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Third Amendment to the Project Authorization for MARS
 

14AIIE 	 OF COUNTRY: Madagascar NAME OF PROJECT: Hadagascai" 
Agricultural IHehabiliLation Support
 
(HARS) 

PROJECT NUMBER: 687-0101
 

the 	Foreign Assistance Act of 1981,
1. 	Pursuant to Sections 103 and 531 of as
 

amended, the Agricultural Rehabilitation Support Project (687-0101) for
 

Madagascar 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 Authorization, 
subject to availability of funds ii 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. 

2. 	 The Project Agr6ement Amendment ,which may be negotiated and executed by 

the Officer(s) to whom such authority is delegated in accordance with 

A.I.D. rejulations and dulegatLions of authority, shall be subject to the 

following essential terms and covenants and major conditions, together 

with such other terms and conditions as A.I.D. may deem appropriate: 

a) 	 Condition Precedent for Procurement under the Commodity Import 
Comopone1t 

Prior to disbursement of funds made available by the Second Amendment to the 

Project Grant Agreement for procurement of commodities under the Commodity
 

the 	 documentationImport Component of the Project, or to issuance by A.I.D. of 

pursuant to which disbursement will be made with respect thereto, the 
agree in writing,Cooperating Country will, except as A.I.D. may otherwise 

furnish to A.I.D., in form and substance satisfactory to A.I.D. a plan for 

procurement and distribution of such corodities, including such elements as 

may 	 be prescribed in Project Implementation Letters; and 

b) 	 Special Covenants for the CormodityImport Component 

the 	project,i) Procurement under the Commodity Import Component of 

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 SpecialAccount established purusant to Sections 4.2b and' 8.1 of the
Project Grant Agreement currency of the Cooperating Country

generated by the sale of commodities importedCommodity Import Component of the 
under the

Project. Funds in the 	SpecialAccount 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 U.S. $118,000 ofthese 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:ient
programs in Madagascar. This $118,000 Trust 	 Fund requirement isin addition to the $245,000 Trust Fund requirement alreadycontained in Section 8.1b of 
the Project Grant Agreement.
 
3. Hotwithstanding Section 6.1 of the Project Grant Agreement, and based uponthe justifications set forth in Annex 7 of the Project Paper Amendment,attached hereto, the follo.ing waivers are hereby approved: 

a) A 	 source and origin waiver from AID Geographic Code 
to 	 000 (U.S. only)Code 899 (Free World) in the amount of $574,000 for theprocurement of approximately 48 farm tractors and related spareparts. it is hereby determined that exclusion of the procurementfrom Free World countries other than the cooperating country andcountries included in Code 941 would seriously impede attainment ofU.S. foreign policy objectives and objectives of the foreign
assistance profram. 

b) A waiver of soLrce and origin and supplier nationality requirementsfor Caterpillar spare parts, as follows: A source and origin waiverfrom AID GeographIL Code 000 (U.S. only) to Code 899 (Free World)the amount of $318,575 for 	 inthe procurement of Code 899 parts from anon-U.S. supplier; a waiver of supplier nationality requirements fromAID Geographic Code 000 (U.S. only)
amount 	of 

to Code 899 (Free World) in the$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 World countries other 	than thecooperating country and countLries included in Code 941 wouldseriously impede 	 attainment of U.S. foreign policy objectives andobjectives of the foreign assistance program. 
4. The Authorization cited above remains in force except as hereby amended. 

Approved: 

Disapproved: 

Date: 	 25.MAR197 

Clearance: REDSO/ESA/RA: Barrington 



SUM1ARY
 

The original Madagascar 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 extended at this time to 30 November 1987. A 
mid-term evaluation, conducted in September 1986, reviewed project progress to
 
date 	and made recommendations 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
 
Derelopment Assistance ($200,000).
 

MARS will continue 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 transportation inputs required for the
 
rehabilitation effort; and
 

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

The mechanisms selected for support will help to strengthen the role of the
 
private sector in the agricultural economy, through: imnportation of needed 
agricultural support commodities; assistance to the GDRH to take specific 
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 project. In addition, $150,000 of cost savings from 
FY85 fruds for the !Hamakia Bridge will be used for FY87 commodity imports. 
These funds will be used to assure that: (1) approximately 50 light tractors 
are importedl; (2) aderquate spare parts are available for Ford and Caterpillar 
equipment imported both under the current project and under this amendment. 
The mix of commodities 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 flovember 1986 end-use assessment of commodities imported to 
date. The importers already operating under the current project will continue 
to implement the commodity import component, based on their representation of 
American products and sustained effective implementation.
 



The second component of the project, consultancies and training, will continue 
the focussed approach taken in the first amendment and reinforced in the FY88 
CDSS 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 mitd, AID funding in the amount of $800,000 will be used to:
 

(1) 	 continue agricultural policy dialogue with the GDRM and monitoring of
 

po?.icy develcpments, through a third Agricultural Policy Analysis
 
Semalaar involving the participation of senior economists, and related 
activities;
 

(2) 	 fund studxis ho assist the CG)RM to define ways that the private sector 
may assume a ireater 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 Agricultural Institutions Development Project. Ilo commingling 
of funds is anticipated and no management of AID funds by an international 
organization will be involved. AID will provide support (consultancies, 
training and related comuitodities) to those Ministry units within UPARA and 
MPAEF which are responsible for monitoring and oversight of aricultural 
parastaLals, and will assist them to develop management information systems 
which can analyze performance indicators and assess problems. Several 
agricultural parastatals will be selected for in-depth study beginning in 
early 1.907 under first amendment funding. These studies will be completed 
under fundingr from PP Amendment Ilo. 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. PROJSCT RATIONALE AN1D 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 included in the FY1988 ABS (prepared in June
 
1986), represent AID's approved strategy for Madagascar. That strategy
 
outlites a narrowly focussed short-to-medlum 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 stratety 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 unacceptably high prices, and which will serve to 
assist th- GDRH 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
 
PL480 Title I.
 

(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 essential agriculturally-related
 
equipment; assi, tance with assessment of agricultural parastatals, 
with a view to their partial or complete divestiture; and, 
possibly, support r a private sector line of credit using
 
counterpart funds.
 

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

(4) 	 Primarily through use of counterpart funds generated from PL480 and 
the commodity import portion of this pioject, continued support for 
rehabilitation of infrastructure essential to increased rice
 
production such as farm-to-market roads, and irrigation works.
 

/
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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
 
GDRH to understand the impact of liberalization measures taken to dato, 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 greater private sector involvement
 
in the agricultural sector, 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 generations will directly
 
support objective (4), and is likely to be channeled to assist with
 
agricultural credit needs (objective 2).
 

2. Program Factors: CDRM 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 Hinistry management capciLies. 

a. Agricultural Sector 

Agriculture employs over 85 percent of the population, produces most of the 
country's food, supplies the bulk of the raw materials for the country's 
manufacturing sector, and constitutes over 40 percent of GDP. Agricultural
 
exports are the largest earner 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 
government pricing and marketing policies; shortages of imported inputs, 
especially of intrmediate goods such as spare parts (due to foreign exchange 
shortages), lack of new research, arid deterioration of the transport system. 

The importance of rice in adagascar's economy cannot be overestimated. 
Malagasy 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.
 

Al
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The decision to liberalize the rice sector, taken in Hay 1983, originally had
 
four aspects: (1) elimination of the state marketiug monopoly for paddy and
 
rice (except in Lac Alaotra and Harovoy, where marketing monopolies remained
 
until April, 1986); (2) allowing market-determined consumer prices within a
 
specified range (with floor prices set for producers and ceiling 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 macroeconomic and agricultural sector adjustment programs to assess
 
comprehensively the commitment of the CDRM to policy reform and its 
effectiveness in implementing major structural changes in the economy. The 
background and status of the agricultural and macroeconomic adjustment and
 
stabilization programs were reviewed and analyzed in Annex B of the FY1988
 
CDSS. A summary and update is provided below. 

b. Overview of Recent Reforms
 

ln May 1986, new reform steps were taken under two new, mutually supporting 
projects with the World Dank, namely the Agricultural Sector Adjustment Credit 
Project (ASAC) for SDR 50 million, and the Second 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 Croup 
for Madagascar, sponsored by the IBRD. The Group agreed that the GDR's 
proposed programs of policy reform were on the right path, and urged that they 
be pursued and developed further. In addition, the CDRM negotiated two 
requests for IMF assistance in May. One was a request for an emergency 
purchase of SDR 16.6 illion to recover from the damages of cyclone Hlonorinina 
in March, and the second was a request to purchase SDR 16.6 million under the 
Compensatory Financing Facility to offset the 1985 shortfall of coffee and 
vanilla export earnings. Both of these agreements contain reviews of progress 
on policy reforms and reaffi'mation of the CDRUM's commitment to continue and 
reinforce easures to strengthen the economy. 

Vegotiations for the sixth IUF Standby Arrangement were interrupted by the 
cyclone, which imposed new foreign exchange and dumestic costs requiring 
investigation and assesssment. Nlegotiations were resumed in June and the new 
Standby Arram1gement was approved in September, after a 25 percent 
devaluation. These actions demonstrate that the GDRM is cCooperating fully 
with IBRD and 11IF as well ;s AID in de;igning and implementing monetary and 
structural adjustments to reverse declines in production and income. 

The following paragr'aphs review reform measures which have been undertaken or 
are planned during the 1986--87 adjustment program. Table 1 shows balance of 
payments.
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Table 1. Balance of Payments, 1980-87
 
(In millions of SDRs)
 

1981 1982 1983 1984 1985 l/ 1986 1/ 1987 2/
 

Exports, FOB 281.5 296.4 289.7 325.2 273.9 299.6 313.4
 
Imports, FOB 433.2 409.0 -353.8 -343.5 -330.7 -320.2 -316.3
 
Trade balance -151.7 -112.6 -64.1 -18.3 -56.8 -20.6 -2.9
 

Service receipts 55.6 49.7 45.0 56.9 74.3 74.3 76.0
 
Service payments -267.6 -272.7 -268.0 -289.2 -286.6 -306.9 -310.9
 
Freight -66.2 -68.1 -49.6 -48.1 -47.0 -44.8 -44.3
 
Transport, travel -59.3 -55.7 54.6 -61.8 -64.5 -64.5 -66.4
 
Investment income -78.3 -91.4 -106.6 -134.9 -131.2 -150.2 -158.7
 
Other -63.7 -57.5 -57.2 -44.4 -43.9 -47.4 -41.5
 

Services (net) -211.9 -223.0 -223.0 -232.9 -212.3 -232.6 -232.9 
Private unreq. 

transfers 3.4 -1.3 -1.1 9.3 15.0 15.0 25.0 

Current account -360.2 -336.9 -288.2 -241.3 -254.1 -238.2 -212.8
 

Public transfers 53.1 65.5 56.9 66.1 67.1 87.9 78.0
 
Long-term cap.(net) 237.7 109.9 184.1 180.0 162.9 60.7 1.3
 
Drawings 277.2 190.1 181.1 117.9 143.4 169.2 159.7
 
Amortization -93.2 -164.2 -183.1 -127 0 -147.0 -135.8 -158.4
 
Debt relief(net) 53.7 84.0 186.1 164.9 151.6 27.3 --


Official 50.3 82.1 125.1 141.1 137.9 27.3 --


Commercial banks 3.4 1.9 61.0 23.8 13.7 --..
 

Petroleum financing -- -- -- 24.2 14.9 .. .. 
National banks (net) -18.1 -23.8 -0.3 -12.2 1.0 .. .. 

Other 5.3 77.6 -41.7 23.1 15.3 .. .. 

Overall balance -82.2 -107.7 -89.2 15.7 -7.8 -89.6 -133.5
 

Financing 82.2 107.7 89.2 -15.7 7.8 89.6 133.5
 

1IF (net) 31.6 51.7 6.5 17.9 -3.4 -1.6 -27.1
 
Purchases 
 39.0 52.4 10.2 41.4 29.0 39.2 --
Repurchases -7.4 -0.7 -3.7 -23.5 -32.4 -40.8 -27.1 

flet cash change in 
arrears (decr.-) 59.0 63.8 69.6 -9.0 -8.3 -8.0 -8.0 
iet central bank
 
reserves (inc.-) -8.4 -7.8 13.1 -24.6 19.5 -9.1 -10.0
 

Financing gap -- -- -- -- -- 108.3 178.6 

IEstimate.
 
2/ Projected.
 

Source: IMF, Request for Standby Arrangement, Aujust 1986, p. 32.
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C. Specific Reform Measures
 

(1) Resource Allocation
 

The GDR is continuing to 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 release of the second tranche
 
of ASAC financing. GDRM has reduced subsidies from export crop revenues 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
 
effective, and will be eliminated prior to release of the second trancho.
 

(2) Rice Strategy
 

The GDR14 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 needs through PL480
 
Title I. flow, in support of increased 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 
-ice policy has been strengthened; M;PAF'.A will supervise buffer stock 

management, including SI14PA services in transporting and distributing 
commodities. 

In April 1986, competition in rice ,.marketing was introduced among traders, 
millers, and hul]ers 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 seasonal shortage, if market 
prices fall to levels agreed upon by the World 13ank and GDUPH. 

A trigger price acceptable to IDA is activating open market sales from the 
buff(r stoch ond is high enough to recover fully the costs of operating the 
pro[ram. Dtring 1986-87, the price has been set at 35-40 percent of the 
average, post-harvest market price. An annual import pLrogram will support the 
buffer stock and impoLrt levels wil.l be adjusted as appropriate in accordance 
with market requiL-ements. A minimum vol.ume of buffer stock has beeni set at 
which HPARA will order rice shipments; to avoid price speculation. IDA, in 
effect, guarantees the succ(s of the buffer stock system by promising enough 
foreign exclhanee to supply all the rice needed al the trigg"er price. IDA 
defines the bulfer -t;ock syntem as influencing, rather than ccntrolling, the 
rice market. The ASAC appraisal report estimated there is a 5 percent chance 
that open-market sales would exceed 30,000 HT. AID's Food for Progress 
Program will provide this 30,000 MT of rice for the buffer stock for year 
one. YeaL-s two and three Food for Progress contributions of 21,000 HT per 
year are planned, subject to availability of USDA commodities and review of 
buffer stock operations and import needs. 

The World Food Program is comnmitted to providing an additional rice grant of
 
up to 100,000 HT over three years starting in March 1987, as a contribution to 
the open market sales buffer stock. WFP,commodities will be drawn upon when 
needed, with a first shipment of 10,000 MT planned for March 1987. It is 
unlikely that additional rice imports will be needed 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 Marketing Incentives
 

GDR14 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 kilogram of
 
robusta coffee increased from FMG 470 to FHG 600 -nd of arabica from FHG 470 
to FHG 620. The producer price of vanilla was raised to FHG 7,000 per kilo. 
These price increases, coupled with the 25 percent devaluation, will encourage 
investment and savings by coffee and vanilla growers. Prior to disbursement 
under ASAC, new quarantine regulations are t,' be enacted. Importation and 
distribution of agricultural inputs is to be transferred to private, 
commercial enterprises and over 70 of HPARA's sales outlets have already been 
closed. 

(4) Export Crops
 

The GDRM is giving special emphasis to studies of production and taxation of
 
export crops, and edible oils. A study of the edible oils industry is being
 
financed by UHDP, which will assess the comparative advarntage of different 
oil crops and the industry's rehabilitation needs. An action plan for the
 
oilseeds and coffee industries and for diversifying exports will be prepared
 
in the near future. Studies of ways to improve export administration is being 
undertaken and an action plan prepared prior to release of the second tt-anche 
of ASAC financing. 

(5) Stabilization Program
 

In mid-September 1986, CDRH agreed with I1F on a 1986-87 standby arrangement 
for SDR 30 million extending through the end of 1987. The letter of intent 
prepared by the Mlinister of Finance and Economy in July proposed that tile 
primary reforms focus on creating the market and regulatory conditions 
favorable to economic growth. Inflation was expected to L. 16 to 18 percent 
in 1986, including the inflationary effects of devaluation. 

The GDRI4 proposed to limit rice imports to 134,000 MT in CY 1986, but this was 
later exceeded in the aniotint 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 
maturity, or incur more than SDR 35 million of new debt with maturity between 
5 and 15 years. Banks were to ba prohibited from financing public enterprise 
losses after January 1987. Subseq-,-nt discussions with I1iF undoubtedly 
strengthened preconditions for appt-",L 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 sector, 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 disparity
 

between urban and rural average incomes. Favorable impact should be enhanced
 
On the other hand, as
by Madagascar's potential in the area of rice research. 


real income has fallen, urban, families spend a larger percentage of income on
 

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.
 

food. 


D. Conclusion
 

While the full benefits of the reform programs will not be realized for
 

several years, the GDRM has embarked on an ambitious, but urgently needed,
 

macroeconomic reform program to increase economic growth and foreign exchange
 

earnings. The industrial sector only exports about 5 percent of its
 

production and currently is operating at only 40 percent of its capacity. At 

the onset of the reform program, important elements of the GDRM, including the 

openly questioned the. visdom of the program but acknowledged thePresident, 
been made but the reformGDRH had no other choice. Reasonable progress has 

GDRM must demonstrate resolve, persistenceprogram is only beginning and 	 tle 
end result is to be achieved.and leadership if the desired 

3. Proje t E perience to Date 

A mid-term evaluation of MARS was held in September 1986. Findings and 

recommendations address re-orientatLion of planned activities remaining from 

the original project, readjustments suggested for the first amendment, and 

activities to be funded under 	the second amendment. Key evaluation findings
 

are briefly suamarized below. 

provided foreign exchange for importThe conunodity import component has inputs 

of key inputs required for the rehabilitation effort. It has also provided 

greater access for farmers to equipment and, eventually, to infrastructure and 

initial delays, USAID and internal
services via the private sector. Aftr 


GDRH procedures for working with private importers are now set up and running 

smoothly, with rapid disbursement of commodities. The original proJect 
tractors spare and equipment spareprovided $3,460,000 for Ford and parts road 

parts. An additional $1,000,000 was provided for import of bridge
 
Bridge on the Mahavavy River. Thesuperstructure components for 	 the Namakia 

first amendment provides an additional $2,174,000 for spare parts (for
 

selected road maintenance equipment and for agricultural tractors), light duty
 

trucks and a limited amount of new road maintenance equipment.
 

/5 
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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 c--aterpillar 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 value). Caterpillar spare parts by sales value are
 
being 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 secondary and feeder roads.
 

Original MARS project activities in technical assistance and training were
 
designied to open doors for AID within the Malagasy agricultural sector, and to 
establish relationships with a wide range of agriculture- related Malagasy 
institutions, as well as strengthen GDRHIcapability to conduct policy analysis 
and planning. Over 13 Ministries, parastatals, and other local institutions 
participated in project-funded training, consuIltancies and agricultural policy 
dialogue. The most important activities in the original project have been: 
agricultural policy activities through S&T's Agriculture Policy and Analysis 
Project (APAP), including a mid--1cvel policy seminar and informal high-level 
policy dialogue; training, through USDA, of mid-level Ministry staff in 
ecoiomic and financial analysis skills and project appraisal techniques; 
linkages with several Int.ernational Agicultural ResoaLch Centers (IARC's); 
and discrete activities rel fted to land tenure policy, agriculLural statistics 
and census, and skillst development fur labor intensive road maintenance. The 
evaluation recoii-teii,]ed that funds rentaining from planned technical assistance 
and training activities underL the original project be reprogrammed for 
activities more consistent with agriculLural policy improvement.
 

As the project moves into iniplemetiLtation of the first amendment, a narrower 
range of technical a!;si.stance and training nctivitLies are being undertaken, 
with funds targeted for initiation of parastatal divestiture studies, and 
continued policy dialoLue. The diversity in the original project was 
effective for setting up wet-king relationships with GDRH institutions and for 
examinni possible ta-eets for further assistance. However, by channelling 
project support to fewer activities, more can be achieved in the way of 
concrete results, while lessening the management burden on the small AID 
office in Antananavivo. Parastatal divestiture activities have begun oin a 
good footing, with an initial consultancy undertaken to define a detailed 
scope of work for the first phase, in conjunction with the World Dank and its 
Second Agricultural Institutions Development project. A second APAP activity, 
to include a return visit by Dr. Elliot Berg and a policy workshop, is now 
being planned for June 1987. 



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 assist with privatization of certain services to farmers;
 
and (4) continue policy dialogue through consultations in Madagascar by high
 
level economic advisors.
 

B. 	 STRATEGY AND OBJECTIVES: PP AMENDMENT 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 Madagascar'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 No. 2 will go toward:
 

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

Continuation of broad agricultural p)licy dialogue with the GDRM, and 
monitoring of policy developments, so that Malagasy officials can
 
discuss policy concerns with high level advisors who bring vast 
international experience and relevant country examples to Madagascar.
 
Dialogue will take place through structured seminars, informal meetings, 
and study tours;
 

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

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

2. 	 Project Coal and Purpose
 

The project goal is to increase agricultural production, productive 
employment, and real income. The purpose of the HARS project and this 
amendment will be 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 transportation inputs required for the
 
rehabilitation effort; and
 

/2 
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(b) 	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) 	Improved production and transport as a result of imported
 
agricultural inputs.
 

(2) 	Parastatal diagnostic studies and action plans.
 

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

(4) 	Studies and economic analyses completed or underway on specified
 
problem and policy areas related to the private sector's role in
 
agriculture.
 

(5) 	Participants trained and returned to assigned jobs.
 

(6) Policy seminars.
 

Project amendment inputs include the following:
 

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

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

(3) 	 Short term consultancies to address critical skills gaps identified 
by the GDRM, particularly regarding policy dialogue, policy 
studies, and parastatal management and divestiture.
 

(4) Necessary equipment and supplies to complement the consultancies
 
and training, such as computer hardware and software and some
 
office equipment and supplies.
 

(5) 	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.
 

(C) 	a variety of project administrative and logistical support
 
costs.
 



- 13 ­

(6) 	GDRM regular budget, which will pay the normal salaries and
 
allowances for personnel associated 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 GDRM, according to the local currency use plan set forth in the 
recent ABS (see Annex 8.d.). That plan includes both PL480 and CIP
 
generations. 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 BTH. 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 rehabilitation 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 NARS Project Agreement, completed in November 
1986, reports that commodities are being quickly absorbed by the agricultural 
and transport sectors. All tractors imported to date have been sold and are 
being engaged entirely in agricultural production. Approximately 63 percent 
of tractor sales were to private sector farmers and 37 percent were to 
parastatals. Of the patdstatals served, all were engaged in increasing the 
agricultural output of Hadaascar, productive to the overall economy and level 
of employment. The report further states that some parastatal agricultural 
operations are up to 50 percent privately owned. (Annex 8a is a summary of the 
end use survey.) 

Approximately 70 percent of the spare parts imported to rehabilitate road 
construction and mainteniance equipment have directly benefitted the 
agricultural and rural transport sectors, while the 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. 	 Amendment Design 

Programming for this ,endment, 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 are also contributing to Madagascar's overall 
economic output, and takes into account the nature and marketing methods of 
the commodities to be financed. The FY 86 end use survey indicates thet 
equipment and spare parts are primarily reaching the intended target sector 
users under the existing import program structure without adopting any
 
further specific targeting measures. 



- 14 -

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 expensive proposition
 
considering that, in the case of Caterpillar, more t~ian 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 target sector. 

The FY 87 MARS Amendment will continue to work with two major private sector 
importers, Ford and Caterpillar, having exclusive distributorships as 
defined in AID Regulation 1, to import and distribute the total amount of 
conalodities financed under this project amendment. Although Madagascar is 
not an important market for U.S. products, these firms continue to offer 
commodities suitable for financing. The 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 
[adagascar, without the presence of a full time Commodity Management 
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 implementation 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 foreign 
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 
exchange allocation policy will be liberalized in January 1987 to permit 
open access to foreign exchange reserves by all importers. Major 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. Therefore, as access to foreign 
exchange becomes more uncertain, a program such as the MAPS CIP, which 
guarantees the availability of foreign exchange to participating importers,
 

becomes even more desirable to those importers.
 

LC1
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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 KARS, and foreign 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
 
relocated 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 availability 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 lip and 
larger) represented in Hadagascar, previously declined foreign exchange
 
allocations tied Lo U.S.-manufactured equipment because of the high cost of 
producing small tractors in the United States appropriate for Madagascar.

However, it is likely that John Deere 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 
impl.ementing ministry, the DGP, in granting foreign exchange allocations 
under the grant will be required to determine if funds are sufficient to 
pemit allocations to each 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 ningle importer, it is unlikely that financing would be 
Split. Further.more, it is assumed that a single importer could pass Ol the 
cost savings to the end usero achieved by ordering and shipping in large 
quantities, and that erie importer would be in a better position to stock 
larger quantities of spare parts.
 

Ford does not wish to import additional quantities of light weight 
farm-to-market agricultural transport vehicles under this amendment since 
the first trucks financed under MARS (Amendment Io. 1) will not have arrived 
in Hadagascar unti.l the first or second quarter of 1987. Therefore, imports 
to be financed under this amendment do not include transport vehicles. 
However, Ford feels that they must have a small amount of foreign exchange 
available at all times in order to provide spare parts over the long term to 
the clients who have purchased and will be purchasing tractors. The actual 
breakdowm 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 to original
 
clients, offering cpare parts delivery in the field and direct to the
 
client's place 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 service 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 KARS 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

Hamakia 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 Uo. 1 did not vary

significantly from plans envisioned in the respective Project Agreements.

This 	was due primarily to early participation by the importers as designs
 
were 	being developed. Since Amendment Ilo.2 has been designed in a similar 
fashion, it is anticipated that the allocations between the participating

importers 
ound in the table above will not be changed significantly once
 
implementation begins.
 

The relatively even division of foreign exchange provided by this amendment
 
between the two participating importers was based upon three primary
considerations: (1) information contained in the 19B6 end use evaluation 
which indicates that 	both tractors and spare parts for road maintenance and 
conbstruction are making significant contributions to the rehabilitation of 
the agriculture and rural tra:isport sectors in Madagascar, (2) each 
particilpating importer has equally large requirements [or foreign exchange
anid could absorb considerably more foreign exchange than is provided by the 
existing CIP, and (3) alny further reductions iiithe quantity of foreign
exchange to be provided to either importer would make the program less 
attractive and would reduce the economies of procurement (i.e., cost savings
to Ford and end users when contracting for a manufacturing production run of 
50 vs. 10 tractors, freight cost savings, etc.). 

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 continued implementation of this project. 

1. 	 Spare parts and other imports shall be allocated on the basis of
 
evaluations, by the Agency primarily responsible for
 
administcring Part I of the act, of the ability of likely
 
recipients 
to use such spare parts and imports in a maximally
 
productive, employnment 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 anid markets
 
through road improvement in rural areas. - 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 PL4a0 self--help programs and World Bank assistance already
 
underway in Madagascar.
 

3. 	 Emphasis siall 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 economic sectors
 
and geographic regions.
 

Commodities to be imported under this amendment will primarily serve 
the agricultural sector, alLhough the transport sector will benefit to 
tha degree that roads are constructed and maintained by equipment 
rehabilitated from imported spare parts. The equipment and spare 
parts 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 were distributed to five of the si.x provinces of Madagascar,
 
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) Foreign currencies 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 activities
 
which are consistent with the policy 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 P,:icultural 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 require that the government of tile 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 Agreement which contains $245,000 in local currency equivalent 
from revenues to be generated from commodity imports. An additional 
$118,000 in local currencies from CIP counterpart will be added to the 
Trust Fund under the Amendment to the Grant Agreement for FY87 funds. 

c. Prolect Support Commodities
 

A small quantity of funds will be made available for financing two 
microcomputers, updated systems software and replacement parts for existint
 
computer equipment previously purchased under the project, and some office 
equipment and supplies. One microcomputer will be for the use of the 
Malagasy 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 sector importer 
component. Procurement wili be initiated by PlO/C's and contracting will be 
implemented by direct AID contracting procedures. 
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2. Technical Assistance/Training
 

a. Policy Dialogue
 

Under MARS Amendment go. 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.
 

Th.s 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 GDR14 "Agricultural Policy
 
Reform" by Dr. Elliot Berg, based on 16 days of consultations and site 
visits in Madagascar, 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 ilgo (a
 
consultant familiar with Asian policy reform experience) was designed to: 
(1) introduce Malagasy decision-makers to other developing countries' 
experience in agricultural policy reform, (2) provide a forum for open 
discussion of Halagasy experience in implementing rice price liberalization 
and other reforms, mnd (3) identify next steps in Malagasy reform for 
further study. Dur-ing the September 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 been reached, for 
the most part. Host participants' level of responsibilities focussed more 
on policy implemenLtioLon than policy--making; they would have preferred a 
longer seminar with a more participatory format, and more presentations 
geared towards solving specific policy implementation problems. On the 
other hand, the seminar was successful ii that it "broke the ice" on formal 
U.S./iHalagasy agricultural policy dialogue in an open forum setting. 

In spring of l987, MARS Amendment glo. 1 will fund study tours in Asian 
countries for 3-4 high level decision-makers, who will participate in the 
second agricultural policy seminar planned for June 1.987. The study tours 
will expose selectud GDRM policy-makers to Asian agricultural policy reform 
ex,.ples with a rice focus. Drs. Berg and Hgo will prepare papers for 
distribution before the 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 Ngo 
together with GDR11 Ministers and Secretary Generals for exchanges of views 
and discussions of policy alternatives. The seminar itself will target the 
needs of those involved in policy implementation at the middle management 
level, ,-ecognizing that participation by higher-level policy-makers will 
probably be limited to keynote addresses by study tour participants; and it 
will examine and discuss the comparative experience 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 distribution 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 are needed to motivate producers and
 
increase national rice production.
 

Amendment Ho. 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.S. 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 Malagasy consulting firm, under project-funded
 
local currency contract with DGP. 

It is expected that the senior 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 sector studies which are scheduled for completion 
by April 1988. Also, study tours (funded under this amendment) will be held 
in spring of 1988 and will excpose Halagasy decision-makers to private sector 
policy reforms in agriculture in other LDC's. These study tour participants 
will play key voles in the seminar. Topics for semintar discussion will 
include the regulatory and credit sector reforms needed to foster increased 
private sector participation in the distributior. of agricultural inputs 
(seeds, fertilizers, etc.), and expansion of private sector aro-processing, 
warehousing, farm-to-market transport, and construction in support of 
agricltural production and marketing. Siince the BTI/IBRD/AID project to 
expoand private sector agricultural credit is likely to be underway by that 
time, prerentations and debate wary also initiate dialogue on policies needed 
to establish private sector brinking for agriculture in Madagascar. If 
appropriate, based on AID/GDRI progress in developing action p~ans for 
agLricuILtural parastatal divestiture, the 1988 seminaL could also include 
presentations and debate on alternative forms of whole or partial parastatal 
divestiture based on experience elsewhere in tihe developinig wol)d. 

The 1988 update of the inventory of Malagasy agricultural sector 
documLntation will be prepared by a local consulting firm as aii annex to the 
1986 APAP inventory. The update will include: (1) an alphabetized 
bibliography of all new agr'icultural documentation about Madagascar produced 
during the preceding two years, 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) Summary 

Efforts with agricultural parastatal divestiture, an important component of
 
the HARS project in its amendment phase, were initiated under the FY 1986 
Amendment, and will be continued through Amendment 11o. 2, in close
 
collaboration with the World Bank and its Second Agricultural Institutions
 
Development Project. The objectives of the parastatal divestiture component 
of HIARS are: 

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

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

to strengthen 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 11o. 1 funds) 
through the REDSO/ESA Indefinite Quantity Contract for parastatal 
divestiture with Coopers and Lybrand. Short term consultants will advise 
MPARA and MPArF in methods of more effective monitoring of agriculture 
sector parastatals, and will also provide experts to complete diagnostic 
sLudies and action 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 
responsibilities. Funds are included for related U.S. or third-country 
short-term training, and a modest amount of project support commodities. 
Annex Ob is a descriptiont of the parastatal divestiture actLi.ity as reviewed 
and approved by the CORL. 

Activities began in September 1986, with an initial consultaticy to draft a 
preliminary scope of work for the first phase of the program. That draft 
has lieeit reviewed by the GDRH and revised based oin their comments and those 
of IBRD. Izijtiatioi of Phase I activities begatn ini January 1987. Phase I, 
which corresponds for the most part to Amendment 11o. 1 fundilig, is likely to 
be completed by August 1987. This amendment provides funds for Phase rI 
completion of the activity. Phase II is scheduled to for September 1987 
through December 1988. It is important that the time allotted to cot ulete 
the parastatal divestiture component of MARS be adequate to involve tie GDRH| 
in each stage and ensure agreement arid support to proceed to the successive 
stage.
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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 GDRH
 
agricultural 'institutions and parastatals. AID has agreed, because of our
 
special interest in parastatal divestiture, to provide the expertise,
 
training and commodities described in detail below (and in the budget

table). The funds provided under MARS Amendment 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-year effort, which is intended to include 
definition and implementation of a parastatal monitoring system for MIPARA 
and HPAEF, and parastatal restructuring. AID's financing is separate 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 Madagascar 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 wore held to ensure
 
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 -n-ome100 public enterprises in Madagascar which are involved in 
production (ralier than parastatals involved in service provision, for 
example). The World Dank will provide technical assistance for data 
collection anid classification of parastatals, which will lead to 
recommendation and a general plan for the disposition of each enterprise 
(e.g. parLial or complete divestiture, retetitioii, closure or
 
restructurilig). The Dank will also assist the GDRM to re-vise and
 
rationalize yoveriiment-wide parastatal moniiioriig. The latter may involve
 
support for a centralized institution to liaise with monitori,,g unlits in the 
secLo-al 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 IBRD 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 timig and 
progress of activities on each side, and that teams would collaborate, as
 
appropriate, in the development of classification systems and analytical 
te.chniques to be employed. However, it is important to emphasize that AID 
will not address institutional issues regarding relationships 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 systems, iicludinig training of parastatal staff in application of 
~adagascar's new accounting framework. 
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During the design 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/GSA 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 Ministry 
staff participate in all aspects of the effort, as well as selected 
in-country and external training. For example, a seminar may be held to 
discuss project objectives and steps toward divestiture to be considered. 
Sonie external short term training will be funded, as needs are identified, 
in such areas as financial management, information systems, and marketing, 
or other topics. 

I. Data Collection and ClassiFication: Phase I is 1-obegin with
 
collection and classification of existing data on the agricultural
 
parasLtatals. The parastatals will be classified according to their position
 
(e.g. function; current status; ownership; quantity and quality of financial
 
data; turnover, losses, debt/equity position; and viability), and a
 
categorization will be made as to 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
 
GDR. These criteria are likely to include, for example, foreign exchange
 
earnings, export orientation, and growth potential.
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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 MARS parastatal divestiture 
activities, and will result in studies from which decisions can be reached 
vith government concerning next steps. 

3. Action Plans for Divestiture: The second phase will continue
 
from this point and, based on the results of the business plans already
 
dev.loped, 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 securities likely to 
attract private investors, and ways of promoting them. 

Assessment of the most appropriate mode of privatization fcr each 
enterprise, and method of divestiture most appropriate to the type of
 
capital resources already identified. This would include assessment
 
of the relevance of options such as divestiture of the entire 
enterprise; divestiture of minority shareholding; divestiture of 
profitable subsidiaries and/or particular assets of enterprises;
 
divestiture of packages of profitable and unprofitable business units. 

Policy and legislative measures needed to overcome obstacles in each 
case, inicluding any enabling legislation and possible fiscal and 
administrative actiots. 

Identification of potential investor groups both within Hadagascar and 
outside.
 

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

The results will be synthesized in detailed action plans F,.r divestiture. 
The action plans will set forth tasks to be accomplished for each enterprise 
and background information as a guide to the eventual next phase, the actual 
divestiture. If 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 both to ultimate 
shareholders and intermediaries and of management and employee share 
schemes, including ideas on taxation and incentives; development of 
innoative financial instruments. (Based on agreements reached with MPARA 
and MPAEF, the design team and the World Bank project manager, funds to 
audat HPARA alid HPAEF cOnduct studies of up to 4 parastatals that will 
reniniilLy in. 1,ove n:ni. ,:oxtroL heill be p'ovid4l from he WoLEd Bank 

Second A)LcIJLLu'e ittitutionts D4velopfflv.t ProjecL.) 
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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.diagnostic studies and
 
prepare action'plans. This manual will be suited to the overall divestiture
 
effort in Madagascar.
 

(b) Monitoring System/GDR4 Portfolio Management
 

A second set of activities will parallel the collection of data and the
 
preparation of studies and plans. This will involve application of findings
 
to tile 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 Ministries 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 relevant Hinistry 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
 
coinsultants will have a clear idea of appropriate indicators of performance 
for the pavastatals. At the end of Phase I, the IQC consultants will 
propose appropriate information systems for management of the portfolio of 
enterprises under the rvsponsibility of HPARA and HPAEF. Such systems will 
be based upon identified needs of the two Ministries, and reporting capacity 
of enterprises. Project consultants will outline performance indicators for 
agricultural parastatals, steps required to establish the systems, and 
constraints which must be addressced (technical skills, data collection, 
software) in order to put such systems into place.
 

During Phase I of the MARS parastatal divestiture ac i.vity, the monitoring 
systems will be established within HPARA and HPAEF. r' .e I will emphasize 
on-the-job training and essential in-country training, and some extternal 
short term training, if necessary, in order to assist MPARA and EIPAEF 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 inistries 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 accountants from 
selected agricultural parastatals. A new commercial accounting system is to 
be put into place in Madagascar 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 HPAEF for their monitoring systems. A local Kalagasy firm 
(specializing in accounting) will assess training needs, develop the 
curriculae, and plan the courses. Courses will be conducted by a Malagasy 
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.
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At the end of Phase II, systems for parastatal portfolio management will be
 
in place within the two Ministries, including standardized financial 
reporting and monitoring of key performance indicators, and Ministry and
 
parastatal staff will be trained to provide regular information and
 
incorporate it into the management information syste.ms.
 

(4) Counterpart Funds Support
 

Counterpart funds will be used to fund local contracts for implementation of
 
several 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 tirm will provide a basa 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; expedi|:Ang 
international arrivals and departures; transportation; office space); (2) 3
 
or 4 appropriately-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 thO country. The local firm will be involved in all activities 
undertaken for parastatal divestiture but will play a particularly important
 
role with reference to establishment of rmonitoring systems. 

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

http:syste.ms
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C. Private 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 handling
 
costs and losses, and to increase the efficiency of market access and sales
 
distribution throughout Madagascar. 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-market 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 for 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 i,,arketing 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 needed to stimulate increased 
rice . dIds per hectare, and decreased inequities and inefficiencies in 
market access and sales to consumers. The studies will produce a profile of 
private sector participation in each of these rice-related activities, and 
will specifically investigate the relative importance of credit, regulatory 
policies, social and geographic factors, infrastructure, business advisory 
services, and other possible constraints 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 
geographic region, supported by in-depth interviews of a sample of 
businesses active in each type of service, categorized by size of 
enterprise. The corsultants will develop recommendations for AID or other 
donor intevventions on the basis of these studies, including suggestions for 
dialogue with the GDRFI 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 Sevvic€es, 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 k5 person months of technical assistance will be 
required, with the studies to be completed by April i8q. Local logistical 
and research support will be provided by a Malagasy consulting firm funded 
by local currency project funds. Annex Bc 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 example, UNIDO is developing a project to
 
establish a "Business Services Bureau", to be staffed with internationally
 
experienced specialists who will be available to advise individual
 
entrepreneurs in need 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 BTH,
 
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 GDR; IDA would provide F-reign exchange loan funds, 
technical assistance, and training for BTH loan officers. The MARS studies
 
are expected to define the private sector credit needs of small and medium
 
size enterprises active in rice-related services, and to identify initial
 
loan candidates 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 
(1975,000) and Development Assistance ($200,000). 

2. GDR4 regular budget resources, totalling $37,800 equivalent.
 

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

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 financing for the technical assistance and 
training components of the project. The proposed expenditure of the
 
remaining $1,175,000 is also shown in Table II. A contingency item is
 
included for the technical assistance and training. No 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
 
reprogramming from Namakia Bridge have been added to the commodity import
 
component.
 

It should he 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. USAID/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 currency generations generated by the 
HARS project to date will be added to the local currency equivalent of 
$245,000 previously reserved ii the USAID Trust Fund. Management and 
utilization of the Trust Fund will be in accordance with standard AID 
procedures and TLust Fund agL'eemenLts signed by USAID and the GDRH. 

Table III shows the total project costs including both the original MARS 
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 UNIT AID FX : GDRM Reg.Bud.: GDRM CTPT
 

I. COHSULTANCIESI/
 

Policy Dialogue : 3 pm 75.0 : 6.0 38.0
 
MPARA parastatal : 7.5pm 112.5 : 5.0 75.0
 

studies
 
MPARA monitoring : 4.5pm : 67.5 : 11.0 90.0
 
1PAEF parastatal : 7.5pm : 112.5 : 4.4 75.0
 

studies
 
HPAEF monitoring 4.5pm 67.5 : 7.0 90.0
 
Private Sector :
 

studies : 15 pm : 150.0 :. 35.0
 
Eval/ audits 4 pm : 30.0 :
 

Sub-total : 615.0 : 33.4 : 403.0
 

II. TRAIUIUG / : 
MPARA 2 pm : 20.0 : 1.0 25.0 
HPAEF . 2 pm : 20.0 : 1.0 : 25.0 
Study tour (policy) : 45.0 : 

Sub-total : 4 pu : 85.0 : 2.0 : 50.0
 

III. 	COMMODITIES : -


Office equipment21 : : 25.0:
 
(copiers, calcu- : : :
 
lators, type­
writers) : : .
 

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

Upgrade existing IBM : 6.0 : 

Sub-total : : 51.0 : --- : 4.0 

Contingency (I,II,III) : @ 6-7% 49.0 : 2.4 : 28.0
 

TOTAL (Consult/Training): : 800.0 : 37.8 : 485.0
 

IV. COMMODITY IMPORTS : :
 
Tractors : : 574.0 :
 
Caterpillar spares : : 601.0 :
 

Sub-total : 1,175
 

GRAND TOTAL : 1,975 : 37.8 ": 485.0
 

I/ 	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 anl course costs.
 

3/ Office equipment, $10,000 for MPARA, $10,000 for HPAEF and '5.,000 for
 
DGP.
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TABLE III
 
MARS (687-0101)
 

OVERALL PROJECT COSTS
 
ORIGINAL AND AMENDMENT
 

$'000 &
 
$°000 Equiv.
 

COMPONENT : ORIGINAL : AMENDMENT 1 : AMENDMENT 2 TOTAL
 
FX LC : FX LC : FX LC FX LC
 

CONSULTAUCIES 265 55': 380 77 615 403 1260 535
 

PERSONNEL : 36.: 19.2: 33.4 : 88.6
 

139
TRAINING 140 54: 103 33: 85 52 328 

COMmODITIES 91 : 145 : 51 4 287 4 

COH. IMPORT 4460 1000 : 2174 : 1175 - 7809 1000 
COMPONENT : : . : -

CONTINGENCY/ : 44 17 : 42 13.1: 49 30.4 : 135 60.5 

INFUATIOU : . .. : 

TOTAL :.5000 1162 : 2844 142.3: '1975, 522.8 : 9819 1827.1 

------------------------7--------------------------- -------------------­
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TABLE IV
 

COSTING OF PROJECT ELEMENTS
 
(In $000 or equivalent)
 

Title MARS (Amendment No. 2)
Project # 687-0101 

Project Elements*Project Inputs 


# 1 #2 
 #3 #4 TOTAL
Funding Source 


1. AID 1175 655 91 54 1975
 

- 35.7 2.1 - 37.8
2. GDRH regular budget 


485
3. Local currency 428 53 4 


2497.8
1175 1118.7 146.1 58
TOTAL 


*#i - commodities procured
 
#2 - consultancies provided
 
#3 - trained personnel ­

#4 - equipment
 



-----------------------------------------

-------------------------------------------------

-----------------------------------------------
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TABL9 V
 

MARS (687-0101)
 
FINANCIAL STATUS
 

Commitments Disbursements* 
 Balance
Earmarks 


Technical Assistance
 
174,789 133,559 206,841
 

Elements 


Original 340,400 

-0- 32,000
22,326 


133,5S9 238,841
 

Amend. #1 32,000 


Total 372,400 197,115 


Trainin."
 60,104

Original 102,147 52,147 42,043 

-0­-0-
-0- -0-
Amend. #1 


42,043 60,104

Total 102,147 52,147 


Equipment
 
7,794
77,393 69,599
Original 77,393 


-0- 122,000

Amend. #1 122,000 89,475 


69,599 129,794

Total 199,393 166,868 


Commodities
 
2,323,692


Original 4,300,640 4,300,640 1,976,948 

-0- 2,174,000


Amend. #1 2,174,000 2,174,000 


1,976,948 4,497,692

Total 6,474,640 6,474,640 


Proj ect
 
2,598,431


Original 4,820,580 4,604,969 2,222,149 

-0- 2,328,000


Amend. #1 2,328,000 2,285,801 


4,926,431

Total 7,148,580 6,890,770 2,222,149 


Source: RFKC, Nairobi
 

* 	 Technical Assistance, training and project support equipmont
 

as of 2/13/87. Commodities, as of 10/31/86, (W-214.)
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IV. IKPLEMEUTATIOU PLAN
 

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 waivers 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 Procurement Instructions (CPIs) and Financing
 
Requests (FRs) will be used in place of PIO/Cs. The justification for using
 
A.I.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 continue to be followed by the importers, the Ministry 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/Hadagascar 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
 
coEnisant 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 (P.griculture 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).
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Regarding the methods of financing Implementation, the following chart
 
provides a brief summary.
 

Type of Hethod of 
Assistance Implementation 

Technical 
Assistance PIO/T; AID 

Direct Contract 

Training PIO/P; Direct 
placement in 3rd 
country or U.S.; 
PIO/T for Study' 
Tour-Direct 
Contract 

Equipment PIO/C; Purchase 
Order 

Total 

Commodity Direct L/Comm 
Import by AID/W 

Method of
 
Financing 


Direct Payment 


Direct Payment
 
and Credit
 
Transfers
 

Direct
 
Payment' 


Direct Pay
 
by AID/W 


Amount
 

$ 655,000
 

$ 91,000
 

54,000
 

$ 800,000 

$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. Vouchers submitted by contractors should contain
 
auftlelont docum utntciot to permit AID to dktormiie that tservices were 
provided and goods received. Commodity procurement procedures, as provided
for in AID Regulation 1, also provide adequate safeguards to preclude
 
requirements for special audits. Finally, the procedures for the
 
utilization of local currency generations were reviewed in November 1984 by
 
AID and found to be adequate for audit purposes.
 

C. lmplementation Schedule
 

For the commodity import component, following the signing of the Project

Agreement Amendment, an implementation letter will be sent enclosing commodity
 
procurement instructions and sample financing requests (FRs). The FRs will
 
serve as the requests to AI6 by the prime implementing ministry, the DGP, for
 
AID to 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.
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The following implementation schedules are for activities under Amendment No.
 
1 (Al), as well as activities under Amendment No. 2 (A2).
 

Project Month 


JAN 87 

JUN 87 

AUG 87 


AUG 87 


AUG 87 

NOV 87 


Project Month 


1 

2 

2 


3 

3 

3 

4 

5 

6 

6 

8 

9 

14 

15 


19 


19 

21 

22 


AMENDMENT NO. 1
 

Task 


CIP Commodities being to arrive (Al) 

Policy seminar (Al) 

Deliveries of Al CIP
 
commodilies complete 

Complete Phase I
 
parastatai REDSO/IQC
 
Review progress parastatal 

End use assessment (CIP) 


AMENDMENT NO. 2
 

Task 


Grant Agreement Signed 

Conditions Precedent Met 

Commence Procurement A2
 
computers/equipment 

Firm selected for
 
private sector studies 

Allocations requested 

Allocations approved 

Private sector studies begin 

Supply agreements reached 

Financing 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 commodites
 
complete 

End Use Assessment 

Parastatal Action/Plans complete 

Findl Evaluation 


Action Agent
 

Suppliers
 
AID/W APAP Buy-In,
 

Suppliers
 

REDSO/GDRM
 
USAID
 

Action Axent
 

USAID/GDRM
 
GDRM
 

USAID
 

USAID/AID/W
 
Importera
 
GDRM
 
AID/W IQC
 
Importers
 
GDRM
 
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 GDRM
 

implementing 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 pLoject.
 

USAID/Madagascar's role in monitoring will complement and support DGP
 

that 	project activities are expeditiously
activities in order to assure 

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 MARS
 

The second direct hire position is anticipated
commodity import component. 

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 is
 

smooth;
 

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

importers;
 

(3) recording the trainees who participate in in-country programs,
 
including a list of those invited/selected showing institution,
 
sex, job position, 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
 

distributing these reports, with French translations as needed, to
 

GDRM cointerparts;
 

(6) 	reviewing DGP contracts by DGP with local firms and keeping files
 

of contracts.
 

Such monitoring tasks are essential to assure that all project tasks are
 
Simultaneously,
accomplished within the brief time period of the project. 


the record of such monitoring activities will provide a useful basis for
 

part 	of the project's final evaluation.
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Management assistance in implementation of the CIP component wi] continue
 
to be provided by the REDSO/ESA Regional Commodity Management Ofi cer, 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 records as previously established.
 

VI. SUMMARIES 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 GD-IIstaff 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
 
KARS-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 oe gained through 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.
 



- 38 -

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 records as previously established.
 

VI. SUMMARIES 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 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 Oiscrete
 
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
 
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
 
consider ition of the value to be gained through targeting of commodities.
 

C. ADHINISTRATIVE 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. GDR
 

The primary GDRH institutions Involved in Amendment No. 2 are the DGP,
 
MPARA, and HPAEF. A broader cross-section of GDRH 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 Madagascar, and project priorities include the
 
development of information and management tools for sound sectoral
 
management and planning. Detailed analyses of institutional structures,
 
functions, capabilities and weaknesses of both MPARA and UPAEF 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 issues such as roles and lines of
 
responsibility jr operating rules regarding the relationship of these units
 
to other units in the GDRM will not be included in AID-supported
 
activities. (World Bank planned 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
 

Management 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
 
techniques to limit the extent of involvement of USAID/Hadagascar, there
 
will nevertheless be hectic 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.
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D. ENVIRONHENTAL 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
 
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 procurement of commodities financed by the
 
Second Amendment to the Grant Agreement, the GDRM will be required 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 GDRH 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
 

Evaluation 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 GDRH 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 particular 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 activities
 

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 (August 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 scene. 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; rico
 
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 consumption,
 
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 by this economist
 
will provide useful inputs to the evaluation team.
 

Funds in the amount of $30,000 are set aside in the project budget to
 
contract with individuals to assist with evaluations.
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ANNEX lb 

ACTION ME.CRANDUM FCR THE DIRECI, REDSO/ESA
 

FROM: Rosalie A. Fanalq2fject Development Officer 

SUBJECT. Madagascar 
(687-0101), 

Agriculture Rehabilitation Support (MARS) 
Approval of PID for FY 87 Amendment 

Project 

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

Discussion: The original MARS Protect 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 combined AID/W and REDSO 
team conducted a comprehensive evaluation of the project in September 1986. 
Based on its review of the evaluation, REDSO prepared a PID-like cable for a 
second (FY 87) one-year amendinent. The cable (Nairobi 40813) was subitted to 
AID/W for review and approval on October 27, 1986. 

The PIn-like cable proposed 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 
amendment in the field. Based on a review of the evaluation and the PID-like 
cable, AFR delegated the authority (State 367520, 25 Nov 86) to the REDSO/ESA
Director for approval of both the PID and the PP for the FY 87 MARS 
amendrrent. Tohwever, AID/Aq neglected to delegate to REDSO/ESA the authority to 
amend the ILEE to extend tlh negative determination to include the second

amndment. Therefore, a follow.-up request was made for an ad hoc DOA for the 
Director to approve the amended IEE, with the concurrence of the Regional 
Environmental and Regional LU-gal Officers. This DOA has just been received 
(per State 381238, 9 Dec 86).
 

Anticipating early AIDAi review and approval of the PID, the design team made 
plans to begin work on the amendment on December 3. Preparation of the PP 
Amendmnent is now underway, and authorization and obligation are planned for 
January and February, respectively. In keeping with the DOAs which REDSO/ESA 
received, rapid review and approval of the PID and amended DOA are now
 
required. 

A 1P 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 I ARS Amiendment as well -as the amended IEE which extends the 
original negative determination to include this amen ent,t/ thereby authorizing 

87 MARS PP Amendment. a-the FYthe preparaionof 

APPROVED:
 

DISAPPROVED: ______________ 

DATE: ___________ 



Attacgnents: 

A - PID-like Cable 
B - VOA to Approve PID (State 367520)
 
C - DOA to Approve IEE (State 381238)
 
D - Amended IEE _.
 

Drafted:1lEDSO/ESA:iR J:RFanale:skm (DRAFT) Date: 1 Dec 86 
Cleared:REDSO/ESA: PRJ:JDempsey (TDA.r) Date: 2 Dec 86 
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PROJECT DESIGN S[IARY ANNEX 3 
LOGICAL FRAMEWORK 

Life of Project: 

From FY 1987 TO FY 1988 
Total US Funding:S1,975,000 

Date Prepared:01/26/87 

Project Title & Number: MADAGASCAR AGRICULTURAL REHABILITATION SUPPORT (687-0101) AMF10DMENT NO. 2 

NARRATIVE SUMMARY 

GOAL: 
To increase agricultural 

productive employment and 

real income 


Project Purpose: 

Support agricultural policy 

liberalization and recovery 

of the agriculturalI

sector through (a) 

Increase foreign exchange
 

allocations for imports

of key agricutura*- 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. 


IOBJECTIVELY VERIFIABLE
JINDICATORS 

IMeasure of Goal 
I 

I 
I 

II 

Achievement 

IEnd of Project Status 

ja. 

j 


I
 

I 

Increased availability of 

key agricultural andI 

transportation inputs in

rural areas;
 

(i) Improved economic
 
policies affecting agricul­

tural production, parti­
cularly for rice and
 
export crops;
 

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


IMEANS OF VERIFICATION 


I 

j 

I

I 

i 

jEvaluation 


I 


I 

IIMPORTANT ASSUMPTIONS 

Assumptions for Achieving Goal Targets: 
iThe CDR. plan is the most effective 
Imeans available to the GDRM to
 
lincrease agricultural production.
I 
lAssumptions for Achieving Purpose:
 
IThat the most feasible way for AID to
 
Isupport GDR4 is provision of FX and
 
Iconsultancies/training.
 



OUTPUTS 	 Magnitude of Outputs Means of Verification I Important Assumptions
1. 	Improved production and 50 small tractors; tractor IGDER4 financial reports '(a) That provision of foreign

transport as a result of parts; road maintenance Icontrollers records I exchange can improve agri­
imported inputs. spare parts. icultural production;
 

1(b) That consultancies/
2. 	Improved data series needed Information systems; 
 training can have an impact
for the analysis of agri- corporate business plans; I on 	policy revisions in the
 
cultural parastatals. divestiture action plans. 
 lagricultural sector especially
 

I 	 Iwith regard to parastatals;3. 	Procedures in place for I (c) Trainees are available
 
management system for agri-
 Ifor training.
 
cultural parastatals;
 
procedures for divestiture
 

4. Studies completed or under- Studies (privatization of 
way related to private services)., 
sector role in agriculture I 

5. 	Participants trained and (60) .
 
returned to assigned jobs. 
 I
 

6. 	Policy seminar . I 
INPUTS Implementation Target " fAssumptions for providing inputs

IType & Quantity I I 
1. 	 Commodity import support. 1i. i,175,000 "Co Introllers' records lAvailability of counterpart
2. 	 Short term training 12. $ 91,000 land GDRM budget support.
 

(in-country, U.S. and I I
 
third country).
 

3. 	Short term consultancies. 3. $ 655,000
 
4. 	 Equipment and supplies to 14. * 54,000 

complement consultancies/
 
training. I
 

5. 	 Local currency counterpart 15. $ 485,000 .1 
for analysis, training,
 
logistic support .
 

6. GD.4 regular budget contri-6. 37,800 
bution for salaries, 16. 
allowances.
 



ANNEX 4
 

FY 1987 PROJECT STATUTORY CHECKLISTS
 

SC(l) - COUNTRY CHECKLIST
 

Listed below are statutory criteria applicable generally to FAA
 
funds, and criteria applicable to individual fund sources:
 
Development Assistance andi Economic Support Fund.
 

A. 	GENERAL CRITERIA FOR COUNTRY
 
ELIGIBILITY
 

1. 	 FAA Sec. 481(h)(I); FY 1987
 
Continuing Resolution See. 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 uf 1971)
 
which are cultivated, produced
 
or processed illicitly, in
 
whole or in part, in such
 
country or transported through No!
 
such country, from being sold
 
illegally within the
 
jurisdiction of such country to
 
United States Government
 
personnel or their dependents
 
or from entering the United
 
States unlawfully?
 

2. 	 FAA Sec. 481(h)(4). Has the
 
President determined that the
 
recipient country has not taken
 
adequate steps to prevent (a) No
 
the processing, in whole or in
 
part, in such country of
 
narcotic and psychotropic drugs
 
or other controlled substances,
 
(b) 	the transportation through No
 
such country of narcotic and
 
psychotropic drugs or other
 

controlled substances, and (c)
 
the use of such country as a No
 
refuge for illegal drug
 
traffickers?
 



3. 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 servicas furnished or No 
ordered where (a) such citizen 
has exhausted available legal 
remedies and (b) the debt is 
not denied or contested by such No 
government? 

4. 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 nationalizing, 
expropriating, or otherwise 
seizing ownership or control of 
property of U.S. citizens or 
entities beneficially owned by 
them without taking steps to No 
discharge its obligations 
toward such citizens or 
entities? 

5. FAA Sec. 620(a), 620(f), 
620(D); FY 1987 Continuing 
Resolution Sec. 512. Is 
recipient country a Communist No 
country? If so, has the 
President determined that 
assistance to the country is 

N/A 
N/A 

important to the national 
interests of the United 
States? Will assistance or No 
reparations be provided to 
Angola, Cambodia, Cuba, Iraq. 
Syria, Vietnam, Libya, or South 
Yemen? Will assistance be 
provided to Afghanistan without 
a certification? No. 

6. FAA Sec. 620(M). Has the 
country permitted, or failed to 
take adequate measures to 
prevent, the damage or 
destruction by mob action of No. 
U.S. property? 

7. FAA Sec. 620(1). Has the 
country failed to enter into an:,, No 
agreement with OPIC? 



8. FAA Sec. 620o(kLj Fishermen's 
Protective Act of ,967, as 
amended Sec5 . (a) Has tha 
country seized, or imposed any 
penalty or sanction against, 
any U.S. fishing activities in 
international waters? (b) If 
so, has any deduction required No', 
by the Fishermen's Protective 
Act been made? 

9. FAA Sec. 620((I_; FY 1987 
Continuing Resolution Sec. 518. 
(a) Has the government of the 
recipient country been i-i 
default for more than six 
months on interest or principal 
of any AID loan to the 
country? (b) Has the country 
been in default for more than 
one year on interest or 
principal on any U.S. loan 
under a program for which the 
appropriation bill (or 
continuing resolution) 
appropriates funds? .No 

10. FAA Sec. 620(s). If 
contemplated assistance is 
development loan or from 
Economic Support Fund, has the 
Administrator taken into 

Y tae intrato 
by the Administrator 

account the amount of foreign at time of approval 
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 Adinninistrator 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.) 



11. 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 No 
since such resumption? 

12. FAA Sec. 620(u). What is the 
payment status of the country's 
U.N. obligations? If the 
country is in arrears, were 
such arrearages taken into 
account by the AID 
Administrator in determining :The ,UN payments are 
the current AID Operational up-to-date. 
Year Budget? (Reference may be 
made to the Taking into 
Consideration memo.) 

13. FAA Sec. 620A. Has the 
government of the recipient 
country aided or abetted, by 
granting sanctuary from 
prosecution to, any individual Nor 
or group which has committed an 
act of international terrorism? 

14. ISDCA of 1985 Sec. 552(b). Has 
the Secretary of State 
determined that the country is 
a high terrorist threat country 'No 
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? 

15. FAA Sec 666. Does the country 
object, on the basis of race, 
religion, national origin or 
sex, to the presence of any No 
officer or employee of the U.S. 
who is present in such country 
to carry out economic 
development programs under the 
FAA? 



16. FAA Sec. 669, 670. Has the 
country, after August 3, 1977, 
delivered or received nuclear 
enrichment or reprocessing 
equipment, materials, or 
technology, without specified 
arrangements or safeguards? No 
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). 

17. 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) 

No 
NO 

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? 

18. ISDCA of 1981 Sec. 720. Was 
the country represented at. the 
Meeting of Ministers of Foreign 
Affairs and Heads of 

Yes, the Administrator 
has taken this into 

Delegations of the Non-Aligned 
Countries to the 36th General 

account in programming 
funds for Madagascar. 

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.) 

19. FY 1907 Continuing Resolution 
See. 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 No­
abortions? 



Are any of the funds to be used
 
to pay for the performance of
 
involuntary sterilization as a No
 
method of family planning or to
 
coerce or provide any financial
 
incentive to any person to
 
undergo sterilization?
 

Are any of the funds to be used
 
to pay for any biomedical
 
research which relates. in
 
whole or in part, to methods No
 
of, or the performahce of.
 
abortions or involuntiry
 
sterilization as a means of
 
family planning?
 

20. FY 1987 Continuing Resolution.
 
Is the assistance being made
 
available to any organization
 
or program which has been
 
determined as supporting or
 
participating in the management No
 
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, No,
 
either directly or through
 
referral to or information
 
about access to, a broad range
 
'f family planning methods and
 
services?
 

21. FY 1987 Continuing Resolution,
 
Sec. 528. Has the recipient
 
country been determined by the
 
President to have engaged in a
 
consistent pattern of No
 
opposition to the foreign
 
policy of the United States.
 

22. FY 1987 Continuing Resolution,
 
Sec. 513. Has the duly elected
 
Head of Government of the
 
country been deposed by No
 
military coup or decree?
 



B. FUNDING SOURCE CRITERIA FOR 
COUNTRY ELIGIBILITY 

1. Development Assistance 
Country Criteria 

FAA Sec. 116. Has the 
Department of State determined 
that this government has 
engaged in a consistent pattern 
of gross violations of 
internationally recognized 
human rights? If so, can it be 
demonstrated that contemplated 
assistance will directly 
benefit the needy? 

-No 

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? If so, has the 
country made such significant 
improvements in its human 
rights record that furnishing 
such assistance is in the 

No 
NO 

national interest? 



5C(2) PROJECT CHECKLIST
 

Listed below are s,,atutory criteria applicable to projects. This section
 
is divided into two parts. Part A includes criteria applicable to all
 

projects. Part B applies to projects funded from specific sources only:
 

B.1. 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
 
THIS 	PROJECT? Yes
 

A. GENERAL CRITERIA FOR PROJECT
 

1. FY 1987 Continuing Resolution, 
Sec. 523; FAA See. 634A; Sec. 
653(b). 

Describe how authorizing and A congressional.Notification 
appropriations committees of was submitted and expired 
Senate and House have been or without objection on 
will be notified concerning the March 21, 1987. 
project. 

2. FAA Sec. 611(a)(1). Prior to 
obligation in excess of 
$500,000. will there be (a) 
engineering, financial or other No construction is planned. 

plans necessary to carry 
the assistance and (b) a 
reasonably firm estimate 
cost to the U.S. of the 
assistance? 

out 

of the 

Other planning and cost 
estimates appear to be reasonably 
firm and are based on past 
experience with similar project
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?
 



4. 	 FAA Sec. 611(b); FY 1987
 
Continuing Rsolution Sec. 501.
 
If for water or water-related
 
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.)
 

S. 	 FAA Sec. 611(e). If project is
 
capital assistance (e.g.,
 
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?
 

6. 	 FAA Sec. 209. Is 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 regional development 
programs. 

7. 	 FAA Sec. 601(a). Information 
and conclusions whether project 
will encourage efforts of the 
country to: (a) increase the 
flow 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: (d) discourage
monopolistic practices: (e) 
improve technical efficiency of 
industry, agriculture and
 
commerce, and (f) strengthen
 
free , unions. 

N/A
 

N/A 

The project is not
 
susceptible of execution
 
as a part of a regiowl 
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. 



8. 	 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).
 

9. 	 FAA Sec. 612(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. 

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

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

12. 	 FY 1987 Contintuing Resolution 
Secs. 521,522. If assistance 
is for the production of any 
commodity for export, is the 
commodity likely to be in 
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 it-this project as 
suppliers te the private firms 
.in 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 followed.
 

Assistance will lead to improved 
food security in Madagascar, and 
is not aimed at export productio 



13. 	 FAA 118(c) and (d). Does the
 
project comply with the
 
environmental procedures set 

forth in AID Regulation 16?.
 
Does the project or program
 
take into consideration the
 
problem of the destruction of
 
tropical forests?
 

14. 	 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)?
 

15. 	 FY 1987 Continuing Resolution.
 
Sec. 532. Is disbursement of
 
the assistance conditioned
 
solely on the basis of the 

policies of any multilateral
 
institution?
 

16. 	 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 

socially 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
 

N/A
 

No.
 

It is Likely that the project's
 
private Sector Studies ($150,000) 
will be~carried out by avfirm in 
one of these categories. 



17. 	 FY 87 Continuing Resolution,
 
Sec. 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?
 

B. FUNDING CRITERIA FOR PROJECT
 

1. 	 Development Assistance
 
Proiect Criteria
 

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 
wilt provide spare parts for road 
maintenance equipment and tractors 
as welL as new tractors. These 
items 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. 



help themselves toward
 
better life, and
 
otherwise encourage
 
democratic private and
 
local governmental
 
institutions; (c) support
 
the self-help efforts of
 
developing countries; (d)
 
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?
 

b. 	 FAA Sec. 103, 103A, 104, 

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

c. 	 FAA See. 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)?
 

d. 	 FAA Sec. 110(a). Will 

the recipient country 

provide at least 25% of 
the costs of the program, 
project, or activity with 
respect to which the
 
assistance is to be
 
furnished (or is the
 
latter cost-sharing
 
requirement being waived
 
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 througi 
Development Assistance. 



e. 	 FAA Sec. 122(b). Does the
 
activity give reasonable
 
promise of contributing to 

the development of
 
economic resources, or to
 
the increase of productive
 
capacities and
 
self-sustaining economic
 
growth?
 

f. 	 FAA Sec. 128(b). If the
 
activity attempts to 

increase the institutional 
capabilities of private 
organizations or the 
government of the country, 
or if it attempts to
 
stimulate scientific and
 
technological research.
 
has it been designed and
 
will it be monitored to
 
ensure that the ultimate
 
beneficiaries are the poor
 
majority?
 

g. 	 FAA Sec. 281(b). Describe 
extent to which program
recognizes the particular 
needs, desires, and 
capacities of the people 
of the country; utilizes 
the country's intellectual 
resources to encourage
 
institutional development.
 
anid supports civil
 
ecucation and training in
 
skills required for
 
effective participation in
 
government processes
 
essential to self­
government.
 

h. 	 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 will be accomplished through 
end-use surveys of the commodity 
import component and evaluations 
of the parastatal divestiture 
activity. 

The consultancy/training component

will utilize the intellectual 
resources of the people of 
Madagascar to attempt to solve 
agricultural policy and project
problems in the country. 

No
 



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? 

2. Development Assistance Project 
Criteria (Loans only) 

a. FAA Sec. 122(b). 
Information and conclusion 
on capacity of the country N/A 
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 
U.S. enterprises, is there N/A:', 
an agreement by the 
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? 

3. Economic Support Fund Project 
Criteria 

a. FAA Sec. 531(a). Will 
this assistance promote 
economic and political 
stability? To the maximum Yes 

extent feasible, is this 
assistance consistent with 
the policy directions, 
purposes, and programs of Yes 
part I of the FAA? 

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



C. 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? If so, 
has the President 
certified that such 
country is a party to the No 
Treaty on the 
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 
IAEA. and pursues 
nonproliferation policies 
consistent with those of 
the United States? 

d. FAA See. 609. If 
commodiLties are to be 
granted so that sale 
proceeds will accrue to Yessuch arrangements 
the recipient country, have been made. 
have Special Account 
(counterpart) arrangements 
been made? 



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
 
financed?
 

2. 	 FAA Sec. 604(a). Will all
 
procurement be from the U.S.
 
except as otherwise determined
 
by the President or under 'Yes
 
delegation from him?
 

3. 	 FAA Sec. 604(d). If the
 
cooperating country
 
discriminates against marine
 
insurance companies authorized It does not discriminate.
 
to do business in the U.S.,
 
will commodities be insured in
 
the United States against
 
marine risk with such a company?
 

4. 	 FAA Sec. 604(e); ISDCA of 1980
 
Sec. 705(a). If offshore
 
procurement of agricultural
 
commodity or product is to be
 
financed, is there provision N/A
 
against such procurement when
 
the domestic price of such
 
commodity is less than parity?
 
(Exception where commodity
 
financed could not reasonably
 
be procured in U.S.)
 



5. FAA Sec. 604(g). Will 
construction or engineering 
services be procured from firms 
of countries which receive 
direct economic assistance 
under the FAA and which are 
otherwise eligible under Code No­
941, but which have attained a 
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? 

6. FAA 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 
(computed separately for dry No 
bulk carriers, dry cargo 
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? 

7. FAA Sec. 621. If 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? 

'7/
 



8. 	 International Air Transport
 
Fair Competitive Practices Act,
 
1974. If air transportation of
 
persons or property is financed 

on grant basis, will U. S.
 
carriers be used to the extent
 
such service is available?
 

9. 	 FY 1987 Continuing Resolution
 
Sec. 504. If 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. FAA Sec. 601(d). If capital
 
(e.g.. construction) project.
 
will U.S. engineering and
 
professional services to be 

used?
 

2. 	 FAA Sec. 611(c). If contracts
 
for construction are to be
 
financed, will they be let on a 

competitive basis to maximum
 
extent practicable?
 

3. 	 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)?
 

C. Other Restrictions
 

1. 	 FAA Sec. 122(b). If
 
development loan, is interest
 
rate at least 2% per annum 

during grace period and at
 
least 3% per annum thereafter?
 

Yes.,
 

Yes.
 

N/A
 

N/A
 

N/A
 

NIA
 



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

3. 	 FAA Sec. 620(h). Do
 
arrangements exist to insure
 
that United States foreign aid
 

'
 is not used in a manner which, Yes
 
contrary to the best interests
 
of the United States, promotes
 
or assists the foreign aid
 
projects or activities of the
 
communist-bloc countries?
 

4. 	 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 Yes
 
family planning or to
 
motivate or coerce persons
 
to practive abortions: (2)
 
to pay for performance of Yes
 
involuntary sterilization
 
as method of family
 
planning, or to coerce or
 
provide financial
 
incentive to any person to
 
undergo sterilization: (3) Yes
 
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 .Yesi
 
lobby for abortion?
 

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



C. FAA Sec. 620(g). To 
compensate owners for 
expropriated nationalized 
property? 

Yes 

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

,Yes 

e. FAA Sec. 662. For CIA 
activities? Yes 

f. FAA Sec. 636(i). For 
purchase, sale, long-term 
lease, exchange or 
guaranty of the sale of 
motor vehicles 
manufactured outside U.S.. 

Yes, 

unless a waiver is 
obtained? 

g. FY 1987 Continuing 
Resolution, Sec. 503. To 
pay pensions, annuities, 
retirement pay,. or 
adjusted service 
compensation for military 
personnel? 

Yes 

h. FY 1987 Continuing 
Resolution, Sec. 505. 
pay U.N. assessments, 
arrearages for dues? 

To 

Yes 

i. FY 1987 Continuing
Resolution, Sec. 506. To 
carry out provisions of 
FAA section 209(d) 
(Transfer of FAA funds to 
multilateral organizations 
for lending)? 

Yes 

J. FY 1987 Continuing 
Resolution, Sec. 510. To 
finance the export of 
nuclear equipment, fuel, 
or technology or to train 
foreign nationals in 
nuclear fields? 

Yes 



k. 	 FY 1987 Continuinq
 
Resolution Sec. 511. Will
, 

assistance be provided for
 
the purpose of aiding the 

efforts of the government
 
of such country to repress
 
the legitimate rights of
 
the population of such
 
country contrary to the
 
Universal Declaration of
 
Human Rights?
 

1. 	 FY 1987 Continuing
 
Resolution, Sec. 516. To
 
be used for publicity or
 
propaganda purposes within 

U.S. not authorized by
 
Congress?
 

No
 

ies 



vIVERS 	 Annex 7 

I. Code 899 source and Origin 	Waiver - Farm Tractors 

FROM: Project Review COomittee 

SUBJECT: Request for waiver of. source and origin 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 tractors and spare 
parts as described below: 

A. Cooperating Country 	 Madagascar 
B. Authorizing Document 	 Project Agreement 
C. 	 Project : MARS Project No. 687-0101 

Amendment No. 2 
D. Nature of Funding 	 Grant 
E. Description of Goods : 	 Approximately 48 Farm Tractors and related 

Spare Parts 
F. Approximate Value : 	 $574,000 
G. Probable Source : 	 Great Britain or W. Germany 
H. Probable Origin : 	 Great Britain or W. Germany 

DISCUSSION:
 

The Madagascar 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 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, ithas only been by working directly with these firms that AID has 
been able to sponsor a program 	of commodity importation via the private sector. 

AID Regulation one import procedures apply to the CIP component, with 
imrporters operating under provisions contained insection 201.23 of AID 
Regulation 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 thz 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. 



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 to
 

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 

easily 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.
 

On December 1, 1986 the Ford Moto: Corporation notified all Ford distributors
 

world-wide announcing that effective January 1, 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 

Deere 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.
 



JUSTIFICATION: 

Farm tractors and spare parts are vital to the rehabilitation of the
 
agricultural sector in Madagascar. However, as stated above, the desired 
equipment isnot 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 inSection 5B4a of 
Handbook lB. 

Delegation of Authority No. 551 delegates to you the authority to waive and 
grant exceptions inaccordance 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 inamounts not exceeding 
$5,000,000 (exclusive of transportation costs). Further, Delegation of 
Authority 551 requires that waivers or exceptions 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 
isthe unavailability of a commodity from an authorized source country or 
area. As stated above, appropriate agricultural tractors and parts, with 
representation and servicing facilities inMadagascar, 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 
seriously 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 prccurement of approximately 48 
farm tractors and spare parts from Code 899 (Free World) countries. 



of Supplier Natioaality ­ii. 	 Code 899 Source/Origin Waiver and waiver 
Caterpillar Spare Parts 

FROM: Project Review Committee 

source and origin and supplier nationalitySUBJECT: Request for waiver of 
requirements 

PROBLEM: 

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

and for a waiver of supplier nationality:described below, 

A. Cooperating Country : Madagascar 
B. Authorizing Document : Project Agreement 

: MARS Project No. 687-0101C. Project 

Amendment No. 2 

D. Nature of Funding : Grant 
E. Description of Goods : Spare parts for Caterpillar equipment 

- to procure Code 899 parts from aF. Approximate Value : $318,575 
non-U.S. supplier (source/origin/nationality 
waiver)
 
$439,935 - to procure Code 000 from a non-U.S. 
supplier (nationality waiver only)
 

G. Probable Source : Western Europe 
H. Probable origin : Western Europe 

DISCUSSION: 

The Madagascar 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. 

Th-. 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 workirig directly with these firms that AID has 
been able to sponsor a program of commodity importation via the private 
sector. AID Reqlation one import procedures are applied to the CIP component 
and participating importers. 



Since the inception of 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 Comitment to Caterpillar's Overseas Tractor 
distributor inSwitzerland 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 not 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 inGrimbergen, 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 considerable 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 inCaterpillar's

Belgium warehouse. In 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. 



Caterpillar of Madagascar's biweekly stock orders often consist of up to 2,500 
live .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.-manufactured, 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 conitment once funds from this amendment are obligated.
 



JUSTIFICATION: 

Handbook 1, Supplement B requires that waivers of the authorized Geographic 
Code must be based upon one of the criteria set forth inSection 5B4a of
 
handbook lB. Section 5B4a(2) permits waivers of source and origin ,,hen the
 
commodity isnot 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 inMadagascar. 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 de.troy 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 waive 
and grant exceptions, inaccordance 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 comuodities, may be sought if the 
situation requires it. Such changes, however, are subject to the same 
requirements as those related to the source of cormodities and must be based 
upon one of the criteria set forth in Section 5B4a of Handbook lB. 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). 

RECOWENDATION: 

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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2. DATE OF LETTER: FEBRUARY 10, 1987. 


3. REFERENCE: NO. 1885-AE/DRB/2B/AM.167.3" 

4. OPIGINATING OFFICE: THE OFFICE OF BILATERAL 

RLLATIONS. 


THE MINISTRY OF FOREIGN AFFAIRS OF THE DEMOCRATIC
5. 
REPUBLIC OF MADAGASCAR PAYS ITS RESPECTS TO THE 

AMERICAN EMBASSY AND, IN REFERENCE TO THE EMBASSYS-

DIPLOMATIC NOTE NUMBER-262, DATED DECEMBER 1, 1986,'-

AND MARS PROJECT AGREEMENT,-.TAKES PLEASURE IN .-


IN1ORMING THAT FOLLOWING DISCUSSIONS WHICH MALAGASY
 
TECENTCIANS -FROM- THE MINISTRY OF A2RICULTUi-E, THE 
MINISTRY OF LIVESTOCK, WATER, AND FORESTRY, AND THE
 
DIRECTORATE OF PLANNING HAVE HAD WITH THE MISSION
 
ANNOUNCED IN TRE DIPLOMATIC NOrE-ABOVE, IT HAS BEEN
 
AGREED TNT THE MARS PROJECT (NUMBER 687-301) WILL
 
BE CONTINUED WIT A SECOND MEND 7ENT.-


THE GRANT PROPOSED FOR THIS AMENDMENT WILL PROVIDE 
U.S. DOLS 1,975,000, TO BE USED Br DECEMBER, 1988,.'
 
FOR THE FOLLOWING CATEGORIES OF INPUTS::
 
- - FOREIGN CONSULTANTS
 
- - TRAINING
 
- " - OFFICE RELATED EQUIPMENT
 
- - AGRICULTURAL PRODUCTION QUImZf 4T:AND'SPARE
 
- -PARTS.' 

THE MINISTRY OF TOREIGN AFFAIRS HEREBY REQUESTS THE
 
AMERICAN EiBASSY rO BEGIN FORMALIZING THE AGREEMENT
 
FOR THIS SECOND AMENDMENT.
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IN CLOSING, THE MINISTRY OF FORIGNIAFFAIRS AGAIN 

WOULD LILE TO SEND ITS RESPECTS TO THE AMERICAN 

EMBASSY. 
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ANNEX b 

INITIAL ENVIRONMENTAL EXAMINATION
 

Project Country: Madagascar 

ProjectTitle and Number: AgriculturalRehabilitaton: Support (MARS)"
Amendment 'II (687-0101) 

.Funding: FY 1987 - $3.0K;illion 

IEE Prepared By. Joh;-GaudeP-wReg.ion&1- Environmental Officer 

-,Environmental Action Recommended:. Negative Determination. X 

Action- Requested By: 
Arthur'M. Fell, REDSO/ESA Director 

Concurrence: EREDS0/ESA/REO- a*,' Dat e 

~--~oved,_____________ 

Clearance-,-RED8O/B&A/RLA: ~1e
____________ate 
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I. .PROJECT ACTIVITIES
 

This second project amendment has the same objectives as the
 
original project and first amendment. It will continue to
 

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

quick disbursing commodities ($1.2 million), in support of
 
Madagascar's agricultural liberalization, including policies
 
to imr-cove the production and marketing of rice and the
 
access of farmers to commodities and services via the
 
private sector. froject activities include (1) continuation
 
of the commodity import component; (2) production of
 
studies, (3) in-country seminars and (4) U.S. or third
 
country training.
 

I. IMPACTS
 

Due to the nature of .the activities, there will be no
 
effects upoa the environment.
 

*U1. ACTION TO BE TAKEN
 

Thoa7original.project r-eceiveda negative determination; this
 
IRE was subsequently 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
 
concurrence,of the Regional Environmental and Legal
 

C.£ cvrs,. per IState. 381238 -(attached).
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a<*GVZY SU!..A*Y AND CCNCLUSI CNS
 

L. AS A RESUTT C TflE SEETEMBER M:ID-TERM MARS 
EVALUATICN, AN END UST SURVEY OF COIMt.CDITY INN-USXRS &iTw
 
WAS UNDERTA;iEN IN NOVH'ffER LYES, IN ORDER TO BETTER
 
DEFINE END USE FUNCTIONS AND PRCLUCTICN EELAT'D
 
l,NEFITS Ok TPiI COMMODlITY IVPORT COMPON MNT. T1!"
 
FOLLCWING SUMI'ARY OF'THAT SURVEY IS PROVIDED ALONG i ,"jI
 
WITH CCNCLUSICNS REGARDING 1UTURE PRIVAT.. ..
SLCICR T---

TARiGETING M'EASUPiES TO 13E TA&EN. Rk-

W. SURVEY iINDINGS SfOW THAT, 04 52 AGRICULTURAL
 
TRHAC'ORS SOL.V TO DAITE, 35 (67.3 PERCENT) HAVE GONE TO :'-"
 
THE PRIVAT; StCTOR, L5 TO PARASTATAL COMPANIES, AND 2 I
 
Tu THE PU]BLIC SECTOR. ALL CF T1,E TRACTORS ALRiADY -
K 
IN-COUNTRf ARE lNGAGEL IN AGRICULTURAL PRODUCTION. 
IN, NEARLY EVIRY CASE THE PURC!LASE HAS INCRiASE£ THY.
 
AMOUNT OF LANI; 'C.4nEb, MUCH 0' 'PUICB HAD LAIDl IALLOW
 
IN PREVIOUS YiARS. OVi;RALL Et'FLOYMENT HAS INCREASED
 
NCT ONLY ANONG TiE FArILIhS INVOLVED kUT ALSO THRCUGH
 
T CREA'iICN CF NEW JCOS. SIXTY-T.REE PIRCENT OF 
SPARE PARTS rOR CATERPILLAR EWUIPIENT HAS BEEN SOLD 
TC TEE PRIVATE SECTOR AND 37 PERCENT TO PARASTATAL
 
COrFAwIES, SC.E C. WkiICH 0AVE 30-35 PFRCINT PRIVA'I;
 
INVISTVENT. THE IMPCnTTATION Ok CATFRPIIAR SPARE
 
PARTS BAS ALLCWE'ED IMPCITANT WORN, MAINLY IN THE 
PRIV-Tt SLCTOR, TO CONTINUE IN ROAD CONSTRUCTION (4L
 
PERCENT Cl TCTAL SALES VAIUE) AND IN INDUSTRIAl
 
IAGRICULTU.f, OPERATIONS (26 PERCENT Ok 'IOAL SALES
 
VALU). CATEhPILLAR SPARE PARTS _RYSALES VALUE ARE
 
BKING USED LA.RGFLY 1'(R ROAD CONSTRUUiION (4L PERCEN'l)
 
AND OiR AJRICULTU.AL OIFRATIONS (25.6 PRCENT). IN
 
TCTAL, 7o PERCENvi 01 'i'i SPARE PARTS AR bEI G USED
 
iCR ACTIvITIlkS ia~CTING TIE AG'ICULTURi A, '.URAL
 
TRANSPORT StCTCES, INCII)DING CONSTRUCTI0 ANE
 
MAINTENANCE 0E SECONUAIY AND 11o1JER RCADS.
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3.IT, IS &'NTICIPATEr TiAT !;ARS f.It, NL'.ENT NUMkiR 2 
WILl BE DESIGNED TO FRCGPAVA AND ChANNEL RIELSOUhC.S TC 
T%1 PRIVATI SECTOR TO Tqt EXTENT POSSIBLk, WHILE
 
AC)NCtIEDGINr' THAT PARASTATAIS ARE AlSO CONTRIiUTING
 
SIGNITICA'ILY TO N}AD6[;ASCA3'S CVERALL ECCNCV.IC 
OUTPUT, AND TAAING INTC ACCCUNT Thj? NATURE ANL 
t'ARE'TING tIIBODS Of 'I Co'MCDlTIES IO FINANC.. 
THE END USx SUJHVY INDICATES THAT UUIPMtNT AND SPARE 
PARTS ARE PRIVARILY BflAC~iING THE INTENDER TARGIT 
SECTOR USIiS UNDr2 TPA EXISTING IMPORT PROGRAM 
STRUCTURE, WIlICUT AECPT.G ANY PIitTWETHR SPECIk'IC 
TARG1.TING ,EASUEFS. SPARE PARTS OF JINY TYPE ARB VtiY
 
DIFFICULT TO TARi'i TO A }'ATICUL iR GROUP O-" kND 
USE'FS, AND TO MONITOR UNjER A PRIVATE SECTOR CIP 
VECHANISM, W'iThoUT SU2S'AMTIALLY ALTi-RING ME 
STANDARB CPERATING PRCCE EURES Of THE PARTICIPATING
 
INPCxd'ER. Ii I iIYAIL SALESRPURTF t'FiE RESThIICT1D 
BI THIS PRC-RAM, IN ULEii TO PARTICIPATE IMPORTERS 
WOUl) ULTI.'AliLY NEEL T'V ! AINT-iIN. SE.PARAI 
INVINTORIeS, ACCOUNTING SYSTEMS, AND VAR-iTING 
CHAIJ-EIS FCR AID-iINANCED VS. NON AIL-FINANCED PARTS,
AN .EXPENSIVE PROPOS!'1ION FOR IMPOR'hZRS CCNSIDEBING 
THAT, IN TEE CAt O CATERPILLAR, MORE THAN 2,reo;6 
SEPARATE I,1INE ARE H ANDITrlf.S OBDHR.u IWDhLY, 'IHA'i 
STAFFING REOUIREMtNTS TO PANAGE SUCh INVNTORIS ARE 
SIGNIiICANT. LIaEWISF, IT IS NAIVE TO ASSU(P THAT 
RhTAIL SALES AND T.?,' tND USt O LaRG] VOLUVtkS O 
SPARE PARTS CULD BE ErECTIVELY MONITORED TC INSURI 
TEAT AoLL PARTS WERE ONLY SOLD TO A PARTICULAR GRCUF 
OF ELICIBLLE bND USiERS. THE AMNDt'NT, T EREIORE, AS 
WITI PREVICbS MASS CIP ACTIVITIES, WILL SEEA TC 
MINIIZb INTRFERENCE WITH Tih COMMERC.IAL PRACTICES 
O4 THE IMPCRTIRS, AN] WILL IN GINtRAL NC'I ATT]t'PT TC 
LIMIT SALES Cl SPARE PARTS TO A PARTICULAR 'ARGt'i' 
SECTCR.
 
4. "AGRICULiUiAL TRACTORS, HCWEVER CAN P1 IDENTIFIgJ
AND TA.GETl.D EXCLUSIVLY fOR SALES TO PRIVATE 
FARTERS, AND 1HEREBY SERVE hENkMICIARIES MORE 
DIRECTLY RELATED TO AID'S CDSS STRATEGY. THE IORE 
XI'PCRTI.R IS AGREEABLI TO LIMITING FUTURE TRACTCR 
SALES JNDER At.ENEMENT 2 TO THE PRIVATE SECTOR, 'BUT 
DESIRES TO CONTINUE PROVIDING SPARE PARTS TO BOTH 
FARASTATAL AND PRIVATE SECTOR CLIENTS WHO ALREADY WN
 
FORD fBQUIPMENT. ThRit'ORE, IN AN EFIORT TO PROVIDE
 
ADIDITICNAL SUPPORT TC THE PRIVATE SECTOR, IT IS
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ANUEX 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 CDRH. The project is anticipated to continue through
 
December 1988.
 

An important component of MARS Amendments No. 1 and 2 conc, rns the
 
agricultucal parastatal subsector. This component is to be implemented in
 
close collaboration 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 parast~cal 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
 
PAEF, 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
 
PARA and MPAEF;
 

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



With 	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.
 

Detailed 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 HPARA and MPAEF staff, consultants will take the
 
necessary steps to establish and/or strengthen standardized systems of
 
financial 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) -Description of proposed monitoring systems, and steps required
 
to establish them. This would include identification of
 
constraints, including equipment required.
 

(3) Putting the monitoring 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
 
adagascar'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
 

eutqrprises in its portfolio -- not only those selected for detailed study,
 
below.
 

b. 	 Studies and Action Plans
 

gain working closely with MPARA and MPAEF staff, consultants will asaist 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 Lnd their
 
preliminary classification, such as by function, type of ownership, type
 
of management, financial position, and other aspects of interest to the
 
ministries.
 



(2) 	Prellilnary categorization of the enterprises according to possible
 
recommended action, such as, for example, (a) enterprises that
 
should operate on a commercial basis and could do so, partially or
 
compL.tely, within the prviate sector, (b) functions that could be
 
realigned or consolidated but would remain in qovernment control.
 
Other eategories would be included, as needed.
 

(3) 	Iden'*ifiation of priority parastatals for in-depth study,
 
including the development of criteria for selection of potential
 
candidates for some form -- whole or partial -- of divestiture, and
 

selection of about 5 pavastatals for further study.
 

(4) 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
 
issues to be resolved.
 

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

(5) 	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;
 
divestiture 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 management; (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.
 

-(6) Preparation of action plans for divestiture, for GDRH use, which
 
set forth necessary background information and tasks to be
 

accomplished (including suggestion of i'novative financial
 
instruments) for each enterprise.
 

(7) 	Preparation of a manual of procedures to be followed in Madagascar
 
to systematically assess yarastatals 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 
potenbial 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 sanme time as the enterprises are selected 
for AID-funded study. 



A. 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 external
 

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 identified, 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
 

assooatod with ministry participation in the above-described activities.
 

Funds are included to provide selected equipment (photocopiers, typewriters,
 

calculators, microcomputers and vehicles).
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LOCAL CURRENCY USE PLAN
 
SUBMISSION
l9L8 ANNUAL BUDGET
FY 


Country: Madagascar
 funds in
 
source of U.S. generated 

counterpart 

The sole
Narrative: 


Madagascar before FY 1985 
has been the PL 480 program, 

principally
 

program is continuing. The counterpart

TitleascrTI 


The Titvalent to the following dollar amounts:
Title I.
generated is equivaleuu
 

FY 1981 - 5 5.0 million 
FY 1982 - 8 5.0 
FY 1983 - 8 8.0 
FY 1984 - 5 8.0 
FY 1985 - 811.0 

$37.0 million
Title I Total 


Of this amount deposited in Central 
Bank accounts by March 31, 1986,
 

62 percent had been allocated to projects. 
Twenty-nine percent (29%)
 

In addition, the FY 1986-Title I agreement 
will
 

had been disbursed. 

(1984) emergency
on in counterparto amuteuvalentFMG, bringingtothe8 295totalmillionTitle Iand
 

to 3 ......ilion. Meanwhile, Title II 
cotepa 80 mill4
counterpart 


has been placed in 
a special account 

to be used for cyclone-related
assistance was monetized 
in an amount equi
 

disaster requirements.
 

15 years, 8 3.5
Beginning in Fy 1985, 
with the signing of 

the first bilateral
 

project between the 
U.S. and Madagascar 

in over 


million of commodity 
imports will be used 

to generate counterpart
 

DA/ESF funded. REDSO plans

joint


This project (687-0101) 
is Commodity imports
funds. from ESF funds. 


to amend this project 
in FY 1986, 


under this amendment 
will generate 52.2 

million addition FMG.
 

By the close of FY 
1986, Title I and 

ESF/DA generated local
 

50.7 million in Madagascar.
 

is therefore expected 
to total 


currency 
 The EE
 
As the accompanying 

table shows, the Title 
I program is expected 

to
 

exceed 83.5
 continue at a S 8.0 
million level during 

FY 1987 and FY 1988. 


subject to budget 
cuts, will not 


million in each year 
(plus 80.5 m4.llion 

for Technical Assistance
 counterpart program, 


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
 

from the sale of U.S. 
rice imported under 

the new Food for Progress
 
for three years
 

-This program will 
begin in FY 1986, 


will have no authority 
to
 

(FFPR) program. 
 now clear that REDSO 
It is 
from the sale of 30,000 

MT of rice provided 
under I
 

(FY 86-88). 
 strongly

program revenues 
 We understand, however, 

and we 


FY 1986 FFPR program. 


recommend, that REDSO 
be given suchauthority 

for currencies which
 

from sales of FFPR 
21,000 MT of rice 

in each of FY 1987 and
 

funds which may become 
available from thes
 accrue 


Total counterpart 


sales is estimated 
(subject to rice price 

variation) to reach 
S 12.
 

million.
 

1988. 
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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
 
:ounterpart 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
 
Whereas these policy changes will give the price incentives
rice. 


which farmers, millers, and traders require to produce and market more
 

rice, these groups also require improved rice seed, repaired
 
infrastructure (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 counterpart 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.
 

Re.paired infrastructure: Three quarters of all Title I generated
 
counterpart in the first three complete years of the program (FY
 
1981-83) have been committed to research (11%) and infrastructure
 
projects, notably irrigation and land development (29%), village water
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and feeder road repairs (8%). This emphasis w1.za
 
projects (11%), 


continue at a level of 54.0 million per year 
and may even increase if
 

can be used to support 
other donor programs 

in
 

U.S. counterpart funds 


these categories To improve services to farmers and expand markets
 

merchants and other figures in the agriculture 
sector,
 

rmiv ers 

o e c u a el
Pr -vt S er csa d o h rf n s t~ocoup
fo tmers, a o r t sector activities.toa 
ing ways to use counterpart fud We plan to couple


A.I.D 5elr 
 crerpivtesdit
and~~~h re
 
line of credit drawn from counterpart currencies 

with a 
t ri
 

currency credit provided by another donor, to 
help ease 


restraint which dampens private initiative 
in the agro-industrial
grow to absorb
 onca ol 


str. oaThSThihloalpcreditoc ....roviddecouldcountrparcounterpartgrow too$1.0a -52.0trial millionbasis as
perpart

year.of
 
seor 


guarantee scheme which 
could
 

expor promotion and guallY­anan expition AID may p 


, fother donors
 
equivalent amounts of 

currency annually• 
other means of reducing
I..will supr
supportatwith up to 51.0 

million
 
= and
sing and of o Soil


aul hnervat g activities of the GDP-
i on: 

and at
 

which aim at watershed 
management 


erosion in food growing areas.
 
.I.D- will
 

NeW equint: In addition to rice and other foods, 


These imports will all pass
marketing of rice and other crops. . lar road building
 
through private sector 

dealers in Antananarivo and much 
of
 

say how much) 
.will become private
e.c. nnot sayhwm r to-market
and Caterpil
ltho weant tractors.


eqrugpripmte
eqipen,(lhough w= 

pll, roadtfarm-


To the mediumsize Y 1985 
agreem 


property. 

equipment imported 

under the F
 

i n
trucks will be added in FY 1986. .D. Will o
 
A.I.D will consider, inr 

the oral rehydr
a t
 

whc sep
n_-.a
al Health Services:
UNICEF, pr°V, heora 1e98rai6.
for 96

Million per yea
xpected to be launhdi 
pr~iingupto81.0 services which A.D
UNIEF rogam wichis wannin


n-funded
and mmuizaton
and immuni com 

provide to various 

key aspects of Madagascars 
nascent family plan
 

, in collaboration with UNFPA, 
art of US A.I.D S plan and.. so landfr 1988
 pAm seeted trainn
A o... s aining and software costs
trovidsu prt , "!JCEN l
rogram. 


scar 
s next general census# Planned fort198
 asuport trugh nBUg 


(assuiatewithp.adaaUS. counterpart may be 
used to cover the local
 

(The preceding national
 mportant activity
lthihghly in 1975.)
acss f 

and only partially 

completed 

- Trust 

census was carried 
out 

counterpart currency 

In addition to the uses 

of 

Fund: sign in June, 1986 the first
Trust.


identified above, REDSO expects 
to 


a T initial increment of funds (3
Fun darm it g aid commodities, not Title I 
165000 wi t Madagascar a 

und fiagrw d imerte fromwgrandl r all local costs of the USAID
 e 

crements will be deposited from the
nd 


c tar. Future incre . eriod FY 86-88 and like]
rogam inced import,a Fur 

oan 
 ram planne

program in d e in 
ESF-funded cmoiypo
 
to be continued 

thereafter.
 



j,.f p - G ,.r*ions
o er .urrency 


i ni, '-lliond i98$~iaetalin. tte UO.,dollar-

1985 198 1987, -98
 

SPur 'ose I CTUAL ETMT. 'Panned,PROP. 
2

' -N
ICSUPPORT FUND 


DGv. Ativities - 10 2.0 

e ,g, Agriculture Research,
 
irrigation, rural infra,
 
structure. (also indicate
 

' t.i amount of this counter
 
part which is in direct
 
support of AID projects)
 

rivate sector Programs 0.5 1.0
 

ublic Sector.Recurrent Budget . 

ID Operating Expenses (Trust Fund) - 0.079 0.09 

DEVELOPMENT ASSISTANCE
 

ublic Development Activities -- 0.5 - j 

rivate Sector Programs, Small Enterprise Credit
 
also include type of organization, e.g., PVO, Coop,
 
Ulsiness, Other).
 

e.g., PVO, Small Enterprise Development - ­
G~go, Coop, Housing 

Ublic Sector Recurrent Budget - - ­

a a -PD Operating Expenses (Trust Funds) 

P lans to sign Trust Fund Agreement with GM inJune, 1986 but cannot guarantA 

ALES DA... . 
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FY 1988 ANNUAL BUDGET FOBMISSION
 

Table VI: Expenditures of Local Currency Generations
 
(all in the U.S. dollar equivalents, and in $ millions)
 

)urce/Puroose 


". PL 480 TITLE ONE 

Public Development Activities 

lSupport for AM Rice Research Program (with IRE!) 
rural roads, etci.2 i.riga.tion, village uxater, 

Private Sector Programs 


2. . . .
 

Public Sector Recurrent Budget 


CY CY CY 

1985 r986 1987 
AC-TUAL EST 'P-anned 

$4.4 6.7 8.5 

-
(4.4) 

(1.2) 
(5.5) 

(2.0) 
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_ 
- " :I 

1.0 

- (1.0)1. e.g., Child Survival (also indicate the amount 

of this counterpart which is in direct support .D,
 

-
of AID projects) 


"
 --
other subsidies
2. Agriculture or 


---AID Operacing Expenses (Trust Funds) 


$4.4 $6.7 9.5
TuL PL 480 Title 


$4.4- $6.7 '$11.579
)TALS (ESF, DA, PL 480 Title I) 

U.S.
 
U.S.
 
PT/T 
DIFF: 
OrHEI 
OTHE3
EDUC 

OTHET 

o
POST
 

HOME 
HOME
 

AC 

FORErBASIC
 

OVERT
 
ALL 0
 
ALL'O
BENEF" 
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U.S.
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F.N. I
 
ALL 01 
MANPO:
JCC ( 

HOUSIs, 
RESIDE
 
RESIDE 

2UARTE
 
IESIDE
 
LRANS.
 
"ECURI
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Annex 8c:
 

Background for Private Sector Studies
 

The 9/84 IBRD and PL480 counterpart funded study of the rice sector,
 
undertaken by Associaties for International Resources and Development,
 
identified a niumber 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 whichappear
 
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 also 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
 
season 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 rice
 
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 rice 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 UPK 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 GDRH
 
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 policies,
 
which have not been modified even though local seed production capacity
 
remains inadcquate and the rice production deficit has increased.
 

Transport 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;
 
this interferes with the collection of rice surpluses in some areas and the
 
resale of these stocke 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, representinS 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.
 
Accord~ng to AIRD, less than 50% of the irrigated command area is actually
 

under cultivation, due to insufficient irrigation system maintenance.
 


