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AFR Executive Con~ittce

M:.l.rch 1, 1971f at, ;l: 30 p.m.
Room 6944 New State

SUBJECT: Ethiopia Agricultural Sector Loan (ASL) IV IRR Paper

ACTION:
The ECPR approved, with the qualifications as below, the IRR as a
basis for preparing the CAP for the ASL IV loan which continues as
the main macro-level instrument for the agricultural sector. The
CAP amount is to be $15 Million with individual allocations in
FY 1974 and FY 1975 determined later.

The CAP should discuss exchange rates and related monetary and
financial policies in terms of their effect upon resource transfer.
The CAP will clearly specify both the quantitative and qU:.l.litativc
undertakings and the target groups to be project's main beneficiaries.
The CAP, while drawing upon the priority emphases of IBRD Sector
Study, ILO Report, and lEG national and sector planning, should spell
out in some detail the results expected, from ASL IV loan allocations,
in such areas as greater equity, increased farmer income, credit, MPP
activities etc. The CAP also ~hould define the agricultural sector
in a manner consistent with DAP and the IBRD Study.

In addition, the CAP is to include detailed pipel:i.ne analyses of both
ASL III and the proposed ASL IV along with a separate section on
monitoring and evaluation, including the schedule of joint USAID/IEG
periodic review of progress being made toward the above specified
undertakings. USAID efforts should be made to influence the sector )
and project planning stages rather than mere budget attribution«expost?
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The ECPl\ agrec'd with IHR prop08als to eliminate certain" non-functional
restriction,," in the attribution process, viz., the import cost limit
and Ult~ 'l5(U5()(~ l1mit on ASL fundIng for a.ny :lingle lEG activity.

The message to USAID summarizing the above ECPR actions was sent 3/8/74.

DISCUSSION:
A) Background: The IRR is being considered at a time of significant
political developments inside Ethiopia which may affect this sector
but it is presumed that the full ramifications will be apparent before
the CAP paper is complet~c!, and that TTSAID and IF.G will maintain a
satisfactory relationship on development. This is the fourth in the
series of ASL loans. In the past, the essential plITpOSe was to
increase the flow of public sector resources into the agricultural
sector. This will continue, but ASL IV will emphasize equity
considerations. The ASL loan is considered primarily a "macro!' level
instrument while the Agricultural Planning Project is looked upon as
the main technical assistance vehicle for influencing project selection
and design at the "micro" level.

B.) Quantitative and Qualitative Undertakings: The CAP is expected to
treat both these undertakings in detail. Similar to previous loans,
quantitative undertakings will be retained in this CAP for both total
capital and agricultural capital bUdgets to ensure continued allocation
of additional funds for developmental expenditures. The capital budget
element is considered especially important now because of uncertainty
regarding the scope and level of lEG self-financing of development
expenditures.

In the proposed ASL IV, our strategy indicates the need for placing
greater importance on qualitative undertakings, particularly the
equity considerations. USAID is to re-assess the current political
situation and determine whether str~ngthened undertakings, i.e. land
tenure, government land use etc., can be treated as preconditions in
the loan agreement rather than in an exchange of letters or side
agreements. The CAP itself is to include a separate section on
policies and expenditure allocations favoring lower income target
groups.

With the large emphasis on ASL IV as a "macro-level" instrument or
tool, the review process takes on added significance and in this
context USAID must devise systematic plans to monitor and evaluate
the qualitative undertakings within a reasonable time frame and
thereby to measure the impact of loan attributions in such areas
as farmer income, credit, MPP activities, land tenure, employment
generation etc •• For purposes of evaluation, the Mission must
attempt to develop suitable kinds of baseline data as early as possible.
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A. Ln. Loan No. 66~-T-02h

Cap. Asst. Paper N~. AID/DLC/P-?oh5
Project No.

DEVEIDPMENr ASSISTAOCE lOAN AIJrHORIZATION

Provirup fran:FM section 103
Ethiopia-Agricultural sector Wan IV

Pursuant to the authority vestErl in the J\dmi.ni.strator of the Agency for
International Developrent ("A. I.D. ") by the Foreign Assistance Act of
1961, as anended, and the delegations of authority issued thereunder,
I hereby authorize the establishIIent of a loan to the Inperial Ethiopian
Goverrnrent of an anount· not to exceed fifteen million dollars ($15,000,000)
to provide local currency funds far the developrent of the Agricultural
Sector subject to the follCMing tenns am COIXlitions:

1. Interest and Tenus of Repayrrent. The interest on the anount
of this loan shall be three percent (3%) per annum on the
disbursed balance of such azrount, except during the grace
·period when the interest shall be two percent (2%) per annmn.
The loan shall be repaid within forty (40) years fran tne date
of the first disbursement un:3er the loan i.n:luding a grace
period of not to eJCCeED ten (10) years.

2. Currency of Repayrrent. Payaents of principal azrj interest
with resr;ect to the anount of the loan shall be made in
united States dollars.

3. Other Terms and COrrlitions.

(a) The I.E.G. shall adopt and execute those policy am.
program neasures which will help overcCl1E the con
straints to increase::l output azrj greater equity in
the agricultural sector in the follCMing areas:

El:}Uitable lazrj ONnership am tenure.

Rural nraas.
Expansion of small fanoor production.
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(b) The I.E.G. shall assure that its self-financed

. developnent expqnditures on the agricultural

sector (asnutually defired by the I.E.G. and

A.I.D.) in Ethiopian FY-1967 ani FY-1968 (U.S.

FY-l975 and FY-1976) increase over those of

Ethiopian FY-1966 and FY-1967 (U.S. FY-1974

and F'Y-1975), resHeCtively, at least by eight
percent. . .

(c)" '!he I.E.G. shall assure that its self-financed

developnent expenditures in Ethiopia FY-1967

and FY-1968 (U.S. FY-1975 and FY-1976) increase

over those of Ethiopian FY-1966 and FY-l967
(U.S. FY-1974 and fY-1975), respectively, at
least by seven percent. .

(d) '!he loan shall be subject to such other tenns

and conclitions as A.I.D. may deem a:lvisable.

11

· pfKYyG.Qz/7, 01<1> ';.1/ Deputy 1ldminis&ator

<... ) "2.-81, K"
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'~SA FPMR (.1 C....A) 101-11••

ONITED STATES GOVERNMENT

Memorandum
See Distribution

/'/
AFR/DP, Robert G. Huesmann....k

DATE:

The AFR Executive Committee for Project Review will convene at 3:00
on Friday, March 1, 1974 in Room 6944 N.S. to consider the IRR paper
for the Agricultural Sector Loan (ASL IV) in Ethiopia.

Attached is a copy of the IRR paper to be discussed at this meeting.

Offices not represented at the meeting should submit their comments
on this IRR paper, if any, by C.O.B. Thursday, February 28.

Attachment
a/s
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Buy U.S. SfWings Bonds R.egularly on the Payroll Savings Plan
15010-101
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INTENSIVE REVIEW REQJJEST

ETHIOPI& - Agricultural Sector Loan IV

1. Borrower

Imperial Ethiopian Government (IEG), represented by the Ministry
of Finance.

2. Amollnt and Terms

$15,000,000 at standard concessional terms.

The proposed loan will provide local curren~y resources through the
IEG capital budget to assist the IEG in achieving its agricultural sector
goals during the first two years of the IEG Fourth Five-Year Plan (FFYP,
1974/75 - 1978/79).

The overall goals of the FFYP are (a) a rate of GDP growth of 6.0-6.5
percent per annum, and (b) more equitable distribution of the benefits of
social and economic de"velopmsnt. Achievement of th2 output goal will
require higher rates of growth of agricQl tura1 outP'-lt (3.3 percent per
annU~l versus an aIillua1 average of 2.2 percent during the last decade)
non-agriculturalo'-ltput (8.8 percent versus 8.5 p2rcent during the last
decade), and exports (8.5 percent p2r annu.rn, or twice the growth rate of
the last decade); achievement of the equity goal will require creation
of greater errg10yment opportunities, land tenure improvem2nts, and a
reorientatio~ of development toward rural areas.

The rEG strategy for meeting th2 outlnt and equity goals in the
agricultural sector will involve on the one hand the improvement of agri
culture in already settled areas, primarily through intensification of

. the credit and extension progran for small farmers (Minimum Package
Program); and. on the other hand. much greater emphasis on land development
and settlement. In support of this strategy the IEG will foc~s o~ over
coming major clusters of constraints in the fields of land tenure, research,
rural infrastru:::ture, credit and coo;;Jeratives, marketing, and program design
and administration. Tnis strategy is based on the conclusions and recom
mendations of the IBRD Agricultural Sec tor Survey (Januar-J, 1973) and was
generally endorsed by the Second Meeting of the Consultative Gro'J.p for
Ethiopia (July, 1973).

The proposed loan is addressed at constraints to achievement of the
FFYP goals at two levels. At the Ilmacro ll level, it is addressed to the
overall do~estic resources gap, v~lich the lEG estimates at $570 million
for the FFYP period. The ASL IV will help assure that the local resmlrce
constraint does not impinge on the lEG's plans for the agricultural
sector, which has traditionally been underfunded in Ethiopia. At the
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"micro" level t!le loan is addressed to p3.Tticular agricultural sector
absorptive capacity problems such as those enuilerated above. Throu.gh
inclusion :Jf selected problem areas in the "undertakings" section of
the Loan Agreement an~ throu.gh review of t!lese problem areas with the
lEG agencies involved prior to USAID approval of releases, the ASL will
assure that programs and projects aimed at overcoming certain con
straints in the agricultural sector receive adequate local cost funding
and attention. At this level, USAID will place emphasis on problems
which represent cons traints to achievement of equi"bJ goals.

4. Descr i 1;).tion of t!le Assist~d A~:t.ivities

Specific agricultural sector activities included in the lEG capital
bUdget will be supported with the local currency generated by the ASL IV.
The activities to be assisted will be selected jointly by the IEG and
AID. The lEG will be represented for this purpose by the Ministry of
Fiuall3e and the Planning Commission Office, the lEG agencies responsible
for the allo(~atio;:]. of lEG capital bUilget funds. Eligible ac tivities
will include agricult~al and livestock research, production and market
ing, agricult~al training, rural road and water develop~ent, afforesta
tion, coop'2ratives development, and land registration and settlement.
The relevant implementing agencies arc the Ministry of Agriculture, the
Ministry of Lanj Eeform and AcJ.minist:ratio:l, the Ministry of National
Co~~unity Development, the Insti~~te of Agricultural Research, Haile
Selassie I University, the Imperial Highway Nlthority (feeder roads),
and the Ministry of Interior (r"ural road and water development).

5. Financial Plan

The proceeds of the loan "\Arill be uaed to purchase Ethiopian currency
to finance $15 million equivalent of the projected lEG agricultural
sector requirem~nts for approximately t..'le first two ;years of t!le IEG
Fourt!l Five-Year Plan, i.e., FY 1975 and FY 1976. Tne funds will be
released on the basis of the lEG budgets for FY 1975 and FY 1976, SUbject
to quantitative and qualitative undertakings set out in the Loan Agree
ment and re8t~iction3 stated in the Implem~ntationLetter (see Section 7,
below). The loan will not be tranched, i.e., there will not be a second
tier of Loan Agreement conditions precedent to be satisfied prio= to
disbursement for FY 1976 activities.

Based on present projections, ASL requirements will total approximately
$10 million in FY 1975 and $10 million in IT 1976. With an estimated
ASL III carryover of $5 million for FY 1975, ASL IV releases would be $5
million in FY 1975 and $10 million in FY 1976. ADy funds not fully dravm
down by the end of FY 1976 would be available for FY 1977 requirements.
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6. Background

AID has made three agricultural sector loans to Ethiopia. The first
two agricultural sector loans (ASL I, ASL II) of $5.0 million each were
designed to provide development b~dget support to the agricultural sector
during FY 1971 and FY 1972. The third agricultural sector loan (ASL III)
in the a~ount of $15.0 million was designed to provide such support for
FY 1973 and FY 1974, with a possible carryover into FY 1975. The amounts
utilized from each loan by fiscal year are as fo110~8 (US$ millions):

FY·1971 FY 1972 FY 1973 FY~ FY 1975

ASL I 3.7 1.3
ASL II 3.2 1.8
ASLIII 3.7 7.3 5.0-- --

3.7 4.5 5.5 7.3

The basic finan~ia1 or quantitative undertakings of the IEG in all
three ASL's have been to increase total self-financed lEG capital expendi
tures and self-financed capital expenditures in the agricultural sector
(as mutually defined by the lEG and AID) at a rate greater than the rate
of growth of domestic revenues. (Tnese undertakings are designed to
prevent the substitution of ASL resources for lEG reso~rces, or assure
that the ASL resources represent a real addition to lEG resources.)
Tne qualitative uJ.ldertakings of the IEG have been to make continued
efforts to improve the agricultural sector's absorptive capacit,y.

An AID team made up of AID/Wand field members conducted a thoro"'J.gh
evaluation in June 1973 of the experience with ASL I and ASL II and con
cluded that th~ lEG's performance r~lative to both quantitative and quali
tative undertakings was exce11ent.lJ During the period FY 1970-FY 1972, IEG
domestic revenues increased at about $ percent per annum, while IEG self
financed total capital expenditQ~es and capital expenditures in the agri
cultural sector grew at 14 and 20 percent per ann~n, respectively. The
team also noted that the lEG had made significant progress in expanding
absorptive capacity, particularly in th~/fie1ds of agricultural training
and project preparation and evaluatio~.~

lI"EvalU3.tion of the Agricultural Sector Loans Funded by USA.ID/Ethiopia",
June 1973. The team AID/W. members W'2re Jacob Meerman and Martha Horsley of
PPC and Milo Cox of 'J~AB. The field team mem"'Jers were Dwight Wo1km'l
USAID/Ethiopia) and Marc Winter (REDSO/EA).

£IFor an extensive discussion of the relevant backgroQnd and
treaUnent of ASL definitions and procedures, see the ASL III
paper of April 13, 1972 (AID-DLC/P-I010).

a full
Sector Loan
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With respect to ASL III, USAID has just completed its review with
the Wdnistry of Fin'IDc~e of the IEGls FY 1973 performance based on the
submissions required for release of the second ASL III tran~he of $7.5
million. Th~t review confirmed the continued good performance of IEG
budget~ry allocations to the agricultural sector -- lEG self-financed
ag sector capital expenditu.res increased by 22.6% in FY 1973 over the
level of the previoQs year. Likewise, the lEG h~s over the past year
demonstrated a serious planning effort with regard to the recommendations
of the IBRD.Ag Sector Survey. The rEG was unable to achieve more than a
7.8% ~rowth in self-financing of overall capital expendi~~es but its
perform~n~e matched bUdgetary plans and fell short only in comparison
to the unforeseen gro~th of domestic revenues which were abnorm~ly

high in FY 1973.

Based on this review, the MinistYJ of Finance has indicated it
intends to request a release of $8.5-10.0 million for FY 1974. Assu~ng

the lO"Ner figure, this would leave a balan~e of $4.5 million available
for FY 1975 requirements. Accordingly, the IEG has requested that AID
proceed with ASL rv ir::FT 1974. This will permit the Ministry of Finance
to apply a portio~ of its loan ~pproval authori~J to ASL IV in FY 1974
and the balance in FY 1975. Since the Ministry of Finance is given
only $10 million in lo~n approval authority by Parlia"1lent each fiscal
year, FY 1975 loan authorizatio~ and loan agreement execution would
require that t...'1e Ministry of Finance delay approval of the full loan
amount to FY 1976.

7. Proposed Paroam,eters and Procedur.es for ASL IV

USAID proposes th~t the parameters and procedures governing the
utilization of the funds provided under agricultural secto~ loans be
modified to shift greater emp~asis to ~gricultural sector strategy issues,
and to de-emphasize the fund attribution process. Issues raised by the
proposed modifications are discussed further in Section 10 below.

A. Quantitative Undertaj;im;s

The two quantit~tive undertakings of the A,SL III Loan Agreement
are as follows:

"Assure that ~ctual Borrower self-finan:led capit~l

expenditures on the agricultural sector (as mutually
defined by the Borrower and AID) in Ethiopian FY 1965 and
FY 1966 (U.S. FY 1973 and FY 1974) increase reason~bly
over those of Ethiopian FY 1964 and FY 1965 (U.S. FY 1972
and FY 1973), respectively, and at least by a percentage
~reater than the percent~ge increase in domestic revenues; 11 and I,

I
Ii
~I
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"Assure that actual total Borrower self-financed
capital expenditures in Ethiopian FY 1965 and FY 1966
(U.S. FY 1973 ani FY 1974) increase reasonably over
those of Ethiopian FY 1964 ani FY 1965 (U.S. FY 1972
and FY 1973), respectively, and at least by a percentage
greater than the p,er0entage in0rease in iomestic revenues. II

These undertakings have two defects: First, they can depress
the level of fund utilization from the ASL's or delay releases
whenever the rate of in~rease of the total capital budget falls
below the rate of in~rease of domestic revenues. Since AID is con
cerned with the agricul~~al sector ~apita1 bUdget rather than the
capital buiget as a whole, a slightly slower rate of growth of the
latter should not be allowed to influence ASL allocations. Second,
as pointed out in the ASL Evaluation, these undertakings may not
adequately prevent sub3tit~tion of ASL funds for IEG funds. Since
we can never kn')w exactly what the budget outcome would have been
vd thout ASL, II subs titution ll is a matter of definition or assumption.
lio·Never, if we assu_ne that the IEG as sector capital budget (self
finan~ed) in the absence of ASL wo·u.1d be likely to gro·N pro
portionally witl1 the overall capital bUdget (self-finan~ed), then
ASL funds substitute for IEG funds if allocated on the basis of a
rate of growth of self-financed ag sector capital expendiv~es

lower than t~le rate of growth of overall self-financed capital
expenditures.

To overcome both of these defects, we will request IEG con
currence in the substitution of the fol10·Ning LlIldertaking for the
quantitative undertakings of .ASL III:

Self-finance of agricultural capital expenqitures
to grow as fast or faster than the 3-year average annual
increase in domestic revenues, or the se1f-finance,7om
panent of the capital budget, whichever is 1arger.JJ

The defini tio:1s of IIcapital buigetl! and "agricultural sector"
remain the same for the present. In the case of ~he latter, the
Ministry of Finance has again requested that we extend the ASL
scope somewhat so as to facilitate greater use of the loan and to
relate it more closely to the o~jectives ani progra~ being pro
posed in the new 4th Five-Year Plan. We have responded in this
conne0tion that any change in the scope of the loan as regards

"agriculture" or "rural" will be dependent upon the final DAPS
program strategy for Ethiopia. (AID approval of the DAPS is
expected p~ior to authorization of ASL IV this May-June).

l/see ASL Evaluation Report, p. 12.
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B. Q.11alitative Undertaking

The present qualitative undertaking of ASL III is:

IIMake continued progress in agric-ultur.al developmomt
through improvement of t~e sector's absorptive capacity,
taking into account such developments as Ia~D agricultural
sector analysis of Ethiopia and the Bo~rowerrs written
commentary thereon. 1I

To accomplish the shift in emp~asis to policy anj program
issues faced by t~e IEG in ~arrying out the agricultural develop
ment strategies of the FFYP, we propose that this underta~ing be
expanded to list specific areas of CO~2ern w~ich relate to con
straints on the rate of implementation of programs aimed at
assisting the small farmer (a..Tlj w:l.ich also relate to ather
existing or potential AID projects in Ethiopia). T~2se might
iU~lude, for example, program planning and implementation,
land tenure and new lanjs development, agricultural research,
and rural infrastructure development. The Implementation Letter
co~d set specific targets for progress in these areas, which
would be assessed at appropriate intervals by USAID, relevant IEG
agencies, anj possibly other involved donors.

We do not propose a qualitative undertaking dealing with
equity as such, but 'will select the above areas of con~ern on
t~e basis of t~e potential favorable impact on employment and
income distribution of D=G progress in those areas.

C. Irnolementation Proced~

The ASL III Sector Loan Paper restricted the use of ASL funds
to 75 percent of total IEG costs for any a~tivi~J or 50 percent in
the case of activities funded by other donor loans: it also
restricted the use of the funjs to actual local costs, excluding
imparted items. These restrictions are nJn-fuQ~tional and serve
to distract attention and effort fro~ the critical agricultural
sector strategy issues at 1~l.ich the ASL's should be addressed.
Consequently, we propose that the restrictions be dropped, anj
that the fund attribution pr00ess be based only on that degree
of budget detail neceSSaFJ to jetermine that the funds are
attributed to budget heads or sub-heads which fall Ul.jer t~e agreed
definition of the lIagricultura1 sector ll • The funding and progress
of individual activities would be reported on and reviewed only as
they relate to the selected absorptive capa~ity pro~lems in21ujed
in the IEG's qualitative undertakings.



-7-

Since the ASL's focus on b~dget support ~nd policy improvements and
not on individual project activities, MO 1214.1 is not relevant to the
consideration of ASL IV.

9. Other Internatio~lDo~r Ag~ncy ParticipatiQg

ASL IV funds will continue to support activities funded in part by
other intern~tion~l or bilateral donors. In implementing ASL IV, USAID
will consult particularly closely with other donors involved in activities
affecting the lEG's qualit~tive undert~kings.

A. E~uity Considerations

The ASL Evaluation Report reviewed the equi~J imp~ct of the major
activities funded by ASL I a.l1d ASL II and concluded that some of the
a~tivities had had an adverse impact on employment ~nd income distri
bution. The Report reco:nllended th~t USAID rank the equity impact of
activities proposed for ASL funding and refuse to fund those which
fell belo~ a certain rank (i.e., could be identified as having an
adverse irrgact). We believe that this procedure woJld be irritating
to the lEG, and that reaching agreement on a det~iled ranking would
require a great deal more attention to individual activities than is
justified on the part of USAID and Ministry of Finm~e staff. On the
other hand, we do propose to accomplish the purpose intended to
emphasize equity concern3 in reviewing the lEG qualitative under
takings (see 7.B., above). We believe that this is likely to be
more significant than decisions concerning attribution of ASL funds
to individual activities.

B. Funding Attrib'-.ltion Procgi~

The lEG has informally requested several times that AID drop the
existing restrictions on funding attribution (see 7.B. above) and
generally simplify the attribution and reporting procedures, since
these represent ~ heavy burden on IEG high ~nd middle level staff
infolved. We are symp~thetic to this request because the restric
tions on attribution have no sound rationale, and take up time and
effort which should be devoted to SUbstantive questions of lEG
agricultural EEctor strategies and perform3.n~e. The "self help"
restriction (ASL m~y net fund more th~n 75% of the lEG costs of a.DY
eligible activity, or 50% for activities financed by other donor
loans) is sim~ly redundant, since the IEG has met the basic financial
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self-help requirement by complying with its quantitative undertaking
of the overall loan. The self-help requirement at the individual
activity level makes no additional lEG resources available to the
agricultural sector, but ~erely results in a longer list of eligible
line items to acco~odate the restriction on ASL funding. This
accomplishes n)thing in terms of the ASL's pu~poses; the restriction
should be eliminated.

Tne im}ort cost restriction should also be eliminated. Since
the ASL looal currency has already been purchased wi th th~ U.S.
dollar proceeds of the ASLr s , thus making the dollars available to
the National Bank of Ethiopia (NBE) a3 free foreign exchange, the
attribution of ASL funds to import costs of activities can obvio~sly

not make any additional U.S. dollars available to the lEG: the NBE
me~re1y alloc:ates its own free foreign exchange to the various
agencies for their im}ort requirements against the local currency
countervalu3. Tne full U.S. balanc:e of payments impact of the ASL's
is fe1 tat the time of p~rchase of the local currency: the use of
those local currencies can have no further impact on the U.S. balance
of payments. Moreover, since the availability of fuujing for import
as well as local cost budget elements from ASL can affect the level
and timing of lEG support of proposed development activities (par
ticularly those new or expanded activities inc1uied in supplemental
budgets), the elimination of the import cost restriction would con
siderably enhance the ability of lEG operating agencies to undertake
such activities in high priority areas.

All necessaYJ data is available for preparation of a Capital Assistance
Paper for ASL TIl. If no major issues arise which require further discussion
and negotiation with the Ministry of Finance, USAID plans to complete draft
ing the ASL IV CAP by mid-April. This would permit loan authorization in
May and negotiation and execution of the Loan Agreement in June. The draft
Iffi?lementation Letter and draft Loan Agreement will be submitted to AID/W
wi t.1J. the draft CAP.

12. Project Q,orIDllittee

The USAID Project Co~mittee will be comprised as follows:

Project Officer
Economist
Agriculturalist
Loan Officer
Legal Advisor

f "~ ' •..:

Dwight Wolkow
John Westley (REDSO/EA)
Gaylord Walker
Larry Marshall
William Jones (REDSO/EA)
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Briefing Paper

Subject: &~atu8 of Discussions and Negotiations Oft ASL IV

1. After a cable exchange AID/W (attached), lIiasioll proposed a

flrevenutl generation" undertaking to Ashenal1 and Tefena Wolde Semait

of J41.nF1n on April 23 1914. 'n118 quan~itativ. undertakiDS along

with ~ss1on ideas on the qualitative UDdertakinl were the subject

of lengthy discussion. (See Mission working paper. proposed Under-

takings of the New ASL IV).

2. Ashonafi said it was difficult 1n principal for lEO to accept

logislation which is not within lEG control, and that foreign trade

taxes were highl,. dependent on international situation which a1eo DOt

within lEG control. He soid budget expenditure undertakings were

more appropriate since the required actions could more easil,. be

influenced by the lEO.

3. Ashenaft instead expressed interest in alternative 4a of Addis

4101, "O\ango in concpet froll Capital Budget to Development Budpt."

He l!Iaid most intra-lEG budget fights revolve around the issue of

development versus defen•• and adminla~ratlon, and the ASL capital

budaet undertaking, which had been agreed to by the counCil, al.a,s

strengthened the MinFln and MinPlannlng case for increased developaent



expenditure. He teels expenditure 18 the heart of deYelol*ent and
floor

tbe idea of a rls1ng(~tow(on development expenditure growth creat••

pressure for such expenditures that i8 very helpful. Finally

Ahsenafl said, In opposition to the Mis810n a8sess..nt in Addl_ 4101

ot this undertaking. that he thought the lEG could aeet such an

undertaking. He a180 teels that m8t ot the increases In the oNtDaIT

expenditures of the develop=ent alencie. are for new personnel,

••peclally for teachers, and not for s.lary Incres....

4. Miller said that although we would reconsider a "development

budget fI undertaking, he also asked Ashenafl to run th., revenue pnera

tion undertaking "up the pole" to t.st it. acceptability. Ashenati

\ said he would do this.

5. With regard to the qualitative undertaking. Ash.nett and Miller

agreed In principle that the undertaking would be specifically concerned

w1th the areas of (1) Land Distribution and Tenancy. (2) Rural Roads

aud (3) Expansion of Small Farmer Production. Ashenafi said tbey would

bave to review our proposed language for tbe Loan Agreement and IlIIPle-

mentation Letter to ensure that it is properly responsive to local

needs and sensitivities and is realistic In terms of what the lEG

should be able to demonstrate some progress on.

)

6. Ashenatl s~id they ~ould get to work immediately to review tbe

I numbers In connection with the alternative quantitative undertaking

a. well as the qualitative constructs we left ~lth him. He said he

would get back to U8 by the end of tbe week.

Attachment: a/a

cc: Jerl"1 Knoll



Assure that act.wJ. total IEG domestic receipts 1n IT 75 and FY 76
1n::r~if.s~:t0'.J{'t"U:.{)St; in FY 74 and FY 75, rcspec ....i'rely.-

Sec t.ioD 4. 07{b) or _t~ll~ 1,01'\0 /;greement:

)

"

2. Qualitative

Sec ~J..on 4.,)7(c) of' the LQ.B.ll Agreement:

1. Quantitative

•,

Adopt a.nd execute those pollcy and progrum measur-es which 'eilol. hi!lp
overcome the c:.;;ns L'dnt.s to increase output and e'"J.'...11 tv' in the Rgrl'::ul
tural sen tor in the f011ov:1ng Q.l'eas:

Accol1lplishrr~r:t of' the undertakings 1!l ·Section 4.07(0) of
the Loan Agreement \'fill De asses3ed or 'ilenfHlre~l 1n terms of 8at1s!'ac~.,)lj'

progress to:

a) Distribu:.e public lands to thooe who work the land;
b) Re-Jistriuute excessi.e privete land holdings;
c) Reg;.l1a te nn tion9.1 landlor,j-tenant relationships; and
d) Adopt [lui table tenure and ownership arrangements in

new cetUement areas.

a) Accelerate or expand on-going rural road construction
programs, such as the ~PP-related r~ud program, loca~

road construction efforts ~y the comprehensive pack~r-e

programs .
S-- 0.00 other, similar efforts;.

1. l.and dl.3t.riiJJ.ltion and tenUI'e
2• Rural~oo.c.s

3. Exp~lion o;~ small :'a:-mer Pl'OdllC t100

I



"

). Expansion of Small Fgrrner Produc tion:

0) COlJUnence an acce1ernted ne tional ~ural road pro
gram.designed p-hutJ itler to benefit. Ethiopia's
amoll farmers.

-2-

CA\Pt'. J:,; I, tj
Develop nnd install a centl'al 4'7W i,..,... to
develop and coordina te plans for on-g01l4{ and new
local rural road construcdon;

b)

b) Intensl!'y ef'forts to introduce ne" crops 1l.:1d
impro\led production techniques through the expend
ing VPP mechanism;

a) Zxpand on-going and introduce new agricul Cure
research efforts related to the problems or the
small farmer;

d) .)~ riscsl ond moneta.ry pol1ch~8 wi th respect
to tol'iCCs, taxes and cL'ejit which '.vill Ber-.fe as
incend '!eo to the smull farmer to increase produc tien.

c) l~.,el'Jp 11n improved and more widely dlstrH'-l4ted
mnrketing strueture directed at assisting tt"e small
f:'U!',licr to rne.rket ills crops
~wf.w.~~_,'tUQ.,"~ ... 'P...:

April 19, 1974

•


