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LIST OF ACRONYMS 

CNCAS Caisse National de Credit Agricole du Senegal, 
National Agricultural Credit Bank of Senegal 

or the 

CIP Commodity Import Program. 

CPSP Caisse de Perequation et Stabilisation des Prix, 
Price Equalization and Stabilization Board. 

or the 

ESF Economic Support Fund 

GOS Government of Senegal. 

ICS Industries Chimiques du 
produces fertilizer. 

Senegal, the parastatal which 

ISRA Institut Senegalais de Recherches Agricoles, or 
Senegelese Institute for Agricultural Research. 

the 

NAP the New Agricultural Policy. 

ONCAD Office National de Cooperation et d'Assistance au 
Developpement, the now defunct parastatal resocnsible 
the distribution of agricultural inputs. 

-or 

PAAD Program Assistance Analysis Document 

PL-480 Public Law 480 

RDA Rural Development Agency. 

SAED Societe d'Amenagement et d'Exploitation des Terres du :elta, 
the Rural Development Agency operating in the Fleuve rsi on. 

SEIB Societe Electronique et Industrielle 
crushing firm operating in Diourbel. 

du Baol, an oiI 

SODEFITEX Societe pour le Deveioppement 

cotton parastatal, 
des Fibres Te: tiles, Se-eal s 

SODEVA Societe de Developpement et de Vulgarization gricle. 
Rural Development Agency ooerating in the peanut b . 

e 

SOMiVAC Societe de la Miise en Valeur de 

Development Agency operating in 

Ia Ci:samance, the :.r-, 
the Casamance. 

SONACOS Societe Nationale de Commercialisation des Oleagineux :j 
Senegal, Senegal's major oil crushing firm. 



SONADIS 
 Societe Nationale de Distribution du Senegal, 
a major

trading company with nation-wide outlets.
 

SONAR 
 Societe Nationale d Approvisionnement pour le Monde Rural,

the government parastatal responsible for distribution of
 
agricultural inputs.
 

STN Societe des 
Terres Neuves, GOS organization to resettle
 
farmers in East Senegal,
 

USAID 
 United States Agency for International Development,
 

WAMU West African Monetary Union.
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PREFACE:
 

USAID/Senegal assembled a team of economists in October 1985 to undertake
 
the evaluation of the first three USAID/Senegal Economic Support Fund
 
Programs (design. --d as ESF I, !I, and III). The team was comprised of two
 
economists, one from the Economics Section and one from the Program
 
Office. The evaluation was based upon an in depth review, of written
 
documentation and lengthy interviews oone in November and December 1785 
wi th : 

Prosper Youm, Directeur de La Direction de Ia Prevision, Miristry of 
Finance 

Abbas Ba, Directeur do Ia CPSP
 

Noiman Rifkin, USAID/ADO
 
Jacqueline Damon, USAID/ECU
 
Jean Francois Damon, USAID/ADO
 
John Balis, USAID/ADO, and
 
Joel Schlesinger, USAID/PDO
 

Ideally more Senegalese officials should have been contacted but this was
 
not possible given time constraints. The evaluation therefc,*e represents
 
views held predominatly by these, selected USAID personnel.
 

The author would like to give special thanks to Campbell McClusky. His
 
support., patience, and understanding were truly invaluable tome, as were
 
hin tremendous editing skills.
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E)'EUTIVE SUIMARY 

Pr:ject Title and Number:
 

Economic Support Fund I (685-0'262) 

E:onomic Support Fund II (685-0278)
 

E:onomic Support Fund III (685-0287) 

Pr:je:t Description and Development of Problem:
 

USAID/Senegal's Economic 
Support Fund (ESF) program was designed to
 
as-:st 
the Government of Senegal (GOS) with the structural adjustment of
 

-
t. Senegalese economy. It was clear by 1983 that Senegal faced an 
e::n..,ic crisis: steep oil price hikes, several years of drought, and the
 
czIa~se of groundnut and phosphate prices Qn the world market had 
u-:ermined the Senegalese economy. Compounding these external economic
 
pr-'ssures, GOS parastatals, which provided inadequate, costly services,
 
w=e forcing the COS deeper into debt. USAID/Senegal chose to focus the
 
E:: program on the privatization of the agricultural sector in order to
 
he P the GOS achieve one of its own major policy objectives: food self
 
re. iance.
 

P'-pose of the Evaluation and Evaluation Methodology:
 

The Mission azsembled a team of economists in October 1985 to 
az:ertain the Progress of the ESF Program in Senega) . The f ol lowirg 
e-.iiuat on is the result of interviews with design team members and
Se.ealese officials and a review of documentation concerning these 

Pr::rami. 

This lessons learned evaluation is divided into three areas in order
 
t: E l'1 (a) what imcact the procrams are having in Senegal, (b) how ESF 
m:' S were uaed, and (c) whether E'SF conditionality was met and 
i-:.e nted. Tie ist ci lessons tearned and recommendations are included 
a; - e end of this exezutive summary; they cover the lessons learned which 
in a" 1y to ;at-ure 3F prooqar ns. 
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Findings of this Evaluation:
 

ESF IMPACT: There is little doubt that the ESF program brought
 
timely, muth needed economic reforms to Senegal, helping it stave off
 
impending economic collapse. Senegal has reduced its budget deficit by an
 
impressive 50 percent and its balance of payments deficit by 45 percent
 
over the past two years, Statistics alone do not capLure the profundity of
 
change in Senegal which can be linked to the ESF program. The agricultural
 
reform program adopted by the GOS is primarily the one suggested and
 
promoted by ESF design team members in the on-going policy dialogue. ESF
 
reforms in the agricultural sector are reducing farmer relidnce on the
 
GOS, its parastatals, and its pricing policies. These reforms are
 
encouraging greater use of private channels for the marketing of
 
agricultural inputs and produce, assisting the GOS in meeting its own
 
goals outlined in Senegal's New Agricultural Policy. This privatization of
 
agricultural services is improving economic performance by reducing the
 
parastatal drain on the GOS budget and the 
banking sector. Few Senegalese
 
or U.S. officials disagree with the direction of the reform program.
 

The ESF program has also affected the USAID Mission, requiring
 
suporior economic and French language, skills among ESF negotiators,
 
USAID/Senegal brought on its first full time macroeconomist and
 
agricultural economist to assist in designing and monitoring the ESF
 
program. The program also demanded an integration within the Mission of
 
expertise and responsibility from officers in the Economics and Commercial
 
Unit, Project Development Office, Agricultural Development Office, and
 
Program Office. This integration was necessary both for formulating the
 
ESF program and ensuring consistency within the mission of project and
 
non-project assistance. Finally, coordination and cooperation among donors
 
and the GOS was an important element to the success of the program. Many
 
of the reforms could not have been realized without the commitment of all
 
parties.
 

ESF MONIES: A combined total of US$30 million was dispensed with ESF
 
I-Iil in an effort aimed primarily at supporting adjustment in the
 
agricultural sector in Senegal. The funds went to repay crop c-ecit and
 
the cost of the national seed stock. Half th grant monies under ES I 
were to be derived through the commodity i.Port program, the other half 
through direct reimbursement. USAID/Senegal amended ESF I and shifted from 
the CIP to direct reimbursement because of (a) the need to u sbu grant 
funds rapidly in order to assist Senegal meet its IMF s.andb' zar e , (b) 
the ease with which Western African Monetary Union Members can octa n 
foreign exchange, and (c) the expense for Senegalese importers o; 
purchasing American products through the CIP program. Cash transfers were
 
used in all subsequent ESF grants. ESF I was also amended to shift use of
 
the funds away from project-oriented budgetary support (construction of
 
rural roads) to general budgetary support (reimbursement of crop credit,
 
that is credit owed by the government and its parastatals to the banking
 
sector for purchasing crops). Under ESF II and ESF III, monies were spent
 
as described in their PAADs.
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ESF CONDITIONALITY: 
All ESF I (amended), If, and IIl conditionality

was satisfactorily met. ESF conditionality was targeted at the
agricultural sector 
and reducing the 
role that the Government of Seegal

(GOS) plays in agricultural production and 
marketing.
 

ESF I (amended) conditionality was aimed at 
the CPSP (the GOS Price

Equalization and Stabilization Board) 
to improve its management while
reducing its activities, specifically through the privatization of its

purchasing and marketing roles, Extensive studies 
and audits of CPSP
 
operations were undertaken to assist 
in this effort.'
 

ESF II contained little conditionality per se. ESF II requestee the
announcement and implementation of 
reforms in the agricultural sector.
This special covenant was a basis for 
the preparation of Senegal's New 
indtustrial Policy. 

ESF III focussed on reducing the role of regional rural deve opnentagencies (RDAs) 
in agricultural 
input provision and produce nar.eting,

ESF III conditionality has been 
successful in promoting 
the
 
privatication of 
the agricultural 
sector in Senegal.
 

I) The GOS signed a contract plan with SAED, the RDA oper :ng in
 
the Fleuve, and has contract 
plans pending with SOMIVAC an:
 
SODEVA, the RDAs operating in the Casamance and 
Peanut Bas*n.
 
These contract plans will begin 
to disengage RDAs from 
inp:
provision and direct production activities and 
to emphasizE RDA
 
extension services,
 

2) SONAR, the major 
distributor of agricultural-inputs, 
an: STN,
a resettlement agency, were both 
liquidated thereby privat::ing

agricultural input sales 
and distribution.
 

') Farmers have been given responsibility of maintainin -eir
 
own seed stocks. SONACOS has 
been given the responsit4 !ity zf
 
ma1ntaining a security seed 
stoc:< ,
 

One major conclusion o; this evaluat:on 
i5 that the GO' has
consistently endorsed 
and ioved to implement ESF conditionality; w :-,e

implementation delays have occurred, a I arti Es nae been equal: yresponsible, The GOS, through its Ne= Aricu lural Policy, has be::,e akey advocate of the need 
to reduce pub!ic sector interven-jon ir
 
agriculture, 
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Lessons Learned and Recommzndations of The Evaluation:
 

1. USAID ESF design team members already have a wealth of information and
 
studies which explain problems with the status quo. In subsequent ESF
 
prugrams, additional analysis (economic studies, cost benefit analyses,
 
and political analyses) is needed to select conditionality and judge the
 
impact of proposed ESF ref:rms, that is, on the economic and political
 
consequences of the progrE. and on means of minimizing short-term
 
disruptions which are like'iy -o accompany the implementation of structural
 
adjustmenL reforms,
 

2. The timing of implemen-:-i:n of structural adjustment reform has
 
matched GOS ability and readiness to respond with reform measures. In
 
futur2 ESF programs, a maz:er plan or PERT chart should be created which
 
links potential reform measures to target conditions identified in studies
 
or established with the EE- program. Pace should be made more sensi tive to
 
the economic and politica" consequences of conditionality,
 

3, Specific ESF refcrms ac-ear to support orevailing GOS aid US stratogies 
for improving agricultura: production: in Senegal, Design documents need to 
clearly define "end-of-re -rm" conditions, and, as much as possible, these 
conditiois should be quan:fied . As an exampie, the documents need to 
identify target ranges - w.thin a stated time-frame - for improvements in 
acricultural production or for the provision (in these cases by the 
private sector) of agricultural inputs. Once these end of reform 
conditions are defined, baseline data should be systematically accumulated 
to show progress in achie , ng ESF program goals and criteria established 
with which to judge the su:cess of the ESF program. 

4. USAID/Senegal has underway or plans to undertake a variety of projects
 
in the agricultural sector to assist with privatization, The ESF program's
 
overall effectiveness woul d be maximized with the design and timely
 
implementation of mutually supportive project and non-project assistance.
 

5. USA-D neecs to delink e ESF program from the IMF stancby targets to
 

ensure tne level o- aoalys:s required to produce a sound, well thought-out
 
ESF orogram. This may re that negotiations berin Tuch earlier so1e ESF 
as to a:cc ol i tni s le. o: anaiysis well before IMz target deadlines 
or "his my recuirse comzle e soparation, delinking, of tlhe two programs. 
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INTRODUCTION
 

ORGaNIZATION:
 

USAID embarked on a new path of economic assistance to Senegal by
 
instituting its first Economic Support Fund grant in August 1983. Two more
 
grants were approved within the next year and a half. This evaluation wi!
 
review the first three ESF grants authorized for Senegal by looking at
 
progress made in structural adjustment and the lessons Ilarned by USAID
 
Senegal.
 

The evaluation of the ESF program examined the following three areas: 

1. ESF IMPACT: What has been the impact of the ESF program on USAID 
and on Senegal? Most importantly, is compliance with USAID 
conditionality having a positive economic impact in Senegal and 
achieving a changed economic picture? 

Here we need to look not only at whether conditions have been met but 
also whether there has been an improvement in the economy at large. This 
goal remains elusive because no short-term and long-term benchmarks were 
enunciated in the PAADs for the first three ESF programs. At the moment 1" 
is too early to comment on the overall impact of the ESF funds on the
 
economy.
 

2. ESF MONIES: What happened to the ESF monies? Were they spent as
 
intended?
 

The ESF grant has been used to assist the GOS meet its IMF targets
 
through the repayment of agricultural debt ancumulated through the
 
financing of crop credit and the national seed stock. 
Both ESF II and I!:.
 
the monies were spent as outlined in their original PAADs. The intended
 
use of the ESF I grant was changed and the PAAD amended.
 

3. ESF CONDITIONALITY: Did the G03 meet thp conditions for
 
structural adjustment as agreed upon in the PAAD? Has USAID/Senegal
 
adequately monitored GOS per cr nire
 

USAID!Senegal was able to mon:tor condinionality and the GOS comp~ie: 
with almost every clause as the teia:1d explanation of the ESF target 
areas will show. Where conditionality has not been met, resoonsibilit 
rests e4ually with bctn the 20S and UGAD/5enegal. The SOS has 
demonstrated increasing commitment to the structural adjustment process
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during the three year ESF program and has incorporated much of the
 
conditionality into its official policies, in particular the New
 
Agricultural Policy and its Economic and 
Financial Adjustment Program for
 
the Medium and Long Term.
 

This evaluation will look at each of these three areas in turn. They
 
will act as organizing windows through which we can evaluate the ESF
 
program and will constitute the FINDINGS 
section of this evaluation,
 
Organizational logic would suggest placing ESF IMPACT at the end of the
 
evaluation but because it is the most important and interesting section, 
we have chosen to place it up front. ESF MONIES and ESF CONDITIONALITY are 
quite detailcd but useful in explaining the evolution of Senegal's ESF 
program. The document will conclude with a summary of the Lesson Learned 
and Recommendations. ESF IMPACT will involve a discussion of the inpact of 
the ESF program on USAID/Seneqal and the entire ESF formulation process. 
It will then look at the impact of ESF conditionality on the Senegalese 
economy by discussing the pace of ESF structural adjustment and the need 
for criteria with which 
to judge the impact of the ESF program. Under ESF 
MO NIES, we will review how ESF monies were spent in each of the three ESF 
grants. Most of the oiscussion, of ne-essity, will center on ESF I which 
saw 
a shift in both how local currency was generated and on what the
 
currency was spent. ESF CONDITIONALITY wili involve a lengthy discussion 
o; the ESF target areas describing why these areas were selected and how 
conditionality has bEen implemented. Before addressing these topics, 
however, a brief background description of Senegal's economic problems is
 
required.
 

BACKGROUND TO SENFGAL'S ECONOMIC CRISIS:
 

EXTERNALLY CAUSED CRISES
 

The economic crisis of the Parly 1980s which affected Senegal 
was a
 
product of both 
external events and internal policies. The second round of 
OPEC price increases hurt Senegal's balance of trade situation. Senegal's 
oil bill rose from U.S.$76 million for 1976 to U.S.12!O( million for 1982, 
a 25 percent annual increase. These price increases he ghtened the impact
of tie severe droughts of 1979/6'! onz, 13qi/3 wnich crippled aqricuitura
production and -ur her wea' ened SEn Eal 's export caPabil ties. These 
drought years were followed by a n,.!mper peanut crod in a year in which 
groundnut oil (as well as phosphate) pice3 plummeted to their lZ est 
point in more than a decade. E oPort eanings as a percentage o G:DF' fel 
from - .2 percent for 1977 to 26.4 Der.:ent for 1981. 

Senegal was again hit cy drought ,n the 198/1954 growing season and 
produced a groundnut crop -7 lower than envisioned under ESF I. The 
picture brightened somewhat for Senegal when the United States experienced
 
production shortfalls forcing groundnut prices up 
from a low of $445/MT in
 
March 1983 to an averace of $1,010/MT for the period December 1983 to
 
November 1984.
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INTERNALLY CAUSED CRISES
 

The Government of Senegal (GOS) made 
several noves in attempting to
 
cope with these external problems that made short-term political 
sense but
 
were unwise in the long term, The 
GOS decision in 1978 to forgive farmers

debts and 
in 1979 to raise the public sector wage bill by 36 percent were
 
among such moves. The GOS tried to maintain consunption during this period

of economic crisis by subsidizing many 
imports ra.her than attempting to
 
cut 
them back. Real GDP per capita dropped 18 :er:ent between 1977 and
1981. Senegal's account
current deficit rose fron 3.6 
to 18 percent of GDP
 
during the same period.
 

These decisions exacerbated the rapidly accuaIating debt 
being

generated largely by Senegal's parastatals, ONCAD, the monopoly supplier

of inputs to farmers, amassed a debt 
of FCFA 140 nillion which the GOS was
 
obliged to assume with its dissolution of ONUC D i- 1980, 
The CPSP,

regional rural development agencies, and the cent-al government also
accumulated hefty deficits due in large part tD ceneral mismanagement, the
growzh in the size of the civil service, the nonrepayment of loans from
farmers to government operated parastatals, and 
p:or pricing policies, GOS
 
resources, already overtaxed, floundered under the heavy burden of price

stab:lization, subsidization, 
and credit nonre ayent. Th= total inteornal
 
arrears of the central government and parastatsls amounted to FCFA 150
 
billion (or FCFA 20 billion more than total gover-nent revenues in the
 
preceding fiscal year) by June 1981.
 

SENEGAL'S CREDIT CRISIS
 

Fundamental to 
these crises facing Senegal has been the lack of 
monetary liquidity in the system, The issue of credit still arises at 
every levet of Senega 's economy and will be an s er present theme 
throuchout this evaluation report. TraditionalIy, credit, be it from
formal or informal sources, lubricates 
 the sys eI. It allows farmers to 
purchase inputs, wholesalers to purchase farm :c nodities, and retailers
 
n from.. purchase whoesalers. The Government s-i :s parastatals have 

absorbed so ,uch of hn aveilable credit tor tne:- own onerations and 
ser, 
 es that ith er sec ors of the e7on.zny na,-,e een soreezed out and no 
longer function oroperly, 

Senegal's carastatais have gobnled un cre: t mairtain seed-n stocks,
proviae in uts n rchase p oduce, and stabili:e ces. of
Much this 
credit has nct been re ald and, It least hro,-:h :ne ba,< ing sector,
little more t-a a at tle. Much of the non-r e ', ement nas been caused by
the eo e:': the drouq' k and the f;Al iri qu; d :rices for Senegalese
commodities on Senegal ; ebility tu repay debt; ;.ch can be attributed to

corruption and cheating 
as well. This increasing, illiquid credit system

allowed these parastatals to leverage the 
GOS int: paying inordinate
 
subsidies in return for credit repayment essentia' to Senegal's meeting

IMF standby targets. This of 
course further exace-bated GOS demands for
 
revenue and bank credit.
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INTERNATIONAL RESPONSES
 

The GOS faced a fiscal crunch by June 1981. It could no longer hope to
 

continue its support of developmerta, parastatals and other public service
 
institutions on which the people had come to rely. Indeed it could no
 
longer hope to continue to pay its heavy external debt obligations. The
 

Paris and London Clubs rescheduled payments which were to come due in
 

1981/82 and 1982/63, The International Monetary Fund (IMF) became the
 

first agency to respond to Senegal's budgetary support needs by approving
 
in August 1980 an Extended Fund Facility totalling SDR 184.4 million (FCFA
 

55 billion) over a three year period. The French Caisse Centrale and the
 

World Bank also offered structural adjustment support that fall. Two years 
later, USAID/Senegal became involved in non-project assistance in Senegal 
for the first time.
 

THE USAID RESPONSE
 

Three annual U.S. Economic Support Fund gran s (designated ESF I, II, 
and III) have been directed toward the improvem:it of Senegal's financial 

situation and the averting of a complete liq.iid ty crisis, The ESF grants 
were aimed at the rei mbursement of outstandin rr up credit and credit used 

to finance the national seed stocks. ESF :ondltionality has promoted
 

reforms aimed at injecting more cash into the s'ste, by restraining 
government demands on capital resources.
 

TACKLING A NEW PROGRAM: The five million dollar ESF I represeated 

more than simply ,)rant money donated to Senegal. It launched USAID/Senegal 

into the realm of structural adjustment, budgetary support, and 

conditionality. Having never before been involved in the policy dialogue 

process, USAID/Senegal opted in the first two ESF grants to allow the IMF 

to take the lead. Both grants held as conditions precedent rr special 

covenants the GOS' adhering to the IMF standby program. This decision was 

taken in part because of USAID's confidence in and suoport of the 
direction of IMF conditionality. But it also reflected the nend of the 

USAID E..F design team to obtain the experience and in ormation through 
which they could understand the ).ntr. caci es of the macroeconomic dynamic 

at work in Senegal and present fuitful conditionality, I D/Senegal 

gained more confidence as it gained e.,,perien e in the process of 

formulating and negotiating ESFs I-IIi, 

BREAKING WITH THE PAST: The condit onality presented by Ij3 1tD in ESF 

I demonstrated USAID's orientation towards project assistance, In its
 

original form, ESF I attempted to bridge project and non-project
 

assistance by proposing that the five million dcli arc be us as budgetary
 

support in a clearly defined, project orienteC way: to maintain And
 

improve the road system in Senegal. This is not to imply that proiect
 

assistance should be excluded frum structural adjustment npootiations; if
 

used, it could prove a most powerful ton!. UL, with ESF I, suppc,'t for
 

feeder roads reflected AID's hesitancy to break with its project
 
orientation.
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USAID TAKES THE LEAD: USAID played a supportive role in ESF I and
 
II, allowing the IMF and other donors to press for structural acjustment
 
reforms. USAID took the lead with ESF III after having gained the
 
knowledge, skills, and contacts to create strong and effective measures to
 
improve Senegal's agricultural sector. Its reform program tas adopted by
 
other donors and incorporated into official GOS policy through the New
 
Agricultural Policy and the Economic and Financial Structural Adjustment
 
Program for the Medium and Long Term.
 

SENEGAL'S RESPONSE
 

The GCB has been a strong advocate of the structural adjustment 
process. President Abdou Diouf and the heads of the various Ministries 
have actively participated in the formulation and implementation of reform 
measure3 in Senec-6. Inc cd, mu.;ch donor conditionality has been 
incorporated into official G0S policy. President Diouf's announcement of 
the New Agricultur l Policy in April 1984 exemplified GOS support for 
fundamental changeS in the agricultural sector. The GOS presented its 
Economic and Financial Aajustment Program for the Medium and Long Term to 
a World Bank Cons[ltative roup meeting in Paris in DecembEr 1984, Donors 
welcomed the report as a signal of GOS commitment to the major 
agricultural reforms then under discussion, many of which were
 
incorporated into ESF III. More recently, in February 1986, the GOS
 
announced its New Industrial Policy in response to World Bank
 
conditionality which aims to revitalize Senegil's ailing industrial
 
sector. 
The GOS has joined the major donors in a cooperative effort to
 
reshape Senegal 's economy,
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* 7 . ESF IMPACT 

OVERVIEW
 

One conclusion appears to 
be affirmed by all participants involved in
 
the policy dialogue process: ESF funding is one of the most, powerful tools
possessed by USAID to accelerate needed change, It was heralded by all as

timely, 
a carrot and stick p6licy required to prevent Senegal, from
 
experiencing impending economic collapse while urging adoption of 
reforms
 
necessary to spur on its economic performance. Over the past two years

Senegal has experienced aS5 percent reduction in its budget deficit and 
a

45 percent reduction in its balance of 
payments deficit, quite an

accomplishment for 
any nation, let alone one operating under the severe
 
constraints precipitated by the drought.
 

In the upcoming pages, this evaluation will take a careful look 
at the

impact of the ESF program. It will discuss first the 
impact of the ESF
 
program on USAID and 
on donor cooperation. Then 
it will turn to the impact

of the ESF program on Senegal by specifically addressing two issues: the
 
pace of structural adjustment and the' need for 
criteria with which to
 
judge the program.
 

ESF IMPACT ON USAID
 

BENEFITS FROM THE POLICY DIALOGUE PROCESS: 
The U.S.$ 30 million

allocated for the first three ESF grants'has clearly affected Senegal., but

it ha's also transformed USAID/Senegal. The initial 
five million dollar.ESF

I 'represented more..than 
simply grant money, donated to Senegal. It embarked
USAID onto a new, untried'path for the Mission in Senegal, moving it a.way

from strictly project assistance and in.to 
t'he realm 'of direct budgetary

'support and conditionality. 
It obliged the United'States-Goverhmeht to
'become involved in the ongoing policy dialogue occurring'between those
 
donors already engaged in budgetary support work, specifically the French
 
Ca'isse Centrale, the World Bank, and the 
International Monetary Fund. It

acted to some degree as an ante, acknowledging U.S. interest in the pol-icy

dialogue process while forcing donors 
to take U.S. intentions seriously.

As a result of this involvement, USAID was allowed to become privy to

information held by those organizations and to become more cognizant of

the depth and pervasiveness of Senegal's economic troubles. With ESF 

USAID became more macroeconomic in its orientation, viewing assistance 

I,
not
only in terms of its impact on sectors or groups, but also 
on 'the national
 

economy. It 
was thus able to acquire a more global yet profound

understanding of the intricacies of 
the Senegalese economy.
 

ECONOMIC SKILLS: Different kinds of 
skills were required as

USAID/Senegal became more involved 
in the policy dialogue process. USAID

found it.needed individuals with a deeper understanding of the economic
 
implications of its program. ESF conditionality requires individuals
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familiar with econom:c theory who can judge the likely impact and 6-.tcome 
.	 of .structural ad ju stnnt-:r oor ams....Those.e.wi th -ec'onomic .sk iIl s. nented, 

the roles of the those wi h technical skills. USAID/Seneg'ai brcu Li t on itS
first full time macr:econ-mic and agricul.tural economist to assist in 
designing and monitoring -he ESF program. 

LANGUAGE SKILLS: Implementation of the ESF program in Senegal
 
intensified the need -.
or :rench language capability on the part of ESF
 
design team members in carrying out the policy dialogue process. When
 
persuasion and diplonacy :ecCme important tools of program design and
 
implementation, strc-g pr:grams are negotiated by those who can
 
communicate effectively i:th their counterparts. Money does talk,
 
mentioned one design tear member, but it cannot convince. The policy
 
dialogue process req.ires that information be obtained and analyzed 
thoroughly and that argurznts be formulated carefully, All of this 
requires language skill. art of the effectiveness of USAID's policy
 
dialogue with the C0- an: other aid donors is due to the fact that the
 
French language capE: 1i-es of the USAID ESF design team are excellent.
 

NEGOTIATING SKILLS: F:licy dialogue is not a new process for
 
USAID/Senegal. On-gc: ng negotiations with the GOS and other donors have
 
been an integral par- of all projects designed and implemented by USAID.
 
The ESF program changed the magnitude of this policy dialogue process:
 
many more actors are invelved in formulating and imp-lementing structural
 
adjustment reforms. Each actor, representing different donors and GOS
 
ministries, comes tc the dialogue with different interests and view
 
points. ESF team meu-bers learned how to persuade, coax, and compromise to 
hash out a common prograz, one ensuring the commitment of all*. Commitment 
is-te operative wor here because not only do participants have to agree 
to th-e program as designed, they have to be committed to its 
implementation. EBF -esicn team members gave the IMF the lead in
 
negotiating ESF i ai II.With ESF III the ESF team became the impetus f'or
 
policy reform in Senegal, proposing and negotiating conditionality adopted
 
by all major doncrs and incorporated by the GOS in its New Agricultural
 
Policy. ESF team meaers have demonstrated their capabilities as effective
 
negotiators both in tesi;-inn and implementing structural adjustment
 
reform in Senegal.
 

INTEGRATING SKILLS: ::r.ulating ESF policy places more pressure on 
the Mission because it re:ujiles a significant degree of horizontal as well 
as vertical integrat::n e: :ooperation. The policy dialogue process has 
involved the Eccno ::s a-: '.mmercial Unit, the Project Development 
Office, the Agriultire :"velopment Office, and the Program Office within 
USAID/Senegal. Trne irst ESF grants have focussed agricultural-hree 	 on 

reform, but as the :7ndi::oinality expands to incorporate other sectors of
 
the economy, USA:D :an e,.ecz to have a greater variety of expertise

involved in the orc.:ram, The large numoer of conditions and covenants may
 
come to overtax USC) Miesion resources, making it difficult for USAID
 
personnel to adequately -ormulate, implement, and monitor the ESF program.
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MONITORING THE ESF PROGRAM: The pervasive nature of the ESF Program
 
also makes monitoring difficult and has led, within the mission, to a
 
decentralization of responsibility by expertise. Unfortunately, most 
of
 
those individuals most intimately involved with the ESF program in the
 
mission will have left by the summer of 
 1986 and it is very likely that
 
the institutional memory of the program will go with 
them. The ESF program
 
has been effectively monitored but few written records on this monitoring
 
have been kept.
 

MAKING PROFOUND CHANGES IN SENEGAL: USAID is making profound changes
 
in Senegal. The agricultural reform agenda adopted by the GOS is in fact
 
an American agenda, proposed and promoted by the ESF III design team,
 
Beyond tnis, American participation in Senegal's structural adjustment
 
program has demonstrated U. S. interest in Senegal's future and economic
 
well-being. By combining project and non-project assistance, USAID is
 
showing the capability of'effecting both microeconomic and macroeconomic
 
change. Working well with both other donors and GOS officials, USAID has
 
helped t'o instill a spirit of cooperation and respect into the policy
 
dialogue. USAID has learned to use conditionality effectively as a tool
 
for profound structural change.
 

ESF IMPACT ON DONOR COOPERATION
 

DEVELOPING CLOSE TIES AMONG DONORS: The importance of donor
 
cooperation in Senegal was first discussed officially by USAID/Senegal in
 
its CDSS for fiscal year 1983 (published in January 1981) when it
 
recommended the establishment of a Consultative Group, composed of the
 
principal doncrs and led by the World Bank, to carefully coordinate
more 

donor reform and project efforts in Senegal. The suggestion as timely
 
because of the growing sense of frustration donors were feeling over the
 
status of Senegal's economy. It was also pragmatic: all donors recognized
 
that requiring the GOS to adhere to a stru:tural adjustment program m~.ght
 
prove politically difficult for any one donor. Working together would 
"relieve" this pressure. The suggestion was adopted because of a human 
element; individuals involved in the donor agencies believed that in 
actin together they could improve Senegal's economy. 

COOPERATION AND THE ESF PROGRAM: The pervasive nature of 
conditionality has made dcnior cooperat.ion essential to the imple en tation 
aid success of each donor's structuail adjustmient progrram. Donor 
cooperation and coordiratwun were e':epticn~i over the first three ES: 
grants. This in part was due to USID's inclusion o- IMF conditionality in 
ESF I and II. But with ESF III, it was predcminantly tne USAD dezsign team 
which formulated the conditionality supported by all structural adjustmentdonors to improve the performance of the nricultural secor
 

THE COST OF COOPERATION FOR USAID: The high level of coordination
 
among donors and the GOS has extracted a cost: it has placed enormous time
 
constraints on the negotiating, approval, and disbursement processes. In
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each of the three ESF programs, the monies had to arrive in time for IMF
 
otandby target deadlines, This link with the IMF and the debt rescheduling
 
cycles imposes a burden on the AID bureaucracy which it is not designed to
 
accommodate. USAID is a slow bureaucracy and 
as a result of the rush
 
required by the ESF program, implications of the program have not always
 
been seen or analyzed.
 

TOO MUCH COOPERATION?: It was generally agreed by all members of the
 
ESF design team that the level of cooperation among donors was important

in persuading the GOS to dissolve several parastatals. Mny wondered
 
whether any single donor would have had the leverage to force these
 
crucial changes. However, 
several design team members cautioned that,
 
although donor cooperation is important, donor concertation should be
 
avoided. 
Donors fear cffering overwhelming or conflicting conditionality
 
and so prefer to act togesher, but this can quickly deteriorate into
 
donors coercing rather than negotiating GOS acceptance of conditionality.
 

PROSPECTS FOR THE FUTURE: A delicate balance has thus far been
 
maintained. Donors have easily agreed these past 
three years upon the
 
thrust of exigent policy reform, emphasizing the reduction of GOS budget
 
and debt. However, as the structural 'adjustment program has entered a new
 
phase, that of creating new institutions to provide services cut by past
 
conditionality, differences among donors appear 
to be arising. It appears 
easier to agree on the need to tear down a system than on what form the 
new system should take. Another possible consequence of donor cooperation 
or concertation, warned a GOS official, is donor satiation of one sector
 
and starvation of others. This may not be a problem in coming years as
 
donors appear to be carving out their own spheres of specialization within
 
the host economy while remaining committed to donor cooperation.
 

THE PACE OF STRUCTURAL ADJUSTMENT:
 

REORIENTING AN ECONOMY
 

THE GOS AS PROVIDER: Senegal has been, since independence, an
 
African socialist state even though it has been characterized as a
 
"nonaligned, moderate, functioning democracy," 
Farmers have developed a 
reliance on the gogrnment because of this ,ri entati on. They have become
 
accustomed to obtaining inputs and credit through the state. ONCAD and
 
then SONAR were charged by the GOS to act as parastatal wholesalers of
 
seed and fertilizer; the RDAs acted a= retailers to farmers. When farmers
 
could not i),y for these supp]ie , the RDAs provi: ed them on credit, which 
the farmers it Iy understood need not be repaid. No punishment would be 
exacted, or indeed could be. There is little available collateral in a
 
socialist state in which farmers do not possess deeds to their land. The
 
retained earnings system was established to bypass this problem of credit
 
nonrepayment by forcing farmers 
to pay for next year's supplies with
 
proceeds from this 
year's harvest. The GOS acted as the ultimate bailout
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for the farmer., When prices or production fell, the 
GOS used the CPSP or
debt forgi'veness as a defacto means 
of crop and therefore income.
 

ESF HELPS DISMANTLE A PARASTATAL SYSTEM: ESF conditionality was 
a
prime catalyst in sparking reform of 
a number of clearly inefficient and
expensive state 
services which were threatening to bankrupt the state.

During the past several years, donors have pushed the GOS to tear

parastatal system apart. 

its
 
ONCAD and then SONAR have been dissolved. The
input provision activities of 
the RDAs have been significantly curtailed.


The retained earning system has been abolished. The maintenance of

seed stock has been placed in iarmers' hands. 

the
 
Fertilizer marketing is
being privatized, Credit 
is not widely available. However, in the
 eagerness to 
rid Senegal of its parastatal institutions, the implications


of ESF conditionality on agricultural production have only been partially

thought through.
 

SHORTCOMINGS OF ESF PLANNING
 

USAID ESF design team members had,.a wealth of information, studies,
statistics, and expertise 
on the agricultural 
sector which indicated that
GOS parastatals were 
stifling and discouraging agricultural production
while draining significant funds from the GOS treasury and Senegalese

banks. It was quite natural 
for USAID and other donors to focus their

attention on 
the CPSP and RDAs in order to improve efficiency and
 
production in the agricultural sector.
 

S_ SUFFICIENT.GROUNDWORK?: Several ESF design 
team members questioned

whether the groundwor'k was 
su~ficiently laid for the privatization of
agriculture, A Hirschmanian view of unbalanced growth stro'gly suggests

that in the. long run the private sector will fill the vacuum left by the
departure of the GOS f.ro 
 the agricultural sector. 
USAID lacked vital
iniormation it needed to determine the short-term impact of 
the structural
adjustment program it is supporting. It did not know, 
for example, what
type of storage facilities existed on 
the local level for seed storage;

whether entrepreneurs existed 
to take over input distribution; or how lack
of credit would affect farm production. Nor 
did it know whether sufficient
human resources, be they trained individuals or individuals imbued with an
entrepreneurial spirit, existed 
in the private sector to take the risks
and supply the services required to make the agricultural sector function,

Camitalist economic theory dictates that privatization will improve the
performance of the agricultural sector in the lo term, but USAID did not
have the studies or surveys'to indicate the impact of 
ESF-stimulated
 
reforms on agricultural output and marketing in the short 
term.
 

In the upcoming paragraphs we will explore the kinds o4 
additional

studies USAID/Senegal 
should consider performing to improve the impact of
its ESF program, These studies 
were not performed In the past because 
1)
USAID/Senegal has 
itself been going through a learning process,
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discoyering what ki nd of groundwork is required by structural adjustment
 

constraints imposed by I 1F Ftandby target deadlines. 

MORE ECONOMIC IMPACT S)'UDIES: In the writing o4 future ESF grants,
USAID/Senegal needs to shore up its knowledge of the status quo with in
 
depth analysis of 
the ecotnomic impact of its proposed conditionality. This
 
analysis should look at both short-term and long-term, positive and
 
negative consequences o' the program and on. 
eans of minimizing short-term
 
disruptions which are likely 
to accompany the implementation of structural
 
reforms.
 

WEIGHING BENEFITS AND COSTS: Subsequent ESF grants should perform

cost-benefit analyses 
or undertake a general assessment of costs and
 
benefits on proposed conditionality to 
assist in selecting conditionality

and underscoring the costs 'as well as the benefits to the ESF program. It
 
is interesting to note that in none of 
these ESF PAADs is there a
 
discussion weighing the benefits of anticipated reforms against the costs
 
emanating from adverse impact of 
those speedy reforms. Nor is there a
 
mention of a possible fall in agricultural production and its effects on
 
Senegal's balance of payments,
 

STUDYING THE PACE OF STRUCTURAL ADJUSTMENT: Subsequent ESF programs

need to study more deeply the pace of its structural adjustment program.,

From the wri.ten documentation, USAID appears not 
to have explored the
 
pace of its structural adjustment prcgra. to ascertain whether it might

-not-be proce6eding too quickly; but several .USAID ESF design team members
stated .that they believed this to be the case. 
The timing of
 
implementation of structural adjustment reform has matched GOS ability and
 
readiness to respond' with reform measures. It i's perhaps regrettable that
 
the structural adjustment' process could not h.ave 
been spread out over a
 
few mor 
 years., It is regrettable that the 4lscal, urgencies identified'by

the IMF, the World'Bank, the Senegalese leadership, and others, could 
not
 
have allowed the GOS and donors alike to make 
more adequate preparati-on

for the privatization of agriculture or 
why certain institutions, such as
 
the retained earnings system, were abolished overnight ratner than
 
altered, improved, or slowly phased out 
in an effort to mitigate the
 
abruptness of change imposed on local farmers from the central
 
bureaucracy. This is not 
to argue with the prevai-ling assumption that the
 
Snegalese economy was, 
and remains, bordering on disaster; but It Is said
 
to question whether the assumption that "the GOS has no choice but 
to tear
 
down the system immediately" was or remalns valid.
 

POLITICAL IMPLICATIONS: Future ESF programs need to analyze the
 
political Implications of the changes being effected. Powerful 
interest
 
groups in Senegal, most notably the Marabout and the urban educated elite,
 
may feel that their power bases are threatened. How they respond almost
 
certainly will have serious implications for the stability of the national
 
government and the probability of donor conditionality having its desired
 
effect. It would be an irony of 
the program if, In USAID's desire to
 

2i: jf 



USIDSeeal EvalIu at ion of ESF__I 4iI.f..JI1p 19 

improve Senegal's economy, that economy was unable to so improve because
 
of the political repercuss ions of one or another or, a combi nat ion of,,
 
conditionality.
 

STUDYING THE CPSPi It is important to note that the CPSP has been
 
extensively studied, Donors have funded and 
are continuing to fund audits
 
and technical 
experts to examine reduction and elimination of various of
 
CPSP functions. The CPSP has been the focal 
point of so much discussion
 
and activity that much of the groundwork for the privatization of rice and
 
groundnuts has been laid and the transition should proceed orderly.
 

DIVERGENT OPINIONS ON ESF IMPACT: There is great divergence of
 
opinion within USAID itself on what the eventual impact of the ESF
 
program, and all structural adjustment programs, will be in Senegal. Some
 
USAID experts believe that conditions approaching anarchy may develop
 
while others believe that.whatever disruption develops over the next few
 
years will be light. All those interviewed for this evaluation were
 
generally agreed that agricultural production, other variables remaining

equal, would fall in the short term as a symptom of (a) the sluggish

character of the formal private sector in this traditionally socialist
 
environment, (b) the general 
lack of ,credit, and (c) the possibility of
 
the GOS reversing its position on privatization.
 

IMPROVING THE IMPACT OF THE ESF PROGRAM
 

SLOWING THE PACE: There appears to be a general consensus among the
 
USAID personnel interviewed that the process of structural change needs to
 
be consolidated and that donors need time 
to adjust and react to changes

in the political and economic environment in Senegal. This thinking*
 
represents part of the reason for USAID/Senegal's desire for a three
 
year/three tranche ESF. It reflects a recognitibn that as donors delve
 
more deeply into macroeconomic problems, they find new, at times' more,
 
fundamental problems. When 
USAID began the proccss of aondlt.iouality in
 
support of 
major structural changes, few donors reallzed'the extent of
 
parastatal mismanagement or of the llquldlty crisis. The implementation of
 
conditionality foments new problems as well. A multi-year ESF program
 
should allow USAID to project end analyze consequences more thoroughly.
Intuitively, one imagines that 
It wouid also make adjustment easier,
 
allowing the host government and donori time to better persuade and
 
prepare those affected, However, politl~isl reality appears to suggest'that
 
the momentum of both the IMF and U.S. programs in support of 
structural
 
adjustment reforms in Senegal will 
continu, to proceed apace, targeting
 
new reforms before the current and past ones have been assessed.
 

COORDINATING PROJECT AND NON-PROJECT ASSISTANCE: 
One possible means
 
within USAID of ameliorating both present and future disruption is through

closer coordination of project and non-project 
efforts. 7he infrastructure
 
of many local formal and informal institutions may prove inadequate to
 
fully implement or exploit the reforms outlined in ESF conditionality. The
 
ESF program provides a mechanism to initiate structural change and offset
 



USAID/SenegaJl_ Evalu e on of ESF I, II, and III__._
 

of -the -or e 

technical dimensi.ons of the reforms adopted. Project 
and

s o me . costly effects, but it cannot deal with the human 
assistance can.
Project assistance 
can :e used to upgrade institutions and human resources


•to assume some of what 
mere previously governmental functions. Businessmen
 
can be trained, farmers can 
be taught numerals and simple bookkeeping.

Complementing structura: 
or 
policy reforms with technical assistance integrating project and non-project assistance 
- might prove extremely

helpful even though it night be inappropriate to articulate project

assistance explicitl.-, w:thin the program.
 

THE NEED FOR EVALUATION CRITERIA
 

THE NEED TO DEFIN'E A VISION: Evaluation of the effects of ESF grants
requires a clearly s-ateI vision, or end-of-reform conditions, outlining

the desired impact o- EEF conditionality and the existence of b'aseline

data against which t- -nasureor 
confirm the results achieved. Confirming

the timely transfer of -unds and the satisfaction of conditiona:lity are
not in themselves su ii:ient 
to measgre whether the ESF support has been
well spent, Some object:/e measurable criteria need 
to exist against which
 
an evaluator may be exp,:ted to gauge whether the support program has
contributed toward tar:ted performance changes in the economy 
or not. It

should not merely 
state that the means of achieving change, the
conditions, have been satisfied; but that the end, 
a changed economic
 
picture, is being achie.ed.
 

:REATING AN IDEAL EVALUATION
 

EVALUATING THE IM.PAT OF GRANT MONIES: 
A complete evaluation of

these programs is not c-ly interested in the transfer of 
the SUS Z0
million ESF grant per 
st. If that were so, 
then it would be sufficient to

ascertain whether, as a
i'esult of repaid crop credit and credit for the

seed stock, more licul:::y exists. No; 
it is neci'ssary to try to go
further, to ascertain o'ether 
more credit has been made available for

enterprises and the pur:nase of 
agricultural produce and inputs 
or

whether, as .o the case,
appears :e 
 most of the credit has been diverted
 
to offset other gove-naiital requirements. This evaluation was not
equipped to do this, bt.t 
 this could be done as part of ongoing and planned

U.S. supported studies such as the current banking sector study. The $US
30 million was not t-.e *eart o; 
the ESF program but the means to support

and facilitate certa:n :itermedilate steps agreed upon by the GOS 
to adjust
 

evaluation would go
 

its economy and achie, 
used to persuade Senegai 

teasurable performance changes. It was 
to carry out structural adjustment of 

the 
its 

carrot 

economy# 

EVALUATING THE IMPA:T OF CONDITIONSt Such a full 
beyond ascertaining whotrler 
or not the conditions as set forth, the 
means
 
to achieving change, hae been satisfied and whether they 
are appropriate
to Senegal's needs, Th'i evaluation has attempted to show that
conditionality, as 
statl, has been satisfied and that it has been by and
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large appropriate to Sene;al 's economic crisis. It is the conclusion of 
---t h i s-evalu at'ion---thatlth'e-- 1S- hasot~ sto~'&iiment and wII Ingness 

to cooperate with donors and by and large has complied with the conditions
 
and covenants outlined in the various structural adjustment packages.

Indeed, the 6OS has incor:orated the spirit of the ESF program into its
 
New Agricultural Policy. :lippage appears to have been in the form of
 
delays in implementation ohich can be attributed as often to donor
 
behavior as to GOS hesita-cy. It is the conclusion of this evaluation that
 
the GOS has met the condi:ions precedent and most of the special covenants
 
of ESF 11 II, and Il.
 

EVALUATING THE CHANGED ECONOMIC PICTURE: 
A full'evaluation,
 
including an examination :i 
 the changed economic picture, of the impact of
 
ESF conditionality on the Senegalese economy would perforce require 
a
 
clearly defined vision of the Senegalese economy with clearly defined
 
end-of-reforri conditions :ought by the ESF program in order 
to determine
 
whether that targeted per-ormance changes have been identified and
 
appropriately launched. E.ch a vision has yet 
to be developed. One GOS
 
official described the gc~l of structural adjustment in general terms as
 
one of restoring equilibr:um to public finances and the balance of
 
payments situation in orcer to bring 'about satisfactory growth and good

fortune to Senegal's aili-. economy. Few would argue with this general
 
desire. But what are the :erformance changes targeted by the ESF program?

Using LogFrame concepts, :, conditionality is the input, and policy change

the output, then what are the "end-of-project" (in this case,
 
.end-of-reform) status ine:cators? It might be argued that the EOPS in
 
part have been (1) improved agricultural sector performance as indicated
 
by more efficient input e:strlbution and commodity marketing; (2) improved

bank liquidity as Indicated by increasing number of farmers assisted in
 
financing their agricultural production; and (3) a red uction in burdensome
 
regulation and Institutic-s as indicated by deregulation and reduced
 
staffs and budgets.of these kinds of institutions within the agricultural
 
sector where they have been most prevalent. These have not been explicitly
 
stated in the ESF docume.*ation and are offered here in lieu of 
formal
 
pragmatic declarations. E:en 
if we accept these, the causal liik between
 
satisfaction of ESF condi:ionality and achievement of these targets,

declared or not, is not :ear.
 

IMPF)VING THE ABILITY TO EVALUATE
 

SEARCHING FOR AN 
ECOSIMIC VISION AND CAUSAL LINKS: This discussion
 
is not presented to reit.,ite the previous argument. Rather, 
it is said to
 
underscore the need icr i careful evaluation of the imoact of the ESF
 
support program precisel. because the causal link between ESF
 
conditionality and undef:ted performance targets 
is not clear and has not
 
been carefully analyzed. Donors and the GOS are entirely reorganizing the
 
most important sector of ienegal's economy: agriculture. USAID needs to
 
develop probable scenarics of the impact of conditionality on the
 
Senegalese economy and the agricultural sector as part of USAID's support
 



program. This would help us achieve our ideal "full evaluation" by
 
allowing us to judging whether individuals within USAID and the donor
 
community at large agree on what form the economy should take or whether
 
support efforts are still on track - because we would define where the
 
track is leading us.
 

THE NEED FOR BASELINE DATA: Without a defined vision, end-of-reform
 
conditions, and a track laid out to obtain them, 
specific baseline data
 
were not gathered with which to judge the effectiveness of the ESF
 
program. Steps should be taken to determine whether data appropriate for
 
baseline purposEs already enist. If the ESF program of privatization is
 
working, then USAID should see increases in the volume of seed and
 
fertilizer distributed and used, improvement in the quality of seed used,
 
greater profitability of 
farms, and individual and overall production
 
increases 
over time. It is not clear whether data appropriate for baseline 
use are availnible, The best data may be iound in U.S. supported 
Agriculltnrv 1 esearch and Planning Project (185-0225) under activities of 
the UniversiLy of Michigan contract team, though their data were 
Pccumulated, in part, after the process of structural adjustment began. 
Some possibly relevant statistics are also available from the Ministry of 
Rural Development. What makes the task of evaluation particularly 
difficult in the case of the agricultural sector is the reality that the 
most potent force presently influencing agricultural production, the 
weather, rests entirely outside the control of ESF conditionality. 

IS ESF A SUCCESSFUL PPOGRAM?
 

In evaluating the first three ESF grants to Senegal, it can easily be
 
said that the funds were transferred in a timely manner, the conditions
 
were satisfied, and significant changes have occurred in the econoy as 
a 
result of government decontrol of the agricultural sector. What we cannot 
say is whether the ESF program has been a success. This suggests two 
difficulties: 

1) How does USAID know it is using its monetary resources in an 
optimal, efficiet manner ? If it cannot be certain of impact, if it
 
can in no way guess at the magnitude of this impact, then how does it
 
judge whethe, or not the funds might not have been better used in
 
another way, with cither different conditionality, a different
 
project/non-Droect min, 
or perhaps a return lo straightforward
 
project assistaon e. How can USAID ever know it is helping toe GOS
 
achiee j:s def 'ed floal; to th quickest, most efficacious manner?
 

2) Ho" does one learn iessorsC Is :t possible to learn from the
 
experience of authoring conditionality if the desired effects 
are
 
never exolicitly stated, if possible scenarios are not worked out, 
if
 
possible pitfalls are not foreseen, and if contingencies are never
 
thought out?
 

Given that USAID and the U. S. government has just embarked on a
 
long-term structural adjustment program in Senegal 
involving an additional
 
$US45 million, it would be helpful to USAID to establish some type of
 
criteria for judging the success of the program.
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OVERVIEW:
 

This section will focus on 

then targeted. It wil: present 

attached to each grar:. Most of 


ESFMONIES
 

the ESF monies; how they were generated and
 
a brief overview of the conditionality
 
the discussion will center on ESF I which
 

was ultimately amends: to better deal with Senegal's non-project
 
assistance needs and its special situation as a member of the West African
 
Monetary Union. The s ction will then follow with a brief discussion on
 
ESF I (Amended), ESF :1, and ESF III.
 

ESF I:
 

The original int t of ESF I as signed in August 1983 was to assist
 
the GOS with its baliice of payments requirements and, with the l.ocal
 
currency generated (s2.5 million through the commodity import program and
 
$2.5 million through Jirect reimbursenent for imports from the U.S.), to
 
maintain and upgrade ural feeder roads. Several facets of this program
 
immediately went :ff :rack.
 

THE SHIFT FROM RURAL ROADS TO CROP REIMBURSEMENT
 

CAUSE OF THE SHIFT: The original ESF I target of budgetary supp.ort 
evaporated when the M*nistries of Public Works and of Plan and Cooperation 
eliminated .ural roa: maintenance from.the Road Fund Program and'thus from 
the GOS budget. Such assistance woul'd no longer constitute budgetary. 
support but support :3r items in.additlon to the budget. It therefore did

" not achieve one goal 3f the ESF I program, that of meet'ifg -prlority. 
expenditures compatible with the IMF stabilization-program. Furthermore, 
the World Bank's dec:sion to redesign its Fifth Highway Project and
 
increase its contrib.tion to the GOS Road Fund Program during the first
 
two years of its ,rc; ct implementation meant that USAID funds would not
 
be needed until the .mird and forth years, a significant delay. Because of
 
this delay and redes:gn of the World Bank's Highway Project, World Bank
 
and USAID activities in the rur2l sector no-longer acted as complements.
 
When President Atdov Diouf was asked whether he preferred the five million
 
dollars be earmarke: for budgetary support or rural road maintenance, he
 
emphatically supp:rts the former.
 

CHOOSING CROP CREDIT REIMBURSEMENT: USAID decided in its February
 
'4. i 	 1984 amendment to ES I that the monies were most urgently needed, In 

concert with other O:nor (IMF and the Caisse Centrale), to support a 
coordinated effort t: finance the reimbursement of outstanding crop credit 
owed by the CPSP (the Price Equalization and Stabilization Board) to the
 
national banks for psanut purchases during the 1981/82 and 1982/83 growing
 
seasons. This allocation was consistent with the then recently finalized
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ESF II, signed in December 1963, which disbursed a $10 million ESF cash
 
transfer to help the GOS meet IMF performance criteria with respect to 
the
 
reimbursement of outstanding 
crop credit.
 

ADDING LIQUIDITY TO THE BANKING SECTOR: The 
economic justification

for this ESF I amendment brought up issues which would 
arise many times in
 
the ongoing policy dialogue over conditionality. First, reimbursement of
 
the outstanding crop credit would 
add liquidity to the banking sector 
in

desperate need of capital, The banking sector lacked 
liqiidity due to a
 
combination of past abuses of 
the credit system and IMF policy of
 
restricting credit as a means of containing monetary expansion. 
Yet the
 
health of the banking and agricultural sectors are integrally linked, 
a
 
theme basic to the ESF program in Senegal. Without a healthy banking

sector, farm inputs and 
farm produce cannot be purchased on credit and if
 
they cannot be purchased on credit, 
they often cannot be purchased at all.
 
Agriculture in Senegal, like agriculture throughout the world, 
runs on
 
credit. By assisting with the reimbursement of seasonal 
crop credit, AID
 
hoped to augment the volume of credit available for private sector
 
activities while improving the prospects 
for continued agricultural 
1end ng. I 

MAINTAINING THE CPSP: Reimbursement of seasonal crop credit was also
 
vital to the 
continued viability of the CPSP. The CPSP's function is to
 
protect farmers against the wide fluctuations in prices of Senegal's
 
export crops, particularly peanuts and 
peanut oil. This is accomplished

through a complicated procedure in which 
the GOS sets official crop prices

and, through the CPSP, subsidizes the oil crushing firms to ensure 
that
 
the official prices are honored. In 1981/82 and 
1982/8: oil crushing firms
 
did not receive their compensation from the CPSP 
and so did not reimburse
 
their crop credit. The CPSP agreed 
to assume a proportion of these
 
obligations to Senegalese commercial banks equivalent 
to the amount of the
 
compensatiun, This exchange sinply made the CPSP's 
unstable financial 
position more precarious. In hopes o+ alleviating CPSP's financial 
difficulties, USAID proposed that the funds be used for the direct
 
reimbursement of crop credit.
 

THE SHIFT FROM THE COMMODITY IMPORT PROGRAM 
TO DIRECT REIMBURSEMENT
 

Local currency amounting to the equivalent of U.S.1 2.5 million was 
to
 
be generated through the commodity import program 
(CIPI under the original

ESF I. It soon became clear that wellthis mechanism was too cumbersome as 

as beinq ill-adapted to members of the West African Monetary Unioi). 

MEETING AN IMF DEADI 
 E: Senegal had to reimburLI V l l o1 its 
outstanding crop credit for 1981/82 and 1982/8- by June 1934 according to
 
IMF standby criteria. USAID 
hoped to assist Senegal meet this performance

criteria but to do so the local currency had to be available by this 
deadline. USAID estimated, however the 'irst $625,000 wouid be available
 
through the CIP no sooner than September 1984 and the remaining $1.875
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million not before March 
1985. Importers were required 
to deposit 25
 
percent of the dollar Val Ie of the 
letter of credit in local currency

initially but the remaining 75 percent did not 
have to be deposited until
 
six months after receipt of shipping documents. This 
delay was designed to
 
provide an for
incentive importers 
to comply with the cumbersome and
 
complicated documentation requirements and 
to offset the added expense of
 
shipping a substantial 
part of the commodities 
on U.S. flag ships. It had
 
the adverse effect, 
however, of precIudino the generation of enough
 
currency to help the GOS meet its 
performance iteri a, The CIF' proved
 
too slo in generating I cal currency.
 

REOUIR ING AMERICAN IMPORTS: Most U.S. commodities are excgedingly

expensive from Senegal's point 
of view, particularIy because of the

distance they must be transported and the requirement 
under the CIP that
 
50 percent of the commodities be transported with U.S. flag ships.

Senegalese importers prefer 
cheaper non-American sources. 
Given Senegal's

balance o' trade and payment deficits, it did not seem appropriate to
 
r -qu -E that . t 1 .) million be in asdition to current levels of 
 U.S.
 
imports. 

IEMBERSHIP IN THE 
WEST AFRICAN MONETARY UNION: Finally, the CIP

mechanism is not 
well adaoted to members of 
 the West African Monetary

Union which can 
freely convert their currency between the FCFA and the
 
French Franc. Senegal's 
access to foreign exchange for imports is
 
therefore not dependent on its 
foreign exchange earnings but 
on the rate

of growth of its own domestic money supply. 
If an importer can obtain FCFA
 
bank credit, then he is virtually assured of gaining 
the necessary foreign

exchange through the 
French Treasury regardless of Senegal's net foreign

exchange position. There was little 
reason for Senegalese importers to use 

CIP program given the excessivethe cost of U.S. imports and Lhe unwieldy 
CIP documentation requirements, 

THE SHIFT TO CASH TRANSFERS: USAID therefore concluded 
that it would
 
be more exneditio'us to the
use direct reimbursement 
mechanism for the
 
entire $5 million and abandoned the 12,5 million commodity import program.

Cash transfers were used in all subsequent ESF grants for this same 
r eas, 

ESF I, AMENDED:
 

THE GRANT: 
ESF I, as amended in February 1964, targeted the $5 
m lio, ,n Iocal currency obtained through direct reimbursement 
of
 
importe U.S. qcods toward the repayment of outstanding crop credit.
 
Senetalese ban~s (the BNDS in particular) had incurred an $80 million debt 
to finance purchazes of peanuts produced in the 1981/1982 and I ;82/1983
growing seasons. This shift in local currency use coordinated well with 
the intentions of other donors who had come to understand the role that

unrepaid crop credit was playing in Senegal's economic crisis. 
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THE CONDITIONALITY: 
- USAID became more7bvo-veo-"D:-y'-ia-9~e,,,- i ..i.n hee.oo. n..n.awar msngoi
poliy daloue,-it
ec~e ~waretha~enga's crop credit problemra
deep, but that little f.::ual information existed to ascertain how deep,
Therefore, in shifting :*s 
concern from road maintenance to crop credit
 

repayment, 
USAID focusse: its attention on the CF'SP and presented methods

of studying and ameliore;;ng the precarious position of 
the CPSP as
conditionality and cover~its. Specifically, USAID required the undertaking

of 
an audit of CPSP acc:. ts and a commitment to begin producing accurate
quarterly accounts by s ::or. 
CPSP was asked to accept the hiring of

outside technical exper': 
 to further improve the financial management of

the parastatal. The aie:d ESF suspended all 
credit sales of PL-480

commoditieg and commence: an 
examination of 
the possible reduction of CPSP
activities to help amel::-a-e the credit burden facing the CPSP, possible

reductions focussing 
on e elimination of its rice purchasing and
 
marketing roles,
 

ESF II:
 

THE GRANT: ESF .11, e: ned 17 December 1983, is perhaps best

described by the tern ":°irk fix." 
The main purpose of this ESF was to

help Senegal 
meet an iMF standby target deadline and to express U.S.
 
support for the econo;i: "e zrms undertaken by Senegal. It constituted a
$10 
million cash transf_- aimied at assisting the GOS comp-ly with 
a 31
December 1983 deadline :, the reimbursement of outstanding seasonal crop

credit to Senegalese ba:s. The 
 OS lacked $62.5 million at the time of

the signing of ESF II,. 
 7-e French Caisse Centrale had agreed to finance

$22.5 million-, Oman S15 -.llion, and the remainder 
was to come from GOS
budget cuts and credit 
:E-iing adjustments. A secondary justification for

the gr.ant-followed from :ie need 
to recapitalize the banking sector

order to pay farmers in : 'sh their-crops normally harvested and 

in
 
for 
 sold
 

in December.
 

THE CONDITIONALITY: .2ttle conditionality was included in ESF 
II
because of the strict dez-line imposed by the IMF; 
USAID re.quested

compliance with IMF sta-::y 
and, most importantly, an agreement 
to

implement reforms in the igricultural sector as 
special covenants. ESF II
conditionality resulted 
 . e C0S preparing and announcing its New

Agricultural Policy in :i: .
19E 
 The fact that the GOS was able to
satisfy the standby cri- oia 
set forth by the IMF was in itself quite an

impressive accomplishze-.: Eene-.al 
had again suffered the effects of
 severe drought in 193/1-, :n March 1985, the GOS fully reimbursed all of

its outstanding crop :-.: 
. for :he first time since 1978.
 

ESF I11:
 

THE GRANT: ESF III 1.:horized a $15 million cash transfer to Senegal
to meet a 31 December I:: 
IMF standby target deadline for reimbursement

of costs incurred to 
the 3CEAO (the Central Bank) for financing the
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national peanut seed stock used in that year's peanut campaign. The IMF
 
would have reclassified this loan after 31 December as ordinary credit,
 
that is credit which carries a higher rate of interest and consequently
 
would have reduced the amount of new credit available to the private
 
sector, Such a reduction would have limited those finances available for
 
the 1985 seed stock thus jeopardizing Senegal's peanut campaign, and
 
reducing Senegal s export capacity the following year.
 

THE CONDITIONALITY: USriID took the lead with ESF III in proposing
 
and pronoting ccnditionality that encouraged reform of the agricultural
 
sector. The thrust of the conditionality offered by the United States in
 
ESF ill was adopted by all the donors in a concerted effort to improve the
 
perf ormance of the agricultural sector and regional rural development
 
agencies in particular. The ESF grant had two goals: 1) the repayment of
 
credit given for the national peanut seed stock and 2) the encouragement
 
of privati-ztion of the agricultural sector. ESF Ill sought to dismantle
 
Senegal's inefficient, burdensome agricultural parastatal system and can
 
be characterized as an attempt to tear down rather than build up GOS
 
agricultural institutions.
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ESF CONDITIONALITY
 

OVERVIEW:
 

In amending ESF I, USAID 
began including conditionality into its ESF
 
program aimed at the structural adjustment of the Senegalese economy,

USAID became a major participant 
in the ongoing policy dialogue on

structural adjustment taking place among Senegal's donors. 
Rather than

attempting to examine the conditionality within the context of each 
ESF
grant, this discussion will 
have a topical approach and will deal with

major areas of conditionality over the 
three ESF grants. This approach

should prove clearer than a chronological presentation 
where direction is

often lost in detail. It is important to look at the reforms as a

ccntinuum, not artificially divided by 
the signing of the ESF documents.

This underscores 
another difficulty in attempting 
to judge the impact of
 
any single ESF grant or conditionality. Subsequent structural adjustment

programs 
obscure the changes wrought by previous conditionality, Much of

the impact of the conditionality selected 
for the first three grants will
 
depend upon the choice and focus of 
follow-on conditionality.
 

The conditions and covenants presented in all three ESF grants

focussed 
on reform of the agricultural sector. 
Because they inevitably

fell into a one-year time frame due to 
U.S. Congressional budgetary

constraints, in 
form and in substance they acted as short-term means of

forcing change, always needed but 
not always well formulated. ESF design

team members hoped to break away from the 
budget cycle with ESF III by
requesting 
a multi-year ESF program. AID/Washington agreed with 
this
 
proposal with ESF IV,
 

ESF conditionality centered 
on the reform of 
the CPSP. This discussion

of conditionality therefore begins with 
an analysis of the CPSP.
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CPSP:
 

ESF I (amended): conditions precedents:
 
I. Suspend all credit sales of 
PL-480 commodities;

2. Accept the principle of 
hiring outside technical assistance to
 
reinforce CPSP management and establish an acceptable date by

which 
technical experts rill be recruited; and
 
3. Undertake audit of CPSP accounts,
 

ESF I (amended): special covenants:
 
I. Examine the possibility of 
reducing the CPSP's activities and
 
of simplifying or eliminating the purchasing and marketing roles
 
of the CPSP; and
 
2. Require the CPSP to produce clear 
accounts of its overall
 
situation by quarter and according to its various sectors of
 
intervention.
 

ESF III: special covenant:
 
Completion of diagnostic study of 
CPSP and recruitment of
 
external assistance to strehgthen finance 
and management along

with the development of an 
action plan for reorganizing the CPSP,
 

OVERVIEW
 

USAID INTEREST: USAID became interested in the CPSP as a result of
 
its concern for agriculture and the realization that the CPSP 
was a major

source of drain on GOS finances. As USAID became more 
involved in studying

the CPSP through financial 
audits, it became clearer that its earlier
 
means of redressing CPSP mismanagement (through cutting of PL-480 credit
 
sales and promoting the use of technical experts) would not 
be enough 
that CPSP mismanagement was 
as much a product of the size and
 
pervasiveness of its institution as of lack 
of skill or opportunities for
 
corruption. USAID ultimately came 
to support a policy of privatization of 
CPSP marketing functions. 

ORGANIZATION: This discussion will look first 
at sources o, CPSP
 
indebtedness. It will then 
turn to USAID and GOS responses to the this
 
mounting 
debt and the final decision to dismantle the CPSP.
 

CROP CREDIT AND THE CPSP
 

CROP CREDIT AND THE OIL CRUSHING FIRMS: Under the rules of the West
 
African Monetary Union, the Central 
Bank gives a preferential discount
 
rate on loans to commercial banks for the short-term financing of
 
commercial crops. These 
funds were made available to SONACOS and SEIB, the
 
Senegalese peanut oil crushing firms, and 
SODEFITEX, the Senegalese cotton
 
parastatal. Eech October the GOS estimated required crop credit based upon

preliminary production estimates for 
cotton and 
peanuts. The short-term
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credit was supposed :o be used for the purchase of peanuts and cotton so
that farmers could te paid promptly in cash for their crops, but in 
reality the credit x-s used by the oil crushing firms as a form of cheap

capital rather than :s an advance for peanut purchases. This money was to
 
be repaid, in theor', within a twelve month period, as Boon as the cotton
 
and processed oil we-e sold on 
the international market.
 

THE CPSP AS PRICE GUARANTOR: The CPSP is not normally involved in
 
crop credit. The fu-:tion of the CPSP has been 
to stabilize farm revenue
 
through a complicate: procedure in which the 
GOS establishes farmgate

prices which the oil crushing firms must honor. 
The CPSP in return
 
guarantees these 
fi-ns a margin above their operating costs. If the
 
international price 'or peanut oil rose 
above this level, CPSP collected
 
the profit generate: by the oil crushing firms. 
if it fell below, the CPSF
 
compensated the firre for their 
losses. These payments were to be financec
 
through receipts pr::uced from the proceeds of the other export crops or
 
on imported consume=- goods. Unfortunately, CPSP receipts during the early

1960s could not cove- the costs of their compensatory payments to the oil
 
crushing firms. The nassive debt 
accumulated by the CPSP has resulted fron 
a confluence of oo-- nanagement , poor weather, ano poor GOS pricing
 
policies.
 

CPSP INVOLVEMENT IN CROP CREDIT: 
The CPSP became inextricably
 
involved in Seneza e_
. crop credit problems when, in the early 1980's, thE
 
international price -or peanut oil 
plummeted to such an extent that 
the
 
CPSP was unable to ::mpensate the oil crushing firms 
for their losses.
 
SONACOS and SEIB in :urn felt no obligation to repay their loans to the
 
Seneoalese banks for their short-term crop credit garnered through the
 
West African Moneta-' Union. Instead, the CPSP agreed to assume part of
 
the crop credit owe: by these firms to Senegalese commercial 
banks
 
equivalent to-the aa:unt of 
the owed compensation, This credit 
was
 
reclassified as norpal credit and thus began to 
crowd out private

borrowing. It also --en fell 
under IMF standby criteria, This chain of
 
events helped to uncerrnine the CPSP, Senegal's 
credit system, and the
 
liquidity of the ba-<ing sector.
 

OTHER SOURCES OF CPSP INDEBTEDNESS
 

PL-480: The sale on credit of 
PL-480 commodities, particularly rice,
 
was another majo, z:rce of CPSP debt. 
The CPSP selected the wholesalers
 
whb received the cro-ndities on 
credit based not upon their likelihood of
 
repaying the cre:it :ut on other, apparently political, grounds. Research
 
disclosed that 
somE -raders apparently gave substantial bribes to G0S
 
officials to obtair-.heir quota 
which permitted the wholesalina o- rice.
 
These alleQations 
e rged from informal interviews conducted for iSRA by a
 
U.S.-supported reE. :h team 
from the University of Michigan with traders,

CPSP representatives, and agents of the Controle Economique (discussed in
 
"The Official Marke for Cereals in the Senegal 
River Valley," August

1985). The research "eam further found that political figures and
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relicious leaders sometimes 
illegally "renteco' their quotas to unofficial
 
traders. It also appears that the granting of this quota has been used as
 
a means of :roviding political 
patronage to both political 
and religious

interest gr:ups. !he CPSP had recuperated by 'he spring of 1984 only FCFA
 
26 million :f approximately 
FCFA 985 million :n outstanding crop credit
 
sales. (Recent C SP performance in this matter 
has improved.) PL-480

commodity siles 
on credit were stopped with E3F I. USAID and the World
 
Bank have p-shed for the privatization of CPS rice marketing 
to alleviate
 
the problee and "depoliticize" rice sales in ceneral.
 

UNREALISTIC PRICING POLICIES: 
A further s urce of CPSP indebtedness
 
spra7-g fror the inability of 
the GOS to formu ate a realistic pricing

poli:y. The 30S agricultural commodity pricir; policy exists, in theory,

to protect -armer income 
while making commodity processing economically

viable and :roviding 
food cheaply for food pu-chasers. However, the GOS
 
appears not to nave correctly estimated the p-oduction costs of
 
agro-busine , ror expeditiously responded 
to rhanges in the international
 
market. The GOS' s weak pricing policy has mace 
the CPSP responsible for
 
large subs::ies to the oil crushing firms 
because the CFSP was supposed to
 
subs:dize t-e differential between 
EOS estab :shed producer prices and
 
actual inte'national market prices. Indeed, 
it has been correctly argued

that these subsi dies have promoted the poor -anagement and excessi ve
operational costs of the oil crushing firms, :hie major reason for the

upcoming el mination of the subsidy accorded :ne oil crushing firms.
 

THE CPSP BALANCE SHEET
 

BACKGROUND: The last significant CPSP sur:lus occurred in 1979 when
 
the CPSP account read a positive FCFA 12.6 billion. However, within tvio
 
years the account reached 
a deficit low estimted at FCFA 19.2 bilion,

CPSP accounts have steadily improved since then. 
In 1982 the CPSP deficit

registered CFA 6.6 billion; in 1963, FCFA 4. billion; and in 1984, FCFA
 
1.7 billion. Only in 1985 did 
the CPSP again egister a surplus: CFAF 7.4
 
bill ion. 

RAISING CONSUMER AND PRODUCER PRICES: 
The'e was considerable
 
confusion c.er the status of CPSP operations -y1983. President Diouf
 
raised con=__e- prices on a variety of 
consu.e( goods during August 1983,

elim:nat nc cr -educing subsidies on bread; c:oking oil; wheat flour;

suga-; and :as: ine to offset 
CPSF deficits, hile artificially raising

the :-i-ce c- r::e to improve the competitive :2s iticn of domestically 
proo :ed ce a . The IMF believed that these measures would bring the
CPS.? pera nto1:nc surplus. The CPSF direc: said in contrast that cash
flos 4ere t.e m,?ly tight and that the CPSF uould still b unable to meet 
its -:nancffi : ligations to the Ministry cf :inance and agro-busLiness.

F'res:dent D : u- s measures did prove helpful ;n the end: 
they contributed
 
to a surplus for 1983/84; but they did not overcome the 
serious financial
 
constraints acing the CPSF'. Producer prices for 
a variety of cereals were

raised 9 to i0 percent in October 1984 while the consumer price for rice
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was raised 23 ptercent to CFAF 160/kg in January 1985 in an effort to 
encourage cereals production. In April 1985 President Diouf again raised 
producer prices on many key commodities. Cereal prices increased from 17 
to 83 percent. Prices for export crops including peanuts increased from 30 
to 50 percent. In October 1985, President Diouf announced the 
establishment of floor prices pegged at FCFA 70/kg for cereals. These
 
measures were to help the CPSP remain solvent while allowing it to
 
continue its prices stabilization function.
 

USAID INTERVENES WITH ITS ESF PROGRAM
 

RECRUITING TECHNICAL EXPERTS: USAID (under ESF I amended and ESF
 
III) and other donors pushed for the recruitment of external technical
 
assistance to strengthen CFSP finances and management in order to improve
 
management in CPSP. The COS agreed to the principle of hiring technical
 
experts under ESF I and to their presence under and ESF III covenant, The
 
World Bank and French agreed to finance three technical experts: one to
 
deal with world prices oi aqriculturaI commodities, one with
 
agro-industry, and one with financial management, One tecnnical assistont
 
who did not work out was recruited from CEGIR, a Canadian consulting firm.
 
The search continues.
 

STUDYING CPSP RICE OPERATIONS: USAID contracted with Kansas
 
University to undertake an evaluation of CPSP rice operations. The report
 
concluded in December 1984 that the CPSP needed to improve its management;
 
speLifically (I) its economic analysis of commodity markets, including
 
basic data gathering; (2) its storage program, (") it rice purchasing
 
operations, and (4) its accounting procedures. It recommended that the GOS
 
reassess its subsidy for rice transport to the interior and the sale of
 
rice on credit. The evaluation also called for a diversification of
 
sources for rice imports and the promotion o+ an acceptable substitute
 
grain in order to improve Senegal's balance of payments situation.
 

AUDITING THE CPSP: The chaos encomdassing CPSP accounts has
 
aggravated the financial chaos f-cing the CPSP. Donors agreed that the
 
status of CPSP operations had to be clari-ed. A USAID-financed audit of
 
CPSP accounts was included in ESF I conoitionality. Several partial audits
 
undertken by Arthur Andersen, an American accounting firn, in response to 
IMF aod USAID ccnditionality confirmed that CSP needed better financial 
and inventory control. Primar iIy CF'SF needed to (I) reconcile its 
4inancial accounts with those cf i t banks -and tne Treasury (indeed, 
Arthur Andersen is in the midst of per;orPiqg such a reconc7liation) and 
(2) recognize that any unpaid credit acntns
.. .. should be consioered
 
non-roc. verable unless the government t-i( st, ong Lction to gain
 
repayment. Arthur Andersen found in its 11?82 audit of the CPSF' rice
 
marketing operation, published in Dec mbir 1984, that the CFSP needed to
 
verify its inventory; specificalIy, it found that the CPSP does not
 
reconcile its records of rice unloaded with those of rice stored with
 
those of rice sold. Arthur Andersen concluded in its 1984 report that rice
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prices needed to be raised FCFA 30/kg to compensate for losses due to bad
 
credit and lack of inventory control. The GOS responded in January 1985 by
 
raising rice prices from,FCFA 130 to FCFA 160/kg partly as a result of the
 
audit's findings and partly as a result of IMF and World Bank pressure to
 
raise rice prices. In addition, CPSP has attempted to produce quarterly 
reports and reconciliation of accounts in response to ESF conditionality 
but the information will have little meaning until the CPSP's past 
accounts are rectified.
 

THE GOS GETS TOUGH
 

DEMANDING REPAYMENT OF PAST CREDIT: The CPSP has begun to demand
 
repayment of outstanding credit over the past year. It has made a major
 
effort to repay arrears tg the banking sector and the Senegalese Treasury.
 
The legal system has also cooperated in the prosecution of bad loan cases.
 
The threat of confiscation of goods and imprisonment has, in many
 
instances, encouraged individuals to reimburse outstanding loans. The CPSP
 
has recovered approximately FCFA 380 million in back debt, including debt
 
resulting from credit sales of PL-480 rice. But this impressive sum is
 
far short of the FCFA 4 billion in un'paid loans estimated by Arthur
 
Andersen.
 

DISMANTLING THE CPSP
 

REDUCING CPSP ACTIVITIES: The GOS agreed, in response to donor
 
conditionality (a covenant under ESF I), to a diagnostic study uoder.taken
 
by SEMA Metra Conseill, a French consulting firm, The study examined the
 
possibility of reducing CPSP activities and simplifying or eliminating the
 
purchasing and marketing roles that the CPSP plays in rice supply. This
 
study, delayed because the World Bank and.French had difficulty choosing a
 
consulting firm, was completed in April 1985. The study found that CPSP
 
needed to separate its rice import and marketing operations from its price
 
stabilizing operations; all donors agreed with these findings, SEMA Metra
 
Conseil, apparently reflecting the influence of a French socialist
 
government, recommended that a new parastatal be formed under the auspices
 
of the Ministry of Commerce.to undertake the importing and marketing
 
operations. USAID opposed this idea and, along with IMF, has supported
 
privatization. In August 1985 the Ministry of Finance presented a plan for
 
the elimination of CPSP purchasing and marketing roles, This proposal was
 
supported by USAID but faced strong opposition.
 

THE PRIVATIZATION OF RICE: The final compromise position taken on
 
the CPSP rice filiere was agreed to in the November 1995 negotiations with
 
the World Bank for a US$60 million 18-24 month structural adjustment
 
credit. As a condition for the disbursement of the first tranche, GOS
 
agreed to (1) separate the rice marketing from the price stabilization
 
function ol the CPSP and (2) partially privatize the importation and
 
distribution of rice, The GOS insisted on creating a 60,000 MT security
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stock of rice and 'Iecontinuation for two years of control by SONADIS (a
 
mixed public-private trading company) over the distribution of 80,000 MT
 
(bargained down frcn 120,000 MT) of imported rice to rural areas. Senegal
 
imported, by conparison, 360,000 MT of rice during 19B4. The hope is that
 
this arrangement will encourage and expand private sector involvement in
 
rice marketing operations without jeopardizing people's access to rice,
 
particularly in rural areas where transportation costs mey be excessively
 
high. A minimum of three importers (including SONADIS) will be selected
 
from among Senegalese and foreign firms to import the remaining rice. The
 
GOS is also exaoin:ig the possibility of privatizing SONADIS.
 

THE PRIVATIZATION OF GROUNDNUTS: By a December 1985 presidential
 
decision, the grour:rut sictor is to be privatized following several moves
 
throughout 1985 to liberalize its production and marketing. This
 
liberalization pro:"am is meant to expand and encourage peanut production
 
as part of the New Agricultural Program (NAP) announced by President Diouf
 
*in the April 1934. The NAP also raised producer prices for groundnuts 50
 
percent, from FCFA 0( to FCFA 90/kg f'or the 1985/1986 growing season.
 
Government subsidies to the oil crushing firms were halved in 1985 and
 
will be eliminated ior 1986. The management of the two firms (SONACOS and
 
SEIB) will be cons:iidated in June 1986. Privatization of CPSP's groundnut
 
operations should cake the entire peanut market more efficient while
 
unburdening the GO: of one of its major financial drains.
 

ABOLISHING THE CPSP: Both USAID and the GOS expect that CPSP will
 
soon privatize all of its filieres,now that privatization of both rice and
 
groundnuts is proceeding. Future ESF conditionality will be designed to
ensure that this p-ivatization process is not reversed. Rice is the only

operation which ha! traditionally run a surplus and when it is privatized
 
later this year (1:6)1 the GOS will face the prospect of financing yearly
 
CPSP deficits. This is not a realistic option given the state 6f the GOS
 
finances. It is ge-erally assumed that CPSP will be abolished in the
 
upcoming few years. The present USAID-sponsored Arthur Andersen audit of
 
all CPSP filieres "as been undertaken with the notion of facilitating this
 
abolition while ass:stlng the GOS not to assume CPSP debt generated from
 
unreconciled ac:ov-:s.
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SONAR, Retained Earnings, and Input Distribution:
 

ESF III: conditions-precedent!
 
Contract between GOS and oil crushing firms (SEIB and SONACOS) on
 
management of seed stock,
 

ESF III: special covenants:
 
I. GOS to present plan to organize the distribution of fertilizer
 
by the private sector for 1985/1986 crop year by 31 May. 1985.
 
2. SONAR and STN will be liquidated by 31 May 1985.
 
36 OS will complete action plan for progressive transfer of seed
 
stock to farmers over six year period.
 

OVERVIEW
 

USAID INTEREST: USAID became involved with SONAR and the retained

earnings system as a proponent of 
boeh follcing the dissolution of ONCAD
 
in October 1980. USAID later supported a prcgram to privatize the

distribution of SONAR's two 
major distributeJ inputs, seed and fertilizer,
 
as part of a general move toward privatizati~n in the agricultural 
sector
 
and in response to the huge debt being accumalated by SONAR. Specifically,

USAID supported a program to 
give farmers responsibility for maintaining

their own seed stock and for of
the use private fi.rms to supply
 
fertilizer.
 

BACKSROUNDi SONAR was established with donor su'pport 
to take over

ONCAD's responsibility of 
supplying farmers with agricultural inputs,

particularly seed and fertilizer. These inputs wet 
 to be paid through the
 
retained earnings system, a system in which a levy was imposed on farm
 
output this year in order 
to pay for require: inputs next year. SONAR and

the retained earnings system were originally intended as a temporary

parastatal. Donors 
were well aware of the p:ssibility that'SONAR would
 
follow the same path as ONCAD and, as 
the i:llowing discussion will show,
this proved to be 
the case, The struggle to end SONAR's brief 
existence
 
was hard fought.
 

ORGANIZATION: This discussion will 
be or-anized around the two major

inputs: seeds and fertilizer, It will discuss why the retained earnings

system in each case failed to cover the cost of supplying these inputs and
 
why USAID supported privatization through is conditionality as the best
 
-means of overcoming these difficulties. It sill then problems
turn to

which may result from USAID 1,onditionality. It will be important to keep

in mind throughout this discussion 
two main themes of this report, namely

the impact of mismanagement and lack of 
credit.
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SONAR AND SEED DISTRIBUTION
 

SONAR'S MANDATE: According to its original mandate, SONAR should
 
have been only tangentially involved in the credit system, given only
 
enough crop credit to assist in the purchase of a small amount of selected
 
seed (75,200 tons in 1982/83). SONAR purchased the rest of the sceds
 
directly from the oil crushing firms on credit from banks in order to
 
reach a seed stock of 12(,)00 MT. In theory, the expenditure on this
 
120,000 MT s.eed stock should have been 
covered by the retained earnings
 
system which imposed a levy on farmers of FCFA 10/kg in 1982/83, raised to
 
FCFA 15/kg in 1983/84 (with an additional FCFA 5/kg reserved for
 
fertilizer bringing the total levy to 
FCFA 20/kg). In reality, the cost of
 
the seed stock was rarely defrayed.
 

THE FAILURE OF THE RETAINED EARNINGS SYSTEM: The design of the
 
retained earnings system worked, but only partially and only in years with
 
high yields. The 120,000 MT seed stock costs 
the GOS FCFA 12 billion
 
annually to maintain, requiring that 800,000 MT of gro ndnuts be marketed 
through GOS channels. This has been accomplished in only eight of the 
previous fifteen years. SONAR could not cover the expense of purchasing
 
seeds for the seed stick in 1982/1983 because the retained earnings levy
 
that year proved insufficient and the GOS did not disburse its FCFA I.I
 
billion subsidy to the parastatal. Large deficits also arose in thr
 
1983/84 growing season when the seed levy again proved insufficient due to
 
the dramatically lower production caused by the drought. (Only 342,000 MT
 
of ground nuts were marketed which generated only FCFA 5.1 billion in
 
revenue, FCFA 6.9 billion short of what was needed.) A CPSP surplus of
 
approximately FCFA 5.6 billion that year helped cover the cost of the
 
deficit.
 

REDUCING SENEGAL'S SEED STOCK: The GOS attempted to move away from
 
the maintenance f- an excessive seed stock in the 1984/1965 growing season 
but not enough peanut seeds were made available that year as a result of 
both the drought and the reduction of the existing seed stock from 120,000 
MT to 60,000 (with 40,000 MT made available at cost). Farmers apparently
 
had not been prepared to hold back their own seeds despite a GOS
 
announcement of its intent to reduc2 the 
peanut seed stock. Th:ts accounts
 
in part for the major shift to millet production in this past growing
 
season, mich larger than expected given the farmers need to replenish
 
their cereal stock after 
the drought. Despite this major reduction in the
 
size of the seed stock, the GGS did not experience sign ;icant savings. 
Cost of maintaining and distributing the seed stock remained high: FCFA 10 
billion. 

THE IMPACT ON THE BANKS AND SENEGAL 'S LIOUIDI rY: 
The big losers in 
the input distribution game have been the bank,s ,ind ul trnately the 
Government of Senegal. SONAR turned to the banks for financing in years
 
when the retained earning system did not cover the cost of the seed stock.
 
The banks were obliged to comply to the tune of FCFA 13 billion which has
 
represanted an additional burden on their already overtaxed resources and
 
exacerbated Senegal's general liquidity crisis.
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USAID INTERVENES IN SEED DISTRIBUTION WITH THE ESF PROGRAM
 

THE ELIMINATION OF SONAR: USAID requested the liquidation of SONAR 
under ESF III conditionality. Donors chose the
to focus their attention on 

abolition of SONAR and the retained earnings system because these, 
like
 
the CPSP, were plagued by financial mismanagement. They had to be
come 

viewed as anathema, inefficient institutions costing the GOS dearly,

promoting over reliance on government by 
the farmers, and penalizing the
 
most efficient 
farmers who maintain their own carefully selected seed
 
stocks more cheaply and who would prefer 
the flexibility" of
 
non-involvement 
in the national seed stock. 
It also appeared to maintain 
peanut production in marginal 
areas where the production of other crops

made greater economic sense. 
Both donors and the GOS recognized the
 
significant savings that the 
GOS would incur by ridding itself of the need
 
to subsiOize SONAR but understood that the seed 
stock afforded Senegal a
 
security stock, protecting farmers from drought years. The GOS was also
 
hesitant to turn the crucial function of input delivery over to the
 
private 
sector because of its unwillingness to suffer the political
 
consequences of alienating 
vesced interest groups and because of
 
traditional suspicion of private business.
 

Under ESF I 1 the GOS reluctantly agreed to a compromise position
which included the abolition of SONAR but allowed for a transfer of peanut

seed holdings to farmers over a six years period. The oil crushing firms 
were placed in charge of the seed stock and a security stock during this 
transitionary period. (Fertilizer distribution 
was also to be privatized; 
see below.) SONAR ceased operations in December 1984 and was officially
dissolved in May 1985. 
The GOS agreed to take on the responsibility of its
 
debt.
 

MAINTAINING A SECURITY SEED STOCK: 
The GOS and oil crushing firms
 
signed a contract in December 1984 in response to 
USAID conditionality

which effectively transferred management of the seed stock from the
 
defunct SONAR to SONACOS and 
SE IB. So began the "six 
year" plan envi sioned
 
by the ESF program to transfer control to the farmers. Senegal will
 
probably have no seed stock in the upcoming year. The six year transition 
has been whi ttled dowjn to one. Farmers have been told to keep their own 
seeds; however there is some question as to whether they will do so. 

The oil crushing firms will maintain control of a 60,000 MT peanut

security seed stock by contra:tino with farmers to 
produce selected seeds.

The puroose of this security stcck is to protect farmers and 
the GOS from 
another drought or other calamity and act as a means of upgrading the
 
e:is*inQ 
seed stock. The oil crushlno firms were considered a natural 
intermediary is they already buy peanuts 
as part of their operations.

Unlike the seed stock 
of past years, seeds will 
be sold at or near cost

prices and those seeds not 
sold will be crushed by SONACOS. The new GOS
 
policy of having farmers pay for seei from the security stock will create
 
and incentive for 
farmers to maintain their 
own stocks while minimizing

the risk that seed will be unavailable for farmers in need or that the
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national seed stock will be degraded. This security stock should also
 
significantly reduce 
the financial obligations of the GOS to the
 
maintenance of the seed stock because SONACOS will pass all costs onto 
the
 
farmers when the seed is sold.
 

POSSIBLE PROBLEMS WITH FARMER-MAINTAINED SEED STOCKS: 
The
 
responsibility of the seed stock was 
in effect privatized and fell to the
 
farmers themselves with the dissol ution of SONAR. 
 At the time of this
 
privatization it was unclear 
what type of facilities wert available on the
 
local level for seed stocking or how 
they would be used. The Ministry of
 
Rural Development has 
recently completed a study detailing what facilities 
exist and are needed. USAID estimates that at p,*esent, 20-40 percent of 
seeds planted come from farm stores. When ESF III was written, USAID had
 
not studied how much seed stock farmers would hold, 
and where and how they

would do so. USAID presently has a study unoerway to answer many 
of these
 
questions under the Sahel Policy Analysis and 
Support Project. Peanut seed
 
storage is a much more difficult problem than 
cereals seed storage. With

millet, farmers need to store four kilograms of seeds per hectare, with 
corn about seven. Peanut production requires 100 to 12) kilograms of

unshelled peanuts, 60 to 80 shelled, per hectare. SODEVA is in the process

of looking into what storage facilities exist for groundnuts in the peanut

basin but ii growing season 1964/85 is any indication of the ability or 
willingness of farmers to maintain peanut seed stocks, there is call 
for
 
alarm. The storage problems thrust upon local and
farmers communities with
 
the abolition of SO IAR and the retained earninys system may prove quite

burdensome, 
at least in the short run. In the 
long term it is expected

that villagers will be able 
to take on the responsibility of storage
 
reasonably well.
 

POSSIBLE SOLUTIONS: Several possible solu:tons that address these 
issues have h-, suqest.ed in the ongoing policy dial Ugue. One solution 
suggested is that of e.jiinding the function of SONACOS to take over some 
of the potential storage problems. Farmers 
might sell their ordinary seed
 
to SONACOS in return for selected seed that may be vacuumed oacred. This
 
would i prove conservation 
by redicinq pest an molc infiltration and
 
destruction. These peanuts would al u br delivered chel led, thus ridding
the farce-s cf one tedious, time consuming tasK. This lAtter option would 
also as=sist SONA4OS, wi ch colid bturn, the shel is and save cn energy costs. 
Such a program fits in well with SON COS's new role as a security stock 
holder. However, it is on I/ unde prelIminary discussion. 

SONAR AN ) FERTILIZER 1ISTRIBUION 

FERTILIZER USE AND FURTII.IIER POL(CY: Fertilizer usage has 
fluctuated widely over the past ten years from a low of 14,820 MT in 
1970/71 to a high of 93,716 MT 
in 1976/77. rhis fluctuation can be
 
attributed in part to the confusion 
and delays caused by the frequent

change of distribution networks and institutions which occurred 
throuoghcut

the past iifteen years. Other major contributing factors have been 
the
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abrupt removal of subsidies which raised the price from FCFA 25/kg in 
1981/82 to FCFA 120/kg in 1984/85 (a 380 percent rise) and the lack of
 
credit for the purchase of fertilizer; credit is presently,available only
 
through SODEFITEX and SAED. Many farmers are unaware of the benefits of
 
fertilizer use or are. unwilling to undertake the risk of purchasing
 
fertilizer given the risk of another drought year. Finally, there has been
 
great discontent among farmers because of poor record keeping on the
 
village level which has led to irregularities, maldistribution, and abuse
 
of the delivery network.
 

SONAR'S INVOLVEMENT IN FERTILIZER DISTRIBUTION: The control of
 
fertilizer distribution once again fell under SONAR auspices in the
 
1984/1985 growing season after having been privately allocated through
 
SSEPC, a private firm. (Its privatization under SSEPC was a result of
 
USAID's Agricultural Devel'opment Assistance Sahel Development Fund,
 
685-0249.) The retained earnings system was also used to finance the full
 
cost of fertilizer distribution, with FCFA 5/kg exacted from marketed
 
groundnuts. This system proved 'unsatisfactory in 1984/84 when only FCFA
 
1.75 billion were received in revenue to purchase fertilizer at a USAID.
 
subsidized price of FCFA 100/kg. Only, 17,500 MT were bought which, when
 
added to the 10,000 MT purchased by other RDAs, constituted an
 
insignificant portion of fertilizer for the peanut basin. Furthermore, the
 
oil crushing firms which collected the retained earnings had been
 
reluctant to transfer this revenue to SONAR until SONAR had reimbursed
 
them for its debt incurred by the seed stock, Under GOS pressure, the
 
funds were released and fertilizer finally distributed, though far behind
 
schedule and too late to have a significant effect on'production, In sum,
 
1984/85 saw a breakdown in'the fertilizer distribution network which
 
contributed to the marked decline in peanut production experienced this
 
past. year.
 

FINANCING FERTILIZER USE: A major -constraint on 'fertilizer use has
 
has been .the lack of financing available for its purchase. Fertilizer
 
needs will continue to be financed in the short term through a combination
 
of cash sales, bank credit, and external assistance, USAID and the Caisse
 
Centrale have agreed to support degressive subsidies on cash sales of
 
fertilizer over the next three years in order to encourage fertilizer use;
 
in 1986/87 the subsidy will amount to FCFA 24/kg, FCFA 16/kg in 1987/88,
 
and FCFA B/kg in 1988/89. The step by step reduction-in subsidy will
 
soften the abrupt shift to privatization, These subsidies are viewed by
 
USAID not as an economic necessity but as a psychological tool to
 
encourage fertilizer use and fertilizer purchase on a cash basis while
 
reducing farmer resistance to price hikes. The subsidies were also meant
 
as an incentive to encourage the development of private sector
 
distribution networks. Farmers should have no trouble paying for the
 
increased cost of fertilizer with the income generated from rises in
 
officially set prices for farm products, as long as they retain sufficient
 
cash on hand,
 



.SL I DISeneqal Evaluation of ESF 1,I t, and III . 4(_ 

PROSPECTS FOR PRIVATIZING FERTILIZER: USAID promotes the
 
Drivatization of fertilizer marketing but there remain many questions that
 
nay significantly affect Senegal's ability to privatize. Demand for
 
;ertilizer is an unknown variable, especially under present circumstance
 
Then little credit is available, subsidies are small, the risk of another
 
Jrcught is significant, and farmers' cash resources and attitudes toward
 
-ertilizer use are not known. Private entrepreneurs are reluctant to
 
in-.est when it is so difficult to predict farmer demand. Secondly, few
 
irstitutions are willing to take on the responsibility of providing credit
 
.c -armers for input purchasing given their bad credit histories. Lack of
 
:r=edit will continue to suppress both demand and supply for fertilizer,
 
'e'- to what extent remains unclear. Finally, given the frequent shifts in 
3CE policy on fertilizer distribution over the past ten years, private 
'i-ms are reluctant to invest their time and resources into fertilizer
 
Drcduction until they are confident that GOS regulation will not once
 
ac: in change.
 

USAID INTERVENES IN FERTILIZER DISTRIBUTION WITH THE ESF PROGRAM
 

REORGANIZING THE FERTILIZER MARKET: No plan has yet been presented 
by the GOS, in response to an ESF III covenant, for the reorganization of 
the fertilizer sector, but there have been on-going discussions on private 
fertilizer marketing among GOS officials, USP.ID officials, and private 
sector businessmen. In July 1985, ICS agreed to produce 7500 MT in the 
upcoming year at the request of SONACOS which hopes to ensure a minimum 
level of fertilizer use in the peanut basin. ICS has also agrLo to 
produce an :dditional 6000 MT to foster demand among -armers. SENCHIM, the 
marketing arm of ICS, will assist with the financing, and will provide 

fertilizer with 30 percent down, 70 percent payable in 45 days. SON^COS 
has agreed to purchase the fertilizer if the degressive subsidies are 
approved and to distribute it to farmers. The quantities discussed by 
USAID, the CCCE, SONACOS, and ICS in July are small but represent a start 
toward privatization. They also reflect the difficulty encountered in 

etempting to privatize this market. Meetings are contin-ing between
 
d .crs and Senegalese business leaders, but no conclusive agreements have
 
teen reached and no formal distribution network has yet been organized.
 

We should also note that USAID/Senegal, through its Agricultural
 
zduction Support Project (685-0269), will assist Senegal develop a
 

-: vate sector network of fertilizer distributors. The project aims at
 
overcoming one major constraint to privatization, that being the lack of
 
a.-silable credit, by providing lines of credit through private channels
 
ba's to entrepreneurs to help them establish enterprises and augment the 
volume of fertilizer sales in rural area's The project will also help to 
stimulate fertilizer use by encouraging the GOS to fund fertilizer field
 
trials and to disseminate information to farmers through RDAs on the
 
benefits of fertilizer to crop production.
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PRIVATIZATION AND FOOD SELF-SUFFICIENCY
 

USAID's support for the privatization of fertilizer and seed
 
distribution have come ioto conflict with another overriding goal of the
 
GOS and donors: that of food self-sufficiency. In the short run at least, 
yields may fall in many areas until a new, privatized distribution network 
is established. It is crucial that donors look carefully at the impact of 
input privatization on food production and take into acc6unt possible
 
declines in production when assessing Senegal's needs for project
 
assistance.
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SAED, SOMIVAC, and SODEVA: The Onqoing Strunqle To Slim Down the RDAs:
 

ESF III: condition precedent:
 
Draft contract-plan between GOS and SAED acceptable to USAID.
 

ESF Iii: special covenants:
 
1. GOS will sign contract-plan acceptable to AID with SOMIVAC and
 
SODEVA detailing reorganization of thEir roles, reduction in
 
their personnel, and obligations of the GOS.
 
2. Signature of contract-plan between GOS and 
SAED by January 31,
 
1985 acceptable to AID, the World Bank, and 
the French
 
government.
 

OVEPVIEW
 

USAID INTEREST: USAID interest in RDAs parallels its 
interest in
 
SONAR. Through its own projects, it has supported the use and extension of
 
RDAs. USAID desire to assist the GOS with its debt crisis and its own
 
growing belief that RDAs were not cost effective led USAID to make a
 
closer examination of the potential benefits derived from the
 
privatization of RDA 5ervices.
 

ORGANIZATION: This discussion will 
take a look at SAED, SOMIVAC, and
 
SODEVA, the three RDAs targeted by ESF conditionality and covenants. It
 
will examine their rule in rural development, their financial
 
shortcomings, and finally USAID promotion of their privatization.
 

THE ROLE OF RDAS
 

SAED, SOMIVAC, and SODEVA are regional Rural Development rgencies
 
(RDAs) that were originally establishud to provide rural extension
 
services but which over time have taken 
on direct production activities.
 
They offered heavily sutbsi dized inputs to farmers including seed,
 
fertilizer, and water 
as well as such services as land preparation for
 
planting, rarketing of agricultural products, and credit. SPED operates in
 
the Fleuve region (Senegal R ver Basin), SODEVA in the peanut basin,
 
SOMiYAC in Casamance. Senegal's regional 
RDAs have comc inder attack as
 
ine? KciEnt and costly organizations that 
have been maintained more for 
political reasons than for their ability to improve rural agricultural 
production. 

THE ECONOMIC VIABILIrY OF RDAS
 

ECONOMIC INEFFICIENCIESt Basic economics sutgqPst that these
 
agencies have little reason to minimize costs because they 
are subsidized
 
by the GOS, and indeed, these agencies are more or less obliged through
 
GOS policy to act in a noncompeLitive fashion. In an ISRA study conducted
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by the University of Michigan ("The Ofific~al Mar~ket for Cereals in the
 
Senegal River Valley," August 1985), researchers reported that many of
 
SAED's operating expenses made little ecor-omic sense. Its transportation
 
costs, for example, were double that of other wholesalers in the Fleuve
 
area. The capacity of its rice.mills was too great given the mills'
 
breakeven point, making small privately run mills more profitable and
 
cost-effective. SAED's most efficient oil!, for example, operated at only
 
42 percent capaci-ty in 1983/84. SAED was forced to undertake
 
non-profitable trade and now operates at a significant lqss because 606
 
policy required RDAs to honor set government prices regardless of
 
transportation costs. (The Michigan study cites paddy produced in the
 
Bakel region, processed by SAED, which coats fourteen times more to
 
assemble than rice in the Delta region). Yet SAED must compete with
 
private wholesalers and traders who can select the most profitable
 
markets. These operations ,are economically, inefficient for SAED and a
 
substantial drain on the national treasury. Compounding these problems,
 
SAED has a long history of financial mismanagement and ineffective
 
accounting, both reminiscent of the experence of the CPSP.
 

EXTERNAL CONSTRAINTS: Yet not all,the problems can be attributed to
 
RDA operational procedures and GOS agricu:tural policies. Donors and the
 
GOS supported a massive expansion of the FOAs throughout the 1970s. Donors
 
encouraged the creation and expansion of RDAs by pumping large sums of
 
money through them; but when donors reali:ed that the results achieved
 
were not at all in proportion to sums donated, they reduced their
 
financial support. The GOS has used the R)As as a primary source of
 
employment for Senegalese school leavers. effecting a substantial
 
escalation in RDA payroll requirements; The 6OS, however, hai been unable
 
to meet the full expense of t-he the'subsities i-t prov.idesto these 
parastatals to help them cover their operating expenses. Local banks and 
suppliers have been reluctant to extend credit to RDAs. These parastatals 
have been hard. pressed to meet their operational expenses. SAED found that 

had to-it use funds earmarked for fertili:er purchase'and distribution to 
pay personnel salaries in 1984 when neitnr GOS subsidies nor bank loans 
were forthcoming. The OS has been hesitant to lay-off workers for 
political reasons and instead has reduce: other operating expenses in 
their budgets, further diminishing the a:"lity of the RDAs to act as
e-fective extension agencies. RDA costs 6hive skyrocketed over the past
 
decade while their resources and therefore effectiveness have dwindled.
 

RDA IMPACTj Given their enormous cos:!, it is unclear whether these
 
R:As efficaciously affect production. Gr:.ndnut yields per hectare remain
 
seemingly unch'anged in the peanut basin i:nce 1960 despite SODEVA efforts
 
t: increase them. Both the Casamance and 'leuve regions have witnessed an
 
inpressive expansion In rice and tomato :.tput although production was
 
subsidized and the costs of the services :onsiderable ($84 million from
 
1964 through 1978).
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REFORM OF THE RDAS
 

The services provided by these parastatals continue to require heavy

GOS and donor assistance; 
for this reason USAID believes tnat the public

service role of these agencies needs 
to be made more consistent with GOS
 
budgetary capacity and willingness to commit 
funds. USAID believes that
 
the GOS must realistically reappraise the cost of services provided by

SAED, SOMIVAC, and SODEVA and determine which services it can and is
 
willing to finance and transfer the rest to the farmers, To 
this extent,

USAID applauded the New Agricultural Policy (NAP) announced by the GOS in
 
April 1984 which established as objectives: 
1) the provision of more
 
decision making responsibility, and 
therefore more initiative, to farmers
 
themselves; 2) the creation of 
a low cost, flexible extension service
 
system; and 3) the privatization of 
many services including input

provision, The GOS Economic and 
Financial Adjustment Program for the

Medium and Long Term, presented to the World Bank Consultative Group in
 
December 1984 had among its objectives improving the mangament and 
fiscal
 
performance of agricultural parastatals and 
providing incentives to
 
encourage private sector 
activity in agriculture. USAID wholeheartedly

concurred with these goals and 
under ESF III hoped that contract-plans

signed between the various agricultural parastatals 
and the GOS would
 
reflect these commitments.
 

USAID INTERVENES WITH THE ESF PROGRAM
 

CONTRACT-PLAN WITH SAED: 
The GOS and SAED signed a contract-plan in
 
response to ESF III conditionality on 29 Dec-ember 
1984 with four major

aims. SAED is to 
I) disengage progressively from production, credit, and
 
marketing functions; 2) concentrate 
its efforts on rural planning and
 
evtension; 3) augment producer prices 
to reflect real costs of inputs; and
 
4; reduce and retrain staff. 
SAED will continue in the short term to play
 
an important role in '.he distribution of fertilizer 
and the marketing of

rice in the Fleuve rogion but will no longer extend credit. USAID hopes

eventually to limit SAED's role simply 
to planning nd e;xtension work.
 

CONTRACT-PLANS WITH 
SOMIVAC AND SODEVA: Contract-plans requested in
 
ESF III covenants 
between SOMIVAC and SUDIVA and the GOS are still pending

with many issues left unresolved. Both parastatals would orefer to see
 
their role and responsibilities expanded 
to include marketing. They would
 
like to vertically integrate their functions in order 
to coordinate if not

control and supervise all agricultural activlt:es in their 
region. USAID
 
believes this to oe unrealistic and is opposed, pre-erring to see these
 
porast ;als liit themselves 
to extenion services. Al the mument, SODEVA
 
is insisting only upon 
the right to distribu te selrected cereal seeds and
 
not on the selling of fertilizer 
in the peanut basin. Farmers' -bility to

purchase inputs on credit remains a potent 
issue to both parcatals.

USAID resists the continuation of 
sales on credit. It shouli be mentioned,

however, that some positive steps have been taken 
by the parastatals.

SODEVA reduced its staff by 55 percent in 1985.
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CEREALS PRODUCTION AND SENEGAL'S SELF SUFFICIENCY /SELF RELIANCE
 

ESF III: special covenant:
 
GOS will 
request a study of constraints to cereals marketing and
 
a plan for removal of the constraints be developed,
 

OVERVIEW
 

GOS INTEREST: 
The recent years of drought have forced the GOS to

reevaluate its heavy reliance 
on peanut production. Food self-reliance,

which has become the byword of 
Senegal's New Agricultural Policy, has been

translated 
into a greater emphasis on the production of cereal crops. This
 
new policy entails increasing irrigated and rainfed land under cereals
 
cultivation; improving facmer 
access to 
inputs, storage, marketing;

financing facilities and fostering local 
markets through the processing of

these crops; and strengthening production through appropriate pricing
 
policies.
 

USAID INTEREST: Senegal's desire to 
become food self-reliant led

USAID to examine means of 
improving cereals production in Senegal. Based
 
on a variety of studies and 
analyses, USAID concluded 
that GOS regulation

and pricing policies were constraining the expansion of cereals
 
production,
 

ORGANIZATION: This section will 
discuss general constraints to
 
cereals production and marketing. It will 
then examine GOS regulations and

policies that are recognized by both 
the GOS and USAID as impediments to
 
expanded production,
 

CONSTRAINTS ON CEREAL PRODUCTION AND MARKETING
 

CEREAL PRICES: Cereals production in Senegal has traditionally been

sensitive to 
changes in government established farmgate prices. Farmers
 
have become discouraged when set prices o; 
cereals have declined, taking

this as a market signal 
and reducing planting the following year. This has

often led to a shortfall in production and 
a rise in price, Farmers have

then responded by plantig more 
cereals in hopes of achieving the same
 
high price, only 
to fine that the increased production has led the
 
government to bring prices down. 
Production has followed this 
cyclical

pattern since independence. Senegal 
does not produce enough grain 
at
 
present, even in good years, to meet the needs of 
 its Urban population. It
cannot produce enough in bad years to meet the needs of the subsi stence
farmers. (The cereal crop covered only 32 percent 
of Senegal's needs in

the 1963/84 drought year. 
The 1984/85 growing season, one of the largest

on record, produced only 51 percent of Senegal's needs.) The cyclical

nature of Senegalese cereal production profoundly 
affects Senegal's

ability to feed itself.
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USING PRODUCER PRICES TO ENCOURAGE CEREALS PRODUCTION: The GOS has
 
attempted to encourage cereals production through its pricing policies. In
 
1981 it raised producer prices for cereals (including rice and cowpeas) by
 
25 to 33 percent. In 19B3, 1984, and 1985 cereal prices were raised again
 
by 40 to 60 percent over this period. In January 1985 the GOS raised
 
consumer prices for rice by 23 percent to CFAF 160/kg, reflecting a
 
cumulative increase of 100 percent since Februrary 1982, in an effort to
 
reinforce its strategy of minimizing rice imports while encouraging
 
domestic production of cereals.
 

PRIVATIZING RICE: The privatization of rice marketing should
 
positively influence local cereals production through the pricing
 
mechanism. Theoretically, rice prices should rise, discouraging rice
 
purchases and increasing demand for other grains. This should put upward
 
pressure on gr:in prices and encourage an expansion in grain production,
 
furthering Senegal's goal of food self-reliance.
 

AGRICULTURAL CREDIT: Lack of credit also appears to be a
 
constraining factor in cereals market'ing because it acts as a barrier to
 
entry for wholesalers who must show proof of a FCFA 3 million bank balance
 
before a license is issued, a requirement that hinders their ability to
 
expand i, order to absorb more cereal products. In an ISRA study conducted
 
by a University of Michigan research team ("The Official Market for
 
Cereals in the Senegal River Valley," August 1985), wholesalers reported
 
using borrowed capital in their operations but only six percent were able
 
to obtain caoital from banks. The mEan interest rate for nonbank credit
 
was considerably higher than bank credit (7.2 percent per month compared
 
to 15 percent/annum or 1.25 percent/month cor banks). This high interest
 
rate seems to reflect the risk ,ndertaken by lenders since only about 62
 
percent of loans ar e reimbursed, There is l ittle recourse +cr lenders if
 
loans are unrepai d.
 

USAID INTERVENES WITH THE ESF PROGRAM
 

STUDYING CEREAL MARKETING: ESF 1I1 conditionality required that the 
GOS urdertak Aa tud' on the constraints to cereals mrketing in hopes of 

completed b,.it numerous dIcusslons between USA D and the GOS have brought
 
these t'o :c1 :natiurs to a - neenzuc on the o onlers facing cereals
 
a -.,. Te University o M chi gan has conp! etod sever31 m u r working
 

p ..r h d .. t I Ih cr)ns;r ints to ereil. :. .. -,rk t* nq , The9
 

" e t yetW r 1CI 1 Iju e' ta er, tlJ ty1 bt it hAs not been 
completed. An inter ministerial commission met durinq the summer of 1985 to
 
discuss these Issues but has not yet published its conclusions. No written
 
plan for the removal of constraints in cereals marketing has yet been
 
developed.
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REFORMING 8 REGULATION
 

A general consensus has been reached betwen USAID and the 
GOS on
 
constraints to cereals marketing:
 

1) GOS LICENSING REGULATIONS MUST BE LIBERALIZED: Regulations

governing the licensing of wholesalers are presently strict that it is
so 

difficult for established firms to 
turn a pro-it without sidestepping the

law and bribing officials or risking fines or seizure of'their
 
commodities. Wholesalers are required to prov:de proof of 
a FCFA 3 million

bank balance, certified storage facilities, a-d the maintenance of regular

accounting records. Normally, wholesalers mue. also agree to handle

specific commodities on an annual basis which requires proof of 
a FCFA 5
 
million bank balance. Thege requirements cont'ibute to the general

liquidity constraints in the market 
because rigardless of the size of the

operation, official wholesalers must meet the regulations. This acts a
as

significant barrier 
to entry. Government annc.ncements on who is to

participate in the grain trade 
are often dela.ed well past the time of the
 
harvest. The decree for the 
1982/83 harvest wis not signed until January

1984 and in December 1984 for the 1983/1984 hirvest, this despite the fact
 
that grain began entering the market in Sept cber 
1983 and 1984. Such
uncertainty often encourages the expansion 
o4 *arallel unofficial markets
 
or leads wholesalers to shift their operation. to other activities leaving
 
farmers without buyers.
 

2) GOS PRICING POLICIES MUST CHANGE: Traditionally, prices

have not reflected the market. Government estc-lished producer prices have

been fixed to include a set margin above farm;ate -prices which is of-ten
 
not 
large enough to give wholesalers a profit, According to the
ISRA-Michigan study,' official prices often 
do -ot provide sutficient
 
margin to cover the costs of 
three months'. st:*age and transportation to

deficit areas; Wholesalers haVe been forcel a: 
times to operate at a loss

when farmgate prices have actually risen aoov-. officially set prlcer. On

October 15, 
1985 the GOS, in response to Title I conditionality,

announced the establishment of a farmlate fl::r price of FCFA 70/kg for

millet, sorgum, and corn 
which should act to cncourage farm production by
ensuring a minimum guaranteed return on fa-rm :ivestment while allowing

farmers to reap 
a profit should prices rise s:ve the establish lEvel, All
firms involved in later stages of production :an obtain whatever price the
market will bear. One potential difficulty fcoeseen by AID personnel would
 
arise if too much grain flooded the market 
ar: prices fell significantly.

it is unclear whether the GOS could 
affor: t"e cost of subsidizing a large

quantity of 
grain, USAID has therefore encoura;ed the adoption of a FCFA
 
65/kg floor price. This year the implementati:, of this floor price

program (at FCFA 70/kg) appears to 
be proceeo:,g well although the details

of the program appear not to have filtered dcoi adequately to the local
 
control agents, thus causing 
some confusion.
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THE IMPACT OF GOVERNMENT REGULATION: Strict market regulations and
 
pricing policies have prevented firms from operating freely in the market
 
and have discouraged others from entering. These regulations severely
 
constrain the absorptive capacity in the cereals market. Not enough firms
 
exist at present to purchase ill that farmers wish to sell. Indeed, only
 
the "banabana" (informal sector entrepreneurs) appear capable of turning a
 
small profit but they do so by buying and selling in such small quantities
 
that they bypass altogether GOS regulation and establish6d prices. This
 
lack of non-absorptive capacity discourages farmers by suppressing their
 
ability to sell even when prices are high. USAID hopes that by
 
liberalizing the market, farm production will rise and Senegal will find
 
itself more food self-reliant.
 

USAID POLICY: USAID supports a system of regu IAtion to guarantee
 
minimum prices to farmers that wi ll help to regulrize their income and
 
encourage cerPals production, USAiD recognizes that some market regulating
 
mechanism is essential and is presently discussing with the GOS what form
 
this vechanismi should take. LISAID does not support the idea of a state run
 
institution, particularly the CPSP, charged with the responsibility of
 
guaranteeing prices. LISAID/Senegal has undertaken the Agricultural
 
Production Support Project with the aim of increasing private sector
 
wholesale and retail cereals marketing by providing entrepreneurs with
 
line of credit to expand their operations.
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CREDIT, COOPERATIVES, AND THE CNCAS
 

OVERVIEW
 

USAID INTEREST: The importance of credit in the crisis facing

Senegal has been an ever 
present thEme throughout this discussion as well
 
as throughout the 
ongoing policy dialogue between USAID and GOS officials.
 
The major donors have supported the creation of the National Agicultural

Credit Bank of Senegal (the CNCAS) to improve farmer access to farm
 
credit. USaID/Senegal has helped 
to shape the CNCAS through the dialogue
 
process emphLsizing the need to decentralize the bank inito rural 
areas and
 
encourdge savings as well,as 
loans. Although not specifically mentioned in
 
any single condition precedent or special covenant, improving Senegal's
 
liquidity has been an implicit noal of the ESF program and was the basis
 
'or the decision to use ESF monies to reimburse outstanding crop credit
 
and the cost of the national 
seed stock. One maor constraint perpetuoting
 
the liquidity crisis has been the unwillingness or inability of Farmers to
 
repay credit. The Caisse Centrale more than US'ID has soug.t to find means
 
of ov-rcoming this problem; 
it has become the major financial backer of
 
the CNCAS.
 

ORGANIZATION: This section will discuss 
the cooperative and village

sections movements in Senegal, movements promoted to assist farmers obtair;

credit and other vital agricultural inputs and sell their produce. 
It will
 
then turn to a discussion of the CNCAS and 
its hope of using village
 
groups 
as a means of injecting credit into the agricultural sector.
 

CREDIT AND THE COOPERATIVE MOVEMENT
 

On the local level, credit was 
given to farmers through cooperatives.

Farmers in theory were to obtain 
inputs through cooperatives on credit and
 
repay the debt when 
they later m;rketed the r pronuce. Farmers effectively 
bypassed tne system by purchasing inputs and nar'eting their cros through 
different :orjat IVes. 

Coooeratives began as a national movement ir Ic6; heralded as 
grassroots in nature, the cooperatie 
movement qu:, l y degenerated into a 
political and religious mechar-, i for control ing farmers. The peanut
cooperatives, t-aditiona ly and ec no icaiy th, most important Senegalese 
cooperatives, have been dom nated ty a control contrnlIed hi erarchy,
effectively eliminating firs r participation in management Tiis has 
provided on "open door to corrLuptlon through which farmers, particularly 
the wealthy and powerful, have obtained access to credit and services with 
little accountability, alienating the weaker cooperative members. Members 
have little say in who will be selected to receive credit although all
 
members bear the responsibility of any debt incurred.
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CREDIT AND VILLAGE SECTIONS
 

Village sections were seen as a viable alternative to the cooperative

system: smaller self-selected groups promoting solidarity and 
exerting

enough peer pressure to ensure repayment of extended credit, Their
 
formation, however, 
acted as a threat to the politically powerful
cooperatives .hich circuovented the intent of the movement by making
village seLtlons subunits of cooperatives. Many vil lagers were simply
assigned to their village section by the local, prefect. All in all, 4472
 
village sections have been created. 
Some villagers, however, did succeed
 
in divorcing themselves from the cooperatives, realizing that they may be
 
the true victims unless credit is reimbursed by being denied 
access to
 
future sources of credit. 
The Caisse Centrale was appalled by the outcome 
of the movement for the creation of village sections. The Caisse has
promoted instead the establishment of gr_ot ppmI-e nts d __prdO cteurS or
producer groups with Ieqal status separate from that of cooperati ves. 

CAISSE ,ATIONALE DE CREDIT AGRICOLE DU SENEGAL 

The Caisse Centrale is ln the process o; establishing the Caisse
 
National de Credit Agricole du Senegal (CNCAS or 
the National Agricultural

Credit Bank of Senegal). 
When it ccmes on line, only those village

sections and groupements which the 
CNCAS considers "legitimate" will be
 
given access to credit. This will be determined in part by these groups'

complianrce with a regulation requiring them put
to up 2')percent of their
 
own funds.
 

The CNCAS has establi heo hranches in Dakar, Thies, and Matam and 
hopes to open offices in Zqu inchor and Kolda soon. There has been concern 
over what some consider excesve expenditures dlready spent by CNCAS on
building and personnel bit qenerally the bink appears to have had a fairly
successful 
start. Its office in Matam reports collection of FCFA 150
 
million in savings ,n t e .alI o 19,5. CNCAS has already received FCFA 6 
billion in loan applications from the agriculltural sector exemplfying the 
enormous pent up demand for credit. But it has only FCFA 450 million in
lending cdpacity until the end of Iq°5, a credit ceiling imposEd by the 
Central Bank.
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LESSONS LEARNED AND RECOMMENDATIONS
 

The following ae a list of recommendations which follow 
from the analysis
 
presented in this evaluation,
 

1. USAID ESF design team members already have 
a wealth of information and
 
studies which explain problems with the 
status quo. In subsequent ESF
 
programs, additional analysis (economic studies, cost 
benefit analyses,

and political analyses) is needed to 
select conditionality and judge the

impact~of proposed ESF 
reforms, that is, on the economic and political
 
consequences of the program on of
and means minimizing short-term
 
disruptions which are likely to accompany the 
implementation of structural
 
reforms.
 

2. The timing of implementation of 
structural adjustment reform has

matched GOS ability and readiness to respond with reform measures. In
 
future ESP programs, a master plan or 
PERT chart should be created which
 
links potential reform measures 
to target conditions identified in studies
 
or established with the ESF program, Face 
should be made more sensitive to
 
the economic and political consequences of conditionality.
 

3. Specific ESF reforms appear to 
support prevailing 5OS and US strategies

for improving agricultural production 
in Senegal. Design documents need to
 
clearly define end-of-re orm" conditions, and, as much as possible, these
 
conditions should be quantified. As an example, the documents need 
to
 
identify 
target ranges - within a stated time-frame - for improvements in

agricultural production 
or for the provision (in these cases by the
 
private sector) of agricultural inputs, Once these end-of-reform_
 
conditions are defined, baseline data should be 
systematically accumulated
 
to show progress in achieving ESF program goals and 
criteria established
 
with which to judge the success of the ESF program.
 

4. USAID/Senegal has underway plans to
or undertake a variety of projects

in the agricultural sector to ansist 
with privatization. The ESF program's
overall e ~fe:tive-ess wo~ld be maximized with the design and timely
im:.ementatior c m tuallI supportive project and non-project assistance
 

5. USAID na .,s to deilin the ESF program from IMF standby targets to
 
enswre the level oi analvsis required 
to produce a sound, well thought-out

ESF progran. Tnis moy 
require that ESF negotiations begin much earlier 
so
 
as to accomplish this level of analysis well cefore IMF target 
deadlines
 
or 
this may req.ire a :oxplete separation, delinling, of the two prcgrams. 
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Attachment: ESF time table 
ESF conditional:-y tables 

Drafted by: Nancy Nor:hroo:-
original c"aft: 6:'EC85 
final dra;-: 02.NE36 

Clearances: DDIR: 
FDO: 
PRM: 

Carc T ys:-
Joel Schl i nger 
Cam;bel "-C! usky 

(in draft) 
(in draft) 
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TIME TABLE 

Aug. 1983 Consumer prices officially raised 

ESF I signed 

Sep. 1983 IMF structural adjustment credit signed 

Dec. 1983 ESF II signed 
IMF standby target deadline 

Feb. 1984 ESc I amended 

Apr. 1984 President Diouf announces New Agricultural Policy 

June 1984 IMF standby target deadline 

Oct. 19FJ4 Producer prices officially raised 

Dec. 1934 Phase I audit of CPSP rice accounts completed 
SONAR stops operations 
Contract plan signed between GOS and SAED 
Contract signed between GOS and oil crushing firms on 

seed stock management 
ESP III signed 
IMF standby target deadline 
World Bank Consultative Group Meeting in Paris and GOS. 

presentation of its Economic and Financial Adjustment 
Program for the Medium and Long Term 

Jan. 1985 IMF structural adjustment credit signed 
Rices prices raised 

Apr. 1985 Producer prices officially raised 

SEMA Metra Conseil completes diagnostic study of the CPSP 

May 1985 SONAR o'ficially abolished 

Oct. 1985 Cereal floor prices established 

Dec. 1985 Phase I! CPSF audit completed 

ESP IV signed 
IMF standby target deadline 

Feb. Iq86 New Inoustrial Policy announced 

May 1986 Pha:c III (final) audit of the CPSP to be completed.
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