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I. SUMMARY

A. Recommendations

1. Funding

USAID/Pakistan recommends the FY1987 authorization of $5.0
million in grant funds to finance technical assistance and training
activities. These funds constitute the first tranche of a $300
million, six-year program. An additional $300 million may be
authorized for the program if warranted. The progr~m is a combina
tion of commodi ty import assistance, sector ,grants. technical
assistance. training and other assistance to provide balance of
payments support to the Government of Pakistan and encourage needed
policy reforms in the agricultural sector.

Except as AID may otherwise agree in writing:

a. Goods and services financed under the program shall
have their source and origin in countries included in
AID Geographic Code 000 or Pakistan only; and

b. Ocean shipping for all commodities, except fertilizer.
financed by AID under the Program shall be on flag
vessels of the United States or Pakistan only. For
fertilizer only, to the extent that U.S. flag vessels
are not available, shipping shall also be authorized
on flag vessels from AID geographic code 935
countries. and s~all be eligible for financing by AID
under t~is program.

The Agricultural Sector Suppor~ Program (ASSP) will provide
needed balance cf payments support to the Government of Pak~stan

(GOP) and will ~ay the groundwork for sustained development by
encouraging the adoption of difficUl~ Gut necessary policy reforms
in the agricul~ural sector. Over the program's life. up to $600
million in commodity import program (CIP), Sector Grants (SG),
technical assistance, training, and other relateJ inputs may be
provided to the GOP. While the ASSP is designed as a six-year
assistance pr0gram. approval is being sought for the first three
years only. Overall fundlng for the rp.maining three years and
annual levels of 5uFPp0r~ wili he conditional on continued program
success.

ASSP builds on the successful experien2e of tte Food Security Manage
ment (FSM) Project and the Agricultural Commoditie~ and Equipment
(ACE) Program, under which detailed policy analysis conducted under
the FSM Economlc Ana:ysis ~e~~or~ component served as a catalyst for
sig~ificarlt policy refcrms, ~hi~e the re5~~rce transfers being pro
vided under ~~E a~j FL-480 ~ere :everaged to e~courage the:r



adoption and implementation. ~SSP will combine these two elements
into a single program. It will finance detailed studies in the
agricultural sector that not only identify key policy constraints,
but als0 spell ou~ the costs, benefits, alid means of implementing
corrective reforms and will then provide the financial support
necess~ry to speed GOP agreement and implementation. The analytical
studies are the first element in a policy dialogue followed by
meetings and seminars with public and private sector participants to
mobilize support for needed reforms.

The policy dialogue and program supp.. rt element of the ASSP will
follow an annual cycle. The cycle will begin with negotiation of a
set of reform actions to be implemented in the coming year together
with a level of program support divided between elP and SG funds.
The cycle will continue through a mid-year assessment of progress to
a final assessment toward the end of the year, which will then serve
a5 the basis for the next year's negotiations and funding. $45
million of elP and $45 million of SG will be programmed in the first
full activity year (FY1988) against a set of reforms currently under
negotiation with the GOP. Thereafter, the level of funds and the
distribution betw~en elP and SG will be determined on the basis of
program performance in the preceding year and the scope of actions
included in the next year's action plan. While the annual program
level is expected to average approximately $90 million and to be
divided between elP and SG, the actual level programmed in any year
may vary from these figures to reflect performance, balance of
payments or other needs, and mission programming considerations.
Local currencies generated by the sale of elP commodities and by
private sector elP will be jointly programmed in support of the
overall goals of the ASSP.

ASSP will operate in the context of an economy in which structural
weaknesses threateu the nation's balance of payments situation, the
GOP budget fincnce, (nd the ability to sustain the 1977-86 GNP
growth rate of 6.5%. The external sector is characterized by a
narrow export base and restrictive trade policies. Measures to
increase and broaden government revenue are urgently needed, while
government.'5 role in areas more efficiently performed by the private
sector mu~t b~ decreased. ASSP is designed to help overcome these
major constrci~ts to economic developm~nt.

The policy agenda for the ASSP has three aims:

1. to bring prices more into lin~ with international levels;

2. to reduce GOP competition with and regulation of private
sector activities; and

3. to r~duce budgetary subsidies ~o the agricultural sector.

ASSP's emphasis on policy reform, economic efficiency, reduced subsi
dization of agriculture and growth in the agricultural and agri
business sectors is essential in realizing the mission's two-part
gOal in agriculture: tv help provide food security for PaKistan's

- 2 -



growing population and. increase agriculture's contribution to
overall economic gro::th by improving its efficiency and productivity.

Specific reforms will cover a broad spectrum of sectoral concerns,
including the pricing and distribution of inputs, processing and mar
keting of crop and livestock products for t~~e domestic market, and
public sector support to the agricultural sector. The agenda for
the first year focuses on removal of fertilizer subsidies and
marketing controls, reduction of the GOP's role in t~bewell

irrigation, continued progress in privatizing the wheat market and
reducing consumer subsidies, and removal of restrictions on private
import of feed.

The program meets all applicable statutory criteria.
Appropriate statutory checklists are included in Annex C. The
Mission Director's 611(e) certification that Pakistan has the
capability to maintain and utilize the program effectively, is
contained in Annex B. It also includes a 612(b) certification
signed by the Mission Director that di:bursements for local cost~

financed under this program will be made in U.S. dollars in lieu of
U.S.-owned excess rupees.

The ANPAC review of thi~ program proposal raised a number of
issues which have been dealt with in finalizins the PAAD. The main
issues and their resolution may be summarized as follows:

1. Incl~~iQn_Qf-1h~_~ectQr-Er~nts. As requested in the ANPAC
review, the rationale for inclusion of sector grants is discussed in
the CDSS.

2. ~~£XQ_p~Q_se~~x~1~us~1i1~tlQn_fQ~-EIQgram§Y~~Qrt. The
ASSP rationale relie~ on bo~h a macro justification based on the
GOP's need for balance of payments support and a sectoral justifi
cation based 011 continu~ng opportunities to use program support to
promote policy reform. The macroeconomic issues are fully discussed
in section II-B. while the policy issues and the potential for
resolving them are treated in sectiop. III-C and in Annex I.

3. 11D~lt~m_fl~xibl111Y. As suggested in the ANPAC review.
the AS3P process has been modified to reconcile the need for flexi
bility with the programming considerations. The revised process
discussed in section III-D and the flow of funds mechanism discussed
in section IV provide for an annual negotiation of a set of reforms
and a level of program support. leading to amendment of the PAAD and
the ProAg tc ~pecify the level of program support and the mix of
sector grants and elP funds.

4. "Iied_~~~§~s ~~1ieg__§~~tor s~EE2rt. Fo~lowing disc~ssion

of this issue in the ANPAC reVlew. the program mechanism has beeL
modified to link a total prcgram of reforms with a total level of
funding, rather than linking indIvidual actions to specific f~~ding.

- 3 -



as discussed in section III-D. The generation and tracking of local
currency will follow standard AID proc~dures, as modified in recent
legislation. In general. as discussed in section IV. local currency
will be programmed for sector support and for broad sectoral pro
grams rather than for specific development activities, in accordance
with established procedure in Pakistan and the policies of the GOP.

5. The polic~~nd~. As discussed 1n section III-D, the
procedure for negotiation of p01icy reform actions has been modified
to clarify the distinction between action benchmarks. against which
performance will be measured, and process benchmarks covenanting GOP
support for analytic activities, which would not substitute for
adherence to agreed-upon p0licy actions. The broad goals ~o be
sought over the life of the program and the level of achievement
anticipated by the end of the program are spelled 0ut in section
III-B, with fur~her discussi0~ vf the status of n~gotiations in
priorit)· pOliCy areas iD 5ection Ill-C. The propos~d set vi action
benchmarks fcr the first full program year (FY88) is sFelled out in
sec~ion III-E. Dlalogu~ r~garding these benchmarks will be under
taken durin~ thE first year 0f the program (FY81).

to. Bas i 5_121:_ dl.§.t:1!.r~~m!=:D.1~. The pro(;edures f or annual pL·,..~r;:lm-
ming arid lJegctlEtt.i r.Jn (,1:" /l.~:,.:'f ::; ..• t->p'.,r'. have b~en ffic,cjJfied in accord-'
all.c ,,1 t.rl ~he ogr-:.-.:-rn~n7 reached 111 ~.he ANPAC review. As ctiscus5ed
in section IIi-D, distursements will be based on annual negotiation
ariG GOF-CSAI[' agreement on a set. of reform actions to be impleme.. ,j
in tne coming year, rather than on implementation of the actions.
Poor program performance iD implementing the nleasures agreed upon
Will be reflec~ed in ~he m1X and level of funds provided for the
following year. based on a joiut GOP-USAID assessment of progress
made.

7. Ii~~ng_Qf_~~fQ~~~_r.~ggl.ring-1g~ther~tgQy. The discussion
vf ~pecific policy :ssues If. section III-C has been modified to
clarify the availability of information and the identlfication of
appropriate reforms in each area. As this review makes clear. a
number of necessary reforms can be identified without further
analysis while an additiooal set of reforms has been identified
through preVl~:S analysis Whl~h require further discussion with the
GOP. A~alys:~:s under way 2[. a number of ~ reas, incluuing manage
mEnt of the whea~ market lIFFRI). agribusiness policies. and
domestic production of sugar (EAN). Irli t1al results f rom these
analyses are expected within the next year and should therefore be
availabl~ for the neg0tiatlo~ of the second set of action benchmarks
(to ~e discussed with the GOF in Fall 1988). Additional studies
initiated under the ASSF i~self mayor may nct lead to identifi
cation of reforms for inclusion in the first three years' reform
program. depe~ding 0n the scale of the study and the scope of th~

reforms identified. For example, phase-out of subsidized credit
~ill require exte~sive a~alysis of rural credit markets and long
negotiation With the GOP. whereas transfer of responsibility for
mainte~ance oi pub:ic-sector storage godowns is primarily a question
of GOP willlngne5~ tv im~:emeut the reform.
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8. Private sector objectives. Promotion of private sector ex
pansion is one of the three central objectives of the ASSP policy
reform agenda and wlll be sought through negotiation on the elimi
nation of unnecessary regulation as well as reduction of the state's
role in production, processing, and distribution. The design of the
ASSP leaves open the possibility of directing part of the eIP
assistance through the private sector. Private importation of
nitrogenous fertilizers has been accepted by the GOP but, at current
prices, U.S. suppliers are not competitive. The U.S. is a
competitive supplier of phosphatic fertilizers, but the GOP has not
yet accepted private import of this commodity, which continues to be
heavily subsidized. In general, prevailing trade patterns and
credit rates make the private sector eIP unat~ractive compared to
alternative sources of import financing and, in the view of the
mission, this situation will contiilue ualess the program is modified
to include more attract~ve features, such as tariff relief. The
mission is currently making a major effort to promote use of the
private sector elP ~;lndow under the current terms; if this effort is
successful. part of the elP assistance under the ASSP may be
directed through a private sector window. If this effort does not
bear fruit. the private sector elP will be incorporated in the
program only if the terms can be modified to allow for fast
disbursement of fur.ds.

9. r~gr~mming_Qi_!Qr~18D_~~~~n~~g-lQ~~1_curren~nder

~~~r_gr~~~. Under terms of the FY1987 resolution. bot~ foreign
exch~nge and local currencies generated by sector support activities
must be placed in special accounts and their uses tracked. I~ is
still unclear whether ESF sector grants, particularly if it relies
to some extent on the balance of payments support rationale, would
be considered a cash transfer. Consequently, local currency
generated by both elP and sector grants will be deposited in a
special account, jointly programmed, and tracked.

10. ~~S._QQm~~~ic comrnodi~_inter~§~§. The mission has
reviewed the potential for competition with U.S. exports for all
commodity groups directly affected by the ASSP. The results of this
review are present~d in Annex I and may b~ summmarized as fcllow~:

a) Pakis~an d~~s not now compete with the u.s. in export markets for
wheat or ediLle oiis. and is not likely to do so for the foreseeable
future and b) in view of existlng policies, the ASSP will not
promote expanded exports in commodity areas where Pakistan directly
cv~petes with the U.S., notably cotton and rice. In some cases,
existing GOP policies provide inappropriate support to exports, such
as the subsidy on exports of IRRI rice. and these policies may be
addressed under the ASSP. In general. however. the prohibition on
studies and analysis that might promote competing exports will
effectively prevent ~he mission from engaging the GOP on dialogue in
~hese areas.

11. ~~~£b~~~~§. As discussed in section III-D, :he mlssion has
clarified the respective roles of actio~-oriented an~ analysis
oriented benchmarks under the ASSP.
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12. Qlvestiture of the Ghe~~Qr2QratlQn~~. Policy dialogue
on issues related to ghee and edible oils is conducted primarily
through the PL-480 self-help measures, but will also receive support
~nder the ASSP. In the near term, this dialogue will continue to
focus on issues of importation, pricing, aad a freeze on n~w public
sector capacity, rather than tackling ~~e extremely complex issues
associated with divestiture o~ existing public sector plants. The
feasibility of moving into this area will d~pend on progress in
other dialogue areas, including the overall policies regulating
private agribusiness investment. As and when it becomes possible to
address divestiture of the GCP directly, the missio~ would be
pleased to calIon whatever resources can be ldentified offering
technical assistance and advice.
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II. EACKGROUND

A. Macroeconomic AD~lYsls

1. Externol ~~

a. Conclusloo~

International trade is an essential part of Pakistan's
economy; imports and exports of goods and services were equivalent
to 23% and 18% respectivel~ of GNP in 1985. Agriculture makes a
large contribution to export earnings. ()ver the 1983-85 period, raw
agricultural commodities -- mainly raw cotton and rice -- -and
agriculturally based products. e.g .• cotton textiles and yarn.
accounted for 56% of total export earning&.

Despite the importance of foreign trade in Pak~stan. the country's
balance of payments is structurally weak. This is due largely to
lack of growth in the export base (both in value and diversifica
tion). as well as a heavy reliance on remittances from workers
abroad.

During the last three years. Pakistan's ,~ross official external re
serves have generally tended to decline. Reserves fell by an
average of $116 million (8.6%) per quarter over the 11 quarters
ending June 1986. The officinl foreign exchange reserves in ~arch.

1981 were $508 million, equivalent to 4.4 weeks of imports. which is
about one-third the normally accepted level of 13 weeks worth of
imports.

Current condit:ons suggest continued pressure on the country's inter'
national reserves. First. there is a very real likelihood of
decline in remittances due to a decreasing level of employment and
real wages of Pakistanis working in the Gulf States hit by lower
earnings from oil exports. Remittances dropped 12.5 percent in the
first half of PFY 1986-87. It is generally believed that workers
Hho repatriate their foreign savings when returning perwanently to
Pakistan will help to keep the total for this year from falling
drastically. but an 11.5 percent fall in remittances in 1987 is now
anticipated. This decline jn remittances would translate into a
shortfall in earnings of $275 million.

A second source of pressure o~ reserves is that net disb~rsement of
capital to Pakistan is relatively small. While gross disbursements
have grown. debt servicing has grown faster and is now in the neigh
borhood of $1.1 - $1.2 billion. Net disbursement of capital. exclud
ing Afghan relief. i~ running approximately $200 - $300 million
annually. In the 19805. the trend cf net disbursements in both abso
lute size and as a percentage of gross disbursements has been down
ward. It is likely that Pakistan nill not be able to meet the condi
tions of the IMF and World Bank for new sector loans. which would
bolster the country·s balance of payments situation. Estimates of
the probable shortfall in World Bank disbursements range between
$178 and $200 million for PFY 1986-87. Hence. it would appear high
ly unlikely that disbursements will keep pace with debt servicing.
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Annual debt repayment on loans from the u.s. government alone will
rise from $250 million in FY1986 to over $500 million by FY1993.

Finally. it is generally expected that the market price of oil will
eventually rebound, substantially increasing Pakistan's bill for
imported oil. Under current demand levels. every five-dollar in
crease in the per-barrel price of crude oil adds some $210 million
to the annual import bill. This added burden would likely outweigh
any potential increases in remittances due to increased employment
of Pakistanis in the Middle East following an increase in oil
revenues.

Given these various factors. the mission believes that there will be
continuing and increasing pressures on the country's balance of pay
ments position. If remittances fell by 11.5 percent and the price
of oil increased by $5 per barrel, the total foreign exchange loss
could be over $500 million dollars annually. This would have a
serious impact on foreign exchange and require difficult adjustments
in Pakistan's economy.

i. IKgg~Qgl2Dgg. Little improvement in the balance
of trade was registered during the 1981-1986 period (see Table
11-1). Growth in export earnings continued to be disappointing and
to lag behind the expansion of imports (refer to Annex 1.2 for
additional lnforma~~on on this issue).

ii. ~~XS~X~~_X~mi1!~D~es. Workers' remittances.
which rr.&ke a very lmportant con~ribution to Pakistan's foreign
exchange earnings (see Table 11-1), grew by an average of $333
million annually be~ween 1875 and 1983. Remittances peaked at $2.9
billion in 1953 a~d surpassed commodity export earnings in 1983 and
198~. Remittance: have been trending downward since 1983. and by
1S37 are pr0~ec~ed to fall to some $2.3 billion, a decline of almost
12 percent from 1986.

An ILO study of Pa~~~tani workers in the Middle East suggests that
reffilttances could continue to drop if the pric~ of oil stays below
$20 per barrel. ~s~imating a 32 percent dec~ine by 1990. If the
price of a barrel of oil rises to the $20-30 range. the study's
estimates are much less pessimistic, sugg~sting that remittance~

could actually increase by 2.5% by 1990. On balance, however. an
oil price at the lower end of this range appears the most likely
outcome, sugg8st1ng that remittances will not incre3a8 from present
levels between now and 1990, and that. on the contrary, a 15-20%
decline over the three year period would be a reasonable estimate.

iii. Services. The deficit in services (e.g., freight
and insurance, traveI-:-0ther transportat.ion, and interest payments)
has increased rather rapidly since 1981. This increase is due in
large part to growth in interest payments on external debt.

- 8 -



TABLE 11-1

BALANCE OF PAYMENTS SUMMARY TABLE ($ millions)

1981 1982 1983 1984 1985 1986 1987
(Est)

-2565
327 8

-~843

1565
-1026

2591
2300

-1000

985

370

536
1135
-717

118

79
50
na
29

478

611
1080
-654

185

166
118
na

148

-1236

1229

-3042
2942

-5984

1806
-1016

2822
2596

18
na
na
na

360

524
1069
-632

87

-3552
2457

··6009

1867
-822
2689
2446

-1685

718944

296

-7
111

-220
102

622
1114
-557

65

2294
-713
3007
2739

-1030

-3324
2669

-5993

40
219

-452
273

327

867
1168
-389

88

2436
-603
3039
2886

-553

1252

-2989
2627

-5616

421

491
696

-288
83

54
462

-471
63

1895
-492
2387
2224

-1555

975

-3450
2319

-5769

253

419
719

-383
83

-2765
2798

-5563

1802
-430
2232
2097

-963

939

217
492

-333
Deposit 58

Official Transfers

Long Term Capital (n~t)

Official Disbursements
Amortization
Private (net)

TRADE BALANCE
Exports (fob)
Imports (fob)

INVISIBLES BALANCE, net
Services
Private Tranefers
Workers' Remittances

CURRENT ACCOUNT BALANCE

CAPITAL ACCOUNT BALANCE

Short Term Capital (net)
Official Disbursements
Repayments
Foreign curency

SDR Allocation 37
Other na
Errors/omissions 13

BALANCE OF PAYMENTS -24
Net Foreign Assets 24

IMF (ne~; 308
Change in net reserves

(-= increase) -284

o
na

9

-580
580
374

206

o
na
18

699
-699

426

-1125

o
na
33

-86
86

-15

101

o
-167

-17

-967
967
-82

1049

na
na

-26

-7
7

-236

243

na
na
a

-15
967

-349

364

Memo Items:
Current Account Deficit

as percent of GNP 3.2
Reserves as weeks

of imports 8.8

4.9

6.8

1.8

15.2

3.1

14.0

4.9

5.6

3.0

8.4

3.5

4.4

Source: World Bank, .r.2!s1~tan: Economic ahd Social Development
EI~~1~, Feb. 18, 1986, p. 21 with revisions provided by
GOP. Data for 1986 and 1987 (projected) are from World Bank,
Pakistan: Sixth Plan Progress and Future Prospects, Feb. 26,
1987.
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iV. BAlance of pavmenta. Over the past six years,
from 1981 to 1986, the overall balance of payments has been in
surplus for only one year and in deficit for five (Table 11-1). The
deficit~ totaled $1.71 billion and the surplus $0.69 billion, with
the net deficit over the period averaging $167 million annually.
Recent World Bank projections predict that balance of payments
deficit will grow in 1987, and this projections is based on
relatively optimistic assumptions. Based on analysis of factors
underlying Pakistan's BOP position, there is little evidence of an
improving trend in the balance of payments for the next several
years.

v. External d~t s~rvl~1ng. Actual debt service
payments (i.e., after debt relief and including use of IMF credit)
roee from $880 million in 1981 to $1,178 million in 1985. As a
percent of current account receipts, the debt service ratio rose
from 14.7% in 1981 to 19.7% in 1985. The ratio is much higher when
remittances are excluded, amounting to 35.1% at the end of 1985.

vi. Net transfer of resources. Exclusive of relief
assistance for Afghan refugees, which amounts to $150-$200 million
annually, gross disbursements of foreign capital averaged $842
million annually over the 1978-82 period and $1,083 million from
1983 to 1985, rising to $1,357 million in 1986. Such disbursements
are expected to increase again in 1987. Debt service payments,
however, averaged 67% of gross disbursements for the three years
from 198~-86. ~neu charges on IMF and short-term borrowing are
taken into account, net transfers amounted to only 18.5% of gross
disbursements for the 1984-86 period.

While gross disbur~ements were rising, debt serv1c1ng was rising
faster, and net tran~fers as a percentage of gross disbursements
were falling. (For the 1978-86 period, the respective percentages
are 56, 22, 22, 29, 13, 13, and 27 and, in dollar terms, net
transfers during the same period were 482, 186, 177, 322, 129, 148,
and 368 millicn dollars, respectively (Source: GOP, ~85-86 ~QnQmlc

Su~v~, p. 51). This situation is not expected to improve over the
next several yecrs.

vii. Inte~national reserves. From 1981 through 1983,
Pakistan's gr~ss official reserves increased by $1.15 billion to
$1.98 billion and peaked at over $2.0 billion at the end of December
1983. Reserves plunged by almost 60% in 1985 to $739 million. At
the end o~ December 1985, reserves amounted to $854 million. At the
end of June 1983, reserves were equivalent to 15.2 weeks of imports
(cif), but fell to only 5.2 weeks at the end of June 1985, and rose
slightly to about 8 weeks by the end of June 1986 (Annex 1.2, Table
I.2-V). By the end of January 1987, Pakistan's official reserves
stood at $678 million, equivalent to only 6.1 weeks of imports, less
than half the generally accepted minimum of 13 weeks.

viii. Pressure on re~~~. Assuming current trends
con~inue, it seems reasonable to expect that remittances will
continue to decline as the oil-exporting Gulf States adjust to
sharply lower export earnings and declining reserves of foreign
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exchange. There has already been a precipitous decline in
Pakistan's exports to these countries where prospects for a rapidly
srowing market were once bright. Nor is the weak world market for
Pakistan's major exports (cotton, cotton textiles, and rice) likely
to revive for some time. The international markets for these
commodities have become fiercely competitive, with many exporters
subsidizing shipments, and prospects are dim for substantial
increases in these commodity prices in the near future.

Moreover, external debt servicing is increasing and it is difficult
to see net concessional aid growing with sufficient speed to make up
the difference. Indeed, the trend in overall concessional aid for
the last seven years has been downward. In addition, it is becoming
increasing hard for Pakistan to borrow money from commercial banks,
as the difficult negotiations with a consortium of international
banks in the fall of 1986 dem~Dstrated. We believe, then, that
there will be continued and increasing pressure on the country's
foreign reserves.

The balance of payments support provided through the
Agricultural Sector Support Program (ASSP) will help Pakistan to
sustain its economic growth and continue to develop a more modern.
open economy. Continued progress toward a more open economy would
expose industry to the discipline of foreign competition, act as an
incentive to keep costs down, improve product quality, and move
Pakistan toward becoming more competitive on the international
market.

The estimated level of ASSP balance of payments support ($90
million per annum) will be of considerable help in reducing the
balance of payments deficit, which averaged $167 million from
1981-1986. In the absence of such support, pressure on the balance
of payments is bound to slow, or even reverse, the continuation of
trade liberalization, as actions are taken to stem the outflow of
foreign exchange. Yet the country needs to maintain the level of
essential imports to sustain development, and a viable exte~nal

position is therefore a prerequisite for sustained economic growth.
In addition, the policy focus of the ASSP should promote a more
rational use of the country's resources and incr.ease the efficiency
and productivity of the agricultural sector, leading to all improve
ment in the balance of payments position over time.

The government budgetary position has continued to
deteriorate during the 19805. Expenditures have been growing at a
faster rate than receipts. resulting in a budgetary deficit that is
increasing relative to GDP. Moreover, current expenditures are
growing twice as fast as the development and capital budgets. To
help keep down domestic bank financing of the deficit. the goveYn
ment has promoted th~ sale of debt instruments to the non-bc~k
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public by offering very attractive rates. Domestic non-bank debt
has increased very rapidly, as has interest cost. The latter, along
with defense and subsidies, now accounts for alMost 50% of total
budgetary expendi~ures and 71% of current expenditures.

The non-bank borrowing mode of "mobilizing domestic rt.sources" has
to be considered as a stop-gap measure. Fundamental changes in
public finance are required,· on both the receipt and expenditure
sides. Such reform should, inter ali~, include a rationalization of
duties tariffs, and taxes to reduce the protection now accorded to a
number of mature industries. The tax base also needs to be
expanded. The Minister of Finance has recently indicated that the
main measure envisioned to move the budget toward balance will be a
new sales tax. However, attention to the expenditure side is just
as important as the revenue side, and the GOP must find ways to
reduce its budgetary expenditures.

The government's budgetary position deteriora~ed in the
1980s. Combined expenditures by the federal and provincial govern
ments grew at a faster rate than growth in GOP. Combined receipts
-- tax and non-tax revenue and the surplus from public autonomous
bodies (state economic enterprises) -- grew only as fast as GOP (See
Table 11.2). Hence, the overall deficit rose, both in absolute
terms and relative to GDP. The deficit was 25% of total expendi
tures in 1980-81, and 30% in 1986, which translates into an average
growth of one percentage point annually over the period.

About 48% of the total deficit was financed from external sources in
the early 19805. This proportion fell sharply to 14% in 1985 and
then recovered slightly to 23% in 1986. To keep bank financing
down, the GOP promo~ed the sale of debt instruments to the non-bank
public at very attractive rates. The promotion was remarkably
successful. Co~sequently, non-bank (domestic) borrowing has been
growing very rapidly, financing 10% of the deficit in 1980 but 65%
in 1986. Bank financing has been falling, from 43% of the deficit
in 1950 to 12% in 1986, despite a jump to 51% in 1385.

CU.~rent expenditures, in nominal terms, grew at an average annual
rate of 18% during the 1980-86 period, while development
expenditures grew at only 9%. The falling share for development
expenditures reflects in some degree the stated Government policy of
relying more and more on the private sector for investment and
participation in economic development. It also reflects the rapid
growth in defense and interest costs, which rose as a proportion of
total expenditures, with particularly sharp increases in the latter
(see Annex 1.1 Tables 1.1-11 and 1.1-111). The proportion of the
budget going to subsidies remained roughly constant over the 1981-86
period, at 6.5%. As a result of these shifts, some 71% of the
current budget (federal and provincial combined) and 48% of the
total budget was spent on defense, interest payments, and subsidies
in 1986. After meeting these claims on government resources, the
resources available for the provision of badly neglected social
services (notably, education and health) are severely limited.
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Growth in interest on external debt has been rapid, but even so it
has been overshadowed by growth in domestic debt. In current
rupees, interest on external debt increased from Rs. 2.4 billion in
1980 to Rs. 6.3 billion in 1986, an increase of 163%. Interest on
domestic debt ballooned by 430%, from Rs. 2.5 billion to Rs. 13.2
billion during the same period.

The economic performance of Pakistan can be improved by:

i. Hastening the denationalization and deregulation
process to reduce expenditures, including those for subsidies, and

ii. Improving economic efficiency by encouraging the
private sector to carry out many functions now being assumed by the
public sector.

ASSF will make its greatest contribution to domestic resource mobili
zation by reducing subsidies to the agricultural sec~or and encourag
ing policies that wlll increase agricultural productivity and pri
vate sector participation. ASSP funds will also provide the GOP
with budgetary support that will help it to implement policies of
price and market deregulation.

Although in some countries a large commodity import and sector grant
program could conceivably have an inflationary effect, this seems
unlikely in the case of the ASSP. First, the size of the ASSP is
relativ~ly small in comparison to Pakistan's economy, with a GOP of
over Rs. 526 billion in 1986 or $30.9 billion. The economy should
readily be able to absorb the additional level of aid, which at $100
mil~ion per annum amounts to sligh~ly over three tenths of one per
cent or the cour.try·s GDP. Second, since ASSP contributions are
grant funds, the level of Pakistan's indebtedness will not increase,
nor will the level of resources needed to make debt service pay
ments. In fact, ASSP will be instrumental in helping ~akistan meet
the growiDg level 01 debt servicing and retain credit-worthiness.

Agriculture is an essential part of Pakistan's economy. A
major benefactor of the Green Revolution, Pakistan has become self
sufficient in almost all major agricultural commodities in recent
years. At the heart of the agricultural sector is Pakistan's irriga
tion system. 70 percent of all cultivated land in the country is
irrigated, which accounts for an estimated 85% of the value-added
in agriculture, excluding livestock. The country's network of
40,000 miles of canals and 750,000 miles of publicly owned water
course constitutes the largest contiguous irrigation system in the
world.

Agriculture accounted for some 25% of the Gross Domestic Product in
1984/85 (see PARD Annex Table C-1) and 51% of employment. Within
the agricul~ural sect0r. major crops (see PARD Annex Table C-II)
make up abou~ 50% of value-added, minor crops some 16%, livestock
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about 31%, and forestry and fishing the remaining 3%. In real value
terms, the agricul~ural se~tor's total output has increased every
year in the past decade except one. The average annual growth rate
for the ~ector was 3.1% over the period from 1950-1983, which
compares favorably to other countries in Asia and elsewhere. Bad
harvests in 1984 led to a decrease of agricultural value-added of
6.1%, but the sector rebounded strongly in FY1985 with an annual
growth rate in value-added of 9.9%.

Much of this growth has been due to increases in the area culti
vated, but some has come from the increased use of improved inputs
~uch as high-yielding seed varieties (particularly the wheat and
rice varieties of the Green Revolution), fertilizer, and pesti
cides. The irrigation system was expanded and improved and
thousands of tubewells were dug, giving farmers better control over
water. Tractors became common on both large and small farms.

The agricultural sector accounts for a major portion of Pakistan's
total exports. Pakistan is the world's third largest exporter of
rice and one of the largest exporters of cotton in the world. In
FY1985, exports of agricultural commodities including cotton, rice,
fish, guar gum, and raw wool were worth US $579 million and made up
23.4% of the US $2.48 billion total of goods exported (see PARD
Annex Table C-IV). Exports of goods made from raw materials
provided by the agricultural sector, including leather, cotton yarn,
and cloth, were worth some US $713.7 million in FY1985, or 28.7% of
the total value of exports. Agriculture was directly and indirectly
responsible for some 52% of Pakistan's exports in FY1985, and has
recently been as high as 70%, depending on the definition of
agricultural exports used.

Given the size of the sector and its importance as a source of
employment and export revenue, it is clear that agriculture will
have a major role to play in improving the balance of paymen~s

situation and controlling the growing budget deficit. The
agricultural sector can help to alleviate these problems by:

a. ~~couraging the use of private enterprise
(agribusiness) to procure. market, and distribute the inputs and
outputs of the agricultural sector. If the private s€ct~r is
allowed to assume these tasks (which it invariably does more cost
effectively than publicly-owned firms) the economy will operate more
efficiently and more government resources will be available for
other purposes.

b. Producing enough to satisfy the domestic demand for
basic foods, thereby avoiding having to use scarce foreign
exchange to import them.

c. Reducing its dependence on subsidies to inputs and
products, which would help reduce the budget deficit.

The policy changes sought under ASSP will be ins~rumental in
achieving the above set of sectoral goals.
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B. Relationship ~Q AID and Host Country Development StrA~

The ASSP strategy represents a continuation of the successful,
collaborative approach to policy reforms developed by AID and the
GOP over the past several years. The priorities selected reflect
the areas where there is broad agreement between AID and the GOP as
to the desirable direction for reform and where the possibilities
for short term achievement are greatest. The ASSP implementation
strategy emphasizes ongoing consultation and flexibility as both the
Mission and the GOP consider this to be the key to su~cesses under
the ACE Program and the FSM Project.

In recent years, the GOP has undertaken a number of
economic reforms demonstrating its commitment to greater reliance on
market forces to achieve agricultural development goals. Recent
reforms in particular underscore GOP commitment to reduce state
intervention in key input and output markets, the basis of the ASSP
strategy. The Sixth Five-Year Plan (1983-1987) outlines an ambi
tious program to liberalize the economy and increase private sector
participation. To date, major changes implemented include a reduc
tion of subsidies on nitrogenous fertilizer and partial deregulation
of the fertilizer. sugar, rice, and edible oils markets. Additional
changes are under dlScussion or actual implementation, based on the
recommendations 0f ~he National Deregulation Commission and the Dis
investment Committee set up in June 1985. These include expanded
private sector participation in cotton seed procurement, deregula
tion of edible oil and fertilizer retail prices, and abolition of
wheat and flour ratIoning.

ASSP rest~ 0n the twin concepts of policy dialogue and a
greater role for ~he private sector. two areas identified as pillara
of AID programming worldwide. The program also supports progress in
the two o~her arecs of AID emphasis, technology transfer and insti
tutional deve10pmeu~. For example, market institutions such as the
cornmodi ~y excha~.~es, and t.echnology insti tl1tions su.:h as the
provinciai research and extension systems, have been targeted for
assistanCe under A~SF.

The A5SP is fully in line with the policy strategy set forth in the
mission's 1987 CDSS, which, among other things. stresses balance of
payments support to the GOP, increased domestic resource mobiliza
tion, increased agricultural productivity and integration of lagging
areas. ASSP is a key element in ARD's strategy for the agricultural
sector, as outlined in the paper "Agricultural Strategy for the Post
FY-87 Program.· ASSP's emphasis on policy reform, economic efficien
cy, reduced subsidization of agriculture, and gro~lth in agricultural
and agribusiness sectors are essential in realizing the mission's
two-part goal in agriculture: "to help in providing food security
for Pakistan's growing population while increasing agriculture's
con~ribution to overall economic growth by improving its sectoral
efficiency and productivity.'
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ASSP is responsive to specific guidarlce on private sector program
ming, such as the June 1986 AID Policy Determination on Implementing
AID Privatization Objectives. The ASSP will SUppoTt a number of
major privatization activities in the fertilizer, wheat, edible oil,
rice, and agribusiness areas as part of the post-198? assistance
program.

ASSP will complement ongoing agricultural projec·ts, notably the pro
gram of studies and institution-building activities being
implemented under the Food Security Management Project and efforts
of the Agricultural Data Collection sub-project to improve agricul
tural statistics in Pakistan. ASSP will also reinforce ongoing
project activities in the irrigation subsector through the Command
Water Management, Irrigation Systems Management, and On-Farm Water
Management Projects, as well as efforts to :improve the link between
agricultural education and extension under 'the MART project.

International bilateral donor assistance has generally been con
centrated in traditional project-based activities with comparatively
little attention to policy issues. As with AID's own project assis
tance activities, these other donor projects in areas such as irriga
tion, livestock, and forestry are complementary to ASSP and address
specific problems not amenable to program as~istance alone.

The World Bank and the Asian Development Bank, by contrast, have pur
sued combined project lending with program assistance. The IBRD's
first £tructural adjustment loan in 1981 addressed policy changes in
the agricultural and energy sectors, among others. At the present
time, the Bank's dialogue with the GOP focuses on the issues of
water pricing and subsidization of fertilizer. AID and World Bank
staff maintain regular communication to facilitate coordination of
theiL respective dialogue activities.

The Asian Development Bank's main policy priorities at present are
reduction of fertilizer subsidies and the increase of water user
charges. ~he ADB is pursuing these policy goals with the GOP under
a $200 mil~ion. two-year commodity import program.

Both the AID mission and the World Bank's resident mission regularly
coordinate with the ADB to ensure that their respective policy
agenda are mutually supportive a~1d that all parties are fully
informed. The integrated approach to policy dialogue made possible
by the ASSP is expected to facilitate this coordination with both
the IBRD and the ADB.

Rapid and equitable agricultural development requires a
policy environment that provides adequate scope and incentive for
private initIative by farmers, input supplier~. traders, and others
throughout the agricultural sector. These same conditions are re
quired for success in project implementation. whether the pr0ject~
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are aimed directly at private enterprise or at the public sector
institutions that support them through research. extension. and
information. ASSP is de~igned to assist the GOP to make the changes
needed to achieve such a policy environment. As such it will ~omple

ment and support present and future AID project activities in the
agricultural sector, as well as those of other donors and the Govern
ment of Pakistan itself.

The ASSP strategy grows out of successful mission experience in pro
moting policy change in Pakistan's agricultural sector. It follows
the model developed under t~e Agricultural Commodities and Equipment
Program (ACE), which combines a fast disbursing program mechanism
with policy conditionality to encourage the GOP to accelerate imple
mentation of changes. In all cases, the specific policies addressed
are viewed by both AID and the GOP as important and necessary
changes. Analysis of possible changes has therefore been a vital
element of the strategy leading to the development of consensus on
the policy changes to be implemented. To date this analysis has
generally been undertaken under PDIF funding or through the Food
Security Management Project's (FSM) Economic Analysis Network (EAN)
activity.

Under the ASSP the i~portance of analysis will continue. While FSM
will continue for at least the first two years of the ASSP.
additional analysis will increasingly be funded directly with ASSP
funds. GOP c3pacity to undertake analysis will be reinforced by a
cont.inuatiJn and expansion of the institution building activities
begun under FSM. including in-country and U.S. training, strengthen
ing of data collection and analysis units in the Ministry of
Agriculture and other government units, and related activities.

The ASSP funding mechanisms will maximize program impact and
flexibility. The commodity import component will be supplemented
by a sector grant program and local currency generations will be
more closely tracked. Varying the proportion of sector grant and
CIP in any giver: year's program and selectively programming local
currrency in support of policy reform implemen·tation will substan
tially enhance the overall impact of ASSP. These modifications will
also improve ~he program's performance in providing effective
balance of pa~ments suppcrt to the Governme~~ of Pakistan and
provide greater con~r0l over the rate of disbursement.

Experience in ACE and in AID policy-reform programs around
the world has identified a number of lessons that have been applied
in the design of the ASSP.

The ACE experience clearly shows the need for maximum
flexibility in the administration of a program designed to promote
policy change. Many of the policy reforms contemplated are compli
cated and politically sensitive. Their implementation must be
r.arefully timed, often within a narrow window. The mission must be
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able to work rapidly and directly with the GOP to assist in the
implementation of policy reforms, tailoring its assistance to the
specific needs of the reform involved and the circumstances of the
moment.

The policy change agenda must be amendable in response to new o~por

tunities. changing conditions, and unforeseen barriers. Rigidity in
the implementation schedule of policy reforms and in the amounts
allocated to a particular change under a specific component would
seriously decrease the ability of ASSP to achieve meaningful change.
Experience demonstrates that flexibility must be balanced against
rigor in negotiating reforms and assessing progress. Parties to the
dialogue must retain the ability to objectively judge whether roeal
progress has been made toward market liberalization and privatization
to prevent the program from degenerating into resource transfer
alone. The balance betwe~n flexibility and rigor will be maintained
in the ASSP through the preparation of an annual PAAD amendment
based on a thorough analysis of ~rogress to date and serving in turn
as the basis for the next year's assessment.

Experience under ACE demonstrates that the policy
dialogue can be substantially strengthened and accelerated by the
availability of detailed analysis of complex issues, particularly
when the analysis generates reliable data to replace speculation and
offers specjfic information on the costs and benefits of particular
policy meas~~es. The ACE experience indicates that analysis per
formed by institutions outside the government can be as valuable as
the government's own estimates. While the participation of
Pakistani experts (·n the studies has made an important contribution
to the quality of the reports and their reception by the GOP, the
independence and reputation of outside analysts has also been
critical to the overall success of the exercise. In some cases, the
production of an independent study has provided support to private
sector interests arguing for greater market liberalization.

Consideracle ASSP assistance is directed at building the long-term
capability of tht GOP in policy analysis, while additional resources
are made availablt for the short-term generation of analysis by
expatriates.

Policy reform in a complex environme~t frequently
requires change on a number of levels simultaneously. The differing
requirements of policy reform impl~mentation translate into
differences in the effectiveness of alternative modes of assist
ance. Where the change required is primarily regulatory, a resource
transfer may be highly effective in motivating a government to take
the necessary steps. If the government is not convinced of the
value of the move, however, other assistance, such as analysis or
expert advice, may be a necessary complement to resour2~ ~ransfer.
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Even where government support for & particular policy chan.e is
strong, experience suggests that resource transfers are generally
insufficient to achieve changes requiring major institutional
reform. These changes take several years and require prograamatic
inputs such as trainin,. equipment and technical assistance. For
this reason the ASSP a.enda focuses on policy issues, such as market
liberalization, that require relatively little chan.e in complex
institutions. ASap local currency resources, however, may be
available to support institutional reforms being souaht through
other AID projects, such as strenathening of water user associations
and integration of provincial research and extension prograMS. In
such cases, ASSP will fill in resource gaps on the GOP side that
might otherwise impede project progress.
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III. fBOGBAM DESCRIPTION

A. Goal and Purpose

The broad sector goal of the ASSP is to sustain economic growth in
Pakistan through increased productivity in the agricultural sector.

The program purpose is to:

1. Provide balance of payments support to the GOP through
commodity imports and sector grants.

2. Remove key constraints to increased economic growth in the
agricultural sector through policy reform and expanded
private sector investment and participation.

B. Program Components

1. Overview

The Agricultural Sector Support Program combines four basic
elements to promote rapid implementation of policy reform in the
agricultural sector:

a. Resource trans~r~ to the GOP in the form of a
Commodity }mport Program (CIP) and Sector Grants (SG) to provide
needed balance of payments support and to reinforce progress made to
date in restructuring the sector.

b. fol~g1~10BueLn~gQti~~ion-~~n-1n~Yl_~Q_poI1gX_

~QrID negotiated with the GO? on an annual basis, based on a review
of priorities and opportunities in the policy arena.

c. Local-~rrencY reso~~~~ generated by the resource
transfers and programmed by the GOP in cooperation with AID to
support implementation of policy and institu~ional reforms, and the
GOP's overall sectoral development programs.

d. Trgining and Technical Assistance (TATA) to streng~hen

the long-term capacity of the GOP in market-based management of the
agricultural sector and to assist the GO? in developing the policy
reforill agenda.

The ASSP reflects ~he continued progress being made by AID and the
GOP toward a reature assistance relationship. Resource transfers
have been a central element of the U.S. assistance strategy since
its resumption in 1981. in line with the broad goals of U.S.
assistance to Pakistan. Resource transfers have generally taken the
form of commodity import programs, such as the Agricultural
Commodity and Equipment Program (ACE) in the agricultural sector.
No policy conditionality was attached to these programs initially.

Dialogue on policy issues was initiated through the PL-480 Self~Help

Measures and expanded under the Food Security Management Project,
which began in 1984. Over the past two years, policy assistance and
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resource transfers havE; progressively ber::n mt:rged Ly inc.:,-,rp'·nJt_Jf'~

policy concerns inte negotic..lion of suc(.:ezsive trall·::h~s (.>1 '.:.)mm.... f lly
aS51stanee under the ACE ';lfld [,·L-481J. Tho:: AGSP will ···(_·IJ.:;(.lid~I1.··

this process. combining commodi t..y ass ist..anee. pol icy n·_·~(..Itiati·,JIl.

and analytic support activlties jnto a single Ctssi::.t..::ar...:'e O!,:,:·h'::UH.,1r1.

The (~urrent separate charlnels cJf as:.• islance (~'SM and ACE' wi II be
phased out over the first tWCJ years of thf'~ new pc(.)gram. Tit,:" ~ff':('I~

1Veness and flexibility .-:If the ASSP mechanism will be turt.I,er
strengthened by the addItion uf the secLvr gralll option ~nd ~y

increased att.t~C1li..~n t.) uSt:: of 10c;;s L currency generations to prOVide
bruad support to AID and GOP goals in the sector.

Under the ASSP, beginnlng in FY88, $100 million will be available
for assistance to the agricultural sector each year. Approximately
$10 million of this amount will finance training, technical
assistance, and related commodities to support the identification
and adoptlon of needed policy reforms and to strengthen the GOP's
capacity for data ccllectiofi and analysis. The remaining funds.
approximately $90 mll~~0n annually, will be ~vailable as resource
transfers.

Th,=, resourc~ traCtsfer compOClellts of the AS~:'P will assist
the GOP to manage the difficult balance of payments situation
outlined above and will encourage the adopt1on of the major policy
reforms needed ~o a~~elerate agr1cJlturai growth. Two types of
resource transf~r are planned:

a. A ~QmIDQQil~_lmEQr~_trQgr~ID (ClPj, which will finance
the impor~ation of taslc agricultural input.s (particularly
fertilizer), other agricultural commodities needed for local
consumption or pr0cessl0g (e.g., edible oils and cotton),
commodities to support agricultural development activities (e.g ..
irrigation maiT1tenan,~e equipment), and in~uts needed by the private
agribusiness sect8r (~.g., food processing machinery); and

t. ~~£~QK_~r~n1~ (SG1. to the GOP for balance of payments
support.

The level and mix of CIP and SG provided in each of the program's
six years will be determined in negotiation with the GOP, based on
progress made in implemerlting policy reforms during the previous
year and on the nature of the policy refor~s that the GOP commits
itself to carry out during the coming year. It is anticipated that
resource transfers will total approximately $90 million 1n each
year. beginning in FY88. for a total of $270 mIllion during the
program's first three years lFY87 to FY90) and a total of $540
million over the program's six-year life (through FY93). The grants
will be divided approximately equally into elP and SG, but the total
amount in any given year and the distribution between elP and SG
will vary to reflect the pace and scale of policy progress.

A resource tr~nsfer of $90 milli0D lias been programmed for FY88 to
indicate USAID commitment to :he reform process and strong U5
support for actions already taken, including deregulation of the
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domestic market for nitrogenous fertilizers and abolition of the
ration shop system. (See section D below for a discussion of the
procedure for setting the annual program assistance level and
section V for a description of the mechanics of funds flow.)

3. ~Ql1£~!~lQBY~~n4-~~gotiat10n

The ASSP policy dialogue and negotiation will focus on: 1)
removal of distortions in the pricing of basic inputs and outputs;
2) reduction of the role of government in management of agricultural
markets, production of inputs, and processing of outputs; and 3)
elimination of subsidies to the agricultural sector. Where appro
priate, the dialogue will also cover the restru~turing of public
sector institutions to increase their efficiency and effectiveness.
particularly in the areas of research, extension, information and
irrigation management.

The dialogue and negotiation will reflect the mission's policy
priorities as articulated in the CDSS, which identified five main
policy areas for emphasis: removal of administrative controls
impeding market operation (including subsidies); rationalization of
water pricing and expenditures on system operation; improvement of
policies affecting the forestry and fuelwood subsector; reform of
the institutional credit system; and restructuring of research,
education, and extension org~nizations to improve their
effectiveness.

The ASSP policy dialogue focuses on the first of the five policy
areas, emphasizing reform in both input markets and product
markets. Pricing and subsidy issues in the water and credit
subsectors will also be addressed, in the context of input price
reform, but the agenda for these areas is not expected to tackle the
complex institutional restructuring required in these areas.

With regard to public sector institutional reform, the ASSP will
generally emphasize the improvement of management information for
the agricultural sector through better agricultural data and
improved policy analysis. Research, extension, and education
institutions will be a secondary focus in this area in support of
other mission programs at the provincial and national level.
Forestry and fuelwood issues may also be addressed.

The mission's current topic priorities are:

a. lnp~t_mg~~~t~: Elimination of i~~tilizer subsidies.
privatization of distribution, and reduction of public sector
marketing costs; rationalization and liberalization of gredit
markets; establishment of an adequate legal framework for the seed
industry and privatization of seed production; improvement in
budgeting and pricing for ~at~r, including utility rates. and
privatization of tubewells; and liberalization of tariffs and
marketing restrictions for f~eQ and other imported inputs.
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b. Product markets. prQcess1ng. and ag~lbus1nel~:

Completion of the restructuring of the public sector's role in the
wheat market and rationalization of sugar pricing; phasing out of
state procurem~; reopening of ~QQ~_~~2b~~ and other
institutional reforms; removal of ~§iQi~~ on processing and trade;
elimination of controls on 1nY~~~~; privatization of ~dlbl~ Q11~

marketing and processing; and decontrQl of marketing for other major
crops.

c. Agricultural institutions: accelerated improvement of
data collection and availability; continued instititionalization
of economic analysis c~~1!~; and integration of r§~arch and
educatiQD together with provision of adequate funding.

Many of these topics have been discussed by donors and the GOP for
some time, and negotiations are conti-nuing. The issue of edible oil
pricing and processing is included in PL-480 self-help measures and 15
also a topic of World Bank-GOP negotiations. Water pricing, water
user charges and O&M expenditures being addressed through AID's
irrigation program are the subject of intense GOP-World Bank dialogue
and are also under discussion with the ADB. Fertilizer pricing is a
central issue in the ADB's commodity import program dialogue; the
World Bank is also holding discussions on this issue. ASSP will not
supercede these activities but supplement and reinforce ongoing
dialogue, providing the additional resources needed to bring these
discussions to fruition.

As further discussed in section C below, information is insufficient
to spell out the desired reforms in detail in all areas, nor does a
consensus exist within the GOP on the appropriate direction for
reform in each area. The ASSP's technical assistance and training
activities are intended to strengthen the policy dialogue so that
negotiation of particular actions is based on USAID-GOP consensus on
the details cf what should be done, a necessary precondition to
negotiation of particular actions with the GOP and to implementation
of the reforms themselves. Nonetheless, it is possible to spell out
in general terms the results anticipated over the life of the pro
gram. Figure 111-1 presents the projected end-of-program status with
respect to the policy priorities identified above.
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fisure 111-1

Ant1~ated fQlicy Reform fLogress Durin8-th~ ASSP

Overall-~Q!~f~QB~2m_S~~~Y~

By the end of FY93, it is expected that the following overall
conditions will prevail with respect to Pakistan's agricultural
policies:

1. fricing: prices for all major commodities--inputs and outputs-
will be within 15% of the world market price (the import or
export price net of internal marketing costs) or, for non-traded
inputs such as water, at a price covering all maintenance and
operating costs.

2. fr1vati9a~1Qn: public sector organizations will handle less than
one-third of the total national marketed volume of each major
crop and input and state-owned plants processing or
manufacturing agricultural inputs and products will be no
greater than at present, as measured by the level of output.

3. ~1dies: the total real cost of all subsidies to the
p.grlcultural sector (excluding research, extension, education,
and other support services) will be one-third less than in
PFY87.

By the end of the program, it is expected that most of th3 following
reforms will be in place:

a. ~I1il1z~r: Complete removal of all subsidies on Nand P
fertilizers; increase in the private sector's share of
~istribution to 70%; geographic quotas reduced to at most
~0% of volume; initiation of actions to divest state-owned
plants and marketing companies; no expansion of public
sector capacity.

b. H2~r: O&M expenditures and collection of water fees
increased to full technical requirement on gravity systems
and 75% of technical requirement on tubewells; removal of
subsidies on installation. conversion to electricity, and
utility rates for private tubewells; and divestiture of 50%
of state-owned tubewells.

c. Se~g: Establishment of a new national seed law and
elimination of public sector seed company subsidy.

d. Feed: Elimination of tariffs and other restrictions on feed
imports.
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llayre 111-1, continyeg

e. Credit: Replacement of no-interest credit with a system at
least covering the cost of administration.

2. pomestic M~rketing, Proc~sslns.-2nd CQnsumption Markets

a. ~business: Major streamlining oftha sanctioning process
and other controls on investment; significant reduction in
tariffs on imports fo~ agribusiness; elimination of export
subsidies and subsidies on state-owned processing plants;
and at least 75% privatization of procurement for all major
crops.

b. Wheat: Reduction in state procurement to less than half of
the total marketed surplus; reform of support and release
prices 50 that the support price remains between cif and fob
price and release pr~~~ covers at least 80% of governm~nt's

handling and storagt costs; and increase in federal budgets
and provincial expenditures for storage O&M to 90% of
technical requirement.

c. Ghe~oils: Elimination of GCP subsidies; reduction in
state-owned processing capacity to less than 40% of the
total through denationalization or growth of private
processors; and maintenance of variable tariff so that
domestic price of oil remains in line with IBRD estimated
long-run price.

d. ~2I: Stabilization of mill price within 20% of World
Bank's estimated long-run world price and removal of
farm-level marketing controls.

a. Man~g~m~nt-informatiQn: Institutionalization of EAN within
MINFAC; increase in the MINFAC budget for economic and policy
analysis by 25%; integration of agricultural data collection
under one national institution and increase in the budget for
data collection and publication by 25%; and establishment of
regular and timely publication of price, marketing, and
production data and forecasts.

b. ReSe~I~h-2ng_~g~~Qn: Restructuring of at least one
province's institutional structure to join these functions
in a single institution; increase in the real research
operating budget in educational and research institutions
by 20%; and improved linkages to extension.

The specific package of reforms implemented over the six-year life
of the ASSP will depend on the development of improved information
on which to base reforms, continuation of an overall political and
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economic climate favor~ble toreform.andthe progress of negC1tia-
tionswith.the GOP favorable to reform. If. these conditions hold.
it. is>expected that most of. the reforms specified in Figure 111-1
",lIIbe achieved. If conditions are favorable to reform,AIDmay
successful in bringing about progressinadditional areas,
represent.ed by.the list.of de~irable policy changes in AnnexH
Conversely, should conditions evolve ina direction unfavorable t.o
policy reform,. it may not be possible to achieve all the reforms
specified in Figure 111-1.

ASSP activities will generate local currency equal to the
dollars disbursed through the Glf and sector grant programs. These
funds will be jointly programmed with the GOP in support of sectoral
objectives, as part of the annual negotiation process leading up t.(;
amendment of the Program Agreement (ProAg). Th~ PAAD and ProAg
amendments will include a description of the agreed-upon uses f0r
local currency, as well as sptlling (Jut the procedures for tracking
and monitoring funds use over time.

In general, this exercise will identify broad budget categories
within the GOP Annual Development Plan budget for the agricultural
and irrigation sectors, rat"her than specif ic project or non-project
activities. Detailed programming of all local currency funds would
be inconsistent with the ASSIJ st.rat.egy, which provides fast-dis
bursingresources wit.h tewrestrictions in order to reward the GOP
for policy Ci-.;ti·)rlS t.aken, f.)(~U5 the part.icipant.s .)n the policy
issues being addressed, and encourage addi tioJI..:il reforms.

If progress in implementin~ reforms continues t.o be sat.isfactory.
funds will be programmed primarily as general budget. support for the
agricult.ural sect.or, e.g .. against the HINFAC operating and ADP
budgets. Where appropriate, funds may be programmed ~o finance the
cost of reforms being undert.aken, through, for exampl~~ replace
ment of tariff revenues foregone; indirect financing of increased
provincial expenditure on research, extension and irrigat.ion O&M:
and expanded supplies of agricultural credit.

The distribut.ion between these uses will depend ·io parton the pro
gress of AID-GOP dialogUE: and the reform program generally. and
in part on the identification of suit.able opportunities to program
lo~al currencies that do not pla~e an undue management burden on
either AID or the GOP.

The Training anj Technical Assis"lance "~omp,)nent will have
tW(1 distinct elements:

a. A §~~1Q.r~1_1r~.iD.iI!lLErQKr~!!.1 pr.)viding lOllg- and
short-term training to builrl up the research and training
capabilities of Pakistani institutions ~n the agricultural sector
and to expand the pool of skilled personnel available to"t.he
national agribusiness St,ctor; and
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b. A policy information and manasement progrAm, which will
continue and expand the program of policy analysis, data collection,
and institution-building begun under the Food Security Management
Project and provide technical support to the ASSP's policy dialogue.

The Sectoral Trainins-Prosram

The development of Pakistan's agricultural sector has created a
need for skilled manpower that goes beyond the current capacity of
in-country training institutions. While project-based training can
meet part of this need, it is by definition limited to a few
institutions and sub-sectors. The training requirements of the
private sector, in particular. can rarely be met through this
mechanism. Although major assistance programs are being directed to
specific Pakistani universities. the remaining institutions are not
receiving sufficient assistance to enable them to upgrade or, in some
cases. even maintain. the skills of their faculty. One university in
the NWFP, for example, receives funding for only one overseas
scholarship annually for its entire faculty.

~~ile no single program can provide sufficient resources to meet the
full need for training in the agricultural sector. the ASSP will be
able to make a substantial contribution. By concentrating on long
term training for the faculties of agricultural universities and for
private sector agribusiness professionals, the ASSP should lead to a
significant increase in the pool of skilled m~npower available to
support agricultural development in the future.

The ASSP training program will have two major components:

1. Publig_segtQL_tXBlning: long- and short-term training in
the United States for university personnel and others in institutions
supporting the agricultural sector, reinforced by short-term
in-country training and visiting professorships for US faculty in
Pakistani institu~ions.

2. Priy~t~_§ectQr_trBin1ng: long- and short-term training in
the United States to upgrade the technical. professional, and
administrativt skills of individuals with a background in Pakistan's
private secto~ production. proces~ing, and marketing sectors. as well
as short courses in-country to reach a wider agribusiness audience.

Trainipg will be offered in a wide range of specialties needed to
improve performance in the private and public sectors. While the
specific categories will depend on the training needs expressed by
local institutions (public and private) and the availability of
suitable candidates, it is anticipated that degree training will be
offered in agricultural sciences (agronomy. plant pathology, gene
tics, etc.). livestock sciences, food processing, marketing and
distribution. business management and public administration, and
economics.

The ASSP training program will also support the continuation of the
Economic Analysis Network and Agricultural Data Collection activi
ties, as further discussed below.
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Additional details on the ASSP training program are provided in the
training plan in section IV and in Annex 1.6.

PolicY Information and Management

The program of analysis, data collection and institution
building begun under FSM will be continued and expanded under
ASSP. The program will have two distinct elements:

1. Inst1tl,1tion·-bl,1il.d..1n8-..~.t.iYill~,including technical
assistance, formal and informal training, equipment, and other
assistance to strengthen the capabilities of the Economic Analysis
Network in the Ministry of Food and Agriculture, and the
agricultural data collection and dissemination activities of the
Federal Bureau of Statistics.

2. ~l~~iGal 5~EQIt to the identification and clarification
of policy issues, the formulation of reform packages, and the
development of consensus on actions to be taken.

While the institutional development component will largely build on
existing activities under the FSM Project (particularly the Economic
Analysis Network and Agricultural Data Collection activities), the
analytic support will be provided by the EAN, a mission-managed
policy analysis IQC (or other basic ordering agreement mechanism)
and supplemental technical assistance.

Under the FSM Project, the ECQDQmic AD21~sis_~~1~Qrk (EAN) has
demonstrated the value of drawing on Pakistani and expatriate exper
tise to generate high-quality analysis of priority policy issues.
This experience has reinforced the lesson learned through policy
dialogue under ACE and PL-480: success in encouraging the GOP to
adopt needed policy reforms is much greater where the mission (and
reform advocates within the GOP and the private sector) can draw on
timely and relevant information. The bold steps taken by the GOP in
recent months were based in part on the recommendations and findings
of mission-funded studies, including IFPRI's analysis of ration
shops funded under FSM and earlier studies of fertilizer and
oilseeds policy. This and other EAN experience shows that following
up the analytic work with seminars and publications develops a
consensus among government and private sector leaders.

The EAN has also proven the value of a formal network linking
analysts in a wide range of Pakistani research and policy
institutions. In addition to broadening the resources available to
the GOP for analysis of agricultural issues, the network is a useful
mechanism for providing training and technical assistance.

The extension of the EAN u~der the ASSP will give particula~

emphasis to establishment of a permanent capacity for policy
analysis of agricultural issues, based on in-house analysts in the
GOP and improved ability to draw on the analytic capabilities of
other Pakistani institutions, particularly agricultural
universities.
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Under the EAN. institution-building activities will include
provision of long- and short-term technical assistance. U.S. and
in-country training (with a strong emphasis on the latter).
development of economic research facilities through provision of
computers and libraries as well as improvements to the physical
plant. and other assistance. Annex I presents further details on
the plans for continuation of the EAN under ASSP.

The Ag~cultural Data ~1l~2n component of the FSM Project will
also be continued under ASSP. The ADC is assisting the GOP to
modify the present agricultural statistics collection system to
develop a more accurate and efficient system based in part on the
area sampling frame methodology. but incorporating more traditional
data collection and publication methods as well. By the end of the
FSM Project. it is expected that the area sampling frame will have
been fully implemented in the pilot areas. but due to a late start.
a second phase will be needed to implement the area sampling frame
nationwide. Additional details on this important activity may be
found in Annex I.

Under the r2§~~H~rv~§~_tl~n~B~men1 (PHM) component of the FSM
Project, a 1886 feasibility study on bulk storage and handling of
wheat has been r~viewed by the mission and approved by the GOP.
Accordingly. a pilot project will be implemented to determine
cons~raints, operating costs, the use of bulk transport and how the
opera~ions of a bulk system could be adopted within the current
one. The estimated cost of this project is $45 million, funding the
technica~ assistance, training and equipment, including installation
and allied civil works. elements of the pilot project. In addition
to the Bulk Storage pilot program, some of the existing activities
under PHM will continue at a smaller scale: technical assistance
for storage management and training for public and private sector
storage managers. Post-harvest management may also receive add~

tiona~ support through the programming of CIP-generated currencies
for such uses as credit for private sector storage expansion and
further rehabilitation of provincial storage facilities. These
local currency uses will be negotiated with the government on the
basis of continued progress toward privatization of the wheat
market, aDd th~refore cannot be specified in detail at this time.

The fina: elemen~ is ~Q~bnical_~§§12t~n£~-B~~£Q£~_~~tiy~ties

designed to support identification of appr0~:iate policy reforms,
dialogue to develop consensus, and monitoring of progress toward
policy benchmarks. These activities will be carried out in
cooperation with the EAN, but, like the IFPRI Special Studies
Program begun under FSM. will rely on separate contracting
mechanisms. Within this sub-compcnent, the Special Studies Program
itself will be continued, focusing on issues growing out of IFPRI's
current work in the grain market and expansion of the program into
related areas. A mission policy analysis IQC, will supply analytic
expertise to address priority questions outside the EAN's agenda and
availability, or whose sensitivity makes direct AID management of
the study preferable. AID-wide IQCs and centrally-funded contracts
may also be used. This sub-component will require an ASSP economist
(USPSC or local hire) to assist in monitoring and policy dialogue
and short-ter~ assistance for evaluation and other ASSP-related
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activities. The supplemental technical assistance activitieg are
further discussed in the procurement plan in section IV.

C. Agricultural Policy Analysis

The GOP's commitment to reducing subsidies, bringing prices into
line with international levels, and promoting private sector activi
ties is demonstrated by the wide-ranging reforms implemented over
the past two years. Despite this progress, additional reforms are
necessary in a number of areas. As discussed in the CDSS, these
include deregulation and privatization of input and product
marketing, restructuring and strengthening of agricultural support
institutions.

1. frQg~~-tQ~t~inPoliQY Reform

In recent years, the GOP has moved aggressively and coura
geously to address difficult agricultural policy issues and has
succeeded in carrying out a number of major reforms. Notable among
these are:

o the elimination of the ration shop system for subsidized
flour;

o elimination of the surcharge on efficient domestic
fertilizer producers, including private sector firms;

o increase in the share of fertilizer distributed through the
privat~ sector from 30% to 50% of the total;

o removal of price controls and deregulation of production,
distribution, and importation of nitrogenous fertilizer;

o increase in the price of phosphatic fertilizer (DAP) by 10%
and of potassic fertilizer (SOP) by 25%; and

o deregulation of edible oil retail prices, liberalization of
edible oil imports, and removal of the GCP monopoly on
cottonseed.

Despite this progress, current policies continue to overemphasi~e

government control and direct government management of input mar
keting, product marketing, and proc~ssing. Additional reforms are
needed to complete the transition to a market-based agricultural
sector where the government limits its involvement to research,
extension, education, information services, and management of the
large gravity-fed irrigation systems and relies on the private
sector to carry out the majority of input supply, product marketing,
processing, and ~istribution functions.

The actions taken to date demonstrate the GOP's strong commitment to
making this transition, but the very real difficulties attached to
many of the steps required must be recognized. In many areas, the
GOP is ready to act in the near future, as indicated by the signif
icant reforms incorporated in the draft 1988 benchmarks. In other
areas, additional information and consenSUS-building must precede
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implementation of the necessary reforms. The following sections
discuss each of the major policy areas identified in section B above
and the status of progress toward reform in each. Annex I presents
more detailed discussion of the issues in fertilizer. and wheat mar
keting, the major issues being addressed in the first year's bench
marks. The annexes in the PARD provide detailed discussions of other
issues, including irrigation, edible oils, and poultry. (Annex 1.5
also includes a discussion of seed policy issues, which were not
included in the PARD.)

2. Policies in IrrEut_Markets

The extensive analysis already conducted in the areas of
fertilizer marketing, water, seed, and feed make it possible to
spell out the nature of reforms needed, although in some cases
additional work will be necessary to translate these general
directions into specific policy measures. Other areas, notably
credit, will require additional analysis to define the reforms
needed with sufficient specificity to begin negotiation with the
government.

i. £~rtili~~x. Pakistan has been highly successful
in developing a domestic fertilizer industry. Fertilizer use has
increased a thous?nd fold since the late 1950's, and commercially
produced fertilizer is used by an estimated 75-85% of Pakistan's
farmers. Two principal issues must be addressed in the near future
to clear the way for continued rapid growth of fertilizer use:
reduction i~ the state role in marketing and removal of subsidies to
importation and distribution. Subsidization of domestic producers
and the role of the state in production will require further
clarification. The public sector's continued heavy involvement in
the production and marketing of fertilizer has increasingly hampered
efficient fertilizer marketing and distribution, particularly the
provincial distribution companies. While the marketing costs of the
public-sector National Fertilizer Marketing Ltd. are similar to
those of private sector firms, the public sector provincial
dis~ri0ution ag~ncies incur substantially higher costs due in large
part ~o their failure to curtail overhead costs. A greater role for
the ?riva~e sector in the marketing and dis+ribution of fertilizer
will reduce marketing costs and hence economic subsidies.

The GOP has also taken a heavy-handed approach to regulation.
Retail prices have been controlled for all major fertilizers and the
distribution of fertilizer among provinces and firms has been
centrally determined. The GOP has now begun to phase out these
controls. In May 1986, the GOP removed price controls on urea and
other nitrogenous fertilizers. Distribution of domestically
produced urea was also deregulated (although the distribution of
imported urea, which has been virtually nil in recent years, is
stil: allocated via a set formula). The sales price and
distribution of phosphatic anc potassic fertilizers are still
con~rolled.

The degree of state control required to flX retail prices at a con-
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stant level nation-wide, combined with the desir~ to keep farm-gate
prices low, has led to a high sub~iay bill for the fertilizer
sector. The farin-gate price of urea appears to be "ery close to t;ae
current world price equivalent, due in part to overcapa~ity in the
world market and the current low oil price, but phosphatic and
potassic fertilizers are still highly subsidized. Fertilizer
subsidies accounted for 58% of the total agricultural development
budget during the Fifth Five-Year Plan. The system as it stands
discourages new private investment in the sector, and is an enormous
burden on the development budget, leaving insufficient funds for
othe~ agricultural development purposes.

There is consensus on the overall direction for pel icy change in
this sector: phase out direct fertilizer subsidies, increase the
role of the private sector in distribution, and provide greater
scope to allow private distributors to respond to market demand.
The primary issue is how fast these changes should be implemented.
The GOP has continued to move steadily but gradually toward these
goals, while the donor community would in general prefer to see
progress accelerate. The mission believes it is realistic to expect
that subsidies and controls on distribution will be completely
eliminated by the end of the six-year perio~, if progress continues
as in the past few years.

There is less certainty regarding how to reduce the state's role in
production. Expansion of public and private capacity in the early
1980s made P~ki5tan self-sufficient in nitrogenous fertilizers, but
recent upturn~ in offtake have led to renewed imports. Demand is
projectec to continue growing, assuming there is no major increase
in price. At present, the cost of production at some state-owned
plants is above the official prjce (taking into consideration
marketing costs), and for some it is below. The same is true for
the private sector. Above-cost firms are subsidized. Moreover, the
price of gas to the fertilizer plants, public and private, is low
compared to its equivalent in petroleum or liquified natural gas.
Correction of price incentives is needed as demand for fertilizer
grows to prevent uneconomic investment in new capaci~y. where price
relationships favor importation of fertilizer rather than petroleum
products.

Some analy£~s have ar1ued that publicly-held urea p~afi~s should be
denationalized to generate fnnds for potential loans to the private
sector for the construction of the new fertilizer plants to meet
increased demana. Denationalizatoin of existing plants with a cost
structure above the world market, while simultaneously liberalizing
imports, would be problematic. Adciit~onal analysis and public
private sectcr dialogue is required bef0re a specific set of reforms
and a timetable for implementing theM can be formulated.

11. ~~ttX. Better irrigation m2nagement is among the
most critical requirements for raising agricultu~al productivity and
incomes in Pakistan. BJth eypansion of the area under irrigation
and improvements in management have been major targets for donor
assistance. with the emphasis increasingly shifting to the latte~ as
the opportunities for extension of the irrigation network have dimin
ished. AID, as one of the leading donors in the secto~ sinc~ ~he
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1960s, has made improved water management a centrAl tocus ot its
assi5tance strategy to irrigation and to agriculture as a whole.

As the result of extensive field research on irrigation management,
the mission and the GOP are now in a position to spell out some of
the measures that need to be taken in the near term. Key steps are:
1) improvements in O&M through higher water user charges and larger
expenditures on maintenance; and 2) privatization of tubewell owner
ship and operation and removal of subsidies to installation and
operation.

Specific steps identifiable at present in the first area include:
increases in O&M expenditures in gravity-fed and SCARP areas toward
the technical requirement for adequate maintenance; increases in
farmer user charges toward the level required to finance these
expenditures; and improved collection of these charges. Specific
steps in the second area include: a ban on new public sector invest
ments in tubewells; elimination of the subsidies on new private
tubewells, conversion of existing tubewells to electric power, and
electricity used b~ tubewells; and privatization of existing tube
wells. While no"t all of these changes can be implemented immedi
ately, consensus on the direction for needed change exists and
progress toward implementation can reasonably be expected over the
nex~ two years. Other measures, such as adjustment in the elect
ricity rate paid by tubewell opera~ors, will require additional
study. Work nO~l in progress should shed considerable light on these
issues in the near future.

111. Seeg. AID-supported analysis by the Industry
Council for Development has clarified the actions needed to promote
a strong private sector s6ed industry in Pakistan. Key steps
include: 1) adoption of a new national seed law that balances
protection for the consumer (i.e., the farmer) with the n~eds of the
industry: and 2) re~oval of subsidies on provincial seed p~rsstatals

and pricing of seed at a level where private producers can compete.
While neither of these steps can be implemented immediately, actions
to beb~n the imp~ementatior. process, ~uch as formation of a com
missio':. t.o draf~ c ne,; seed law. can be put in place in the near
term.

Other measure~J including the denationalization of public sector
seed producers, will require further study and discussion. The seed
industry should also benefit from reduced restrictions on investment
and importation identified as part of the overall reform package for
the ag~ibusiness sector (see section 3).

iv. Animal Feed. A study of the poultry industry
carried out by the EAN highlighted the need for imrroved access to
high quali~y feeds, such as soy meal, which are not produced locally
in sufficient quantity or quality to meet the industry's needs.
Irnportatior of high quality feeds is currently subject to a variety
0f restrictions on who may import and in what quantities as well as
a sales tax, all of which combine to restrict importation of these
produ~ts. Relatively minor changes in the import regulations would
provide substan~lal assis~ance to the poultry sector, which is
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showina signs of stagnation after several years of dynamic arowth.
Over the longer term, the linkages between the edible oil market and
th~ animal feed market will need to be reviewed and monitored to
ensure that the protection being aiven to the former does not
restrict the arowth and development of the latter.

b. Axeas Regulrlna Further StudY

As discussed above, many issues require further clari
fication, aven in segments of the input market where the overall
direction for p~licy change is clear and al~ initial set of actions
can be identified. The policy dialogue has not yet reached this
point in the critical area of credit, however. For the past several
years, GOP policy in the agricultural credit sector has relied pri
marily on a program of subsidized credit for small farmers. While
many observers believe that this program is not accomplishing the
goals set for it, the government is not ready to abandon it until a
better alternative is presented. At this time, the state of infor
mation on rural credit markets is not sufficient to permit
definition of an appropriate set of measures to expand rural savings
and credit, and major reforms in this area must therefore be
predicated on generation of improved intormation and well thought
out policy options.

AID is contributing to this process of analysis and dialogue under
FSM and other mission activities. Planning is now underway for a
major study of rural credit, but results are not expected for
several months. Consequently, it would be premature to specify a
reform program at this time, although credit may become a high
priority for the ASSP as the program evolves.

The operation of the agricultural economy between the
farmer and the consumer i.s regulated on three levels. First,
agribusiness enterprises are regulated as part of the extensive
economy-wide system of sanctioning for new industries, controls on
importation, and so on. Second. individual commodities are
regulated, with particular emphasis on control of the main food
security commodities, wheat, edible oil, and sugar. Third, the
processing and marketing of Pakistan's major export crops are
subject to heavy state control. Within these broad areas, some
reforms can be identified where immediate action is possible, but in
most cases additional analysis and discussion within A~1; GOP will be
necessary.

The primary area where necessary actions can be
defined at present 1s the wheat market, arguably the single most
important market for Pakistan's food security. The GOP has recently
announced that it will eliminate subsidized sales of wheat flour
through the ration shops, a decision growing in part out of IFPRI
analysis demonstrating that ration shop wheat acccunted for less
than 10 percent of the wheat consumed by low income groups. This
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move constitutes a major step forw~rd toward liberalization of the
domestic wheat market.

While policies in the wheat sector are still evolving, it appears
that the ration shop system has been replaced by one where the GOP
will make effectively unlimited releases at a uniform price. For
the time being, this price has been set at the same level as the
GOP's procurement price (Rs. 2000/MT). Given GOP storage end
handling costs estimated a~ approximately Rs. 600/MT, it is evident
that this policy implies that subsidies to wheat consumption will
continue at a non-trivial level. Current mission estimates, based
on an assumption of total GOP marketing of roughly 4.3 MMT, indicate
that the subsidy will be reduced from Rs. 3.3 billion to Rs. 2.5
billion, for a gross savings of Rs. 800 million. (This savings must
be further reduced by Rs. 240 million, however, to reflect the
increase in the salaries of low-salaried public sector employees,
announced as a compensating measure, so that total savings are
estimated at around Rs. 600 ~illion.)

This approach has three major defects. First, it constitutes much
less than a full liberalization of the wheat market as government
sales will continue to be made at a controlled price. Second, the
relatively low price se~ for releases implies that private traders
cannot sell grain until the government supplies run out and their
sales operation ceases. Third, the total savings are highly sensi
tive to the volume moving through government procurement channels;
if the volume is sufficiently large, savings will evaporate and
indeed may turn negative.

The desired di~ection for policy movement is not ae clear as this
summary might indicate, however. As long as the GOP procures at a
support price above what private sector traders pay and incurs
storage costs above those of the private sector, it cannot cover
100% of its costs and still sell any grain until the private traders
run out of grain (because the private sector price will be lower
than the GO? full-cost price). Additional study and discussions are
needed to determine the appropriate balance betweer- a high support
price (implY~h~ 12rge government purchases) and ~ release price that
cov.:::- s &11 of "the goverm:lent' s costs whi Ie per"- itting rapid drawdown
of stocks. Further disc~ssions are also ne:1ed to gain GOP agree
ment to introd~ce seasonality and, if possible, regional variation,
into the release price (or, at a minimum, into the conditions under
which GOP sales will be made).

While all parties agree on the desirability of increasing the
private sector's role in storage, the appropriate measures to
achieve this aim depend on the approach taken to regulation of the
wheat market. Private sector storage is only possible if there is a
reasonable expectation that the price will rise over the season by a
sufficient amount to cover the cost of storage. Naturally, this
expectation does not exist when the price is held at a constant
level year-round by GOP releases at a controlled price.



Despite these uncertainties. progress on wheat marketing cannot be
allowed to lag. The proposed 1988 benchmark therefore includes an
increase in the release price to 115% of the procurement price
(i.e., to Rs. 2300). which is estimated to cover one-half of GOP
storage and handling costs. It should be recognized, however, that
a bumper wheat crop might well prevent the GOP from effectively
supporting the farm-gate price (although state purchases would
probably be larger than the announced levels in the event of a
bumper crop. funds and storage space would in all likelihood run out
before the end of the procurement season, forcing the GOP to
withdraw and permitting private traders to procure at a price more
conaistent with a large harvest). In this case, the open market
wholesale price could remain below the GOP's release price,for some
time, if not for the entire season, forcing the GOP to store large
quantities of grain and, in consequence. to incur high storage
costs.

The IFPRI study of stock and trade management in the wheat market,
expected in June 1987, should provide considerable new information
on the expected costs of alternative procurement, storage, and
release strategies. If the bumper crop being projected for the
current year in fact materializes, the experience of this marketing
season may also shed considerable light on the costs and benefits of
alternative wheat market management strategies in Pakistan.

A second area where progress can be made in the short term is main
tenance of public sector storage facilities (godowns). Although the
storage functiQn will progressively be transferred to the private
sector. the public sector's current domination of grain storage
makes it critical to improve storage management to reduce losses and
preserve the value of existing warehouse facilities.

A recent study by Experience, Inc., funded under FSM has generated
sufficient information on grain storage costs and the condition of
existing facilities to permit an accurate assessment of what the
provincial governments should be spending on the operation and
maintenance of these facilities. In addition. there is growing
consensus within the government on the need to transfer responsi
bility for financing and implementing storage maintenance from the
provincial level to the federal level. This move is a natural
outgrowth of the phaseout of the ration shops. which were a
provincial responsibility, and the consequent redirection of the
storage system to maintenance of a national buffer stock and price
support. Thus, the government should be receptive to implementation
of three measures: 1) increased budget allocations for maintenance;
2) increased expenditure for maintenance; and 3) transfer of respon
sibility to the federal level, with implementation of public sector
storage rehabilitation and maintenance assigned to PASSeD. the grai~

storage parastatal. .

b. Areas ~~ere Additional Information Is Needed

Several areas can be identified as priorities for
reform in the next three to six years where additional anal?sis must
precede action. Primary among these is agribusiness. where the defi-
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nltion of a reform program will be undertaken once the results ot a
major AID-funded study are in hand. Preliminary results should be

. available in time to include specific benchmarks in the FY89 ProAs
amendment. Issues to be examined include:

o import and export policies restricting agribusiness;

o the process of government approval (sanctioning) of private
agribusiness projects and government practices and regu
lations concerning grading, certification, and quality
control;

o price policies, particularly price controls and subsi
dization of agricultural products that affect the agri
business sector; and

o the power of local authorities to tax local movement of
goods, impose tempcrary controls on such movement, and
determine prices in their jurisdictions, which may affect
both profitability and risk for agribusiness firms.

Whea! is a second area where additional information is being
generated to underpin specific negotiations. By eliminating the
ration shop system, the government has taken a major step forward
toward decontrolling this critical market and removing impediments
to efficiency. As discussed above, however, the current policies
leave the GOP in a potentially untenable position. The increase in
the release price identified above as a short-term reform measure
will only partially correct this problem. A more comprehensive set
of policies will be formulated when the results of the IFPRI study
are receiv~d and discussed with the GOP. A draft report is expected
in June, ~lhich ffie.y permit additional measures to be incorporated in
the first ProAg a~endment in FY88 and certainly will provide support
to negotiations for the FY89 amendment.

Further analys:s is needed in the area of ~~~~dible oils.
ProgrtSS made ~o date in liberalizing the retail I~arket and simpli
fying controls on importation has achieved a gr~a~ deal. The next
steps req~ire tackling the extremely complex i3sues surrounding the
subsidization and operation of the Ghee C(l~~0ration of Pakistan.
Without further clarification of the future of this major
parastatal, the most that can be achieved is an agreement not to
expand its capacity.

The policy mix regarding §yggL is a priority for reform, but the con
fused situation in the world market (where prices are below the cost
of production of the lowest-cost producer) makes it difficult to
specify a precise course of action. A major study of the sugar
sector is being undertaken through the EAN and should produce
results for inclusion in the policy dialogue leading up to the
second ProAg amendment in FY89. This study should help to clarify
the issues surrounding state ownership of processing capacity,
controls on marketing, Pakistan's comparative advantage in sugar
production, and prices at the farmer and consumer level, among other
questions.



The livestock sub-sector displays a number of policy anomalies in
addition to the feed problems discussed above, including non-price
rationing through meatless days and selective price controls imposed
by local authorities. These policies are believed to seriously con
strain the arowth of this important subsector, which accounted for
30 percent of the agricultural sector's contribution to the GOP in
FY85, or about eight percent of the total GOP. Large-scale commer
cialized livestock production is minimal because of unattractive
returns and the perception of high technical and financial risk,
which have discouraged bankft from lendina to would-be entrepre
neurs. Despite widespread agreement that the growth of red meat
production has been unsatisfactory relative to demand, the.
aovernment is a long way from being able to formulate a consistent
set of policies to promote greater livestock production. Sub
stantial analysis is required in this area as the basis for future
policy dialogue and reform.

Finally, policy governing public sector land use and private sector
sales of iQrestrY products is in need of modification to encourage
private production of firewood and other wood products. Rental of
state lands to private producers at a fair market rate would be of
substantial benefit both to the national government and to the wood
products sector. Existing restrictions on the sale of forest pro
ducts should be limited to cover only trees grown on public land by
public sector enterprises, not private forestry operations on
private land nor private production of wood products on public
land.

4. fQblic Sector_lnstitY~12n~YPBQrtingthe Agrlcultural Sector

The need for institutional reform and improved management
practices cuts across almost all of the institutions in the agricul
tural sector, ranging from research and education to irrigation and
grain storage. Two broad areas have been identified as appropriate
targets for institutional strengthening under the ASSP, in addition
to those identified above under specific commodity or input subsec
tors. First, the ASSP will reinforce other mission activities
designed to strengthen the research. e~~ionL and education func
tions at the provincial level. Second, the ASSP will continue th~

assistance to management-information for the agricultural sector.
bsgun under the FSM Project.

In both areas, work underway or already completed provides
sufficient guidance to begin formulating benchmarks. Inevitably,
the nature of institutional reform makes it difficult to translate
change into quantifiable benchmarks. Nonetheless. certain changes
can be identified that lend themselves to specific tracking, such as
the implementation of a formal restructuring, the allocation of
sufficient budget funds for adequate operation. the establishment of
systems for regular publication of reports, and the creation of
permanent posts in the appropriate agencies.
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a. Reform Actions in the Near Term

i. Resear2h and Extension. Support to aaricultural
institutions has been a central element of AID's assistance strateaY
in Pakistan for many years, and is currently reflected in a range of
projects to reinforce key institutions in the areas of research,
education, irrigation management, and extension. For example, the
TIPAN project is working to strengthen linkages and coo~dinatlon

among research, educational, and extension institutions in the North
west Frontier Province. Poor management of these institutions and
inadequate funding for operations have been identified as the major
barriers to the effective use of the skilled personnel found at many
levels throughout the system.

AID is currently assisting the government in an experiment to
restructure the support functions at the provincial level by
strengthening the research and extension activities of the
agricultural univer~ity in the NWFP and by funding greater faculty
involvement in applied research. While it is too early to tell
whether this particular model will prove to be the best one for
Pakistan. it is representative of the type of restructuring that
will be necessary to integrate research and extension at the
provincial level. Individual provinces may choose to follow this
model or may select another approach with equal or greater validity
for their specific circumstances. Consequently, the main reform
actions negotiated in this area will emphasize implementation of a
structural reform to link research and extension or research and
education or all three. rather than adoption of the TIPAN model.
Additional benchmarks will deal with budgeting and expenditures for
operation of these key support systems.

ii. Man'gement Information. Under the FSM Project.
considerable progress h~s been made in improving the information
available to GOP de~ision-makers in the agricultural sector. Under
the EAN component. the policy analysis capabilities of the Ministry
of Agriculture have been strengthened and progress hes been made
toward developing linkages to other Pakistani institutions with the
capability to supp~rt policy analysis in MINFAC, particularly in
local univers:~ie~. This work will continue ~~der the ASSP through
the TATA component. and will also be reinfo"ced through specific
benchmarks covering institutionalization of analytic staff in
MINFAC. budgeting for policy analysis, and other measures of GOP
performance in this regard.

The FSM Project has also provided assistance to the GOP in improving
the collection and dissemination of basic information on the agricul
tural sector through the Agricultural Data Collection component,
ADC. While the main emphasis of these activities has been institu
tion of an ' rea sample frame. assistance has also been directed
toward tr~ferring overall responsibility for agricultural data
collection to a single. federal-level institution, improving the col
lection of market and product1on data, and establishment of regular
and more timely publication of basic information. These activities
will continue under the ASSP, with support from the TATA component.
As with EAN, progress in data collection and dissemination will also
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be mea~ured by a number of benchmarks included in the &ctionprogram
and covering such issues as official assignment of responsibility
tor agricultural data, the budget allocated for data collection and
publication, and so on.

b. Ax~as Re~irins Further Analysi§

Many of the policy reforms identified above imply a
need to restructure public sector institutions. For example, as the
government derations wheat, the role of the provincial food depart
ments will be dramatically altered, and indeed the rationale for
their continued existence may be called into question. As the
emphasis shifts from provisioning of the ration shops to food secu
rity th~ough management of reserve stocks on the national level,
operation of the public sector grain storage system may be progres
sively shifted to PASSeO. This change would in turn require an
improvement in PASSeO's management information system.

Reform of rural credit is another area where institutional reforms
as well as policy changes are likely to be required, but cannot yet
be spelled out in detail. For example, ADBP and other banks may
need to establish banking facilities in rural areas in order to
encourage rural savings mobilization.

The specification of the institutional reforms required, however,
must await policy-level decisions on the role of the public sector
and the mix of policy and non-policy tools appropriate to the govern
ment's overall goals for the agricultural sector. As these policy
issues are clarified, additional benchmarks will be identified for
incl~sion in the action benchmark set for later years.

The ASSP will continue the process of dialogue and reform begun
by the mission through the Agricultural Commodities and Equipment
Program (ACE), the Food Security Management Project (FSM), and the
PL-480 self-help measures. This process is characterized by joint
exploration of policy issues based on careful analytic work, leading
to the ider~ification of desirable policy initiatives and ways in
which the U.S. can assist the GOP to implement them.

The central element of the policy dialogue process will be the
anpual negotiation of a ~~_Qi_Qen~bm~x~~ embodying the policy
changes that the GOP agrees to implement during the coming year.
Starting in the program's second year, this negotiation will also
include an assessment of progress made against the previous year's
set of benchmarks. On the basis of this assessment. AID and the GOF
will agree on the mix and amount of funds to be provided during the
next year. A methodology for completing the assessment and
translating it into a specific level of support is presented in
Annex H. The mission will use this methodology or a similar
procedure to arrive at an initial level of funding, which may then
be adjusted to reflect programming considerations, the urgency of
the GOp's need for funds, and other factors.
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1. The ActioD Benchmarks

A set of action benchmarks incorporated into the annual
aareement will specify detailed policy reform actions to be taken in
the next year to strengthen the environment for agricultural develop
ment and private initiative. In addition, each PAAD amendment may
contain a list of desired actioDs that have been identified by AID
but that are not necessarily agreed to by the GOP, even in prin
ciple, and are not expected to be achieved during the coming year.
The reforms on both lists will be specific enouah to allow easy
assessment during the next year's annual review.

The level and mix of funds to be provided in any given year, except
the first year, will be based on a joint assessment of progress
against the agreed-upon action set. (As discussed below, the
level of funding in the program's first full year of operation,
FY88, has been set at approximately $90 million, excluding support
for TATA, to reflect progress made to date on policy reform and as
an incentive to undertake an equally ambitious set of reforms in the
program's first year.)

The assessment will have three steps. In the first step, AID and
the GOP will determine ~hether the reforms in the action set and/or
any others have been implemented. Where additior~l refor~~ are
identified, AID will determine their weight relative to reforms on
the action list, given their importance for overall progress toward
the reform program's three goals and their perceived difficulty.

In the second step, performance will be translated into a
~rovisional fUI.ding level. Annex H presents one feasible approach
using a rankin~ of individual reforms. Alternatively, a more
subjective assessment may be used.

In the third step, AID and the GOP will jointly formulate the next
year's set of action benchmarks for the PAAD and ProAg amendments.
Any reform not implemented in a given year will automatically be
included on the next year's action list (unless changing circum
stances indicate that the reform is no longer necessary or
desirable) while new reforms will be added reflecting the evolving
understanding of the requirements for agricu)+~ral growth.

The negotiations will also set the mix of funding. While it is
anticipated that approximately equal levels of eIP and sector grants
will be provided over the program's first tranche, the mix of
funding incorporated into the PAAD and ProAg amendments may be
varied to reflect macrQ~QQnQmiQ_QQn§id~~atiQns,such as an urgent
need for balance of payments support or specific commodity needs
that may argue for a higher elP allocation, particularly for
emergency needs resulting from crop failure.

If progress continues at the anticipated pace, resource transf~rs

will be approximately $90 million annually. The level may be higher
or lower in any given year, but total transfers are not expected to
exceed $270 million during the program's first tranche.
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In this phase of the prcsram, ~ucceS5 depends in part on being able
to specify reforms with sufficient detail so that AID and the GOP
can readily agree on whether the reform has been implemented fully,
»artiallY,or not at all. As demonstrated in the preliminary set of
action benchmarks for FY88 in the following section, each action
benchmark will therefore have two parts: a specific description of
the action to be taken and a brief rationale setting forth the
relationship of the action to the ASSP's three broad goals.

The rationale may include one or more result benchmarks, where
results are expected to occur in less than a year and can be used
for an annual assessment of progress. A result benchmark for
fertilizer marketing reform would be that private sector ,
distributions would increase to 60% of the total. However, if'the
GOP's provincial alJocation system required distributors to operate
in provinces where organized dealer networks did not exist there
would be little incentive for the private sector to increase its
share in distribution. In this circumstance, the GOP performance
would be considered inadequate and the result benchmark unmet.

2. Other Benchmarks

~~~_Q~n~t~will also be negotiated each year. They
will identify studies and other planning exercises to be undertaken
as part of the ASSP, and may include specific GOP actions in support
of ASSP itself, such as provision of information on fertilizer
distribution enabling AID to monitor whether the private sector role
is expanding as planned. Process benchmarks will serve to reinforce
GOP participation in and support for the analytic activities of the
ASSP.

After the signing of the ProAg in FY87, the ASSP benchmarks
will be negotiated during the first half of FY87 and included as
part of the first PAAD amendment for slgning no later than March
1988 (as discussed in section IV, this ~iming is critical ~0 ensure
coordination with the GOP's budget cycle). The proposed bcnc~~ark~

for FY88 target the reduction of subsidies to the agricultura~

sector and increased private sector participation in the economy and
continue the policy initiatives begun under ACE in the fertilizer
sector, stressing decreased subsidization of DAf and increased
private sector participation in fertilizer distribution and
import. In the wheat sector, measures to increase private sector
par~iclpation in procllrement, marketing, and storage are emphasized,
along with a reduction in government subsidies. In water, ASSP will
stress privatization of tubewells. In agri-business, ASSP will work
toward the elimination of restrictions on imported poultry feed and
duties on animal feed.

The benchmarks will a1 so ref 1ect GOP agreements ,",i th other dc,nc'~s in
the areas of fertilizer and water charges. As these negotia~i~hS

are currently under way, it is not possible to ensure that the
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the benchmarks outlined below will correspond to the agreements
reached with the World Bank and the ADB.

A number of analytic activities scheduled to begin in FY87 and FY88
will support development of future reform benchmarks, including a
major study on agribusiness and research on sugar production end
marketing, shifting domestic and international terms of trade and
their impact on agriculture, and the availability of credit to the
agricultural sector.

2. Proposed Benchmarks for FY88

The first PAAD and ProAs amendment draft benchmarks for
FY88 include eight k~y policy reforms, four of which the Mission
considers highly difficul~ to implement:

a. Fertilizer: Increase by June 1988 the retail price of
DAP fertilizer by 20% of the difference between
the retail price and the total cost of fertilizer
defined as the elF price plus the incidental costs
paid to FDFI and distributors (Difficult).

B~tiQnal~: A decrease in subsidies necessarily implies
that the GOP will have to raise the retail price of
fertilizeY. This reform moves the GOP toward a situ
ation where farmers pay the real cost of fertilizer,
lowering the government budget deficit, encouraging
effjcie~t use of fertilizer, and helping to make ferti
liZer available throughout the country on a timely
basis.

b. Fextilizer: Allow the private sector inter-provincial
movement of 10 percent of their total fer~ilizer

alloLmeu~ by August 1, 1988 (Difficult).

Rali0n~1~: The preseut geographicsl restrictions on
the m0ve~ent of fertiilzer have pr~vented the private
sector from fully distributin: __ .eir allotted ferti
lizer quota. Allowing the private sector to move up
to 10 percent of their allotment of imported
fertilizer from one province to another will increase
the percentage share of private sector fertilizer
distribution. and create conditions that should
increase their share even more in the future. This
reform moves the GOP further toward decontrolling
fertilizer distribution and phasing out public sector
activities to allow room for more efficient private
sector distribution. Res~li_~~~ct~Q: an increase in
private sector fertilizer distribution to at least 60%
of tht ~otal.



c. Fertili~; Allow no new public sector fertilizer
plants .. (Difficult)

Rationale: The private sector is generally able to
manufacture fertilizer at a lower cost than the public
sector. Any new fertilizer plants in Pakistan should
be privately owned.

d. ~~: Increase the wheat release price to at least
115 percent of the procurement price by July 1, 1988.
(Difficult)

Rationale: The government plans to deration wheat in
April 1987, which should allow some decrease in the
level of government subsidy. However, the present
release price, Rs. 2,080/mt., 1s equal to the official
procurement price. This release (or sale3) price is
subsidized by some Rs. 600, since the total cost of
procurement and marketing is estimated at Rs. G,600/rnt.
Implementation of this benchmark will decrease the wheat
subsidy by approximately Rs. 300/mt. and should encour-'
age private sector marketing. Re§~l~_~ntiglp~teg: A
reduction in total GOP subsidies for wheat marketing to
no more than Rs. 2.5 billion, excluding the special
subsidy for Azad Kashmir and other special subsidies and
continuation of private sector wholesale level sales
throughout the year.

e. hgribusiness: Eliminate restrictions on who may import
poultry feed components.

BatlQn~le: A major constraint to growth in the poultry
sector is the difficulty in obtaining high quality
feed, due in part to the restrictions on the types of
firms that may import feed. Domestic feed manufac
turers, traders. and poultry producers should all be
allowed to import soybean meal and other high-quality
feed components. Re~ult anti£iEated: a significant
i~~rease in private sector imports of high-quality feed.

f. Agri.business: With the exception of 19XE a~d import
surcharges. eliminate import tariffs on animal feed
ingredients such as soybean meal.

EEtionale: Another barrier in obtaining high quality
animal feed is the present tariff applied to imported
feed ingredients. If the commercial livestock and
poultry industries are to grow, high quality feed must
be available at a reasonable price. Since local high
quality feed is simply not available in sufficient
quaDtities, lowering tariffs OD imported feeds is the
most effective way to overcome this constraiD~. Note
that oilseeds in forms suitable for edible oil pro
cessin£ will have LO continue under the current GOP
tariff regime. R~~~1L_2r:~ictE~te~. a significant
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increase in private sector imports of high-quality
feed.

g. ~ater: Allow no new programming of public sector
investment in tubewells.

Rationale: Tubewells owned by the private sector are
more carefully maintained and operated than public
sector wells. A World Bank project is currently
looking at ways of divesting public sector tubewells
and increasing private sector inve~tment in the
tubewell sector. Until the recommendations of the
study are known and implemented, there should be no
new public sector investment in tubewells.

h. Management Information: Budget and release development
funds under the Statistics Division of the Ministry of
Finance for the collection and dissemination of basic
agricultural data, such as production, area, and
prices of basic crops, etc.

Bational~: The establishment and funding of an annual
line item for collection of basic agricultural data is
an important step in better understanding the agricul
tural economy of Pakistan. This step should be
included in the annual operating budget beginning in
PFY88.

As noted above, the GOP will agree to participate or
initiate studies in connection with the reform agenda. For FY88,
USAID will stress the following studies: agribusiness, seeds, sugar
production and marketing, terms of trade. use of credit and
mobilization of savings, bulk storage and forestry.

Other studies that may be initiated toward the end of FY88
include a study of divestiture of fertilizer and ghee plants, a
feasibility study for the establishment of a futures market for
edible oils and reopening of the commodity exch~nges for other
crops, and a study of reserve stocking requirements for fertilizer.
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IV. jMfLEMENIAIlQtl_~

A. Qy~~~

Overall responsibility for program implementation will be sh!lred
by the Office of Agriculture and Rural Development in USAID/Islam
abad (ARD) and by two offices in the GOP. The Office of the
Secretary for Food and Agriculture in the GOP's Federal Ministry of
Food, Agriculture, and Cooperatives (S/MINFAC) will have overall
responsibility for the ASSP and in particular, for the EAN and ADC
activities under TATA. The Joint Secretary of the Ministry of
Finance's Economic Affairs Division (EAD) will retain responsibility
fo~ coordinating the policy dialogue, including oversight of studies
performed outside the EAN and ADC components.

Day-to-day responsibility will rest with a USAID program officer and
a GOP program director designated by S/MINFAC. The GOP program
director will delegate authority for program implementation to
appropriate offices within MINFAC and will also be responsible for
coordinating ASSP activities with GOP officials in other participat
illg ministries, including the Ministries of Planning and Develop
ment, Commerce, and Industries.

The approach to implementation will differ in key ways among the
ASSP's three principal activities, which are:

o ~~!~£~_~~~~~~~~nt_~~al~g~~_~~~_mo~!~~ring, to define and
agree on the program of reforms to be undertaken each year,
to jointly d~termine the package of assistance under the ASSP
including programming of local currencies, and to monitor
progress on reform implementation as the basis for the next
year's program.

o PrQg~L~m~D.~_Qf_£ommQgl!i~§, particularly fertilizer, feed,
and other bulk commodities, needed by the GOP or the
private sector and appropriate for procurement under ASSP.

o Tr2ining_2nd-!~hnl£2l a§§is~~nc~ designed to support the
definition and implementation of reforms in the
agricultural sector and to increase GOP and private sector
capacity to translate the improved policy environment into
rapid growth of agricultural production and incomes.

The training and technical assistance (TATA) activities will
parallel AID's standard project implementation. Commodity
procurement will use the elP procedures developed under ACE and
other USAID/Pakistan CIPs, modified to improve control over local
currency generation and ~se.

The policy assessment. dialogue and monitoring activities will
provide the overail direction for the program. Since many issues
extend beyond the agricultural sec~or. the participation of policy
level AID and GOP officials will be required.

To facilitate coordina~ion. an interministerial con~it~ee will be
formed under ~he chairmanship of the Secretary for the Economic
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Affairs Division or h~s designee. Membership will include represen
tatives of the Ministries of Finance. Commerce. and Industries. as
well as MINFAC, and may be expanded to include other agencies as
needed. The committee will meet semiannually to agsess progress on
the policy benchmarks and formulate the program for the next year.

During the first three years. the ASSP will be closely coordinated
with the Food Security Management Project. After FY89, all FSM
activities will be rolled into the ASSP.

Following an initial FY87 obligation to fund training and to
start other elements of the program, ASSP implementation will follow
an annual cycle as ,hown in Figure IV-l (only the first three years
are shown). The sc~edule for the TATA activities. shown in Figure
IV-2. will proceed along the lines of a standard project activity,
with a s~art-up phase followed by implementation of training and
technical assistance activities throughout the program's six-year
life.

Experience in Pakistan indicates the importance of integrating the
program schedule with the GOP's budget cycle in order to ensure
timely flow of funds to the agreed-upon uses. Figure IV-3 indicates
the main linkages between the annual ASSP PAAD and ProAg Amendment
schedule and the GOP's budget cycle. The critical point in this
cycle is the timin( :or signing of the ProAg Amendment, scheduled
for January of eaCl. year. While AID's annual obligation cycle would
permit waiting until the end of AID's iiscal year in September, the
Pakistani budget cycle makes it highly desirable to obligate in
December, and cer~ainly no later than March.

This schedule will permit the necessary modifications t~ be made in
the Pakistani budget, including changes in particular lin~ items
required by individual reforms (e.g., reduction of ~he lin~ item for
tubewell subsidies), changes in projected revenues r~lated to
particular reforms (e.g., reduced tariff income), and ~ddi~iong to
the appropricte line items (e.g .. increased expenditures on
irrigatioo O&~~j. If these reforms are to be implemented during the
year, they ffiUS~ be reflected in ~he budget docu~ect issued in June
for the fiSCal year beginning in July. Siner t~is may require
preparation of PC-is or other internal GOP planning documents, the
procedure must be well under way by March if it is to be completed
by June. A January signing is also in line with a six-~onth review
of progress in July, to verify that the appropriate changes have
indeed been made in the budget, and with AID's own allocation
process. whereby funds are usually 2vailable for obligation by
December or January.
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Date Program
Month

Action Responsibility *

9/81 0 Sign program agreement EAD/MINFAC/AID

11/81 2 Coordinating committee named EAD

2/88 5 First benchmark agreement EAD/MINFAC/AID
First ProAs modification

3/88 6 Procurement of commodities begins GOP

6/88 9 First commodities received GOP

8/88 10 First review of progress EAD/AID/MINFAC
GOP PFY 89 budget issued

8/88 11 Local currency deposits begin MOF

11/88 13 Begin negotiations for 2nd year EAD/MINFAC/AID

12/88 14 Second review of progress EAD/MINFAC/AID

2/89 16 Second benchmark agreement EAD/MINFAC/AID
Second ProAg modification

6/89 20 Final deposit of local ,~urrency from MOF
first year's procurement

8/89 22 Third review of progress EAD/AID/HINFAC
GOP PFY 90 budget issued

11/89 r ~ Begin negotiations for 3rd year EAD/MINFAC/AIDc. -...-l

12/89 ') " Fourt.h review of progress EAD/MINFAC/AID"--

2/90 28 Third benchmark agreement EAD/HINFAC/AI:)
Third ProAg modification

6/90 32 Final deposit of local currency from MOF
second year's procurement

8/90 34 Fifth review of progress EAD/AID/MINFAC

11/90 37 Begin negotiations for 4th year EAD/MINFAC/AID

12/90 38 Sixth review of progress EAD/MINFAC/AID

* See explanation of agency abbreviations at the end of Figure IV-2.
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_.-------------------------------------------------------p----------------
Date Program

Month
Action Responsibility *

---------------------------------------------~--------------------------

9/87

11/81

12/81

13/81

2/88

3/88

o

2

3

4

5

6

Sign program agreement

Begin screening participants

Finalize plans for supple-
mental work under existing contracts

D~velop initial training pian

Identify additional technical
a5si5tance needs

Amend existing contracts

RF? for Policy IQC issued

EAD/MINFAC/AID

AID/AED

AID/MINFAC

AID/EAD

AID/EAD

AID/TAC

AID

First in-country agribusiness course AID

Issuance of RFP for extension of EAN AID

4/88 .
5/88 8

1/88 10

8/88 1 i

9/88 1: r j

1.<.-

10/88 '\ ~
..L-";

11/88 .ol! ~

... "2

3/89 18

4/89 19

6/89 21

8/89 23

Selec~ first gr0up of participants

first EAN in-country workshops

EVcluote proposals for Policy IQC

Award contract for Policy IQC

First group of participants departs

B~gin screening second group par~ic

i?ant.s

Second EAN in-country workshops

Select second group of parti~ipants

Final evaluation of EAN FSM activity

Decision on extension of EAN activity

AID/EAD

MINFAC/EAN

AID

AID/TAC

AID/AED

AID/AED

t1INFAC/EAN

AID/AED

AID/MINFAC

AID/MINFAC

* See explanation of agen~y abbreviations on following page.

Continued
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Figure IV-2. continued

Date Program
Month

Action Responsibility

-----------------------------------------------------------------------
9/89

10/89

11/89

12/89

2/90

2/90

9/90

24

25

26

27

29

30

36

Second group of participants departs

Decision on extending existing EAN
contract to 6/90

Begin screening third group of par
ticipants

Award new EAN contract

Begin negotiation for extens10n
of USDA PASA for ADC

New EAN team arrives

Select third group of participants

ThirG group of participants departs

AID/AED

AID/TAG

AID/AED

AID/FBS

TAe

AID/EAD

AID/AEiJ

AED

AID
EAD
EAN
FBS
MINFAC
MOF
TAC
USDA

Academy for Educational Development (mission contractor for
training)

US Agency for International Development
Economic Affairs Division of the GOP Ministry of Finance
Economic Analysis Network
GOP Federal Bureau of Statistics
GOP Ministry for Food. Agriculture, and Cooperatives
GOP Ministry of Finance
rechnica~ assistance contrac~0r

US Department of Agricultur~
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Month

Fisure IV-3

The ASSP Planning ~nd Budg~~in&-CYcl~

GOP Budget Cycle ASSP Cycle

September

October

November

January

February

March

April-May

June

Begin assessment
of annual
progress on
reform
implementation

USG Fiscal Year
begins

Negotiation of
reform program
and PAAD
amt=ndment

USG advice of
allotment

Signing of ProAg
amendment

GOP departments begin
preparation of budget
submissions

Final date for
signing of ProAg

Preparation of
PC-ls, etc., if
necessary

GOP budget finalized

July GOP Fiscal Year begins
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C. ~g,ureme!l1 Plan·

The procurement activities under the ASSP will consist of
contracting for technical assistance, participant training, and
procurement to ~upport the commodity import program. This sec~ion

discusses technical assistance and commodity procurement. Imple
mentntion of training activities 1s discussed in section D below.
Figure IV-4 presents the proposed methods of implementation and
financing for all major ASSP activities.

1. Technical A~slstance P[Qcurement Plan

The procurement of technical assistance under ASSP will combine
a) continuation of certain activities by present contractors and b)
award of new contracts using standard USAID contracting procedures.

In all cases, foreign exchange-funded contracts let under ASSP will
be direct AID contracts, rather than host-country contracts. The
rationale behind this approach is thr~e-fold:

o Experience under FSM and ACE suggests that it is difficult
for the GOP to undertake sensitive policy studies using US
contractors and that the GOP therefore prefers that AID
handle the contracting, so that the GOP can retain a degree
of independence from the study and its findings.

o The involvement of local technical assistance firms as
subcontractors or prime contractors on policy studies is
highly desirable on a number of grounds, but experience
elsewhere indicates that host government contracting with
local firms may become over-politicized, even if the local
firms are only subcontractors.

o The balance of payments position and internal accounting
procedures of the GOP make timely payment of US technical
assistance contractors both problematic and staff intensive
(from both AID and the contractor's points of view); host
country administration of the policy IQC, in particular,
would be inconsistent with effective functioning of the
2ontract, as the contractor will not have in-country
represen-cation.

The activities under the Food Security Management
Project ADC, EAN, and PHM -- are funded through the end of FY89.
However, a number of factors have combined to make it desirable to
add more funds to certain activities in the ADC and EAN components.
In the case of ADC, the unsuitability of the majority of existing
aerial photographs has created a nee~ for additional funds to
complete the activities originally programmed. In the case of EAN,
experience has demonstrated that the funds allocated for support to
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Project
Component -----~ethod of Implementation----

Method of
Financing

Amount *
($millions)

1. SSG

2. ClP

Cash Transfer

Commodities - Bulk procurement
Commodities - AID procurement
Commodities - PSA - He contract

EFT 135.0

Direct L/Com 135.0
Direct payment
Direct payment

3. TATA TA-EAN (current AID-dir. contract)
*~ TA-EAN (post-1990 AID-dir. contract)

TA-ADC (~urrent USDA PASA)
TA-ADC (renewed USDA PASA post-1990)
TA-IQC 1987-1990 (AlD-dir. contract)
TA-IQC 1991-1993 (AID-dir. contract)
PSC 1987-1990
PSC 1991-1993
TA-Special studies (AID-dir. cont.)
TA-Evaluation and Sht. Term Assist.
(PSC, IQC, Sole Source Waiver, etc.)

Training-Overseas - DSTP contract
- AID placement

Training-Overseas-Study tours
Training-Ov~rseas-ShTrm-DSTP

Training-In-country-ShTrm-EAN, 87-90
** Training-In-country-ShTrm-EAN, 91-93

Training-In-country-ShTrm-ADC
Training-In-country-ShTrm-ARD
Training-English lang.-ShTrm-AID

Commodities-EAN main cont .. 1987-90
** Commodities-EAN main cont., 1991-3

Commodities-ADC PASA. 1987-1990
Commodities-ADC PASA, 1991-93

Constr.-EAN (PIL to earmark funds)

Operating exp.-EAN main cont., 87-90
** Operating exp.-EAN main cont., 91-93

Operating exp.-ADC PASA, 1987-90
Operating exp.-ADC PASA, 1991-93

Direct payment
Direct payment
Direct payment
Direct payment
Direct payment
Direct payment
Direct payment
Direct payment
Direct payment
Direct payment

Direct payment)
Direct payment)
Direct payment
Direct payment
Direct payment
Direct payment
Direct payment
Direct payment
Direct payment

Direct payment
Direct payment
Direct payment
Direct payment

HC MFAR

Direct payment
Direct payment
Direct payment
Direct payment

1.6
3.2
2.1
2.6
2.6
1.6
0.6
0.6
1.8
2.3

11. 6

0.3
6.0
0.7
0.2
0.1
0.1
1.0

1.3
0.8
3.1
2.7

0.4

0.1
0.1
0.4
1.8

* Amounts ~hown do not include inflation and contingency.
** Items to be included in post-1990 EAN rebidding.
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local in8titutions and in-country workshops are not sufficient to
reach the objectives of the current program. An expanded number of
workshops and an increased expenditure on technical assistance are
necessary to accomplish both dissemination of analytic findings and
the in-country training objectives. As these activities will be
transferred to the ASSP after FY89, the mission has determined that
it would be preferable to include the additional funds needed under
the ASSP rather than to amend the FSM Project. The appropriate
waivers will be sought during implementation to allow the
continuation of the present contractors.

The Special Studies program will also be extended through FY93 under
the present contractor (IFPRI), an international research organi
zation. Following the provisions of the AIDAR (section 715,613-70),
a waiver for negotiated procurement of research services from such
an organization is not needed if the project officer and the con
tracts officer determine that such an organization is the most
appropriate implementing agency for a research program. PHM activi
ties will be continued when necessary under different programs, such
as ARD's short-term assistance program.

In FY90, all activities now supported under the FSM Project will be
shifted to the ASSP. Two will continue under present arrangements:
the USDA PASA for agricultural data collection and the IFPRI special
studies program. It is anticipated that the extension of the USDA
PASA arrangement will add an additional position to carry the extra
workload during nation-wide implementation of the area sampling
frame.

By FY90, the institutionalizing of EAN activities in
the Ministry of Agriculture should have progressed, with positions
established in the policy analysis unit, operating funds provided,
and procedures in place to fund policy and analysis in cooperating
public and private sector institutions in the economic analysis
network. If the final FSM evaluation confirms this progress,
additional support will be provided under the ASSP, since additional
technical assistance and other support to build analytic skills are
likely to be required by both EAN and MINFAC's analytic unit.

Technical assis~ance to the EAN, if required, will be readvertised
as a four-year project activity directly under the ASSP budget. If
delays occur in this contracting process, however, it may be
necessary to extend the existing contract through July 1990 (the
maximum permitted without exceeding the five-year limit) with added
funding if necessary, in order to avoid a gap in technical
assistance to MINFAC policy units and a possible loss in momentum.
Award of the new contract will follow standard AID procedures for
the competitive bidding and award of contracts. As for all other
project activities under ASSP, procurement of commodities used
directly for this activity will be the responsibility of the chosen
contractor.
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The expanded program of policy analysis may be implemented under
USAID supervision through a new mission IQC for policy analysis in
the agricultural sector. This IQC will be awarded to up to three
firms highly qualified to undertake such work. using standard AID
procedures for competitive bidding. The IQC will greatly facili
tate the rapid response and flexibility required by the policy
studies so central to the ASSP agenda. (If three IQCs are awarded.
one will be an 8(a) set-aside.)

The position of ASSP economist will be filled by a personal services
contractor or local hire. fQllowing standard AID procedures.

2. Plan for Procurement of Commod1ties and Services

The principal commodity to be procured will be phosphatic
fertilizer. Other commodities will include bulk importation of
agricultural goods (in accordance with the Zorinsky amendment) and
commodities and equipment in support of agricultural development
activities. The latter is expected to include up to $8 million in
photographic equipment and photographic services to implement the
nation-wide area sampling frame.

In the first year of the program. fertilizer will be
procured by the GOP following the procedures established under the
ACE. under which procurement is carried out by the Federal
Directorcte of Fertilizer Imports (FDFI), an agency for the Ministry
of Food, Agriculture, and Cooperatives. in accordance with GOP
procurement procedures as modified to comply with AID regulations.
FDFI will be responsible for finalizing specifications, preparing an
invitation fer bids (IFB), developing delivery schedules, evaluating
offers, making awards, and Monitoring delivery, receipt, and
utilization. Officials responsible for these functions within FDFI
will be designated prior to the initiation of the procurement
process. Actual tendering will take place in Washington, D.C.
because of the necessity of marrying fertilizer awards with freight
availabilities promptly. Tendering in Washington will also result
in a stor~er bidding/award period, and SER/OP assistance will enable
suppliers to offEr lower prices than would be in the case with
tendering in Pakista~, where extended bid v~:idities are required to
accomoda~e bid transmi~tal and approval time.

The authorized geographic code for this program is 000 (United
States) and Pakistan. In accordance with AID policy, fertilizer
purchases will be made in the U.S. only. Shipping under this
program will normally also carry code 000 and Pakistan. The mission
will seek, however. to extend the authorization provided under ACE.
whereby AID/Washington expanded eligibility of shipping services for
fertilizer only to Code 935 countries.

Specifications will be mutually agreed upon prior to tendering. IFB
and shipping terms will conform to AID regulations. To this end,
the GOP will submit to AID within thirty (30) days after the signing
of th~ Program Agreem~nt a prc,posed IFB and a proposed designated
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charter party for'AID review and approval. Subject to GOP and AID
agreement, fertili~er procurements will be conducted on an FOB or
FAS basis. Upon approval by AID of the IFB and designation of the
charter party, FDFI will inform AID of the proposed delivery
schedule and request advertising of the tender in appropriate U.S.
publications.

The tender will be issued in Washington, D.C. by the Embassy of
Pakistan. Arrangements will be made to make 50 copies of the ~FB

available at the Embassy for distribution to interested suppliers.
The tender will specify a bid closing date 30 days after advertising
and require a bid validity period of 15 days. Bids are to be sub
mitted to the Pakistan Embassy in Washington, D.C. Bid opening a~d

bid evaluation will take place at the Pakistan Embassy in
Washington, D.C. and will be attended by AID (SER/OP) and GOP
representatives. GOP participation will be through ~ repre5enta~ive

with authority to make awards. Awards will be made by the GOP
subject to the approval of AID. Freight tenders will also be
floa~ed by the Pakistan Embassy in Washington. D.C. Freight offers
will be married to commodity offers and will be evaluated j0intly by
GOP and AID representatives in Washington, D.C. Upon the issuance
of award notices by the GOP, FDFI will submit to USAID/Pakistan
financing requests which will serve as the basis for letters of
commitment issued by AID/Washington in favor of selected suppliers.

As the fertilizer sector is deregulated, it is hoped that commodity
importing under the ASSP will be progressively priva~lzed, Importa
tion of fertilizer by private Pakistani firms ~ould then be handled
in accordance with the procedures established for the private sector
eIP (see section G below),

Ocean shipping for all equipment and c0mmodities
except fertilizer financed under this program shall be vnly on flag
vessels of the United States or Pakistan. For f~rtilizer only. to
the extent that U.S. flag vessels are not availatle. shipping shall
also be aut~orized on flag vessels from AID geographic c0ce 935
countries, and shall be eligible for financing by AID under this
program.

When warranted by serious domestic pr0duction
shortfalls, commodities such as wheat and possibly c0t~on, may be
imported under the same procedure as fertilizer. Und~r certain
conditions, it may be possible to involve the private sector in th~

import of these commodities. This will be illvestigated 1n m0re
detail if th~ need to procure on an emergency basis arises.
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d. Other Cpmmodities

Under ASSP, commodities needed for normal GOP agency
operations. including US agricultural corr~odities such as animal
feeds, will also be imported under the CIP program. While it is
anticipated that the large majority of CIP funds will be allocated
to DAP purchases, additional resources for importation may remain in
certain years. In order to simplify implementation, any remaining
funds will then be used to imp0rt other commodities identified by
the GOP. Such commodities will generally be for support of ASSP
activities or for other public sector activities in the agricultural
sector. such as flood control. drainage. agricultural research and
education. Limited funds may be used to support USAID projects on
an exception b~sis. should an unanticipated need for commodities
arise during the project outyears.

Such commodities will generally be procured under procedures similar
to those used for fertilizer. If the volume of such imports is
greater than expected, the mission may make use of procurement
services agents (PSAs). selected under competitive procedures and
hired under AID direct contracts. with USAID/Pakistan acting as the
Agent of the GOP. PSAs. if any, will be recruited on an 8(a)
set-aside basis.

Where appropriate, in-country goods and services (e.g .• photographic
services. inland transport, set-up charges, etc.) may be bundled
with imported commodities financed under the CIP for purposes of
procurement.

In order to promote the EAN within the MINFAC's Directorate for
Agricultural Policy (DAP). funds will be provided to upgrade an
exis~ing office facility or to construct a new facility on GOP-owned
property. The commodities and construction services required in
support of this ac~ivity will be procured through an MFAR arrangment
with ~he Government of Pakistan, following standard mission proce
dures regarding review of specifications and progress payments.

The sector -:~5ining program funded under TA~A is designed to
upgrade the pool vI professional, technical. -~l~d administrative
skill~ of Pakistanis working in the agricultural sector. It will
place equal emphasis on public sector professionals, focusing
particularly on the faculties of agriculture and on the private
agribusiness sector.

The public sector training program will provide Ph.D and M.S.
scholarships in th€ United States. The Ph.D training will b~

provided primarily to faculty members of Pakistani agricultural
universities and public sector employees with direct responsibility
for policy analysis and advice to senior officials. To the greatest
extent possible. individuals will be identified in cooperation with
local universities or other Pakistani centers of research and train
ing. which will be encourag~d to submit candidates in accordance
with ~heir institutional training plans. Some candidates will.
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however, be chosen far training to reinforce the insti~ution

building activities being carried out by EAN and ADC. To further
strengthen the impact on agricultural training and research in
Pakistan, the program will also finance visiting professors from the
United Stat~5, who will spend an academic year a~ a Pakistani
university or other training institution.

The private sector training program will provide scholarships f0r
Pakistanis in technical fields related to agricultural production,
processing, and marketing. Candidates will be chosen through open
competition on the oasis of proven commitment to agribusiness (With
strong preference to individuals with an employment history in the
sector or sponsorship by a local firm), academic preparation, and
language skills.

Short-term US training will also be offered under both programs
In addition, in-country training workshops and seminars will be
funded under the ASSP, as well as a limited number of invitational
travel tours, primarily in support of the EAN and ADC activities.
The programmed levels of U.S. training are shown in Table IV-5.
section 3 below.

The long-term training program will be managed by ARD staff
in cooperation with the mission's Office of Human Resources and
Training (HRT), under the auspices of the Development Support
Training Program (DSTP). A training coordinator (PSC) will be added
to the ARD staff to handle the scholarship and training program, to
set up selection criteria, and to carry the program through final
selection of the first round of participants. This position will be
funded from PDIF funds for a period of one year; the need for conti
nued assistance will be assessed at the end of this period. but it
is anticipated tha~ mission staff should be able to manage the
program once it is established, with assistance from the Academy for
Educational Development (AED), the contractor for the DSTP, which
administers all US and third country training for the mission.
Representatives from MINFAC and EAD will participate in the
interview process and approve the candidates prior to final approval
by USAID. PIO/Ps for the candidates selected will be prepared by
USAID/HRT citing ASSP funds. Tuition costs and fees for the
participants will be paid to the training ins~itution concerned and
health insurance premiums will also be paid. The GOP will pay the
salaries of public sector employees. (Payment of private sector
trainees' salaries will be regarded as a matter for negotiatior.
between the trainee and his/her employer.) All other training costs
will be paid by U5AID.

In-country training will take the form of local
scholarships, workshops, and seminars. While some in-counLry
training programs will be carried out under the rubric of program
training, particularly the visiting professor program and short
courses in the agribusiness field, most will be u~jer~a~e~ ~s part
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of the ADC and EAN activities.

ADC plans to provide speciali~ed training in subjects closely
related to collection of agricultural statistics such as the
manag~ment of data systems, the training of trainers and computer
applications in statistics, through a series of workshops and
seminars conducted by local and expatriate consultants over the life
of the ADC project. ADC also planfi to work toward the establishment
of an in-service training institute for entry level and mid-career
statisticians in Lahore. The institute, managed and operated by the
Statistics Division of the Ministry of Finance, will offer a range
of courses in statistics and related fields. ADC will support the
institute through the provision of visiting lecturers, purchase of
textbooks and other training materials, and microcomputers to
furnish a computer training laboratory. Procurement of goods and
services in support of this activity will be implemented by USDA
through its fASA agreement.

The EAN Project plans to conduct five applied economic analysis work
shops annually. Each workshop will consist of approximately 17
training days over three calendar weeks. The ~rincipal topics of
these workshops will include: applied economic analysis, agricul
tural marketing, econometrics. agricultural policy, and interna
tional trade. Ifl addition, EAN plans to conduct two special local
agricultural policy seminars each year. Each seminar will deal with
key agricultural policy issues that have been analy~ed during recent
EAN contr~ct re~earch studies.

ARD will organize additional in-country training through its agri
business program. Educators will also be brought in to teach in
Pakistani u~iversities. technical institutes, and research
institutions through a buy-in t(, the mission's Institutional
Excelle~ce Program.

Table IV-5 indicates the training accomplishments expected
over the ASSP's six-year life in the areas of long-term training and
US short-term training. For additional information on the training
program of the ASSf, see the training section of Annex 1 (TATA).

Table IV-5
111~~lrQ1i~~_~~mIDBrY_Q1_trin~lBgl-Ir§lning-2ut~t~

Year Selection Begins: 1987-1988 1989 1990 1991-93 TOTAL

Public Sector Training
Ph.D (persons) ')') 10 10 2 44£. ....

M.S. {persons) 26 14 19 12 71
Short-term US (PHI 221 180 216 396 1013

Private Sector Training
Ph.D (persons) 9 5 5 19
M.S. (persons) 38 20 10 68
Shc>rt.-t.=:rm US ( Ft1 J 160 80 80 320
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E. Administrative and Monitoring Arrangements

The proposed program will be managed in the mission's Office of
Agriculture and Rural Development. Direct responsibility will fall
on the Economic, Marketing, and Policy Analysis Section (~MPAS).

which is currently managing the Food Security Management (FSM)
project and the Agricultural Commodities and Equipment (ACE)
program. Since FSM and and ACE activities will be incorporated into
the program, ASSP will become the umbrella of all work in the EMPAS
section. ASSP will also be responsible for the work carried out
under the Special Studies program (iFPRI) and the Mission's
Ag~icultural Policy IQC. An additional PSC or local hire position
will re added to EMPAS to coordinate all ASSP activities, ~nalyze

and propose new policy benchmarks for the aanual PAAD and )roAg
amendments, and monitor GOP compliance with those benchmarks.

The ASSP ~Qmini~tra1iy~_~nd-IDQnitoring~rrangemgntswill be similar
to those used under ACE. Overall program management and monitoring
responsibilities will reside in USAID/Pakistan's Office of
Agriculture and Rural Development (ARD). ARD will be assisted in
contracting and procurement actions by the mission's Contracts and
Commodities section in the Office of the Regional Legal Advisor
(RLA), as well as AID/Washington's Office of Procurement (M/SER/OP/
TRANS). The Office of Project Development and ~Jnitoring will have
primary responsibility for administrative matters related to the
procurement of all commodities, and the RLA/CC's Commodity Control
Unit (CCU) will be responsible for commodity arrival accounting, in
cooperation with the mission's Regional Affairs Office in Karachi.

The Office of Financial Management will be responsible for under
taking end-use reviews on a periodic basis, annual reviews of GOP
compliance with local currency generation and programming
agreements, and tracking of local currency genera~ions. The Office
of the Directo~ and the Office of Program will as£ist ARD with
policy and macroeconomic considerations related to the ASSP, with
the former t~king the lead in the annual negotiation of the actic~

benchmarks. The Office of Program will also provide assistance to
ARD in program evaluation.

Present contractor arrangements for the FSM and ADC
projects will continue until the end of FY89, at which time these
projects will be fully integrated into the ASSP. The 1990-1993
p6rtion of EAN will be readvertised. The ADC project will be
continued by the USDA under a PASA agreement. Azsuming the approval
of a sole source waiver, IFPRI will continue their responsibility
for the special studies program. The Policy IQC will be awarded to
firm(s) under competitive bidding procedures. All contractors will
be responsible for the procurement of commodities integral to their
activities.
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ASSP requires GOP counterparts in a number of minis~ries

including the the Ministries of Agriculture, Commf-.rce, Finance, and
Industries. A single administrative counterpart within the GOP will
be needed to assure continuity in implementation; The Ministry of
Agriculture will be that implementing agency; the S~cretary of
Agriculture will be the full-time ASSP counterpart, which replicates
the positive experience with the Ministry of Agriculture in the
implementation of ACE. Work can be delegated by the counterpart tc
the Additional Secretary and the Joint Secretaries of Food and
Agriculture and the Directorate of Agricultural Policy.

The mission will work through the Economic Affairs Division lEAD) of
the Ministry of Finance to identify the appropriate individuals to
represent the GOP ~hen other federal millistries and provincial
departments are involved. The counterparts of the TATA component
will be as follows:

o EAN: The Directorate of Agricultural Policy in the
Ministry of Agriculture

o ADC: Director General of the Federal Bureau of Statistics

o PHM: Joint Secretary, Food. Ministry of Agriculture

o SpeCial Studies; Directorate of Agricultural Policy in the
M~liist.ry of Agriculture

o F01icy IQC: EC0nomic Affairs Division

Sector Training Program: Deputy Secretary fer International
C00perat ion. i-HUFAC {.r designee of Secretary of MINFAC.

A number of provincial and private sector institutions will also be
involved in TATA ~c~ivities, par1,lcuiarly 5~udies and analysis
implemented under the EAN.

The Mission will conduct an annual in-house evaluation of the
ASSP in preparation for approval of the annual PAAD amendment and
negotiatio~ of ~he PraAg amendment with the the GOP. This activity
will be coordina~ed by the ASSP program manager, working with the
appropriate staff members in ARD, the Office of the Director, and
the Prograffi Office. Performance in meeting benchmarks will be a
major concern of these evaluations. A series of benchmarks for ~ach

target policy area will be prepared each year tv assure that the
program meets its policy objectives and moves rapidly to disburse
funds.

A formal evaluation will be conducted in FY90 by an external
evaluation team to look at progress toward achievement of the
program's goals, end-use of impor~ed c0mmodities and eIP operations,
the role of ASSP as an instrument of policy change. programming and
use of generated rupees, procurement arrangements. rate of disburse
ment. adequacy and appropriateness of evaluation and monitoring
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plans. and the progress of program components (EAN, ADC, Special
Studies, and the.Policy lQC) in meeting their goals. This
evaluattonwill serve as the basis for determining whether progress
on policy reforms merits continuing the program for an additional
three years. If the program is continued into the FY91-93 period.
another formal external evaluation will take place in FY92 to help
the Mission determine if ASSP should be extended into the next
program cycle.

G. Funds Flow Unde~the~A2~P

Disbursement of funds will follow four ~eparate channels under
the ASSP:

o Govern~~IP funds will follow the procedures established
in the ACE and other ClP programs in Pakistan, in which
local currency is generated only if the imported
commodities are sold.

a Private_~2r_CIP fUllg~ will follow the procedure
established for these programs. in which local currency
will be generated by the opening of an L/C by a Pakistani
bank on behalf of the private importer.

o Se£~or gran~_f~ng~ will flow through direct disbursement
(EFT) by the U.S. Treasury to GOP accounts in the Federal
Reserve Eank of New York and local currency equivalent will
not be tracked.

o lAIA-g~tiyitx-iYng~. whether foreign exchange or local
currency purchased with foreign exchange. will generally be
disbursed directly by AID, with the concurrence of the GOP.

The remainder of this section will discuss each of these channels in
turn.

Previous experience under the ACE and other ClP programs in
Pakistan has established a clear framework for implementation of the
ASSP ClP component. The basic funds flow pattern is as follows:

o The GOP ider.tifies a commodity import need (e.g.,
fertilizer) appropriate for U.S. funding and. in
consultation with AID, draws up the specifications
and the tendering documents.

o Invitations for bid are issued by the Pakistani Embassy in
Washington. D.C. with oversight provided by AID/W.

o Once award is made, AID/W arranges for opening of a Direct
Letter of Commitment in favor of the supplier. who then
ships the goods to Pakistan and forwards the appropriate
documents to AID/W (FM) for payment.
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o Receipt of the goods in Pakistan is supervised by the GOP
and monitored by U5AID/Islamabad.

As the commodities are sold by the Government of Pakistan, the local
currency generated is placed in a special account in the State Bank
of Pakistan, after deduction of marketing costs by the GOP. The GOP
and the mission periodicallY review the status of this account and
the allocation of local currency generations.

Under the ASSP, the above procedure will be used to manage the
bidding and importation process, which has worked well in the past.
If necessary, a portion of the funds will be directed to contract
for the services of a procurement services agent, and theProAg will
cover this eventuality. The procedure for handling of local cur
rency will be modified, however, to tighten the procedures for
programming and monitoring the local currency generated, in accord
ance with current AID legislation and regulatory requirements, as
follows:

o fLioL_sgL~~m~n~Qll-§gl~~_gen~~QD§; AID approval of the
procurement specifications will require that the GOP
present a local currency plan, showing the rupee value of
the goods (equivalent to the cif cost), the projected sales
price, the expected marketing costs or other deductions,
the net proceeds, the additional currency to be deposited
or deducted to make up the difference between net sales
proceeds and cif value, and an approximate schedule for
sal~s.

o ~§lt of_1Q~£l-gYIr~n~_intQ_a_~~~g1al aC~Qynt; Net
proceeds from the sale of elP commodities will be deposited
into a special account, with GOP withdrawals restricted to
uses specified in the annual ProAg amendment, the GOP will
maintain full records on this account and will make regular
rerorts on the status and movement of funds into and out of
this account. and AID will have the right to examine and
audit the account at any time.

o DepQ~;~_Qf_£QYrrte~~~~_for GOE-commQgi1i~~: The requirement
to de~0sit counterpart funds will not be limited to the
sales proceeds generated by eIP co~~odities. The GOP will
deposit local ~urrency equivalent to the full cif value of
the commodities imported. If the commodity is not to be
sold, deposit will be made immediately upon receipt of the
goods. If the commodity is to be sold, deposits may be
made as sales proceeds are realized, but the amount
deposited will equal the value of the goods, not the net
sales proceed5.

o Prior_programming of funds: The anticipated uses for the
local currency generations will be specified in advance of
the annual modification to the Program Agreement, subject
tD modification through PILs.

The strengthening of monitoring arrangements for local currency will
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support the ASSPreform process as well as improving AID oversight
of program funds. In general, it is expected that most of the local
currency generated will be programmed against general budget cate
aories, such as the budget of the Ministry of Food and Agriculture.

If appropriate, however, all or part of the funds may be restricted
to specific purposes that support the policy reform process. Some
of the reforms sought under ~he program will require increased
expenditure by specific units of the Pakistani Government (such as
provincial Food Departments, provincia) Irrigation Departments, and
the Federal Bureau of Statistics). The current procedure for local
currency control, based on ex-p9a1 attribution of local currencies,
would leave the program without a mechanism for rewarding or
encouraging appropriate actions by sub-national units of government
(whether at the federal or provincial level) and consequently would
seriously weaken the dialogue at this level and reduce the potential
leverage provided by ASSP funds.

Possible uses foreseeable at the present time include:

o General budget support to the agricultural sector.

o Increase in Irrigation Department budgets to finance
expanded O&M activities transferred from the provincial
to the federal level.

o Expansion of credit funds available to farmers or private
entrepreneurs.

o Reimbursement of revenues lost due to reduction of tariffs
(with funds use not being tracked further).

o Increase in provincial ADPs to finance restructuring of
research and extension services or expanded activities.

The primary mechanism for exercising leverage under the ASSP is the
annual allocation of foreign exchange. Since AID is providing
substantial resources with few strings attached, it is appropriate
to expect the GOP make the expenditures necessary to implement the
reforms Whether or not local currency is specifically programmed to
this end.

USAID/Pakistan will be concerned by whether or not the necessary
actions are taken and the appropriate r~sults obtained, without
reference to which pot of money supplied the necessary funds. Where
increased expenditures for a particular purpose are an integral part
of reform implementation, AID will know whether the appropriate line
item amounts appear in the federal budget and as necessary in the
provincial budgets. Periodic review of actual expenditures by the
units of government concerned will ensure that the agreed reforms
are actually taking place.

Fund transfer procedures between the federal and provincial levels
of government are essentially inconsistent witt detailed progra~"ing

of donor funds, fo~ two reasons. First, the allocaticL of :ederal
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funds to supplement the province's current expenditure budgets is
made according to a strict formula, which cannot be changed for
~olitical reasons. Although there is somewhat more flexibility
regarding capital development funds (ADP) , most of the items where
increased expenditures are desired are on the current side of the
budget. Adding fund5 for these purposes in the ADP does not in any
way contribute to institutionalizing these expenditures in the
budget, and may actually impede it.

Second, the closely guarded principle of provincial autonomy
(comparable to states' rights in the US) makes it difficult for the
federal government to impose formal requirements on provincial
budgets. While the federal government can calIon a host of
informal mechanisms to influence local budget-making, federal
officials with considerable justification argue that increased
provincial expenditures for godown maintenance, irrigation O&M,
etc., are out of their control.

While it is critical that the GOP accept the principle of
accountability for local funds use, the specific allocation will be
a matter for GOP-USG negotiation each year and will trade trade off
against other issues, including the policy reform agenda itself.

Although private sector CIPs have been established under
the ACE and other mission ClP programs, the use of funds to date by
private sec~or importers has been disappointing. An evaluation of
this experience indicated that the terms of the ClP were not
sufficiently advantageous to overcome Pakistani importers' greater
familiarity with European and Asian suppliers and established
financial systems (including preferential terms from some
suppliers). The mission is currently expanding its efforts to
promote use of these funds and is working with the GOP to make the
program more at~ractive, but it remains uncertain whether the
Pakistani b~siness community will respond.

Despite ~hesE difficulties and uncertainties, the mission is
committed to continued efforts to direct ClP funds to the private
sector. The specific allocation earmarked for ~his channel will
depend on the experience of the next few m0~~hs and on the mission's
success in negotiating terms more favorable to U.S. exporters, such
as tariff reduction or removal for goods imported with AID funding.

If private sector ClP is included in the ASSP, the flow of funds
will follow the system currently in place, which 15 essentially
similar to that under the government ClP:

o The GOP selects local commercial banks as participating
banks.

o AID issues a Letter of Commitment to the US corresponding
banks of the participating banks (Letter of Commitment
Banks).
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o The Pakistani importer uses good commercial practice to
select a US supplier.

o The importer arranges local currency credit terms with one
of the participating banks.

o The importer ask= the participating bank to establish a
letter of credit in favor of the supplier. The Letter of
Commitment Bank confirms the Pakistani letter of credit to
the supplier. pays the supplier upon submission of proper
documents, and is reimbursed for the payment by AID.

o The participating Pakistani bank collects local currency
from the importer according to the credit terms and
deposits the local currency in a special account at the
State Bank of Pakistan.

Private sector imports under the ASSP will generate local currency
equal to the full value of the goods. This currency will be
programmed following the same procedure outlined above, with
earmarking of the local currency taking place annually as part of
the PAAD and ProAg amendment process. It should be noted, however,
that the terms of payment for the private credits imply that these
funds will be generated only over a three-to-five year period.

The ASSP sector grant represents the first major use of a
sector support mechanism by AID in Pakistan during recent years.
Consequently, the procedure specified here may be modified during
implementation as experience is gained in meshing U.S. and GOP
budgeting and expenditure procedures. As presently envisaged, the
flow of funds will be as follows:

o After signature of the ProAg amendment and meeting of any
conditions precedent, the full SG will be electronically
transferred by AID/W (in cooperation with the Department of
the Treasury) into a GOP account in the Federal Reserve
Bank in New York.

o Upon receipt of the funds, the State Bank will credi~ a
special GOP account with the appropriate dollar amount,
which may then be drawn down by the GOP against broad
categories of imports specified in the ProAg and ProAs
amendments. subject to the requirement to maintain full
documentation on the flow of funds out of the account for
AID monitoring.

o At the same time. the State Bank will credit the rupee
equivalent of the dollar amount to a seco'nd special
account, follOWing the same procedure as described above
fer the elP component.

Uses for the foreign exchange will be specified in the PAAn and
ProAg amendments. To simplify later tracking, it is expected ~hat
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this specification wi.ll target large expenditures, such as debt
servicing, where detailed verification will not place an
unr~asonable burden on AID or the GOP.

4. IAIA Actiyit1§~

The flow of funds for training and technical assistance
will follow the established procedures for direct AID disbursement.
As uses for the funds are identified, government concurrence will be
sought through PILs and PIOs as appropriate. In most cases,
contracting will be handled by AID directly, in order to speed
implementation, but host country contracting procedures will also be
used where appropriate. (See the Procurement Plan in section IV for
a more detailed discusson of TATA procurement.)

H. Environmental Considerations

The proposed program will support a series of activities, which
have been independently reviewed with regard to the provisions of 22
CFR 216, "AID Environmental Procedures." The following text
outlines the procedures that will be adopted during implementation
to assure the environmental soundness of program-funded activities.

1. Sector Grant

The sector grant will provide balance of payments support
to the GOP. The mission Environmental Officer will review the
proposed uses of the funds, to the extent that such review is
possible and consistent with this mode of assistance. Local
currencies indirectly generated by the sector grant will generally
be tracked only as far as allocation to broad categories of the GOP
budget, and consequently it is not possible to identify the specific
activities or commodities financed with these funds nor their
environmental impact. These activities are therefore covered under
the categorical ~xclusion of activities where AID does not have
"knowledge of or control over, the details of the specific
activities ... for which financing 1s provided by A.I.D." under
AID's environmental regulations. section 22 CFR 216.2(b)(2)(c)(ii).

Cow~odities procured under this element of the program will
be reviewed by the mission environmental officer to assure that no
materials that are potentially environmentally harmful will be
considered for funding without review by the Mission Environmental
Officer. It should be noted that no pesticides, herbicides.
fungicides. rodenticides. or other types of toxic/haz~rdous

chemicals may be procured under this Program element without formal
clearance from the ANE Bureau Environmental Coordinator and the S&T
Bureau Pesticides Management Advisor.

3. Technical AssistanceL Training and Analytical Support

This program element is exempt from further environmental
revie~l under the "Categorical Exclusion" provisions of 22 CFR 216,
""AID Environmental Procedures."
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I. Grar Amendment Orsanizat 1011 Contractina

Opportunities for contracting wi.th Gray Amendment Organizations
including the identification of 8(a) set-a5ides, prime contracting
and sub-contracting possibilities to meet technical assistance and
commodity acquisition requirements have been reviewed during
preparation of the PAAD. Implementation of the ASSP will entail
contracting for technical services through three channels: 1) long
and short-term technical assistance will be contracted for the
continuation of the EAN on termination of FSM support; 2) short-term
technical assistance services will be procured ~hrough issuance of
one or more policy analysis IQCs; and 3) the services of one or more
procurement service agents (PSAs) may be contracted in support of
the Clr component. Mission policy requires that the use of minority
firms receive special consideration in all contracting procedures,
and this special consideration will be incorporated into the
procedure for advertisement and award of these contracts.

In the event that one or more PSAs are required, these contracts
will be set aside for 8{a) firms. While all the other contracting
opportunities will be open to disadvantaged firms, it is the
mission's position that none of these should be explicitly set aside
for such firms. In the event that it is decided to let multiple
contracts for the policy analysis IQC, the mission will examine the
desirability of making one of these contracts an 8(a) set-aside.
The evaluation system for the EAN re-bidding ar.d for the IQCs will
give appropriate weight to inclusion of 8(a) firms in consortia as
prime contractors and/or as subcontractors.

The mission has consistently endeavored to increase the involvement
of 8{a) and other disadvantaged firms in technical assistance and
other activities under the ACE and FSM as demonstrated, for example,
by designation of the Agribusiness Study as an 8{a) set-aside. The
mission will continue to review each contracting ac~ivity on a case
by case basis to identify as many opportunities as possible to
promote the involvement of disadvantaged firms in the implementation
of USAID/Pakistan's assistance program; at a minimurr:, all con
tractors are encouraged to use ··Gray Amendment" subcontractors.
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A. Ov~rview

The financial plan for the ASSP reflects the program's
innovative approach to program assistance, which calls for the
integration of limited training and technical assistance (TATA)
activities into the program in support of the policy dialogue and
reform process. The TATA activities require a more detailed
approach to budgeting and financial planning than is either
appropriate or necessary for the program assistance.

As a result, the financial plan for the ASSP is partitioned into two
segments: the overall financial plan covering the program assist
ance and the specific financial plan for the TATA component. The
plan for the program assistance segment raises a number of issues.
particularly with respect to the programming of local currency
generations. As these issues are closely related to the implemen
tation of the program, they have been discussed in section IV-G
above.

The budgeting exercise for the second segment is largely routine and
follows the well-established procedures for budgeting training and
techni~al assistance. Specific assumptions underlying the budget
are discussed in section B below. The detailed TATA budget and the
overall budget for the program are presented in section C.

The ASSP is planned and budgeted as a six-year program, although
approval is only sought at this time for the training and technical
assistance compone~t and fcr the first three years of program
assi5~ance. The final three years will be funded if the program
con~inues to satisfy GOP and mission needs regarding policy perform
ance and budgetary support. Reflecting this uncertainty, the TATA
budget for the first half of the program has been presented in
greater detail than the budget for the second three-year period.
Additional details on the planned activities under ADC and EAN over
the full six-year period, and the budget allocated for each, are
discussed in Afi~2X I.

The obligation sch~dule for the ASSP cannot b~ specified in advance,
as the amounts to be provided each year are dependent on progress
achieved in policy reform. Should the program operate as envi
sioned, ~he obligations will proceed approximately as follows:

Ingi~~1ive_§~h~Q~1~_Qi_QQli&21iQn~1~_million§1

[iAcal-Y~~K l~QI l~~~ l~~~ l~~Q l~~l=l~~~ TQIAL
QQmponent.

Se'~tor Grants (SG) 0 45 45 45 135 210
Commodity Imports 0 45 45 45 135 210
TATA -~ -~ 10 lQ _M! ~Q

TOTAL ~ 95 100 100 300 600

----------------------------------------------------------------~----

- 10-



Th~ above schedule is consistent with the projected expenditure
schedule shown in section B below.

B. ASSP Budge!!

The overall budget for the ASSP program is shown in Table V-1.
This table summarizes the more detailed data on the TATA component
shown in Table V-2, and shows the proposed allocation of ASSP
resources over the life of the program. Further budget det.ails on
the activities under TATA are presented in Annex I.

Several assumptions that were used in creating this budget should be
clarified:

1. Inflation and Contingency: The inflation fac~or used for
US currency expenditures was 5%, while an 8% factor was
used for local currency. For the period from 1991-1993, an
average inflation factor <from Year Five of the program)
was applied to the entire period. A 5% contingency factor
was applied to both dollar amounts and local currency.
Finally, these fac~ors were applied onlY to expenditures
under the TATA budget. The figures under the Sector
Grant (SG) and Commodity Impor~ Program (Clf) are in
current dollars. (N.B. The line item amounts shown under
TATA are also in current terms, with inflation and
contingency shown as a separate line item.)

2. IKainlDg_~ost§: The TATA budget includes a line item for
training. The training cost for each participant is fully
funded in the year the training begins.

3. §~anQ_Qlt Mi~: The amounts shown under SG and elP are
indicative. The actual amount allocated under each mode
will depend on policy performance, commodity needs, and
mission programming considerations.

Table V-2 provides program detail about th~ various TATA
activities on an annual basis for the first three years of ~he

program and for the 1991-1993 period as a whole. More detaile3
budgets on EAN, ADC. training activities are contained in Annex I.

With regard to technical assistance, it is assumed that the average
dollar cost of a person-month of long-term technical assistance is
$12,100, while the dollar equivalent of local costs is $3,900. For
short-term technical assistance, costs are $12,800 for dollar costs
and $1,000 for local costs. These cost fac~orsare applied through
out the budget.

The apparent differences between these fac~ors and those used in the
Annex I budgets requires some clarification. The cost of a person
month of long-term te:h!lical assistCln'~e ill Table V-2 ;:'PP"'~arg l:C. be

- ?1-



1500 lower than in the EAN and ADC budgets of Annex I, but is in
fact consistent with it, as the latter budgets include adminis
trative support in their figure for long-term technical assistance,
whereas the ASSP budget breaks out the cost of administrative
support as a separate line item. Under the the EAN section of
Technical Assistance in Table V-2, the full $500 is placed under the
administ~ative support category, while in the ADC section, the $500
is split between long-term in-country and administrative support
categories. Furthermore. under EAN Technical Assistance section,
the long-term in-country category represents the cost of supporting
part of the staff at Directorate of Agricultural Policy in the
Ministry of Agriculture. The short-term person-months under the
same section of EAN are for the local consultants hired to work a
series of economic studies in Pakistan.

The training costs shown in Table V-2 are based on the ··Illustrative
Budget for the Proposed Training Plan·' in Annex T. Note that the
Short-term In-Courltry category in Table V-2 under Training includes
the budget for miscellaneous training expenses (English Language
training and other special needs ~raining) sh0wn in the Annex I
budget.

Under the EAN pl)r~ion of the Commodities and Other Services section
of Table V-2, the '"Other" category includes vehicles and software
suppl ies. Under the ADC portion. the "Miscellaneous·' category
represents software supplies and office equipment. In both cases,
the operating costs and vehicle operating costs shown in the
detailed ADC and EAN budgets of Annex I have been separated in Table
V-2 and placed in the operating expenses category. The $8.0
million sh0wn for aeri&l photography in the detailed ADC budget is
considered a ccmmoji~y and ~her8fiJre will be funded from the CIP
Component.
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VI. CONDITIONS. COVENANTS, AND NEGOIIATING STAIns

A. ~2Dgi~i2ns Prec~nt to Disbursem~nt

1. Conditions Precedent tQ-ln1~i~l-Pisbu~emen!

Prior to the first disbursement under this Grant or to the
issuance by AID of documentation pursuant to which disbursement w~ll

be made, the Grantee will, except as the parties may otherwise agree
in writing, furnish or have furnished to AI:\ in form and substance
satisfactory to AID within thirty (30) days after signing of the
Program Agreement:

a. An opinion of Counsel acceptable to AID that this
Agreement has been duly authorized and/or ratified by, and executed
on behalf of, the Grantee and that it constitutes a valid and
legally binding obligation of the Grantee in accordance with all of
its terms; and

b. A statement ~etting forth the names and titles of
persons holding or acting in the Office ~f the Grantee and
representing that the named person or persons have the authority to
act as the representative or representatives of the Grantee together
with a specimen signature of each such person certified as to its
authenticity.

2. ~Qndi!iQns_frecedentto Disbursements Under the Commodit~

ImPQI~_fIQ8Igm

a. Prior to the first disbursement for importation of
commodities under this Grant or to the issuance by AID of
documentation pursuant to which disbursement will be made, the
Grantee will. except as the parties may otherwise agree in writing,
furnish or have furnished to AID in form and substance satisfactory
to AID:

i. A proposed Invitation for Bid (IFB) and a proposed
designation of Charter Party for the importation of the commodity;

11. A statement of the name and title of any
additional representatives acting for the Grantee who are authorized
to sign procurement documents together with a specimen signature of
each such person certified as to its authenticity;

111. Documentation satisfactory to AID in form and
substance indicating that a special account has been established
into which the local currency equivalent of the dollar value of the
commodities to be imported will be deposited. together with a
statement of the expected amounts thereof (the cif value of the
commodities converted to rupees at the exchange rate prevailing on
the date the commodities are ordered) and the projected schedule for
their deposit; and

- I. -



iv. A statement satisfactory to AID settins forth the
procedures established to monitor all withdrawals from the account. to
record the amount. purpose. and timing of each such withdrawal and the
account into which the withdrawal was deposited, and to report this
information to AID on a semi-annual basis or according to such other
schedule as the parties may otherwise agree upon in writing.

b. Prior to each subsequent disbursement for importation of
commodities under this Grant or to the issuance by AID of docu
mentation pursuant to which disbursement will be made. the Grantee
will. except as the parties may otherwise agree in writing, furnish or
have furnished to AID in form and substance satisfactory to AID:

i. A proposed Invitation for Bid (IFB) and a proposed
designation of Charter Party for the importation of the
commodity; and

ii. a statement of the amount of local currency
expected to be generated and the projected schedule for their deposit
into the special account.

Prior to the first disbursement of sector grents Funds under
this Grant or to the issuance by AID of documentation pursuant to
which disbursement will be made, the Grantee will, except as the
parties may otherwise agree in writing. furnish or have furnished to
AID in form and substance satisfactory to AID:

a. Documentation satisfactory to AID in form and substance
indicating that a special account has been established into which all
Sector Grant Funds will be deposited;

b. A statement satisfactory to AID setting forth the
procedures established to monitor all withdrawals from the account. to
record the amount, purpose,and timing of each such withdrawal and the
account into which the withdrawal was deposited. and to report this
information to AID on a semi-annual basis or according to such other
schedule as the parties may otherwise agree upon in writing; and

c. Documen~ation satisfactory to AIU in form and substance
indicating that a special account has been established into which the
local currency equivalent of the dollar value of the sector support
grant will be deposited. together with a statement of the expected
amounts thereof (the dollar value converted to rupees at the exchange
rate prevailing on the date of disbursement).

The covenants section of the ProgrF~ Agreement ann each
subsequent modification of the agreemeut will include as Annex B a
statement of the policy reforms to be implemented by the Government
of Pakistan (the .. action benchmarks") together with a list of actions
that the Government of Pakistan will take in support of analysis

- 18 -



financed by the program (the "process benchmarks"). In addition.
the following covenants will be included:

1. Use of Local Currenc2 Generated

All local currency generated under the commodity import
program and the sector grants provided under this Agreement will be
credited to the Federal Consolidated Fund of the Grantee. The
Grantee agrees to credit these proceeds immediately to a special
subsidiary account to be named "USAID Agricultural Sector Support
FU"ld."

Funds in the special subsidiary account may be used for. such
purposes as may be specified in the Program Agreement Amendment or
as the parties may otherwise agree in writing. The Grantee agrees
to maintain documentation indicating all deposits of funds into and
withdrawals of funds from the special account and to report thereon
to AID on a regular basis.

2. RepQ.rting

As long as balances remain in the special subsidiary
account, the Grantee shall provide to USAID/Pakistan annual reports
on the balances remaining in the account and the withdrawals and
uses of the funds from that account during the current reporting
period. with the first report covering deposit~ and withdrawals
through June 30, 1988 to be provided by July 31, 1988.

The Grantee authorizes USAID/Pakistan to act as its lawful
Agent and to execute, in said capacity, all letters and documents on
behalf of the Grantee in accordance with AID Handbook 11, Chapter 3,
as necessary for the following:

a. To procure, administer, and compensate one or more
Procurement Services Agents under this Agreement. Activities
contemplated include, by illustration. advertising for Agent(s)
services, ev~luating and selecting Agent(s), and instructing,
answering inquiries, and otherwise co~~unicating with Agent(s); and

b. To procure, administer, and finance equipment under
this Agreement. Activities contemplated include, by illustration,
preparing and executing Project Implementation Orders (PIOs) for
equipment. arranging for issuance of Letters of Commitment to the
Agent(s), clearing of equipment ~hrough customs. and arranging with
provincial authorities for delivery to appropriate sites.

The Grantee shall, upon the request of USAID/Pakistan, execute
Project Implementation Orders (PIOs) and other documents necessary
for the procurement of goods, services, and equipment under this
Agreement.

- 79 -



4. Eligible Items

The commodities eligible for financing under this Grant
shall be such commodities eligible under AID regulations as are
mutually agreed upon in writing by the Parties and specified in
Implementation Letter(s) issued to the Grantee.

the above Conditions Precedent and Covenants are being discussed
with the Government of Pakistan and their agreement to the covenants
and conditions precedent outlined above is expected. based on
previous negotiations and the status of the current discussions.
During final Program Agreement negotiations, USAID/Pakistan will
incorporate into the Agreement appropriate language to cover these
terms and conditions.
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AIDAC

STATE 110936101 OFFICIAL fill
ANNEX A.l
Page 1

14-APR-87 TOR: 01:~2

eN: 43884
CHRG: AID
DIST: AID
ADD:

OFF FILE: ABO
ACTION: ARD
INFO: D,DO,PRO,PDM,
EXO,RF,CH

...

••••• . ". ~ .

1.0. 12356: NIA
TAGS:
SUEJECT: PAKISTAN: ANPAC REVIEW, AGRICULTURE SECTOP.SUPPORT PROGRAM PARD

1. ANPAC, CHAIRED BY DAA NORRIS, REVIEWED PROGRAMASSISTANCE REVIEW DOCUMEN1 2/26/87, AND APPROVEDMISSION'S PROCEEDING _ITS FINAL PAAD DESIGN. MI~SIOK ISCOMPLIMENTED ON A WELL ARTICULATED PARD WHICP. rOES A~EXCEL LiNT JO) or LArlllG OUT MISSION STRATEGY AND POLICYISSUES REQUIRING FURTHER EXAMINATION. FOLLO~ING ISSUMMARY Of ~AIN OISCUSSIO~ POINTS AND GUInANCE rOR FINAL
DESIG~.

2. lKCLUSION OF SECTOR SUFPORT GRANTS: ASSP'SINNOVATIVE PPOGRAM APPROACH, COMBJNING TRADItIONAL TAANt TRAINING COMPONENT WITE CIP ANn SECTOR GRA~TS, WASENEORSED. ANPAC AGPEES ABILITY TO ~CVE FROM ONr TYPF OFASSISTANCE TO ANOTHEF. .ILL GRgATLY ASSIST MISSION INPROMOTING ITS POLICT ".GENDA. TEE INCI.f1SION O~ SECTORGRANTS AS A PROGRAM INSTRUMENT IN THE PA~ISTAN PROGfAMSHOULD BE rULLY DISCUSSED IN THE UPCO~ING CDSS.

3. PROGRA~ JUSTIFICATION: THE PROGRAM COMPONENTS AF.f,UNDERSTOOD TO IE JUSTIfIED BY BOTH A STRONG BALANCE OF
PAY~ENTS REQuIRE~L~T AND AN AGRICULTURE SECTOP POLICYANAL!!S INDICATING OPPORTUNITIES FOR SUPPOFT OF POLICYCHANGES SI~NIFICANT TO AGRICULTURAL PERFORMANCE. THISDUAL RATIONALE SHOULD BE INCLUDED IN T~~ P~AD, AS IT ~ASIN TEE PARr. SEE STATE 24€904 (AUGUST 3, 19E3, IS!\UFDAS HANDEOO~ 1, PART VII, OCTOPER 30, 1985) ~OR pF.LrfULGUIDANCE.

4. LINE ITEM FLEXIBILITY: PARD SUGGFSTS FULLfLEXIPILITY TO MOVE rUNDS FROM ONE TYPE or ~SSIS1ANCE TOANOTBER, TO RESFCND FLEXIBLY TO TE£ P'CE or GOP PJLICY
REf0~MS. ANP'C AGREES ON CJNCEPT 0F ~p}rUATEL ~fOr.RAM
AS~:STANC! PLLATFD TO TftF SENSITIVITY OR I~POR~A~C[ orPOLICY CFA~GES. ~T TEE ~A~E TIME, TEE A~I~CY NIED~ so~~
SP~CIrICIT: IN EXPECTED A~OUNT or SECTOR ~UPPOP~ ~~~NT~EACH TEAP. r~DIRSTAND TEF ~ISSICN'S rXPiCTATION I~ T~AT
APFROXI~ATELY RA~F or TEI ANN~AL l~e M1LLIO~ nOLLIES

,. ~~~~
. AC1'I~

... l......r ........ __.__._
l'-~, : _

•
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IIGTII UNCLASSIFIED SfATE l1e936/01.
O~LI'iTION AMOUNT ~OULD BE BUDGETED FOR COMMODITtf.S,
!ECHNICAL ASSISTANCE AND TRAINING, LEAVING APPROXI~ATr.LY

81LF FOR SECTOR SUPPORT GRANTS, AND TH!S WILL PF TFE
BASIS ON WEICE WE DESCRIBE THE PROGRAM AS ~E pQOCrT.D
WITH CONGRrSSION~L~NOTlrICATION. ANPAC AND ~ISSION PFPS
AGREED THAT MISSION WILL CONSULT WITH AID/w ANNUALLY ON
ITS NFGOTIATING OBJECTIVES AND EUDG~T PLAN ro~ TEAT
TEAR t AND REACH AGREEfo!ENT wI TH- AID/w ON THE SIGN I FI CANT
POLICT ACHIEVEMENTS TEAT ARE EXPECTED THAT YEAR AND 1Hf.
AMOUNT OF TaE ANNUAL LEVEL TO BE DISBURSED TO A ~ECTOR

SUPPORT GRANT. THE ~XACT LEVEL MAY VARY PRIOR TO FINAL
NEGOTIATION WITF THf. GOP, BUT SP.OULD rE FIXED PRIO~ TO
OBLIGATION. (SEE PARA 7 BELO~ VS. TIMING OF
DISBURSEMENTS. )

5. TIEr VS. UNTIED SECTOR SUPPORT: ANPAC 4ND MISSION
REFS AGREED TH~T ALL POLICY ORIENTED SECTOR GRANTS
REPR~SENT AN OPPORTU~ITY IN WHICH COUNTERPART CAN FE
GENERAT~D AND PROGF.AMMED IN THE AGRICULTURE SFCTOR.
SOME FOlICY CHANGES MAY HAVE ASSOCIATF-D RUPEE COSTS FOP.
~EICf COUUTERPART .OULD IE PROGRAM~F.D A~P CLOS~LY

TRAC~ID, wElLE OTHEPS MAY PAVE LITTLE OR NO IDINTI~IA~LE

COS1S. IN LArT~p CASES, COUNTERPART COULD BE PP.OGPA~MFD

I"OR NEE~S 0: THE GENERAL AGPICULTUP.E StCTOR PTJ[lG"tT, AND
.eVLD EI l?AC~ID LESS CLOSELY THAN IN TP.f FOP-MFR. TPUS
IT ~PPlt~S TEAT TEI DISTINCTION EETWEEN TIED AND UNTIEr
SECIJF. ~rF?OFT MAY ~OT ?r A USEFUL CONSTRUCT TO CARRY
FO l:

'
-'-" 1'·- ~~'"c:. ""~T\n'~ r........ !~ 11._:-.,,;:- ~-. r.~· •

ArmEX ).• 1
Pagp. 2

E. TEE pC~!rT AGEND~: rR~ PARD DESCRIBES A ~IDr PA~~E
cr POLICY C~A~3ES.WRICE ~ILL BE OF CONClRN UND1F TFE
PROGrl~, A~r I~Di~ATES A ~EED FOR FLiXIBILITY IN

A?~?0~C2 TO 1A~E ADVANTA~E OF OPPOD.1UNITIES AS THEY
ARI~~. ~Ar.TIC~LA~LY SINCE SOME MAJOR POLICY CPANGES MAY
O~!! ~! ATIA!NA?L~ IF SMALLER INC~EMENTAL ~TEPS AF~

SOUGR! YEA? ~: :IAF. AN?AC AND MISSION Rr~S AGREEn fRAT
TF.E FAAf SEC~L: A~TlcrLATE FROAD SECTorAL POLICT

t' . O~JEC:lvr5 FO~ T~~ ~R0GFAM LIFE AGAINST WRICF. PROGPFSS
COUL~ IE M[A~U£!) OVE~ SOME TIME PERIOD (F.G. THnrr
YEAfS). 1\ Arl'I':'I0t~, A SFECIFIC AGENDA C'F NF:,CTIATING
OBJrCTI\IS .OULJ EE D~FINED PRIOR TO EACP YEAR'S
OPIIGATION, AND Yo'OUID FE A~.SOCIATi;D WITE pA~TIcnLAR

LEVELS AND 1"':I'IS OF PROGRAM A.SSISTANcr, I.E., CIP,
.SECTOR GRANT. TEESE SHOULD FE ADDITIONAL TO POLICY
CPANGES ALREADY ~E~OTIATI~ AS CONDITIONS OF ACE OR PL
480 AGREEMENTS. MISSION AND AID/W SHOULD RE'CF
AGREEHENT C'~ TFIS AG~NDA EACS TEAR, TP.ROUGH C~ELF

EXCEANGE OR OTEIP APPROPRIATE MECHANI~~.

7. BASIS FOR DISBURSEMENTS: AFTER CONSIDER"3LE
DISCUSSION, A~PAC A~D MI~SION REPS AGNEID THAT pqrrrRRED

IIGTI/ UN CLA.S 5 I FI FD STATE 110330/01



UNCLAS SECTION Z2 OF 02 STAT~'110936

lJ~AC

~fi~GIHANCI VISBURSEMENT MECHANISM WOULD INVOLVE
NIGOTIATION OF fIRM GOP POLICT P.ELATED OEJECTIVES ~Nr
BENCHMARKS TOWARD PERFORMANCE, AS APPROPRIATE, E~CP
liAR, WITa DISPUPSEMENT IN MOST CASES FOLLOWING UP0N GOP
AGREEMENT. WITH THIS QUOTE UP FRONT VNQUOTE
DISBURSEMENT, MISSION WOULD FOLLOW CLOSELY GOP'S
PERFORMANCE OF AGREED ACTIONS DURING THE YEAR, JUnGING
IT AGAINST A CLEAR SET or EENCP.MARKS OR STANDARDS ~S

AGREED IN ADVANCE. EXTENT or P1RFORMANC¥- WOULD AFFECT
TBE NEXT TEAR'S NEGOTIATIONS; LE~SER PE~rORMANCE MIGF!
INDICATE MORE CIP AND LESS SECTOR GRANT IN THE NEXT
TEAR, FOR EXAMPLE; OR II OVERALL PERFORMANCE IN THE
AGRICULTURE SECTOR WERE UNSATISFACTORY, MISSION MIGHT
DECREASE TEE ASSP ALLOCATION AND INCRf.ASE OTEE~ SECTOR
PROGRAMMING. POSSIBILITY ~LSO EXISTS _ITHIN TPE
PARAMETERS OF THE US-GOP MULTI-TEAR ECONorlC ASSISTANCE
PROGRAM TEAT IF POLICT PERFORMANCE GENERALLY ACP.OSS ALL
SECTORS IS INADEQUATE, THE PROGRAM LEVEL FOR A GIVrN
TEAR MIGHT EE REDUCED, AND rHIS FACTOR SP.OULD IE BORN~

IN MIND AS MISSION PLANS ITS NEGOTIATING STRATEGY EACP.
TEAR.

8. PAAD APPROVAL: ASSUMING Alt/V AND THE MISSION REACH
PRIOR AGREEMENT ON PROGRAM GOALS.AND NEGOTIATING
OBJECTIVES FOR THE eO~ING.YEAR, AND AN ~NDERSTANDING OF
HOW PROGRAM MODES !ND AM~UHTS ·iRE REtA~ID TQ THES1
OEJECTIVES, DELEGATIO~ OF PAAn lBPRovAL AUTgORITY TO TFE
MISSION· DIRECTOR IS APPRO~~IATE. ~RIOR TO AP~ROV~l or
PAAD, MISSION WILL ~EED TO REQUEST PUDGrT ALLOWANCE fP.O~

tM, SINCE TEE PAAt SERVES THE DUAL FUNCTION or fUNDS

RESERVATION AND SUBSTANTIVE AUTHORIZATION.

9. DlSIGN GUIDANCE:

A. TIMING or REFORMS REQUIRING 'FURTHER STUDY: MANY
POLIcr REfORMS INCLUDED IN THE PARD POLICT MATRII
REQUIRE fURTHER STUDT, WHILE OTHERS ARE ALREADY ~ELL

DEFINED AND WOULD NOT NEED A GREAT DEAL ~ORE STUry. TF.~

NORMAL LENGTHY PROCESS INVOLVED IN CONTRACTING, CA~RYI~G

'OUT AND VETTING STUDT RESULTS MAKES IT UNLIKELY TFAT
POLIcr CHANGES IN THOSE AREAS REQUIRING STUDT WOULD fF.
READY FOR ACTION DURING THE FIRST THRfE rfARS. TH~ PAAD
ANALYSIS SHOULD LOO~ EARD AT TPE REALISM or ACFIFVING
ADEQUATr AND ADDITIONAL POLICT CHANGES rOp. THE PLANNED
LrVLL or kE~OURCES IN THE NEXT THREE YFA~S.

B. PRIVATE SECTOR OPJECTIVES: MISSION SHOULD RrVI!~

ITS EXPERIENCE WITH THE PRIVATE SECTOR WINDOW OF ACE, T0
SEE IF TErRE IS ANY PRACTICAL WAT TO OFFER COMMODI1Y
SUPPORT TO THE PRIVATE SECTOR. MIGHT TFERE ~E POTE~TI~L

roF. SUPPORTING OUR POLICY OEJECTIVr OF PRIVATE
FERTILIZER IMPORTA1ION, fO~ EXAMPLr, ~y FI~ANCI~~

PRIVATE fEF.TILIZER IMPORT~ UNDE~ ASSP?

c. PROGRA~MING OF FOR!IGN EXCHANGE AND ~OCAL CURRENCY

MiNEX A.l
Page 3



UNDIR ClSE TRANSFERS: UNDER TERMS or THE FT 87
CONTINUING RESOLUTION, BolH rx AND LOCAL CURln~NCIr;s

GINIRATiD PT CASH TRANSFER ACTIVITIES MUST BE PLACED IN
SPECIAL ACCOUNTS AND THE USES TRACKED. STATE 5261e
PROVIDES GUIDANCE ON THIS REQUIREMENT. WRETHER ESf
SICTOR SUPPO~T GRANT, PARTICULARLY IF IT RELIES TO SO~E

IITINT ON PALANCE or PAYMENTS RATIONALE, WOULU BE
CONSIDERED CASH TRANSFER WITHIN M~ANING OF CP IS STILL
SOMEWHAT UNCLEAR. SAFEST COURSE FOR PLANNING PUFPOSES
IS TQ TREAT IT AS IF IT WOULD BE.

D. u.s. DOMESTIC COMMODITY INTERESTS: THE MISSION
SHOULD rULLY CONSIDER u.S. DOMESTIC INTIFtSTs IN SUCH
ARIAS AS EXPORT OF EDIBLE OILS, RICE, COTTON, ETC., AS
IT FORMULATES PROPOSED POLICT ACTIONS. THE GOP SPOULD
NOT BE ENCOURAGEt TO ADOPT PROTECTIONIST MEASURES.
POLICY CHANGE SHOULD CONSIDER THE GLOPAL CONTF.IT, 'ND
ANT EFFECTS ON u.S. MARKET SHARES. REQUIREMENTS OF POTP.
THE ZORINS~Y AND BUMPERS AMENDMENTS WILL NFED TO Bf
FULLY MET, AND SHOULD BE DISCUSSED IN TF~ PAAD.

E. EENCBMARKS: THE ILLUSTRATIVE PENCHHAR~S fOR
FERTILIZER POLICY ACTIONS INCLUDE A NUMPER OF STUDIES.
AS THE MISSION fIRMS ITS APPROACH IN THE PAAD ~Nr IN

,

//GT/
•

UNCLASSIrIED'" StATE 11093f/l}2 AIlNEX f...! 1
Page 4

NEGOTIATIONS, THE EMPHASIS SHOULD BE ON ACTIONS RATHER
THAN REPORTS.

."

r. DIVESTITURE "or GHEE" G·6RF01~·A.TI<;Hf iN EXAMINING THIS
·ARiA, WE"ASSUME"THE MISSION"WILL SEtK ASSISTANCE FROM
PRIVATIZATION EXPERTS. ~TBI'AJ3ILITY or TEt PRIVATE SECTOR
to ABSORB PL 480 OIL IHPOhTS SHOULD AL30 BE CONSIUfRlf..

G. OTEtR:
POLICY EAVE
BY ST/AGR.
BT
*0936

NNNN

TECHNICAL SUGGESTIONS ON FE2TILI2FR ANr SEED
PEEN FROVIDID TO THE MISSIO~ R1PRESFNT~TIVES

WHITEHEAD

jlGTI UNCLASS IFIED STATE 110°36/02
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TOP.: 07:5~
CN: 5S3S9
CFRG: AIr
DI ST: IrrD
ADD:

rtLF~: A) STATE 11~930i ?} ISLA~AEAr 1~e?5; C)
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• •1. REF E I~LICATIS 7Y ~7 OELI3ATION ~ILL ~~ LI~IT3D TOfOIS e.? ~rLLIO~ F0P. T~~E~)CAL ASSISTANCE A~D TRAI~I~~,A~:~ ~~~~ "A 00~LT~V CO~~~-~I~';.TITV f.r~nTD·~~ APP~~~PIA~.
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MQ~TF.S TC CO~PL~~·£ T:::E :IA1.0GUE ANI; NE~OTIATION 0:
S?~CIFl~ PC~ICY E~~Cr.~~?S fO~ I~CLUSION IN LA~GE~ FY 33
~~A~CE~, T0 ~~ OBLIG~~~) £AELY IN FY 38.

2. A'·;:.. C0';('·.:~5 !'= '!'::I~ SC'::~:A"JI') FOR AD!)R;;~S!};} PCI.I~!
CC~JI:IO~A:II!. ~rSS!:\ ~~y CC~?L[TE PAA~ DOCUM~NTATI~~Ate, \\'::~'! H!l:~~ r.1 ~ A·!.~.::'P.~Li;, At:'!';:0RIZE TF.? PAAf. ASYIJC '.f\O·~, '~:E FA:-'~ "F;.S:::LiiT SEi:V£5 T~:: rl!~L ?r~:CTION ~FFUNDS EESE?VATIO~ AN) ~~?S:~~TIVZ ArTEORIZATION, T5~S
C5 \~to.·OT 1:'- ~'DPJ~7";'D, U.,''T'·· 'r"'!\<:: A~", AV'ILA";.T.l'.• r o _ v _ .Il. __ ,&, '1J.. r.n-l r.. .. ""~ •. ..
~. S:?~EL ~~rCRTS ON ~S: ~PPO~TIO~~£NT SItUATION. ~Eto NOT EXPiCT ?U~DS TC =~ ~VAILA?L~ F~R !S~P P~IO? TC
FOU1T~ ~UAfT~R. ~E ~I:: ADVISE AS WE ~NOW r.C?Z.
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OELIGATIO~ ~AT3. ~i~:~ T~~~~ I~ SII~L rVC~1TA!~T! IN
OTF~R E[~ME~TS ~? T~E ~ISSI)~ OELr~ATION ?L~N, IT IS
PO~3I;~~ TE~ \r~~~~S ~I~~~ CE\~G~ 50~~~~AT. E1~~ A
~I~1LE D0LI~~ I~Ca£AS~ ~cr:: 9£Q~I~£ AN ~r~ITIONAL
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25-Jt'L-87

STATE 225:'79

1850533

• t.
{Bt ISLAMA]AD 12943

UNCL/. SSI FI~D

N/A

(A) ISLAMA:8AD 10206REFS:

E.O. 12356:

-"'t",1i~ ACnoN orrlCl III"
: "'.[ v
;-" - _..+D;.:-,...,--::;:;

1. RECEIPT OF REi' (A) ACI(NOWLEDGED, REGRET nE!..l.Y IN i:':'=- '::;~
RESPONDI NG TO REF (B) WHICH REQUESTED M/SER/OP TO IIiAIVE ~--' ._~ ..'=:.~~
U.S. flAG ELIGIBILITY FINANCING REQUIREMENTS FOR ;.=:--:- .o_.<~~
SHIPMENT OF isU1K COM~ODITI:ES (FERTILIZER O~LY) UNDER THE~ 0 ._~';;.;;.o:__
AGRI CULTURE SECTOR SUPPORT PROGRAM (391-3492) TO A!.L:>. {'=--.:__:~..=o~~ _
USE OF VESSE1S INCLUDED IN CODE 935 ••• " r= . _._'-~;o:__

SUBJECT: TRANSPORTATION SOURCE WAIV~R FOR SE!PF!~G UNDER
THE AGRICULTITRE SECTOR SUPPORT PROGRA~ {391-0~92}

Eft

ACTION AID INFO AME DC~ NCON AREP

VZCZCIL0449
00 RU!!IL
DE ROERC ~e579 1840312
ZNR UUUUU ZZB
P 030310Z JUL 87 ZD~ CTG UR SVC 00~9

!M SEC STATE ~AS~C
TO AMEMBASSTiISLAMABAD PRIORITTI9S97
:8T
UNCLAS STATE 205579

" AIDAC

II

II

2. THE JUSTIFICA1ION'US£D fOR 335 fINANCING ELI~IEItITY C,:-~---rrtcr1C
IN TEE ACE:PAAD'{39i~04E8) WAS TO ASSURE ADEQUAT~
COMPETITION lND COMPETITIVE PRICING W~ERE TEERE WAS

~ INSUrFrCIE~T U.S." FLAG CARRIERS TO ACCOMPLISH DELIVERY.
]ASED ON THIS JUSTIFICATION, M/SIR/OP, PURSUANT TO TEE

II STATEMENT OF POLICY IN HANDBOOK IB, 7BIB(5), APPPOVED AN
EXPANDED AUTHORIZATION THAT ALLOWED THE FINANCING OF

~~ II - OCEAN TRANSPORTATION ON CODE ~35 VESSELS, OTHER THAN
U.S. FLAG VESSELS, ONLY TO TliE EXTENT TEAT U.S. fLAG

~ VESSELS ARE NOT AVAILABLE TO CARRT TEE COMMODI~IES FOR
" VEICH TRANSPORTATION IS SpLICITED. STATE 323974

'0
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t
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tJ ..
f ..
i
i,
~

..
.:.:

I "
1 It

II
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(198l). THIS DID NOT CONSTITUTE A VAIVER OF U.S. FLAG
- at

I REQUIREMENTS {RANDPOOK IB, 7B4)j A TRANSPORTATION SOURCE
. i 1 WAIVER IS BASED ON A FACTUAL DETER~INATION THAT SUITABL~

~.. U.S. FLAG VESSELS AR~ NOT AVAILABLE, WHILE TE~ EXPANDED
a . AUTHORIZATION PREVIOUSLY GRA~TED DOES NOT FSTABLISR THAT

OTEERWISE ELIGIPLE FLAG VESSELS ARE UNAVAILABLE, !T
MERELY ALLOWS FOR FINANCING OF 935 VESSELS VHEN SPECIFIC
CIRCUMSTANCES OCCUR (I.E. INSUfFICIENT ELIGIBLE FLAG
SHIPS ARE OFFERED TO COVER TEi A~OUNT OF CARGO GENERATED
UNDER A SPECIFIC COM~ODITT TENDER).
3. M/SER/OP DOES NOT CONSIDER T~AT TnE ~AIVER CP.ITEF.IA
(RB1D, 7B4) PERMITS AUTPORIZING THE RF.QUESTED WAIVER, EUT
DOES BEREBY AUTHORIZE TEE FINANCING OF OCEAN
TRANSPOR~ATION or FERTILIZER ONLY ON CODE 93~ (INCLUDING
PAKISTAN) VESSELS TO THE EXT~NT TEAT V.S. FLAG V~SSELS

ARE NOT AVAILAELE TO MEET THE TRANSPORTATION SERVICE
REQ~IREMENTS UNDER A SPECIfIC TENt~R, PUKSUANT TO
HANDBOOK iE, 7BIB(5), FYI THE LItELIEoon ~s TEAT

or

UNCLASSIFI~D
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SUFFICIENT U.S. fLAG VI:~~LS WILL ~E AVAILA3LE TO L. :
TEE MAJORI!! OF THE'DAr ~URCliASED, END rYI.

4. MOP~ S?ECIFICALLY, T~E EIPANDED AUTEORIZATION lOR
FINANC~NG or OCEAN TRANSPOP.TATION ON coot 9~5 VESSELS
PURSUANT TO HANDBOOK lB, ?B1P(5) OPEP~TES ONLY IN .SAT
UNDER CURRENT ~~RK~T CONDITIONS ~OOLD PE VERY UNUSUAL
CIRCUMST~NC!S. ALTEOUGB THE GOP CAN SOLICIT FOR ~OTE

FOP~IGN AND u.s. FLAG SHIPS, IT CAN FIX (CHARTER)
NON-U.S. FLAG VESSELS ~BEN A.I.D. IS ~INANCING FREI~ET

ONLY WEEN ALL u.S. FLAG VESSELS OFFERED UNDER TEE
SOLICITATION EAVE BEEN EXHAUSTED. fOR EXAMPLE, IN A
TiNDER or 100,000 TONS or FERTILIZER, THE IMPORT or THIS
EXPANDED AUTEORIZATION VOU1D EE TH!T IF 100.000 TONS OF
u.S. FLAG SElP CAPACITY ,ERE OFF~~~D ALL 1~0,200 TONS
.OULD EAVE TO MCVE ON U.S. FLA~ PUt.SpANT TO A.I.D. RE~. 1
PAF~GRAFE 221.13, ~UT IF OSLY 73,000 TONS OF u.S.
CAPACITY .~P.E OFFERED TEE EEMAINING 3~.0e0 TONS COULD 3E
MOVED ON A FOREIGN FLAG SEIP AND RSMAIN ELIGIEL~ FOR
A.I.D. FINANCING.

5. FINALLY, TEE AUTEORIZATION FOR EXPANDING ELIGIBILITY
__ OF FR~IGET FINANCING MAY NOT BE NECESSARY AT ALL. ON THE

LAST T~O TE~~EP.S ISSUED, TEE GOVERNMENT or PA~ISTAN BAS
MADE TEE DE~ISIOS TO FINANCE ALL FOREIGN FLAG rREIGRT IN
RUPEES. TE!S DECISION APPARENTLY IS IN PART DRIVEN ~!

GOP ?P. !?IR ~l"C:E TO INSUR E I UVOLVEMENT OF THE PA!! STAt:
NATIO~J~ SE!??ING COMPANY (PNSC). IN ANY CASE, UNDER
THESE CONDITIONS ONLY 50 PERCENT OF TEE TONNAGE UNDER A
SPECIFIC TENDER ~OULD BE FINANCED ~Y A.I.D. AND ALL or
TEAT TONNAGE WOULD BE ON u.s. FLAG VESSELS YRICR WILL

UNCLASS IrlED
ALMOST CERTAINLY BE AVAILA~LE. TEIS YI1LINGNESS BY TEE
GOP ~o FINANCE TE3IR OWN FOREIGN FLAG FREIGET ·COSTS ~OULD

APP~A~ ~O CBVIA:E TEE NEED FOR TEE REQUESTED EXPANSION OF
FINANCING ~~lGI~I:ITI TO CODE 935 REGISTRY VESSELS.
SEULTZ
:BT
#=579
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ANNEX B-1

C,ble. USAIDPAK

UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT
MISSION TO PAKISTAN

HEADQUARTERS DFc~CE

ISLAMABAD

Office of the Director

AGRI CULTURh~_pE.QTOfL~!}ffQB.T_J?RQQRAM

rAA-~10H_~111~_QER11rl~A.T1QH

I, Eugene S. Staples. the principal officer of the Agency for
International Development in the Islamic Republic of Pakistan.
having taken into account, among other things. the maintenance and
utilization of projects in the Islamic Republic of Pakistan
previously financed or assisted by the United States. do hereby
certify. pursuant to Section 611(e) of the Foreign Assistance Act
of 1961, as amended. ~hat. in my judgment. the Islamic Republic of
Pakistan has both the financial capability and the human resources
capability to ~fiectively implement. utilize, and maintain the
proposed Agricultural Sector Support Program. 391-0492.

This judgment is based on the analyses as detailed in the Agri
cultural Sector Support Program Assistance Approval Document and
is subject to the conditions imposed therein.

----~~~~~-------
Eugene S. Staples
Director
USAID/Pakistan

a /~4/~--Z____._:.I -L _

Date
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ANNEX B-2

UNITElJ STATES AGENCY FOR INTERNATIONAL DEVELOPMENT
MISSION TO PAKISTAN

HEADQUARTERS OffiCE
ISLAMABAD

Office of th2 DlreClor

hQRI CU1TURA1_~E~TOIL~!JfPOR1_fROGBA!1

EAA_~EC11Q!L.612_1!21_~ER.TIEl.cA11Q~

A major purpose of the economic assistance program negotiated
between the governments of the U.S. and Pakistan. acknowledged by
both governments as a primary reason for both governments having
decided to develcp an economic assistance package, is to provide
balance of payments assiSLance to Pakistan.

I have carefully reviewed the advisability of disbursing U.S.
dollars in lieu of U.S.-owned excess foreign currency to pay for
local costs of project and non-project assistance in Pakistan. In
light of the U.S. Government's objectives concerning the program. I
have determined that it would be prejudicial to U.S. interest~ and
goals to pay lor all local currency costs with U.S.-owned rupees.
Such a procedure would prevent the U.S. from providing the maximum
amount of bala~ce of paYillents support under the economic assistance
package, and would consequentiy undercut one of the basic objective
of the program. The objective of providing balance of payments
assistance to PakIstan can best be achieved by disbursing U.S.
dollars to pay for local costs of the program. Section 612(b) of
the Foreign Assistance Act of 1961, as ~m~~ded. authorizes the
administrative official approving the vouch~r to determine that
ioea: costs will be funded with direct payment of dollars for the
program. Pursu~nt to this provision. Handbook lq requires that the
Missio~ Dire~tor (or his deslgnee) make a determinatiofl as to the
reason in any instance where U.S. dollars are used (disbursed) when
U.S.-owned f0reign currency is available. Where dollars are used
for local cost financing. USAID/Pakistan will. therefore, me\e
disbursements to the Government of Pakistan ~o U.S. currency.

In view 0f the 2bcve rationale. I. Eugene S. Staples. principal
officer of the Agency for International Development in Paklstan,
pursuant to Section 612Cbl of the Foreign Assistance Act of 1961,
as amended. de hereby cert~fy the need to disburse United States
dollars to cover local currency costs in lieu of using United
States-owned excess rupees under the Agricultural Sector Support
Program.

-?~.Y__ " ,u·_______-.L ~__:'-3E:=:l _
Eugene S. Staples
Director
USAID/Pakistan
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U N IT·E 0 STAT ESAG ENe Y F0 f; IN T ERN A 1 If) N A L 0 EVE lOPMEN T

MISSION TO PI'.KiSTAN

t'EA:?:::' ..:~';-~;:~ 2f;'i ~

'Su1il,1A6~'}

Office 1)1 the O,reclOI

I, Eugeoe S. Staples, the principal officer of the Agency for
International Deve10pment in the Islamic Repub11c (,f Pakistan. do
hereby certify that the acquisition plan in the Agricultural Sec~cr

Support Program Assistance Approval Document was developed with full
consideration of maximally in701ving Minority- and Women-Owned
Firms, or Gra}' Amendment Organizations, in the provision of tequired
good~ and services. To the extent possible at this stage,
opportunities for such organizations to participate in the program
have been id~ntified and are described in the acquisition plan.
During the course of implementation. ~~rther opportunities for such
organizations to par~icipate will bE fully considered.

--?~A~L- --/ 0-_______L ~_:~~~ __
Eugene S. Staples
Director
USAID/f'akistan
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ANNEX C

3(A)2 - NONPROJECT ASSISTANCE CHECKLIST •

Th8 criteria listed in Part A are applicable
. '8n8ra11y to FAA funds, and 6hould be used

irrespective of the program's funding source.
In Part B a distinction is made between the
crlteria applicable to Economic Support Fund
a •• letance and the criteria applicable to
Develop••nt Assistance. Selection of the

. criterla.will depend on the funding source for
the program.

CROSS REFERENCES: IS COUNTRY CHECKLIST UP TO
DATE? HAS STANDARD ITEM YES.
~HECKLIST BEEN REVIEWED? YES.

A. GENERAL CRITERIA FOR NONPROJECT ASSISTANCE

:

1.

2.

3.

FY 1987 Continuing Resolution Sec. 523;
fAA Sec. 634A. Describe how
authorization and appropriations
committees of Senate and House have
been or will be notified concerning
the project.

PAA Sec. 611(a)(2). If further
legislative action is required within
recipient country. what is basis for
reasonable expectation that such action
will be completed in time to permit
orderly accomplishment of purpose of the
4ssiotance?

FAA Sec. 209. Is assistance ~ore

efficiently and effectively provided
throuqh reqional or multilateral
organizations? If so. why is assiotance
not 80 provided? Information and
conc1usion~ on whether assistance will
encourage developinq countries to
cooperate in regional d~velopment

programs.

The FY 1988 CP listed the pro
gram af an FY1987 start. A
Congressional Notification will
be submitted prior to obligation

No legislative action
necessary.

No. This program is not
designed to encourage regional
development programs.



•• fAA Sec. 601<..1.). Information anc' This program will (a) increase
conclusions on whether assistance will the flow of trade by financing
encourage efforts of the country to: U.S. imports; (b) foster prl-
(a) increase the flow of international vate initiative by promoting
trade: (b) foster private initiative and policy change favorable to it;
competition; (c) enc.,)uraqe development (c) have little or no effect on
and use of cooperatives. c-redit unions. cooperatives, etc.; (d) discourage
and savinqs and loan associations; monopolistic practices by en-
(d) d iscouraqe monopolls t ic practices: couraging private competition
(e) improve technical efficiency of and an end to public sector .000-

industry. agriculture. and commerce: and polies; (e) improve technical
(f) strengthen free labor unions. efflciency by removing policy

constraints to effici~ncy; and
5. FAA Sec. 60l.U2.l. Information and (f) have no impact on labor unions

conclusions on how assistance will
encourage U.S. private trade and The program will promote U.S.
investmellt abroad and encourage private trade by financing U.S. imports
U.S. participation in foreign assistance and it will promote private in
proqrarrs:: (including use of private trade vestments by removing policy
channe Is and the se rvi ces of U.S. pr iva te barriers and restrictions; U. S.
enterprise). private contraci:ors will provide

technical assistance services.
6. FAA SeC6. 6l2{b). 636(h)j FY 1987

£Q..ntinuina Resolution Secs. 507. 509. Use of local government funds
Describe steps taken to a6sure that. to or U.S.-owned local currency to
the maximum extent possible. foreiqn meet in-country costs would not
currencies owned by the U.S. are utilized be consistent with the balance of
in lieu of dollars to meet the cost of payments and budget support object
contractual and other services. ives of this program.

7.

8 •

9.

10.

rAP. Sec. 6l2(d). Does the U.S. own
excess foreign currency of the country
and. if BO, what arranqements have been
made for its release?

fAA Sec. 601(e). Will the assistance
utilize competitive selection procedures
for the awarding of contracts. except
where applicable procurement rules al1(n;,
other~'isc(

FAA l21{d). If assistance is beinq
furnished under the Sahel Development
Proqram, has a determination been made
that the host government has an adequate
system for accountinq for and controll~nq

receipt and expenditure of A.I.D. funds;

ry 1987 Continuing Resolution Sec. 53~.

Is disbursement of the assistance
conditioned solely on the basis of the
pOlicies of any multilateral institution?

Yes, the U.S. government owns
Pakistani rupees, which are
jointly programmed by AID and
the GOP to support agreed-upon
development activities.

Yes.

Not applicable.

No.
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fUNDING CRITERIA FOR NONPROJECT ASSISTANCE

1. Nonpr01,et Criteria for Economic Support
fund

a. FAA Sec. 531(a). Will this
••aietance promote economic and political
atability? To the aaxiaum extent
r ••aible, is this assistance consistent
with the policy directions, purposes, and
proqrams of Part 1 of the FAA?

b. FAA Sec. 531(e). Will assistance
under this chapter be used tor military
or paramilitary activitip.s?

c. FAA Sec. 531(d). Will ESF funds made
available for commodity import programs
or other program assistance be used to
generate local currencies? If so, will
at least 50 percent of such local
currencies be available to support
activities consistent with the objectives
of FAA sections 103 through 106?

d. ISDCA of 1985 Sec. 205. Will ESF
funds made available for commodity
import programs l~ used for the purchase
of agricultural commOdities of United
States-origin? If so, what percentage of
the funds will be EO used?

e. ISDCA of 1985 Sec. 801. If ESF funds
will be used to finance imports by an
African country (under a commodity import
progra~ or sector program), will the
agreement require that those imports be
used to meet long-term development needs
in those countries in accorda~ce with the
following criteria?

(i) spare parts and other imports
shall be allocated on the basis of
evaluations. by A.I.D .• of the
ability of likely recipients to use
such spare parts and imports in a
maximally productive. employment
generating. and cost-effective way;

Yes •

Yes.

No.

erp assistance under this
program will generate local
currency, which will be pro
grammed for activities consis
tent with FAA sections 103 thru
106 as mutually agreed by AID
and the GOP.

erp funds will be used prima
rily for the importation of
fertilizer, but part of the
funds will finance ago commo
dities, incl. animal feed,
edible oils, wheat and cotton,
as required by the Pakistani
economy and consistent vith
Sec. 205.

Not applicable.

Not applicable.
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(il) imports shall be coordinated Not applicable.
with investments in ar,~ordance with
the recipient countty's plans for
promoting economic develop~ent.

A.I.D. shall assess such plans to
determine whether they will
effectively promote economic
development:

(iii) emphasis shall be placed on Not applicable.
imports for agricUltural activities
which will expand agricultural
production. particul~rly activities
which expand production for export or
production to reduce reliance on
imported agricultural products:

(lV) emphasis shall also be placed Not applicable.
on a distribution of imports having a
broad development impact in terms of
economic sectors and geographic
reqions;

(v) in order to maXimize the Not applicable.
likelihood that the imports financed
by the United States under the ESF
chapter are in addition to imports
which would otherwise occur.
consideration shall be given to
historical patterns of foreign
exchange uses:

(vi) (A) 75 percent of the foreign Not applicable.
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 provid£L in
subparagraph (B). shall be available
only for use in accordance with the
agreement for economic development
activities which are consistent with
the policy dir~ctions of section 102
of the FAA and Which are the types of
activitie6 for which assistance may
be providea under sections 103
through 106 of the FAA;

:
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(8) the aqreement shall require t~af
~~e vav,rqment of the country ••ke
available to the United States
Covernment such portion of the amount
deposited in the special account as
a.y be determined by thE President to
be necessary for requirements of the
United States Government.

f. ISPCA of 1985 Sec. 207. Will ESF
funds be used to finance the construction
of. or the operation or maintenance of.
or the 8upplyinq of fuel for. a
nuclear facility? If so. has the
President certified that such country
(1) is a party to the Treaty on the
Non-Proliferation of Nuclear Weapons or
the Treaty for the Prohibition of Nuclear
Weapons in Latin American (the "Treaty of
Tlatelolco"). (2) cooperates fully
with the IAEA. and (3) pursues
nonproliferation policies consistent with
those of the United States?

q. F~. Sec. 609. If commodities are to
be qranted so that sale proceeds will
accrue to the recipient country. have
Special Account (counterpart)
arrangements been made?

h. [1 1987 Continuing Resolution. If
assistance is in the form of a cash
transfer to any country which receives in
excess of a total of $5 million as cash
transfer assistance in the cu:rent fiscal
year: (a> are all such cash payments to
be maintained by the country in a
separate account and not to be comminqled
with any other funds? (b) will all
local currences that may be generated
with funds provided as a cash transfer
to such a country also be deposi~ed in a
special account to be used in accordance
with FAA Section 609 (Which requires such
local currencies to be made Available to
the U.S. governnent as the U.S.
determines necessary for the requirements
of the U.S. Government. and Which
requires the remainder to be used for
proqrams agreed to by the U.S. Government
to carry out the purpose6 for which new
funds authorized by the FAA would
themselves be available)?

Not applicable.

No.

Such arrangements will be
made prior to the dis
bursement of funds.

Yes.

Yes. Funds in the Special
Account will be used in
accordance with FAA
Section 609.
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Nonproiect Criteria f2.t.J,)e~eloVlDent

~ ."
a. [AA Secs. 102(a), 111. 11,3. 281{a). Not applicable.
Extent to which activity will (a)
effectively involve the poor in development.
by expanding access to economy at locdl
level. in~reasin9 labor-intensive production
aDd the use of appropriate technology.
apreading investment out from cities to
.mall 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 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 womenls
status; and (e) utilize and encourage
regional cooperation by developing countries?

b. FAA Sees. 103« 103A« 104« 105. 106 « Not applicable.
120-21. Is assistance being made available
(include only applicable paragraph which
corresponds to source of funds used; if more
than one fund sourC2 is use1 for assistance.
include relevanc pacagraph for 6ach fund
source) :

(1) (103) for agriculture. rural NA
dev~lopmcnt or nutrition: if so
(a) extent to which activity is
specifically designed to increase
~rcductivity and income of rural poer;
[103AJ if for agricultural research.
account shall be taken of the needs of
small farmers. and extensive use of field
testing to adapt ba~ic research to local
conditions shall be made; (b) extent to
which assistance is used in coordination
with ef{orts carried out under Sec. 104
to help improve nutrition of the people
of developing countries through
encouragement of increased production of
crops with greater nutritional value;
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tmplovament o~ planr.inq, Iesearch, and
.4u~at1on with respect to nutrition.
particularly with reference to improvement
and expanded uee of indigenously ploduced
foodstuffs: and the undertaking of pilot or
demonstration programs explir.itly addressing
the problem of malnutrition of poor and
vulnerable people; and (c) extent to which
activity increases national food security by
laptovinq food policies and management and
by strengthening national food reserves,
with particular concern for the needs of the
pOOt, throuqh measures encouraging domestic
production, building national food reserves,
expanding available storage facilities,
~educinq post harvest food 10sse6, and
improving food distribution.

(2) [104) for population planning under
Sec. 104(b) or health under Sec. 104(c): if
80, extent to which activity emphasizes
low-cost, integrated delivery systems for
health, nutrition and family planning for
the poorest people, with particular
attention to the needs of mothers and young
children. using par~medical and auxiliary
medical personnel, clinics and health posts,
commercial distribution systems, and other
modes of community outrearch.

(3) [105) for education. pUblic
administration. or human resources
development; if so. (a) extent to which
activity strengthens nontormal education,
makes formal education more relevant,
especially tor rural families and urban
poor, and strengthens management capability
of institutions enabling the poor to
participate in development; and (b) extent
to which assistance provides advanced
education and training of people of
developing countries in such disciplines as
are required for plenning and implementation
of public and private development activities.

NA

NA
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_
__-.6101'.,;1'....«...·_..• ~S

--_._--_.-------_...-----.~

[106·) for technica1 as. istance. .nervy.
i.reh. reconstruction. and selected
,l~"en~ ,~o~~,~s: 1~ 80. ,~~~n~ ac~~v~fr

(i)ea) concerned with data collectlo~

,Dc! .na~y.i8: "th6 trairiing of .kil~.~
pet.onnel. tele~rch on and dev.lop••~t
of suitable energy sources. and pilot
project. to test new methods of energy
r.raduction; and (b) facilitative of
re6earch on and development and use of
8mall-Bcale. decentralized. renewable
energy 80urces for rural areas.
emphasizing development of energy
resources which are environmentally
acceptable and require minimum capital
investment;

(ii) concerned with technical
cooperation and development. especially
with u.s. private and voluntary. or
regional and international development.
orqanizations;

tiii) research into. and evaluation
of. economic development processes and
t.echniques;

(Lv) ~econstruction after natural or
manmade disaster and programs of
disaster preparedness;

(v) for special development problems.
and to enable proper utilization of
infrastructure and related projects
funded vith earlier U.S. assistance;

(vi) for urban development, especially
small. labor-intensive enterprises.
marketing systems for small producers.
and financial or other institutions to
help urban poor participate in economic
and social development.

NA

NA

NA

NA

NA

NA

I
l
I.
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(5) [120-21J for theS~helian region: if NA
so. (a) extent to which there is
international coordination in planning
and implementation: participation and
support by African countriec and
organizations in determining development
priorities: and a long-term. multi-donor
development plan which calls for
equitable burden-sharing with other
donors; (b) has a determination been made
that ~he host government has an adequate
system for accounting for and controlling
receipt and expenditure of projects funds
(dollars or local currency generated
therefrom)?

. i ),.'Ac. fAA Sec. 107. Is speclal emphas s placed "
on use of appropriate technology (defined as
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. 281(bl. Describe extent to NA
Which the activity recognizes the particular
needs. desires. and capacities of the people
ot the country; utilizes the country's
intellectual resources to encourage
institutional development; and supports
civic education and training in skills
required for effectiv~ participation in
governmental and political processes
e&sential to self-government.

e. FAA Sec. 101(a). Does the activity give NA
reasonable promise of contributing to the
development of economic resources. or to the
increase of productive capacities and
self-sustaining economic growth?
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SC(3) - STANDARD ITEM CHECY.LlST

Liated belo¥ are the statutory items which
aoraally will be covered routinely in those
V~ovision8 ot an assistance agreement dealing
¥ith its implementation. or covered in the
ag~.e.ent by imposing limits on certain uses of
funda,

tb••• items are arranged under the qeneral
beadings ot (A) Procurement. (B) Construction •
• D~ (C) Other Reatrictions.

~. PROCUREMENT

1.

2 .

3.

4 •

s.

fAA Sec. 602(a}. Are there arrangements
to permit u.s. small business to
participate equitably in the furnishing
of commodities and services financed?

FAA Sec. 604{a}. Will all procurement be
from the U.S. except as otherwise
determined by the President or under
delegation from him?

FAA Sec. 604{d>.. If the cooperating
country discriminates against marine
insurance companies authorized to do
business in the U.S .• will commodities be
insured in the United States againrt
marine riSK with such a company?

FAA Sec. 604{e)j ISDCA of 1980 Sec.
705 {a} . I f non-U. S. procurement of
agricultural commodity or product thereof
is to be financed. is there provisio~

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.)

FAA Sec. 604(q}. Will construction or
euqineerinq services be procured from
firms of advanced developing countries
Which are otherwise eligible under Code
941 and which have attained a competitive
capability in international markets in
one of these areas? (Exception for those

Yes.

Yes.

There is no discrimination
against U.S. marine
insurance companies.

Yes

No.
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countries which receive direct economic
••• i.tance under the FAA and permit
United States firms to compete for
construction or engineering services
financed from assistance programs of
the.e countries.)

6. FAA Sec. 603. 18 the 8hippinq excluded No.
fro. compliance with the require.ent in
.ection 901(b) of the Merchant Marine Act
of 1936, as amended, that at least
SO petcent of the 9ros5 tonnaqe of
commodities (computed separately for dry
bulk carriers, dry cargo liners, and
tankers) financed shall be transported on
privately owned U.S. flag commercial
vessels to the extent such vessels are
available at fair and reasonable rates?

I

7.

8.

9.

10.

FAA Sec. 62~_{a). If technical assistance
is financed, will such assistance be
furnished by private enterprise on a
contract basis to ~he fullest extent
practicable? will the facilities and
resources of other Federal agencies be
utilized, when they are particularly
suitable, not competitive with private
enterprise, and made available without
undue interference with domestic programs?

International Air Transportation 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 a~~ilable?

FY 1987 Continuing Resolution Sec. 504.
If the U.S. Government is a party to a
contract for procurement, does the
contract contain a provision authorizing
termination of such contract for the
convenience of the United States?

FY 1987 Continuing Resolution Sec. 524.
If assistance is for ~onsulting service
~hrouqh procurement contr~ct pursuant to
5 U.S.C. 3109, are contract expenditures
a matter of pUblic record and available
tor public inspection (unless otherwise
provided by law or Executive order)?

Technical assistance will be
furnished by private enterpri
ses to the greatest extent pos
sible. with the exception that
the U.S.Dept. of Ag. will ptovide
specialized technical assistance
in agricultural data collection
not available from the private
sector and international research
institutions may provide addi
tional technical assistance.

Yes.

Yes.

Yes.
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CONSTRUCTION

1.

2.

3 •

FAA Sec. 601{d). If capital (L.SL.., Not applicable.
construction) project, will U.s.
engineering and professional services be
used?

FAA Sec. 611{c). If contracts for y- - es.
construction are to be financed, will
they be let on a competitive basis to
maximum extent practica~le?

FAA Sec. 620(k). If for construction of Not applicable.
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), or does
assistance have the express approval of
Congress?

c. OTHER RESTRICTIONS

"·1. FAA Sec. 122(b). If development loan Not applicable.
repayable in dollars, is interest rate at
least 2 percent per annum during a grace
period which is not to exceed ten years,
and at least 3 percent per annum
thereafter?

2. FAA Sec. 301(d). If fund is established Not applicable.
solely by U.S. contributions and
administered by an international
organization, does Comptroller General
have audit rights?

3. "FAA Sec. 620(h}. Do arrangements exist Yes.
to insure that United States foreign aid
is not used in a manner Which. contrary
to the best interests of the United
States, promoteD or assists the foreign
aid projects or activities of the
Communist-bloc countries?
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4. Will ar[angem,~nt8 t»reclude use of
tlnanclnq:

a. FAA Sec. 104ft}; ry 1987 Continuing Yes.
Resolution Sees. 525. 540. {1) To
~ay for performance of abortions as
a method of family planning or to
.otivat~ or coerce persons tc
practice abortions: (2) to p~y for
performance of involuntary
sterilization as method of family
planning, ?r to coer~e or provide
Cinanc1al incentive to any person to
underqo steri!ization: (3) to pay for
any biomedical research which
relates. in Whole or part. to ~ethods

or the performance of abortions or
involuntary sterilizations as a ~eans

of family planning: or (4) to lobby
for abe"rtion?

b. FAA Sec. 483. To make reimbucse- Yes.
bursements. in the form of cash
payments. to persons Whose illicit
drug crops are eradicated?

c. FAA Sec. 620(9). To compensate Yes.
owners for expropriated or
nationalized property. except to
compensate foreign nationals in
accordance with a land reform proqram
certified by the President?

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

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

f. FAA Sec. 636(1). For purchase. sale. Yes.
long-term lease. exchange or guaranty
of the sale of motor vahicles
manufactured outside U.S .• unles~ a
waiver is obtained?

q. FY 1987 Continuing Resolution Sec. Ye3.
503. 'T~ pay p~ns ~ons, ~n~u~ t i ~s.
retirement pay, or adjusted service
~9~~eQ6f~!or'for'mi~~tairrpefsOnne!7
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~r EX 1987 ContinUing ReJolution Sec. 505. Yes.
~o pay U.N. a ••••sm.rt•• 4rreataqes or
due.?

1. PI 1987 Continuing Resolution Sec. 506. Yes.
To catty out provisions of FAA .eetlon
209(d) (transfcr of FAA funds to
aultilatetal or9anization~ for 16nd1n9)1

J. FX 1987 Continuing Resolution Sec. 510. Yes.
To finance the export of nuclear
equipment, tuel, or technology?

k. PY 1987 Continuing Resolution Sec. 511. Yes.
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 1986 Continuing Resolution Sec. 516. Yes.
To be used for publicity or propaganda
purposes within u.s. not authorized by
Congress?



The following individuals contributed to the development of the Agri
cultural Sector Suppport Program.

U.S,A...1~ .
Mr. Russell B. Backus, Agricultural Development Officer, Office of

Agriculture and F~ral Development, (ARD), USAID/Pakistan
Mr. T.J. Byram, Chief of Party, Agricultural Data Collection. Food

Security Management Project
Ms. Marian Fuchs-Carsch, Consultant, Project Design, Project

Development and Monitoring (PDM), USAID/Pakistan
Ms. Susan Gant, Consultant, Training, ARD, USAID/Pakistan
Mr. Richard H. Goldman, Chief (A), ARD, USAID/Pakistan
Mr. Allen C. Hankin'3, Chief (Ret.), ARD, USAID/Pakistan
Mr. Ahmed Masood Khalid, Program Specialist. ARD, USAID/Pakistan
Ms. Mara Morgan. Design Manager, ARD. USAID/Pakistan
Mr. Grant Morrill, Assistant Project Development Officer. PDM,

USAID/Pakistan
Mr. Robert W. Nachtrieb, Chief. PDM. USAID/Pakistan
Mr. Shahid Perwaiz, Program Specialist. ARD, USAID/Pakistan
Dr. Zakir Hussain Rana, ProRram Specialist. ARD, USAID/Pakistan
Dr. Barry K. Primm, Agricultural Economist, ARD. USAID/Pakistan
Mr. Abdul Wasay. Economic Specialist. ARD. USAID/Pakistan

Dr. Jennifer Bremer, Economist, Robert R. Nathan Associates,
Washington, D.C.

Dr. Ray Hooker, Economist
Mr. William E. Scott, Economist, Agland Investment Services.

Larkspur, California



JOINT SECRETARY
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NO'3 (1 )U5- 1/8:
Government of P.kist.n

MINISTRY OF FINANCE AND
ECONOMIC AFFAIRS

<£CONOMIC AFFAIRS DIVISION)

Islamabad the. 24 ri- Sc:pre7.:Je:-.

ANNEX E

Dea. ~r. Staples.

As part of the understanding between our

Governments under tlle economic assistance programmes. the

Government of fakistan formallv requests USAID to provice ~"ree

hundred ml1liofi dollars (S 300.0~~.~00) r~rough a sector

activity to be kno~~ as the Agriculture Sector Sup~or: Progra~~e

(ASSP). The Agricultural Sector Suppor: Prograllll\e wia

C~f" ,
~----~--~~~: provide required support for Pakistan s agricultural sector anc

GSO

r-----~----~~P~[~~L-~ assist io improving Pakistan's balance of payments position.
PIlOl,,.."

2. It is cur understanding in United

suppcrt of the t ...<:I1O:'.:al assistance and tr3ioio£ compo:\ent only.

Fur rs FY 88/S~ an~ subsequent years. I understand that the

amount. type of ill'ports to be fin3ncec and levels of sector

grants will be jointly developed by both our governme~ts on

ar: annual basis.

3. The Government of Pakistan ass~res the [nitee

~llt

States Government of its full cooperation in carrying o~t

the Agricultural Sector Support Progra~me and looks forwarc

to a continued, combined. effort by both our Governm2nts

to yield J proJuctive assistance prosra~ne.

Yours sincerely,

<-' ~"'-'- /

( A. Ghafoor :firza )
~ ~ ~ v·

! " If...

~r. EugenE S. Staples
Director
rSAlD '!i!"<;i0!1



~.?-:~;==x F.--1

AGENCY FOR INTERNATIONAL DEVELOPMENT
ADVICE OF PROGRAM CHANGE

COUNTRY:

PROGRAM TITLE:

PROGRAM NUMBER:

FY87 CP REFERENCE:

APPROPRIATION CATEGORY:

LIFE-OF-PROGRAM FUNDING:

INTENDED FY87 OBLIGATION:

Pakistan

Agricultural S~ctor Support Program

391-0492

None

ESF

$600 million

$9 million

This is to advise that AID intends to obligate $9 million for the
Agricultural Sector Support Program (ASSP). This is a new program,
which was not included in the Congressional Presentation for FY87.
As shown in the Congressional Presentation for FY88, initial
obligation is being advanced from FYb8 to FY87.

The program will provide needed balance of payments support to the
Government of Pakistan and will lay the groundwork for sustained
development by encouraging the adoption of difficult but necessary
reforms in the agricultural sector. The program will address the
removal of policy constraints to expanded private sector
participation in agriculture, modernization of agribusiness, and
realignment of pricing to allow market signals to determine
investment and production. Over the initial three years of the
program, $330 million in commodity import program, sector support
grant, training, technical assistance, and other support will be
provided. Continuation of the program into a second three-year
cycle, with up to $270 million in additional assistance, will be
conditional on satisfactory progress on policy reform.
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ANNEX G
Page 1

DRAFT PROGRAM DESCRIPTION FOR INCLUSION IN TIlE
PROGRAM AGREe·IENT

A. Program Goal and Purpose

The goal of the six years $600 mi llion Agricul ture Sector Support
Program is to sustain economic growth in Pakistan through increased
productivity in the agriculture sector. The Program purpose is to provide
balance of payments support and remove key constraints to growth in the
agricultural sector.

B. Program Elements

The Agriculture Sector Support Program provides balance of payments,
budgetary, and institutional development support to the GOP under three
principal elements: a Commodity Import Program; Sector Support Grants;
and, Training and Technical Assistance. These three integrated elements
will establish a firm basis for sustained agricultural growth through
institutional and structural policy reforms.

1. Commodi ty Import Program

The Commodity Import Program will financ~ importation of
agriclll tural inputs (particularly fertilizers); conmodi ties and equipment
needed to support agricultural production, processing and marketing (for
example, irrigation equipment); agricultural commodities required for
local processing and consumption (for instance, wheat); and, machinery and
raw material needed by the local agribusiness (like agricUltural product
processing machinery). This element of the Program will also encourage
policy reforms specific to the imported commodities and equipment.

2. Sector Grants

Sector Grants will take the form of clirect cash transfers to
encourage adoption of major agricul tural policy refonns. The cash
transfers, placed in a dedicated account, would be used by the GOP to
finance its foreign exchange requirements. The cash transfers ""ill be
mirrored in a GOP provided rupee equivalent account which will be used for
mutaally agreed upon economic development activities.

3. Training and Technical Assistance

This component will upgrade the capabilities of public and private
institutions engaged in agricultural research, education and extension and
prOVide analytical support to the GOP for agricultural policy formUlation,
implementation and monitoring. The Technical Assistance and Training
component will have two distinct but interrelateJ clements:
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a. Sectoral Training : This will provide long and short term local
and overseas training to public and private sector professionals engaged
in agricultural and rural development and in national agribusiness as well
as visiting assignments for U.S. academicians in local institutions.

b. Policy Information and Management : The objective of this
aspect of the Program will be to provide analytical support to
agricul tural policy formulation, implementation and monitoring processes.
Analytical studies would be undertaken to address removal of distortio~s

in input and output prices; deregulation of production, processing and
marketing of agribusiness; elimination of subsidies in agriculture and
such other mutually agreed upon areas. The analytical content of the
Program will be reinforced by the con~inuation in expanded form of
agriCUltural data collection, economic analysis network and post harvest
management activities initiated under the Food Security tfanagement (FSt·1)
Project.

C. Implementation Plan

1. Implementation Schedule

To initiate training and technical assistance activities, $8.9
million will be obligated for U.S. fiscal year 1987. Subsequently,
implementation will follow annual cycles where level of annual funding
would be determined on the oasis of GOP balance of payments needs,
progress in implementing agricultural policy refolrns and effectiveness in
allocating generated local currency to mutually agreed upon development
activities. Until U.S. FY 89, the Program will be closely coordinated with
the FS~1 Project after which all F~1 activities will be incorporated into
the Program. Indica t ivc schedule of Program obligations is as follows:

INDICATIVE SQlEDIJLE OF OBLIGATIONS
(~fillions of U.S. Dollars)

1987
U.S. Fiscal Year

1988 -1990 1991-93 Total

Commodity Import Program
Sector Grants

Technical Assistance &Training

Total

o
o

8.9

8.9

135
135

51.1

321.1

135
135

o

270

270
270

60

600

2. A.I.D. Responsibilities

A.r.D. will be responsible for: (a) contracting technincal
assistance; (b) arranging for short and long-term incountry and overseas
training; (c) procuring vehicles, computers and such other agricultural
commodities and equipment as may be mutually agreed upon bet~~en the two
Governments.
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3. GOP Responsibilities

Given the broad dimensions of the Program, the Economic Affairs
Division will convene quarterly meetings attended by representatives of
Food &Agriculture, Finance, Industries and other related GOP Divisions to
discuss Program development and implementation. The Secretary, Food &
AgricUlture Division, however, will serve as the single overall Program
counterpart. The GOP counterparts for each Program element will be as
indicated below and others as GOP and USAID may agree to in writing.:

Commodity Import Program

Sector Support Grant

Technical Assistance
and Training

Joint Secretary (Inputs)
Food & Agriculture Division

Joint Secretary (External Finance)
Finance Division

Additional Secretary
Food and Agriculture Division

The GOP counterparts would be responsible for (a) all aspects of the
implementation of the assigned Program element; (b) providing adequate
counterparts to work with consultants; (c) liaisoning on a day to day
basis with A.I.D. representatives and visiting consultants; (d) and,
procuring commodities and equipment as may be mutually agreed upon between
the two Governments.
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This annex describes a system for assessing progress on poiicy
reform and translating this assessment into a leve~ of program
assistance funding. This method has been developed to meet the
special needs of the Agricultural Sector Support Program. Further
negotiation with the GOP is necessary. however. to determine whether
this system will be used in implementing the ASSP or whether the
situation requires a more informal method or another approach
altogether to completing the annual assessment leading up to
amendment of the PAAD and ProAg.

The method described here is consistent with the overall procedure
described in section III, in which a set of action benchmarks is
negotiated with the GOP, consist1ng of a list of reform actions ~o

be undertaker. in a giver. year. with each reform ~eing ranked by AID
as a high-priority or medium-priority action. A more general list
of possible future reforms may also be included in the initial
agreement, and updated annually, as an aid in identifying desirable
policy actions that have not yet been agreed upon by the GOP. An
initial listing is presented at the end of this annex.

Experience in other countries strongly confirms the importance of
clarity and unambiguity in defining both the policy changes desired
and the level of performance required of the host government in
implementing them. At the same time, the agreed-~pon agefida must be
sufficiently flexible to remain valid in the face of unforeseen
circumstances and to reflect unexpectedly rapid progress by the GOP
in implementing important reforms in other areas. The procedure
described her~ represents a compromise between these two potentially
contradictory 2i~s. It provides a quantitative ranking system, so
that both the GOP and AID can readily assess what is expected and
wha~ has bee~ achieved. but also allows for flexibilty in selecting
from among a set of policies to be implemented during a specific
time period.

In the me~hod proposed here. the annual assessment will have three
steps. In the first step. AID and the GOP will determine whether
the refcrms in the action set have bee~ implemented and whether, in
addition. any oth~r reforms have been implemenTed. Where additional
reforms are identified. AID will determine whe~her these actions
should be considered high-value or medium-value reforms. given their

.importance for overall progress toward the reform program's goals
and the perceived difficulty of the actions ~aken.

In the second step. the level of perform5n~e will be translated into
a quantitative score, by adding up the value of the reforms
implemented during the year, as follows:

High-value reforms:
Medium-value reforms:

_ l,; _, _
;.,; .L

5 points
3 points



If a reform has been. implemented partial h', AID may choose to award
partial credit.

The somewhat unusual procedure 0f ranking specific policies has been
developed to address two concerns:

1. While it is expected that the GOP will implement most of
the reforms on the action list, it is also recognized that
circumstances may prevent full implementation of every
reform agreed to during the year under assessment; at the
same time, there must be an agreed-upon dividing line
between adequate and inadequate performance.

2. While emphasis should be given to the reforms specifically
agreed to and included in the PAAD action list, it is
highly desirable to be able to reward the GOP for moving
more rapidly than expected in other areas.

Each year. the value of reforms actually implemented will be
assessed relative to the value of reforms agreed upon in the action
set, in order t.o determine whether the progress made during the year
merits continued program support. For the first two years,
performance would be considered 2gegUgte if the total value of the
reform~ reached at least 50 percent of the value of the reforms in
the action set. This target would be reassessed during the
mid-program evaluation.

In the third step of the assessment, the level of performance would
be translated into a pr0gram assistance level. As the total score
translates to a total :ie·.;el of assistance. it is not necessary to
assign do:lar values to individual actions. As the example given
below indicates. 2 given score can be achieved by many different
combinations of r~for~ 3~tions. While the overall level of assis
tance will be subjec~ to negotiation and will be affected by program
ming consiciera~ions ,Jr. both the AID and GOP sides, regardless of the
assessmen~ met~od used. the 0verall relationship between performance
and funding level~ ffiay be depicted as follows:

fLQgL~m_h~~i~~~ng~__
CIP SG TATA Total

($ million)

50% of actiof,3 ~aken (adequate performance) 50 0 10 60
70% ()+' acti0ns ~ak€n 50 25 10 85• .1

90~. c~f actions t.aken 40 50 10 100
100% of actions taken 30 60 10 100

This funding level would then serve as the provisional funding level
to be used in negotiating the next year's action list and finalizing
the funding level for inclusion in the PAAD and ProAg amendments.

An example may help to clarify how the action benchmark system will
work. The draft acti0n benchmarks for FY88. presented in section
III of the text, include three high-value reforms and five medium-
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value reforms. If tpe GOP implemented all of these reforms, it
would receive a total score of 30 (three high-value reforms at five
points each plus five medium-value reforms at three points each).
The GOP's performance would be considered adequate if it implemented
reforms worth a total of 15 points (50% of 30), which it could
achieve in a number of ways, including the following:

o implementing all three high-value reforms (3 Yo 5 = 15);

o implementing all five medium-value reforms (5 x 3 = 15);

o implementing one high-value reform and four medium-value
reforms (1 x 5 plus 4 x 3 = 17); or

o implementing two high-value reforms and one medium-valu~

reform plus taking an additional high-valued measure not
included on ~hat year's ac~i0n list (2 x 5 plus 1 x 3 plus
1 x 5 = 1S).

These levels of performance would all result in the same provisional
funding level as the basis for finalizing the annual negotiation,
that is, $60 million, excluding the TATA ~omponent. Reforms
totaling 21 points (70% of 30) would earn $85 mi:lion ($75 million
plus $10 million of TATA) , and reforms totaling more than 27 p0ints
(90% of 30) wouid earn the full $100 million, with an increasing
proportion of sec~or grants to reflect better performance by Lne GOP.

The actual level of a5sis~ance programmed would depend on the GOP's
commi~men~ to ccntinued progress in the coming year and missio~

pr0gramming consider2tions.

Based on inf0rmation available as of April 1957, the following
p0licy reforms are view~d as n~cessary or desirable actions to
promote imprcved food security and rural incomes in Pakistan. Full
(and, where appropriate, partial) implementation 0f any of these
reforms by the GOP will therefore be viewed by AID as contributing
to a positive assessment of GOP performance in agricul~ural policy
reform f0r t.he purpose of determining the level of sector grants and
commodity import funds to be allocated under the ASSF. This list is
illustrative rather than all-inclusive: other peliey reforffi actions
taken by the GOP over the course of the year ~ill also be considered
in making the assessment, on a case-by-case basi5.

Reforms are idE-fit i f i~d '-tS high._Y9.1~~ ,"'Ir m~4i!'!r,-,_yglli~, based on AID J S

assessment of the~ ~ potential contribution to agricultural growth
and the difficul ty 'J~ implementing them. as ir.dicated by' "W' or "M"
following the reform. If a quantitative ranking system is used,
implementation of a large reform (e.g., complete removal of
subsidies on phosphatic fertilizer) w~uld be considered equal to
several separate actions. Ccnversely, partial implementation of a
high-valued reform may also be con3idered equivalen~ ~o a medium
reform.
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a. Subsidies

Reduction of the subsidy on phosphatic fertilizers:

to 75% of its 1986 level (M)
to less than 70% of its 1986 level CHl

Reduction of the subsidy on potassic fertilizers:

to 75% of its 1986 level (Hl
to less than 70% of its 19R6 level (H)

Remov.:lI of 1 imi ts (Ill g~ographi.cal markl;~ting of fert.il izer
(H)

Open private secto~ importation of potassic/phosphatic
fer:'il izers nn

Eliminate restrictions on private sector production (M)

Implement a disLribution system for fertilizer resulting in
the private ~ector r0ceiving more than 80% of the total (M)

WiLhdrawal of pr0vi~cia~ marketing organizations from
f""rtili:::e1' (H',

End subsidy 0~ private sector pl~nts (M)

Div~s~ of state-owned production capacity:

Divest
Divest
[}ives~

ar.y
. i 1O .. .J..

of .;:quity in
single plant.
plants (H)

any
~ H J

single plant (M)

Implement a reserve st.ock pol icy b3:3t?d -)n 1 E.% or less of
national demand for nitrogen and 25% or l~ss of national
demand f01' phosphorus (M)

2. Wa1&1:

Increase O&M expenditures to meet full technical require
ment on gravity systems {H}.

Increase O&M expenditures to meet full t.echnical require
ment on tubewell systems (H).
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Increase farmer water charges on gravity systems to meet O&M
costs (M)

Increase farmer water charges on gravity systems to meet O&M
costs and 50% of capital costs (H)

Increase farmer wa~er charges on tubewell systems tv mee~

O&M costs (H)

Increase electricity rates to sam~ level as non-agricultural
users (H)

Elimina~e subsidy on tubewell installation (M)

Eliminate subsidy on electrification of ~u~ewells (M)

Privatize public sector tubewells:

Privatize at least 50% of capacity (M)
Privatize all of capacity (H)

Establish a nati0~al policy cla£3ifying seeds as
agribus~n~ss (Mi

Revise the national seed law to encoura~e private sector
investment and provide appropriate protections for
consumers (H)

Remove seed production from list of inv~stments requiring
sanctioning (M)

Eiimiuate import tariffs for genetic material (M)

Denationalize provincial seed companies ~H)

Eliminate subsidy on public sector seed (M1

a. Identify and implement 3 program to prcmcte rural savings (M)

b. Reduce subsidized credit:

Raise interest rates to level necessary to cover costs
of administrdtion (~i
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Raise int~rest rates to l~vel of comm€~cial credit (H)

Eliminate sanctioning for agribusinesses:

Eliminate sanctioning for selected major production and
processing categories (M)

Eliminate all sanctioning requirements (H)

Eliminate import controls/tariffs for materials used in input
distribution (pa~kaging, etc.) and processing of ~gricultural

products (H)

Rationalize policies on indigenization and royaltje~ to
facilitate tech~01ogy transfer (M~

Increase re]~ase price to C0Ver 90% cf marketing cos~s

(including procurement) or to market price. whichever is

Introduce sys~em of state pr0curem~nt through tenders at
op~:-. p!'i c::€: • ~

C~!"lduct 50 pe rcerJt. rel~a5es on auction basis (H)

In:-re03e O&M (:xpend i ture::; .jfl Pl". ""in,:-i :":1. t.:areh...-,us~s to full
tectni-:~l r~q~:iremen~ (-M~

Denati0~ali=e 58 percent of prOVincial ~eed Department

Maintain du~y on edible oil imports ~t level consistent with
long-run price trend in international markets (do not
cv~rprctec~ ~r re5~cr~ subsidy if prices rise) (M)

Announce p01icy sUPP0rting establishm~nt of a futur~s market
f~r edible oil. if i~ is found to be consistent wit~ Sharia
0-1)
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Remove tariffs on equipment needed to establish new private
processing ~lants (M)

Remove sanctioning requirements for construction vfnew
private sector processing plants or expansion of existing
plants (M)

b. Public sector 12rod~£tiQ!!.

Denationalize Ghee Corporation processing capacity:

Announce policy of denationalizing (M)
Denationalize 25% of capacity (H)
Denationalize all of capacity (H)

Redu~e operating subsidy to GCP by 50% or more (M]

B~ild no new Ghee Corporation facilities and do n0~ expand
or update existing plants (M)

Bring ~rice to mills into line with World Bank's estimated
long-run equilibrium price for world sugar (H)

RemoVt marketing controls on farmer marketing of sugarcane (M)

Increa5~ budget for research ~o 10 perce~'

budge~ f0r educational and re5earch instit
: total operating

- .. ·jflS (H)

,..
"- .

Restructur~ provinc~al educa~ion. research. and extension netwo~k

in at least 0ne province into single organi=ation (H~

Adopt p,)licie5 to encourage private sect0r exten~ion (directly or
indi rectly) (1)

I~crea5~ budget for basic crcp data c0l1~cti0~ and rep0rting by
at least 50% (M)

Establish regular and timely publication
~nd marketing da~a and forecasts (M)

price,

integrate data ~ol]ecti0n activiti~s und~r ~he umbrella of one
national ~rgdn12ation (M)

Establish r~g~l&r budget for economic and p01icy analysis in
MINFAC (Mi

Instituti0nalize EAN wi~hin MINFAC by cre&ting ~(-si~i0~S a~d

staffing theffi (M)

- H-7 -



ANNEX I.t

PUBLIC FINANCE

Ourin6 the 19805, combined expenditure5 by the federal and provincial
governments were growing at a faster rate than growth in GDP. Such
expendltures, as shown in Table 1.1-1, amounted to 25.1% of GDP in
1986 with the ratio growing at an average of 0.4 percentage points
annually, 1980-86. Comblned revenue -- tax. non-tax, and the surplus
from (public) autonomous bodies -- grew at the same rate as GOP. The
overall deficit was thus rising relative to GOP, increasing by an
average of 0.4 percentage points annually over the period. The defi
cit was 30% of total expenditures in 1986. This proportion was rising
by an average of one percentage point annually, 1980-86.

About 48% of the total deficit was financed from external sources in
the early eightie~. Thi3 proportion fell sharply, to 14% in 1985 and
to 23% in the following year. To keep bank financing down, the GOP
promotec the sale of debt instruments to the non-bank public at very
attractive rates. The promotion was very successful; many bonds were
sold, which increased total internal debt by 227%, 1980-86 (Table
1.1-11). In 1986 alone. such debt increased by Rs. 8 billion. Growth
in unfunded debt was especially rapid over the period, ~ncreasing by
467%, 1980-86. Consequently. non-bank (domestic) borrowing has been
growing very rapidly, financing 10% of the deficit in ~980 and 65% in
1986. Bank financing has been falling, from 43% of the deficit in
1980 to 12% in 1986, after a jump to 51% in 1985 (Table 1.1-11).

Note that th~ trend of developmen~ expenditures as a share of total
budgetary expenditures was falling in the eighties (Table 1.1-1) and
that the corresponding trend for current expenditures was rising. The
average growth rate in curre~~ expenditures over the period was twice
as fast as development expend~~ures. Current expenditures, in nominal
terms, grew at an average annual rate of 18% during the eighties,
while developmen~ expenditures grew at a rate of 9%.

The falling trend of the share of development expenditures reflects in
some degree the stated Government policy of relying more and more on
the private sec~or for investment and participation in economic devel
opment. It al~o reflects the rapid growth in defense and interest
costs. Note that thE proportions of both defense and interest ~xpen

ditures to to~al exp~nditures were rising. 1930-86, with the increase
in interes~ especially large (Table 1.1-1111. The prop0rtion for sub
sidies was abcut constant, 1981-86. The three together accounted for
a rising share in total expenditures, reaching 48% in 1986 and to
about two-thirds of total current expenditures. After meeting these
claims on governmefit resources, the resources available for the
provision of social ~ervices (educ&tion and health) and physical
infrastructure are very limited.

With regard to interest expense, growth in iJlterest on external debt
was substa~tially lower than growth on domestic debt. Thus, in cur
rent Pakis~aoi rupees, interest on external debt iocreased from Rs.
2.4 billion in 1980 tv Rs. 6.3 billion in 1986. an increase of 163%.
Interes~ on domes~ic debt increased by about 430%, from Rs. 2.5 bil
lio~ to Rs. 13.2 biilion during the same years (Table I.I-IV;.
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TABLE 1.1-1
SU""ARY OF PUBLIC FINANCES IN Rs. "fLLfONS

(CONSOLIDATED FEDERAL AND PROVINCIAL 60VERN"ENTSI

1980 1981 1982 1983 1984 1985 1986 1987
(P.A.I (R'YII,dl(Bud"tl

:=============:==:===:==:~=========::======:=:===::=======:==========:a================::zz:======a:===::===

REVENUE 38,502 41,002 51,931 '9,181 72,290 11,.03 90,036 103,334
hx 32,507 38,846 43,010 49,029 53,646 55,963 61,169 66,655
Non-hx 5,995 8,156 8,927 10,152 18,644 21,440 28,867 36,719

SURPLUS O~ STATE AUTONO"OUS 80DIES 1,464 2,019 '.909 2,286 2,565 2,639 3,411 3,724

EXPEND ITUF:tS 54,629 63,639 71,013 87,121 IOO,OC2 116,819 132,894 153,654
Current ... 35,541 40,318 46,370 59,686 73,411 85,270 97,767 109,464
Devel"pler.t 19,082 23,321 2~,643 21,435 26,591 31,549 35,127 44,190

OYERCtLL OEF ICIT lI4,6631 (J ~ ,61BI (11,1741 125.6541 (25,1471 (36,7171 (39,4471 146,5561

Ffli~NCIN6 (NEn 14,6b3 14,618 11,174 25,654 25,147 36,777 39,447 46,55b
External (Netl 6,951 6,997 ',345 ',162 ',ClClI 5,169 9,008 15,309
DOlest! c :Non-Bani! 1,407 5,L36 6,31J 14,368 %2,280 12,B7J 25,682 26,487
hn~lng Syste, l!,JOS 2,355 5,516 6,124 7,866 18,735 4,757 4,760

ftF."ORANDU~ ITE"5:

DO"ESTIC BAN~ FINANCING 7,369 b,SO? 6,576 9,690 6,608 18,C24 4,720 7,564
Budgetaiy Support tf 6,30' 2,355 5,516 b,124 7,866 18,735 4,757 4,766
COllodjty Operatlonstft 1,054 .,141 1,(lbO 31566 11,2581 I7lJ 1 1371 2,798

&DP (AT CUR~£Nl "~RrET PRICES 234.' 218.0 :J21.9 36~.2 418.2 469.9 526.5 593.3
IN Rs. BILLIONS!

AS ~ OF GDP ~T "ARKE~ PRICES
faY li~\"er.ue 13.9 14.0 13.4 U., G.a 1l.7 11.6 11.2
Total Rev~r.ue 16.4 16.9 16.1 Ib.J ,'" -:- 16.2 17 .1 17.4i I. J

Autonolous &OdlfS O.b 0.7 0.6 L;; 0.6 0.5 0.6 0.6
Expencll tures 23.3 22.9 22.1 24.1 23.9 24.4 25.1 25.9
Over all Deil Cl t 6.3 5.3 5.3 7.1 t.O 7.6 7.4 1.8
DOlestlc Ean~ FInancing 3.1 ') ~ 2.0 2.7 1.6 3.7 0.8 1.3L • .....

of whIch: &udgetary Support 2.7 O.B 1.7 1.7 1.9 3.9 9.9 0.8
DC'flstH jHon-bar.~; 0.6 1.9 2.0 4.0 2.9 2.7 4.9 4.5
External 3.0 2.5 1.7 J.4 1.2 I. 1 1.7 2.6

:=~~==::=:=============:=====~===~===:=:===========:===========2===========:====:====~===:====~=a========:==

P.A. : ProvisIonal Actuals
.Dlffers frOI the st~ndard presentatIon in that SUbSldl's In the ADP ar~

~lasslfled as current rather than develop.tnt expenditures.
ttDif4ers fro. lonetary statIstIcs due to coverage and tIlIng.
ttfFells outSide of 60vernlent 5 defICit finanCIng fro. the ban~lng 5vste,.

Source: Pakistan Budget~. 198b-57, 60F, p. 4~9.
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TABLE 1.1-11
INTERNAl DEBT OUTSTANDIN6

(END OF PERIOD IN RS. ftllllONSI

1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86
:.:=:::::::a::::::::::::::======::===z==::s::::=:a::==:==================::=a=:=c:======:::==

PERftANENT DEBT 20,942 20,995 24,763 31,761 36,018 36,835 56,709

Prize Bondi 1,290 1,576 3,542 9,279 13,538 13,884 16,322
SPIClil Nit10nal Fund Bonds 13,666
81arlr National fund Bonds 1,522
Foreign Exchangl Blirer 2,376

terti fiCite
"irket lOins 18,911 18,682 19,704 20,219 19,513 1',374 18,611
Incole hx Bends 38 33 31 30 25 24 23
6oyp.rnll!nt Bonds 703 704 703 710 715 716 117
Govern.lnt Bonds for State 766 1,506 2,194 2,786 3,417

Life Insurance Corp.
lind Reforl Act, 1977 11 17 33 51 55

flOATING ~E&T 29,998 30,771 40,334 48,395 56,'40 12,830 86,996

Ad hoc Treasury 81l1s 21,30~ 21,406 30,426 22,886 32,120 50,636 55,736
for Mays a~d "eans

Treisury Bills on TiP 5,415 5,966 5,704 20,34B 20,1 44 17,633 26,637
Govern.ent Treasury 3,279 3,405 3,504 4,530 4,188 4,141 4,273

DepOSIts ReceIpts
Ad hoc Treisury Bl1]s for 700 630 490 420 350

Capital Investlent in
PakIstan RaIlways

UNFUN~ED DEBT SCHEftES 9,542 10,711 13,'92 21,511 29,725 40,251 54,070

Defence Saving/NatIonal 6,107 6,857 ',054 12.971 11,887 24,365 37,837
Deposlt/khas Depositl
Pruiul Savings
Certl flcates

rhiS Deposit Accourt/ 3.042 3,40B 4,422 7,95& 11,090 14.881 15,048
NatIonal Deposits/SaVIngs
A(count/Flxe~ DepOSIt/
"ahana Aldanl/Speclal
Sivings AC([iunt

Posta! LIfe Insurance 393 446 516 642 148 1,005 1,185

GRAND TOTAL INTERNAL DE6T 6{1,482 62,483 79.089 101, i27 122,6B3 149,91e 197,775
::::::::::::::::::::::::::::::::::::::::::::::::::::::::a::=:=::::=:=========:===::===:=:=:=:

Sourci: PakIstan 8udgets, 198b-B7. GOP, Siptelbif 1986. p. 63.
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TABLE 1.1-111
STRUCTURE OF CONSOLIDATED GOVERNMENT (FEDERAL

AND PROVINCIAL) BUDGET, PFYs 1980-87

Expenditures (Rg, billions)

De- In- Sub- Sub- Other Current Devel-
rFY fense terest sidies Total Current Total opment Total

1980 12.7 4.8 7,0 24,5 11.0 35,5 19.1 54,6
1981 15,3 5,9 5.4 26.6 13.7 40.3 23,3 63,6
1982 18.6 7,7 4.3 30.6 13.9 44.5 26.5 71.0
1983 23,2 11. 1 4.8 39.1 18,6 57.1 29.4 87,1
1984 26,8 14.1 6.1 47.0 26.4 73.4 26.6 100.0
1985 31. 9 16,5 6,9 55.3 28.5 83.8 33.0 116.8
1986 35.0 20.3 9.1 64.4 30.3 94.7 38.2 132.9
1987 38.6 22.0 9.5 70.1 37.5 107.6 46.1 153.1

Percent of Total Expenditures (% )
A+B+C

De- 1n- Sulr Other Gurrent Devel- as % of
PFY fense terest sidieE A+B+C Curr~nt Total opment Total Current

A B C D E F G H I
1980 23 9 13 45 20 65 35 100 69
1981 24 9 8 42 22 63 37 100 66
1982 26 11 6 43 20 63 37 100 69
1983 27 ' ':l. 6 45 21 66 34 100 68J. ....

1984 27 14 6 47 26 73 27 100 64
1985 27 14 6 117 24 72 28 100 66
1936 26 J 5 "7 48 23 71 29 100 68,
1987 25 14 6 46 24 70 30 100 65

Source: Pakis~an Budgets, 1986-87, Table 3, p. 58. Subsidies are
from Table 4, p. 432. "Other Current .. is a residual. Figures
for 1985 are provisional actual; 1986 are revised estimat~s;

and 1987 are budget figures.

Subsidies on wheat and sugar, fertilizer. c~.J exports are shown in
Table I.1-V at Rs. 3.8, Rs. 3.0 and Rs. 2.1 billion respectively,
These accounted for practically all th~ "direct" subsidies in 1986.
Subsidies on edible oil were Rs. 2.25 billion in 1985 but were zero
in the following year because the price of edible oil dropped sub
stantially in international markets and the dom~stic prices of edible
oil were decontrolled. The sudsidy f0r wheat and sugar increased
sharply in both 1985 and 1986 and a further increase is budgeted for
1987. Due to poor crops in 1984 and 1985, wheat was imported in both
years but the record crop in 1986 resulted in record government pro
curement. Fertilizer subsidie3 were up sharply in 1986 as offtake
moved up rapidly but the subsidy is budgeted to fall sharply in 1987
as the price of nitrogenous fertilizer was derregulated. With
respect to revenue, customs duties is the largest source, followed by
excise taxes. These two sources yielded 49% of total revenue
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TAIlE I.I-IY
DEBT SERYICING IN RS "llllOW

1979 1980 1981 1982 1983 Its4 198' 1986 1987
IP.A.I Revlstd Budget

Inter,st on both Dal,stic 3,834 4,870 5,631 7,21tO 10,624 U,591 15,930 19,507 21,2'4
And Foreign D'bt

Inter,st on DDltstlC D,bt 1,826 2,494 3,351 4,490 6,249 8,443 10,067 13,246 14,747
Inttr.st on For.ign D.bt 2,007 2,375 2,280 2,270 4,375 5,148 5,863 6,261 6,547

Foreign lOins 1,536 1,703 1,607 1,336 2,197 2,817 3,114 3,758 4,241
I"F Drilnngs 331 253 253 562 1,295 1,520 1,~ 74 1,768 1,504
Food Cr'dit/Short Terl 140 419 419 872 883 811 175 734 803

Barraingl

R,piYlents/Alortizitlon 2,505 5,604 3,633 5,918 8,734 8,618 9,031 IJ ,065 10,637

For.ign LOins 1,479 2,660 2,313 2,412 3,19. .,359 5,237 7,397 8,245
food Credits 1,026 2,945 1,320 3,486 5,540 4,259 3,794 3,608 2,322
PArtition Debt 70

TOTAL DEBT SERVICING 6,339 10,474 9,264 U,178 19,357 22,209 24,962 30,572 31,931
=====================::=================================:s:===================================a==:::======

TABLE I.I-V
FEDERAL AND PROVINCIAL 60VERN"ENT SUBSIDIES IN RS "JLLJON

1977 197B 1979 1980 1981 1982 1983 1984 1985 1986 1987
IP.A.I Rev. 8udg.t

Wheat and Sugar l,09t l,b3il 2,524 1,777 1,135 1,303 1,160 1,282 2,889 3,810 .,064
Edible Oils 577 8B4 583 1 - 1,485 2,25('
FertllJar 381 617 1,692 2,45. 2,.57 1,794 1,948 1,466 1,501 3,041 1,842
Plant Protection, 485 523 267 218
Pest. , EqUip.

Tube.el Is 48 20 24 22 20 24 24 16 18
Export Subsidies 500 556 70S 1,153 1,390 1,694 2,143 2,208
Pptroieul PrOG.' 4 400 424 48(1 450
Others" 538 414 94 639 28 28 267 207 222 lOS 1,321

TOTAL 2,428 3,290 6,030 7,024 5,378 4,333 4,779 6,134 6,861 9,115 9,453
t of Cur. Exp. 12.05 12.88 19.77 19.76 1l.33 9.34 8.00 8.35 8.05 9.3~ 8.63
1 of 6DF- 1.62 I. 86 3.90 2.99 1.93 I. 34 I. 31 1. 46 1.43 1.73 1.59

================================================================================~====================

'Includes only direct subsidies ind excludes refund of surcharges on pitroleul pro~ucts.

fflficluoes losses of Cotton Export Corpor.tion of Rs 575 lillion In 197~-90 and Rs 2,20B Illiior. in 1966-87.
P.A.- ProvISional Actuals
Source: P.klst.n Budgets! 1986-87, 60P, Septelber 1986, p. 432.
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(customs duties. 31%; excise taxes, 18%) in 1986. And these two
sources, along with ~ale5 taxes and income/corporation taxes accounted
~or 65% of total revenue. From 1980 to 1986, the yield from custom
duties increased 93% and receipts from excise taxes increased 50%
(Table I.l-VI). The excise tax on tobacco is the largest yielder of
the excises, accounting for ene-third of total excise yield. Sugar is
next, then cement and POL products. These four excises accounted for
70% of the total revenue generated by the excise tax in 1986.

Non-tax revenue has b~en growing substantially faster than tax
revenue. While the former accounted for 16% of total revenue in 1980,
this increased to 32% in 1986.

TABLE 1. I-VI
SUMMARY, CONSOLIDATED FEDERAL AND PROVINCIAL GOVERNMENTS

REVENUES BY SOURCE

RevenuF S·)U rce (Rs. bi 11 ions) To~al Revenue (Rs.billi9~

Tax Non-Tax TQtal

32.5 6.0 38.5
61. 2 28.9 90.0
66.7 36.7 103.4

74 382 134

IncomE:/
Corpor- Sub-

PFY Customs Excise Sales atiQD Total

1980 14.3 10.5 2.4 5.2 32.4
1986 27.6 15.8 5.0 9.7 58.1
1987 29.2 16.8 5.7 11.0 62.7

Increase,
1980-86 (% ) 8. 50 108 87 79

Percent of Total Tax Revenue (% )

1980 44 ') .-. 7 16 100J£.

1986 45 26 8 16 95
1987 44 25 9 16 94

Percent of Tot-al Revenue (% )
1980 37 27 6 14 84
1986 31 18 6 11 65
1987 28 16 6 11 61

84
68
65

100
100
100

Sour2e: Pakis"tcn Budgets, 1986-87, Table 2, p. 430. Figures for
198 7 3re budget figures.

In summary, the Govern~ent budgetary position has been deteriorating
during the e.ighties. Expenditures have been growing at a faster rate
than receipts, resulting in a budgetary deficit which is increasing
relative to GDP. Projections of the budget deficit, assuming his
toric r3tes of growth in receipts and expenditures, suggest that the
deficit will grow to some 100 billion rupees by 1993 (See Figure
1.1-1). If current trends are not reversed. the domestic debt ser
yicing requirements of the GOP will increase to uncomfortable
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levels. The current budget is growing twice as fast as the develop
ment budget. To help-keep down domestic bank financing of the defi
cit, the Government promoted, by offering very attractive rates, the
sale of debt instruments to the non-bank public. Domestic non-bank
debt has increased very rapidly as has interest cost. The latter,
along with defense and subsidies, now accounts for almost 50% of
total budgetary expenditures and two-thirds of current expenditures.

The non-bank borrowing mode of "mobilizing domestic resources" has to
be considered as a stop-gap m~asure. More fundamental changes in the
revenue, and expenditure in public finance, on both the receipts and
expenditures sides, are required. In his budget address (May 29,
1986) the Federal Finance Minister noted that the newly established
National Taxation Reform Commission had just submitted an interim
report but not in time to incorporate much of it in the 1986/87· bud
get. He noted that the Government would study the Commission's
recommendations in depth and then initiate basic long-term reform of
the taxation system. The Minister has since hinted that a new, broad
ba3ed sales tax will be introduced.

The promised reform should include a rationalization of duties,
tariffs, and taxes to reduce the protection now accorded a number of
mature industries. However, attention to the expenditure side is
just as important. Budgetary (and economic) performance can be
improved by hastening the denationalization and deregulation process
to reduce expenditures, including those for subsidies, and to improve
economic performance.
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MlliEX_I~

EXTERNAL SE~TOR

International trade is an essential part of Pakistan's economy; im
ports and exports of goods and services were equivalent to 23% and
18% respectively of GNP in 1985. Yet, the country's balance of
payments is structurally weak due mainly to a lack of export
diversification and a heavy reliance on remittances from Pakistani
workers abroad. Two primary commodity exports --cotton and rice-
account for a large proportion of export earnings. However,
receipts from these two sources are subject to sharp fluctuations.
which reflect wide variations in domestic production and the
volatility of international prices for these commodities.

A large proportion of manufactured exports consists of cotton-based
textiles and yarn, which ~re also affected by variations in domestic
cotton producti0n, international prices for raw cotton, and protec
tionist measures in some major export markets. While there has been
some progress in export diversification, manufactured exports have
not contributed to a substantial widen~ng of the export base. This
situation is largely a consequence of the protectionist policy that
has been pursued in recent years to promote import substitution.
This protectionism shields industries from foreign competition and
reduces incentives to keep production costs down and to produce
quality products.

Ibg_lK~gg_~~£Q~n!. Growth (current dollar value) in both commodity
exports and imports was very slow during the 1980s. There was, how
ever, a tendency for export growth to be marginally less than that
for imports. Consequently, there was a trend for the trade account
deficit to rise. The variability for exports was much greater than
for imports. For the 1981-86 period, the deficit in the trade
balance averaged $3.2 billion annually (exports $2.6 billion and
imports, $5.8 billion) with commodity export earnings amounting to
45% of the commodity import bill (Table 1.2-1). Since annual
movements in imports and exports tended to move in the opposite
direction, 1981-86, the year-to-year variability in the trade
account WaS greater than the variability of either export receipts
or import costs.

A large percentage of Pakistan's exports are raw agricultural com
modities or products derived directly from agricultural commodi
ties. Thus, for the 1983-85 period. exports of cotton (raw, yarn
and cloth), rice, carpets, leather, guar and products, wool. fish,
and fish preparations yielded 56% of total export earnings. Table
1.2-11 shows the proportion of major agricultural exports to total
exports on an annual basis, 1980- 1985. The share in total export
earnings of raw cotton, rice (both basmati and other), rugs and
carpets, and raw wool was falling while the share for cotton yarn,
cotton cloth, raw wool, fish, and fish preparations rose. Export
earnings from raw cotton and rice fluctuated widely. Table 1.2-11
shows that while the relative contribution of agricultural exports
to total export earnings declined rather rapidly, 1980-1985, the
contribution was still very large.
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TABLE 1. 2- I

BALANCE OF PAYMENTS SUMMARY TABLE ($ milliolls)

___..., !~§.!__U§.Z___1ll~ 1~84 ll§.5 1986 1~87

(Est)

-2765 . -3450
2798 2319

-5563 -5769

TRADE BALANCE
Exports (fob)
Imports (fob)

INVISIBLES BALANCE, net
Services
Private Transfers
Workers' Remittances

CURRENT ACCOUNT BALANCE

CAPITAL ACCOUNT BALANCE

Official Transfers

Long Term Capital (net)
Official Disbursements
Amortization
Private (net.)

Short Term Capital (net)
Official Disbursements
Repayments
Foreign curency Deposit

SDR All':Jcation
Other
Errors/omissions

BALANCE OF PAYMENTS
Net Foreign Assets

IHF (net)
Change in net reserves

(- = increase)

Memo Items:
CurrenL Account Deficit

as percent of GNP
Reserves as weeks

of imports

1802
-430
2232
2097

-963

939

253

419
719

-383
83

217
492

-333
53

37
na
13

-24
24

308

-284

3.2

8.8

1895
-492
2387
2224

-1555

975

421

491
696

-288
83

54
462

-471
63

o
na

9

-580
580
374

206

4.9

6.8

-2989
2627

-5616

2436
-603
3039
2886

-553

1252

327

867
1168
-389

88

40
219

-452
273

o
na
18

699
-699

426

-1125

1.8

15.8

-3324
2669

-5993

2294
-713
3007
2739

-1030

944

296

622
1114
-557

65

-7
111

-220
102

o
na
33

-86
86

-15

101

3.1

14.0

-3552
2457

-6009

1867
-822
2689
2446

-1685

718

360

524
1069
-632

87

18
na
na
na

o
-167
-17

-967
967
-82

1049

4.9

5.6

-3042
2942

-5984

1806
-1016

2822
2596

-1236

1229

478

611
1080
-654

185

166
118
na

148

na
na

-26

-7
7

-236

243

3.0

8.4

-2565
3278

-5843

1565
-1026

2591
2300

-1000

985

370

536
1135
-717

118

79
50
na
29

na
na
o

-15
967

-349

364

3.5

4.4

Source: World Bank, r2ki~1~n~__EconQID1g-2ng_~Qgial_D~Y~lQP~nt~Q~
P~g1§, February 18. 1986. p. 21 with revisions provided
by GOP. Data for 1986 and 1987 (projected) are from World
Bank. Paki~t~n__: _~i~th_el~n_erog~es§_~~fytyre_e~o5pects,
February 26. 1987.
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TABLE 1. 2·- I I
MAJOR AGRICULTURAL EXPORTS AS A PERCENT (%)

OF TOTAL EXPORTS, 1980-85

------
1980 1981 1982 1983 198i____l~§~________

Raw Cotton 14.2 17.8 10.6 11. 3 4.8 9.6
Basmati Rice 9.5 9.8 7.4 5.5 8.9 4.4
Other Rice 8.3 9.3 8.3 5.2 . 6.5 4.5
Cotton Yarn 8.7 7.0 7.9 9.1 7.9 10.5
Cotton Cloth 10.3 8.2 11. 2 10.4 13.1 12.1
Leather 5.4 3.0 4.4 3.5 5.3 6.1
Carpets 9.4 7.7 6.4 5.6 6.3 5.0
Fish and Prep. 2.3 1.9 3.0 2.6 2.7 3.3
Guar & Prod. 1.4 1.0 1.2 0.8 0.9 0.9
Raw wool 0.4 0.2 0.4 0.5 0.5 0.7

Total 70.0 65.8 60.8 54.4 56.9 57.1

-----------------------~------._----

Source: Computed from p. 141, World Bank, Paki2tgn~__g£2nQmi£_and
So~i21_Q~y~lQ~m~nt_~rQ~~£t2,February 18, 1966.

The composition of Pakistan's exports according to economic category
has changed substaD~ially over the last decade or S0. Exports of
manufactured goods con~ributed about 39% to total export earnings in
1975-76, risi~g to about 56% in 1984-35 (Table 1.2-111). Primary
commodities accounted for approximately 30% of the total, 1984-85, and
semi-manufactured goods, about 15%. The relative contribution to
export earning of the latter two commodity groups has gradually been
declining.

TABLE 1.2-111
ECONOMIC CLASSIFICATION OF EXPORTS AND IMPORTS

_______~~!_~ll_E~p~Il~____ ______~_~f_Qll_lmEQrt~
Industrial Raw

Primary Semi- Manu- _Mgte~i£1§_tQr~_

Commod- Manu- factured Capital Consumer Capital Consumer
FY_____ ities___fEgtu~~§__GoQds_____QQ2Q§___QQQQ§_____Gocds_~Q9ds_
1972 45 27 28 11 24 42 23
1973 39 30 30 10 31 30 30
1974 39 23 38 7 40 30 24
1975 48 13 39 9 40 29 23
1~76 44 18 38 6 28 35 21
1977 41 17 42 6 40 38 16
1973 36 15 50 7 40 34 20
1979 32 21 47 6 42 30 22
1980 42 15 43 6 42 36 16
1981 44 11 45 8 50 28 15
1982 35 13 52 8 48 30 14
1983 30 13 57 6 49 31 14
1984 29 14 57 6 48 32 14
1985 29 17 54 6 46 32 16

Source: 1985-~~_~COnQffii~_~~rv~YI Economic Adv~sors' Wing, GOP, p. 122.
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Table I.2-IV shows, for 1980-81 and 1984-85, the proportion of im
portant import items to total imports. Note that "food" imports
(tea, food grains - mainly wheat, and edible oil) constitute a
significant portion (14% in 1984-85) of total commodity imports.
The growth in edible oil imports reflects in part a ~~ry poor cotton
crop in 1984 and high international oil prices. It also reflects a
rapidly rising import trend since domestic production of oilseeds is
growing at a much slower rate than domestic consumption of edible
oil. The growth in food grain imports also reflects poor wheat
crops in 1984-85. Fertilizer imports peaked in 1979 (1.58 million
tons) and since then have been declining as new domestic production
capacity has come on-stream.

TABLE I.2-IV

IMPORTS OF SOME IMPORTANT COMMODITIES AS A PERC~~T OF
TOTAL COMMODITY IMPORT COST (%)

________________________________197~~Q~~QL~! _l~83L~i~84L~~_

Petroleum & Products
Machinery (non-electrical)
Transport Equipment
Edible Oil
Tea
Food Grain
Fertilizer
Chemicals

25.8
11.3
9.6
4.9
2.1
1.7
3.7
2.0

24.6
8.1
8.5
8.1
3.7
2.2
2.0
6.1

Source: Computed from data in l~~~~~Q_E£Qnomic SYIY~Y, Government
of Pakistan, Economic Advisers' Wins, p. 137.

Capital goods constitute about 30% of totet imports and consumer
goods about 15% (Table I.2-III). The long-run trend for these
commodity groups as a percentage of total imports is downward.
Imports of raw material for consumer goods are slightly less than
50% of tctal imports and raw materials for capital goods. about 6%.
The long-run trend for the share of the former is upward whereas the
trend for the latter is flat. The unit va~ae of major imports rose
sharply (alm0st doubled), 1975-82, but has been rather constant for
the last 5-6 years.

Although petroleum prices have been down in recent years, it is the
general consensus that the market price will eventually rebound.
Under current demand levels, every five dollar increase in the per
barrel price of crude oil adds some $210 million to the annual
import bill. At the same time, when oil prices increase to a price
between $20-$30 per barrel. workers remittances from Middle Eastern
countries will also increase according to a recent study done by the
ILO, Impac1-Qf_Oul_~nQ_R~1~rn_tligr~1iQnon_QQm~stic~1~men1_in

~akis1~n-
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The t~rms of trade index fell sharply 1980-82 but has been rather
stable since. It did decline some in 1986, however (with 1975-76 =
100, the index 1977-85 is as follows: 108.9, 105.3, 1:6.1. 111.4.
97.0, 89.2, 93.1, 92.0, 92.9 and 88.9. Source: p.121. 1985-86
Rconomi~ Survey).

Invi3iQl~§. Workers' remittances make a very important contribu~ion

to foreign exchange earnings (Table 1.2-1). These remittances grew
by an average of $333 million annually. 1975-83. In that latter
year, remittances peaked, reaching $2.9 billion, and for the first
time surpassed commodity export earnings. Remittances have been
trending downward since 1983 and were $2.6 billion in 1986. As
Table 1.2-1 shows, the deficit in services is increasing rather
sharply, due in no small part to growth in interest payments on
external debt.

There is the very real likelihood of a fall of remittances because
of the sharply reduced earnings of the Gulf States from their oil
exports and the resultant pressures on their foreign reserves.
Remittances dropped 12.5 percent in the first half of PFY 1986-87.
It is generally believed that workers who repatriate their foreign
savings when returning permanently to Pakistan will help to keep
total for the year from falling drastically, but an 11.5 percent
decline in remittances is now an~icipated in PFY1987. This level of
decline in remittances would amount to over $275 million.

The 1LO study of Pakistani workers in the Middle East suggests that
remi~tances could continue to drop if the price of oil stays below
$20 per tarr~l, estimating a 32 percent decline by 1990. If the
pri~e of a barrel of oil rises to the $20-30 range, the study's
estimates are much less pessimistic, suggesting that remittances
could act~ally increase by 2.5% by 1990. On balance, however, an
oil price at the lower end of this range appears the most likely
outcome, suggesting that remittances will not increase from present
levEls becwee~ now and 1990. and that, OL the con~rary, a 15-20%
decline OV~~ the three year period w0uld be a reasonable estimate.

For~igrr_~~2i~~1_lntlQ~~. Excl~lsive of reli~f assistance for Afghan
refugees. which amounts to $150 million-$200 million annually, gross
disbur~~~ents of foreign capital averaged $842 million annually,
1978-8~; to $1083 million, 1983-85; and rose to $1357 million in
1986. Such disbursements are expected to increase again in 1987.
Debt service payments averaged 67% of gross disbursements for the
three years, 1984-86. This is exclusive of charges on IMF and
short-term borrowing. When these latter two items are taken into
aC~0untJ net transfers amounted to only 18.5% of gress disbursements
fnr the 1984-86 period. While gross disbursements are rising, deb~

servicing is rising faster. Net transfers as a percentage of gross
disbursemen~s have been falling. For the 1977-72 and 1980-1985/36
period. the respective percentage" are: 5t, 22, 22, 29. 13, 13 and
27. I~ millions of dollars, the net transfers for the same years
were: 4&2, 186, 177, 322, 129, 148 and 368. (Source. GOP, 1985-86
Economic Survey, p. 51.)
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Current Account. The current account deficit averaged $1.14 billion
annually, 1981-86. Year-to-year changes were very large. Thus, the
deficit rose by 61% in 1982, then fell by 64%, rose by 84%,
increased again by 64% and then fell by 36% in 1986. As a percent
of GNP, there is no indication that the current account deficit was
either increasing or decreasing during the 1981-86 period (see
bottom of Table 1.2-1).

The sharp deterioration in the current account balance in 1982 was
due to the recession in industrialized countries and a weakening of
world cotton and rice prices. Also, Pakistan's external
competitiveness was reduced because during most of 1981 the rupee
appreciated against most non-US currencies, making Pakistani exports
relatively more expensive. In 1985, the fall in export performance,
and the sharp deterioration in the current account was due to
weakening conditions in world commodity markets and reduced external
competitiveness resulting partly from the effective appreciation of
the rupee against major European currencies. Cotton exports rose in
volume terms by 170% as cotton output increased dramatically from
the very poor crop of the prior year. While cotton prices fell (by
11%) export earnings from cotton increased by about 110%. Rice
receipts fell by almost 50%, reflecting mainly a lower export
volume. Receipts from manufactured goods fell by about 10%. This
was due partly to the above noted appreciation of the rupee but also
to quantitative restricticns in some markets and weaker demand in
some of the Middle East countries. The share of exports to oil
producing countries increased from 16% in 1981 to 27% in 1984 but
fell sharply to about 11% in 1985.

Ov~~ll_Balang~_of_r~~m~nt§. Over the last six years, 1981-86. the
overall balance of payments was in surplus for two years and in defi
cit for four (See Figure 1.2-1). The deficits totaled $1.66 billion
and the surpluses $0.82 billion. with the net deficit over the
period averaging $140 million annually.

Looking at the 1981-86 period, there was a small deficit in the
balance of payments in 1981. The deficit increased sharply in 1982
as export earnings fell abruptly. Had it not been for the debt
rescheduling in 1981, toe deficits would presumably have been
substantially larger. The debt relief was si=eable for those two
years. amounting to $161 million in 1981 ($1:~3 million principal and
$28 million interest) and to $258 million in 1982 ($204 millioc
principal and $54 million interest).

In 1983. there was a sizeable surplus in the balance of payments as
export earnings and remittances both rose markedly while imports
fell. This resulted in a very modest -." rent account deficit. Also
in that year, the capital account su: _ '. .'as larger than for any of
the six years, 1981-86. Net reserves L.· . ·;ascd by over a billion
dollars and gros~ official reserves more than doubled, reaching
almost $2 billion at the end of FY 83. The following year
experienced a modest deficit in the payments balance but there was a
severe deterioration in the external account in 1935. In that year
both exports and remittances fell, the latter rather sharply, and
the current account deficit rose by over 60%. The capital account
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sur.plus also fell abruptly and the deficit in the balance of
payments was almost $1 billion. Net reserves fell by more than $1
billion as did foreign exchange, with gross reserves being equal to
about 5-6 weeks of imports.

There was an improvement in 1986, with earnings from exports growing
strongly and imports declining some, leading to a greatly improved
trade balance. Workers' remittances recovered some from tIle prior
year and the deficit in the current account balance declined by
36%. The capital account balance also increased sharply. The
overall surplus in the balance of payments is now estimated at $111
million. During the period 1981-83. the GOP was making substantial
use of Fund credit. which increased from $308 million in 1981 tv
$426 million in 1983. However, repurchases have been greater tha~

purchases for each of the three years, 1984-86.

For~lgn_Bes~~y~§. During 19Si-83 Pakistan's gross official reserves
(including about 1.8 million ounces of gold valued at SDR ~5 per
fine ounce) increased by $1.15 billion to $1.98 billion, equivalent
to some 15 weeks of imports (Table 1.2- V). This result reflected u
cumulative overall balance of payments surplus of $95 million, net
purchases from the Fund of $1.01 billion and rollovers of deposits
by oil producing countries at the State Bank. Gross official
reserves peaked at over $2.0 billion at the end of December, 1983
and declined somewhat in 1984 before plunging by almost 60% in 1985
to $739 million. At the end of December, 1985, reserves amounted to
$854. Gross official reserves (foreign exchange, SDR's, reserve
position in the Fund and gold) increased rather rapidly in CYs
1980-83, but fell sharply in CYs 1984-85. At the end of June 1983.
these reserves were equivalent to 15.2 weeks of impvrts (c.i.f.) but
fell to 5.2 weeks at the end of June 1985. In March, 1987,
Pakistan's official reserves stood at $508 million, or about 4.4
weeks of imports. which is about one-third of the ~ormally accepted
level of 13 weeks worth of imports.

TABLE I. 2-V
GROSS Oli'FI CIAL RESERVES ($ mi 11 ions)

End Reserve
of Position

~Qn~h 1n_f~nQ SDE~ EX_____ SYQ~lQ~gl ~QIQ_____ Totgl
6/79 0 58 328 386 80 466
6/80 0 54 694 748 84 832
6/81 0 85 973 1058 74 1132
6/82 47 44 718 809 71 880
6/83 63 29 1819 1911 70 1981
6/84 91 36 1604 1732 67 1799
6/85 88 3 581 673 66 739

12/85 0 1 780 781 73 854
3/86 0 1 924 925 76 1001
5j86 0 4 915 919 76 995

Source: IMF, Int~Kn21iQn~1-Ein2nQi21_~t§ti~~iQ~· Gold is valued at
SDR 35 per fine ounce and converted to dollars at end-month
SDR/$ rates.
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External Public Debt~~Qt Sexyicing. Total external debt, disbursed
and outstanding, rose from $10.9 billion at end of 1981 to $12.7bil
lion at the end of 1985. The largest increase was in 1983, mainly
as a result of a large use of Fund credit. The ratio of total debt
to GNP rose from 36% to 38~~. While relatively low compared to GNP,
it is quite sizeable relative to the balance of payments current
account receipts. The latter ratio rose from 183% in 1981 to 212%
in 1985.

The medium and long term external debt amounted to $12.0 billion at
the end of 19b5. This does not include military and non-guaranteed
private debt. Short term debt is estimated to have been $0.75 b~l

lion at the end of 19~5. Short term debt fell by about 25% over the
5-year period, due entirely to a sharp decline in government short
term debt to foreign financial institutions, in particular com
mercial banks, following the lengthening of maturities in the
1982-84 period. Debt servicing amounts to about 2.3% of GNP.

Annual debt repayment on loans from the U.S. Government will rise
from some $250 million in FY87 to over $500 million by FY93 (Table
I.2-VI) as shown below.

TABLE I.2-VI

ESTIMATED DEBT REPAYMENT ON US GOVERNMENT LOANS
1986-1993 ($ mil.)

______________Ey~~__EY~I__EY~~__FY~~__EY9Q__EY~1__Ey~~__FY~~ __

AMOUNT 182 400 436 475 493 499 531

Source: Mission Estimates. M~~. These debt repayments have been
incl uded as part ,A the "Foreign Loans" line item in Annex
Table 1. 1-IV.

Actual d~bt service payments (i.e., after debt relief and including
use of Fund credit) rose from $880 million in 1981 to $11 7 8 million
in 1985 As a percent of current account receipts, the debt service
ratio rose from 14.7% in 1981 to 19.7% in 1985. The ratio is much
higher when remittances are excluded, amounting to 35.1% at the end
of 1985. These ratlos do not take into account repayment of short
term debt, but include interest on such debt.

The comparatively low debt s~rvice ratios for Pakistan, notwith
standip-g the relatively high ratio of external debt to exports of
goods and services, is a reflection of the favorable terms of bor
rowing, on average. The average interest rate on disbursed debt
outstanding (excluding deposits of monetary authorities with the
State Bank and foreign liabilities of commercial banks) rose from
3.2% to 3.8~{, over the period. fThe S011rce f(·)' "this section. External
Public Debt/Debt Servicing, is IMF, r.9~i~1~.!l~_._E~~§Dl_Econom.i£

Q~~~lQ2m~nl~. March 10, 1985. pp 78-80. )
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~xch~s~-R~te ~anagement. Between February 16, 1973 and January 7,
1982, the rupee was pegged to the U.S. dollar at the rate of Rs.
9.90 = US $ 1.00. In a move aimed at restoring the country's
rapidly deteriorating external competitivene~s, on January 8, 1982
the rupee was del inked from the dollar and a managed floating rate
system based on a trade-weighted basket was introduced. Since
September 1985 the rate has been managed on the basis of several
currency baskets including, inter alia, the trade weighted basket.
an industrial countries weighted basket. and developments in certain
bilateral rates.

The current rate of about Rs. 17 = US $1 represents a depreciation
of the rupee against the dollar by about 40% since the introduction
of the managed fl0ating system in 1982.

Trad~-R~gime~Ih~_~~~~t_fQ~R~~~~Y~~. Prior to 1984. Pakistan relied
on an import system that specified permitted imports. The 1983/84
Import Policy Order introduced a negative/restricted list of import
system in its place. However, the restrictive list is extensive and
import procedures generally remain complex. The country has a long
history of promoting import substitution by protecting domestic
industry with tariff barriers. The high degree of protection is an
obstacle to improvements in efficiency and in product quality in
many existing industries. On July 1983, a study of the effective
protection accorded to the industrial sector was undertaken. This
study was intended to be used as the basis of a comprehensive tariff
reform. While there has not been a tariff reform, a large number of
tariff adjustments have been made aimed at reducing anomalies and
adjusting levels of protection.

The GOP has provid~d a number of incentives to promote exports and
to earn additional foreign exchange. Such incentives include export
subsidi~s, import duty/sales tax (paid on raw materials required for
production of exports of manufactured goods) rebates, income tax re
bates. and concessional export financing. However, the system of
export incentives still leaves production for the (protected) domes
tic market considerably more profitable than for the export market.

In addition to the export incentives, foreign exchange bearer
certificates were introduced on August 1. 1985 as a means of
increasing for~ign exchange reserves. These certificates may be
purchased by foreigners as well as Pakistanis. The certificates
must be purchased in foreign exchange and are available in
denominations ranging from Rs. 500 to Rs. 100,000. If purchased in
Pakistan, the payment has to be made either from a foreign currency
account, by travelers' check. or through remittances from abroad.
The certificates are tax-exempt, and bearer in character. They can
be freely taken in and out of the country, and can be encashed at
any time in rupees or in foreign exchange at the exchange rate
prevailing at the time of the encashment. The amount payable in
terms of Pakistani Rupees is 14.5% higher than the certificate's
face value one year after issuance, 31% after two years, and 52%
after three years. The certificates may be used by residents to
undertake any current and capital exchange transactions.

- 1.2-10-



The GOP has also taken other measures to encourage the repatriation
of foreign exchange by nationals. The seriousness of the problem of
foreign exchange shortages as perceive~ by the GOP is perhaps best
exemplified by one of the Ministry of Industries' many criteria for
sanctioning: the import requirements of the proposed project and
"the overriding consideration of the net effect on foreign
reserves." To bolster their international reserves, the Government
recently signed (October 1986) a S100 million loan agreement in
London with a group of fourteen international banks. The Government
also announced that it was negotiating with the IMF for a $50
million loan from the Fund's Structural Adjustment Facility.
However, it is becoming clear from the negotiations that terms for
new lending will become increasingly strict, and it may become
difficult for Pakistan to obtain new commercial credit or IMF loans
on politically acceptable terms.

Summary/Conclusions. It seems reasonable to expect that workers'
remittances will continue to decline as the oil exporting Gulf
States adjust to lower oil prices and sharply lower earnings from
oil exports. There has already been a marked decline in Pakistan's
exports to those countries where prospects for a rapidly growing
market were once so bright. Neither is the weak world demand for
some of Pakistan's major exports (cotton and rice) likely to revive
for some time. Moreover, it is difficult to see net concessional
aid gro~ing very rapidly; the trend for the last seven years has
been downward. The country is also going to experience difficulties
in obtai~ing new commercial loans.

Given these various factors, we believe that there will be
continuing and increasing pressures on the country's balance of
payments p0sition. If remittances fell by 10 percent, the price of
oil increased by $5 per barrel, donor disbursements declined, and
foreign debt servicing scheduling remained the same, the total would
be over $500 million dollars of foreign exchange lost. This would
have a serious impact on foreign exchange and require difficult
adjustments in Pakistan's economy.

Yet, for the country to maintain a relatively high rate of economic
growth, imports will also have to grow. To earn the foreign
exchange to help finance these imports, it is critical that the
country promote exports and expand its capacity to successfully
compete in the world markets for both raw and especially
manufactured goods. This means that exchange rate management will
be especially important. It also means that over the intermediate
and longer term, domestic industries will need to become more
competitive, to be more exposed to the discipline of foreign
competitioo as an incentive to keep costs down and to improve
product quality. It will thus require a liberalization in import
policy.
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THE FERTILIZER SUBSECTOR

~Qn§Ymption. Growth in consumption of fertilizer during the last
half of th~ seventies was very rapid, averaging 19% annually
1975-80, increasing from 425 thousand nutrient tons (nt) to 1.04
million (Table 1.3-1). However, during the first half of the
eighties, growth was slow as the retail price of fertilizer was
increased sharply to slow the burgeoning growth in fertilizer
subsidies (see section 1.1 above).

TABLE 1.3-1
ANNUAL FERTILIZER OFFTAKE (1000 nutrient tons)

Yea~ ~ f2Q~ K2Q lQTAL-__

1970
1971
1972
1973
1874
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986

274.0
251.5
344.0
386.4
341.9
362.8
441.6
511.0
549.9
684.3
806.0
842.9
830.7
952.7
914.3
934.8

1128.4

36.6
30.5
37.2
48.7
f18.1
60.6

103.6
117.9
156.3
188.0
228.5
226.9
225.3
265.3
259.8
293.8
35C.l

1. 34
1. 24
0.74
1. 38
2.67
2.09
2.91
2.36
5.98
7.58
9.60
9.63

21.78
25.64
28.50
24.67
33.30

311. 9
283.2
381. 9
436.5
402.7
425.5
54R.1
631.3
712.2
879.9
104~.1

1079.4
1077.8
1243.6
1202.6
1253.3
1511.8

Source: NFDC, Pakista~ Fertilizer Statistics, April 1986, p.15

The average growth rate in consumption ~8S 4% a~n~ally 1980-85.
increasi~g from 1.04 million nt to 1.25 million. From their 1978
levels. the retail prices of almost all fertilizers were doubled
during 1980-83 (Table 1-3-11). The growth rate in the procurement
prices of crops was much slower (Table 1-3-111). However, since
mid-1983 the r~tail price of fertilizers has not been changed while
the procurement price of most crops ha~ been increased for an
improving crop/fertiliz~r price ratio and a greater incentive for
farmers to use fertilizer (Table 1-3-IV).
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TABLE 1.3-11

RETAIL SALE PRICE OF FERTILIZERS
(Rs/50-kg bag)

Urea AN/CAN AS NP SSP DAP TSP SOP
Date 46% N 26% N 21% N 23:23 18% P 18:46 46% P 50% K

10/17/78 63 36.5 29 46.5 17 67 43 27
01/01/79 63 36.5 29 46.5 67 43 27
02/25/80 93 50 42 78 25 100 43 30
04/13/80 93 50 42 78 25 100 43 30
10/27/81 93 50 42 78 25 100 43 30
03/15/82 103 55 47 84 25 105 43 30
10/06/82 118 58 54 97 29 121 43 35
06/11/83 128 60 59 110 40 133 43 40
12/08/83 128 60 59 110 40 133 95 40
1984/85 128 60 59 110 40 133 95 40
1985/86 128 60 59 110 40 133 95 40
1986/87 128 60 59 110 40 133 95 40

-------------------------------------------------------------------Source: NFDC, Pakistan Fertilizer Statistics. GOP. April. 1986. p. 37.

AN/CAN:
AS:
NP:
SSP:
TSP:
DAP:
SOP:

ammonium nitrate/calcium ammonium nitrate
ammo~ium sulphate
nitrophos
single superph~sphate

triple superphosphate
diammonium phosphate
sulphate of potash

Table 1.3-111

PROCUREMENT PRICES OF MAJOR AGRICULTURAL COMMODITIES
(Rs/40 kg.)

~hg£t Rice ~yg~rc~ng___ ~~~g__Cotton
Delta-

yg££ ~~~m~~i IRRI2__~~Ee__e~nj£Q __~lng__~~~i ~in~ _

1976/77 39.65 108.fft 57.87 5.89 E, . 16 6.32 128.60 155.40
1977/78 39.65 108.80 49.30 5.89 6.16 6.32 141.46 171.47
1978/79 48.23 117.89 52.51 5.89 6.16 6.32 143.61 171.47
1979/80 58.00 117.89 52.57 7.23 7.50 7.66 143.61 171.47
1980/81 58.00 137.00 63.00 9.38 9.65 9.81 156.00 182.00
1981/82 58.00 150.00 72.50 S.38 9.65 9.81 166.00 192.00
1982/83 64.00 154.00 80.00 9.38 9.65 9.81 168.00 197.00
1983/84 64.00 157.00 83.00 9.38 9.65 9.81 169.50 200.00
1984/85 70.00 160.00 83.00 9.38 9.65 9.81 169.50 203.00
1985/86 80.00 166.00 86.00 9.38 9.65 9.81 173.50 207.00
1986/87 80.00 204.00 102.00 173.50 207.00

--------------------------------------------------------------Source: 1985-86 Economic Survey, GOP, May 1986, p.46.
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TABLE I.3-IV

CROP-FERTILIZER PRICE RATIOS*

_______Ye~.r._.

1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985

Wheat

0.33
0.33
0.36
0.37
0.47
0.46
0.39
0.39
0.36
0.32
0.35

Basmat.i
_--,R:,:.ice

0.80
0.81
0.99
1. 01
1. 16
1. 08
0.92
1. 00
0.86
0.80
0.80

Sugarcane
--.lPunja b1 _

0.05
0.05
0.05
0.06
0.06
0.07
0.06
0.06
0.05
0.05
0.05

*Crop procurement prices per ton divided by weighted average
fertilizer prices per ton of Lutrient.

Source: NFDC, Pakistan Fertilizer Statistics, GOP, April 1986. p. 51.

The retail price of nitrogenous fertilizer was decontrolled in May
1986. Fleld observations indicate that this has had a negligible
impact on retail prices. In addition to higher (relative) prices
for fertilizers in the early 1980s, there were two poor crop years
which discouraged fertilizer use. However, in 1986, offtake
increased sharply, by 21% over the prior year, and this rate is
being maintained thus far in 1987.

Produ£ti2n. Domestic production of fertilizer increased rapidly in
the early 19805, from, for example, 389 thousand nutrient tons of
nitrogenous fertilizer in 1980 to 100 million tons in 1983 and from
27 thousand nutrient tons of phosphatic fertilizer in 1979 to 92
thousand in 1984 (Table I.3-V). With the sharp growth in production
and slow growth in consumption, output of nitrogenous fertilizer
exceeded offtake in 1983-85 and 900 thousand tons of urea were
expor~ed in those three years. However, consumption growth has been
faster than projected over the past 12 months or so and the Govern
ment expects to import 200,000 tons of urea during the last months
of FY86. Deficits in nitrogenous fertilizer will likely reappear in
the fall of eY87 and certainly in the following years.

Domestic production of phosphatic fertilizer currently meets only
30% of consumption requirements. The country produces no potassic
fertilizer and not much is used, an average of about 27 thousand
nutrient tons annually over the last five years, 1982-86. The
country's fertilizer plants are identlfied below (Table I.3-VI) and
their current capacities are shown.
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TABLE I.3-VI

FERTILIZER PLANTS AND PRODUCTION CAPACITY
(1000 mt)

__f~J&~y f~~5ent ~gp~y f1~~Qytpyt__

Dawood Hercules 348 273
Exxon 265 248
Pak-Saudi 557 587
Pak-Arab 59 47
Pak-China 96 15

----Ea u j i Fe rtlli~~!: ~IQ. Q.§'~ _

Total 1,895 1,812

Pak-Arab
Pak-American
Pak-Arab
Lyallpur

450
90

305
100

406
79

308
106

Source: NFDC.
Urea (46%N)
CAN- Calcium ammonium nitrate (26%N)
AS - Ammonium Sulfate (21%N)
NP - Nitrophos (23%N; 23%P205)
SSP- Single superphosphate (18%P205)
TSP- Triple superphosphate (46%P205)
DAP- Diammonium phosphate (18%N; 46%P205)

Import Regyir~m~nts. To obtain an order of magnitude of import re
quirements, 1988-93, projections were made of annual domestic produc
tion and consumption of Nand P205. Annual domestic production of N
and P205 are projected at 1040 thousand and 93 thousand tons respect
ively. Projections of the production deficit/import requirement are
shown below. No account is taken of reserve requirements. Declin
ing rates of growth (from the current high levels) in consumption
are projec~ed on the assumption that retail fertilizer prices will
rise as a policy of phasing out fertilizer subsidies is pursued.
Currently, urea can be purchased abroad at Jess than $10 (bulk, fob)
per ton. One can reasonably expect this price to rise some and
there are now subsidies on (imported) phosphatic fertilizer. The
projections are shown in Table I.3-V.

On the assumption that the phosphate deficit will be met by
importing DAP and the nitrogen deficit by importing ur~a, projected
imports of DAP for 1988-91 would total 3.2 million tons, an average
of 800,000 tons annually. Projected urea imports over the same
period would total 2.7 million tons, or 615,000 tons annually. The
import bill would perhaps average $215 million annually_ New
production capacity may begin to appear in the early 1990s.
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TABLE I.3-V

DOMESTIC PRODUCTION, CONSUMPTION AND DEFICIT FOR NITROGENOUS AND
PHOSPHATIC FERTILIZER (1000 nutrient tons)

N -----------~~Q~-----------fEY____~utp!"n~___Qtlt.gM Deficil. Output Off~g~__-Ueficit

~~l
1979 334 684 350 27 188 161
1980 389 806 417 50 228 178
1981 581 843 262 58 226 168
1982 701 831 130 67 225 158
1983 1003 953 -50 73 265 192
1984 1015 914 -101 92 260 168
1985 1029 935 -94 90 294 204
1986 1016 1128 112 93 350 257

rroj~1~.9
1987 1040 1275 235 93 403 310
1988 1040 1364 324 93 431 338
1989 1040 1459 419 93 452 359
1990 1040 1547 507 93 470 377
1991 1040 1624 584 93 489 396
1992 nla 1705 nla 93 509 416
1993 n/a 1790 nla 93 530 437

----------------------------------------------------
Source: NFL'C :for actual. There may be new capacit.y in ni't.rogen
fertilizer pr,)duction by the early 1990's.

By the late 1980s, the domestic market. will be able to absorb the
output of another urea plant of the size of Fauji or Pak-Saudi.
Also by tha~ time. the deficit in domestic production of phosphatic
fertilizer is projected to be in the neighborhood of 350,000 n't.
(760,000 tons of DAP or TSP). Our information is that interest i~

constr~cting new plants for the manufacture of DAP fertilizer has
been expressed by at least three private groups/firms and sanctions
have been applied for. However, the projects' feasibility s't.udies
indicated that they were not feasible in the absence of protection
from imports. As yet. the Government has no't. been willing to
provide such protection. Since most of the raw material would have
to be imported. it may be very difficult to profitably manufacture
phosphatic fertilizer in Pakistan without protection. However, new
private ~ector urea manufacturing plants should be able ~o compete
with urea imports. While there do not seem to be any firm plans
for the construction of new urea capacity in the country, it seems
reasonablE to expect that there will be such new capacity,
certainly by the the early nineties.
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Wlcy Issues

~1ili~L-fr1ceDeregulati2DLfhasins Out of SubsiQi~§. The
Government recently deregulated the price of nitrogen fertilizer.
The prices of phosphatic and potassic fertilizers, for which
subsidies have been relatively larger, are still controlled. The
Pakistan Fertilizer Policy study notes that deregulation of phos
phatic fertilizers would likely be very disruptive to the market,
and that a workable approach would include first raising the domes
tic prices of these fertilizers to their world market price equiva
lent over a two year period at which time prices could be deregu
lated. We agree with this. We note, however, that for imported
DAP, prices could be partially deregulated at any time. Prices
could be set and the subsidy calculated and pa~d either ex-port ·or
on delivery to main distribution centers, with retail prices decon
trolled.

DAP, all imported, is by far Pakistan's largest ~our(.~ of phospha
tic fertilizer and will continue to be so in the foreseeable
future. Some single superphosphate is produced locally; however,
production costs are high and an industrial subsidy would have to
be made to the plant for it to be able to continue production if
i ts out~,.t was sold at import parity pri.ces.

Using the bagging, distribution and marketing costs as set forth in
the Fertilizer Policy study (ocean freight, $30/MT; bagging,
$10/MT: and internal distribution and marketing costs of $60/MT)
and current international DAP prices ($140/MT, bulk, f.o.b., U.S.
Gulf) gives a retail price of $240/MT, or Rs 4080/MT at the curren~

exchange rate of Rs 17/$1. The controlled retail price is
Rs.2660;mt (Rs. 133/50-kg bag). The retail price would have to be
increased by 53% to eliminate subsidies at current prices. We note
that the estimated cost of internal distribution and marketing
($60/M~) by the policy study is ~10-$20/MT higher than is estimated
by the World Bank and by GOP officials with whom we have talked.
However, costs are generally underestimated so the $60 figure is
likely more realistic.

We do not know what will happeu to world prices of DAP. However,
at the International Fertilizer Association's raw materials meeting
in Califcrnia recently, the consensus was tnat the price outlook
was dim, for the next few years anyway, with "oversupplies" and low
prices see~ for P and K. Yet, even if the nominal world price of
DAP does not rise. as noted earlier, the Pakistani rupee is likely
to continue a slow depreciation against the dollar and there will
very likely be some domestic inflation. The price increase would
have to be larger than 53% _.. say 60% -- to eliminate subsidies in
the post 87 period. Such an increase spread over 2-3 years in 4-6
roughly equal increments should be tolerable. (Su~h is implied in
the Fertilizer Policy study. Also. in E~~~ilig~~_e~i~ing_~n4

Subsigz_B~mQy~l, Working Paper, 12/12/85, p. 6, the World Bank
notes that the cost structure of the main crops--in two project
areas for which the Bank was providing assistance--was remarkably
similar and that fertilizer cost per acre was in all cases between
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10% and 15% of gross revenue. Thus, a 1% increase in output price
would suffice to offset a 10-7% increase in fp,rtilizer price; or a
6% increase in ou~put price would suffice to offset a 60-40%
increase in fertilizer price. The price increase in fertilizer
might need to be accompanied by some incre&se in out~ut prices. In
any case, the impact of the price inr.rease in fertilizer should be
closely monitored.

In the absence of subsidies, the high cost provincial distributors
could not continue to stay in business.

Thus far we have said nothing about phasing out the subsidy on
potassic fertilizer. All such fertilizer is imported, almost
altogether sulfate of potash (SOP, 50%K20). Consumption of potash
is very small relative to total fertilizer consumption. Thus, of
total nutrient tons of offtake of N, P205 and K20, the latter
amounted to only 2%, ~983-85. However, the unit subsidy is very
large for SOP. NFDC financial data (£~1~n_f~~1l1z~rData,
April, 1986, p. 65) show that the unit cost of delivering SOP to
farmers was Rs 4109/ton (import cost, Rs 3413; marketing/dis
tribution cost, Rs 696) in 1985. The sales proceeds (i.e., fixed
retail price) were Rs 800/ton. Thus, the retail price of SOP would
have to be increased by over 300%, from Rs BOO/ton to Rs 3309/ton
to remove the subsidy. And while consumption of potash was rela
tively very small, NFDC data show that the subsidy on SOP accounted
for 1~% of the total fertilizer subsidy in 1985. The low price for
SOP has be~n rationalized as a means to encourage farmers to use a
fertiliz~r with which they are not familiar. While we believe that
the price of SOP should be gradually increased, the analytical
basis of how much is not available. There is, for example, no
analysis of this fertilize} in the Fertilizer Policy study.

The couDtry produces no TSP and very little is imported or used.
The controlled retail price for TSP is Rs 95/50-kg bag (Rs.
1900/ton). At current world prices the domestic retail price of
TSP would have to be increased by 91% to eliminate the subsidy on
that product (f.o.b. bulk. r'S Gulf price is $114/ton; ocean
freight, bagging and internal marketing cost is estimated at
$100/ton; $214 x Rs 17/$1 = Rs 3638/ton vs Rs 1900/ton current
retail price, Table I.3-VII).

fKlva~1~~~iQn_Qf_I~r1111~~I_lmPQr1§. An objective of ASSP is to
expand the role of ~he private sector in the fertilizer subsector.
For example, it will attempt to encourage private sector fertilizer
imports. While we are told that there arc now no restrictions on
private sector imports of fertilizer. things are not always what
they seem. Consequently. an action benchmark for the first year
could require the GOP to issue a public statemc~t that the GOP
encourages the private sector to import fertilizer and that the
foreign exchange would be available once financing arrangements had
been made. Since nitrogenous fertilizer is now decontrollea,
importers sh0uld be able to compete with Gov~rnment imports of urea
and p~rhaps nitroph0s.
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TABLE I.3-VII

IMPORT OF fERTILIZER PRODUCTS (1,000 PRODUCT TONS)

Year_ CAN Ur~_____Me__--NPK___~AE--__TSf-___§Qe___Qth~r__Tot21

1968 0.0 192.2 16.6 0.0 0.0 100.0 0.0 45.9 354. "'
1969 0.0 205.2 20.0 0.0 57.3 3.5 11.4 34.0 331.4
1970 0.0 610.5 7.8 0.0 21. a 0.0 0.0 22.3 661.6
1971 0.0 193.8 21. 9 0.0 72.9 0.0 10.\) 1.9 300.5
1972 0.0 157.7 0.0 0.0 0.0 0.0 0.0 1.0 158.7
1973 0.0 179.1 35.7 0.0 138.9 0.0 0.0 0.0 353.7
1974 36.7 361.2 41. 9 5.5 204.0 0.0 11.0 9.9 670.2
1975 23.7 185.8 48.8 5.0 10.5 11.0 0.0 8.8 293.6
1976 0.0 59.9 29.1 0.0 211. 4 0.0 0.0 10.9 311.3
1977 0.0 120.9 191. 8 0.0 209.3 0.0 5.0 0.0 527.0
1978 0.0 435.7 437.8 0.0 226.3 0.0 4.2 0.0 1103.9
1979 0.0 653.5 447.9 4.5 221. 0 0.0 18.0 0.0 1344.8
1980 0.0 726.3 363.9 0.0 125.2 0.0 26.0 5.4 1246.8
1981 0.0 496.2 286.3 0.0 514.1 0.0 44.1 0.0 1340.7
1982 0.0 132.6 100.0 38.6 0.0 0.0 15.0 0.0 286.1
1983 0.0 0.0 201.2 102.7 410.8 0.0 0.0 0.0 714.7
1984 0.0 0.0 27.5 28.3 366.1 104.5 42.3 0.0 475.3
1985 0.0 0.0 28.3 0.0 446.3 47.0 42.6 0.0 564.1

---------------------------------------------------------------------Source: NFDC. .P~£1.§:t~!LE~.rt.!11~~L,_St5Lt.i.§:t.i~.§ , GOP, April, 1986 .

Sl~ce there is still a subsidy on phosphatic fertilizers (both
~ucally produced and imported), private importers could not compete
in the importation cf. say, DAP or TSP unless they were paid a
subsidy. Once th~ subsidy is removed, they could compete. While
studie~ indicate tnat FDFI is an efficient importer of fertilizer,
this is a function tha~ the private sector could perform, thereby
red~cing the growing demands on a Government which is experiencing
rising budgetary problems. FDFI may have to continue to do the
importimg for government-to-government a~sistance programs.

Chan~_in_FoKmgl§_fQ~_Alloca~inS_lm£9K~~g_E~£~ili~~K§.Currently,
the FDFI impcr~s and delivers at port and/or to main distribution
centers operated by the fertilizer producers or by the provincial
input distributi.on agencies. These "wholesalers" receive supplies
according to an allocation formula rather than in response to their
demands. For a more rational and efficient allocation, A.I.D.
should propose tha~ the allocation of imported fertilizer among the
country's eigh~ di5tributors, viz, FFC, DH, Exxon, NFML, ADA, PADSC,
SASO and BDAG, be based on their retail sales and their respective
shares in total cfftake. This could be based on a 2-year moving
average. The individual distributors should be allowed, for any
individual shipment, to adjust their shares among themselves if
mutually agreeable to the distributors involved. The importation by
distributors themselves would complicate such an allocat10n but an
arrangement could be worked out where, for example. the imports made
by the dis~ributors would count toward the overall allocation of
imports.
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There are two alternative approaches which the PAAD design teamshould consider. One, domes~ic distributors would bid forfertilizer imported by FDFI ex-port. The Government wouldpresumably insist on maintaining a reservation price, i.e., a pricebelow which it would not sell. The other alternative would te thatof setting quotas as between the private distributors and thepublic, with the share going to the private sector increasing overtime.

D§nationalization: Divestiture of PUQ11c Manufacturing Plants. TheExxon, Fauji and Dawood Hercules (urea) fertilizer manufacturingplants are privately owned. The remaining factories are stateplants. Of the latter, Pak-Saudi and Pak-China produce urea;Pak-Arab produces urea, CAN and NP; Pak-America produces AS andLyallpur Chemical and Fertilizer has two small plants that produceSSP. The AS and SSP plants are very small and very old. ThePak-China plant is also small. While the plant is relatively new,its technology is obsolete. Production costs for these plants arevery high and industrial subsidies would have to be made to theplants for them to be able to continue production if output was soldat import parity price3. There is likely to be little privateinterest in acquiring these plants. However, Pak-Saudi and Pak-Arabare apparently viable and denationalization of them provides the GOPthe opportunity to more vigorously pursue its objective of promctinggreater invtstment and participation by the private sector in thecountry's economic development.

According to the fertilizer policy study, the equity of Pak-Arabamounts to roughly $65 million and Pak-Saudi equity is roughly $115million based on current market value. Individual investors wouldbe required to provide the equity capital and refinancing of privateloans. L0ans for Pak-Arab are now with the World Bank, the AsianDevelopment Bank, and the OPEC Fund. Loans for Pak-Saudi are withthe Asian Development Bank, the Saudi Government, and the Saudi Fundfor Development. The total equity of $180 million represents apotential capital recovery by the Government of Pakistan that couldbe redirected to make loans for new fertilizer production facilitiesor into other development investments.

Pak-Saudi should be attractive to investors because it is a relatively modern, technically-efficient, low-cost production plant.Since it is a modern plant, it could be cost competitive for anumber of years. Pak-Arab may be attractive to investors because ofits basic ammonia facility and the ability to produce combinationnitrogen/phosphorous/potash fertilizers.

There are a number of approaches to transfering the facilities fromthe government to local investors, including contract sales by theGOP and sale of stock by the GOP to reduce equity. The plants couldbe sold by contract Hith the current loan obligation transferred tothe new owners. The Government of Pakistan could also underwriteand sell stock on the Karachi or Lahore stock exchanges to lower itsequity in the facilities being sold. It is also possible that individuals or an investment syndicate from Pakistan and Saudi Arabia
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·could raise capital in'much the same way (tor legal implications,
see the Fertilizer Policy study). Although these two plants are
reasonably efficient under public ownership, and although NFML, the
marketing arm, also appears to be efficient, increased efficiency
through an enhanced "bottom line" discipline can t·e e..<pected if
denationalized.

Sector grants might be transfered to the GOP to the extent that it
did not recover its equity, or to the extent that costs were
incurred (e.g., in paying off loans). The benchmark for performance
payment could be the execution of the transaction (e.g., the sale of
stock). Technical assistance would be highly desirable.

Management of ReserY~§10ck. Maintaining excessive reserve stock of
fertilizer 15 very costly. So are fertilizer shortages, since the
latter impacts adversely on production when farmers do not get the
amount and kind of fertilizer when needed. Stock management is
complicated by the fact that demand is highly seasonal and also
dependent on weather conditions. It is time for the Government to
once again closely examine its reserve stock policy, and its
management of reserve stocks, to determine what changes it should
make to reduce the cost of maintaining fertilizer reserve stocks.

Fertilizer Efl1gi~nc~. That the productivity of fertilizer in
Pakistan is relatively low has been of concern for some time. There
are at this time at least three comparatively large studies underway
which are investigating the reasons for this phenomenon. We do not
suggest any new studies but do recommend that the ASSP provide
technical assistance for such studies if requests are made. The
task is that of identifying the determinants of the problem in
highly specific and quantified terms. Broad generalizations void of
any practical operational content are of dubious utility.

This section suggests a possible course of action to complete and
consolidate reform in the fertilizer sector. The action benchmarks
for all years after the first year must be regarded as purely
illustrative, however, as the GOP has not agreed to a multi-year
proggram of specific reforms, and such agreemelit is not expected.
As discussed in the text, actions will be nt~otiated on a
year-by-year basis and incorporated into PAAD and ProAg amendments.
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Policy Reform Benchmarks

1. ~hasing out of
fertilizer subsidies

2. Reallocating
imported fertilizer

3. Fertilizer
imports by the
private sector

4. Reserve stock
management
(process benchmark)

Raise retail price of DAP by Rs.16 per 50 kg.
bag (or 20% of the difference between total
costs including distribution costs and the
official price) by July 1, 1988.*

Permit private sector distributors to
reallocate up to 10% of their allocation
without respect to provincial quotas.

Announce. within a month of the PAAD signing,
that Government encourages private sector im
port of fertilizer; that there are no regu
latory impediments to such imports; that
foreign exchange will be made available; that
Government will not sell imported fertilizer
to distributors at less than the cost of
price-oeregulated fertilizers.

Develop by end of year terms of reference for
a reserve stock management study. A.I.D. will
collaborate. Begin implementation of study.

A.I.D. will agree to release funds for importing fertilizer during the
second year if the benchmarks negotiated and agreed to for the first
year have been met and another set of benchmarks, to be achieved in
the second year, has been agreed to and incorporated into the amended
PAAD.

1. Phasing out
of fertilizer
subsidy

2. Reallocating
imported fertilizer

3. Fertilizer
imports by private
sector

Raise retail price of DAP by 25% of the value
of the current subsidy but not less than Rs.
16 per bag ola January 1, 1989, and again by
the same amount ola July 1. 1989. Develop plans
for reducing subsidy on potassic fertilizer
(SOP) .

Make appraisal of new scheme for allocating im
ported fertilizer; provide report to A.I.D. by
October, 1989. Report will contain written
appraisals provided by each distributor.

Provide status report to A.I.D. by July, 1989.
Identify constrai~ts to greater participation
by private sector.

*One 50 kg. bag of DAP currently retails for 133 rs. and the current
subsidy is approximately 70 rs. per bag. $1 US = 17 rupees, approx.

- 1.3-11-



4. Reserve ~tock

management

5. Denationalization
of fertilizer plants

Conduct review with A.I.D of study on re~erve

stock management by mid-year; finalize study
by end of the year.

Present to A.I.D. by end of year a plan for
a phased divestiture of state-owned plants.

Third Year

A.I.D. will release funds for importing fertilizer during the third
year of the program life if the benchmarks negotiated and agreed to
during the second year have been met and another set of benchma~ks to
be achieved in the third year has been agreed to and incorporated into
the amended PAAD.

1. Phasing out
fertilizer subsidy

2. Price
deregulation of
fertilizer

3. Reallocation
of imported ferti
lizer

4. Fertilizer
imports by private
sector

5. Reserve stock
management

6. Denational
ization of ferti
izer plants

Raise retail price of DAP by the amount needed
to reach import parity price by July 1, 1990.
Report on progress in reducing subsidy on SOP.

As domestic retail price of DAP nears im~Jrt

parity price, deregulate price of all phos
phatic fertilizers. At this time all ferti
lizer prices should be deregulated, except
potassic fertilizers. Monitor prices.

Provide status/appraisal reports to A.I.D. by
end of year; assess feasibility of distributors
bidding for fertilizer delivered to port by
government, rather than allocating via formula.

Provide status/appraisal report to A.I.D. by
end of year.

Begin implementation of new stock management
scheme by mid-year.

Provide A.I.D. a report by end of year on
actions taken and prc~r~ss made in divestiture
of fertilizer plants.

Disbursement of funds conditionality same as for third year except
that adjustments for dates have to be made.

1. Fertilizer
price deregulation

2. Fertilizer
imports by private
sector

Prices on all fertilizers except potassic
fertilizers remain deregulated.

No restrictions on private sector imports of
fertilizer; except for SOP, no sales by Govern
ment of imported fertilizers below costs; iden
tical treatment of private and government import
ers with respect to duties/taxes on imports.
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Disbursement of funds conditionality same as for fourth year.

1. Phasing out of
fertilizer subsidies

2. Fertilizer
price deregulation

3. Fertilizer
imports by private
sector

4. Government
fertilizer imports

5. Denationaliza
tion of fertilizer
plants

6. Policy reform
program a~sessment

Progress being made on increasing retail price
of SOP, according to schedule determined in
Year Two of the program.

Deregulated fertilizer prices maintained
on all fertilizers except SOP.

Conditions regarding private sector fertilizer
importation maintained.

Joint GOP - A.I.D. study undertaken
to investigate feasibility of Government
meeting its fertilizer import requirements
through competitively let contracts to private
domestic companies, including fertilizer
manufacturers and distributors.

Disinvestment of State-owned fertilizer plants
proceeding.

Develop jointly with A.I.D. by end of year
terms of reference for a comprehensive review
to assess impact of policy reform program.

Disbursement of funds conditionality same as for fourth year.

1. Policy reform
program assessment

2. Phasing out
fertili=er subsidies

3. Government
fertilizer imports

4. Denatio~al

ization of ferti
lizer plants

Complete study by April 1993 to assess impact
of deregulation of fertilizer industry; will
be financed with ASSP funds.

Subsidy on SOP reduced by half to two thirds o~

1988 level.

If study indicated that it was feasible for
government to import its fertilizer through
competitively-let private sector contracts,
government will generally adopt this mode of
importing.

Both Pak-Saudi and Pak-Arab denationalized by
end of program life.
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~MMEX L.!

WHiAT PROCUREMENT AND MARKETING

Wheat is one of the major crops produced in Pakistan and is the
staple of the national diet. As shown in Table 1.4-1, wheat pro
duction grew by an average of 4.3% pe~ annum in Pakistan over the
last ten years. Yields increased by 1.9% annually while the area
cropped grew at an average rate of 2.4% each year.

Table 1.4-1

WHEAT PRODUCTION IN PAKISTAN

PAKISTAN Pakistan PUNJAB SIND NWFP Baluchistan
Area Yield Production

'000 h. kg./h. ------------------'000 mt. ------------------

YEAR

1974/75 5,813 1,320 7,674 5,786 1,144 613 131
1975/76 6, 111 1,422 8,691 6,572 1,321 660 138
1976/77 6,390 1,431 9,145 6,808 1,479 712 146
1977/78 6,360 1,316 8,367 G,090 1, 427 689 161
1978/79 6,688 1,488 9,951 7,324 1,680 738 209
1979/80 6,925 1,568 10,857 7,914 1,849 8S3 231
1980/81 6,933 1,643 11,475 8,350 1,9{6 941 238
1981/82 7,222 1,565 11,30~ 7,962 2,062 962 318
1982/83 7,399 1,678 12,414 8,935 2,067 998 414
1983/84 7,343 1,482 10,882 7,623 1,946 860 453
1984/85 7,303 1,£19 11,820 8,315 2,151 896 458

Growth
Rate (% ) 2.4% 1. 9% 4. 3~~ 3.5% 6.0% 4.4% 14.2%

Source: Frice Commission Statistics, GOP

This rate.of growth allowed Pakistan to achieve self-sufficiency in
wheat in the late 1970's and early 1980's, but poor harvests in
1983-84 forced the GOP to import grain in 1984 and 1985. Good
harvests in 1986 have restored the condition of self-sufficiency,
even permitting small quantities of wheat to be exported, but it is
evident that additional gains in productivity are necessary to
ensure self-sufficiency in all years. There is also critical need,
agronomists at CIMMYT warn, to make different varieties of wheat
available to farmers because the country is quite vulnerable to a
rust epidemic.

Support prices were set higher in 1985-86 to encourage production
(Table 1.4-11). At this level, Pakistan will have difficulty com
peting in world wheat markets, unless exports are subsidized. As
the current exchange rate of Rs. 17/USD I, the 1986/81 support price
of Rs. 2/kg implies a price 0f USD lI8/MT, even before adding ifi
handling charges. compared to the PL-480 fob gulf price of USD
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Table 1.4-11

Wheat Procurement Prices- 1976/77-1985/86
(Rs./maund (40 kg»

Year 76/77 77/78 78/79 79/80 80/81 81/82 82/83 83/84 84/85 35/86

Support
Price 39 39 48 58 58 58 64 64 70 80

Source: Economic Surve~, 1985-86, p.45

112/HT. Pakistani agricultural officials have voiced their concern
overthe need to lower wheat production costs through measures such
as the provision of late varieties seed, better research and
extension on the optimum sowing time, improvements in fertilizer use
efficiency, better weed control, and more reliable supply of water
at critical periods in the growth cycle of wheat. (Changes at the
macroeconomic level. particularly a devaluation of the rupee, would
also have a significant impact on competitiveness.)

According to a recent study done for the World Bank, fQQggr21n
Stor~g~and_rrQQ~§§ing_~tu~, (Agroprogress Kienbaum International
GmbH and Indus Associated Consultants Ltd, 1986), the wheat policies
of the GOP have been guided by the following objectives:

o to ensure that market or farmgate prices do not drop below
the announced support price;

o. to make wheat or wheat flour (atta) available at low
(subsidized) prices to customers of the rationing system;

o to procure the required quantities for the public
distribution system (ration shop system); and

o to stabilize open market prices during the off-season.

The GOP's recently-announced plan to atclish ration shop atta
sales signals a major departure from this policy set, but the new
policy guidelines for the wheat market have not yet become fully
clear. Available information suggests that the GOP plans to
continue procurement at the announced support price and to replace
both open market sales and ration shop sales with open releases at a
fixed price. This price is currently set at Rs. 2/kS, the same as
the procurement price.

To guarantee the announced support prices and to procure
wheat for the ration shops, the GOP has built up a network of
procurement centers under the management of Provincial Food
Departments and the Pakistan Agricultural Storage and Service
Corporation (PASSCO). Farmers have the alternative of selling
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dlrec~ly to the Government via these procurement centers or of
selling to traders and commission agents in the local market sub
system (Figure 1.4-1). The German study estimates that farmers sell
on average about 45% of their marketable surplus directly to the GOP
(Table 1.4-111). However, the local market subsystem again sells a
signficant portion of its grain to the GOP, bringlng th~ total share
of procurement on average to about 60-70% of the marketed surplus.
Of the remainding 30-40%, an estimated 65% (20-25% of the marketed
surplus) is purchased by private mills and 35% (10-15% of the
marketed surplus) by consumers directly for home processing.

Wheat purchased by the government procurement centers has in the
past been sold mainly to mills working to supply the ration shop
system. This system came under increasing fire during recent years,
leading to the GOP decision to abolish it. Both the German study
and preliminary results from the IFPRI B~11Qn_~bQP_~1~gX, funded
under the Food Security Management Project, suggest ttat major
portions of the wheat put into the ration shop system has in fact
been diverted to the open market. The IFPRI study interprets the
large difference between the officially reported drawdown figures
(2.9 million tons) and those reported by the households (500,000
tons) as an indication of substantial leakage in the system. 1FPRI
concludes that some "80% of the amount released to the mills is not
drawn by consumers from the ration depots."

There are other problems with the present system of procurement and
storage. Public grain storage losses are estimated at 5.1 percent
for wheat, wh~ch is several times the acceptable industry standard
of 1.0 to 1.5 percent loss per year. Public sector marketing costs
for milled wheat are estimated to be 11 percent higher than those of
the private sector (World Bank, 1986, p. 80).

In order to meet its public grain procurement targets, the GOP has
had to impose a set 0f restricting regulations on traders and mil
lers. grain movements, and private storage. For example, only com
missioned agents and licensed buyers (mills) are legally allowed to
operate .. ithin a specified market area. Although general grain
movement restrictions on wheat have been lifted, restrictions are
re-imposed in specific districts if considered r.ecessary to achieve
government procurement targets, often at the discretion of the local
district commissioner. This creates extra risk and uncertainty for
private grain traders, which tends to lower their profitability and
therefore their level of participation i'n the system.

A final problem is the degree of uncertainty surrounding GOP procure
ment. Prior to the harvp.st, the GOP announces a procurement plan
specifying the targets for each area of the country. In fact,
however. the amount of grain procured may differ substantially from
this level. In most years, the private market price tends to be
higher than the procurement price, except in scattered locales. and
government agents find it difficult to meet ~heir target. In good
years, the GOP comes under pressure to increase purchases to make
the support price effective. The lack of financial resources and
storage spa·~e prevents the GOP from doing so effec~ivel~' if the
quantities being offered are large. In consequence, the state
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Figure 1. 4-1
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procurement agencies' may end up with the worst of all possible
outcomes for a support price system, which is to say large
quantities of grain purchased at a price above the market price.

Almost all of the large-scale grain storage facilities in
Pakistan are publiclY owned. The inventory of state-owned godowns
has been built up over time to mQnage the grain procurement system
that feeds into the ration shops and is the government's main tool
for stabilizing prices. The parallel absence of private sector
storage results from the lack of an incentive to incur costs by
storing grain or building storage facilities, when the government's
release price is constant year-round and there are, therefore, no
profits to be made from storage. Public sector wheat storage
capacity is estimated as follows:

Table I.4-IV

Grain Storage Capacity in Pakistan

Permanent public storage capacity
Reserve (plinths, hired godowns, etc.)

Total storage capacity

4.30 million mt
_~I~ million mt

5.05 million mt

Private storage is also strongly discouraged by existing policies.
According to the regulations. private storage is permitted for
license holders on t~e condition that stocks are reported to the
Licensing Authority (District Food Controller) who is authorized to
direct the sal~ of these stocks at a specified price to specified
persons or agencies. Private sector foodgrain storage in Pakistan
exists mainly at the farm level for on-farm consumption and at the
market level for intermediate periods by private traders. Some
private foodgrain godowns have. however. been constructe~ for rental
to the public sector.

Official GOP policy statements call for mc~~~ent toward a larger
private sec~or role in grain marketing. To date. the main mechanism
put forward to achieve this is partial financing for private con
struction of storage facilities to be rented to the public sector
storage authorities. It appears unlikely that this weak measure
will have any real impact on the situation, as businessmen report
that the scheme is not financially attractive. The set of
regulations governing trade and storage, along with the procurement
and release system, needs to be thoroughly overhauled before the
private sector will get involved in storage in any serious way.

The abolition of the ration shops is too recent to judge
its impact on the GOP's wheat sales system. Available information
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on the new structure suggests that the GOP has exchanged a subsidy
of around Rs. 900/kg epplied only to ration shop atta with a subsidy
of around Rs. SOO/kg applied to the entire volume moving through the
state system. On balance this would appear to be a move in the
right direction, as the ration shops previously accounted for over
80% of total sta~e sales volumes (an estimated 3.1 mmt out of ~otal

state sales of 3.7 n~~ in 1985/86, for example). S~ate procurement
levels have been trending upward in recent y~ars, however, and if
this trend continues the total subsidy COUld surpass its present
level.

The impact of the sales program on the federal budget also depends
on whether the state 1s able to sell the full amount purchased.
This has not been perceived as a problem in the past, as ration shop
atta was priced well below competing products. Recent studies by
IFPRI and others have made it clear, however, that as much as 80% of
the grain designated for the ration shops never reached their
customers and, presumably, did ~ot generate the anticipated sales
revenues.

Thus far, sales have not been a problem under the new policy, as the
sales price is below the price that had prevailed on the
private market. Shortly before the government began unlimited
releases at Rs. BO/maund, prices on the open market had been running
at around Rs. 90/maund. As noted above, the current release price
has been set at the same level as the procurement price, implying a
subsidy eq~al to the G0~'s cost of storage and handling. The latter
is estimated at approximately Rs. 600/mt or Rs. 24 per maund.

It is too early tc 5ay ~hether the policy of open sales at a fixed
price accura~F-ly reflect.s the GOP's intentions for management of the
wheat market or whether, instead, it is only an interim measure,
design~d to drive down the market price of wheat during the transit
ion from the ra~ion shop system to a new, unsubsidized regime. If
the rationale is the latter, then judgment of the reform in the
whea~ marke~ must wait for the final policy to emerge. Indeed,
flooding the market during ~he transition could be interpreted as
skillful management of a difficult period, preventing potential
disrupt~o:n cf the wheat market caused by uncertainty or speculation.

If the rction~le is th2 former, however, and the new policies are
permanent. then there is substantial cause for concern. Rather than
.increasin~ th~ scope tor private sector activity, a zero-margin
sales policy virtually precludes private sales as long as the
government has any gr5in that it is willing to sell. It also
implies continuing large budgetary subsidies.

In either case. the situation of uncertainty surrounding the wheat
market as it enters the critical harVest period is illustrative of
the risk-augmenting capacity of the GOP's market interventions.
Should private traders buy on their own account, hoping that the
government's unfair competition is temporary or, on the contrary,
should they p12~ to take advantage of it themselves by buyiLg on the
g0vernme~t's aCC0~~t. selling at Rs. 2/kg. and then buying the same
grain back ia~er for the same price?

- 1.4-7 -



The results of an IFPRI·study of the Pakistan wheat market are
anticipated in June 1987. It is hoped that this study will clarify
both the current role of the GOP in management of the wheat market
and the appropriate role for government managers as Pakistan
consolidates its position of self-sufficiency in wheat.

A critical question is the relationship of the private ~arket price
to the official procurement and sales prices. As noted above, the
GOP procurement price has generally fallen below the private sector
procurement price, even in years of average-to-good production. The
differential has not been large, however. It is, therefore, diffi
cul~ to say whether the support price has been effective, and the
difference simply reflects a quality premium paid by the private
sector for the pick of the crop, or whether the support price has
not been effective. A detailed examination of prices and volumes
moving through the private sector channels is necessary to resolve
this issue, and it is expected that the IFPRI study will provide at
least an initial judgment on this key issue.

Despite recent changes in the wheat marketing system, a clear
need for additional reform exists. A very key step towards reform
will have been taken if the GOP proceeds to abolish the ration shop
system on schedule. As discussed above, this step must be followed
up with additional measures to make expanded private sector activity
possible. The challenge will be to reconcile the GOP's policy of
turning the wheat market over to the private sector, and reducing
budgetary ou~laY5, with the commitment to support prices for
farmers. It remains to be seen whether the GOP has sufficient
resources to implement a support price system effectively, much less
the additional financial resources needed to combine a support price
prog~am for farmers with a system of open market releases designed
to ~nhibit price rises on the consumer side.

IFPRI's report on wheat marketing should help to clarify these
issues. Their earlier report on the ration shop system proposed
that consumers and farmers be protected from excessiv~ price
fluctuations by government market interventions (open market sales
or purchases). A 15-20% market share is usually assumed sufficient
to achievt price stabilization objectives, :: \and this is a big if)
consumer prices are not heavily subsidized and if there is a
developed private sector possessing its own storage facilities.
This reduction in government procurement (by as much as 50%) would
reduce the present level of government subsidy considerably and
create the basic conditions for increased private sector procurement
and storage. The announced policy for government procurement and
release includes a large subsidy component for consumers that is not
compatible with a reduction in market share on this magnitude.

There is a need for several other policy changes to encourage
private storage. The restrictive regulations concerning grain
movement and private storage should be revised. This is relatively
simple in theory. once the GOP's procurement targets have been
lowered. but in practice the long history of local market controls
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in the subcontinent may be quite difficult to eradicate.

Ideally, a variable price support system should also be established
to encourage privhte storage. Thts system might operate on the
following basis: once a base level support pri~e is determined,
adjustment~ could be made monthly, for example, to take into account
carrying and storage costs. Experience in other countries does not
encourage optimism regarding the GOP's ability to increase official
prices as smoothly and regularly as this system implies, however.

Much the same impact could be achieved by introducing seasonal vari
ability into the GOP's trigger price, i.e., the open market price
that triggers a GOP decision to begin selling at the official
release price. A variable trigger price has very much the same
impact on the market as a variable release price, so long as the
release price is not too far distant from the trigger price. The
simplest way to ensure that the GOP's intervention in the market
reflects seasonality and storage costs is to shift to open market
sales (e.g., by auction) or to abolish state procurement
altogether. Neither of these moves appears to be politically
feasible at the present time.

These measures imply a shift in the GOP's mode cf market control
from a price~Qased system to a g~~ntitx=Qased system. At present,
the governm~nt at~empts to regulate producer prices by setting a
price that it believes to be appropriate and then making grain
purchases at that price. This method is only effective if the
government is able to purchase enough to drive ~he open-marke~ price
up to the support price. If the support price has been set too high
with respect to supply and demand conditions prevailing in a given
year, the~ the government may have to purchase a very large quantity
of grain in crder to meet i~s objective, which mayor may not be
feasiblE_

On the consumer side. a price-based market regulation system has
also been used. Previously, sales of limited quantities were made
at a highly ~ubsidized price. At present. unlimited sales are made
at a su~~idized price, although the subsidy is lower than
previously. If the government price is below the price at which the
private seC~0r can op~rate profitably, the government will once
again find i~se~: alone in the marke~place. The private sector will
either sell at a loss, if it perceives that government sales will
continuE for a long period, or wait for the exhaustion of government
stocks. h large-scale price-based intervention is therefore
extremely destatilizing to private sector activitie~.

In a quantity-based system, all purchases and sales are at the
market price. The system relies on the oft-noted tendency of prices
to fall when supply is increased and to rise when demand is
increased. By entering the market as a purchaser at harvest-time.
the government increases demand and therefore pushes the price up.
By selling its grain toward the end of the season. it increases
supply ~he~ prices would otherwise be highest, and tends to drive
prices ao~~. This sys~em is much less expensive than a price-based
sys~em~ I~s costs are also more con~rollable. as there is no need
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to purchase as much as is offered or sell as much as is demanded in
order for the program to be effective. The quantities to be bought
and sold can easily be set to reflect the budget and storage space
available.

Summar~

The overall goal of policy reform in the wheat sector should be to
encourage the government to reduce controls in the marketplace,
limit its interventions to match the resources available, and
encourage greater private sector participation. The following
policy actions can be identified as appropriate near-term steps:

1. The instauration of a market stabilization system in which
open-market operations for releases of publicly procured
and stored grain are made to keep consumer prices within a
specified band;

2. Increased private sector participation in the grain storage
system of the country by revising restrictive regulations;
and

3. Introduction of a variable wheat pr1c1ng system allowing
for normal seasonal price fluctuations in order to
encourage private sector storage.

Additional actions are expected to be identified as a result of
analytic work now under way, which should further clarify the costs
and benefits of alternative intervention strategies under differing
supply and demand conditions.
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AtrnEX-l...~

THE_SEED_IN~llSTRI

While Pakistan has made considerable progress in seed productio~

during the last decade, the seed program suffers from a number of
serious deficiencies. The assessment of Pakis~an's seed industry
recently completed by the Industry Council for Development for
USAID/Pakistan identified two basic problems that impede the rapid
arowth of a private seed industry and improvement in the quality of
seed planted by Pakistani farmers:

1. Until recently, the emphasis in seed industry development
has been on building up public sector seed companies, a
move that was encouraged by the donors; and

2. The approach to private seed companies has stressed control
and regulation, rather than balancing protection for
purchasers with measures to protect and encourage private
seed producers.

Both problems are reflected in the legal framework embodied in the
"controlling and regulatory concepts" of the Seed Act of 1976, which
forms the core of seed legislation in Pakistan. This law was
drafted to reflect the public-sector based policy, and consequently
does not meet the needs of private seed industry, as there was
little support for it at the time the legislation was enacted. The
legislation leaves the iegal status of seed production in doubt
(i.e., whether it is classified in the industrial, agricultural or
commercial sector), which creates problems for investors in
Pakistan's heavily regulated environment, as it is unclear which set
of regulations applies to them.

The historical reticence of the GOP toward a private seed industry
development policy, coupled with the existing legal and administra
tive barriers to potential private producers has made the private
sector hesitant to move aggressively into this area. New legisla
tion is needed to reflect the shift in policy to favor private
sector producers and to address concerns excluded at the time the
current legislation was drafted. Changes in the law and supporting
modifications in the composition and function of existing seed
agencies are needed to create the regulatory environment in which
seed production can expand to supply a larger share of the plan~ed

area.

The author~ of the leD seed study concluded that there is both a
great potential and need for much higher farmer use of improved
seeds in Pakistan. The authors note that the production of wheat
and rice seed (which are self-pollinated, meaning that farmers can
use seed from their own land, rather than purchasing seed each year)
does not appear to offer private firms the margins they would
require to euter production. They view oilseeds, particularly
sunflower seed, as an especially attractive crop. Their analysis
also sugge~t~ a grea~ potential for high quality fodder and feed
grains to meet the large demand of the livestock industry,
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especially dairy, as. well as considerable potential in the vegetable
seed sector (particularly for seed potatoes), although the
specidlized nature of vegetable production makes it difficult to
generalize in this area.

Specific problems exist in several areas: sanctioning,
subsidies, registration, importation, marketing, certification and
quality control, and wheat variety release.

a. SanQ1ioning. The investment approval process is slow and
cumbersome and constitutes a needless barrier to private
investment in Pakistan. Sanctioning should be drastically
simplified (or eliminated altogether for Pakistani
investors) .

b. SuQ~igi~~. The price of seeds for distribution by the
public sector is subsidized. Such subsidies should be
eliminated if there is to be "fair" competition with the
private sector and improved efficiency in resource allo
cation.

c. E~gi~~ration. One of the most common compl~ints of poten
tial seed producers concerns the length of time required to
register a variety: if a new variety is approved for propa
gati~n, it is registered and notified; obtaining notifi
cation status of a new variety can take up to four years,
which is excessively long. The process could be
sub5tan~ially shortened and made less costly by changing
and/or eliminating a number of procedures and regulations,
and otherwise streamlining the process, without adversely
affecting seed quality. Private seed companies should be
permitted to make independent tests, subject to inspection
and verification. These tests should be based on proven
performance under typical conditions and not simply on
cOfitrolled plot tests as at present.

d. !mEQ£1~1iQn. Private firms should be permitted to import
experimental materials, lines, and varieties freely,
subject only to quarantine and phy~osanitary regulations.
There are restrictions on such imports now. Crop breeding
research in the private sector is still very limited and
importation of new lines for testing should be encouraged.

e. tlark~1i~g. Promotion appears to be one of the weakest com
ponents in the marketing matrix. While advertising and
rela~ed activities are clearly the private sector's
responsibility, better government supervision of marketing
and trade practices is needed to improve consumer
protection and ensure that the reputable dealers are not
discredi~ed by the actions of a few.
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f. Certification and 2uelltv Control. In Pakistan there is no
clear separation of rules concerning genetic identity
(certification) and quality control for seed (physical and
physiological). Both genetic identity and quality control
are covered by the present certification process. By
restricting control only to certified seed, current
regulations generate a great deal of harmful confusion by
leading farmers to believe, for example, that non-certified
seed is substandard, whereas in fact it may be quite good.
At the same time, post harvest seed quality control is very
weak for certified seed during the storage/distribution
period and such control is to~ally absent for non-certified
seed. The separation of consumer protection regulations
from certification control is badly needed. By
establishing and monitor.ing a "truth-in-labelling" system
and regular testing of all seeds in commercial channels,
wide-spread seed quality control could be accomplished in
Pakistan.

g. Wheat_Yarie1t1~§. While the results of wheat research have
generally been satisfactory, the public seed corporations
commonly restrict seed production to a small number of
varieties. This sharply increases the risk of serious
outbreaks of recurring, quick-spreading diseases (epiphy
totic diseases). The repeated error of supplying farmers
with only one variety of wheat for large contiguous land
areas could result in a repeat of the very costly rus~

epidemic of 1977/78.

Following is an illustrative list of possible policy reforms and
regulatory changes that could be included in the d1alogue agenda for
the ASS?:

a. Passage of new seed legislation that delineates the roles
of the private and public sectors; that clarifies the seed
industry status as an agricultural industry; and that both
prCffi0~es private sector activity and provides adequate
production for seed purchasers;

b. Elimination of subsidies on government marketed seed;

c. Drastic simplification or elimination of the sanctioning
process;

d. Removal of restrictions on the free importation by private
firms of experimental materials, lines, and varieties;

e. Reduc~ion in the time required for seed registration by
private producers, mainly through streamlining the process;
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f. Improvements' in consumer protection, through, for axample,
enforced truth-in-labelling, with spot checking at final
points of sale; and

g. Support to greater promotional efforts for the use of
improved, high-quality seed.

The agribusiness study, now under way, is expected to shed addition
al light on the need for policy reforms affecting agro-industries.
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A~HiX_l~Q

ASSP TRAINING AND TECHNICAL ASSISTANCE COMPONENT

The Training and Technical Assistance component will have two
distinct elements:

o A ~£1Q~_~giDiDB-ErQg~m providing long- and short-term
training to build up the research and training capabilities
of Pakistani institutions in the agricultural sector and to
expand the pool of skilled personnel available to the
national agribusiness sector; and

o A ~Qlig~_infQrIDgtiQn_gng_IDgng~ment_ErQgram. which will con
tinue and expand the program of policy analysis, data
collec-tion, and institution-building begun under the Food
Security Managem.lnt Pr0ject and provide technical s~pport

LO the ASSP's policy dialogue.

The training component of ASSP works toward removing one of the
key constrain~s to economic growth in the agriculture sector - the
low level of education. There is little dissent to the proposition
that Pakistan has been spending too little money on education. The
GOP presently budgets less than 2% of the GNP for educational
purposes. ASS? seeks to help Pakistan address this urgent need
wit~in agriculture-relat~d sectors of the country by participating
in a comprehensive training program to upgrade the educational level
of personnel involved in agriculture-related businesses and institu
tions.

The training c0mponent of TATA is designed to provide opportunities
for upgrading the professional and administrative skills of
Pakistani n3tionals involved in the field of agriculture. The ASSP
training program will have two m~jor components:

a. PgQli£_~~ctQK_txsining: long- and short-term training in
the United States for university personnel and ethers in
institutions supporting the agricultural sector, reinforced
by 5hor~-term in-country training ~nd visiting professor
Ehips for US faculty in Pakistani institutions; and

b. fKiYQ~~_~~~1QK_tr~ining: long- and short-term training in
the United States to upgrade the technical. professional,
and administrative skills of individuals with a background
in Pakistan's private sector production, processing, and
marketing sectors, as well as short courses in-country to
reach a wider agribusirless audi~nce.

Training will be 0ffered in a wide range of specialties needed to
improve performance in the private and public sec~ors. While the
specific categcries w:ll depeTld 0n the training needs expressed by
local institu~io~s tputlic and priVate) and the availability of
su:table candidates, it is anticipated that degret training will be
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offered in agricultural sciences (agronomy, plant pathology. genet
ics, etc.), livestock sciences, food processing, marketing and
distribution, business management and public administration, and
economics.

The public sector training program will provide scholarships for 44
individuals to complete Ph.Ds and 11 to complete M.S. degreeG in the
United States. The Ph.D training will be provided primarily to
faculty members of Pakistani agricultural universities and public
sector employees with direct responsibility for policy analysis and
advice to senior officials. To the greatest extent possible.
individuals will be identified in cooperation with local universi
ties or other Pakistani centers of research and training, which will
be encouraged to submit candidates in accordance with their
institutional training plans. Some candidates will, however, be
chosen for training to reinforce the institution-building activities
being carried out by EAN and ADC. To further strengthen the impact
on agricultural training and research in Pakistan. the program will
also finance Visiting profes50rs from the United States, who will
spend an academic year at a Pakistani university or other training
institution. Approximately 12 person-years will be funded under
this program. which will be an extension of USAID's Institutional
Ex~ellence Program (which will begin implementation in FY1988).
An illustrative list of GOP institutions from which public sector
scholarships will be identified can be found on pages 14-17 of this
sec~ion.

ThB priVate seC~0r training program will provid~ scholarships for
Pakistanis in technical fields related ~o agricultural production,
pr0cessing, and marketing. Nineteen Ph.D and 68 M.S. scholarships
will te pr0vided Candijat~s will be chosen through open competi
t~on on the basis 0f proven c0~nitment to agribusiness (with strong
preferen~e to indi~'lduals witt an employment history in the sector
0r spo~s0rship by a local fir~). academic preparation, and language

Sh0rt-~erm US training will also be offered under both programs
(s0me 1000 person-months under the public sector program and 300
under the priva~e sector program). In addition, in-country training
workshops and seminars will be funded under ~~e ASSP, as well as a
limited numbe~ ~f invitational travel t0~~_. primarily in support of
~he EAN and ADC activities. The programmed levels of U.S. training
ar~ shown in Table I.E-I.

The long-term training program will be managed by ARD staff
in cooperation with the mission's Office of Human Resources and
Training (HRT), under the auspices of the Development Support
Training Program (DSTP). A training manager (PSC) will be added to
th~ ARD staff to handle the scholarship and training program, to set
up selection criteria. and to carry the program through final
selection of the first round of participants. This position will be
funded from P~IF f~njs fer 2. p~riod of one year with the need for
cv~~inued assistance assessed at the end of this period. It is

- 1.6-2 -



anticipated that mission staff sh0uld be able to manage the program
once it is established, with assistance from the Academy for
Educational Development (AED) , the contractor for the DSTP, which
administers all US and third country training for the mission.
Representatives from MINFAC and EAD will participate in the
interview process and approve the candidates prior to final ap?roval
by USAID.

PIO/Ps for the candidates selected will be prepared by USAID/HRT
citing ASSP funds. Tuition costs and fees for the participants will
be paid to the training institution concerned and health insurance
premiums will also be paid. The GOP will pay the salaries of public
sector employees. (Payment of private sector trainees' salaries
will be regarded as a matter for negotiation between the trainee and
his/her employer.) All other training costs will be paid by
USAID.

In-country training will take the form of local scholar
ships, workshops, and seminars. While some in-country training
programs will be carried out under the rubric of program training,
particularlY the visiting professor program outlined above and short
courses in the agribusiness field, most of the activities in this
area will be undertaken as part of the ADC and EAN activities.

ADC pl~~s tG prcvide specialized training in subjects closely
related to collection of agricultural statistics such as the
management of data systems. the training of trainers, and compu~er

applications in statistics through a series 0f workshops and
seminars conducted by local and expatriate consultants over the life
of the ADC project.

ADC also plan~ to work toward the establishment of an in-service
training insti~ute for entry level and mid-career statisticians in
Lahore. The i~s~itute, managed and operated by the Statistics Divi
sion of Lhe Ministry of Finance, will offer a range of courses in
statistics and related fields. ADC will support the institute
through Lhe provision of visiting lecturer~. a~j purchase of text
books. other training materials, and microcompuLers to furnish a
computer training laboratory. Procurement 0f goods and services in
~upport of this activity will be implemented by USDA through its
FASA agreement.

The EAN Project pla~s to conduct four applied economic analysis work
shops annually. Each workshop will consist of approximately 17
training days elver three ca]e~dar weeks, with each workshop costing
about $35.000. The principal topics of these workshops will
include: applied economic analysis, agricultural marketing, econo
metrics, agricultural policy, and international trade. In addition,
EAN plans to conduct two special local agricultural pel icy seminars
~ach year. Each seminar will deal with key agricultural policy
issues that have bec~ analyzed during recent EAN contract research
SLudies.
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ARD will organize additional in-country training through its agri
business program. Two workshops are planned each year for five
years, costing approximately $100,000 each. US experts will be
brought in to conduct these workshops. American educators will also
be brought in to teach in Pakistani universities, techni·:al insti
tutes, and research institutions through a buy-in to the mission's
Ins~itutional Excellence Program.

Table 1.6-1 indicates the training accomplishments expected
over the ASSP's six-year life in the areas of long-term training and
US shcrt-term training.

Table 1.6-1

Summary of Principal Training Outputs

Year Training Begins:

Public Sector Training

1987-1988 1989 1990 1991-93 TOTAL

Ph.D (persons)
M. S. (persons)
Short-term US (PM)

Private Sector Training

Ph.D (persons)
P,.S. (persons)
Short-term US (PM;

26
221

9
38

160

10
14

180

5
20
80

10 2
19 12

216 396

5
10
80

44
71

1013

19
68

320

The proposed budget for the entire training program for the the
~er:0d from 1987-1993 is provided in Table 1.6-11. It is assumed
tha~ Ph.D's will be completed in three year &~d M.S.'s in two
years The t~ldget assumes that each cand:~3te is fully funded for
the entire tr3ining program in the year of departure for the
training. This means that the costs in the first half of the
six-year periJd are substantially higher than the second half.

- 16-4 -



~

IIlUSTUlIVE 1U000T Flit Til PIIlPOSfD TAAI_11Ili PlMl
A/iAICUlllJlE SWill SIPP~T 'IIOMM

(U.S •• ',I

lI1l t : : , , - : .' : ' : ..' __._-_ _-- :·-· ·----- ···1·-- • .. ----·--·.· ..-·----1EI f1llS( CAl£ooay
:~It Colt FY 97 fY 88 FY e' FT .0 n'I-U ra' ....

4'" _ "' oo •• oo •• _ , -.oo _ ••••• _ _ ••• _ •• _ •••• __••_ •• ~ ••••• ,, ••••••••••••_ ••••••__ _. _ •••••••• _ •• _ •••

:.., __._ - .-_ : _ : __ : -: _--. __ __.: ..__.._.._---:-_ _.._ : _-----.._---_.._-:

: ~ ,,, ,.. ~ : ~.... .. : '.. : _ : - _ - _.: ..- ..- _.._-._- t···· ..__.•.- :·······..·····-··_··'·········--·1

: - ' - -- .._..: ···-·-·· ····· ..·..·1···-·-··-·····---: ~ -: ··--·-·.. -··--···1----··----·--:-------·---:-----------------1

l-l
..........
t:
til
('"
"'l

'm........
<:
rtI

tIl
t:
p.
.n

- It' .~
.... ,1 III
'0 t'I'
·~o ~...
""M) f:.l

I
•• :a> .,. ~

'0 C/) .
\0 C/) 0'
l.v '"'J I.-.

>-3 H
'1
l»....
;3....
p
~

"tl
'1
0
~
'1

~

210,000 I,m,ooo:

I
219,340 .,22t,~O I
126,440 .,sn,~1 I

o 1,107.096 1,107,", I

5,"',000
',147,200

15,214Ul,Ooo.7,'31
51,1341

1:1,000: 260,000 14',000: nt,'"

1:17,096 :

1,J40,100
1,015,=00

60,384
51,Bti

1:1,000: liS,OOO

~O,OOO :

65,'16 :1,15'.800
57,81>1 :1,101,.00

1',000: I~,OOO

250,000 :

l>O ,314 : I, :.a1, 100
57,8/l1 :1,101,600

1',000: 165,000

250,000 :

16',000

:3,353,'00 810,671 :3,630,100 849,041 :1,735,000 '02,'U: 1,.2,'00 1,025,011 :2,"3,200 717,OH :I7,,,.,~o ',373,587 ~I,567,.7 :

: 1800 151b :1',2",000
:1900 151b: '18,800

P"
P"

IDlAl.

f ."1 ".11 ~..ou,

: Fl lC: Fl lC: rl l.C·: n lC: FI lC: fl lC: n 1I: Fl"'C
.................................... -.. __ _•• t-..__ : .. ~ ---- : - _- .. O' _ •• : _ ~ ••.",- _ : -_ : _- -: _ _---_ _ : --···---------·',-------1

TUIMIIii ::: :.,.' •
~.l onq" Itr I U. S.
IIP.blle S#ctor IE~I"DC;AIlDI

IIIP",H. 5p<lor IA'OI

•• Sh~, 1041" IUD)

_ot.·u.S. I 1.0·0 r As. 17.00

r Il£: ASsPTAII&I04l09lS1

:..- _- ..' -- _..:._-..- __.- : _-..---- :..---..__._--:--.---.-----:-----------1--------_·_-:---------- -----.--:

b.5ItDtt-l.,. U.S.
IIMIJr s.<tor rfMlrAJICrMDI: PI, :~ 251. I 371,000 115,1341: 3",~ 115,1341 I '30,900 141,444: 756,010 161,12' :1,:15',000 2OI,2!O I 1,711,$00 7'2,220 ','5:1.721:

IIIP".~I, s.<tor IAROl : :3500 2516: 180,000 100,640: 210,000 100,640 i 2IO,OGo 100,".: 710,000 lOO,Ut: : 1,120,000 402,51.0 1.522,~0:
:.. -_ '.''"' ,·· ···.. ·-·,..·.. ·"'· ·-i·------···,····.. : --..- _."'; - - _._ :---._.,.._ :_··..-·-···----·1--··--·-----·:----·..---·'··---..·--1
,5<lHol,1 ::: ~,oot 216,11': 675,500 21',376: ;10,000 m,0i4: 1,1341,000 261.6.. :t ,55',000 201,210 I 4,131,~0I 1.144,780 ~,971.211 I
: ",·· ,..······_··_--_·-:·_······_--_..·..···1··--..------·:-·..--..·········-:·--··---··---1-·-·--··----:--····----:·--------·--···-1
I c.ln,lltytloul £IK.ll ..CI "'09: PII a971 2271: I~,.oo 41,000: 1~,iOO 41,000: t25,6oo~ 41,000: 115,'00 41,000: 2:lI,NO 12,011O: 7:11,601 2",000 "',*:
I ~- _- "'-- •• _ '",."'_.: - ••• - ..- - ••-_ 1· ·· ··_ ..__..·..··:······.._· .. ····-_··:···_· _'- ·.__·_----···---:-··--------:---------·--1
, '.In-(OUltry IEUIAlCjMDI: : : 110,000 I~,OOO: 110,000 112,311: l80i0oo" '209,~10; 110,000 2",'10: 110,000 128,~0: 9tO,. 1,0",911 I,"",tl! I

au,·lolil !: :1,224,800 118,252 :2,481,000 113,::'94 ~2,354,~ "',152: 2,37.,000 120,7": ~8,000 ~,22' :10,017,200 5l',7tl.JO,602.... ::~ -", ,.. ~ _----- -..:-----.-- :._ _ _.: -..- _ ~: __.:--.._-·-----:----··----1·------·--·_-----:



The program of analysis, data collection. and institution-build
ing begun under FSH will be continued and expanded under ASSP. The
program will have two distinct elements:

a. lnsti tution - bui ldiI!B.-acti.vi ties, including technical
assistance, formal and informal training, equipment, and
other assistance to strengthen the capabilities of the
Economic Analysis Network in the Ministry of Food and
Agriculture. and the agricultural data collection and
dissemination activities of the Federal Bureau of
Statistics; and

b. Analytic s~PPQrt to the identification and clarification of
policy issues, the formulation of reform packages. and the
development cf consensus on a2tions to be taken.

While the institutional development component will largely build on
existing activities under the FSM Project (particularly the Economic
Analysis Network and Agricultural Data Collection activitie~), the
analytic support will be provided through a numb~r of mechanisms.
including the EAN as well as a mission-managed policy analysis lQC
(or ot~er ba5ic ordering agreeffi~nt mechanis~) and supplemental tech
nical ~ssistance.

Under the FSt~ froject, the ~~QnQIDi~~nE1Y~i~_~~~wor~(EAN) demon
stra~ed the value of d~awing O~ Pai:istani and expatriate exper~ise

to generate high-q~al:~y analysis of priori~~' policy issues. This
experie~ce h&5 reinfc,rced the lesso~ learned through p0licy dialogue
und~~' ACE and PL-48C: success in encoura£ing the GOP to adopt
needed policy reforms is much greater HJ~ere the mission (and reform
advocates within the GOP and ~te private sector) can draw on timely
and relevant i~f0rm~ti0n. The bold steps ~ake~ by the GOP in recent
months were based in part on the recommendations and findings of mis
Si0~-funde~ s~uiies, i~cluding IFPRI's analysis of ratiJll shops fund
ed under FSM and earliel studies of fer~ilizer ~nd ~ilseeds policy.

Thi~ experierlGe and et.her work ur~d€r the EAU he:!: also demonstrated
the valUE of following up the analytic work ~. ~:~ seminars and pub
lica~ions a5 a ~ean5 of developing a cc~~~~ ,-~ among government and
private se~~cr ieaders. Under the ASS?, AIL and the GOP will con
tinue to draw on the EAN for analytic support to identify the costs
and bene:i~s of alternative reforms in thE agricultural sector.

Finally, the EAN has proven the value of an informal network linking
analysts in a wide range of Pakistani research and policy institu
tions. In addition to broadening the reso~rces available to the GOP
for analysis of agricultural issues, the network has proven to be a
useful mechanism for providing training and technical assistance to
these institutions.

Despite this positive experience, progress in institutionalizing the
EAN within the Ministry of Food and Agricul~ure and building up the
anal~'~ic capaci~y of MINFAC itself has bet, slower thaD araticipated .
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Consequently, the extension of the EAN under the ASSP will give
particular emphasis to establishment of a permanent capacity for
policy analysis of agricultural issues, based on both in-house
analysts in the GOP and improved abilityto draw on the analytic
capabilities of other Pakistani institutions, particularly
agricultural universities. Greater attention will also be given to
building up the capabilities of the latter insti~utions.

At the present time, development of in-house capacity is expected to
continue to emphasize strengthening of the Directorate for Policy
Analysis in MINFAC. The ASSP evaluation at the end of the proaram's
first three years will reexamine this decision in preparation for
extending the EAN activity into the 1990-93 period. If institution
alization of policy analysis capacity within MINFAC continues to
lag, consideration will be given to broadening the institutional
base to include other institutionE, or otherwise redesigning the
program to strengthen i~ institution-building impact.

Under the EAN, institution-building activities will include
provision of long- and short-term technical assistance, U.S. and
in-country training (with a strong emphasis on the latter),
development of economic research facilities through provision of
computers and libraries as well as improvements to the physical
plant, and other assistance.

3. fg~1-19Ql_EconQmic_Assi~t~nc~B~BYirementsfor Economic Analysis
~~~~~r~_lEhN} Prgject

The proposed strategy for the EAN Project after 1989 is based on the
following assumptior.s:

a. By 199C, the Directorate of Agricultural Policy (DAP) will
employ a staff of at least 15. of whom at least 7 are staff
economis~s or directors;

b. By 1990, at least one-half of the DAP staff are in the GOP
civil s~rvice;

c. By 1990, at least 5 major sector-level policy analyses are
completed under the EAN research program;

d. Local economics training through applied economic analysis
workshops and seminars will continue to be effective; and

e. MINFAC will in2reasingly recognize the value of the DAP and
rely on the DAP for most of its policy analysis needs.

By 1990, the DAP will have evolved to be~ome MINFAC's primary sup
plier of relevant, credible economic and policy analyses. During
the next three years, the DAP will develop three major research
programs: economic analysis. price analysis, and farm management.
These programs will be developed through support from the EAN PLA
and concentrated technical assistance from a long term expatriate
DA~ Advisor. h:~C will be fielded in the summer of 1987. During
19Sf-BS. ~he EA~ will continue to be strengthened through a series
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of applied economic analyeis workshops and financial and technical
assistance toEAN studies conducted by cooperating EAN institutions.

The accomplishments of the EAN Project through 1989 will set the
stage for the maturat,ion of the OAP and the EAN during 1989-1994
Much of the research to be conducted after 1989 will use data col
lec~ed by the AOC on a6ricultural prices, inputs, market linkages,
labor, machinery, costs of production, and trade. Most economics
training will be implemented through local applied economic analysis
wor~shops and seminars because of continuing difficulty in placing
participants in overseas academic programs. When necessary. EAN
studies will supplement AOC data with rigorous, narrowly defined
economic surveys of arrricultural producers, households, processors,
and marketers. .

The analytical capability of the DAP and the EAN will be further
strength€~ed t~· c~ aoji~io~ol 80 advanced microcomputer systems and
five econo~ic r~se&rc~ libraries. In recognition of the premier
role of the DA? as :-Ht~?;.C' s policy advisor, a permanent OAP office
complex ~ill to C0~stY~cted for the GOP. Three long-term expatriate
advisors wi:l ~.3:::::"?: ~~H:?;\C ir, strengthening the DAP's staff econo
mic cap~bili~y, pr0,"idi~E ~~chnical assistance to EAN institutions
and EAN r0sear2~. projects, and coordinating local training programs
for wQrk~~Op5 and Ee~_~~2rs. Abo~t 60 person-months of short-term
expatriate ~ech~:c&l ~ssistance will be supplied to assist the EAN
and ~he D~? ~0 i~~~eLtn~ specific studies. Most of the technical
assistanc~ ~7:~~ t~ c~3wn from local expertise: 300 person-months
of ~r~0r~ - ~E:~7. C0!.~:_:_ 1:.c.:-~c:' c:s, and 1, 80a perscn -months of research
support. The e2~:~a~ed ~ost cf ths donor assistance required for
these ac~i~i~i~~ is s~~ffia~izE:j in Table 1.6-111. A detailed budget
by proj~~~ y~~r i~ ;~~~'d~d in Table V-I \n the main text.

TABLE 1.6-111

Eh:~ ?r~j2~~ Donor Assis~ance Needs For 1989-1995

- ,~~~~::~~;..~:~ At1QQtn ~Q~I_

III. Oper2~ing Ex~enses (est.)

I I .. Corr.modi~ie5
A. Computtrs/S0:~~2~~ 80 Systems
B. Offi2~ Equip~e~~

C. DAF Offi2E CG~s~ruction

~. Economic R~3ecrch Libraries 4 (3,000 vol. @;

T
.L •

-. -
.. -=_ : ~:..~. ~:..-::: i. ./L.£: ='i. -= -~ ,::..,:= 2E.-

2. Shor~-~er~ Exp. Advisors 60
3. Local Stoff Sup~ort 1 1 800
~- -,,;~:~':5.1. Irj,:::r€,c2~ COS"ts

~ ~.. ;;:;c·n-Months
=~udies

Ferson-Months
Person-Months
Person-Months

$ 4,738,000
1.540,000
3,198,000

801.000
951,000
884,000
556,000

2.310.000
120,000
250,000
400,000

1,000,000

208,000



Below are specific activities plllnnp.d under 'the EAN component.

Two long term advisors will be assigned annually to
strengthen the DAP's capability to conduct economic analyses .nd
monitor the EAN Contract Research Program, strengthen the economic
research capabilities of key EAN cooperating institutions. such ••
the University of Faisalabad. and assist EAN cooperating
institutions in conducting contract research in suppor~ of the EAN
Annual Economic Research Agenda.

Thirty studies (five studies per year) will be contracted
to cooperating EAN ins~itutions. Each study will be desianed to
support the EAN Annual Economic Research Agenda. The studies will
focus primarily on the following issues: sector analyses of
specific commodities. sector analyses of specific agricultural
resources or inputs. trade policy. investment policy. regulatory
policy and marketing policy. Each study will generally be funded
for four to six months. In no case will funding be provided for
more than iline calendar months after a contract is sianed.

The anr._al technical assistance support required for these studies
will include 50 person-months of local consultants. 10 person-months
of expatriate short term advisors. and JOO person-months of local
research staff in the DAP. The local research staff will be mainly
responsible for providing HINFAC with briefing papers developed froa
the results of the contract research studies.

Four applied eco~omic analysis workshops are planned
annually. T~e prime topics of these workshops will be applied
economic an8~~'Eis. agricultural marke~ing. econometrics. agricul
tural poli~y, and international trade. Each workshop will consist
of approximately 17 training days oveL three calendar weeks. The
estimated costs of per diem and transport for over 100 participants
(20 per WO~kEhcp) is $35,000 the first project year. increasing at
five p~rcent per annum thereafter.

TW0 special local agricultural policy seminars are planned
annually. Each seminar will deal with key agricultural policy
issue~ that have been analy~ed during recent EAN contract research
studies.
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All workshops will be conducted by local instructors who
have been identified and trained during the initial phase of the EAN
project. It is estimated that local instructors will be engaged for
approximately 49 person-weeks per year.

The first phase of the EAN project did not include
responsibility for overseas training. In the post-87 program, it is
anticipated that the EAN proJect will implement an overseas study
tour program to supplement local workshop training. Study tours
will include workshops and customized short term research training
programs with US agricultural universities.

D~rl~S the fir5~ year of the post-87 program, 80 micro
computer sys~ems based on the Itel 80386, or later microprocessor
technology, ~:ill be dis~ributed throughout the EAN to supplement
IBM-FC/AT systems su~plied under the first phase of the EAN
projec~. Each Microcomputer will be supplied with standard word
processing, s~rea~5htEt, database, graphics, and econometrics
softwar~. Ea~h micr0cOffiputer system will meet or exceed the
compu~a~iona: capacities of m~3~ mainframe computer systems
currently operatitig i~ Pakistati. The estimated cost of each system
is $12.000.

Durin~ the first year, ten photocopiers and other office
equipmEn~ ~:l: be c:E~ributed Gw0ng the DAP and key EAN cooperating. . .
lnS'tl tu~:or.. ~.

-;.:, fur~he=- ~hE; irl~:.i t.ut.ional i zatioTi of the DAP, a DAP
office wi~l b€:~~s~r~c:.et durinE the fir~~ two years of the post-87
program. Th~ cifice ~ill have approximately 30,000 square feet of
spaCt and w~:l ccs~ a?proxima~ely $400,000.

D~ring ~he first three years of the post-87 program. four
eccnomic restarcfi l:craries will be established in the EAN. It is
expected ~hat one of the libraries will be housed in the DAP. The
other four libraries will be located in each province in a key EAN
coopera~ing inst.i~ut.iJn. Each library will be provided an initial
acquisition of 3,OGO volumes. The cooperating institutions will be
expected to pr0vide the floor space for each library. The estimated
cost of 15,000 vcl~~e3, lihrary furniture and equipment, and
renovation ~f the facilities is $1,000,000.
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4. A8ricultyrU...l&!&-.~211~~tlQn-iADC)ProJect,· 1986-89

The .\gricultural Data Collection component of the FSM Project
will also be continued under the ASSP. The ADC is assisting the GOP
to modify the present agricultural statistics collection system to
develop a more accurate and efficient system based in part on the
area sampling frame methodology, but incorporating more ~raditional

data collection and publication methods as well. By the end of the
FSM Project, it is expected that the area sampling frame will have
been fully implemented in the pilot areas, but due to a late start,
a second phase will be needed to implement the area sampling frame
nationwide.

The objectives of the Agricultural Data Collection activity are as
follows:

a. Completion of the area sampling frame for the original
seven pilot districts (as revised; based on MOD
restrictions) and one district in NWFP and Baluchistan
(conditional upon the acquisition of aerial photography).

b. Complete at least one area survey for major crops in the
pilot districts.

c. Initiate a demonstration objective yield survey for three
major crops in at least one pilot district.

In the 1989-1993 period, the ADC should continue under the same
organizational structure as the 1985-89 project because substantial
work will remain to complete the national area sampling frame. The
primary objective of ADC will continue to be the collection and
publication of basic statistics on agriculture. The area sampling
frame will be used as the sampling base for production statistics
and other major agricultural surveys, however, the project should
begin using several other methodologies in the collection of related
basic agricultural statistics. All data generated by ADC will be
made available on a timely basis to all users throughout the country
for planning and decision making.

The outline below shows the proposed structure of ADC for the Agri
culture Sector Support Program.

I. Production Statistics

A. Complete national area frame
B. Initiate yield estimates for major crops
c. Investiga~e al~ernate methods for estimates on area

and yield of minor crops
D. Explore methods for providing interim livestock

statistics between census, and livestock products
data, i.e., milk production and slaughter.
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II. Economic Statistics

A. Prices; farm, wholesale, retail
B. Price of index series
C. Cost of production and production inputs
D. Agriculture labor; including labor force, cost and

migration effec~s on.labor supply
E. Land tenure
F. Farm credit. cost use availability, sources
G. Cold storage
H. On-farm grain stocks
I. Marketing

a. Agriculture market structure
b. Market channels
c. Marketing costs
d. Losses in the market
e. Transportation
f. Export-Import trade (monitoring of international

markets)

III. Training

A. Foreign degree training
B. Foreign short-term training
C. In-coun~ry training
D. Statistical training institute

IV. Technical Assis~ance

A. Long-term technical assistance
B. Short-tel;n technical assistance

V. Commodities

A. Vehicles
B. Computers, 100 microcomputers, 1 mainframe
C. Miscellaneous: textbooks, training equipment, office

equipment (typewriters, photocopiers. etc.)

VI. Aerial Photography

A. Ph0tographic lab equipment
B. Nationwide aerial photography
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The table belvw shows estimated cost for the ADC activities.

Table I.6-IV
Estimated Costs for ADC (1988-1993)

---------------------------------------------------------------------
A. Technical Assistance

1. Long-Term'
2. Short-term
3. Long-term (in-country)
4. Administrative Support

B. Commodities
1. Vehicles
2. Computers
3. Mi3cellaneous
4. Aerial Photography
5. Laboratory Equip.
6. Training lost. Supplies

C. Operating Exp~nses

4.720,000
2.503.000
2.151.000

51.000
24,000

. $ 13. 806 •000
931,000

1, 080.000
1. 54fJ. 000
8.000.000
2,000,080

250.00u
2,231,000 2,231,000

Table V-2 in the main text provides information about the estimated
expenditures of ADC i~ each year.

Some of th~ activities of the PHM component of the FSM project,
i~cluding te:h~~~~] assistance and t.raining for storage management,
will ~cn~i~u~ ~~ a smaller scale under ASSP. In addition, with the
GOP planni~g to C0nvert th~ existing bag handling and transportation
of wheat SY5~~m into a bulk handling system, a $45 million pilot
prc.ject exploring the feasibility of instituting a bulk storage
system for the handling of commodities coming in-coun~ry under the
CIP component of ASSP will be initiated. Specifically, a pilot
project will t~ undertaken to determine such facts as existing
~0nstraints. 0p~rating costs, h0w bulk transport would function, and
how the operatioDs of a bulk system could be adopted wi~hin the
currerlte sy2: --=!r:.

It is anticipat~d that the pilot project would be implemented by the
Pakista~ AgTiclilt~ral Storages and Services Corporation (PASSCO). a
fed~ral &~~ncy r~spcnsible for the procurement and storage of
grai~~ lTctining as we~l as technical assistance would be required
to assist PASSC8. Invitational study tours to observe bulk systerus
(.f other ~0untri~s w0uld also be helpful. Comprehensive incountry
trai~ing wo~id t~ av~i]able to management and operatioLal staff of
the proposed facility to understand the fundamentals of bulk grain
storage, i~ventory control, quality ~reservation and overall
management. Equipment for the pilot project, including installation
and allied ~ivil works, would also be required. A complete plan of
work analyzing in greater detail the parameters of the proposed bulk
st.(.rage pi Ie."":. prc-je:::t. is current ly Ilnderw·3.Y. Resul"s will be
evaluated for pnss:hle implementation under ASSP.
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ILLUSTRATIVE LIST OF GOP INSTITUTIONS
FROM WHICH PUBLIC SECTOR SCHOLARSHIP CANDIDATES

WILL BE IDENTIFIED FOR ASSP TRAINING

Sr. Name of Institute
Nc..

1. College of Veterinary Sciences, Lahore.

2. NWFP Agricultural University. Peshawar.

3. Sind Agriculture University, Tandojam.

4. Univ~rsity of Agricultur~. Faisalabad_

5. Agricultural Research Institute. Sariab. Quetta.

6. Agricultural Research lnstit~te. Tandojam. Sind.

7 . Agr icu:' turcd Re.:-e~rC'h r list i "lute, Tarnab, Peshawar.

8. Arid Zone Re~ectrch Ins~itut~. Quetta. Baluchistan.

9. Cereal Disease£ Resear~h I~stitute. Islamabad.

10. Commcnwe~lLr. In5titute of Biological Control, Rawalpindi.

1~. D:rec~~rate 0! Land Reclam~tion, Lahore.

1~. Directora~e of 5(-11 Conservati0D, Punjab. Rawalpindi.

13. Draio3ge and Reclamation Institute of
Pakista~. Latifabad. ~yjera~ad.

14. Pakista~ Council for Research in Water Resour~es Islamabad.

15. Irrigation Research Institute, Lahore.

16. Cereal Crops Research Institute. Pirsabak, Nowshera N.\l.F.P.

17. Maize and Millet Research Institute. Yousafwala. Sahiwal.

18. Oilseeds Re$earch Institute. Faisalabad.

19. Pakis~an Agricult~ral Research Council, Islamabad
(National Agricultural Research Center)

20. Plant Pro~ection Institute. Faisalabad.
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21. Ayub Agricultural Research Institute, Faisalabad.

22. Rapid Soil Fertility Survey and
Soil Testing Institute, Lahore.

23. Rice Research Institute, Dokrl, Sind.

24. Rice Research Institute, Kala Shah Kaku.

25. Sind Horticulture Institute, Mirpur Khas.

26. Soil Mechanics and Hydraulics Laboratory, Karachi.

27. Soil Survey of Pakistan, Lahore.

28. Vegetable Reeearch Institute, FaLsalabad.

29. Water Quality and Soils Monitoring
Directorate, Lahore.

30. Wh~at Research Institute, Faisalabad.

31. Barani Agri~ulture Collage, Rawalpindi.

32. Directorate of Wool,Hair and
M~t~on froduction, Punjab. Multan.

33. Flue Wool Sheep Farm,
Sarai Karishna, Mianwali.

34. Kamori Goat Farm, Khudabad, Dadu. Sind.

Livesto~k Development Research
F~rm f0r Kundi Buffaloes, Rohri,

36. LivestJck Experiment Statioo.
Angora Goat, Muzaffargarh.

37. Livestock Experiment Statiou,
Fa~ilpur, Dera Gha~i Kha~.

ro • •..::.lna.

38. Livest.0ck Experir.-tent StatiDn, Ha:.iilp'lr.

38. Livestock Experiment Station,
Jaba, Manse~ra, Hazara.

40. Livestock Experiment Station, Karachi.

41. Live5~ock Experiment Station, Khairimurat, Atto~k.
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37. Livestock Exper~ment Station, Khushab.

38. Livestock Experiment Station,
Naibisar Road, Tharparker.

39. Livestock Experiment StAtion,
Qadirabad. Sahiwal.

40. Livestock Production Research
Institute, Bahadurnagar, Okara.

41. Poultry Research Institute, Karachi.

42. Poultry Research Institute, Rawalpindi.

43. Red Sindhi Cattle Breeding
Farm, Tandc Mch3mmad Khan.

44. Vet~rinary Research Institute, Lahore.

45. Veterinary Research Ins~itute. Peshawar.

46. Pakistan Forest Institute. Peshawar.

4? Sericul~ur~ Res~arch Laboratory, Lahore

48. Sil.icultural Research Division. Hyderabad.

4~. ~ilvicul~~ral R~search Forest Division, Lahore.

50. D:rector~~e of Marine Fisheries, Karachi

51. Flsh~r:~2 ~~search Institute Qadirabad. Gujranwala

A~o~i~ En~rgy AgrIcultural Research Centre.
Tand,)jam. S:nd.

53. Nuclear In3~i~ut~ for Agriculture and Biology, Faisalabad

54. Nuclear I~s~itute for Food and Agriculture. Peshawar,(NWFP)
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55. Peshawar University, Center. for Applied Policy and Economic Studies
(CAPE).

56. AJK University, Muzaffarabad, Department of Economics.

57. Baluchistan University, Quetta, Department of Economics.

58. Punjab Economic Research Institute, Lahore.

59. Institute of Development Studies, Peshawar.

60. Pakistan Institute of Development Economics, Islamabad.

61. Applied Economic Research I~stitute. Karachi.

62. Gomal University, Dera Ismail Khan.

63. Bah-ud-Din Zikria University, Multan.

64. Univer~ity of the Punjab, Lahore.
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ANNF.X_I~l

AGRICULTURAL TRADE CON~EBNS

Increased"Congressional concern reg;rding potential trade
competition between U.s. and developing country agricultural
products makes it appropriate to give special attention to this
issue in the design of a sectoral assistance program such as the
ASSP. This annex discusses the potential for "significant impact on
U.S. exports to third countries" arising from ASSP activities, as
defined in AID PD-15.

The primary emphases of ASSP-supported activities are to
strengthen Pakistani food security and to assist the GOP to put the
agricultural sector on a more efficient footing by increasing the
role of the priva~e sector in marketing and processing subsectors.
As a result of these emphases, the majority of the program-supported
activities will be directed toward increasing the production of food
crops (basic grains, pulses, and edible oils) for domestic consump
tion, and to increasing efficiency in the agricultural sector in
generbl, in line with Pakistan's comparative advantage. Consequen~

ly, the program is not expected to result directly or indirectly in
an increase in agricultural exports that would have a significant
negative consequence on U.S. exports.

The situation with regard to crops and livestock products of
special concern maY be summa~ized as follows:

An expansicn of the private sector role in wheat marketing and
processing will be a major program emphasis. While this shift is
expected to increase efficiency in the sector and promote product
ion, it will not have a significant impact on U.S. trade in wheat to
third countries. Pakistan is currently approaching self-sufficiency
and, due to the variability of local production. may export small
quantities in some years. It does not have the capacity to become a
major wheat exporter, however, and current projections prepar~d by
IFPRI indicate that the country will continue to import wheat in an
average year through the end of the century. Moreover, the lack of
adequa~e grading procedures and expc,rt facilities makes Pakistani
wheat uncompetitive with the output of the U.S. or other major
exporters. The program is not expected to have an impact on exports
of other grains, such as rice; indeed, the rationalization of agri
cultural prices encouraged by the program should lead to phasing out
of the current policy of subsidizing exports of low-grade rice.

Pakistan is currently a major importer of edible oils, in both
processed and unprocessed forms, and its dependence on international
markets fer supply of this hasic food commodity is increasing.
There is effectivel~r no possibility that Pakistan will become an
exporter of edible oils for the foreseeable future.
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3. SU&2.!:

A similar situation exists in the sugar market. Pakistan is a
net importer and despite the current subsidization provided for
local producers, is likely to remain so indefinitely. Increases in
local production are not likely to keep pace with the rapid growth
of domestic consumption that-has accompanied rising incomes.

4. Cotton

Pakistan is a leading cotton exporter. No activities designed
to increase Pakistani cotton production are envisioned under the
ASSP, and none will be undertaken without a thorough review of any
potential for significant negative impact on U.S. exports. Given
current prices on international markets, a rationalizaton of
Pakistani price~ relative to world levels would result in decreased
cotton production and exports, rather than the reverse. Removal of
subsidies on domes~ic mills, a reform to be sought under the ASSP,
will have a simila~ impact.

Pakistao's livestock industry is currently constrained by a high
import tariff (i~ imported feedgrains, which has particularly
restricted the import of high-protein feed components, such as soy
beans and other products for which the U.S. is a likely supplier.
The ASS? will promote removal of these tariffs, a major barrier to
agribusiness development in Pakistan. Analysis of the domestic
poultry industry indicates that Pakistan is not currently a price
competitive producer for export. even for nearby markets such as the
Gulf. Consequently, no potential for competition with U.S. poultry
exports exists at the present time.

No other agricultural or agribusiness products have been identi
fied where ASSP activities in any way promote increased Pakistani
prod~ction that could have a significant negative impact on U.S.
agricultur~l expor~s ~o third countries.
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