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P r o j e c t  I d e n t i f i c a t i o n  

COMMERCIAL HUMANITARIAN INITIATIVES 
(391-0501) 

Document 

I N  THE PRIVATE SECTOR 

I. PROJECT SUMMARY 

Commercial Humanitarian I n i t i a t i v e s  i n  t h e  P r i v a t e  S e c t o r  (CHIPS), w i l l  
o b l i g a t e  $40 m i l l i o n  i n  A I D  g r a n t  funds  t o  i n c r e a s e  t h e  a v a i l a b i l i t y  o f  
e s s e n t i a l  h e a l t h  c a r e  i t ems ,  i n f o r m a t i o n  and o t h e r  s o c i a l  goods and s e r v i c e s  
r e q u i r e d  t o  improve t h e  q u a l i t y  o f  l i f e  i n  Pak i s tan .  The CHIPS P r o j e c t  a t t e m p t s  
t o  r e p l i c a t e  t h e  Miss ion ' s  s u c c e s s f u l  e x p e r i e n c e  i n  t h e  S o c i a l  Marketing o f  
C o n t r a c e p t i v e s  (SMC) P r o j e c t  i n  a  wide range  o f  s o c i a l l y  b e n e f i c i a l  goods and  
s e r v i c e s .  

A I D  funds  w i l l  be  used t o  m o b i l i z e  p r i v a t e  s e c t o r  c a p a b i l i t y  t o  
manufacture  and d i s t r i b u t e  p roduc t s  l i k e  o r a l  r e h y d r a t i o n  s a l t s ,  wa te r  
p u r i f i c a t i o n  t a b l e t s  and o t h e r  b a s i c  s o c i a l  goods. CHIPS w i l l  u s e  t h e  b u s i n e s s  
development c a p a b i l i t i e s  o f  t h e  Na t iona l  Development Finance Corpora t ion  (NDFC)  
t o  match up markets ,  p r o d u c t s  and f i r m s  s u i t a b l e  f o r  cost-reimbursement and l o a n  
f i n a n c i n g .  Two t y p e s  o f  a c t i v i t i e s  w i l l  be  funded: (1) m a r g i n a l l y  p r o f i t a b l e  
p r o d u c t s  which w i l l  e v e n t u a l l y  be  p r o f i t a b l e  enough t o  b e  s u s t a i n e d  by t h e  
p r i v a t e  s e c t o r  and ( 2 )  produc t s  and s e r v i c e s  where t h e  p r i v a t e  s e c t o r  c l e a r l y  i s  
more c o s t  e f f e c t i v e  t h a n  t h e  GOP-funded d e l i v e r y  channels .  

The end r e s u l t s  w i l l  b e  t o  i n c r e a s e  t h e  c a p a b i l i t y  o f  NDFC t o  fund  
s o c i a l l y  b e n e f i c i a l  p r o j e c t s ,  t o  d i v e r s i f y  f i r m s '  p roduc t  l i n e s  w i t h  new 
s o c i a l l y  b e n e f i c i a l  p roduc t s ,  t o  p u t  f i v e  t o  t e n  s o c i a l  goods and/or  s e r v i c e s  on  
t h e  market  and g i v e  thousands  of peop le  a c c e s s  t o  s o c i a l  goods and  s e r v i c e s  
which t h e y  p r e v i o u s l y  have never  had. The CHIPS P r o j e c t  may a l s o  demons t ra te  t o  
t h e  GOP a r e a s  where b u s i n e s s  can  do a  b e t t e r  job i n  meeting s o c i a l  needs ,  t h u s  
h e l p  t o  r e l i e v e  t h e  budge ta ry  burden i n  t h e  s o c i a l  s e c t o r s .  

I I. BACKGROUND OF THE PROJECT 

A. S t a t u s  o f  t h e  S o c i a l  S e c t o r  

I n  t h e  development o f  P a k i s t a n ,  t h e  s o c i a l  s e c t o r  h a s  n o t  k e p t  p a c e  
w i t h  t h e  advances  made i n  o t h e r  a r e a s .  Many q u a l i t y  o f  l i f e  i n d i c a t o r s  have 
shown i n c r e a s e s  b u t  s t i l l  remain below t h e  l e v e l  o f  much of  t h e  world.  For 
example, l i f e  expectancy a t  b i r t h  remains  a t  a  r e l a t i v e l y  low 51  y e a r s ,  whereas 
i n  1965 i t  was 45 y e a r s ;  i n f a n t  m o r t a l i t y ,  a s  e s t i m a t e d  by t h e  World Bank i n  
1984 was 116 p e r  1000 l i v e  b i r t h s ,  whereas i n  1964 i t  was 150; 56 p e r c e n t  o f  t h e  
p o p u l a t i o n  does  n o t  have a c c e s s  t o  p o t a b l e  wa te r  sys tems;  o n l y  abou t  20 p e r c e n t  
o f  t h e  p o p u l a t i o n  h a s  a c c e s s  t o  adequa te  s a n i t a t i o n  s e r v i c e s ;  and female  
l i t e r a c y  c o n t i n u e s  t o  l a n g u i s h  a t  15 p e r c e n t  o r  l e s s .  

A I D  h a s  jo ined  o t h e r s  a t  t h e  P a r i s  Consortium mee t ings  o f  d o n o r s  i n  
u r g i n g  P a k i s t a n  t o  f o c u s  on t h e  s o c i a l  s e c t o r ,  and r e c e n t l y  t h e  Government o f  
P a k i s t a n  (GOP) h a s  shown a  d e s i r e  t o  improve t h e  s o c i a l  s e c t o r  i n  i s s u a n c e  o f  
Prime M i n i s t e r  J u n e j o ' s  F i v e  P o i n t  Plan.  Never the less ,  i n  1986 o n l y  13.4 
p e r c e n t  o f  t h e  GOP's t o t a l  budget  was a l l o c a t e d  t o  s o c i a l  s e c t o r  a c t i v i t i e s  
( i . e .  h e a l t h ,  educa t ion ,  e t c . ) ,  r e p r e s e n t i n g  a b o u t  2.4 p e r c e n t  of GNP. 

B. P u b l i c  and P r i v a t e  Channels 'and t h e  De l ive ry  o f  S o c i a l  S e r v i c e s  

The p o r t i o n  o f  t h e  GOP's n a t i o n a l  budget  a l l o c a t e d  t o  s o c i a l  



s e r v i c e s  a l l  f l o w s  th rough  p u b l i c  channe l s .  T h i s  is  c o n s i s t e n t  w i t h  t h e  GOP's 
g e n e r a l  approach o f  a c h i e v i n g  development o b j e c t i v e s  main ly  through p u b l i c l y  
a d m i n i s t e r e d  and  implemented programs. However, p u b l i c  s e r v i c e - d e l i v e r y  
c h a n n e l s  a r e  ve ry  c o s t l y .  S t a f f  s a l a r i e s  and i n f r a s t r u c t u r e  development r a p i d l y  
a b s o r b  t h e  bu lk  o f  t h e  f u n d s  a v a i l a b l e ,  making t h e  e x t e n s i o n  o f  new o r  
a d d i t i o n a l  s e r v i c e s  d i f f i c u l t  t o  r e a l i z e .  

Another problem is t h a t  p u b l i c  s o c i a l  s e r v i c e s  t y p i c a l l y  r e a c h  o n l y  
a  s m a l l  p o r t i o n  o f  t h e  p o p u l a t i o n  i n  need. Many p e o p l e  s imply  d o  n o t  have  
a c c e s s  t o  t h e  p u b l i c  f a c i l i t i e s  p rov id ing  s e r v i c e s .  T h i s  is t r u e  i n  b o t h  t h e  
h e a l t h  a n d  e d u c a t i o n  s e c t o r .  I n  a d d i t i o n ,  e s p e c i a l l y  i n  h e a l t h ,  many p e o p l e  
p r e f e r  t o  s e e k  s o c i a l  s e r v i c e s  from p r i v a t e  o u t l e t s .  For example, a  n a t i o n a l  
s u r v e y  conduc ted  i n  1983 by t h e  F e d e r a l  Bureau o f  S t a t i s t i c s  showed t h a t  o n l y  1 6  
p e r c e n t  o f  i n t e r v i e w e e s  r e p o r t i n g  s i c k n e s s  s o u g h t  h e a l t h  c a r e  s e r v i c e s  from 
p u b l i c  o u t l e t s .  Over t w o - t h i r d s  sough t  s e r v i c e s  from p r i v a t e  s e r v i c e - d e l i v e r y  
o u t l e t s .  Program s t a t i s t i c s  from t h e  P o p u l a t i o n  Wel fa re  D i v i s i o n  s i m i l a r l y  
i n d i c a t e  t h a t  up t o  80 p e r c e n t  o f  c u r r e n t  family-planning u s e r s  s e e k  s e r v i c e s  
f i r s t  from p r i v a t e  channe l s .  T h i s  s u g g e s t s  t h a t  even i f  p r i v a t e l y  o f f e r e d  
s e r v i c e s  c o s t  more, many u s e r s  a r e  w i l l i n g  t o  pay a n  a d d i t i o n a l  c o s t  f o r  
convenience  o r  f o r  a  p e r c e i v e d  i n c r e a s e  i n  q u a l i t y .  

C. P o t e n t i a l  o f  t h e  Commercial S e c t o r  

I n  sum, s e r v i c e - d e l i v e r y  sys tems  o p e r a t e d  by t h e  p u b l i c  s e c t o r  
g e n e r a l l y  r e a c h  o n l y  f r a c t i o n s  o f  t h e  t o t a l  p o p u l a t i o n  o f  P a k i s t a n .  
Fur thermore ,  t h e  p r i v a t e  s e c t o r  i s  p r e f e r r e d  o v e r  t h e  p u b l i c  s e c t o r  f o r  some 
s o c i a l  s e r v i c e s .  It i s  t h e  M i s s i o n ' s  b e l i e f  t h a t  t h e  p r i v a t e  s e c t o r  h a s  
d r a m a t i c  p o t e n t i a l  t o  r e a c h  p e o p l e  i n  P a k i s t a n  w i t h  goods and s e r v i c e s .  

P a k i s t a n ' s  commercial  s e c t o r  is g e n e r a l l y  w e l l  developed.  S e v e r a l  
l a r g e ,  m u l t i n a t i o n a l  f i r m s  a r e  p r e s e n t  and a c t i v e  i n  t h e  market .  These i n c l u d e  
Uni lever ,  Recke t t  & Coleman, S e a r l e ,  Bayer, Wellcome and Johnson & Johnson, t o  
name b u t  a few. In  a d d i t i o n ,  many ind igenous  companies such  a s  J a f f a r  Bros. 
( P v t ) ,  Ltd., Fakma Pharmaceu t i ca l s  and United D i s t r i b u t o r s  a r e  a c t i v e  and  o f t e n  
have very  e x t e n s i v e  s a l e s  networks  i n  t h e  c o u n t r y .  Of p a r t i c u l a r  r e l e v a n c e  t o  
t h e  p r o j e c t  a r e  t h e  companies ( b o t h  i n t e r n a t i o n a l l y  and d o m e s t i c a l l y  b a s e d )  
which t y p i c a l l y  d e a l  w i t h  household  consumer p roduc t s .  These companies, by t h e  
n a t u r e  o f  t h e i r  p r o d u c t s ,  a r e  s t r a t e g i c a l l y  o r g a n i z e d  t o  r e a c h  a wide r a n g e  o f  
i n d i v i d u a l s  and t h e i r  homes i n  P a k i s t a n .  

Large manufactur ing/market ing f i r m s  t y p i c a l l y  r e a c h  40,000 t o  
60,000 consumer o u t l e t s .  T h i s  i s  f a r  i n  e x c e s s  o f  a n y  sys tem of  c l i e n t - c o n t a c t  
c e n t e r s  o p e r a t e d  by t h e  p u b l i c  s e c t o r .  I n  t h e  newly i n i t i a t e d  AID-supported 
S o c i a l  Marketing o f  C o n t r a c e p t i v e s  ( S K I  P r o j e c t ,  t h e  commercial s e c t o r  h a s  
a l r e a d y  shown t h a t  i t  is  c a p a b l e  o f  i n t r o d u c i n g  a  f a m i l y  p l a n n i n g  p roduc t  a s  a n  
a c c e p t a b l e  consumer i t e m  w i t h i n  P a k i s t a n ' s  e x t e n s i v e  market ing system. The SMC 
e x p e r i e n c e  h a s  a l s o  demons t ra ted  t h e  speed and e f f i c i e n c y  i n  implementa t ion t h a t  
can  r e s u l t  when t h e  commercial s e c t o r  i s  g i v e n  t h e  n e c e s s a r y  autonomy o f  a c t i o n  
and  when commercial s k i l l s  and e x p e r t i s e  a r e  e f f e c t i v e l y  h a r n e s s e d  f o r  a  
n a t i o n a l  o b j e c t i v e .  

Commercial f i r m s  a r e  a l r e a d y  a c t i v e  i n  promot ing a  v a r i e t y  o f  
p r o d u c t s  and  s e r v i c e s  o f  r e l e v a n c e  t o  s o c i a l  s e c t o r  development o b j e c t i v e s .  For 
example, S e a r l e  and W i l s o n ' s  P h a r m a c e u t i c a l s  p roduce  o r a l  r e h y d r a t i o n  s a l t s  
(ORS),  f o r  commercial d i s t r i b u t i o n  and s a l e  which d e c r e a s e s  c h i l d  m o r t a l i t y .  
Uni lever  and  R e c k e t t  & Coleman bo th  manufacture  a v a r i e t y  o f  s o a p s  and 



t o o t h p a s t e  f o r  p e r s o n a l  hygiene.  Desp i t e  such  u n d e r t a k i n g s ,  c o n s i d e r a b l y  more 
c o u l d  b e  done. Commercial f i r m s  c o u l d ,  f o r  example, p r o v i d e  a n  e f f e c t i v e  
channe l  f o r  r e a c h i n g  p r i v a t e  h e a l t h  p r a c t i t i o n e r s  i n  o r d e r  t o  promote o r a l  
r e h y d r a t i o n  t h e r a p y ,  immunization, w a t e r  p u r i f i c a t i o n ,  a d u l t  e d u c a t i o n ,  and 
o t h e r  p u b l i c  h e a l t h  t e c h n o l o g i e s .  The power fu l ly  p e r s u a s i v e  a l l u r e  o f  modern 
marke t ing  and  p r o d u c t  promot ion c o u l d  b e  used t o  p o p u l a r i z e  t h o s e  t e c h n o l o g i e s  
d e f i n e d  by t h e  GOP and A I D  a s  b e i n g  i n  t h e  g r e a t e s t  need. 

However, t h e  d e l i v e r y  o f  s o c i a l  goods o r  s e r v i c e s  through t h e  
p r i v a t e  s e c t o r  i n  a  manner d e s i g n e d  t o  r e a c h  t h e  w i d e s t  number o f  peop le  may n o t  
o f f e r  a t t r a c t i v e  p r o f i t  o p p o r t u n i t i e s ,  p a r t i c u l a r l y  when s i g n i f i c a n t  r i s k  i s  
p e r c e i v e d .  To s t i m u l a t e  t h e  commercial  s e c t o r  t o  become i n v o l v e d  i n  a  l a r g e  
s c a l e  w i t h  such goods and  s e r v i c e s ,  i d e n t i f i c a t i o n  and promotion o f  s p e c i f i c  
b u s i n e s s  o p p o r t u n i t i e s  and i n  some c a s e s ,  p r o v i s i o n  o f  f i n a n c i n g  w i l l  b e  
n e c e s s a r y .  

D.  Development o f  P r o j e c t  Concept 

T h i s  p r o j e c t  h a s  been j o i n t l y  c o n c e p t u a l i z e d  by t h e  N a t i o n a l  
Development Finance Corpora t ion  ( N D F c )  and U ~ ~ ~ ~ / P a k i s t a n .  The NDFC, a  
p a r a s t a t a l ,  i s  t h e  proposed GOP implementing agency f o r  t h e  p r o j e c t .  T h e i r  
involvement  h a s  been c o n s i s t e n t  and e n t h u s i a s t i c .  

The NDFC was c r e a t e d  i n  1973 t o  a p p r a i s e  t h e  economic, f i n a n c i a l  
and t e c h n i c a l  f e a s i b i l i t y  o f  e l i g i b l e  e n t e r p r i s e s  which make r e q u e s t s  f o r  
a s s i s t a n c e  i n  l e s s  developed a r e a s  o f  P a k i s t a n ;  t o  make l o a n s ,  advances  and 
p r o v i d e  l e a s e  f i n a n c i n g  t o  e l i g i b l e  e n t e r p r i s e s ;  t o  p rov ide  a s s i s t a n c e  f o r  
working c a p i t a l  r equ i rements ;  and t o  o p e r a t e  a s  a  f i n a n c i a l  i n s t i t u t i o n  i n  o r d e r  
t o  p e r p e t u a t e  i t s  a c t i v i t y .  NDFC s t a r t e d  w i t h  a  c a p i t a l  c o n t r i b u t i o n  o f  1 0  
m i l l i o n  r u p e e s  (approx imate ly  $600,000) ,  which i n  1 3  y e a r s  i t  h a s  i n c r e a s e d  t o  
9.5 b i l l i o n  r u p e e s  ( $560 m i l l i o n ) .  

During 1985, NDFC approved 20 p u b l i c  s e c t o r  l o a n s  and 68 p r i v a t e  
s e c t o r  l o a n s .  The s i z e  o f  t h e s e  l o a n s  r a n g e d  from 180,000 r u p e e s  ($11,000) t o  
283 m i l l i o n  r u p e e s  ($17 m i l l i o n ) .  Sources  o f  f o r e i g n  exchange c a p i t a l  f o r  
on- lending a r e  d e r i v e d  from t h e  Asian Development Bank ( A D B )  and t h e  
I n t e r n a t i o n a l  Development A s s o c i a t i o n  (World Bank).  Local  c u r r e n c y  s o u r c e s  f o r  
on- lending comes from t h e  N D F C ' s  own banking o p e r a t i o n s .  

The N D F C ' s  l i n e  o p e r a t i o n s  c o n s i s t  o f  t h e  P r o j e c t  F inanc ing  
Department, which i s  r e s p o n s i b l e  f o r  deve lop ing  and a p p r a i s i n g  p o t e n t i a l  
p r o j e c t s  from t h e  time t h e y  a r e  s u b m i t t e d  u n t i l  p r o j e c t  approva l ;  t h e  P r o j e c t  
S u p e r v i s i o n  Department, t o  manage p r o j e c t  s t a r t - u p  from t h e  t i m e  a  p r o j e c t  i s  
approved u n t i l  t h e  concern  is f u l l y  o p e r a t i o n a l ;  and t h e  Investment  Management 
and Moni tor ing Department, t o  o v e r s e e  a  p r o j e c t  from produc t ion  s t a r t i n g  u n t i l  
l o a n  payback. To s u p p o r t  t h e  banking and l o a n  o p e r a t i o n s  t h e  NDFC is equ ipped  
w i t h  a  macro-economic a n a l y s i s  u n i t ,  c o r p o r a t e  and l e g a l  o f f i c e ,  e n g i n e e r i n g  
o f f  i c e ,  accoun t  d i v i s i o n ,  and a d m i n i s t r a t i o n  and p e r s o n n e l  d i v i s i o n .  There  i s  
a l s o  a  s p e c i a l  t e c h n i c a l  u n i t  which h a s  t h e  s p e c i a l  c a p a b i l i t y  t o  a p p r a i s e ,  
approve  f i n a n c i n g  and s t a r t - u p  p a r t i c u l a r l y  complex p r o j e c t s .  T h i s  t e c h n i c a l  
u n i t  r e c r u i t e d  and moni tored t h e  commercial f i r m  r e s p o n s i b l e  f o r  implementing 
t h e  SMC P r o j e c t .  

NDFC t r a d i t i o n a l l y  h a s  devo ted  i t s  e f f o r t s  t o  f i n a n c i n g  commerce 
and  i n d u s t r y  i n  b o t h  t h e  p u b l i c  and p r i v a t e  s e c t o r s .  However, N D F C ' s  
involvement  i n  t h e  SMC P r o j e c t  p rov ided  a n  example o f  how a  commercial f i r m  



c o u l d  e f f e c t i v e l y  c o n t r i b u t e  t o  s o c i a l  s e c t o r  development. Both t h e  Mission and 
NDFC f e l t  t h a t  t h e  SMC e x p e r i e n c e  o f f e r e d  a  model which cou ld  be  modif ied and 
expanded t o  s t i m u l a t e  t h e  commercial s e c t o r  t o  p a r t i c i p a t e  i n  a  b roader  range  o f  
development endeavors.  

A f t e r  a  c a r e f u l  review of  t h e  c a p a c i t i e s  o f  bo th  t h e  Mission and 
NDFC, t h e  f o l l o w i n g  p r o j e c t  d e s i g n  was developed. The d e s i g n  r e f l e c t s  NDFC's  
c o n s i d e r a b l e  e x p e r i e n c e  i n  f i n a n c i n g  commercial a c t i v i t i e s  and t h e  C o r p o r a t i o n ' s  
broad knowledge o f  how t o  e f f e c t i v e l y  i n v o l v e  commercial f i r m s  i n  s p e c i a l  
purpose  f i n a n c i n g .  The p r o j e c t  concep t  a l s o  b u i l d s  on t h e  l e s s o n s  l e a r n e d  i n  
t h e  i n n o v a t i v e  SMC p r o j e c t .  By working t o g e t h e r ,  NDFC and USAID have c o n f i d e n c e  
t h a t  t h e  Commercial Humani tar ian I n i t i a t i v e s  i n  t h e  P r i v a t e  S e c t o r  (CHIPS) 
concep t  can  be  t r a n s l a t e d  i n t o  a n  e f f e c t i v e  channel  f o r  p r i v a t e  s e c t o r  s o c i a l  
s e r v i c e  d e l i v e r y .  

I1 I.  PROGRAM FACTORS 

A. Conformity w i t h  R e c i p i e n t  Country S t r a t e g y  

T h i s  p r o j e c t  c l e a r l y  conforms wi th  two of  P a k i s t a n ' s  announced 
economic development g o a l s :  t o  p rov ide  b e t t e r  h e a l t h  and e d u c a t i o n  s e r v i c e s  t o  
i t s  popula t ion ,  and t h e  l a r g e r  r o l e  i n  n a t i o n a l  economical  development f o r  i t s  
p r i v a t e  s e c t o r .  Both g o a l s  a r e  e n u n c i a t e d  i n  P a k i s t a n ' s  S i x t h  Five Year P lan  
and have r e c e i v e d  r e p e a t e d  endorsements  by P a k i s t a n ' s  t o p  economic and p o l i t i c a l  
l e a d e r s h i p .  While i n  a  number o f  economic a r e a s  P a k i s t a n  h a s  performed w e l l ,  
i t s  achievements  i n  t h e  s o c i a l  s e c t o r  have been e x t r a o r d i n a r i l y  d i s a p p o i n t i n g ,  
and t h e  q u a l i t y  o f  i t s  p u b l i c  s e r v i c e s  d e l i v e r y  i n  t h e  s o c i a l  s e c t o r  h a s  been 
f a r  l e s s  t h a n  d e s i r e d .  I n  expanding its r o l e ,  P a k i s t a n ' s  p r i v a t e  s e c t o r  must 
f a c e  f o r m i d a b l e  b u r e a u c r a t i c  b a r r i e r s  which s e r v e  t o  n e g a t e  t h e i r  e f f o r t s ,  b u t  
such p a r t i c i p a t i o n  i s  c l e a r l y  t h e  most v i a b l e  o p t i o n  i n  enhancing d e l i v e r y  o f  
s o c i a l l y  u s e f u l  goods and s e r v i c e s .  

B. R e l a t i o n s h i p  t o  USAID/Pakistan S t r a t e g y  S ta tement  

The CDSS prepared  i n  1984 acknowledged d e f i c i e n c i e s  i n  t h e  s o c i a l  
s e c t o r s  a s  w e l l  t h e  need f o r  a  more v i a b l e  P a k i s t a n i  p r i v a t e  s e c t o r .  The 
Miss ion ' s  new FY 1988-93 CDSS is  c u r r e n t l y  under p r e p a r a t i o n  and w i l l  more 
i n t e n s e l y  a d d r e s s  t h e  d e f i c i e n c i e s  o f  P a k i s t a n ' s  s o c i a l  s e c t o r ,  w i t h  p a r t i c u l a r  
emphasis upon t h e  u n d e r l y i n g  t h r e a t  t o  P a k i s t a n ' s  p o l i t i c a l  and economic 
s t a b i l i t y  o f  con t inued  poor performance i n  t h e  s e c t o r .  A d d i t i o n a l l y ,  Mission 
s t r a t e g y  w i l l  emphasize t h e  u s e  o f  t h e  p r i v a t e  s e c t o r  a s  t h e  motor o f  
development i n  a l l  phases o f  USAID a c t i v i t y  i n  P a k i s t a n .  

C. R e l a t i o n s h i p  t o  A I D  P o l i c y  

The CHIPS p r o j e c t  i n c l u d e s  t h r e e  o f  A I D ' S  c o r e  p o l i c i e s  and 
r e p r e s e n t s  t h e  Miss ion ' s  d e s i r e  t o  b u i l d  on e a r l i e r  e f f o r t s  i n  s u p p o r t i n g  
p r i v a t e  s e c t o r  d e l i v e r y  o f  s o c i a l  goods and s e r v i c e s .  

1. P o l i c y  Dialogue 

T h i s  p r o j e c t  r e p r e s e n t s  a  c o n t i n u a t i o n  and i n t e n s i f i c a t i o n  o f  
USAID's e a r l i e r  s u c c e s s  i n  g a i n i n g  GOP agreement t h a t  U.S .  economic a s s i s t a n c e  
f u n d s  c o u l d  b e  channeled through t h e  p r i v a t e  s e c t o r  on b e h a l f  o f  p u b l i c  s e c t o r  
o b j e c t i v e s  i n  meet ing s o c i a l  needs.  Development and implementation of t h e  
p r o j e c t  i m p l i e s  a  p o l i c y  d i a l o g u e  w i t h  t h e  GOP i n  g a i n i n g  r e c o g n i t i o n  o f  (1) 



inherent l imi ta t ions  i n  the  ef fect iveness  of Government delivery of goods and 
services,  ( 2 )  recognition of the  inherent greater  performance and e f f i c iency  
po ten t ia l  of the pr ivate  sec to r  t o  supply the same goods and services ,  ( 3 )  
diminution of GOP regulatory/sanction ba r r i e r s  confronting p r iva te  f irms and ( 4 )  
possible nat ional  savings i n  Government expenditures through the pr ivate  sector  
investment i n  nat ional  objectives. 

2. Technology Transfer 

A s  t h i s  project  is implemented, p r iva te  sector  firms, act ing 
i n  t he i r  own s e l f  i n t e r e s t ,  w i l l  introduce new and be t t e r  soc i a l  goods and 
services  which customers w i l l  use i n  t h e i r  s e l f  i n t e r e s t .  Painless technology 
transf e r  w i l l  r e su l t .  

3. Pr ivate  Sector 

The essence of t h i s  project  i s  t o  strengthen the  p r iva te  
sec to r ,  and use i ts  stronger performance capab i l i t i e s  t o  provide soc i a l  sector  
goods and se rv ices  f o r  two reasons: ( a )  because p r iva te  f irms cons t i tu te  a  more 
e f f i c i e n t  contracted instrument than public sector  delivery agencies and, ( b )  
because by building on f r e e  en te rpr i se  p r inc ip les  of s e l f  i n t e r e s t ,  the  p ro jec t  
w i l l  generate several  se l f -sus ta ining and repl icable  pr ivate  sector  a c t i v i t i e s  
i n  the  soc i a l  good. 

Other Donor Input 

U S A I D  w i l l  examine the  pos s ib i l i t y  of World Bank, In ternat ional  
Finance Corporation ( I F C ) ,  U N D P  and Asian Development Bank collaboration i n  t h i s  
p ro jec t  t o  increase cap i t a l  resources and broaden the  endorsement of the  
concept. U N D P  representat ives have already expressed an i n t e r e s t  i n  
collaborating w i t h  the  C H I P S  Project  through private-sector technology exchanges 
o r  t r a in ing  opportunit ies,  where necessary. 

I V. PROJECT DESCRIPTION 

A. Perceived Problems 

The soc i a l  sector  i n  Pakistan urgently needs fur ther  development. 
The t rad i t iona l  public sec to r  channels which fund most, i f  not a l l ,  s oc i a l  
sec to r  a c t i v i t y ,  a r e  slow t o  change and reach only a  small portion of the  
population which require soc i a l  services.  Further, inherent bureaucratic 
ine f f i c ienc ies  mean t h a t  public e n t i t i e s  can r a r e ly  achieve the cost -effect ive  
service  delivery possible f o r  the pr ivate  sector .  

There a r e  several  segments of the  soc i a l  sector  f o r  which 
commercial firms could provide services  f o r  p ro f i t  while f i l l i n g  the unmet 
consumer demand. The p r iva te  sector  has not responded t o  these oppor tuni t ies  
f o r  two reasons. F i r s t ,  the financing cos t s  t o  i n i t i a t e  soc ia l  sector  a c t i v i t y  
have been prohibi t ively  high. Second, the  p r o f i t s  f o r  soc ia l  sector  a c t i v i t i e s  
have been perceived a s  too low. This s e t  of conditions i s  s imi lar  t o  the  
cons t ra in t s  which soc i a l  marketing e f f o r t s  typ ica l ly  address. The CHIPS Project  
modifies and expands a  soc i a l  marketing model of f inanc ia l  ass is tance  t o  the  
p r iva te  sec to r  and, i n  doing so ,  i s  designed t o  more broadly overcome such 
const ra ints .  

There a r e  several  reasons why a  p r iva te  sector  firm, given 



encouragement from the CHIPS Project ,  would pa r t i c i pa t e  i n  a venture which would 
not be p ro f i t ab l e  i n  the  short-term. Here a r e  a few examples. The f i r s t  case 
i s  a company t h a t  has a surplus  manufacturing capacity. Under u t i l i z ed  
equipment i s  a co s t l y  fac to r  of production; launching another product could help 
recover p lant ,  machinery and labor costs .  In t h i s  case the company would be 
looking fo r  increased cash flow instead of increased prof it. A second, s imi lar  
example i s  a company t ha t  has a d i s t r i bu t i on  network which is cos t ly  t o  support 
and is  under u t i l i z ed .  By d i s t r i bu t i ng  other products they could recoup the  
f ixed cos t s  associated w i t h  t h e i r  d i s t r ibu t ion  network. 

A t h i r d  example i s  a company t h a t  perceives its vocation t o  be 
c lose ly  associated w i t h  a  product or  l i n e  of products t ha t  respond t o  a well 
defined need. Such was one of the  prime motivating forces  f o r  Woodwards, the 
company t ha t  implemented the SMC Project.  Woodwards parent corporation 
considers i t s e l f  t o  be a world leader i n  condom marketing. If there was an 
opportunity t o  commercialize condoms i n  Pakistan, t h i s  f irm wanted t o  be 
involved. Companies l i k e  these  perceive themselves a s  the  leaders  i n  ch i ld  
care ,  personal hygiene, o r  any number of other corporate images. They survey 
t he  world fo r  the  f i r s t  opportunity t o  pa r t i c i pa t e  i n  new products which might 
advance the i r  "image" o r  create  fu tu re  markets. If they have the opportunity t o  
be ac tua l l y  involved before the  product is p rof i t ab le ,  they could have a 
valuable edge over the competition. 

Final ly ,  t he  fourth example i s  a company which would pa r t i c i pa t e  i n  
order t o  l ea rn  and grow i n  new areas.  Investment i n  marketing, promotion and 
consumer education t o  launch a new product is cost ly .  Given the  economic and 
p o l i t i c a l  context i n  l e s s  developed countries,  the r i sk  is f a r  greater  than 
merely commercial. Many times there  a r e  t r ad i t i ona l  cu l t u r a l  habi ts  which, i f  
changed, would make the di f ference between p ro f i t  and loss .  The opportunity t o  
develop an unknown area  w i t h  reduced r i s k  o r  lowered cos t ,  which eventually may 
lead t o  growth, such a s  the consumer behavior of r u r a l  people, represents a 
strong motivation. 

These examples demonstrate how CHIPS w i l l  be able  t o  t ap  p r i va t e  
sec to r  motivation t o  achieve i t s  double imperative: t o  fund sub-projects which 
would not otherwise a t t r a c t  p r iva te  sector  investment and t o  launch products 
which w i l l  eventually be prof i table  enough fo r  the pr ivate  sector  t o  sus ta in  
a f t e r  A I D  financing ends. 

B. Project  Goal and Purpose 

The project  goal is t o  improve the  qua l i t y  of l i f e  of the  people of 
Pakistan through greater  access t o  soc i a l  goods and/or services.  The project  
purpose i s  t o  enhance the  p r iva te  commercial s ec to r ' s  =o le  i.n soc ia l  development 
and demonstrate the cost-effectiveness of its contribution.  The project  w i l l  
support NDFC t o  provide financing t o  1) arrange appropriate economic analyses 
and iden t i fy  promising commercial opportunit ies,  2 )  promote these oppor tuni t ies  
w i t h  representa t ives  of the commercial p r iva te  sec to r  and 3 )  provide funds t o  
commercial firms s o  t ha t  they can r ea l i z e  a s i gn i f i c an t  r o l e  i n  the development 
of Pakistan 's  soc i a l  sector .  

C. Expected Achievements 

The p ro jec t  w i l l  develop within NDFC a CHIPS management c e l l  which 
w i l l  provide the analyses and f inanc ia l  data  t o  asce r ta in  the f e a s i b i l i t y  of any 
proposed commercial endeavor and administer the financing of commercial firms. 
W i t h i n  the  f i r s t  year of the project ,  NDFC w i l l  c rea te  and s t a f f  t h i s  c e l l  which 



w i l l  c o o r d i n a t e  a l l  CHIPS r e l a t e d  a c t i v i t y .  I t  is a n t i c i p a t e d  t h a t  t h e  c e l l  
w i l l  c o n t i n u e  t o  f u n c t i o n  a f t e r  p r o j e c t  comple t ion ,  a s  l o n g  a s  t h e r e  i s  a  demand 
f o r  s o c i a l  s e c t o r  a c t i v i t i e s  t h a t  can  most e f f i c i e n t l y  and cheap ly  be  p rov ided  
by commercial  f i rms .  

A t  t h e  comple t ion  o f  t h e  f i v e  y e a r  p r o j e c t ,  t h e  f o l l o w i n g  
achievements  a r e  expec ted :  

- A CHIPS c e l l  w i l l  b e  f u n c t i o n i n g  a t  NDFC 
- 15  - 20 market  a s s e s s m e n t s  w i l l  have  been completed and 

w i d e l y  d i s s e m i n a t e d  i n  t h e  commercial  s e c t o r  - 1 5  - 25 commercial f i r m s  w i l l  b e  p a r t i c i p a t i n g  i n  s o c i a l  
s e c t o r  a c t i v i t i e s  - 5 - 10 new s o c i a l  goods and/or s e r v i c e s  w i l l  be  on t h e  
marke t ,  hav ing  been developed and d i s t r i b u t e d  through 
commercial channe l s  

D .  P r o j e c t  O u t l i n e  

The Miss ion p l a n s  t o  p r o v i d e  f u n d s  t o  b e  a d m i n i s t e r e d  by NDFC i n  
t h e  form o f  c o n c e s s i o n a l  f i n a n c i n g  f o r  commercial s e c t o r  f i r m s .  NDFC i s  a  
p a r a s t a t a l  c o r p o r a t i o n ,  e s t a b l i s h e d  i n  1973 t o  p r o v i d e  f u n d s  on a  c o n c e s s i o n a l  
f i n a n c i n g  b a s i s  t o  p r i v a t e  f i r m s  and p u b l i c  c o r p o r a t i o n s  which showed a  d e s i r e  
t o  engage i n  a c t i v i t i e s  which promoted t h e  p o l i c i e s  o f  t h e  GOP. It i s  N D F C ' s  
p o l i c y  t o  deve lop  p r o j e c t s  w i t h  a  l o a n  v a l u e  o f  a t  l e a s t  10  m i l l i o n  r u p e e s  
( a p p r o x i m a t e l y  $600,000).  NDFC would p r e f e r  t o  o f f e r  a  h i g h e r  minimum l o a n  
amount o f  50 m i l l i o n  r u p e e s  o r  $2.9 m i l l i o n ,  because  of  t h e  a d m i n i s t r a t i v e  
burden i n v o l v e d  w i t h  assessment  and r e l a t e d  a n a l y s e s .  NDFC h a s  been funded 
m o s t l y  by t h e  GOP, p r i v a t e  and commercial d e p o s i t s ,  b u t  h a s  a l s o  r e c e i v e d  f u n d s  
from t h e  World Bank and  t h e  Asian Development Bank f o r  s p e c i f i c  programs. 

The World Bank and Asian Development Bank ( A D B )  have been s u p p l y i n g  
NDFC w i t h  f o r e i g n  l i n e s  o f  c r e d i t  s i n c e  t h e  mid-1970s. C u r r e n t l y  t h e  World Bank 
o f f e r s  NDFC a  c r e d i t  l i n e  o f  approx imate ly  $23 m i l l i o n  and ADB o f f e r s  a  c r e d i t  
l i n e  o f  $93 m i l l i o n .  These c r e d i t  l i n e s  a r e  used t o  p r o c u r e  f o r e i g n  
commodities. Approval f o r  t h e  u s e  o f  t h e s e  f o r e i g n  l i n e s  of  c r e d i t  a r e  s o u g h t  
by NDFC from t h e  donor concerned  b e f o r e  a  p r o j e c t  is brough t  b e f o r e  t h e  NDFC 
Board f o r  approva l .  

NDFC a l r e a d y  h a s  t h e  e x p e r i e n c e ,  s t a f f  and s t r u c t u r e  needed t o  
a n a l y z e  t h e  v i a b i l i t y  o f  a  commercial a c t i v i t y ,  d e t e r m i n e  what l e v e l  o f  
f i n a n c i n g  is needed t o  a t t r a c t  a  commercial f i r m ' s  p a r t i c i p a t i o n ,  a d m i n i s t e r  
f u n d s  f o r  t h e  p r i v a t e  s e c t o r ,  and a s s i s t  w i t h  t h e  development o f  new marke t  
o p p o r t u n i t i e s .  

1. P r o j e c t  S t r u c t u r e  

NDFC w i l l  b e  t h e  implementing agency o f  t h e  p r o j e c t .  NDFC 
w i l l  n o t i f y  USAID a t  t h e  s t a r t  o f  any  new s u b - p r o j e c t  a n a l y s i s  and USAID w i l l  
i n i t i a l l y  r ev iew s u b - p r o j e c t  c o n c e p t s  f o r  adherence  t o  USAID p o l i c i e s ,  
p r i o r i t i e s  and  g u i d e l i n e s .  A board  composed o f  t h r e e  NDFC o f f i c i a l s  and  two 
USAID r e p r e s e n t a t i v e s  w i l l  o v e r s e e  N D F C t s  o p e r a t i o n  o f  t h e  CHIPS P r o j e c t  and  
approve  any l o a n s  o r  cos t - re imbursement  agreements  proposed f o r  fund ing  by 
N D F C t s  CHIPS c e l l .  Through t h i s  board ,  USAID w i l l  r e t a i n  t h e  r i g h t  t o  v e t o  any  
proposed a c t i v i t y  t h a t  exceeds  t h e  a v a i l a b l e  f u n d s  o r  i s  i n c o n s i s t e n t  w i t h  
USAID's p o l i c i e s ,  r e g u l a t i o n s  o r  g u i d e l i n e s .  



S i n c e  t h e  whole purpose  is t o  s t i m u l a t e  t h e  commercial 
p r i v a t e  s e c t o r ,  t h e  s t r u c t u r e  o f  t h e  p r o j e c t  must b e  a d a p t e d  t o  s t a n d a r d  
b u s i n e s s  p r a c t i c e s .  Accordingly ,  t h e  t r a n f e r r a l  of  f u n d s  t o  NDFC s h o u l d  b e  done 
i n  a manner which promotes r a p i d  e x p e n d i t u r e  is r e s p o n s i v e  t o  t h e  needs  o f  
commercial  f i r m s  i n  P a k i s t a n ,  and a d h e r e s  a s  c l o s e l y  a s  p o s s i b l e  t o  N D F C ' s  sound 
fund  management procedures .  In  c o n t r a s t  t o  A I D ' S  u s u a l  p rocedures  t o  fund  
governmental  a g e n c i e s ,  enhanc ing  f l e x i b i l i t y  o f  o p e r a t i o n  and e n s u r i n g  t h e  
needed working autonomy o f  p r i v a t e  b u s i n e s s e s  a r e  c r i t i c a l  t o  a c h i e v i n g  
s u c c e s s .  Toward t h e s e  e n d s ,  t h e  P r o j e c t  Paper ( P P ) ,  d e s i g n  w i l l  e x p l o r e  s e v e r a l  
p o s s i b l e  f o r m a t s  t o  p r o v i d e  f u n d s  t o  NDFC. One f o r m a t  may b e  m o d i f i c a t i o n s  o f  
t h e  s t a n d a r d  c o s t - s p e c i f  i c  f i n a n c i n g  mode t h e  Agency commonly uses .  I n  t h i s  
i n s t a n c e  t r a n s f e r  o f  f u n d s  t o  NDFC would b e  t i e d  t o  s p e c i f i c  sub-pro j e c t s  
approved by t h e  CHIPS Board. C o s t - s p e c i f i c  fund ing  t r a n s f e r s  cou ld  t h e n  b e  i n  a 
lump sum f o r  t h e  t o t a l  e s t i m a t e d  c o s t  o f  s u b - p r o j e c t s ,  o r  made i n c r e m e n t a l l y .  
A s  a n o t h e r  p o s s i b i l i t y ,  t h e  NDFC c o u l d  be  c o n s i d e r e d  a n  i n t e r m e d i a t e  c r e d i t  
i n s t i t u t i o n  w i t h  f u n d s  t r a n s f e r r e d  i n  a manner s i m i l a r  t o  t h e  model deve loped  i n  
t h e  PACT P r o j e c t  r e c e n t l y  approved f o r  Ind ia .  NDFC would manage t h e  
d i sbursement  o f  f u n d s  t o  t h e  companies i n v o l v e d  w i t h  sub-pro j e c t  
implementa t ion.  Some f o r e i g n  commodities w i l l  p robably  b e  r e q u i r e d  f o r  t h e  
implementa t ion o f  s u b - p r o j e c t s .  In t h e s e  i n s t a n c e s ,  t h e  procurement o f  such  
commodities w i l l  b e  t h e  r e s p o n s i b i l i t y  of  NDFC o r  a company r e c e i v i n g  f i n a n c i n g  
through a sub-pro j e c t .  

Host-country procurement i s  c o n s i s t e n t  w i t h  t h e  Miss ion ' s  
need t o  r educe  its management burden and w i t h  t h e  c a p a b i l i t i e s  a t  NDFC. 
S i m i l a r l y ,  a l l  c o n t r a c t i n g  f o r  goods and s e r v i c e s  w i l l  b e  t h e  r e s p o n s i b i l i t y  o f  
NDFC o r  p a r t i c i p a t i n g  companies. For a l l  procurement a c t i o n s ,  f l e x i b l e  
f r ee -wor ld  s o u r c e  and  o r i g i n  w i l l  p robab ly  b e  r e q u i r e d ;  i f  s o  such  a n  
a u t h o r i z a t i o n  w i l l  b e  s o u g h t  i n  t h e  P r o j e c t  Paper.  

Any revenues  r e a l i z e d  d i r e c t l y  o r  i n d i r e c t l y  from p r o j e c t  
f u n d s ,  i n  t h e  form o f  i n t e r e s t  on l o a n s ,  repayment o f  p r i n c i p a l ,  o r  o t h e r w i s e ,  
w i l l  b e  k e p t  i n  a s p e c i f i c  CHIPS accoun t  a t  NDFC. These f u n d s  w i l l  o n l y  b e  u s e d  
f o r  p r o j e c t - r e l a t e d  c o s t s  w i t h  t h e  p r i o r  a p p r o v a l  o f  USAID. 

a .  N D F C ' s  Ro le  

NDFC w i l l  c a r r y  o u t  t h e  f o l l o w i n g  f u n c t i o n s :  - Assess marke t s  t o  i d e n t i f y  new commercial  o p p o r t u n i t i e s ;  
- Determine t h e  f e a s i b i l i t y  o f  s p e c i f i c  p r o d u c t s  o r  programs; 
- A t  t r a c t  s u i t a b l e  f i r m s  f o r  r e c e i p t  of funds ;  
- Adminis ter  a c t u a l  t r a n s f e r  o f  f u n d s  t o  p r i v a t e  s e c t o r  f i r m s ;  
- Monitor and a u d i t  t h e  r e c i p i e n t ' s  a c t i v i t y  and o p e r a t i o n ;  
- Review and r e p o r t  on p r o g r e s s  o f  f i n a n c e d  a c t i v i t i e s .  

The p r o j e c t  is des igned  t o  minimize t h e  M i s s i o n ' s  management 
involvement .  USAID's f u n c t i o n  w i l l  be  t o :  - P a r t i c i p a t e  on t h e  CHIPS Governing Board; 

- Disburse  f u n d s  t o  NDFC; 
- Monitor p r o j e c t  implementa t ion;  
- Prov ide  a n  independent  a u d i t i n g  f i r m  t o  r e g u l a r l y  a u d i t  a l l  

p r o j e c t  a c t i v i t i e s .  



2. Areas of Proposed Activi ty 

Depending on the  a b i l i t i e s  of N D F C ' s  s t a f f ,  a  va r ie ty  of 
soc i a l  sec to r  a c t i v i t i e s  w i l l  be reviewed fo r  poss ible  funding. The a c t i v i t i e s  
w i l l  range from soc i a l  marketing of numerous products, such a s  o r a l  rehydration 
s a l t s ,  vaccines, water pur i f i ca t ion  t a b l e t s ,  iodized s a l t  or  o i l ,  e tc . ,  t o  
se rv ices  such a s  the  promotion of female l i t e r a c y ,  female employment and family 
planning f o r  workers. The scope and def in i t ion  of spec i f i c  opportunit ies w i l l  
be fu r the r  developed during the  PP preparation phase. 

3. Types of Financing of Commercial Concerns 

C H I P S  could a id  the  p r iva te  sector  i n  any one or a 
combination of four financing methods. The f i r s t  would be t o  supply 
l imited-scale production equipment i n  order t o  reduce t he  i n i t i a l  c ap i t a l  co s t s  
required t o  begin marketing soc i a l  sector  products and/or services.  A second 
method would be t o  supply commodities a t  a  reduced cos t  which would allow the  
pr ivate  sec to r  t o  r e a l i z e  i t s  normal p ro f i t  of 20 t o  30 percent. The th i rd  
method would be t o  reimburse a  firm fo r  l oca l  co s t s  incurred undertaking a  new 
soc i a l  sec to r  a c t i v i t y .  The four th  would be t o  o f fe r  financing a t  a  reduced 
r a t e .  The current  commercial r a t e s  avai lable  t o  companies i n  Pakistan a r e  1 4  t o  
15 percent. Depending on the commercial v i a b i l i t y  of a  spec i f i c  sub-project 's  
po ten t ia l ,  the  i n t e r e s t  r a t e  offered through the  CHIPS Project  could be lowered 
t o  5 t o  1 2  percent. I t  i s  ant ic ipated t h a t  5 percent w i l l  be the lowest r a t e  
which w i l l  be offered.  

These four modes can be grouped i n t o  two bas ic  ca tegor ies  o r  
approaches. One is  the conventional financing of products or  services  i n  the 
form of a  type of loan (which would have t o  be repa id ) .  The other would be 
cost-reimbursements of some element of a  company's expense (financing which 
would no t  have t o  be repaid) .  

In the  f i r s t  category, NDFC would perform a  complete market 
assessment and est imate po ten t ia l  p ro f i t  f o r  a  spec i f i c  soc ia l  sector  a c t i v i t y .  
On the  bas i s  of t h i s  assessment, financing w i l l  be calculated t o  allow a  
commercially acceptable i n t e rna l  r a t e  of re turn  ( I R R )  on a  company's investment 
i n  the  a c t i v i t y .  Usually t o  i n t e r e s t  a  p r iva te  sec to r  firm, an I R R  of a t  l e a s t  
2 t o  3 percent above the weighted average cos t  of funds would be required. 

Some po ten t ia l  a c t i v i t i e s  w i l l  not be a t t r a c t i v e  t o  p r i va t e  
sec to r  f irms on a  loan bas i s  only. In these instances,  cost-reimbursement 
financing w i l l  be used. U S A I D  w i l l  provide cost-reimburseable funding i n  two 
bas ic  formats. The f i r s t  w i l l  involve the procurement of production equipment 
on a  l imi ted  s ca l e  and/or the  reimbursement of other s tar t -up costs .  T h i s  would 
be a  one-time reimbursement t o  enable a  pr ivate  sec to r  e n t i t y  t o  enter  i n to  a 
new s o c i a l  sec to r  marketing ac t i v i t y .  The second method would involve the  
ongoing cost-reimbursement of soc i a l l y  benef ic ia l  commodities or  other expenses 
t o  reduce t he  cos t  of the  product or  service  which is being marketed. There 
w i l l  be some products and/or services ,  i n  the p re -prof i t ab i l i ty  s tage ,  which 
w i l l  need ongoing f inanc ia l  support t o  encourage p r iva te  sector  involvement. 
The ra t iona le  f o r  U S A I D ' s  support is based on the business analys is  showing t h a t  
t he  p r i va t e  commercial firm w i l l  be more cos t  e f f e c t i v e  and respond quicker t o  
market forces  than the GOP. Therefore goods and/or services  w i l l  be provided a t  
a  cheaper co s t  by U S A I D  and a t  the same time be supplied t o  the  populace of 
Pakistan a t  a  f a s t e r  r a t e .  The financing modes d e t a i l s  w i l l  be fu r the r  
developed during PP preparation. 



V. FACTORS AFFECTING PROJECT SELECTION AND FURTHER DEVELOPMENT 

A. Social  Considerations 

1. Social  Environment 

The country of Pakistan represents a l a rge  complex socie ty ,  
composed of many varied sub-cultures and heterogeneous soc i a l  t r ad i t ions .  
Ethnic va r ie ty  is c lose ly  linked t o  l i n g u i s t i c  differences.  There i s  a r i g id ,  
c l a s s  s t r uc tu r e  formed by deeply ingrained feudal t r ad i t ions .  Weaving a thread 
of commonality through the  varied soc i a l  f ab r i c  i s  the  re l ig ion  of Islam, but i n  
t h i s  predominant re l ig ion  too,  there a r e  two versions,  "Sunnin and "Shian . 

Pakistan socie ty  a l s o  has a r ich  her i tage  of commerce and 
trading which reached i n t o  what i s  now China, the Soviet Union, Turkey, Iran and 
India. Commerce on a small and large  sca le  has been a prevalent element of most 
of Pakistan's sub-cultures f o r  centuries.  Today, commerce and the marketplace 
i n  Pakistan is diverse  and r e l a t i ve ly  well-developed. 

2. Social Feas ib i l i ty  

The CHIPS Project  bas ica l ly  r e l i e s  on the  marketplace of 
Pakistan a s  the medium through which soc ia l ly  des i rable  goods and services  can 
be more e f fec t ive ly  delivered and made more widely available.  This re l i ance  is  
based on a sound foundation of consumer behavior pa t t e rns  and the current  soc i a l  
organization of any Pakistani  marketplace. The marketplace is open t o  a l l  
c l asses  and income groups. Admittedly, there a r e  some s t o r e s  i n  larger  urban or 
semi-urban areas  which ca t e r  t o  a higher income, upper c l a s s  c l i en t e l e ,  however, 
every consumer i n  Pakistan has equal access t o  the marketplace. 

Because of the p rac t i ce  of purdah ( t h e  seclusion of women), 
the  vas t  majority of consumers i n  a marketplace a r e  men. Virtually a l l  
r e t a i l e r s  a r e  a l s o  men. Point-of-sale promotional material  fo r  products 
therefore ,  must take t h i s  f a c t  i n t o  account. 

Consumer research and t rade  surveys have shown t h a t  r e t a i l  
p r i ce  l eve l s  make a considerable difference i n  the access afforded t o  low income 
and low c l a s s  consumers. Individuals i n  these  socio-economic categor ies  
t yp i ca l l y  have l imited disposable cash reserves and tend t o  purchase only 
immediate requirements of goods and services.  Thus ,  the  consumption pa t t e rn  of 
low income famil ies  i s  of frequent, small quant i ty ,  low-priced buys. Given t h i s  
consumption pat tern ,  marketing schemes which would allow a lower consumer p r i c e  
could expect t o  achieve a greater  outreach t o  lower-income, lower-class 
households. 

3 .  Impact and Beneficiaries 

The benef ic ia r i es  of t h i s  p ro jec t  would conceiveably be 
everyone who has d i r ec t  o r  i nd i r ec t  access t o  a marketplace. In Pakistan, given 
t he  extent  of the  market system, the  benef ic ia r i es  would be the  e n t i r e  
population. However, t o  r e a l i z e  the broadest extent  of benef ic iar ies  poss ible ,  
products m u s t  be marketed i n  a  manner t o  guarantee wide geographic d i s t r i bu t i on  
and low r e t a i l  price. Maintaining a low r e t a i l  pr ice  t o  maximize consumer 
access t o  a product, however, makes high p r o f i t  t o  a commercial concern l e s s  
l ike ly .  The CHIPS Project  would o f f e r  f inanc ia l  packages t o  companies which 



s t i l l  c o u l d  make a  p roduc t  w i t h  low r e t a i l  p r i c e s  a n  a t t r a c t i v e  b u s i n e s s  
o p p o r t u n i t y .  

A s  n o t e d  above,  s u r v e y s  have shown t h a t  f o r  goods and 
s e r v i c e s ,  such  a s  h e a l t h  c a r e ,  t h e  p r e v a l e n t  behav io r  p a t t e r n  i n  P a k i s t a n  i s  f o r  
p e o p l e  t o  t u r n  t o  t h e  p r i v a t e  s e c t o r .  The CHIPS P r o j e c t  would b u i l d  on t h i s  
e x i s t i n g  behav io r  p a t t e r n  by p r o v i d i n g  t h e  means t o - o f f e r  more s o c i a l  goods and 
s e r v i c e s  through t h e  p e o p l e ' s  channe l  of  f i r s t  c h o i c e ,  t h e  p r i v a t e  s e c t o r .  
Consequently,  t h e  p o t e n t i a l  impact  o f  a n  expanded range  o f  s o c i a l  goods and 
s e r v i c e s  o f f e r e d  through t h e  commercial  p r i v a t e  s e c t o r  i s  indeed  v a s t .  De l ive ry  
o f  s o c i a l  goods and s e r v i c e s  th rough  p u b l i c  channe l s  may r e a c h  15  p e r c e n t  o f  t h e  
popu la t ion .  In comparison,  t h e  marke tp lace  r e a c h e s  v i r t u a l l y  everyone each day. 

B. Economic C o n s i d e r a t i o n s  

The proposed p r o j e c t  c a n  b e  j u s t i f i e d  on two d i f f e r e n t  grounds.  
The f i r s t  i s  t h e  t r a d i t i o n a l  t e s t  o f  t h e  marke tp lace  i n  which t h e  f i n a n c i a l  
a n a l y s i s  i n d i c a t e s  t h a t  t h e  revenues  w i l l  b e  l a r g e r  t h a n  c o s t s .  The revenues  
r e p r e s e n t  goods and s e r v i c e s  whose b e n e f i t s  t o  t h e  economy w i l l  b e  a t  l e a s t  
e q u a l  t o  p r i c e .  The second approach i s  c o s t  e f f e c t i v e n e s s  i n  which b e n e f i c i a l  
s e r v i c e s  w i l l  b e  provided t o  t h e  economy a t  a  s u b s t a n t i a l l y  lower c o s t  t h a n  
p u b l i c  s e c t o r  d e l i v e r y  c u r r e n t l y  c o s t s .  

Most o f  t h e  p r o j e c t  f u n d s  w i l l  be  used f o r  making l o a n s  t o  p r i v a t e  
companies. These l o a n s  w i l l  b e  made a t  l e s s  t h a n  commercial r a t e s  o f  i n t e r e s t ,  
which a r e  approx imate ly  14  - 15  p e r c e n t  p e r  annum i n  P a k i s t a n .  The borrowers  
e x p e c t  t o  r epay  t h e  l o a n  and s t i l l  make a n  a c c e p t a b l e  r e t u r n  on t h e i r  e q u i t y ,  
inves tment  o f  t i m e  and  o t h e r  i n p u t s  t o  t h e  a c t i v i t y .  Consumers w i l l  b e  f r e e  t o  
buy t h e  goods and s e r v i c e s  o f f e r e d ,  and t h u s  we w i l l  assume t h a t  t h e  m a r g i n a l  
u t i l i t y  f rom t h e s e  e x p e n d i t u r e s  i s  a t  l e a s t  e q u a l  t o  t h e  amount o f  money p a i d  
f o r  them. The goods and  s e r v i c e s  w i l l  be  r e l a t e d  t o  h e a l t h ,  e d u c a t i o n  and o t h e r  
s o c i a l  s e c t o r  a c t i v i t i e s  t h a t  a r e  c o n s i d e r e d  d e s i r a b l e .  There  w i l l  b e  l i t t l e  
d o u b t  t h a t  t h e s e  a r e  d e s i r a b l e  i n v e s t m e n t s  because  i n  many c a s e s ,  t h e  p u b l i c  
s e c t o r  i s  p r o v i d i n g  t h e  s e r v i c e s  a t  lower c o s t  t o  t h e  consumers, and t h u s  
p r o v i s i o n  o f  them by t h e  p r i v a t e  s e c t o r  on a  p ro f i t -making  b a s i s  g u a r a n t e e s  t h e  
d e s i r a b i l i t y  o f  t h e  a c t i v i t y .  

Another c a t e g o r y  o f  a c t i v i t i e s  under t h i s  p r o j e c t  w i l l  b e  t h e  
p r o v i s i o n  o f  goods and s e r v i c e s  by p r i v a t e  f i r m s  on a  cos t - re imbursab le  b a s i s .  
These  a c t i v i t i e s  w i l l  b e  o n e s  i n  which t h e  revenues  t o  b e  g e n e r a t e d  p r o b a b l y  
w i l l  b e  i n a d e q u a t e  t o  cover  c o s t s .  The j u s t i f i c a t i o n  f o r  f i n a n c i n g  t h e s e  t y p e s  
o f  a c t i v i t i e s  i s  t h a t  t h e  p r i v a t e  s e c t o r  can  d e l i v e r  t h e  goods and s e r v i c e s  more 
e f f i c i e n t l y  than  t h e  p u b l i c  s e c t o r .  The a s s e s s m e n t s  t h a t  w i l l  b e  made o f  t h i s  
t y p e  o f  a c t i v i t y  w i l l  a l s o  look  a t  t h e  b e n e f i t s  r a t h e r  than  a c t i n g  p u r e l y  o n  a  
c o s t  e f f e c t i v e n e s s  b a s i s .  

The proposed p r o j e c t  a l s o  w i l l  have  s i g n i f i c a n t  macroeconomic 
e f f e c t s  because  i t  w i l l  r educe  p r e s s u r e  on t h e  f e d e r a l  budget  and t h u s  w i l l  
s e r v e  t o  r educe  t h e  budge t  d e f i c i t .  Such a  r e d u c t i o n  w i l l  r educe  i n f l a t i o n a r y  
p r e s s u r e  and l e a v e  a d d i t i o n a l  f u n d s  i n  t h e  p r i v a t e  s e c t o r  i t s  use.  

The above a n a l y s i s  d o e s  n o t  i n d i c a t e  how t h e  b e n e f i t - c o s t  
r a t i o  w i l l  compare t o  o t h e r  p o s s i b l e  a c t i v i t i e s  such  a s  energy ,  a g r i c u l t u r e ,  
i n d u s t r y ,  e t c .  The j u s t i f i c a t i o n  i s  t h a t  t h i s  a c t i v i t y  i s  economical ly  
f e a s i b l e ,  w i l l  expand t h e  r o l e  o f  t h e  p r i v a t e  s e c t o r ,  and w i l l  i n c r e a s e  and 
improve t h e  d i s t r i b u t i o n  o f  s o c i a l  s e c t o r  goods and s e r v i c e s  t h a t  a r e  w o e f u l l y  
inadequa te .  



C. Re levan t  Exper ience  w i t h  S i m i l a r  P r o j e c t s  

A s  s t a t e d  i n  S e c t i o n  11, t h e  c o n c e p t  o f  t h e  CHIPS P r o j e c t  
o r i g i n a t e d  from t h e  e x p e r i e n c e  w i t h  t h e  SMC P r o j e c t .  Both USAID and t h e  GOP a r e  
very  impressed w i t h  t h e  implementing commercial f i r m ' s  achievements  i n  
f u r t h e r i n g  t h e  o b j e c t i v e  o f  wide  c o n t r a c e p t i v e  a v a i l a b i l i t y  i n  Pak i s t an .  The 
company i n v o l v e d  w i t h  t h e  SMC P r o j e c t  h a s  c l e a r l y  demons t ra ted  t h e  e f f i c i e n c y  
and c o s t - e f f e c t i v e n e s s  o f  t h e  commercial s e c t o r  i n  making a  s o c i a l  p roduc t  more 
w i d e l y  a v a i l a b l e .  

NDFC and  USAID examined t h e  S K  e x p e r i e n c e  a s  a n  example o f  how 
p u b l i c  r e s o u r c e s  were  used t o  h a r n e s s  t h e  s t r e n g t h s  and s k i l l s  o f  t h e  p r i v a t e  
s e c t o r  f o r  a  n a t i o n a l  development o b j e c t i v e .  The examina t ion  o f  t h e  SMC model 
produced a  modi f i ed  c o n c e p t  o f  how p u b l i c  r e s o u r c e s  c o u l d  be  used t o  more wide ly  
t a p  t h e  e x p e r i e n c e  and a b i l i t i e s  o f  commercial  f i r m s ,  

The knowledge NDFC and USAID a c q u i r e d  i n  t h e  SMC P r o j e c t  h e l p e d  t o  
f o r m u l a t e  t h e  CHIPS concep t .  Market a s s e s s m e n t s  under taken  i n  t h e  SMC P r o j e c t  
were  used t o  make e s t i m a t e s  o f  consumer demand and behav io r ,  S i m i l a r l y ,  d u r i n g  
t h e  SMC P r o j e c t ,  t h e  r e c r u i t m e n t  o f  a  commercial  f i r m  t o  manage and market  SMC 
p r o d u c t s  i d e n t i f i e d  t h e  proper  means t o  approach  and a t t r a c t  l a r g e  companies t o  
s o c i a l  marke t ing  v e n t u r e s .  The SMC e x p e r i e n c e  w i l l  b e  examined f u r t h e r  d u r i n g  
t h e  p r e p a r a t i o n  o f  t h e  PP. I n  a d d i t i o n ,  t h e  r e s u l t s  o f  a  commercial a s sessment  
funded  by UNICEF o f  ORS p r o d u c t i o n  and d i s t r i b u t i o n  w i l l  b e  a v a i l a b l e  f o r  u s e  i n  
t h e  d e s i g n  o f  t h e  PP. 

D. Host  Country Implementing Agency 

Although commercial  f i r m s  which r e c e i v e  f i n a n c i n g  under t h e  p r o j e c t  
w i l l  u n d e r t a k e  s p e c i f i c  s u b - p r o j e c t  a c t i v i t i e s ,  t h e  p r o j e c t  w i l l  be  implemented 
by NDFC. NDFC h a s  had t h i r t e e n  y e a r s  o f  e x p e r i e n c e  w i t h  t h e  a d m i n i s t r a t i o n  o f  
l o a n s  t o  p r i v a t e  and p u b l i c  c o r p o r a t i o n s .  NDFC a l r e a d y  h a s  t h e  e x p e r t i s e  t o  
a p p r a i s e  t h e  economic, f i n a n c i a l  and t e c h n i c a l  f e a s i b i l i t y  o f  e l i g i b l e  
e n t e r p r i s e s  and t o  promote t h e  o b j e c t i v e s  o f  t h e  GOP. 

The PP w i l l  c o n t a i n  a d e t a i l e d  a n a l y s i s  o f  N D F C ' s  c a p a b i l i t i e s  and  
how t h e s e  c a p a b i l i t i e s  w i l l  f a c i l i t a t e  t h e  g o a l  and p u r p o s e  o f  t h e  p r o j e c t .  

E. AID Suppor t  Requirements  

The proposed p r o j e c t  w i l l  b e  managed by a  P r o j e c t  O f f i c e r  i n  t h e  
O f f i c e  o f  Hea l th ,  P o p u l a t i o n  and N u t r i t i o n  o r  i n  t h e  Program O f f i c e .  Because of  
t h e  l a r g e  r o l e  NDFC w i l l  p l a y  i n  t h i s  p r o j e c t  no  a d d i t i o n a l  s t a f f  w i l l  b e  
r e q u i r e d  f o r  p r o j e c t  implementa t ion.  

F. E v a l u a t i o n  C o n s i d e r a t i o n s  

The p r o j e c t  w i l l  p r o v i d e  f u n d s  t o  e v a l u a t e  t h e  impact o f  t h e  
commercial p r i v a t e  s e c t o r  on t h e  d e l i v e r y  o f  s o c i a l  s e c t o r  s e r v i c e s  and/or 
goods. A combinat ion o f  commercial  a s s e s s m e n t s  and consumer and market  r e s e a r c h  
a n a l y s e s  w i l l  b e  used t o  e v a l u a t e  t h e  performance o f  commercial f i r m s  w i t h i n  t h e  
s o c i a l  s e c t o r .  These  a n a l y s e s  w i l l  show t o  what e x t e n t  t h e  p r o j e c t  h a s  made a n  
impact  on deve lop ing  a c c e s s  t o  s o c i a l  s e r v i c e s  and/or  goods t o  p r e v i o u s l y  
unreached segments  o f  t h e  p o p u l a t i o n .  



NDFC w i l l  b e  e v a l u a t e d  by independent  a u d i t s  which w i l l  b e  
p e r i o d i c a l l y  c a r r i e d  o u t ,  a s  w e l l  a s  by c a r e f u l  s c r u t i n y  o f  N D F C ' s  r e c o r d s  and 
r e p o r t s .  

The o v e r a l l  s u c c e s s  of  t h e  p r o j e c t  w i l l  be  determined by t h e  amount 
o f  p r o j e c t  f u n d s  which a r e  moved a s  w e l l  a s  by t h e  number o f  new s o c i a l  goods  
and/or s e r v i c e s  which a p p e a r  o n  t h e  market .  A complete  e v a l u a t i o n  d e s i g n  w i l l  
be  developed d u r i n g  t h e  d e s i g n  o f  t h e  PP. 

G. Es t ima ted  C o s t s  and Methods o f  Fundinq 

It em - 
Techn ica l  A s s i s t a n c e  

-Short- term 
T r a i n i n g  

-Short- term 
Commodities 
Other C o s t s  

-Market Assessments 
-Financing Funds 
- S t a f f  S a l a r i e s  o f  NDFC, 

c o s t  of  o f f  ice s p a c e ,  
communications, etc. 

-Cont ingenc ies  
-In£ l a t i o n  

P r o j e c t  T o t a l  

Amount Source  Manaqement 

USAID Gran t  U S A I D  

U S A I D  Gran t  USAID 
USAID Grant  NDFC 

USAID Gran t  NDFC 
USAID Grant NDFC 
USAID Gran t  NDFC 

Est imated Budget Expend i tu res  
($000)  

USAID G r a n t  NDFC 
USAZD Grant  NDFC 

I t e m  - 
STTA 
Shor t - term T r a i n i n g  
Commodities 
Market Assessments 
F inanc ing  Funds 
S t a f f ,  O f f i c e  Space 
Cont ingenc ies  
I n f  l a t i o n  

T o t a l  

T o t a l  
30 0  
2 0  0 

9,000 
2,500 

25 ,700 
300 

1,000 
1,000 

401000 

H. Design S t r a t e g y  

The p r e p a r a t i o n  o f  t h e  PP w i l l  b e  a  j o i n t  e f f o r t  by USAID/Islamabad 
and  NDFC. To a s s i s t  i n  t h e  d e s i g n  o f  t h e  PP, a d d i t i o n a l  i n f o r m a t i o n  on 
f i n a n c i a l  r a t i o s  common i n  t h e  commercial s e c t o r  o f  P a k i s t a n  w i l l  be  r e q u i r e d .  
NDFC and USAID s t a f f  w i l l  s o l i c i t  t h e s e  and o t h e r  d a t a  from a  s e l e c t i o n  o f  l a r g e  
commercial  f i r m s  o p e r a t i n g  i n  P a k i s t a n .  

E s t a b l i s h i n g  c r i t e r i a  f o r  d e f i n i n g  t h e  l e v e l  o f  c o n c e s s i o n s  
r e q u i r e d  i n  f i n a n c i n g  commercial  i n i t i a t i v e s  i n  t h e  s o c i a l  s e c t o r  w i l l  a l s o  
r e q u i r e  a t t e n t i o n .  A s u r v e y  o f  commercial f i n a n c i n g  terms and,  pe rhaps ,  some 
a s s i s t a n c e  f rom i n d i v i d u a l s  w i t h  p r i v a t e  banking e x p e r i e n c e  may b e  r e q u i r e d .  
The procedures  f o r  t h e  f i n a n c i n g  o f  s u b - p r o j e c t s  w i l l  a l s o  have t o  b e  d e f i n e d  i n  



d e t a i l .  Of c o u r s e ,  t h e  d e s i g n  o f  such  p rocedures  must i n c l u d e  t h e  d i s p o s i t i o n  
o f  l o a n  revenues  and r e t u r n e d  p r i n c i p a l .  

Equal ly  i m p o r t a n t  t o  t h e  p r o j e c t ' s  d e s i g n  w i l l  b e  a c c o u n t i n g  and 
a u d i t i n g  requ i rements .  To a s s i s t  NDFC and USAID i n  t h i s  a r e a ,  we p ropose  t o  
o b t a i n  t h e  s h o r t - t e r m  s e r v i c e s  o f  a n  a u d i t i n g  f i r m  w i t h  e x p e r i e n c e  i n  commercial  
a u d i t s  i n  South  Asia.  

The Miss ion i n t e n t s  t o  d e s i g n  t h e  p r o j e c t  e s p e c i a l l y  a d a p t e d  t o  t h e  
b u s i n e s s  environment  o f  P a k i s t a n  and t o  t h e  unique marke t ing  approaches  
deve loped  i n  South  A s i a  t o  r each  househo lds  w i t h  r e l a t i v e l y  low d i s p o s a b l e  
income l e v e l s .  There fo re ,  t h e  d e s i g n  e f f o r t  w i l l  a l s o  i n c o r p o r a t e  i n d i v i d u a l s  
w i t h  c o n s i d e r a b l e  marke t ing  e x p e r i e n c e ,  e s p e c i a l l y  w i t h  backgrounds i n  household  
consumer p roduc t s .  

I. Recommended Environmental  Thresho ld  Dec i s ion  

The ANE/PD/ENV Coord ina to r  h a s  s t a t e d  t h a t  t h e  CHIPS P r s j e c t  i s  
exempt from f u r t h e r  env i ronmenta l  review under t h e  " C a t e g o r i c a l  Exclusion'  
p r o v i s i o n s  o f  22 CFR 216, "AID Environmental  Procedures ."  

J. Gray Amendment Discuss ion  

O p p o r t u n i t i e s  f o r  m i n o r i t y  and women-owned f i r m s  t o  p r o v i d e  
t e c h n i c a l  a s s i s t a n c e  appear  t o  b e  s c a n t  a t  t h e  P I D  s t a g e .  The d e s i g n  concep t  o f  
t h e  p r o j e c t  r e l i e s  on a  h i g h l y  s k i l l e d  l o c a l  P a k i s t a n  e n t i t y  a s  t h e  implementing 
o r g a n i z a t i o n .  Only $300,000 i s  f o r e s e e n  f o r  s h o r t  term T.A., l i k e l y  t o  b e  
p r o c u r r e d  l o c a l l y .  Nine m i l l i o n  d o l l a r s  i s  c u r r e n t l y  p lanned f o r  f r e e  world  
commodities procurements.  A s  t h e s e  commodities a r e  i d e n t i f i e d ,  t h e  Mission w i l l  
t r y  t o  a s s u r e  t h a t  m i n o r i t y  and women-owned m a n u f a c t u r e r s  have a  chance t o  
compete o r  e s t a b l i s h  s e t - a s i d e s ,  provided t h a t  such  f i r m s  c a n  b e  i d e n t i f i e d  and 
meet t h e  r e q u i r e d  s p e c i f i c a t i o n s .  A s  procurement  packages  s h a p e  up i t  may b e  
a p p r o p r i a t e  f o r  m i n o r i t y  o r  women-owned PSAs t o  p a r t i c i p a t e .  

K. P r o j e c t  and  Programmatic I s s u e s  

1. D e f i n i t i o n  o f  S o c i a l  S e c t o r  O b j e c t i v e s  

NDFC h a s  r e q u e s t e d  t h a t  c r i t e r i a  b e  developed f o r  s c r e e n i n g  a  
p o t e n t i a l  s u b - p r o j e c t  a c t i v i t y  f o r  adherence  t o  d e s i r e d  s o c i a l  s e c t o r  
o b j e c t i v e s .  Such a  s e t  o f  c r i t e r i a  would p r o v i d e  o n e  s t a n d a r d  f o r  measuring t h e  
e l i g i b i l i t y  o f  such  a c t i v i t i e s  f o r  fund ing  a s  w e l l .  Presumably, t h e s e  c r i t e r i a  
c o u l d  b e  p r i o r i t i z e d  and c o u l d  b e  modi f i ed ,  i f  d e s i r e d ,  a t  v a r i o u s  p h a s e s  
th roughout  t h e  l i f e  o f  t h e  p r o j e c t .  

During t h e  development o f  t h e  P r o j e c t  Paper ,  c a r e f u l  
a t t e n t i o n  t o  t h e  d e f i n i t i o n  o f  t h e s e  c r i t e r i a  must be  made. These c r i t e r i a  w i l l  
need t o  b e  e s t a b l i s h e d  i n  c o n j u n c t i o n  w i t h  NDFC w h i l e  t a k i n g  i n t o  a c c o u n t  
long- term GOP development o b j e c t i v e s  and t h e  p o t e n t i a l  o f  t h e  commercial s e c t o r .  

2. P r i c i n g  o f  P r o d u c t s  

I t  i s  a n t i c i p a t e d  t h a t  t h e  q u e s t i o n  o f  p r i c i n g  a n y  s o c i a l  
good o r  s e r v i c e  f i n a n c e d  under t h e  p r o j e c t  may b e  a n  i s s u e  o f  d e s i g n  r e l e v a n c e .  
I n  t h e  SMC P r o j e c t ,  t h e  GOP h a s  demons t ra ted  r e g u l a r  i n t e r e s t  i n  having t h e  
consumer p r i c e  o f  SMC p r o d u c t s  s e t  a t  a  l e v e l  low enough t o  a s s u r e  t h e  w i d e s t  



a f f o r d a b i l i t y  among lower  income groups.  S i m i l a r l y ,  t h e  GOP c u r r e n t l y  m a i n t a i n s  
a  c a r e f u l l y  p r e s c r i b e d  sys tem o f  p r i c e  c o n t r o l s  f o r  p h a r m a c e u t i c a l s  - i n  p a r t ,  
t o  i n c r e a s e  t h e  a c c e s s  o f  pharmaceu t i ca l s  t o  poore r  people .  

USAID e x p e c t s  t h i s  i n t e r e s t  i n  low p r i c e s ,  e s p e c i a l l y  f o r  
s o c i a l  goods  and s e r v i c e s ,  t o  con t inue .  P r i c i n g  may a f f e c t  b e n e f i t  i n c i d e n c e  a s  
n o t e d  i n  S e c t i o n  V. A. P o l i t i c a l  f a c t o r s  o r  non-market c e i l i n g s  a f f e c t i n g  
p r i c e s  may a l s o  a f f e c t  t h e  n a t u r e  o f  t h e  f i n a n c i n g  n e c e s s a r y  t o  a t t r a c t  
commercial  f i r m s  t o  i n i t i a t e  a c t i v i t i e s  under t h e  p r o j e c t .  T h e r e f o r e ,  i n  t h e  
d e s i g n  o f  t h e  PP, f l e x i b l e  f i n a n c i n g  terms, r e l a t e d  t o  t h e  p r i c i n g  p o l i c i e s  
a p p l i c a b l e  t o  t h e  good o r  s e r v i c e  proposed,  w i l l  b e  e x p l o r e d .  

3 .  Obta in ing  a n  Appropr ia te  Financing Mode 

To make t h e  proposed p r o j e c t  s u c c e s s f u l ,  i t  is  e s s e n t i a l  t o  
d e f i n e  a  f i n a n c i n g  mode through which A I D  can  make f u n d s  a v a i l a b l e  t o  NDFC and 
through NDFC t o  t h e  commercial s e c t o r  i n  a n  a p p r o p r i a t e  manner. There  a r e  t h r e e  
main f a c t o r s  t h a t  must  b e  c o n s i d e r e d  when d e t e r m i n i n g  what i s  a n  a p p r o p r i a t e  
mode. F i r s t ,  t h e r e  i s  t h e  Miss ion ' s  need t o  minimize i ts d i r e c t  management r o l e  
i n  t h e  P r o j e c t  and t o  enhance s w i f t  d i sbursements .  Second is t h e  f a c t  t h a t  NDFC 
i s  a  mature ,  c a p a b l e  fund ing  i n s t i t u t i o n  which h a s  a n  e s t a b l i s h e d  
p r o j e c t - f i n a n c i n g  system. L a s t l y ,  t h e  commercial s e c t o r  n e c e s s a r i l y  o p e r a t e s  i n  
a  f l e x i b l e ,  autonomous decision-making environment  c o n s c i o u s  of  t h e  f a c t  t h a t  
" t ime  is money." These q u a l i t i e s  must  b e  p r e s e r v e d  i f  t h e  s t r e n g t h  o f  t h e  
commercial  s e c t o r  is t o  b e  f u l l y  u t i l i z e d  by t h e  p r o j e c t .  

There fo re ,  t h e  P r o j e c t  must d e v e l o p  a  f i n a n c i n g  mode t h a t  i s  
r e s p o n s i v e  t o  t h e s e  f a c t o r s  and y e t  a l s o  i s  a c c e p t a b l e  t o  A I D .  The Miss ion 
s t r o n g l y  b e l i e v e s  t h a t  t h e  o v e r s i g h t  and r e g u l a t o r y  requ i rements  common t o  
s t a n d a r d  A I D ,  government-to-government, f i n a n c i n g  modes a r e  i l l - s u i t e d  t o  a  
p r o j e c t  l i k e  CHIPS. 

E x p l i c i t l y ,  p r o j e c t  s u c c e s s  depends  on deve lop ing  a  f u n d i n g  
mode t h a t  r e c o g n i z e s  t h e  c a t e g o r i c  d i f f e r e n c e  between t h e  p rocedures  r e q u i r e d  
when A I D  c o n t r a c t s  w i t h  a  p r i v a t e  s e c t o r  o r g a n i z a t i o n  and t h o s e  which must b e  
found i f  A I D  i s  t o  u s e  p r i v a t e  s e c t o r  b u s i n e s s  a s  t h e  e n g i n e  o f  development.  
Commercial f i r m s  must  be  a b l e  t o  u s e  f u n d s  f l e x i b l y  t o  maximize e f f i c i e n c y  i n  
l a u n c h i n g  and s u s t a i n i n g  t h e  commerc ia l i za t ion  o f  a  s o c i a l  s e r v i c e  o r  p roduc t .  
We b e l i e v e  a n  i d e a l  fund ing  mode would b e  one  t h a t  d o e s  n o t  r e q u i r e  NDFC and 
p a r t i c i p a t i n g  commercial f i r m s  t o  b e  burdened w i t h  t h e  s t a n d a r d  s e t  o f  A I D  
r e g u l a t i o n s  and g e n e r a l  p r o v i s i o n s .  Perhaps ,  one  way t o  a c h i e v e  t h i s  i d e a l  
would b e  t o  c o n s i d e r  f u n d s  t r a n s f e r r e d  t o  NDFC t o  a c t u a l l y  b e  a  d i sbursement  -- 
t h u s  a d d r e s s i n g  Miss ion concerns  a b o u t  fund ing  p i p e l i n e s  a s  w e l l  a s  management 
demands. A c r i t i c a l  PP d e s i g n  i s s u e ,  t h e r e f o r e ,  w i l l  be t h e  i d e n t i f i c a t i o n  o f  
such a n  a p p r o p r i a t e  f i n a n c i n g  mode. 



NARRATIVE SUMMARY 

Program o r  Sector Goal: The broader 
object ive t o  which t h i s  project  
conttibutes: 

Improve the q u a l i t y  of l i f e  of 
the  people of Pakistan through the  
greater  access t o  s o c i a l  services. 

\ 
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Project Burpose: : 

- 

To enhance the commercial sec tor ' s  
ro le  i n  s o c i a l  deyelapment and 
demonstrate the cos t-eff ectiveneas 
of its contribution. 
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OBJECTIVELY VERIFIABLE INDICATORS 

Measures of Goal Achievements 

- increase i n  P . Q . L . I .  
- reduction i n  disease and 

mortal i ty .  
- increase i n  l i t e r a c y  l e v e l s  

Conditions t h a t  w i l l  indicate  
purpoee has been achieved, 
End of.  Project  Status. 

Pakistani  commercial firms 
which, fo r  t h e  f i r s t  time, w i l l  
successful ly provide s o c i a l  
eervices. 

Bi therto unreached segment6 of 
t h e  population have acceee t o  
q u a l i t y  and affordable s o c i a l  
service#. 

A proven mechanism and an 
i n s t i t u t i o n a l  capacity within 
the OOP t o  coat  e f f e c t i v e l y  
finance s o c i a l  sector  develop- 
ment through commercial 
channels. 

MgANS OF VERIPICATION 

- GPO federa l  and prov inc ia l  
s t a t i s t i c s .  - Donor generated data. 

1. Survey of c o m e r c i a l  firms. 

2, Consumer and market research. 

3. Evaluation of NDPC. 

I WORTANT ASSUMPTIONS 

Assumptions f o r  achieving goal t a rge t s :  

- P o l i t i c a l  s t a b i l i t y  is  maintained. - COP continues t o  place an e m p h a ~ i s  
on s o c i a l  sec tor  development. 

Aesumptions f o r  achieving purpose: 

1. Large commercial f i rms can reach a 
broad spectrum of Pakistan 's  popu- 
l a t i o n  with s o c i a l  goods and 
services .  

2. GOP continues t o  support NDFC'B 
mandate t o  finance private-sector 
a c t i v i t i e s .  



m t p u t :  

Market analyses of both 
commercial opportuni t ies  and 
v i a b i l i t y  of pr ivate  sector  
a c t i v i t i e s  i n  s o c i a l  setvicesr  

CYIPS Management Ce l l  created,  
s ta f fed  and functioning a t  NDPC. 

Concessional financing made t o  
Commernial firms s o  t h a t  they 
may par t i c ipa te  i n  new s o c i a l  
sec tor  endeavors. 

Social  goods and se rv ices  being 
distributed through commercial 
channels. ... . 

Inputs: 

1. Funds f o r  t r a n s f e r r a l  t o  
co~nnercial firms. 

2. Local cos t s  f o r  fund management. 

3. Technical ass i s tance  for  
analyses, market assessments, 
monitoring and evaluation. 

4, Short-term training i n  
f i n a n c i a l  services. 

LOGICAL FRAMEWORK 

IBIECTIVELY VEBIPIABLE INDICATORS 

e g n i t u d e  of Outputs: 

1. One social-sector  f inaace c e l l  
es tabl ished a t  NDPC. 

2. 15-20 market assessments 
completed. 

3. 15-25 commercial f i rm par t i -  
c ipat ing . 

4. 5-10 new s o c i a l  goods and/or 
se rv ices  being d i s t r ibu ted  
through commercial e n t i t i e s .  

Implementation Tatget  (Type and 
Quanti ty) :  

1. k25.7 mil l ion f o r  financing. 

2. $0.3 mil l ion f o r  fund 
management. 

3. $2.5 mil l ion f o r  assessments. 

4. $0.3 mil l ion f o r  T.A. 

5. $0.2 mil l ion f o r  training. 

6. $1.0 mil l ion f o r  contingencies. 

7. $9.0 mil l ion f o r  commodities 
D-2 

MEANS OF VERI  PICATION 

1. Market assessment reports.  

2. NDFC records/reports.  

3. Annual a u d i t  report.  

4. n inutes  of board meetings. 

5. Re.;ords/reports of p a r t i -  
pating companies. 

1. USAID records. 

2. NDPC records. 

3. Records of par t i c ipa t ing  
commercial firms. 

- -- -- - 

IMPORTANT ASSUMPTIONS 

Assumptions f o r  achieving outputs: 

There i s  an unmet demand f o r  s o c i a l  
goods and se rv ices .  

Commercial f i rms can be a t t r a c t e d  t o  
undertake s o c i a l  sec tor - re la ted  
a c t i v i t i e s .  

Suf f ic ien t  p r o f i t  margins C F  be 
maintained t o  r e t a i n  the  i n t e r e s t  of 
commercial f  irme. 

N D P C ' s  e x i s t i n g  channels f o r  
financing commercial ventures can be  
successful ly broadened t o  include the  
s o c i a l  sec tor .  

The GOP w i l l  a l low s u f f i c i e n t  imple- 
mentation and autonomy t o  par t i -  w I 
c ipa t ing  firms. -4 1 

Assumptions f o r  providing inputs: 

1. Project  design approval and 
agreement signed. 

2. Funds continue t o  be  ava i lab le  a s  
planned. 



!TED STATES AGENCY F O R  INTERNATIONAL DEVELOPMENT 
M I S S I O N  T O  P A K I S T A N  

Cable: USAIDPAK HEADQUARTERS OFFICE 
ISLAMABAD 

Mr. C h a r l e s  W. G r e e n l e a f  
A s s i s t a n t  A d m i n i s t r a t o r  
Bureau f o r  As ia  and Near E a s t  
Agency f o r  I n t e r n a t i o n a l  Development 
Washington,  D.C. 20523 

Dear C h a r l i e :  

I am p l e a s e d  t o  e n c l o s e  t h e  PID f o r  t h e  Commercial Human i t a r i an  
I n i t i a t i v e s  i n  t h e  P r i v a t e  S e c t o r  (CHIPS) P r o j e c t  and t h e  PARD f o r  t h e  
S p e c i a l  Development Fund (SDF) Program. These  two documents r e p r e s e n t  
t h e  f i r s t  o f  t h r e e  o r  f o u r  s o c i a l  s e c t o r  i n i t i a t i v e s  we a r e  
c o n s i d e r i n g .  The o t h e r  two a r e  s t i l l  on t h e  d rawing  board .  One may 
b e  a n  i n i t i a t i v e  i n  p r i m a r y  e d u c a t i o n  and t h e  o t h e r  a  p o l i c y  l e v e l  
per formance  fund.  A l l  f o u r  s h a r e  a  common o b j e c t i v e :  t o  a l i g n  
P a k i s t a n ' s  a l l o c a t i o n  o f  r e s o u r c e s ,  b o t h  government and  p r i v a t e ,  w i t h  
t h e  huge unmet demand f o r  s o c i a l  s e r v i c e s .  

We a r e  a s k i n g  t h e  Bureau t o  look  a t  e a c h  a s  a  d i s c r e t e  PID l e v e l  
p r o p o s a l ,  b u t  we a r e  a c t i v e l y  c o n s i d e r i n g  combining  them i n t o  one 
l a r g e  s o c i a l  s e c t o r  i n i t i a t i v e  a t  t h e  p r o j e c t  pape r  s t a g e ,  similar t o  
t h e  A g r i c u l t u r a l  S e c t o r  Suppor t  Program. There  a r e  bo th  a d v a n t a g e s  
and  d i s a d v a n t a g e s  t o  t h i s  app roach ,  and  we have  n o t  y e t  s o r t e d  o u t  
whether  combining them is t h e  optimum way t o  go. The p r i n c i p a l  
a d v a n t a g e  is t h e  g r e a t e r  l e v e r a g e  i n h e r e n t  i n  a  s i n g l e  a c t i v i t y  
commanding s e v e r a l  hundred m i l l i o n  d o l l a r s .  The key t o  s i g n i f i c a n t  
impact  i n  t h e  s o c i a l  s e c t o r s  is  a  major  r e o r d e r i n g  o f  p r i o r i t i e s  on 
t h e  p a r t  of  t h e  Government o f  P a k i s t a n .  W e  might  s t a n d  a  b e t t e r  
chance  of  f a c i l i t a t i n g  p o l i c y  r e f o r m  w i t h  a b i g  t i c k e t  a c t i v i t y .  A 
second  advan tage  would be  t h e  f l e x i b i l i t y  i n h e r e n t  i n  b e i n g  a b l e  t o  
t r e a t  t r a n s f e r s  between t h e  a c t i v i t i e s  a s  mere budge t  r e a l i g n m e n t  
w i t h i n  a  s i n g l e  a c t i v i t y .  We c o u l d  q u i c k l y  move r e s o u r c e s  a g a i n s t  a  
s u b s e c t o r  a c t i v i t y  where p r o g r e s s  i s  b e i n g  a c h i e v e d ,  w i t h o u t  t h e  need  
t o  d e o b l i g a t e  and r e o b l i g a t e .  S i m i l a r l y ,  w e  c o u l d  move away from 
n o n s t a r t e r s  and s low movers a s  soon a s  p r u d e n t  management d i c t a t e s ,  
w i t h o u t  t h e  need f o r  s u b s t a n t i v e l y  u n n e c e s s a r y  paperwork. 

A major  d i s a d v a n t a g e  is  t h a t  a number o f  government a g e n c i e s  and  
a p p r o v a l  p o i n t s  w i l l  have  t o  be  i n v o l v e d  i f  t h e  a c t i v i t i e s  a r e  f o l d e d  
t o g e t h e r .  T h i s  c o u l d  w e l l  c o m p l i c a t e ,  r a t h e r  t h a n  s i m p l i f y ,  t h e  
a p p r o v a l  p r o c e s s  on t h e  GOP s i d e .  



Let t e r  t o  Mr. Charles W. Greenleaf 
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combining the four a c t i v i t i e s  in to  one program would be e spec ia l ly  
a t t r a c t i v e  t o  u s  i f  it r e su l t ed  i n  a  l i g h t e r  management burden f o r  the  
USAID Mission. Of course, we would have only one p ro jec t  paper or 
PAAD ins tead  of four ,  but t h a t  one would be s u b s t a n t i a l l y  more 
complicated than one representing a  more t r a d i t i o n a l  s i z e  and shape 
a c t i v i t y .  Similar ly,  the a n a l y t i c a l  e f f o r t  required would be the same 
whether we have one document or four. ~ l s o ,  it is not c l ea r  t h a t  the 
combination would have any s i g n i f i c a n t  e f f e c t  on workload during 
implementation. The f a c t  is ,  we would s t i l l  be dea l ing  w i t h  four 
d i s c r e t e  a c t i v i t i e s ,  each demanding a  c e r t a i n  amount of a t t e n t i o n .  

These a re  the types of i s sues  w i t h  which we w i l l  grapple a s  we proceed 
t o  the pro jec t  paper or PAAD s tage .  The purpose in  mentioning a l l  
t h i s  t o  you is t o  put the Bureau on not ice  t h a t  four PID l e v e l  
documents may r e s u l t  i n  e i t h e r  four  or one PP l e v e l  document, and t o  
s o l i c i t  guidance from the Bureau on t h i s  point .  

Pakis tan ' s  s o c i a l  s e rv ices  sec tor  has been badly neglected f o r  a  long 
time, and t h i s  is r e f l ec ted  in  the  low l i t e r a c y  r a t e  and s t a t u s  of 
women, and r e l a t i v e l y  dormant s t a t e  of NGOs i n  Pakistan. Whether we 
go with one a c t i v i t y ,  four ,  or some number i n  between, we want t o  
maximize the bene f i c i a l  impact of our resources on the  sec to r  without 
b i t i n g  o f f  more of a  management workload than we can e f f e c t i v e l y  
handle. 

I look forward t o  the  Bureau's reac t ion  to  the enclosed documents, t o  
the  two tha t  I expect t o  follow, and t o  your thoughts on how bes t  t o  
proceed t o  the PP and PAAD s tage .  

Sincerely yours, 
.--7 

Enclosure 
PID fo r  CHIPS 

PARD fo r  SDF 

( "d-; .Ar 

L 1' 
Eugene S.  S taples  


