

Consultants provided through Coopers and Lybrand will play an important role
in the above tasks. However, a local accounting and management consulting
firm will also play a key role in working along with Coopers and Lybrand to
provide technical assistance and logistical/administrative support, and assist
with on-the-job.and in-country training.

Funds are set aside for several in-country seminars, the content of which will
be defined following definition of needs, above. Participants are likely to
include middle-level personnel in the two ministries and in key parastatals
selected by the Ministries. Such seminars will be arranged and conducted by a
local consulting firm or firms, with the participation of the extermal
advisors, if necessary. The training program for parastatal accountants will
be planned and implemented using a local accounting firm and/or training
institute, with assistance by Coopers and Lybrand, if necessary.

Some external short term training will be funded, as needs are ldentified, in
such areas as financial management, information systems, marketing or other
topics. .

Funds accruing under the MARS project from the sales of imported goods will be
used to cover in-country travel of ministry staff and some other local costs
asgocatad with ministry participation in the above-described activities.

Funds are included to provide selected equipment (photocoplers, typewriters,
calculators, microcomputers and vehicles).
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10.
LOCAL CURRENCY USE PLAN
FY 19C8 ANNUAL BUDGET SUBMISSION
Country: Madagascar
Narrative: " rhe sole source of U.S. generated counterpart funds in

Madagascar pefore FY 1985 has been the PL 480 program. principally
Title I. The Title I program is continuing. The counterpart
generated is equivalent to the following dollar amounts:

FYy 1981 - 8 5.0 million

FY 1982 - 8 5.0
FY 1983 - 8 8.0
FYy 1984 - 8 8.0
FY 1985 - 811.0
pitle I Total $37.0 million

of this amount deposited in Central Bank accounts by March 31, 1986,
62 percent had been allocated to projects. Twenty=-nine percent (29%)
had been disbursed. In addition, the FY 1986- Title I agreement will
provide g8 8.0 million in counterpart FMG, bringing the total Title I
counteipart to 8 45 million. Meanwhile, Title 1T (1984) emergency
assistance was monetized in an amount equivalent to 8 2.95 million ané
has been placed in a special account to be used for cyclone-related
disaster requirements.

Beginning in Fy 1985, with the signing of the first bilateral
project between the U.S. and Madagascar in over 15 years, 8 3.5
million of commodity imports will be used to generate counterpart
funds. This project (687-0101) is joint DA/ESF funded. REDSO plans
to amend this project in FY 1986, from ESF funds. Commodity imports
under this amendment will generate 82.2 million addition FMG.

By the close of FY 1986, Title I and ESF/DA generated local
currency is therefore expected to total 850.7 million in Madagascar.
As the accompanying table shows, the Title I program is expected to
continue at a 8 8.0 million level during FY 1987 and FY 1988. The Et
counterpart program, subject to budget cuts, will not exceed 83.5
million in each year (plus 80.5 mi.llion for Technical Assistance
related grant activities).

The major question at the time of drafting (May. 1986) is
whether the U.S. government will authorize REDSO to agree with the
Government of Madagascar to program counterpart currencies resulting
frzom the sale of U.S. rice imported under the new Food for Progress
(FFPR) program. . This program will begin in FY 1986, for three years
(FY 86-88). It is now clear that REDSO will have no authority to
program revenues from the sale of 30,000 MT of rice proviced under
FY 1986 FFPR program. We understand, however, and we strongly
recommend, that REDSO be given such*authority for currencies which
accrue from sales of FFPR 21,000 MT of rice in each of FY 1987 and
1988. Total counterpart funds which may become available from thes

sales is estimated (subject to rice price variation) to reach 8 12.
million. :

o~
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11.

REDSO/ESA's up-date of the CDSS strategy for Madagascar, which
ID/W reviewed in April, 1986, outlines a plan for the use of these
sounterpart currencies in support of AID's development program in
Madagascar. (see pp 24-26).

AID's long-term objective in Madagascar is food self-reliance,
with the central focus in the short and medium term on the rice
sub-sector. The Government of Madagascar (GDRM) has agreed with the
donor community, as represented at the Consultative Group which met
most recently in late April 1986, to take the necessary policy
decisions to completely liberalize the production and marketing of
rice. Whereas these policy changes will give the price incentives
which farmers, millers, and traders require to produce and market more
rice, these groups also require improved rice seed, repaired
jnfrastructure (especially dikes, roads and village water systems),
better services than those which State Companies are able to provide,
and measures to stem Madagascar's colossal soil erosion. These groups
also require new equipment - improved hand ploughs and threshers,
light tractors, light trucks and road building machines - to farm and
market rice. And if the long-term objective -- food self-reliance --
is t~ be achieved, Madagascar must begin now a program of family
health services. )

AID's program in Madagascar is keyed to each of these
requirements. Commodity imports and ccunterpvart funds are an integral
part of this program.

Rice Policy Reform: Given the run-down state of Madagascar's economy,
it will be several years before price incentives have their intended
effect. During this transition period, FFPR and Title I rice imports
will provide a major share of perhaps half of the rice imports
Madagascar will require. The GDRM, in close agreement with the IBRD,
USAID and the World Food Program, will ensure the careful marketing of
these rice imports so as to have no disincentive effects for the
target groups (producers, millers and marketers). REDSO has begun to
study alternatives to rice which may be imported under PL 480 Title I
as local per capita rice production increases and import requirements
decrease. We estimate that the majority share of Title I commodities
will consist of commodities other than rice beginning with the FY 1989
agreement, although in FY 1986 fully half of the 8§ 8.0 million value
was already devoted to vegetable oil purchases.

Improved rice seed: AID supports the introduction and testing of
improved rice varieties through a grant to the International Rice
Research Institute (IRRI). Approximately 82.0 million in counterpart
funds in each of FY 1987 and FY 1988 will refurbish the badly
deteriorated rice research stations in key climatic zones of
Madagascar upon which the testing of improved rice varieties depends.

Repaired infrastructure: Three quarters of all Title I generated
Counterpart in the first three complete years of the program (FY
198%‘83) have been committed to research (11%) and infrastructure
Projects, notably irrigation and land development (29%), village water
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projects (11%), and feeder road repalrs (8%). This emphasis Wilds
continue at a jevel of g4.0 million per year and may even increase if
U.S. counterpart funds can be used to support other donor programs in
these categories.

private gervices: TO improve services to farmers and expand markets
for millers. merchants and other figures in the agriculture sector,
A.I.D. is exploring ways to use counterpart funds to encourage
entrepreneurs and other private sector activities. Wwe plan to couple
a line of credit drawn from counterpart currencies with a foreign
currency credit provided by another donoI. to help ease the credit
restraint which dampens private initiative in the agro—industrial
sector. This local credit could grow to 1.0 -82.0 million per year.
In addition, AID may provide counterpart on a trial pasis as part of
an export promotion and guarantee scheme which could grow toO absorb

equivalent amounts of currency annually.

soil conservation: A.I.D. will support with up to 81.0 million
annually the promising activities of the GDRM and of other donors
which aim at watershed management and at other means of reducing soi

erosion in food growing areas.

New eguipment: 1n addition to rice and other foods, A.I.D. will
finance the import of equipment to assist in the production and
marketing of rice and other crops- These imports will all pass
through private sector dealers in Antananarivo and much of the
equipment (although we cannot say how much) will become private
property. To the medium-size tractors and caterpillar road puilding
equipment imported under the FY 1985 agreement, light farm—to-market
rrucks will be added in FY 1986.

Family Health gervices: A.I.D will consider., in collaboration with
UNICEF, providing up to §1.0 million per year for the oral rehydration
and immunization program which is expected to be jaunched in 1986.
This will complement centrally-funded services which A.I.D. will
provide to various key aspects of Madagascar's nascent family planning
program. As part of U.S.A.I.D'S plan . in collaboration with UNEPA,
to support through BUCEN selected training and software costs
associated with Madagascar's next general census: planned for 1988
(CcDSS up-date, P- 23), U.S. counterpart may be used to cover the local
costs of this highly important activity. (The preceding national

census was carried out ~ and only partially completed - in 1975.)

Trust Fund: In addition to the uses of counterpart currency
identified above, REDSO expects to sign ir Junes 1986 the first Trust
Fund agreement with Madagascar. The initial increment of funds

program in Madagascar. Future increments will be deposited from the
ESF-funded commodity program planned in the period FY 86-88 and likel
to be continued thereafter. *
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FY 1988 ANNUAL BUDGET SUBMISSION
Taple VI: £Expenditures of Local Currency Generations
{(all in the U.S. dollar equivalents, and in § millions).

cY cY Y o

1985 1986 1987
surce/Purpose

ACTUAL EST. ©Planned |

. PL 480 TITLE ON\E

public Development Activities ‘ : $4.4 6.7 8.5

1 Support: for AID Rice Research Program (w:.thmm:) L - o (2) (2.0
2 Irrigation, village water, rural roads, etc. e (4.4) - (8.5) (6.5)

Private Sector Programs

lc . . . R . L]

2

public Sector Recurrent Budget - - 1.0

1. e.g., Child survival (also i,ndi.cat:e' the amount - ‘_'- {1.0)
Of this counterpart which is in direct support:.

~of AID projects) -

2. Agriculture or other subsidies

AID Operacing Expenses (Trust Punds)

FORET
BASIC
QVERT
ALL O

TOTAL PL 480 Title : s44 | s67 " 95

JPALS (ESF, DA, PL 480 Title I) s $6.7 S1LST

ALL-O
BENEF

CONTR.
PASA '
U.s, !
ALL O
F.N. |
ALL O
MANPOY
JCC

HOUSIM
RESIDE
RESIDE
MAINTE
JUARTE
RESIDE
CRANS,
SECURI
JFFICI
{EPRES
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Annex 8c:

Background for Private Sector Studies

The 9/84 IBRD and PLA80 counterpart funded study of the rice sector,
undertaken by Associaties for International Resources and Development,
identified a number of regulatory issues which appear to be hindering private
sector business development in rice-related services. In particular it
appears, at a minimum, that licensing procedures for rice marketing agents
need to be simplified to reduce entry barriers in this service area. In
addition, regulations on means of rice transport, and locations of
warehousing, appear to be too restrictive. Further, regulations which-appear
to limit the economic activities of owners of rice hullers need to be )

clarified - investors have been discouraged by legal ambiguities which affect .

whether they are alco allowed to participate in the purchasing, warehousing,
and sales of paddy and rice.

The AIRD study also indicates that inadequate importation and distribution of
fertilizer, as well as impediments to seed importation, multiplication, and
sale have contributed greatly to stagnation in domestic rice production.
Though rice covers 50% of the cultivated area in Madagascar, only a small’
percentage of fertilizer is currently available to rice producers. Even in
1980, rice producers were allocated only 25% of the national fertilizer supply
by the GDRM. Furthermore, use of fertilizer in rice production has declined
dramatically over the past decade, in the case of NPK fertilizer, for example,
declining from 11,000 tons in 1973 to only 240 tons in 1980. More recently
the fertilizer supply situation has improved slightly, but in the '82-83
geason supply had not yet recovered to even a third of the quantity available
to rice producers a.decade earlier. This shortage of fertilizer can be
attributed to a number of factors: (1) the absence of any effective
distribution system; (2) public transport policies which prioritize transport
of rice from Tamatave to Antan over fertilizer transport; (3) the increase in
world fertilizer prices since 1970, (4) increasing balance of payments
difficulties coupled with insufficient prioritization of fertilizer imports as
a claim on foreign exchange, and (5) IBRD requirements in 1984-1985 that
fertilizer subsidies be eliminated. Large quantities of imported fertilizer
remained in the port in '82 and '83 because priority access to the rail was
assigned to imported rice. Transport of fertilizer to the major crice
producing areas from the alternative port of Majunga is expensive and
difficult because roads are in poor condition. In sum, transport problems
have increased fertilizer costs and have considerably delayed distribution to
producers. Even before the 1985 crice price liberalization refcrms, producers’
. demand for fertilizer was largely unsatisfied; for example, during rationing
of subsidized fertilizer in '82, amounts resold brought 200% of the official
price. Now that rice prices have almost doubled from '85 to '86, considerable
opportunity appears to exist for private sector fertilizer sales to
producers. Under normal conditions of partial water management, and using
local rice varieties, trials have shown that one kilo of NPK fertilizer
produces 3.5 kilos of supplementary paddy production. Thus, using 1984
prices, each $1 of fertilizer imported saves $3 of rice imports.
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Supplies of improved rice seeds have also dropped dramatically, from 750 tons
‘in 1960 to only 250 tons in 1982. This level of supply is only sifficient for
50,000 hectares (5% of the rice cultivation area). Up until 1980, the GDRYM
had no coherent policy on rice seed production. Seeds distributed at Lac
Alaotra had not been renewed, and yields were declining. A number of factors
contributed to this reduction in seed quality and availability. First,
obsolete seed multiplication equipment and infrastructure are producing only
enough seed for areas near the multiplication stations. Furthermore, until
1981 seed prices were fixed at too low a level to encourage producers. a
final factor is Madagascar's excessively restrictive quarantine policles,
which have not been modified even though local seed production capacity
remains inadequate and the rice production deficit has increased.

Trangsport system deterioration has inflated transport costs, thereby
increasing retail rice prices. Some roads inflict so much punishment on
vehicles that transport companies find it uneconomic to service these routes;
thig interferes with the collection of rice surpluses in some areas and the
resale of these stocks in rice deficit areas. Now that the IBRD's Sixth
Highway Project and the MARS CIP component are importing spare parts for road
repair equipment, opportunities have opened up for private sector road repair
and transport services.

There is also a need for increased private sector activity in irrigation
rehabilitation and expansion. The area under irrigation in Madagascar only
increased by 57,000 hectares between 1970 and 1978, representing a significant
decline in the rate of expansion of irrigation in comparison to the 1960-1970
decade, during which 169,000 hectares of new irrigation were developed.
According to AIRD, less than 50% of the irrigated command area is actually
under cultivation, due to insufficient irrigation system maintenance.

/)



