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SUMMARY DESCRIPTION PAAD 685-0249 (CONT....)

The erant to the Government of Senegal is hereby authorized in the amount
of $5,000,000 broken down as follows: $3.05 million for

tmports of fertilizer, fertilizer components and value of non-U.§.

flag vessel/shipping; $L.2 wmillion for a Scction 640 C. U.S. Flag

Shipping differential grant; and $0.75 million for the technical assistance
services, subject to the following terms and conditions:

1. Procurcment of goods, and comnodity-related services will be restricted
to AID Geographic Code 000 (U.S. oniy) source and origin, unless otherwise
agreed upon by AID in writing. AID regulation 1 will apply.

2. M/SER/COM is authorized to refe- the proposed freight rate for imports
of compounded fertilizer and fertilizer components to the Department of
Transportation (MARAD) to determine the amount of differential, and to
develop procedures for funding the differential under this grant.

3. USAID/Sencgal is given the authority to sign and issuc Implementation
Letters and Commodity Procurement Instructions for this grant, and to
approve/disapprove all transactions to be financed under this grant,

4. Tae Standard Financing Procedures will be implemented according to the
schedule vutlined in this PAAD in line with AID's standard instructions
for fertilizer procurcment.

5. Invitations for Proposals (IFP's) for technical services will follow
normal AlD procedures for this type of activity,



ACTION MEMORANDUM FOR THE ACTING ASSISTANT ADMINISTRATOR FOR AFRICA

FROM: AFR/PD, Mr. Norman oﬁ’ 7
SUBJECT: Senegal Agriculture Development Assistance, 685-0249

I. Problem: Your approval is requested for a grant of $5.0 million
from Section 121 of the Foreign Assistance Act, as amended, Sahel
Appropriation, to Senegal for the Agriculture Development Assistance
Program 685-0249. It is planned that the total of $5.0 million will
be obligated in FY 1983.

II. Discussion:

A. Program Purpose

1. The Africa Bureau plans to authorize a $5.0 million DA funded
grant for the Senegal Agriculture Development Assistance Program. The
purpose of the program is to encourage the Government of Senegal to
undertake reforms and actions in the fertilizer and cocperative
sub-sectors aimed at increasing agricultural productivity. The
program will also fund a comprehensive agriculture sector assessment
and a study of the credit/savings sub-sector. These studies will
provide information on constraints and priorities in the agriculture
sector on which to base future programming decisions. The local
currency generated from the cale of fertilizers will be used to
strengthen village level producer groups in the Fleuve and Casamance
regions through literacy, numeracy and management training and,
pending the results of the credit/savings study, provision of
production resources

2. Conformance to A.I.D. Country Strategy

The goal of the A.I.D. country strategy is to assist Senegal in
achieving food self-reliance by the year 2000. To accomplish this

goal, the USAID has determined that it must (1) support reforms at
the macro and sectoral level which encourage reduction of central GOS

control over the factors of rural production and (2) strengthen
village level prnducers to enable tiuem to better manage their own
development.

The Agriculture Development Assistance program responds tu these
objectives by promoting a series of key macro and sectoral reforms
and programming local currency on specific activities which will
strengthen small farmer access to, and management of, production
resources.



3. Bereficiaries of the Project

At the macro level, Sencgal will benefit from increased
production due tc fertilizer use. Scnegalese farmers will also
henefit directly from this program through receipt of fertilizer,
participation in training pro%rams and access to production credit.
The USAID believes the agriculture sector will benefit from the macro
and sectoral reforms associated with this program which are to be
undertaken by the GOS.

B. Financial Summary

The total life-of-project funding of $5.0 million will be obligated
in FY 10983.

First Year ($ thousand) LOP

Technical Assistance 750 750
Commodities 4,250 4,250
Total 5,000 5,000

C. Host Country and Other Donor Activities

The GOS will he responsible for management of this program
including the impcrtation of fertilizers, execution of reforms and
implementation oi the lrcal currency training activities. This
management will involve the Ministries of Finance and Commerce for
the fertilizer imports and the Ministry of Rural Development for
local currency project implementation.

The coursc of preparation and negotiation of this program has
provided an exc~llent opportunity for coordination with the IMF,
World Bank, the Trench and other donors on structural problems and
the content of the 1983/84 Standby Agreement. As a result, the maior
donors to Senegal have adopted rhe principles of conditionality
(policy reform in cxchange for support) as the basis for current and
future programming.

D.  Socio-economic, technical and environmental description

1. The program is socio-econemically sound. FEconomic rates of
return for fertilizcer use vary between 2.0 and 6.0 , depending on
crop and region of the country. Literacy and numeracy training of
the type cnvisaged is needed by farmcrs and consistently r:quested by
them. All groups will have equal access to credit and training
provided under this project.



2. Senegal is a functioning democracy and no issues of human rights
exist in this regavrd.

3. Technical analyses carried out with respect to fertilizer
application indicate that the capacity for utilizaticn exists
in-country. Farmer training programs to be implemented have been
developed and successfully tested by local GOS institutions.

4. The IEE for this program recommends a negative/resolved
determination. No further analyses are necessary.

E. Conditions Precedent and Covenants

Policy reform is an integral part of this program and the
PAAD provides for the following CP's and covenants:

Conditions Precedent and Covenants

1. Conditions Precedent to First Disbursement. Prior to the first
disbursement under the Grant, or to the issuance of AID documentation
pursuant to which disbursement will be made, the Grantee will, except
as the Parties may otherwise agree in writing, furnish to AID, in
form and substance satisfactory to AID:

a. A written statement that the Grantee has sent a formal letter
to the International Monetary Fund (IMF) setting forth its proposals
for an IMF Standby Agreement for Senegal's fiscal year 1983/84, and
written confirmation that this proposal is acceptable to the IMF.

2. Conditions Precedent to Disbursement of Local Currency Generated

a. No funds will be released from the Special Local Currency
Account to be established in the Central Bank until arrangements for
a joint GOS/USAID Counterpart Management Committee have been
finalized.

b. No funds will be released from the Special Local Currency
Account to be established in the Central Bank until the Government
certifies that village level cooperatives and producer groups are
authorized to have direct access to credit sources.

c. Disbursement of local currency funds from the Special Local
Currency Account for the National Agriculture Bank (CNCAS) shall be
contingent on a positive finding by the Rural Credit and Savings
Study team ..»ing financod from dollar te~hnical assistance funds.

3. Special Covenants Concerning Program Implementation and
Achievement of Program Objectives

a. Fertilizer Subsidies.

1. Within 12 months of obligation of funds, the GOS will present



a plan to USAID for the reduction of the fertilizer subsidy from the
current 607% level to 25% hy June, 1987.

2. GOS average price for fertilizer will not drop below 50 CFA
per kilo through Januarv 1984.

3. Fertilizer subsidy will not exceed 409 by January 1985,

b. Fertilizer Distribution

1. The GOS will permit SSEPC to import urea under this project
directly from the U.S. without the GOS serving as an intermediary.

2. Within 12 months of project obligation, the GOS will present a
plan for reorganizing the tertilizer marketing system including
analysis of the role of the private sector. This plan will recommend
methods of reorganization for maximizing efficiency, minimizing costs
and responding to local farmer needs.

c. Fertilizer Use

Grantee covenants to continue its effort to bring about closer

cooperation between the agricutural research stations and the
extension services so that results of applied research concerning the

most effective kind and method of application of fertilizers to
specific crops can be made available to the farmer and to those
responsible for supplying fertilizer to the farmer.

d. Reduction of the deficit of the CPSP (Price Stabilization
Board) by 107 by December 1984.

e. Reduction of outstanding seasonal agricultural credit through
a reimbursement of 10 billion CFA by December 1984,

f. Periodic Consultations Grantee and AID agree to meet
periodically, but no less than annually, to discuss the progress of
the implementation of the aforementioned covenants, to discuss the
status of the economy, associated economic issues and the
relationship of the AID program to those matters.

F. The implementation plan for this program has been carefully
reviewed by the USAID Project Committee and AID/W Issues Meeting.
Boch entities concluded that the plan is realistic and establishes a
reasonable time frame in which to carry out the project.

G. The importation of the fertilizer will be carried out by the GOS
Ministries of Finance and Commerce. Execution of the village level
training will be carried out by the Ministry of Rural Development.
The credit program will be managed by ihe new private sector rural
bank, the Caisse Nationale de Credit Agricole. The two agriculture
sector studies will be carried out under contracts to be awarded in
accordance with standard Agency procedures.

W\



H. The requirements of Section 611(a) have been met by the
establishment of a feasible system for the fertilizer import program.
On the local currency side the joint USAID/GOS Management Committee
will apply criteria based on 6ll(a) requirements to local projects.

I. Officers responsible for the design of this project are:

Joel Schlesinger Henderson Patrick
Chief, PDO AFR/PD/SWAP
USAID/Senegal

J. Funding of U.S. Flag Freight Differential

Per Section 640c of the Foreign Assistance Act, this program will
cover the cost differential of ocean shipping between U.S. and
non-U.S. flag carriers. This grant is in accordance with the Cargo
Preference Act.

ITI. Waivers
There are no waiver requests contained in this prcyram.

IV. Justification to the Congress

This project was listed in the FY 1982 CP under the title

Agriculture Sector Grant. A Congressional Notification (CN) was sent
to Congress on July 7, 1983. The CN expired on July 22, 1983.

V. Clearances obtained

On June 14, 1983, the Africa Bureau held an Executive Committee
meeting (ECPR) to review the program. The ECPR concluded that, with
revision of the CPs and Covenants to specify targets and benchmarks
which would be measurable within an accepiable timeframe, and a
preliminary assessment of the economic and political value of
promoting these reform measures, the program should proceed to
authorization. The Mission has revised these terms and conditions and
has negotiated their acceptability with the GOS.

In addition, the Mission submitted for inclusion into the PAAD
an analysis of the impact of the proposed reforms on the Senegalese
econom; and the relationship of these reforms to the IMF Standby
Agreement. This analysis, reviewed by the Africa Bureau and PPC on
August 2, 1983, was deemed a satisfactory basis on which to proceed
to authorization. It was noted that further assistance tc the
agricultural sector would be judged in accordance with the
performance of the Senegalese in meeting the conditions set forth in
this PAAD as well as other conditions which may be subsequently
identified and communicated to the GOS in a Project Implementation
Letter.



VI. Recommendation: That you sign the attached Program Assistance
Approval Document (PAAD) Facesheet and thereby approve
life-of-project funding of $5.0 million for the Senegal Agriculture

Development Assistance Program €85-0249.

Clearances:

AFR/PD/SWAP:JRMcCabe (draft)

AFR/SVWA:NMariani (draft)

AFR/PD/SWAP:RMDepp (draft)

AFR/TR/SDP:GThompson (draft)

AFR/DP:HJohnson (draft)

DAA/AFR : JJohnson:

AFR/DP:SErves (draft)
AFR/SWA:FEGilbert (draft)
GC/AFR : TBork (draft)
PPC/PDPR : JRyan (draft)
SER/COM : PHagan (draft)
AFR/TR:ABurgett (draft)

Drafted by:USAID/Senegal J.Schlesinger:fn:8/02/83 0419M
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I. EXECUT1VE SUMMARY AND RECOMMENDATION

A. The Request

The Government of Senegal has requested program assistance in the amount
of $5.0 million tn uniertake reforms and activities in the fertilizer and
cooperative sub-sectors aimed at increasing agricultural production. The
assistance also provides for fertilizer imports to assist Senegal in main-
taining production and meeting its immediate balance of payments (BOP)
requirements. Of the $5.0 million, approximately $3.05 million is for
fertilizer imports, $1.2 million is for a Section 64OC grant to cover the
shipping differential costs due to shipment on U.S5. Flag vessels, and $0.75
million is to fund two dollar-financed technical assistance studies needed
for development, planning, and decision-making. One study is an in-depth
Agriculture Sector assessment, and the other a deiailed Rural Credit and
Savings Study.

B. Background

Senegal is o moderate, nonaligned democracy of six million people with a
high dependency ratio (slightly below 1:1) retflecting a very young popula-
tion. With a population growth rate at 2.8%, and a per capita income in 1980
of $450, it falls within the UN category of low income countries. Geographi-
cally and strategica.ly, it is the closest of the African states to the
Americas with the best harbor, airport, communications and road network in
West Africa. Its mature, centrist approach to international affairs has
earned it tre csteem of many Third World, Arab, and Western nations including
the United States, giving it an influence in international forums far beyond
its size.

(section VIII provides more information on the overall political scene,
the GOS economic constraints, and the U.S. assistance strategy for Senegal.)

C. Policy Reform: Conditionality and Its Impact on the Fertilizer Sub-Sector

Although the apgricultural sector accounts for only about 20% of Senegal's
GDP, it is the single most important economic activity for a variety of rea-
sons. Seventy percent of the population lives in the rural areas and, thus,
derives directly or indircctly their livelihood from agriculture. The process-
ing of peanuls and cotton is a central focus of domestic industry. In
addition, the cxport of peanut products normally provides for 30% of Senegal's
annual foreign cxchange earnings while the import of essential food items
(cereals and rice) costs about $180 million per year (or about one quarter of
total imports).

USAID's strategy objectives concern primarily the agriculture sector. The
Mission is supporting the GOS'stated goal of achieving food self-reliance
through both increased domestic food crop production and trade. However,
despite the GNS' apparent commitment to food self-reliance, there are a number
of critical policy and institutional constraints which have not yct been
effectively addressed. These include: (1) the level of subsidies on agricul-
tural inputs which appear to cncourage the production of peanuts at the
cxpense of domestic food crops; (2) the relative producer prices for food
and export crops; (3) the reclative pricing of domestically produced food crops
compared to imported food items; (U4) the low efficicency and high cost of
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regional development agencies which are not capable of ensuring the timely
arrival of inputs to farmers or to function without increasingly large sub-
sidies from the GO03; and (5) the inability of the present farmer cooperative
system to mobilize the active participation of individual farmers and village
level producer groups.

The fertilizer sub-sector provides a relatively self-contained framework
within which USAID can begin to urge the GOS to examine and act on some of
the constraints mentioned above. Furthermore, since this program will nro-
vide close to 1007 of Senegal's fertilizer requirements for 1984-85 it will
give USALD considerable leverage in negotiations with the G0S on policy and
institutional reforms. The pricing of fertilizer (which is now subsidized
at a (0% rate) hus important implications for: (1) farmers' choices with
respect to the use of fertilizer in various quantities and on various crops
(peanut, millet, cotton and rice); (2) agricultwal productivity since the
returns to fertilizer use differ according to region and crop; (3) the supply
of fertilizer to farmers as the tight public finance situation hac bheen
dircctly responsible for late payments to the domestie fertilizer nroducer
and, thus, delayed or limited fertilizer deliveries to the favmers. Through
a4 progressive phasing-out of the fertiliszer subsidy, USAID is expecting to
achieve: (1) more efficient fertilizer use on crops where returns are highest
and regions wherce rainfull reduces the risks associated with fertilizer use;
(2) reduced dependency on the government sector as its financial participa-~
tion is cut; and (3) the removil of the supply side constraint to improved
fertilizer use.

D. Other Donor Support

In addition to its own sulf-nelp efforts, Senepal has sought and reccived
encouraging support from multilateral and bilateral donors (including the
IMF, World Bank, EEC, UN, France, Arab countries, United States, and Germany).
Donors have been forthecoming in part bocause the assistance has been provided
within the framework of Senepal'c Feonomic and Financial Reform Plan ("Plan de
Redressuwent”) which was introduced by the G0O5 in December 1979. (Donor coor—
dination meetings, sponsored by the Scnepgalese Government and tLhe World Bank,
have provided a forum for coordinating and facilitating donor assis ance. )
The USAID has been a full member in Lhese policy consultations by the GOS and
has played o supportive role in helping puide the Government's cconomsce policy
formulation and execution.

Donors will he focusing on cenegalts self-help efforts in the coming moaths,
and the degree of support by the major donors will be linked to the Government's

performance.

E. Program Assistance Description

The USALD has been asked to cxpand its help from project assistance and
PL 480 food products to inelude program assistance. The G0OS hasg requested
fertilizer imports of 12,000 mt of urea for dircet distribut.inn and 5,000 mt
of sulfur for the fertilizer mizing plant which will permit it to produce 20-
25,000 mt of conpound fertilizers depending wpon bhe nutrient content. Pro-
gram assistance is o form of help which ean be used Lo meed, nrgent, bilance of
payments needs by providing essentinl imports (in this case fertilizer) and
provide local curreney ((:ount,crpur‘t funds) required to carry outl, cosential
programs in Lthe agriculture/rural sector--activities wnieh are basic to
carrying out Senegal's Economice and Financial Plan and achieving its long-
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term development goals. The GOS has asi«d that the local currency
funds generated under this PAAD be allocated mainly to strengthen-
ing village level cooperatives, and to supporting the National
Agriculture Credit Bank (CNCAS). 1In consultation with AID/W,

USAID has retained both suggestions, but has made the second con-
ditional on the positive findings of a Rural Credit and Savings

dollar-funded technical assistance study financed by this PAAD.

F. Program Assistance Benefits

Senegal will benefit from the assistance provided under this
PAAD in the following ways:

1. Gradual adoption of policies in the fertilizer and coopera-
tive _ub-sectors should result in increased production;

2. Fertilizer imports are essentlal to maintain agricultural

production and probable savings of foreign exchange for food
imports;

3. Local currency uses will be directed to priority develop-
ment needs;

4. Technical assistance studies will provide basic
information needed cencerning the agriculture and rural credit and
savings sector. This information is needed to prepare future
programs, improve decision-making on current problems, and provide
a basis for other donor support; and

5. Balance of payments support.

USAID will benefit from the program assistance provided under
this PAAD in the following ways: Policy dialogue at the
fertilizer, cooperative and macroeconomic levels will be facili-
tated, and the USAID will be able to better support efforts by the
donor community for a more vigovous self-help program on the part
of the GOS. Most important is the policy input at the scctoral
level which will affect the cost and distribution of fertilizer as
well as the access of village level producers to credit.

G. Recommendation

USAID/Sencgal recommends approval by the Assistant
Administratorfor Africa of this grant of $5.0 million in program
assistance composed of approximately $3.05 million in dollars
which will generate local currencies by the import of fertilizer
inputs, $1.2 million for a Section 640C grant to cover costs of
the shipping differential from using U.S. Flag vessels, and $0.75
million for two basic technical assistance studies in the field of
rural development.



IT. AID/W INSTRUCTIONS AND QUESTIONS

Instructions for preparation of the PAAD were reccived by the USAID in STATE
257886 (Sections 6 to 8) dated March 3, 1983, and STATE 040289 dated
February 11, 1983. The latter telegram posed a numder of questions concern-
ing fertilizer imports. Both tclegrams are reproduced in Annexes P and Q for
ready refercnce.

The USAID in DAKAR 5345 dated Ma:ch 8, 1983, selected Option Number 2 (also
AID/W's preference) which proposed submission to AID/W of two PAADs of $5.0
million each. One is to use ESF-financing for general commodity imports, and
the other (this PAAD) is to use Sahel Development Funds to finance a Fertili-
2er Commodity Import Program (CIP). TLocal currency (or counterpart) generated
in both cases would be placed in a special counterpart account at the Central
Bank and would be used to support Scnegal's long-term devclopment program for
specific activities approved by the joint GOS/USALID loceal currency Management
Committee set up for this purpose. There follows a 1list of points and ques-
tions raised in the two telegrams from Washington with appropriate comment.

A. AID/W: The $10.0 million in SDF and ESF funds ($5.0 million each) would be

to provide immediate balance of payments relief and to achieve support for key
reforms being considered during next year. Local currency generations would
result in a pool of resources to support activities requiring local currency
financing.

Response: Senegal's balance of payments deficit is critical, and the GOS,
IMF, and World Bank have all suggested to the USAID that a larger share of its
assistance to Senegal be in the form of pProgram assistance (or non-project
assistance as it is sometimes called). This assistance will also support key
reforms considered as part of the Government's Economic and Financlal Reform
Plan ("Plan de Redressment”) and its agreements with the IMF and the VWorld
Bank. Fertilizer imports and local currcncy generated under this PAAD will
be used to support Senegal's long-term development goals and encourage policy
reforms al the fertilizer sub-scctor level. 1In particular, SDF funds will be
used in developmental policy leverage, specifically in the fertilizer sub-
sector.

B. AID/VW: A macrocconomic analysis is required for both programs justifying
the nced for $10.0 million in foreign exchange assistance and placing the
reforms in the context of the IMF/World Bank/G0S program and summarize the
objectives of the plan.

Response: The macroeconomic Justification shows that tk- estimated un-
financed current account deficit in 1983 will be $ll9.9 million after deduc-
tions from all sources. Thereforc, the total of U.S. program assistance of
$1g .25 million, including PL 480 Title I¥T, will constitute 14% or the as
yet unfinanced portion and is very much neceded.  This amount should assist
Ehe USATL T eontinmg Ine dbs pasibive infinence on the GOOoin carrying out
PLo Befarss Plan and cnecarasine it bo live up Lo its commitnents to the THF
and the World buank. (Sec Anneyx K.)

C. ATD/W: Foreign exchange would be rrovided through the mechanism of a fer-
tilizer commodity import program (CIP).
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F. AID/W: The Sahel Development Program (SDF), using dollars already in the
col ent OYB for $5.0 million will be used to fund the program. The long-term
development impact of the program and the linkages to the achievement of the
reforms izust be demonstrated. Thus, 1t must be shown that long-ters
development poals can be achieved through: 1) the use of foreign exchange
for fertiliser {lmports; 2) the pelicy reforms to be achiceved; 3) the
willingness of the GOS to undertake development activities in support of the
program; and, i) the developuent use of the local currencies.

Responses  The fertilizer CIP proposed in this PAAD has already provided
opperunitics for staff and poliey (Ministerlal) level discussions on the
erivacization of fertilizer distribution and marketing, the role of the new
fertilizor Tanuiacturing company, ICS (Industrial Chemlcals of Senegal), and
the use of the exlsting mixzing plants, (SIFS), reduction of subsidies, credit
needs of the faraer for fertilizer, a marketing study, cte. The grant
agreement wiich will be signed with the GOS cbligating the dollars under this
PAAD will include covenants spelling out the Government's continued intention
to move the fertilizer marketing systew toward private channels and ta
continme Ity eifovts to reduce fertilizer subsidles (See Section I1I  and
Annex ). The use of the local currency for development purposes 1s
coacentrated inotwo areas requested by the G0S:  a) support of cooperatives at
the village level, snd VL) ‘support fer the National Agriculture Credit Bank
(CRCASS . Boithi of these activicies are hasfe to the long-term development of
apricuiture nrodaction and productivity. The grant agreencent will have a
conditio. ~vocedent 1o dishursement of tocal currency that requires the G0S to

Y

Iy ce i pending formalities so thar village level cooperative groups can
have divecl 1ccess Lo credit.

[P

GoooAIDS W Uramn b of laeal currency use which support reforms in fertilizer
mar%ﬁfﬁ{ﬁ,(HerihuLion and prilcing might include a credlt study, cooperative
dovve Toponons covivities, and moving the distribution of fertilizer into the
privaie socters Land regeneration might also be shown to have a developuent

Lispact b ascuringe the future productivity of the land.

As mentioned in i above, these activities have beea discussed
with the 005 in some detall.  Section TIT E analyzes thelir relationship to
seetorad e forms and Seetton Voand Annesx s provide descriptions of the
spect e aetivities,

P

e AID/W: Tt must be demonstrated that the activitles mentioned in Point G
above oo cxelusively financed with local currency.  Actlvities need not be
deseribod in deratl; however, the mechanism for the review of specific
proposals and the ecrahlishmeont of 2 sepregated account must be described.

USAID Tocal currency (counterpart) Management

Posponses A joint GOS8y
I approve the disbursements from the special local currency

Committor wi
account bhased on o speceitie activity proposals from the technical mintstries
concorned.s The procedure and erfteria for /e project approvals are summarized
fn Sectton Voand deseribed tn detatl in Annex [« This procedure will assure
that projects approved by the jolnt Committee will wmeet baste ALD criteria for
profect seloctlou.  Even though the counterpart funds beleng to the Government
ard AuD envivonmental standards are not obligatory, coples of the AID
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Environmental Handbook will be made available to the members of the joint
Committee and the Committee Secretarfat. No additional foreign exchange ueceds
are expected. To the extent there are foreign exchange requircments (e¢.g., in
the Agriculture Bank (CNCAS), other donors such as the French Calsse Centrale
and the World Bank are prepared to meet the requicements),

L. ATD/W: »up)]omuntal Questions on Fertilizer Tuports not already covered

above. ‘lesc polnts are dosignnd to hclp idGHtlIV more (Lulrl) the degree to

which the fectilizer imports help achieve the fertilizer policy ohbjcectives:

1. Transferring fertilizer distribution to private firss. Coument:  The
GOS has signed program contracts with the fertilizer miziag plant (SLES) and
the fertilizer distributiou cempany (SSEPC), both yrivate, jor purchase of the
mixed fertilizer cad distribution of urea and mizcd fertiifzers. The
Goverument would like to move the privatization further, but financfal
questions concerning the prompt payment of the private sector [or tiils subsldy
still need to be worked out.

2. Analyses of the fertilizer market, the alxing plant, and the
characteristies of the private sector in the fertilizer manufacturing and
distribution svstem. Comment: This subject is revicwed in Sectton LTID and
Annex . In brief, the new fertilizer plant (1C5) ceming on stream in 1984
will take over the presentimixing plant (SIES). Some cconomics of scale and
organization are expected luvolving a4 157 or more cost reduction. As
mentioned above, the GOS intends teo move marketing to the privite sector aad
has already takea fnftial steps by engaping a privite firm (SSEFC, for
distribution. A rmarvketing study of fertilizer distribution is foreseen as oune
of the uses for local currency.  (See Scetlon V.ooo3.)

3. Causes of the underutilization of the mizing plant whould be
identified. Comments  The doubling of the price of fertilizer to the {armer,
coupled with discontinuation of credit to the farmer In the peanat basin, to
which may be added {rregularity in tinlug and amount of supniv, have reduced

ffective demand substantially.  Note:  Forecasts of demand by both the
private company and the GOS indicate that the vequests ander this PAAD for
12,000 mt of urea and 5,000 ot of sultfur are within the demand estimates for
thc 1984 scason.

4. Is the factory viable only {f protected by oot licensing or
tarl £fs? Comments  The mixing plant's (SIES) prlces were compared with
international p;Tces (Annex T, Table 7) so as to determine if Senepal would
not be better of f {mporting compound fertiltizers rather than having them aixed
In country. SIES prices which include a 197 custons tax are equal or lower
than CIF Dakar prices plus 154 customs tax, for {dentical corpounds, so 1t Is
viable.

D Witi the fertilizer company be willing to shift {ts source of
supply?  Comment: Yes, for those products where no long—term contracts
exlst.  There are none for sulfnr with SIES. Its suceessor company, which
wili fmport 200,000 mt of sulfur a year beginning {n 1984, will have long—~term

contracts, but will have adequate margin for spot pur(hnnuu.
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ITI. PROGRAM ASSISTANCE DESCRIPTION

This request for program assistance in the amount of $5.0 million dollars will
encourage the Government of Senegal to undertake reforms and activities in the
fertilizer and cooperative sub-sectors aimed at increasing agricultural produc-
tion. $3.05 million of the $5.0 million is for fertilizer imports, $1.2 million
is for a Section 640C grant to cover the shipping differential for using a U.S.
Flag vessel and $0.75 is to fund two dollar-financed technical assistance
studies nceded for development, planning and decision-making. One study is

an in-depth Agriculture Sector assessment and the other a detailed Rural Credit
and Savingo Study.

A. Background

Senegal is o moderate, nonaligned democracy of six million people with a
high dependency ratio (slightly below 1:1) reflecting a very young population.
With a population growth rate at 2.8%, and a per capita income in 1980 of $450,
it falls within the UN category of low-income countries. Geographically and
strategicully, it “s the closest of the African States to the Americas with
the best harbor, airport, communications, and road network in West Africa.

Its mature, centrist approach to international affairs has earned it the
esteem of many Third World, Arab and Western nations, including the United
Statez, giving it an influence in international forums far beyond its size.

Agriculture, including fishing, is the prime sector of the economy. Thus,
increasing food and cash crop production is a key to stabilization of the
economy. Ag fertilizer use iz essential to such increases, the USAID has
placed priority on working in this sub-sector.

Althoupgh the apricultural sector accounts for only about 20% of Senegal's
GDP, it is the single most important economic activity for a variety of rea-
sons. Ceventy percent of the population lives in rural areas and, thus,
derives directly or indirectly their livelihood from agriculture. The process-
ing of peanuts ond cotton is a central focus of domestic industry. In addi-
tion, the export of peanut products normally provides about 30% of Senegal's
annual foreipgn ecxchange earnings while the import of essential food items
(e.¢r., cereals and rice) costs about $180 million per year (or about 1/4 ci
total imports).

While literacy of the adult populaton is around 10%, Senepal has a rroad
ever-decpening nucleus of well-trained civil servants and technicians which
gives Lhe country substantial capacity to utilize econcmic and technical
assistance and to put into effect development programs.

Sencegal has o modest, but active private sector of encouraging potential,
and has been developing its tourism and murketing of winter vegetables in
Europc. Tt has made substantial efforts in recent years to develop its major
mineral resource--phosphnte.  TIn 1984, a privately run, vorld-class fertilizer
facility will come on stream using the loeally-mined phosphote, and mizing it
with imported sulfur to make Diammonium Phosphate (DAP; and Triple Super
Phosphate (ISP). While the complex is mainly for export, part of the produc-
tion will be sold on the domestic market.
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As pointed out in the Country Develcpment Strategy Statement
(CDSS) paper for FY 1985, Senegal is in substantial balance of pay-
ments difficulties. Senegal's current account deficit is
projected to be $354 million in 1983. To offset this deficit, the
GOS is hoping for some $234 million in IMF drawings, Arab and
French exceptional support and other net official capital inflows.

USAID's propfsed package of $16.25 million in 1983 in program
assitance (SDF," $4.25 million; ESF, $5.0 million; and Title 111,
7.C million) is equal to 14% of the unfinanced portion of the
projected 1983 balance of payments deficit of $119.9 million, a
significant amount from the Government of Senegal's (GOS) point of
view.

In line with the new priority being accorded to the rural pro-
ductive sector, the GOS has asked that the funds under this PAAD
be allocated to purchasing fertilizer, strengthening village level
cooperatives ., and supporting the National Agriculture Credit Bank
(CNCAS). 1In consultation with AID/W, USAID has retained these
suggestions, but has made the last conditional on pogitive findings
of a Rural Credit and Saving Technical Assistance Study financed
by this PAAD. 1t is within the context of this program that the
USAID has been asked by the GOS to expand its help from project
assistance and PL 480 Title III to include program assistance.
Program assistance is a form of aid which is most helpful in
meeting urgent balance of payments needs (for fertilizer
purchases) and in providing local currency (1/c) (counterpart
funds) required to carry out esscntial programs in .he

agriculture/rural sector--activitics which are bac .« to
implementation of Senegal's Reform Plsn and achievement « ¢ its
long-term development goals. ' e -:: " program assistance has

provided the USAID the opportunity to cngage the GOS in
substantive policy dialogue with respect to the ma:ro situation,
in general, and the fertilizer and cooperative sub-sectors, in
particular.

B. Program Benefits Summary

1. Senegal benefits from the program assistance provided
under this PAAD in the follewing ways:

a. Gradual adoption of policies in the fertilizer and
cooperative sub-sectors which should result in increases in
productivity.

b. TFertilizer imports of 12,000 mt of urea for distri-
bution, and 5,000 mt of sulfur for the mixing plant will allow
production of 20,000 to 25,000 mt of compound fertilizers, thus,
contributing directly to increased food production, and a
resultant savinge of foreign exchange otherwise spent on food
imports.
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c. Local currency will be generated which will be
utilized for activities essential to achieving Senegal's goal of
self-reliance in food production, such as support of village level
producer groups (sub-coops), support for the National Agriculture
Credit Bank, and a fertilizer marketing study.

d. Technical assistance basic studies financed under this
PAAD will provide an in-depth assessment of the agriculture
sector, and a detailed anagysis of the credit and savings
situation.

1 $0.75 million of the $5.0 million of SDF funds will be used for
two Technical Assistance studies and is not considered as
balance of payments support.
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e. Balance of payments support will be provided on a grant basis by
importing essential fertilizer and fertilizer raw material, thus, saving
scarce GOS foreign exchange.

2. USAID benelits from the program assistance provided under this PAAD in
the following ways:

a. Pertilizer sub-sector level influence can be significant as a result
of fertilizer imports. Provision of this essential input provides opportuni-
ties for a policy dialogue on Government policies enhanced by the GOS hope
that further AID-financed imports of fertilizer can be envisaged in the future
if all goes well. USAID will encourage tle Government to continue its efforts
to move the distribution and marketing of fertilizer into the private sector
and reduce further fertilizer price subsidy. The specific targets and time-
frames can be found below in Section C.

b. Additional sub-sector influence is provided by concentrating the local
currrncy (1/c) generated under this program on a few high priority activities
of long-term development importance (for example, the major local currency
activity, prepared with the GOS, for strengthening village level producer groups
and the Government's strong request for financial support of the newly created
National Agriculture Credit Bank). Further, use of some of the local currency
for basic studies needed for future policy actions is another 1/c use which may
effect specific GOS actions (for example, a study of the complete transfer of
fertilizer marketing to the private sector down to the retail level).

c. The dollar-funded technical assistance study assessing the agriculture
sector will form a basis for a multi-year Agriculture Development Program grant.
It will also provide basic information to the GOS and other donors as to the
major constraints and relative priorities for alleviating these problems. The
rural credit and savings study will pin down rural credit needs and savings
potential, and confirm the wisdom of supporting the CNCAS.

d. Macroeconomic policy ievel dialogue as it continues between the GOS

and USAID will become mcre meaningful with the provision of %his $4.25 million
in balance of payments support, especially when taken in conjunction with the
other forms of program assistance (ESF PAAD, $5.0 million and Title III program,
$7.0 million) totalling $16.25 million or 147 of the unfinanced portion of the
balance of payments gap. The USAID supports GOS efforts to carry out its Econo-
mic and Financial Reform Plan ("Plan de Redressment") as well as the need for
the GOS tn live up to its commitments to the IMF.

C. Conditionality and Its Impact on Agriculture Scctor and Fertilizer Sub-Sector

USAID's strategy objectives concern primarily the apgricultural sector. The
Mission is supporting the GO3 stuted goal of achieving food self-reliance
through both increased domestic food crop production and trade even in drought
years. lowever, despite the GOS' apparcent commitment to food self-reliance,
there are a number of critical policy and institutional constraints which have
not yet been effectively addressed. These inelude: (1) the level of subsidies
on agricultural inputs which appear to cncourage the production of peanuts at
the expense of domestic food crops (e.g., rice, millet, maize); (2) the relative
produccr prices for food crops and ecxport crops; (3) the relative pricing of
domestically produced food crops compared to imported food items; (4) the
low efficiency and high cost of regional development agencies which are not
capable of ensuring the timely arrival of inputs to farmers or to function with-
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out increasingly large suvsidies from the GOS; and (5) the inability of the
present farmer cooperatives system to mobilize the active participation of
individual 7 rmers and village level producer groups.

The fertilizer sub-sector provides a relatively self-contained framework
within which USAID can begin to urge the GOS to examine and act on some of
the constraints mentioned above. Furthermore, since this fertilizer CIP will
provide close to 100% of Senegal's fertilizer requirements for 1984/85, it
will give USAID considerable leverage in negotiations with the GOS on policy
and institutional reforms.: The pricing of fertilizer (which is now subsidized
by 60%) has important implications for: (1) farmers' choices with respect to
the use of fertilizer in various quantities and on various crops (e.g., peanut,
millet, cotton, rice); (2) agricultural productivity since the returns to
fertilizer use differ according to region and crop; and (3) the supply of fer-
tilizer to farmers as the tight public finance situation has been directly
responsible for late payments to the domestic fertilizer producer and, thus,
delayed or limited fertilizer deliveries to farmers. Through a progressive
phasing-out of the fertilizer subsidy USAID is expecting to achieve: (1) more
efficient fertilizer use on food crops where returns are the highest and in
regions where dependable rainfall reduces the risks associated with fertilizer
use; (2) reduced dependency on the government sector as its financial partici-
pation is cut; and (3) tiie removal of the supply side constraint to improved
fertilizer use.

With respect to institutional weaknesses, USAID is requiring the GOS to
present, within twelve months of project obligation, a plan for reorganizing
the fertilizer marketing system including an analysis of the role of the pri-
vate sector. At present, fertilizer marketing responsibilities are divided
among u private sector company (SSEPC), a parastatal organization (SONAR)
and the various regional rural development agencies. Coordination is poor
and farmers have criticized: (1) the lack of timely deliveries; (2) limited
access to sales depots; (3) the lack of credit for fertilizer purchases;
and (4) insufficient informu.tion and guidance with respect to the appropriate
mix of different types of fertilizer. The study under this one-year CIP is
designed to provide the basis foi future USATD involvement in institutional
development in this sub-sector including the critical question of the respec-
tive roles of government and the private sector in providing low-cost, but
efficient services to farmers.

A non-project assistance mode has been chosen for the DA-funded Agriculture
Development Assistance Program, because it provides an effective mechanism for
addressing both institutional weaknesses through the careful targetting of
local currency use and policy reforms through the establishment of quantitative
benchmarks against which performance can objectively be monitored. Furthermore,
a relatively small amount of non-project aid ($5 million) allows USAID to exert
substantial leverage due to the value which the GOS attaches to this type of
assistance. The economic crisis which Senegal has been confronting since 1978
has also severely limited the scope for introducing new investment activities
with a reasonable opportunity for success.
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1. The specific reforms to be implemented under this project are listed
below. Section IV ¢f this paper discusses the technical and economic justi-

fication for involvement in the fertilizer sub-sector.

A, Macroeconomic Reforms

1. No disbursement of dollar funds until conclusion of a 1983-84
Standby Agreement between the IMF and the GOS. (CP)

2. Selection of specific targets from the IMF 1983-84 Standy Agree-
ment which are relevant to the .agricultural sector for performance monitor-

ing. (Covenant)

3. Reduction of the deficit of the CPSP (Price Stabilization Board)
by 10% by December 1984. (Covenant)

4. Reduction of outstanding seasonal agricultural credit through a
reimbursement of 10 billion CFA by December L984. (Covenant)

B. Sectoral Reforms

1. Within 12 months of obligation of funds, the GOS will present a
plan to the USAID for the reduction of the fertilizer subsidy from the cur-
rent 60% level to 25% by June 1987. (Covenant)

2. GOS average price for fertilizer does not drop below 50 CFA per
kilo through January 198L4. (Covenant)

3. Reduction of fertilizer subsidy to at most LO% by January 1985.
(Covenant)

L. The GOS will permit SSEPC (private sector distributor) to impert
urea under this program directly from the U.S. without the GOS serving as
an intermediary. (Covenant)

5. Within 12 months of program obligation, the GOS will present a
plan for reorganizing the fertilizer marketing system including analysis
of the role of the private sector. This plan will recommend methods of
reorganization for maximizing efficiency, minimizing costs and responding
to local farrmer needs. (Covenant)

6. Nc local currency will be disbursed until the GOS certifies that
village level. producer groups have direct access to credit sources. (CP)

D. Technical and Economic Justification for Fertilizer

Annex E, which provides the detailed "Economic, Technical and Financial
Justification for Fertilizer Imports", reaches the following conclusions:

1. Conclusions

a. Fertilizer application in Senegal is economically viable as indicated
by the favorable value cost ratios generally between 2.0 and 6.0, depending
upon the assumptions and the foreign exchange earnings and savings created by
fertilizer use.
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v. rertilizer demand is clearly sufficient for the amounts proposed in
the PAAD of 12,000 mt of urea, and 5,000 mt of sulfur for the fertilizer
mixing plant (SIES) as estimated by the Ministry of Rural Development and
the private sector fertilizer suppliers.

c. Rural Development Agencies (RDAs), such as SODIFITEX (cotton) and
SAED (rice), are a stable source of fertilizer demand; while in the peanut
basin, the absence of credit and uncertain distributive mechanisms continue
to affect fertilizer demand.

d. Private sector distribution of the fertilizer by the private firm
(SSEPC) was arranged for by the Government last Fall for the 1983 crop year.
This action demonstrates a willingness to move towards privatization of fer-
tilizer distribution and marketing,

e. The cost for compounded granular fertilizers is expected to drop by
as much as 15% once the new fertilizer facility, ICS, comes on line in 1984
due to economies of scale, a different way of apportioning overhead, etc.
ICS, which is owned by a consortium of governments and banks and is privately
run, will take over the SIES operations.
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2, Background

Senr:gal's fertilizer consumption has dropped drastically in recent
years due to four major reasons:

- The removal of credit after the dismantling of the parastatal
ONCAD 1in late 1980.

- An iucrease in prices to the farmer (1007 betwecn 1982 and 1943)
requested by Wo-ld Bank as the first step in reduction of
subsidy levels financed by the GOS.

- The absence of an organizatlion capable of managing the varlous
functions of a natlonwide marketing system unt(l the Fall of
1982 when the Government arranged for a private company (SSEPC)
to distribute the fertilizer.

- The confusion in the minds of farmers as to the Government's
future intentlions regarding supply of inputs, fertilizer
subsidies, and possible resumption of credit.

Nevertheless, the,need for fertilizer is substantial. The amount of
nutrients extracted by crops is much higher than the amounts of nutrients
applied to the soils with fertilizers. Thus, the present decrease in
fertilizer application is contributing "o a progressive decrease in soil
fertility.

3. Econonmic profitability

The economic profitabllity of fertlllzer use has been clearly
established: Based on IFDC curves of yleld Iincrease per nutricntl, the
value cost ratios of fertilizer use for four major crops, in four different
regions, using six different price hypotheses have been determined. (For
detalls, see Annex E-Tables 8, 9, and 10). The general concluslons that can
be drawn from these analyses suggest that:

- From the farmers' polnt of view, fertilizer is profitable on
most crops except groundnuts in the drler northern part of the
couptry. Value cost ratios vary generally from 2.0 - 6.0
depending on the assumptions.

- Froem o mocroecconuste viewotnr, fertilizer is clearly o good
investicent, ju particular, L we considev the foreipn exchange
earned or saved. Aunnex F-Table 14 estimates a forelpn exchange
savings from the lmport of 5,000 mt of sulfur and 12,000 mt of
urea at between $7.0 and $9.0 million.

4. Demand

An ¢stimate of fertllizer need nationwlde, based on the most
pessimistic hypotheses, ealls for an annual application of 115,000 tons of

1 IFDC (International Fertilizer Development Center, Mussel Shoals, Alabama)
rescarch carrfed out In 1978-79.
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compound fertilizer and 70,000 tons of urea, while this year's estimated
consumption (1983-84 season) is approximately 30,000 tous of compound
fertfllzers and 10 - 12,000 tons of urea.

5. Eliminating the constraints

The constraints on fertilizer consumption are not a result of
fertilizer economics at the micro and macro-level, but are institutional In
nature.  AID, through this fertilizer Import program and related activities in
other country projects, is able to address several of these. While major
instituaticnal reforn Sedwoi e expected within a one year program the
combinatica of resources fs expected to have slgniflcant effect and facilitate
increascd tevels of fortilizer use and more effective applicatfon. The
fnportant tertilirer conswaption constralnts to be addressed are:

- Coordination between research and farm extension services

USATﬁ/SQﬂZ}&? has assisted in Usfzgiishiﬁg_gkgned wor?ﬂfg
agreements between these scrvices and fleld technicians are
narticipating in the conduct of improved field trials on farmers
tields. Iaclusion of fertilizer trials along the 1ines
recowsended by 1FDC, i.c., plhosphate rock and nutrient sul tur,
s to be fncluded fa the further development of this program.

- Lnput aml vutput
iTifTJiﬁfhﬂ&if‘nZTEGJTJ“in farm commodity prices (60 CFAF /kg for
rice, 5% CFAYV/ kg for mwillet and 50 CFAF/ky for corn, announced
o May 1, i for the 1983/85 crop seasnn) raise the incentive
for incre:sed production therefeore tertilizer use. At market
pricos which are 20-40, ahove the otficial srices the
faput/output ratio is even nore favorable than that used tn the
analysis of this paper.  The USALD will continue to support
Incentive prices as a means of stimulating fncreased production.

- Credit
Fertilizer supsly has been directly linked to agriculture credit
unt il recently in the peanut basin and cont fnues to be tn the
other repions of the country.  The new credit orpantzation has
not. been establislied nor have opevating procedures been drafted
In sufffefent detall e predict the credit {npact on future
Tevels of fertilizer use. USAID g Involved {n the
consideration of the crodit systenand anticipates Gos pilng
programs fn 1973/84,  Sound and eronomlenl lending practices are
fmportant to Increasing fortilizer use and priority fs bheing
given to improving the crodit svsten for these reasons.
However, at carrent levels of the feport program the limited
credft supply is not constdered a eritienl factor,

- Marketing svaten
ﬁyntﬂQQQNTffﬁﬁf}In'rwquunﬂ)ﬂlity for fert{lizer distribution
to the private sector, the G0S has taken a major step forward in
putting this fudustry under pood management . The G5 policy 15
to convert altl ferti{lizer distribution and miarketing to the
private sector but has not elaborated this poliey fn terms of
elther orpantzat{onal structure or time frame for the rice and
cotton production arcas. USAID {nvolvement with several
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reglonal development agencles (RDA, | rovides a working
relatlonship ftor assisting in the transfer of fertllizer
marketing from the RDA to the private sector. The fertilizer
marketing study proposed {n this paper will provide a refevence
and master plan for this transtev of responsibility. The
objective of this transfer will be a mare responsive and
econonfeal arrangement for fertilizer supply to Senegal's
farmer=. In this case, the Interim stape of reorganization ls
not seen as 4 critical cenceralat within the {mport and use
tarpets of this project.

6. Policy dialojue and reforms
The fertiliver Import program discussions with the Ministries of

Plan, Finance, and Kural Devilopaent have already provided opportunities for
staltl and policy (Ministeric.) level discussions on the privatization of
fertilizer distribut ton and marketiag, reduction of subsidles, credit needs of
the farmer for lertilizer, ote. A private sectov fertillizer marketiong study
financed from local carvrency senerations is planued.  The grant agreement will
Include covenants spelling out the Goverameatr's coutinued intentlion to move
the foertilizer warketing systen into private chanoels and that it will
continge ity eftforts to redace fertilizer subsidies.

E. Locual Currency Uses and Relation to GOS Development and Sectoral
Ketorns

I. Local currency gener:tion
Anoestinated 1,07 billion CFAF will be generated under this SDF
program grant as {ndicated below,

Local Currency
(Counterpart)
Dollars (CFAF)

$3.05 mi!lion For 12,000 mt Urea 1.07 billion
and 5,000 mt Sultfur

0.75 million Two Technical Assistance
St..ies in Apric. Sector -0~
1.20 million Section HaiC Grant f{or
additiona! coat shipping
o fertdilizer Va8, Flap -0-
5.0 milltion Total Geacerat fon CFAFP 1.07 billion

(81,0 cquals 350 CFAF)

The 1.07 billton CFAY wi1l be deposited by the Government in a Speefal
Local Currency Account at the Central Bank. Twentv-five perecent of this loecal
currency or 267 miil{en OFAY will be deposited by the Government at the time
the tender fg awarded for the purchase of the ferti{lizer {n October/November
1983, The rematning 755 or 800 mi11{on CFAF will be required no later than
s{x mouths after the fertillzer Is shipped (f.eo, deposit In September 1984),
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The GOS has suggested using the existing jolnt GOS/USAID Local
Currency Management Committee already established to review and approve Title
IIT 1/c activities. This committee s chaired by the Ministry of Plan and has
th. 2 other members—--Finance, Commerce, and USAID. The Committee, which has
bec. 1n operation for over a year now Iin 1ts present form, is doing a good
job. Some enlarglng of {ts mandate may be necessary, as well as some
additional support to the Committee's Secretariat to allow it to handle the
additional work load. Amounts released for specific activities by the Joint
Local Curvency Committee will be released to a speclal account to be used
exclusively for financing the apnroved activity. $50,000 in CFAF has been sot
aside to cover additional local currency costs.

4. Use ot the local currency

One of the two major local currency uses under this PAAD is to
support an activity designed to strengthen local village level producer groups
(sub-coops). (Scction V.C.(2) below summarizes the program and Annex G.(2)
contains a more detaliled description.) This activity should be considered
within the framnework of the Government's plan to decentralize the coutrol of
the agriculture sector and to place more responsibility at the village level.
It provides funds for a4 wnjor tralning effort of extension avents, village
leaders, and trainers in lteracy, numeracy, and cooperative leadershiip skills.

It is expected that nlacing responsibility for the selection of
Inputs and equipment needs and repayment of agriculture credit at the grass
roots-level nlug making tihe borrowers individually and collectively
responsible will help assure repavment. A condition precedent in the grant
agreement to disburscement of local currency funds for this actlvity will be
completion by the Sencgalese Government of the decrce authorizing village
level organizations to have direct access Lo rural credit.

The second majour activity to be financed from local currency funds
responds to the GNY reaquest for support of the newly created National
Agriculture Credit Bank (ONCAR).  Thils activity is summarized In section
V.Co (L) below and desceribed in detail in Avnex G(13. It is part of the
Government's plan to provide credit and mobilize savings in the rural cconomy
via a bank free froam direct Government control. The Bank will lend money to a
broad spectrum of rura! users at commercial or near comnercial rates of
Interest. It has’ been desipned over the past two vears by the GNS in
collaboration with the Caisse Centrale, the French National Agriculture Credit
Bank as well as the World Bank. Ownership will be a mix of yovernment
participation (157 direct and 157 via {ts National Development Bank (ENDS) and
other donor and private sector participation for the remaining 707 of
capital). Grants and soft loans {n the forms of Liaes of credit are being
sought from donors. The propram i« expected to take up to 7 vears to cover
the country and a deliberate, careful start-up In only three regions fis
envisaged. Careful attention to trafning-especially for staff in the reglonal
offices to assure (ntellipent centact with the populaticas at the grass
roots~level is planned. Release of funds for this activity will be
conditional on a positive fiading from the dollar-financed technleal study on
Rural Credit and Savings. (See V. below)

The local currency contingency line {tem will be used malnly for
studles needed to carry out the Government's Economic and Financial Reform
Plan.
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the Government's goals, this eventuality need not arise. Should differences
appear, sound anzlytical rationale would be furnished to the Government
explaining the U.S. position. This would be coupled with a readiness to
listen to the Gorernment's side when there are disagreements.

K. Conclusion and Recommendation

Given the Government of Senegal's request for program assistance (see
Annex A for text) to help alleviate its serious balance of payments problenm,
and the need to use the local currency funds generated F: .= this program for
priority development projects;

Given the present need for the results of two basic technical assistance
studies also requested which will furnish an in-depth assessment of the
agriculture sector, and a complimentary detailed stuiy of the rural credit
and savings system; and

Given the economic policy, program, and implementation information and
Justification provided in the preceding sections and tables.

IT IS RECOMMENDED THAT:

The Assistant Administrator for Africa approve this request for program
assistance from the Sahel Development Fund in the form of a grant of $0.75
million for technical assistance, $3.05 million for fertilizer imports and
raw materials, and $1.2 million for a Section 6LOC grant to finance the
differential caused by chipping oa U.S. Plag vessels. The exact mix of the
$4.25 million in fertilizer, shipping, and differential costs would depend
on actual costs at the time of awarding the IFB. The total grant will not
excced %5.0 million.



VI. ANALYSIS OF THE REFORM PACKAGE

I. Background

about 707 of Senegal's approximately 6.0 million people live in rural
areas, and although rural-urban migration has been high, the rural population
continues to grow at the rate of about 2.1Y per annum. A large majority of
the rural population derives its livelihood either directly or indirectly from
agriculture and in particular from peanuts. In fact in 1981, more than 50% of
Senegal's population was, in one way or another, dependent on the peanut
industry. Nearly 60% of the rural population live in the "Peanut Basin" which
covers about 35% of the country's land area. Human and livestock pressure in
this area is becoming a serious problem.

The Agricultural sector continues to be a key one in the economy. It has
accounted for some 30-35% of GDP, and about 60% of export revenue in recent
years. It also employs about 75% of the labor force. Within the sector,
about 607 of output comes from crops, 18% from livestock, 15% from fishing and
7% from forestry products. Basic foodcrops produced are millet, sorghum,
rice, maize and cowpeas; groundnuts and cotton are the main cash crops. Over
90% of rural output is produced by small-scale rainfed farm units, but there
are differences in farm size, labor availability, ownership of agricultural
capital, productivity and revenues. The sector is fairly sensitive to
rainfall, which is often erratic. Over the past decade, groundnuts and millet
have taken up close to 90% of the cultivated area (47% and 427 respectively)
while cotton and maize have occupied 2% each of the areas. Between 1976 and
1979 major export products in the agricultural sector have been peanuts (69%),
fish products (21%), and cotton products (7%).

A. Agricultural Performance

Since independence, production of all major export and food crops has
heen erratic and can best be characterized as stagnant (See Tables 1 through 4
In the annex). The only exception is cotton which was introduced in Seneeal
in the mid-1960's and where production has been increasing fairly consistent’
in recent years. The somewhat more than one million hectares of peanut lan!
produce about 880,000 tons of peanuts on average while cereal grain productin~
totals less than 700,000 tons (on average) for a surface approaching one
million hectares. Food crop production is not sufficient to satisfy Senegal's
domestic requirements hence imports of about 350,000 tons of rice and 125,000
tons of wheat are purchased annually. On an output per hectare basis Senegal
has low yields as compared to results obtained on farm plots cultivated as
recommended by extension and agricultural research services,
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Yields in kilograms per hectare of the two major crops, peanuts and
millet, have varied from one year to the next, but have shown no upward trend
in the last twenty years (See Graphs 1 and 2). Although the proposed
agricultural sector assessment, to be financed with funds from this one-~year
$5 million program, will investigate the underlying causes of poor
agricultural performance in Senegal, it is clear that erratic rainfall is an
important contributing factor. Within the peanut basin, farmers basically
have a choice between cultivating millet or peanuts or some combination of
both to satisfy their own food crop needs and to earn cash income. The amount
of land area devoted to peanuts and millet has remained remarkably stable
since independence. The low apparent elasticity between areas devoted to each
crop is probably due to the fact that there is a limited market system to sell
millet or other domestically produced cereals. (The urban market is barely
50,000 tons.) Thus, once farm subsistence has been ensured, the farmer has
little choice but to cultivate peanuts. Another reason appears to be that the
present crop mix allows farmers to even out the allocation of their labor
throughout the growing season. Thus, without more widespread mechanization,
it is unlikely that the current pattern will change significantly.

Producer prices appear to have had limited, if any, impact on farmers'
decisions with respect to how much area to devote to various crops (See Graphs
3 through 5). An examination of producer price data reveals that: (1)
regardless of the relative price structure of peanuts to millet the total area
planted is in the range of 2.0 to 2.3 million hectares with a millet/pearrr
acreage split which does not vary significantly; (2) yields and output are
correlated significantly with rainfall and not with relative pricesj and (3)
the substitution effect in relationship to changes in relative prices seems to
be insignificant. One hypothesis is that farmers are more concerned with risk
aversion through crop diversification than with maximization of monetary
earnings.l Another 1is that there is no significaut difference in potential
revenue from co:ton, peanuts or rice since the GOS has generally maintained
producer rices at comparable levels (See Graph 6). The lack of market
opportunities for domestically produced cereals is clearly also a major
explanatory variable. Another theory involves the relative importance of
off-farm income throvgh remittances from permanent urban dwellers or from
seasonal urban migration. If non-farm income is indeed a significant
contributor to the revenue of rural households, then 10-15% increases in
producer prices may yield relatively marginal increases in total income. Tre
to the important implications of this hypothesis it should be studied furthcr-
in the agricultural sector assessment.

An important consequence of stagnating agricultural productivity in
the face of rural population growth of about 2.1% per annum has been declining
rural incomes per capita. Despite considerable investments in the
agricultural sector in the 1970's, the spread between urban and rural income
{s about six to one In favor of urban dwellers, While 1980 GNP per capita for
Senegal of 3450 was about equal in real terms to per capita income in 1970,
the average rural income (of about $190 per capita) was about 10% lower in
real terms then in 1970,

1. A recent study seems to indicate that risk-averting behavior may in fact
e profit-maximizing as well.
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B. Constraints to Improved Agricultural Productivity

Although an agricultural sector assessment will analyze constraints to
Increased agricultural production in Senegal in much more detail, it is
possible to identify the more obvious ones on the basis of already existing
studies of the agricultural sector.

1. Vater Shortages and Irregularities

In the short term, insufficient rainfall is the single most
significant factor influencing agricultural development in Senegal. In four
out of the last six years, rains were well below the long~term average, in
some areas less than 50% of the norm. Equally important is the spacing of the
rains since long intervals between rains can provoke significant crop damage.
Over the medium~-term the GOS 1is attempting to decrease the sector's reliance
on frequently erratic rainfall through irrigation.

2. Soil Depletion

Due to increased demographic and livestock pressure, particularly
in the ‘peanut basin, the practice of fallowing has progressively been
abandoned and has not been compensated for through an improvement in crop
production techniques. A portion of the plant needs has traditionally been
"supplied” by leaving the land in fallow. There have been local norms for
different soils and crops allowing for one or two years of production after
fallow periods of three to seven years. However, with increasing populati
density, the periods of fallow have been shortened or eliminated so that
farmers are now "mining" the soil nutrient source,

3. Lack of Crop Diversification

With the exception of the introduction of cotton there has been
very little change in the cropping patterns for Senegal since independence.
Hence peanut remains the major export crop and millet the primary food crop.
Given future projections in the world oilseed market which indicate that
intense competition from other oilseeds will most probably keep the price for
peanut oil lower than previous trends, the future contribution of the
agricultural sector to GDP will depend on crop diversificatisn. The questinn
~f determining where Senegal's comparative advantage may lie should be a ma: -
feature of the proposed agricultural sector assessment. A recent study
~ompleted by the Club du Sahel appears to indicate that potential returns to
diversified foodcrop production may he more promising than to developing
Alternative export crops.

4, Malfunction of Agricultural Institutions: RDA's and Cooperatives

As {n many developing countries, a key constraint to increased
agricultural production has been the malfunction of important agricultural
Institutions. The institutional support structure of the sector has been
largely influenced by the Regional Development Agencies of which there are
five: (1) SAED (Société d'Aménagement et d'Exploitation des Terres du Delta)
which covers the Senegal River Basin; (2) SODEVA (Société de Développement et
Vulgarisation Agricole) which covers the peanut basin; (3) SOMIVAC (Sociéta
pour la Mise en Valeur de la Casamance) which covers the Casamance region;
(4) SODESP (Société de Développement de 1'Elevage dans la Zone Sylvo-Pastoral)
which covers the central plains; and (5) SODEFITEX (Société pour le
Développement des Fibres Textiles) which covers Eastern Senegal,
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From independence in 1960 through 1978, the GOS had progressively
placed greater responsibilities and resources in the hands of the RDA's as a
means of achieving growth in the agricultural sector. These agencies were to
provide farmers with improved techrology, necessary inputs, improved access to
markets and in general, to expand tire acreage of the principal crops. By the
late 1970's, the RDA's had become cumbersome bureaucracies that were
intimately involved in the rural sector and were a burden to, rather than a
leader of, agricultural development. In 1978, the RDA's consumed 15% of the
country's 3ross Agriculture Product. In the Peanut Basin, the GOS
organizat: rn, ONCAD, controlled the supply of all agriculture inputs and
marketing of peanuts. Farmers criticized ONCAD for its inability to guarantee
the timing and quality of deliveries of agricultural inputs. This
organization, corrupt and inept, was abolished as an {nitial measure under the
Reform Plan in 1980.

The Regional Development Agencies, particularly SODEVA, have
worked through a system of cooperatives where farmers' produce is marketed and
where agricultural inputs (e.g. seeds 7 nd fertilizer) are delivered for
distribution. These cooperatives have 2arned a bad reputation with the
farmers largely vecause they have been dominated by the government, poorly
managed and insensitive to local needs. The result has been effective
elimination of farmer participation in cuoperative management which has in
turn provided an open door to corruption of the cooperative system and
alienation of cooperative members.

The cooperatives and their members suffered from a number of
deficiencies, including the undue control by local "notables”, especially the
president and weigher, who were usually literate., The membership are
basically illiterate and lack numeracy skills necessary to understand
cooperative records. Members had no voice in selection of which members
receive credit despite the fact that all members were responsible for the
cooperative's debts. Cooperatives have had no control over produce once it
left the cooperative even though losses incurred in transport and handling are
charged to the cooperative's acccunt., Furthermore, cooperatives here had no
voice in determining the price of their products and no say in th: quantity,
quality, or price of 1inputs to be made available to them.

The cenclusion that can be drawn from the above list is that (-
farmer does not have control over the local cooperative upon which he is
dependent for his fartors 2f production, nor does he have an eflective voice
in determining the policles of the economic system that relies heavily on him
and peanut production for survival. In recognition of this, the Government's
Peform Plan provides for the reconstruction of the cooperative system starting
at the level of the primary village section. In part with local currency
generated from this PAAD, the GOS intends to begin immediately to strengthen
villapge level cooperatives and producer groups. Section V entitled "Use of
Local Currency” and Annex  of the original PAAD provide a detailed
description of this part of the progran.
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5. Malfunction of Agricultural Institutions: Credit

The dissolution in 1980 of ONCAD, which was also responsible for
providing credit, has meant that both the peanut basin and the Casamance
region have been without any formal credit program for the last three years.
Farmers traditionally use credit for the purchase of seeds, fertilizer,
implements, pumps, draft animals and cattle for fattening, Credit has been
extended in kind by cooperatives and by the RDA's, with farmers' accounts
being settled by the delivery of produce or payment in cash. However, basic
management and audit systems have been inadequate and the cooperative system
gradually built up a debt roughly equal approximately CFAF 30 billion (See
Table 5). Recent village survey work also revealed that as much as 50% of the
registered farm debt was either Inadequately recorded or perhaps falsely
entered in the books. To offecat the adverse effects of bad weather, and to
respond to farmers' complaints abort the management of the credit program, the
GOS has twice forgiven debts iu the past five years., This debt forgiveness
has seriously undermined the concept of credit liability, making reform all
the more essential.

Given the importance of rural credit, and the need to have an
up-to-date assessment, this PAAD provides for a study of Senegal's rural
credit and savings to determine how credit cqn be made self-sustaining. If a
need 1s confirmed, the study will further determine whether the newly created
National Agriculture Credit Bank (Caisse Nationale du Crédit Agricole du
Sénégal-~CNCAS) 1is an appropriate institution to provide these services. (For
a more detalled description of the activities planned in the field of cru....
and savings, see Section V and Annexes I and ;.l.)

6. Coordination Between Research and Agricultural Extension

Although agricultural research has a relatively long history in
Senegal and has absorbed considerable resources, it has not always been
adequately responsive to farmers' needs and constraints. Furthermore,
coordination between technical packages worked out by research and the
presentation of these packages to the farmers has been lacking. Thus, there
have been discrepancies between recommendations from research institutes and
those from the Ministry of Rural Development and extension services. However,
in recent years, partly due to the influence of USAID, joint programs of
applied research have been established between SODEVA and ISRA in the peanu
hasin, and between PIDAT and ISRA in the Casamance region,

7. Incoherence of GOS Policy: Pricing

The GOS has been unable to develop and implement a comzistent
pnlicy with respect to relative prices of agricultural inputs and output, It
was the government's intention, througl. the use of guaranteed producer prices
and the subsidization of i{nputs, to encourage farmers to adopt modern
cultivation techniques (e.g. increased use of fertilizers, agricultural tools
and heavier ecquipment). Subsidized inputs were designed to minimize farmer
risks particularly associated with the purchase of expensive fertilizers,
which are ineffective In drought years. In practice, however, fertilizer use
does not appear to have been especially sensitive to price (see Table 11) and
the financing of subsidies out of earnings from the sales of export crops has
tended to reduce producer prices. Furthermore, with respect to fertilizer,
supply constraints may have been more influential In determinine the rate of
fertilizer application than relatfve pricing (See Part 2, Section II C.),
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8. Incoherence of GOS Policy: Marketing

Marketing policy has been focused on traditional export crops and
this despite the generally stated aim of crop diversification and increased
domestic cereals production to substitute for imports. Emphasis has been
given to the perpetuation of a state-run system for marketing agricultural
inputs with little attention being directed to ways of introducing a certain
element of competition to improve the quality of services rendered. The
central role of government institutions has become increasingly difficult to
maintain as the government has been experlencing serious budgetary constraints.

C. The Tmpact of Low Agricultural Productivity on the Macroeconomic
Situation

Stagnatinrng agricultural production, despite considerable investuments
in the 1970's through the RDA's, and unfavorable shifts in external terms of
trade (see Annex on macroeconomic situation) have severely affected the
apricultural sector's contribution to foreign exchange earnings and budgetary
receipts. On the budgetary side, the weight of subsidies to the agricultural
sector has been increasingly heavy (see Table 6). Annual government outlays
of about CFAF 30 billion or $80 million are necessary to cover: (1) the
current subsidy on export crops, particularly peanuts, resulting from the fact
that Senegal's prices for exports are below domestic production and processing
costs given producer prices; (Z) operating subsidies to regional rural
development agencles; and (3) subsidies on agricultural inputs, both
fertilizer and seeds. The Senegalese economy, in crisis since 1978, has h-~»
unabl> to mobilize sufficient current revenue to finance these expenditures
which have been covered de facto through an accumulation of agricultural debt
(see Table 5). This outstanding agricultural debt, on which the GOS has not
met even interest payments, has serious implications for the future stability
of the domestic banking system, including the multi-national Central Bank, the
BCTAO. A write-off of debt amounting to approximately $345 million is
fncon efvable given the banking regulations assoclated with the West African
Monetary Union.

The two povernment institutions principally responsible for
outstanding agricultural debt are, the now defunct, ONCAD and the CPSP (Price
Equalization and Stabilization Fund). The CPSP's primary role since the GOS
nliminated most of the subsidies on consumer goods, 1s to stabilize reveru-
farmers from peanuts and cotton (sece Table 8). Unfortunately, in recent
voars, teceipts from the importation of certain consumer poods have bheen
neglipeable while expenditures in the form of compensatory paymentc ‘o
damerstic processors of peanuts and cotton have been sizeahle. The way the
TPSP has heen meeting {ts financial ebligations is by essentlally agreeing to
accept partial responsibility for seasonal credit extended to oil crushing
firms and to SODEFITEX for the purchase of the two major export crops. Vhen
world prices are consistent with domestic producer prices, this scasonal
credit {s reimbursed within the calendar year (period over which the
processors of export crops are expected to obtain the full earnings rrom world
sales).  Sinee the CPSP does not have the financial resources to reimburse the
portion of the outstanding seasonal agricultural credit equivalent to the
subsidy payment {t should have extended to domestlc producers, it is In
essence the dorestle banking system which has assumed this burden through
Interest and principle payments foregone on seasonal credit,
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Poor agricultural productivity when combined with the impact of.
unfavourable shifts in Senegal's external terms of trade (see macroeconomic
annex, Table 12), have made the agricultural sector a net foreign exchange
user (see Table 7), 1In drought years, this situation is agecavated
considerably., There are few short-term solutions to reducing significantly
the foreign exchange implications of the agricultuial sector. Most imported
food items are essential to ensure minimum consumption needs of the population
while limitation on the imports of chemicals and machinery would have an
almost immediate negative impact on agricultural production. Over the
medium-term, however, increased agricultural productivity through the removal
of some of the constraints described in Section B and a proper balance between
eXport earnings from peanuts and cotton and import substitution from nillet,
rice and waize could lead to a net foreign exchange gain.

D. GOS Strategy to Deal with Agriculture Sector Problems

In December 1979 the GOS, with the assistance of the World Bank and
the IMF launched a medium-term Economic and Financial Reform Program involving
a series of corrective measures in the agricultural sector. As set forth in
the Reform Plan, the key elements of the GOS strategy for revitalizing the
agriculture sector are:

1. Reorganization of the seed and fertilizer distribution and
marketing systems;

2, Reorganization of the Rural Development Agencies (RDA's) to
decentralize their management, reduce operating costs, increase
efficiency and liberate areas for private sector initiatives;

3, Encouragement of private sector Initiative in areas of marketing
and agriculture services;

4, Greater invnlvement of cooperatives and village level groups in
decision-making related to commercial agriculture;

5, Revamping of agriculture credit; and
6. Revising the structure for the agriculture research progran.

For the period 1980 to 1982 the GOS has Introduced a number of
measures to promote structural reform in accordance with the above progra-.
Producer prices for export crops anf domestically produced cereals were
Increased across the hoard {n 1981, Consumer prices of imported food
products now tend to reflect import costs. ONCAD, the parastatal raspon< iy
for providing inputs, credit, and for marketing groundnut production up to
L9R0 was dissolved and arrangements have been made for settling this
institutlon'a 1iabilities vis-i-vis (ts suppliers and the banks., The
responsibllity for groundnut marketing has been transferred to the oil
crushing firms which purchase the crop directly from the cooperatives.
Perfnrmance contracts between the GOS and three of the rural development
apencles (SAED, SODEFITEX, SODEVA) have been sipned, a study of the financial
management of the CPSP has heen made, a policy of encouraging farmers to store
their own seced was attempted but abandoned during the 1982-83 prowing season,
and procedures for the overhaul of groundnut collection and welghing
operations have been implemented. Measures have also been taken to promote
the role of private transporters in the marketing of agriculture production.

L. In April 1983, producer prices for rice, malze and millet were increased
an addftional 10-207,
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Despite the above achievements there are a variety of areas in the
agriculture sector where change has proved to be difficult. The first
concerns the role and future of SONAR, a temporary agency created following
the dissolution of ONCAD to supply farmers with inputs such as seed and
fertilizer. While the GOS stated that this agency should be temporary, there
has been heated debate regarding the timing of the phasing-out process,
particularly in view of the critical unemployment situation in Senegal.

Secondly, the GOS has recently suspended its new policy of encouraging
individuals to hold back part of their harvest to serve as seeds for the
following growing season due to claims of technical difficulties with seed
preservation and the release of funds for this purpose as well as to
unfavorable reactions from the farmers themselves. These farmers, who are
accustomed to wide fluctuations in their production from one vear to the next,
were hesitant about opting in favor of conserving their own seed stocks since
they believed that this would permanently deny them access to government seed
stocks in the future. Concern has been expressed with respect to the
implications of this policy for the quality of future seed stocks.

Thirdly, there are differences of opinion on the relationship and
respective roles of cooperatives versus village sections. The reform program
calls for a strengthening of the village sections and their role with respect
to seed management and other functions. However, the cooperatives have been
the most important organizations in the past and it is only normal that
greater emphasis on village sectlions has provoked a certain amount of
opposition from those groups with vested interests in the former system.

Fourthly, the combined impact of the new policy of cash sales for
fertilizers, and a progressive phasing~out of fertilizer subsidies has had a
negative Impact on fertilizer consumption. The introduction of a consistent
and feasible policy on fertilizer sales could contribute substantially to the
resolution of problems in this area,

Finally, the reorganization of :ural development agencies has
proceeded more slowly than orginally expacted despite the signature of
performance contracts. Problems associated with staffing, and administrative
and financial management have proved to be quite stubborn and efficiency has
suffered. These difficulties are reflected in performance with respect to
World Bank's Structural Adjustment Loan.

As A result of the slower than expected progress In implementing
agricultural reforms, the World Bank cancelled the second tranche of the 5AL
(equivalent to about $16 million). The deadline for release of the tranche
had already been extended once from December 31, 1981 to June 30, 1983,
Imelementation difficulties can be linked to the nature of SAL conditionallty
which has been relatively complex, involving a number of different
{nstitutions and reforms in a variety of different areas, such as seed stcck
maintenance, the distribution and pricling for fertilizers, the reorganization
of PDA's, and the future of the parastatal SONAR. As a result, progress in
one area has been penalized by inadequate performance in other areas.
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Although important measures have been taken to promote structural
change in the agriculture sector, reform has been more elusiwe than
anticipated, Institutional arrangements have demonstrated remarkable inertia
and Senegalese farmers, who have been accustomed to extensive government
participation, appear cautious about assuming the risk involved in farming in
the Sahel region without significant government support. The newly appointed
Minister for PRural Development has asked for a 6-month period of study before
presenting a comprehensive program for pursuing structural reform in the
agriculture sector.

Since the cancellation of the SAL the IMF {s at present the only
multilateral institution dealing with overall reform in the agriculture
sector. A proposed 1983-84 stabilization program, if accepted, would have
critical implications for the agricultural sector. Due to the impact of low
agricultural productivity on the macroeconomic situation a stabilization
program must deal with means of reducing this sector's drain on scarce
budgetary and foreign exchange resources. A primary objective under the
standby agreement 1s to reduce the level of subsidies to the agricultural
sector, particularly since the GOS cannot find appropriate financing. The
strategy involves: (1) a reimbursement of outstanding agricultural debt as a
means of reducing projected interest costs for 1983-84 by at least CFAF 2.5
billion; (2) elimination of central government financing of the fertilizer
subsidy estimated at CFAF 2.9 billion; (3) a reduction in subsidies to oil
crushing firms through cost cutting in the peanut sector; (4) a reduction in
the ope iting «:' " .ies to SAED of CFAF 1.8 billion; (5) a reduction in
subsidies on -« _e¢d stock (SONAR) through an increase in retained earnir~e
from peanut sales to save CFAF 4.0 billion; and (6) a series of price
increases on imported consumer goods (including rice and sugar) to generate an
additional CFAF 6.4 billion for the CPSP and to reduce projected subsidy
payments on consumer goods by CFAF 9.0 billion.

The end result of the above measures would be: (1) to decrease the
CPSP deficit by 63¥ from an estimated CFAF 15.9 billion to a projected CFAF
5.8 billion (i.e., a net decrease of CFAF 10.1 billion); (2) to reduce GOS
subsidies to the agricultural sector from a projected CFAF 32.0 billion to
about CFAF-22.5 billion (or a 30% reduction); (3) to complete the
reimbursement of CPSP outstanding agricultural credit (principal plus
interest); (4) to continue the reimbursement of ONCAD debt 1in accordance with
the re-financing agreement concluded with the BCLEAO; and (5) to encourage
consunption of domestic food crops and discourage rice imports through a 2°
increase {n the retall price of imported rice.
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IL. An Agriculture Development Assistance Program: USAID's Response to
Sectoral Constraints

A. Major Lessons from Previous Donor Experience in the Agricultural
Sector

The lack of improvement in agricultural productivity despite
considerable internal and external investments in the sector and major
government involvement is a poignant indicator of the relative ineffectiveness
of a 100% “project-oriented" approach to agricultural development. The scope
of a project has apparently not been sufficiently broad to provide the
ne-essary institutional support which is clearly one of the major impediments
tc improved agricultural performance. A method must be devised for
effectively influencing the efficiency of basic institutions (e.g.
cooperatives, parastatals, village level producer groups) responsible for
input distribution, credit, and marketing. Policy implications, particularly
with respect to marketing and pricing, must be coherent in order tc influence
long-term farmer behavior and choices of crops, cultivation techniques, and
input use. A preliminary examination of the data has demonstrated little if
any price responsiveness from farmers, but this is most probably due to the
lack of consistent pricing policy and institutional constraints.

The importance of technical asiistance activities both in relation to
institution-building and in response to major outstanding questions in the
agricultural sector is essential., More in-depth analysis 1s required to
understand the details of farm economics in Senegal. Thus future involvement
should emphasize the need for further analysis.

World Bank experience with the SAL has demonstrated the real
difficulties associated with reform in the agricultural sector and the
necessity of carefully focusing reform efforts. Major policy and
institutional changes are clearly going to require time and careful periodic
monitoring of performance. The scope of action should also be suffliciently
narrow to prevent progress in one area from being penalized by inadequate
performande in other areas,

The agricultural sector is clearly going to be affected by the
economic stabilization measures proposed by the IMF. U.S. activities in :b»
apricultural sector will thus be designed to work within the exigencies »
aconomic stabilization while minimizing the potential disruption to the secrte
of major cuts {n subsidlies.

B. Justification for the Use of Non-Project Assistance in the Fertilizer
Sub-Sector

In view of the lessons which can be drawn from past experience In the
agricultural sector, USAID is now moving gradually from an entirely
project-oriented mode to the use of some non-project assistance in a carefully
defined framework., A one-year $5 million program, if successful, would be
extended Into a multi-year program within two years. USAID 1s focusing 1ts
efforts on achieving policy and Institutional reform in the fertilizer
sub-sector, although attentfon {s also being given to the more general need to
reduce the fmpiicit budgetary drain of the apgricultural gector and to pursue
certain technical studies (e.p. a agricultural sector assessment, 2 credit
and savinpgs stady, a fertilizer market ing study) to set the stapge fo~ tuture
assistance in the sector.
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The fertilizer sub-sector has been selected for a number of reasons.
First, an IFDC study of the sector clearly indicates that fertilizer use can
be both economically and financially profitable in Senegal, particularly on
food crops. Second, an examination of the foreign exchange implications of
fertilizer use by comparing potential benefits resulting from increased
agricultural production with foreign exchange costs of domestic fertilizer
production indicates that this sub=sector could be a net foreign exchange
earner or saver. Third, data on fertilizer distribution in Senegal
demonstrate clearly that it {s fnefficient and requires reform in policy and
institutions to realize even some of {ts potential benefits, Fourth, more
efficient fertilizer use could within a relatively short period of time (3 to
4 years) be reflected ‘n increased rural incomes. Fifth, it has been chosen
as a sector where subsidies must be reduced to close the G0S budgetary deficit
and thus will be tequiring special attention Iin order to prevent serious
disruption (e.g. a drastic decline in fertilizer use in response to an
increase in price to the farmers).

USAID believes that this one-year fertilizer CIP will offer support
for economic stabilization efforts as well as a basis for pursuing long-term
development objectives in the fertilizer sub-sector. The financing of 12,000
tons of urea and 5,000 tons of sulfur imports will provide 100% of Senegal's
projected requirements for these two fertilizer components. The relative
importance of this contribution should give USAID considerable leverage for
influencing {nstitutional and policy change in the sub-sector, while carelu.]
focused conditionality defined in terms of specific quantitative benchmarks
should provide a basis for measuring performance with respect to reform. 1In
view nf the current economic problems confronting Senegal the GOS places
particularly high value on non-pro ject assistance which should also enhance
USAID's ability to influence reformn.

C. Medtum-Term Objectives for the Fertilizer Sub-Sector

Fertflizer consumption in Senegal has bYeen both erratic and
fnefficient as evidenced by the relatively low corirlation between fertilizer
consumption and yield (see Graphs 7 and 8). The factors contributing to this
phenomenon are discussed i{n Part 2, Section II A, B, and C. The medium-ters
objective of USAID involvement in the sub-sector {s to increase the effici .
of fertilizer iyse (through pricing and marzeting reforms) and to tnereas:

domestic consumption levels from about 38,000 metric tons to about 75,000
metric tons over the next f{ve years.  This {ncrease In fertilizer use must
take place {n the context of decreasing price subsidies. However, {t is

possible that preater efflency In tertilizer util{zation {n response to price
signals could lead to higher actual rates of return and thus preater demand.
Tt {s (ntended that fertilizer use be ¢istributed as follows: 30% for
peanuts, 357 for millet; 10% for frrigated rice; and 25% for other cropy
(cotton, market pardening, and dryland rice). These objectives and the{:
implications for consumpt {on patterns are compared to projected consumption
for 1983-84., See the text table on the following page.
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Tvpe of
Fertilizer

WPK
h.20.10

HPK
14,7.7 and urea

NPK
18,46,0 and urea

NPK
8.18.27 and KCL

TOTAL

-3

L

TEXT TABLE 1

CroE

Peanuts

Millet

Irrigated rice

Market gardening
Cotton
Drylani rice

Consumption
Objectives
22,500 30.0
26,250 35.0
7,500 10.0
18,750 25,0
75,000 100.0

Projected
Consumption
for 1983-84
4,000 10.5
12,000 31.6
5,000 13.2
17,000 44,7
38,000 100.0
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Achievement of the medium-term objectives would require, in particular,
efforts: to restore fertilizer use on peanuts and millet to its average of
recent vears (see Table 9), to increase application on irrigated rice by about
50% and to increase fertilizer use for other crops by about 10Y%. Assuming
optimum fertilizer use in the Senegalese context, as defined by the IFDC,
attainment of fertilizer consumption targets would imply the following yield
increases: 42,500 metric tons for peanuts, 57,000 metric tons for millet,
22,500 metric tons for irrigated rice and 1,800 metric tons for other crops.
This would in turm lead to an increase in farmer revenue (at current producer
prices) of about CFAF 9.0 billion. Clearly, Senegal will not be able to take
f11l advantage of the potential revenue increase within five years; however, the
CFAF 9.0 billion figure gives a rough indication of how improved fertilizer use
could contribute to increased agricultural productivity and farmer incomes.

In the area of pricing policy USAID is aiming for a complete
elimination of subsiiies on fertilizer over a six-year period, at the longest.
The GOS has agreed that the reduction in the subsidy burden on the government
budget is Lecessary. An added advantage may be that subsidy reduction will
encourage fevtilizer use in regions and on crops where returns are sufficiently
hipgh to justify purchase at cost price. There 1s some evidence (detailed 1In
Part 2, 'Section II) that subsidization has led to: (1) use of fertilizer in dry
regions where the probability of low returns to fertilizer due to drought is
high; (2) relatively widespread use of fertilizer in amounts which are too small
to result in demonstrable increases in yield. USAID is proposing a timetable
whereby the GOS will hold firm on the average 60% subsidy level through Joanr-
19843 (3) reduce the subsidy level from 60% to 40% maximum by January 1985; and
(4) reduce the stbsidy level to 257 maximum by January 1987,

Institutional arrangements for fertilizer marketing and distribution
are currently in a state of flux. ONCAD was traditionally responsible for
purchasing fertilizer from the domestic producer, providing credit to farmers
for fertilizer on an annual basis, and distributing fertilizer to the
cooperatives which in turn distributed it to the farmers. Since the dissolution
of ONCAD a number of institutions have been involved, principally: SONAR (a
temporary agency responsible for fertilizer distribution until 1982), SSEPC (a
marketing apency for the domestic fertilizer producer), SIES (responsible for
distribution since 1982), and SODEVA (a regional rural development agency
responsible for maintaining sales depots in the peanut basin since 1982y,
Fertilizer distribution to Eastern Senegal and to the Senegal Piver Basin hi -
heen handled “irectly by SODPEFITEX and SAED respectively. Confusion concera.
605 policy on fertilizer marketing and the objectives with respect to
desipnation of institutional responsibility for fertilizer distribution has
contributed to cupply disruptions in recent vears.,

The GOS, in collaboration with USAID, will be studying possibilities
for reorganizing the fertilizer marketing system including an analysis of the
respective roles of the private and public sectors. On the basis of the study,
a plan 1s to be submitted within twelve months of project obligation. USAID is
looking for a marketing and distribution system which will emphasize relative
efficiency and cost-effectivencss. A new approach to input distribution hased
on introducing an element of competition in the marketing system (e.p,
simultaneous operation of public and private distributors) 15 belleved to hold
some promise. A major factor 'n resolving institutional difficulties ig the
willingness of the GOS to maintain a consistent policy In this area, Specific
criteria such as prompt delivery, cost minimization and responsi{veness to local
needs will be defined and used to assess performance of the new system,
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PART 2 - SPECIFICS OF PROGRAM DESIGH

Since the $5 million fertilizer CIP will provide direct support for
Senegal's economic stabilization efforts, it was decided that this non-project
activity should include some conditionality with respect to objectives,
pertinent to the agricultural sector, as defined by the 1983-24 IMF standby
arrangement. Conditionality has deliberately been defined modestly in
comparison to IMF objectives, to be compatible with the relatively small
amount of resources this one-year prcgram will provide, However, as a
condition precedent to the program, dollar funds will not be disbursed until
the conclusion of a 1982-84 Standby Agreement between the IMF and the GOS.
Although sector level conditionality is not the major emphasis of the program,
visible U.S. support for measures to reduce the public finance burden of the
agricultural sector is believed to provide significant moral suasion.
Furthermore, should the GOS procrastinate coping with the subsidy burden of
the agricultural sector, the consequences (e.g. breakdown of the CPSP or the
availability of seasonal agricultural credit) would seriously disrupt U.S.
efforts to affect policy and institutional reform in the fertilizer sub-sector.

I. Reducing the Public Finance Burden of the Agricultural Sector

A. The CPSP

The role and financial difficulties of the CPSP are set out in the
background section and in Tables 6 and 8. As a covenant to this program Jji....
1s requiring that the CPSP deficit be reduced by 10% before December 1984.
Assuming 1983-84 projections for the annual CPSP deficit (in the absence of
reforms), a 10% reduction would imply a decrease of approximataly CFAF 2.1
billion or $5.5 million. This reduction would be modest in comparison with
the proposed IMF reduction of CFAF 10.1 billion from the 1982-83 deficit.
Assuming that the GOS implements the price increases for imported rice, sugar,
and vegetable olls as proposed by the IMF and that the world prices for peanut
products and cotton do not decline significantly, then the CPSP should have no
difficulty in complying with this covenant.

B. Relmbursement of Outstanding Agricultural Debt

Basic components of outstanding agricultural debt are set out in
Table 5. As a covenant to the program USAID 1s requiring that in additin»
a reduction of the CPSP deficit, the GOS mobilize sufficient resources to
reimburse CFAF 10 bhillion by December 1984. The draft letter of intent for -»
IMF standby also sets out targets for the reimbursement of agricultural debt
in relation to the amount of budgetary support the GOS receives in excess of
CFAF 6.0 billion for the perlfod from July 1 to September 30 and in excess of
9.0 billlon for the period from July 1 to December 31,1983, These resources
are to be allocated for the repayment of debts in the following descendin-,
order of priority: (1) outstanding seasonal agricultural credit for FY :981;
(2) outstanding seasonal credit for FY 1982; (3) arrears due on ONCAD debt for
FY 1982 (CFAF 8.0 billion); and (4) quarterly payments (of CFAF 2.5 billion
each) due on ONCAD debt for FY 1983.
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Given the IMF order of priority, the USAID requirement of a
reimbursement of CFAF 10 billion would be allocated to cover the outstanding
principal on seasonal credit for IY 1981. On the basis of IMF projections of
exceptional budgetary support for FY 1983-84, USAID does not anticipate
difficulties in GOS compliance with the covenant, However, the IMF timetable
for debt reimbursement, which would require the GOS, providing it receives
sufficient budgetary support, to repay a combined total of CFAT 29.6 billion
over FY 1983 appears to be much too optimistic,

II. Characteristics of Fertilizer Use In Senegal

A. General Background

Although it {s necessary to view fertilizer consumption data with
caution, it is clear that consumption has been surprisingly erratic since
independence. It is not uncommc - to find fertilizer consumption reduced by
half from one year to the next or conversely doubling (see Table 9). Even the
percentage of total annual consumption on any particular crop has a tendency
to fluctuate considerably., The percentage of fertilizer allocated to peanut
production, however, appears to have declined fairly consistently since the
early 1960's from about 80% to about 40%. This decline can be explained by
the emergence of cotton as an export crop on which fertilizer is used, and by
a gradual increase in fertilizer use on millet. On a regional basis, the
Sine-Saloum area of the peanut basin has traditionally been the largest
consumer of fertilizer accounting for anywhere between 37% and 74% of . . -.
consunption (see Table 10). Since the early sixties the predominant position
of the Sine-Saloum region has declined somewhat as the share of the Central
Basin region and Eastern Senegal region have increased. The relatively large
magnitude of fertillzer consumption in the peanut basin is not surprising
glven that about 60% of total farms and 100% of large farms are located in
this area (see Table 16).

Another important aspect of fertilizer use is that it has been
marginal in comparison to quantities roquired to maximize ylelds. Assuming
that fertilizer is not applied to peanut production in drier areas, Senegal,
according to IFDC recommendations, would still need about 114,700 tons of NP
and 71,200 tons of urea. Field tests conducted by SODEVA indicate that
farmers use primarily NPX types of fertilizer supplemented by urea to mont
individual farm needs. There ‘s a wide range of variability in ferriliz =
application rates with generally higher rates observed for cash Crops ani
lands cultivated by larger households. According to actual studies, about . -
of fields cultivated receive no fertilizer, about 60% receive less than the
fecommended dosage and 10% receive more than the recommended dosage. Another
field study conducted in the peanut basin concludes that when less than 607 of
recormended dosages of NPK are applied per hectare then ylelds were actually
lower than in the abeence of fertilizer application due to increased weed
gcowth, The marginal aspect of fertilizer use may also explain, at leact
partially, why the direct correlation between fertilizer consumption and
ylelds {s not very high (see Graphs 7 and 8),
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B. Farmers' Attitudes Towards Fertilizer Use

There appears to be little verified data on farmers'sattitudes
tovards fertilizer use; however, isolated field tests have led to the
formulation of some plausible hypotheses. First, farmers appear to be
particularly influenced by the necessity of avoiding risks rather than
maximizing profits, which would explain the relatively low levels of domestic
fertilfzer consumption. A principle concern appears to be the need for
minimizing implicit or explicit debt in association with fertilizer use,
particularly since fertilizer is not absolutely necessary to agricultural
production, such as seeds. Second, farmers have not been convinced of the
full extent of the potential impact of fertilizer use on yields for a number
of reasons: (1) fertilizer has been used in marginal quantities; (2)
fertilizer doses and proportions of NPK should be regionally adjusted for soil
composition but seldom are; (3) fertilizer has been used basically to maintain
the fertility of heavily cultivated soils which would normally experience a
decline in yield and therefore tangible results through increased production
are not apparent; (4) returns to fertilizer use on some crops (e.g. peanuts)
may not be apparent over a one-year time period; and (5) farmers have learned
that logistical and financial problems frequently affect the timely
availability of fertilizer.

Another explanation for variability in fertilizer use may be that it
is particularly sensitive to shifts in rural incomes since it 1is the most
easily accessible means of compressing production costs. Rural incomes vary
considerably in Senegal due to undependable rainfall. Supply side constraints
may also be an important factor in explaining annual variations in fertilizot
use. UTAID through the Senegalese agricultural research institute (ISRA) is
currently financing a study of various farming systems in Senegal which will
include i{nformation on farmers' attitudes and may provide more definitive
answers to questions on decision-making with respect to fertilizer utilization.
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C. Factors Determining Supply and Demand

On the basis of background data on fertilizer use In*Senegal {t is

possible to outline the major factors influencing supply and demand. On the
supply side, insritutional constraints are of primary importance particularly

with respect to the marketing and distribution of fertilizer. Similarly, the
GOS' inability to ensure timely payments for the importation of urea and to
the domestic fertilizer producer for the purchase of NPK has, on several
occasions, been directly responsible for late or partial delivery to the
farmers.

With respect to demand, the situation appears to bhe somewhat more
complex. The combined effect of a doubling of the fertilizer price from 25
CFAF/kg. to 50 CFAF/kg. in 1982-83 and of the absence of a credit mechanism
(in the peanut basin and in the Casamance) seems to have provoked a sharp
decline in the demand for fertilizer in these regions. Figures are not yet
avallable to confirm this hypothesis. Nevertheless, time series data for the
ratio of the producer price of groundnuts to the price of fertilizer and for
fertilizer consumption seem to confirm that price is a factor in demand but
with about a two-year lag (see Graph 9). Other important factors are: (1)
farmers' assessment of risk associated with erratic rainfall; (2) demonstrated
results of fertilizer through appropriate extension; (3) income level and
alternative claims on farmers' scarce resources; and (4) timing of the
fertilizer deliveries.

D. Potential Profitability of Fertilizer Use

In 1976 and again in 1977 the International Fertilizer Development
Center (IFDC) conducted 32 fertilizer trials each for millet and groundnut on
Senegalese farmers' fields. For more detall on the conditions under which
these trials were conducted, see Annex . The purpose of the IFDC work was
to determine the potential profitability of fertilizer use in Senegal (see
Tables 13 through 15).
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1. From the Farmers' Viewpoint

Hypotheses 1, 2, and 3 on tables 13 through 15 represent the

profitability of fertilizer use from the farmers' viewpoint. According to
international standards in countries with rainfall conditions like Senegal,

value cost ratios should at least be equal to two (compared to an average
value cost ratio in the U.S. of 1.2). Otherwise, the risk is too high to be
taken by the farmers. In drier areas, like the North Basin, this ratio should
be equal to 2.5 or 3 to take into account increased risks of drought. At the
current 607 level of subsidy on fertilizer, fertilizer consumption is
potentially profitable on all crops (cotton, millet, peanuts and rice) and in
all regions. However, as the subsidy on fertilizer is reduced to 25%, while
the output prices are maintained at current official levels (a rather
pessimistic assumption over a five-year period), fertilizer use in no longer
profitable either on peanuts, except in the Sine-Saloum region, nor on dryland
rice and cotton in Eastern Senegal. But returns to fertilizer should be
sufficiently high on millet in all regions..

2, From the Economy's Viewpoint

From an economic point of view, the value cost ratios should be
higher thar 1 plus a small percentage representing the opportunity cost of
capital in Senegal, Thus, a ratio higher than 1.1 is considered satisfactory.
When world market prices for fertilizer and for crops grown in Senegal are
used (hypothesis 4), value cost ratios are highest for peanuts in the ,
5ine-Saloum and for millet in the North Basin but are higher than 1.4 for all
crops in all regions. A comparison of the foreign exchange value of increased
crop production as a result of fertilizer use with the foreign exchange spent
on fertilizer consumed (hypothesis 5) indicates substantial foreign exchange
benefits to the economy. A final calculation (hypothesis 6) is made to
reflect the impact of expected reductions in the production costs of NPK
fertilizers (estimated to be 15%) as a result of a new chemical complex (ICS)
expected to come on stream in the course of 1984, Cost value ratios in all

cases are slightly higher than those for hypothesis 4,

3. From the Viewpoint of Soil Conservation

One of the GOS' primary justifications for maintaining a subsicy
on fertilizer has been 1its presumed long-term benefits in preventing soil
dopletion, lowever, the long~term cause and ecffect relationship between
fertilizer use (especially when it is marginal as in Senegal) and soil
conservation is not altogether clear. Soil depletion has been linked to a
variety of practices——overgrazing, deforestation and continuous cropping.

Ef faective means of soil conservation, therefore, must involve an integrated
approach to altering these practices, and fertilizer use in f{solation will
have little direct impact on arresting soil depletion. Furthermore, it has
been argued that a temporary decline in fertilizer use (3 to 5 years) will not
provoke long-term damage *H the sofls since once fcrtilizer use is resumed the
necessary soil nutrients will be applied. Given the uncertainty of the
relationship between fertilizer use and soill conservation it would not appear
warranted to Increase value cost ratios to reflect longer-term benefits.
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TIT. Pricing Policy

From the data on fertilizer distribution and costs it would appear that
the GOS, since independence, has not followed any consistent policy with
respect to the price of fertilizer., The intention seems to have been to keep
prices as low as possible thus minimizing the risk of fertilizer use to
farmers (see Table 11). Price increases seem to have occurred the year
following a significant increase in the total costs of the fertilizer subsidy
to the GOS or simultaneously with a major increase in the price at which the

GOS purchases fertilizer from the domestic producer.

A, Fertilizer Production Costs

L. SIES

The Industrial Fertilizer Company of Senegal (SIES) is, at
present, the only company which produces chemical fertilizers in the country.
Capital participation in SIES is as follows:

- SSEPC

(Société d'Engrais et de Produits Chimiques 21,57%
= International Finance Corporation (World Bank) 17.98%
- Société Kalt und Salz A.G. 10.79%
= Entreprise Miniére et Chimique 10.04%
= Société Commerciale des Potasses et de 1'Azote 4,35%
= Société Sénégalaise des Phosphatcs i Thids 8.99%
= Compagnie Sénégalaise des Phosphates de Taiba 3.59%
= BHDS (Banque Nationale de Développement du Sénégal) 9.89%
= Other Senegalese Banks 4,507
- Others 8.30%

Entreprise Minidre et Chimique (EMC) and Société Commerciale des
Potasses et de 1'Azote (SCPA) are two companies of the French group, Mines de
Potasses d'Alsace (MPA). EMC and SCPA are majority shareholders of SSEPC
(90%), and therefore, Mines de Potasses d'Alsace is also the major shareholder
of SIES through its different participations, As will be seen below, MPA is
also involved in the new ICS project.

The SIES chemical fertilizer plant has been on stream since 1968
and produces a superphosphate, DAP, and mainly NPK complex fertilizers witi
capaclty of approximately 60,000-120,000 metric tons of product, dependin~
HPK grades,

The plant consists of four production units; sulfuric acid,
phosphoric acid, superphosphate, and granular DAP/NPK.

The sulfuric and phosphoric acid plants have design capacities
of 200 mtpd HySO4 and 70 mtpd P90s, respectively, and use sulfur and
-phosphate rock as raw materials.

The superphosphate plant has a design capacity of 300 mtpd and
can produce either SSP by reaction between sulfuric acid and phosphate rock or
TSP by reaction between phosphoric acld amd phosphate rock.



-45 -

The NPK granulation plant has a design capacity of 300-600 mtpd,
depending on fertilizer grades, by using the following raw materials:
superphosphate (SSP and/or TSP), sulfuric acid, phosphoric acid, ammonia,
potassium chloride, and Phosphal (calcined aluminum phosphaté). This
granulation plant can also produce DAP by reaction between phosphoric acid and
ammonia.

The SIES factory includes a bagging unit of 800 mtpd (24
hours). Raw materials storage capacities are 2,000 mt for ammonia, 10,000 mt
for sulfur, 10,000 nt for potassium chloride, and 15,000 mt for phosphate
rock. Storage capacity for bulk and bagged products 1s 34,000 mt.

Fertilizer production from the SIES plant {ncreased from 34,000
mtpy in 1971-72 to 100,000 mtpy in 1976-77 then decreased sharply to the
1982-83 level of about 15,000 mtpy due to a combination of external factors
affecting demand, including credit and changes In the distribution system.

Except for phosphate rock, which is produced locally at Taiba

and Thieés, all other raw materials, such as ammonia, sulfur and potassium
chloride are imported.

Ammonia comes from Europe at a high freight cost. Indeed the
storage capacity at the plant is limited to 2,000 tons and consequently
shipments are of only 1,500 tons each. Such small shipments are difficult to
obtain and cost more.

This situation should change in the near future as ICS will have
an additional storage capacity of 9,000 tons.

Sulfur 1is bought through a French broker and originates in
Poland.

KCL 1s bought in France from the parent company of SIES ({i.e,
CMC/Mines de Potasses d'Alsace).

However, SIES has no long-term contracts fer the supply of raw
materials,. and therefore could be supplied from the U,S. market.

A comparf{son of prices that the GOS pays SIES for various

fertilizer prades and international prices for similar prades shows that, 1
the 15% customs tax on Imports s fncluded, then SIES prices are equat nr
lowver than CIF Dakar prices (see Table 18). Thus Senepal would not he gl
decrease the costs of fertilizer by {mporting them directly rather than au:r
them {n country., This one-year ferti{l{zer CIP has been designed so that 31ES
costs will not increase as a result of {mporting gulfur and urea from the V',5,

(sre Tahle 17), The additional cost per ton CIF Dakar attributable to the use
of U.S. flag vessels (e.g, 30-35%) will be borne by the U.,S. and not by SIES,
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2, ICs

In 1984 a new chemical complex, Industries Chimiques du Sénégal
(ICS) will be coming on stream. ICS share capital is as follows:

~- State of Senegal 22.7%
- State of Ivory Coast 9.2%
- Federal State of Nigeria 9,27
- State of Cameroon 9.2%
= Islamic Development Bank 9.2%

- Indian Farmers Fertilizers Corp., Ltd.,

Southern Petro-Chemical Industries Corp.,

Indian Government 18.47
= Société Commerciale des Potasses et de 1'Azole

(SCPA) and SSEPC 9.27%
= Compagnie Sénégalaise des Phosphates de Taiba 6.47
- Senegalese Bank and Insurances 5.67%
= Other 0,9%
» TOTAL 25 Billion CFAF 100.0%

or about $73.5 million

This company is, therefore, a regional joint effort from crcv--

African developing countries, and also a "south-south” effort to produce
phosphoric acid and derived products to cover these developing countries own

needs, in collaboration with the private sector.

The management of this company is the responsibility of the same
French private group which owns SIES and SSEPC, f.e., Enterprise Minidre et
Chimique (EMC).

ICS will have a year'y production capacity of:

630,000 tons of sulfuric acid

480,000 tons of phosphoric arid

45,000 tons of triple super phosphate (TSP)
165,000 tons of diammonium phosphate (DAP)

and in addition, the SIES tacility will remain operational,

[C5 expects to obtaln very conpetitive prices both for raw
miterfals, TSP, and DAP fertilizers due to economles of scale of the new
manufacturineg factlitiey,

For raw materi{als they tntend to qipn lonp~=term contracts with
suppliers In ovder to obtaln favorahle prices. Howeve., theae long-term
contracts would not cover all supply needs sinee 105 will purchase a certain
percentape ot {ts supplies on the spot market, (It 13 therefore not an
obutacle to fmportation of 1,5, goods under a CIP program,)
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For compound granulated fertilizers, they expect their prices to
be 15% lower than present SIES convention prices for two reaons:

- economies of scale on supplies and production processes
- differences in the method of calculation of the cost prices:

SIES computed the fixed cost on the basis of about half of the
production capacity of the factory, in ICS case, fixed costs will be
divided by the total production of ICS which is expected to be much
closer to full capacity,

Urea will continue to be imported separately. The amounts needed
are expected to increase substantially as more farmers follow the recommended
application rates. A long-term (3 to 5 year) sunply agreement could reduce
landed costs,

It is conceivable that in the future a part of the TSP and DAP
produced by ICS could be utilized on the local market for direct application.
These products could be blended with nitrogen in the form of glanular urea and
potassium in the form of granular potassium chloride, to furnish the proper NPK
nutrients recommended by research and extension. This alternative supply scheme
needs to be studied in depth but could have implications for reducing the costs
of fertilizer. Given the expected 15% decrease in ICS production costs, it is
probable that a substantial subsidy reduction can be achieved without large
increases in fertilizer costs to the farmer,.

B. Fertilizer Transportation Costs

Under the current agreement between the GOS and SIES, SIES receives a
flat rate of 25 CFAF/kp. to cover transportation costs and import duties on
imported raw materials. Transportation costs are currently cross—subsidized
implying that fert{lizer users close to Dakar are bearing some of the costs of
transportation to more distant reglons. It has been argued that this system is
in fact inequitable, particularly with respect to the Casamance reglon, 1In this
instance fertilizer consumers in the drier reglons of the peanut basin where
cost-value ratios f fertilizer arc lower than Iin Casamance are bearing some of
the costs., IFDC data on the costs of transporting fertilizer to various regilons
indfcate that unit costs can vary by as wmuch as 407%7. The process of subsidy
reduction should therefore {nclude an elimination of the cross—subsidization
transportation costs.

C. Current Pricing System and Proposals for 1983-84

Under the current pricing system the extent to which farmers actually
hear the risk of fertllizer use varies according to the region. Since the
beplnning of cotton cultivation In Senegal, all (nputs (including fertilizer)
have been piven to farmers, thelr cost being tncluded in SODEFITEX's operating
marpgin. Thils sytem has the advantages of (1) ensuring that farmers actually
consume fertilizer since they are not {n a position to choose {ndividually
whether or not to use fertilizer; (2) providing {nsurance to tarmers against
crop faflure since the coats of tertilizer In bad years are covered by operating
profits In good years; and (3) eliminating problems of debt recording and
recovery associated with a credit scheme., MHowever, It also presents
inconveniences: (1) {1t penalizes the most efficlent farmers who may have been

able to Increase carnings and reduce risk through fmproved cultivation
techniques; (2) (t does not allow farmers to respond to the price mechanism by
walng fert{lizer where returns are the hipheat; and (3) there {s a risk that

farmers will divert fertilizer {ntended tor cotton to other crops, As the GOS
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reduces the subsidy on fertilizer the assoclated cost increase will provide
additional incentives for farmers to divert large quantities of apparently
“free” fertilizer to other crops or to sell the fertilizer on a "parallel”
market. Thus, the objective of motivating farmers to use recommended doses on
cotton would be defeated.

In Casamance and the Peanut Basin fertilizer is made available at the
average cost of CFAF 50/kg on a cash basis. It is thus the farmers' decision
whether or not they wish to use fertilizer. However, in an attempt to maintailn
fertilizer consumption in these areas, the GOS is currently considering
introducing a pricing system similar to the one used on cotton. The sytem, {f
Introduced, would suffer from the disadvantages described above and would reduce
the i{mpact of subsidy reduction on the promotion of more efficient use of
fertilizer in response to price.

SAED is responsible for distributing fertilizer for use on irrigated
perimeters in the Senegal River Valley. Given the relative stability of water
supply under irrigated conditions the risks assoclated with fertilizer use are
lower than in other regions. Farmers pay the average price of CFAF 50/kg. and
SAED extends short-term credit for fertilizer which is reimbursed, in principle,
with the proceeds from the next harvest,

D. USAID's Conditionality on Pricing Policy

The program agreement will Include three special covenants setting a
ninimum pace for fertilizer subsidy reduction in Senegal. First, the GOS
covenants that the average suhsidy for fertilizer will not increase above f{re
current 607 level through January 1984. This covenant is included to prevent
the GOS from conceding to farmer pressure to lower the price of fertilizer,
emanating principally from those who currently are required to pay cash. In
fact, the danger of backsliding for this year is probably now minimal since
fertilizer purchases for the crop year have been completed. Much to the
government's surprise, farmers in the peanut basin did purchase fertilizer with
cash (no figures are available) and reports claim that a last minute rush to
sales depots created numerous shortages. This would tend to suggest that
farmers do recognize the returns to fertilizer use, and may have implications
for the issue of whether or not the availability of credit is necessary to
eenerate effective demand for fertilizer (see Section IV B),

Second, the GOS covenants that the fertilizer subsidy will be redr e -
from 607 to 407 by January 1985, Assuming that the real price of fertilirer
will not {ncreace over this perind (a reasonable assumptiun glven the current
aXcess annciry on world markets and anticipated trends in domestic product i
costs) this subsidy reduction would increase the average price from CFAF 50/ v,
to CI'AF 75/kp. The 40% figure should be viewed as a minimum since Indicatlons
are that the IMF may be pressing for a more rapid decline in subsidies, USAID,
however, believes that a reductlon {n two or three stages would be desirable {n
order to obsarve the impact of prize reduction on consumption and, where
possible, to take appropri{ate corrective action (based on IFDC recommendations),

Third, the 60S covenants that within 12 months of oblipation of funds,
ft will present a plan to USAID for the reduction of the fertilizer subsidy to
25% by January 1497, The plan should fnclude specifics on: (1) the pace of
subsidy reduction especially between January 1985 and January 1987; (2) price
proposals for specific types of fertilizer used which would bring the average
subsidy to 257%; (3) proposals for eliminating the regional cross-subsidization
of transportaton costs; and (4) criteria for tdent{fying and monitoring the
fmpact of subsatdy reduction on ferti{lizer use,
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Even within officially re:ommended formulas there is a discrepancy
between those recommended by research and those recommended by extension
services. The national research institute's (ISRA) basic position is that in
order to maintain the long=term fertility of the soil, the amount of nutrients
added to the soil should be at least equal to the amount of nutrients taken
out by plants. The fovernment view is that the amount of nutrients to be
added should be the amount necessary to maximize the financial return to
ferti{lizer use glven price constraints. The IFDC has {dentified an {mportant
new direction for research: more decentralized, crop specific tesearch, for
example, with respect to the utility of sulfur fert{lizer use on cotton and
peanut production.

In recognition of the importance of i{mproving coordination between
research and extension USAID has {ncluded a special covenant in the grant
Agreement. The GOS covenants to continue its efforts to bring about closer
cooperation between the agriculture research stations and the extension
services 50 that results of applied research in the most efficlent kind and
method of application of fertilizers to speciflic crops can be made avallable
to the farmer and those responsible for supplying fertilizer to the farmer,
It is difficult to Incorporate a quantitative benchmark in this type of
covenant; however, USAID intends to monitor the cooperation between research
and extenstfon closely.

B. Credit

Past difficultles experienced with the use of agricultural cred ' |
finance the acquisition of Inputs have been described briefly in Part I of
this paper. The single most lmportant constraint is that a precedent has now
hbeen set for across~the-board debt forgiveness in drought years and it will be
difficult to convince farmers that credit must in fact be repaid. Short-term
credit for {nput purchase {n rainfed zones is considered to be a particularly
difficult type of credit on which to ensure repayment because farmer incomes
fluctuate from one year to the next and in drought years production generally
declines so drastically that many farmers would not have the resources to
repay,

Althouph the proposed new Agricultural Credit Bank (CNCAS) will not
{nitially lend for fertilizer purchases, {t will be expertmen ing with a new
type of group liability based on village sections which may be more effoe-
fn ensuring credit repavments, Experience fn other countries has shown N
villape level producer proups are an offect {ve untt and means of mobilizim
social pressare tor prompt repayment {n cases of indlvidual default. Due to
dfffeultfes with credit refmbursement {t would appear to be sensible to wait
for the redults of the rural ecredit and qavinpg atudy before addresaing the
Lsgue of whether or not to extend credit [or fertilfzer,

Should the problem of ennuring repayment be resolved, there are a
numher of argumenta {n favor of extending credtt for fertilizer. Firse, 1t 1is
belfeved that credft s an important factor in penerating effective demand for
fert{lizer winee farmers tend to have low cash balances in May or June when
fertillaer {a normally purchased {or the coming prowfug season.  The study on
raral credit and savings and the apricultural sector assessment (to he
financed from thia $9 m{1l1{on vrant) should examine farm budpets {n varlous
reslons and tor varfous types of farms to determine whether or not the lack of
credit da Andeed an fmportant factor {n the demand for fertilteer, Second, {f
fortfllrer fa vaed effectively, the higher rates of return on frripated cropu
and Ao relatively predictable rafafall arean shou'! Le nuffie{ont to allow the
farmer to repay ferttltzer credtt wyven In resattvely poor years,
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USAID intends to approach “he question of credit for fertilizer
purchases with caution. Howvever, two conditions precedent related to the
disburserent of local currency funds generated from the fertilizer CIP are
important {n encouraging the formulation of a comprehensive approach to
Senegal's agricultural credit problems. No local currency funds are to be
disbursed until the GOS certifies that village level cooperatives and producer
groups are authorized to have direct access to credlt sources. USAID support
to the proposed CNCAS shall be contingent on the recommendations emerging from
the rural credit and savings study being financed from dollar technical
assistance funds.

C. Marketing and Distribution

1. The Current Situation

As part of its medium—term Economic and Financial Reform Plan,
the GOS has committed itself to progressive privatization of fertilizer
marketing. In the context of the World Bank's SAL (which has since been
cancelled), the GOS relieved SONAR of {its fertilizer marketing
responsibilities and accorded them to the SSEPC. The Senegalese Fertilizer
and Chemical Products Company (la Société Sénégalaise de 1'Engrals et de
Produits Chimiques), a private company, is a 90% subsidiary of Entreprises
Miniéres et Chimiques. For the current growing season, 1t Is responsible for

the distribution of both compound fertilizers produced by SIES and imported
fertilizers (urea, KCL).

Given the difficulty involved in setting up a network of
independent distributors at the national level in one year, SSEPC is utilizing
the services of the RDA's and contracts have becr signed with each agency for
the maintenance of the following sales depots: “ODEVa, 96; SAED, 38; SOMIVAC,
62; and Société des Terres Neuves for market gerdening, 5. 1In addition, SSEPC

has 5 depots of 1ts own.

The GOS has not been satisfied with the SSEPC-RDA marketing

system for three major reasons. First, the cost of CFAF 25/kg., paid to
SIES/SSPEC, 'is higher than the distribution costs when SONAR was responsible

for hoth fertilizer and seeds. Second, the cooperation between SSEPC and the
RDA's needs to be improved. Third, the GOS has decided to postpone the
nhasinp=out of SONAR and so in essence SONAR's personnel are now
inder-emploved with the loss of responsibility for fertillzer distribution

while these costs continue to be assumed by the Government., Hence the GOG i
bearing the costs required to maintain two separate distribution networks:

one for serds and one for fertilizer.

SONAR has a fleet of 500 to 600 trucks at its disposal and
controls storage for 100,000 to 120,000 metric tons of fertilizer. There are

35 to 40 {ntcrmediate reglonal storage centers throughout the country in
addition to one or two high capacity stores in each region.
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A conclusion which can be drawn from the one-vear experienca
with SSEPC 1is that monopoly rights for fertilizer distributior either to the
public or the private sector tend to drive up the costs. The new Minister for
Rural Development is currently in the process of reviewing alternatives to the
SSEPC system. Another important lesson 1is that a fertilizer distribution
network requires time to develop and thus depends on a certain continuity in
COS policy with respect to marketing. There seems to be no fundamental reason
why communications between the private and public tectors could not be
improved. To bhe efficient, marketing requires a loug-term investment in human
and material resources,

Although further studv 1s necessary, it may be beneficial to
organize a marketing system involving both public and private sector
participation. The parastatal could conceivably play a role of a market
stabilizer while private sector competition could provide the necessary
incentive to keep prices as low as possible. The feasibility of such as
system would depend on the way in which responsibilities, markets, and reglons
vere divided between the private and public szctors.

2, USAID's Conditionality

Given the current uncertainty with respect to a fertilizer
marketing system, USAID has Included a special covenant whereby, within 12
months of project obligation, the GOS will present a plan for reorganizing the
fertilizer marketing system Including a study of the respective roles of the
private and public sectors. The plan is based on a study for which the Lo
of reference will be drawn up jointly by the GOS and USAID and should deal
with the relative costs and benefits of alternative marketing systems taking
into account the specific constraints in Senegal. The following aspects
should be covered: (1) the services, at both national and regional le. 1ls, to
be proviced by the marketing systom and designation of institutional
responstilities (e.g. training and farmer education, research and liaison with
extension services, sales management, product selection, field organization,
transportation, storage and payment collection); (2) the appropriate GOS
policy framework Including pricing, credit, taxation, farm technoloygy and
input supply, and farm produce marketing; (3) means of segmenting the
fertilizer market to adapt the fertilizer mix to regional differences in soil,
climatic factors, cropping patterns and average size of farms; and (4)
selection of specific criteria to allow joint GOS/USAID monitoring of the
performance of the new marketing system,

The timirp for the study {s crucial. Tt should be initiate aa
quickly as possible to serve as a basic for the 6G0S reflection on alternative
marketing systems for fertilizer. With 1 better understanding of potential
costs and benefits 1t is more likely that the GOS will design a realistic
system. A policy framework should also he devised within which the system can
be developed in a medium-term frameworl:,

As a means of ensuring that the private sector continues to play
a role in the fertilizer marketing process during the 12 month period prior to
the submisslon of a G03 plan, USAID has fncluded another special covenant,
The GOS covenants that 1t wi{ll permit the private sector to ifmport urea under
this project directly from the U.S. and that it will refmburse the private
sector the amount of the subsidy In a timely manner. The covenant Is also
designed to move away from the concept of a monopoly by allowing a4 number of
private firms, not exclusively SSEPC, the opportanity to impert the uyrea,
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V. Conclusion

USAID, in the context of this fertilizer CIP, will be introducing a
comprehensive strategy for revitallizing the fertilizer sub-sector in Senegal.
The program concentrates on laying a solid basis for addressing the
fundamental policy and institutional constraints to be dealt with in a
multi-year context. Thus it is expected that following the successful
completion of this one-year program, a request for a multi-year agriculture
development assistance program will be submitted for consideration.

At the end of the 2 vear life of project, USAID intends to achieve the
followinp tangible results: (1) a minimum subsidy reduction for the price of
fertilizer to an averape of 40% from the current level of 60%; (2) GOS
formulation of a comprehensive plan for reducing the fertilizer subsidy to a
maximum of 257 by Jauwuary 1987; (3) a move towards more decentralized,
regional-specific fertilizer application recommendations; (4) continued
improvement in the coordination between research and regional extension
agencles; (5) recommendations from the rural credit and savings study on the
role of credit (and the CNCAS) 1n penerating effective demand for fertilizer;
and (6) submission of a plan fnr reorganizing the fertilizer marketing system,
including specifics concerning the GOS medium-term policy on marketing and the
role of the private sector.

In addicion, the timinpg of the proposed studies and plans has been
designed to maximize their impact on GOS policy formulation and
institution-building efforts in this sub-sector, Given the implication: c¢i
the proposed 1983-84 IMF standby for the availability of public funds for
fertilizer subsidies, the unsatisfactory experimentation with an SSPEC-RDA
marketing system under the World Bank's aegis, and the new Minister for Rural
Development's commitment to redefining CGOS policy in the agricultural sector,
the fertilizer sub-sector is clearly going to require significant reform.
Through USAID's collaborative efforts with the GOS in the context of this
fertilizer CIP, the GOS will have a good deal of the analy.ic material
required to make informed declslons on the restructuring of the sub-sector.

The process of negotlating the conditionality associated with the program
has been finalized with GOS agreement on all of USAID's proposals. On the

basis of these discussions, USAID {s convinced that a meaningful and continu-:l
policy dialogue with the government in this area is iideed possible,
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TABLE 1

SENEGAL: AGRICULTURAL PRODUCTIVITY - GROUNDNUTS

Area Cultivated Production in 0Offictal Producer
in Thousands Thousands of Yield in Kg. Price Rainfall in
Crop Year of Hectares Metric Tons per Hectare CFAF/Kg. Millimeters
1960-61 977 892 913 22.5 643
1961-62 1026 995 970 22.5 789
1962-63 1015 894 880 21.5 862
1963-64 1084 952 878 22.5 943
196465 1055 993 941 21.5 7157
1965-66 1114 1122 1007 21.5 681
1966-67 1114 857 769 20.5 629
1967-68 1164 1005 863 18.0 881
1968-69 1191 830 697 18.0 576
1969-70 963 789 828 18.5 660
1976-71 1049 583 556 19.5 684
1971-72 1060 989 933 23.1 607
1972-73 1071 570 532 23.1 349
1973-74 1026 675 658 29.5 555
1974-75 1052 994 945 41.5 583
1975-76 1203 1412 1174 41.5 645
1976-77 1295 1209 933 41.5 573
1977-78 1161 519 447 41.5 415
1978-79 1154 1053 910 41.5 600
1579-80 1096 787 718 45.5 482
1980-81 1079 530 491 50.0 436
1981-82 1010 878 869 70.0 533

1982-83 (estimates) 1121 1091 973 70.0 474
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TAD'" 2

SENEGAL: AGRICULTURAL PRODUCTIVITY — MILLET

Area Cultivated Production in Official Producer
in Thousands Thousands of Yield in Kg. Price Rainfall in
Crop Year of Hectares Hetric Tons per Hectare CFAF /Kg. Millimeters
1960-61 762 392 514 15 643
1961-62 831 407 490 16 789
1962-63 864 424 491 16 862
1963-64 959 478 498 16 943
1964-65 1011 531 525 17 757
1965-66 1069 554 518 17 681
1966-67 967 423 437 17 629
1967-68 1155 655 567 17 881
1968-69 1054 450 427 18 576
1969-70 1037 635 612 17 660
1970-71 966 401 415 18 684
1971-72 975 583 598 17 607
1972-73 936 323 345 22 349
1973-74 1103 609 552 22 565
1974-75 1145 703 614 26 583
1975-76 263 621 645 30 645
1976-77 948 507 535 35 573
1977-78 943 420 445 35 415
1978-79 1055 803 761 40 600
1979-80 924 495 536 40 482
1980-81 1083 553 511 40 436
1981-82 1176 736 626 50 533

1982-83 (estimates) 991 585 590 50 474



TABLE 3

SENEGAL: AGRICULTURAL PRODUCTIVITY - RICE

Arei Cultivated Production in Official Producer
ir Thousands Thousands of Yield in Kg. Price Rainfall in
Crop Year of Hectares Metric Tons per Hectare CFAF/Kg. Millimeters
1960-61 68 82 1206 18.0 643
1961-62 NA 84 — 18.0 789
1)62-63 NA 90 —_— 20.0 862
1963-64 NA 106 - 20.0 943
1964-65 NA 109 - 21.0 757
1965-66 82 125 1524 21.0 681
1966-67 NA 125 - 21.0 629
1967-68 NA 135 — 21.0 881
1968-69 NA 59 - 21.0 576
1969-70 NA 141 -— 21.0 660
1970-71 88 99 1125 21.0 684
1571-72 83 108 1301 21.0 607
1972-73 54 44 815 25.0 349
1973-74 64 64 1000 22.0 565
1974-75 85 113 1329 41.5 583
1975-76 87 116 1333 41.5 645
1976-77 89 118 1326 41.5 573
1977-78 63 63 1000 41.5 415
1978-79 91 146 1604 41.5 600
1979-80 82 113 1378 41.5 482
1980-81 65 68 1046 41.5 436
1981-82 72 103 21430 5i.5 533

1982-83 (estimates) 68 95 716 51.5 474

_Lg..



TABLE 4

SENEGAL ; AGRI1CULTURAL FRODUCTIVITY - COTTON

Area Cultivated Production in Official Producer
in Thousands Thousands of Yield in Kg. Price Rainfall in
Crop Year of Hectares Metric Tons per Hectare CFAF/Kg. Millimeters
1964-65 .12 .04 333 NA 757
1965-6% .39 .27 692 NA 681
1966-67 1.04 1.15 1106 37.7 629
1967-€8 3.0% 3.09 1013 37.7 881
1968-69 6.45 9.74 1510 37.7 576
1969-70 9.80 10.83 1105 32.6 660
16736-71 13.62 11.13 817 33.0 684
1671-72 18.32 z1.17 1156 30.0 607
1672-73 20.3¢ 23.38 1148 30.0 349
1973-74 28.63 32.85 1147 30.0 565
1874-7% 39.07 42.10 1078 47.0 583
1975-7¢ 39.21 30.68 783 47.0 645
197¢-77 43 .84 45.21 1031 49.0 573
1677-78 47.11 37.17 789 49.0 415
1978-75% 46.30 33.80 700 49.0 600
1875-8°C 30.91 26.87 869 55.0 482
1955-81 29.91 20.61 689 60.0 436
19€1-£2 31.98 41.01 1282 68.0 533

1982-83 (esticates) 42.01 47.50 1131 68.0 474

_8g..



Crop
Year

1977-78
through
1979-80

1978-79
thrcugh
1979-80

1977-78
through
1679-80

1981-82

1982-83

TOTAL

Responsible
Organfization

ONCAD

ONCAD

ONCAD

CPSP

CPSP

SENEGAL: OUTSTANDING AGRICULTU® "1

TABLE 5

DEET - ESTIMATES

(1977-78 to 198. 83)

Purpose of
Credit

Seasonal
purchase

Seasonal
purchase
rice.

credit for
of peanuts.

credit for
of willet and

Cooperative debt for

purchase

of fertilizer

and seeds.

Seasonal
purchase

Seasonal
purchase

credit for
of peanuts.

credit for
of peaunuts.

Outstanding

Principal
as of July 1983

(Bifllions of CFAF)

Accurulated
Interest Costs
as of July 1983
(Billions of CFAF,

22.8

17.6

27.3

10.5

11.0

89.1

13.2

8.7

15.6

4.9

1.1

43.5

-Gg_
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SENEGAL; SELECTEDAAEBlgiLTURAL SECTOR SUBSIDIES

BILLIONS OF CFA FRANCS

198 3-84 1983-84
1981-82 1982-83 Without IMF With IMF
Estimates Estimates .Eﬁiﬁﬁ?“s Heasures

1. CPrSF Subsidy on Export Cropsl 9.4 13.9 13.4 10.9
= Groundnuts (4.7) (12.1) (9.6) (9.6)
- Cotton (1.2) (0.3) (0.3) (0.3)
- Interest costs of outstanding subsidy payments (3.5) (1.5) (1.5) (1.0)
2. Operatirg Subsidles to Aural Levelopment Agencies 7.6 9.8 1.6 9.8
~ SAED (1.9) (2.95) (3.5) (1.7)
- SODEVaA (1.4) (1.6) (1.8) (1.8)
- SODEFITEX (1.5) (0.2) (0.2) (0.2)
- SOMIVAC (0.4) (0.9) (U.0b) (0.6)
- SONAR (1.3) (1.4) (1.%) (1.5)
- Other< (3.4) (3.8) (4.2) (4.2)
J. Subsidies to Cover Seed Stock Costs 4.5 3.4 3.9 1.6
4. Fertilizer Subsidies 1.8 1.5 2.7 --
TOTAL SUESIDIES 24,8 28.8 31.8 22.5

Source: IMF and World Bank
1. The CPSP stabilizes revenue to the groundnut ofl-crushing firms and to cotton processing firms by paying a
subsidy to thouse firms when thelr domestic custs of production are greater than revenue varned from sales on the

vorld zarket.

2. Other rural developoent agencies Include: ISKA, ITA, SODAGRI, SODESP, and STN.

—09_
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TABLE '

SENEGAL: SELECTED FOREIGN EXCHANGE IMPLICATIONS OF THE AGRICULTURAL SECTOR (1979-1982)

Exports

Groundnut Products

Cotton

Other Agricultural Products

TOTAL

leports
Cereals

Jiher Food ltems
Sugar

Fats and Oils
Chemicals
Machinery

TOTAL

Net_fgrelgn Exchan;e

Catn or Loss (-)

1978

23,539
4,815
1,899

30,253

15,748
6,366
3,708
2,993
1,386
6,204

36,405

-6,152

IN MILLIONS OF CFA

1979

42,254
3,528
2,480

48,262

20,512
6,952
3,351
2,355
1,476
6,778

41,424

+6,838

1980

17,571
2,685
847

21,103

23,879
7,611
5,369
5,150
1,315
7,035

50,359

-26,480

1981

9,231
2,464
1,086

12,781

31,314
8,573
4,832
5,716
1,493
7,681

59,609

-46,828

1982

(Estimates)

44,650
5,170
2,310

52,130

29,460
8,480
2,630
5,350
1,320
7,840

55,080

-2,950

—'[9_
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SENEGAL: OPERATIONS OF THE EQUALL ~TION AND STABILIZATION FUND . ¢

RECEIPTS

1.

2.

Export Crops
- Cetton

Consumption Goods

- Flour

- Rice

- Vegetable Ofle (Peanut and Mixed)
STABEX

Taxes and Levies

TOTAL RECEIPTS

EXPENDITURES

Administrative and Capfital

Export Crops

- Groundnuts

- Cotton

~ Interest Costs of Outstanding
Subsidy Payments

Consuaption Goods

- Flour (mtllet and wheat)

- Rice

- Sugar

- Tomatoes

~ Vegetable Oils (Peanut and Mixed)

Other

TOTAL EXPENDITURES

KET CPSP DEFICIT

Mer_..andua Iten:
Exchange Rate (CFAF/$)

Scvurce: IMF

1980-81

Actual

0.3

2.1
(1.1)
(1.0)

7.0
(1.1)
(1.5)
(3.7)

(0.7)

256.6

BILLIONS (. CFA FRANCS

1981-82 1982-83
Est{imates Estimates
- 0.3
- (0.3)
- 2.3
- (0.3)
- (2.0)
0.6 -
0.3 0.3
0.9 2.9
1.8 1.9
9.4 13.9
(4.7) (12.1)
(1.2) (0.3)
(3.5) (1.5)
9.7 3.0
(1.5) (0.1)
(0.5) -
(2.0) (2.8)
(0.6) -=
(5.1) (0.1)
0.1 -
20.9 18.8
20.0 15.9
312.1 348.4

108 3-44
Without Price
lncreases

1983-84
With Price
lncreases

22.8

21.2

370.0

370.0

...29—






SENECAL: FERTILIZER CONS' 10 ASD PAINFALL IK SELEC:

CROF YEARS Casasancy DIOURBEL/LOUCA SENECAL ORIENTAL BARE SALOUM THIES
Aversge Average -Average Average Average Average Average Average Auu;e Average
Fertilizer Eainfall Fertilizer Rainfall Fertilizer Rainfall Fertilizer Rainfall Fertilizer Rainfall
Tse im w7 (=n) Use in MT (=) Use in MT (=m) Use in MT (mm) Use in MT (mm)
1%1-62
™ 1.070 1264 1,991 502 1,032 865 12,978 633 2,699 720
19%3-64
196i-46%
te 56 1340 &8 535 943 1066 28,867 770 3,620 600
1966-67
1%67-68
te 1,30 119 5,735 Son 1,284 B34 25,785 667 5,922 594
1%%-70
1%20-N
te & 248 %40 5,419 358 1,741 Bés 13,536 556 5,931 L04
1972-1)
197374
te 8,140 1183 15,008 Ik 5,699 821 23,080 574 9,685 566
197%-7¢
1717
te 11,704 11s 17,342 bk 6,477 B26 30,854 632 13,291 428

1978-79

_|79_




Crep Year

19566
1%68-67
1% 7-68
194809
19%69%-70
1970-71
1971-72
1972-713
197374
1974-75%
197%-7%
197e-12
1877-78
1978-79
1979-80
198081
1981-82
(estimates)

Total Fertilizer

Used (Thousands
of Metric Tons)

SENEGAL: FERTIL 'ER DIST

TABLE 11

(%566 to 1

UTION AND CosTS!
~83)

Costs to the Farmer

Cost to the GOS

Ave. Frice Total Cost Ave. Price Total Cost to
(CFAF/Xg.) (M11llons of (CFAF/Kg.) GOS (Millions
CFAF) of CFAF)
11,93 12.0 382.8 22.0 319.0
911 12.0 589 .4 23.1 S544.8
62,764 1.0 B15.9 22.0 564.8
37 884 12.0 4546 22.0 378.8
24,919 11.0 273.9 21.3 256.5
14 823 11 0 163.0 22.4 169.0
29,923 12.0 157.6 23.9 355.1
£3 577 12.0 594.9 23.6 575.1
47, %94 16.0 761.5 24.6 409.3
&1, 853 16.0 1021.6 33.0 1085.5
77 883 0.0 1557.7 4B.6 2227.4
93,316 25.0 2332.9 42.2 1605.0
67,216 25.0 1680, 4 &5.4 1371.2
85,708 25.0 2142.7 43.3 1568.5
53,049 25.0 1326.2 49.4 12944
64 873 25.0 1621.8 58.5 2173.3
47,539 25.0 1188.5 71.9 2229.5
38,700 50.0 1935.0 83.9 1311.9

1982-8)
(estimates)

1. Kot iorleding transportation costs.

Total Costs of
Fertilizer Used

Percentage of Subsidy
(Kot including

(Milllons of CFAF) transportation)

701.8 45.5
1134.2 46.0
1380.7 40.9
B13.4 45.5
530.4 4B.4
332.0 50.9
7127 49.8
1170.0 49.2
1170.8 35.0
2107.1 51.5
3785.1 58.8
3937.9 40.8
3051.6 449
3711.2 42.3
2620.6 49.4
3795.1 57.0
341B.0 65.2
3246.9 40 4

- g 9 -



Type of
Fertilizer

14,.7.7

6.20.10

NPK
8.18.27

Other RPK

Urea

| (= &

TOTAL OR AVERAGE

TASLE 12

SENEGAL: ESTI!&IED FERTIL1ZER USE AND COSTS FOR 1983-B4
(WITHOUT IMF MFASURES)

Crop

Millet/Sorghum

Croundnuts

Cotton and Maize

Cereals and Cotton

Cottoa

Sales
Forecast
{1n Tons)

8,000

3,500

10,000

5,000

38,000

Sursid,
(In CFAF/(E.)

74.4

68.3

82.2

85.0

76.0

75.0

76.8

Percent
Subsid:

62.3

60.3

61.3

61.4

62.8

61.8

61.6

Total Subsidy
Coit

(In Millicus of CFAF!

39%.2

616.5

297.5

763.0

375.0

2917.4

- 9 9.—












TAY © 1¢

SENEGAL: SIZE DISTRIBUTION OF FARMS BY REGION - 1975

1-5 6-10 10-50 50-100
Hectares Hectares Hectares Hectares
l:gion Fer Farm Per Farm Fer Farm Pe: Farm TNTAL
Casamance 77,000 —_ — - 77,000
Eastern Senegal 38,500 —_ - b 38,500
Fleuve 31,000 —_— _ - 31,000
Feanut Basin 57,000 —_— _— - 57,000
(Center)
Fearnut Basin -_ 80,000 - 1,000 81,000
(North)
Peanut Basin - 57,000 20,000 - 77,000
{South)
TOTAL 203, 500 137,000 20,000 1,000 361,500

Source: World Bank Agricultural Survey.

_.0 L —
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TABLE 17

COMPARISON OF PRICES PAID BY SIES WITH US MARKET PRICES

Prices paid by SIES in 1983 U.S. Market Prices

FOB CIF Dakar FOB US Flag Non-US Flag
Anmonia $170 $283 $140
Sulfur 5106 §130 §1nst §220 §150
iCL 50,000 FCFA § 85 §200 §130

= 139 dollars

yrea (bulk)?  §125 5155 5125 §240 §170

1 Secton VI E 3(e) entitled Value of Transaction uses a slightly higher FOB
price of $115 for sulfur since the prices represent diffevent time periods.
The actual price will depend on the responses to the IFB's in the fall of 1983,

2 Urea {s in practice imported via SSEPC. Urea prices are presented here
only for comparative purposes,

Source: IFDC and SIES

TABLE 18

COMPARISON OF GOS/SIES ("CONV
ENTION") PRI
WITH INTERNATIONAL PRICES FOR SIHILA) es

R GRADES
SIES fon . CIF CIF Dakar
Corvancs IF Dakar Nen-Us Flag
Prices > PgﬁT 3;k§f s ot
Formulas $/ton3 $/ton $/tonag $5§gg CU5;7:5 ey
on
6=-20-10 245 185
£9-1¢ 330 24
;il;-;7 262 165 310 22; ggg
303 210 355 270 11

3 Rate of exchange used: $1 equals 360CFAF

Source: IFDC.
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CONDITIONS UNDER WHICH IFDC FIELD TRIALS WERE CONDUCTED
AND METHOL OF CALCULATING COST-VALUE RATIOS

A. Field Trials

The value cost ratios which are utilized in this paper have been obtained
on the basis of fertilizer nutrient trials, conducted on farmers' fields, by
the International Fertilizer Development Center (IFDC) in 1976 and 1977. 32
trials each for millet and groundnut were effected in the Peanut Basin under
the technical supervision of SODEVA,

In addition to crop vield data, records were maintained for plot size
variables, such as plant density, daily rainfall, date of seeding, weeding and
fertilization, and soil characteristics data. One of the nutrients was
applied at varying rates while the other two nutrients were applied at a rate
considered to be near optimum. Thus at each trial, yield responses were

observed for each of the three nutrients. An elaborate statistical procedure,
based primarily on correlation and regression methods, was used to analyze the
data on millet and groundnut responce

This IFDC analysis has been criticized by the Senegalese Agronomic
Research Institute (ISRA) at two levels. First, it was considered that field
trials on a two-year period do not give a good enough statistical basis,
particularly gsince the year 1977 received below average rainfall.
Congequently, the effect of fertilizers om crops might have been
underestimated. Second, the recommendations in terms of formulas proposed b+

IFDC are based on the idea of maximizing the economic returns to fertilizer.
'

ISRA has another approach, and looks at the nutrient needed to maintain or
improve the fertility of the land over a longer period, and consequently
recommends higher quantities of fertilizers than does IFDC.

However, with these reservations, the IFDC survey is the most recent and
beet organized one available.

B. Method of Calculating Cost-Value Ratios

Senegal is analyzed from two viewpoints:
(a) Is fertilizer profitable from the point of view of the farmer?
(b) 1s it profitable from the viewpoint of the country as a whole’

The approaches and the economic returns might be very different, in
particular duc to the amount of subsidies Lo the farmer on fertilizer orices,
and due to the Government's purchase price of groundnuts which is above the
international export price.

The methodology to evaluate these economic returns is straight forward:
the value cost ratios generated by the use of fertilizers are calculated. The
values will be the increase in yleld (Y) resulting from the application of
fertilizer multiplied by the Price (P,) at which the production is sold.

The cost will be the number of kilos of fertilizer (F) applied multiplied by
the price per kilo of this fertilizer (Pg)



Therefore:

Y x Pp

R=

FXPf

P_ and P¢ can vary to take into account different hypotheses. The
basic information needed is the effect of fertilizer nutrients on crop yield
in Senegal.

The general technique used to obtain data on the relationship between
nutrients and yields is to make a large number of trials over several years
controlling for variables like rain and quality of the soil, On the basis of
these results it {s possible, by using regression analysis techniques to
determine the curve linking yields and nutrient use,

This curve {s a functionr of the shape Y = aF2+bF+c
with Y = crop yield in kilos

with F = amount of nutrient applied in kilos

On the basis of this curve, and knowing the respective prices of nutrients

and crops, it is possible to make recommendations on the amount of nutrients
to apply in order to maximize the return on investment.
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V. USE OF LOCAL CURRENCY

A. Background

Local currency generated under this program ($3.05 million in CFAF) will
be utilized for activities, programs and projects in the agriculture sector of
long-term development value. While each of the activities listed below
supports the Reform Plan, 1is of high priority, and has been requested by the
Government, changes can be made as mutually agreed as long as the new activity
meets the criteria and follows the procedures set out in Annex F. A Joint
GOS/USAID Local Currency Management Committee will approve withdrawals of
counterpart funds from the Special Account at the Central Bank.

B. The Approval Procedure

Briefly, all requests for financing specific local currency activities,
prior to being sent to the Joint 1/c Management Committee for approval will
have obtained the approbation of the GOS technical ministry. Once this step
is completed the Joint 1/c Management Committee will review and approve the
proposal in line with the criteria set out in Annex F  The major task of the
1/c Management Committee will be program management in nature rather than
technical. It will have a’responsibility to examine such cuings as the
adequacy of the budget for the level of effort proposed, whether provision for
quarterly financial and progress reports are clear, and whether evaluations
and audits have been properly provided. Copies of the criteria will be made
available to the technical miniscries preparing project proposals so that
these requiremeats will have been wet prior to submission of the proposal for
approval,

The Governmen: has suggested employing the existing Joint GOS/USALD Local
Currency Management Committee already established to review and approve Title
ITl 1/c projects for this program. This committee 1is chaired by the Ministry
of Plan and has threce other members--Finance, Commerce and USAID. The
Committce, which has been . mctioning for over a year now in its present form,
1s operating successfully.

C. Local Currency Activities

There follows brief summaries of the activities and projects planned to
utitize the proceeds generated from the fertilizer imports. Annex K includes
more detailed descriptions of the major local currency projects which together
are expected to utilize $3.05 million equivalent in CFAF,

1. Agriculture Credit and Savings Bank support (CNCAS)

With the fallure of the Governments's major rural credit manager
(ONCAD) in 1979, the Government constituted an Interministerial group under
the Prime Minlister's office to work on the problem of rural credit reform,
Most of the Committee's studies were made by or under the guidance of the
French ald financing organization (Caisse Centrale de Cooperation Economique
~CCCE) with assistance from the French Agriculture Credit organization. In
the summary report (“"Rapport de Synthese™) put out in late 1982, the group
defined the philosoplhy behind this new credit institution, and the practical
approach which was proposed in order to avoid past mlstakes.
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One of the principal conclusions was that any new credit institution
should be free of any undue influence from the Government, in particular as
far as lending was concerned. The present charter calls only for 15% direct
government participation and another 15% via its National Development Bank
(BNDS). The balance is a mix of other donor participation, such as: CCCE
(France), CNCAF (France), West African Development Bank (BOAD), BCEAO (West
African Monetary Union), private Senaglese banks, and private individuals.
AID has also been asked to participate in the capital formation of the bank.
(A breakdown of various donor percentages 1s contained in Amnex G..1). While
not 100% in private hands, the composition of the Board will provide
substantial insulation from Government interference, especially at the
individual loan level.

The CHCAS capital has been fixed at 2.3 billion CFAF or about $6.4
million. $4.6 million will be requested at the time of the creation of the
credit institution and the rest will be solicited during the second year.
USAID has been asked to contribute at three levels: (a) by taking a 10% share
of the capital of CNCAS ($460,000 at present exchange rates); (b) by
furnishing soft loans to CNCAS for general credit activities; and (c) by
furnishing lines of credit in support of specific activities. (USALD
understands that there is ‘a proposal in the FY 1984 AID Request to Congress to
give auchority to PRE to take equity investments in institutions of this type.)

The mandate of CNCAS will enable it to lend to a broad spectrum of
borrowers in the rural sector: agriculture, fishing, animal breeding, rural
handicrafts, agribusiness, and all activities related to the rural environment
including trade. In addition, it is expected to attract savings from the
rural area.

Five major types of borrowers are provided for: individuals with
collateral, private firms, cooperatives (usually 10-20 villages), village
level producer groups, and village sections (single village sub—cooperatives),
(Detailed criteria has been developed for ecach category to guide lending.)

Substantial decentralizaion and control is envisaged by giving local
CHCAS agents responsibility for granting credit. It is expected that this
will be more effective because of their knowledge of the local scene. Larger
loan requests will be handled at the regional or national level.

Because this kind of an organizational structure is new to Senegal,
considerable in-country, in-service training will be required at all levels.
It is planned to start slowly in order to test carefully the procedures and
organization. Three areas of the country have been chosen where field offices
will be installed first. The national organization will be set up pending the
results of the testing phase. The full program is expected to take 7 years.

USAID participation of $1.8 million in CFAF will be contingent on a
positive finding from the dollar-financed Rural Credit and Savings study (see
Annex I for description of the study). The study will be asked to demonstrate
demand for this kind of credit which cannot be met by existing indigenous
sourcesy; and if so, can CNCAS potentially make a sufficiently positive
contribution to merit its financing.
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2. Strengthening village level producer groups (sub-—coops)

Through the proposed local currency program, USAID will assist the
Government in establishing the village sections of the cooperatives
(sub-coops) and provide training to farmers and village leaders to cnable them
to effectively manage their local cooperative organizations. The $1.0 million
in CFAF will be used primarily to train farmers, village lecaders, and
extension agents for a two year period in two regions of the country - the
Senegal River Basin and the Casamance.l The successful implementation of
this program will enhance the farmers' management and declsion-making
capabilities in private sector farm business enterprises. It will support the
development of a solid village level base of organizations through which other
govermnent reforms, in such areas as marketing, credit, and provision of
agriculture supplies, can be implemented.

Over the last 10-15 years, the majority of the 1953 registered
agriculture cooperatives, for all practical purposes, have been managed and
controlled by Gevernment. Thcse cooperatives which group frorm 10 to 20
villages were considered ineffective, costly and subject to major monitoring
errors, The village level producer groups (sub-coops) generally involve only
one village. Therefore, at the village level, the farmer will have a stronger
voice in the awanagement of his farm business activities. For this to work,
farmers, vi .age leaders and extension agents will need substantial training
to be able to effectively handle these new responsihilities.

The USAID is especially interested in the program since it will (a)
encourage village level private sector sub-coop business activities, (b)
cnhance the role of the farmer in the democratic decision-making process of
his local coop, and (c) support the development of a solid village level bhase
of organization through which other Goverument reforms can be implemented,

The main elements of the program which will be facilitated by this
local currency project are:

= Training of up to 500 extension workers
- Organization at the village level of 2400 village sections
- Leadership training provided for an estimated 14,400
leader’s including village facilitators (6 per village)
- Village facilitators (included i. above calculation) trained
to teach literacy and numeracy to members of the village sections

The main impact of this program will be at the village level,
Farmers will receive training that will cnable them to bett¢r understand the
role the village section and cooperatives can play In produciug greater
economic benefits for them. They will be able to understand their individual
records and accounts, as well as thelr rights and responsibilities vis-a-vis
the sub-coop and main cooperative. The program will establish an ongoing
program of education, functional literacy and numeracy.

1 USAID deliberately did not include the Sine Saloum region since it will
be working with village level coops in that region via the PVO project
(685-0260) and wished to try out both systemc.
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(Annex G.2 entitled "Strengthening Village Level Producer Groups
(Sub-coops)” contains a more detailed description of this program and how it
will function.)

3. Contingencles and other uses

Some $200,000 in local currency will be set aside for unforescen
expenditures or priority development activities, projects, or programs in
support of the Government's Reform Plan or long-term development objectives.
Since the full amount of local currency will not be available before the Fall
of 1964, although initial deposits will begin in early 1984, this flexibility,
which will permit the proposal of new ideas or allow the amendment of old
ones, scems necessary. (Some possible illustrative uses might include: field
studies for water resource development and conservation, reducing crop losses
from nematodes, new concepts Iin environmental protection, nontraditional
energy development and conservation on growing trees with commercially
marketable byproducts, and a marketing study for private fertilizer
distribution down to the retail level.) All new or revised project proposals
would have to meet the criteria set out in Annex I and be approved by the
Joint 1/c Management Committeec.

4, Joint Local Currency Management Committee support

As stated above, it is expected that the additional workload placed
on the Title III 1/c Minagement Committee secretariat will require an
additional $25,000 unnually for the next two years. $50,000 in local currency
has been set aside for this purpose. This additional resource will assure the
necessary follow-up and record keeping for the local currency program financed
under this PAAD and otlier program assistance, <uch as the ESF funded PAAD.

5. Land regeneration

This 1s a backup prouject to be cousidered Lf the dollar funded study
on Rural Credit and Savings does not report favorably on the need for a credit
program or the viability of the National Agriculture Bank (CNCAS). USAID has
a project description prepared and could submit it should the neced arise.
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D. Illustratlve Local Currency Use Budget

aoe

Strengthening Village Level
Producer Groups (Sub-coops) $1.00 million

Financial Support of the
Agriculture Credit Bank (CNCAS)! $1.80 million

Contingenciss and Other Uses
(Fertilizer Marketing Study, etc.) $0.20 million

Joint Local Currency Management
Commlttee Support $0.05 million

Land Regeneration (Back-up
project -81.8 million in
CFAF - should item b. above
not be approved.)

(350 million CFAF)

(630 million CFAF)

(70 million CFAF)

(17.5 million CGFAF)

Total in dollars and CFAF = $3.05 million (1,068 million CFAF)

1 ~ Use of 1/c for Credit and Savings Bank coutingent on positive finding
from the Credit and Savings Study team.



VI. FERTILIZER IMPORT PROGRAM

A. Objectives

There are 4 objectives which can be spelled out for this proposed fertilizer
importation:

l. Influence on fertilizer sector policy decisions

Senegal is in the process of reorganizing the fertilizer sector. This
grant will allow USAID to influence significantly the decisions taken in
particular on two key issues: the decrease of the subsidy and the privatiza-
tion of marketing. The underlying objective is that through more efficient use
of fertilizers, Senegal will be able to become more self-reliant in producing food
to meet its needs.

2. Use of local currency

The local currency generation will permit support of activities to
strengthen village level producer groups ($1.0 million in CFAF) and support
for the National Agriculture Bank ($1.8 million in CFAF). The latter project
is contingent on a positive finding regarding the need for such an institution
in the dollar-financed technical assistance (Rural Credit and Savings) study
provided for in the PAAD. $0.2 million in CFAF funds are set aside for
contingencies and other priority development projects that may require
financing between now and the fall of 1984 when the full amount of counterpart
will have been deposited. Also included is $50,000 for secretariat support of,
the Joint GOS/USAID 1/c Management Committee.

3. Balance of payments support

As mentioned in the Macroeconomic Justification (Annex K), Senegal's
balance of payments situation is serious, and the amount of foreign exchange
which will be saved by this grant fcr fertilizer will provide needed relief
to the GOS.

4. Indirect balance of payments support

The indirect effect on the balance of payments of fertilizer import
may be considered as even more important than the direct effects. The use of
fertilizer will increase crop production. This increased production
represents either a foreign exchange savings if 1t reduces the amount of
imported cereals, or a foreign exchange earning 1f more peanuts are exported.
In Annex I, Table 14 an estimate of the foreign exchange carnings or savings
has been compliled, indicating that « $4.25 million import of fertilizerl
could generate or save between $7.4 and 9.0 million in foreign exchange.

1 $4.25 million for fertilizer imports include the $1.2 million Section 640C
grant to cover the shipping differential for using U.S. Flag vessels,
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B. Commodities to be Financed

Bulk urea and sulfur, chemical components used in the production of NPK
fertilizer will be financed under this grant. Specifications for each of
these can be found in Handbook 15, Appendix B:

- Urea, 46% Grade Page 67
Schedule B No. 480.3000
Biuret content maximum 1%, prilled

- Sulfur, granular or prilled, dry bulk, Page 18
to make NPK Grades
Schedule B No. 415.1500

Empty bags will be shipped with the urea per specifications for
polypropylene bags (page 88) and liners (page-89). AID emblems will be
required on the bags, plus any additional marking that the GOS may require.

1% spare bags of the total bags shipped will be supplied with the shipment, to
allow for breakage during handling.

C. Funding of U.S. Flayp Freight Differential (F.A,A. Section 640C)
(See Handbook 15, page:r2-36, paragraph 2.g.2(d)).

It 1s requested that the funds ncecessary to cover the cost of the U.S.
Flag freight differential for the 17,000 mt of fertilizer (5,000 mt of sulfur
and 12,000 mt of urea), as provided for under Section 640C of the Foreign
Assistance Act be granted to the Government of Senegal to cover this cost
which is estimated to be 1757 higher than non-U.S. Flag, or $70 more per ton.
Rounded off, this difference comes to $1.2 million. (Section VI.D.2(d) shows
how the $1.2 million was calculated.)

There follows a justification for the above request:

1. Authority for this grant comes from Section 640 C of the Foreign
Assistance Act which reads as follows:

"Sec. 640C, Shipping Differential - For purpose of facilitating
implementation of section 901 (b) of the Merchant Marine Act, 1936,
(46 U,S.L. 1241(b)), funds made available for the purposes of Chapter
1 of Part 1 or for purposes of Part V may be used to make grants to
recipients to pay all or any portion of such differential as is
determined by the Secrctary of Commerce to exist between United
States and foreipn-flag vessel charter or freight rates. Grants made
under this scction shall be paid with United States-owned forelgn
currencies whercver feasible.”

2, Section 640 {s designed to accomplish the following purposes: (a)
to relieve the importing country and the end-user of the added cost of the
requirements of the Carpo Preference Act to ship on U.S. flag vessels; (b) to
identify the fact that payment of shipping differentials is not assistance to
the cooperating country but rather support for the U.S. maritime industry; and
(c¢) to assist privately owned and operated U.S. flag vessels to secure cargoes
under AID financ.ng. Therefore, no counterpart deposit will be required in an
amount equal to the shipping differential.
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3. Senegal has serious balance of payment and budgetary pro*lems.
Deposit of counterpart in an amount equal to the shipping differential is not
required under this grant, and thereby avoids the additional burden that
otherwise would be placed on the Senegalese budget, of provlding counterpart
to meet the added cost of shipping on a U.S. vessel. (IMF Standby ceilings
have placed severe limits on GOS budgetary expenditures.) Payment of this
cost under this Grant will also avoid significantly Increasing the amount of
Government subsidy on fertilizer beyond the international cost of fertilizer.
Further, importing the fertilizer at competitive prices will facilitate the
task of moving future purchases aand marketing to the private sector--an
objective of the GOS and USAID. For example, the privately run ICS plant,
which will use the sulfur impcrt has in its charter that it can pay no move
for its chemical imports than the lowest international price. Lastly, payuent
of the U.S. Flag shipping differential under this grant will encourage the use
of a privately owned and operated U.S. Flag vessel since no extra costs are
incurred in its use.

D. Environmental Rationale for a Negative Determination

The Initial Environmental Examination or IEF (Annex ) concludes that this
program assistance will not have a significant negative effect on the
environment. It recommendp a Negative Determination.

sSome dollars from this grant will be used to finance an agriculture sector
assessment and a credit and savings program study. Local currency generated
will be used to promote cooperative reform measures, to stimulate the private
fertilizer distribution system and to reduce fartilizer subsidies. So as to
ensure that the GOS is advised on AID environmental concerns, the Joint
GOS/USAID 1/c Committee will be 3lven a briefing on AID environmental
guldelines with such materials as Environmental Design Considerations for
Rural Development Projects, (AID Publication, October 1980) and a French
translation of Regulation Ko. 16 and instructed in thelr purposes,

E. Program Implementation, Administration and Evaluation

1. Program implementation

a. Authorized source for fertilizer procurenent

The authorized geographic code for source and origin of all
commodities and cemmodity-related services is AID Geographic Code 000, United
States only.

b. Implementation schedule for ferrilizer procurement

It is planned that this schedule should begin no later than
September 15, 1983 in order to assure dellvery in time for the 1984/85
agriculture campalgn.
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Imp lementation Schedule

Elapsed Days Activity (Fertilizer Procurement)
Time Required
0 -Production schedule finalized by fertilizer plant;
requirement determined
30 30 -IFB terms and conditions drafted and approved by GOS
and USAID/Dakar
45 15 Max ~Draft IFB transmitted to AID/W
60 15 ~1FB finalized by M/SER/COM
75 15 =IFB printed, requirement advertised
105 30 Max -IFB available to potential suppliers
120 15 -Bid opening, approval of awards, L/C issued
165 45 ~Shipment of commodities delivered to U.S. port of exit
185 20 -Shipment from USA to Dakar
200 15 ~Unloading and distribution (to plant for blending or

bagging, to warchouse)
2. Program administration

a. Administrative responsibility

(1) Government of Senegal

The government of Sencgal (Ministry of Rural Development)
has designated the Industrial Chemicals of Senegal (ICS) to be responsible for
imports of fertilizer raw materials which will also have the responsibility of
monitoring and accounting for the raw materlials.

Urea lmpocts will go directly to the Senegalese Soclety of
Fevtilizer and Chemical Products (SSEPC), for eventual distribution to farmers
through the Government agencies responsible for agriculture development
(SODEFITEX, SODEVA, SAED, SOMIVAC). Since the sales price Us set by the
Government annually before the crop season, ICS has a separate contract
("contract plan”) with the Ministry of Rural Developuent under which the
Ministry pays the difference between the official sales price and the
ex-factory plus transportation and handling costs price.

A special local currency (counterpart) account will be
established in the Central Bank to hold the local currency deposited by the
GOS equivalent to the dollar value of the fertilizer imports plus freight on a
non-U.S. Fla vessel ($3.05 million). It is planned that the GOS will deposit
25% of the dollar value when the TFB (s opened and the tenders awarded. The
balance due (/5%) wtll be depostited no later than 6 months after receipt of
the shipping documents. Allocation of these funds will be jointly agreed upon
by the GOS and AI1D.

(2) USAID

As a member of the Management Committee, USAID/Senegal
assist in the administration of the Grant, and will monitor the use of the
local currency account. The REDSO/WCA Legal Advisor is providing guidance and
agssistance In drafting the Grant Agreement.



b. AlD procurement procedures

One Invitation for Bid (IFB) will be issued for the commodities,
approximately 3 months before the commodities are needed in Senegal. Optimum
arrival of urea is in February. The Ministry of Rural Development and ICS
will determine these dates.

The IFB will be drafted by the Supply Management Office of
USATID/Dakar. All terms and conditions will be with the concurrence of ICS and
the GOS. The draft IFB will be finalized by M/SER/COM and approved by AID/W
prior to Issuance. M/SER/COM will:

- Arrange for printing and distribution of the IFB document.

- Arrange for the appropriate announcements to the fertilizer
trade In the United States of the fssuance of the IFB.

- The bid opening 1s to be hinld at the Embassy of Senegal in
Washington, preferably with a representative of LCS present. If tha
representative 1s not lmpowered to maike procurement decisions, AID/W, I[CS
representative and the Sencgalese Embassy's commercial offico will evaluate
bilds and cable recommendations to USAID/Sencgal for concurrence by USAID, GOS
and ICs. Upon receipt of cabled response, SER/COM will arrange with the
Embassy of Scuegal for award notificatfons, contract preparations and
signing. Sucecessful bidder(s) will be iastructed to submit performance bondg
in place of the bid bonds eriginaliv submitt.d.

- Procurement will be on CIF Dakar basis with shlpment on
U.5. flag vessel only in compliance with ~argo preference requirements per AID
Regulatton 1, Section 201.15. L Geographic Code 000 flag vessels are not
available, a determination of nonavailability will Lo made by M/SER/COM/TS, to
allow [inancing of shipment on non-U.5S. flaz vessels.  The shipning
differential between U.S. and non=-U.5. flayg vessels will be paid by a Section
640C prant at an estimated $75.00 per ton. M/SER/COM will confer with the
Department of Transportation to determine the exact rates at the time of
tender opening,

= To initiate payment procedures, the G298 will submit
Financing Requests (ALD Form L130-2) to USAID/Dakar for transmittal to AID/W,
to cover payments, for Bank Lettors of Commitment for the purchase of
fertillzer and components, and for ocean transportation, Alternatively, the
GOS may request the USAID to arrange through AID/W for issuance of Direct
Letters ot Commitment to suppliers.,


http:notificatio.ns

Ce Value of transaction

Below are estimated costs of urea and sulfur, and the
recomnended amounts to be procurred. The exact costs, especially the freight
component, vary and can be determined only at time of tender.

Product Amount Estimated Cost Total Cost
mt F.0.B. U.S.4$/mt (U.5.%)

Urea 467 bulk 12,000 § 140 1,680,000

Bagl (242,400

at $.50) 121,200

Sulfur, bulk 5,000 $ 115 575,000

Shipping rate
via U.S. flag

vessel 17,000 $ 110 1,870,000
TOTAL T TA246,000
1 Empty bags, capacity 50 kg., per AID specifications, will accompany

shipment. Quantity includes 17 extra to allow for damage in handling.

Freight differential is estimated as follows:

U.S. flag rate, 17,000 mt at $110/mt equals $1,870,000
Non=U.S. flag rate, 17,000 mt at $40/mt equals $660,000
Freight differential equals $1,190,000

The _hipping ditferential between U.S. and non-U.S. flag vessels will be
pald by a Section 640C grant at an estimated $70.00 per ton. M/SER/COM will
confer with the Department of Transportation to determine the exact rates at
time of tender opening.

d. Commodity arrival, discharge and delivery

(1) Port &EYJ{L{US

Host of Senepal's Internatioial traffic is via Port of
Dakar, which is capable of handling any size vessel and is equipped for bulk
or liner carpoes.  The port 1s located at latitude 140 degrees 4 seconds North
and 17 degrees 24 second  West.  The safe harbor has an entrance depth of more
than 10 m (34 feet). The Port of Dakar has 21 berths for peneral argoes,
water depth alongside ranges (rom 6 1/2 to 10 m. Dakar {s 1,976 navrical
miles from Tampa with an estimated steaming time (17 knots) of 9.8 days.

(2 Handling and bagping

As bulk saltur s used as a raw materlal for the production
of fertil{zer, no bapplny operation will be neededs Bulk products can be
Imported by up to 30,000 nt shipments, and are normally unloaded from the ship
by ship'as clam shells.e  The AFK and SOCOPAO companles have had experience in
handting and transporting bulk sulfur to the fertilizer plant for many years.
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For unloading and bagging the shipment of bulk urea, SSEPC
has indicated that the product can be off-loaded trom the ship, via conveyor,
at the rate of 5,000 mtpd. At the port, 30,000 mt of storage capacity is
avallable. The bulk urea will then be trucked to SSEPC for bagging and
storage, where there are ample facilities.

(3) Distribution

SSEPC has direct contact with its sales depots on a
continuing basis. In addition, the outlets of the Rural Development Agencies
will procure fertilizer with their own network of outlets., Ample trucks are
avallable frouw RDA's, SSEPC and other private sources for traunsport to the
reglonal stcrage areas.

SSEPC will ship bagged urea in lots of 10 tons directly to
sales depots and will collect the official price of the product. It is
estimated that at least 10,000 mt will be utilized during the 1984 crop vear.
As a reserve stock, it is planned to store 1,000 mt in the SSEFC warehouse,
and a minimum of 10 tons at each of the 100 sales depots, in order to ensure
against lere arrival or nonavailability to farmers.

The transportation network in Senegal is adequate for
serving this area of Africa. Only short distances are traversed between most
areas. Most of the 14,000 km of roads and 1,032 km of railway lines are
connected with Dakar. About 58% of the roads are either paved, gravel, or
ecarth all-weather roads.

A main rallway line 660 km long originates in Dakar and
extends to Mali. A northbouad branch line connects Dakar with St. Louis (2990
km) and also branches off to provide access to Linguere in north central
Senegal.

The World Bank has loaned US $19.3 million to Societe
d'Exploitation Ferroviaire des Industries Chimiques du Senegal (SEFICS), a
majority-owned subsidiary of ICS, for the support of the ICS fertilizer
project. This money is to be spent for (a) upgrading and renewing about 6 km
of siding track serving the ICS plant at M'Bao; (b) constructing terminal
track works at M'Bao, Darou Khoudoss, and the Port of Dakar; and (¢)
procuring, operating, and maintaining 3 mainline locomotives, 3 shunting
locomotives, and about 30 hopper wagons; and (d) constructing and equipping a
workshop at Darou, Khoudoss to maintain the locomotives and wagons.

In addition to overland modes of transport, about 1,500 km
of waterways are seasonally navigable. Water movement i not heavily relied
upon.

Transportation rates vary within Senegal, depending upon
the mode and extent of infrastructure development., Truck rates are extremely
sensitive to road conditions. From Dakar, some government agencies transport
theic shipments by a railroad/road combination to village storage. The rail
wegons can carry 20, 25, and 30 mt lots. The railroad transport costs are
varjable and are established on an individual contract basis.

Fertilizers that are transported by private trucks (20-mt
lots) frow Dakar move at a rate of 16 CFAF/mt/km. Secondary transport by
truck (10 mt lots) from railroads to village storage costs 22 CFAF/mt/km. The
cost of handling each transfer of fertilizerv in 50 kg bags is about 1,600
CFAF/mt for off-loading and loading.
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(4) Storage

Storage does not seem to present a serious problem. Joint
use of retail (village level) facilities for both grain and fertilizer is
customary. USAILD provided 30,000 MT of such facilities in addition to those
built by the Title III program. Fertilizer, when properly bagged, can be
stored outside on dunnage and under a tarp during the period from November
unt il May. This is during the perfod when stocks are bhuilt up at the village
level,

The Ministry of Rural Development via SONAR has under its
control storage for 160,000-120,000 mt of fertilizer. An Argument can be made
for SSEPC to use these facilities as well as the RDas (Rural Development
Agencies). There are 35-40 intermediate regional storage centers tl.roughout
the country in addition to one or two high capacity stores in each region.
Storage capacity of these centers ranges from 100-2,000 wt, the largest being
in the regional capitals. The system has moved as much as 106,000 atpy as
recently as 1976. SIES can produce NPK products at the rav~ of at least 300
mtpd. The plant has storage capacity for 30,000 mt of hagged fertilizer
products.

3. Program Monitoring and Evaluation

a. The project manager will ensure preparation of a4 monitoring plan
that will provide quarterly and annual reports by project on implementation of
the grant. The reports will be desigred to provide information to GOS and
USAID on the composition and arrival of commodity imports, the generation of
local currency, the establishment of local currency accounts, and on
disbursements, by the GOS and USAID.

b, The USAID tconomic Unit will keep under continuous review the
macroeconomic aspects of this grant and will further monitoer the GOS
performance in meeting the conditions, covenants and targets agreed between
the IMF and the GOS in the extension of the Standby agreement and with the
World Bank in the Structural Ad justmneat Loan, Quarterly reports will be made
to the USAID Director of the results of the monitoring, or more frequently
should developments make it desireable.

c.  The Joint GOS/USAILD 1/c Management Committee (in addition to
approving »nroposals for 1l/c¢ financing, see V.B. above), will carry out an
annual joint review for the purposc of establishing, reaffirming and/or
altering priorities goveruning the uses of funds and reviewing achievements
against plans, The USAID project manager will call on USAID resources for any
additional help and guidance he needs for this evaluation meeting.

Following the meeting, the project manager will preparc an
assessment report. The annual meeting will accomplish the following
objectives:
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(1) Assess the import component of the program, including types
nf commodities, rate of import inflows, and rate of
generation of local currency.

(2) Review and make any adjustments deemed necessary for local
currency funded activities.

d. Based on the information obtained from the exercises described
in b and ¢ above, seculor management of the USAID will meet annually (or more
often if required) with thelr counterparts in the Senegalese government to
discuss balance of payments, other macroeconomic issues, progress of the
Economlc Reform Plan agreed with the IMF and the World Bank, etc. This annual
policy level review and evaluation will provide a scuid basis on which the
USAID can recommend to AID/W further project and program assistance. It will
also provide a concrete opportunity for the USAID to ercourage the government
to take the specific but difficult policy actlons needed for the success of
the Economic Reform Plan, and to achieve their goals in the agriculture sector.
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VII ADDITIONAL CONSIDERATIONS

A. Import Market Analysis

With the GOS's commitment to stabilize crop prices, and develop a firm
policy toward avallability of credit to the farmer, it is predicted that
fertilizer use will increase at an annual rate of from 8% to 12% over the next
several years,

The maximum potential demand for fertilizers for nutrient replacement in
the next crop season 1s estimated to be 212,417 mt, per chart, below.
Estimated effective demand, according to the SSEPC is 38,000 mt,

Projections of Potential Demand For Fertilizer Material by Crop
Senegal, 1983/84

Crop Potential Demand Distribution of
(mt ) Fertilizer Products

(% of total)

Groundnuts 85,000 40
Millet 95,537 . 45
Rice 18,700 9
Cotton 7,680 3.6
Maize 5,500 2.4

A conservative estimate of potential ureca needs is about 70,000 mtpy. The
entire amount must he imported, since 1t cannot be produced in Senegal.
(Refer to Table 13, Annex E, "Economic, Technical and Financial Justification
for Fertilizer Imports.")

5,000 mt of sulfur will be utilized to produce about 20,000 - 25,000 mt of
NPK grades of fertilizer. Depending on the specific grades produced, the
total use of NPK grades is estimated at 115,000 mt. All sulfur requirements
must be imported, as there is no local source.

B. U.S. Trade Statistics

The only indigenous component for NPK fertilizers is phosphate rock, All
other raw materials are imported. These include ammonia, sulfur, and
potassium chloride. Presently, the U.S. is not a traditional supplier of
these materials. Ammonia is supplied from England, while sulfur comes from
Poland, and potassium chloride is imported from Germany. Both sulfur and
potassium chloride are readily available from the Uu.S.

The latest trade statistics available from the U.S. Department of Commerce
and from the Chamber of Commerce of Senegal are for CY 1981. Imports from the
U.S. were valued at $42 million, or 8% of all GOS imports. Some $27 million
or 63% o U.S. source imports was for food products. No fertilizer was
imported from the U.S. in 1981. Imports from the U.S. are second to France,
which provides approximately 40% of all imports. While annual amounts vary,
there should be ample opportunity for this modest commodity import program to
succeed.,
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C. Absorptive Capacity

In the last 5 years, U.S. exports to Senegal have varied in a range
between 40 and 60 million dollars. However, as mentioned ecarlier, more than
607 of these amounts are agriculture products.

Still some 15 to 20 million dollars worth of nonfood products are imported
from the U.S. each year. The $4.25 million import of fertilizer components
(urea and sulfur) represents therefore between 20 and 30%7 of U.S. nonfood
imports. This should be feasible from a financial flow point of view., Based
on estimates of the Senegalese government and private sector firm for
distribution (SSEPC) the fertllizer market can absorb 12,000 tons of urea and
5,000 tons of sulfuvr. In the past, fertilizer has not been a traditional
import frow the U.S., and will therefore preseant new opportunities for U.S.
exporters.

The potential market for urea as ezplained {iu Annex [, on fertilizers, is
over 45,000 tons a year. The corsumption in 1982/83 was around 12,000 tons.
However, the limitation was nor on the demand side, but on the supply side, as
the Government was unable to pay for a larger consumption of urea in the
country. One advantage of urca Is that 1t is applied after the plant is
already partly developed, at a time when it is possible to foresce the results
of the season. If rains are infrequent, it is not worth applying urea, but if
the rainy season {5 normal, the increase in plant size and yield due to urea
are spectacular. Thiu explains why Scnepgalese farmers are readily prepared to
buy urea. Onc {requent problem thouph {5 to convince them that urea Is not to
be applied alone.

An import of 12,000 tons of urca will therefore cover the estimated yearly
consumption of this product in the present context of Senegal, but should be
largely below the potential demand for the product.

Sulfur is needed to produce sulfuric acid for the composition of compound
fertilizers. 5,000 tons of sulfur will therefore be needed for the
fabrication of 20-25,000 tons of KNPK.

During the 1982/83 scason when fertilizer consumption was the lowest in
Senegal for more than a decade, the consumption of NPK was about 15,000 tons.
However, when the new fertilizer plant, 1CS, begins operation in 1984, the
needs for sulfur will be about 50,000 tons or more per year, to produce
phosphate fertilizer for export.

In summation, the Senegalese economy is fully able to absorb thls amount
of fertilizer imports with no difficulty.

D. Impact on U.S. Balaunce of layments

The short-term impact of this grant on the U,S., balance of payment
position is negliglble.



~100-

E. Relationship to Overseas Private Investment Corporation (OPIC) and U.S
Export Import Bank Activities

1. OPIC

——

OPIC's insurance coverage in Senegal is not significant,

OPIC Insurance Exposure in Senegal

(September 1982)

(3000)

Inconvertibility Expropriation War
Current % of 360 5007 3792
worldwide exposure 0.03 0.21 0.18
Maximum under 7612 7674 6460
contract % of world- 0.28 0.20 0.19

wide exposure

Pending applications 5226 7948 7948

2. Export—Import Bank

The "xport-Inport Bank has several loans in Scnegal totaling $17
million at the end of 1982, mostly with the GOS. Part of the reimbursement on
these loans has been rescheduled recently,

The proposed fertilizer CIP will not overlap with the Export=Import
Bank activities in Senegal. However, AID will continue to coordinate closely
with the Bank and the American Embassy, Dakar to assure that the AlD grant
does not finance {tems which the Export-Import Bank has already agreed to
finance.

F. Internal Financial Ef fects

Given the small amount of local currency generated and Inserted into the
Government budget, and given the length of time (1 to 2 years) to expend the
local currency, no measurable Internal financial effect 1g expected.

G. Past Performance and Current Status of Nonproject Import Programs (PL-480
Title TIT)

L. Objectives

The purpose of the three~yecar (FY 1980-82) §21 million Title 111
program was to provide encouragement to the GOS In key policy arcas. The
specific policies being supported were (1) decentralization of agriculture
development through specialization of the regional development agenclies (RDAs)
on extension services, (2) strengthening the role of village sections, (3)
management and conservation of natural resources, and (4) review of marketing
and pricing policies., A one ycar extension {8 proposed for FY 1983,
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In FY 19¥7? this program, along with two other program activities (the
ESF funded CIP 685-0262, and the SDF funded fertilizer {mport program
685-0249), will provide substantial BOP support, and within the framework of
the IMF/IBRD/GOS econotn.c plan encourage the GOS to make those difficult
econowl: and soclal decislons necessary for success.

Title TII local currencies have bheen used to support policies that
are consistent with the GOS Economic Reform plan and with those of this
program. They are as follows: (1) agriculture policy studies, (2)
construction of cooperative storage, (3) physical infrastructure for
decentralized agriculture research, (4) phvsical I{nfrastructure for rural
technical schools, (5) dune fixatlon, and (b0) a small agriculture development
fund. In Januwary 1983, an evaluation of the PL 480 Title T1I program wag
conducted demonstrating that the CGOS has proven its capabllity to plan,
manage, and evaluate nonproject Import programs.

2. Usage of qommodities

The rice which is imported under this program 1s purchased using a
letter of credit/commitment system, with USDA's Commodity Credit Corporation
funds. The GOS also must set up letters of credit for, and arrange, the ocean
transportation. The rirce i1s sold into the commercial market and funds are
deposited in a Special Account.

The GOS agency responsible for this 1s the Price lqualization and
Stabilization Fund (CPSP), who imports all commercial 1ice. They arrange for
the purchase of the vice in the U.S., and its transportation, arrange the
letters of credit, receive, store and sell the rice, and deposit the proceeds
Into the Spectal Account. As a result of a previous evaluation, {t was found
that the CPSP is the only entity which has authority to deposit funds in the
Special Account for Title TII proceeds.

The CPSP s competent to undertake Its functions and has performed
reasonably well, except for one problem. The rice Imported has been at a
price and at a dollar-CFAF exchange rate which has made it di fficult-to-
fmpossible to sell at a price which would cover all thelr expenses (speclal
account, transportation, handling, etc.) and still be at an acceptable price
to the consumer. Even after lowering the price to slightlv above that of
commerical Imports, the pace of rice sales Is too slow to provide sufficlent
funds to the Title T1IT activities when they are needed. This has resulted in
two problems: slowdown in flow of funds In activities and a shortfall in
proceeds.

3. Usage of ltocal currency generations

As mentioned above, under Title ILT, the activities to be funded with
local currency proceeds were designed as part of the total Project Paper.

Fach activity has a separate account to which funds are deposited
from the Special Account. Each activity has a yearly budget, and normally
disbursements are scheduled quarterly. (Not the actual practice because of
lack of proceeds). The Management Committee, comprising a representative of
the Ministry of Plan as Chalrman, Minister of Finance as Permanent Secretary,
Minlster of Commerce and USAID, approve cthe budgets, review progress and
requests for funds and have sole authority to disburse funds from the Special
Account Iinto the prbject accounts.
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One of the problems which has caused confusion has been the initial
LOP budgets set only in dollars. Activity managers were not exactly sure the
CFAF amount they were allotted and mistakenly assumed that, as the exchange
rate increased, their activity budgets would also increase. As the result of
an evaluation recommendation, activity budpets have been set in CFAF, There
remains the problem of possible "windfall® proceeads dwve to increase with the
exchange rate. In discussions, the concensus was to have i shelf-item
activity which could be used if extra funds do become available and use any
windfall as contingency for the portfolio. At present, a shortfall is not
anticipated in the account.

4, Current status

The first Title 1LI program was for three years (FY80-82), amounting
to $21 million. Ta order to avoid a gap In support, in FY83, a one-year, §$
million, extension to this initial Title IIIL program 1s belng proposed. At
this time, {t is anticipated that commoditics under this extension will be
sorghum and rice. This extension will give the GOS and USAID the time to
Investigate the best solution to the problem of commodity and vehicle (Title 1
or Title TI1) in the future. The time will also be available to develop a
coherent package of policies and projects for a Phase II Food for Development
program, a package that will fit into the coordinated mosaic of other U.S.
bilateral assistuance (ESF, SDF, etc.).

The three-year Phase IT Food for Development program is targeted for
FY84-86, at $10 ~illion per year, for a total of $30 million. Based on
experience gained during the FY83 extension, commodities might include
sorghum, rice and some wheat.

5. Concluqigni

There has been one main problem with Title III: PL-480 rice (20%
broken) is generally too ecxpensive and not similar enough to Senegalese
consumer habits., Other problems of management have been ironed out through
the annual evaluation recommendations and yearly agreement amendments.

The Title ILI program has demonstrated that a commodity import
program is viable in Senegal. The GOS has the potential both for importing,
selling and depositing local currency proceeds from the U.8S, commodities, and
for implementing activities with those proceeds.
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VIII. BACKGROUND DESCRIPTIONS

A, Political Framework

Senegal {s a nonaligned, moderate, functloning democracy now in its
twenty-fourth year of independence. Following ncarly 21 years of development
under the leadership of forumer President Leopold Sedar Senghor (who retired in
1980), Scnegal in February 1983 held its first seriously contested multi-party
electicns with 5 parties competing for the Pr~sidency and 8 parties presenting
slates for the 120 seats in the National Assembly. Acting President Abdou
Diouf was overwhelmingly eclected as President to his first full term in office
with 847 of the vote, and his sociallst party (PS) captured 111 out of the 120
national assembly seats. Over 50% of Senegal's voters actually went to the
polls, and the elections were carried out in a quiet and orderly fashion
throughout the country. This is indeed a historic event not only for Senegal,
but for Africa as a whole (especiallv when one considers how few multi-party
states arc left, and of these, how few allow free elections. Senegal is
probably unique in this regard.) With this election, Senegal established its
credentials as the leading democracy on the Continent.

This strong win at the polls should help the govermment face up to the
vital, but difficult decisions ahead in overcoming its economic problems, many
of which are structural. These decisions will require courage and firm
political will to carry out. The Government of Senegal has already
demoustrated its political will over the last two years and willingness to
take tough decisions when 1t stopped all agriculture credit, ralsed prices of
millet and groundnuts, increased taxes on imports, such as rice, sugar,
cooking o0il, and gasoline, reduced fertilizer subsidies, abolished one rural
development parasatal (ONCAD), and reduced personnel in two others. These are
only a few of the major reforms, However, as important as these actions are,
they are only initfal steps on the long road ahead. Senecgal's economic and
social difficulties are indeed grave; however, its strong commitment to
democratic practice and the rule of law bodes well for the nation's ability to
face up to these challenges.

On the International scene, Senegal has been a positive force for
moderation and reason. It has worked closely and effectively with other
moderate states in the UN and other forums. (For example, Senegal is the only
black African state which provided military personnel as part of International
Pcace keeping forces in Shaba, Lebanon, Chad, and the Sinai.) Senegal has
been in the forefront of mocerate African nations trying to contain libya's
aggressive actions in Africa, and has played a key role in the OAU and other
Pan African forums. Senegal, {n July 1981, was instrumental in putting down
the Marxist-inspired coup attempt in the Gambia,

Senegal's geographic location on the western most tip of Africa has a
special interest for the United States, and is of significant strategic
importance in world terms. Sencgal demonstrated this importance in World War
IT and in the Falkand crisis in 1982, Dakar serves as the only emergency
landing site for the NASA space shuttle immedfately after launching. Senegal
has among the best alr, seaport, and communications facilities in West Arrica,
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Within 1ts West African subregion, many of Senegal's neighbors are
politically insecure, and the country represents an island of stability and
moderation. The GOS has been an active and highly regarded member of the
CILSS and In working with the Paris Club. It is therefore in the U.S. and
other frierdly countries' self-interest to heip Senegal preserve its moderate
views and democratic tradition. Not only is this help vital to Senegal's
ability to continue its own progress, economically and socially, but it will
also set an important example for its immediate ncighbors and the West African
sub-region as a w.ole.

As further testimony of the importance of Senegal to the West in general
and the U.S. in particular, over the past four years a number of senior U.S.
Government officials and Members of Congress have called in Dakar. These
visitors have included both Vice Presidents - George Bush and Walter Mondale,
and former Secretary of State Alexander Haig.

To sum up, Sernecgal's influence as a nonaligned country extends well beyond
its borders, and because of its mature, centrist posture, and its quiet but
effective role in international affairs, it is held in estecen by many less
developed countries, Western Europe and the United States.

B. Government of Senegal Development Setting and Strategy

1. Background

Senegal's economy has been generally declining since the great
drought of 1973 which followed five years of substandard rains. In the
ensuing years of that decade, the fragile and rebuilding Senegalese economy
again shook under tremendous strain, this time as a result of:

a. the sharp fall-off in world prices for peanuts and phosphates,
two of which were then the country's principal exports;

b. rising import prices for food and manufactured goods as well as
for petroleum; and

c. an overly ambitious and relatively unproductive public
investment program coupled with extensive government
Intervention in the ~rconomy.,

By 1977, the slide began to assume crisis proportions. Severe
drougnts during three of the four years, 1977-81, adversely affected cereals
output and drastically reduced the production and exports of peanuts, the
backbone of the economy. The four yecar average in these years was 22% below
the twenty year average. As Senegal's foreign exchange earnings fell sharply,
the real GDP per capita declined over the perfod by an estimated 18%.

In an effort to cushion the adverse {mpact on cons'mption and public
investment, the GOS turned to heavy foreign borrowing and subsidizing of
consumer imports, forgiving farmer debts, and increasing government
employment. As a result, In 1981, Senegal's foreign debt reached over 607% of
GDP. Debt servicing would have required 28% of export carnings 1f not for
emergency debt rescheduling. The current account ceflcit reached a high of
18.1% of GDP ip 1981 (up from 3.6% in 1977). Projections for 1983 were
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somewhat better with an estimated current account deficit of 17%.2% of GDP.
Domestic savings turned negative and, nonetheless, real per capita consumption
fell. Domestic savings showed a modest improvement in 1982 rising to 3% of
GDP. In short, even with some modest improvements Senegal was facing its
worst economic and financial crisis since independence in 1960,

The GOS response was the adoption of an Economlc and Financial Reform
Plan ("Plan de Redressement™) introduced in December 1979 and developed 1in
close consultation with the IMIF and the World Bank. The French Government has
given this plan {its full support. The purpose of the Reform Plan is to reduce
the balance of payments and budgetary deficits, thus stabllizing the economy
during an Initial two-year period. Coupled with large-scale extraordinary
assistancel which has bean made largely contingent upon GOS adherence to a
far-reaching series of reflorms, the Reform Plan also aimed at clarifying and
reducing the role of the public and parastatal sector, so as to enable it to
operate more efficiently in defined areas, and at reducing the constraints on
private sector production and marketing activities in agriculture, industry,
and services. The Reform Plan constitutes the principal framework and
reference point for assistance of all major donors to Senegal. The principal
monitors of Reform Plan progress are the IMF and World Bank.

2. Apriculture scctor

Seventy percent of the population of Senegal lives in the rural
areas. In a normnl year this population produces agriculture products
(principally peanuts) accounting for more than half of the country's total
export ecarnings. In fact, in 1981, wore than 50% of the population was, in
one way or another, dependent on the peanut industry for its livelihood.

While technical assistance for an up-to-date assessment of the
agriculture sector is provided for in this PAAD3 (the last assessment being
the World Bank study issucd in 1979), the principal problems are described
below,

a. Water shortages and irregularities

In the short terwm, insufficient rainfall is the most significant
factor influencing agriculture development in Senegal, followed closcly by
govermment policies which have served as disincentives te production., For the
crop yecars 1979/80 and 1980/81, rains were well below the long-term average,
in some areas less than 507 of the norm. Farmers subsisted on a combination
of their meager yields and stecks accumulated in the good production year
1978/1979. 1n 1980/i281, poor rains led to near complete

1 See Annex ,, Table 1¢ for a detailed breakdown of other donor assistance.

2 An IMF Extended Fund Facility permitting Senegal to purchase SDR 184.8
millicen over a three year period was nepotiated. The World Bank also made
a Structural Adjustment loan of $60 million.

3 See Annex H for a description of the dollar-financed basic study entfitled
"Asscessment of the Senepal Apriculture Sector.”
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failure of the peanut crop, placing extreme pressure on the GOS to maintain
crucial food and import levels. As a result of depleted food reserves in
villages and households, limited peanut seeds of good quality, and frustration
over marketing through cooperatives, the arca planted for the 1981/82 peanut
crop was approximately 10% below normal. In 1982/83, the rainfall was
adequate yet food production was down due to a varfety of recasons, including
inadequate fert{lizer use. For this 1982/83 crop season, crop growth or
ylelds: peanut production was 891,000 tons (vs. 790,000 the previous year),
millet was 497,440 tons (vs. 736,000 tons), and paddy rice was 105,225 tons
(vs. 103,000 tons). While attempts to ecase water deficlencies through
irrigation are very much part of Senegal's planning, over the medium-term, it
1s rain that will remain the key variable.

b. Soil depletion

As the level of agriculture production in Senegal has i{ncreased,
the demands for crop nutrients have progressively exceeded the supply from
natural weathering and build-up of soil material. A portion of the plant
needs have been traditionally “supplied" by leaving the land in fallow. There
are local norms for different soils and crops allowing for 1 or 2 years of
production after fallow perlods of 3 to 20 years. However with increasing
population and greater demand for agriculture production for food and
commerce, the periods of fallow have been shortened or eliminated so that
farmers are now "mining” the soil nutrient resource. In some zones, farmers
have reduced this effect somewhat by crop rotation and the use of animal
manure when {t is available. Neither of these practices compensate for the
demands for high vields so that signs of nutrient deficiency can be observed
in field crops. The IFDC has estimated the plant nutrient removal in air
average year at 30,222 touns of N, 11,383 tons of P»05, and 46,834 tons of
K70. Using current grades of fertilizer materfals, it would be necessary to
apply more than 250,000 tons of commerical fertilizers to replace these
nutrients. The critical deficiency in sofl nutrients is fmpressively
demonstrated by finld trials of various fertilizatfon practices. And the
strong demand for fertilizer provides a clear indication that farmers are well
aware of the problem and its solution.

c. Overdependence on a single crop

In normil years, the peanut crop accounts for 40 to 50% of
Senegal's annual export carnings, which now exceed a cotal of $370 million.
Because of a lack of water, irregularity fn distribution of impro red and
maintained seed varicties, reduced fertilizer use and poor management of soll
resources, increascd volume of peanut production is ‘ot promising. Further,
since millet and sorghum, the subsistence staples of the rural populations,
are usually planted by the same farmers who plant peanuts, competition for
land is another source of limi<tation to peanut production. Finally, the GOS
{s also reluctant to Increase ity dependence on the peanut crop, given future
projections in the world oflsced market which Indicate that competition from
other types of oll make Senegal's products less attrictive. Consequently, the
GOS has turned to the Senegal River Basin and the Casamance regfon to develop
and Increase food production in general and rice proluction in particular.
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The agriculture sector in Senegal also includes significant
livestock production in the northern and eastern pastoral zones as well as
cotton production In the eastern and southern zones. Commercial frults and
vegetables exist {n all regions of the country for local fresh markets, though
these enterprises are of modest consequence in the economy of the agriculture
sector. The GUS aleo wilishes to seriously examine the ways and means of
diversifving production in the Peanut Basin to Include maize, soy beans,
leguminous crops, and vegetables over the next ten years. However, for the
next decade at l!east, Sencpai is likely to remain a basically mono-crop
country, fts fortunes bhound to its peanut flelds,

d. Malfunction of agricolture institutions: Regional Development

Agpencies and cooperatives.

The institutfonai support structure of the agriculture sector
has been largely influenced by the Regional Development Agencles (known as
RDA's)

(1) Société d'Amenagement et d'Exploitation des Terres du
Delta (SAED-Se¢negal River Basin Repgion);

(2) Socidté de Developpement et Vulgarisation Agricole (SODEVA
= Peanlit Basin);

(3) Sociétrl pour la Mise en Valeur de la Casamance (SOHIVAC -
Casamance);

(4) Sociéte de Developpement de 1'FEler e dans la Zone
Svlvo-Pastoral (S8OM=SP - Central Plains)-

(5) Société pour le Ueveloppement des Fibres Textiles
(SODEFITEX - Eastern Senegal).

Fronm independence in 1960 through 1978, the GOS had
progressively placed greater responsibilities and resources in the hands of
the RDA's as a means of achieving growth in the agriculture sector, These
agencies were to provide farmers with improved technology, necessary Inputs,
improved aceess to markets and in peneral, to expand the acreage of the
principal crops. By the late 1970s, the RDA's had become cumbersome
burcaucracies that were intimately involved in the rural sector and were a
burden to, rather than a leader of, apriculture development. In 1978, the
RDA's consumed 154 of the country's Gross Agriculture Product. In the Peanut
Basin, the GOS parastatal, ONCAD, controlled the supply of all agriculture
inputs and marketing of peanuts,  Thils organization, corrupt and inept, was
abollshed as an Inftial measure under the Retform Plan in 1980,

The cooperatives in Senegal, particularly I{n the Peanut Basin,
have carned a bad reputation, This comes larpely from the fact that the
peanut cooperatives, cconomlcally and traditionally the most important of
Senesnalese cooperatives, have been domlnated by a centrally-controlled
agricalture and marketing policy. The result has been effective elimination
of farmer participation {n cooperative management which in turn has provided
an open wootr to corruption of the cooperative system and has led to the
altenation of cooperative members,
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The cooperatives and their members suffered from a number of
deficiencies, including the undue control by local "netables," especially the
president and weigher, who were usually literate., The membership are
basically i1l1literate and lack numeracy skills necessary to understand
cooperative records. Members have no voice in selection of whic'. members
receive credit despite the fact that all members are responsible for the
cooperative's debts. Cooperatives have had no control over produce once it
leaves the coooperative even though losses incurred in transport and handling
are charged to the cooperative's account. Furthermore, cooperatives here had
no voice in determining the price of their products and no say in the
quantity, quality, or price of inputs to be made available to then.

The conclusion that can be drawn from the above list is that the
farmer does not have control over the local coooperative upon which he is
dependent for his factors of production, nor does he have an effective voice
in determining the policies of the economic system that relies heavily on him
and peanut production for survival. In recognition of this, the Government's
Reform Plan provides for the reconstruction of the cooperative system starting
at the level of the primary village section. 1In part with local currency
generated from this PAAD, the GOS intends to begin immediately to strengthen
village level cooperatives and producer groups. Section V  entitled "Use of
Local Currency” and Annex G provide a detailed description of this part of the
program.)

e, Failure of the agriculture credit system

Farmers in Senegal use agriculture credit for the purchase of
seeds, fertilizer, implements, pumps, draft animals and cattle for fattening.
Creiit had been extended in kind by cooperatives and by the RDA's, with
farmers' accounts being settled by the delivery of produce or payment {in
cash, However, basic management and audit systems have been inadequate and
the system gradually built up a debt roughly equal to the value of one year's
peanut production, or approximately 56 billion CFAF ($ 160 million). Recent
village survey work also revealed that as much as 50% of the reristered farm
debt is cither inadequately recorded or perhaps falsely entered in the books.
To offset the adverse affects of bad weather, and to respond to farmers'
complaints about the management of the credit program, the GOS has twice
forgiven debts in the past five years. This debt forgiveness has scriously
undermined the integrity of the agriculture credit system, makling reform all
the more essential.

The austerity imposed by the Economlc Reform Plan has forced the
GOS to restrict funds available for credit. As a result, the USAID has
observed such signs of reduced farming intensity as increased use of poorer
quality village-grown seeds, lower rates of fertilizer use, and the continued
use of old and unrepaired implements. These suggest that production is being
constrained by the restricted credit supply. Visits to villages by USAID
staff during the last agriculture campalgn confirmed the scvere hardship to
farmers consequent to the lack of credit,

Given the impo:‘ance of rural credit, and the need to have an
up-to-date assessment, this IAAD provides for a study of Senegal's rural
credit and savings to determine if additlonal sources of credit are needed,
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If a need is confirmed, the study will further determine whether the newly

created National Agriculture Credit Bank (Caisse Nationale du Credit Agricole
du Senegal--CNCAS) is an appropiate instituion to provide these services.
(For a more detailed description of the acifvities planned in the field of

credit and savings, see Section V and Annexes I and ¢.l.)

£. Agriculture pricing

During the past two years, the official market prices paid to
producers of peanuts, rice and millet have risen an average of about 25%. As
expected, farmers appear to have responded by increasing production, generally
by investing more labor and management attention. Despite the farm—~gate price
increases, however, certain crops were diverted from normal marketing channels
and sold for higher prices in other localities. For example, some rice
producers along the Senegal River sold their surplus in Mali at 80 CFA/kg.
(vs. GOS price of 60 CFA/kg).

Current GOS plans indicate that costs to the farmer for
fertilizer, seeds and farm implements are likely to rise with the removal of
State control over the factors of production, including a reduction in
subsidies. It is not yet apparent if price increases in these items will be
coordinated with further farm-gate price incresses in order to maintain the
production incentives that have been established for the current agriculture
season. The narrowing of incentives could again become a major constraint, as
it was in the past when prices were kept low to provide the Government with a
substantial margin after the sale of products on the world market. The GOS
used this margin to balance urban industry and provide increasingly large food
imports for urban populations.

3. Key clements of the GOS strategy to deal with agriculture sector
problems

As set forth in the Reform Plan, the key elements of the GOS strategy
for revitalizing the agriculture sector are:

a. reorganization of the seed distribution and marketing systems;
b. reorganization of the Rural Development Agencies (RDA's) to
decentralize their management, reduce operating costs, increase

efficiency and liberate areas for private sector initiative;

c. encouragement of private sector initiative in areas of marketing
and agriculture services;

d. greater involvement of cooperatives and village level groups in
decision-making related to commercial agriculture;

e. revamping of agriculture credit; and

£. revising the structure for the agriculture research program;
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In 1980, and 1981 the GOS initiated actions of a practical nature to
implement elements of the above agriculture strategy. For example:

- Peanut prices were raised 11% from 45.5 CFA/kg. to 50 CFA/kg.

- The GOS, in 1980, began negotiations of revised terms of
reference and budgets for the RDA's. Known as Program Contracts
("Contrat Plan"), the new agreements are to clearly state the
responsibility of the GOS for support of staff and operating
budgets. In rcturn, the RDA's must commit themselves to
specific production targets, reduce the number of staff, and
withdraw from certain activities so as to create opportunjties
for private sector replacement. Program contract negotiations
were concluded with SAED containing explicit statements of
production objectives and reorganization. SODEVA also has
reduced its staff by 50%.

- The government farm supply agency (ONCAD) was disbanded and
approximately 400 workers were removed from government roles,
Steps to have the private sector handle the peanut trade were
undertaken when the GOS placed this responsibility with the oil
manufacturers,

- A working group was set up in 1980 to define pclicy and
institutional objectives for agriculture credit and in 1981 a
plan for the complete revision of the agriculture credit program
was drawn up by the Prime Minister's Working Group for
Agriculture Credit (of which USAID is a member).

- Plans were begun for a major program of farming systems research
which was put 1uto effect in 1981.

- Other reforms, such as increases in consumer prices (and reduced
subsidies) of bread, cooking 0il and petrol products, averaging
nearly 257 were initiated.

In 1982, while the GOS remained faithful to the main lines of its
Reform Plan, particularly in the agriculture sector, it had some difficulty
remaining within the financial ceilings for credit and budgetary expenditures,
and in meeting the targets sct out in the Standby agreement with the IMF and
some of the conditions of the World Bank structural adjustment which were set
to support the IMF's monetary targets.

The dramatic fall {n the world price of peanuts aggravated the
foreign exchange deficit, and Increased the budgetary deficit.

As 1982 was a pre-election year in a multi-party democratic context
(elections were held at the end of February 1983), the imposition of
additional spending restraints after the courageous steps taken in 1980 and
1981 became extremely difficult for the government. As a result, the GOS did
not make all of its 1982 targets, and forelgn exchange releases under both the
IMF Standby and World Bank Structural Ad justment Loans were held up, pending
resolucion in 1983, after elections. (Annex X, Macroeconomic Justification
discusses this situation in more detail.)
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4. Other sectors

Before 1960, Senegal was the administrative, commercial and
industrial center of the West African Federation,l and enjoyed all the
benefits conferred by that status. Independence deprived the country of this
role, and during most of the sixtles, Senegal had to adjust {ts administrative
structure, transit activity, and its infant industry to better match the more
limited nceds of 1its domestic market. With a secondary sector contributing
about 23% of GDP in 1979, Senegal can be characterized by African standards,
as a semi-industrialized country. However, the average growth of the
industrial sector since 1960 has been a rather modest 4% per annum (p.a.) on
average.

The principal lines of industrial developmeat have been production
and processing of primary products (phosphate, cement, groundnut oil), and
light manufacturing industry for import substitutioa. In 1984, a privately
run, world-class fertilizer facility, Industrial Chemicals of Senegal (ICS),
will come on stream using the locally—mined phosphate, and mixing it with
imported sulfur to make Diammonium Phosphate (DAP) and Triple Super Phosphate
(TSP). While the complex is mainly for export (first year exports are
expected to be 212,000 mt 0f fertilizer and 200,000 at of phosphoric acid
p.a.), part of the production will be sold on the domestic marketl. It is a
mixed corporation with equity capital of 225 billion CFA francs ($66 million)
held by Nigeria, Ivory Coast, Senegal, India, the Islamic Development Bank,
and private banks and firms. Principal loans have been made to ICE ty the
World Bank, Islamic Bank, Caisse Centrale, 1FC, African Development Bank, EIB,
EDF, ard OPEC. The secondary sector, including the phosphate mine, cmploys
about 7% of the labor force. Highly skilled and managerial positions in most
large and medium—scale enterprises are occupied by expatriates. The future of
the mining and industrial sectors is moderately promising. In mining, in
addition to phosphates (estimates show 45 years of reserves at the current
production rate cf 1.5 million tons p.a), Senegal has modest offshore oil
reserves and large iron ore deposits of a quality that would seem appropriate
for a modern steel industry. However, oil and iron ore reserves have not been
fully explored. Ore deposits are located far from existing transport centers;
consequently, their development would involve very high investment costs in
transport infrastructure, and commercial exploitation is unlikely to start
during the presemt decade. With respect to manufacturing, there are still
some possibilities for developing import substitution industries. HMore
importantly, the country's political stability, its well-developed urban and
port infrastructure, its proximity to Europe, and its strong political and
economic links with major European countries, could make it attractive to
foreign investors and foster the development of an export-oriented industry.

1 Under colonial rule, the Federation was comprised of the francophone
countries of Benin, Guinea, Ivory Coast, Mauritania, Sudan (Mali), Upper Volta
and Senegal,
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At least two other areas hold more promise. Senegal has rich
territorial waters with a large and diversified fish stock; in fact, the
domestic fishing and fish processing industry is one of the few truly dynamic
branches of economic activity,

Also, the pleasant coastal climate almost throughout the year, the
abundance of attractive beaches, and the development of efficient airport
facilities, have served to encourage the growth of a vibrant tourism industry
which has contributed significantly to the real growth in the tertiary sector.

5. Social factors

Senegal's population shares most of the characteristics of African
demography: a rapid rate of growth (officially 2.8% p.a.), a high dependency
ratio (slightly below 1:1) reflecting a very young populiation structure, and a
low but increasing rate of primary school attendance (over 40% in 1980). More
importantly, the rate of demographic growth seems to be accelerating, and the
rate of growth of the working age population (2.2% p.a.), though also
increasing, is distinctly below the overall population growth rate. The
attendant social costs of fhese basic features (in terms of demand for
education, health, other basic services, and for jobs) create potentially
serious problems within a slow=growing economy such as Senegal's.

Other soclo~-demographic factors more specific to Senegal have a
direct bearing on the economic environmeni. Onc is (he large concentration of
population in the Dakar area, now a highly developed ity and administrative
and cultural center of close to one million people, with a large university
and several other institutes of higher education. Another is the impact of
Senegal's long historical exposure to the Western world. The most perceptible
consequences of these two factors are a strong bias towards a "European”
pattern of consumption, a well-organized labsr force with highly vocal unions,
and a liberal political system with officially recognized and influential
opposition parties. The overall impact is the continuing popular demand for
higher wages, job security, and voric.. "orms of social welfave all of which
are cxpected to be provided by or through the Government. Thus, labor costs
are high by international standards, 1in a country which is often conslidered as
a labor-abundant economy.

C. USAID Assistance Strategy

1, Overview

The USAID Senegal CDSS for FY83, submitted in January 1981,
elaborated the Mission strategy ior responding to the economic situation
in-country. This strategy was accepted by the Africa Bureau, per State Cable
77365, on March 6, 1981. ALD/W accepted the FY84 CDSS supplement, detailing
the training and health programs in support of approved goals, on April 8,
1982 per State Cable 165374,

The FY85 CDSS update, submitted in February, 1983: (a) reviewed
Senegal's progress in implementing its Economic Reform Plan, now enterlng {ts
third year, (b) set out the Mission's Country Development Strategy Statement
related to this reform for the 1983-1987 period, (c) summarized the chicf
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means by which the AID program would carry out the Senegal Strategy, through
measures in support of policy reform, ingtitutional development, the private
sector, and technology transfer, and (d) underscored the requirement that the
Mission put the projrams previously approved from a pclicy standpolnt in place
during FY83 in support of the Country Strategy 1f the strategy is to contlnue
to have meaning. Dialogue about policies could be vitiated if practical
measures are not taken within a reasonable period of time.

Section VIII.B.3, "Key Elements of the GOS strategy...” above lists a
number of specific examples of actlons taken by the government over the last
three years. The USAID program supports the GOS Reform Plan.

Some of the highlights of USAID's asslistance strategy for the period
1983-1987 are listed below. (The chart on the next page sets out graphically
USAID's strategy in terms of GOS's long-term goal, Misslon's goal, purpose,
projects and outputs.)

2. Goal: food sclf-rellance

The goal of the USAID program is Senegal's achlevement of the
capaclity to feed its people, b domestic production and by trade, even in
drought years, by the close of this centur/. Increased ag-lculture production
1s the key in Senegal to both higher per capita income and to an improved
balance of payments.

With food self-rellance the goal, the USAID program in Senegal has
two principal emphascs. The first is upon increased food production in ways
favoring the maximum participation of the population, together with an accent
upon the regencration of soil and fuelwood resources required to cultivate and
cook food products. USAID's sceond and related cmphasis {s upon the delivery
of health and family planning services at local levels, both to Increase the
productivity of the fiurming population as well as to reduce, over tinme, the
rapid annual rate of population increase, officially estimated at 2.8%. 1f
unchecked, present demographic trends will push Senegal's attainment of food
self-reliance Into the faiv-distant futurc.

3. Major targets

Towards the goal of food self-reliance, the USAID, with GOS
collaboration, hag set four ch'ef targets in agriculture:

- the progressive decontrol and commercialization of rural
production (by activating farmers' groups, streamlining the
RDA's, and encouraging the private scctor);

- the development of more effectlve agronomic practices (through
improved research and extension, prlcing, credit, mixed farming);

- the increase of cultivated land arca (in the Senegal River basin
and the Casamance Reglon); and
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the improved management of soil and water resources (irrigation
practices in the Senegal River and Casamance River basins, land

reclamation in the Peanut Basin).

The USAID assistance strategy alan estahlighes a human development
program to assure the support of, and to derive benefit from, the agriculture
priorities. It recognizes that better nutrition, wider training, and readier
access to primary health care are both the means and the ends of agriculture
development. The strategy underlines the point that, whereas a demographic
program {s In the long run essential, the necessary foundation for
establishing family plarning services Iin Senegal is an affordable nutrition
and health program with.n the reach of the general population. Accordingly,
USAID plans to continue efforts begun in the late seventies to establish a
model user/payer village health system in the Sine Saloum Region. Coupled
with agriculture activities, the Mission will continue (based on negotiations
held before the joint assessment) to establish a family health program which
ultimately will depend upon rural clinics. Also USAID will concentrate upon
functional literacy and rural project management training in support of rural
producer groups and village level cooperative groups. Only very recently is
Senegal beginning to show evidence of a fundamental concern with the
inefficiency of its primery education system. When there is a clear
Senegalese commitment to reform in this area, USAID intends to review what
assistance, 1f any, the U.S. should offer.

4, Focus of 1983-1987 program

The USAID program for 1983-1987 will be distinguished in four
principal ways from that set in place between 1974-1982,

As indicated above, the 1983-1987 program gives a much more important
place to program assistance. This segment 1s planned via:

a, a PL-480 Title III program ($7 in FY83 and $10 million annually
FY84-86),

b. a proposed $25 million grant for the development of agriculture
($5.0 million in FY83, and $20 million over three years,
beginning in FY85), and

c. a proposed Economic Support Fund grant of $5.0 million in FY83,
and $10 million per year for FY84-85.

Under this program segment, the U.S. will finance essential imports
and generate local currency to support food production soils, crops, credit
and savings, regeneration programs, rural road maintenance, and food and other
policy studies. The financing of imports will help Senegal to stabilize its
balance of payments; the major thrust of the first phase of the Reform. An
import program will also assure the Unfted States a continuing role in
national policy discussions with the government and with Senegal's other major
donors. (Anncx K, Macrocconomic Justification, goes into this high priority
need 1n some detail.) Program assistance is a more flexible tool in that 1t
provides shorter lead time in supplying balance of payments support.
Furthermore the disbursement time {s much shorter. It provides budgetary
support through the 1/c generation drawing on GOS resources to manage the
monies whille reducing the USAID supervisory time required.
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The second major di fference in the 1983-~1987 program for Senegal is
the emphasis AID will place upon local producer groups and the private
sector. At the same time, USAID will continue to help strengthen two or three
of the RDA's as extension agencies, and by this means, increase the
capabilities of rural producers. USAID will also initiate additional means to
strengthen the pesition of food producers and rural entrepreneurs. Under this
program, some aspects of which are described in detail 1in subsequent sections
of this PAAD, AID will apply the local currencies generated from the program
activities to support functional literacy training of village level
cooperatives and local producer groups, to cnlist the help of Private
Voluntary Agencies with farmer groups and entreprencurs, and after appropriate
study, help the goverument undertake revised credit and marketing programs on
thelr behalf.

A thiird feature of the USAID program in 1983-1987 will be its greater
geographic concentration. This is necessary to increase the impact of the
program, bringing its health and agriculture activities into direct proximity,
and to increase management efficiency. Thus, from the siux regions in which
USAID is currently engaged, new funding beginning {n FY85 will be focused on
three regions with above-average water resources and farm production
potential: the Senegal River Basin (through the OMVS programs), the Sine
Saloum, and the Casamance. AID fis already involved in important programs 1n
these arcas. Similarly, over the same period, USAID will reduce the number of
active projects from 30 to 13, although the overall program in dollar terms is
projected to substantially increase.

The fourth and final characteristic of th. program is the degree to
which it is based upon an intense and continuine collaboration with the
Government itself, and with the ma jor donors, 1ncluding the IMF, the IBRD,
EEC, and France, which ave concerned essentially with the {implementation of
Senegal's Reform Plan. That the governnent of President Abdou Diouf {is
deternined to continue his Government's close cooperation and dialogue with
all donors, bilateral and multilateral appears clear from the President's
mijor economic report to the Nat{onal Assembly's Economic and Soclal Council
on April 14, 1983 in which he strongly supported the results of the measures
taken to date, and exhorted the nation to continue and increase its efforts.
Earlier at the donors' conference which the government (with close IBRD
support) convened and chaired in Paris in October 1981, and subsequently
through the follow-up conferences on sectoral and project levels held
throughout 1982, the Government showed 1ts determination to improve donor
coordination. In 1983, the Government enlisted the staff support of the
CILSS and the Club du Sahel for the next major meeting of the donors to
discuss Scnegal's agriculture sector »lans and programs.

D. USAID Program Elemengi

This agriculture PAAD is for one year and i{s so designed that all program
elements are self-contatned. There is also a multi-year, long-term economic
development value in ecach of the proposed activities, be they dollar or local
currency.  The PAAD forms a vital part of the U.S. Assistance Strategy for
1983~1987 described above.

Within the substantlve areas, goals and priorities described above, the
USAID's overall program ls divided basically Iinto two elements:
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program and project assistance. The two programs are interrelated, mutually
reinforcing and designed to support the U.S. Assistance Strategy.

1. Program assistance

For FY 1983, the proposed program totals some $18,01 million,
broken down as follows:

- Title III (685-0231)
$ 7.0 million

- ESF (685-0262)
$ 5.0 million

- SDF (685-0249)
$ 5.0 million

Total FY83 program assistance
$17.0 million!

These activities taken together at the macro-level (dollar
foreign exchange) are designed to provide urgently needed balance of payment*s
support, and to achieve the maximum leverage possible to help the GOS live up
to its commitments to the IMF/World Bank, and to help put Lnto effect more
rapidly the Government's structural reforms set out in the Reform Plan. (Both
are summarized in Annexes D and E.) The policy leverage made possible by the
program assistance mode {s enhanced because of the GOS hope for continued
program support in the coming years along the lines outlined in the U.S.
Assistance Strategy above,

At the sectoral-level utilizing the imports (e.g., fertilizer), it is
hoped to encourage specific reforms (e.g. distribution of fertilizer in the
private sector, lowering of subsidy).

Through judicious use of the counterpart or local currency generated
by the import programs, GOS economic reforms can be assisted (c.g. before
agreeing to the release of local currency for the support of private village
level cooperatives, the government must complete legislation giving village
level groups dircct access to credit from banks or other lending
institutions). For the planned local currency support for rural-based road
maintenance and upgrading activity (ESF PAAD), the GOS will nced to have
agreed to fund the first "tranche” of its share of the highway maintenance
fund being established under the IBRD Fifth Highway Project now under
negotation,

1 $0.75 million of the $5.0 million SDF is for two Technical Assistance
projects and is not considered as direct balance of payments support.
Therefore, when discussing the amount of balance of payments support, the
amount of $16,25 million is used.
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2, Project assistance

For FY 1983, the requested technical assistance on project assistance
including regional activities in Senegal totals $23,4 willion dollars and
should be viewed within the context of the USAID's agriculture strategy for
achieving food self-reliance by increasing production, storage and trade, and
the supporting activities in rural public health and human resource
development cuch as:

- Cercals production, (Cereals I and Cereals II projects)

- Livestock production. (Bakel and SODESP projects)

- Research. (Ag. Research & Planning Project; Renewable
Energy and Casamince project)

- Storage (Grain Storage Project)

- Private Rural Initiatives. (PVO Community and Small
Enterprise Developuent Project)

- Regional Projects. Senegal River Basin (OMVS) and Gambia
River Basin (OMVG: Crop Protection, ctc. These regional
activities provid: significant benefits to Senegal.

- Rural Public Health and Familv Planning

- U.S. Embassy Seli-Help Fund

- Human Resource Development

- Title IT1-CRS Administered Maternal Child Health Program and
Resettlement Family Assistance !

The grand total for program and project assistance {s $41.4 million.
While the projects and program assistance activities and Title II outlined
above have separate definable roles, they are complementary one to the other,
and should be considered as a total package of resourcec (or level of effort)
provided by the U.S,

1 Title II-CRS Administered Program was $7.0 million out of the Project
Assistance total of $23.4 million.
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GOS Request for Assistance




The Minister of Plan Dakar, May 11, 1983

The Director
USAID/Senegal
POB 49

Dakar, Senegal

Subject: Balance of Payments Assistance Program.

Dear Mr. Director:

Under the Economic and Financial Reform Plan implemented by the Government of
Scnegal, the United States Government has decided to grant $18 Million to

Senegal for fiscal year 1983 to support its balance of payments.
This grant will cover three programs:

- the first, amounting to $8.0 million, pertains to a one year extension of
the current Title III rice import program for which the request was made

last month.

- the second, amounting to $5.0 million is designed to finance imports of

goods and scrvices from the United States.

The equivalent of this amount in local currency, will be used for the
improvement and maintenance of certain rural roads in the Senegal River

Basin and the vegions of Sine Saloum and Casamance,

The third, also amounting to $5.0 million, will allow the import of urea.

and raw materials for blending fertilizer, up to $4.25 million.

The balance of yrant, or $0,75 million, will be used to finance the costs

related to the comprehensive evaluation of the rural sector, notably rural



savings and credit, in order to assess the highest priority requircments
of Senegal's agriculture sector. Of course, this evaluation should take

into account previous studies carried out in this area.

Finally, the equivalent of the dollar amount in local currency for the import
of the raw materials for blending fertilizer will permit the financing of
detivities in support of village level cooperatives and producer groups in
middle and Upper Casamance and to strengthen the "Calsse Nationale de

Credit Agricole du $énégal". (CNCAS Project), subject to the results of

the Credit Study.

Given the importance attached by the Government to Senegal's balance of
payments situation, and to the carrying out of the Reform in the rural
arcas, I would appreciate your assistance and prumpt action do that these

pregrams can be implemented as soon as possible.

Sincerely,

Cheikh H, Kane,
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COMMODITY 1MPORT GRANT AGREEMENT

Agriculture Development Assistance

Grant Number

685-0249
Dated , 1983

Betwéen

The Republic of Senegal
and

The United States of America, acting through the

Agency for International Development ("AID™)
Article 1: The Grant

To finance the foreign cxchange costs of certain commodities and
commodity-related services ("Eligible ITtems") necessary to promote the
economic development of the Republic or Senegal, the United States, pursuant
to the Foreipgn Assistance Act of 1961, as amended, agrees to grant the
Government of the Republic of Senegal under the terms of this Agreement from
Sahel Development Funds, not to exceed Five Million United States Dollars
($5,000,000) (the "Crant"). Approximately $3.05 million will be for import ot
commodities (fertilizer), $1.2 million for a Section 640C grant to cover the
shipping differential caused by using U.S. Flug vessels, and $0.75 million
will be for technical assistance,

Article 2: Conditions Precedent to Disbursecment

Section 2.1. Conditions Precedent to First Disbursement. Prior to the
first disburscment under the Grant, or to the issuance of ALD of
documentation pursuant to which disbursement will be made, the Granteee
will, except as the Parties may otherwise agree in writing, furnish to
AID, in form and substance satisfactory to AID:

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

(b) A statement representing and warranting that the named person or
persons have the authority to act as the representative or

representatives of the Grantce pursuant to Section 7.2, together with
a specimen signature of each person certified as to its authenticity.

(¢) A procurement plan including the procedures by which all
procurement financed under this Grant will be carrled out, and the
mechanism for publicizing procurement and making awards.
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(d) a written statement that the Grantee has sent a formal letter to
the International Monetary Fund (IMF) setting forth its proposals for
a IMF Standby Agreement for Senegal's fiscal year 1983/84, and
written confirmation that this proposal is acceptable to the IMF,

Section 2,2. Conditions Precedent to Disbursement of Local Currency
Cenerateq_

(a) No funds will be released from the Special local currency
account to be established in the Central Bank until arrengements fer a joint
GOS/USAID Counterpart Management Committece have been finalized, (See Section
5.1 (a)).

(b) No funds will be released from the Special local currenc
p y

account to be established in the Central Bank until the government certifies
that viilage level cooperatives and producer groups are authorized to have

direct access to credit sources.

(c) Disbursement of local currency funds from the Special local
currency account for the National Agriculture bank (CNCAS) shall be contingent
on a positive finding by the Rural Credit and Savings Study team being
financed from dellar technical assistance funds provided in Title 1 of this
agrecuent.

Section 2.3 Nottficatioq. When AID has determined that the conditions
specified In Section 2.1 have been met, it will promptly notify the Grantece.

3

Section 2.4, Terminal Date for Conditions Precedent. If not all the
conditions specified in Section 2.1 have been met within nincty (90) days
from the date of this Agreement, or such later date as AID nay specify in
writiag, AID, at its option, may termlnate this Agreement by written
netice to Grantee.

Article 3: Procurement, Eligibility, and Utilization of Comnodities

Scetion 3.1.  AID Regulation 1. This Crant and the procurement and
utilization of commodities and commodity-related services financed under
it are subject to the terms and conditions of AID Regulation 1 as from
time to time amended and in cffect, except as AID may otherwise specify in
writing. [f any provision of AID Regulation 1 is inconsirtent with a
provision of this Agreement, the provision of this Agreemant shall govern.

Section 3.2, Eligible Items. The commodities eligible for financing
under this Grant shall be specified in Implementation lLetters and Commodity
Procurcement Instructions issued to Grantee. In accordance with Section 8.1 of
this Agreement, no pesticides will be procurcd under this Grant. Commodity—-
related services as defined in AID Reguation I are eligible for financing
under this Grant. Other {tems shall become elipible for financing only with
the written agreement of AID. AID may decline to finance any specific
commodity or commodity-related scrvice when in its judgment such financing
would be fnconsistent with the purpose of the Grant or of the Forelgn
Assistance Act of 1961, as amended.
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Section 3.3 Procurement Source. All Eligible Items shall have their
source and origin in the "United States” (Code 000 of the AID Geographic
Code Book), except as AID may specify in Implementation Letters or as it
may otherwise agree in writiag.

Section 3.4. Eligibility date. No commodities or commodity-related
services may be financed under this Grant if they were procured pursuant
to orders or to contracts firmlv placed or entered into prior to the date
of this Agreement, except as AID way otherwise agree in writing.

Se tion 3.5. Technical Services. Procurement of Technical Services will
be carried out utilizing AID normal rules in accordance with instructions
which will be issued through Implementation Letters.,

Section 3.6. Procurcment for Private Sector. Procurement by private
importers will be subject to the negotiated procurement procedures of

Section 201.23 of AID Repulation 1, except as AID may otherwise agree in
writing or the imnorter elects procurement through the formal competitive

procedures of Section 201.22.

Scction 3.7. Utilization of mmodities

(a) Grantece will assure thit commodities financed under this Grant
will be effectively used for the purposes for which the assistance is
made available. To this end, the CGrantee will use its best efforts
to assure that the following procedures are followed:

(i) accurate arrival and clearance records are maintained by
customs authorities; commodity imports are promptly processed
through custoums at ports of entry; such commedities are removed
from customs and/or bonded warchouses within ninety (90)

calendar days frem the date the commodities are unloaded from

the vesscls at the port of entry, unless the importer is

hindered by force majeure or AID otherwise agrees in writing; and

(ii) the commoditics are corsumed or used by the importer not
later than one (1) vear from the date the commodities are
removed from customs, unless a longer period can be justified to
the satiefaction of AID by reason of force majeure or special
market conditions or other circumstances.
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(b) Grantee will assure that commodities financed under this Grant
will not be reexported in the same or substantially the same form,
unless specifically authorized by AID,

Section 3.8, Shipping

(a) Commodities which are to be transported to the territory of the
Grantee may not be financed under this Grant if transported either:
(1) on an ocean vessel or aircraft under flag registry of a country
which 15 not included in ALD Ceographic Code 935 as in cffect at the
time of shipment, or (2) on an ocean vessel which ATID, by written
netice Lo the Crantee has designated as ineligible, or (3) under an
Ocean or air charter which has not received prior AID approval.

(LY Unleose othe "wise authorized, AID will finance only those
transportation costs incurred on aircraft or ocean vessels under flag
gisvry of a courtry included in the Geographic Code authorized in
Section 5.3 of the Agrcement.

3
4

re

1

(c) Vnless AID determines that privately owned United States—{lag
comnercial occan vessels are not available at fair and reasonable
rates for such vessels, (1) at least tifty percent (50%4) of the pross
tonnage of all poods (computed separately for dry bulk carriers, dry
cargo liners and tankers) financed by AID which may be transpoerted on
vcean veseels will be transported on privately owned United ‘
States~{lar commercinal vessels, and (2) at least fifty percent (50%)
of the prose fraicht reveauc aenerated by all shipnents financed by
ALD aud transpeorted to the Republic of Senegal on dry carpgo liners
shall be paid to or for the berefit of privately owned United
Status-tlag commetcial vesusnls,

Section 3,9, Tnsurance

Marine insurance on commodities financed by AID under this Grant may also

be financed under this Grant provided that such insurance is placed in a

country included in the Geographic Code authorized in Section 3.3 of this
Apgreenent.

Arvicle 4 Disbursement
Scetion 4.1, Letters of Commitment to Unfted States_Banks. After

satisfaction of (he condititions precedent, the Grantee may obtain
disbursements of funds under this Grant by submitting Financing Requests
Lo AID for the {ssuance of lotters of commitnent tor specified amounts to
one or more banking institutfcns In the United States des{gnated by
Grantee and satfsfactory to AID,  Such letters will conmit ATD to
reimburse the bank or banks on behalf of the Grantee for payments made by
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- 75% of the value of the cligible imports including equivalent of
non-U.S. Flag ocean freight and other eligible costs no later
than 6 months after the shipping documents have been received.

(¢} Any unencumbered balances of funds which remain in the Special
Account upon termination of assistance herevunder shall be disbursed
for such purposes as may, subject to applicable law, be agreed to
between Grantee and AID.

Section 5.2, Taxation. This Agrecment and the Grant will e free from
any taxation or fees imposed under laws in effect in the Ropublic of
Senepal. To the extent that any commodity procurement transaclion
financed hercunder 1s not exenpt from identifiable taxes, tariffs, duties
and othier levies imposed urder laws in effect within the Republie of
Senegal, the =ame shall not be paid vith funds provided under this Grant,

Sccotion 5.3, Reports and Records. 1In addition to the requirements in
AID Regulation 1, the Granteeo will:

(a) Furnish ALD such reports and information relating to the goods
ard services financed by this Grant and the pericrmance of the
Grantee's obligations under this agreement as ALD may reasonably
request

(P) Maintain or cause to be maintained, in accordance with generally
accepted accountine crinciples and practices consistently applied,
such booke and records velating to this Grant as may be prescribed in
Inplenentation Letters.  Such bhooks and records may be irsupected by
AT or any of its autborizod representatives at all times as AID A
reosonably reqguire, and shall he milntained for three “cars after the
date of last disbursement Ly ATy under this Graat; and

(e) Perzit AID or ans of its authorized represcatatives at all
reasonable times during the three=year periot to insperct the
commoditice financed under this Grant At any point, including the
point of use.

Section 5.4, Completencss

of Infprmutinn. The Grantee confirme:

(a) That the facts and circumstances of which it has informed AID,
or caused AID to be inforned, in the course of reaching agpreement
with ALD on the prant, are aceurate and conplete, and include all
facts and circumstances that might materially affect the Grant and
the discharye of responsibilities under this Aproecenment ; and

(b)  That it will inform AID in timely fashion ~f anv snbsequent
facts and circumstances that might materiatly affect the Grant and
the discharge of responsibilities under this Aprecment.
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Section 5.5. Other Payments. Grantee affirms that no payments
have been or will be received by any cfficial of the Grantee in
connection with the procurement of goods or services financed
under the Grant, except fees, taxes, or similar payments legally
established in the country of the Grantee.

Section 5.6. Minimum Size of Transaction. No foreign exchange

allocation or Letter of Credit issued pursuant to this Agreement
shall be in an amount less than Ten Thousand Dollars ($10,000),

except as AID may otherwise agree in writing.

"Section 6: Special Covenants Concerning Program Implementation
and Achievement of Program Objectives

Section 6.1. Fertilizer Subsidies.

6.1la Within 12 months of obligation of funds, the GOS
will present a plan to the USAID for the reduction of the
fertilizer subsidy from the current 607 level to 25% by June 1987.

6.1b GOS average price for fertilizer does not drop
below 50 CFA per kilo through January 1984.

6.1c Reduction of fertilizer subsidy to a. most 40% by
January 1985.

Section 6.2 Fertilizer Marketing

6.2a Within 12 menths of program obligation, the GOS
will present a plan for reorganizing the fertilizer marketing
system including analysis of the role of the private sector. This
plan will recommend methods of reorganization for maximizing
efficiency, minimizing costc end responding to local farmer needs.

6.2b The GOS will oermit a private sector distributor
to import urea under this program directly from the U.S. without
the GOS serving as an intermediary.

Section 6.3 Fertilizer Use. Grantee covenants to continue its
efforts to bring about closer cooperation between the agriculture
research stations and the extension services so that results of
applied research concerning the most etficient kind and method of
application of fertilizers to specific crops can be made available
to the farmer, and to those responsible for supplying fertilizer
to the farmer.

Section 6.4 Macro-Level Reforms.

6.4a Seclection of specific targets from the IMF 1983-84

Standby Agreement which are relevant to the agricultural sector
for performance monitoring.
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6.4b Reduction of the deficit of the CPSP (Price Stabil-
ization Board) by 10% by December 1984.

6.4c Reduction of outstanding seasonal agricultural
credit through a reimbursement of 10 billion CFA by December 1984.

Section 6.5 Periodic Consultations. Grantee and AID agree to
meet periodically, but no less than annually, to discuss the
progress of the implementation of the aforementioned covenants, to
discuss the status of the economy , associated economic issues and
the relationship of the AID program to those matters.
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Article 7: Termination; Remedies

Section 7.1. Termination. This Agreement may be terminated by
mutual agreement of the Parties at any time. Either Party termi-
nate this Agreement by giving the other Party thirty (30) days

notice.

Section 7.2. Suspension. If at any time:

(a)

(b)

(d)

(e)

Then, in
may :

Grantee shall fail to comply with any provision of this
Agreement; or

Any representation or warranty made by or on behalf of
Grantee with respect to obtaining this Grant or made or
required to be made under this agreement is incorrect in
any material respect; or

An event occurs that AID determines to be an extraordinary
situation that makes it improbable either that the
purposes of the Grant will be attained or that the
Grantee will be able to perform its obligations under

this agreement; or

Any disbursement by AID would be in violation of the
legislation governing AID; or

A default shall have occurred under any other agreement
between Grantee or any of its agencies and the Government
of the United States or any of its agencies;

addition to remedies provided in AID Regulation 1, AID

(1) suspend or cancel outstanding commitment documents to
the extent that they have not been utilized through

irrevocable commitments to third parties or otherwise, or
to the extent that AID has not made direct reimbursement

to the Grantee thereunder, giving prompt notice to Grantee
thereafter;

(2) decline to issue additional commitment documents or
to make disbursements other than under existing ones; and

(3) at AID's expense, direct that title to goods
financed under the Grant be vested in AID if the goods
are in a deliverable state and have not been offloaded
in ports of entry of the Republic of Sennegal.
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Section 7.3. Cancellation by AID. If, within sixty (60) days
from the date of any suspension of disbursements pursuant to
Section 7.2, the cause or causes thereof have not been corrected,
AID may cancel any part of the Grant that is not then disbursed or

irrevocably committed to third parties.

Section 7.4. Refunds.

(a) In addition to any refund otherwise required by AID
pursuant to AID Regulation 1, if AID determines that any
disbursement is not supported by valid documentation in
accordance with this Agreement , or is in violation of

United States law, or is not made or used in accordance

with the terms of this Agreement , AID may require the
Grantee to refund the amount of such disbursement in U.S.
dollars to A.I.D. within sixty (60) days after receipt of
request therefore. Refunds paid by the Grantee to ALD
resulting from violations of the terms of Agreement shall be
considered as a reduction in the amount of AID's obligation
under the Agreement and shall be available for reuse under the
Agreement if authorized by AID in writing.

(b) The right to require such a refund of a disbursement will
continue, notwithstanding any other provision of the Agreement ,
for three (3) years from the date of the last disbursement
under this Agreement.

Section 7.5. Nonwaiver of Remedies. No delay in exercising or
omitting to exercise, any right , power, or remedy accruing to AID
under this Agreement will be construed as a waiver of sucﬁ
rights, powers, or remedies.
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Section 8.4, Information and Marking. The Grantee will give appropriate
publicity to the Grant as a program to which the United States has

contributed, and mark goods financed by AID, as described in
Implementation Letters.

Section 8.5, Languape of Agrecment. This Agreement is prepared 1in
English and Freneh., In the event of ambiguity or conflict between the two
versions, the English version will control.

I[N WITNESS WHEREOF, the Grantee and the United States of America, cach
acting through ity duly authorized representative, have ciaused this Agreewent
te pe signed in their names and delivered as of Lhe day aad yvear first above

WILtteg,

ROPUBLLC OF SENEGAL UNTTED STATES OF AMERICA

BY': BY:

TITLE: TITLE:
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ANNEX C

SUMMARY OF GCS DECLARATION ON ECONOMIC POLICY (1980)

A. Introducction

In order to redress the cconomic situation in senegal and in recognition
of the lTony-term structural nature of Senegal's ¢conomic difficulties, the GOS
adopted in che course of 1980 a comprehensive medium-term plan for economic
policy reform. The plan calls for the following general measures:

- improved management of public finances, of the parapublic sector and
of external debt, to ensure the implementation of an adequate public
investment program without compromising Senegal's credit-worthiness;

- the introduction of a restrictive and selective credit policy;
- the introduction of a new foreign trade policy;

- a more systematic reliance on market mechanisms and economic
incentives to encourage private investment;

- a reorientation of the national investment program towards the most
productive scctors and projects; and

- the introduction of institutional reforms in the rural sector.

B, Public Finances

As g meaas of woving towards a balanced hudget and of restoring a sound
tinancial situation the G035 nndertakes (1) to maintain the rate of growth of
current governmeat cxpenditures below that of current revenues and (2) to
progressively reduce the share of outlays on personnel,

The GOs will progressively cut back its financial participations and
reduce the rele of public enterprises in the cconomy, Public enterprises will
operate within the framework of program contracts designed to establish
functions, objectives and responsibilities of the G0OS and various public
enterprises, espceeially in the finaacial area.

C. Money and Credit

A restrictive credit policy will be continued through increases in
interest rates, where necessary, and the use of a systen of advance
authorfzatfons for credit requests of or above CFAF 70 million (approx.
$245,000),

D, Balance of Payments and External Debt

A priovity poal is to reduce the balance of payments deflcit to a
manageable Tevel {n the lenpg-term (e.g. 6-7% of GNhP), The key to success lies
fn Hmiting fmports while expanding and diversi{fying exports, This is to be

o
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accomplished through the progressive introduction of an increase in import
duties and a selective export subslidy to encourage sectors that offer real
export possibilities (e.g. textiles, knitted goods, fertilizers, agricultural
eqnipment and canned fish products,)

The GOS will make every effort to limit the yearly service on external
public debt to 1537 of export earnings. Commercial borrowing will be used only

for Joreetly productive projects,

£, Prices and Wages

The 605 will continue to implement the policy of "true economic prices”,
Except for four sensitlive food products (rice, bread, sugar and groundnut 0il)
and producer prices for certain crops, all prices will be subject either to
preliminary approval, to monitored reperting, or will be entirely uncontrolled
as of the end of 1980, Producer prices for groundnuts and cotton will be
fixed cacli yoar at the hiphest passibic level compatible with the anticipated
eaport price and intermediate costs to the GOS, though the Price Equalization
and Srabilizavrion Fuad will attempt to avoid excessive price fluctuations for
bavic necessities, particularly cereals,

The oS will keep wage level increases within the limits of the projected
growth in GDP and domestic consunptlien in coming years, Annual wi e
adjustment will be hased on 607 of the rise in the consumer price index since
the previous wage increase, plus the pgrowth in real terms of per capita GDP
over the came neriod,

Under the sixth Plan (1981-85), the GOS will attempt to increase the
investment rate through:

- maintenance of fixed investment at an average just below 17% of GDP,
and 10% of GDP for pubiic investment;

- allocation of 55% of investment to directly productive sectors; and an

- fncrease in the contribution of publie savings from 15% of public
investment at the bepinning of the period to 2Z5%4 by the end of the
period,

The cconomic rate of return on investments must be improved through a
Judicious choice of projects.  Thus an internal ceonomie rate of return will
be calenlared in accordance with standard rales, which will then be compared
to the estimated opportunlity cost of capiral in Senegal, Planning authoritics
will be strengthened.  Improved monitoring of public sector projecis will
allow correcrive neasures to be applted, where necessary.,



G. Actions in the Agriculture Scctor

GOS poulicy in the rural sector has the tollowing priority objectives:

- the development of food crops to decrease import depondency;
- an increase and diversification of agriculture production;
- the encouragement of farmers ro accept more responsibilicy by

providing them with extension services and training in cooperative
organisaction; and

- an increase in the incomes of farm ramilies,

1, Incentive prices in agriculture

The GOS has taken major steps by weiting and waintaining remunerative
prices for groundnuts and cotton. Levies on groundaut sales are now limited
to the amount sufficient to cover fertilizer subsidies. The aim of future
pricing will be to adapt producoer prices ol export products to medium—term
world market prices while taking into account the need to maiintain a proper
balance amonpg the producer prices of various agriculture products,

To achieve the goal of 1ood self-reliaucy, the pricing policy for
cereals (c.g. millet) 1s desisned to proevide an incentive and to keep prices
in line with those of export products,  The GGS' leng-run cim is tu siinulate
a natlonwide cercals market through the reanval of physical chstacies to the
free circulation of cereals (e.. lrck o) feeder roads)., 60S intervention in
the millet mirket i¢ to be restricted to steckpiling and nininizing seasoual
fluctuations in food supplyv. Tne consumer prices of imported food products
are determined by import costs,

2. Reorpanization of repional and national rural development institutions

Groundnut markcving will be the responsibility of the cooperatives,
which will deliver their preduction directiy to the oil erushers,  The
cooperative movement has become the respanaib;lity of the regional rural
development agpencies, under the puidance of the Ministry of Rural
Development,  Although the public seetor will retain responsibility for input
distribution in the irmediate future, this function will be progressively
transferred to the supplicrs of {nputs, the reglonal societies and the
cooperative movement, The villayge sections should be strengthened,
particuiarly in secd management,

Pending the strenpthening of village sections the 605 has created a
new agency (SONAR) to supply farmers with inputs,  Financial mechanisms are
being set up so that SONAR does not have to provide financing for fertilizer
subsidies,  The GOS has set up a study group to sugpest the most efficient

structure and management of SONAR and proposals for partfal or total recovery
of {ts recurrent charges froum beneficlaries,


http:crush.rs
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SUMMARY OF MAJOK REQUTREMENTS UNDER THE IMF STANDBY AGREEMENT AND THE WORLD
BANK STRUCTURAL ADJUSTMENT L.OAN

A, lntroduction

Since the introduction of the World Bank Structaral Adjustmeat Loan (SAL)
in late 19259 the World Bank and the I[MF have been working together closely to
ensure that the rajor regairements under these two agreements arce compatible
aad, where posoible, patuslly reinforcing.  The IMF standby arraangement which
must be renepotiated annually has since 1981 incorporated the major
cutctanding requlrements aader the SAL,  In the division of labor between
these two institutions, the IMF has cancentrated on the macroeconomic aspects
of cconomic stabilizavion while the Werrd Bank as assumed responsibility for
monitoring :,ricuiture and institutional rercrme,

B. wsenecral Objectives

The paco of adjustment as defined in the GOS Declaration of Economice
Policy in 1980 has proved to be overly ambitious in terms of the
restoasivencas ot the Senepgalese economy,  Thus the objectives for
stabilization have heen revised downweard.  The G603 under the cuarrent program
(approved by the IMEF Executive Board in November 1962) is striving for:

- a reduction i1 the external curvent account deticit from 154 of GDP
In 1982 1o 17,47 in 198735 and

- 4 reduction i the public finance deffcit from 9.47 of GDP 1n 1981/82
Ty ‘ PN
NI T I DI

ue Public Finances

1, Requirements in the area of public {inances focus on: (1) Iincreasing
goverument tevenue; (2) reducing current expendituresy and £3) limiting credit
chjpptnsion espe tially as regards the banking systex's net colaims on the
Government,  Ac oa peans of inereasing povernment revenue the GOS has agreed to:

a., increase fiscal duty on fmports by 57 and fwprove tax collection
wirteh should Inerease at the same pace as GDP;

b, {nerease taxes on alcoholic beverapes by 307 and
c, fncrease the tax on Kola auts (rom CFAF 95%/Fp to CFAF 150/Kyg,
2, In order to contain pubifc expendlitures the GOS has undertaken to:

a. control recruftmwent so that the wape bill {ncreases by legss than
772 in 1YB2/R3;

b, study measures of reducing the rate of growth of publie sector
employment to 12 {n 1983Y/B4;
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ANNEX E
ECONOMIC, TECHNICAL, AND FINANCIAL JUSTIFICATION
FOR FERTILIZER IMPORTS

EXECUTIVE SUMMARY

Conclusions
1, Fertilizer application in Senegal is ecconomically viable as indicated

by the favorable value cost ratios and the foreign exchange earnings
and savings created by fertilizer use,

Fertilizer demand is clearly sufficient tfor the amounts proposed in
the PAAD of 12,000 mt of urea, and 5,000 mt of sulfur for the
ferrilizer mixing plant. Demand cstimates by the Ministry of Rural
Development and the private sector {firm responsible for distribution
of the urca and the mized fertilizer confirm this.

Rural Development Agencies, such as SODIFITEX (cotton) and SAED
(rice), are a stable source of fertilizer demand; while in the peanut
basin, SODEVA (peanuts and millet) is being replaced by a private
sector marketin; arrangement and demand is difficult to predict.,

Private sector distribution of fertilizer by the private firm (SSEPC)
arranged for by the Government demonstrages a willingness to move
towards privatization of fertilizer distribution and marketing.

y
>

Background

Senegal's fertilizer consumption has dropped drastically in recent years
to four major reasons:

The removal of credit after the dismantling of the paras.atal ONCAD
in late 1980.

An increase in prices to the farmer (100% between 1982 and 1983)
requested by TMF/World Bauk as the first step in redvetion of subsidy
levels financed by the GOS.

The absence of an organization capablie of managing the various
functions of a nationwide marketing system,

The confusion in the minds of farmers as to the Government's trture
intentions regarding supply of inputs, fertilizer subsidies 1nd
possible resumption of credit,

Nevertheless, the need for fertilizer is substantial.  The amount of
nutrients extracted by erops is much higher than amounts applicd to the soils
with fertilizevs, Thus, the present decrease in fertilizer application s
contributing to a progressive decrease in soll fevtility,



C. Economic Profitability

Further, The economic profitability of fertilizer use has also been
clearly established: Based on 1FDC curves of yield increase per unit of
nquicntl, the value cost rativs of fertilizer use for four ma jor creps, in
four different regions, using six different price hypotheses have been
determined.,  (For details, sce Tables 10, 11, und 12.) The general
conclusions that can be drawn {rom these analyses suggest that:

1

- from the farmers' point of view, fertilizer is profitable on most

crops cexecept groundnuts in the drier, northern part of the country,

- from a macrocconomic view point, fertilicer is clearly a good
investment, in particular, if we consider the foreign exchange earned
or saved.

D. Demand

An estimate of fertilizer need nationwide, based on the most pessimistic
hypotheses, calls for an annual application of 115,000 tons of compound
fertilizer and 70,000 tons of urca, while this vear's estimated consumption
(1983-84 scason) is approximatelv 28,000 tons of compound fertilizers and 10 -
12,900 tons of ure..,

. Eliminating the Constraints

The constraints on rertilizer consunption are, therefore, not due to a
Tack of cconomic profitability, they are institutional, This is where AID
through its tertvilizer import propram, has an opportunity to work with the GOS
to take the ditficult measures needed to eliminate the institutional
constraints, The important fertilizer consunption constraints to be addressed
are;?

- Coordination between rewearch and tarm extension services
ﬁ§KT57§Jm]ﬂff7:1§ifffr:ﬂﬂf—ﬂriwnAHﬂisﬂﬂlm signed working apgreements
between these services and field technicians are participating in the
conduct of improved tield trials on farmers {ields. Inclusion of
fertilizer trials alone the lines recommended by 1FDC (i.e.,
phosphate rock aud nutrvient sulfour are to be included in the further
development ot this prosram),

- Tnput and output prices
Tﬁg‘fJﬁﬁ{ﬂmQ{'ﬂﬂﬂiﬂﬂllfn farm commolity prices (60 CFAF/ke. for
rice, D5 CFAY/kp . ror millet and 50 CEFAF/ko. for corn, announced on
day 1, 198 tor the 1983484 crap scason) raise the fneentive for
{nereased production and therefore, tertilizer use, At market prices
which are 20 - 407 Gbove the of ffetal prices the fnput/output ratfo
fs even more favorable than that used In the analysis of this paper,
The DSAID will continue to support incentive prices as a meansg of
stimalating iocrcased product fon,

T"””WWHRTY~ﬂﬂ}:fﬁrffddnl-1i&ﬂfff(w§giﬂ;Jdrgpmvnt Center, Mussel Shoals, Alabama)
rescarch carrvled out In Senepal in 197677,

I



- Credit
Fertilizer supply has been directly linked to agriculture credit
until recently in the peanut basin and continues to be in the other
regions of Lhe country. The new credit organization has not been
established nor have operating procedures been drafted in sufficient
detail to predict the credit impact on future levels of fertilizer
use, USALD 1is involved in the consideration of the credit system and
anticipates GUS pilot programs in 1983-84. Sound and economical
lending practices are important to increasing fertilizer use and
priority is being piven to improving the credit system for these
reasons, iowever, at current levels of the import program, the
lHmited credit supply is not rrasidered a critical factor,

= Marxeting systenm
By transfering the responsibility for fertilizer distribution to the
private secctor, the GOS has taken a major step forward in putting
this industry under good managenent, The GOS policy is to convert
all fertilizer distribution and marketing to the private sector but
has not claborated this policy in terms of either organizational
structure or time frame for the rice and cotton production areas,
USAID involvement with several repional development agencies (RDA's)
provides a working rclationship for assisting in the transfer of
fertilizer marketing from the RDA to the private sector. The
fertilizer mariketing study proposed in this paper will provide a
reference and master plan for this transfer of responsibility. The
objective of this transfer will be a more responsive and economical
arrangement for fertilizer supply to Senegal's farmers, 1In this
case, the incerim stage of reorganization is not seen as a critical
constraint within the import and use targets of this project,

1n summation, the U.S.-7inanced fertilizer imports in this PAAD will
provide a basis for regular policy level dialopue with the Government at
senior levels, 1t will offer an opportunity to counsel and assist the GOS in
taking the dirficult, but necessary, decisions needed to alleviate the above
mentioned constraints.

L
<



‘FIGURE 1: RAINFALL SENEGAL (1960~1975)
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JFIGURE 2: ACTUAL LAND USE WITH LIMITING FACTORS
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ANNEX E
ECONOMIC, TECHNICAL, ALD FINANCIAL JUSTIFICATION
FOR FERTILIZER IMPORTS

I. FERTILIZERS IN THE SUNEGALESE AGRICULTURE SECTOR

A, The Agriculture Environment

Senegal is situated on the western edge of the Sudanese climatic zone.
The climate varies widely in temperature and the length of the rainy scason

increases moving inland, Mean annual rainfall ranges from 300 mm., in the
north to about 1500 mm, in the South (Sce Figure 1),

All main agriculture soils of Senegal are fervuginous tropical soils,
These soils are predominant in the central and southern groundnut basin and
middle Casamance. Vominant soils in ecastern Senegal are shallow over a
ferruginous crust. Deep soils suitable {or cropping are found in vallevs,
Soils are more weathered and less course in texture in the southern resion,
All land use reflects a predominantly subsistence crop production pattern,
That is, the extended {awily ("carré”™) cultivates a collection of ficlds
("exploitation™) under the responsibility of the head of the family.
Typically, crops are grown on 50 ~ 804 of the exploitation.,  The remaining
land is cultivated by nuclear families and the women tor their own benefitc,
(Sece Figure 2.)

B, The Farming System

The farming systems in Senegal are described in some detail in Chapter
VIIL Background Description, particularly sections B,2 and B,3 which desceribe
the agriculture sector and the key clements of the GOS stratepy to deal with
agriculture se . tor problems., The section points out the sericus problems
created by irrepgulav rainfall, the problem of seil depletion, the economic
consequence of overdependence upon the peannt crop, the malfunctions of the
regional development agencies and cooperatives, the future of the anriculture
credit system and the problems that have been expericnced in agriculture
pricing. The following sections of Chapter VILI summarize the bold program
which rhe GOS undertook and notes the specific actions in fwplemeuting the
progranm,

In this changing settung USAID proposes that a fertilizer import program
can produce several important benef its,  The basic infrastructure tor
fertilizer production, distribution and use is in place,  The farmers
penerally understand fertilizer use, in fact its price and supply is often
mentioned in political debate, Fertilizer application {s now economical and
fs llkely to coutinue so under any forsceable combinatfon of cevents in the
near future (note Section 11, "Eeonomic Justification of Fertilizer Use™,
which follows), While there are a number of constralints which will hinder the
use of fertillver, USAID (working closely with the oSy can significantly
modify these and faclilitate fnereased tertilizer use,

The fertilizer techmolopy In Senegal was thoroughly studiced in 1975/76 by
the International Fertiiizerv Development Center, (1) Upon receiving a regnest
from the Minfstry of Rural Development for assistance in tertilizer fmports
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In 1976 and 1977 SODEVA conducted trials for both groundnut and millet in
the peanut basin. This data has been analysed by the International Fertilizer
Development Center (IFDC), in order to arrive at regional recommendations for
fertilizer use by crop. This dar» is the most recent available and has been
employed on this analysis. Although trials were conducted in a systematic
manner, the data has been criticized for different recasons. Tho most
important one being that for that type of study two years data 1s not enough,
especially since these two years received less rain than the (recent)
average. Consequently the impact of fertilizer has probably been
underestimated. The sccond criticism which is probably linked to the first
one is that some of the results obtained are in disagreement with previous
research, 1IFDC recommends a very low or zero application of N on pecanuts in
some regions., This is criticized by the Ministry of Rural Development /SODEVA,
which considers that a minimum of N 15 necessary at the early stages of peanut
growth. lHowever, with these reservations, the IFDC study is the most recent
and best organized onc available,

B. Hypotheses for the Value Cost Ratios

1, Crops and regions

Four crops are considered: peanuts, millet, rice and cotton which
represent abyut 977 of the total areca cultivated.

For millet and groundnut the IFDC data will be utilized: i.e.
four regions will be considered: north basin, central basin,
north Sine Saloum, south Sine Saloum. The IFDC cquations for
yield increase according to applied NPK are utilized in the
computations.

For rice, data on dryland production (eastern Senegal) and
Casamance production are considered.

Cotton is only produced in Eastern Senegal.

2. Fertilizer grades and nutrients

The recommendations proposed by GOS/extension services and IFDC will
be utf{lized in our computations., (Sce Table 9.)
3. Prices

The different hypotheses taken {nto account are determined by
different prices coasidered,

The First three hypotheses are made from the farmer's point of view
and the last three frow the Government 's pofnt of view,

Hvpothests 1 = takes into consideration the official prices of both
furt}ﬁ-ﬂ&;}mh}ui}xurput. Prices of fertilizers for the 1983/84 season to the
farmers have been established by Civenlar 4549, dated Decembor 14, 1982, of
the Ministry of Rural Development,  However, since all fert{lizer prades
recommended by GOS and 1FDC are ot on this Tist, egtimates of prices for
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these grades have been made by a comparative method. Concerning crop prices,
60 CFAF/kg. price for groundnuts is used, which is the amount of money the
farmers actually receive in cash, For cotton, two prices are established:
first choice is 68 CFAF/ky, and second choice is 55 CFAF/kg. The average of
both prices, i.e. 61.5 CFAF has becen retained in the computation,

Hypothesis 2 - considers the situation towards which the Government has
promised to QZT L.e, a reduction of the subsidy on fertilizer prices to 257 of
the real cost. The reol cost paid by GOS is established according to the SIES
convention prices to which must be added the average transportation and
handling costs from SIES factory to farm gate (i.c. the cooperative depot).
This price has been established at 21 CFAF per kilo by an IFDC Team in 1982,
For this hypothesis, output prices remain fixed at existing official prices,

Hypothesis 3 - (concerns only millet)- most millet is produced for local
consumption, however, in recent months millet prices have increased
considerably, due to a shortage of supply following a bad crop in 1982/83, 1In
these conditiouns, farmers might be motivated to produce more millet than is
necessary for their own consumption for sale at the end of the dry season when
prices will be at their maximunm, We will therefore retain a price of rillet
which represeats the existing market price, In Haolack and Thies, the price
of millet on the markets have varied between 62,5 and 90 CFAF/ke.,  In Dakar,
the millet price has reached the same price as rice, iJe. 125 CFaF/ko, A
rather conservative cstimate of 75 CFAF,kr. will be retained with the

fertilizer prices remaining at their ofticial value,

Hypothesis 4 -~ rakes the point of view of the comaunity as a whole and
compares the unsubsidized costs of Tertilizers (i.e. SIES convention prices
plus 21 CFAF/k;:. tor tra.sportation and handling charyes), with the
unsubsidized value of the products generated by these fertilizers, i.e, the
world market prices of crops, CLF Dakar for vice and millet (which are
imported) and Fob for groundnuts and cotton (for export crops).

- Since there is no world market for millet, sorghum world pri-es have
been used,

- Since there is no world market ror the peanut itself but only for
processed proundnuts, the figure used is derived from the quantity of
nrouadnuts used per titer of oil,

- An cxchanee vrate of $1 = 340 CFAF has been used,  Sinee all

calcutations have been nade prior to the French Franc/CFAF
devaluation ot Mareh 19830 the result in the context of this
hypothesis fs that it underestinates the value of output as compared
to the inputs oad thererore underestimates (hy about 5 to 107) the
resulting value coont ratios,

seneval has aade an areement with Thailand at the end of 1982 for
the supplvy ot broken rice o a eont per ton of $177 FoB; {f we add
$50 for shipuent conts, we arrive at a price of 77 CFAF/ku.

- Douala FOR price for fiber cotton {s 400 CFAF. 1 kg, of {lber cotton
cquals % ko ros ot seed cotton,  Therefore the FOB price for seed
cotton {s around 133 CrAF,
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Hypothesis 5 - 1looks at the foreign exchange benefit cost ratios. The
import content of the fertilizer recommended is compared with the world market
value of the crops. The import content for fertilizer has been determined for
each formula, knowing the price at which STES imports its fertilizer
components, N and K,0, and the price of indigenously produced Py,0g. In
addition, the equivalent of 20 CFAF per kilo of fertilizer has been added to
cover fixed foreign exchange costs like expatriate salaries, equipment costs,
energy, ctc.

Hypothesis 6 - takes into consideration the new cost price at which ICS
is going to be able to produce fertilizer at the end of 1984, i.e. 15% below
SIES prices. These prices are compared with the world market value of crops
as in hypothesis 4,

C. Analysis of the Results

Tables 10, 11, and 12 give a summary of the value cost ratios obtained
with the different hypotheses,

1, Farmers viewpoint

For hypotheses 1, 2, and 3, which represent the farmers' point of
view, the value cost ratios should at least be equal to two according to
international standards (FAO, IFDC) in countries like Senegal. Otherwise the
risk is too high to be taken by the farmers. In the drier areas, like the
North Basin, this ratio should be equal to 2.5 or 3 to take into account the
risk of drought,

At existing official prices of both irputs and outputs (hypothesis 1)
the use of fertilizer is profitable for millet, rice and cotton, cven if the
present instructions of the GOS extension services in terms of quantities and
formulas are uscd. lHowever, for sroundnuts one should proceed with much more
care, The GOS recommendations are inadequate for the North and Central Basin,
but the use of small quantities of TSP as supgested by TFDC allows for a
reasonable return in these rather dry areas,

In hypothesis 2, where the prices of fert lizer have been increased
significantly to Timit the “overnment subsidy to 257, while the output prices
are naintained at official levels, the use of fertilirer remains profitable
for millet, particulariy if rescarch recomaendations are followed., But on
peanuts, fectilizer should not he used under these price constraints,

In hypothests 3, the use of tertilizer on nillet ig profitable
in all areas,

2. Economic viewpoint

From an economic point of view, the value cost ratios (V/C) should be
higher than | plus a small percentage representing the opportunity cost of
capital for the country, We will consider that ratios higher than 1.1 are
satisfactory,

\0



Hypothes 4 - is the most unfavorable one since unsubsidized
fertilizer costs produced at expensive prices are compared with the presently
low international market prices for crops produced in Senegal (except for
cotton)., It appears that, even under these unfavorable conditions, the usc of
fertilizer remains profitable in almost all cases. The only exception is for
groundnuts in the northern part ot the country when extension recommendations
arc applicd (as in the case of hypothesis 2).

Hypothesis 5 = compares the amount of foreipgn exchange spent on
fertilizer imports to the amount of foreign exchange earned, or saved due to
this import. This criteria, given Senepal's balance of payments problems, is
obviously very important, The results are satisfactory for all products in
all regions of the country.

Hvpothesis 6 - takes into account the reduction in cost prices
obtained by ICS on NPK fertilizers. This cconomy is estimated at 15% of SIES
present cost prices, The ratios obtained, although better than those of
hypothesis 4, are not sipgnificantly different.

b1

3. Issues

The above analysis shows that it is in the interest of both the
farmers and Senepal as a whole to apply fertilizer on most of its crops and in

mwosl reglons, The only limitdtions eppedar on pcanuts in the drier areas of
the country where, with a low rate of subsidy, it would not be profitable to
use fertilizer,

The question whieh appears at this point is the following:

Would such limitation on fertilizer use for peanuts in some
areas imply that a fertilizer program is not worth it at the country level?

Table 13 - addresses this question. This table indicates the areas
in hectares cultivated by repgion for cach type of crop (for 1980/81 growing
season)., On this basis, and using IFDC recommendations for NPK and urea, the
need tor fertilizer is computed tor cach region,

However, where the value cost ratio computed in hypothesis 2 (i.e.
25% subsidy only on fertilizers) is lower than 2, it is supposed that the
farmers would not want to buy fertilizer.

Consequently, it is supposed that no fertilizer is applied on
proundnuts, and none on millet in the Fleuve and Louga arcasy no fertilizer is
applied on dryland rice nor on cotton,

Fven with these rather drastic assumptions, Senepal's fertilizer
needs would remain about 115,000 tons of compound fertilizers and over 70,000

tons of urca.

The value cost ratios for pronmndnuts have been estimated very
conservatively since only the value of the increase in vields for the nut have
been taken fote acconnt,  HNo yield fnereases for straw were included, althouph
straw pltays o very iaportant role for cattle feeding {n the peanut basin
(value of straw fs about 1/3 value of nut),
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It must also be underlined that, in terms of foreign exchange
(earnings or savings), the use of fertilizers 1is very profitable.

Table 14 shows that a $4.25 million import of fertilizer would permit
Senegal to earn or save at least $7.4 million in foreign exchange. This is a
conservative estimate given the assumption ugsed in the computations. 1In
particular it is assumed that a lack of millet on the market would be filled
by sorghum imports, when it is well known that an absence of millet creates an
increase in rice imports, With this new assumption the earnings and savings
of foreign exchange would be of nearly $9 million.






TABLE 1

ESTIMATED REMOVAL OF NUTQIENTE FROM SOTILS 07 SENEGAL
782763

Nutrient Content (ton)

/

Production 7 N Pa0g K20
(tons) -
Groundnuts 380, 00u 11,210 b/ 5,573 13,394
Cercuals 700,000 19,012 .iLglg 33,460
Total (LY52/83) 30,222 11,383 ¢/ 46,854

al Entire above ground portion removed,

b/ The one-third
ot total N that must come from soil,

€/ Due to fixation i: the soil, about 3 times this amount must be
applicad Yor plants to take-up this anount,

Source: [FbC Calculation

LA TR I
F IS I S G

ESTIMATED NUTRIENT APPLICATI@S AND LOSS IN SENEGAL

sutrient Application (tons)

Year Product N Palg K20
(tons)

1975 83,899 10,966 13,462 12,997

1976 106,321 14,282 17,371 18,580

198.2/83 38,q99 7,12Q 4,100 6,085

Nutrient
removal {n

1982/83 30,222 11,383 46,854
Loss ot

nutrient n

1982/83 23,102 7,283 40,759 A/
al TMost occurs in crop tesidue.

NOTE: Total Table 1 = Table 2 line for 19€3/84 = Loss in 1983/84,

Source: IFDC Calculation,









TABLE 5

COMPARISON OF PRICES PAID BY SIES WITH US MARKET PRICES

Prices paid by SIES in 19879 T U.S. Markcet Prices

o ClF Darar FOB US Flag Non=-US Flag
Anmonia 70 R I 3 WY
Sulfur bLoe T TG T T Y T T T s T TS0 T
KcL T T © 50,000 FCFA T § 85 §200 T§130

= 139 Jdollars

Brea (buik)= §125 6155 §125 $240 $170

1 Scetun VIE 3(c¢) entitled Value of Transaction uses a sliphtly hipher FOB

price of §119 for sulfur since the prices represent difterent time perfods,
The actual price will depeud on the responses to the TFE's fn the fall or 1983,
2 Yrea s dn practice imported via 5SEPC. Urea prices are presented here
only tor comparative purposcs,

Sourcey  IFDC and SIES



TABLE ©

COMPARISON GF (-OS/HIIQ CONTRACT (¢ CONVPNI‘ION )

PRIC}_Q PAID BY HH FARMERS

l‘()R 1983/84 Season

Convention Convention

prices prices plus Subsidy

Formulas CFAY¥/kg Lransy. ( ost  Prices paid In In

25 (IAP/ky by farmers CFAF %
0-20-10 7788y T Ty 45 68.73 00.3
14-7-7 Y4 . 4 119.4 45 74.4 62.3
§-18-27 10Y.2 134.2 52 82.2 6H1.3
17-46-0 120.0 145.0 56 89.0 6l.4
lU-10-2 48,0 113.0 4> 68 60.2
0=45=0 73.5 98,5 50 4g.5 49,3
46-0-0 (Urea*) 96 121.0 % 76,0 62.8

I TIncluding custor duties on raw materfials
2 Ureca is {n practice imported by SSEPC.

for comparative purposces,
Source:s Minlstry of Rural Development.

. At i e e St S o e sl e = o Lo 4

Urca prices are prescented here only

TABLE 7

( 0 H’ARI‘%()‘. OF
WITH I l;l(‘,\l lu.,\l

TPRICEY

(U‘w,"sll s (' F()‘J\l NITON

) PRICES
H)l( 5 l‘lHM( (l\Al)l S

CLY CIF Dakar
SIES FoB CIF Dalar Non-U§ Flap
Convention us Dakar hon=Us plus 157
Prices PORT s Flay Flap Customs duty
Formulas  $/ton? $/ton $/ton $/ton $/ton
CTTUSIOTT T Ty T TR Yy T T T T T g
14=~7=-1 Jul 165 1o 226 259
He1H=-27 303 210 31959 270 111
1 Rate ot exchange usedd  $1 cquals JOUCFAF
Sources  1FDe.

e -

e R T A
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TABLE 8

FERTILIZER SALES FORECAST FOR 1983/84

To be
Produced To be _
Fertilizer In Stock By SIES Imported Total
(tons) (tons) (tons) (tons)

6-20-10
Groundnut 5854 9146 -—= 15,000
14=7-7 Millet-~
Sorghum 3669 6331 === 10,000
8-18-27
Other Cereals 2,163 4,037 = 6,200
18~46~0
Rice SAED -—— 2,400 —— 2,400
Urca ——— -~— 10,000 10,000
b 18 27 4BO
(Cotton) —— 7,500 —— 7,500
Potassium
Chloriae
(Cottun/cereals) -— - 5,500 5,370
Other Foroulis 1,898 il — 1,898

Total 13, 584 29,414 15,500 58,498

sourcer  Ministry of Rural Development

e e



TABLE 9

FERTILIZER NUTRIENTS AND GRADES RECOMMENDED IN SENEGAL FOR FOUR CROPS~~-1982

A, NUTRIENTS RECOMMENDED, Kg/ha

North Central North South
Basin Basin Sine-Saloum Sine-Saloum
HMillet - )
Recormendation by:
- GOS/Extension 55-36-18 55-36-18 55-34.5-30 55-34.5-30
- 1FDC 30-27-0 67-32-0 51-40-17 34-39-40
Groundnut
Recormmendation by
- GOS/Extension 6-24-12 9~34, 5-30 12-46-20 12-46-20
- IFDC 0-10-0 6-19-0 0-27-24 0-40-35
Rice

= Recoumendation by research for Casamance: 81-27-40.5

= Recommendation by IFDC tor dry land: 54-18-17

Cotton
- Recommendation by SODEFITEX: 35-54-81

B. AQUANTITIES AND GRADE RECOMMENDED, Kg/ha

North Contral North South
Basin Basin sSine-Saloun Sine=Saloum
Millet -
Recommendat ions By
- COS/Extension 150 (6H=24-12) 150x(6-24-12) 150x(6-23-20) 150%x(6~23-20)
+100U 41000 +100U +100U
- I¥FDhC 56 (16-48-0) 67y (16=-48-0) 110x(12~-36-15) 150x(9-26-27)
+4oU +122U +82U +450
igaiﬁfﬂ;ﬁ?,,m . e e e e e = o e e = e et o e e 2 e emeee e
- GUS/Extension 1005 (6~2u-12) 150x(6-23-20)  200x(6-23=-20)  200x(6-22=20)
- 1¥Fpe 2l (0-46=0) GOx(16=48-0)  [00x(0=27~24) 148x(0=27=24)
3£ﬁé{-wm_m-@,,--.‘W,“m_"_.“»--W--m-ww~ﬂw_w_,u“”“..,,“.wb-”w.“M“,-m“m-___,.aw,_ﬁﬁ
Recommendat {on by Hewearch
(Casamance ) 1505 (8=-18-27)+14%0 Urca
Recommendatfon by TFDG Dryland 1005 (8=18=-27)+100 Uren

Catton (SODEFTTEY) JOOK(B=18-27)¢25 Urea



Value Cost Ratios for "ertilizer Use According to Different Hypotheses

TABLE 10

MILLET

NORTH CENTRAL NORTH SOUTH
BASIN BASIN SINE-SALOUM SINE-SALOUM
Recemmendations by GOS

Hypothesis 1 Official Prices 2.94 3.54 3.48 3.18
Hypothesis 2 Subsidy of 25% only 1,86 2,31 2,11 1.93
Hvpothesis 3 Millet Price at 75 CFAF 4.40 5.32 5.22 4.77
Hypothesis 4 Fertilizer: No Subsidy; 1.22 1.47 1.39 1.27

Crops: World Market Prices
Hypothesis 5 Foreign Exchange Content 2.38 2,87 2.62 2.39
Hypothesis 6 ICS Cost Price;

Crops: World Market Prices 1.35 1.63 1.54 1.41

Reconmmendations by IFDC

Hypothesis 1 Official Prices 4.92 4.13 4,21 3.72
Hypothesis 2 Subsidy of 25% only 3.12 2.89 2.48 2.14
Hypothesis ? Millet Price at 75 CFAF 7.38 6.20 6.32 5.58
Hypothesis & Fertiiizer: No Subsidy; 2.06 1.81 1.64 1.47

Crops: World Market Prices
Hypothesis 5 Foreign Exchange Content 4,26 3.15 3.21 2.81
Hypothesis 6 ICS Cost Price;

Crops: World Market Prices 2.27 1.94 1.82 1.67







Value Cost Ratios for Fertilizer use According to Several Hypotheses

TABLE 12

RICE AND COTTON

RICE AND COTTON

Hypothesis
Hypothesis
Hypothesis

Hypo'resis

Hypothesis

Hypothesis

(V%)

e

Official Prices
Subsidy of 257 only
Millet Price at 75 CFAF

Fertilizer: No Subsidy;
Crops: World Market Prices

Foreign Ewchange Content

1CS Cost Price;
Crops: World Market Prices

Rice Casamance Rice Dryland Cotton SODEFITEX
4,71 2.02 2.19
3.10 1.33 1.20
3.16 1.35 1.92
5.34 2.29 4.13
3.45 1.48 2.24

o)






TABLE 14
Computation of Foreign Exchange Gain or Savings Due to
Imports of $5 Million of Fertilizer as Components

Assumptions
- Import: 1in Senegal of 12,000 tons of Urea in bulk and 5,000 tons of Sulfur.

s assumed that the increase in yield resulting from the 5,000 tons of Sulfur is equivalent to the increase in

It i
yield obtained by the same quantity of urea.

Cost: Urea: CIF bakar U.S. Flag $250 x 12,000 = 3,000,000
50 kg. bags 50 cts each = 242,000 x 0.50 = 127.000
Sulfur: CIF Dakar U.S. Flag $225 x 5000 - 1,125,000

$ 4.250.000
- It is assumed that Urea will be applied on Millet according to IFDC recommendations.
- The increase in yields resultiuy from Urea application is determined by IFDC equations.

- It will be assumed that USAID Urea will be applied in the peanut basin area and that in each of the 4 subregions
equal surfaces will receive Urea according to IFDC recommendations.

NORTH CENTRAL NORTH i SOUTH TOTAL
BASIN BASIN SINE-SALOUM SINE-SALOUM
IFDC Urea Recommendation for Millet 46 kg 122 kg 82 kg 45 kg
USAID Assumed rea Distribution by Region 2,650 7,030 4,725 2,595 17,000
(tons)
N Content by Region (46% of Urea tonnage) 1,219 3,234 2,173 1,194 7,820
Increase in Yield per kg of N 6.1 6.8 7.2 6.3
(IFDC Equations)
Increase in Yield in tons 7,436 21,991 15,646 7,522 52,595

= Millet International Market Price = sorghun market price = $115 FOB + $25 shipmeat = $140
— Foreign exchange saved in case of sorghum import $140 x 52,595 tons = $7,360,000

— Foreign exchange saved in case of rice import $227 x 3/4 x 52,595 tons = $8,950,000
(The 3/4 ratio is the comparative nutritive content of rice and millet.)

-l
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ANNEX T

PROCEDURES AND CRITERIA FOR USE OF THE LOCAL CURRENCY

A. Introduction

The following procedures assume that the Specfal Account at the Central
Bank has been established, and that local currency (1/c) generated by the
dollar disbursed for the $4.25 million in fertilizer imports has been
deposited in the account, or is in the process of being deposited.

It also assumes that the Goverunment has met the condition precedent
section, which requires the GOS to name or establish a Joint Local Currency

(or counterpart) Management Committee ("Comité de Gestion™).

B. Local Currency Management

The GOS has agreed to use a 1/c Management.Committee to approve relezses
for specific activities from the above mentioned local currency (or
counterpart) account. The Ministry of Plan has suggested that the existing
1/c Management Committee already established by the GOS for the PL 480 Title
III Program be used. This committee, which is composed of representatives from
the Ministries of Plan, Finance, Commerce, and USAID, was organized ia its
present “streamlined” form one year ago, and is working well.

USAID favors this proposal. With some modest broadening of the Title III
Comnifttee mandate, and with some minor changes in operating procedures, it
could be made to handle releases from all l/¢ funds generated froc program
ascistance (ESF, SDF, PL 480).

The Coamittee will be able to invite representatives of the Central 3ank
and/or Technical Ministries to assist at committee meetings (as needed) when
project financing proposals from the technical ministries are received for
approval.

A prerecuisite for presentation of any proposal to the 1/c Manageneat
Committee for consideration will be that’ the proposed activity have the prior
approval of the technical ministry concerned.

&)

C. Local Currency Project Appioval Criterial

The following criteria will be applied by the Committee to determine
whether or not an activity is eligible for obligation of funds:

1. Mandatory criteria for all activities

- The manner in which the activity will be carried out shall be
described.

1 Copies of the criteria will be made available to the GC> lechnical
ministry to assist them in preparing proposals for submission to the Joint
Management Committee,

S~
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- The approxiuate dates of the activity will begln and end must be
described.

- The site of the activity must be identified or criferia for
selecting site set forth.

- Nature of goods and services to be provided must be identified.

- Costs of goods and services identified sufficiently to enable
reasonably firm cost estimate.

- Where applicable, engineering or other technical planning
necessary to carry out particular activity will be identified.

2. Economic eriteria that should be taken into account:

- That projected costs and returns result in benefits sufficient
for the target population to become involved in the ancivity.

- That the technologtes being introduced and tested are appropriate
for the local econmomic systems.

- Where applicable, that the agriculture support system ig
adequate, including availability of inputs’ extension assistance
and a marketing system for both inputs and sutputs.,

- That the costs are reasonable in relation to the expected number
of beneficiaries.

- That recurrent costs and maintenance of the activity can be
provided by the village or GOS.

- That an adequate administrative/organizational structure exlsts
through which to implement the activity, including adequate
staff, operating funds, and wanagement procedures.

- That marketing opportunities are available for production
activities undertaken.

- That for any livestock rolated assistance, village efforts and
commitment to restocking “e considered.

3. Envirommental criteria

Since the counterpart belungs to the host government, there is no
legal requirezent for an environmental assessaent for the 1/c activities which
will be proposed under this grant. However the USAID believes that the
Cotmittee should consider this importa~t aspect along with the other points
listed above; therefore the USAID proposes to send the Committee a set of
AID's environmental guidelines including the special brochure on environmental
considerations relating to Rural Roads (part of ESF project).

C‘“)
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D. Opening of the Project or Activity Account

Once a activity has been approved by the Comittee, the Central Bank will
be asked to open a specific account for the activity. Each approval will
contain specific instructions as to withdrawal procedures.

E. Reporting Reguirements

It is proposed to use the reporting procedures already in place for the
Title III 1/c Management Committee. These procedures provide for quarterly
financial and progress reports.

F. Evaluation Plans

The Joint Annual Evaluations of the progress will be held by the Committee
at a time to be determined by the Committee. In addition to the annual
program evaluation, each activity will be individually evaluated upon its
conpletion to determine how well it achieved its purpose.

G. Audit

Normal GOS audit procedures will apply, with the Joint Management
Comzittee free to request specfal audits where the "circumstances” so warrant.

H. Conclusion

Given the satisfactory experience with the existing Title III 1l/c
Management Committee, since it was streamlined last year, no major
difficulties are envisioned in broading its mandate and iastalling the above
procedures.
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ANNEX G. 1

AGRICULTURE URUDIT AND SAVINGS BANK SUPPORT

A. Introduction

The equivilent of § 1.8 million in CFA francs has been earmarked for
support of the futurce Caisse Natiounale de Credit Agricole de Senegal (CNCAS)
provided that the study on credit and saviugs in Senegal clearly demonstrates
that 1) credic is a real constrain: on rural development, and 2) that a good
approach to reducinyg this Lottleneck is the establishment of » .ational rural
credit {nstitution operating outside of the GOS and not the sole provider of
credit.

1. The CKCAS project

After the dissolutior of 0%CAD, which was the organization charged
with the management of BNDS cradit to the rural sector, the Prime Minister
instituted a Working Croup in charge of studving the rural credit reform.

Most of the studies were made by or under the quidiace of the French Caisse
Centrale de Coooperation Lconomigu. (CCCE), with the help of the French Credit
Agricolry.

In late 1982 a Summary Report {"2appert de Synthesce”) was published by
the Working Group which defined the aeneral pivlosophy behind this new credit
institution, as well as the practical appreach to be followed in order to
avoid repetition of the probiens enceuncered by ONCAD o the past,

Hajor characteristics of CL0A% s now proposed

a. Independence frowm the State

This fustitution should be Tree of anv influence from the
Senegalese Admini-tration, in particular as far as lending
decisions are concerned.,  This is a fundamental point since the
failure of the past credit svstem was mainly due to the fact
that, for political reasons, reimbursement of loans was not
seriously enforced,

b.  Scope of CNCAS
The credit institution should, once established, be able to
assist In all aspects of the rural sector: agriculture, fishing,
breeding, rural handicrart, agribusiness, and all activities
re-ated to the rural environment, ‘neluding trade. 1In addition,
it should also attract savings.

C. Nature of the borrowers

Five types of borrowers are expected:
]

= Individuals with collateral
= Private firms

= Production Groups

- Cooperatives

= Villape sections






G.l.”.

1n a late 1982, letter to the Scuegalese Banking Association, the G0OS
projected the following capital participation,

GUS 15%
Banque hationale de Developpement 15%
du Scnegal (ENDS)
Other Sencgalese Banks 15%
Private Senegalese Persons 5%
Banque Centrale des Etats de
1'"Afrique de 1"Ouest (BCIHAOQ) 15%
Banque Cuest Atricaine de Developpement 157

{BOAD)
Caisse Ceutrale de Cooperation

Economique (CUCh) 107
Gaisse hationale de Credit Agricole
France (CL7ZAF) 107

1905

N

Hlowever on Mareh 1

, 1983 5 letter wis sent by the Ministry of Plan
to USALD asking for USAILL ;. icl

nation it tne rroject at b levels:

v

red
- by taiting o 105 share ia tee cavital of ONCAS (i.e.

150 @illion CFAY ($400,000));

- bv rurnicning soll loans te ChCds, fur its general credit
activitiesy

- by furnishing lines ot vredit in oupport of specific activities
Or projocts.

vy
CNCAS project was furuished by the €05, whicn provides full information on thc
statutes, ‘atcernal procedures ad regunlations, and most important on the

To substantiate this request, o Jdetailoed gocumentation rile on the

credit procedures.
B. Conclusion

It the Rural Credit and savings ~tudy (Sce anne: [ for details),
demonstrates that eredit is @ vital need in Seacpal, and that a nationwide
organization is necessary; and if the CNCAS appuears to he carctelly prepared
and worthwhile; then the project should he seriously considered tor USATD

support for two major reasoss:

- This project is the result of two vears of studfes by different
organizations and by the GOS, and tares into consideration the
exlsting structoral and luman constraints of the Senepalese raral

nn are clearly

]

sector, In particuiar, the credit procedures set
aimed at reduciny to a minimum the risk of detanlt,

il



G.1.4.

- This project appears technically sound. As ment{oned above it has
been set up with assistance from the CCCE, and the technical support
of the French Crodit Agricole, RBoth nrganizations have had many
years of expericnce working in Scnegal,

From discussions held with both institutions, it i{s clear that
neither will {nvest orne franec (or doitar) in the project il they consider that
the risk of repeating previously ineffoctive operations Is too high, In this
respect, a direct participation ia the capital of CNCAS would allow USALD te
have a better view of the operations and therefore a better control. (We
understand that there is a proposal in the FY84 AiLD request to Congress to
give authority to PRE to make equity investments in institutions of this typa),
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DESCRIPTION OF TECHNLCAL ASSISTANCE PRAJECT:

ASSESSMENT OF THE GENEGAL AGRICULTURE SECTOR




ANNEX H

DESCRIPTION OF TECHNICAL ASSISTANCE PROJECT:
ASSESSMENT OF THE SENEGAL AGRICULTURE SECTOR

A, Introduction

The Mission preposes to prepare a4 current assessaent of the Food and
Apriculture Sector in Senegal. Though numerous G2$ and donor ana:vses have
been reported with respect to elements of the rural ecouomy and subscctor
contribucions, a comprehensive, national assessment would aid in the analysis
of tradeoffe among alternative development strategies and projects,  The
extensive literature available for the rural sector of Senegal will facilitate
the work. sSpecialists working in Senegal on several USAID assisted projects
will be able to provide nseful references, Information and proiessional
counm:l during the assessment, Thercfore the schedule Yor the tasessment 1o
set for a rapid work sequence and clocse collaboration with mission and project
personnel, and key Sencgalese professionals in the Rura! Development Ministry,
Rural Development Ajpencics and related departments ou the University of Dakar
and the Senepgalece Agriculture Research Institucze (ISRA).

1
t
t

Consistent with che *Missions collaborative apyroval with orhier donors the
Agriculture Sector Assessment will be fully discussed with {uterestes donors
at the planning study and conclusion stazes of work, biscussfon with the
World Bank indicaves possibilivy of o joint activ:ity. Thy Calsse Sontrale
poar la Cooperatieon Mecenomigqae (CCC0) has ‘ndicate ] inverest in waking
irdornation 2ad reporus aviilable, Other duropenn donovs are urging the (0§
to revise its fosd analysis mechods and are supportive of this agriculture
assesgment et ort,

B, Objectives

Foo A brief description of the agricanlture sector in Senegal: the land, labhor
and capital resosvrces dedicated to the scctor, the principle prodaction
entteprises, the related infrastructure, and the ccoavmic contribution of the
seclor,

2« A review of the G0S development strategy for tie rural sector, Using the
statements of the current development plan as well as the Economic Reform Plan
and any recent statements of the new government , the assessment will summarize
the development objectives for the scector and update actions tiaken to
implement the strategy.

3. An analysis of the constralnts to achieving the development objectives,
. 3] t -

This will include an analyvsis of the economic, social and political

significance of the objectives and the related constraincgs.,

4. An analysis of resoureces required and available for sector development.
This phase requires a three step analysis starting with GOS and domestic
resources; sccond, adding in bflateral and multilaveral development resources
excluslve of USAID; and finally evaluating remalnlng unmet constraints which
could be reduced significantly through the applization of USAID resources,
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C. Mechodolopy

[ The Sector Assessment team would begin their work by compiling the
available Iit.rature., Numerous stulics have been or are belng undertaken in
Senenal which should provide background for this presentation. The contractor
will collect, ecoapile, evaluate and extract from these resources a brief
descriprion of rthe land, labor and capital resources allocated wo agriculture
produceion and rural infrastructure. The secticn will {include Information on
waNsIrd ints, polfcy, other donor activities and optiunsg for U.S, assistance
which can be wrilized in subsequent steps of the inalysis., 7The USAID
Documentation Center, rie references compiled by the Jolint Economic Unlt of
DBALL and the dabassy, the agricul ture Feonomics and Planming Project of ISRA
and the Arzriculrture Policy Project bteing undertaken by Princeron University in
collaboration wich the Mirnistry of Plan and Coovecration represent ma jor
resources,

< Davelop a brief deszription of the ngriculture cector of Senegal.
This jresertation shouid describe the resources dedicated te the agriculture
production enterprises and rural service infrascructure. The production
enterprises should he briefly described, their capacity for expansion
evaluited, ©he constraints enumerared .and development potential estimated.
Similar description =hiould be provided for puhlic and private rural
infroscructure,  Thie presentation sheuld include both food crops and
comzereiai crops. N sunplemental anrlysis of agriculture export and impore
trade would comnlore the food suprly analvsis ‘or sonepal,

“he description would be illustraced by a Food and Agriculiure Commodity
Flow Chart showing the movement fron productisa to counsumption, the
variabilice {0 flow inciuding the Hicertiinty of weither, the expectations and
tad potentiac fer exnanoion,

3, A Sumnary Statement of 203 Jevelopment Straregv for the Rural
Sector,  Based upon the curcent development pian 1ad wodified as necessary in

tizht of recent statements by the President and his Cabinet, the assessment
tean is to provide 4 concise statement of GOS priorities and policy,

XN Constraint aAnalysis. Based upon the intormation previously collected
aad neilizing the extensive literature that treats elements of the agriculture
sactor, the assessment team will establish a rank vrder listing of constraints
in development of the sector. The seriouvsness of constraints will be ranked
ia terms of economic, social and political constderations. The constraints
are to be described in terms of the seographic zone of influence, the
1gricul ture enterprises constrained, the institutional and other resources
involved and the policy context which nust be altered. The literature in this
repard is quite extensive, facluding a number of program and project planning
papers prepared by USAID. Project papers prepared for the Agriculture
Economics and Plauning Project and the Agviculture Poliey Studies Prcject are
also relevant,

5. Resource Analysis. This w{ll be a three part analysis, The first
step will be an {dentifi{cation of GOS and other local resources dedicated to
Agriculture sector development in the next five sears, Plan and budget

o



documents will form the basis for this analysis lhiowever the assessment team
will take care in adjusting these estlmates 1f necessary to reflect current
financial and cconomic factors such as reduced peanut trade carnings, food
import costs, market prices of commodities, and Iincome genvrating capacitles
from alternace sources of revenue,

The second step will be analysis of mulei-lateral and bilarerad
priorities (other than USALID) and resources avallable to Senegal,  The annuail
exercisc of the UNDP representative will greacly facllitate this step,
Discussivuns with the major donors will be necessary to establish future
projections of program levels and interest, The Ministry of Flan and
Cooperation will be consuited in review of this stape of the analysis to
provide o cross reference of the compilation,

The tinal step In this analysis will be a rank ordering of priorities
for USAlu assistance in the apriculture scctor., Estimated needs and benefits
in economic development will be a primary facror in this anniysis, however
comparative social and political impacts will be fa~tored inte the analysis,
The product of this step will be a listing of [aterventions neceded witi a
brief descsipricon of the technical and fiunancial resources required {or thil-
assistance.  The GOS entitics and other organizations identiried %o receive
this assivtance will be specifically designated, The development objectlive or
impacts will alse be estimated for cach of the interveantions.

D. Plian of Woarr and Budpet

T proposed scocror assessment will be uaderraken as a one-time preject,
the resuits o which are to he integroted inte the ruture macroecononic
analovrs propran of thie IsBA Project (Project No, AB3=0273;,  USAID reguires
this agricultere sector assessneat for progran planniag ressons mich sooner
than an adequate lostitutional capaziry at LSRA can be devel:ped, hence tac
necessity for 2dditiontl vesources, ilowever, certain of the persennel and
oth o r vescurces of the macro-unft can coatrlbute to the assessuent and
appropriate coordination is planned to link this project with the svailable
institutional resources,

The extersive data and statistical research already avallable for Senegal
will facilltate the proposed assessment, There appears to be adequate
information available without further intensive surveys or extenslve computer
anilysis, Thus a medest team of experienced personnel are proposed with

factlities to compile and study available lirerature {n propacation of the
required assessment,

It is proposed that a team of three analysts under the direction of a
senlor cconomist can couplete the assessment in stx months of intensive
rescarch,  The senfor cconomist must be familiar with the apriculture economy
of Senegal and with the methodolopy of sector assessment in order to meet this
sehedule,  USAID will contract with a university or firm using the most
expedient time frame feasible because of the urgency of the results for future
program planning.

The urgency of the task requires careful mission management in order to
follow the schedule proposed. It is believed that several U.S, Institutlons
or flrms have the resources and interest to undertake this project,
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Event
Approval of Project Paper

Finalizatvion of RFTP and
Advertisement

Selectiocn of Contractor
Contractor in Field

Contractors Detailed Plan of Work
Review of Compiled Data

Review of Analytical Approach
and Report Format

Review of Preliminary Draft
Final Draft Report Submitted
USAID Review and Approval

final Reporc

Sudget

Economist - Sector Analysis Director
9 months

Analyst Staff
3 persons at 6 months

Travel, per diem and incidentals
Data Acquisition and Reproduction
Computer Time

Report Preparation & Printing
Incidentals

TOTAL

I~

Month

0

$ 140,000

140,000
50,000
40,000
40,000
25,000

15,000

$ 450,000



ANNEX 1

DESCRIPTION Or THCHNLICAL ASSISTANCE PROJECT:

CREDIT AND SAVINGS STUDY
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C. Methodology

1. Partial budget analysis of the major rural enterprises with
traditional technology and two levels of improved technology.

a. Major Crops

- millet

=~ peanuts

-~ malze

= cotton

- livestock
= fisheries
- pardening

b. Regional Interests

- Casamance
= Dryland Zone
- Senegal River Valley

c. Supplemental Analysis

- cash and-in-kind transactions
= labor transactions
- evaluation of subsidy provided by
EDA through input and marketing services

2. Analysis of foreign exchange !lows to rural areas through banks and
the postal system. Analysis of money flows from urb-n to rural areas through
family and secasonal linkages.

3. Analysis of Rural Investments
- mosques
- housing and building improvements
- implements, animals, and other equipment
- laud improvement such os wells, dikes,

land leveling, orchards or wind breaks, tec.
4, Analysis of Social Expenditures

- weddings, ctc.,

- clothing

- clectronic equipment
5. Survey of local informal credit and savings arrangements including
terms, conditions, and supply in respect to short, medium or long-term
transactions.  This analysis will include interest rates and other charges, an
analysis of risks taken, collection rates, costs of business, etc. The costs
of loan collection and the farmers costs in loan application are to be
included fn the calculations. The Increase in savings accounts, security of
funds and ecase of withdrawal for personal or production needs will be
determined,

{
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6. Analysis of institutional credit terms, conditions and supply in
respect to short, medium and long-term borrowing. This analysis will include
costs of interest and other charges (including application time and travel for
loan application), estimates of collection rate and costs, estimation of risks
taken by lender and borrower, role of crop insurance in the lending program
and other fecatures proposed for the new credit program for Senegal. 1In
preparation of this annex, a representative of the AID/Private Enterprise
Bureau prepared a list of recommendations and a sample Scope of Work which
detailed the issues to be addressed regarding the new credit/savings
institution. This very thorough issues list will be taken into consideration
in the preparation of the General Termas of Reference for this srudy.

7. Schematic presentation of net financial flows in the rural sector,
including earnings from rural production, cash flows in investment, subsidy
and labor excuanges, social and productive expenditures, etc.

8. An aralysis of the role of credit and savings and tnhe implications of
selected changes with respect to both factors in relation to farm production
enterprises. This step of the analysis will include a projection of the
financial viability of the credit institution including the rate of return on
investment in funds or the subsidy required to maintain the irstitution under
fixed interest or other charges and costs,

9. An analysis of the rural service sector credit requirenents for the
supply and service of farm inputs and the provision of markets. Enterprises

of interest would include;

- fertilizer supply at retail and in distribution levels of the
supply network.

- farm implement manufacture, distribution and servicing in small
scale and medium enterprises.

- livestock operations in mixed farming enterprises - draft
animals, cattle fattening, poultry, dairy.

- improved seed production and distribution.

- supply and service of pump sets including supply of fuel and
lubricants,

- rice and millet mills - supply and service as well as commercial
operation in small and medium scale.

- fishing boats and fish dryers.
- wells for fruit and vegetable production.

- village transport as a commercial service.



These analyses should iunclude:

a brief description of a typical unit - its service function
- costs for commodities and inputs at wholesale
- costs of doing business

- rices for scrvices and retail sales
p

- returt from the eanterprise
- estimate of credii requirement and savings generation from the
enterprise

D. Plan of Work and Budget

The proposed study will be undertaken by reference to existing literature,
studies, project analysis and official statistics with the objective of
compiling an nverview of the status of rural credit and savings transactions.
The rescarcher may provide certain elements of the financial transactions
based upon brief ficld work, interviews and desk analysis. 1 clements of the
above wutline cannot be fully described within the avallable time frame, the
researcher will be ewpected to develop prototype description and avalvsis in
order to complete the sub=sector presentatioan.

A principle investigator working in association with two rescarchers is
expaected to complete the analysis in four-six months, The investisator must
be someone familiav with Senegal, with the literature on cconomics for West
Africa, particularly the areas of agriculture production analysis aund rural
services operations, and with the skills of research plarning and direction
well developed for the financial and economic analysis involved in this
study. Tt is believed that several U.S. institutions or firms have the
interest and resources to bhe responsive. The complete project would require
approximately onc year.

Project Action Month

Approval of Project Paper

Finalization of RFTP and Advertisement

Selection of Contractor

Contractor in Field

Contractors Detalled Plan of Work

Review of Compiled Analytical Data
and Report Format

Review of Preliminary Draft

Final Draft Report Submitted

USATD Review and Approval

Final Report Distributed

1/2
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Budgeg
Economist - Financial/Economist
6 months

Analysts Staff
2 persons - S5 months

Travel, Per Diem, Incidentals
Data Acquisition and Reproduction
Computer Time

Report Preparation and Printing

TOTAL

75,000

100, 000
35,000
30,000
30,000

30,000

——— e

$ 300,000



ANNEX

PROCEDURES AND CRITERIA FOR USEL OF THE LOCAL CURRENCY







- The approximate dates of the activity will begin and end must be
described.

- The site of the activity must be idcatified or criteria for
selecting site set forth,

- Nature of goods and services to be provided must be identified.

- Costs of goods and services identified sufficiently to cnable
reasonably firm cost estimate.

- Where applicable, engineering or other technical planning
necessary to carry out particular activity will be identified.

2, Economic criteria that should be tak:n into account:

- That projected costs and returns result in benefits sufficient
for the target population to become involved in the activity,

- That the technologies being introduced and tested are appropriate
for the local economic systems.

- Wwhere applicable, that the agriculture support systen is
adequate, including availability of inputs, extension assistance
and a marketing svstem for both inputs and outputs,

- That the costs are reasonable in relation to the expected number
of beneficiaries.

- That recurrent costs and naintenance of the activity can be
provided by the village or GOS,

- That an adequate administrative/organizational structure exists
through which to implement the activity, including adequate
stalf, operating funds, and management procedures,

- hat marketing opportunities are available for production
activities un‘ertaken.

- That for any livestock related assistance, village efforts and
commitment to restocking be considered.

3. Envirommental criteria
Since the counterpart belongs to the host government, there is no

legal requirement for an environmental assessment for the 1/c activities which
will be proposed under thisg grant.  lHowever the USAID believes that the
Comm{ttee should consider this important aspect along with the other points
listed above; thercfore the USAID proposes to send the Committee a set of
AID's environmental guidelines including the special brochure on environmental
considerations relating to Rural Roads (part of ESF project).
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D. Opening of the Project or Activity Account

Once a activity has been approved by the Committee, the Central Bank will
be asked to open a specific account for the activity. Each approval will
contain specifiec instructions as to withdrawal procedures,

E. Reporting Requirements

It is proposed to use the reporting procedures already in place for the
Title {II !/c Management Committee. These procedures provide for quarterly

financia! and progress reports,

F. Evaluvation Plans

The Joint Annual Evaluations of the progress will be held by the Committee
at a time to be determined by the Committee. In additien to tiie annual
program cvaluation, each activity will be individually evaluated upon its
completion to determine how well it achieved its purpose,.

G. z\Udit_

Normal GOS audit procedures will apply, with the Joint Management
Committee free to request special audits where the "circumstances” so warrant.

H., Conaclusion

Given the satisfactory experience with the existing Title IIT l/c
Managenment Committee, since it was streamlined last year, no major
difficulties are envisioned in bhroading its mandate and installing the above
procedures.
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INITIAL ENVIRONMENTAL EXAMINATION

Project Country:

Project Title:

Funding:
Period of Funding:

IEE Prepared by:
Reviewed by:

Environmental Action Recommended:

Concurrcence:

Datq:

Senegal
CIP (Ag. Sector) Standard Financing

5.0 Million Dollars

FY 1983-1984

Joy W. Lucke, USAID/Senegal
Peter Freemen, USAID/Senegal

Negative Determination.
No further environmental

analyses required./-
.//3 oL ul‘ A i

David Shear, Director, USATD/Senegal

!’777u ".7 L// /;/_é/‘s
77 7

Bureau Environmental Officer's Kecommendation:”

Assistant Administrator's Decision;

1+ .

Clearance: RLA Y‘le

Approve:

Disapprove:

Date:

Approve:

Disapprove.:

Date:




I. Examination of Nature, Scope and Magnitude of Environmental Impacts

A. Description of the Project

The project proposes to provide a commodity import grant of $5.0
million to the Government of Senegal (GOS) from Sahel Development
Funds on standard AID terms. The primary purpose of the grant is to
provide balance of payments assistance by {inancing fertilizer
lmports required by the agriculture sector,

No pesticides will be imported under the proposed project.

Some dollars from this grant will be used to finance an agriculture
Sector assessment and a credit and savings program study; local
currency generated from the CIP will be used to promote cooperative
reform measures, to stimulate the private fertilizer distribution
system and to reduce fertilizer subsidies.

B, Identification and Evaluation of Environmental Impacts
(See Page 3, Annex L)

IT. Recummended Environment Action

Negative determination. No further environmental analyses necessary,

"
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1. OTHER TUSSIBLE IMPACTS (not listed ubove)

RN

Discussion A.1.d. Changing Soil Character

Soil acidification can result from extended and excessive use of
fervilizers in sandy loam soils, according to research carried out
in Senepal and other Sahelian nations. Liming and the incorporation
of organic matter into the soil can correct and/or prevent this
condition. Senepal has abundant sources of

lime, in limestone out-
crops nedr the coast,

Also the acidification possibility and needed
preventive measures are well known and practiced by Sencpalese

agronomists and extension agents. Thervefore, it is not judged chat

this possible alteration of goil will inadvertently or predictably
take place as a consequence of the project activity.
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ANNEX K

MACROECONOMIC JUSTIFICATION

A, The Current Economic Crisis (1978 to the Present)

The combined impact of adverse external factors and inappropriate
government policies led to the emergence of a serious economic crisis in 1978
which continues to persist despite concerted ciforts on the part of the GOS to
take corrective action. An examination of annual movements in selected
macroeconomic indicators reveals a slow but steady increase in the rate of
consumption as a percentage of GDP (sece Annex L - Table 1) to a peak of 100.17%
in 1981. Despite successful efforts to step up the investment level since the
mid-seventies, the low productivity of capital has meant that increased public
investment has not been reflected by increased economic activity. Thus, the
gap between aggregate demand and aggregate supply (known as the resource gap)
has widened consistently. The sections below deal with: the principle causes
of the economic crisis and the balance of payments and public finance
situations followed by a description of the corrective measures taken by the
GOS and the external support for these measures; and a prognosis regarding the
prospects for economic recovery.

1. Principle causes of the e¢mergence of the crisis

The causes of the emergence of the crisis were several. First,
drought severely affected three out of four larvests in the years 1977/78 to
1980/81, combined with comparatively poor world market prices for peanuts and
punsphates, Senegal's leading exports. Second, despite the sharp fall in
production and in national revenues, the Government attempted to preserve the
purchasing power of the population. Farmers debts were forgiven in 1978; the
public wage bill was raised by 36 percent in 1979; price (ncreases in key
imports such as rice and sugar were absorbed by government subsidies.

Thus, while real GDP per capita fell by 18 percent between 1977 and
1981, real consumption was permitted to continue at approximately the same
levels, with the results that Senegal's current account deficit rose from 2.6
percent of GDP in 1977 to 18 percent of GDP in 1981. Although the Government
continued large external borrowings, which began during the 1974 commodity
boom, Senegal's balance of payments deficit increased from half of one percent
of GDP 1in 1977 to 6.5 percent of GDP in 1981. Meanwhile, Scnegal's
outstanding external debt made a spectacular rise over the decade, from less
than 15 percent of GDP at the end of 1972 to about 60 percent of GDP by the
end of 1981.

Finally, poor management in the public sector, including the
parastatals, further contributed to Senegal's cconomic and fiscal crisis,
ONCAD, which held the monopoly on the provision of {nputs to farmers,
accumulated a debt of more than $267 million (CFAF 90 billion). The
Stabilization Fund (CPSP) and the central administration also accumulated
Important deficits. By June, 1981 the total Internal arrcars of the Central
Government and parastatals (including ONCAD) amounted to $500 million (CFAF
150 billinn) or $67 million (CFAF 20 billion) more than total povernment
revenuces in the preceding year.



2. Underlying factors explaining the persistence of the crisis

The persistence of the crisis despite more favorable weather and
larger export earnings from peanut products in 1982 and 1983 suggests that
certain structural factors such as over—dependence on too few exports,
reliance on imports to satisfy current consumption needs, declining prices for
pcanut oil as acceptable and relatively inexpensive substitutes caerge, the
contlnued low return on investment and high labor costs in the modern sector,

On the export side, Senegal continues to be dependent on three
exports (peaunut products, phosphates, and refined petroleum products) which
together account for slightly over one-half of total export earnings (See
Annex I, = Table 9). Senegal has been unable to improve substantiallv itg
export earning capacity through the further development of these products.
Exports of refined petroleum products generate only limited foreign exchange
since all crude oil requirements must be imported. With respect to
phosphates, Scnegal's total share of the world market is relatively small at
only 1.5% duc to strong competition from other international supplicrs. The
ecnerpence of alternative vegetable oils on the world market (e.g. soybean and
sunflower seed) together with the rise in output of peanut oil have caused a
decline in the price which is only 54% of the 1978 level. As a result export
carnings as a percentage of GDP have declined steadily from about 367 in 1975

’

to 287X in 1982 (See Annex L - Table ).

Second, with respect to imports, the volume and conposition are such
that inport dependency has tended to increase without an offsetting increase
in domestic productive capacity (See Annesx L — Table 8). For cxample, the
share of fmports for food and other consumer items, which have little, if any,
Limpact on the future productive potential of thc ccononyv, 1as increased at the
expense of imports of capital equipment and intermediate 200.5. One of the
reasons is that Senegal has becone increasingly dependent on food imports to
satisfy domestic requirements. A combination of factors, such as difficulties
with the marketing system for domestically produced cereals, a past Government
policy of subsidizing food inmports, a taste preference for imyorted cereals
(e.g. rice and wheat), and stagnating dowestic rice production, account for
this trend. The cost and the volume of oil imports have Increased
dramatically, placing heavy demands on scarce resources. The oil bill rose
from $76 million (n 1976 to $.240 million in 1982, ropresenting an average
aunual increase of 357, Recent decreases in world ol prices are not expected
to have a siynificant impact on the cost of oil imports due to the cantinued
weakness of the CFA frane against the U,S8, dollar.

As a result of the fall {n prices of major exports and the
simultancous increase In prices of major imports, Senepal has experienced a
considerable deterforation in its terms of trade sinee 1975, (See Annex [, -
Table 12.) Whereas the terms of trade of non—oll developing countrics as a
aroup Improved markedly in 1977 and contlnue to remaln above their 1975 level,
the terms of trade for Senegal have fluctuated over the same period, primarily
In a negative directfon, and have remained conststently below thelr 1975 level,
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3. The present balance of payments situation

a. The current account

Most recent developments in the balance of payments situation
differ slightly from the structural trends that have explained the general
inability of the Senegalese economy to pull out of the crisis over the last
five years. Since 1981, Senegal's trade balance has improved somewhat in
response to the recovery of export earnings derived from the groundnut sector
and this despite a continued drop in world prices. More favorable rainfall
and higher producer prices have worked to increase the volume of groundnuts
marketed from a historic low of 68,000 tous in 1980/81 to an estimated 890,000
tons in 1982/83. Imports have increased in nominal CFAF terms over the
1981-1983 period but in real terms have remained at about the same level,
demonstrating a slow-down in the volume of imports due to the combined impact
of inflation and the depreciation of the CFAF agalnst the U.S. dollar. (See
Annex - Table 6). Nevertheless, the share (in value terms) of current
consumption goods such as food and petroleum products in total imports

continues to remaln high at about 50%.

An ipcreasingly important item in the current account is
interest payments on deht which will have grown (taking into account
pro‘cetions ¥~ 1984) at an annual average rate of 177 over the period
19801684, +* disturbing 1s that this growth has occurred despite two
successinl Parls Club debt reschedulings in October 1981 and November 1982 and
assuming another debt rescheduling at the end of 1983, Although debt
rescheduling has relicved considerable pressure on Senegal's debt service for
the 1981-1983 period, it has serious implications for the debt service burden
in subsequent years, since debt is not forgiven but payments arc simply
delayed. At the heart of Senegal's debt problem, which remained manageable
through 1977, was the necessity to borrow on relatively hard terms during the
poor harvest years of 1978, 1980 and 1951 to maintain cssential food imports
and a flow of raw materials and spare parts for industry,. Thus, external debt
outstandiny as a percentage of GDP jumped from 217 in 1977 to 26% in 1978, and
is currently projected to be about 60% of GDP. (Sce Annex ~ Tables 13 and
14.)

The GOS also resorted to commercial credit to finance part of
the investments uvader the Fifth Development Plan (1977-1981) as the flow of
coneessional resources for this purpose proved to be lower than expected.
Senegal 1s now confronted by a debt situation which is barely sustainable.
Debt service as a percentage of exports of goods and services is projected to
reach 277 1n 1983,% while an 187 debt scrvice ratlo is penerally considered
to be an upper limit. Gi{ven the present circumstances, it i{s clear that
Sencgal is not in a position to consider external borrowing to finance its
balance of payments deficit and that even loans on less than commercial terms
(e.g., suppliers' credit) must be kept to a minimum,

1 Assumes a 1983 debt reschcdﬁ???ﬁi??nd 34% without another rescheduling.
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b. The capital account

A main feature of the capital account since 1980 is the
declining trend of net capital inflows to compensate for the trade deficit.
Thus, net capital inflows have declined from $297.4 million in 1980 to $186.5
million in 1983. It {s expected that the capital account will level off in
1983 and 1984 at about $190 million. The decrease in net capltal inflows 1is
the result of a number of factors. First, net public sector inflows which
become a significant feature of the capital account for the first time in 1980
(with $208 million) began to drop off in 1982, This reflects Senegal's
efforts to limit public sector borrowing, as well as a decline in official
concessional loans. Second, Stabext flows from the EEC, designed to offset
decreases in export earnings as a result of external factors such as drought
or an abrupt fall in world prices for mijor export commoditlies, declined from
$80 million in 1985 and $42 million in 1981, to nothing in 1962 and 1983.

The loss of access to Stabex compensation is e¢xplained by the fact that,
although the world prices for groundnut products have continued to fail, the
volume of exports has increased considerably, and with it, export earnings.
Finally, net private scctor inflows have also decreased since 1980, from $89.4
million to $52.8 million in 1983; however, a slight increase is projected for
1984,

C. Impact of the balance of payments on rescrves

A short=lived improvement in Senegal's balance of payments
during the mid=1970s permitted rescrves to grow significantly but by the e¢nd
of 1980 Senegal's share of reserves had fallen to a bare minimun of $7.6
millionr, or about three davs' imports.  In 1981 the situation improved
marginally and the Central Baank's foreipn assets rose to $8.6 million.
Preliminary figures for the first half of 1982 show no significant change in
this situation. Clearly, Senegal cannot rely on its reserves to finance a
balance of pavments deficit.

d. Implications of Senegal's membership in the West African

Moncetary Union on the balance of payments

Senegal's membership in the Vest African Monetary Union
(WAMU) and this union's agreement with France have spe-ial {mplications for
the conduct of monetary policy and the balance of payments. On the positive
side, member states pool their foreipn exchange carnings and reserves in a
common central bank, the BCEAO (Banque Centrale des Etats de 1'Afrique de
1'0uest).  Thus, although a member's foreign exchanpe pa¥vments may be greater
than its reserves plus foreipn exchange receipts, it mav draw on the excess
reserves of other member states to finance {ts pavments.,  More fmportantly,
France puarantecs the full convertibility of the CFAF against the Freach Frane
at a fixed rate of 1 CFAF cquals 0,02 FF, Therefore, as long as the WAMU
members possess CFAF ther mav obtain foreign exchange through France's
exchange market in Paris.  In practice, the puarantee s ensured throuph an
operations account with the French Treasury which provides overdraft
facilities to the BCEAD,

L A spectal financing facility set up by the EEC to protect less developed
countries from wide fluctuations In the prices of thelr exports, \



There are, however, a number of mechanisms used to limit
domestic credit expansion within WAMU which, in effect, through the limitation
on CFAF availability, place a ceiling on the BCEAO's access to overdraft
facilities on the operations account. First, whenever the average amount of
the BCEAO's net foreign assets falls short of 20% of {its llabilitiles for three
consectutive months, the BCEAO must reduce its rediscount ceillngs. second,
regardless of the Ceutral Bank's net forefpn asset position, the BCLAD must
give its approval for any request for a bank loan {n Senegal which exceeds
approximately $206,000. During 1978 through 1980, despite these mechanisms
and a deteriorating net external position, the BCEAD experienced difficulty in
limiting credir expansion. (See Annex L - Table 15.) This was due mainly
because private banks were railsing resources for lending {vom forcvign sources
to supplement financing backed by domestic deposits, rediscounts, and et
money market operations to meet the increased demand tor credit. As a result,
Sencgal's foreign liabilities included for the first time in 1978 an overdrart
on the operations account of $16.2 million, which increased in 1979 to $84.6
million, and again in 1980 ro $148.06 million. Siunce 1980, however, Scnegal's
access to additional overdraft facilities has been limited. As the nct
foreign assets of the Central Bank became {ncreasingly negative the rate of
growth of domestic liquidlcy was brought under control.

Intervest costs on the overdraft facility, which vary
according to the discount rate of the French Central Bank and include finauce
charges (e.g. currently estimated to be about 154), have also been 2 deterring
factor to further recourse te the operations account,

Furtlermore, since 1950, Sencgal has, in the ccentext of
various stabilization opreements with the IMF, placed serfcus limits on both
domestic credit expansion and recourse to new external borrowing. The -t
result of these factors is rhat Senegal's CeAl availablility which would allow
it to obtaln adlitional foreign exchange through the operations account and
thus to finance its balance of payweats detic®t, has been severely
constrained. Thus in 1982, duc to a coubinatic-.t of the limits on credit
expansion, high interest costs on the overdraft fac{lity and substanttal
central bank deposits Senegial made no additional drawings on the operations
account.

In 1983 have been a number of new developments which would
tend to discourage signiflcant addftional drawings on the operations account,
FirstL, France is vurrently experiencing difficultfies in maintaining an
acceptable level of reserves due to the weakness of the French Frane agalnst
other major currenclies over the last 18 months, Thus, Franc zone countries
are befng encouraged to Hmit and where possible to reduce their overdrafts
with tihe Freneh treasurv.,  Second, as a result of a slack world morket for ofil
exports and recent price decrcases, the reserves of the two major ofl
exporters in the Frane zone (Cameroon and Gabon) have dwindled and are no
longer sufficient to cover other countries' overdrafts which means that the
direct pressure on France to use {ts reserves to back the CFAF has actuatly
increased,  This sftuation arises at an {nopportune time for Senegal since
current projections Indicate that financing, partfcularly from friendly Arab
countries, is expected to decline significantly in 1983,



e, Financing of the balance of payments gap

Senegal depends heavily on net transfers (ODA grants),
official loans (public capital inflows) and central bank financing in the form
of IMF drawings, an overdraft on the operations account and central bank
deposits by friendly countries to finance its balance of Payments gap, [n
1982, the current account deficit of $305.8 nillior was financed by $145.4
million in net public sector capital {nflows {nciuding exceptional balance of
Payments assistance and $160.4% miilion in central bank financing principally
from Kuwait ($110 milllon central banr deposit) and the NP ($48.4 million 1in
drawings In the context of e S981/82 standby agreement ),

Scurces of financing for this year's current account
deficit projected te bhe $354.211lion (See Annex L= Table 6) arc at present
uncertain., The GUS 1s hoping tor the following:

354.,2 million

Projected current account deficit:
34 million

= IMF drawings(issuming a 1983734
Standby)

L R -
to
w
—

= Arab cxceptiunal RBOP support $ 12,0 million
= France exceptional BoOP support $ 60.5 million
- Other net ofticial capital inflows 3 138.7 million
- TOTAL $ 234.3 million
Unfinancee current cocount deficit: $ 119.9 zillion
= Proposed AlD non-project assistance $ 17.25 nillion
of which:
- Title I1I $ (7.0 million)
- ESF $ (5.0 million)
- sprl $ (4,25 million)
Current account deficit after proposcd AID
contribut fon: $ 1016 million

While the above breakdown s still tentative, 1c is also c¢iear that for
1983 there {6 a definfte need for balance of payments stpport. Fuarthermore, o
U.S. contribution of $36 .25 nillion (3 7million Title Ti7, 39 willion ESioand
$4.25 million SUE) woura make g significant contribution t¢ (he balance of
payments representing 147 of the as yet uatinanced portion f the current

1T 730.75 out of Llﬂ;$5.ﬁhhﬁiqqgn‘bf SDF 1s for two technleal assistance
studies and 15 not considered in this case as balance of payvments support,
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account deficit. The outlook for 1984 is expected to be even more critical,
since net flows from the IMF, an important source of balance of payments
financing especially in 1982, are projected to be negative, even with a new
standby agreement, duec to the considerable amount of repurchases required as a
result of previous IMF drawings. Arab sources, which have been relatively
important in recen! years, are expected to diminish {f oll revenues continue
to decline.

4. The present pubdlic finance situation

The impact of the current economic crisis i{s clearly reflected in the
financial position of the GOS. (See Annex L - Table 16.) Since 1977/78 and
particularly since 1930/81, the government has run a deficit on both its
current and capital operations. From 1980/81 through to 1982/83, the deiicit
on current cperatioas was about 4.9% of GDP and it is expected to remain at
about the same level In 1983/84. The overall deficit as a percentage of GDP
(on a disbursements basis which includes changes I{n government arrears) has
varied between 8.7% and 9.8% over the last three fiscal years and {s expected
to be about 9.2% of GDP {n 1983/84.

a. Current operations budget

On the revenue side, the GOS has not been able to Increase
receipts subs.antially over the 1980/81 - 1982/83 period and this despite
compliance with IMF recommendations for new tax measures. There appears to be
very little scepe for {ncreasing government receipts through the introductidn
of additional taxes since Sencgal is already characterized by a relatively
high ratio of cax revenue to GbP (estimated at 2170 in 1981/82). The ratio of
taxes to GhP is sliphtly above the average for cother countries participating
in the Wost Alrican Monetary Unton {(WAMY) and about 25% above the average for
lower income African oil iwporting countries. Oa imported items there are
three tanes: a basic custons duty of 15%, a fiscal duty of an averape 407, and
a valae added tax at an ordinary rate of 207, The direct tax systein taxes
cach category of inceme separately and then follows up with a surtax of
overall fncome.  Thus, the prospects for future incrceases in revenue denend
almost entirely on more efficlient tax collection and aduinistration, not on
focreased rates.

With respect to expenditures, the larpest {tea continues to be
public scctor wages and salaries. A receat IMF study shows that the level of

the wage bill {n Sencgal s about 287 higher than would be expected In o
country of Sencgal's size and income. Senepal's civil service was estinated
in January 1982 at 61,000, compared to 68,600 in Ivory Coast, a country with a
populatlon about 50% larger and a GDP more than three times that ot Senegpal.
There are, however, a cortaln number of political factors, Includingy the lack
of private sector opportunitlies for the employment of the ceducated, which have
and will continue to apply severe pressure on the povernment to act as an
employer of last resort. Thus, the problem of containing and reductng public
sector enployment must be treated {n the context of emplovment peneration
efforts In other sectors. Nevertheless, the GOS since 1980781 has been
success ful in Hmiting the real growth of current expenditures on wages and
salaries which in local currency rerms, have {ncreased on averape at about the
same pace as Inflation.
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Senegal has experienced increasing difficulties in generating budgetary
savings to finance capital expenditure. Thus public savings before debt
service declined from approximately $7.2 million on average for the period
from 1976/77 to 1979/80 to minus $35 milifon in 1980/81. The trend with
respect to Investable surplus has been even wore pronounced and became
negative beginning in 1977/78. The result has been that despite debt
rescheduling the GOS has been unable to contribute to the investment budget
through public savings in recent years. Scrious doubts carn be raised about
the GOS's ability to mobilize the resources requived to cover its contribution
to the proposed investment under the Sixth Development Plan which has been
estimated at about $150 miilion or 117 of the total for the period 1961-85
(see Annex .~Summary Table 4A). 1In recognition of the relative infeasibility
of investment targets, the Sixth Plan is currently being revised downward and
will give priority to 19 major investment projects. 1In 1983/84 the Govetnment
expects to limit the deficit on the capital budget through increased efforts
to mobllize external capital grants and a 17% cut in capital expenditures.

B. Corrective Mecasures

In December 1979 the GOS, recognizing the necessity to move from ad hoc
corrective measures to a comprehensive program for economic reform ard
stabilization, launched {its medium-term Economic and Financial Refornm
Program. This program has’provided the basis for IMF and World Bank support
to economic policy reform with the IMF concentrating on measures to rectify
the balance of payments and public finance deficits and the World Bank on
agricueltural policy. The following section presents corrective measuves
introduced directly by the GOS and in conncction with support from the IMF and
the World Bank incleding an assessment of GOS performance in actually applying
these corrective measures.

1. The 50S Economic and Financial Reform Program

The Economic and Financial Reform Plan ("Plan de Redressewment™) has
three broad objectives: 1) to stabilize the economy through a reduction in
the balance of payments gap, 2) to stimulate growth and, 3) to reduce
urban-rural income inequality. It was expected that the first two or three
years (1980-1983) would be focused on stabilization and that in the subsequent
years the cconomy would assume a steadier growth path. (For a summary of this
program see Annex D).

To rectify the public finance situation the GOS has undertaken to (1)
maintain the rate of growth of current expenditures below that of current
revenue (2) progressively reduce the share of outlays on personnel (3) reduce
the role of public cuterprises In the economy and improve thelr {inancial
manangenent. According to recent fipures on government operations tue GOS has
in fact made some progress with respect to all three of the above. Growth In
current revenne has been on average marginally above growth in current
expenditures (0.8% and 0,2% respectively). The share of outlays on personnel
has decreased from 567 in 1960/81 to 487 in 1982/83., The GOS has signed six
program contracts with public enterprises to strengthen their efficiency and
to limit the government's financial responsibility to those entities.
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As a means of preventing further deter{oration in the balance of
payments the GOS Reform Plan calls for: 1) the introduction of a more
restrictive credit policy through increases in interest rates and the use of a
system of advance authorizations for credit requests exceeding about $206,000
2) the adoption of new forelgn trade policy through the progressive
fntroduc: !:n of an Increase in i{mport dutles and a selective export subsidy to
encourage sectors that offer real export possibilitles and 3) coicerted
efforts to limit service on external public debt to 1S% of export earnings.
Consistent with these objectives, interest rates werc Increased {n 1982 by an
average 2. The system of advance authorf{zations for credlt has been
introduced as well as a new forelgn trade policy. Debt service pavments have
exceeded the 15% of export carnings; however, the GOS has made efforts to
reduce debt service by conforming with IMF cellings on new external borrowing
and negotiating two successful debt reschedulings 1{n 1981 and 1982,

With respect to prices and wages the reform plan commits the GOS to:
1) the progressive decontrol of prices 2) the fixing of producer prices at the
highest possible level compatible with the anticipated export price and 3)
maintenance of wage level increases within the limits of the projected growth
in GDP and domestic consumption. Since 1980, the GOS has made impressive
strides towards the elimination of subsidies cven on sensitlve food products.
Prices were ralsed by 25% for bread and sugar, 31%7 for rice, 397 for groundnut
oil, 42/ for wheat flour and 597 for gasoline. At present, subsidies remain
for some agriculture inputs such as groundnut seed and fertilizer, and to the
producer price for groundnuts and tariffs on certain public services. Wage
increases have been kept to a minimum of about 5% in the public scctor for
1982 and 1283 and have Increased in April of this year for the first time
since January 1981 in the private sector. The producer price for groundnuts,
which has been traditionally below the export price 1s now subsidized since
domestic costs are currently above world prices. This 1s duc both to the fact
that the GOS increased the price perhaps too sharply in 1981 and to an
unexpected deterioration in the world price since 1981.

In the context of the Sixth Development Plan the G0OS has set a number
of investment targets: (1) the maintenance of total private and public
fnvestment at ahout 177 of GDP and public fnvestment alone at 107 of GDP (2)
the allocation of 557 of investment to directly productive sectors (as
compared to 477 {n the Flith Plan) and (3) an increase in the contribution of
public savinps from 152 of public {avestment to 25% over the 1981-85 period.
In 1981 and 1982 {nvestment has been estimated at about 20% of GDP and
according to the proposed composition of the Sixth Development Plan 57% of
totai ifnvestment {s to be allocated to the primary and secondary sectors. As
for the contribution of public savings to finance public Investment the
150255 target appears to be overly-ambitious in view of the GOS's current
budgetary difticulties.

Given the fmportance of the agriculture sector in deterimining the
good health of the overall economic sltuation, the GOS reform program outlines
a number of measures with respect to: (1) the use of incentive pricing (2) the
reorgantzation of reglonal and natlonal rural development institutions (3) the
reorganization of the Price Equalization and
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Stabilization Fund (4) reorganization of the seeds and other agriculture
Inputs (5) overhaul of agriculture credit (6) overhaul of groundnut collection
and weighing operations (7) encouragement of the private sector in marketing
(8) creation of village sections within cooperatives and (9) reorganization of
agriculture research. Esgpeclally Important are reforms dealing with the .
reorganization of regional rural development agencies, the reform of Senegal's
system for supplying the farmer with fertilizer and seced, the reform of rural
credit and the strengthening of farmers' organizations such as village
scctions and cooperatives, This comprehensive program for structural reform
in the agriculture sector {s designed to: (1) stimulate production of food
crops to decrecase {mport dependency (2) increase and diversify agriculture
production (3) encourage farmers to accept more responsibility by providing
them with extension services and training in cooperative organization and (4)
Increase Incomes of farm families.

For the period 1980 vo 1982 the GOS has introduced a number of
measures to promote structural reform In accordance with the above program.
Producer prices for export crops and domestically produced cerecals were
increased across the board in 1981.1 Consumer prices of imported food
products now tend to reflect import costs. ONCAD, the parastatal responsible
for providing inputs, credit, and for marketing groundnut production up to
1980 was dissolved and arrangements have been made for settling this
Institution's liabilities vis-a-vis its suppliers and the banks. The
responsibility for groundnﬁt marketing has been transferred to the
cooperatives which deliver thelr production directly to the oil crushers.
Program contracts between the GO5 and three of the rural development agencies
(SAED, SODEFTTEX, SO0DEVA) have been signed, a study of the financlal
management of the CPSP has been made, a policy of encouraging farmers to store
thelr own sced was attempted but abandoned during the 1982-83 pgrowing seasou,
and procedures for the overhaul of groundnut collection and welighing
operations have been implemented. Measures have also been taken to promote
the role of private transporters in the marketing of agriculture production.

Decpite the above achievements there are a variety ot areas in the
agriculture sector where change has proved to be difficult. The first
concerns the role and future of 5S0ONAR, a temporary agency created following
the dissolution of ONCAD to supply farmers with Inputs such as seed and
fertilizer. While the GOS has expressed acceptance of the principle that this
agency should be temporary, it has scrious reservations regarding the timing
of the phasing-out process, particularly in vicw of the critical unemployment
situation in Senegal,

Secondly, the GOS has recently suspended its new policy of
encouraging Individuals to hold back part of thelr harvest to serve as sceds
for the growing season due to techntcal difficulties with sced preservation
and the release of funds for this purpose as well as to unfavorable reactions
from the farmers themselves. These farmers, who are accustomed to wide
fluctuations in thelr production from one year to the next, were hesitant
about opting in favor of conserving thelr own sced stocks since they helieved
that this would permancently deny them access to government seed stocks in the
future. Concern has been expressed with respect to the {implications of this
policy for the quality of future sced stocks,

I In April 1983 producer prices fer rice, maize and millet were increased an
additional 10 - 20%.
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Thirdly, there are differences of opinion on the relationship and
respective roles of cooperatives versus village sections, The reform program
calls for a strengthening of the village sections and their role with respect
to seed wmanagement and other functions. However, the cooperatives have been
the most important organizations in the past and it is only normal that
greater emphasis on village sections has provoked a certain amount of
opposition from those groups with vested interests in the former systenm.
Fourthly, the combined impact of the new policy of cash sales for fertilizers,
and a progressive phasing-out of fertilizer subsidies has had serious
implications for fertilizer use during last vear's growing season and these
are likely to continue this year. (Sce Annex E on the "Economic, Technical,
Financial Justification for Fertilizer Imports™.) The introduction of a
consistent and feasible policy on fertilizer sales could contribute
substantially to the resolution of problems in thig arca. Finally, the
reorganization of rural development agencies has proceded more slowly than
criginally expected despite the sigrature of program contracts. Problems
associated with staffing, and administrative and financial management have
proved to he quite stutborn and efficiency has suffered. These difficulties
are reflected in performance with respect to the World Bank's Structural
Ad justment Loan .

Although important measures have been taken to promote structural
change {u the agriculture sector, reform has been more elusive than
anticipated. Institutional arrangemerts have demonstrated remarkable inertia
and Senegalese farmers, who have been accustomed to extensive government
participation, appear cautious about assuming the risk involved in farming in
the Sahel region without significant government support. The newly appointed
“inister for Rural Developuent has asked for a 6 month reflection period
before presenting a comprehensive progranm for pursuiny structural reform in
the agriculture sector.

2. IMF support for economic stabilization

[MF support for economic stabilization in Senegal began shortly after
the formal adoption by the GOS of {ts Economic and Financial Reform Program.
Inm August 1980, an Extended Fund Facility (EFF) was approved covering three
fiscal years from July 1980 to June 1983 for the amount of SDR 184,8 million
(approximately $207 million). Performance under the first year of the
program, however, fell short of expectations, parttally due to the drought but
also because a number of measures specified in the progran were not applied.
The current account deffcit in 1980 exceeded the program target by about $30
million as a result of larger than projected fmports. The overall balance of
payments deficit, however, was more {n line with rargets due to larger than
expected capftal inflows. The cefling on total domestic credit wag exceeded
In the last quarter of 1980 by about 5%, and during the first half of 1981 the
cefling on the cumulative deficit of the central povermment was exceeded by a
considerable margin with a deficit of about $4.3 millton fnstead of a
projected surplus of about $1.4 millfon. The celling on new foreign
borrowing, which was observed through Hovember 1980, was slightly exceeded in
December,

In view of the difficulties experfenced during the EFP 1t was decided
that the approach under a standby arrang 'ment would be more adapted to the
spec!fic constraints facoed by the CO5.  deace, in September 1981, a standby
was approved coverfing the perfod from July 1981 to June 1982 and allowlng for
drawings cf SDR 63 millfon, or abouvt $7. million by the GOS. Performance

. 1;\
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under the 1981/82 program was signiflcantly better and the deteriorating
economic situation was reversed somewhat through a combination of good weather
conditions, sizable external assistance and strong adjustment measures. All
quarterly performance criteria were satisfied.

A new standby agcecment was approved in November 1982 covering the
Sencgalese fiscal year from July 1982 through to June 1983. However, the
program got off to an unfortunate start and during a December IMF review
mission 1t was found that cellings for credit expansion (total domestic credit
and net government claims on the banking sector) had been exceeded, although
only marginally, according to both September 30th and December 3lst
performance criteria. Thus, since December the GOS has been unable to draw on
IMF resources. Factors explaining excessive credit cxpansion are both
external and internal. Flrst, contrary to the underlying assumption of the
new stabilization program of a 17%Z firming of the prices of groundnut
products, the world price of groundnut oil has fallen in constant prices to
{its lowest level in the past ten years. Second, the Interest payments on
outstanding debt reflecting a downward rigidity in world interest rate proved
to be higher than anticlpated. These two factors alone represent a GOS
revenue shortfall of about $50 million, or 2.2% of GDP. On the other hand,
the GOS has also been slow in introducing adjustment measures, particularly
{fmmediately prior to national elections, which were held on February 27,

1982, Nevertheless, some {mportant steps to check demands on publlic resources
and to increase government revenue have been made: (1) prices for milk sugar
were increased by 50% in November 1982, (2) the fiscal duty on i{mports was
increased by 5%, (3) the export subsidy on nontraditional exports has been
rafsed from 107 to 15% and the list of elligible products has been extended,
and (4) proposals for increased taxes on alcoholic beverages and kola nuts
will be submitted to the newly-clected National Assembly In April 1983, (For
a summary of major requirements under the IMF standby, see¢ Annex D)

A number of {important agriculture reforms outlined in the previous
section on the GOS recovery program are also in the process of belng
fmplemented under the standby with the IMF, A contract s being negotiated to
fncrease the role of 0!l crushing firms in the marketing of groundnuts and to
cucourage them to minimize costs (signature expected shortly)., A contract has
been signed with the domestic fertilizer producer to assume direct
responsiblility for fertilizer dlstribution, and the price of tertilizer has
been doubled, reducing the subsdidy to about 607,

Under the 1982/83 stabilizatlon propgram the GOS has been authorized
to nse only 12,50 f {ts drawings. Following an IMF missfon {n January 1983,
[t was dectded that despite the resource shortfall of about $50 mfllion due to
hiph Interest rates and the relatively low prices for groundaut, the GOS would
mafntaln the orfginal objectives of the propgram as set {n November, In order
to do so, however, {t would be necessary for the GOS to mobilize major new
balance of payments assistance of about $%0 millfon on grant terms.  Since the
GOG has been unable to mobilize this exceptional atd, 1t was deefded {n May
that the IMF and GO5 would beptn nepotiating a new apreement covering the
porlod from July 1, 1987 to June 30, 1984, The new program {g to be based on
the {ntroduction of concrete measures to correct, {n particalar, the critical
public finance sftuatlon, (See Sectfon €3 on Public Finances.)
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3.  World Bank support for economic reform

In late 1980, the World Bank approved a $60 million Structural
Ad justment Loan (SAL) to Senegal. The loan, designed to support the GOS
Economic and Financial Reform Program, concentrated on four areas of
Structural adjustment: fiscal and monetary; prices and incentives; investment
programs; and institutions and policies in the agriculture sector. Since the
SAL was introduced, the World Bank and the IMF have been working together
closely to ensure that the ma jor requirements of the SAL and the EFF,
subsequently turned standby, are compatible and, where posslible, cutually
reinforcing. The release of SAL funds is in principle conditional on the GOS
aceting standby terms. The IMF standby arrangement, which must be
renegotiated annually, Incorporates the ma jor outstanding requireaments under
the SAL. In the division of labor bectween these two inst{itutions, the IMF hasg
concentrated on the macroeconoaic aspects of stabilization, while the World
Bank has assumed responsibilitv for monitoring agriculture and institution
reforms.

Counterpart funds have been deposited In a special account and are
being used to cover the developaent expenditures of the parapublic sector and
to improve the efficiency of a nundber of key rural development agencies. The
World Bank has to date only approved GOS program contracts with SAED and
SODEFITEX.

As a result of the slower than expected progress in implenenting
agriculture reforms (Sec Section B2), the Werid Bank has not vet disbursed the
second traache of the SAL (equivalent to about $16 nillion). The oripginal
terms of the loan set the deadline for release at Decenber 31, 1981, bSut this
was subsequently extended to June 30, 1983, The final decision as to whether
to release the scecond tranche before the expiration date will be made in the
course of the nonth of Mav. I=plementation difflculties can be linked o the
nature of 5AL conditionallty which has been relatively complex, {avolving a
nuaber of different {nstitutions and reforms {n a variety of di{fferent areas,
such as sced stock malntenance, the distribution and pricing tor fertilizers,
the reorganization of RDAs, and the future of the parastatal SONAR. As a
result, progress in one area has been penalized by Inad quate performance in
other areas.

Based on experfence with the SAL, the World Bank Is consfder fng the
continuatfon of support for economic reforms, but in a more lmited context.
Through 4 combination of technical assistance to draw up rehabiltation
programs for key public enterprises, and subsequent Hnes of credit to these
enterprises to provide work fap capftal and forefpn exchange for necessary
fmports, the World Bank afims to cncourape addit{onal st reaalining of the
rarapublie sector. A healthior parapubllie sector would also have {faportant
fmpHeations for ¢os public flaances, sinee agpregate net fneome for thisg
sector is currently nepgative. Few companfes can aato {Inance any nortion of
thelr new Investment s and Parapublie compantes have poencrated only a small
percentage (1L1T) of total povernnent tax recelpts,. Twenty-nine of the
sixty eipht parapublife coapanies have expertfen: od operating deflelts (o ecach
of the lagt flve years, <ith apprepate operat Inp losses tn FYSD total) tnp $13
billton CFAF. Direct Government substdies tn FYSBD were $12.6 billion CFAF,
cquial to 103 of the Government oprerating budget (exeluding debht gery fee) and
200 of the publie sector defieft {n that yoear,
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In addition to official flows, Senegal also benefited from increased
Central Bank financing as a result of drawings on IMF resources of $62.6
million under a standby arrangement and the Compensatory Financing Facility.
(See Annex L - Table 22.)

Preliminary figures for 1982 appear to indicate a decrease in new aid
commitments to Senegal of about 25Z, with a substantial fall-off in program
assistance and loans in general. This may be due to a number of factors:

- Export earnings increased substantially in 1982, making Senegal
ineligible for compensatory financing through the IMF and the EEC.

- riany of the program commitments (e.g. SAL) made in 1981 were intended
to be disbursed over a two-year period.

- As arrangcments for moving ahead with OMVS were finalized, donors,
and in particular the Arab donors, directed new funding to OMVS
rather than in the form of balance of payments support.,

It is expected that Senegal will continue “o enjoy relatively high levels
of external support; however, future levels, especlally from Arab donors, may
be affected if world ofl prices continue to fall. Given current econoaic
difficulties in industrialized countries, it would not appear likely that OECD
donors could compensate for a gap in the event of a decline in Arab flows.

D. Prospects For Economic Recovery
—— p....,- e e e e —————— e P

Prospects for cconomic recovery will depend heavily on GOS political will
and determination to procecd energetically with {ts medium—term program for
econonic and financial reform. This program, together with the Sixth
Developmeat Plan for the period 1981 through 1985, provides a sound basis for
Senepal's econonic recovery.  The policy reforms prescribed have been
discussed widely and have emerged trom a dialogue between the GOS and its
major donors, particularly the IMF and the World Bank. Through the promotion
of structural chanpe, S« epal should be able to progressively re-establish
flnancial equilibrium while stimulating economic growth.

A slowdown {n the cousumpt fon rate of houscholds and the public sector
should, with the assistance of 4 policy of maintaining posftive real interest
rates, stimulate domestic savings as a percentage of GDP, which have declined
steadlly since 1975, The impact of investment on economic growth is
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expected to be enhanced through an increase in the rate of investment, and
more importantly, through a redirection of investment to directly productive
sectors, and in particular, agriculture. Measures are being taken to expand
exports by: (1) increasing productivity and reducing costs in the groundnut
sector, (2) stimulating growth in the fishing sector through modernization of
Senegal's fleet, motorlzation of traditional fishing boats and expansion of
fish processing and marketing capacity, {(3) emphasizing exports, of products
where Senegal has some potential comparative advantage, like market garden
produce, phosphate fertilizers, cotton textiles, cement, and agriculture
machinery. Equally important are efforts to limit growth in Imports through:
(1) the promotion of domestic food crop production, based oun a policy of
increased producer prices for food crops and of improved marketing and
distribution arrangements, (2) the recovery of the livestoek sector, (3)
progressive price increases for imported food, such as rice and wheat, and (4)
price increases to limit consumption of imported oil and the development of
alternative energy sources such as solar and eolian power, peat and if
possible exploitation of domestic oil resources.

Medium—term projections for the pattern of economic growth were made
through 1985 in the context of the Sixth Development Plan. (See Annex -
Tables 2 and 2A.) These projections imply a nominal rate of growth of 12.7%
per annum and a real growth rate of 2,6% (in CFAF terms). Prospects for the
primary sector, at least through 1985, assume only 1.14 annual real growth,
with the fishing sector expected to contribute about 60% of this projected
increasce. Agriculture and forestry are likely to stagnate over the next three
years

The secondary sector is assumed to grow more quickly than any other sector
of the economy at a real annual rate of 47 between 1982 and 1985, Major
contributors are expected to be: construction (327 of total prowth),
manufacturing (33%), and cnergy (214). These results would be consistent with
the projected scctoral breakdown of investments under the Sixth Development
Plan, which provides for 347 of total investments to be direccted to the
secondary sector. The GOS also expects that recent changes in the investment
codec and other measures to promote private sector Involvement will also begin
to bear frult during this period.

The tertlary sector is traditionally the largest component of Scnegal's
GbP, accounting for slightly over one-third., Commerce is the principal
contributor with just under 00X of GDP in this sector derived trom this
activity. Although the rate of growth of the tertiary activities 1s expected
to decrease slightly, this scetor will most probably prow at a real annual
rate of about 37 through 1985, Tourism s also assumed to account for a
stpgnificant part of this real growth, About 224 of {fnvestment < under the
Sixth Plan are to he channelled to the terttary sector, prioarily tor
transport and telecomnunicatfons projects (approximately $035 atltion).

Personal services, which I{nelude both domestie services and publfic sector
satarfes, are projected to prow only slightly, at 1.7% per annum {n real terms
between 1982 and 1985, This trend would bhee o departure from ecarlier years and
reflects GOS {ntentfons to Mmft public sector hiving, as well as to maintafin
wage Increases at levels compatible with projected prowth {n GDP and domestic
consumpt lon,
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In view of the relatively low growth prospects through 1985, and the GOS
experience with {ts Economic and Financial Recovery Plan since 1980, it {s
clear that: (1) economic stabilization is likely to take conslderatly more
time than originally anticipated, (2) stabilization remains the most urgent
task facing Senegal today, and (2) given the necessary pace of ad justnment,
substantial external assistance is both warranted and required over the next
three to four years.

Senegal's past record with respect to cconomic policy reform {s a good
one. Subsidies on consumer goods have been practically eliminated as part of
an overall policy of maintaining true econonmic pricing. The GOS has moved to
reduce the parapublic sector through the liquidation of over twenty companies,
through the transfer of four companies to private ownership, and through the
promotion of private sector participation in the form of jeint ventures. The
government's withdrawal fron marnufacturing activity is particularly
pronounced, with only four of an estimated 300 companies currently
state-owned. A new foreign trade policr has been adopted to limit import
growth and to promotc exports through 2 system of fiscal levies on imports,
and subsidies for nontraditional exports. Pruducer prices have been increased
substantially, and major reforms designed to increase productivity and recduce
costs in the groundnut sector have been introduced.

Senegal is currently experiencing some difficulties with respect to the
implementation of its standby agreement with the IMF; following President
Diouf's election to a full term of his own, the GOS has publicly reaffirmed
its commitnent to cconomic refora. To a larpe extent, the Yailure to neet
performance criteria in December can be directly linked to an unexpected
deterioration in world prices for nroundnut prodncts and cont inued high
interest costs on outstanding debt, exemplifying rhe cconony ' s vulnerabilicy
to external shocks, It should also be recognized that {t is extremely
difficult, and Iin some cases it would be sclf-destructive, for a government to
remain fnscasitive to election politics and continue to introduce highly
unpopular economic austerity measures immediately prior to national
elections. Now that President Abdou Diouf has been democratically elected
with the fopressive majority of 84Z, 1t 1s expected that his new government
will act quickly to increase the pace of pollcy reform in conformity with
Senegal's previous achievements.

The donor community, particularly through {ncreased nonproject assistance,
has assisted Senepal in its process of emphasizing policy reform and more
efficlent economic management. Given current veononfc conditions, many donors
have expressed the view that the development fapact and cconomic returns to
nonpro ject afd are considerably more promising than for many investment
activitics. The tightness of the GO budpetary situation is expected to
remain for several years, which has serlous fmplications for the avaflabllicy
of recurrent cost financing. Thus, since 1980 the World Bank, France and to a
lesser extent Canada, Germany and the U5, have beoen extending more
significant amounts of nonproject asalstance.  An $18 millton U5,
contribution for FY 1983 (s not only essential to Senepal's balance of
piayments pesition but would also enhance the U.S. abllty to participate more
effectively fn ensurtng Senecpgal's economle future through support for the
restructuring of the vconony,
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TABLE 1

SENEGAL: SELECTED MACROECONOMIC INDICATORS
(1975-1982)

1975 1976 1977 1978 1979 1980 1981 1982

Real GDP Growth Rate in % 7.5 9.1 - 2.9 - 3.9 10.1 - 1.5 - 2.4 9.8
Dozestic Savings as % of GDP 12.3 8.4 8.7 3.7 4.2 1.4 - 0.1 3.0
Consumption as % of GDP 87.7 91.6 91.3 96.3 95.8 98.6 100.1 97.0
of which: public consumption 14.7 15.6 16.1 18.4 19.1 21.2 21.4 19.7
Investrent as % of GDP 17.8 16.5 17.5 17.4 18.6 17.2 20.6 20.0
Imperts of Goods and Services

as % of @p 41.9 44.3 52.0 43.0 49.0 41.6 47.2 45.9
Exports of Gocds and Services

as 3 of GOP 36.4 36.3 43.2 30.3 34.5 25.8 26.4 28.0
Leficit of Trade in Goods and

Services as § of GDP 5.5 8.0 8.8 13.7 14.5 15.8 20.8 17.9
Pcpulaticn in Mllions 4.98 5.11 5.25 5.40 $.55 5.70 5.86 6.03
Real GDP/Capita Growth Rate in § 4.7 6.1 - 5.3 - 6.6 7.1 - 4.1 - 5.0 6.6

Source: GOS Department of Statistics. Ministry of the Econamy and Finance



TABLE 2
SENEGAL: PROJECTED GROSS DOSESTIC PRODUCT BY TYPE OF ACTIVITY
(1982-1983)
{(In Billions of CFAF)

In Current Prices In Constant 1977 Prices
Econcnic Activity 1982 1983 1v384 1985 1982 1983 1984 1985
A. FRIYURY 183.: 193.4 Zu0.0 202.9 125.7 126.5 128.1 129.8
Azriculture 104.6 108.1 108.8 104.2 65.6 66.6 66.6 66.6
Livistock 34.3 17.1 51.0 55.2 35.0 34.0 35.0 36.0
Firshing 21.4 2.2 26.2 28.3 15.0 16.3 16.9 17.6
Ferestry 12.9 14.0 14.6 15.2 9.1 9.6 9.6 9.6
B. SECONDARY 202.1 235.6 269.5 299.7 109.5 114.1 119.0 122.8
Mining 16.0 20.0 20.8 21.8 9.1 9.5 9.5 9.6
Grourinut Processing(1) 0.6 8.6 10.3 12.2 12.2 13.4 13.4 13.4
Enerov 14.6 15.0 23.4 27.5 10.6 11.6 12.8 13.4
Construction 44.0 52.1 59.3 66.8 23.9 25.8 26.8 28.2
Other Industries 126.9 139.9 155.7 171.4 53.7 54.3 56.5 58.2
C. TERTIARY 308.7 36z.4 412.3 468.9 217.9 224.8 233.1 237.3
Transport &

Cozunications 57.2 67.1 76.3 86.8 40.4 41.6 43.1 43.9
Cormerce 178.1 209.1 237.9 270.6 125.7 129.7 134.5 136.9
Other Services 73.4 86.2 98.1 111.5 €i1.8 53.5 55.5 56.5

D. PERSONAL SERVICES (2) 129.6 139.7 150.9 162.9 89.2 91.0 92.4 93.8
E. GDP 823.6 932.1 1033.3 1134.4 540.0 556.4 572.6 583.7

Source: GOS Department of Statistics, Ministry of Economy and the Finance

1) The low value added figures for groundnut processing in current prices are explained by the fact
that domestic producer prices are above world prices for groundnut products.

(2) Includes public sector salaries
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TABLE 2A

SENEGAL: PROJECTED GROSS DUMESTIC PRODUCT BY TYPE OF ACTIVITY
(1982-1985)

(Summary in millions of U.S. Dollars)

In Current Prices

In Constant Prices

1982 1983 1984 1985 1982 1983 1984 1985
A, PRIMARY 544.0 540.0 527.9 533.9 375.2 351.4 337.1 341.6
B. SECONDARY 600.0 654.4 709.2 788.7 325.1 316.9 313.2 323.2
C. TERTIARY 916.6 1,006.7 1,085.0 1,233.9 647.0 624.4 613.4 624.5
D. PERSONAL SERVICES 384.8 388.0 397.1 428.7 264.8 252.8 243.2 246.8
E. GDP 2,445.4  2,589.1 2,719.2 2,985.2 1,610.1 1,545.5 1 506.9 1,536.1
MEMORANDUM ITEM:
CrAr/3 336.8 360.0 380.0 380.0 33€.8 360.0 380.0 380.0

QU



TABLE 3
SENEGAL: EVOLUTION OF VALUE ADDED IN THE PRIMARY SECTOR

(Billions of CFAF)

1971 1972 1973 1974 1975 1976 1977 1978 1979 1980
estimated

Cereals 8,9 12,3 9,1 14,1 28,2 23,5 23,0 18 36,9 25,1
Groundnut 9,0 19,5 10,2 16,4 35,9 52,3 - 43,1 15,5 37,1 28,0
Cotton, tobacco 2,5 3,1 3,0 3,4 4,1 5,3 6,0 5,9 6,4 6,0
Tubers 0,4 0,6 0,7 1,1 1,9 1,5 1,5 1,8 1,6 1,5
Fruits, vegetables 3,3 3,0 3,2 3,5 4,3 4,0 2,7 2,7 3,3 3,1
AGRICULTURE 24,1 38,6 26,2 38,5 74,4 86,5 77,0 43,0 85,3 63,7
Livestock 13,7 14,1 15,1 19,9 25,6 32,5 37,7 38,2 41,8 47,3
Fishing 8,9 10,8 13,8 15,8 16,8 18 19,7 22,4 17 27,5
Forestry 4,8 5,8 6,3 7,4 7,8 8,4 9,9 9,5 10,9 10,7
PRIMARY 51,5 69,2 31,4 81,6  124,6 145,8 145,7  113,1  155,0 142,2
% Agric 1in primary 47 56 43 47 60 60 54 38 54 43
sector
GUP 216,1  240,7  243,1  299,4  359,2  402,8  419,9  403,7  468,2  450,7
% Agric 1n GDP 11 1o 11 13 21 21 18 11 18 14,2
$ Primary in GDP 24 29 25 27 35 36 34 28 33 32
CFAF/$ 261.2 256.3 235.4 222.2 224.3 248.5 235.3 209.0 201.0 225.8
sources GOS Sixth Development Plan, Ministry of Planning and Cooperation




TADLE 4

SENEGAL: PROPOSED INVE&]yENT FOR SIXTH DEVELOPMENT PLAN
L1681 - 1G8%)

(In millions of CFAF) (1)

: : PROGRAM 41D : DOMESTIC : EXTERNAL

: TOTAL EXPENDITURES : FINANCING : FINANCING
SECTORS : COST : 81-82 82-83 33-81 34-85 ; Amount % of Total : Amount % of Total

: : : Cost : Cost
A. PRIMARY 100,052 28,398 30,198 25,794 21,762 20,554 19.3 86,098 80.7
Agriculrture 55,105 16,371 14,873 12,431 11,493 12,672 230 47,498 77.0
Livestock 10,977 2,262 3,310 2,745 2,650 1,402 12.8 9,575 87.2
Fishing 11,414 3,012 3,543 2,799 2,060 2,000 17.5 9,414 82.5
Forestry 10,665 2,540 3,330 2,666 2,129 2,325 21.8 8,340 78.2
later Management 18,427 4,713 5,141 5,153 3,420 2,155 11.7 16,273 88.3
B. SECONDARY 151,851 45,387 51,881 39,312 15,271 33,662 22.2 118,189 77.8
Energy 25,0497 6,010 6,207 6,400 6,421 6,206 36.8 15,838 63.2
Industry, Mining 123,562 38,735 44,892 31,972 7,963 23,175 18.7 100,387 81.3
Handicrafts 3,245 642 782 934 887 1,281 39.5 1,964 60.5
C. TERTIARY 99,281 28,021 29,304 21,019 20,937 11,563 11.6 87,718 88.4
Conimerce 2,000 519 397 560 524 700 35.0 1,300 65.0
Tourisnm 12,396 4,241 2,709 3,306 2,140 3,640 29.4 8,756 70.6
Transp. § Telecom. 84,885 23,261 26,193 17,153 18,273 7,223 8.5 77,662 91.5
D. SOCIAL SECTORS 89,620 20,563 24,935 22,729 21,393 32,706 36.5 56,914 63.5
Urbanisation 15,673 3,211 5,091 4,441 2,930 3,001 19.7 12,582 80.3
Heusing 16,000 2,055 3,115 4,241 6,589 8,200 51.2 7,600 48.8
Health 7,715 1,270 2,519 2,327 1,599 3,126 40.5 4,589 59.5
Education 22,900 8,042 7,276 4,540 3,042 7,814 34.1 15,08¢ 65.9
Research 10,000 3,099 2,884 2,300 1,717 1,394 13.9 8,606 86.1
ther 17,332 2,886 4,050 4,880 5,516 9,081 52.4 8,251 47.6
E. TOIAL or AVERAGE 447,404 122,869 136,318 103,354 79,363 98,485 22.0 348,919 78.0

Scurce: @S Sixth Developnent Plan, Ministry of Planning and Cooperation
(1) CFAF/$ exchange rate is 312.1 for 1981/82, 361.9 for 1982/83 and 370.0 for 1983/84.



TABLE 4A
SENEGAL: PROPOSED INVESTMENT FOR SIXTH DEVELOPMENT PLAN
(1981-1985)
(Summary in Millions of U.S. Dollars){(1l)

TOTAL COST DOMESTIC FINANCING (2) EXTERNAL FINANCING
(1981-1985)
Amount % of Total Amount % of Total
A. PRIMARY 292.2 56.3 19.3 235.9 80.7
B. SECONDARY 416.0 92.2 22.2 323.8 77.8
C. TERTIARY 272.0 31.7 11.6 240.3 88.4
D. SOCIAL SERVICES 245.5 89.6 36.5 155.9 63.5
E. TOTAL OR AVERAGE 1,225.7 269.8 22.0 955.9 78.0

Source: OS Sixth Developaent Plan, Ministry of Planning and Cooperation.

(1) Average (FAF/$ exchange rate used for period from 1981-1985 is 365 CFAF=$1.00.
(2) Domestic financing from public sources is expected to be about 56% of the total and from private
sources aboout 44%.
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TABLE 5
SENEGAL: REAL PRODUCER B_I(ZiiS.;‘CN'D WORLD COMMODITY PRICES
FOR SELECTEL CCMMODITIES 1975-1981

(L1975 = 100)

1975 1976 1977 1978 1979 1980 1981 1982 1983
estimated projected

Greuondnuts
warld Frice 100.0 100.0 Q0.4 109.4 139.9  [13.1 111.7 80.7 80.7
vorld Price Adjusted (1) 160.0 99.4 83.3 §9.3 98.6 70.7 72.0 52.7 53.8
Lonestic Producer Price 100.0 100.0 100.0 100.0 100.0 109.6 120.5 120.5 120.5
real Domestic Producer Price (2)  100.0 99,0 88.5 86.2 78.1 78.8 82.0 74.4 70.¢

Covr o

Tl brice 100.0 100.0 166.1 157.6 142.4 146.1 169.3 169.0 165.0
nurll Frice Adjusted 100.0 99.4 153.0 128.7 100.4 91.2 109.2 110.4 110.0
Lecrestic Producer Price 100.0 104.2  104.2 104.2 117.0 127.7 144.7 149.0 149.0
n2al Domestic Producer Price 1G60.0 103.2 32.2 89.8 91.4 91.9 98.4 92.0 87.6

Rice
norll Price 100.0C 70.8 73.7 105.7 99.5 112.7 132.1 113.8 112.2
world Frice Adiusted 100.0 70.1 €7.6 85.9 63.7 70.4 85.8 74.4 74.8
Tomestic Froducer Price 10C.0 100.0 100.0 100.¢C 100.C 100.0 1z4.1 124.1 144.6
ezl Dorostic Producer Price 100.0 99.0 88.5 86.2 78.1 71.9 84.4 76.6 85.0

worid und producer prices IFS and GOS Ministry of the Economy and Finance
SoT price and export unit value indexes: International Financial Statistics
s worid prices for comzodities are deflated by the index of export unit values of industrial countries.

J Producer prices deflated by the Consumer Price Index.




TADLE 6

SENEGAL: BALANCE OF PAYMENTS 1980-1984
(In Millicns of U.S. Dellars)
1930 1951 1982 1933 (1) 1984 (1)
estinated projected
A. lIrace Za.ance -471.8 -353.1 -360.2 -334.7 -351.4
Experts foh 536.5 409.5 476.5 509.7 521.0
27 “hich: Greundnut pdts ( 83.2) ( 3.2) (131.5) (148.3) (171.0)
I=poris ch -1011.3 -863.6 -836.7 -844.4 -872.4
B. N2t Services -120.5 -125.3 - 72.4 -155.3 -145.0
of wiich: Interest on Debt (- 63.3) (- 61.0) (- 55.5) (-105.3) (-107.9)
C. Transfers 178.0 145.1 126.8 135.8 136.6
D. Current Acccount Palance -417.3 -434.3 -305.8 -354.2 -359.8
(N« T+ 2
E. Capit:l Account Balance 297.4 273.8 186.5 194.7 195.8
Pubiic Sectoer (net) 208.0 207.7 147.3 141.9 137.9
¢I walch: c2bl Amortication (-120.0) (-100.9) (-105.1) (- 95.3) (-~ 84.2)
Private sSector (net) 89.4 66.1 39.2 52.8 57.9
C. ©verall Zalance of Payzents (2) -119.9 -155.5 -119.3 -159.5 -164.0
D+ k&
D. <ZCurrent Acccunt Deficit
35 %y of GLF 14.7 % 18.1 % 12.5 % 13.7 % 13.2 %
E erzll Zofizit as $ of GDP 4.2 % 6.5 % 4.5 % 6.2 % 6.1 %
Sxeianio Ton OPiES 225.8 287.4 336.8 360.0 380.0
Sourias:  sonolalose ‘hanistry ot the Economy and Finance. IMF projections
T 155, :nd Ministry of the Economy and Finance projections for 1984.
{1 Thes: fizures assime that there will be another successful Paris Club
J2e2l rescneduling in late 1933,

(2) Trne difference between overall halance of payments and the sum of the
current and capital account balance is made up of SIR allocatiors,
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IMFORTS FROM

TABLL 10

SENEGAL:

( 1973-1980
(Inn Millions of U.S.

PRINCIPAL TRADING PARTNERS

)

Dollars)

1980

% of % of % of
CUUNTRY IMFCRTS  TOTAL COUNTRY IMPORTS TOTAL COUNTRY IMPORTS TOTAL
FRANCE 3l5.6 38.2 FRANCE 376.8 38.3 FRANCE 331.9 33.7
U.S.A. £3.1 7.8 IRAQ 63.6 5.5 NIGERIA 72.4 1.4
IRAR 35.0 L.D THATLAND 55.2 5.6 THATLAND 59.2 6.0
GERMANY 7.8 2 U.S.A. 46.5 4.7 1RAQ 57.6 5.9
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TASLE 11

IR EE N
Vs =10,

00

- .
Dollars)

PRINCIYAL [RADING PARTNERS

1980

COUNTRY EXFORTS %O‘AL COINTR EXPORTS %O%AL COUNTRY EXPORTS %O%KL
TRANCE 1%0.0 W17 FRANCE 252.2 124 FRANCE 142.9 32.0
IVORY CCAST 30.7 5.8 UNITED KINGDOM 40.6 7.2 IVORY COAST 33.6 7.5
UHITED RINGDoM 26,2 5.7 ITALY 26.4 4.7 MAURITANIA 26.4 5.9
MaLI 25.7 5.6 IVCRY COAST 25.2 4.5 MALI 26.2 5.9
MAURITANIA 1805 3.2 MALT 23.0 4.1 INITED KINGDOM 25.2 5.7
GREECE 1.t 2.5 MAURITANIA 22.6 4.0 GUINEA-BISSAU 14.6 3.3
NiGEXIA 10.0 2.2 GERMANY 12.0 2.1 GERMANY 11.2 2.5
GERMANY 9.3 2.1 GREECE 9.5 1.7 GREECE 10.4 2.3
JAPAN 8.7 1.6 FORTUGAL 8.7 1.5 JAPAN 10.2 2.3

CAMER00OX
TAIVAN

ITALY

NITHIRLANDS

GAMIIN

.
W w W

N O e

[ 5]

.
ro
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POLAND
RIMANTA
NIGER

8.5
8.3
6.6
6.4
5.7
4.9

DWW W
.

2
476

1.5
1.5
1.2
1.1
1.0
0.9
0.6
0.6
0.5
0.5
0.4

ITALY
PORTUGAL
NIGERIA
GAMBIA
NIGER
IRELAND
DENMARK
SPAIN
LUXEMBURG
U.S5.S.R.
GABON

8.6
7.0
6.3
5.3
4.2
3.6
2.8
2.5
2.2

.1
1.9

2.0
1.6
1.4
1.2
0.9
0.8
0.6
0.6
0.5
0.5
0.3

TCF T JIUNWTRIES 384.7 g3.5 54.1 347.2 77.8
ALl CIUNTIRIES <35.¢8 13.0 566.4 100.0 446.3 100.0
Scurze: TFore irade Statistics of Senegal (1978-80). Department of Statistics. Ministry of the Economy



TABLE 312
SENEGAL.: TE:S OF TRADE (1975-1681)
1975 = 190)

1975 1976 1677 1978 1979 1980 1981 1982 1583
estimated projected
Exrcort Ynmit Prices 160.0 88.38 96.15 112.91 121.10 138.49 187.08 176.15 185.87
ITrart Ynrt Prices 100.0 101.70 111.75 123.71 143.73 183.97 227.08 252.23 281.6Y
Terms cf Trades 100.0 86.9C 86.04 91.27 84.26 75.28 B2.38 69.84 65.98
Armusl 3§ Zange 1n Terms of Trade - -13.1 -0.1 6.1 -7.7 -5.5 14.3 -15.2 -5.5
Memirani It

Qi Non-uiil D0's Terzs of Trade  100.0 100.0 112.7 108.1 107.9 103.2 101.5

Sources: IMF and world Bank estimates for 1982 and 1983.



TABLE 13
SENEGAL: EVOLUTION OF EXTERNAL DEBT
(197T and 1975-80)

1971 1975 1976 1977 1978 1979 1680
External Debt Outstanding (1) 122 297 352 429 614 798 1094.5
in Millions of U.S. Dollars
Zebt Service Payments as % 4,9 5.7 6.1 6.5 17 % 14.5 24.2
orf Exports of Goods and Services
zxternal Debt Outstandin, as 14.0 16.4 19.0 21.0 25.9 27.6 38.4 (2)

3 of @P (1)

Source: Wworld Bank, External Debt Tables
(1) Disbursed only - medium and long-term public and publicly guaranteed debt.

(2) The large increase in this ratio from 1979 to 1980 is due in part to the appreciation of the U.S. Aollar against
the CFA franc.

4:’\/”



TABLE 14

SENEGAL: EXTERNAL PUBLIC DEBT
(1980-1983)

(In millions of U.S. Dollars)

1980 1981 1982 1983
projected (1) projected (2)
Outstanding Disbursed (end of period) 1,360.9 1,412.8 1,514.3 1,614.9
Mediwn and Long-term Debt 1,094.5 1,046.4 1,088.9 1,104.0
Short-term Debt, Central Bank 266.4 366.4 425.4 510.9
Interest Due 63.3 61.0 55.5 107.9
Medium und Long-term Debt 556.4 41.2 34.5 83.3
Short-term, Cencral Bank (net) (3) 7.9 19.8 21.0 24.6
of which, IMF (3.5) (7.7) (13.3) (9.5)
Amortization 120.0 100.9 105.1 84.2
Medium and Long-term Debt 111.5 92.2 89.3 73.0
Repurchases from the IMF 8.5 8.7 15.8 11.2
Debt Service as % of Exports 22.6 25.6 23.1 27.1
of Goods and Services
External Debt Qutstanding as % of GDP 47.7 58.9 0l.8 62.3

Sources: GOS Ministry of the Economy and Finance; BCEAO; External Debt System
of the World Bank; IMF estimates and projections.

(1) Including effects of 1981 and 1982 debt rescheduling.
(2) Assuming a successful official debt rescheduling (Paris Club) at end of 1983.

(3) Charges on use of IMF resources, interest on borrowing from the Operations Account.



TABLE 15
SENEGAL: FDNETARY SURVEY
(1975-1981)

(as a percent of GDP)

1975

1976 1977 1978 1979

1980 1981 1982

Net Foreign Assets(1)
Net Domestic Credit
- Net Credit to the Government
- Credit to the Private Sector
Other Items (net)

Domestic Liquidity (2)

-4.1

26.8

(c.5)
(26.3)

-1.4

21.

2

-3.8 -4.2  -8.7 -13.6
+29.8  33.6  43.1  43.1
(3.00 (3.4) (3.2 (3.2)
(26.8) (30.2) (39.9) (39.9)
-1.3 -2.4 -2.3  -1.8
2.7 27,1 321 27.7

-16.3  -17.6 -19.3
45.7  55.0  55.4
(4.5)  (7.5) (11.7)

(41.2) (47.6) (43.7)
-1.8  -5.9  -4.2
27.6  31.4 3.8

Source: International Financial Statistics, IMF

(1) This includes foreign long-term liabilities but excludes allocation of SDRs.

(2) Money and quasi-money.



TABLE 16
SENEGAL: GOVERNMENT FINANCIAL OPERATIONS
(Millions of U.S. Dollars)

1930/81 (1) 1981/82 (1) 1982/83 (1) 1983/84 (1)
estimated (2) projected (2)
A.  Current Uperations
1. Governnent Revenaes and
Grants for Curreit Expenditures 489.1 497.3 506.3 506.8
Z. Current Expenditures
of which: -544.0 -527.8 -523.0 -570.0
- wages and salaries (-305.1) (-269.5) (-261.2) (-279.5
- interest on public debt (- 42.9) (- 54.5) (- 75.2) (- 98.6)
- supplies, transfers and other (-196.0) (-203.8) (-186.6) (-191.9)
3. Other cCurrent Public Expenditure
wnet) of which: - 705 - 50.3 - 93.6 - 69.7
- Special accounts other than CAA (- 21.4) ( 12.5) (- 24.7) (- 15.7)
- Cpsp (- 90.4) (- 35.9) (- 68.9) (- 54.0)
4.  Balance of Current Operations -125.4 - 80.8 -110.3 -132.9
B. C(Capital Cperations
1. Capital Grants 29.2 18.6 31.6 27.0
2. Capital Expenditure of which: -215.5 - 86.2 -110.8 -108.1
- budget (- 83.0) (- 7.4) (- 20.1) (- 27.0)
- extra-budgetary (-132.5) (- 78.8) (- 90.7) (- 81.1)
5. Total Capital Expenditure (net) -186.3 - 67.6 - 79.2 - 81.1
C. Overall Peficit on Commitments Basis -311.7 -148.4 -189.4 -214.0
D. Changes in Payments Arrears (reduction (-)) 64.3 - 62.8 - 36.2 - 27.0
E. OCverall Deficit on Disbursements Basis -247.4 -211.2 ~225.6 -241.0
r. Current Operations Deficit as % GDP 4.8 % 3.3 % 4.8 % 5.0 %
G. Overall Deficit (disbs. basis) as % GDP 9.5 % 8.7 % 9.8 % 9.2 %
SEURANIAN ITEM:  Exchange Rate (CFAF/$) 256.6 312.1 348.4 370.0

scurce: Sencgalese Ministry of the Economy and rinance, IMF estimates for 1982/83 and Ministry of the Economy and Finance
projections for 1983/84.

(1} This period relates to the Senegaiese Fiscal Year which is from July 1st to June 30th.

{2} The figures assume that there will be another successful Paris Club debt rescheduling in late 1983.



TABLE 17
SENEGAL: PERFORMANCE UNDER THE 1981/82 IMF STANDBY AGREEMENT
(In billions of CFAF; end of period)

SEPT. *81 DEC. '81 MARCH T82 JUNE 782
Ceiling Actual Ceiling  Actual Ceiling Actual Ceiling Actual
Total Domestic Credit of the 548.5 335.3 381.6 379.7 406.6 403.1 415.3 410.2
Banking System
Net Bank Credit to the 47.5 38.7 61.1 51.8 68.8 54.7 86.7 81.1
Government
Govt. Payments Arrears: Minimum - - - - 4.0 7.9 12.0 16.4

Reduction from June 30, 1981

Treasury Net Financing of - - - - - - 18.5 18.7
Correspondents; Minimum Amount
Available from June 30, 1981

New External Loans Contracted or
Guaranteed by the Government:

1-12 yrs maturity 6.5 0 6.5 4.1 8.9 6.8 9.5 7.6
Meporandum Item:
CFAF/$ 278.4 278.4 287.4 287.4 312.1 312.1 341.5 341.5

Source: IMF



TABLE 18

SENEGAL: U.S. OVERSEAS LOANS AND GLANTS' OBLIGATIONS AND AUTHORIZATIONS
(U.S. Fiscal Years - $ Millions of Dollars)
Commi tments
PROGRAM 1979 1980 1981 1982 1983 TOTAL
(Commitments) (Requested)
Develcozent Assistance
1. Sahel Development Program 12,140 10,000 14,800 16,500 18,000 71,440
2. Regicral Progran -
- River Basin Development (1)
OMVS 998 2,650 1,314 - 4,900 9,862
anG - - - 5,512 800 6,312
- Food Crop Protection
(Senegal only) 459 588 481 798 425 2,751
- Other Regional 521 352 1,582 803 1,525 4,783
Sub Total Regional 1,978 3,590 3,377 7,113 7,650
Econonic Support Fund - - - - 5,000 5,000
Total DA and ESF 14,118 13,590 18,177 23,613 30,650
PL 450
Title 11 (2) 5,487 6,565 9,146 3,670 4,286 29,154
Title III - 7,00 7,000 7,000 8,000 29,000
Sub Total PL 480 5,487 13,565 16,146 10,670 12,286
Grand Total DA, ESF, PL 480 19,605 27,155 34,323 34,283 42,936 158,302

(1) Totals represent entire RBDO program.

(2)  Excludes ocean transpc.tation and World Food Pru,ram but includes emergency food and transport of medicines.



TAILE 19

SENEGAL: AID COMMITMENTS (OFFICIAL DEVELOPMENT ASSISTANCE)

(Millions of Y.S. Dollars)
(Calendar Year 1981)

DONOR GROUP PROJECT AID AND NON-PROJECT AID TOTAL TOTAL BY
TECHNICAL ASSISTANCE INDIVIDUAL DONORS DONOR GROUPS
CZCD Donors: Aznount 3 Arount 3
Belgium 5.5 100 0 0 5.5
Canada 14.4 85 2.5 15 16.9
EEC 23.5 45 29.4 55 53.0
France 135.6 90 15.8 10 151.4
Germany 26.0 90 3.0 10 29.0
Japan 2.3 58 1.7 42 4.0
U.S. 17.0 48 18.6 52 35.6
Other 4.9 82 1.1 18 6.0
301.4
Arabd Donors:
Iraq C v 2.6 100 2.6
Islamic Dev. Bank 2.7 100 0 0 2.7
Xuwait 69.3 100 0 0 69.3
CPEC Fund 14.0 100 0 0 14.0
Saudi Arabia 13.9 22 50.0 78 63.9
152.5
Miitilateral Donors:
African Dev. Bank 12.9 100 0 0 12.9
UN Agencies 10.3 100 0 0 10.3
norld Bank 17.1 36 30.0 64 47.1
70.3
=AND TOTAL 3€9.5 154.7 524.2

Saurces: OECD and Senegalese Ministry of the Economy and Finance.



TARLE 20
SENEGAL: AID COMMITMENTS (OTHER OFFICIAL FLOWS)
“[Millions of U.S. Dollars)
(Calendar Year 1981)

DONOR GROUP PROJECT AID AND NON-PROJECT AID TOTAL TOTAL BY
TECHNICAL ASSISTANCE INDIVIDUAL DONORS DONOR GROUPS
C=(T Donors: Azount % Amoun< %
Canzda 0 0 0.7 100 0.7
EEC 12.9 100 0 0 12.9
France 18.9 51 18.2 49 37.1
50.7
Arad luonors:
BADE 10.0 100 0 0 10.0
10.0.

Muitilateral Donors:
African Dev. Bank 17.4 100 0 0 1
w2st African Dev.

~
o

F3n} 4.7 100 0 /] 4.7
norld Zanx 25.8 49 26.8 51 52.6
74.7
Other [cnors:
Argentina 0 0 15.0 100 15.0
15.0
RAND TOTAL 89.7 - 60.7 - 150.4

Scurces: Senegalese Ministry of the Economy and Finance.



TABLE 21
SENEGAL: NAJOR AID DoNors(1)
(Calendar Ycar 1981)

Commitments
AMOUNT MAJOR TYPES OF AID
IN MILLIONS AS A % OF EACH
DONOR OF U.S. DOLLARS DONOR'S TOTAL PROGRAM
France 188.5 Technical Assistance 38%
Industrial Development 15%
Infrastructure 12%
World Bank 99,7 Structural Adjustment 57%
Industrial Development 28%
Forestry 9%
Kuwait 69.3 OMVS 100%
EEC 65.9 Stabex 31%
Industrial Develdpment 23%
Infrastructure 20%
Saudi Arabia 63.9 Balance of Payments
Support 78%
Infrastructure 22%
United States 35.6 Sood Aid 52%
Agricul ture 45%
African Dev. Bank 30.3 Industrial Development 57%
Infrastructure 43%
Germany 29,0 Technical Assistance 26%
Infrastructure 22%
Agricul ture 22%
Industrial Development 17%

Source: OECD and Sencgalesc Ministry of the Lconomy and Finance.
(1) Official Development Assistance and Other 2fficial Flows.



TABLE 22
SENEGAL: SELECTED CENTRAL BANK FINANCING
(Millions ot U.s. Dollars)
(Calendar Year 1981)

SOURCE AVAILABILITY DRAWINGS
IMF 108.8 62.6
Totat of which:
Standby 63.0 16.8
Compensatory Financing
Facility 44.9 44.9
Other 0.9 0.9

Sources: BCEAO (West African Central Bank) and IMF,



TABLE 23

DEFINITIONS FOR TABLES ON AID COMMITMENTS

Official Development Assistance is grants or loans:

- undertaken by the official sector;
- with promotion of cconomic development and welfare as main objectives;
- at concessional financial tems (if a loan, it must have a grant

elenent of at least 25%)

Other Official Flows are official transactions at close to comercral tems

Cefle, With 4 yrant elesent of below 259). Examples are export credits,
bilateral portfo'io, and direct investment.
| ’

Grant Element teflects the financial temms of a transaction: interest rates,
MAtUrity, and srace period. It is a measure of the concessionality (i.e.,
softnesy) of a loan. The extent of the benefit depends on the difference
between the actual interc rate and the market rate and the length of time
the funds are available to the borrower.

Non-Project Ard iy comprised of balance of payments/budgetary support,
cotwiod 1t Tport programs, program loans and grants and food aid.  Excluded
from this definition is assistance to specifically defined projects or
technical cooperation activities.
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STATUTORY CHECKLIST




ANNEX N

——— ettt

STATUTORY CHECKLIST

I - COUNTRY CHECKLIST

A. GENERAL CRITERIA FOR COUNTRY

1, FAA Sec, 481, Has it been
determined that the government

of the recipient country

has falled to take adequate steps
to prevent narcotics drugs and other
controlled substances (as defined
by the Comprehensive Drug Abuse
Prevention and Control Act of 1970)
produced or processed, in whole cr
in part, in such country, or
transported through such country,
from beiug sold illegally within
the jurisdiction of such country

to U.S. Goverument personnel or
their dependents, or from entering
the U.S, unlawfully?

2. FAA Sec. 620(b). If assistance
is tc a governement, has the

Secretary of State determined that it
is not controlled by the international
Communist movement?

3. FAA Sec. 620(c). If assistance

is to a governement, is the government
liable as debtor or unconditional
guarantor on any debt to a U.S.

citizen for goods or services furnished
or ordered where (a) such citizen

has exhausted available legal remedies
and (b) debt is not denied or contested
by such government?

4., FAA Sec. 620(e)(l). If assist~
ance 1s to a government, has it
(including government agencies

or subdivisions) taken any action
which has the effect of nationalizing,
expropriating, or otherwise selzing
ownership or control of property of
U.3. citizens or entities beneficially
owned by them without taking steps to
obligations toward such citizens or
entities?

No.

Yes

No.

No.
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5. FAA Sec., 620(f); App. Sec. 108. No, No.
Is recipieat country a Communist

country? Will assistance be provided

to the Democratic Republic of Vietnam

(North Vietnam), South Vietnam,

Cambodia, or Laos?

6. FAA Sec. 620(1). 1Is recipient No.
country in any way involved in (a)

subversion of, or military aggression

against, the United States or any

country receiving U.S. assistance,

or (b) the planning of such sub-

version or agression?

7. FAA Sec. 620(j). Has the country No.
permicted, or failed to rake adequate

measures to prevent, the damage or

desrruction, by mob action, of U.S.

property?

8. FAA Sec., 620(1). If the country No.,
has failed to institute the investment

guaranty program for the specific

risks of expropriation, incounvertibilicy

or confiscation, has the AIU Admfnis-

trator within the past year considered

denying assistance to such government

for this reason?

9. FAA Sec. 620(0); Fishermen's Pro- Senegal has taken no
tective Act, Sec. 5. If countrv his action.

seized, or imposed any penalty or

sanction against, any U.S. fishing

activities in international waters.

a. has any deduction required
by Fishermen's Protective Act
been made?

b. has complete denial of assist-
ance been considered by AID

Administrator?

10.  FAA Sec. 620(q); App. Sec. 504, a. No. No.
(a) Is the recipient country in

default on interest or principal of

any AID loan to that country? (b) Ig

country more than one year in default

on interest or principal on U.S. loan

made pursuant to program for which funds

appropriated under Approp. Act. unless

debt was earlier disputed, or appropriate

steps taken to cure defaulr?

such
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11. FAA Sec. 620(s). What per-
centage of country budget is for
millitary expenditures? How much

of forclgn exchange resources spent
on military equipment? How much
spent. for the purchase of sophis-
ticated weapons systems? (Con-
sideration of these points 1s to be
coordinated with the Bureau for
Program and Policy Coordination,
Reglonal Coordinators and Military
Assistance Staf{f (PPC/RC).)

12. FAA Sec. 620(r). Has the
country severed diplomatic relations
with the United States? If so, have
they been resumed and have new
bilateral assistance agreements been
negotiated and entered into since
such resumption?

13. FAA Sec. 620(u)., What 1s the
pavment status of the country's U,N,
obligatfons? §f the country ils in
arrears, were such arrearages taken
into account by the AID Administruacor
In determining the current AID
Operational Year Budget?

14, FAA Scec. 620A. Has the country
granted sanctuary from prosecution
to any individual or groun which has
commnitted an act of Interns lonal
terrorism?

15. FAA Sec, 659, If (a) military
base is located _.n recipient country,
and was constructed or is being main-
tained or opetrated with funds
furnished by the United States, and
(b) U.S. personnel carry out military
operatlons from such base, has the
President determined that the govern—
ment of reciplent country has
authorized regular access to U.S.
correspondents to such base?

16, FAA Sec, 666, Does the country
object, on basls of race, religion,

national origin any cmployee of the U.S.
there to carry out economic development

program under FAA?

8 percent of the GOS budget
for 1982-83 is for military
expenditures. Most new
military equipment has been

a gift from other donors. No
sophisticated weapons systems
have been purchased.

No.

Current.

No.

There are no U,S. military
facilities in Senegal,

No.,



B.

17. FAA Sec. 669. Has the country
delivered or received nuclear re-
processing or enrichment equipment,
materials or technology, without

specified arrangements on safeguards,
etc.?

18. Fa&A Sec. 670. Has the country

. delivered or received nuclear re-

processing, equipment, material or
technology? Is the country not a
"nuclear-weapon state” as defined in
Article IX(3) of the Nuclear Non-
Proliferation Treaty and on which
detonates a nuclear explosive device?

19. FAA Sec. 901. Has the country
denied its citizens the right or
opportunity to emigrate?

FUNDING CRITERIA FOR COUNTRY

1. FAA Sec. 502B., Has the Depart-
ment of State made findings which
indicate that the country has engaged

in a consistent pattern of gross
viclations of internationally recognized

human rights? If so, is program in accor=-

dance with policy of this Section?

2, FAA Sec. 531. Is the Assistance
to be furnished to a friendly country,
organization, or bedy eligible to
recelve assistance?

3. FAA Sec. 609, If commodities

are to be granted so that sale pro-
ceeds will accrue to the recipient
country, have Special Account (counter-
part) arrangements been made?

4, FY79 App. Act Sec. 113. Will
assistance be provided for the purpose
of aiding directly the efforts of rhe
government of such country to repress
the legitimate rights of the population

of such country contrary to the Universal

Declaration of Humar Rights?

No.

No.
No.

No.

Yes.

Yes.

No.



1I- NONPROJECT ASSISTANCE CHECKLIST

A, GENERAL CRITERIA FOR NONPROJECT ASSISTANCE

1. App. Unnumbered; FAA Sec. 653(b)

(a) Describe how committees on Appro-
priations of Senate and House have
been or will be notified concerning
the nonproject assistance;

(b) 1s assistance within (Oper-
ational Year Budget) country or
international organization allocation
reported to the Congress (or not more

than $1 million over that figure plus
10%)7?

2, FAA Sec. 6l1l(a)(2). If further
legislative action 1s required with-
in recipient rountry, what 1s basls
for reasonab” . expectation that such
action will ve completed {iu time to

permit orderly accomplishment of purpose

of the assistance?

3. FAA Sec. 209, 619. Is assistance
more cfficiently and effectively
given through reglonal or multi-
lateral orghnizations? If so why

is assistarce not so given? Informa-
tion and conclusion whether assistance
will encourage regional develop-

ment programs. If assistance is for
newly independent country, 1s it
furnished through multilateral
organizations or in accordance with
multilateral plans to the maximunm
extent appropriate?

Proposed CIP/Grant was
included in the

FY 1982 Congressional
Presentation Normal
Congressional Notification
procedures will be followed.

Yes.

No further legislation is
required.

No. Program will not
encourage regional
development programs,
Senegal 1is not a newly
independent country.,
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4, FAA Sec. 601 (a);(and Sec. 201 (f)
for developuent loans). Information

and conclusions whether assistance
will encourage efforts of the cauntry
to: (a) lncrease the flow of interna-
tional trade; (b) foster private
initiative and competition; fc¢)
encourage development and use of
cooperatives, credit union<, and
savings and loan associatione; (d)
discourage monupolistic practices;
(e) improve technical efficiency of
industry, agriculture, and comnerce )
and (f) strenpthen free labor

unions,

5. FAA Sec. 601(b), Information and
conclusion on how assistancr will)
encourdage U,S5. privaite trade and

investment abroad and encourage
privare !1,8§, participation in foreiga
assistance proyraus (including use

of private trade channels and the
services of 'S, priviate euterprisce).

6. FAA Scc. 612(b); Se »36{(n).
Describe steps taken to assure that,
to the maximum extent possible, the
country is contributing local
currencies to mert the cost of
contraciual and other services, and
foreign currencies owned oy the
United States are utilized to moer
the cost of contractual and other
services,

7. FAA Sec. ' 612(d). Does the
United States own excess foreign
currency ar ', if so, what arrange-
ments have Loen made for {ts

relecase?

This i{s a grant. Program will
Increase the flow of inter-
national trade by providing the
necessary foreign exchange for
importation of gonds., This

program assistance 1s earmarked

for the Senegziese private sector
and will tend to foster private
fnitiative and competition through
the proposed sub-projects. Develop-
ment and use of apgricultural co-
operatives will he encouraged as
well as the technion! efficiency of
conmerce and agriculture,

The commodities financed by the
program will concribute tc a
revitalizition of the Senegalese
This, plus the require-
manufactured

econony.,
ment that
commodities be procured with grant
procceds and the resulting
Increased familiarizyv with U.S,
products should lead to further
trade with the U.S.

trooA
ey

Frogram provides foreign exchange
asslstince for commodity imports,
The local currency generated i to
be programmed Into sub-projects,

At present Senegal is not a
country in which the U.S. owns
excess foreign currency,
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B, FUKDING CRITERIA FOR NONPROJECT ASSISTANCE

1. FAA See. 531, How will this

assistance support prowete economic

or political stesilizy? Is the
country auony the L countries in
which Supporting Assistance may he
provided 1o thie fiscal vear?

The program will provide
commodities necessary to the
increased production of food

and agricultural exports and

thus contribute to the revitaliz-—-
ation ot the Scenegalese cconomy,
a4 kev {iactor in future cconomic
and political stability. Senegal
is one of rthe countries cligible
for assistance from Ecotomic
Support Funds.



I1I - STANDARD ITEM CHECKLIST

A,

PROCUREMENT

1. E‘A;\_gn:'-_g._ 502, Are there

arrangenencs to permitc U.S,
small business to participate
equitably In the furnishing

of yuods aad services {inanced?

2. FAA sSce. bUA(: ), Will all

comaedicy procurement inanced be

trow the Liited States except as
otherwise devermined by the
President or under delegation
rrom hinm?

3. FAA Scel 60a{b). Will all
commoditics in bulk be purchased at
prices no higher than the market
price prevailing in the United

States at time of surchase?

4. ﬁ/\:\ Seo, U4y, Wiil all
apricultural commoditioy avaiiable
tor disposition under the Apricul-
tural Trade Developaent & Assiste -
dnce Act ool LY54, as anended, be
procurcd in the inited States
unless they are not available in
the United States in suiticient
quantitics to supply encergency
requireser tys of recipicuts?

Y. FAA Seoc., P)U/H,(I‘). if. tho
cooperating country discriminates
apalnst VLS, marine insurance
comp uice, will ayreement require
that marine fnsurance he placed in
the United Dtates on commodities
tinanced?

£, AN Soo, ('(’/0((‘). It ottehore
procureunent of agricaltural comnodivy

or product 15 to be financed, is the re
proviston agalnat such procurement when
the domestic yprice of such commodity (s

less than parity?

Yes, AID Regulation 1
procedures will apply.

Yes.

Yes, AID Regulation 1
procedures will apply.

Yes.

Yes,

There will be no offshore
Procurement of apgricultural
commodities,



7. FAA Sec. 604(f). Are there
arrangements whereby a suppliler
will not recelve payment under the
commodity import program unless
he/she has certificed to such
information as the Agency by
regulation has prescribed?

8. Faa Sce. 0608(a). Will U.S.
Governmenl excess persoual property
be utilized wherever practicable in
lieu of the procurement of new items?

9. FAA Sec., 603, (a) Is the
shipping excluded from compliance
with requirement in section 905 (h)
¢f the Merchant Marine Act of 1936,
as amended, that at lease 50

per centaa of the gross tonnage of
commodities (computed separately for
dry bulk carriers, dry cargo liners,
and tankers) financed shall hbe
trausported on privately owned U.S5.-
flag commercial vesscele to the extent
that such vessels are available at
fair and reasonable rates,

Lo, EAA Sec. 621, 1f technical
assistance s {inanced, wiil such
asnsistance be furnished to the
fullest extent practicable as
poods and protessional and other
services from private enterprise

o1, a4 contract basis? If the tacilicties

of other Federa! apencics will be
utilized, arc they particularly
suitable, not competitive with
priviate enterprise, and nmade
available without undue interference
}

with domestic proprams!

[ O, foternation:t Me fransport,
Fafr (ompetitive Practices Act, 1974
18 00t tation Jl'yv;§~;QAur
projperty is trnanced onoprant basis,

will provision be oade that o650 lag

carriers wild o be urglteed 1o the extent

such o cervicoe 4o oavallable!

Yes, using AID Regulation J
procedures.

No, not under the terms of
private sector CIP.

No, provided thar U.S, flag
vessels are avajilable and
sufficiont to carry cargo at
the time when shipping services
are required.

Yes, Facilicties of other
Federal Agerncies will not
be utilized,
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+le FY 79 App. Act Sec. 105. Does

the contract for procurement contain

a provision authorizing the termination
of such contract for the convenience

of the Unitod Staves?

Construction

OTHER RESTRICTIONS

1. FAA Sec. 620(h). Do arrangemeuts
preclude promoting or assisting

the foreign aid projects or activities
of Communist-Blec councries, contrary
to the best interests of the United
Staces?

2. FAA Sec. 636(i). Is financing
prohiibiced from usc, without waiver,
for purchase, long-term lease,
exchange, or guaranty of sale of
motor vehicle manufactored outside
the United States?

3. Will arrangemcnt preclude use
of financing:

a, FAA Sec, 114, to pay for perfor-
mance of aberitions or involuntary
sterilizations or to motivate or coerce
persons to practice abortions? to

pay for performance of involuntary
sterilizations as method of family
planning or to coerce or provide

any financial incentive to any person
to practice sterilizations?

b. FAA Sce, 620(g). o compensate
owners for exprovriated national ized
property?

C. FAA See. 660, to finance police
training or other law e¢uforcement
assigtance, except for narcotlics
proyrams?

d. EﬁﬁVSucL-Q_g. for CIA activities?

c. App. _Sec. 103, to pay pensions,
ete., for military personnel?

Yes.

No construction will be
financed by this CGrant.

Yes.

Yes.

Yes.

Yes.

Yes,

Yes.

Yes.
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f. App. Sec. 106. to pay U.N,
assessments?

8. App. Sec. 107. rto carry out
provisions of FAA Scections 209(d)
and 251(h)? (transfer to multi-

lateral organization for lending).

h. FY 79 App. Act Sec. 112. To
finance the export of nuclear
equipment, fuel, or technology or
to train foreign nations in nuclear
fields?

i. FY 79 App. Act Sec. 601. To
be used for publicity or propaganda
purposes within U.S. not authorized
by Congress?

Yes

Yes.

Yes .

Yes
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121D Certification and Determination
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QATL:

REPLY TO

ATINOF:

SUBJLCT:

May 16, 1983

bDavid Shear, Dircc

USAID/Scunegal v

SDF (Agriculture Development Assistance)
Program (685-0249) 121 D Certification.

A. R. Love, Assistant Administrator
Bureau of Africa

UNITED STATES GOVERNME"T

memorandum

I certify that local cost financing on the SDF (Agriculture Development

Assistance) Program (Standard Financing)

At G

685-0249 will not be

released directly to the cooperating country,

All such disburscments will be made directly by USAID/Scnegal should

any become necessary.

Approve:

Disapprove:

i
CPT ONAL FORM NO. 10 4\
(RC2. 1-80)
GSA FPMN (41 CFR)101-11.6
8010-114

TAPO L YR 0 - 1L-%26 (W)
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UNCILSESIFIM

vV TAA4E4ESCI10
PP RUTADS
LI ROFFC #Ar2gQ/@g1 04203743

ZNP TOUUD Z2ZP

P R 11€52€72 FEL E2 11 FEX =2

FPF C:ZCSTATE ¥YASTDC TOR: €954

TG RUTADS/AMErLASSY tanan ruiQhizy CUC14 CN: @5945'

INFO RUEHAB/AFEMBASSY A#IDJAN 72281 ACTION: 81V _

BT INEG: LY

ONCLAS SECTION Q1 QOF 742 STATY 2492289 CuRO!
Y ALN. AT

E.0. 1235€: /A

TAGS :

SUBJFCT: SINIGAL - XSF (685-2262)
REF: DAKAR 10907

1. SOMMARY kCPR REVIEW OF SUBJECT PAIP HELD FEBRUARY.- ..

[]
2. 1G€3, ANL WAS CYATREL BY DAA/AFRK FOR COASTAL AND WEST ACTION | ~
AFRICA. FAIP APPRCVED; MISSICN FAY PHEPARE FAAT WITE ST ]}(}
FOLLOWING CAVEATS: R
INFO
--A, LIFE OF ACTIVITY FUNLING SHCOULD B¥ ONLY DCLS 5.9 —
MIILIOK AVAILABLE T0IS FISCAL YEAR. md;;
~-=t. USIS OF FORFIZN EXCVANGE FOR COMMOTITY IMPORT, ?3
TROZABLY FERTILIZER, APPROVED; WOWEVER, PAAD SiQULD |y
JUSTIFY TFPORTATICN OF FERTILIZER, AS OFFOSED TO OTHER | s
COMMODITIFS, TY PRIPARING NECESSARY 1ECHNICAL AND e Caa”
FCONOMIC ANALYSES. IF AMALYSES TO NOT SUPPORT FRELIMINAGY \Lﬁo
PUAR 70 IHPORT SINGLI COMMODITY, I.E., FFETILIZER, MISSION |
MAY PROPOSY USIKG AID COMMOLITY ELISIRILITY LIST (SFE |20 \
BB 1%, APFINDIX E). p D
~-C. USE OF LOCAL CURRENCY GINERATIONS FOR oo
' '.0
FSTAPIISKMINT OF GRAIN RRSERVE NOT APPROVED. MISSION 9
SFOULD IDENTIFY OTHER USES OF LOCAL CURRENMCY wHICH WOULP | e
SUPPOTT BROADER NEGOTIATIONS RIGANDING FOLICY | g
. ORJECTIVES, TEROUGE USE It CURRENTLY APTROVED -MISSION e a1
* SUFFORTET ACTIVITIES OR RURAL ACCFSS POADS, CURRENTLY e
FROPOSET FOR SUPFORT UND}R AGPICOLTURY DEICYINTRAIIZATION .

AND CREDIT (685-3243). ACTIVITIFES IN LAND MANAGEFENT
ANL RSGEIKTRATION MAY RE CONSIDEFID :h RELATION TO
RECOMMENTATIONS RESULTING FNOM ENV:wONMENTAL REVIEW.

~

£. TIJED T0 BY SURMITT:T TC *ID/W FOR KYVIlW. 1YXPICT
COCUFMTNT TO BY XRVIEWED PRIOR FINAL PPEPLRATION OF
AGFICUTTUFz DFCEZTPALIZATION ANT CREDIT (£65-g215)
TRIS WILL 3% HILPECL IN REVIEWING ASTICULTUVE
DICFNTFALIZATICN AND CRED'IT IN CONTEXT OF OVERAL
PROGRIM OBJECTIVES.
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RAISED AND SUGGFSTIONS MADE TO 3E CONSIIERED IN
PR¥PARATION OF FAAL.

~=A. FISSTON SHOULD RELATE ESF FHOPOSAL T0 ENTIRF
REFORM PACKAGE TO BY SUEJICT OF LIGOTIATION WIYI TF}
GOVERKMENT OF SEXFGAL (30S). NEGOTIATIONS SLOULL NOT EE
CUPPAMIMINTALIZEYL B ASSISTANGL 1rsiRUMELT. TEUS,
MISSTON SHOUTL COPTINCY TC PPFST FOR REIVCIIGN AND
FVENTUAL FLIFINATION CF FPERTILIZEF SUnSIDY "HILE FULLY
PEALTZING THAT OFJYSTIVIS OF ORIGINALLY FROFOSFT LoF
PACKAGTY WILL NOT o} ATTAINAELE IN THF ONL .- v LI¥K OF
TPE SPERCVED GHANT FICFCLAYL. AS TART Of THIS EVFORT,
FEAT SSOUTD INLICATE YYFORMS ALD LIVRL OF ACETIIVIMINT TO
EOAUTRIFUY S T0 FROUCED FSF CHY YFAR LOLS 5.2 MILLION
PRCGFANM.  VAAL POLICY OLJECTIVIS (1) OF THCHR2ZING
FYPTILIZER COSTS FATL BY US2RS FROM 1 PERCENT TO 75
FEFCENT AND (2) TRANSYERYAL CF TERTILIZ ¥ i DISTEIBOTYON
SYSTIM TO PRIVATY FIRMS ANU FLIMINATING Tl GCVERNMENT
DISTRIFUTOR THAT SHOUIL Lk CORSTDENEL WITHIN THLE WIDLER
CONTRXT AND AB® TCLICY CEJFCTIVES HAT SHOULYD ©E PUKSUED
ACCORDINGLY. THE LINKASE 10 THW OVIRALIL LMF/%ORLD BANK
SECNSOREL RFECFF FLAN AF: TQ B CCNSILEREL AND DISCUSSED.

--T. IN CONSTLZRING USE OF FOREIGN EXICUANGE FOR
PRRETITIVE® IMEOTTS, PAAD ANALYSIS SECULL LETLRMINE PO™R
TEF TCONOMIC ANT FPINANGIAL TATF OF MITUKN FEOM INCRIZOLD
FERTILIZER ATFLICATIONS. yOR LXAMFLE, WilAT ARE AVERAGE
YIFLI INCFEASES KFSULTING FROM FERTILIZER APPLICATION?

TG

0
STCONPTY, THY AL SHCULE INCTUTF AN INSTITUT OMAL
ARETTISIS 9F THE FRETILIZAR MARLLT ANG VIETILIZER MIXING
FIANT SERCIFICALLY, Thi CPARACTFTISTICS OF TF® FRIVATE
SYCINT Th THI FFRIILIZER MARNUFACTORT P TTISTRITOTION
STSTEE SBOULDL .#E CLARIPIED AS TUF FRIVAT R ~RCTOE 15 A
CRITICAL ASTECT OF THF POLICY 1¢SU¥S FAISED. CAUSES OF
THY UNTIRUTILIZATION OF THL PIANT SEOULT BY IDENTIFIRD.
You. IS TEE FRCPLEM LACY OF IMPORTED FATERIALS OR IS
TFIPE A TACK CF FFFFCYTI77 T¥PENTT IS TIY FACTOPY VIABLE
ONLY TF PROTHCTLED BY IMPOLT LICENRING OR TAPIFFs? IS
IN=CCUNTRY FIXTLG CF FREPILIVELS PCONOMICALLY JIANLE®
IS ITV MK OPFaAY LGN wRICH SHOGLL ¥) SULPORTERDP?  WILL THY
FERTITIZER COFPANY DE WILLILG TO SHTIFT ITS SOURCES OF
SUFFLY?  WHAT IS Trv (ot DIFFFRENTIAL BETWEEHN U.S.
SOURCES OF SUPPLY AND CUKRENT SOURCES?

VEAT IO "EE CCIT-BFNRIIT RYLATIONSITL OF YELTTLIZER AND
INCTXACIT YIRLLSY 204 TOFS SPIS AFFICH FARMIRS
PCTIVATION TO PURCTLS: PIRTILIZEN AT TNCREASEL €COSTS?
, T v A
I

==C. FINAL STLYCTLION OF U} O FGRIIGH EXCHINGY SHOULD
2%?, AFONG ANY OTHERS FMISSION IDENTI¥IFS, CHITERIA OF

e 204G

NNAR
UHCTLASSITFIND AlL 4€2¢9


http:IIN'rk.Ai

PROVICING :XPRDITIOUS BALAKCY OF PAYMENTS RELIREF.

‘-=D. FOW Y¥ILL TCOF HIGHYR U.S. SBIPPING COSTS AFPICT
PRICE OF FERTILIZER AND HOw DORS THIS LYLATE TO CURRENT
SURSIDY AND COLJECTIVE Ck REPUCING SU:SIDY THROUGH
ASSISTANCE?

~~%, FMISSION SLUULDL CONSILEIR YROGEAMMING OF 10CAL
CURRINCY GENERAT JONS YOi Onk 07t TWG DISCRETE ACTIVITIES
WHERF CENEYITS CAN bh EASILY ILENTIFLED, AKE VISIULE AND
FUNIS CAN 5F WAFIDLY ¥YROGRAMMID AKY LISEURIYIE TPOS
ATLOVING TEE FMISSTON ANL GOS V0 KLEGOTILTE IN EARNEST
WITHIN THE wWIDEP COKDEYT CF ™K PNTIFE KEYOREM FROGRAM,
ACTIVITIES TO tr TLEWTISIED Th TLE PAAT ANL AFPEFROVAL
SCUGKT TERGUGE ALT:CHIVATION ACTICN TC LTILIZ® LOCAL
COURPIECY GENXRATIONS EOL SPRECHIF¥IST ACTIVITIES.
BENEFICTARY 1#PACT SHOULD rF ANMALYZED AND CONSIDERED 1IN
SELECTING USES OF LOCAL CUKRKENCY GENERATIONS.

-=%, PFAAD MUST INCLUDF ENVIRONMENTAL FI!VIBY. THROUGH A
CATIGORICAL :¥CLUSTIOH MAY 1F AFPROPLIATR, THOUCHT SHOULD
E¥ GIVEN TO TUE GENEDRAL LFFECTS OF FYRTILIZER ON
DEGRADED §0IC (¥-G-+ GUOUNDNUT BASIH SOIL DECALATION).
N

4. 1°cUES VAPYUS ENL QUXEVIOND FA SFL OFY KIVIEFAING
OFFICKFRS WITEL BESPECT 10 ESTAISTISHMENT OF GRAIN RESERVE
FXING TOUCHED ¥O% MISSICH CONSIDLBATION.

5. MEIT FIZSTION REQUEST FOR ANY ASSISTACE REQUIRED IN
FPEFPARING PAAL, SEULTZ

BT

#0286

NNNN
UNCLAS SECTION €2 OF 02 STATE 040289

V

( u
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AID/W Go-Ahead Optjon Telegram
















