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EXECUTIVE SUMMARY

A. Mission and Proiject Evaluated

USAID/ISLAMABAD; Evaluation of the $475 million Agricultural Commodities
and Equipment Grant/Loan Program, No.391-0468 (ACE) and the $100 million
Energy Commodities and Equipment Grant/Loan Program, No.391-0485 (ZCE);
report completed July 29,1987,

3. Purpose of the Activitles Involved

These two sector-gspecific commodity import programs (CIPs) were designed
to (1) provide balance of payments support to the Government of Pakistan
(GOP) through rapid disbursements of program funds for imports by both
the publiic and private sectors of sector—-related commodities from United
States sources; (2) increase agricultural productivity; (3) increase
energy generation capacity; (4) strengthen the private sector in
Pakistan. laier conditions were imposed through amendments to the
program obligating documents, such as increasing to 60% the share of
fertilizer distributed through the private sector. Agriculture and
energy receive high priority in USAID's program and are high on the GOP's
1ist of priorities in its Sixth (1982-87) and draft Seventh (1988-1993)
Five Year Plans.

c. Purposge of the Evaluation and Methodology

This was a scheduled evaluation for each program. ACE was evaluated once
several months after its inception in 1982; ECE has not been evaluated
since 1ts inception in 1984. ACE has disbursed over $267 million out of
$390 million in obligations; ECE has disbursed $9.7 million of '$100
million obligated. Both have performed poorly in the private sector-ACE
has used only $2.8 million of $30 million oblizated for that purpose; ECE
has disbursed nothing out of $20 milliom obligated. A primary purpose of
the evaluation 1s to determine the causes for that non-utilization and
recommend ways to increase the usage of those funds or recommend
alternate uses for them. Other purposes are to examine altermatives to
CIPs, to assess the economic and development impact of each program, the
effectiveness of thelr management, and the effect on the four "pillars”
of AID's current development strategy. The four-person team consisted of
an economist, an agricultural specialist, an energy specialist and a
procurement gpeclalist (team leader). Asia Near East Bureau (ANE) staff
briefed the team in Washington ag did USAID staff in Islamabad. The team
interviewed other USAID and Embassy staff, and World Bank and GOP
officials in Islamabad, Lahore and Karachi as well as private sector
importers in Lahore and Karachi; two members of the team spoke with
officials of public and private sector banks in Rarachi. Interviews were
unstructured but used to elicit views on obstacles to the increased use
of the programs, particularly in the private sector. Team members
visited areas where program commodities were being used or warehoused.
USAID made available extensive project and program documentation along
with GOP and World Bank statistics. The team examined procurement and
project files, audit reports, a previous evaluation and recent surveys
and studies on the private sector problem plus macro-economic data. All
sources were secondary and the team did not generate data independeatly,
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It submitted a draft report for Mission comments, then revised that drarfc
before its departure. The contractor subamitted 1 £ipal product aftar
receiving the Mission's final comments in Washington. The total
evaluation effort required 150 perscon days.

D. Pindings, Conclusions and Recommendations (by Chapter)

1. The Private Sector Windows

Original expectations for private sector activity under the CIP were
based on studies and assumptions which did not sufficiently take Iinto
consideration the volume of competing Zoreign exchange; decisions were
made on the assumption that the superiority of U.S. products would
overcome price differentials. Experience has prcoven otherwise. The
Mission recently conducted in-depth interviews with private importers
which indicate the following factors as major obstacles to the usgse of the
private gector funds (these were confirmed by the team through its
interviews with banks and importers):

(1) hign U.S. product and transportation costs; (ii) unfamiliarity
with U.S. products and suppliers; (ii1) lack of manufacturers'
representatives in country for service and technical information,
particularly as compared to Japanese firms; (iv) high interest
rates (14Z) charged by local banks for rupee loans with which to
buy dollars (including a 3% charge for foreign exchange risk
cover); (v) lack of information about CIP, particularly in banks;
(vi) difficulty in obtaining credit from the assigned banks if not
a customer (high collateral); (vii) GOP slowness in approving
import licenses, particularly for traders; (viii) limitations
imposed by GOP Ministry of Commerce on amounts of transactions for
traders under the Impact Policy Order (IFO).

Mission efforts to remove constraints began in early 1986 and increased
markedly in 1987. During the course of this evaluation, the GOP agi.ed
to lower the bank Iinterest rate to 10% from 14%Z. But no one has yet
calculated the weight to be given to each of the inhibiting factors noted
above. The detailing of 1 Contract Office employee to the Commodity
Management Office (CMO) has increased pressure on the GOP and is keeping
the lmport communicy aware of the private sector fund availability.

Recommendations:

) That USAID continue pressing the GOP to exempt the ACE and ECE
private sector windows from the restrictive provisions of the
Import Policy Order.

) That the Commodities Management Office continue to publicize the
program's recent lnterest rate decrease from 14 to 10 percent and
continue its current media and information campaign to include
local business groups and chamber: of commerce.

° That the Commodities Management Office urge the GOP to expand the
number of approved applicant banks to include domestic industrial
financial institutions that cater to the private sector and have
the ability to issue foreign exchange latters of credit acceptable
to U.S. banks.
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. That USAID continue both private sector windows for six anounths to
tegt the response to the new lower interest rates. (5) That USAID
management reexamine the objectives of the private sector window
(e.g. should the targeted group be all firms or just small and
medium firms in the rural area ?). (6) That USAID counsider
contracting with a qualified Pakistani flrm to determine the
relative effects of each perceived constraiant on the private
windows. (7) That at the end of six months, USAID use the results
of the two previous recommendations to reach a decision on whether
to continue the private windows. (8) That 1f a decision is reached
to close the private windows as aow st-uctured, JSAID Iirat
congider utilizing the funds to develop alternative opportunities
for promoting private sector participation. (9) That if private
gector participation projects are not deemed feasible, both ACE and
ECE private sector funds be transferred to public sector activities
that support eilther stabilization efforts, if needed, or projects
with high developmental impact as measured by internmal rates of

return.

2. Development Impact

ACE: To date 482 of ACE funds have been obligated for fertilizer
imports, 25% for wheat, 21% for machinery, and 62 for cotton. PFertilizer
imports have had the fastest delivery time and most immediate development
impact through use by farmers; wheat and cotton imports had economic but
no development impacts. Machinery imports have had a slower development
impact because of longer procurement time and need to be integrated into
the projects for which they were ordered. There was delayed utilization
of some machinery because of slow project implementation, but those
defects have been corrected. The potential impact of the machinery 1is
extremely high as it is primarily for USAID-designed and implemented
projects. Fertilizer has contributed to the policy dialogue wlith respect
to private sector share of distribution and fertilizer pricing. There is
still much room for improving the technology for more effective and
efficient use of fertilizer by the farmers.

Machinery will have a direct impact on technology transfer and will
contribute to institution building in those entities assisted through
individual projects. There i3 little impact on the private sector per se
as the projects are in the public sector. The private sector window has
used only $2.8 million dollars since 1984.

Overall, ACE has been effectively utilized to obtain the fullest
development impact while not ignoring the CIP goal of rapid
disburgsements. Because ACE wasg purposely designed for disbursement and
commodity infusion and not for conditionality, the recently approved
Agricultural Sector Support Program (ASSP), which includes a CIP-type
activity, will have more conditions bullt in from the beginning,
including a unique cash transfer element.

Recommendatlons:

° That USAID arrange an observational trip to the United States and
other countries in which both the public and private sector can

v
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together ohserve and compare the interaction and zespective rolas
of the two sectors 1a fertilizer supply, distribution and use.

» That the GOP make such policy changes (import, pricing, subsidy
reduction, transport costs, lnterest rate reforms to reflect market
rates, and easing of collateral requirements) as necessary to
encourage and facilitate the private sector's participation in
promoting efficlent fertilizer use and the supply or provision of
other prerequisite production inputs and services.

. That USAID encourage the private sector fartilizer industry to
utilize the training resources offered to the private sector as a
means for preparing the industry for an expanded role in
agricultural development.

. That, to the extent possible, future equipment procurement be made
through regular GOP procurement channels.

ECE. Unlike ACE, the commodities imported under ECE are destined not for
projects but for specific agencies in the public energy sector, including
generation, transmission and distribution entities and research
Institutes. The emphasis i3 on development of the energy sector, with
secondary emphasis on short—~run rapid disbursements. The first
commodities arrived in 1986, but given the vital role emergy plays in
Pakistan's industrial and development growth and the pent-up demand for
energy by all sectors, the presumed development impact will be of the
highest order. ECE also plays an important part in the policy dialogue
re energy sector coancerns. Technology transfer and institution building
are concomitant goals of :-he ECE program. Even though the private sector
window 1s as yet unused, GUP resources are insufficient to £ill. the
expected energy gap into 1993, and donors will not £i1ll that gap.
Increasingly, private firms will be called on to gupply needed gemeration
resources. ECE 1s providing support for the private sector through
public sector development of research institutes; USAID energy sector
projects also stress the ianvolvement of the private sector.

Recommendations:

’ That USAID continue to place the highest priority on the ECE import
program and continue to fund the public agencies based on the
critical need for U.S.-made equipment and spare parts. The final
level of future funding for the post-1987 period should be based on
the evaluation in the last recommendation herein.

() That USAID encourage GOP to support private sector development
through the nublic sector institutioas.

° That the next evaluation of ECE specifically assess the benefits of
ECE equipment to RESC and WAPDA predicted in the Stone and Webster

report of October 1985.

vid .
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. That E&E develop 2lans to encourage the use of private sector ECE
funds to implement the results of EP&D feasibility studies on
energy conservation.

) That ECE be focused on the areas where U.S. equipment and
technology are superior, such as mining and drilling.

] That USAID provide technical assistance to the GOP for preparing
standardi{zed notices of intention and application for certification
for private generating facilities.

° That JSAID provide technical assistance in developing staundard
offer contracts for capacity and energy delivery to WAPDA and KESC
by private energy project developers.

) That USAID provide technical assistance to the GOP to develop
private power plant siting regulations.

® That USAID maintain close coordination with other donor agencies'
commodity equipment programs so that ECE may shift its emphasis
accordingly.

o That USAID schedule an evaluation for ECE for the spring of 1988

which will assess the utilization of equipment and machinery
imported for the public sector agencles and its actual impact on
development goals.

3. Economic Impacnt

Because each commodity element carries its own balance of payments
impact, the Mission must determine the appropriate mix to achileve its
particular economic goals. ACE achieved a high rate of disbursements
with bulk commodities, the largest portion of its imports, and a lower
rate with machinery, which, however, had a much higher development
impact. The design of both ACE and ECE, with the exception of the
private windows, was most appropriate to the situation in Pakistan. Many
of the commodities imported did not have a true balance of payments
effect because they were not commodities which the country would have
purchased in absence of the USAID funds, but the same commodities will
have a longer-range effect through import substitution and export
promotion.

Both CIPs provide an important stabilizing effect on the market by their
availability and flexibility, which is also a positive political gain.
Both CIPs are important factors in the policy dialogue with the GOP
concerning energy and agricultural sector 1issues.

ggcommendations:

° That USAID continue both the ACE and ECE programs in the public
sector, retalning sufficient flexibility in ACE to help stabilize
the market when faced with unexpected shocks to the economy.

° That USAID retain the sectoral CIP in preferemce to a cash grant or
general CIP.

viii
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4, Management Effectiveness

Overall management of the two CIPs 13 good; the presence of an
experienced commodities officer is a definite plus, although the
Commodities Management Office 1s understaffed. Both the agriculture and
energy divisions have technical experts available to advise on sgpecific
commodity requirements (the ACE program machinery and equipment
procurement is actually based on project designs). There i3 good
coordination among the technical divisions, the Program Office and the
CM0, butr with the (MO being moved from the Legal Advisor's office to the
Contracts Jffice and anew division heads comiag scon for ARD and Z&E,
there 1s need for a reexamination of each office's responsibilities. A
single source of relevant information for tracking and monitoring both
the commodity flows and financing status 1s lacking, although that
information i3 available in the several relevant offices. The team
questions how much lounger the USAID/Rarachi Liaison Office should
continue to clear CIP commodities consigned to GOP agencies. The most
gerious management bottlenecks exist in the GOP offices and ministries.
Delays of six months or more in the procurement process are caused by the
time consumed in drafting specifications and evaluating bids, which may
be alleviated by appropriate training. There are also significant delays
attributable to AID/Washington clearance of specifications and approval
of certain bids. Programming of local currency generations is
accomplished through negotiations with GOP officials prior to the
finalizing of the annual budget with respect to budget sectors to be
strengthened by allocation of the generated rupees. The GOP then 1is
required to report semi-annually on deposits and withdrawals, but is not
current in its reporting. The advantage in the programming process is
the opportunity USAID has to review the GOP budget with the government
and give its views on allocations for development purposes. It 1s
another agpect of the policy dialogue.

Recommendations:

° That the Contracting Officer meet with the new ARD and E&E chiefs
and Project Officers, the Commodity Management Officer, and the
Program Officer to establigh the lines of communicatioun within the
Mission and with the GOP.

. That USAID establish one more U.S. direct hire position in CMO and
retain for six mouths the person on detail to concentrate on
private sector matters.

° That the CMO design and install a single tracking and monitoring
system for ACE and ECE on a priority basis.

) That USATD promote the use of the existing training project so that
GOP specification writers and contract evaluators receive
ou-the-job training and participant training in their specialties
from a firm that has an energy equipment specification data base
and technical assistance capabilities.
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That USAID and GOP utilize the services of a team of public
administration/procurement experts to help the GOP streamline the
procurement approval process at the Federal level.

That USAID devise a plan for gradually phasing over to GOP agencies
the respounsibility for clearing CIP-funded commodities for their
use.

That USAID urge the GOP to comply with the semi-annual reporting
requirements for deposit and allocation of CI? sales proceeds.

S. Legsous Learned

Planners of a private sector CIP should take into account
competitive foreign exchange sources in the host country.

Neither U.S. products nor dollars enjoy the favored position of the
past. Japanese firms in particular outsell and outservice U.S.

firms.

Bulk commodity shipments offer the fastest disbursing rates but not
always maximum balance of payments support; the latter depends on
whether CIP-funded imports substitute for plarmed imports using
government's own foreign exchange.

An important aspect of balance of payments support is the
stabilizing effect a well-funded CIP lends to the market-place.

There 1s a tendency to load CIPs with differing goals and
objectives, which could result in policy and management conflicts.

The existence of the ACE program provided the necessary framework
and flexibility for meeting unexpected demands for wheat and cotton.

ECE provides a mechanism for importing commodities for the energy
sector without having to develop and design new projects. ACE
provided a method to import commodities for projects in the design
stage, thus insuring better coordlination between commodities and
other elements.

An experienced commodity management officer should be on board when
a CIP is designed and initially implemented.

The commodities office should have a significant voice in
implementation and policy decision making.

Institution building 1s defeated when CIP commodities for the
government continue to be cleared by the USAID in the name of

expediency.
So long as goverument rules councerning import policy, licensing,

and financing limitations exist, a private sector-focused CIP's
direction and efficiency will be subject to the goverument's whim.
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AID's legislative and regulatory restrictlouns coaceraing CIP
programs nay be waived in specific cases with ample justification,
but the basic framework will be slow to change.
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INTRODUCTION

A. Proiect Being Evaluated

This is a joint evaluatioan of USAID Pakistan's two commodity import
programs (CIPs), Agricultural Commodities and Equipment (ACE) and Energy
Commodities and Equipment (ECE).

ATD authorized ACE in March 1982 as a proposed 3300 million program over
the period FY 1982-FY 1986. The first tranch was $60 million, part loan
and part grant. As a result of four amendments since 1982, 3475 million
has been allocated for the life of the project (LOP) of which 3390
million has been obligated through loar and grant agreements. Of the LOP
funding, $60 million has been planned for the private sector, of which
oaly $2.8 million has been committed thus far. Except for wheat, cotton
and fertilizer, ACE public sector imports are largely for seven USAID
agriculture projects.

ECE was authorized in August 1984 as a $100 million program over the
period FY 1984-FY 1986. It consists of $50 million in loan funds and $50
million in grant funds. A total allocation of $20 million has been made
available for the private sector, but none of that money has been
committed or disbursed.*

In addition to providing commodities for specific categories within each
sector, both programs stress the importance of providing balance of
payments support to the Government of Pakistan.

The ACE program was evaluated in December 1982. Those conclusions and
recommendations have been taken into consideration herein. The team has
also examined a Regional Inspector Gemeral's Audit of the ACE program and
several USAID end—use reviews of ACE commodity utilization.

No prior evaluation of ECE has been undertaken and there have not been
any end-use reviews.

® A note for the uninitiated: life of project funding is a proposed
total for a program, always subject to Congressional approval and
appropriation. That figure may be authorized by the AID Administrator in
the PAAD and all or part of it may be obligated by a loan or grant
agreement signed by both governments. Then, as the program actually
commences operations, a portion of the obligated funds may be earmarked
(or reserved) for a sector, committed to a tramsaction through the
issuance of a letter of credit (L/C) or a letter of commitment (L/COM),
and then finally disbursed to the U.S. supplier. The pipeline is the
difference between obligated and disbursed amounts. The rate of
disbursment 13 the speed at which obligated funds are disbursed.

xii
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B. Scope of Evaluation and Methodology

The full scope of work is found at Annex A. Each topic has a separate
chapter in the report, but there is some overlapping as particular poiants
are examined from different perspectives. Chapter [ examines the ayriad
reasons why neither program has been successful in attracting meaningful
participation from the vibrant and growing private sector {n Pakistaa.

In Chapter II, there 1s an analysis of the effects of the varlous
commodities oan development, particularly in light of AID's "four
pillars,” policy dialogue, technology transfer, fnstitution building aad
privatization. In Chapter III, the report assasses the economic impact
of the programs in an aggregate seuse, including their contribucion to
balance of payments support, and then as a function of the particular
commodities imported. How the programs have been managed - by both
governments — 13 the topic for Chapter IV, Included are discussions of
bottlenecks in the process, rates of disbursements, the efficiency of the
procurement process for those using it and local currency uses.

In each chapter the authors have made specific recommendations for
consideration by the relevant entities.

Lesgsons Learned 13 a gathering together of rhe team's observatioams which
may be applied to similar programs now being planned or in the 1nitial
phases of implementation.

The evaluaticn team, formed under the auspices of Development Assoclates
1n response to USAID's request for specific disciplines, 13 comprised of

the following:

C. Blair Allen, Agricultural Specialist, Private Consultant,
Retired AID Foreign Service 0fficer;

Shibu B. Dhar, Enevgy Specialist, Private
Consultant and Member of the California Energy Commission;

Stanley J. Siegel, Procurement Specialist,
Principal Author of AID's Handbook on CIP Evaluation,
Retired AID Foreign Service Officer, and Team Leader;

Richard H. Singes, FSconomist, Private Consultant,
Former Professor of Zconomics and Author, formerly in AID's
REDSO office in the Ivory Coast.

All of the teaam has had extensive experience in Third World countries.
Mr. Allen and Mr. Siegel were statiomed in Pakistan from 1958-1963 and
1960-1962, respectively, with USAID's predecessor agency.

After an initial briefing by AID/W officials, the team flew directly to
Islamabad where an 1intensive gschedule of meetings was held beginning

May 4 with GOP officials, USAID and Embassy staff. On May 13, the team
went to Lahore for a series of meetings with GOP officials and private

sector individuals, 41ncluding a fertilizer seller and end user. From

May 16-20, the team interviewed government and private sector officials
in Rarachi, the commercial hub of Pakistan.
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The interviews were non-structured, but designed to 2allcit opiniouns omn
the ucility of the program, the difficulties encountered, and reasons Ior
gon=-utilization by the private sector. AID starff in Islamabad, Lahore
and Rarachi made appolntments based on suggestioas from the team as to
the mix thought desirable. Members of USAID's staff accompaniad the teanm
members to the various interviews, assisting in introductions and
expediting the process. Their presence did not inhibit the frankness cof

the respoundents.

Because over 380 million in agricultural machinery and equipment {s being
imported under ACZ for sesven USAID agricultural projects, it became
incumbent oun the team when evaluating ACZ's development impact to examine
the effectiveness of the imported items in the several projects. This
required a detailed review of ARD project goals and purposes and an
assessment of the extent to which the machinery and equipment contributed
to the achievement of those ends. The team had the advantage of Mr.
Allen's evaluation of the Irrigation System Management project in 1985;
ISM alone is the receipient of $52 million in ACE equipment.

Even though ECE commodities are not imported for specific USAID projects,
the PAAD makes it clear that ECE is In support of USAID's total energy
program, which includes several innovative projects. Those projects,
too, were examined to determine the development linkage between the ECE
comnodities and the USAID energy sector program.

The team has relied heavily on documentation provided by the Mission,
particularly project material and statistical information, including the
April 1987 CDSS. A list of persons’'contacted and documents used are
found Iin Annexes B and C.

The first draft of the report was submitted to USAID on June 3. On
June 4, USAID staff gave the team their initlal reactions and comments,

and the team made revisions.
The team left a final draft with the Mission on June 8, prior to

departure on June 9. The contractor delivered the f£inal product to USAID
on July 29 after incorporating the Misslon's detalled comments.

c. Acknowladgements

The team wishes to express its thanka to all in USAID, both in
headquarters and the field, who gave unstintingly of thelr time and
xnowledge. The cooperation received was vital to the cowmpletion of the
team's efforts.

Without in any way detracting from the contribution of those whose names
are not noted here, the team wishes to acknowledge especially the help of
the followlng:

) Tanvir A. Khan, Program Specialist and Acting Evaluation Officer,

who coordinated USAID efforts and guided the team through the
administrative brambles;
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) Abdul Wasay, Project Officer ACE and Acting Chief of the Zconomic
Marketing and Policy Analysis Section (EMPAS), Office of
Agriculture and Rural Development (ARD), who provided informationm,
gtatistics and lnsight in an efficient and professional manner;

° Syed Mahmood, Program Manager, Energy Commodity and Equipment
Program, in the Office of Energy and Environment (E&E), and David
Samson, Program Assistant in the same office, both of whom helped
coordinate interviews and field trips and accompanied the team to
Lzhore and Xarachi. Their assistance and detailed knowledge of the
enerzy sector was particularly welcome.

Finally, this repcrt would not have been produced without the assistance
of the many USAID secretaries and their ability to unscramble the varied
handwritings of four drafters and turm it all into a presentable product.
The team especially wishes to acknowledge the valuable contributions made
by Mohammad Ilyas, E&E, and Sheikh F. Rahman, ARD, in the final
corrections and merging of the material for the final draft report.

The team received many helpful suggestions from USAID staff on gpecific
recommendations and approaches to the report. Not to have taken those
suggestlions seriously and factor them into the final report would have
been to turn a blind eye to the insight and experience developed by the
staff in their collective years of work in Pakistan. But in the end, the
responsibility for each conclusion and recommendation 1is entirely that of
the team and the contractor.

Development Associates, Inc.,
Stanley J. Slegel
Senior Associate
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PREPACE

Commodity Import Proerams - General

Long a staple of AID assistance, commodity import programs have been used
in one way or another in most AID countries. Sometimes called commercial
import programs, they have involved the private as well as the public
sector. Traditionally they were designed to provide the commodities
needed by a country to develop its industrial sector and comnserve scarce
foreign exchange. They provided the Zlexibility to zmeet the important
demands of the economy through relatively rapid disbursments. An
important facet of such programs 1s the requirement that ouly U.S.
commodities be purchased with the funds (with some limited exceptions for
host country shipping and Third World purchases).

Funds are provided to the host government on either a grant or loan
basis, and often are mixed in a single program, but in either case the
funds remain in the United States. When loamed to a host government with
a provision for repaymezt in dollars, the funds are disbursed to U.S.
suppliers, shipping companies and maritime Iinsurance companies by AID
directly or through American banks, depending on the details of the
transaction. When loan funds are disbursed they become a debt of the
host country to the United States government. (Further details are noted
in the footnote in the Introduction.)

Funds have been authorized by Congress under a variety of titles, but for
the past several years they have been largely authorized in foreign
asgistance legislation as Economic Support Funds. While ESF funds may be
used for economic and political stability purposes in contrast to
Development Assistance funds, Congress has imposed increasing restric-—
tions on ESF, insisting that AID take into consideration the development
needs of a country when planning CIPs.

Commodity Import Programs-Sector Oriented

While general CIP programs are based on an extremely broad list of
eligible commodities, many—often called "CIP-like” programs——are focused
on only one sector of the economy, such as iron and steel, health,
agriculture, energy, etc. When such a program 13 developed, there is
often a different series of considerations involved. For example, they
may enable a USAID to expedite the import of severely needed commoditiles
without having to design and develop extensive and expensive projects
with long commodity lead times before commodities may be ordered; by
concentrating on one sector, AID may take the opportunity to achieve
structural changes in that gector (liberalization of import requirements,
encouraging the use of new technology), or rapid disbursing bulk items
may be selected. The ACE and ECE programs being evaluated here are
examples of sector CIPs. ACE machinery goes largely to USAID
agricultural projects, but in ECE, the commodities are destined for that
part of the energy sector not recelving project assistance. ECE has no
fast disbursing commodities, but the majority of ACE funds were for that

purpose.
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The Procurement Process

Whether the CIP is a general or a sector program, the procurement process
{s generally the same. In Pakistan, ACE funds have often been obligated
by the issuance of Project Implementation Orders/Commodities (PIO/Cs) and
handled as project procurement, but under CIP rules. Tais actually nmakes
the ACE program a bank for project support. A further distinction arises
from whether the transaction is in the public or private sector. Below
are outlined the steps in three different categories, a normal commercial
import by a private importer funded through aon-AID sources, a private

{mport through the AID CIP process, and public sector imports under AID
CIP, all in Pakistan. An important concept to be porme in mind is that
in soft currency countries, the "purchase” of foreign exchange by an
importer is a book transaction -— the lmporter never sees or handles the
foreign exchange -- it comes out of the government's reserves or from a
donor import program like CIP. In countries with hard currencies, such
as the U.S., where the "local” currency is also the country's foreign
exchange, an importer uses his own dollars to pay the foreign supplier
through appropriate commercial banking facilities where the exchange
takes place. Indeed, the original goal of a CIP was to follow regular
commerclal practice wherever possible.

Grant funded commodities imported for sale by the GOP, such as wheat,
fertilizer and cotton, generate local currency proceeds which are in turn
used by the GOP in its development budget (see Chapter IV),

PRIVATE SECTOR IMPORTER PUBLIC SECTOR AGENCY PRIVATE SECTOR IMPORTER
USING NOW-CIP $ USING CIP $ USING CIP §
A. B. C.

1. Obtains "pro-forma” 1. Checks with USAID or
invoice from supplier approved bank on
showing commodity and commodity eligibility
price under CIP rules (there
are 3 GOP and 4 U.S.
banks in Pakistan
~approved to handle CIP
transactions)

1. Agency determines needs
and drafts initial
specs

2. Reviewed/modified by
GOP Economic Affairs
Division (EAD) of
Ministry of Finance
based on budget
congtraints and
priorities

2. Applies to GOP for 2. Same as A-2
import licence with

payment of 4% fee

3. Takes license to
his bamk (public or
private) and arranges

3. Obtaians two or three
quotes from U.S.
suppliers (if dealer,

3. Agency develops spec-
ifications (or requests
AID assistance) -— this
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for Letter of Credit
(L/C) on payment of
rupee equivalent of
dollar amount-either
all cash or on
credit terms

4, Place order with
supplier. Bank opens
L/C in favor of
supplier through
correspoudent bank in
the U.S.

5. Supplier fills
order and ships.
Submits shipping
documents to corres-—
pondent bank and
recelves payment

6. Goods received by
importer in Pakistan
upon his payment of
required custom dutiles

may usge his 7.S.
supplier without other
quotes). If importer
does not know U.S.
market, may request
USAID cable AID/W to
advertise his require-
ment in AID publication
but could lose months
ia this process, and
may not gat response

4. Goes to approved bank
with licence and quotes
to arrange for L/C. 1If
not doing business with
approved bank, may face
expensive and time-
consuming collateral
requirements in addition
to interest on rupee
loan with which to

"buy” CIP $ (18 months
for traders, up to 60
months for end users)

5. Same as column A-4,
except that AID must
issue correspondent
bank a letter of
commitment. LCOM bank
confirms L/C 1if
commodity is eligible
for AID financing

6. Supplier fills order
and ships. Upon
presentation of proper
documentation supplier
1s paid by L/Com bank

7. Same as column A-6

xviii

can consume two aonths
or aore

4, Draft Invitatiom for
Bids (IFB) for formal
tenders or request

for quotations where
performance or output
more lmportant than
specifications. USAID
is always ilnvolved in
this process

5. IFBs or RFQs published
or advertised

6. Public opening of bids
attended by USAID
observer (private
opening of RFQs)

7. Agency evaluates bids
or quotes-can take up to
4 months. Sends decision
to USAID for "no
objection” letter

8. Upon receipt of no
objection letter, places
order with U.S. supplier
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and obtains performance
bond

9. Agency signs coatract
with supplier

10. Contract seat to
USAID controller who
opens letter of

commi tment (L/COM) in
favor of the supplier.
L/COM issued by AID/W for
all bulk procurement or
when IFB opening is in
GOP Embassy in Washington

11. Suppiler fills
orders, ships, sends
documents to USAID or AID
controller

12. Controller sends
check to supplier

13. Agency clears gonods
through port or USAID
Karachl Lialson Office
does so when goods are
consigned to USAID

DEVELOPMENT ASSOCIATES, INC.
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ACE
ADB
ADBP

BALAD
Barani
BOP
BTU
C&F
CIP
CCU
CIDA
CDSS
CcrI
(0 (0]
CNG
DAP
DGER
ECE
EEC
EP&D
ESF
FAA
FDFIX
FPD
FSM
GDP
GNP
GOP
GsSp
HDIP
IDA
IDBP

IFC
IMF
ISM
Kharif
KESC
L/c
L/COM
Lop
LPG
MART
MINFA
MOF

GLOSSARY

Agricultural Commodities and Equipment Program
Aslan Developament 3ank

Agricultural Development Bank of Pakistan

U. S. Agency for International Development
Agricultural and Rural Development Office, USAID
Baluchistan Area Development Project

Rainfed Crop Areas

Balance of Payments

British Thermal TJunit

Cost & rreight

Commodity Import Program

Commodity Control Umit

Canadian International Development Agency
Country Development Strategy Statement
Commodity Procurement Imstructiouns

Commodity Management Office(r), USAID
Compressed Natural Gas

Diammonium Phosphate Fertilizer

Directorate General of Energy Resources

Energy Commodities and Equipment Program
European Economic Committee

Energy Planning and Development Project
Economic Support Funds

Foreign Agsistance Act

Federal Directorate of Fertilizer Imports
Forestry Planning and Development Project

Food Security Management Project

Gross Domestic Product

Gross Natiowal PFroduct

Government of the Islamic Republic of Pakistan
Geological Survey of Pakistan

Hydrocarbon Institute of Pakistan
International Development Agency (Soft Loan Arm of World Bank)
Industrial Development Bank of Pakistan
Invitation for Bids

International Finance Corporation
International Movetary Fund

Irrigation Systems Management Project

Summer Crop Seasom, April-September

Rarachi Elect:ic Supply Corporation

Letter of Credit

Letter of Commitment

Life of Project

Liquified Petroleum Gas

Management of Agricultural Research & Technology Project
Ministry of Food and Agriculture

Ministry of Finance
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MPNR
MSOT
MWP

NAEC
NDFC
NESPAK
NWFPAD
0GDC
o&aM
PAAD
PCSIR
PIL
PMDC
PPL
PSA
Rabi

SCADA

T&D
TP
TIPAN
TSP
UNDP
WAPDA

oooip

Ministry of Petroleum and Natural Resources

Mlnistry of Science and Technology

Ministry of Water and Works

Megawatt, 1 amillion watts

Natiounal Atomic Energy Council

National Development and Finance Corporation
National Engineering Services of Pakistan

Northwest Frontier Province Area Development Project
011 and Gas Development Corporation of Pakistan
Operations and Maintenance

Program Agssistance Approval Document

Pakistan Council for Scientific and Industrial Research
Project Implementation Letter

Pakistan Mlneral Development Corporation

Pakistan Patroleum, Ltd.

Procurement Services Agent

Winter Crop Season, October-March

Rupees

Supervisory Countrol and Data Acqusition

Technical Assistance

Transmission and Distribution

Trade Development Program (AID)

Transformation & Integration of Provincial Ag. Network Project
Triple Super Phosphate Fertilizer

United Nations Development Program

Water and Power Development Authority

DEYELOPMENT ASSOCIATES, INC. —-———J

a4



CHAPTER I.

PRIVATE SECTOR WINDOWS

Introduction

The greatest disappointment to the USAID and AID/W concerning the ACE and
ECE programs has been the almost complete non-use of a potential $100
million in the private sector windows by private sector firms in
Pakistan. The ACE program has generated only $2.8 million in
commitments, and then mainly through the affort of the state=owned
Agricultural Development Bank of Pakistan (ADBP), ome of the approved
applicant banks.

No private sector funds have yet been committed under ECE, although there
are Indications of some interest developing.

The mission had commissioned studies to determine the reasons for the
poor response and six months ago detailed a U.S. direct hire employee to
the Commodities Office to follow up on those studies and offer
suggestions on ways to stimulate further interest.

This chapter re-examines why the private sector window failed and
recommends certain USAID actioums.

A. Why The Private Sector Windows Are Important

Empirical support of the greater efficiency of the private sector lies
behind the broad trend, particularly in developed countries, towards
privatization or divestiture of public enterprises. Developing
countries, too, are increasingly selling off those inefficient
parastatals that are draining their national budgets. Many developing
countries are closing those parastatal operations which they cannot
sell. Pakistan 1s only beginning to discuss privatization.

But for a rapidly growing country,.divestiture of existing facilities is
not enough. One must encourage private sector participation in the fast
growing key sectors of the economy. The hypothesis that extending credit
via the banking system can have sizeable impact om real private capital
formation now has extensive empirical support and, when coupled with
subgstantial evidence showing a strong positive relationship between
growth and investment, suggests a strong connectior between domestic
credit availability and ecouomic growth.

The 1lmportance of promoting an increasing role for the private sector is
well documented. It is consistent with the stated objectives of
Pakistan's Sixth Five-Year Plan, World Bank initiatives and USAID's
CDSS. Promoting the :.ivate sector 1s ome of AID/W's four pillars of
development. But this program has imposed high costs to the Mission in
terms of staff time. When CIP public sector funds are exhausted,
continued non—use of the program could incur substantial opportunity
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costs in terms of foregone use of the funds on important unrealized
public sector projects in energy and agriculture. Top 2danagement is
urged to review the objectives of the private sector windows to determine
whether the gains of coantinuing those windows are worth the costs and
political capital needed to make it work.

B. Objectives Of ACE And ECE

Because of the greater efficiency of the private sector and limitations
on the capabilities of the public sector, Pakistan's curreant Sixth Five
Year Plan stresses the aneed for a stroag private sector to complement the
public sector. The primary objectives of the private sector window as
stated in the Second Amendment of the ACE PAAD (USAID, July 1984, p.4l)

are to:

Provide fast disbursing assistance for balance of payment support;
Increase participation by the Pakistani private sector in
activities important for the country's economic development;
Promote agricultural development and utilization of agricultural
products in Pakistan by providing incentives to the Pakistani
private gsector to invest in new capital stock for agribusiness.

The primary objectives of the private sector window of ECE [USAID, (1984,
p.36)] are identical with ACE with the exception of the third objective,
which was changed to:

Promote increased energy efficiency in private sector industries
and increased participation of the private sector in the
development and exploration of hydrocarbon and renewable energy
resources.

The private gsector for both ACE and ECE was expected to carry a
substantial part of the overall CIP. Moreover, it was claimed that for
ECE alone "the net foreign exchange impact of the program could therefore
approach $200 million in three years, with obvious' favorable impacts on
the balance of payments problem™ [USAID, PAAD, 1984]. Half of ECE
funding was earmarked for the private sector. At present the World Bank,
USAID and other donors iantend to provide only a small fraction of the
capital investment requirement to meet increased demand for electricity
by 1993 (details in Annex J). Thus the need for financing is real.

Discussions with USAID staff and examination of various memoranda suggest
that the main perceived objective of the CIP in general and the private
sector in particular, was to have a large flexible fund for financing
fagst disbursing items. The objectives were meritorious. First, in times
of external and internal shocks to the Pakistani economic system the
program could be used in the absence of stroug foreign reserve position
to stave off growth inhibiting policies needed to finance the deficit.
Second, the program could permit Pakistan to more easlly adapt to natural
structural changes that take place in any economy experiencing steady
growth rates. Third, the commodities could support projects with
substantial development impact. But the assumptions concerning the
attractiveness of the private sector proved invalid.
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C. Impediments

USAID recently commissioned the Gallup organization in Pakistan to
determine the reasons for lack of interest in the U.S. agricultural
sector commodities ia Pakistan and concluded that:

The prime concern of every importer is to keep cost competitive,
The second important consideratiom 1s guality which should be
acceptable to his customers in the case of wholesaler or coanform to
established production standards in the case of end-user. In case
there is a0 significant difference in cost and quality of several
options, suitability of time of shipment can become the deciding
consideration. The expected demand level will influence the
quantum of imports [Gallup (1987, p.l)].

The many impediments facing the selling of U.S. products in general and
the use of the private sector windows in particular are now well
documented by USAID reports prepared by Coopers & Lybrand (1986), Gannon
(1986) and Gallup (1987), and in summary are:

® American commodities are perceived to be substantially more
expensive (102 higher than comparables from Europe, 10 - 15% higher
than from Japan, and 25 - 35% higher than from East Asia including
South Rorea, Taiwan, China and Malaysia)

(] High 3% foreign exchange risk lnsurance for 1 1/2 to 5 year payback
period when importers thought 1% was enough for 1 1/2 years and 3%
might only be justified for 5 years

® Freight costs that are on the average three to five times higher
than competitors because of the U.S. 50/50 shipping requirements

o Longer shipping times which increases working capital costs

° Lack of information on sources of U.S. supply )

) Costly inefficiency of banks

° High bank interest rates for rupee loans with which to buy dollars
(417 used suppliers' credit; of them 19% claimed they did not pay
any interest (presumably built into the price and not quoted
separately); about 1/3 paid less than 11%Z; and 44% pald interest
rates ranging between 11% and 17%

) Lack of interest by U.S. exporters

) Perceived quality differences

. lLack of maintenance and service

) Lack of close U.S. business relationships which raisad additional
psychological and business costs

) Higih collateral requirement for extending loans under the CIP

) Shorter terms of repayment

) Import license restrictions (that can tie up working capital for
long periods of time)

) More favorable terms in the official credit channels because

commodities at the. same terms are not tied for the World Bank* and
Asian Development Bank

*The World Bank's private sector window is behind schedule even though
the Bank permits international tenders.

DEVELOPMENT ASSOCIATES, INC, —

“79/



-4-

. VYot engaging in illegal practices such as over-ianvoicing (when
supplier prices are i{nflated on the invoice and rebates of the
difference are placed in the importer's foreign bank account, which
reduces the financing cost by 5-6X and avoids import duty on at
least 40% of amount under—~invoiced)

It 1s clear that Pakistani importers facing these adverse conditions with
more attractive alternative financing available, would not be well
advised to borrow momey through the CIP's private sector window. USAID
had undertaken a aumber of piecemeal actions to make the wiadows workable
(see sectlon I-E). It appears that one of the main problems remains the
prohibitively costly bureaucratic red tape of the GOP.

One constraint of particular importance to small and medium firms in the
energy sector i1s lack among curreut CIP applicant banks of a financial
institution that can provide them with needed start-up services. All
private sector window disbursements to date have been in agriculture,
mainly through the ADBP which, unlike purely commercial banks, is
interested in development outside the large urban areas. In principle,
development banks will invest in certain projects in rural areas even if
their likelihood of success 13 somewhat lower. However, the ADBP has a
90 percent rate of loan paybacks compared to 50 percent for the other
state banks.* Unlike the other CIP applicant banks, the ADBP is more
likely to provide customers with special services including the packaging
of finance, preinvestment studies, and wide dissemination of finanecial
services. For the CIP, ADBP arranged a creative mix of their regular
funds to finance the domestic costs and the CIP foreign exchange costs of
a project they helped develop.

The ADBP remains the only development oriented-bank among the current CIP
applicant banks and its orientation is towards agriculture. There is
currently no counterpart for energy, although candidates such as the
National Development Finance Corporation that cater to industry, are
development oriented and could provide similar comprehensive gervices.

D. Economic Costs Of Bureaucratic Process To The Private Sector

1. Example 1l: Restrictions Facing Traders

Allied Englneering, located in Rarachi, is an authorized dealer for
Caterpillar products and has a joint venture with Ford Motor Company. It
applied under the ECE compounent of the CIP for two loans to finance
generating sets. The first, a "test” transaction, totaled $58 thousand
and the second totaled $250 thousand. The following comments illustrate
some of the problems that have handcuffed the private sector window and
how some of them have been corrected through the persistence of USAID

staff.

a. Problems with Parastatal Bank. Problems began with their
initial dealings with a parastatal bank, as no private sector banks were
initially allowed to participate in the program. The firm had
di1fficulties from the start because there was:

*USAID points out, however, that this rate i3 accomplished by rolling

over many otherwise non—performing loans.
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. Too much bureaucracy and too many forms to f£i1l out

° Lack of understanding by bank persoanel of the nechanics
of the new CIP

° A generally bad attitude on the part of the bank ia
helping to speed up the paper work

The GOP has recently permitted U.S. private sector bank participation in
the program. CitiBank and Bank of America entered the program ia 1986
and participation is now being expanded to iaclude American Express and
Chase Manhattan Bank. Allied Engineering has decided to deal in the
future only with private sector banks.

be Problems with Licensing. In its "test” transaction,
Allied Engineering applied for a license in January 1986 and received it
five months later, compared to the usual week to ten days. In the secoand
larger transactiomn, the import license totaled Rs. 4.3 million (3250
thousand). But the Import Policy Order under which the CIP operates
restricted traders to Rs. 4 million per year per trader. [An additioual
Rs. 500 thousand restriction per item in the order did not affect their
order, but prevented another company from purchasing a U.S.-made drilling
rig because it would have cost over Rs. 1 millionm].

Allied Engineering applied in October 1986 for the second import

license. At the time of the interview in May 1987, it had not yet
received the license because the Chief Controller of the Import Liceunsing
and Exports in the Ministry of Commerce refused to grant the request and
sent the order to the Minister of Commerce for a decision on extending
the 1limit. No action had yet been taken by the Minister of Comme:ce.

Allied Engineering has good economic reasons for not using the CIP in the
future. The opportunity costs of the licensing fee represents
substantial working capital being lost when compared to the usual 7-10
days wailt for import licenses. Allied Engineering argues that as the CIP
funds are not part of the individual bank's credit limitations set by the
GOP, the banks themselves should be able tc grant liceunses.

This problem is In the process of being corrected. The credit limits
have been raised from Rs 1 to Rs 4 million and later to Rs 10 millionm.

c. U.S. Source and Origin. The problems are not just with
the GOP bureaucracy. aAllied Engineering wanted products from U.S.
companles whose supplying factories are in Europe. Ounly products shipped
from the U.S. with at least 50 percent value added originating in the
U.S. can qualify for the CIP. Thus, a $1,000 tractor with 51 percent
U.S. value added shipped from a U.S. port to Pakistan would qualify. But
a $1,000 tractor with $900 (90 percent) U.S. value-added but assembled by
a U.S. overseas subsgidiary in Europe and shipped from a European port
would not qualify. This confusion has also created problems for local
traders. To the knowledge of the evaluators, change would require
congressional approval. However, 7J.S. components could be imported into
Pakistan under the CIP and assembly or other work could be dome locally.
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de Loan Terms. Allied Engineering argued that 14 perceant
interest was too high and the 18 znonth pay back period for traders was
too short. Expanding the payback period would give the intermediaries
more time to pay off their loans aand sell their equipment. This nay
reflect a way to offset the other obstacles affecting the workability of
the private gsector window. (Also, the payback period could be adjusted
for end users according to the technology involved.)

On May 24, 1987 the GOP lowered the interest rate from 14 per cent (11
percent interest and 3 percent foreign exchange risk) to 10 percent (7
percent interest and 3 perceant foreign exchange risk).” This should
greatly improve the attractiveness of the CIP program even with an
18-month payback period for traders and a 60-month payback period for end

users.

e. Allied Engineering's Conclusions. The problem with the
CIP is that it is not yet workable. Proposed changes in the interest
rate will make the program more attractive if the length of time in
cutting through the government bureaucratic delays can be shortemed. In
Allied's opinion, traders will not accept a host of problems for a
limited sized loan, given the current availability of other sources of

funds in the Karachi area.

2. PExample 2: Restrictions Imposed By Import Policy Order

This second example 1s one of many illustrating the costs of government
restrictions assoclated with the Import Policy Order. The private sector
window was originally planmed to be completely outside the jurisdiction
of the Import Policy Order. After the window became operatiocnal, it was
unexpectedly placed under the Import Policy Order and has caused many

problems for the program.

On June 17, 1987, Minister of Commerce and Planning and Development
Mahbub-Ul-Haq announced liberalization of the IPO, including (a) removal
of monetary limitations imposed upon bonafide trading companies importing
equipment when utilizing overseas or donor foreign exchange credits, (b)
relaxation on restrictive list items, including those tied to easterm
block barter arrangements, and (c) expanded eligibility to include host
items on the AID commodity eligibility list in handbook 15. Until then,
the GOP's failure to remove restrictions on commercial resellers,

X*Even with the lower interest rate, the GOP benefits from disbursing loan
funds because the terms of the agreement call for a 30-year payment
period, with a 10-year grace at 2X per annum rising to 32 per annum for
the remaining 30 years of the loan payback period. The participating
banks receive 3% of the loan as a service charge.

DEVELOPMENT ASSOCIATES, INC.

0



-7-

including the mometary restrictions imposed by the Import Policy Order
for the importation of machinery and mill work for documented
discributors or local sales agents of foreign manufacturerg. Uander that
policy, when AID flnanced equipme-t purchases for the public sector, the
purchasers stipulated that awards .ould be considered only from firms
which had local distributlion or sales agents with adequate parts,
inventories and maintenance facilities. Such commercial importers and
resellers were regtricted by the value of their annual imports. This
defeated the GOP's alm to have local companies perform maintenance and
repairs of lmported equipment.

2. Why The Private Sector Window Failed

The major reason for failure of the private sector windows was USAID's
incorrect assumptions that financial credit was tight in Pakistan and
businessmen, as a result, would borrow quickly from the window at high
interest rates.

This line of reasouning was reflected in the PAAD which stated, "When
interest rates are too low which was our real fear, then one can expect

the following:

1. A large backlog of unserviced loan applications,

2. Widespread reports of side payments from borrowers to lenders
to gain access to loan funds, )

3. An active 'curb market' operating along parallel lines to the
formal sector which picks up unmet credlit demand at
substantially higher prices, and

4, In the case of foreign exchange lending, an active 'parallel:
market' in foreign exchange instruments which entails
significantly higher rates than those in the official credit
markets”.

By the time the private sector window was set up, a consensus in the
financial development fleld had emerged that, in coatrast to industrial
countries, one of the principal counstraints on investment in developing
countries 1s the availability of financial resources, rather than thelr
cost [e.g. Khan and Knight (1985)]. Rates of return when adjusted for
risk are typically higher than real Iinterest rate on loanable funds which
are often kept artificially low and sometimes negative in developing
countries for a varlety of reasons.

Following this approach, when the amount of financing is restricted and
the price mechanism does not operate as am allocation device, it is
reasonable to assume the flow of private investment is constrained mainly
by the avallability of financing. If this is the case, domestic interest
rates will influence private investment ouly indirectly through the
effect of an increcase in the real return on financial assets in
stimulating a larger value of flnancial saving by the private sector.
Thus, an increase In real credit to the private sector will encourage
private investment. Uunder this scheme, GOP control of total banking
credit, which in Pakistan represents probably its main instrument of
monetary policy, can influence the rate at which private investors
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achieve their desired level of investment by varyiang the flow of domestic
credit and its allocation between the private and public sectors.

Keeping interest rates high (s very important to the success of this
strategy because of its impact ou allocating funds to the most productive
projects and because then financial markets private savings are
generated., The private sector window represents not only a way of
increasing credit to the economy in gemeral but also a way of shifting
the allocation to the more efficient private sector.

"Financial Deepening” stresses the need for aot underpricing capital.
Many developing countries have highly over-valued domestic curreancy, high
rates of inflation and severe capital shortages. This was a0t the case
in Pakistan when the private sector window was created, nor is thils the
case now. Forelgn exchange reform in the early eighties brought about a
correct allignment of domestic currency. There 1ls s8till no effective
black market in Paklstan. Moreover, billions of dollars of excess funds
from such sources ag worker. remittances from Saudi Arabia and other
countries has made substantial funds available in the informal markets
which probably has had the effect of lowering the competitive interest

rate for capital.

Preprogram studies aimed at assessing the potential for a private sector
program found a potential demand for U.S. cummodities inm Pakistan. But
the evaluators found no Mission studies that examined the detaills needed
to make the private sector window operational in a competitive sense
within the institutional framework in which it was to operate. The
program was set up without knowing which loan terms (l.e. interest rate,
payback periods, amounts of collateral), would be competitive and which
would be concessional. The 1nitial conclusion that the funds would move
despite the financial terms led the Mission not to carry out any analyses
or surveys necessary to evaluate the financial attractiveness of the
program, including a comparison with all alternative sources of credit in
both the formal and informal financial sectors. Without this knowledge,
the program was foredoomed.

After three years, speculation is still golng on. However, through
discussions with private traders and business men, the evaluators found
some support that the recent interest rate change may make the program
competitive but not concessional.

Analysis of the program to date, summarized above, suggests that not all
the terms have yet approached being competitive. Recognizing this, USAID
staff has continued taking steps toward correcting this uncompetitive
position by chipping away at restrictions in the bureaucracy and
improving the loan terms.

This approach, resulting largely from an original design error which
underestimated foreign exchange availability and foreign competition,
used an Iinordinate amount of staff time and effort to bring about the
changes announced on June 17, 1987 (above).
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Reviewing the design and implementation of the private sector wiadow led
to the following conclusions:

. Attempting to develop the private sector component of the CIP was a
good strategy that was not successful because of incorrect
assumptions.

° Minimal use of this fund has led to a fallure to meet any of its

stated or implicit objectives to provide quick disbursing balance
of payments support, develcpment impact, structural adjustment
gupport Sor energy and agriculture, or imcreased private sector
participation. See Table III,l for an overview of the economic
impact of the private sector ACE and ECE programs on the Pakistanil
economy.

® The program in the future, whea public sector funds have been
expended, may have a negative impact in terms of foregonme
opportunities by placing USAID's scarce CIP funds in the private
sector window Iinstead of the more successful public sector windows
of ACE and ECE.

° It has demonstrated forcefully the obstacles of working through
public banks and the need to develop more fully the private
financial sector.

. It has also demonstrated the need to carefully examine and research
the development of private sector import programs. It shows that
these types of programs should probably be avoided when high
priority i{s placed on rapid disbursement.

A lesson learned is that program designers must analyze the financial
market in which a financlal program operates to determine what
combinaticus of loan terms are competitive and what terms are
concessional. Faillure to look carefully at this question and setting up
unrealistically high terms on the basis of conventional wisdom for
uncompetitively priced U.S. commodities tied to unrealistically high
transit costs can undermine the program's success. The uncertalnty and
lack of confldence created in the program has been reinforced by the fact
there have been to date a minimal number of program participants.

F. U0.5. Efforts to Make the Private Window Work

The most recent effort to make the private gsector window work 1s the
approval of the Project Implementation Letter (PIL) dated May 26, 1987,
requesting a lowering of the effective interest rate that private
businessmen must pay from 14 to 10 percent. This PIL was a response to
earlier unsuccegsful PILS to remove the 3 percent foreign exchange risk.
Thig action provides strong basis for justifying a continuation of
USAID's efforts.
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These efforts are summarized in the following list:

Date of PIL Approved Request

5/14/85 ————— Raised maximum transaction from $0.5 to $1 aillion.
9/23/85 =——————= Requires AID approval of procurement documents for
purchases below $100 thousand.
10/24/85 —————- Zxtends repayment from 3 to 5 years maximum.
11/24/85 -—————— Increases maximum transaction from $1 to $10 millionm.
3/18/86 -————- ADBP {s added on as approved applicant bank.
——————— DPSCI? i{s arde not subject to
Approved bank credit ceiling,
Approved bank foreign exchange ceiling,
Limits on imports foreign exchange except
restricted items.

07/31/86 ~—=—-——— Increase the participant banks to include public
sector banks adding Bank of America and Citibank as
Approved Applicant Banks for the private sector CIP.

11/24/86 ——————— Addition of American Express and Chase Manhattan Bank,
N.A., to serve as Approved Applicant Banks for private
sector window, subject to approval of foreign exchange
risk cover.

11/30/86 =—~———— Addition of all eligible items in the AID commodity
listing (has not yet been approved).

05/24/87 —=————- Decrease of interest rate from 4 composite rata of 14%
to 102 inclusive of 3% foreign exchange risk coverage.

~———-=- Elimination of maximum level of $10 million for a

single transaction.

The above actiouns and the detail of a full time officer to work on the
private sector window represents a major effort to improve the program.
That officer mounted an effective campaign to increase awareness of the
program in the business community. This waas evidenced by numerous
newspaper clippings from such diverse cities as Karachi, Quetta,
Falsalabad and Lahore. There also geemed to be a general awareness of
the program on the part of businessmen interviewed by the evaluators.
This type of activity should be included in the future to publicize the
drop in the interest rate from 14 to 10 percent.

Recommendations:

° That USAID continue pressing the GOP to apply Section 2.13(1) of
the Import Policy Order, 1986-87 which states that
imports under loans, credits and aid shall be subject to the
conditions and procedures as may be justified by the Chief
Controller of Imports and Exports from time to time. That office
could remove completely the ACE and ECE private sector window from
the jurisdiction of the Import Policy Order.
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That the Commodities Management Office continue to publicize the
program's recent interest rata decrease from 14 to 10 perceat and
continue its current media and information campaign to include
local business groups and chambers of commerce.

That the Commodities Management Office urge the GOP to expand the
number of approved applicant banks to include the Natiomal
Development Finance Corporation and other domestic industrial
financial institutions that are development oriented and cater to
the private sector and have the ability to issue foreign exchange
letters of credit acceptable to U.S. banks.

That USAID continue the private sector windows for six months to
test the response to the new lower interest rates.

That USAID consider contracting with a qualified Pzkistani firm to
determine the effects of each perceived constraint on the private
window, including price, shipping, interest rates, payback periods,
collateral requirements, the real cost of GOP licensing and
approval processes to meet the AID regulations, to determine what
mix of terms would make the private sector funds competitive, and
what terms, 1if any, would lead to rapid disbursement of those funds.

That at the end of six months USAID use the results of the two
recommendations to reach a decision on whether to continue the
private windows.

That USAID top management reexamine the objectives of the private
sector window (e.g. should the targeted group be all firms or just
small and medium firms ia the rural areas?)

That if a decislon is reached to close the private windows as now
structured, USAID first cousider utilizing the funds to develop
alternative opportunities for promoting private sector
participation.

That if private sector participation projects are not deemed
feasible, both ACE and ECE private sector funds be transferred to
public sector activities that support either stabilization efforts,
if needed, or projects with high developmental impact as measured
by internal rates of return.
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CHAPTER II.
DEVELOPMENT IMPACT

A. Agricultural Commodities and Equipment Program (ACE)

Introduction

A cooperative relationship was established in 1952 between the United
States and Pakistan for the purpose of helping Pakistan realize its
development goals and potential. From that date to the present, the two
nations have worked together to further the development of Pakistan's
economy. Throughout this entire period, the need to accelerate
development in the agricultural sector has received priority attention
through a series of asgistance efforts. The ACE program evolved from
these prior interventions as a significant new opportunity for AID to
cooperate with the GOP in considering many policy issues important to
improved agriculture sector performance.

1. The Historical Base

Historically, agriculture has been the mainstay of Pakistan's economy
through the provision of foodstuffs, as the primary employer in the
country, the sector contributing most to the country's gross national
product and as the source for the major portion of export earnings. This
situation continues today and general expectations are that the sector's
unique position will remain in the forefromt.

The successful introduction of high ylelding varieties (HYV) of wheat and
rice has enabled Pakistan to evolve from a major foodstuif importer of
the 1950's to a level of gelf sufficlency and as an exporter in some
commodities. An exception 1s in the area of edible vegetable oils.
Fertilizer use has increased from a point of near non—uge in the 1950's
to its present use level of approximately 1.5 million nutrient toms.

This has been pogsible through the development of an intermal production
capacity (public/private) and import.

A marked change has also occurred through the utilization of
mechanization (primarily tractors and seedbed preparation equipment aad
stationary grain threshers) as a means of facilitating agricultural
production activities. This mechanization process appears to have been a
result of increased cropping intensity and the use of HYVs along with an
increase in off-farm employment opportunities, domestic and foreign. As
a consequence, the practice of custom hiring of equipment is developing.

Another positive factor is the government's efforts in land reform. It
has been suggested that many of the smaller agricultural entrepreneurs
feel a greater sense of security and are more willing to commit thelr
limited resources for production inputs and capital commitments for
mechanical equipment.

While the above {3 testimony that the agriculture sector 1is far from
staile, there is yet much room for growth and improvement.

DEVELOPMENT ASSOCIATES, INC.
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The Mission itself nas identifled several serious constraints o the
achlevement of increagsed efficiency and productivity ian the agricultural
sector, many of which ACE was designed to correct:

] Pricing and Marketing Policies: Restrictive GOP regulatioas,
procedures and market controls encourage the continued existence of
parastatals, which have become increasingly inefficient, requiring
substantial subsidlies to continue operations. At the same time,
this situation has inhibited or discouraged greater private sector
participation.

. Irrigation - Water Supply, Delivery and Charges: The unpredict-
apility of water supply at the farmgate continues to be a
constraint on production. This encourages ineffective or
inefficient on-farm water use. Subsidized water rates contribute
to deterioration of the delivery gystem because of insufficient
revenues for canal and drain 0&M activities.

. Environmental Degradation: Pakistan's rapidly growing population
places a gsevere straip on the watershed environment. The increased
demand for land, fuel wood and timber is causing widespread
deforestation, erosion and exacerbates flooding.

° Weak Agricultural Extension: The lack of an effective farmer
education program continues to impede the agricultural sector from
realizing its full potential. This has indirectly prevented
Pakistan from capitalizing on its export/import substitution
potential

° Bducation and Research: Little research or training is being
done in support of farmers and production objectives, for. example,
effective Ilnput use or consideration of the farming operation as a
whole (farming systems approach). Production potential is not
being realized and inputs are not efficlently utilized.

) Ingstitutional Credit: The GOP approach to credit utilization
continues to retard the development of gself sustaining rural
financial {nstitutions and markets oriented toward serving the
swall farmer.

) Mechanization: While lmprovements have been made in the
availability of power units, little has been done to facilitate the
adoption/availability of tillage equipment.

° Land Tenure: While lnequities still exist (and probably can be
expected to always exist), little attentiou is being given to the
development of supporting institutions or infrastructure to
maximize land resource utilization.

. Private Sector Participation: In spite of the poor investment
climate, to a limited extent the private sector has been able to
participate in the development of the agricultural sector. Its
full participation and thus its full potential tc contribute to
development of the agricultural sector has been limited by a lack
of governmment support.
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2. Program Description and Evolution

ACE {3 a major component of the six year U.S. ecomomic assistance package
($1.625 billion) available to the Government of Pakistan in support of
the GOP's national development strategy ia its Sixth Five Year Plan (PFY
1983-88). ACE was designed specifically to support development of the
agricultural sector, one of the Plan's three priority sectors, by
assisting ia the realization of two objectives:

(a) 1increasing the productivity of the agricultural sector through
the provision of needed imported commodities and equipment;

(b) providing balance of payments support.

ACE was formulated to provide foreign exchange resources for the
procurement of commodities and equipment that would result in a
productive impact in short to medium (one to seven years) terms and which
would also facilitate longer term adjustments in the structure of the
agricultural sector.

Three groups of commodity and equipment imports were contemplated over
the life (five years: 1982-87) of the program:

Group I: Agricultural inputs where the productive impact would be felt
almost immediately or during one cropping season, i.e.
chemical fertilizer, seeds, genetic stocks, and appropridte
pesticides (where U.S. regulations were met).

Group II: Agricultural machinery and commodities for use on or near the
farm and which increase productivity over the short to medium
term. It was expected that equipment or commodities within
this group would be imported and used by the private sector
for either private use or to extend goods and services to the
tiller or husbandry man.

Group III: Agricultural equipment and commodities required by the public
or semi-public sector organizations and.government departments
to improve the efficiency or quality of services provided and
expected to have an impact on agricultural productivity.

Two additional eligible commodity import groups were incorporated into
the Program in 1984 to facilitate and encourage private sector partici-
pation and to open categories to meet Pakistan's emergency requirements
(1.e. cotton and wheat). Groups IV and V comprised the following:

Group IV: Agricultural machinery, equipment and commodities to be
imported by the Pakistan private sector. Examples of eligible
commodities are agricultural equipment and implements,
irrigation equipment and supplies, transport equipment
(excluding general purpose trucks), handling equipment for
agricultural commodities, storage facilities and equipment,
and canning and food processing equipment.

Group V: Commodity imports as AID and the GOP may, from time to time,
agree as necessary to meet the emergency requirements of
Pakistan.
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TABLE II A-5
AN ASSESSMENT OF ACE COMMODITY AND EQUIPMENT IMPACT VALUE
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Policy "Cornerstones” Increased Impact on Development Benefliclary
Policy Technology Institutional Private Agricultural Balance of Payment Impact . Equiry
Dlalogue Transfer Building Sector Productivity Todate  Expected
Development

Non-Pro Ject
Fectlltzer Yes Yes - Direct Direct Yes IS&E 1/ I&LT 2/ Yes
Wheat - -- - - - Yes - - Yesn
Cotton -~ - - Direct - Yes - - Yes
Project Equipment :
15H Dicect Yes Yes - Direct No 3/ IS&E 1&LT Yes
HART - Yes Yes - Indirect No IS&E LT Yes
FED - Yes Yes Potential Indirect No 1S LT Yes
FSH - Yes Yes - - No E LT Yes
NALAD -~ Yes Yes - Indirect No IS&E LT Yes
T PAN - Yes Yea - Indirect No IS&E LT Yes
NWF PAD -= Yes Yes - Indirect No - LT Yes
Private Sector
Private Sector Yes Potential Potential Direct Indirect No IS&E 1&LT -
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1, IS§E - Import Substitution & Export
2y [&LT - Intermediate & Long Term
37 Ho assurance that GOP would have used own foreign exchange to import equipment.
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The original level of U.S. fundiag allocatiomn for the ACZ Program was
projected at 3300 million dollars over the life of project (LOP) years of
1982-86. Subsequent amendments (number 1-4) increased the level of
planned funding to $475 million and extended the LOP to the ead of 1988.
The Program planned for the provision of these resources through both
loan (3213 million) and grant (3262 million) funding. The evolutionary
process through which the Program and program planning adjustments were
made 13 outlined in Table II-1 in Annex E.

As of this May-June 1987 evaluation, $390 million was obligated. The
sequence of obligation documentation and selected Conditions Precedent
(CP) are presented in tabular format (see Annex E Table II-2) for the
record and as a basis for future discussion relative to the evaluation

process.

The general categories of the commodities and equipments eligible for
procurement under ACE were identified in general terms by "Groups” im the
Program Assistance Approval Document (PAAD) approved March 29, 1982. The
PAAD also identified specific procurement needs (DAP fertilizer) and
commodity support for the Irrigation Systems Management (ISM) Project.
Subsequent PAAD Amendments (June 1983 and May 1984) expanded and further
clarified ultimate uge of the planned allocation of LOP funding for both
the grant and loan components.

The amendments expanded the program scope and identified specific
commodity considerations not originally programmed, i.e. the emergency
procurement of wheat and cotton and the inclusion of specific commodity
procurement supportive of specific U.S./GOP technical assistance projects
developed or to be developed during the 1ife of the ACE Program. Table
II-3 (Annex E) summarizes these specific commodity procurement activities
and U.S./GOP technical assistance projects. A summary description of the
TA projects 13 attached as Annex F.

The ACE program was designed to complement other donor funded programs
supporting the development of Pakistan's agricultural sector. This
interactlion and linkage i3 summarized in Table II-4 (Annex E).

3. Impact on Sector Constraints

General Assessment and Conclusion. The following table (IIX
A-5) pregsents the team's assessment of the impact of the various various
categories of commodities on development in the agricultural sector,
complled on the basls of the discussions following the table.

In evaluating the ACE Program's impact on ATD's policy cornerstones, the
equipment furnished to the provincial irrigation workshops provides a
pertinent example.

The equipment procured for rehabilitating the workshops definitely
resulted in strengthening the workshops’' capability to service and
malntain the heavy equipment essential for the rehabilitatiom of the
canals and drains. There was a transfer of technology in this process.
The avallability of the equipment (mew and refurbished) enabled the
provincial irrigation departments to carry out their institutional
responsibilities. Heavy equipment use technology resulted in better
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quality work so that rehabilitatad camals and drains aeed less frequent
follow—up work. This results in either a redu~tion in 0&M budget
requirement or the opporfunity to reprogram these funds or accelerate
rehabilitation work. Fewer breaks in the canals reduce flooding and
engsure the continued delivery of irrigation water to the farmer. an
assured supply of irrigation benefits both the large and small land
holder and increases the potential for increasing production. Increased
production will impact on the balance of payment situation because of
increased spportunities for export or for import substitutioms.
Increagsed capital resulting from this is available for development.

Imported fertilizer has 3 similar impact. In addition; fertilizer has
provided a basis for policy dialogue and has comtributed directly to
developing the private sector institutiomal capabilities and lncreased
their role in the development process. The requirement that the GOP
allow greater private participation in fertilizer distribution has forced
the GOP to focus more closely on public/private sector relatiomship
problens.

The emergency procurement of wheat and cotton demonstrated the
flexibility and rapid disbursment possibilities inherent in a CIP-type
activity.

An indirect benefit derived from these unfortunate occurences was the
GOP's realization of its vulnerability to adverse conditions and the
absence of back—up options resulting from ineffective research and other
production options.

Based on the above and the supporting data, the evaluation team concludes
that the design of ACEZ and the provision of commodities in support of
agricultural development efforts was timely and the selection of
ccamodities appropriate. Pakistan has utilized the commodities in an
appropriate manner. The problems associated with the slow or
non—utilization of the private sector window resources are fully
dlscussed in chupter I.

This general assessment, supported by the analysis and conclusions from
the previous sections and the following discussions in this report, lead
to the following general conclusions relative to overall development
impact value.

) The designers of the ACE Program recognized the utility of using
the CIP concept as an effective approach in advancing AID's "Policy
Cornerstones” concept in a CIP mode while supporting sector
development goals

° The ACE Program provided USAID the flexibility and opportunity to
react Iin a positive and timely manner whenever potential "windows
of opportunity” were identified

° The ACE Program, used in close counjunction with specific TA
projects, made it pcssible to lateract with the host government at
several different policy/implementation levels, thus approaching
the means for problem solutiou at different levels

DEVELOPMENT ASSOCIATES, INC. S
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Pertilizer

Pertilizer Procurement Status: Actual imports of fertilizer
(1982-86) total 571,488 MT valued at 3$134.0 million. Imports under
tender amount to an additional 260,000 MT with an estimated value of
$54.0 million. Actual and projected import value (3188.0 millioa)
represents nearly 100 percent of the total fuands allocated for fertilizer
and i3 39.5 percent of the total projected funds (3475 milliom). The
yearly procurement and disbursement profile is summarized as follows:

U.S. FY MT Procured Value Last Consignment

DAP TSP (3 miliion) Delivery Date

1982 130,000 — 34 November 1982

1983 103,000 10,500 29 February 1984

1984 118,000 _ 27 April 1985

1985 No Fertilizer Procured

1986 220,488 _— _44 January 1987

Todate Total 571,488 10,500 134

1987 260,000 - 54 Being Tendered

Projected Total 831,488 10,500 188 X/

Note: $189,337,000 allocated

Procurement was done by the Pakistan Embassy in Washingtoan. There were
no special problems or significant difficulties associated with the
procurement process, subsequent delivery, receipt and distribution of the
fertilizer. Obligations have been timely and the rate of disbursments of
funds well within the established norms for this type of program activity.

Appropriateness and Utilization: Chemical fertilizer use
has increased dramatically from a poirt of near zero use in the 1950's
and 1960's to an estimated annual offtake of almost 1.5 million autrient
tons ia 1986. While there has been some fluctuation in demand and
offtake, growth in consumption (19% annually during the period of
1975-80) has continued to rise at a rate of 4% annually to its present
consumption level, with the prospects that internal requirements will
continue to grow for some years to come.

Tha ACE Program has been effectively utilized by the GOP to meet the
increased demands for fertilizer. While Pakistan produces sufficilent
nitrogen-based fertilizer for i1ts needs, it must import most of its
phosphatic fertilizer. The import of 220,488 metric tous of DAP and
10,500 metric tons of TSP represented respectively one-fourth and
one-half of Pakistan's total annual requirement for these fertilizers in

1984.

The GOP has made a commitment to countinue the import of phosphatic
fertilizers, and ACE fertilizer procurement has a direct and positive

contribution to that commitment. The continued and expanded use of
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fertilizer on food crops (wheat, tice and sugarcane) is i 1ajor
contributing factor to Pakistan's efforts to maintain a level of self
sufficliency as well as to expand their export market for these key
crops. rertilizer is also a critical production input contributing to
the country's efforts to meet the large textile industry's requirements
for vegetable fiber (cotton) and to provide raw material for the edible

vegetable oil processing industry.

In conclusion, the avaluation team views the availability and use of ACE
resources for the import of fertilizer to fully meet the design
objectives of short to medium term production impact and facilitating
longer term adjustments in the structure of the agricultural sector.

Policy Dialogue: USAID has effectively used fertilizer
import negotiations as a vehicle for carrying on a meaningful dialogue
with the GOP relative to Pakistan's fertilizer policy position. A number
of major changes in the GOP's fertiliizer policy has occurred as a result
of this interaction. Changes have been made which create a more
favorable climate for the private sector's participation in distribution
and initial adjustments have been made to reduce the huge subsidy burden
borne by the GOP. It i3 estimated that fertilizer subsidies accounted
for 58% of the total agricultural development budget during the 1978-83

Five Year Plan.

The steps and subsequent actions that USAID has taken in this area are
documented in the Commodity Import Grant and Loan Agreement negotiated
and entered into by both the U.S. and GOP. These are summarized in Table
II-2 of Annex E.

In addition, USAID, with the GOP's concurrence, has taken the additional
step of facilitating with ESF Program Development Funds a study.of
Fakistan's fertilizer policy. This report, "Pakistan Fertilizer Policy:
Review and Analysis”, Ja. uary 1985, is being used as the basis for
continuing the dialogue with the GOP on fertilizer policy reforms. USAID
plans to continue an aggressive effort to assist policy change through
the life of ACE and further strengthen its endeavours in a follow-oan CIP
type activity entitled "Agricultural Sector Support Program " (ASSP).
Scheduled for implementation iu late 1987, this program is designed to
releage ASSP funds in tranches when policy changes are implemented rather
than setting conditions precedent for actions yet to be taken. In the
design of ASS?, USAID has charted step-by-scep fertilizer policy change
requirements.

The evaluation team concludes that USAID plans to continue its firm
position related to fertilizer policy reform i3 appropriate.

Private Sector Fertilizer: Discussions with representative
of the private sector fertilizer industry established the fact that the
{ndustry as a whole was lnterested in and willing to play an even greater
ole in fertilizer import and distribution than presently allowed by the
‘0P, This willingness was predicated on the condition that the GOP would
assure the private sector thelr status as a private entity remain
intact. There was a specific expression of willingness that under
guitable conditlions some nembers of the industry would be willing to
enlarge their infrastructure to enable them to tike on additiomal
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responsibility for farmer education on fertilizer—use efiicilency. One
firm went farther and expressed a willingness to expand {ts scope of
operations into the supply areas of other production inputs (pesticide,
machinery, credit) and marketing.

The private sector producers and distributors indicated that, if ziven
the opportunity, they could deliver fertilizer to the farm gate more
efficiently and at a lower cost than {s presently dome by the public
sector. Their stated requirements to do this included:

. No further public sector investment or expansion in governaent
owned and operatad fertilizer plants

° Privatization of existing public secror plants

° Elimination of direct public sector fertillizer price subsidies

. Elimination of restrictions ou direct private sector fertilizer
imports

. Elimination of restrictions relative to Provincial distribution
quota

° Private sector/public sector interaction in fertilizer use research
and

° Greater freedom allowed In private sector participation in the

supply, distribution and sale of other production inputs (market
expansion opportunities).

The evaluation team concluded that while these statements were motivated
by a large self interest factor, there did appear to be a great deal of
interest and willingness on the private sector's part to expand their
participation and support to the government's fertilizer distribution and

use efforts.

On the other hand, the public sector's expressed concern over its need
for continued involvement as a supplier/distributor/seller was
appreciated. It was apparent that the level of distrust between the
public and private sector is quite strong. The evaluation team coucludes
that USAID, well aware of this and other problems, 1s aggressively taking
suitable actions to overcome the many obstacles faced in guiding the GOP
toward privatization in fertilizer production and distribution. This
effort might be accelerated through the process of facilitating closer
intaraction between the two gectors.

Recommendations:

[ That USAID arraange an observation trip to the United States and
other countries 1a which both the public and private sector can
together observe and compare the interaction and respective roles
of the two sectors {n fertilize supply, distribution and use.

» That the GOP make such policy changes (import, pricing, subsidy
reduction, transport costs, laterest rate reforms to reflect market

DEVELOPMENT ASSOCIATES, INC., ——

WA



-21-

rates, and easing of collateral requirements) as necessary to
encourage and facilitate the private sector's participation !n
promoting fertilizer use efficiency and the supply or provision of
other prerequisite production inputs and services.

) That USAID encourage the private sector fertilizer industry to
utilize the training resources offered to the private sector as a
means for preparing the industry for an expanded role in
agricultural development.

The Parmer - The End-User of Pertilizer: "All farmers use
fertilizer” was a statement often anade to the evaluation team by the
fertilizer sector (public/private). This was accepted as an
over—statement of the actual situation. The team did, however, interpret
this as a positive indication that the suppliers viewed the marketing
potential in positive terms and that the farmer end-user in gemneral
understood the value and benefits to be derived from fertilize
application. The goverament is in a position where it must continue to
assure the avallability of fertilizer througzh one means or another.

The rapid adoption of chemical fertilizers by the farmers 1s attributed
to several factors. The most important is the availability of fertilizer
(incountry production capacity increase), a more effective distribution
system and an increase in procurement prices for most of the crops on
which fertilizer is used. This was substantiated by the evaluation team
during its contacts with both public and private producers, retail
outlets and farmer users. The farmer user indicated that he sought out
and used fertilizer when the crop/fertilizer price ratio was to his
advantage. Access to credit and easy access to fertilizer were given as
other important factors influencing the farmer to use fertillzer. Use
appeared to be based on how much he could afford to buy. Price- lncrease
of fertilizer was a concern and there was a indication that fertilizer
use would not cease with higher prices but that its use would be
curtailed if the crop/fertilizer price ratio became, in the farmer's .
eyes, unfavorable to his personal situatiomn.

Fertilizer was broadcast by hand in most cases and not incorporatad into
the soil. Research worldwide has demonstrated that substantial losses of
nitrogen cccur when proper application practices are not followed.

One can conclude from these observations that the value of rertilizer is
recognized by the farmer and that, while illiterate, he understands the
basic economic principles of its use. One must also conclude that access
is important but that cost and other production inputs must be considered
in a fertilizer production/import/distribution program.

It 13 apparent that at some levels the GOP fully understands the signi-
ficance, validity, and linkages between fertilizer availability and its
goal of increased agricultural production. It does not appear, however,
that some of the higher levels or organizatiomal units of the GOP fully
understand the significance or necessity for integrating fertilizer with
access to other fnputs and the need to develop a complementary ianfra-
structure to effect the efficlent utilization of fertilizer. The
evaluation team recognizes ongoing efforts (MART, TIPAN) and urges USAID
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at avery opportunity to encourage and assist the GOP. This will bde
particularly important as the fertilizer subsidies are reduced and

eliminated.

Equipment: The equipment commodity allocatioas under ACE
have been used to a large extent as commodity support for seven on-going
technical agsistance projects. A limited amount of equipment is being
procured for associated activitieg that are non-project specific.
Followiag i{s a summary of the project and non-project equipment
procurement:

Project Related Equipment

Project # Title Planned Allocation
(million dollars)

391-0467 Irrigation Systems Management (ISM) 51.80
391-0489 Management of Agricultural Research

and Technology (MART) 5.60
391-0479 Baluchistan Area Development (BALAD) 4.70
391-0489 Transformation and Integration of

Provincial networks (TIPAN) 3.20
391-0481 Forestry Planning and Development (FPD) 3.50
391-0491 Food Security Management (FSM) 0.90
391-0485 North West Froatier Province Area

Development (NWFP) 0.40

70.10

Non—-project Equipment

° Warsak high 1ift pumps 1.30
° Center Por Applied Molecular Biology,

University of the Punjab, Lahore 0.44

° North West Frontler Province - Roads 6.00

° Miscellaneous _2.60

10.34

Total 80.45
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While aquipment procurement to date under ACT represents ounly about

16 percent of total planned allocatlons, it does represent a dispropor-
tionally large segment of time and effort on USAID's part to identify
needs, develop specifications, monitor procurement, process entry
clearances and di{stribution, and ensure {ts proper utilization.
Equipment procurement involves a much more substantial management input
than was required for the import of high value bulk commodities
(fertilizer, cotton and wheat), and uses a varlety of procurement modes.
For example, PILs and PIO/Cs are often used with ACE obligation numbers
and the transactions are handled as project procurement under CIP

regulations.

The evaluation team considered it essential to look at the relationships
or interactions between these project and non-project activities and the
ACE program. The criteria used was of a comparative nature and included

the followlng:

® Equipment procurement in relation to ACE Program goals and purposes

° Balance of payments impact
° Impact on increasing agricultural productivity within the

agricultural sector

' Equipment procurement as related to U.S. "Policy Cormerstones”
° Generation of policy dialogue
) Technology transfer
) Ingtitutional building
. Support/development of the private sector

) Relationship or compatability between ACE and the seven projects’
goals and purposes

) Equipment countribution to development impact (intermediate and long
term)

. Relationship of equipment input and equity

) Equipment procurement and USAID management and

° Equipment suitability and utilization.

The plan for projected use of ACE as a vehicle for the procurement of
equipment supporting the various technical assistance projects appeared
to be based on the availability of ESF project funds. One exceptlon to
this was the planned use of ACE resources for some $60 million worth of
equipment in support of the canal and drain rehabilitation component of
the Irrigation Systems Management ProJect. This was gpecified in some
detail in the original PAAD. Subsequent PAAD amendments allocated ACE
resources for the procurement of additional equipmeant in support of new
TA project interventions approved or under approval review. The ready
avallability of ACE resources provided flexlbility and enabled USAID to
accelerate the procurement process for project commodities so that
commodity arrival was closely coordinated with the arrival of project
technical assistance persoanel.
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A review of end—use audit reports relating to the use of equipment Cfor
the ISM rehabilitation component, including workshops and canal and drain
rehabilitation, was included in the evaluation. The team visited ome of
the workshops and a site where a portion of the heavy equipment was being
used to rehabilitate a main branch canal. It found the equipment at the
Moghalpura Irrigation Workshop now being fully utilized. At the Main
Lower Bari Doab Branch Canal ACE procured equipment (12 dump trucks, 2
vibrator compactors, 12 hydraulic 1i1ft scrapers, 2 water trucks and 1
service truck) was being fully utilized. The agricultural specialist omn
the team had visited both sites some sixteen months ago and found that
utilization {s vastly !‘mproved, primarily as a result of the successful
merging of equipment, technical assistance, planning and training. The
latter three inputs were provided through ISM project resources.

Less than perfect merging of equipment arrival with the arrival of
supporting technical assistance still occurs but to a minor degree. The
value of procuring equipment even in the design stage of a project so
that it 1s on hand for the techniclans® use appears to be a calculated
risk worthy of the effort, particularly as the practice appears to be
limited to equipment which would be for general use even if the project
does not eventuate.

The mode for procuring equipments varied between projects, based on the
end-uger's prior demonstrated proficlency or lack of proficiency in
equipment procurement. Decisions were judgement calls exercilsed by
project management. The procurement mode used in each project is
identified as part of the project summary (Annex F). USAID, by assuming
a great portion of the responsibility for the procurement of equipment 1s
not helping the varlous GOP entities fully develop procurement competency
of their own. .

Recommendation:

® That, to the extent possible, future equipment procurement be made
through regular GOP procurement channels.

During a site visit, an occasional complalnt was heard that some of the
heavy earthmoving and silt removal equipment procured for canal and drain
rehabilitation was too large or that it was too expensive to operate,
Follow—up discussions revealed that the complaints came from one who was
used to carrying on rehabilitation work through coantractors (men and
donkeys) and did not appreciated fully the quality of work possible with
heavy equipment. The evaluation team coancluded that there was a natural
registance to change, particularly when the use of equipment restricts
certain benefits and challenged professional integrity. The observatioas
made during a visit to the Main Lower Bari Doab Branch Canal led the team
to the assessment that such complaints are overcome when there 13 proper
mix of equipment, technical assistance and planning. The team also
concluded that the time span for technical assistance must be of
sufficient length to ensure proper and full utilization of equipment.
This appears to be particularly critical in the ISM program since the
60.0 million decllars worth of equipment represents the first major
infusion of equipment in the irrigation water delivery sector in some
twenty to twenty five years.
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The evaluation team was unable to visit the end-users of all of the
equipment. In addition, large segments of equipment are still to be
ordered by some projects. A listing of this equipment by general
category and status of procurement can be found in Annex F.

The team's approach in assessing the suitability value and potential
impact for much of this equipment was to compare project goals and
purpose with the goals and purpose of ACE. The mix and type of equipment
for each project or non-project activity is prepared and vetted by
experts in their field. This process, in the team's estimation, more
than adequately meets suitability and procurement standards. This
procedure, coupled with the goal and purpose review and comparison,
interviews and on-site visits, led to the following conclusions:

° The type and amount of equipment procured under ACE for use in
gpecific projects and activities 1s consistent with the goals and
purposes of ACE

) The equipment procured under ACE directly related to the U.S.
"Policy Cornerstones”

° The equipment.procurement is supportive of the GOP goals and is
having a positive impact on increased agricultural productivity

. Equipment procuremert in this mode has little impact relative to
rapid disbursment of funds.

Cotton: At the request of the GOP made on January 26, 1984,
USAID agreed to provide a total $35.0 million ($25.0 million FY83 and
$10.0 million FY84) of ACE funds for the emergency procurement of
cotton. The GOP request was predicated on an expected short crop because
of weather conditlons which were predicted to adversely affect one of
Pakistan's most important industries, and threaten employment, foreign
exchange and revenue targets. It requested ACE financing for 100,000
bales of raw cotton. USAID's quick response to thls request resulced in
the procurement and delivery of 56,637 bales (480 pounds net raw cotton
per bale) by June 1984, The cost of this first tranche was $24,082,000
(411,079,000 loan and $13,003,000 grant). Additional quantitities were
not imported because the adverse affects of weather did not reduce
incountry yilelds to the level expected.

The prospect of cotton import did have an ameliorative effect on the
domestic cotton market and allowed the Iindustry to continue without
disrupting efforts to expand the developing export market for finished
goods and clothing.

USAID's ability to respond rapidly to such an emergency request was
possible because of the existence of the ACE Program. The conclusion
reached by the evaluation team i3 that USAID reacted to the emergency
request in a expeditious manner and fully utilized the options available.
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Wheat: The need for the GOP to procure wheat with ACZ
regources was a result of drought conditions ian late 1984 which reduced
wheat acreage on the barani land aud lower ylelds oan barani lands that
were planted. The GOP submitted its official request to USAID on April
25, 1985 to reprogram $100 million of ACE funds to meet this emergency.
"SAID, recognizing the GOP's need to underpia reforms {n the GOP wheat
policy and maintain wheat stock levels, reacted positively. ACE fuunds
(410 million loan and 389 million grant) were reprogrammed with delivery
accomplished as follows:

HEENSEEENNEEENE YA ESEEESSENIAN I EINNEESE SN I AT AOASIAESENSASSEEEIX R IBMAAIWIIZR I B W N

Tender Quantity Value Arrival
Date Tendered ($ million) Quantity Date
(MT) {MT)
7/10/85 88,100 14.638
44,000 9/8/85
44,100 9/10/835
10/10/85 118,000 21.837
74,043 9/10/85
41,960 1/21/86
11/5/85 100,000 14,912
57,000 2/14/86
38,001 2/17/86
1/7/86 260,000 44,912
69,473 4/16/86
74,547 ’ 4/26/86
43,032 3/12/86
'42,312 4/21/86
29,000 5/8/86
566,100 96.299 557,468

This rapid reprogramming of funds and subsequent rapid procurement and
delivery enabled the GOP to retain the confidence of the population,
continue forward with its wheat policy and maintain wheat stock levels.

USAID's ability to repond rapidly to this emergency request was expedited
by the ACE Program. In reviewlng this procurement support effort, the
team concluded that USAID reacted in a timely and efficient manner and
utilized the options available through ACE. The result was a substantial
strengthening of understandings with the GOP on policy considerations.
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B. ECE Development Impact

1. Background

Pakistan {3 in the midst of a major emergy transition. A high level of
development expenditure was incurred in Pakistan during the 1970s to
create infrastructure which did not previously exist and to embark on
ma jor prujects designed to realize the country's considerable economic
potential, particularly in energy and agriculture.

External borrowing has financed a substantial portion of this
development. O1il price {ncreases, wita accompanying lncreases in the
cost of goods and services from industrial countries, have resulted in
shortages of foreign exchange. This in turn has delayed implementation
of projects because of cost overruns and meeting current import
requirement3 on which the efflcient utilization of capital assets
depends. There have been domestic financing difficulties in maintaining
the level of GOP revenues required to provide the local curreancy
component of development. In the energy sector, pricing policies of
state corporations have also led to an inadequate Zlow of income, causing
losses which were met by credit from the banking system.

Operational problems, due partly to infrastructure limitaticns and partly
to shortages in the availability of management skills, have hampered
energy production facilities, particularly in the important import
substitution sectors. During the 1970s, the GOP's involvement in the
energy sector lacked coordination between economic planning and energy
development cbjectives. In fact, energy was not recognized as a sector
in itself until the mid-seventies. The 1980 World Bank report, "Pakistan
~ Issues and Options in the Energy Sector,” listed the need to develop a
rational energy planning capability as a major issue facing the
Pakistan's energy sector.

During the past five years, the need for policy and institutional reform
in the energy sector has been recognized by the GOP, USAID, and the major
multilateral donor agencles. In the GOP's Sixth Five Year Plan
(1983-1988), nearly 407 of all development resources are targeted toward
the energy sector. In recent years coasiderable legislation has been
introduced by the GOP which would improve the policy enviromment for the
energy sector and, in time, help rationalize 1its development. The goal
13 to alleviate the shortages of both natural gas and electricity. The
following measures taken by the government are designed to comtribute to
an improved energy supply treand in the short and long terms:

° increagse the price of natural gas to 2/3 the border price or
import price of fuel oil

° assess and develop indigenous coal resources

. set electricity tariffs high enough to permit self-financing
by the power sector of 40% of {ts capital expansion costs

) encourage fuel wood plantatious

"
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) limit the use of aatural zas for power gemeration and require
some industries to convert from natural gas to oil or coal

° induce private sector investments in large scale power
generation
° reorganize the power sector and experiment with private sector

participation in power distribution

. implement a comprehensive national energy conservation
program, and

) improve national energy planning

2. USAID Energy Sector Assistance Program

In recognizing the above objectives, the USAID energy sector program
(1981-1987) has evolved to be a top priority for both the GOP and USAID.
As described by USAID, the program attempts to avoild the risk of
plecemeal decislon making by directing attention to some of the
implications of certain choices for Pakistan national energy development
gituation. Primary objectives of the current program are listed as:

. elimination of electricity and natural gas load shedding
o reduction of GOP balance of payment constraints

° ¢ .couragement of private sector participation and investments
i+ the energy sector

] increasing other donor coordinated financing in the energy
sector

° improvement of energy production, distribution and end-use, and

. strengthening of the energy sector's institutional,

management, and manpower base

Table II-B-1 gives the overall summary of USAID energy assistance for the
period 1981-1987. The ECE program was designed in 1984 in support of the
GOP Sixth Five Year Energy Plan (1983-1988) to provide foreign exchange
resources on a fast disbursing basis for importation of equipment and
technology that would contribute to energy production from indigenous
regources or energy coanservation. Some of the potential associated
benefits of the ECE program were ldentifled as:

. providing foreign exchange to mitigate balance of payment
problems

* creating a rapidly growing source of rupees to finance the
local costs of important energy development projects

) facilitating the technology transfer process for the local use
and manufacture of advanced energy systems
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TABLE TI-B-1
SUMMARY OF USAID BNERGY
SECTOR ASSISTANCE TO THE GOP
{Actual and Programmwd)

Pro)ects

Development Objectives

C.S. Dollars
in Milljop

Authorized for 19B1-1987 period
1.

Rural Electnf:canon Project Institutional improvement training, energy loss reduction, s3a1 V/
Project Combined cycle power generation, and rural system extension
2. Energy Planning & Developesent Energy planning, training, energy data base developmsent, s105 =
Project coal resource development., coal briquettes, renewable
energy and emergy counservation
3. Energy Commodities and Balance of payment support, $100
Equipwent lmport Progran support for 6th Tive Year Plan, and technology transfer
3. Forestry Planning and To support fuelwood farestry and domestic 3 25
Development Project energy consumption
Sub-total: $57%
Programmed for Post 1987
1. Lakhra Cosl-fired Power Diversifying fuel usage, developing a coal-fired generation $125
Project technology base, mobilizing spd developing a modern
private sector coal industry, 1ncreasing epergy self sufficiency
and reducing foreign exchange exposure, and
providing dosestic economic apd i1ndustrial development.
z. Private Sector Power To 1mprove power supply/desand imbalance, to zttract technical $150
Generation and Distribution and munagerial resources and mobilize local and foreiyn
Project financial resources, and to diversify similar power units
based on various energy resources (¢.g., small hydro, biomass,
low Btu gas, diesel 1n rural areas), and to use the private
sector capability to 1mplesent power .generation sagnificantly faster than the
buresucratic constraints of WAPDA and KBSC allow.
3. Amepdment to Forestry Planning To support fuelwood forestry and domestic energy < 17
und Development Project energy consumption
4. Hydro oc other large scale To meet the energy resources and power supply development 3160
scale Power Generation objectives of Sixth and Seventh Five Year Plans.
Sub-tota]: (tentative) ' 3451
Grand Total s$1,02°

.- Post 1987 ullocation is $140 million
</ Post 1987 sllucation is $60 million
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3. Evaluation Objectives

With respect to ECE, the evaluation must perform a aumber of tasks (see
Appendix A for scope of work):

' To review historic, current and projected inmstitutional,
technical, and financial impediments to private and public
gector energy commodity procurement

° To review progress to date as required by performance
digsbursement designs for decisiocns about continued funding or

program nodifications

[ To evaluate major policy decisions and/or assumptioas made
during ECE program design and determine their continued
validity

] To provide recommendations to foster private sector energy

commodity imports and development to meet the goals of the GOP
Sixth and Seventh Five Year Plans

° To estimate the short-term effects and the probability for
sustained impact of the ECE program, and to reasomns for
success or failure and lessons learned.

The evaluation of the ECE 13 based on five weeks in Pakistan during which
the team conducted extensive interviews with public and private sector
energy producing entities, private equipment importers, oil and gas
suppliers, GOP ministries, state corporations, banks, energy research
institutions, and responsible individuals and organizations in major
energy or economic sub-sectors. A list of the major meetings which were
held is presented in Appendix B. .

4, ECE Import Program

When the USAID energy gector asslstance program was resumed in Pakistan
seven years ago, the development environment was severe. The GOP was
still public-sector oriented. Much of industry and banking had been
nationalized, and the government faced serious budgetary and foreign
exchange restraints. The rationale for USAID assistance to Pakistan was
based on helping the country to develop and sustain a viable and
progressive government and the protection of U.S. interests in the region.

The ECE import program was designed to assist the GOP to reduce part of
its balance of payments shortfall caused by the importation of fossil
fuels and declining remittances from the Middle East. In the PAAD, it
was argued that the ECE $100 million program ($50 millioun in loan fund
and $50 million in grant funds) would help the GOP to alleviate foreign
exchange shortages in two ways:

) Directly, by coantributing $100 million in foreign exchange for the
public and private imports that were required to realize the Sixth

Flve Year Plan goals.

° Indirectly, by either saving energy or increasing domestic energy
resource production, thereby reducing oil imports. These indirect
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savings were estimated in the range of $100 million in avoided oil
imports over three years.

An overview of the ECE program funding history is included in Table

I1I-B-2. The equipment requirements for the direct support of the Sixth
Five Year Pian were ldentified for the following emergy sectors:

Energy Sectors Equipment Under ECZ

1. Fnergy and Fuel Counservation Heat recovery equipment;
instrumentation and coutrol systems;
high efficiency motors; compressors
and pumps; coal conversion equipment

2. Private Sector Equipment Replacement parts and gpare-parts
for gas turbines and steam plants to
improve heat rates and outputs;
power distribution and tubewell
equipment ;shunt capacitors for
reducing T&D losses; and various
other spare-parts for generation,
transmission and distribution
systems rehabillitation

3. Coal Mining and Pneumatic drills; ventilation
Processing Equipment systems conveyor systems; hard hats and
safety lights

4, 01l and Gas Sector Equipment Seismic equipment to OGDC and
equipment funding resources for
private sector firms for exploratory
drilling project.

5. Renewable Energy Development Photovoltalc panels, materials and
manufacturing equipment; wind pumps
and generators; speclalized
generators and coantrols for small
hydro.

Other gtated objectives of the ECE program are to create a flow of rupees
and to develop institutional capabilities:

Creation of Local Currency Account: The USAID loan to the GOP is
for 40 years with a 10 year grace period. The GOP loans to both public and
private sectors will be paid back over short periods of time, thus creating
a continuous flow of rupees which could be used to finance local currency
components of future energy development projects.

Technology Trans{er: The ECE program will assist in establishing
the ingtitutional capa'.‘lity to plan, execute and evaluate alternative
energy development and energy conservation programs.

USAID's commitment to this program for both the public and private sectors
energy equipment needs appears to be comnsistent with the aeed and
objectives of the CDSS and the GOP Sixth Five Year Plan.
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TABLE I1-B-Z
Overview of BCE Progran
lunding and Amendment:s
(US $ 1n Millions

Frogram bYocument Hesource Al)ocstions Projected Use

Approve] Sequence Loas Grant lote) Publac Frivate

and Dece Sectors Sectors
Loan anc Loar.
grant

1. PAAD Authorizatior sBC $20 $100 o 1r

(391-048L  July 1984

Funds ObLligation $2( 1z Il se.; ! sic =
BCE Commoditv laport

Grant and lLoau

Agreemen! August 30,

e

1984

3. ECE First amendstor $35 $26 s 6] $16.50 3/ $10 27
Agroement June G, 198%

4. BCE Second Amendastory £50 $50 $10C $43.13 4 320 5’

Agreecoent Julv B, 19B6

1 1 1987, OGDC was sllocsted $2 millaon grent and $6.) milliop loau funds.

Private sector fund $5.0 million ewsch ullocsted to UBL and HBL for Joan
saministratjor.

3 PIl Nc. 1124 WAPDA - $5.7 million; xz§c - $1.4 million;
PCSIR - §1.3 pillron: (all grant funds), OGDC $E.] milliorn {loar $C.! L Grant $2.0:
TOTAl - slb. r}fion
4 PIL No. 23A- GSF -3 8.136 milliou
HDIF -3 3.20 million
KESC -5 3.B million
PCSIk -5 4.5 millaon
WAFDA -8 7.0 aillion

oGhC  -31E£.50 million

Tota] -$43.13 million
5/ Additions] $10.0 million funding for the private seclor was
sllocated 1o Citibank and bank of Awerics

Totel of PIL 1]a plus PIL 234 equals $59.63 million.
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S. Beneficiaries

Primary Benefeciaries: Public sector corporatioas and agencles
dominate a wide spectrum of energy related activity including oil and
gas, electricity and industrial production; imports of major energy
commodities; energy related R&D and financial services. Upon
implementation of the ECE program, most of the equipment funding requests
came from the public gsector agencies and corporations such as WAPDA,
PCSIR, HDIP, GSP, KESC, and OGDC. A sum of 320 million was obligated for
the use by private sector banks. However, these funds have not yet been
utilized because of counstraints noted in Chapter I.

Table II-B-3 summarizes the potentilal primary beneflclaries of ZCE import
program in the public sector for the FY 1984 to 1986. A total of $56.3
million was committed under the first and second tranches to the public
sector. Excluding the private sector set aside of $20 million, the
remaining available loan fund is $23.7 million for the third tranche.

The public sector request to the Equipment Selection Committee of the GOP
Energy Policy Board for loan and grant funds for the first tranche
exceeded $400 million. However, PIL No. 11A dated May 26, 1985 earmarked
only $16.5 million for procurement of commodities and equipment by four
GOP public sector agencles. IFBs were issued between October 1985 -
January 1986 for WAPDA ($5.7 million), PCSIR ($1.3 million), OGDC ($8.1
million) and KESC ($1.4 million). PIL No. 23 dated August 28, 1986
earmarked $39 million for procurement of commodities and equipment by the
GOP. IFBs were issued between September, 1986 to May 1987 to GSP (36.4
million), RESC ($3.8 million), PCSIR ($3.5 milliom), HDIP (32.04
million), WAPDA (37.0 million), and OGDC ($16.50 million).

The detailed lists of commodities and equipment first submitted to the
USAID were in excess of $155 million. The following shows the further
reduction of public agencies commodities and equipment for the second

tranche: (in millions)

KESC $ 8.580
HDIP $ 4.590
PMDC $ 5.680
PCSIR $ 8.000
0GDC $35.000
WAPDA $25.000
GSP $ 0.476
NRL $ 0.910

Total $€8.236

Finally, for the second tranche procurement, PIL # 23 issued om August
28, 1980 earmarked $39 million for procurement by six public sector
agencies as shown in Table II-B-3.

Allocations of funds for the third tranche to public sector agencles are
summarized in Table II-B-4., The available funds for the third tranche
total $23.7 million against the requested allocation of $48.0 millioa.
Various agenclies' requests are prioritized to match the available
remaining ECE funds for FY 1986-87.
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1ABIE 11-B-3
PRIMARY BENEFICIARIES OF ECL IMPOHT PROGRAM
(US § MILLION)
Agencies and Obligated Earmarkeld Coaaltted Disbarsed BATANCE ACOOINT
Corporations {by PIL 811 Remaining Bids under Tikely td be to be
and #23) larmarked preparation/ disburscd by resllocated
evaluation/ June' 88
LTT(r : Award & Contract
A Pblic Sector  FY ALgust
Toan § 10w
Grant § 2w
1. OGIC
Trenche 1 8.1 8.1 .l 1.0 N/A N/A N/A
Tranche 2 16.5 16.5 - Bids under evalugtion 16.5 -
Tvanche 3 - (14.61) - - PIL to be jssued - -
2. WAFDA Fy 1985 [ hue)
Loan $1v & A
Grant $24 o
Tranche 1 5.7 3.4 .8 2.6 4/ 7.0 -
Tranche 2 7.0 7.0 Bids under kEvaluwation - -
Tranche 3 (15.00) - Pll. to be 1ssued. -
3. KL
Tranche 1 0.7 0.7 5 0.2 4/ - -
Tranchs 2 3.8 3.8 - - Bids under Evalustion 3 8 -
Tranche 3 {( 7.2) - - - PIL tu be 1ssued - -
4. 1Hplp FY 1986 (Julz)
ioan $i% m
Grant $24 w
Tranchec ) NIL NIL NIL 1.3 - -
Tranche 2 3.0 3.0 - - Bi1ds under Lkvalustion 3.0 -
Traiche 3 - (3.0) - - PIL o be 1ssued -
5. PGSk
Tranche 1 1.3 1.3 3 NIL 4/ . -
Tranche 2 4.5 4.5 - - Contracts awarded 4.5 -
Tranche 3 - (3.0) - - PIl. to be 1ssued. - -
6. GsY
Tranche ) NIL NIL NIl NIL - - -
Tranche 2 8.0 8.0 HIL NIL Contract awarded 4.5 -
T1anche 3 - (4.2) - - PIL 10 be 1ssued. - -
2. naxc
Tranche 1 HIL NIL HIL NIL - - .
Tranche 2 NIL HIL KIL NIL - - -
Tranche 3 - (1.0) - - PIL to be sssued. - -
8. DGNREK
Tranche 1 HIL NIL NIL NIL -
Trandhe 2 NIL NIL NIL NIL - -
Tranche 3 NIL NIL NIL HIL - (1.0}
B.  PRIVATE SECTUR  Mablb Bad Lud. § S w
ALIDCATION ntted Bank Ltd. Sm
Citibank Sm
Bank of America § Sm
$20m
Notes. }/ Figures 1in parenthesis shouw public sector spending on priority basis in three different stages amd depending
upan the subilization of private sector window. Sec Table [l-B-4 for commodity priorities.
1/ A total $5¢.3 million committed amder Ist and 2nd Tranches in public eector agencies and cOTpurations
/ committed available fund is $23.7 for 3rd Tranche in public sector
< 4/ Lontracts awsrded. Lommodities being received.
NS
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JABLY J}-k-4
Fublic kequests for ECE Funds
to the GOP Bquipment Committee

for 3rd Trpnche Procurement

Public Sector

Fund Allocated

Agencies Frioraty by BCE Bquipment Needs
(US s Mallion
OGD? Ist prionity $ 5.42 \"18brators and Drillang
2nd praority ¢ 5.9 Consumabler, Siesmic,
3rd praoraty $ 3.22 Geophones L Vibrosies,
Sul.~total $14.6) Various Cosmunication
and Drilling Consumsbles
PCSIL lst priority s 1.00 Fuel Kesesrch Center
2nd priority s 1.00 and Solar Hesesrch
3rd praority §$1.00 Center
Sub-totul § 3.00
WAPD.. lst priority £15.00 Rehabilitation of Thermul
Power Plants
KESC lsl'prxorxt} s 7.0 Fehabilitation of Therma!
Fower Plants
PMDT 1s1 priority $ 0.73% - -
2nd priority s 0.108
3rd praority § 0.07F
Subtotul s 1.0
GSP ls1 prioraty $ 4.20 Coal Exploretion in Khost
Sharaigh, Hernei (Baluchistan’
and Coal Exploration ip Sslt
kange
HDIF Ist praorit: $ 1.0 FProcess Development v,
2nd praority $ 1.0 Fue) Substitution and CNG
1

3rd praoraty

Sub-totul

Total Keguest
for BCL Fund

©»
.

=

$48.00

Stations Process bevelopment
Div and 5 CNG Stations POI
Hegional Centers, POL Laubs 12
Barachi. 2 Energv buszs, 2 CNC
stations

Notes: % PIL Nc. 24 to be 1zsued for obtaining GOI' approval for

¢
-

pravate sector allocastion.

procureasent under 3rd tranche by the public sector sgencie:
The tonl fund availebiliity wil)l depznd upon the status of
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TABLE I[I-B-5

Contribuction of ECE Program for Thermal
Efficiency Improvement in WAPDA System

(Stone & Yebscer Raporc Oct. 1983)

Pocencial Benefics co .
WAPDA Syscam Over a
Three-year Pariod ot
Sahablilicacion

Probable Contribucion of ECE I[mport
?togram in 3pare~parts, [nscrumencacion
ind Concrol Equipment

Esciaaced Costc for Rehabilitacion

[ncrsasing che YAPDA chermal chermal
jesneracing capscicy trom 1220 MW co
146) MM; chis cocal or 243 MW
{ncrease counsiscling of:

38 MW of rssctored iceam planc
capacify at 4an locremsncal cosc
of §450/K4,

118 8 of capaclity by coaverting
twelve combustilon turbine units
to cambined cycle unicts ac an
{acressncal cost of $720/KM.

J3 18 of restoras combuscion Curbine
capacily, which could be added co
WAPDA's syscem for an {ncremenced
cosc of $361/KM.

Iaproved availabilicy of WAPDA's
thermal jensracion. snabling
provisioa of abouc 735 GH/year of
additicasl deliveries of electricity
to UAFDA's syscem. (This 13 abouc
a l& percent increase over 1984
therwal unit generacion.)

A improved sverags heat rate far WAFDA's
thexmal units could reduce WAPDA's fusl

consumpt oo per kifh of thermal
gsostation by abouc 11.2 per ceac.

Overhauls, repairs, modificacions, and
addicions ro tncrease che efficlancy,
availabglicy, 4nd capaciCy of unics ac
the six WAPDA 3sceam scacions.

Converting cthe four Kocri and eight
faisalabad combusction-curbine unirs
cto combined-cyclae facilities

Ovarhsul, repairs, addition of evapora—
tive coolers, and cleaning of compressors
9 increass che capacity, ilmprove the
avallabilicy, and reducs the avarage

heat race of ocher combustion-curbine
unics.

I[ncressed 3psre parts and bectaer
aanagement, storage and application
of ipsre partcas.

Increassad equipsent maintanance capebilt-
tlies of WAFDA's atine vworkshops

operaticns and asincenance scaff Co
patiodic tectnical training and an
expanded fnstructlonal program as
explained in Sectiom 6.

$27 atllion for rshebilicacion of the 19
steam unics.

$80 atllion for che couversion of che
Kocri and Falisalabed combuscion-cucbioe
plants co combloed-cycle.

36 a1llic~ :pplied co ocher combustion
turbine plancs.

S17 aillion for spare parts and related
improvemenc (o WAPDA's planning,
sanagemant, snd icocrage of LC3 spare
parts ilovencory.

$120,000 for craining lmprovements.-

$6 m1llion for shops and warehouse
improvemsnca.

514 atllion {or projecc placning, ssunsge—
aenC, and enginsering .

A sajor dedicaciou by WAFDA .of its plsuncs §16 atllion for coacingency.

<
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TABLE II-B-o

Contribucion of ECE Program f{or Thermal
Efficiancy improvement of KESC Syscem
(Scone ¢ Uabster Report, JOctober, 1985)

Pocencial 3enafits co KESC Syscem
Over 4 Three-year Period of
Iehabilitacion Programs

2robablae Concribucion of ECE laporc
Program ta Spare-parts, [nstrumenca-
cion end Concrol Equipmenc

Eatimaced Cosc for Rehsbtilitacioa

[acreastog che KESC chermal generating
capacicy from 573 W co 754 MW; chis
cotal 181 YW (ncrease consiisCs of:

03}.3 MM or rewcored iteam plant capacicy
1C 4o locremeantal cosc of S$815/kW.

106 MW of capaciCy dy converting two
sCeam and {ive cowbuscion curbine
upics Co combined cycla unics ac an
{ocremsncal cosc of 3743/kW.

{1.2 ' of resrored combuation Curbine
capscicy, vaich could be idded co
{ELC's dystem [OC 4n incremental
cosc of $253/kM. -

Improved svallability of XESC's
cthermal jeneration, ensbling
>revision of about 280 GWH/year of
addicional delivexies of eleccricicy
to KESC's eyscem. (This is abouc

a 6.5 pex cent {ocreass over 1986
thermal unic generacion.)

An impgroved average heat race for
FESC's tharmal unics could reduce
KBESC's fuel consumprtion per kih
of cthermel generatioa by abcuc

12.1 percamc.

Overhauls, cepairs, oodificacions, and
addicions co fncrease the sificiency
avatlabilicy, and capacity or units ac
the six KESC steam scacloms.

Coaverting the five SITE combustlon turbine
unlts co combined cycle facilicies.

Converting wo Wesc Wharf iteam turbine
unlts o a single combined cycle
facility.

Overhaul, repairs, idditica of evapora

tive coolars, and cleaning of compressors
to increase the capacity. ilmprove the
availabilicy, and reduce the average heat
rtace of four ocher compuscion—turbine units

Incressed spare parts 4nd betfer mavagemsnt
storage and applicacion of spare parts.

"A amjor dedicacion by KESC of {fs planc

operacions and aaincensnce staff co periodi
technical craining and an expanded
inacructicaal program as explained in
Seccion 6.

$50 atllion for rehabtlitacion of che
{our steam unics.

375 million ror cha converston of the
dest Whart scteum plancs «nd SITE
combuscion turbine plant Co combined
cycle facilitus.

$2 m1llion applied to ocher combusio
zion cturbine plancs.

36 atllion tor spare parts and ralaced
improvement (n ZESC's plauning,
asnagesenc, snd scorage of Lcs

ipare parts lavencary.

$200,000 for training {(mprovemencs.

31 aillion for shope and warshouse
improvenents.

$13 ailllon for project plaanning.
managemant, and sngineerlng.

516 million [or concingency.
c
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For the fiscal years 1984 through 1987, requests Ior ECE funds from :the
various public sector agencies exceeded the iallocated $80.0 million. The
ECE program for the public sector 13 not only satisfying the original
goal for providing foreign exchange for importing critical spare parts
for the energy sector, it is gemerating various secondary benerits ian the
energy sector as discussed in the next sub-section. However, there i3 ao
evidence that fund allocationa by the public sector agencles were based
on cost/benefit analyses for distributing the limited funds to the
various contenders. Table II-B-4 indicates that the ECE import fund
allocation procedure is based on judgment aad priority lists developed by
the various public agencies and the ECE GOP Equipment Selection Committee.

Recommendations:

° That the USAID should continue to place the highest priority on the
ECE import program and continue to fund the public sector agenciles
based on the critical need for U.S. made equipment and spare
parts. The final level of future funding for the post 1987 period
should be based on the recommended evaluation of subsection 1ll.

. That the USAID obtain better cost/benmefit data om all public sector
end-users from the GOP. This will provide the basis for further
developing a mechanism for allocating funds.

Secondary Beneficaries: This sub-section describes some examples
of potential secondary beneficaries of the public sector ECE fuads. The
ECE program is designed to accomplish the following short-term, mid-term
and long-term benefits for the following public sector agencies:

Flectric Power Sector — WAPDA & KESC: It i3 generally accepted
that Pakistan faces a serious short-term electricity supply crisls., At
present, there 13 a significant amount of unserved or suppressed
electricity demand due 20 absolute capacity shortages and to a high and
unpredictable unplanned outage rate. In addition, substantial future
growth in electricity demand is projected. The USAID-funded design for
the program for efficlency improvemeat of thermal power plants in
Pakistan (Stone & Webster Reports, October 1985) has identified
rehabilitation equipment needs for the WAPDA and the KESC. In Tables
II-B-5 and II-B-6 some of the direct beneflts of such programs for WAPDA
and XESC systemg are lncluded. However, the following direct and
indirect impacts must be estimated to evaluate the true benefits of
reducing load shedding due to capacity shortages in the electricity
sector. When implemented, the ECE import program for the WAPDA and the
KESC should result in the reduction of the following direct and indirect
societal cost of inadequate power supply:

Direct Impacts: Direct impacts relate to the laterruptiom of
activity of gervice which requires direct input of electrical energy, and
the immediate consequences of the interruption. Examples of this would
include the following:

) Manufacturing plant shutdown or industrial production loss;
agriculture damage 1f electricity {s used for irrigation; food
spollage (refrigeration); damage to electronic data and loss of
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computer services; loss of life support systems in aospitals,
nursing homes and households; tratffic congestion due to the failure
of traffic control devices.

Indirect Impacts: Indirect impacts are effects which result from
one or more direct imports and reflect social responses made to
load~shedding counditions. They can be further disaggregated in to short,
medium, and long-term impacts. Examples of each are as follows:

. Short-Term: Cancellation of institutional activities; industrial
production losses; overtime payments to police and fire personnel;
loss of productivity due to discomfort; water supply interruptionms.

° Medium-Term: Loss of revenue during recovery period; inefficlent
self-generation of electricity by private industry, shops and high
income residential houses.

° Long-Term: Litigations costs; lcss of credibility for reliable
electricity supply; cancellation of new industrial plants;
irrigation related damage; potential increase in insurance costs;
and probability of disease and contamination increased due to

sewage disposal problems.

Direct adverse impacts, by definition, can only be avolded through an
Increase in end-user reliability. ECE equipment for the WAPDA and KESC
is partially accomplishing this goal. Indirect impacts, on the other
hand, will have a long-lasting impact on the overall economy of
Pakistan. The major bulk powar system demand consists of the
agricultural and indust=-ial loads, making electric emnergy one of the raw
materials used in other processes. Therefore, the improved performance
of electric utilities due to ECE imports can be assigned a dollar value
as an indirect positive impact. For example, 1. has been estimated that
the total revenue lost annually due to load-shedding from poor operation
of the Falsalabad thermal power station ia the WAPDA system is equivalent
to $1.0 million. Based upon the "Cost of Load Shedding Study”, the
decline in valua added due to load shedding 1s estimated about $500
million in lost economic production.

Other Agencles and Corporations: ECE procurement will contribute
significantly to energy resource development R&D capabilities of Fuel
Regearch Center (PCSIR), HDIP, OGDC and GSP, which will help to overcome
the following barriers:

. Resource Barriers - Private and public industries often lack
adequate knowledge of the availability and usability of potentilal
energy resources (examples: low BTU coal and natural gas).

' Technology Development Barriers - In order for industry to use an
alternative energy technology, it must be coanvinced that it is
reliable, usable, and cost-effective (example: the compressed
natural gas program of HDIP).

DEVELOPMENT ASSOCIATES, INC.
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TABLE II-B-7

Summary of Prisary and Secondary
Benefits of ECE lmport for the

Public Sector

AgencCles or Short-Term Primarv Denefits Long-Term Secondary Benefjts
Corporations Balance of Increased Reduced Better leport Fuel Balance Private Techhology Net
Payments Output Shortage Institutiopnal Substitution of Sector Transfer Socaial
Costs Capability Payments Development Benef:ts

1. WAPDA & KBSC No Yes Yes Yes No Yes lndirec: Yes Yes
(electricity!

2. PCSIR No Yes Yes Yes Yes Yes Yes Yes Yes
{FRC Coal"

3. HDIP No No No Yes Yes Yes Yes Yes Yes
‘CNG;

. 4. GSP No Yes Yes Yes Yes Yes Yes Yes Yes
3. 0GdC Yes Yes Yes Yes Yes Yes Tes Yes Yes

\)
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TABLE I1-H-8

Other USAID Funded Energy Projects

Froject Nuwne:

1.

Mujor components

Funding fu
1981-87 period

Rural Electrification
Project (38) -0373:

Energy Planning and
Development Projuct
(391-0478"

Lukhre Coasl Mining
and Power Generalion
Frogect (391-0487)
(Fost 1987

. Other Frojects

(191-0481"
(391-0470°

Pravute Generation
Progect (Post-1987)

{u)
(n
(c?
(d;

(e)

(a)
{b}
(¢

(d

(a)
(b}

(o)
(1)

(a)
(L)

Institutional improvemen! of WAPDA to carry

out an accelerated Rursl Electrification Prograr
Training of WAPDA's 80,000 plus power distribution
employees

Rehabilitation of distribution circuits and
preparation for thelr extension to rural sreas.
Assistance wilh the 1nstellation of four large
(100 MW ges turbine generators

Rural system expansion

Energy analysis and manpower development
Coul resource development and utilizution
Energy conservation

Kenewshle energy development

Coa]l mine feasibility
Power plant feasibility

Forestry Planning and Development Project
Project Design and lwmplementation Project

Self-generation (coal and oil/gas’
Generataion

$14.2 mallion
$18.9 m1llion
$27.2 milhion
$52.0 milhion
$57.0 million plus
$15.0 million under
the ACE progrum

$45.0 million for
four cowsponents

$125.0 s lhion

25.0 millaon plus
$£5.0 williun

$200.0 million

)

(
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* Investment 3arriars - New industries often have problems financing
business ventures simply because the financial community ls
unfamiliar with their products (example: solar and wind application
and coal briquetting). The ECE program i{s helping public sector
agencies to overcome above barriers by developing new technmologles
such as CNG and coal research programs. Important factors that are
related to the direct and indirect benefits of ECE import program
are ghown in Table LI-B-7.

At the highest level 13 the aet social benefit that should result from
the ECE import program. Thus, the lack of short-term balance of payment
support because of a non-bulk commodity disbursement rate (s the price
palid for emphasis on development goalan. ECE still moves funds faster
than standard project support, and Ls aow expected to move about 325.0
million per calendar year as of 1987.

Recommendation:

° That the next evaluatlon of ECE specifically assess the actual
benefits of ECE equlpment to KESC and WAFDA predicted in the Stone

and Webster report of October 1985.

6. Relationship to Other USAID Energy Projects

Other USAID energy lnitlative projects aim at assisting the GOP to
strengthen lts balance of payments position by developing indigenous
coal, hydro, renewables, and energy conservation capability. All energy
projects simultaneously endeavor to strengthen the critical link between
economic development planning and institutional capabilities to plan,
execute and Lmplement energy development and conservation programs.

Table II-B-8 shows major components of USAID energy projects. The
current energy sector program ls designed to support the following
categorles of activities:

e Institutional reform e Coal resource exploration and
° Tralning asgessment
. Private gector partlcipation e Coal mine development
and Investment e Coal briquettes
) Power generation o Energy efficlency improvement
) Power digtribution, e Renewable energy technology
e rehabilitation and expansion e 01l and gas development
. Energy planning

The ECE import program can play a signiflcant role 1o the Iimplementation
of some of the above activities. As the acceptance of private sector
participation in power generation and distribution, development of oil
and gas concegssions, large scale coal mining, coal briquetting, energy
congervation, and energy commodities {ncreases, the need for the ECE
{mports should accclerate. The USAID project strategy in both the public
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and private sectors 1s to address the general comnstraints of the GOP to
develop sound national energy options through its pollicy and technical
research and development activities.

ECE 13 designed to provide a link to the energy development strategy in
Pakistan. Specifically, the ECE program relationship to other activities
13 based on importing equipment to accomplish the following:

. Develop coanventional power generation and energy resources to
bridge the gap between supply and demand

e Establish requisite energy data collection and analysis
equipment to assist public and private sectors

° Design, assemble and test prototype remewable equipment in
cooperation with potential future user agencles and enterprises

Equipment Loan Program for Conservation Retrofits: Retrofitting
private industry and business in Pakistan to provide for more efficilent
energy use would produce substantial energy savings and needs for
advanced control technologles. Such retroflt efforts should be a direct
outgrowth of the EP&D project feasibility studies on energy
couservation. A financial program in the form of interest free loans has
proven effective in the U.S. (Normally, the electric utility lends
individual industries the capital needed to make improvements, then adds
an amount to the borrower's monthly bill to recover the amount of the
loan over a ome-or two-year period, depending on the amount borrowed.)
The ECE private sector window could be used for providing funds for
energy conservation equipment in Pakistan.

Recommendation:

e That E&E implement plans to encourage the use of private sactor ECE
funds to implement the results of EP&D feasibility studies on
energy conservation which would involve retrofitting industries
through specialized U.S. control technology.

7. Technology Transfer and Training

The GOP's dramatic shift in emphasis in capital intensive energy sector
has created an environment where new technologies can flourish. ECE is
causing institutions such as manufacturing plants, exploration agencies,
irrigation districts and private sector to reexamine the energy
development and efficlency improvement potentials in thelr own
Jurisdictions. Technology transfer through ECE include the introduction
of computerized automatic geophysical data logging, modern environmental
monitoring system, modern wining technologles, computer aided power
digtribution design, coal resource assessment, energy conservation
technologies, and moderr training related commodities.

In the areas of coal, 01l and gas, exploration and development and
private power generation, USAID strategy calls for a technology transfer
program that delivers information to individuals within public
jurisdictions who are most likely to initiate and manage a public/private
energy development partnership.

DEVELOPMENT ASSOCIATES, INC. eem——rq!
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Recommendations:

) That ECE be focused on the areas where U.S. equipment and
technologies are superior, such as oil and gas exploratioan
equipment, industrial and rural cogeneration processes, and
renewable technology (equipmeat for solar and wind, data
collection, biomass, small hydro).

) That USAID encourage GOP to support private sector development
through the public sector institutions guch as promoting OGDC -
private petroleum joint ventures and WAPDA/KESC private power
project infrastructure.

8. Institution Building

In conjunction with other energy projects ECE is having an influence on
institutional reform. Some examples are:

e Upgrading of WAPDA and KESC existing thermal and hydro
generation and distribution systems;

° Encouragement of energy efficlency measures under a national
energy conservation (ENERCON) entity under the Ministry of
Planning and Development.

° Strengthening of HDIP capabilities
e Geological Survey of Pakistan institutiomnal improvement

e Acceptance by OGDC of Iinstitutional reform assistance and
promotion of joint ventures

e Strengthening of PCSIR and offering of analytical services to
private sector at reasonable rates

The ECE import program and the role of the private sector, particularly
In private power generation corporations and financial ingtitutious,
raise institutional issues for analysis. USAID management of potential
conflict between the legitimate interests of the public and private
sectors affects the economies of all energy entitfes in Pakistan and
future gupport of the ECE import program for the benefit of private power
generation. The USAID and the GOP should initiate a series of public
utility policles to remove all regulatory and institutional barriers to
the development of private power generation projects. Post 1987, a major
portion of the ECE import program can be used for the private generation
project. At present the following institutional barriers are unresolved:

e The GOP does not have a standardized qualifying facility
(private generation) siting process;

e WAPDA and KESC do not use standard offer contracts for the
purchage of capaclity (MW) and energy (GWH) from the private
electricity producer based on the avoided cost principle

DEVELOPMENT ASSOCIATES, INC, —
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Recommendations:

° That USAID provide technical assistance to the GOP (WAPDA and KESC)
for preparing standardized Notice of Intention (NOI) and
Application for Certification (AFC) for private generating
facilities and the rural electrification project. The purpose of
NOI is to inform the regulatory agency and the intarconnecting
utility about the intention of the project and 1its justification
based on utility demand conformance need analysis. AFC is the
final certification of the facility based on engineering,
enviroumental, and public safety design criteria.

° That USAID provide technical assistance in developing standard
offer contracts for capacity(MW) and energy (GWH) delivery to the
WAPDA and KESC systems by the private energy project developers.

) That USAID provide technical assistance to the GOP in developing

private power planf siting regulations based on need analysis, fuel
displacement policy, and regiomal or local development goals.

9. Policy Dialogue

There 1s a growing gap between energy supply and demand. Among the
problems which have been cited in formal or informal reviews of the
energy sector have been: price levels which do not cover operations and
maintenance and debt service costs; insufficient capital investment; 30%
losses due to overloadlng of transmisslion and distribution conductors
(15%) and meter bypassing (estimate 15%); failure to send out invoices or
collect involces sent; weakness in procurement of systems and services;
lack of training and effective preventive maintenance programs.

In close coordination with the World Bank and other donor agencies, USAID
13 encouraging GOP to implement reforms aimed at:

] Rationalized gas and electricity pricing.

e Domestic coal and oil/gas resource development in the private
sector

) Institutional modernization;

® Energy conservation and socio-economic based rural
electrification.

USAID energy sector pollcy dialogue 1s coordinated with the World Bank
Energy Sector Loans I and II for policy reforms to address the sectoral
1sgues in the areas of resource development, investments, pricing, demand
management and institutional reforms. ECE supports and reinforces the
World Baank Energy Sector Loan development framework and the draft Seventh
Five Year Plan through its covenant on the GOP reporting its progress in
implementing the Bank's Energy Sector Loan and through conditions om its
equipment funding for oil and gas.
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10. Relationship to Other Donor Projects

The large majority of USAID's energy sector projects and activities are
developed in close coordination with the World Bank, Asian Development
Bank, Canada, U.K., Wast Germany and other donor agenclies in the areas of
policy reform, commodity procurement, technical assistance, and
co-financing coordination. As an example, the following activities were
jointly executed with other donor agencies:

e Guddu Combined Cycle Power Gemeratiom Project
USAID: $ 52 million
ADB : 3141 million

e USAID-WB-ADB coordination of Lakhra Power Project (3815
million) feasibility studies (USAID $12 million for studies and
approximately $125 million if project proceeds.)

e USAID (up to $15 million) design of and joint funding with the
World Bank for the WAPDA thermal power plants rehabilitation
program ($100 million) and USAID ($1.0 million) design of the
expansion of Jamshoro Power Station Complex ($1.0 billionm).

e Agreement with the World Bank and ADB for co-financing the 3400
million power distribution rehabilitation and expansion program
(first $55 million feeder improvement by ADB and $7 million
USAID).

e The World Bank endorsement and support for the USAID assisted
(320 million) creation of ENERPLAN (now Energy Wing) and
ENERCON.

e World Bank, CIDA and ADB coordination and co-funding of oil and
gas exploration, development, and OGDC institutional reform.

e Policy agreement with other donor agencles in the areas of
energy prlcing, energy sector Ilngstitutional development and
investment. .

Recommendation:

. That USAID continue to maintain close coordination with other doanor
agencles' commodity equipment programs and, as these programs prove
their worth, shift ECE emphasis accordingly.

11. Conclusions

Unlike ACE, where the majority of the funds has gone to fast-moving bulk
commodities, ECE funds are concentrated solely on development goals, with
short-term balance of payment objectives secondary. How well it achieves
1ts development goals depends on the utilization of its planned imports
and the progress of the energy sector projects to which ECE is linked.
With only 10% of its funds disbursed, it is too early to assess actual
versus planned impact. That should be the subject of the next evaluation.
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Recomrendation:

e That USAID schedule an evaluation of ECE during the Spring of 1988
to asgsess the utilizatiou of equipment and machinery imported for
the public sector agencies and their actual impact ou the energy
development goals enunciated by the USAID.

0005P

DEVELOPMENT ASSOCIATES, INC, —



-48-

CHAPTER III.

ECONOMIC IMPACT

Introductioun

This chapter discusses first the economic climate in Pakistan in which
the CIP3 operate, then analyzes the various aspects of balance of
payments support, both short and long range; analyzes the impact of the
CIPs oo policy dialogue, and suggests alternative uses for the use of CIP
funds. This chapter incorporates the findings of the World Bank Report
(1987) and USAID's CDSS (1987).

A. Economic Climate

Fueled by Gulf remittances, smuggling, heroin trafficking and the
Afghanistan war, the Paklistani economy has boomed for a decade. The
government 1S gpending a budgeted 38 percent of its 1986/87 current
expenditures on defense, 7 percent on subsidies and 18 percent on debt
gservicing, making it difficult to remedy its glaring inadequacies in
education, health, energy and basic agricultural infrastructure (see
Table III-2).

The ecouomy over the past few years has been characterized by:

) Growth rates in excess of 6 percent per annum which are
above plan targets

° Decline in inflation rates

° Increases in cotton, wheat and domestic production

. Important lmprovements in policy environment including:
—— deregulatioa

== agricultural output pricing
— exchange rate management
® Increases in private gector investument and output.

These pluses have been offset by:

Contipued low investment and savings rates
Deterioratiang budget performance

No progress removing internal and trade barriers

An upward trend in unemployment

A deteriorating balance of payments and foreign reserve
position.

Pakistan has over the last several decades been rocked by unforseen
events lncluding:

° Two brief but costly wars with India
° Periodic disastrous floods
. Droughts
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Regional dissension

Splitting off of Bangladesh

011 shocks

Lack of political consensus and unity

Economic recession and nationalization under Bhutto, and
Influx of over 3 million Afghan refugees.

More recently, the balance of payments position has been influenced by
factors not anticipated in the Sixth Plan, both extermal: instability in
the intermational commodity market (especially for rice, cottom and
petroleum products) and sluggish recovery of world trade. The goverument
had the capacity to partially influence other factors, such as poor
performance of nontraditional exports and shortfalls in aild disbursements.

Traditionally, the balance of payments effects of external shocks has
been offset by capital inflow and supplemented by export promotion. In
early 1982, Pakistan broke the traditional linkage between rupee and
dollar with a 10 percent depreciation of the real effective exchange
rate. But because of poor harvests, particularly in cotton, exports did
not show a significant increase uotil the following year. Increases in
imports have been effectively moderated by controlling credit.

High interest rates favorably affected worker remittances which in FY
1985/86 exceeded $2.5 billion. These inflows in the past contributed to
of fsetting the deficit and to Pakistan's nearly $3 billion record level
reserve position in 1983. The situation is now deteriorating.

As a consequence, deficits (3.7% of GNP) ave running higher than
projected (Table III-3). Higher deficits and aid shortfalls have forced
the GOP to draw down reserves and resort to short-term borrowing via a
wide variety of high tax free interest schemes (Table III-4).

Gross officlal reserves have faller by nearly $1 billion to $900 million
or the equivalent of six weeks of lmports of goods and services. If
foreign currency deposits of non-resident banks and foreizn exchange
bearer certificates totaling $644 million are netted out, adjusted
reserves equal only two weeks of imports, a precarious position for a
country where exports and imports are subject to considerable instability.

Other indicators also reveal a recently deteriorating foreign reserve
position (Table III-6). These figures, however, compare well with
averages for other developing countries. But the sharp decline in
reserve coverage from 215 percent of total debt service in FY 1983 to 70
percent in FY 1986 and the near doubling of the debt service ratio
between 'Y 82 and FY 86 (Table IIXI-6) indicate that unless Pakistan
improves its credit worthiness through improved economic management of
structural reforms (See section C below) it will face problems obtaining
future funds.

B. CIP and Balance of Payments

1. Overview

The ACE and ECE programs provide different types of balance of payments
support depending upon tne types of commodities imported, quantity and
timing of the shipments, success in disbursing the funds, and the number
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of years before a project curtalls imports or expands exports. 4 maln
advantage of the CIP over other programs or projects i3 its flexibility
in moving between commodities with a rapld speed of disbursement (for
handling immediate balance of payments problems) and slower moving
project commodities with a high development or structural adjustment
{mpact. However, because the balance of payments situation was
relatively strong in 1983, there was more ecomomic justification for
expanding the CIP program to support projects with longer gestation
perlods.

Balance of payment support of programs such as the CIP with Lts flexible
and relatively fast disbursements, coantrlbuted to lessening the impact of
large domestic shocks due to poor cotton and wheat crops of 1982 and
1983. The situation could have resulted in inflationary monetary
policies as experienced by Korea in the early 1980's [Aghevli, B. and
Marguez-Ruarte, J. (1985)]. Thus far a real crisis leading to output
declines, high unemployment, soaring inflation and huge balance of
payments deficlencies has been avoided. But Pakistan remains an
agriculturally based economy subject to the vagaries of weather and large
but declining worker remittances closely linked to the volatile
international petroleum market. And, as such, the CIP provides a useful
alternative to other project related assistance {n the AID program.

The need to restructure the economy towards exports will pose a continued
problem of malntaining an adequate balance between resources and thelr
avallability. Continued efforts to restructure the economy towards
Increased agro—-based industries can exacerbate the trade balance and
budget deficits - especially in the presence of cheap credit and
over—optimistic assessments of domestic and world market prospects. ACE
and ECE are providing lnfrastructure that help provide the critical
inputs for closing the forelgn exchange gap in these industries.

Broad changes and policy reform have provided an environment more
conducive to entry of private firms into key sectors of the econonmy.
HMuch needs to be done, particularly i{n rural electrification and
promotion of private sector participation in activitles formerly set
agide for government parastatals, partlcularly in the areas of:

Resgearch

Maintenance of exlsting facilities

Development and broadening of the grid

Improvement of energy efficlency through choice of energy
saving technology and economic priciung policles.

2. Balance of Payments Impact

Private Sector Impact: Funds allocated to the private
gector window have had no impact to date on Paklstan's balance of
payments position. See Chapter I. When public sector project funds are
exhausted, fallure of the program may have a negative impact in terms of
the opportunity costs of giphoning funds from public gector programs and
projects which might yield quicker balance of payments impact., See Table
IIT-1.

Public Sector Impact (A General Approach): Public sector
programs have had and are expected to have important, significant

DEVELOPMENT ASSOCIATES, INC, ——— (

N\



-51-

~

but distinct impacts on balance of payments that {n the future should bYe
brought out more clearly. Projects, particularly those supported by ZCE,
have not been as timely as expected¥®.

Table III-1

Economic Impact to Date of ACE and ECE Commodities
on Program Objectives

Program Objectives ACE ZCE
Privete Public Private Public
Quick Disbursing 3alance of None Wheat/ Youme None
Payments Support as Insurance for Cotton

Unforseen Shocks to the Economy....

Quick Disburging Balance of None Fer- None None
Payments Support for Anticipated tilizer
Trade TrendS.erieeoseseoscesvcossaas
Medium-Long Run Balance of None Sub- None Substantial
Payments SUDPPOTT.eerececoocsccanane stantial (in Long Run)
Indirect Balance of Payments None Sub- None Substantial
SUPPOTL . sueeevtoranonsnssosssssosnns stantial (in Long Run)
Aggregate Structural Adjustment..... None Sub- None Substantial
stantial
Agricultural Sector Adjustment..... None Sub- None Substantial
stantial . (in Long Run)
Energy Sector Adjustment......oc... None Fuel- None Substantial
wood
Cconomic Development Impact 1.e. Minimal Sub- None Substantial
(High B/C rates, internal rates ($2.8 stantial
of return, equitable distribution million
Of LnCOME) s urrosvenroasnnssessnnans earmarked)
Private Sector Support Minimal Sub- None Subsgtantial
$2.8 stantial
million (including
pro- farmer)
gramed
but not
digbursed
Budget Deficit Support....secesesses None Sub- None Substantial
stantial
(when
including
farmer)

*See the objectives of ECE outlined In Chapter II B
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Stablization During Unforseen Crises: ACE has
contributed to stablization lmpact during the wheat ccises of 1982 1nd
the cotton crigses of 1983. In both cases, the ACE provided an {n-place
gystem to help relleve an Immediate or potential crisis that could have
contributed to destablization of the economy. Because of the preemlnent
role of agriculture la the economy and the ability of the U.S5. to meet
production gaps due to the most common nf shocks -~ vagarles in the
weather aud growing conditions—ACE provides an important shock absorher.
In the absence of shocks, funds can be used to provide anticipated

balance of payments support.

ECE has aot been and L3 not expected to be fast disbursing. As 1 result,
ECE has not been usgsed to ald lmmediate balance of payments crises. The
program {s new and still belng 23tablished., In comparison with
agriculture, efforts to develop energy are gtill relatively new for both
USAID and other donors. Moreover, the nature of the energy program often
requires a longer time frame than immedlate consumption, as in the case
of wheat, or a growing season, as Iln the case of fertilizer. The galns
in terms of balance of payments support from ECE are expected to be
substantial, but will occur mostly in the future as a variety of programs
almed at saving costly fuel lmports begins to pay off.

Other Immediate Balance of Payments Impacts: A
second category provides immediate gsupport for current anticipated or
unforeseen balance of payments problems. The CIP contributasg to this
type of balance of payments support Lf the commodities substitute for
fmports that would have been imported in the absence of the CIP.

Digcusslons with varlous users {ndicate that to date only fertilizer
imports may £it into this category*. Other commodities described in
Chapter II would probably not have been Ilmported in the absence of the
CIP. Much of the equlpment and commodities for repair and maintenance
are l{mported only under USAID or other donor programs because other areas
such as defense and subsidies recelve a higher priority.

*If the fertllizer would not have been purchased without the CIP, then
it 13 additional and balance of payments gsupport galin will be realized
only after the grow!ng secason when production from using fertlilizer
might enhance agricultural exports or curtail agricultural imports.
However, under the current gystem which heavily subgldlizes fertlilizer
lmports, Lt (39 questlonable whether the private sector will import
fertillizer until the subsgidy g lifted. Similarly, ECE has no
{mmedi{ate balance of payments lmpact because almogt without exception
the commodlties would not have been Imported without the program. See
Tables III-8 & 9 for a list of taported commodity candidates for
fmmedfate balance of payments support.
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Medium to Loung Run Balance of Payment Impact: All che
agricultural projects supported by ACE with the exception of wheat and
cotton (that were used tc stabilize the economy) and fertilizer (that
would have been purchased without USAID gupport) fit into this category,
if the commodities are being used effectively to lncrease agricultural
production of tradable goods. Subsidized fertilizer is applied to major
crops including wheat, rice and cotton and edible oils. Since the
ma jority of agricultural projects are geared to thece products, the
impact will be to curtail imports (Table III-8, 9 & 10) and Lncrease
exports (Table III-11 & 12). The net effect can be enormously high !n
the generally neglected areas of maintenance and repair of {rrigation and
drainage systems. See Chapter II for a complete description. In the
long run there are high payoffs assocliated with lncreased expendltures on
research and development.

An example of medlum term balance of payments support would be the use of
drainage equipment that would make the difference between farming or not
farming land used to produce a tradable commodity such as wheat. In the
presence of all other inputs, it represents the difference between
optimal output and no output.

ECE commodities were expected to arrive in 1985, but did not arrive until
early 1986. Commodities valued at $20 to $30 million this year and for
the next two years should yield substantial payoffs in near future.

Since these imports would almost certainly not have been imported without
the CIP, theilr impact in forelgn exchange avallability can only be
measured by their contribution to improving future balance of payments
position. Cost of two year lags can be viewed as a discounting of future
balance of payments benefits and other developmental benefits. The net
gains will probably still be quite substaatilal.

ECE has concentrated on functional areas:

0il, gas and coal exploration and development
Upgrade and rehabilitation

Energy couservation

Maintenance and repair and

Energy research

The expected lmpact on the balance of payments for all these functional
areas {s high. Drilling and exploration has already resulted 1in
substantial finds that are permitting Pakistan to save on its import
bills. See Table III-7 on recent growth in fuel production.

Energy conservation measures are permitting more generatloa transport
vehicles and other users of energy lamports to provide the same level of
efficlency with less costly energy lmports.

Currently, many of the commodities in ECE are channeled into the long
neglected areas of malintenance and repair, aand it has been shown that the
benefits are often many multiples of the costs for these projects (Stone
and Webster Engineering Corporatioan (1985, Table 7-1)].
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The algh benefit/cost ratios of modifying projects by introducing eneryy
conserving technologles means that the same utilization levels can be
obtained with less use of costly !inputs, including lmported petroleum.
Conversely, increasad power using energy efficlent technologles can
subgtitute for those using lmported energy laputs.

Finally, research i3 expected to aid the balance of payments situation {n
a host of ways described {n Chapter II. For example, ECE supports lmport
savings projects being developed by the Hydrocarbon Development I[nstfitute
of Pakistan. Thelr projects laclude:

° Helping Promote 01l and Gas Exploration - providiag data
that have generated {ateregt by private sector foreign
{nterests in domestlic reglons that earlier were of [ittle
Interest to foreign oll companleas

° Providing Technlcal Service to Bulk Users of Petroleum -
offaring domestic laboratory testing of oill samples that
previously were shipped to Europe

] Developing and Marketing Interfuel Substitution - developing
a coaversion that combines indigenous natural gas and
regular fuel to form less expensive fuel to substitute
domestic natural gas for imported fuel. They are now
marketing the product in Karach{ and demand is greater than
supply among taxl drivers and other intensive users of
trangport fuel. The balance of payments lmpact of
gubstituting forelgn lmports wlth Indlgenously produced gas
can be substantlal. The current payback distance fs 20,000
km.

) Improving Fuel Efficlency for Medium and Small Industries -
using domestic waxy oil that cannot be used by ftself but
possibly can be mixed with light oll from Saudl Arabia or
Iran to become acceptable as a fuel, HDIP is attempting to
analyze the economlically optimal mix of the waxy oll with
other fuels i{n an effort to substlitute lnexpensive domestic
gourceg for expensive forelgn fuel laports

Indirect Balance of Payments Effects: These effects
can best be reviewed within the context of an Leonttef-type laoput-output
model. Baoth agriculture and energy have lmportant forvard llinkages. Oune
example Ls thetr tmportance for the budding igro-industries of apparel
and textiles. The textile {ndustry hag been a major beneficlary of CIP
through such programs ag the cotton transfer and fertillzers. Cotton ls
used to make flbers, textile products and apparel - all of which are
expected to be part of the growlag Paklstanl effort to export over the
next decade manufacturering products. Exports In this area hold out
great potential for providing the foreizn exchange needed for tinancing
development.

Stmilarly, o steady supply of energy brought 1bout by {mproved supplles
and avoidance of load shedding that might result from a program
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supporting peak load pricing through policy dialogue can provide a
necegsary though not sufficient prerequisite for successful production of
more man-made fabrics and blends. Inadequate supplies of electricity can
ruin textile wmachines and an entire manufacturing operatiom.

3. Conclusions

To justify fully the ACE and ECE programs as currently structured, AID
must rethink the notion that the primary objective of the CIP--obscuriag
all others-—1s to provide quick disbursing balance of payments support.
Table III-1 highlights the economic impact to date of ACE and ECE
commodities on varilous program objectives. It Ls not all inclusive and
does not 1include impact on the private sector or policy dlalogue, but it
does highlight the wide range of objectives supported to date by ACE and
ECE.

Pirst, quick disbursing balance of payments support can refer to its use
as insurance against unforseen shocks to the economy or its support for
the more systemic problems anticipated om the basis of a weak export
performance, expected declines in workers remittances, etc. It could
also refer to quick disbursing commodities for energy saving research
(that would not be purchased without ECE) and that will have a great
impact on the balance of payments in the long run. Each provides a
different type of balance of payments support.

Second, USAID must recognize explicitly the numerous other stated and
implicit objectives of USAID and state their relative priorities. See
Table III-1. If the highest priority is its use as Iinsurance against
shocks, AID would be advised to import food and agricultural inputs from
the PL 480 program to stabilize agricultural markets and provide
immedlate balance of payments support. The structural adjustment and
developmental impact would be minimal.

If highest priority use 1s as immediate support for gystemic balance of
payment problems, then top priority should go to commodities currently
imported by the public and private sectors with their own funds. These
would not be additional ilmports. Within these commodities, AID could
prioritize commodities in terms of their contribution to other objectives
({.e. increased exports, decreased imports, development impact, income
distribution, future energy import savings, etc). In Pakistan, tallow
might qualify because 1t would provide immediate balance of payment
impact for the private sector soap industry. Tallow is currently
imported by the private sector from Australia and to a small extent from
the U.S, Fertilizer might also apply because of its immediate lmpact on
agricultural production. Fertilizer is imported by the public sector.
Generally raw materials and equipment would be preferred over luxury
consumables, because of thelr impact on future production. Humanitarian
reasons and human capital theory would justify placing a high priority on
necessary consumables,

If highest priority is its use for structural adjustment or development
impact, sectoral CIP with ACE and ECE supporting projects that have high
benefit/cost ratios and internmal rates of return that use n2w
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technologies and that create aew institutions and organizatioms
(including private sector participation in energy) would be preferred.
Sectoral research projects with long gestation could qualify because of
extremely high rates of return in the loang run. Within this general
category, commodities could be prioritized on the basis of their future

foreign exchange saving schemes.

Fstimated ACE & ECE Balance of Payments Support To Date:
As Table III-1 indicates, the actual contribution of the program to date
would be the C&F value of wheat (399 million), and cotton ($25 million)
and fertilizer (3134 million). The first two were used to stabilize
their respective markets after unforseen crop failures. Fertilizer was
carmarked for support of anticipated shortfalls of foreign exchange to
purchase the needed critical input. The total C&F value (3258 million)
over—estimates the balance-of-payments support by the C&F costs of
importing wheat, cotton and fertilizers from the "best” alternatives
sources in international markets. In the future, this could conceivably
include U.S. coal to blend with Pakistanl coal for power and industry to

reduce more cogtly oil imports.

Even 1f the U.S. international prices are competitive for these three
items, as they appear to be, the transport costs are two to four times
greater for U.S. than other carriers. All zotton to date was shipped by
U.S. carriers. Assuming 50 percent of the value of the wheat and
fertilizer are carried by U.S. carriers, the total balance of payments
support of the $258 million total drops to $233 million with the $°7
million* difference representing a subsidy to U.S. carriers. If we
assume that at least part of the fertillizer would not have been purchased
without ACE, the $233 million "immediate” balance of payments support
drops further by the amount that would not have been purchased.

As Indicated in Table III-1l, no balance of payments support has to date
been provided by the private sector windows or equipment procurement
under ECE or ACE.

*For a 20 kg bag of DAP fertilizer, the transport costs by a U.S.
carrler are $3 to $4 per bag and for a non-U.S. carrier $1 to $1.50 per
bag. Por the most recent shipment, the price per bag was $7.70.

Assume the average cost at $1.25 per bag for a non-U.S. carrier and
$3.50 per bag for a U.S. carrier, the total C&F price per bag is $8.95
per non-U.S. carrier and $11.20 per U.S. carrier. Applying the U.S.
subsidy on 50 percent of the $233 million wheat and fertilizer shipment
yields a $23.4 million subsidy to U.S. carriers. The subsidy to U.S.
carriers for cotton was 3$1.3 million. Thus, the balance of payments
impact is $258 million minus 325 million or $233 million. A total of
$25 million in subsidies accrues to the U.S. carriers.
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Other Benmefits: Table III-l demonstrates that while the 1
private sector has had essentially ano economic impact (i.e. $2.8 million l
under ACE has been programmed but not disbursed), ACE and ECE machinery,
equipment and inputs are expected to make substantial contributions in
terms of medium—-to-long term balance of payments support, ladirect
balance of payments support, agregate and sectoral adjustment, private
sector support, economic development impact and others. These benefits
are yet to be realized, although Chak Naurang oil field, a recipient of
ECZ funds will soon begin production worth an expected $2 million per
year. See Chapter II and Sectiom III-B.

Moreover, the straight numerical value of balance of payments support

does not measure the real economic costs of redirecting a rapidly growing
economy when it 1s thrown off course by belt tightening measures aimed at
relieving a deficit foreign reserve positioc or a resulting inability to

service debt.

Degign of ACE and ECE: With the exception of the private
sector window (see Chapter L), the ACE and ECE programs when developed

appear to have been very appropriate for Pakistan. These types of
programs, lncluding the one envisioned by ASSP with 1its additional

flexibllity, appear to be most appropriate as a follow—-on program.

The World Bank (1987, p.131-133) statistics indicated that the debt
servicing capaclty was relatively strong during the period ACE and ECE
were initiated, and while there has been a deterioration of the foreign
reserve position, the figures compare well "with averages for low income
areas and for all developing countries”™. The statistics show that “"while
Pakistan's debt service ratio will decline sharply with the end of
service payments to the IMF, it will remain around 17 percent up to FY
1995, While this is not excesslive by internmational standards, 1t will
require careful debt management, and more important implementation of
structural reforms cited to Pakistan's long-term growth”. See Tables
III-5 & 6. Because the balance of payments situation is unot critical,
CIPs with emphasis on development impact and gectoral structural

ad justment are more appropriate than a CIP that concentrates only on
being a tool for "quick disbursmeat” balance of payments support.

It appears that for Pakistan in the early 80's, when ACE and ECE were
developed, the developmental and sectoral adjustment objectives were
justified since there was no immediate balance of payment problems. Even
when problems arose after bad wheiatr and cotton harvests, the ACE program
permitted a- avenue to Sring fact disbursing wheat and cotton shipments
into Pakistan. Despite the fact that the cotton arrived after the
drought was over, there appeared to be a consensus that it helped avoid
potential hoarding of cotton by traders that could have brought about
destabllizing price increases.
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C. Policy Dialogue

1. Accomplishments To Date

USAID {3 part of a team of intermational donors successfully encouraging
policy reform. ACE and ECE are substantial sectoral programs that give
AID leverage to encourage sectoral policy reforms. The evaluators found
good communication between USAID, World Bank and other donors. Reforms
to date have been accomplished without need of strong pressures from
AID. But USAID appeary to be stepplng up its efforts to apply
conditionality as evidenced in ASSP which will incorporate an element
utllizing some of the CIP? procedures. In light of some resistance to
policy reforms in certaln areas described below, these conditions appear

to be useful.

On the basis of the recent World Bank evaluation [World Bank, 1987], the
progress on policy reforms for ACE and ECE outlined in Chapter II are
part of a national trend stressing policy reform. The GOP has since 1982
maintained a correctly valued foreign exchange rate that has helnzd stem
balance of payments deficits and aided in shifting internal terms of
trade towards those who produce for export (mainly rural households) and
away from those who consume imports (mainly urban households).

In other areas, the GOP 1s now making substantial progress in structural
ad justment needed to sustain ecounomic growth and development. Continued
reforms are needed to continue raising output and exports particularly in
agriculture and agro-based industries (e.g., cotton yarn) and to help the
poor. Progress has begun:

) Since 1982, an overvalued currency which would have severely
penalized agriculture, has been avoided

° Agricultural prices have increased to encourage increased
marketable surplus and exports and energy prices lncreased
to encourage domestic production and efficilency

™ Subsidies have been reduced

o The private gector 1s being expanded to reduce the role of
the public sector in many areas of economic activity -
including energy and agriculture

More needs to be done in overcoming longer-term obstacles to development,
including family plaaning, education and health, resource couservation,
and agriculture research.

But the government 3till needs Lo improve allocation of resources by
glving a greater role to prices, markets and the private gector,
increasing the supply of domestic savings, and running public enterprises
more efficiently.

More specifically, the Sixth Five Year Plan called for improved
industrial policy involving deregulation of government controls, mainly
over investment and prices, public enterprise disinvestment and
afficiency improvements, and reform of trade incentives.
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In June 1984, the Industrial Policy Statement, the flrst sinca 1959,
reaffirned the government's commitment to a mixed economy with a leading
role for the private sgsector, introduced important changes in investment
sanctioning, and expressed intention to create an incentive system amore
conducive to private and public sector efficiency.

The results to date have been uneven. Progress has been more rapid for
exchange rate management, lnvestment and price control, but very slow for
disinvestment, liberalization of tariffs and import loams.

In 1985, GOP created a Deregulation Commission to examine the usefulnass
of existing controls and recommend speedy elimination of those
unnecessary. To date, progress has been made in deregulatiomn of edible
01l and fertilizer. Results are anticipated soon in wheat rationing and
power generation and distribution. In May 1986, the governmeut announced
deregulation of the nitrogeneous fertlliilzer sector that eliminated all
price controls and stopped subsidies to high cost producers (as well as
surcharges paid by relatively low cost producers) so that now domestic
and world prices are close. The subsidy has been virtually eliminated.
In February 1987, GOP announced that importing of nitrogeneous fertilizer
would be open to the private sector. However, non—nitrogenecus
fertilizer prices continue to be controlled by government and substantial

subsidies pergist.

The government has not yet disinvested its public enterprises but is
actively pursuing various avenues. It has removed licensc value ceilings
(i.e., explicit import quotas) on many nom—caplital goods.

In view of the substantial progress to date, AID should continue its
efforts to support policy reform.

2. Policy Agenda

Numerous policy changes are oan the agenda that are being prepared by the
World Bank and actively supported by USAID (e.g. see ASSP). They are
stressing the following key areas:

o Increase iavestment to at least the level of other countries
at a similar stage of development, as seen Iin inadequate
shortage of power

) Increase private sector participation in key public sector
areas (e.g., power, oil and gas, coal, irrigation,
transportation, education, health)

. Increase implementation capacity. (i.e., the critical
constraint is for the most part financilal)

® Developing financial markets
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° Raising public savings

3. Sectoral Policiles

Improvements in energy, agriculture and other key sectors are as
important to the structural adjustment program as improvements ian
macroeconomic indicators. Success in these areas via increased
efficiency and growth will reduce Pakistan's dependence of imports and
increase its export competitiveness.

During the Sixth Plan, there has been a substantial increase ia output »f
hydrocarbons and in implementing more appropriate consumer and producer
pricing for oil and natural gas, as indicated in Chapter II. In power,
there remain eignificant shortfalls in investment and in raciomalizing
the pricing system, resulting in failure to meet power production targets
and with power tariffs still below long run marginal costs.

The growth rate of agriculture is below Sixth Plan targets, but very
respectable by international standards. Significant yield improvements
were achleved in wheat and cotton [World Bank (1987, p.115)].
Diversification into high valued crop (i.e. fruits, vegetables, certain
oilseeds) did not occur. But livestock, fisheries and forestry growth

wag rapid.

D. Consistency of ACE and ECE with Sixth Five Year Plan, World Bank
Strategy and AID's CDSS

The ACE & ECE programs with theilr stress on agriculture and energy
support the principal objectives of Pakistan's Sixth Five Year Plan (FY

1984-88) that call for:

) A major breakthrough in agricultural production

. Rapid development of industries in which Pakistan has a
comparative advantage, including agroindustries such as
textiles

o Faster expansion of sectors, iancluding energy and

agriculture, which are considered critical to the long-term
economic and social development

. A leading role for the private sector in the development
strategy with lnvestment shifting from the public to the
private sectors

° Improved policy environment with significant changes in
pricing the incentive structure and goverument regulations.

Thege objectives are supported by the World Bank and USAID as reflected

in 1ts new CDSS. Moreover, ACE and ECE are timely tools consistent with
Pakistan's current macroeconomic needs including support for L{ts higher

than projected balance of payment deficits and a declining foreign
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axchunge position brought on by factors not anticipated in the Sizth
Plan. With the exception of the fallure of the private sector windows
ACE and ECE have contributed toward current, medium and long rum halance
of payment support to prevent destabilization (see Table [II-1). The
programs are coansistent with the Mission's concern to keep down the
direct-hire gtaff intensity.

With the exception of wheat, cotton and fertllizer which are described
abovae, the ACE and ECE programs almost without exception provided
commodities additional to what would have been imported in the abseace of
the program and thus a primary focus of the evaluation is om the
development impact in energy and agriculture sectors presented in Chapter
II. In the casgse of the large wheat and cotton shipments uander ACE, the
primary bemefit was to nelp stabllize the economy immediately after poor

harvests.

Because ACE and ECE are generally providing additiocal commodities,
important second, third, and subsequent year ilmpacts are expected to have
positive future ramifications on the balance of payments. They represent
important medium to long run stabilizing beneflits and can be viewed over
and above the sectoral developmental impacts of ACE and ECE discussed in
chapter II. They are difficult or impossible to measure quantitatively
without a detailed microeconomic analysis for each project supported by
the ACE and ECE programs.

E. Alternatives to Current CIPs

The scope of work for this evaluatlon requires a consideration of
alternatives to the current CIPs, that is, cash grants, general CIP, or

some varlation of the current programs. The raage of options available

to the Mission is set out below, with a listing of advantages and
disadvantages. The evaluators conclude that the current CIPs, with the
exception of the private sector windows, are meeting the objectives set

out for them and should be continued for the public sector. ,

1. Cash Grants or Transfers
Advantages
) Immediate balance of payments impact
. Eage of administration (a check is written at

stated intervals, there 13 no concern with AID
commodity regulations, import licensing, bank
approvals, interest rates, Import Policy
Orders, etc.)

) Reflects faith of U.S. Goverument in GOP's
fiscal management and ratlonal import policles

° Conditions may be imposed as is belang proposed
in ASAP, lncluding requirement for increasing
proportionately imports from U.S.
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Disadvantages

)]

Politically, puts Pakistan on 1 par with Egypt
and Israel, both of whoa have large cash
transfer programs

Because forelign exchange 1s fungible, would bhe
difficult to show Congregs that there were
really additional imports from U.S. (can lead
to disputes over data)

Because of instances of wholesale siphoulng of
AID funds in other countries, Comgress is
increasingly wary of cash traansfers (in Zgypt,
Congress approves the annual level of cash
transfers)

There 1s currently no pressing case for
Pakistan's needing a cash transfer in lieu of
a more countrolled sector CIP

Conclusion: Despite the ease of administration, there seems to be no
economic reason for changing the current CIPs into cash transfers.

2. General CIP

Advantages

Disadvantages

Expansion of current gectoral CIPs by
broadening the commodity list to include all
eligible commodities under AID regulations
would undoubtedly increase size of program,
glven the pent—up demand ia public sector
alone for commoditlies for entities as varied
ag the railroads, hospitals, airline, and
utilities. Given the past history of the
private sector windows, it is difficult to
predict whether the private sector would be
attracted by a broader commodity list

Often becomes a vehicle for importing
commodities in size and scope which should
more properly be projectized

So long as GOP licensing regulations in force,
will increase administrative costs both to
USAID and importers

DEVELOPMENT ASSOCIATES, INC.



-63-

. Inflation i3 currently not 3 prodlem in
Pakistan, nor 1s availability of forelizn
exchange.

' Would be subject to Zorinskl Amendment, which

now requires that the totality of AID CIP
programs expend at least 18 percent of funds
to import specific agricultural items from the
U.S. (mostly specific foodstuff which many
countries do not need). This requires that
each CIP must reserve 18 percent of Lts funds
untill the annual compilation i{s made on an
agency~wide basis.

Conclusion: There 1s no economic requirement for a gemeral CIP at the
present time, particularly in view of current emphasis cn agriculture and

energy.

3. Return to Traditioral Project Financing for Commodities
Advantages
° Avoid effect of Zorinski Amendment
° USAID retains more control over commodities,

assuring their use in high priority
development projects

° " Avold administrative problems and bottlenecks
experienced to date in CIP

Disadvantages

] Mission would lose policy dialogue impact it
now has through batching of funds in a
multi-million dollar CIP, as conditionality
more palatable and relevant in context of CIP

o No structure in which Mission could react when
need for specilal commodities arises, such as
vwheat or cotton for stabilizatlion purposes

Conclusion: The disadvantages of returaing to traditional project
commodity procurement outwelgh considerably the advantages of retaining a
CIP.

4, Continue Sector CIPs

Advantages

® Based on 1ts experience to date, the GOP
agencles are learning how to live with and
adapt to current procedures

DEVELODPMENT ASSOCIATES, INC,
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® 3y using known and familiar fundiag device,
the financial market and tha government
develop confidence in the U.S. staying power,
which reduces speculation on what USAID will
do, 1f anything, next year

) Reinforcement of both governments' high
priority consideration for agricultural and
energy sectors

® Present CIPs have sufficient flexibility to
react to economic emergencies
Disadvantage
° Any CIP is subject to AID legislative and

regulatory restrictions, causing
administrative problems for USAIDs, resentment
in the market place and unfavorable
comparisons with World Bank untied procurement
and suppliers' credits

Conclusions: ACE has provided a good mix between rapld disbursement
commodities and those which are development-oriented. Its overall impact
has been positive and significant. ZCE commodities are all development
oriented and have expected high Internal rates of return and benefit/cost
ratios based on engineering studies. The commodities are expected to
provide longer range balance of payments support. Both programs provide
a strong basis for policy dialogue in agriculture and energy in
conjunction with the World Bank and other donors. On the basig of the .
above, the evaluators conclude that none of the altermative uses of CIP
funds outweigh the advantages of continuing with the current
sector—-oriented CIPs.

Recommendations:

® That USAID fund a new ECE CIP for the post-1987 era, but without
obligating funds for the private gector until the effects of the
most recent reforms {n the lnterest rate have been assessed and
untll USAID reexamines the objectives of a private gector fund.

] That USAID fund the ACE CIP under the new Agriculture Sector

Support Program (ASSP), with the same provision as above with
respect to the private gector.

0ocer

D1-‘.\'}:I.<)P.\l;:.\'1‘Assocmrrzs.l.\'c.—--—-——-J




CHAPTER IV.

MANAGEMENT EFPECTIVENESS

This chapter examines various aspects of the management of the two CIPs,
beginning with design responsibilities, movicg then to the division of
responsibilities for implementation, including cooperation among USAID
offices and between USAID and the GOP, information systems, rates of
disbursement, timeliness of commodity arrivals, and local currency

generations.

A. Design Responsiblities

The PAADS for both programs were drafted in USAID with input from the
Embassy. Each PAAD was drafted and designed by the technical division
concerned with the Program Office, then reviewed and approved by AID/W.
At the time the PAAD3 were drafted there was no CIP office, only a
procurement unlt under the Project Development and Monitoring Office
(PDM). After the ACE PAAD was approved, a CIP specialist helped USAID to
establish a CIP system. Design deficiencies, particularly with respect
to the private sector windows, are pointed out in Chapter I.

The experience gained by the Commodity Management Office (CMO) over the
past two years in implementing ACE and ECE and in working with GOP
officials could be an agset in the designing of future PAADs. That
office should be consulted with respect to conditions, the scope of the
commodity list to be utilized in terms of eligibility for CIP (used
commodities, pesticides) and whether the list should be illustrative,
specific or negative (i.e. include only items that may not be imported).

Recommendation:

That the Commodity Management O0ffice be included on the design team of
any future PAADs.

B. Implementation Responsibilities

A general CIP 1s usually managed by a CIP office with policy guildance
from the Director and Program Officer. Sector CIPs in which commodities
support USAID projects or public entities receiving other USAID
assistance tend to be managed primarily by the technical offices with the
CMO0 viewed as a service organization. That is the situation in
Islamabad, and there is an organizational history that explains 1it.

CMO has always been part of a service organization - Contracts or the
RLA. Commodity procurement for CIP? and projects was originally under the
Contracts Officer (the Contract and Commodities Unit in PDM). When the
present Commodities Management Officer (CM0) began his tour, the Regional
Legal Advisor toox charge of the CCU. That situation changed June 1 when
CM0 once again moved to the Contracts Office. So long as the CIP is
sector-oriented, each technical division manages the activity up to the
point the actual procurement process begins. There are indicatlons that
at present there s some overlapplng, with ocutside entities asking the
technical divisions for procurement advice, and procurement mattars being
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discussea with the goverament independently by all divisioms. While the
situation is not serious, the reorganization and the advent of anew ARD
and E&E division heads creates an opportunity for clarification of office
reponsibilities for CIP coordinmation and implementation.

Part of the problem results from the chronic understaffing in the
Commodities Office (which handles project procurement of some $ 40
million aanually in addition to CIP). The head of the CMO is an
experienced U.S. direct hire employee; there are no other U.S. direct
hires in the office except for ome on detail from the Contracts 0fiice to
handle private gsector matters. There are at various times one or two U.S.
contract employees - one short-term PSC, a retired experieaced AID CIP
specialist - and one loug-term contractor with minor CIP experience whose
status is in doubt. Two Pakistani professionals are on the staff, one of
whom will be going for two months training this summer, and three
clericals. Approval has been given for two new FSN positions, ome for an
equipument specialist and one for commodity management expert; the latter
position is unfilled. Even within the ceiling imposed on U.S. hiring, it
should be possible to strengthen the staff by insuring that at least one
contract employee experienced in CIP is hired on a long-term basis. A4s
noted, there 13 one U.S. DH on detail. He should remain on detail for an
additional six months to comncentrate on the private sector. At the end
of that time, if a decision 1s made to continue the private sector
windows, hilis detail could end. Recruitment efforts to £111 the one new
FSN position should be increased. These steps will not obviate the need
for experienced TDY contractors, but will lessen dependence on such

asslistance.

Recommendations:

) That the Contracting Officer meet with the Program Officer, the
Commodity Management Officer, the new Chief of the Agriculture and
Rural Development Division, the icting Chief of the Energy and
Environment Division and project managers to review existing
divisions of responsibility to determine if any changes are
required.

. That USAID insure than an experlenced CIP person is hired on a loug
term coutract to act as deputy to the CMO.

. That USAID increase 1ts efforts to recruit qualified persons to
£111 the one new SN positiomn in MO.

. That Contracts contlnue the detaill of the employee now in CMO for
six more months to work on the private sector windows.

c. Statistics and Information

There {8 at present no single office that has all the relevant
information on the CIP programs =~ L/C upenings, orders placed,
comnodities ghipped, received, value, overall balances and pipeline,
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although partial information is available in several offices. For
example, CMO has an excellent arrival accounting system wnich shows the
date of shipment, description and value of the commoditles, vessels,
dates of arrival in port, and consignees (including project-funded
imports). The CMO also keeps a file on each separate transaction which
shows L/C openings, PIO/Cs, informatioan on IFBs and bid openings, awards,
order placements, bills of lading, etc. Some of this information is
available in tabular form on the CHMO word processor and the office !s
developing a tracking system which takes advantage of the Missioan's
automatic data processing system.

Complete data on the utilization of the commodities and on disbursement
rates and halances ls available in ARD and E&E, and the reports aire
reviewed quarterly by management. The Controller's Office s supposed to
receive a Form 214 report on obligations and disbursements aonthly from
OFM/Washington, which is the official accounting station for ACE and ECE.
At the time of this evaluation in Jumne 1987, a 214 report had not been
received from AID/W sizce November 1986,

It is clear thar i half-billion dollar program which has as one of its
principal aims the rapid disbursement of funds through importation of
needed commodities demands a far more useful and sophisticated monitoring
and information system than that in use. A proper system should be
programmed to provide both tramsaction and financial informatiomn in
sufficient detail for the concerned divisions and in broader outline for
the Director. It should provide access by L/C number, commodity code,
project number or other useful categories so that a user may determine on
request the status of any given transaction or group of tramsactions. It
should also provide current balances on obligations, earmarking,
commitments and disbursements. The CIP monitoring system currently in
use by USAID/Cairo could serve as a model and be adapted for use in
Pakistan. A TDY person from USAID/Cairo/ADP could be requested to help
estahlish the system.

Recommendation:

) That the Commodity Management Officer take the responsibility for
designing and installing a single tracking and monitoring system
for ACE uzud ECE designed to provide necessary commodity and
financial {~formation, taking into account the needs of the various
users.

D. USAID-GOP Coordination

Because of current GOP f{apsrt policy orders affecting the private sector
and the heavy involvement of the public sector in the CIP programs, there
s an active flow of communicatlions bYetween various USAID and GOP
offices. In USAID not only are the technical divisions fanvolved, but the
Program Offlce 13 a %key entity; at the ulnlsterial level, the Migsion
Director becomes involved. On the GOP side there are several technical
offices, many in Lahore and Xarach!l, including the State 3ank of Pakistan
and public and private sectsr banks. [n Islamabad, USAID ieals
extensgsively with the Mialstrzv of Flanance, particularly the Economic
Affairs Division, and the Mianistry of Commerce, which i{ncludes the
lmportant office of the Thief Controller of Import Licensing and Exports.
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Coordination of communication between USAID and GOP offices is good. |
There are appropriate clearances, developing of consolidated positions

and sharing of information. No recommendation is necessary other than
the one above conceralag clarification of lines of authority withia the

Mission.

E. Meaguring Management Effectiveness

There are three standards agalnst which to measure management
aeffectiveness of a CIP: the rate at which funds are disbursed, the
timeliness of commodity arrivals according to commodity categories and
the effectiveness of commodity utilization. The latter point is well
analyzed in Chapter II, Developoment Impact, and will not be repeatead

here.

Rate of disbursements: According to the ACE quarterly progress report
of March 1987, 3390 million had been obligated since 1982, with some $267
disbursed, a rate of 68%. For ECE, the quarterly report shows that $100
million had been obligated since 1984, with $9.7 million disbursed, a
9.7% rate, although over $50 million is now committed to specific
transaction. A more meaningful measure i3 a comparison of planned
against actual experditures. Relevant tables for both programs are in
Annex E. For ACE, rapid procurement of wheat and cotton plus continuing
imports of fertilizer bolsters the planned/actual ratio. The gap is due
largely to the lack of private sector activity. ACE machinery and
equipment moves faster because 1t has already been considered at the
project design stage, eliminating GOP central minlstry clearance, which
1s a constraining factor for ECE. But at the same time, the $80 million
for machinery, 17% of the total planned resource allocation for ACE, has
consumed an Inordinate share of management time compared to bulk
procurement of about $200 million.

ZCE, not being project-oriented, must contend with the full panoply of
GOP-imposed clearances and ragulations. In addition, it i3 saddled with
an unused $20 million earmarking for the private sector. In the macro
sense, the low rate of disbursement results from built-in GOP and AID
barriers. For example, ECE managers feel that much used drilling
equipment is available in the United States that could be financed under
CIP for the private gector in Pakistan. AID regulations discourage such
trangactions, requiring independent appraisals of equipment condition and
establishing of fair market values (and U.S. source/origin).
Additionally, CIP funds are available only for commodity-~related
services, not for feasibllity or engineering studies, although other
funds may be made avallable for such purposes. U.S. source and origin
requirements, particularly in this era of considerable work belng done by
overseas branches of J.,S. firms, can be an obstacle. The same 13 true
for U.S. shipping requirements. These problems are endemic to CIPs
world-wide and are not unique to Pakistan. AID has long been aware of
their existence and their effect on disbursements. These are matters for
AID to discuss with Congress, although waivers are avallable when
Justification exists. The problems of the private gector have been
thoroughly considered {n Chapter I, but despite the problems noted above
and considered below, the public sector demand for CIP-financed
commodities {s large and unfilled. How effeciently has that part of the
program been managed?
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Compared to other public sector CIPs administered by AID of which some
team zmembers are aware, the Pakistan programs are within aormal limits.
The financial paperwork moves well and shipping and clearance do not
pregsent serious problems. But there are two major bottlenecks which
seriously slow down the procurement process by up to six months !{a soae
cases - specification writing and bid evaluatioms, particularly i{a the
energy sector. The bnttlenecks occur when machinery and equipment are
imported which involve coamplex specifications. (Bulk commodity
shipments, such as wheat and fertilizer move expeditiously through an
efficient system devised by both goveruments. A recent fertilizer
procurement was requested in early May by the GOP and shipments will

begin in June.)

When faced with developiag technical specifications for inclusion in
Invitations for Bids, up to two months or longer may be consumed as

specifications are drafted, reviewed, and reviged by the GOP agencies and

then reviewed and often revised by USAID or AID/Washington.

Understandably, the specificatlions must be written as clewrly as possible

for the benefit of potential supp.iiers and not for the benefit of a
single supplier to the exclusion of others.

Additional months may be spent evaluating bids recelved ln response to
the IFBs and awarding contracts. One obvious reason is the inherent
desire of a bureaucracy to spread declsion—making risks; the other is
that, contrary to the private sector, time 1s not viewed as money for a
government. The Table below illustrates the problem: ’

Pigure 1
Commodity Procurement Case History
GOP Equipment Selection Committee screens requests

for procurement of commodities by various GOP agencies
and allocates funds to the agencies.

WAPDA PCSIR

First draft of tech specs 4-4-85 5-2-85

IF8 documents to AID/W 10-2-85 9-15-85

Final evaluation bv 350P 4-6~-86 2-16-86

Signed contract 11-13-36 5-12-86

Commodities EZTA Rarachi 8-10-87 8-7-86
Total elapsed tine 28 months 15 months
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Other reasouns for delays are:

) Agencies do not have adequate staff

WAPDA and KESC do not use standardized specifications

) There 13 no centralized system in WAPDA or RESC for tendering
and bid evaluation

® Lack of understanding of the USAID procurement process

° Incomplete suppliers' data

. Lack of U.S. suppliers' understanding of Pakistan's varied and
harsh climatic conditions

. Lack of communications in general on the part of suppliers

The GOP and the Mission have been concentrating on shortening the
procesg. Some GOP agencies have used NESPAK, a large government-owned
consulting firm to help draft technical specifications, but with mixed
results. (Some U.S. suppliers complained that NESPAK—drafted
specifications were based on European standards; when the evaluation team
interviewed NESPAK's manager, he deniled the charge and said the firm has
access to and uses current U.S. standards.) AID/W uses 1QC firms
specializing in specification drafting to assist governments in this
often onerous task.

The preferable solutlon would be to develop skills in those agencies
responsible for importing large amounts of technical machinery such as
WAPDA and KESC. This could be accomplished by U.S. experts training
specification writers omn the job in their eagencies (the same trainers
could also help streamline the contract award process) and by sending GOP
specification writers and bid evaluators to the United States for
short-term participant training. But in the short run, USAID could avail
itself of firms 1o the United States that specialize in energy commodity
data bases.

The USAID at one time contracted with procurement service agents (PSAs),
private U.S. firms which handled the entire procurement process for
several agencies. They were paid on a percentage basis. Their success
was mixed - one firm was judged by USAID to have been very successful;
the other firm, after completing most of 1ts work, faced financial
problems and simply quit. In a 1982 memorandum to the AID Administrator,
the AID Inspector General criticized the use of PSAs as an unnecessary
expenditure of taxpayers' money, characterizing the fees as

"exorbitant.”™ PSAs were used before the Mission had an experienced
commoditlies management officer on board and filled a serious gap in
Mission capabilities. It 1s no longer necessary to use PSAs for that
purpose, although the CMO perceives a role for them in the event there 1s
a series of small transactions involving multiple suppliers. But neither
ACE nor ECE 18 presently generating that type of transaction.

Recommendation:

) That USAID provide the GOP with the consulting and training
services of a U.S. firm which maintains energy equipment
specification data bases to provide on-the-job training in Pakistan
and the United States while expediting the current ECE procurement
process for the GOP.

DEVELOPMENT ASSOCIATES, INC.

i



-7l

If the administrative bottlemecks are not reduced for machinery imports,
the rapid disbursement effect of the bulk commodity imports will rapidly
digssipate. The fault does not lie entirly with the GOP. In a recent
case examined in the course of the evaluation, the team found that the
Mission requested AID/W approval of IFB terms in February and was told
that AID's Office of Procurement was "too busy,” and only after repeatad
cables did AID/W begin to discuss the problem -—- three months later. If
AID/OPS is shorthanded, AID/W should augment the staff either by
direct-hire or contract employees.

On the GOP side, there is room for streamlining the process at the
Federal level, where inter—ministerial clearances and appt-~vals also slow
the procurement process. This is a public administration problem which
could be attacked by a small group of public administration experts with

procurement backgrounds.

Recommendation:

) That USAID provide the services of public administration and
procurement experts to help the GOP streamline the procurement
approval process at the Federal level.

USAID as Agent for the GOP: The 1982 ACE evaluation criticized a

unique provision in the ACE obligating documents, later repeated in ECE,
whereby USAID assumed the role of agent for the GOP in the importing of
equipment, including clearance through the Karachil port. According to the
Regional Legal Advisor, the rationale for this principal-agent
relationship was required for dealing with the PSAs when USAID renewed
its program in 1981-82 and put considerable emphagis on rapid infusion of
commodities into the country, but that phase is over. USAID, however,
still acts as GOP agent for clearance of CIP commoditlies through the port
and arranging onward transportation. Under such an arrangement, title
passes to USAID at shipside and remains until the commodities are
transfered to the GOP agency involved. (0GDC, KESC and WAPDA have their
own clearing agents.) This means that the risk of loss is on USAID, with
attendant problems of insurable interest and possible litigation. AID's
Handbook 15, Chapter 10, Commodity Arrivals and Disposition, requires
that the importer be responsible for prompt processing of commodity
imports through customs and removal from customs and bonded warehouses
within 90 calendar days (Sec.10B.1lc(1)).

The USAID/Rarachi Liaison Office is staffed by experienced and efficient
personnel who pride themselves on clearing commodities with a minimum of
cost and time. There are valid arguments to be made for continuing the
practice: the Rarachi office clears CIP shipments along with project,
administrative and HHE shipments; CIP shipments are cleared under the
same diplomatic cachet as USG-owned commodities; pressure for illegal
payments, duties and surcharges 1s avoided. There i3 one basic 1lssue:
how will the GOP agencies learn how to contract for such services or
handle clearance on their own? USAID has been doing the job for GOP for
more than five years. The team commends the expeditious way in which CIP
public sector commodities are cleared, but feels the time has arrived for
a phased turmover of those responsibilities to the recipient agencies.
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Recommendation:

) That USAID devise with relevant GOP agencies a plaa for the zradual
phasing over to them the responsibility for clearing CIP
commodities within three years and to eliminate USAID as the
consignee of CIP commodities.

F. Local Currency Generations and Uses

Both the ACE and ECE loan-grant agreements require that the GOP deposit
{nto a speclal account the rupee proceeds from the sale by the GOP of any
grant-funded imported commodities. Those proceeds in tura are to be
jointly programmed by GOP and USAID for agreed-upon development
activities. Similar provisions are in the P.L. 480 Agreement. In
practice this means that the PL-480 sales proceeds are additive to the
GOP budget and their use for development purposes is on an attributed
basis. However, USAID policy calls for meetings with GOP budget
officials, if possible prior to the finalizing of the GOP budget, to
programm proceeds against development budget line items or sector to
assure adequate initial funding for these items.

The agreements further require the GOP to report semi-annually to USAID
on the deposits and withdrawls. According to the Program Operatious
office, the reports are not submitted regularly and the Mission has only
one or two. The Controller's Office plays no part in the process and
does not audit the local currency accounts.

The Mission's FY 1989 annual budget submission (ABS) contalns two tables
with local currency generation information. They are found in Annex I
along with a table of estimated proceeds prepared in 1985 by the Program
Office. The tables reveal that $67.92 million in rupees were generated in
1986 by the CIP programs and $56 million in rupees by the PL-480 program
for the same year. The allocation of those amounts among development
sectors 1s also shown. A real advantage of the exercise is the
opportunity it affords USAID to review the entire budget annually with
key GOP officlals.

Recommendation:

. That USAID requlre the GOP to comply with the reporting
requirements for deposit and allocation of CIP rupee proceeds set
out in the obligating documents.

00077
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CHAPTER V.

LESSONS LEARNED

Based on the findings and conclusions in the preceding four chapters, the
team presents the following lessons for the planners and implementers of
future commodity import programs, whether sector oriented or geze::l:

1. Planning a private sector CIP should take ianto
cousideration an analysis of the market with realistic projections of
demand over time. Appropriate account should be taken of comperitive
foreign exchange sources, such as suppliers' credits, remittances, and
the informal exchange market. In a country such as Pakistan where the
government 1s basically hostile to the full development of the private
sector, planners should know that government regulations and red tape may
be more costly to importers than product costs and interest rates.

2. Neither U.S. products nor dollars enjoy the favored
position of the past. Other countries' products are highly competitive
and the dollar is subject to the vagaries of international politics and
the arbitrage market. Japanese firms in particular outsell and
outservice U,S. suppliers, weakening the demand for U.S. products.
Attention must be paid to the yen—dollar~local currency relationships in

various countries.

3. The rubric "rapid rate of disbursement for balance of
payments support” 1s overworked and used in PAADs without a complete
analysis of options. The maximum rate of disbursement effect is by a
cash grant, secondly by the import of bulk commodities through P.L. 480
program or under CIP (fertilizer, seeds, etc.). Using CIP for importing
machinery and equipmeat will not contribute to rapid disbursement and
balance of payments support any more than procurement through projects,
although it may well have important development effects.

4, Similarly, balance of payments support as a goal of a CIP
must be subject to close analysis in the local context. Aside from the
rapid disbursement of funds, balance of payments support depends on
whether the imported goods replace planned imports. If CIP imports are
additional, there is not a true BOP effect. On the other hand,
consideration should be given to the secondary BOP effects such as those
gained through import substitution and avoidance of POL imports. But
planners should not overlook the lmportant stabilizing effect resulting
from the continued avallability of CIP funds which creates a market
confidence and has valuable political impact as well.

5. There 1s a tendency among planners to load CIPs with
different goals and diffuse objectives, both economic and political. A
Mission should carefully coansider its priority goals and tailor the CIP
accordingly. In Pakistan, the programs had a host of objectives: rapid
disbursements, project support, flexibility, policy dialogue, private
sector development, energy and agricultural sector support, creating
markets for U.S. products and even the unspoken goal of supporting AID's
other "pillars of developmeat.” It requires careful management to
achleve the apparently conflicting goals.
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B On the positive side, ACE did provide flexibility for the
unexpected demand for wheat and cotton. The existence of the program
made response time far faster than 1f a program had to be developed Zrom
the beginning. ACE algo provided commodities for projects on a more
efficient basis than if procurement was Ilnstituted for each separate
project, through contractors and Mission procurement processes.

7. ECE provided a convenilent method by which to import
commodlities for Pakistan's energy sector without having to develop more
individual projects. It also provided USAID with an opportunity it would
not have had through individual projects to influence to a degree the
direction the huge public sector energy program would take. 3100 aillion
in a single program carries more impact than $200 million spread over
four or five projects.

8. A CIP activity involves develorment concepts plusg aspects
of international banking, foreign exchange, relationships between private
and public sectors, and AID's CIP regulations. Because of these unique
agpects, a mission should insure that 1t has technically competent
personnel on its CIP design team, including at least one CIP officer who
would then be available to set up and carry out an implementation plan.

9. Regardless of where a CIP office is located on the Mission
organization chart, 1t should be assured of a significant voice in policy
decisions concerning CIP implementation.

10. In a country like Pakistan in which the government agencies
import millions of dollars worth in commoditles on their own account,
there 1s no reason why USAID should continue to clear public sector
imports through Rarachi port and to final destinations solely in the name
of expediency.

11. Until GOP import rules and policiles and the bureaucratic
mechanism set up to spread the decision-making risks are modified, the
efficiency and direction of the CIP program will be largely in the
government's hand.

12, While AID's legislative and regulatory restrictions omn the
use of CIP funds are omerous, they mirror Congressional coancerns. Waiver
provisions are avallable for exceptional cases where justification can be

shown.
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ANNEX A

SCOPE OF WORK
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1. ACTIVITY TO BE EVALUATED: Tlc mission requants nn
evaluaclon of the Agricultural Commoditles and Equipment (ACN)
and Energy Commodities and Equipment (ECE) CIP Programs from
project authorizatlion to the preecent day. Authorized LOP
funding i3 $475 million for ACE end $100 million for ECE.

II. PURPOSE OF EVALUATION: The purpose of this evaluatlon (s
to review and assess the effectiveness of the misalfon's two
Commodity Import Programs (CIPs), almed at the two core
economic sectors of USAID's greatest activity. The evaluattion
ghould cover four main areas of ¢ach CIP program -- management
implications; economic and develrpmantal impact; cffectiveness
in advancing major AID policy concerns (pollcy dlalogue,
private gector mobillization, institution building, and
technology transfer); and ''lessons learned'' that can be applied
to CIP-like activities under the post 1987 AID program to
Pakistan. The atatus and effectiveness of the private sgector
window included under both progrem shall also be reviewed.

The evaluation 18 primarily desisned to gulde mission
management Iin the implementation of {ts CIP program during the
post 1987 period and, es such, shlould emphasize lessons learned
and recommendations. As a measutre of the evaluation's success,
these legsons and recommendation: should be keyed to the
following kinds of questions: What has the project achieved to
date? How does this achievement compare with previoua plana?
What unplanned changes have occurred and what are their
affecta? What alternatives to the programs merit consideratlion
and what changes would improve the operation of the CTP-1ike
activities under the post 1987 AlD program to Pakletan?

ITI. BACKGROUND: The ACE and ECE programs were developed
under the FY 1982-FY 1987 U.S. asslatance package to Paklatan
as the primary vehicles for flexible and fast-disbursing
halance of paymenta gsupport {n rte gnerpgy and agricultural
sectors. The programs have also been uged to addregs a range
of policy dlalogue concerng. Flirally, a private aector window
wns Lncorporated into each progrem as part of an effort to more
fully Involve commercial flrms ir. the import of essentlal
energy and agriculture commodltlies and equipment.

Under the ACE Program, funding hes gone mainly for fertilizer
and emergency shipments of coctor and wheat. Substantial
quantities of agrlcultural equipment has also been imported
under the program, primarlly in connectlon with AID-financed
frrigation and agriculture regearch projects in Paklatan.
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Silmultaneously, the ACE Program {s used usy a key tool in
advancing policy dlalogue concerrs related to fertllizer and
other issues. Beneficlaries under the program include
provincial irrigation departments, provincial agricultural
research inat{tutions, and public and private asector
distributors of fertillizer.

Under the ECE Program, ener%y-relaCed equipment ls being
provided for public sector inatitutions such as the Water and
Power Development Authority (WAPDA), Karnchl Klectric Supply
Corporation (KESC), Ceological Survey of Pakistan (GSP), Otl
and Gas Nevalopment Corporation (OGDC), and the Puklatan Center
for Scientific and Industrial Research (I'CSIR). Policy
iniciatives attached to the program are used primarily to
support energy-related priclng reform and privatce sector
iniciatives.

Private gector windows were developed under both programs and
are administered by three local und two American banks.

Mission and other outside assessments of the private sgector
windows have taken place at varicus times and will be available
for the evaluation team to review before making theilr own
conclusions. (Other documents available for review include an
inicial ACE Program evaluation ccnducted in December, 1982.)

IV. STATEMENT OF WORK: The evaluators shall review the
per formance of the ECE and ACE Programg under the FY 1982 1987
program with a view toward:

A. Agsgessing the effectiveness cf program management and
implementatlon, as well as tte overall flexibility of the
program in regponding effectively to changing economlc
clircumstcances;

B. Analyzing the economic and developmental {mpact of the
program on Paklstan,

C. Reviewing the effectiveness cf _the programs In promotling
agency concerns related to pellcy dlalogue, private sector
mobllization, institution bullding, and technology
transfer; and

D. Discussing '"lessons learned" through operation of the
CIP-like activities under the FY 1982-FY 1987 Program.
Both the public and private gector windows of the two CIP
programs shall be covered in the evaluation.
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The evaluation shall include but not be limited to the
following areas:

A. Management Assessment:

effectiveness of the Iinteraction among main entities
involved USAID, GOP, etc. in managing the procurement
process.

coordination in terms of providing commodities and
equipment for other projects {n a timely fashion,
supporting other program goals, ctc,

design and structure of thke private sector windows {n
each program and effectiveness of thelr iaplementaticn.

B. Economic and Develogpental Impact:

Inpact on Pakistan's overell balance of payments
position. (l.e., how affective have ACE and ECE been In
their role as balance of payments mechaniama?) Whereo
appropriate and feasible, references to other programs
(PL-480, projects with large local cost sgupport
omponenta, etc.) ahall bo built into this analysls of
the meact of the AID program on Pakistan's overall
balance of payments position.

Impact on selected development projects/sub-sectors as a
result of ACE/ECE commodity inputs.

Impact on targeted sectort in terms of policles, stated
GOP and USAID sector objectives, growth rates, etc.

C. Policy Concerns:

Impact of the CIP programus on announced policy dlalogue
goals, eapeclally relating to Prtctng, deregulation,
etc. As appropriate, inecluyle "cane historles"
highlighting level of effectiveness of individual policy

" dlalogue initiatives supported under the CIP programa

(fertilizer deregulation, energy pricing, private scctor
moblllization, etc.). The key {ssue here 18 to evaluate
the effectiveness of ACE and ECE {n as policy dlalogpue
tools almed at achicving polley reform.

Impact of the CIP program on remalning Agency ''polley

pillars" private sector mobllization, Llnstltutlion
building, technology tran:fer,
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"L,essong Learned':

Drawing on the above analysia, the team shall complle n.
list of "lessons learned'' under the FY 1982-1987 proyrum
that are relevant to projects now under deslgn orc
consideration (such as the Agricultural Scctor Suppore
project and the Private Sector Power project).
Specifically, the team shall mnke recommendations on
which aspects of ACE and ECE should be recalned {0 the
post 87 program, whlch ghould be modifled (and how), and
which should be eliminated.

Team Composition:

The evaluation team shall include four members and have
the mix of skills described below. One evaluatlon team
member shall be designated as team leader, with full
responslblilty for coordinating the evaluation and
drafting and presenting the final evaluation report.
Strong writing skills and evaluatlon experience are
esgentlial for all four members of the evaluation team.

Economist: Macroeconomics background, experience {n
evaluating both public and private sector impact of CIP
programs; primary responsibility for analyzing economic
and developmental impact of the program, assesaing .
effectiveness and impact of policy dlalogue Initlatives,
and examining lmpact of CIP programs on other AID policy
concerns.

Procurement Speclalist: Procurement experience in
managling CIP procurements similar to ACE and ECE in
developing countries; primary responsibility for
agsessing management I{ssues related to the
implementation of the ACE and IICE programs In Pakistan.

Energy Speclalist: Familiarlty with energy-related
development programming as well aa goala and purposes of
sector-specific CIP programs almilac to ECE; prinmary
responsibllicy for sector-specific assessment of
management and program effectiveness ln meeting

gector-speclfic Implementation and pollcy dinlogue goals.

Agricultural Speclallist: Famillarlity with
agriculture-relaced development programmlng as well as
goals and purposes of gector-speclfic CIP programs
glmlilar to ACF,; primary respounsibilicy (or
sector-gspeclific agssessment of management and program
effectiveness in meeting sector-specific {mplementation
and pollcy goals.
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vI. REPORTING REQUIREMENTS:

A. Format of the Report: The final report shall contain at a
minimum the followlng sections:

- Baslc Project/Program Identlficarlon Sheets

- Executlive Summary of not more than three single spaced
pages reviewing major findings, conclusginns, and
recommendations.

- Mailn Report, which reviewe and analyzes the questions
ralsed in the Statement of Work and concludes with a
list of concluslons and recommendations for using aund
adminlstering CIP programs during the post 87 perlod.

B. Annexeeg: Which include at a minimum:
- The evaluatlon scope of work
- A bibliography of individuals and sources consulted

- A summary of procurements (value, quantitiea, items,
entity/area benafiting, atc.) made under the ACE and ECE
programs

- A c7mp1eted evaluation summary in the format provided by
AID/W

C. Final Report: Ten coples of the final report shall be
submltted to USAID/Islamabad for distribution in Pakistan. The

final report shall be well-written and reflect the use of
professional editing services.

ND. Other Requirements: U.S. members of the evaluation team
shall meet In Washlngton prlor to leaving for Pakistan. The
evaluation shall be conducted in-country and should take
approximately four to six weeks, including a final two weeks
In-country completing the final report. Six day work weeks are
authorized Lf necessary. Individual members of the team shall
make every effort to coordlnate ¢ilmultaneous arrivals and
departure timesa, to engure that &ll members are Involved In
conducting the evaluation, preparing the (inal report, and
presenting evaluation findings te the mission and the GOP.
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E. Final Fvaluatlion Document: The flnal evaluation documenc
shall conslst of the final report, including un cxccuclve
summary and the completed evaluatiun summacy format [(n
accordance with instructions provided by AID/Washinpton and
AID/lalamabad. A draft report shall be wubmitted tn
USAID/lslamabad no later than four weeks after acrlval in
Islamabad for preliminary misaslon review. A ncear flual duafe
report shall be submitted to the mission before the e¢valuatton
team leaves Islamabad. The complete and edited evaluation
document shall he forwarded to the mlsslon no mare than elght
weeks after the evaluation team leaves Pakiscan.




ANNEX B

PERSONS CONTACTED

ISLAMABAD

PUBLIC SECTOR - GOP

S. Azhar Alil
Principal Project Officer
011 and Gas Development Corporation (0GDC)

Mirza Anis Ahmad Bailg
Deputy Director Stores/Accounts
Geological Survey of Pakistan (GSP) (Quetta)

Altaf Hussain
Chairman
Pederal Flood Commission

Mohammad Ishaq
Director, Project Loan Department
Agricultural Development Bank of Pakistan (ADBP)

Tarliq Janjua
Joint Secretary (Food)
Ministry of Food, Agriculture and Cooperatives

Mahboob R. Kazmi
Director (Drilling)
Geological Survey of Pakistan (GSP) (Quetta)

M. Akram Khan
Additional Secretary (Power)
Ministry of Water and Power

Mohammad Mahmood
Joint Secretary (Inputs)
Ministry of Food, Agriculture and Cooperatives (MINFA)

Zaka-Ud-Din Malik
Chairman
011 and Gas Development Corporation (OGDC)

S. M. Mattu

Chief Controller

Import and EZxport (CCI&E)
Ministry of Commerce

Sadaqat Hassan Mirc

Senior Chief, Energy Wing

(Secretary, Equipment Selection Committee)
Mlanlstry of Water and Power

DEVELODPMENT ASSOCIATES, INC.
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A. G, Mirza
Joint Secretary
Ministry of Finaace

L. M. Rahim
Director
Geological Survey of Pakistan (GSP) (Quetta)

Hilal A. Raza
Director General
Hydrocarbon Development Institute

Muhammad Sakhawar

Senior Geophysicist
Geological Survey of Pakistan (GSP)

OTHER

Rashid Aziz
Economist
World Bank

LAHORE

PUBLIC SECTOR

Issar Ahmed
Deputy Secretary
Punjab Irrigation Department

Javaid Akhtar
General Manager, Transmission & Grids
Water & Power Development Authority (WAPDA)

Raja Saeed Akhtar
General Manager, Distribution
Water & Power Development Authority (WAPDA)

M. Ashad
Chief Engineer, Planaing
Water and Power Development Authority (WAPDA)

Mohammad Azlam, Sub Divisional Officer
Civil Canal Division, Chhanga Manga
Punjab Irrigation Department

Shamsher Bhatti
Additlonal Secretary
Punjab Irrigation Department

Khuda Buksh
Director, Hydro-electric
Water & Power Development Authority (WAPDA)
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Uppal
Executive Engineer, Moghalpura Irrigation Workshop
Punjab Irrigation Department

Ilyas Yousaf

Executive Engineer, Machinery Division
Punjab Irrigation Department

PRIVATE SECTOR

Muhammad Abdullah
Executive Vice-President (Power)
National Engineering Services of Pakistan (NESPAX)
Khawa Amanullah, Director (Marketing)
Dawood Corporation Limited
KARACHI

PUBLIC SECTOR - GOP

Nisar Ahmed
Director, Fuel Research Center
Pakistan Council for Scilemtific & Industrial Research (PCSIR)

Arshad Bukhari
Managing Director
Rarachi Electric Supply Corporation (XESCO) Limited

Shamsul Ghani
Asgigtant Vice President
Habib Bank Limited (HBL)

Gulsher Khan
Director
Sind Agriculture Supplies Organization

Nasir Raza Khan
Deputy Chief Stores Officer
011 and Gas Development Corporation (OGDC)

Matloob Khan
Chief C&F
011 and Gas Development Corporatioa (OGDC)

Tayeb Ramal
Chief Controller Purchase
Rarachi Electric Supply Corporation (RESCO) Limited

Shabbir All Merchant
Executive Vice President
Habib Bank iLimited (HBL)

DEVELOPMENT ASSOCIATES, INC.



S. N. H. Naqvi
Chief Engineer
Rarachi Electric Supply Corporation (KESC)

Naushab Sarwar
Hydrocarbon Institute of Pakistan

PRIVATE SECTOR

M. M. Abdullah
Senior Manager, Project Development
Pakland Cement Limited

Altaf Ahmed
Chief Accountant
Pakistan Petroleum Limited

Mansur Ahmad
Chief Executilve
Pakistan Petroleum Limited

Masood Ahmed, Gen. Mgr.,
Energy Systems, and
Nadir Mazhar, Sr. Mgr.,
Zelin, LTD.

Syed Faisal Ali
General Manager Finance
Allied Engineering & Services (Private) Limited

M. Aslam
Exe. Vice President
National Development Finance Corporation (NDFC)

Hamid Butt
Resident Vice President
Citibank, N. A.

A. Samad Chinay
Jaffer Brothers (Private) Limited

Talat Hameed
Vice President
American Express Bank

Haamid N. Jaffer
Jaffer Brotners (Private) Limited

Nagser N. S. Jaffer
Jaffer Brothers (Private) Limited
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I. B. KRadri
Project Development Manager
Pakistan Petroleum Limited

Asad Amir Khan
Manager
Citibank, N. A.

Ghulam Kibria

Chief Engineer
National Development Finance Corporation (NDFC)

Lloyal M. Lochra
First Vice President & General Manager

American Express Bank

Agif Mahmood
Chief Accountant
Allled Englneering & Services Limited

M. H. Reza
Regilonal Director
Allied Engineering & Services (Privete) Limited

H. Masood Sohail

Technical Manager
Pakistan Petroleum Limited

J. S. GOVERNMENT

EMBASSY & OTHER NON AID

Wanda Ale, Director

Regional Export Development Office
U. S. Department of Commerce
Singapore (Rarachl contact)

William L. Brant
Foreign Agriculture Affairs Officer
American ZEmbasgy, Islamabad

Lauralee Peters
Economic Counselor
American Zmbassy, Islamabad

Salah Uddin Mirza

Commercial Advisor

U. S. Department of Commerce

American Consulate, Lahore (Xarachi contact)

James Winkelman
Commerclal Coungelor
American Consulate, Rarachi
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USAID/PAKISTAN (ISLAMABAD)

J. Paul Guedet, DD
Russel B. Backus, ARD
James Bever, E&E

A. Tony Bilecky, QMO
Peter Davis, PRO

Harold Dickherber, ARD
Brendan J. Gannon, O/RLA-CC
Richard H. Goldman, ARD
Rhawa ja Hamidullah, ARD
Tanvir A. Khan, PRO

Syed Mahmood, E&E

Laurie Mailloux, PDM
Robert P, Mathia, PDM
Grant Morrill, 2DM
Charles Moseley, E&E
Paul F. Mulligan, PRO
Ned Nobel, E&E

Robert W. Nachtrieb, PDM
Hans P. Petarsen, ARD

A. Dean Pratt, ™

Barry X. Primm, ARD
Muzammil H. Qureshi, ARD

Mohammad Saeed, ARD

Wolfgang von Splegelfeld, CMO0 (PSC)

David Samson, E&E
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F. Wayne Tate, PRO
Abdul Wahid, ARD

Abdul Wasay, ARD

USAID/PARISTAN (LAHORE)

A. H. Bokhari, ARD/ISM-Rehab/PRC/CHEECHI

Shaukat All Chughtai, LO

R. H. Faruqi, ARD/ISM/PRC/CHEECHI

Abdul Hayee, DLO

Fred Schantz, ARD/ISM/PRC/CHEECHI

USAID/PARISTAN (XKARACHI)

Basharat H. Zaidi, DLO

ATD WASHINGTON

David Alverson, ANE/TR/ARD

Sharon Benobel, ANE/PD/Evaluation

Peter Davis, USAID/PAKISTAN (PRO)

Robert Ichord, ANE/TR/ING

Patricia Matheson, ANE/Project Development

T. R. TiZft, ANE/PD

00o3p
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PROGRAM ASSISTANCE APPROVAL DOCUMENT (PAAD) FACE SHEETS

AGRICULTURAL COMMODITIES AND EQUIPMENT (ACE)

ENERGY COMMODITIES AND EQUIPMENT (ECE)



U=¢ ACE
CLASSIPICATION UNCLASSLYLED Vo

AVQ VIR " Paal® we, K-
16000 DEPARTMENT OF $TATR 391-K-187
AGENCY FOR 7. COUNTAY
MTERNATIONAL DLvELAPuENT Pakistan
% CATSsOAY
PAAD 'N:gﬂﬂ!w.“%‘ i~ | Commodity Financi{png « Standard Procedure
APPROVAL BUCUMENT Al
et March 1, 1982 '
e o OV0 CRANGE WO,
The Adminidtrator, Adancy for intér- X N/A
national Development, Wiashington, D.C. [+ eveweacase
7. PR O N/R
The Director, United States Agency £0r | 1¢ se ranan rae
International Davelopment, felamabed, N/A -
t. APPAOVAL ACOUEETED FOM COMMITHUENTY 88 “EIT Tie. amraesniarion -« aLLOTHENTY
s 60,000,000 ESF
19, TYSQ PUNDING | 10, LACAL CURRAENCY 4ARANMEENENT 1 COTIIATED OCLIVEAY SEARISD [14. TRANSACTION ELIGISILITY

(ean D enanr (Jumromss (] renua, [Jruone | July 1962 - Dec.198) ®4*"March 13, .1982

19, COMMBOODIVIES FinanCEO -

The major items to be financed under this program are agricultural inputs such
as fertilizers and lmproved seeds, equipment for farm uae, and commodity support
for public sector agencies which provide agricultural services.

‘0. PRANT TRO SOUACE 7. GOVIMATRS SOUACE

1.3, enlys 360,000,000 (See Block 18) ' 8. $60,000,000 (See Block 18)
Limicad F W lnduewiolined Countrieer

Free Weelds Lacolt

Casivy Othery

Pakistan (Minimum) Pakistan (Minimum)

19, SUNMARY DRICAIFTION

TITLE: AGRICULTURAL COMMODITIES AND EQUIPMENT, 391-0468

This PAAD authorizes $60 million, consisting of $34 million in loan funds and
$26 million in grant funds, subject to the availability of funds in accordance
with the A.1.D. OYB/allotment process, to finance the foreign exchange and
local costs for the importation of: ocommodity support for public sector agen-
cies which provide agricultural services; agricultural inputs such as fertili-
zers and improved seeds; and equipment and machinery for farm use. This document
describes the first tranche of a proposed $300 million program over the period
1982-87, which is desiyned to increase the productivity of the agricultural
sactor and provide balance of payments support. Subject to subsequent A.I.D.
program approval, availability of funds and the mutual agreement of the Govern-
ments of the United States and Pakistan to proceed, amendments to this PAAD may
provide additional funds over the peridd 1982-87,

All rupees accruing to the Cooperating Country from the sale or tranafer of
imported commoditiaes shall be deposited in a special account and shall be

(Continued on next paga)
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Block 18 Continued

mutually programed by A.I.D. and tle Cooperating Country for use in
development activities in such areas as agriculture, rural develop-
ment, water resources, energy, population, education, health or any
other area which both parties may mutually agree to in writing; and,
where appropriate, may be used to reduce opium poppy production, or,
if the parties agree, to pay U.j. administrulive costs in Pakistan,

The Cooperating Country shall repay the lcan to A.I.L. in U.S.

dollars within forty (40) yearzs from the date of the first disburse-
ment of the loan, including a grace period of not to exceed ten (10)
vears. The Cooperating Councry shall pay to A.I.D. in U.S. dollars
interest from the date of the first disbursement of the loan at the
rate of two percent (2\) per annum during the grace period and three
percent (3%) per annum therecaftor, on the ocutstanding disbursed
balance of the loan and on any due and unpaid interest accrued chereon.

Except as A.I.D. may othcrwise agree in writing, goods and services
financed-by A.I.0. under this program, except {or ocean shipping of
fertilizer financed under the program, shall have their source and
origin in the United States or in the Cooperating Country. ' Ocean
shipping for all commodities except fertilizer shall be on flag
vessels of the United States or the Cooperating Country only. For
fertilizer only, shipping shall also be authorized on flag vessels
from A.I.D. Geographic Code 935 countries, and shall be eligible for
financing by A.I.D.under this program.

A
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| . CLASSIFICATION: UNCLASSIPIED ]
hig - ""Grant No. 391-K- 603 A P
(6-67) DEPARTMENT OF STATE e ii </c-1&7
! AGENCY FOR 5. COUNTAY / [v A
| INTERNATIONAL DEVEILOPMENT Pakistan
oo b % CATEGOAY B
PAAD PROGRAM ASSISTANCE Commodity Financing - Standard Prozedure
-, APPROYAL DOCUMENT
: 4 OATE
i - May 3, 1983
.. 70! The Administrstor, Agency for 9. GVE CHAMEE MO,
Intecnational Developwent, . H/A
Weshington, D.C. - V8 NSRS ASS =
1.7 PR0u The Director, United States Agency N/A
for International Development, TO 08 TAREN PR
____Islamabod, Pakisgan WA
0. APEAROVAL NRQUESTED VOA COMMITMENT OFt 10 APPAGPRIATION « ALLOYMENT
$ 60,000,000 - ~ 314
". it TYPE FUNDING 12. LOCAL CU...NG_Y ARAANSEMENT 15. GSVIMATED OBLIVERY PEAIOCD | 14, TRANSACTION ELIGIOILITY

t.o.r_ggan CJinroman, mpggu..g._",.. Nov, 1983 - Sept. 1985 OATE ot

Ecmauﬂn PINANCED . Auguse |, 1983
major items to be financed under this program are agricultural inputs such as

t.rcilizcr- and improved seeds, e¢quipment for farm use, and coamodit; support for

[
-
™~

public sector agencies which provide agricultural services.
% 16, PERATTED SOURCE 17. €37 IMATYED SAURCE t
11.5. enlys $60,000,000 (See Block 18) u.s.: 860,000,000 (See Block 18) .
{Limired F.W.: Industrielized Countrieet
" [Free Worlds :-' Lecelt -
| Cashs Othery
[ Pakistan (Minimum) : Pakistan (Minimum)

Z'10. SUMMARY DESCRIPTION . . ,
i TITLE: AGRICULTURAL COMMODITIES AND EQUIPMENT, 391-0468 ]

. This PAAD authorizes $60 million, consisting of $40 million in losa funds dud

© $20 million in grant fundc, subject to the avai{lability of funds in accordance -
vith the A.I.D. 0YB/allotment process, to Yidance the foveign exchange and local
costs for the importation of: agricultural ioputs such &s fertilizers and
inpcoved seeds; equipment and machinery for farm uee; commodity support for
agencies which provide agriculturzl services; and commodities in support of a
proposed FY 198] development project in poppy-growing areas of the North West
Frontier Province. This document describes the second trancha of a proposed
$300 million program ovar the period 1982-87, which {s designed to increase the
productivity of the agricultural sector and provide balance of payments support.
Subiecc to subsequent A.I.D. program approval, availability of funds and the
autual ‘egreement of the Governments of the United 3tates and Pakistan to proceed,
- amendmeats to this PAAD may provide additional funds over the period 1984-87.

¢ e v —

.

All rupees accruing to the Cooperating Country from the sale or transfer of
imported commodities shall be deposited in a special account and shall be

| ’Continued on next page)
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Block-18 Continued

mutually programmed by A.I.D. and the Cooperating Country for use in
development activities in such areas as agriculture, rural development,
vater resources, energy, population, education, health or any other area
which both parties may mutually agree to in writing and, where appropriate,
may be used to reduce opium poppy production, or, if the parties agree,

to pay U.S. administrati’ costs in Pakistaun.

The Cooperating Country shall repay the loan to A.I.D. in U.S, dollars
within forty (40) years from the date of the first disburseaent of the
loan, including a grace period of not to exceed ten (10) years. The
Cooperating Country shall pay to A.I.D. in U.S. dollarxs interast from
the date of the first disbursement cf the loan at the rate of

two percent (2%) per annum during the grace period and three percent
(32) per annum thereafter, on the outstanding disbursed balance of the
loan and on any due and unpaid interest accrued thereocn. -~

Except as A.I.D. may otherwise agree in writing, goods and saervices
financed by A.I.D. under this program, except for ocean shipping of
fertilizer fipanced under the prograa, shall have their source and
origin in the United States or in the Cooperating Country. Ocean
shipping for all commodities except fertilizer shall be on flag vessels
of the United States or the Cooperating Country only. For fertilizer
only, shipping shall also be authorized on flag vessels froam A.I.D.
Geographic Code 935 countries, and shall be eligible for financing by

A.I.D. under this program,
» . '
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' CLASSIFICATION UNCLASSIFIED .

AIQ 11201 . Paae ne, rant . -

o0 OEPARTMENT OF STATE . Loan No. 191-K-18738

AGENCY FOR . COUNTAY
INTERNATIONAL OEYELOPMENT Paklistan
. gavEGOAY . L _
PAAD Plbdi-']EﬂSTANdi7 1747 | Commodity Financiag - Standard Procedure
Appio UENT
e OATR
May 18, 1984
v 7o The Admlnlstrator, AJency loz Tee e
International Development,
Wwashington, D.C. N ITNITLI YY)
1. snowm The Director, United Statas Agency N/A
for International Devalopment 10 9% TawEn FRON A
Islamabad, Pakistan N/A )

7. APPROVAL ATOUENTED FOM COMMITMENT OF) 19, APPROPMATION « ALLOTHENT

$ 180,000,000 ESFr 72-1141-037
5. TYPE FUNCING | 12. LOCAL CURMENCY ARAANGEMENT |18, JOT/MATEOD OSLIVERY SERIOO [14. TRANGACTION KLIGISILITY

Loam (Penant (mromeas X)roamas Jnene Dec.1984 - Dec.1987 o4T¢ August 1, 1984

19, COMMOOITIES PiNANCER
Agricultural inputs such as fertilizers and improved seeds) equipment and machinery
for farm use; commodity support for agencies which provide agricultural services;
agricultural machinery, equipment, and commodities to be imported by the Pakistani
private sector; and such other emergency commodity imports as USAID/Pakistan and

W 7. ESTIIATED SOURCE
11.5. enlyr  $180,000,000 (See Block 18) us., $180,000,000 (See Block 18)
Limited F.W induetriallicd Covntries:
Free Weeld: Leeaks
Cosht Other
{ ) Pakistan (Minimum)

10, SUMMARY DRICAHIPTION

TITLE: AGR'ICULTUR.AL COMMODITIES AND EQUIPMENT, (391-0468)

This PAAD authorizes $180 million, conaicting of $123 million in loan funds and
$57 million in grant funds, subject to the availability of funds in accordance
with the A.I,D. OYB/allotment process, to finance the foreign exchange and local
costs for the importation of: agricultural inputs such as fertilizers and improved
seeds; equipment and machinery for farm use; commodity support for agencies which
provide agricultural services; agricultural machinery, equipment and commodities
to be imported by the Pakistani private sector; and, such other emergency
comnodity imports as USAID/Pakistan and AID/Washington may agree upon. This
document describes the third and final tranche, covering the period FY 1984 - FY
1986, of a $300 million program over the period FY 1982 - FY 1986, which is
designed to increase the productivity of the agricultural sector and provide
halance of payments support. '

(Continued on next page)
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PROGRAM ASSISTANCE APPROVAL
DOCUMENT (PAAD) AMENDMENT

Hock-18 Continuwd

All accruals of proceeds to the Cooperating Country from the sale of
grant-financed commodities shall, in eccordance with Section 609 of the
Foreign Assistance Act (FAA), be depositad in a Special Account to bde
utilized in deveiopment activities in such aress as agriculture, rural
development, water resources, energy, population, educatiom, health or
any other use authorized by the FAA and agreed to by both perties, and
where appropriste, may also be used to reduce opium poppy productina and
may be made available to pay U.S. sdministrative costs in Pakistan.

The Cooperating Country shall repay the loan to A.I.U. in U.S. dollars
within forty (40) years from the date of the first disbursement of the
loan, including a grace period of not to exceed ten (10) years. The
Cooperating CountTy shall pay to A.I.D. in U.S. dollars intereat from the
date of the first disbursement of the loan at the rate of two percent
(2X) per annum during the grace period and three perceat (3%) per annum
thereafter, on the outstanding disbursed balance of the loan and on any
due and unpaid interest accrued thereon.

Except as A.I.D. may otherwvise agree in writing, goods and services:
financed by A.I.D. under this program, except for ocean shipping of
fertilizer financed under the program, shall have their source and origin
in the United States or in the Cooperating Country. Ocean shipping for .
all commodities except fertilizer shall de on flag vessels of the United
Statas or the Cooperating Country only. UFor fertilixer only, shipping
shall also be authorized on flag vessels from A.I.D. Geographic Code 935
countries, and shall be eligible for financing by A.I.D. under this
program.
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- 1. I‘AAUNumbcvc,.p No. J91-K-604(a)
. -T-19

l. ;az'nc'v'ro'n INTERNATIONAL Dll.-opu.nv a0 - 5
{ PROGRAM ASSISTANCE Pakiscan

! 9. Category

‘ APPROVAL DOCUMENT Commodity Financing-Standard Procedure

i— | PAAD) ' 4. Date ”

. ~ (Amendment) . _———-
o. The Administracor 6. OYB Change Number

{* Agency for Ilncernacional Dcvclopmcn:
| _Washingeton, D.C. 20523 8. OYB Incremse
FromThe Director, United Staces Agency for n/a

++ International Development To be taken ffom i
- 1slamabad, Pakisran n/a
Xpproval Requested for Commitment of 10. Appropnation Budget Plan Code See Item S, Block 18:
s _nla : ESF 72-1151037 DA. Sec. 103 72-1151021.3

.»¢ Funding 12. Local Currency Arrangement 13, Estimated Delivery leriod 14. Transaction Eligsbility Date

X
Foan (R Geant | T intuemai K] Format ] Mona 12/84-12/87 Aug. 1, 1984

C:mmodities Financed Agriculcural {nputs such as fertilfzers and improved seeds; equipment and
:fﬁnery for farm use; commodity support for agencies which proviage agricultural services;
| ultural machinery, equipment, and commodities to be imported Ly the Pakistani privace

:tor; and such octher emergency commodity imports as USAlD/Pakistan and AlD/Washington may
RUpQN .

Lormitted Source 17, Estimated Source
2s, onty $375,000,000 (See Block 18) u.s, $375,000,000 (See Block 18)
Limited F WV 37,800,000 (included above) Indusirtailzad Countiics
_&(r \\eid Local
L Other 941 37,800,000 (ingluded above)

Pakistan (Minfmum) Pakistan (Minimum)
F-mmary Deseripuian . -

0
1!_1

l.o

E'Thzs PAAD Amendment authorizes the use of Development Loan, Sec. ~)3 money in LOP funding.
place of part of the praviously authorized ESF LOP funding, and, in addition, authorizaes &
ange in the previously authorized loan-grant LOP gplit. It algo authorizes additional
TElng of $715 milllon ESF for purposes of meeting the GOP's amergency wheat raquirements.

TITLE: AGRICULTURAL COMMODITIES AND EQUIPHMENT (391-0468)

Oon March 29, 1982, A/AID authorized $60 million ESF funding ($34 million in loan, $2¢

“ion in grant) as the flrst tranche of this proposed $300 million program to be obligataed

%1 the period 1982-1986. On Juna 24, 1983, A/AID authorized a second tranche of $60

llion ESF funding (340 million in loan, $20 milllon in grant) for this program. Flnally,
Tuly 16, 1984, A/AID authorizad the final $160 million ESF funding for the final three

J‘s of this program on the basls of a split of $123 million in loan funds and $57 milllon
‘grant funds over tha thraee year paciod. Priocr obligations of thesa funds leave $93

1'ion of ESF loan funding and $17 milllon of ESF grant funding yet to ba obligated in FY

{‘6 under the terms of the July 16, 19%4 authorizatlon amendment.

YN

PN
!’

_How, however, in view of (1) tha avallabllity and propciety of using some Development
g stance (Seac. 103) funding in place of ESF, (2) the dagirabllity of varying the loan-

TClur:mcu (/ 20, Acton
sSIA:CHGreenl oAl cs/5/9
PC: 7 N m‘l {1/////,, ”ﬁimrnuvll,n T ot O misarenoven
) “ & i,
iMEry { LAY Y ' .
jLUD:Jle:opr f//z/l/f*)" -‘\{'h;mrd Signa "/)Zq,\ Date
{ nl:EQuen Slar/ss Sllehe, L o
. s‘?ﬁég r L "M.Peter McPherson
- .(\dmlnlstracor
L1201 (5-42) H CLASSH ICATION™ U L
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CLAgIF‘QAﬂON:
1. PAAD Number
. L OEYELOPMENT Grant No. J91-K-604 (b) ..
AGENCY FOR INTEANATIONAL [=-] [ ] z.u . ‘
PROGRAM ASSISTANCE = Pakistan
APPROVAL DOCUMENT. .- il . !
Commodity Financing-Standard Procedur.
PAAD) s <D
en ent 6/ 5/ 86 r_
5. To |he Assistant Administrator . 4. OYH Change Number 1
un&%‘ ng' ﬁég:ggglgﬁgf E\s}glogmnt ND Y7
__Washingron. D. C. 20823 8. OYH Increase [
1. fron{he Director, United States Agency not applicable ]
for International Development To be taken from:
Islamabad, Pakistan Paki
9, Approval Requested for Commitment of 10. APP“P"‘“W Budget Plan Code §37-63-391-00~59-61 .
$ 16,000,000 - Qinh; lz:Dch - Pe;od ' 72;1161037
1. Type Funding 12. Local Currency Armanganent 419, 8 ivery 4. Transacuoa Eligtbility Date -
! ]Lou !El Graat Dlllw-ll Formal 12/84 - 12/39 6/15/86 ’ .

15, Commodides Financed Agricultural inputs sich as fertilizers and improved seeds; equipment and

machinery for farm use; cammodity support for agencies which provide agricultural services; .

agricultural machinery, equipment, and cammodities to be imported by the Pakistani private F’
. sector; and such other emergency cammodity imports as USAID/Pakistan and AID/Washington may ‘=

agree upon.

16, Permitzed Sowsce 17, Estmated Jource : i
0.5, oaty $16, 000,000 s $16,000,000 | -
Limited F.W. Iadusiriaiized Cauntries
Free Worid Local =%
Cash Other .)

Farlstall (T LUIRER) Pakistan (minimam) i

18, Sammary Desciption

TITLE: AGRICULTURAL COMMODITIES AND EQUIPMENT, (391-U468) [

1. This PAAD amendment authorizes an addicional $100 million for cthis r
program which will make total life-of-project funding $475 million. The

-

e

$100 million hereby aucthorized, subject to the availability of funds and .
in accordance with cthe A.I1.D./0YB allotmwent procuss, will couusisc of $uut
million in ESF granc funds and $20 milliom Lin ESI® louan funds. The tundst
auchorized are intended to to be obligated over the period FY 1986-19b4.

2.- Of the above stated amount, the funds reserved by this action for F‘l{
1986 obligation consist of $16 million in ESF grant funds under

appropriation 72-1161037 (Budget Plan Code QESA-86-37391-KG-3¢).

3.7 Except as amended above, the terms and conditions of the previous
PAAD and PAAD amendments remain in full force and effect. -

19. Clearances ‘ Dats 20. Acton
RweaD:eens Y0/ ¢ )-8
ANE7 sA: PBoughton Y2 4)3157 APPROVED' (] OiSAPPRQVED
ANE/PD: PBloom ' QD NETR &5 -
GC/ANE:HMOrTis  Mwav LISIYE Autbopifed Signatyee ate
ANE/DP:DFranklin © <p G/E[8¢ ) A, )Z‘rm‘ Z/’ 3/ % ]

Tid les W. Greenleafl, Jr. —,
VAssistant Administrator, ANE Bureau .
AID 1120-1 (5-32) CLASSTFICATION: Y T;)ﬁ
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- eLassimication, UNCLASSIFIED
10 Y130t 1. 08a0 ne,
1e-o8t DEPARTMENT QF ITATE Loan: 191X193 GRANT: 391-K-403
AGENCY POR - COuUmTRY
INTERNATIONAL L4, 1) Sy \giscan . .
' -Ef-.%mms )q:%“{-” L Y1 X3 - mv"r'ilh"
PAAD PROGRAM AS3ISTANCE Commodicy Pinancing - Scandard Procedure
APPROYAL DOCUMENT
“ Palg
' July 7, 1984
T.7% The AdminlsCrator, Agency for T.ove inemad me. -
Incernacional Developmaent, N/A
' ran. D .C 0. Ove neAgANE N/A : -
. #9%= rhe Dirsctor, United States
Agency for Intermational "-"‘-'~'--mN/A
o 400aEVaL FEBURITES 7ON COmnTUENT oM 16, APORAPPNIATION « 4L LOSTHMENTY
EST

$ 100,000,000

11, TVOQ FUNDING | 12. LOCAL CURAENEY ABRANSEMENT

Mesn C)weemesr X)remuar

[ L Y] et ded )

15 GOTeaTED GELIVEAY PEAIOD

Dec.1984 - Dec.1987

14. TRANSACTION ELIGISILITY

oere September 1,

1984

[T cmunu Financ8O

Energy commodities and equipmant ian such categories as energy coanservacion and

ifnal coaversions; power sector; coal mining and processing; renewable energy;
@il and gas exploration and development; and, such other emergency commodity
imports as USAID/Pakistan and AID/Washington may agree upon.

16, PCMt 7 TR O sQUNRCTE

"J.S. enlyt 100,000 000 (See BIQSR lg!

1. 87 Ina T80 sQURdE

y.s.. 100,000,000 (See Block 18)

Limirad P W ; Industrialiged Countrios:
Free World: Lecelr
" Casht Othert

Pakisctan (Minimum)

Pakistan (Minimum)

. fyssamv QEBCAIBT ION

TITLE: ENERGY COMMODITIES AND EQUIPMENT (391-0486)

This PAAD auchorizes $100 million, consisting of $80 million in loan funds and
$20 million in grant funds, subject to the availability of funds in accordance
‘with the A.1.D. OYB/allotment process, to finance the foreign exchange and local

'costs for the importation, by both the Pakistani public and privace sectors, of

"energy commodities and equipmenc in such categories as: energy conservation and
fuel conversions; power sector; coal mining and processing; renewable energy;
0il and gas exploracion and development; and, such ocher umergency commodity

imports as USAID/Pakistan and AID/Unshxngcon~may agree upon.

This

document describes a program covering the period FY 1984 - FY 1986, which is
designed to provide balance of payments support and to contribute to energy
production from Lndxgcnoun reasources Or saoergy conl.rvncxon in support of the

'Coopcraciug Country's Sixth Pive-Year Energy Plan.

(Contioued on next pags)
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PROGRAM ASSISTANCE APPROVAL DOCUMENT (PAAD)
(Block !8 continued)

——

. T AL e .
All accruals of pfocbégg':o the Cooperating Country from the sale of grant-
financed cormodicies shall, in accordance with Section 609 of the Foreign
Assiscance Act (FAA), be deposited in a Special Account to be utilized in
development activicies in saoch areas as agriculture, rural developmentc, wacer
resources, energy, population, education, health or any octher use auchorized
by che FAA and agreed to by bocth parties, and where appropriate, may also be
used to reduce opium poppy producrica and may be made available co pay U.S.
administrative costs in Pakistan,

o ———— e
R

The Cooperating Councry shall repay the loan to A.I.D. in U.S. dollars within
forcy (40) years from the date of the firsc disbursement of che loan,
including a grace period of not to axceed ten (10) years. The Cooperating
Country shall pay to A.I.D. in U.S. dollars interest from the date of the
firsc disbursement of the loan at the rate of two perceat (22) per annum
during the grace period and three percent (32) per anoum thereafter, on the
outstanding disbursed balance of the loan and on any due and unpaid incerest

accrued thereon.

Excepc as A.1.D. may otherwise agree in writing, goods and .services financed
by A.I.D. under this program shall have their source and origin in the United
States or in the Cooperating Country. Ocean shipping eligible for financing
by A.I.D. under this program shall be on flag vessels of the United States or

the Cooperating Country only.

An appropcriste clause regarding the availability of graat funds ‘under this
program for mixed credits will be included in the program sgreement.



TABLE II-A-1 ANNEX =
PLANNED AND PROJECTED USE OF ACE FUNDS =

i

plcu.m COMMODITIES AND EDUIPMENT PROSROM

l MOOITY-HISE ALLOCATIONS: TOTAL

LTI TTrIISToTIRIIoRNIST T T T T T IR I T ST eI I T T I T IS T IR TR ITITAT R NI AT I s e mIzee— Anemmeceseusmcesemasen e ————e
(. | D | fwerdement | | Awendwent 2 | Mnd R l‘h!r-dmen' A 1
| eeciie mmmem sleccmieme smre ] cim ebe temossemaeeeesosececm=fenees - ] . oeoo o . ee -

. ! ry 82 ! FY 83 i FY 84 FYB5 FYRE | FY BT | F7 AR FY QT FY AR | Meqginal Aevised
{' ! - . ! . e ST TS SSPIEY PR N I Ty L
L I ©lan Peviced | Plan Pevised | Plan Revised Man Plan | Revived | Apvi-ed Tlan Plar 1 Tudirg fueeting
TAmgeezs c==: temso| cemncas cmicn ecfmememy wmmmeees|moogres IRITRIET gvweccs sescecs{oa. -t Co Tt seres ofese o o=l amsesmas .
{.'r!ilizer 1 JA,008 A POO 1 A PPR 28,721 1 30,000 28,416 38,00 10,000 | 37,702 1 A 000 (T, 000 ",J 170,200 183,337
T P i cme]eammcme smccacen cmccman cmamsaafien @ o ea]| caenc o+ cememan seseiic|camentcun amsooman
Wheat i ! ! 21, 354 1T I 08, 952
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TABLE II-A-2

AGRICULTURAL COMMODITIES AND BQUIPMENT (ACE)
COMMODITY IMPORT GRANT AND LOAN AGREEMENT

FY Obllgatlon lFundlng LevellSelected Condltlons Precedent
Date |Grant | Loan |
1982  April 13, 1982 26 34 ----
1983  Amendment # 1 20 40 “---
July 25, 1983
1984  Amendment # 2 40 30 Fertilizer
Aug. 27, 1984 (1)” No less than 50% of al
phosphatic fertilizer imported in
(Commodity Pakistan. FY 84/85 will be allocated
Group IV & V to private sector distributors -
added - expanded
Private Sector (2) Specific share allocations
and emergency among private sector distributors will
procurement be nade in accordance with each distri-
cotton & wheat butor's share of production of
etc.) nitrogenous fertilizers -

(3) National Fertilizer Marketing
Ltd.,/National Fertilizer Corp.
(NFML/NFC) are not included in private
sector distribution calculations -

(4) Uniform incidentals will be
allowed for all distributors of
imported fertilizers, be they public
or private sector -

(5) PBorrowers/Grantee will take into
account the requirements of private
sector distributors in Borrower/
Grantee plans for the importation of
fertilizers

Private Sector

Prior to the disbursment of funds
under second amendment, Borrower/
Grantee will furnish or have furnished
to AID written concurrence of the
Borrower/ Grantee to all the specifics
of this private sector component as




they relate to interest rates and
lending terms, credit ceilings,
eligible commodities and importers,
payback periods, and procedures to be
followed by the Borrower/Grantee in
making allocations to participating
banks .

1985 Amendment # 3 86 59  Fertilizer

June 25, 1985 (1) No less than 60% of all
phosphatic fertilizers imported in

Pakistan FY 1985/86 will be allocated
to private sector distributors -

(2) Documentation that Borrower/
Grantee will conduct an in-depth
review, with the participation of
concerned private and public repre-
sentatives, of the study entitled
"Pakistan Fertilizer Policy: Review
and Analysis' and send findings of
review and proposal actions regarding
deregulation and privatization of the
fertilizer industry to USAID.

In addition see FY 84 (3), (4), (5).

1986  Amendment # 4 {0 29  Fertilizer

July 15, 1986 (1) No less than 60% of all
phosphatic fertilizer imported in the

Pakistan fiscal year or years for
which disbursment(s) for fertilizer is
sought will be allocated to private
sector distributors.

In addition see FY84 (3) and FY85 (2)

1686  Amendment # 5 16 - Zorinsky Requirement
Sept. 25, 1986 (1) Borrower/Grantee will reserve for
private sector purchase of commodities
per list Annex 1 in an amount equal to
or greater than US$6.0 million.

- e ) an s 4 T W W M e e e e M e ER e e TP SR T MR M S G G AR WP M TR MR WP W eE S W MR R e S D D R M W S M e W A R




Summary - Obligated $390,000,000
as of 4/30/87 L/
Funds Committed 328,564,719
Funds Disbursed 267,186,781
Unliquidated 61,377,938
Pipeline 2/ $122,813,2

USAID Controller

Not a current figure since AID/W has not provided USAID with a
W-214 Report since Qctober 1986.



TABLE II-A-3

COMMODITIES AND U.S. FUNDED TECHNICAL ASSISTANCE PROJECTS
RELATED TO OR INTERFACED WITH THE ACE PROGRAM (391-0468)

Number Activity/Project Input Funding Source
Loan Grant
Fertilizer Import
DAP -- X X
TSP -- X -
Wheat Import -- X X
Cotton Import -- X X
Agribusiness Support Foreign
(Private Sector) Exchange
Credit for
imports - X

(30 million)

391-0467 Irrigation Systems
Management (ISM)

1. Canal and Drain Rehabilitation Equipment - X

2. Institutional Improvement (PID) Equipment - <

3. Planning, Policy Imple-

mentation and Research Equipment - X

4. Command Water lManagement Equipment - X
391-0481 Forestry Planning and Development Equipment - X

(FPD)
391-0491 Food Security Management (FSM) Equipment - X
391-0489 Management of Agricultural

Research and Technology(MART) Equipment - X
391-0489 Transformation & Integration of

Provincial Network (TIPAN) Equipment - X
391-0479 Baluchistan Area Development

(BALAD) Equipment - X

391-0485 NWFP Area Development Equipment - X

I SN N S AT RO I I T Y I S I SN AN N S SR IS SR SRS S EgsasIAsg IS AI=I=IIIS
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TABLE II-A-4

U.S./O0THER DONOR INTERACTION

Activity U.S.  Other Donor/Participant
391-0467 Irrigation Systems

Management (ISH)

1. Canal § Drain Rehabilitation «x IBRD/IDA

2. Command Water Management X IBRD/IDA

391-0489 Management of Agriculture

Research and Technology (MART) CIMMYT - International

Wheat and Maize Improve-
ment Center

ICARDA - International
Center for Agricultural
Research in Dry Area

~

391-0491 Food Security !{znagement X IBRD/ IDA
ADB - Asian Development

Bank

Food Imports (PL-480) - US Department of
Agriculture

Agribusiness Support
(Private Sector Credit Window) X Support to ADBP by Asian
Development Bank
Pakistani Banks
Habib Bank Limited.
United Bank Limited.
U.S. Banks
Citibank
Bank of America
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PAKISTAN
Table ITI-2
CONSOLIDATED CURRENT RXPENDITUERS, 19680/81-1986/87

(billion rupees)

Shares_in Tota]
1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1985/86 1986/87 1982/83 1985/86
Budget Revised Budget

4
Adminitscration,

law and order 4.9 5.8 6.8 9.6 9.8 10.8 10.6 15.1 11.1 10.7
Defense 15.3 18.6 23.2 26.8 31.8 34.8 35.1 38.5 38.0 15.0
Cuommunity Services 1.5 1.7 2.1 2.7 3.0 3.6 3.7 3.1 3.5 3.7
Soctal Services 5.1 5.4 7.4 9.8 10.5 12.5 12.7 14.2 12.1 12.7
Ecunomic Services /b 3.4 1.0 5.4 5.5 6.4 6.8 6.3 6.6 8.9 6.3
Subsidies /c 4.9 4.3 4.5 6.1 8.4 10.4 3.1 3.5 7.4 9.1
Debt Serviciag 5.9 7.7 11.1 14.1 15.7 16.7 20.3 22.0 18.2 20.2
Other 0.5 0.3 0.5 0.6 1.7 3.3 2.3 2.3 0.8 2.3

Total /4 41.1 47.8 61.1 75.3 87.4 99.0 100.2 112.4 100.0 100.0
Ja

Includes Rs 2 billion uncmployment fund and Rs. 1 billion for guarantees of
bud debts of publlc enterprises.
/b Includes 1rrigation expenditures.
Jc
sd

fncludes fertilizer subsidy.
Totals differ from current expenditures in Table [I1.] which do not include irrigation
expenditures.

Source: Plunning and Develoupment Division and udapted from (World Bunk (1987), Table I11.2)
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Table ITI-3
PAKISTAN'S BALANCE OF PAYMENTS: 1981/82 - 1986/87
(Billions of US Dollars)

1981/82 1982/83 1983/44 194485  1985,86  1986/87

{Projected’
Zurrent Account Balance -1.6 -.8 -1.0 -1.7 -1.2 -1.0
Trade Balance -3.3 -3.0 -3.2 ~3.8 3.0 -2.86
Exports (GOP) 2.3 2.6 2.7 2.5 2.9 3.3
Imports {(GOP) ~-5.8 -5.6 -6.0 -6.0 -5.0 -5.8
Services (net) -0.5 -0.6 ~0.7 -0.8 -1.0 -1.0
Private Transfers (net) 2.4 3.0 3.0 2.7 2.8 2.6
of which workers remittance 2.2} 2.9) (2.7) (2.4) (2.6) {2.3)
Capital Account Balance 1.0 1.0 0.8 0.8 1.2 1.0
Official Transfers {net) 0.4 0.3 0.3 0.4 0.5 0.4
of which refugee assistance (0.3) (0.2} (0.2} (0.2} (0.1} (0.2)
Long-Term Capital (net) 0.5 0.9 0.5 0.6 0.6 0
of which project, fonod and (0.4} 0.6 (0.3 (0.4 0.4} (0.4)
other commodity locans (net)
Memo Items:
Gross Official Reserves 0.8 1.9 1.7 0.7 0.9 0.7
Reserves in weeks 1mports 5.9 13.9 11.7 4,5 6.0 4.7
of goods and services
Current Account Deficit as 4.9 1.8 3.1 5.0 3.5 2.7
% GNF

Adapted from (World Bank (1987); Table I.6)



TABLE IIL-4

TERMS ON GOVERNMENT DOMESTIC 30RROWING

Macurity Tax
Interest Rate o Period Status
1. @ ng D
Prize Bonds 103 p.s. 1 wouthe (3 Won-texadly
Special National Fuad Boads 11.113 p.a. 2 years .
Buurer Nativual Fuad Boadas ( 12,35 p.s. ! yoar "
( 13.30% p.a. 2 yeers
( 14.92% p.a. ) yeors "
Yoceign Exchange Besrer Cart. 14.5F to 17.33% p.a. 1-) years "
Harket lueas Different rates 10-20 yeszrs Tazabla
upto 11.75% p.s.
locowe Tax Buuds 5% p.e. 10 yeors -
Goveroment Boada 113 poee B 19 yeare ®
Government Boods for State 143 p.a. 13 yeare Non-texeble
Life las. Co.
Lend Reforme Act, 1977 1T pes. [ ‘10 years Texable
11. Plostieg Debyg
Adhuc Trussury Bills for 0.3F p.oe. 90 deays Moa~texzable
Ways sad Heasne
Treasucry 8ill om Tep 6l p.a. 30 dayse "
Covesrnment Treasury Depasit ( 9.5 p.s. (special) 90 days "
Receipts ( 10X p.o. (special) 6 mooths u
( 10.5% p.s. {opecial) | year "
( 8.25% p.s. (normsl) 30 days .
( 92 p.s. (norwal) ¢ wmoatbe .
Ad huc Tressury Bills for Cepital 5.25% p.s. 10 yeare .
lavestment in Pakieten Rallygyy
111, Uufundgd Dgbg
Defense Saving Certificates 15,608 [g }1-10 yeaoss
Nstivasl Deposit Certificates/ 14,638 L4 }~7 yesrs
Accouats "
Khas Deposit Certificatae/ 13.84% /g 3 yoars .
Accounts
S5aving sccount/Certificates 10X p.s. option "
Msheasa Amdani Accountas 14,873 /¢ 1-5 years “
Poetal Life lasurance 13.203 p.s. differenc "
, peviode
1 .
la ‘(Reteotiva Period).
[b One parceutsye poict above the Jack rate.
lc Batws beyin ac 121 p.a. ftor s ooe-yesr maturitly end iocresse vwith maturity. late
cited is compound rate psysble st maturity after 10 yeears.
[d Ratwe begin ac 12 p.a. for & oBe-ysar maturity eud locresss vith maturity. Bate
Cited 1e cumpound rate peyable ot meturity safter saven years.
le Cowpound rate paysble at moturity after three years.
LfL Ratar buyto at 12.10% for one year end 10cresee to 203 for (ifth year. QRete cited

Source:

is compouud rate for five years.

World Bank (1987) Table III-7,

Ministry of Finance and Economic Affairs as presented in
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TABLE I11-5;
INTEHNATIONAL COMPARISONS OF SELECTED
1974 AND 1884
(Percent)

DEBT INDICATORS,

__Pekistan_ __ Low-Income Asis

Private creditors/DoD

Variable 1nterest loans/DOD

Total debt service/exports

Official reserves/total
debt service

Official reserves/DOD

Memorandum Items:
Average terms of public

new commltments:
Interest
Maturity (years)

~ N

All Developing
Countries

1974 1984
40.9 58.0
16.1] 4.9

8.5 19.8

445.3 g3.2 /b
64.3 23.8 /b

/8  Exports of goods and all services.

/b pata for 1983.

{advance copy).

¢1-3



SELECTED DEBT SERVICE INDICATORS, 1980/81-1994/95

1580/
1981

Dbl Service/P JExports/a 15.2

(Excluding IMF) 11.9
Reserves/ ¢ /Dept Service 120.2
Reserves/S /pob 12.9
Debt Service/GNP 2.9
Interest l'uymcnls/‘l /GNP 1.1
/n

PAKISTAN
Table 111-6
(Percent)
1981/ 1982
19482 1983
13.2 13.4
a8 10.7
111.3 215.4
8.9 20.5
2.2 2.8
1.1 1.4

1983/

1984

Exports of goods nnd all scrvices and transfers.

1981/ 1985

1915 1986
1/8.8 21,1
56 19.6
57.8 70.2
G.5 1.5
3.5 1.1
1.4 1.4

____Projected
1916 1989
1987 19490
24.5 8.0
19.5 15.7
11.7 1014.8
6.3 10.3
4.7 q.1
1.1 1.1

/b Debt service payments are inclusive of IMF repurchases and service

charges.

Reserves refer Lo gross reserves.

/d Inletest payments include IMF service charges.

17.1
17.1
14,2
17.5

€1-3



PAKTISTAN
TABLE JI1I-7
ENERGY BALANCE SHEET, 1973/79-1985/86 /
(mi1llion tons of o0il equivalent)

Homestic crude production
lmjrorted crude o1
lmported petroleua products
Opening stock
Gross Supply
Exports
NI'T suppeiy
Closing stuch/losses
Consuapt tan
GAS
Gus processed
Haw gas
Associnted gns
Grouss Supply
less feed stock
NET SUpPPLY
Less lusses
Consusption
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TABLE III-8

MAJOR PAKISTANI IMPORTS FROM THE UNITED STATES

(thousand rupees)

1985 1986

Milk Powder 0 29
Wheat 242 2,270
Mechanical Wood Pulp 11 23
Cotton 382 16
0ld Clothing 148 131
Iron & Steel Waste 77 182
Coal 140 110
Animal Tallow 570 758
Soyabean 0il 1,559 1,893
Palm Oil 0 175
Chemicals 238 331
Pharmaceuticals 165 170
Phosph Fertilizer 212 1,397
Polyethelene 22 44
Items of Rubber 82 143
Newsprint a2 21
Synthetic Fibre 46 52
Refractory Blocks 36 0
Tin Plate 7 59
Steel Sheet 28 3
Tools 25 42
Engines 27 a3
Gas Turbines 578 34
Gas Turbine Parts 270 a3
Generators 129 33
Agri Machinery 81 ]
Tractors 0 20
Levelling Machines 0 75
0il Drilling 184 67
Mining Mach. Parts 214 441
Construction Mach 25 11
Other Non-Elec Mach 524 605
Electric Machinery 246 268
Transport Equip 1,803 217
Other 2,913 1,315
Total 11,006 11,093

{Source: GOP: Bureau of Statistics)
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PAKISTAN ANNEX E
TABLE I11-9
COMPOSITION OF IMPORTS, 1974/75
(Mi1lion rupees)
Item 1974/1%  1915/26  1916/1) 1977/18  1928/19 1979/80  }1980/8) 1981/82 1982/83  19B83/84 1984785  1985/86
Capital Coods §.152 2,158 8,750 9,316 10,970 16,679 14,882 12,303 21,133 26,619 28,968 22,193
lron scd steel bars 56 45 38 57 30 100 16 65 82 85 9% 108
Plotes and eheets of iroan 690 512 175 168 1,067 1,562 1,512 1,514 1,730 2,200 2,059 1.7
and steel
Hoop and atrip iron - 33 17 21 29 28 26 44 42 [ 1 14}
Bails and redluay track 4 93 78 26 78 207 58 60 5 1 18 Y]
lron and steel vire 53 60 33 59 19 82 50 35 66 63 78 99
Tubes, pipes snd fitrings 147 L2 B1Y 139 222 210 28] &30 k23 2y, 539 845
Pover geoerating machinery 2 129 259 204 458 L4 560 852 1,312 1,185 2,826 2,738
other thao electric
Agricultural machisery 295 534 837 939 1,050 1,480 1,048 1,428 1,943 2,326 1,831 1,589
Textile sad lesthesr machinery l& 114 581 323 501 635 739 812 87} 997 1,393 1,692
Machive for special industries 20% 407 547 ) 528 540 828 832 1,020 2,307 1,912 1,820
Electric pover machinery 212 433 383 532 633 561 742 604 136 999 940 1,629
Road potor vehicles 503 23 1,055 1,141 1.598 2,299 2,345 3,030 3,075 4,560 4,552 5,256
Others 3.888 2,941 3,187 4,284 4,652 8,521 6,617 7,192 9,710 9,31} 12,528 15,408
Conswamer Coods &.7]4 4.1)7 2,651 5,533 1.842 1.300 1.115 8,407 9.593 10,1¢6 16,322 16,4623
Wheat 2,461 1,785 660 1,337 3,508 1,041 633 800 813 858 2,150 4,720
Other food 931 1,281 1.386 2,078 1,871 2,517 2,983 3,148 1,618 4,459 s.210 3.1
Petroleum products 424 390 601 123 926 1,886 1,774 1,661 2,118 1,984 2,418 2,053
Bedicines aand drugs 18¢ 2.2 348 513 601 751 936 1,222 1,350 1,800 ).974 2,265
Pricted matter 34 21 4 49 71 l67 100 97 92 98 110 134
Others 628 588 632 855 868 1,138 1,340 1,479 1,502 1,547 1,910 2,142
Rav Matersals 10,059 8,920  J0.611 12,944 7,576 22,750 30,887 33,571 31,623  A},342 46,838  A).I%¢
Crude petrolewn 2,143 2,526 2,71} 3,380 3,046 5,857 9,840 12,12 12,8951 12,149 14,374 10,640
Petroleus products 745 817 772 815 1,274 2,940 3,588 4,266 5.524 5,018 4,970 4,082
Edible oil 1,297 1,082 1,478 1,353 2,953 2,295 2,625 3,450 3,670 6,518 6,95 6,129
Chemicals 625 483 550 648 814 895 1,212 823 1,132 1,532 1,991 2,007
Dyeicg end tasuing materiale 203 208 208 363 31l 392 462 493 518 613 682 128
Fertilizers 960 559 623 1,048 2,808 2,111 3,537 893 2,117 1,539 1,290 1,019
Chemical materiale, W E.S. Jas 443 629 &49 429 444 550 754 873 1,201 1,802 2,0%
Pig iron, spooge forme of fron 280 64 39 47 96 146 120 33 65 88 102 105
Ingot & primary forws of iron 481 134 24 295 3o 329 383 360 207 117 24 3
Soo-ferrous metals, R E .S, 7 3 & 5 2 2 5 3 1 2 2 4
Iron scd steel forgings 1? 48 18 11 14 15 20 9 1 22 18 n
Coppes 127 42 50 86 78 133 184 145 178 by 27 292
Alumicin 108 33 188 140 135 211 234 356 282 an 407 b 1YY
Others 2,678 2,545 3,098 4,304 5,28¢ 6,380 8,130 9,887 9,896 12,189 13,489 12,694
Total 20,925 20,465 23,012 27,815 36,388 46,929 33,544 59,482 68,151 26,701 89,728 90,946

/a Petroleum Products other than consumer goods.

Source: Federal Bureau of Statistlics as taken from {World Bank (1987) Table 3.03])
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ST A AN AL dgans

WS TALn ITI-.3
VOLUME, VALUE AND UNIT VALUE OF MAJOR IMPORTS
1977/78-1985/86 /&

1977/78 1978/79 1979/80 1980/81 1981/82 1982/83 19833/84 1584/85 1985/86

Volume 6,537 8,906 8,556 7,746 7,384 7,522 7,818 7,406 7,009

Vaiue 1,010 1,537 1,785 2,342 2,268 2,137 2,248 2,231 1,652

Umit Value 155 173 209 30z 307 284 287 301 236
Crude 011

Volume 3,315 2,946 1,619 3,955 4,412 4,187 4,29 4,366 3,727

Value 341 308 592 994 1,143 989 915 948 659

Unit Value 103 104 128 251 259 236 213 217 177
POL_Products

Volume 1,282 1,676 1,817 1,663 1,604 1,897 2,186 1,808 1,89)

Value 155 222 448 54) 540 574 547 487 356

Unmit Value 121 133 268 325 337 302 250 269 193
Fertilizer

Volume 595 1,575 1,112 1,283 314 717 490 496 544

Value 104 284 274 357 85 167 114 118 129

Unit Value 175 180 246 278 269 233 233 238 237
Edible 0il

Volume 249 412 345 467 624 640 752 653 814

value 148 268 230 266 321 276 482 447 373

Unit Value 595 651 667 570 514 431 641 684 458
Teu

Volure 61 6l 61 73 70 81 96 84 83

Value 127 10} 96 120 103 131 190 231 135

Unit Value 2,085 1,652 1,581 1,581 1,487 1,617 1,970 2,750 1,627
Other_lmports '

Value(CIF) 1,240 1,617 3,511 3,73 4,012 3,968 1,287 1,178 4,875
Totul Imports .

Value(CIF) 3,174 4,508 5,331 6,120 6,356 6,105 6,535 6,455 6,527

/8 yolumes in thousand metric tons, value in million US dollars and unit value in US_dollurs ————————
Figures for 1985/B6 are provisional actuals, for 1986-87 are forecasts.

Source: Planning and Development Division of (World Bank (1987} Table 3-05)
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Table ITI-li: COMPOSITION OF EXPORTS,

PAKISTAN

(million rupees)

1976/77 - 1985/86

19767717 1977/78 1978/79 1979/80 1980/81 1981/82 1982/83 1983/84 1984/85 1985/86
Raw cotton 292.1 1,053.6 655.2 3,321.0 5,203.4 2,938.2 3,896.6 1,771.8 4,368.0 8,1290.
Cutton yarn 1,171.7 1,059.5 1,9856.1 2,038.0 2,048.7 2,074.9 3,145.9 2,930.8 3,973.5 4,511.3
Cotton cloth 1,603.) 1,741.2 2,135.2 2,416.6 2,389.6 2,949.1 3,.579.0 4,856.1 4,637.8 5,382,
Rice 2,477.9 2,408.5 ,380.0  4,179.3 5,601.6 4,127.9 3,682.6 5,688.4 3,339.7 5,527.2
Fish and fish
preparations 381.3 341.4 462.0 530.5 559.2 789.2 397.: 1,007.1 1,231.0 1,334.9
Tanned leather 647.4 636.5 1,247.3 1,264.4 891.9 1,152.2 1,195.0 1,971.7 2,325.2 2,900.0
Carpets and rugs 911.9 1,170.8 1,764.7 2,193.4 2,242.8 1,678.5 1,912.9 2,322.7 2,030.7 2,692.7
POL products 268.5 625.9 607.9 1,764.2 1,675.2 2,047.3 984.1 539.8 525.0 507.1
Sports goods 199.1 194.9 212.1 244 .6 312.3 319.5 448.9 670.0 673.6 136.6
Raw wool 76.2 72.7 107.9 1€5.3 80.2 107.9 163.6 171.4 261.2 274.0
Othera 3,253.9 3,635.3 4,360.9 5,346.8 8,273.6 8,035.2 14,538.2 15,408.8 14,613.7 17,685.2
Tota) 11,293.9 12,930.5 16,925.0 23 ,410.1 29,279.5 26,269.9 34,441.7 37,338.6 37,979.4 49,592.2

Source: Federal

/ ﬂ\

Bureau of Statistics and taken from [World Bank (1987)

Table 3.07]
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CTERLE TR 7T

VOLUME, VALUE AND UNIT VALUE OF MAJOR EXPORTS, 1977/78-1985/86 /a

1921118 1978719 1979/860 1980/81 1981/82 1982783 1983/84 19684/85 1965/8¢%

Rev Cofton

Volume (M.¥g) 105.00 55.00 251.00 325.00 231.30 254.92 98.22 267.99 $eb, 24

Value 110.10 66.20 335.30 $23.60 264,00 305.62 131,44 28). 94 517,09

Frace ($/xg) 1.09 1.20 1.34 1.62 1,14 1.20 1.3% 1.09 0.80
Baseatj Rice

Volume (000 MT) 280.00 180.00 320.00 £10.00 261.81 231.74 405.9) 174,00 2t.0. 5%

Value 124,00 135.40 225.50 290. 60 185.42 148,24 243,84 108 66 11).48

Frice (S/MT) 442.8¢ 7%2.22 104.69 707.32 708.22 62).54 600.69 624.22 (YA 1
Other Rjce

Volume (000 MI) €00, 00 830.00 170.00 830.00 689.22 667.10 8%9.10 544,63  1,033.4A

Value 119.30 206.00 196.70 275.80 205.8% 141,49 178.14 111,50 148,26

Frace (5/MT) 198.83 248.17 235.45 332.29 298.67 212.10 201.36 204.1) §s9.89
Cotton Yarn

Volume (H.Kg) 60.00 97.90 99.90 95.20 95.60 134.10 101.81 125.86 132,64

Value 107.00 197.60 105. 90 207.00 196.67 247,51 217.82 261.9) 119.29

Feice ($/rg) 1.78 2.02 2.06 2.17 2.06 1.8% 2,14 2.68 1.1
Cotten Cleth

Volime (H.Sq.Mtr) 4%3.%0 53).80 545.80 500,90 . 584.30 605.33 664.18 €81.62 H1.s

Value 125.70 2i5.170 244,20 241.40 279.%0 281.59 360.24 303,64 311.0¢

Price ($/5q.Hir) 0.39 0.41 0.4% 0.48 0.48 0.4 0.54 0.44 0.4)
Leather

Volume (H.Sq.Mur) 8.70 12.70 10.20 8.80 11.01 10.74 16.64 15.67 17.4)

Value 64.30 124.00 121.10 90.10 105. %i 94.02 146. 7 15).28 117,96

Yerce (5/8q.Mir) 1.39 9.76 12.52 10. 24 9.92 8.75 8.19 9.18 10.09
Larpgrs

Volume (M.Sq.Hir) 1.90 2.50 2.0 2.50 1.9) 2.2 4.69 2.07 2.4

Value 118.30 174.80 222.10 226.60 159.10 150. 50 172,31 13).87 159.39

rrice ($/Sq.Mir) 62.26 69.92 82.26 90.64 82.44 67.49 36.74 64.67 61.38
Fieh and Preparsijons

Volume (M.Kgs) 11.40 1).60 13.20 19.70 17.60 16.58 27.63 36.3¢ 3 e2

Value 34,50 14.70 $3.60 56.50 74.87 70.58 7.7 81.15 62.)6
_Price ($/xg) 2.5 1.08 4.06 2.87 4.25 4.26 2.10 2.2) 7.3
Luar b Producta

Voluse (NT) 90.00 110.00 90.00 50.00 60.00 60.00 70.00 66.9) 12.42

Value 20.50 27.50 33.60 28. 90 28.90 21.90 25,91 22.48 .40

Price ($/MT) 0.2) 0.2% 0.37 0.58 0.48 0.3? 0.3 0.34 0.38
Readymads Cagmente

volumwe (K. Dor) 1.9) 2.54 3.78 4,51 4.89 5.10 9.1 1.19 10.1%

Velue 29.80 38.10 53.90 15.30 94.20 117.8) 160.58 132.21 01.62

Trice ($/Dox) 15.44 15.00 14.26 16.70 19.26 20.67 17.59 18.46 19.86
Synth. Jex. Fab,

Volume (M.S5q.Mir) 31.30 10.30 5.10 90.80 12.30 140,24 66.14 28.60 100.92

Velue 15.35 6.56 5.4 128.48 23.50 220.12 102.70 41.94 48,09

Poice ($/5q.Mix) 0.5%0 0.64 1.07 1.4t 1.91 1.57 1.6) 1.4 0.48
Rav Voo 1

Volume (M.6q.Htr) 4.90 5.30 4.20 . 2.70 $.80 1.14 8.24 10.76 9.12

Value Y 10.10 9.59 5.05 10.62 12.50 12.71 11.20 16.8¢

Price ($/Kg) 1.50 1.91 2.28 1.87 1.8) 1.75 1,54 1.60 1.13
Others '

Value 384.58 492,94 651.16 806.77 843.70 896.9% 916.29 893.60 817,48
Jotsl Enporte

Value 1.311.00  1,209,60 2.364.70 2.951.30 2.490,04 2,709,861 2.741.56 2.20Q.21 2.0439.:8

“la vslues is milllon US dollars. i
Source: Planning and Development Division taken from [World Bank (1987), Table 3.09}
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ANNEX P

SUMMARY DESCRIPTIONS OF TA PROJECTS AND
NON-PROJECT ACTIVITIES UTILIZING ACE RESOURCES FCR
EQUIPMENT PROCUREMENT

IRRIGATION SYSTEMS MANAGEMENT (ISM)
(391-0467)

Project Purpose:

To increase the capabilities of the institutious involved in irrigation
planning, design, research, operation and maintenance, and to bring about
policy changes needed for proper irrigation water management.

This project was developed in conjunction with the World Bank (IBRD/IDA) with each
donor's area of participation identified or areas of participation split (i.e.,
rehabilitation, etc.)

The project implementation 1s being carried out by components as follows:

1. Rehabilitation Works
a. Canals & Drailns
Y. Workshops

2. Institutional Improvements: Management and Technical Skills Development.
a. Federal level
b. Provincial (PID's)

3. Planning, Policy Implementation and Research
4. Command Water Management

The LOP (1983-89) ISM funding level is projected at $65 million. In additiom, $52
million of ACE grant fund were earmarked for commodity procuremeant. These funds
have or will be used to procure the following categories of equipment and
commodities from the United States:

Heavy equipment (see attached list) for canal and drain rehabilitation;
Irrigation workshop equipment;

Spare~parts (for existing/old equipment);

Data collection/analysis equipment (ACOP - sedimentation studies);
Hydraulic research and design equipment.

The equipment under the first four categories has been received. Procurement was
through the GOP using the services of two PSA's (Connel Brothers for heavy
equipment and AGEIS for spare and small equipment). Specifications for research
equipment are under preparation by the ISM TA Research Team (University of
Idaho/Washington State University and Development Alternatives Inc. (DAI)).
USATD/ISM personnel assumed an active role in the earlier procurement process.

DEVELODPMENT ASSOCIATES, INC.
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MANAGEMENT OF AGRICULTURAL RESEARCH AND TECHNOLOGY (MART)
(391-0489)

Project Purpose:

Strengthen the performance of the natiomal agricultural research system to
generate and disseminate quality and relevant agricultural technologies to the
farmers of Pakistan.

Implementation of this project is being carried out under five components or
subject headings but totally inter-related in direction and efforts to attain the
stated purpose and goal. These components are as follows:

l.

Research Management and Administration (RMA) - Identify problems and then
causes and propose alternative solutions in the areas of research planning,
regsearch methods, organization and administration, information flow and
financial management. Recommendations will be translated into specific
management improvement interventions for implementation throughout the national
agricultural research network.

Information Transfer (IT) - The goal is to (a) make research results more
readily available to the general public and potential end-users; and (b)
disseminate the information in ways which respond to the needs of the client
group and to ensure the information's effective utilizationm.

Training for the Agricultural Research Network (TARN) - This component is
designed to improve the capacity of the agricultural research community in
Pakistan to identify, meet or carry on staff training programs designed to meet
Paklistan's personnel requirements in the varlous research, extension and
information disciplines required for productive and pertinent research efforts.

Arid Zome Research (AZR) - This component is designed to strengthen capacity,
and capability of the Arid Zone Research Institute (AZRI) in Baluchistan to
generate and disseminate .juality and relevant technologies aimed at increasing
agricultural production in Pakistan's non-irrigated areas.

Wheat and Maize Coordinated Programs (WMCP) - This component is designed to
identify the factors coatributing to the large gap between production potential
and actual production by the farmer as a basis for developing a "farming
systems research” approach for future research efforts in Pakistan.

The total LOP level of U.S. funding is $30.0 million. Components funding
levels are projected as follows:

RMA $11,778,000
IT 3,802,000
TARN 4,065,000
AZR 5,997,000
WMCP 4,358,000
Total $30,000,000

DEVELOPMENT ASSOCIATES, INC, ——
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Approximately $4.6 million for commodity and equipment procurement will be
provided in addition through ACE with projected distribution by components as

follows:

RMA
IT
TARN
AZR
WMCP

1.50
0.25
0.60
0.15

Total

$2.5 million

Status: Pakistan Agricultural Research Council (PARC) will from past
experience procure this equipment through their established GOP

procurement channels.
with zero disbursement to date.

As of May 1987, $578,193.93 has been committed

Equipmen. requirements were

determined by a survey of institutions as to requirements.

The type of equipmeut and ultimate recipilents are as follows:

1. AZRI (Arid Zone Research Institute) - Quetta

ae

Research Support

Farm tractors

Soll preparation equipment
Thresher

Seed cleaner & treatment equipment
Forage plot harvester

Animal Range Equipment

Soil & plant analysis equipment
Ovens
Balauaces

Agronomy

Seed counter
Refrigerator (material storage)
Laboratory equipment

Extension & Communication

Projector
Camera
Plot planter

Meteorological Station

Datalogger
Weather station e--:ipment

DEVELOPMENT ASSOCIATES, INC, —
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2.

Baluchistan Province

Agricultural Research Institute

Laboratory equipment
Field plot equipment
Farm equipament

Sind Province

de
b.
C.
d.
e,
£.

Sind Agricultural University, Tandojam

Sind Agricultural Research Institute, Tandojam
Sind Horticulture Institute, Mirpurkhas

Malze and Wheat Research Institute, Dadu

Rice Research Institute, Dokri

Sugarcane Research Institute, Larkana

Miscellaneous laborétory equipment

Punjab Province

a.
b.
c.
d.
e.

Agricultural University, Faisalabad

Agricultural Research Institute, Falsalabad

Rice Research Institute, Kala Shah Kaku

Barani Agricultural Institute, Chakwal

Barani Agricultural Research Institute, Bahawalpur

Miscellaneous laboratory equipment
Research plot equipment

North West Frontier Province

Agricultural Research Institute, Tarnab
Agricultural Uuniversity, NWFP, Peshawar
Cereal Crop Research Institute, Risalpur

Miscellaneous laboratory equipment
Research plot equipment

National Agricultural Research Center (NARC) =~ Islamabad

Equipment lists under preparation for FY87 procurement,

DEVELOPMENT ASSOCIATES, INC.
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TRANSPORMATION AND INTEGRATION OF THE PROVINCIAL
AGRICULTURAL NETWORK (TIPAN)
(391-0488)

Project Purpose:

To integrate agricultural research in the NWFP with agricultural education at
the university level, improve the quality of education offered and research
undertaken by the university, and strengthen linkage with agricultural
extension through a problem—~solving, farmer-oriented outreach program at the
university.

The project will be implemented in three phases. The implementation of each
successive phase will be preceded by a comprehensive evaluation of activities under
the prior phase. These phases may be best characterized as follows:

Phase I - Rey features of AU's institutional development will have been put into
place and construction and equipping of the most needed campus
physical facilities completed or nearing completion.

Phase II - Institutional development will be at a stage where major aspects of
teaching, research and outreach programs have been established to a
greatly improved but not yet completed agricultural university in the

NWFP.

Phase III - Will be concentrated on quality improvement in the teaching program
' and in research administration. The outreach program and external
linkage will be fully developed.

An initial ESF grant of $35.5 million has been outlined for Phase I. Subject to
satisfactory performance and progress achleved under Phase I, the Mission will seek
authorization amendments to increase the level of funding by $11.5 million and $8
million respectively to a total of $55 million for all three phases of the ll-year
project. In addition it is proposed that $3.0 million be provided under the ACE
program for commodities and equipment for Phase I and an additional $2.0 milliom in
Phase II for a total of $5.0 million. Procurement will be undertakem by the
University of Illinois (Contractor) using the university procurement services.

Status:

$3.0 million of ACE resources committed by a FRLC. The payment made is through
the University of Illinols procurement system under a Federal Reserve Letter of
Commitment. The U of I contract authorizes this type of procurement mode. The
general categories of equipment includes laboratory equipment and research
station equipment. Portions of this equipment have arrived on site.

3121D

DEVELOPMENT ASSOCIATES, INC.
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BALUCHISTAN AREA DEVELOPMENT (BALAD)
(391-0479)

Project Purpose:

To accelerate the lategration of the Makran Division of Baluchistan into the
goclo-economic mainstream of Pakistan and to improve the quality of life in
Makran through improving roads, water and agricultural infrastructure and
strengthening Provincial and Divisional planning, management and human

resources.
Project activities include:

1. Road construction, upgrading and maintenance;
2. Water sector (irrigation, impoundment, control) improvements; and
3. Strengthening of Provincial and Division planning and management capabilities.

The LOP (1984-89) BALAD funding level i3 projected at $40 million. In addition,
$4.7 milliou of ACE grant funds were earmarked for commodity procurement in support
of the BALAD Project activities. These funds have been or will be used to procure

in the U.S. the following categories of equipment:

Irrigation and Power Department (small dam coanstruction, diversions, "Karez"
maintenance)

Barth moving & support equilpment
Compaction equlpment

Surveying equipment

Water flow instrumentation

Heavy equipment transport components
Drilling equipment

® © ® 0 ¢ o

Communication and Works Departmeant (road construction and maintenance)

Heavy equipment transport equipment
Maintenance shop equipment

o Surveying equipment

e Heavy equipment and support equipment
e Dump trucks

o Concrete mixers

e Aircompressors

[ ]

[ ]

Agriculture Department (extension - demonstration)

e PFarm tractors and implements
e Land planes

e Survey equipment

e Flumes

o Office equipment

DEVELOPMENT ASSOCIATES, INC.
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The procurement was through a host country letter of credit. However, USAID/CMO
assumed the major responsibllity for this procurement because the 3aluchistan
officials had no prior experience in procurement of this type.

All procurement of the first tranche has been completed, with approximately 85-90
percent of the equipment on site.

FOOD SECURITY MANAGEMENT (FSM)
(391-0491)

Project Purpose:

To improve the analytical and policy formulation framework, the managerial
capabilities, and the physical capacity of the GOP to manage the n:“ional food
security system effectively and efficiently.

The project was designed to be implemented through three compcnents with
implementation carried out independently but linked at key points. The three
components are as follows:

1. Economic and Policy Analysis (EPA) - includes the establishment of an
economic analysis network and a special studies program to address key
issues In the food security area.

2. Agricultural Data Collection (ADC) - will modify the existing basic
agricultural statistics collection system with a more accurate and efficient
system designed around the area sampling frame (ASF) concept.

3. Post Harvest Management {(PHM) - will assist the GOP to improve its national
grain storage system. (The public sector is viewed as being the prime
gector for involvemart and leader for at least a decade - private sgector
involvement only with policy modifications.)

The LOP (1984-89) FSM funding level is projected at $35.0 million. In addition
$0.9 million of ACE grant funds have been earmarked for direct commodity support to
the FSM project. Procurement of computers to strengthen the data collection and
analysis capacity will be through the issn~-~e of a PIO/C for standard AID/W
procurement procedures.

FORESTRY PLANNING AND DEVELOPMENT (FPD)
(391-0481)

Project Goal:

The primary goal of ¥PD {3 to help Pakistan increase its indigenous energy
supplies and to achieve energy self-sufficiency. Its secondary goal is to
reverse the process nf deforestation.

DEVELOPMENT ASSOCIATES, INC, ——m
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Project Purpose:

To strengthen the capability of federal, provinecial, and local institutioas to
design, implement and evaluate policies and programs for increasing the
production of fuelwood and timber and to demonstrate the economic and social
feasibility of producing tree crops on privately-owned farms and range lands.

The implementation will be carried out in three closely-related project components:
Institutional and manpower development;

. Farm and energy forestry research; and
. Farm and energy forestry £leld operational activities.

(VS I 8 B ol
.

The LOP (1983-90) FPD funding level is projected at $25.0 million. In additionm,
$3.5 million of ACE grant funds have been earmarked for commodity procurement in
support of the PFD project.

The equipment was procured by the Pakistani Embassy in Washington based on the
issuance of letters of commitment. All equipment has been procured and delivered
to the site. This procurement was for the following:

1. Irrigation Plantation ~ Sind (mine support timber production)

e Heavy equipment
e Farm tractors and equipment components
e Surveying equipment

2. Forestry Institute -- Peshawar

Miscellaneous laboratory equipment
Field research equipment

Teaching and training equipment
Extension support equipment

NWFP ARFA DEVELOPMENT (NWFAD)
(PADOON—~AMAZAT ARFA DEVELOPMENT)
(391-0485)

Project Purpose:

To change the Gadoon Amazail area economy from one based primarily on poppy
cuitivation to a diversified agricultural and aon-agricultural system with
strong tles to the national economy.

The project is designed arcund two distinct programs of action: (1) effective
!{mplementation of a plan to enforce the existing ban on poppy cultivation, and (2)
a USAID/GOP development program that will finance development activities in the
project area.

DEVELOPMENT ASSOCIATES, INC.
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The development program will be implemented i{n inter—related phases:

Phase I. Improve transport and other infrastructure and laying the groundwork
for Phase II.

Phase II. Agricultural development, infrastructure construction, off-farm
employaent.

ACE resources (approximately $0.4 million) will be utilized to support the
agricultural development program. Limited commodities and equipment «will be
imported to gsupport a program of on-farm trials and demonstratioan, and distributicn

of ilmproved seed.

NON-PROJECT ACTIVITIES

NORTHWEST FRONTIER PROVINCE

Six million dollars of ACE funds has been allocated for the procurement of heavy
equipment for rural road counstruction and maintenance. A request for the
initiation of the procurement has yet to be received from the GOP.

WARSAK HIGH LIFT PUMPING STATION

ACE funds (31.3 million) have been allocated for the procurement of five
replacement pumps (replacement necessary because of scouring due to heavy silt
load) at the Warsak Station. A contract has been signed for the manufacture of
these pumps.

CENTER FOR THE ADVANCEMENT OF MOLECULAR BIOLOGY (CAMB),
UNIVERSITY OF THE FUNJAB, LAHORE

ACE funds (30.44 million) have been allocated for the purchase of research and
laboratory equipment for CAMB. The center, located at the University of the
Punjab, Lahore, is structured to carry on basic research in plant and animal
diseagses. Through a genetic engineering approach they are gseeking ways of
affecting countrol measures. An example i3 the addition of 2 characteristic of a
yeast chain to the chickpea so that the chickpea 1s resistant to certain virus
caused diseases (a major factor in chickpea production). The ACE equipment will be
used for such research, Specifications for the equipment have been prepared by
members of Johns Hopkins University., Procurement will be by the Pakistan
Agriculture Research Council (PARC) through their established procurement channels.

3121D
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ANNEX G

ACE COMMODITIES IMPORTED

Fertizer - DAP 831,488 MT
TSP 10,500 MT
Wheat 557,468 MT
Cotton 56,637 Bales
Equipment *
Project Million Dcllars
IsM 51.8
MART 5.6
BALAD 4.7
TIPAN 3.2
FSM .9
NWFAD .4
(70.1)
Non Project
Warsak high lift pumps 1.30
CAMB .44
NWEFP Roads 6.00
Misc. 2.60
(10.34)

Total Equip. 80.45

* General categories of equipment included in Annex F,
Project Descriptions.
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ECE COMMODITIES IMPORTED

8id No.: 391-0486-GSP/861/031/PRQ-01

Orilling spares and accessories

Truck mounted rotary cum diamond core
Mud/Rig Laboratory Equipment

Mud Chemicals

Transport Equipment

Misc. Equip. (Meters)

Time & Frequency [P Transmitter 4 Receiver
Hard Rock Pressure Orill

Geophysical Logging Equipment

Petrology & Mineralogy Lab Equipment

391-0486-WAPDA/B5/T - Lots [ & II

Spare parts for Gas Turbine Power
Station Shahdara

391-0486/WAPDA/B5/CEH/PES - Lot III

Spare parts for Steam Power Station
llishatabad.,

Truck Mounted 40 Ton capacity Cranes
for Warsak Power Station

391-0486/WAPDA/86/D-01

Equipment & Commodities for Power
Distribution System.

(Current Voltage Transformers,
Sub-standard Volt/Ammecers,

P.F. Meters, H.Y. Detector,
Megger, Watt/Var Recorder,
Transformer Turn Ratio Test Set,
Cable Fault Indicator,

Infra-red Thermometer, etc.

391-0486/WAPDA/86/5TG-01

Measuring & Testing Equipment for
WAPDA Transmission and Grid Station

391-0486/KESC/PUR/01/85

List of spare parts for Korangi
Thermal Power Station

List of spare parts for SITE gas Turbine
power Station and Korangi Gas Turbine Power
Station.

Capacitor Banks
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391-0436/KESC/PUR/36-02

15 KY HT XLPE insulated Aluminium

Strand Cable(Lot-1, Group A)

15 KV Straight through Joint Box (Lot-I,
Group B)

11 KV Heat Shrinkaple Cable Termination
(Lot-1, Group C)

Spare Parts for KESC Grid Stations
(Lot-11, Group A, 8, C, D, E, F, G, H,

I, J, K, and L '

Spare Parts for KESC Generation Stations
(i) Korangi Gas Turbine Station (Lot-I[I)
(ii) Korangi Thermal Power Station (Lot-1V, Group A thru I)
Forklift Trucks (Lot-V)

Aerial Elbow (Truck Mounted) (Lot-VI)
Self Loader (Truck Mounted) (Lot VII)

7.5 Ton Mobile Crane (Lot-VIII)

Enerqy Meters (Lot-IX)

391-0486/HDIP/86-01

Eci'ipment for Basin Studies Division,

Islamabad (Lot I)

Equipment for POL Labs. Karachi (Lot II)

List of Equipment/Machinery for Compressed
Natural Gas in automobiles (Lot III)

Equipment for Combustion Engineering Laboratory
(Lot V)

Equipment for Pilot Plant Station for Process
Development Training (Lot V)

391-0486/0GDC/87-01

Seismic Equipment, Well
Yelocity Equipment, Geophone Stringes,
Cables, Yibrators, Spare Parts

Cata Telecommunication Equipment
Well Logging Truck Equipment,
Surface Recording Unit,
Oscilloscope, Voltmeter,
Function Generator

391-0486/FRC & SEC-PCSIR/86-01

Equipment & commodities for Coal
Alternate Fuels & Coal 3riquettes
Research, Analyses & Testing

Equipment for Solar Energy Center
and Renewable Energy Develonpment

¥
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391-0486/0GDC/84-01

Casing, Casing Accessories, Liner Hangers

Bits & Nozzles, Diamond Core Heads,

Well Heads, High Pressure Fittings,

Mud chemicals, Cement, Cement Additives

Kelly Cocks, Orill Collars, Steel Wire Ropes,
Orill Pipe Casing Protectors, Dopes, Gate Valves

391-0486/WAPDA/86/T-02

Turbine Blades, Diaphrams and Rotating
81ades for WAPDA Gas Turbine Power
Station

\\k\



AMNEX H

PLANNED VS. ACTUAL EXPENDITURES

Agricuitural Cammodities & Equipmant
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Source: USAID/ARD, March 1987 Quarterly Review
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Fartilizer
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Cotton

Agrcultural Commodities & Equipment
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Private CIP
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PIANNED VS, ACTV L EXTONIITURES
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FTATUS OF T NPUTS 41
¥ COMMODITIES AND EQUIFNENT (391-0484)

41 COMMOAITIES
R <= BAMNT ocmooeooe cocimeaees LOAM —-emnemmenn e PHYSICAL ===~ ==em==mmmsmmm e soo s omt e e
ae wmmasemmns § Q) coceesennn wesmeeaca- § 000 --<-eemoe sememeeccoioaaean

" Planned Achieved Disbursed Planned Achieved Oldbursed Planned Achleved ASSESSHENT

50,000 30,000 0 50,000 30,000 2,312 0 0

A4 PROGRESS
Al e e
42 The demand for Fublic Seclor continues to be
-§2 high. Progress in Privale Seclor continues o
-4 ' be slow despite revision of lhe, wagisus loan
n asount and increaged paybact peeiod.
-83
-83 ' PROBLENS
1 J e .
-03 As yet there is no aovement of privale seclor
-84 funds,
-84 ACTIONS PLANNED
S e———————
-84 It is proposed to transier approrimalely $20
-85 ailllon loan funds to to the Public Sector on
-4 .30 {saediate basis and another $10 sillion for a
-8% 2,400 second priority List, 17 Lhe Privale Sector
-85 3,000 2,400 objective is nol achieved inspile of our very
-6 5,000 2,400 best efforts Lhen Lhe resaining balance will
-8 3,000 2,300 2lvo be utillzed by the Public Seclor,
-84 2,500 1,433 2,500
-96 2,300 1,892 2,300
-87 b2b , 8,30 5,93 4,312
1-87 5,000 1,500 I,%00

-87 5,000 10,000

-B7  7.000 15,000

-89 2,000 10,000

-8 4,000 9,547 3,000

»-88 7,000 14,000
:-88 1,000 10,000
-+ 89 1,000 2,564

n-92 Source: USAID/E&E, March 1987 Quarterly Review
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ANNEX J

WAPDA GENERATION REQUIREMENTS THROUGH 1993

Demand for electric capacity (MW) and energy (GWH) in Pakistan has risen
rapidly over the past decade at average rates of 9 and 13 percent
respectively. See Table III-7 for their trends. Electricity consumption
growth 18 being driven by rising living standards, changing patterans of
energy use that accompany economic development, and failure to eliminate
or substantially reduce subsidized electricity prices. The Sixth Five
Year Plan places almost 75 percent of total industrial burden on the

private sector.

Table J1 shows that, for WAPDA aloune, the price tag to avold load
shedding by 1993 will be over $4 billion for geuneration expansion and
over $2 billion for corresponding transmission and distribution systems.
0f the $4 billion, $2.4 billion will represent foreign exchange costs.
Additional substantial funding will be required for KESC and rural
electrification generation expansion.

Since 1981, considerable attention has been directed towards the private
gector by World Bamk and Asian Development Bank. Other donor agencies
are also making loans avallable on a lesser scale to private sector
industries. While their effort is substantial, there remains a huge gap
in the foreign exchange requirements needed to (1) bridge the gap between
energy resource avallability and demand, and (2) to increase availability
to private sector activity to ccuplement public sector actlvities. A
successful ECE private sector window and leverage on reducing the energy
price subsidies could play a significant role in financing and reducing
these requirements.
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WAPDA's Major Generation Projects To Eliminate Load Sheddings by 1993

TABLE J-1

On-line Project Name Capacity Financing
Year Addition Million of Dollars
(MW) TOTAL Foreign
Exchange Cost
1986-37 Rot Addu Combustion
Turbines (Units 1-4)........ 400 $165 $ 86
1987-88 Steam Units for Combined
Cycle operation at Guddu.... 200 $ 88* $ 45%
1988-89 Kot Addu Combustion
Turbines (Units 5-8)..eveess 400 4175 $ 90
Guddu Gas TurbinesS.......... 200 $ 88* $ 45%
1989-90 Jamshoro Oil Pired Units 1&2 460 $367 $: 30
Combined Cycle Steam Uaits
at Kot Addu....... criesanne . 200 4 88 $ 45
Additional Combines Cycle
Steam Units at Guddu........ 100 $ 44 $ 23
Mangla Units 9&10 (Hydro)... 200 $ 89 $ 44
1990-91 Tarbela Units 11-14......... 1728 $666 $303
Jamshoro 011 Fired Units 3&4 420 $§214 $ 97
Lakhra Fluidized Bed........ 150 $300 $180
Combined Cycle Steam
Units at Faislabad.eeeevveas 40 4 18 $ 9
Combined Cycle Steam
Units at Kotri'.'.‘l....!.l. 40 318 $ 9
1991-92 Multan 0il Fired...... ceeess 210 $100 $ 65
Jamshoro 0il Fired Units 5&6 600 $590 4366
1992-93 Chashma Low Head Hydro...... 240 $100* $ s0*
Jamshoro 011 Fired Uait 7.. 300 $295 4183
Multan 01l Fired Unit 7..... 210 $100 $ 65
Lakhra Coal Fired......... .. 500 $1,720 $585
Total 6, 598MW $4,040 $2,404

*Egtimated based on installed capacity cost in Pakistan.
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ANNEX X

SUMMARY OF THE
AGRI CULTURE SECTOR SUPPORT PROGRAM

USAID/PAKISTAN - 4/87

1. INTRODUCTION:

The proposed Agricultural Sector Support Program (ASSP) is designed tb
provide balance of payments support to the Government of Pakistan while
laying the groundwork for sustained agricultural growth through
institutional and structural policy reforus in the agricultural sector.
USAID/Pakistan proposes an initial authorization of 3300 million grant,
with a second $300 miilion grant to be authorized at the end of the third
year if justified by successful results during the first three years.

ASSP builds on the economic analysis capability being fostered by the
Food Security Management (FSM) Project and the successful experience of
support for policy reforms and resource transfers under the Agricultural
Commodities and Equipment (ACE) and PL-480 Programs. ASSP will finance
detailed studies in the a?ricultural sector that not only identify key
constraints but also spell out the costs, henefits, and means of
implementing the pronosed reform. These analytical studies will form the
basis of discussions, which will include workshops with public and
private sector participants. Subsequently the qovernment will decide if
and how policies or requlations need to be modified.

ASSP has two different modes of balance of payments and budgetary
support: first, there is a commodity import program (CIP), largely in
fertilizer; and second, there are sector support grants. As stated there
are two basic purposes for the Agricultural Sector Support Pyvogram. One
is balance of payments and budget support which is addressed through bnth
sector suppcrt grants and commodity import mechanisms. The second
purpose of the project is to increase economic growth in the agriculture
sector through policy reforms and expanded private sector investment and
participation. The latter purpose is achieved when both Governments
agree to a set of self-help measures.and institutional, policy or
administrative changes which will stimulate the agricultural economy.
These agreed upon activities are to be supportive of GOP initiatives and
five year ﬁlan targets. Examples of such would be USAID activities which
assisted the Government prior to 1ts making requlatory changes in the
edihle oils, fertilizer and wheat sub-sectors.

ASSP will operate in the context of an economy in which structural
weaknesses seriously threaten the nation's balance of payments situation
and its ability to sustain the 1977-86 GNP growth rate of 6.5%. The
external sector fs characterized by a2 narrow export base and restrictive
trade policies. Measures to increase and broaden government revenues are
urgently needed, while the vast majority of the GOP's interventions into
the economy could more efficiently be performed by the private sector in
a less requlated environment, ASSP is designed to help nvercome these
constraints to sustained economic development.
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1. Analytical Support - This component will help GOP and USAID
monitor policy initiatives and implementation in arcas such as edible
oi1. [t wiil also conduct studies, as mutually agieed upon on other
important topics such as sugar, rice, cotton, wheat, animal feed, and the
marginal value product of irrigation water, The different components of
the currént Food Security Management Project (FSM) will be continued
under ASSP and are 1isted in {tems two, three and four below.

2. Economic Analysis Network (EAN) - By the time ASSP s
operaticnal, tAN plans to have i1n place three major research programs in
economic analysis, price analysis, and farm management. The Tong-term
expatriate advisors will continye to work with Pakistani sconomists.
Reference documents and other texts for ecnnomic research libraries in
the country will be bought,

3. Agricultural Data Collection (ADC) - Under FSM, the ADC
project component 1s 1n the process of modifying the GOP s present )
agricultural statistics collection system to develop 4« more accurate and
efficient system based on the arca sampling firame concept. While the
pilot sampling areas will kave been completed by the time ASSF is in
operation, a second Bgase will be needed to implement the area sampling
frame nationally. ADC will be expanded to improve other types of
information collected in Pakistan, e.g. price, cost of production,
1ivestock, etc.

4, Post-Harvest Management (PHM) - The basic goal of PH4 is to
improve the management of Paxistan s national grain storage system. The
current project component of FSM has conducted studies and will shortly
hegin rehabilitation of public sector storage and improvement of storage
management. Reports indicate that private sector investment in storaqe
would be very useful, However, this will require that economic
incentives support investment {n this critical area. ' [f this were to ,
occur a pilot effort to examine various types of modern bulk storage for .
cereal grains would be appropriate. A pilot project in bulk storage
would fdentify the best ways in which to convert the present bag storage
to a more efficient bulk cystem. This might be a target for financing
under ASSP,

5. Training: Under the. training component USAID will finance
scholarships fFF“ngistan€ nationals (employed in the public and private
sectors) to study in America. These scholarships are for training in a
broad range of subjects reiated to agriculture and agro-industry ~
fncluding food technology and processing, agribusiness administration,
agronomy, genetics, soil sciences and agricultural economics. Training
programs would also be organized in Pakistan under the auspices of
institutions such as the Lahore Business School, universities, research
stations and/or trade organizations.

ITI. ESTIMATED BUDGET

The ASSP'bud?et, pending the availabilit¥ of funds and bilateral
approvd?’, will be approximately $100 million per year. After the first

year, funds availahility will be conditiohed upon a joint review and
positive results reqarding the accomplishment of seif-help measures and
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I1.  PROGRAM ELEMENTS

A. Sector Support Grints

The sector support grant mechanism is straight forward. OQuring the first
year an agenda of policy reform and self-help measures is agreed to.
Once this is done a transfer of dollars {s made from the U.S. Government
to the Government of Pakistan. Funds are placed in a dedicated account
and used by the GOP for its foreign exchange needs. Their use should be
for developmental and growth purposes but they can also be used for debt
repayment to the US or other friendly non-communist Governments. The‘use
of foreign excharge fs primarily restricted to good sense aiid those
usages which will be viewed favourably by the United States Congress.
The grants will also result in an equivalent “generation” of rupees.
These rupees will be attributed, much as they are in the PL 480 program,
to developmental budgetary 1ine {tems. However, they may also, as
mutually agreed upon, be used to support innovative developmental
activities such as development of close institutional 1inks between
agricultural education and research in the Sind or Punjab, other
institutional reforms, local costs for {rrigation or drainage works and
the 1ike. Both foreign exchange and local currencies must be placed in
special accounts and their usage reported on periodically,

8. Commodity Import Program

This component of ASSP would finance fertilizer {mports, other
aqricultural commodity imports when needed (such as wheat, cotton)
feedgrains, and equipment for projects i» agriculture and rural
development. As was done under ACE, most commodity transfers -- with the
possible exception of emergency commodities (natural disasters) -- wnuld
be supportive of policy and/or institutional changes.

A CIP lends {tself to reform where imparted commodities are closely
related to poli.y change. The CI? might include the importation of
equipment to support policy change in irrigation or food grains to
support policy reform in the livestock sector. While a number of
different commodities may be imported under the CIP, it is expected that
the great bulk ¢f import financing will be for NAP fertilizer.
Projections indicate that five million tons of DAP would be required to
meet the country's phosphatic fertilizer needs over ASSP's six year
1{fe. The U.S. 15 now providing 30-35% of the country's phosphate
fertilizer mports. That proportion (about 30%) of the five million ton
1988-93 import requirement amounts to a total of 1.5 million tons, or an
average of 250,000 tons annually. At current prices, the delivered cost
to the Karachi port would be about $65 million annually. We are
proposing to finance at least $40 million dollars annually.

C. Technical Assistance, Training, and Analytical Support (TATA)

The TATA component of ASSP will provide training for private and public

sector pertsane] as well as technical assistance to the GOP for the
following typ=s of analyses: 1) macro-economic analysis of Pakistan's

aqriculturel sector; ?) policy studies to support requlatory change; 3)

agribusiness studies; and 4) study of special topics in agricultural

research, production, and irrigation, n/\L
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reforms. [f funds are avaiiable, ASSP can be started in US FY 1987 with
1988 being the first year of full implementation.

[1lustrative Budget

Budget for FY 1987, $ 6-30 million (to be
determined)

Budget for FY. 1988

Sector Support Program $ 50 million

Commodity Import Program 50 million

Training & Analytical Work - million (prefinanced FY 198{
Total: $ 100 million (Grant)

ARD:RHGol1dman:ar:4/16/87
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ABSTRACT

[PB

with rapid disbursement objectives when their commodity content makes them more suitable
for development (this is particularly true for sector-oriented CIPs), and designers of
rifate sector windows in CIPs should analyze more carefully the real demand for private
irkicipation by taking into consideraticn the availability of foreign exchange, the competi-
iop for U.S. commodities from other countries, and the outselling anc outservicing of U.S.
firms by others, particularly the Japanese.

H. EVALUATION ABSTRACT (do not exoeed the spece provided) LN1s was an evaluation of two sector-oriented
commodity import programs (CIPs) in Pakiscan, agriculture (ACZI), authorized Zor 3475 amilll
i{on for six years, and energy (ECE), authroized for S$100 million over four years. Both
sectors rank highest in development priority for USAID and GOP. Evaluators interviewed
officials in the GOP, the private and public sectors and in banks, and reviewed documen=-
tation and statistics provided by the USAID, including CDSS of April 1987.

The inicial design stressed rapid disbursements for balance of payments support and
included private sector windows in both programs. Totalling 350 million, thecse windcws
remain vircually unused because of high U.S. product costs, availability of ocher foreigm
exchange, increased competition tor markets by other countries and regulatory restraints
imposed by the GOP. Evaluators confirmed studies made by USAID concerning major obstacldsfh

Public sector funds are in great demand as GOP agencies are less concerned with dollay
costs and there 1s pressure on agencies to utilize CIP funds. To date, ACE has disbursed
over $360 million of 35390 million obligated in both grant and loan funds; over 80% of
ACE funds have been used for fast moving bulk commodities, wheat, cotton and fertlizers.
The remainder is for agricultural equipment and machinery for the support of seven USAID
projects and will have a development impact commensurate with that of the projects.

ECE commodities are in general support of the energy sector, primarily electric gener-
ation, but including oil, gas and coal, but they are not in support of specific USAID
energy projects. The impact of those commodities on development promises to be positive
ECE has disbursed $9.7 million of the $100 million obligated, with $50 million committed
to specific transactions. There is a significant pent-up demand in the private sector.

Overall, boch programs are managed efficiently by USALD and coordination within the
Mission and with the GOP is effective. Major bottlenecks occur on the GOP side in specit
fication drafcing and bid evaluations. Substantial training and technical is required.

The report recommends continuation of the public sector activities in both programs,
but the conctinuation of the private sector windows for only six months pending a reexam-
ination by the Mission of the current value and validity of the private sector windows
against the staff time expended on promoting that activity and an empirical determinatiof
of the effect of the lowering of the interest rates charged by local banks to importers.
Another evaluation of both ACE and ECE should be scheduled for the spring of 1988 to
assess the utilization and development impact of the balance of the machinery and equipmpntd

The major lessons learned are that USAIDs and AID/W should be chary about burdening

L. EVALUATION COSTS Contractor: Development dAssociates, Arlingcton, VA
- ~1-00- -
1. Evaluation Team Contract IQC PDC~0085-I-00-6098-00
Name Affiliation Cortract Number QR Contract Cost QR Source of
Stanley J. Siegel,Dev. Associates 4]0YiExpien Days TDY Cost (USS) Funds
C. Blair Allen, Dev. Associates 37 days
n Richard Sines, Dev. Assoclates 37 days
§ S. Dhar, Development Associates 37 days
2. Mission/Ctfice Professional ;
S P o ™ /S el .
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A.1.D. EVALUATION SUMMARY rarTH

J. SUMMARY OF EVALUATION FINDINGS, CONCLUSIONS AND RECOMMENDATIONS (Try not ta exceed the 3 pages provided)

Address the following ttems:
* Purpose of activity(ies) evaluated * Principal recommaendations
* Purpose of svaluation and Methodoiogy used * Less0ns leamned
* Findings and conclusions (reiate to questions)
Mission or Office: USAID/ISLAMABAD Cate this summary prepared: July 1987

Title and Date of Full Evalustion Repart: Evaluation Report of Pakistan Agricultural Commodicties
and Equipment Import Program and Energy Commodities and Equipment Import Program
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TXECTTIVE SUMMARY

A. Missiou and 2roiect Zvaluated

USAID/ISLAMABAD; Zvaluation of the 3475 milliom Agricultural Commodities
and Zquipment ZSrant/Loan Program, No.391-0468 (ACE) and the 3100 nilllon

Tnergy Commodities and Zquivment Grant/Loan Program, No.391-0436 (ZCZ);
report completed July 29,1987.

3. 2urvose of the Activities Iavolved

These rtwo 3ector=specific commodity <mport >rograms (CIPs) wers designed
to (1) provide balance of payments support to the Govermment of Pakistan
(GOP) through rapid disbursements of program funds for imports by both
the public and private sectors of sector—related commodities from United
States sources; (2) lncrease agricultural productivity; (3) increase
energy genmeration capacity; (4) stremgthen the private sector in
Pakistan. Later conditions were imposed through amendments to the
program obligating documents, such as Increasing to 60% the share of
fertilizer distributed through the private sector. Agriculture and
energy raceive high priority in USAID's program and are high on the GOP's
1ist of priorities in its Sixth (1982-87) and draft Seventh (1988-1993)
FPive Year Plans.

C. Purpose of the Evaluation and Methodology

This was a scheduled evaluation for each program. ACE was evaluated once
several months after its inception in 1982; ECE has not been evaluated
since its inception in 1984. ACE has disbursed over 3267 million out of
$390 million in obligations; ECE has disbursed $9.7 million of $100
million obligated. Both have performed poorly in the private sector=—ACE
has used only $2.8 million of $30 million obligated for that purpose; ECE
has disbursed nothing out of $20 million obligated. A primary purpose of
the evaluation i3 to determine the causes for that non—utilization and
recommend ways to increase the usage of tnose funds or recommend
alternate uses for them. Other purposes are to examine alternatives iLo
CIPs, to assess the economic and development impact of each program, the
effectiveness of thelr management, and the effect on the four "pillazs”
of AID's current development strategy. The four-person team consisted cof
an economist, am agricultural specialist, an energy speciallst and a
procurement speciallist (team leader). Asia Near East Bureau (ANE) staff
briefed the team in Washington as did USAID staff in Islamabad. The team
interviewed other USAID and Embassy staff, and World Bank and GOP
officials in Islamabad, Lahore and Rarachi as well as private sector
importers in Lahore and Rarachi; two members of the team spoke with
officials of public and private sector banks in Karachi. Interviews were
unstructured but used to elicit views on obstacles to the increased use
of the programs, particularly in the private gector. Team members
vislited areas where program commodities were being used or warehoused.
USAID made available extensive project and program documentation along
with GOP and World Bank statistics. The team examined procurement and
project files, audlt reports, a previous evaluation and recent surveys
and studies on the private sector problem plus macro—ecounomic data. All
sources were secondary and the team did aot genmerate data Iindependently.

(L)
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2t submitsad 1 1rzaft zegort Jor {lssion commencs, shen revised zaac {rafs
before its ievarzure. The comntTactor suomiitad 2 Iinal 3roduct afzar
veceiving che Mission's Iinal comments I{a Vasnington. The Zzotal
evaiuation ariort required 150 :cersoan days.

D. Pindings, Conclusions and Recommendations (dby Chapter)

l. The Private Sector Windows

Original axpectations for private sector ictivity under the CIP were
bYased on studias and assumpcions wihich did a0t gurfiiciencly take faco
counsideracion the volume of competing Zoreign axchange; Jecisions were
made on the assumption that the superiority of T.5. products would
overcome price differentials. Experience das proven otherwise. The
Misgion recently conducted in-depth interviews with private importers
which indicate the following factors as majnr obstacles to the use of the
private sector funds (these were confirmed by the team through its
interviews with banks and importers):

(1) high U.S. product and transportation costs; (i1i) unfamiliarity
with U.S. products and suppliers; (i1i1) lack of manufacturers'
representatives in country for service and technical information,
particularly as compared to Japanese firms; (iv) high interest
rates (14%Z) charged by local banks for rupee loans with which to
buy dollars (including a 3% charge for foreign exchange risk
cover); (v) lack of information about CIP, particularly in banks;
(vi) difficulty in obtaining credit from the assigned banks if not
a customer (high collateral); (vil) GOP slowness in approving
import licenses, particularly for traders; (viii) limitations
imposed by GOP Ministry of Commerce on amounts of transactions for
traders under the Impact Policy Order (IPO).

Mission efforts to remove constraints began in early 1986 and increased
markedly in 1987. During the course of this evaluation, the JCP agreed
to lower the bank interest rate to 10Z from 14%. But no one has yet
calculated the weight to be given to each of the Lnhibiting factors noted
above. The detailing of a Contract 0ffice employee to the Commodity
Management Office ((MO) has increased pressure on the GOP and is keeping
the import community aware of the private sector fund availability.

Recommendations:

° That USAID continue pressing the GOP to exempt the ACE and ECE
private sector windows from the restrictive provisions of the
Import Policy Order.

. That the Commodities Management O0ffice coantinue to publicize the
program's receut interest rate decrease from 14 to 10 percent and
coutinue its current media and information campaign to include
local business groups and chambers of commerce.

) That the Commodities Management Office urge the GOP to expand the
aumber of approved applicant banks to include domestic industrial
financial institutions that cater to the private sector and have
the ability to issue foreign exchange letters of credit acceptable

to U.S. banks.
(1)
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. Tiac JSaAXD zomtizaue ot Jrivata seczor viadows Zor 3ix aonchs 0
tast the rasponse -0 che 2ew lower intarest -sacas. (3) Thac 7SAID
nanagementC reexamine the oojectives of the rivate seczor viadow
{a.3. should the tarzeted zzoup Ye all Zimms sr just small ind
aedium 2imas {2 the tural area ?). (5) Thac JSAID :sounsidar
contracting with a qualified Pakistani irm to determine the
relative effects of e2ach perceived comstraint on the private
windows. (7) That at the and of six nonths, JSAID use the cesults
of the two previous racommendations to rzach a declsion on whether
to contiaue the private windows. (8) That if a decision is ceached
S0 close :the privata windows as now 3truczured, TSAID Iirst
cousider ucilizi the Zunds to develop altermacive opporzunicies
Zor promoting Jrivats sector participactiom. (3) That <f »srimare
sector participation projects are not deemed feasible, both ACE and
ZCE privata sector funds be transferred to public sector activities
that support either stabilization efforts, 1f needed, or projects
with high developmental impact as measured by intermal rates of
return.

2. Davelopment Impact

ACE: To date 48% of ACE funds have been obligated for fertilizer
imports, 25% for wheat, 21% for machinery, and 62 for cottomn. Fertilizer
imports have had the fastest delivery time and most immediate development
impact through use by farmers; wheat and cotton imports had economic but
no development impacts. Machinery imports have had a slower development
impact because of longer procurement time and need to be integrated into
the projects for which they were ordered. There was delayed utilization
of some machinery because of slow project implementation, but those
defects nave been correcrad. The potential impact of the machinery is -
extremely high as it is primarily for USAID—designed and implemented
projects. Fertilizer has contributed to the policy dialogue with respect
to private sector share of distribution and fertilizer pricing. There is
still much room for improving the technology for amore effective and
efficient use of fertilizer by the farmers.

Machinery will have a direct impact om technology transfer and will
contribute to institution building ia those entities assisted through
individual projects. There ig little impact on the private sector per se
as the projects are in the public sector. The private sector window has
used only $2.8 million dollars since 1984.

Overall, ACE has been effectively utilized to obtain the Ffullest
develovment impact while not ignoring rhe CIP goal of rapid
disbursements. 3ecause ACEZ was purposely designed for dishursement and
commodity infusion and not for conditionality, the recently approved
Agricultural Sector Support Program (ASSP), which lacludes a CIP-type
activity, will have more conditions built in £rom the beginning,
{ncluding a unique cash transfer elcment.

Recommendations:

° That USAID arrange an obsgervational trip t» the United States and
other countries {a which both the public and private sector can

(1i1)
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zogather jbserve ind compare Ile lncaraction ind -espective wolasg
nf the 7wo 3ectors !la Zfartilizer 3upply, distzibucioun ind use.

. That the GOP aake sucih »solicy changes (lmport,.oviciag, subsidy
ceduction, transport costs, laterest rata reforas o seilact narket
rates, ind easing of collateral requirements) as aecessary to
encourage and facilitate the private sector's participation !n
promoting efficient fartilizer use and the supply or »rovision of
other prerequisita production laputs and services.

) Taac JSAID 2ncourage the Jrivata 3ector Zartillizer iadusszv oo
utilize rthe trainiag -esourzas offared zo the Jrivata 3ector as 2
neans for preparing the iadustry for an 2xpanded role iz
agricultural development.

) That, to the extent possible, future equipment procurement be made
through regular GOP procurement channels.

ECE. Unlike ACE, the commodities imported under ECE are destined not for
projects but for specific agencles in the public energy sector, including
generation, transmission and distribution entities and research
institutes. The emphasis is on development of the energy sector, with
secondary emphasis on short-run rapid disbursements. The first
commodities arrived 1in 1986, but given the vital role emergy plays in
Pakistan's industrial and development growth and the pent—up demand for
energy by all sectors, the presumed development impact will be of the
highest order. ECE also plays an important part in the policy dialogue
re energy sector coacerns. Technology transfer and institution building
are concomitant goals of the ECE program. Even though the private sector
window 13 as yet unused, GOP resources are insufficient to £111 the
expected energy gap into 1993, and donors will not £i1l that gap.
Increasingly, private firms will be called on to supply needed gemeration
resources., ECE is providing support for the private sector through
public sector development of research inst:.tutes; USAID energy sector
projects also stress the involvement of the private sector.

Recommendations:

) That USAID continue to place the highest priority ou the ECE import
program and continue to fund the public agencles based on the
critical need for U.S.-made equipment and spare parts. The final
level of future funding for the post-1987 period should be based on
the evaluatiou In the last recommendation herein.

) That USAID eancourage GOP to support privata sector development
through the public sector institutions.

. That the next evaluation of ECEZ specifically.assess the benefits of
ECE equipment to XESC and WAPDA predicted in the Stone and Webster
report of October 1985,

(i)
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. That I&Z leveloop 7ians To 2ncourage :=he use If rivvate seqtor :ICI
Zunds <o implemenc the r2gults If IP§D Zeagibility sctudiles oHn
anerzyy couservactloun. :

. That ICZ e ZIccused on the areas where 7.3. 2quipment and
technology are superior, such as dining and drilling.

° That TSAID »rovise technical assistance to che GOP Ior Jreparting
standardized aotices of iatention and apolicaciom Ior certiiication
for privata zeperating Zacilitles.

* That TJSAID provide tachnical issisrtance Ln develoving standard
offer contraczs Ior capacizy and 2pergzy delivery to FAFDA and IXEST
by private energy oroject developers.

. That USAID provide technical agsistance to the GOP to develop
private power plant siting regulatioans.

° That USAID maintain close ccordination with other donor agencies'
commodity equipment programs so that ECE may shift its emphasis
accordingly.

v That USAID schedule an evaluation for ECE for the spring of 1988

which will assess the utilization of equipment and machinery
izmported for the public sector agencies and its actual impact on

development goals.

3. Economic Impact

Because each commod’ty element carries its own balance of payments
impact, the Mliasion must determine the appropriate mix to achieve {its
particular economic goals. ACE achieved a high rate of dishursements
with bulk commodities, the largest portion of its {imports, and a lower
rate with machinery, which, however, had a much higher development
impact. The design of both ACE and ECZ, with the exception of the
private windows, was most appropriate to the situation in Pakistan. Many
of the commodities imported did not have a true balance of payments
effect because they were not commodities which the country would have
purchased in absence of the USAID funds, but the same commoditilies will
nave a longer—range =2ffect through import substitution and export
promotilon.

3oth CI?s provide an important stabilizing effect om the market by thedir
availability and flexibility, which is also a positive political gain.
Both CIPs are important factors im the policy dialogue with the GOP
coucerning energy and agricultural sector Issues.

Recommendations:

0 That USAID continue both the ACE and EZCE programs fn the public
sector, retainiag sufiiclent Ilexibility Iia ACE =o help stabilize
the narket when faced with unexpected shocks to the economy.

o) Thav USAID retain the sectoral CI? in prefarence to a cash grant or
general CIZ,

(v)
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4, Management ZIffacriveness

Jverall nanagement of the two CIZs i3 3ood; the preseace o9f an
axperienced commodities orfflcer is 3 definmita 3lus, although the
Commodities Management Jffice 13 understaffad. 3oth the agriculture and
energy divisions have techmical experts available to advise on specific
commodity requirements (the ACE program nachinery and equipmeat
procurement i3 actually based on project designs). There (s Zood
coordination among the techmical divisioams, the Program Office and the
C10, but with the MO being noved from the Lagal Advisor's ofiice to rthe
Conrracts 2filce and aew division 2eads comiag scon Zor ARD and Z2&E,
therae 13 aeed Zor 3 reexamination of 2ach office's responsidilities. A
single source of relavant {nrformatioun Zor :racking and momitoriag both
the commodity flows aud filnancing status is lacking, although that
information is available in the several relevant cffices. The team
questions how much loager the USAID/Rarachi Liaison Office should
continue to clear CIP commoditles counsigned to GOP agencies. The most
serious management bottlenecks exist in the GOP offices and ministries.
Delays of six moaths or more in the prrcurement process are caused by the
time consumed in drafting specifications and evaluating bids, which may
be alleviated by appropriate training. There are also significant delays
attributable to AID/Washington clearance of gpecifications and approval
of certain bids. Programming of local currency generations is
accomplished through negotiations with GOP officials prior to the
finalizing of the annual budget with respect to budget sectors to be
strengthened by allocation of the generated rupees. The GOP then is
required to report semi-annually on deposits and withdrawals, but is not
current in its reporting. The advantage in the programming process 1s
the opportunity USAID has to review the GOP budget with the government
and give 1ts views on allocations for development purposes. It is
another aspect of the policy dialogue.

Recommendatious:

° That the Contracting Officer meet with the new ARD and E&E chiefs
and Project Officers, the Commodity Management Officer, and the
Program Officer to establish the lines of communication within the
Mission and with the GOP.

) That USAID establish one more U.S. direct hire position in CMO and
retala for six amonths the person on detail to concentrate on

private sector matcers.

. That the CMO design and install a single tracking and monitoring
system for ACZ and EZCE on a priority basis.

) That USAID promote the use of the existing training project so that
GOP gpecification writers and contract evaluators receive
on-the~job training and participant training in their specialties
from a firm that has an enerzy equipment specification data base
and technical assistance capabilities.

(vi)
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That 7SAID and FOP ucilize the services of a zeam »f Jublic
administracion/pracuremeat 2xverz3 %0 1elp the S0P 3treamlize the
orocurement approval Drocess it the Tederal ievel.

That USAID devise a 2lan for g-adually oshasiag over to 3OP iagenciles
the responsibility for clearing CIP-funded commodities Zor their

use.

That TSAID urge the GOP to coumply with the semi-annual <eporting
requirements Ior deposit and allocatiom of CI? sales Jroceeds.

5. Lasgons Learzed

Planners of a private sector CI? should take into account
competitive foreign exchange sources in the host country.

Neither U.S. products nor dollars enjoy the favored position of the
past. Japanese firms in particular outsell and outservice U.S.

firms.

Bulk commedity shipments offer the fastest disbursing rates but not
always maximum balance of payments support; the latter depends om
whether CIP-funded imports substitute for planned imports using
government's own foreign exchange.

An important aspect of balance of payments support is the
stabilizing effect a well-funded CIP lends to the market-place.

There is a tendency to load CIPs with differing goals and
objectives, which could result in policy and management conflicts.

The existence of the ACE program provided the necessary framework
and flexibility for meeting unexpected demands for wheat and cotton.

ECE provides a mechanism for importing commodities for the emergy
sector without having to develop and design new projects. ACE
provided a method to import commodities for projects in the design
stage, thus insuring better coordination between commodities and

other elements.

An experienced commodity management officer should be on board when
a CIP 1s designed and initially implemented.

The commodities office should have a significant voice in
inplementation and policy decision making.

Institution building is defeated when CIP commodities for the
government continue to be cleared by the USAID in the name of

expediency.
So long as government rules councerning import policy, licensing,

and financing limitations exist, a private sector-focused CIP's
direction and efficiency will be subject to the government's whim.
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ATD's iegigiactive and cegulacory rescTictioms conceraing I
ntograms 1ay Se waived in 3pecific cases with ample ijustificaciom,
but the bagic framework «will be slow to change.

(viii)
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