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I. SUMMARY

A. Recommendaticns

1.  Funding

USAID/Pakistan recommends the FY1987 authorization of $£.C
million in grant funds to finance technical assistance and training
activities. These funds constitute the first tranche of a $3006-
million, six-year program. An additional $300 million may be
authorized for the program if warranted. The program is a combina-
tion of commodity import assistance, sector grants, technical
assistance, training and other assistance to provide balance of
payments support to the Government of Pakistan and encourage needed
policy reforms in the agricultural sector.

2. Geographic_Code
Except as AID may otherwise agree in writing:

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

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

B. Summary Prcject Description

The Agricultural Sector Suppocrt Program (ASSP) will provide
needed balance c¢f payments support to the Government of Fakistan
(GOP) and wilil .ay the groundwork for sustained development by
encouraging the adoption ¢f difficuilt vut necessary policy reforms
in the agricultural sector. Over the program’s l1life, up to $600
million in commodity import program (CIF), Sector Grants (5G),
technical assistance, training, and other related inputs may be
provided to the GOP. While the ASSP is designed as a six-year
assistance program. approval is being sought for the first three
years only. Overali funding for the remaining three years and
annuel levels 2f suppport wil: be ccnditional on continued program
SUCCEeSsS.

ASGF builds on the successful experience cof the Food Security Manage-
ment (FSM) Project and the Agricuitural Commodities and Equipment
(ACE) Program, under which detaiied policy analysis conducted under
the FSM BEconomic Anzaiysis Network componen*t served as a catalyst for
significant pciicy refcrms, whi.e the rescurce trancsfers being pro-

-~

vided under ATE arnd FiL-480 were leveraged to encosurage thelr



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

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

ASSP will operate in the context of an economy in which structural
weaknesses threatern. the nation’s balance of payments situation, the
GOP budget finznce, ¢nd the ability to sustain the 1977-86 GNP
growth rate of 6.5%. The external sector is characterized by a
narrow exporti base and restrictive trade policies. Measures to
increase and broaden government revenue are urgently needed, while
government’'s role in areas more efficiently performed by the private
sector must be decreased. ASSP is designed to help overcome these
major consireints to economic development.

The pclicy agenda for the ASSP has three aims:
1. to bring prices more into line with international levels;

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

3. to recduce budgetary subsidies cvo the agricultural sector.

ASEF s emphasis on policy reform, economic efficiency, reduced subsi-
dization of agriculture and growth in the agricultural and agri-
business sectors is essential in realizing the mission’s two-part

e
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growing population andfincrease agriculture’s contribution to
overall economic gro.:th by improving its efficiency and productivity.

Specific reforms will cover a broad spectrum of sectoral concerns,
including the pricing and distribution of inputs, processing and mar-
keting of crop and livestock products for tire domestic market, and
public sector support to the agricultural sector. The agenda for
the first vear focuses on removal of fertilizer subsidies and
marketing controls, reduction of the GOP's role in tubewell
irrigation, continued progress in privatizing the wheat market and
reducing consumer subsidies, and removal of restrictions on private
import of feed.

C. Statutory Criteria and Mission Director’s Certifications

The program meets all applicable statutory criteria.
Appropriate statutory checklists are included in Annex C. The
Mission Director’s 611(e) certification that Pakistan has the
capability to maintain and utilize the program effectively, is
contained in Annex B. It also includes a 612(b) certification
signed by the Mission Director that disbursements for local costs
financed under this program will be made in U.S. dollars in lieu of
U.S.-owned excess rupees.

D. Program_ Issues

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

1. Inciusion of the sector_grants. As requested in the ANPAC

review, the rationale for inclusion of sector grants is discussed in
the CDSS.

2. Macro and sectoral justification for program support. The
ASSP rationale relies on both a macro Justification based on the
GOP’s need for bLalance of payments support and a sectoral justifi-
cation based on continuing opportunities to use program support to
promote policy reform. The macroeconomic issues are fully discussed
in section 1I1-B, while the policy issues and the potential for
resolving them are treated in sectior III-C and in Annex I.

3. Line item flexibility. As suggested in the ANPAC review,
the ASSP process has been modified to reconcile the need for flexi-
bility with the programming considerations. The revised process
discussed in secticn III-D and the flow of funds mechanism discussed
in section IV provide for an annual negotiation of a set of reforms
and a level of program support, leading to amendment of the PAAD and
the ProAg tc¢ specify the ievel of program support and the mix of
sector grants and CIP funds.

4. “"Tied versus untied sector support. Foilowing discusszion

o0f this issue in the ANFAC rev:ew. the program mechanism has beern

modified to link a total prcgram of reforms with a total level c¢f
funding, ratner tharn linking individusel acticns t2 specific funding.

3 -



as discussed in section 11I-D. The generation and tracking of local
currency will follow standard AID procedures, as modified in recent
legislation. In general, as discussed in section 1V, local currency
will be programmed for sector support and for broad sectoral pro-
grams rather than for specific development activities, in accordance
with established procedure in Pakistan and the policies of the GOP.

5. The policy agenda. As discussed in section I1I-D, the
procedure for negotiation of policy reform actions has been modified
to clarify the distinction between action benchmarks, against which
performance will be measured, and process benchmarks covenanting GOP
support for analytic activities, which would not substitute for
adherence to agreed-upon policy actions. The broad goals “o be
sought over the life of the program and the level of achievement
anticipated by the end of the program are spelled out in section
ITI-B., with further discussion of the status of negotiations in

Priority poiicy areas in section 111-C. The proposed set of action
benchmarks fcr the first full program year (FY88) is spelled out in
section III-E. Dialogue regarding these benchmarks wiil be under-

taken during the first year ¢f the program (FY87).

6. Basis fcr dastursements. The procedures for annual program-
ming and negcilation of ASSE scupport have been modified in accord-
an.< with the agre=ment reached 1n the ANPAC review. As discussed

in section 1I11-0{', disbursements will be based on annual negotiation
and GOF-USAIL agreement on a set of reform actions to be impleme.. . i
in the coming year, rather than on implementation of the actions.
Foor program performance in implementing the measures agreed upon
will be refiected in the mix and level of funds provided for the
folliowing year. baced on a Jjoint GOP-USAID assessment of progress
made .

Timing of reform: requiring further study. The discussion
vf epecific policy :>ssues in section I1iI-C has been modified to

y the availabtility of information and the identification of
appropriate reforms in each area. As this review makes clear, a
number oI necessary reforms can be identified without further
analysis whiie an additioral set of reforms has been identified
through previ.:s analysis whi~h require further discussion with the
GOP. Arnalys:: .s under way in a number of :reas, incluuing manage-
ment ¢f the wheat market (IFFRi1j, agribusiness policies, and
domestic production of sugar (EAN). Initial results from these
anaiyses are expected within the next year and should therefore be
availatbtie for the negotiation of the second set of action benchmarks
(to be discussed with the GOF in Fall 1988). Additional studies
initiated under the ASSF itself may or may nct lead to identifi-
caticn of reforms for inciusion in the first three years' reform
program. depending on the scale of the study and the scope of the
reforms identified. For example, phase-out of subsidized credit
will require extensive analysis of rural credit markets and long
negotiation with the GOF, whereas transfer of responsibility for
maintenance oI putliic-sector storage godowns is primarlily a question
of GOP wiliingness to imp.ement the reform.




8. Private sector objectives. Promotion of private sector ex-
pansion is one of the three central objectives of the ASSP policy
reform agenda and will be sought through negotiation on the elimi-
nation of unnecessary regulation as well as reduction of the state’s
role in production, processing, and distribution. The design of the
ASSP leaves open the possibility of directing part of the CIP
assistance through the private sector. Private importation of
nitrogenous fertilizers has been accepted by the GOP but, at current
prices, U.S. suppliers are not competitive. The U.S. 1is a
competitive supplier of phosphatic fertilizers, but the GOP has not
yet accepted private import of this commodity, which continues to be
heavily subsidized. 1In general, prevailing trade patterns and
credit rates make the private sector CIP unattractive compared to
alternative sources of import financing and, in the view of the
mission, this situation will continue uanless the program is modified
to include more attractive features, such as tariff relief. The
mission is currently making a major effort to promote use of the
private sector CIP s;indow under the current terms; if this effort is
successful, part of the CIP assistance under the ASSP may be
directed through a private sector window. If this effort does not
bear fruit, the private sector CIP will be incorporated in the
program only if the terms can be modified to allow for fast
disbursement of fur.ds.

9. Programming of foreign exchange and local currency under
sector grants. Under terms of the FY1987 resolution, both foreign
exchange and local currencies generated by sector support activitiecs
must be placed in special accounts and their uses tracked. It is
still unclear whether ESF sector grants, particularly if it relies
to some extent on the balance of payments support rationale, would
be considered a cash transfer. Consequently, local currency
generated by both CIP and sector grants will be deposited in a
special account, Jjointly programmed, and tracked.

10. U.S. domestic commodity interests. The mission has
reviewed the potential for competition with U.5. exports for all
commodity groups directly affected by the ASSF. The results of this
review are presented in Annex I and may be summmarized as fcllows:
a) Pakistan d-=s not now compete with the U.5. in export markets for
wheat or edible oiis, and is nct liikely to do so for the foreseeable
future and b) in view of existing policies, the ASSF will not
promote expanded exports in commodity areas where Pakistan directly
cumpetes with the U.S., notably cotton and rice. In some cases,
existing GOP policies provide inappropriate support to exports, such
as the subsidy on exports of IRRI rice, and these policies may be
addressed under the ASSP. In general, however, the prohibition on
studies and analysis that might promote competing exporis will
effectively prevent the mission from engaging the GOP on dialogue in
~hese areas.

11. Benchmarks. As discussed in section I1I-D, {he mission has
clarified the respective roles of action-oriented anc¢ anaiysis-
oriented benchmarks under the ASSP.




12. Divestiture of the Ghee Corporation (GCP). Policy dialogue
on issues related to ghee and edible o0ils is conducted primarily
through the PL-480 self-help measures, but will also receive suppost
Jander the ASSP. In the near term, this dialogue will continue to
focus on issues of importation, pricing, and a freeze on new public
sector capacity, rather than tackling “1e extremely complex issues
associated with divestiture of existing public sector plants. The
feasibility of moving into this area will depend on progress in
other dialogue areas, including the overall policies regulating
private agribusiness investment. As and when it becomes possible to
address divestiture of the GCP directly, the mission would be
Pleased to call on whatever resources can be :dentified offering
technical assistance and advice.




11. EACKGROUND

A. Macroeconomic Analvsis
1. Extexrnal Sector
a. Conclusions

International trade is an essential vart of Pakistan’s
economy; imports and exports of goods and services were equivalent
to 23% and 18% respectively of GNP in 1985. Agriculture makes a
large contribution to export earnings. Over the 1983-85 period, raw
adricultural commodities -- mainly raw cotton and rice -- -and
agriculturally based products, e.g., cotton textiles and yarn,
accounted for 56% of total export earnings.

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

During the last three years, Pakistan’s gross official external re-
serves have generally tended to decline. Reserves fell by an
average of $116 million (8.6%) per quarter over the 11 quarters
ending June 1986. The official foreign exchange reserves in March,
1987 were $508 million, equivalent to 4.4 weeks of imports, which is
about one-third the normally accepted ievel of 13 weeks worth of
imports.

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

A second source of pressure on reserves is that net disbursement of
capital to Pakistan is relatively small. While gross disbursements
have grown, debt servicing has grown faster and is now in the neigh-
borhood of $1.1 - $1.2 billion. Net disbursement of capital, exclud-
ing Afghan relief, ic running approximately $200 - $300 million
annually. In the 1980s, the trend cf net disbursements in both abso-
lute size and as a percentage of gross disbursements has been down-
ward. It is likely that Pakistan will not be able to meet the condi-
tions of the IMF and World Bank for new sector loans, which would
bolster the country s balance of payments situation. Estimates of
the probable shortfall in World Bank disbursements range between
$178 and 3200 million for PFY 1986-87. Hence, it would appear high-
ly unlikely that disbursements will keep pace with debt servicing.



Annual debt repayment on loans from the U.S. government alone will
rise from $250 million in FY1986 to over $500 million by FY1993.

Finally, it is generally expected that the market price of oil will
eventually rebound, substantially increasing Pakistan's bill for
imported o0il. Under current demand levels, every five-dollar in-
crease in the per-barrel price of crude oil adds some $210 million
to the annual import bill. This added burden would likely outweigh
any potential increases in remittances due to increased employment
of Pakistanis in the Middle East fcllowing an increase in oil
revenues.

Given these various factors, the mission believes that there will be
continuing and increasing pressures on the country's balance of pay-
ments position. If remittances fell by 11.5 percent and the price
of 0il increased by $5 per barrel, the total foreign exchange loss
could be over $500 million dollars annually. This would have a
serious impact on foreign exchange and require difficult adjustments
in Pakistan’s economy.

b. Underiying Factors Affecting the BOF

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

ii. Worker's remittances. Workers’ remittances,
which make a very important contribution to Pakistan’s foreign
exchange earnings (sce Table 1I-1), grew by an average of $333
miliion annually between 1975 and 1983. Remittances peaked at $2.9
billion in 188% and surpassed commodity export earnings in 1983 and
1984. Remittance: have been trending downward since 1983, and by
1€37 are prciecied to fall to some $2.3 billion, a decline of almost
12 percent from 1986,

An ILO study of Paki:stani workers in the Middle East suggests that
remittances could continue to drop if the price of oil stays below
$20 per barrel. estimating a 32 percent dec.ine by 1990. If the
price of a barrel of oil rises tc the $20-30 range, the study’s
estimates are much less pessimistic, suggesting that remittances
could actually increase by 2.5% by 1990. On balance, however, an
0il price at the lower end of this range appears the most likely
outcome, suggesting that remittances will ncot incrsass from present
levels between now and 1990, and that., on the contrary, a 15-20%
decline over the three year period would be a reasonable estimate.

iii. Services. The deficit in services (e.g., freight
and insurance, travel. other transportation, and interest payments)
has increased rather rapidly since 1981. This increase is due in
large part to growth in interest payments on external debt.



BALANCE OF PAYMENTS SUMMARY TABLE

TABLE II-1

($ millions)

1981 1982 1983 1984 1985 1986 1987
(Est)
TRADE BALANCE -2765 -3450 -2989 -3324 -3552 -3042 -2565
Exports (fob) 2798 2319 2627 2669 2457 2942 3278
Imports (fob) -5563 -5769 -5616 ~59893 ~-6009 -5884 -£0843
INVISIBLES BALANCE, net 1802 1895 2436 2294 1867 1806 1565
Services -430 -492 -603 -713 -822 -1016 -1026
Private Transfers 2232 2387 3039 3007 2689 2822 2591
Workers' Remittances 2087 2224 2886 2739 2446 2596 2300
CURRENT ACCOUNT BALANCE -963 -1555 -563 -1030 -1685 -1236 -1000
CAPITAL ACCOUNT BALANCE 939 375 1252 944 718 1229 985
Official Transfers 253 421 327 296 360 478 370
Long Term Capital (net) 419 491 867 622 524 611 536
Official Disbursements 719 696 1168 1114 1069 1080 1135
Amortization -383 ~-288 -389 -557 -632 -654 -717
Private (net) 83 83 88 65 87 185 118
Short Term Capital (net) 217 54 40 -7 18 166 79
Official Disbursements 492 462 219 111 na 118 50
Repayments -333 -471 ~-452 -220 na na na
Foreign curency Deposit 58 63 273 102 na 148 29
SDR Allocation 37 0 0 0 0 na na
Other na na na na -167 na na
Errors/omissions 13 9 18 33 -17 -26 0
BALANCE OF PAYMENTS -24 -580 699 -86 -967 -7 -i5
Net Foreign Assets 24 580 -699 86 967 7 967
IMF (nez; 308 374 426 -15 -82 -238 -349
Change 1in net reserves
(-= increase) -284 206 -1125 101 1049 243 364
Memo Items:
Current Account Deficit
as percent of GNP 3.2 4.9 1.8 3.1 4.9 3.0 3.5
Reserves as weeks
of imports 8.8 6.8 15.2 14.0 5.6 8.4 4.4
Source: World Bank, Pakistan: Economic and Social Development
Prospegts, Feb. 18, 1986, p. 21 with revisions provided by
GCP. Data for 1986 and 1987 (projected) are from World Bank,
Pakistan: Sixth Plan Progress and Future Prospects, Feb. 26,

1987.



iv. Balance of pavments. Over the past six years,
from 1981 to 1986, the overall balance of payments has been in
surplus for only one year and in deficit for five (Table II-1). The
deficits totaled $1.71 billion and the surplus $0.69 billion, with
the net deficit over the period averaging $167 million annually.
Recent World Bank projections predict that balance of payments
deficit will grow in 1987, and this projections is based on
relatively optimistic assumptions. Based on analysis of factors
underlying Pakistan’'s BOP position, there is little evidence of an
improving trend in the balance of payments for the next several
years.

v. External debt servicing. Actual debt service
payments (i1.e., after debt relief and including use of IMF credit)

rose from $880 million in 1981 to $1,178 million in 1985. As a
percent of current account receipts, the debt service ratio rose
from 14.7% in 1981 to 19.7% in 1985. The ratio is much higher when
remittances are excluded, amounting to 35.1% at the end of 1985.

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

While grecss disbursements were rising, debt servicing was rising
faster, and net trancsfers as a percentage of gross disbursements

were falling. (For the 1978-86 period, the respective percentages
are 56, 22, 22, 29, 13, 13, and 27 and, in dollar terms, net
transfers during the same period were 482, 186, 177, 322, 129, 148,
and 368 millicn dollars, respectively (Source: GOP, 1985-86_ Economic
Survey, p. 51). This situation is not expected to improve over the
next several vezrs.

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

vili. Pressure on reserves. Assuming current trends
continue, 1t seems reasonable to expect that remittances will
continue tc decline as the oil-exporting Gulf States adjust to
sharply lower export earnings and declining reserves of foreign




exchange. There has already been a precipitous decline in
Pakistan’s exports to these countries where prospects for a rapidly
growing market were once bright. Nor is the weak world market for
Pakistan’s major exports (cotton, cotton textiles, and rice) likely
to revive for some time. The international markets for these
commodities have become fiercely competitive, with many exporters
subsidizing shipments, and prospects are dim for substantial
increases in these commodity prices in the near future.

Moreover, external debt servicing is increasing and it is difficult
to see net concessional aid growing with sufficient speed to make up
the difference. Indeed, the trend in overall concessional aid for
the last seven years has been downward. 1In addition, it is becoming
increasing hard for Pakistan to borrow money from commercial banks,
as the difficult negotiations with a consortium of international
banks in the fall of 1986 demcnstrated. We believe, then, that
there will be continued and increasing pressure on the country’s
foreign reserves.

C. Economic_Impact of ASSP on the External Sector

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

The estimated level of ASSP balance of payments support ($90
million per annum) will be of considerable help in reducing the
balance of payments deficit, which averaged $167 million from
1981-1986. In the absence of such support, pressure on the balance
of payments is bound to slow, or even reverse, the continuation of
trade liberalization, as actions are taken to stem the outflow of
foreign exchange. Yet the country needs to maintain the level of
essential imports to sustain development, and a viable external
position is therefore a prerequisite for sustained economic growth.
In addition, the policy focus of the AS3P should promote a more
rational use of the country’s resources and increase the efficiency
and productivity of the agricultural sector, leading to an improve-
ment in the balance of payments position over time.

2. FPublic Finance and the Budget Deficit

a. Conclusions

The gevernment budgetary position has continued to
deteriorate during the 1980s. Expenditures have been growing at a
faster rate than receipts, resulting in a budgetary deficit that is
increasing relative to GDP. Moreover, current expenditures are
growing twice as fast as the development and capital budgets. To
help keep down domestic bank financing of the deficit. the govern-
ment has promocted the sale of debt instruments to the non-baax



public by offering very attractive rates. Domestic non-bank debt
has increased very rapidly, as has interest cost. The latter, along
with defense and subsidies, now accounts for almost 50% of total
budgetary expenditures and 71% of current expenditures.

The non-bank borrowing mode of "mobllizing domestic resources” has
to be considered as a stop-gap measure. Fundamental changes in
public finance are required, on both the receipt and expenditure
sides. Such reform should, inter alia, include a rationalization of
duties tariffs, and taxes to reduce the protection now accorded to a
number of mature industries. The tax base 8lso needs to be
expanded. The Minister of Finance has recently indicated that the
main measure envisioned to move the budget toward balance will be a
new sales tax. However, attention to the expenditure side is just
as important as the revenue side, and the GOP must find ways to
reduce its budgetary expenditures.

b. Factors Underlying the Fiscal Analysis

The government’s budgetary position deteriorated in the
1980s. Combined expenditures by the federal and provincial govern-
ments grew at a faster rate than growth in GDP. Combined receipts
-- tax and non-tax revenue and the surplus from public autonomous
bodies (state economic enterprises) -- grew only as fast as GDP (See
Table I1.2). Hence, the overall deficit rose, both in absolute
terms and relative to GDP. The deficit was 25% of total expendi-
tures in 188(-81, and 30% in 1986, which translates into an average
growth of one percentage point annually over the period.

About 48% c¢f the tctal deficit was financed from external sources in
the early 1980s. This proportion fell sharply to 14% in 1985 and
then recovered slightly to 23% in 1986. To keep bank financing
down, the GOP promoted the sale of debt instruments to the non-bank
public at very attractive rates. The promotion was remarkably
successful. Corsequently, non-bank (domestic) borrowing has been
growing very rapidly, financing 10% of the deficit in 1980 but 65%
in 1986. Bank financing has been falling, from 43% of the deficit
in 1880 to 12% in 1986, despite a jump to 51% in 1385.

Current expenditures, in nominal terms, grew at an average annual
rate of 18% during the 1980-86 period, while development
expenditures grew at only 9%. The falling share for development
expenditures reflects in some degree the stated Government policy of
relying more and mcre on the private sector for investment and
participation in economic development. It also reflects the rapid
growth in defense and interest costs, which rose as a proportion of
total expenditures, with particularly sharp increases in the latter
(see Annex 1.1 Tables 1.1-11 and I.1-1I1). The proportion of the
budget going to subsidies remained roughly constant over the 1981-86
period, at 6.5%. As a result of these shifts, some 71% of the
current budget (federal and provincial combined) and 48% of the
total budget was spent on defense, interest payments, and subsidies
in 1986. After meeting these claims on government resources, the
resources available for the provision of badly neglected social
services (notably, education and health) are severely limited.
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Growth in interest on external debt has been rapid, but even so it
has been overshadowed by growth in domestic debt. In current
rupees, interest on external debt increased from Rs. 2.4 billion in
1980 to Rs. 6.3 billion in 1986, an increase of 163%. Interest on
domestic debt ballooned by 430%, from Rs. 2.5 billion to Ks. 13.2
billicn during the same period.

c. Domestic Economic Impact of ASSP

The economic performance of Pakistan can be improved by:

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

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

ASSE will make its greatest contribution to domestic resource mobili-
zation by reducing subsidies to the agricultural sec*or and encourag-
ing policies that will increase agricultural productivity and pri-
vate sector participation. ASSP funds will also provide the GOP

with budgetary support that will help it to implement policies of
price and market deregulation.

Although in some countries a large commodity import and sector grant
Frogram could conceivably have an inflationary effect, this seems
unlikely in the case of the ASSP. First, the size of the ASSP is
relatively small in comparison to Pakistan's economy, with a GDP of
over Ks. 526 billion in 1986 or $30.9 billion. The economy should
readily be able to absort the additional level of aid, which at $100
million rer annum amounts to slightly over three tenths of one per-
cent of the country s GDF. Second, since ASSF contributions are
grant funds, the level of Fakistan's indebtedness will not increase,
nor will the level of resources needed to make debt service pay-
ments. In fact, ASSF will be instrumental in helping FPakistan meet
the growing level ¢f debt servicing and retain credit-worthiness.

3. Agriculture and

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

course constitutes the largest contiguous irrigation system in the
world.

Agriculture accounted for some 25% of the Gross Domestic Product in
1984,85 (see PARD Annex Table C-1I) and 51% of employment. Within
the agricultural sector. major crops (see PARD Annex Table C-11)
make up about 50% of vaiue-added, minor crops some 16%, livestock



about 31X, and forestry and fishing the remaining 3%. In real value
terms, the agriculrural sector’s total output has increased every
year in the past decade except one. The average annual growth rate
for the sector was 3.1% over the period from 1950-1983, which
compares favorably to other countries in Asia and elsewhere. Bad
harvests in 1984 led to a decrease of agricultural value-added of
6.1%, but the sector rebounded strongly in FY1985 with an annual
growth rate in value-added of 9.9%.

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

The agricultural sector accounts for a major portion of Pakistan’s
total exports. Pakistan is the world’s third largest exporter of
rice and one of the largest exporters of cotton in the world. In
FY1985, exports of agricultural commodities including cotton, rice,
fish, guar gum, and raw wool were worth US $579 million and made up
23.4% of the US $2.48 billion total of goods exported (see PARD
Annex Table C-1IV). Exports of goods made from raw materials
provided by the agricultural sector, including leather, cotton yarn,
and cloth, were worth some US $713.7 million in FY1985, or 28.7% of
the total value of exports. Agriculture was directly and indirectly
responsible for some 52% of Pakistan’'s exports in FY1985, and has
recently been as high as 70%, depending on the definition of
agricultural exports used.

Given the size of the sector and its importance as a source of
employment and export revenue, it is clear that agriculture will
have a major role to play in improving the balance of payments
situation and controlling the growing budget deficit. The
agricultural sector can help to alleviate these problems by:

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

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

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

The policy changes sought under ASSP will be ins+rumental in
achieving the above set of sectoral goals.



B. W&mnmmmwwﬁm

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

1. Relationship to_Host Country Strategy

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

2. Reiationship_to AID Strategy

ASEP rests on the twin concepts of policy dialogue and a
greater role for the private sector, two areas identified as pillars
of AID programming worldwide. The program also supports progress in
the two other arezs of AID emphasis, technology transfer and insti-
tuticnal deveicpment. For example, market instituticns such as the
commodity exchar.ges, and technology institutions such as the
pProvinciai research and extension systems, have been targeted for

assistance under ASSE.

The ASSP is fully in line with the policy strategy set forth in the
mission's 1987 CDSS, which, among other things, stresses balance of
payments support to the GOP, increased domestic resource mobiliza-
tion, increased agricultural productivity and integration of lagging
areas. ASSP is a key element in ARD’s strategy for the agricultural
sector, as outlined in the paper "Agricultural Strategy for the Post
FY-87 Program.  ASSP’'s emphasis on policy reform, economic efficien-
cy, reduced subsidization of agriculture, and growth in agricultural
and agribusiness sectors are essential in realizing the mission’s
two-part goal in agriculture: “to help in providing food security
for Pakistan’s growing population while increasing agriculture’s
contiribution to overall economic growth by improving its sectoral
efficiency and prcductivity. "



ASSP is responsive to specific guidance on private sector Prograin-
ming, such as the June 1986 AID Policy Determinaticn on Implementing
AID Privatization Objectives. The ASSP will support a number of
major privatization activities in the fertilizer, wheat, edible oil,
rice, and agribusiness areas as part of the post-1987 assistance
Program.

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

C. Relationship to_Other Dopor_ Programs

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

The World Bank and the Asian Development Bank, by contrast, have pur-
sued combined project lending with program assistance. The IBRD’s
first structural adjustment loan in 1981 addressed policy changes in
the agricultural and energy sectors, among others. At the present
time, the Bank’s dialogue with the GOP focuses on the issues of

water pricing and subsidization of fertilizer. AID and World Bank
staff maintain regular communication to facilitate coordination of
thei: respective dialogue activities.

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

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

D. Program Rationale

1. Overall Program Strategy

Rapld and equitable agricultural development requires a
policy environment that provides adequate scope and incentive for
private initiative by farmers, input supplier.. traders, and others
throughout the agricultural sector. These same conditions are re-
quired for success in project implementation, whether the prcjectes



are aimed directly at private enterprise or at the public sector
institutions that support them through research, extension, and
information. ASSP is designed to assist the GOP to make the changes
needed to achieve such a policy environment. As such it will -~omple-
ment and support present and future AID project activities in the
agricultural sector, as well as those of other donors and the Govern-
ment of Pakistan itself.

The ASSP strategy grows out of successful mission experience in pro-
moting policy change in Pakistan's agricultural sector. It follows
the model developed under the Agricultural Commodities and Equipment
Program (ACE), which combines a fast disbursing program mechanism
with policy conditionality to encourage the GOP to accelerate imple-
mentation of changes. 1In all cases, the specific policies addressed
are viewed by both AID and the GOP as important and necessary
changes. Analysis of possible changes has therefore been a vital
element of the strategy leading to the development of consensus on
the policy changes to be implemented. To date this analysis has
generally been undertaken under PDIF funding or through the Food
Security Management Project’s (FSM) Economic Analysis Network (EAN)
activity.

Under the ASSP the importance of analysis will continue. While FSM
will continue for at least the first two years of the ASSP,
additicnal aralysis will increasingly be funded directly with ASSP
funds. GOCP capacity to undertake analysis will be reinforced by a
continuati»on and expansion cf the institution building activities
begun under FSM, including in-country and U.S. training, strengthen-
ing of data collection and analysis units in the Ministry of
Agriculture and other government units, and related activities.

The ASSP funding mechanisms will maximize program impact and
flexibility. The ccommcdity import component will be supplemented
by a sector grant program and local currency generations will be
more closely tracked. Varying the proportion of sector grant and
CIP in any given year’'s program and selectively programming local
currrency in support of policy reform implementation will substan-
tially enhance the overall impact of ASSP. These modifications will
also improve the program’s performance in providing effective
balance of payvments suppcrt to the Government of Pakistan and
provide greater contrcl over the rate of disbursement.

2. Lessons_Learned

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

a. The Need for Flexibility

The ACE experience clearly shows the need for maximum
flexibility in the administration of a program designed to promote
policy change. Many of the policy reforms contemplated are compli-
cated and politically sensitive. Their implementation must be
carefully timed, often within a narrow window. The mission must be



able to work rapidly and directly with the GOP to assist in the
implementation of policy reforms, tailoring its assistance to the
specific needs of the reform involved and the circumstances of the
moment .

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

b. The Value of High Quality Analysis of Folicy Issueg

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

Consideratle ASSP assistance is directed at building the long-term
capability of the GUOF in policy analysis, while additional resources
are made available for the short-term generation of analysis by
expatriates.

c. Matching Policy Changes to the Form of Assistance

Folicy reform in a complex environment frequently
requires change on a number of levels simultanecusly. The differing
requirements of policy reform implementation translate into
differences in the effectiveness of alternative modes of assist-
ance. Where the change required is primarily regulatory, a resource
transfer may be highly effective in motivating a government to take
the necessary steps. If the government is not convinceé of the
value of the move, however, other assistance, such as analysis or
expert advice, may be a necessary complement to resource transfer.



Even where government support for a particular nolicy change is
strong, experience suggests that resource transfers are generally
insufficient to achieve changes requiring major institutional
reform. These changes take several years and require programmatic
inputs such as training, equipment and technical assistance. For
this reascn the ASSP agenda focuses on policy issues, such as market
liberalization, that require relatively little change in complex
institutions. AS3P local currency resources, however, may be
available to support institutional reforms being sought through
other AID projects, such as strengthening of water user associations
and integration of provincial research and extension programs. In
such cases, ASSP will fill in resource gaps on the GOP side that
might otherwise impede project progress.
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I1II. PROGRAM DESCRIPTION
A. Goal and Purpose

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

The program purpose is to:

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

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

B. Prcgram_ Components

1. Overview

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

a. Resource_ transfers to the GOP in the form of a
Commodity Import Program (CIP) and Sector Grants (SG) to provide
needed balance of payments support and to reinforce progress made to
date in restructuring the sector.

b. Policy dialogue/negotiation as an input to policy
reform negotiated with the GO™ on an annual basis, based on a review
of priorities and opportunities in the policy arena.

c. Local currengv_resources generated by the resource
transfers and programmed by the GOP in cooperation with AID to
support implementation of policy and institutional reforms, and the
GOP's overall sectoral development programs.

d. Training and Technical Assistance (TATA) to strengthen
the long-term capacity of the GOP in market-based management of the
agricultural sector and to assist the 30?2 in developing the policy
reforan agenda.

The ASSP reflects the continued progress being made by AID and the
GOP toward a mature assistance relationship. Resource transfers
have been a central element of the U.S. assistance strategy since
its resumption in 1981, in line with the broad goals of U.S.
assistance to Pakistan. Resource transfers have generally taken the
form of commodity import programs, such as the Agricultural
Commodity and Equipment Program (ACE) in the agricultural sector.

No policy ccnditionality was attached to these programs initially.

Dialogue on policy issues was initiated through tne PL-480 Self-Help
Measures and expanded under the Food Security Management Project,
which began in 1984. Over the past two years, policy assistance and



resource transfers have progressively been merged Ly incorporatisnosg
policy concerns intc negotiution of successive tranches of nummquLy
assistance under the ACE and IFL-480. The ACSP will ~onsclidot.

this process, combining commodity assistance, policy ncgutlotluu.
and analytic support activities 1nto a single assistance mechant .
The current separate channels of assistance (FoM and AUL) will be
phased out over the first two years of the new peogram. The ef o
iveness and flexibility of the ASSP mechanism will be turther
strengthened by the addition of the sectur grant option and Ly
increased attenticn to use of lacal currency generations to provide
bruad support to AlD and GOP gozls in the sector.

Under the ASSP, beginning in FY88, $100 million will be available
for assistance to the agricultural sector each year. Approximately
$10 million of this amount will finance training, technical
assistance, and related commodities to support the identification
and adoption of needed policy reforms and to strengthen the GOP's
capacity for data ccllection and analysis. The remaining funds.
approximately $90 miilion annually, will be available as resource
transiers.

. Resource Tran

fers lUnder the ASSE

(_0

m

The resource transfer components of the ASSP will assist
the GOP to manage the difficult balance of payments situation
outiined above and wili encourage the adoption of the major policy
reforms needed t1¢c arccelerate agricaltural growth Two types of
resource transfer are pianned:

a. A ggmmgﬁigl_lmpggg_ggggggm (CIPj, which will finance
the importation <i basic agricultural inputs (particularly
fertilizer}), other agricultural commodities needed for local
consumption or processing (e.g. edible o0ils and cotton),
commodities to support dgrlcultural development activities (e.g.,
irrigation maintenance equipment), and inputs needed by the private
agribusiness sectosr (=.g., food processing machinery); and

L. sector Grants (846G to the GOFP for balance of payments

support.

The level and mix ¢i ZIF and 5% provided in each of the program’s
six years will e determined in negotiation with the GOFP, based on
Progress made in mplﬁmwntlng policy reforms during the previous
year and on the nature of the policy refarnms that the GOP commits
itself to carry out during the coming year. It is anticipated that
resource transfers will total approximately $90 miliion in each
year. beginning in FY8%. for a total of $270 mlllion during the
program’s first three vears (FY87 to FY90) and a total of $540
million over the program’s six-year life (through FY93). The grants
will be divided approximately equally into CIP and SG, but the total
amount in any given year and the distributicon between CIP and SG
will vary to reflect the pace and scale of policy progress.

A rescurce transfer of
indicate USAID commitm
support for actions al

395 million hias been programmed for FY88 to
ent to the reform process and strong US
ready taken, including deregulation of the



domestic market for nitrogenous fertilizers and abolition of the
ration shop system. (See section D below for a discussion of the
procedure for setting the annual program assistance level and
section V for a description of the mechanics of funds flow.)

3. Policy Dizlogue and Negotiation

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

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

The ASSP policy dialogue focuses on the first of the five policy
areas, emphasizing reform in both input markets and product

markets. Pricing and subsidy 1ssues in the water and credit
subsectors will also be addressed, in the context of input price
reform, but the agenda for these areas is not expected to tackle the
complex institutional restructuring required in these areas.

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

The mission’s current topic priorities are:

a. Input _markets: Elimination of fertilizer subsidies,
privatization of distribution, and reduction of public sector
marketing costs; rationalization and liberalization of credit
markets; establishment of an adequate legal framework for the seed
industry and privatization of seed production; improvement in
budgeting and pricing for water, including utility rates, and
privatization of tubewells; and liberalization of tariffs and
marketing restrictions for feed and other imported inputs.




b. Product markets, processing, and agribusiness:
Completion of the restructuring of the public sector’s role in the
wheat market and rationalization of sugar pricing; phasing out of
state procurement; reopening of commodity exchanges and other
institutional reforms; removal of gubsidies on processing and trade;
elimination of controls on jnvestment; privatization of edjible oils
marketing and processing; and decontrol of marketing for other major
crops.

c. Agricultural institutions: accelerated improvement of
data collection and availability; continued instititionalization
of economic analysis capacity; and integration of research and
education together with provision of adequate funding.

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

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

Overall End-of-Program Status

By the end of FY893, it 1s expected that the following overall
conditions will prevail with respect to Pakistan’s agricultural
policies:

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

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

3. Subsidies: the total real cost of all subsidies to the
egricultural sector (excluding research, extension, education,

and other support services) will be one-third less than in
PFY87.

specific Achievements Expected in Priority Areas

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

1. Input Markets:

a. Fertilizer: Complete removal of all subsidies on N and P
fertilizers,; increase in the private sector’s share of
distribution to 70%; geographic quotas reduced to at most
9% of volume; initiation of actions to divest state-owned
plants and marketing companies; no expansion of public
sector capacity. '

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

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

d. Feed: Elimination of tariffs and other restrictions on feed
imports.
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e. Credit: Replacement of no-interest credit with a system at
least covering the cost of administration.

2. DPomestic Marketing., Processing._and Consumption Markets

a. Agribusiness: Major streamlining of the sanctioning process
and other controls on investment; significant reduction irn
tariffs on imports for agribusiness; elimination of export
subsidies and subsidies on state-owned processing plants;
and at least 75% privatization of procurement for all major
Crops.

b. Wheat: Reduction in state procurement to less than half of
the total marketed surplus; reform of support and release
prices so that the support price remains between cif and fob
price and release pri~e covers at least 80% of government’s
handling and storage costs; and increase in federal budgets
and provincial expenditures for storage O&M to 90% of
technical requirement.

C. Ghee/oils: Elimination of GCP subsidies; reduction in
state-owned processing capacity to less than 40% of the
total through denationalization or growth of private
processors; and maintenance of variable tariff so that
domestic price of o0il remains in line with IBRD estimated
long-run price.

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

3. Public Sector Support to Agriculture

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

b. Research and_education: Restructuring of at least one
province’s institutional structure to join these functions
in a single institution; increase in the resl research
operating budget in educational and research institutions
by 20%; and improved linkages to extension.

The specific package of reforms implemented over the six-year life
of the ASSP will depend on the development of improved information
on which to base reforms, continuation of an overall political and
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'ifleconomic cllmate favorable to retorm and the progress of negotla-5

~tions with the GOP favorable to reform. If these conditions hold.
it is expectpd that most of the reforms specified in Figure 111-1
"will be achieved. If conditions are favorable to reform, AID may bv,
successful in bringing about progress in additional areas, '

represented by the list of desirable policy changes in Annex H. ,
Conversely, should conditions evolve in a direction unfavorable to
policy reform, it may not be possible to achieve all the roformc '
spe01f1ed in Figure III 1.

4. Local Currency Resources

ASSP activities will generate loral currency equal to the
dollars disbursed through the CIF and sector grant programs. These
funds will be jointly programmed with the GOP in support of seqtoral
~objectives, as part of the annual negotiation process leading up’ tG
amendment of the Program Agreement (FProAg). The PAAD and FroAg
amendments will include a description of the agreed-upon uses for
local currency, as well as spelling out the procedures for tracklng
and monitoring funds use over time.

In general, this exercise will identify broad budget categories
Within the GOP Annual Development Flan budget for the agricultural
and irrigation sectors, rather than specific project or non-project
activities. Detailed prugrammlng of all local currency funds would
be inconsistent with the AS3SP strategy, which provides fast-dis- ,
bursing resources with rfew restrictions in order to reward the GOF
for policy actions taken, focus the participants on the policy '
issues being addressed, and encourage additional reforms. .

If progress in implementing reforms continues to be atisfactory.
funds will be programmed primarily as general budget Jupport for the
agricultural sector, e.g.. against the MINFAC operating and ADFP
budgets. Where appropriate, funds may be programmed to finance the
cost of reforms being undertaken, through, for example, replace-
ment of tariff revenues foregone; indirect tinancing of increased
provincial expenditure on research, extension and irrigation O&M

and expanded supplies of agricultural credit.

The distribution between these uses will depend in part on the pro—r
gress of AID-GOF dialogue and the reform program generally. and

in part on the identification of suitable opportunities to program
local currencies that do not place an undue management burden on
either AlD or the GOP.

5. - Training_and Technical Assistance
The Training and Technical Assistance component will have
two distinct elements: ~ : '

~a. A sectoral training program providing long- and
'short term training to build up the rHQcarPh and training
capabilities of Pakistani institutions in the agricultural sector
and to expand the pool of skilled personnpl availabie to uhP

natlonal agritusiness sactor; and
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b. A policy informatio d t gram, which will
continue and expand the program of policy analysis, data collection,

and institution-building begun under the Food Security Management
Project and provide technical support to the ASSP's policy dialogue.

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

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

The ASSP training program will have two major components:

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

2. Private sector training: long- and short-term training in
the United Stztes to upgrade the technical, professional, and
administrative skills of individuals with a background in Pakistan’s
private sector production, processing, and marketing sectors, as well
as short courses in-country to reach a wider agribusiness audience.

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

The ASSP training program will also support the continuation of the
Economic Analysis Network and Agricultural Data Collection activi-
ties, as further discussed below.



Additional details on the ASSP training program are provided in the '
training plan in section IV and in Annex I1.6.

Policy Information and Management

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

1. Institution-building activities, including technical

assistance, formal and informal training, equipment, and other
assistance to strengthen the capabilities of the Economic Analysis
Network in the Ministry of Food and Agriculture, and the
agricultural data collection and dissemination activities of the
Federal Bureau of Statistics.

2. Anslvtical support to the identification and clarification
of policy issues, the formulation of reform packages, and the
development of consensus on actions to be taken.

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

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

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

The extension of the EAN under the ASSP will give particular
emphasis to establishment of a permanent capacity for policy
analysis of agricultural issues, based on in-house analysts in the
GOP and improved ability to draw on the analytic capabilities of
other Pakistani institutions, particularly agricultural
universities.



Under the EAN, institution-building activities will include
provision of long- and short-term technical assistance, U.S. and
in-country training (with a strong emphasis on the latter),
development of economic research facilities through provision of
computers and libraries as well as improvements to the physical
plant, and other assistance. Annex I presents further details on
the plans for continuation of the EAN under ASSP.

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

Under the Post-Harvest Management (PHM) component of the FSM
Project, a 198€ feasibility study on bulk storage and handling of
wheat has been reviewed by the mission and approved by the GOP.
Accordingly., a pilot project will be implemented to determine
constraints, operating costs, the use of bulk transport and how the
operations of a bulk system could be adopted within the current

one. The estimated cost of this project is $45 million, funding the
technice! assistance, training and equipment, including installation
and allied civil works, elements of the pilot project. In addition
to the Bulk Storage pilot program, some of the existing activities
under PHM will continue at a smaller scale: technical assistance
for stcrage management and training for public and private sector
storage managers. Fost-harvest management may also receive addi-
tional support through the programming of CIP-generated currencies
for such uses as credit for private sector storage expansion and
further rehabilitation of provincial storage facilities. These
local currency uses will be negotiated with the government on the
basis of continued progress toward privatization of the wheat
market, anrd therefore cannot be specified in detail at this time.

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

C. Agricultural Policy Analysis

The GOP’'s commitment to reducing subsidies, bringing prices into
line with international levels, and promoting private sector activi-
ties 1s demonstrated by the wide-ranging reforms implemented over
the past two yvears. Despite this progress, additional reforms are
necessary in a number of areas. As discussed in the CDSS, these
include deregulation and privatization of input and product
marketing, restructuring and strengthening of agricultural support
institutions.

1. Progress_to Date in Policy Reform

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

o) the elimination of the ration shop system for subsidized
flour;
o) elimination of the surcharge on efficient domestic

fertilizer producers, including private sector firms;

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

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

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

o deregulation of edible o0il retail prices, liberalization of
edible o0il imports, and removal of the GCP monopoly on
cottonseed.

Despite this progress, current policies continue to overemphasicze
government control and direct government management of input mar-
keting, product marketing, and proc2ssing. Additional reforms are
needed to complete the transition to a market-based agricultural
sector where the government limits its involvement to research,
extension, education, information services, and management of the
large gravity-fed irrigation systems and relies on the private
sector to carry out the majority of input supply, product marketing,
processing, and cdlistribution functions.

The actions taken to date demonstrate the GOP’'s strong commitment to
making this transition, but the very real difficulties attached tc
many of the steps required must be recognized. In many areas, the
GOP is ready to act in the near future, as indicated by the signif-
icant reforms incorporated in the draft 1988 benchmarks. In other
areas, additionzi information and consensus-buiiding must precede
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implementation of the necessary reforms. The following sections
discuss each of the major policy areas identified in section B above
and the status of progress toward reform in each. Annex 1 presents
more detailed discussion of the issues in fertilizer and wheat mar-
keting, the major issues being addressed in the first year’s bench-
marks. The annexes in the PARD provide detailed discussions of other
issues, including irrigation, edible oils, and poultry. (Annex I.5
also includes a discussion of seed policy issues, which were not
included in the PARD.)

2. Policies in Input Markets

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

a. Policy Areas for Immediate Action

i. Fertilizer. Pakistan has been highly successful
in developing a domestic fertilizer industry. Fertillizer use has
increased a thousand fold since the late 1850's, and commercially
produced fertilizer is used by an estimated 75-85% of Pakistan’s
farmers. Two principal issues must be addressed in the near future
tc clear the way for continued rapid growth of fertilizer use:
reduction ir the state role in marketing and removal of subsidies to
importation and distribution. Subsidization of domestic producers
and the role of the state in production will require further
clarification. The public sector’s continued heavy involvement in
the production and marketing of fertilizer has increasingly hampered
efficient fertilizer marketing and distribution, particularly the
provincial distribution companies. While the marketing costs of the
public-sector National Fertilizer Marketing Ltd. are similar to
thaose of private sector firms, the public sector provincial
distrivution agencies incur substantially higher costs due in large
part to their faiiure t¢ curtall overhead costs. A greater role for
the private sector in the marketing and dis*ribution of fertilizer
Wwill recduce marketing costs and hence economic subsidies.

The GOP has also taken a heavy-handed approach to regulation.
Retail prices have been controlied for all major fertilizers and the
distribution of fertilizer among provinces and firms has been
centrally determined. The GOP has now begun to phase out these
controls. 1In May 1986, the GOP removed price controls on urea and
other nitrogenous fertilizers. Distribution of domestically-
produced urea was also deregulated (although the distribution of
imported urea, which has been virtually nil in recent years, is
still allocated via a set formula). The sales price and
distribution of phosphatic ancd potassic fertilizers are still
coentreclled.

The degree of state control reguired to fix retail prices at a con-
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stant level nation-wide, comoblined with the desire to keep farm-gate
prices low, has led to a high subsidy bill for the fertilizer
sactor. The farm-gate price of urea appears to be very close to t.ue
current world price equivalent, due in part to overcapacity in the
world market and the current low o0il price, but phosphatic and
potassic fertilizers are still highly subsidized. Fertilizer
subsidies accounted for 58% of the total agricultural developmernt
budget during the Fifth Five-Year Plan. The system as it stands
discourages new private investment in the sector, and 1s an enormous
burden on the development budget, leaving insufficient funds for
other agricultural development purposes.

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

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

Some anaiyets have arzued that publicly-held urea piant= should be
denationalized tc generate funds for potential loans to the private
sector for the construction cf the new fertilizer plants to meet
increased demand. Denationalizatoin of existing plants with a cost
structure above the world market, while simultaneously liberalizing
imports, would be problematic. Adaitional analysis and public-
private sectcr dialogue is required befonre a specific set of reforms
and a timetable for implementing them can be formulated.

most critical requirements for raising agricultural productivity and
incomes in Pakistan. Both erxpansicon of the area under irrigastiocn

and improvements in management have been major targets for donor
assistance, with the emphasics increasingly shifting to the latter as
the opportunities for extension ©f the irrigation network have dimin-
ished. ID, as one of the leading donors in the sector sinc= the

ii. Water. Better irrigation management is among the
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19608, has made improved water management a central focus of its
assistance strategy to irrigation and to agriculture as a whole.

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

Specific steps identifiable at present in the first area include:
increases in O&M expenditures in gravity-fed and SCARP areas toward
the technical requirement for adequate maintenance; increases in
farmer user charges toward the level required to finance these
expenditures; and improved collection of these charges. Specific
steps in the second area include: a ban on new public sector invest-
ments in tubewells; elimination of the subsidies on new private
tubewells, conversion of existing tubewells to electric pover, and
electricity used by tubewells; and privatization of existing tube-
wells. While not ail of these changes can be implemented immedi-
ately, consensus on the direction for needed change exists and
progress toward implementation can reasonably be expected over the
next two years. Other measures, such as adjustment in the elect-
ricity rate paid by tubewell operators, will require additional
study. Work now in progress should shed considerable light on these
issues in the near future.

1ii. Seed. AID-supported analysis by the Industry
Couricil for Development has clarified the actions needed to promote
a strong private sector seed industry in Pakistan. Key steps
include: 1) adoption of a new national seed law that balances
protection for the consumer (i.e., the farmer) with the nceds of the
industry: and 2) removal of subsidies on provincial seed parastatals
and pricing of seed at a level where private producers can compete.
While neither of these steps can be implemented immediately, actions
to begin the impiementation process, such as formation of a com-
mission to draft & new seed law, can be put in place in the near
term.

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

iv. Animal Feed. A study of the poultry industry
carried out by the EAN highlighted the need for imrroved access to
high quality feeds, such as soy meal, which are not produced locally
in sufficient quantity or quality to meet the industry’s needs.
Importatior of high quality feeds is currently subject to a variety
of restrictions on who may import and in what quantities as well as
a sazles tax, all of which combine to restrict importation of these
products. Reiatively minor changes in the import regulations would
provide substantial assistance to the poultry sector, which is
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showing signs of stagnation after several years of dynamic growth.
Over the longer term, the linkages between the edible oil market and
the animal feed market will need to be reviewed and monitored to
ensure that the protection being given to the former does not
restrict the growth and development of the latter.

b. Areas Requiring Further Study

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

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

3. The_Domestic Processing., Marketing, and Consumption Sector

The operation of the agricultural economy between the
farmer and the consumer is regulated on three levels. First,
agribusiness enterprises are regulated as part of the extensive
economy-wide system of sanctioning for new industries, controls on
importation, and so on. Second, individual commodities are
regulated, with particular emphasis on control of the main food
security commodities, wheat, edible o0il, and sugar. Third, the
processing and marketing of Pakistan’s major export crops are
subject to heavy state control. Within these broad areas, some
reforms can be identified where immediate action is possible, but in
most cases additional analysis and discussion within *%- GOP will be
necessary.

a. Areas for Action in the Near Term

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

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

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

The desired direction for policy movement is not as clear as this
summary might indicate, however. As long as the GOP procures at a
support price above what private sector traders pay and iacurs
storage cosis above those of the private sector, it cannot cover
100% oi its costs and still sell any grain until the private traders
run out of grain (because the private sector price will be lower
than the GCZ full-cost price). Additional study and discussions are
needed to determine the appropriate balance betweer. 2 high support
price (implyivn- lzrge government purchases) and # release price that
covers &ll of the governnment’s costs while per-itting rapid drawdown
of stozks. Further discussions are also ne:iec to gain GOP agree-
ment to introduce seasonality and, if possible, regional variation,
into the release price (or, at a minimum, into the conditions under
which GOP sales will be made).

While all parties agree on the desirability of increasing the
private sector’'s role in storage, the appropriate measures to
achieve this aim depend on the approach taken to regulation of the
wheat market. Private sector storage is only possible if there is a
reasonable expectation that the price will rise over the season by a
sufficient amount to cover the cost of storage. Naturally, this
expectation does not exist when the price is held at a constant
level year-round by GOP releases at a controlled price.
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Despite these uncertainties, progress on wheat marketing cannot be
allowed to lag. The proposed 1988 benchmark therefore includes an
increase in the release price to 115% of the procurement price
(i.e., to Ras. 2300), which i3 estimated to cover one-half of GOP
storage and handling costs. It should be recognized, however, that
a bumper wheat crop might well prevent the GOP from effectively
supporting the farm-gate price (although state purchases would
probably be larger than the announced levels in the event of a
bumper crop, funds and storage space would in all likelihood run out
before the end of the procurement season, forcing the GOP to
withdraw and permitting private traders to procure at a price more
consistent with a large harvest). In this case, the open market
wholesale price could remain below the GOP’s release price, for some
time, 1f not for the entire season, forcing the GOP to store large
quantities of grain and, in consequence, to incur high storage
costs.

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

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

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

b. Areas “here Additional Information Is Needed

Several areas can be identified as priorities for
reform in the next three to six years where additional anazivsis must
precede action. Primary among these 1s agribusiness, where the defi-
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nition of a reform program will be undertaken once the results of a
major AID-funded study are in hand. Preliminary results should be

avallable in time to include specific benchmarks in the FY889 ProAg

amendment. Issues to be examined include:

o import and export policies restricting agribusiness;

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

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

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

Wheat is a second area where additional information is being
generated to underrin specific negotiations. By eliminating the
ration shor system, the government has taken a major step forward
toward decontrolling this critical market and removing impediments
to efficiency. As discussed above, however, the current policies
leave the GOP in 2 potentially untenable position. The increase in
the release price identified above as a short-term reform measure
will only partially correct this problem. A more comprehensive set
of pclicies will be formulated when the results of the IFPRI study
are received and discussed with the GOP. A draft report is expected
in June, which may permit additional measures to be incorporated in
the first ProAg amendment in FY88 and certainly will provide support
to negotiations for the FY839 amendment.

Further analysis is needed in the area of ghee and edible oils.
Progress made tc date in liberalizing the retail market and simpli-
fying controls on importation has achieved a gr:z* deal. The next
steps require tackling the extremely complex izsues surrounding the
subsidization and operation of the Ghee Cor» oration of Pakistan.
Without further clarification of the future of this major
parastatal, the most that can be achieved is an agreement not to
expand its capacity.

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



The ljivestock sub-sector displays a number of policy anomalies in
addition to the feed problems discussed above, including non-price
rationing through meatless days and selective price controls imposed
by local authorities. These policies are believed to seriously con-
strain the growth of this important subsector, which accounted for
30 percent of the agricultural sector’s contribution to the GDP in
FY85, or about eight percent of the total GDP. Large-scale commer-
cialized livestock production is minimal because of unattractive
returns and the perception of high technical and financial risk,
which have discouraged banks from lending to would-be entrepre-
neurs. Despite widespread agreement tha%t the growth of red meat
production has been unsatisfactory relative to demand, the ,
government is a long way from being able to formulate a corsistent
set of policies to promote greater livestock production. Sub-
stantial analysis is required in this area as the basis for future
policy dialogue and reform.

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

4. Public Sectox Institutions Supporting the Agricultural Sector

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

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

i. Research and Extension. Support to agricultural
institutions has been a central element of AID's assistance strategy.
in Pakistan for many years, and is currently reflected in a range of
projects to reinforce key institutions in the areas of research,
education, irrigation management, and extension. For example, the
TIPAN project is working to strengthen linkages and coordination
among research, educational, and extension institutions in the North-
west Frontier Province. Poor management of these institutions and
inadequate funding for operations have been identified as the major
barriers to the effective use of the skilled personnel found at many
levels throughout the system.

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

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

The FSM Project has also provided assistance to the GOP in improving
the collection and dissemination of basic information on the agricul-
tural sector through the Agricultural Data Collection component,

ADC. While the main emphasis of these activities has been institu-
tion of an . rea sample frame, assistance has also been directed
toward tr: ferring overall responsibility for agricultural data
collection to & single, federal-level institution, improving the col-
lection of market and production data, and establishment of regular
and more timely publication of basic information. These activities
will continue under the ASSP, with support from the TATA component.
As with EAN, progress in data collection and dissemination will also
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be measured by a number of benchmarks included in the action program
and covering such issues as official assignment of responsibility
for agricultural data, the budget allocated for data collection and
publication, and so on. '

b. Areas Reguiring Further Analysis

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

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

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

D. Program Process

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

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




1. The Action Benchmarks

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

The level and mix of funds to be provided in any given year, except
the first year, will be based on a joint assessment of progress
against the agreed-upon action set. (As discussed below, the

level of funding in the program’s first full year of operation,
FY88, has been set at approximately $90 million, excluding support
for TATA, to reflect progress made to date on policy reform and as
an incentive to undertake an equally ambitious set of reforms in the
program’s first year.)

The assessment will have three steps. 1In the first step, AID and
the GOFP will determine whether the reforms in the action set and/or
any others have been implemented. Where additioral reforns are
identified, AID will determine their weight relative to reforms on
the action list, given their importance for overall progress toward
the reform rrogram’s three goals and their perceived difficulty.

In the second step, performance will be translated into a
rrovisional funding level. Annex H presents one feasible approach
using a ranking of individual reforms. Alternatively, a more
subjective assessment may be used.

In the third step, AID and the GOP will jointly formulate the next
year's set of action benchmarks for the PAAD and ProAg amendments.
Any reform nct implemented in a given year will automatically be
included on the next year’'s action list (unless changing circum-
stances indicate that the reform is nc longer necessary or
desirable) while new reforms will be added refle-ting the evolving
underctanding of the requirements for agricul+ural growth.

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

If progress continues at the anticipated pace, resource transfers
will be approximately $90 million annually. The level may be higher
or lower in any given vear, but total transfers are not expected to
exceed $270 million during the program’'s first tranche.
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In this phase of the prcgram, success depends in part on being able
to specify reforms with sufficient detail so that AID and the GOP
can readily agree on whether the reform has been implemented fully,
partially, or not at all. As demonstrated in the preliminary set of
action benchmarks for FYS88 in the following section, each action
benchmark will therefore have two parts: a specific description of
the action to be taken and a2 brief rationale setting forth the
relationship of the action to the ASSP’'s three broad goals.

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

2. Other Benchmarks

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

E. First Year Benchmarks

1. ntroduction

After the signing of the FroAg in FY87, the ASSF benchmarks
will be negotiated during the first half of FY87 and included as
part of the first PAAD amendment for signing no later than March
1988 (as discussed in section IV, this *iming is critical ©o ensure
coordination with the GOP’s budget cycle). The proposed benchmarks
for FY88 target the reduction of subsidies tc the agriculitura:
sector and increased private sector participation in the economy and
continue the policy initiatives begun under ACE in the fertilizer
sector, stressing decreased subsidization of DAP and increased
private sector participation in fertilizer distribution and
import. In the wheat sector, measures to increase private sector
participation in procurement, marketing, and storage are emphasized,
along with a reduction in government subsidies. In water, ASSP will
stress privatization of tubewells. In agri-business, ASSP will work
toward the elimination of restrictions on imported poultry feed and
duties on animal feed.

The benchmarks will also reflect GOFP agreements with other donors in
the areas of fertillizer and water charges. As these negctiatiins
are currently under way, it is not possible to ensure that the

- 43-



the benchmarks outlined below will correspond to the agreements
reached with the World Bank and the ADB.

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

2. Proposed Benchmarks for FY88

The first PAAD and ProAg amendment draft benchmarks for
FYB88 include eight key policy reforms, four of which the Mission
considers highly difficult to implement:

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

Rationale: A decrease in subsidies necessarily implies
that the GOP will have to raise the retail price of
fertilizer. This reform moves the GOP toward a situ-
ation where farmers pay the real cost of fertilizer,
lowering the govermnment budget deficit, encouraging
efficient use of fertilizer, and helping to make ferti-
lizer available throughout the country on a timely
basis.

b. Fertilizer: Allow the private sector inter-provincial
movement of 10 percent of their totsl fertilizer
allciment by August 1, 198& (Difficult).

Retionzle: The present geographicel reztrictions on
the movement of fertiiizer have rrevented the private
sector from fully distributing _..eir allotted ferti-
lizer quota. Allowing the private sector to move up
to 10 percent of their allotment of imported
fertilizer from one province to another will increase
the percentage share of private sector fertilizer
distrioution, and create conditions that should
increase their share even more in the future. This
reform moves the GOP further toward decontrolling
fertilizer distribution and phasing out public sector
activities to allow room for more efficient private
sector distribution. Result expected: an increase in
private sector fertilizer distribution to at least 60%
of the total.




Fertilizer: Allow no new publié sector fertilizer
plants. "~ (Difficult)

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

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

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

Agribusiness: Eliminate restrictions on who may import
poultry feed components.

Rationale: A major constraint to growth in the poultry
sector is the difficulty in obtaining high quality

feed, due in part to the restrictions on the types of
firms that may import feed. Domestic feed manufac-
turers, traders, and poultry producers should all be
allowed to import soybean meal and other high-quality
feed components. Result anticipated: a significant
increase in private sector imports of high-quality feed.

Agribusiness: With the exception of igra and import
surcharges, eliminate import tariffs on animal feed
ingredients such as soybean meal.

Rationale: Another tarrier in obtaining high quality
animal feed is the present tariff applied to imported

feed ingredients. If the commercial livestock and
poultry industriec are to grow, high quality feed must
be available at a reasonable price. 3Since local high

quality feed is simply not available in sufficient
quantities, lowering tariffs on imported feeds is the
most effective way to overcome this constraint. Note
that oilseeds in forms suitable for edible o0il pro-
cessing will have to continue under the current GOF
tarifi regime. Result znticipated: a significant




increase in private sector imports of high-quality
feed.

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

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

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

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

PFY8§.

3. Process Benchmarks for FYS88

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

Other studies that may be initiated toward the end of FY88
include a study of divestiture of fertilizer and ghee plants, a
feasibility study for the establishment of a futures market for
edible o0ils and reopenirg of the commodity exch:znges for other
crops, and a study of reserve stocking requirements for fertilizer.



IV. IMPLEMENTATION PLAN
A. Qverview

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

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

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

Te) Policy assessment dialogue and monitoring, to define and
agree on the program of reforms to be undertaken each vear,
to jointly determine the package of assistance under the ASSP
including programming of local currencies, and to monitor
progress on reform implementation as the basis for the next
year's program.

o Procurement of commodities, particularly fertilizer, feed,
and other bulk commodities, needed by the GOP or the
private sector and appropriate for procurement under ASSP.

o) Training and technical assistance designed to support the
definition and implementation of reforms in the
agricultural sector and to increase GCP and private sector
capaciiy to translate the improved policy environment into
rapid growth of agricultural production and incomes.

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

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

To facilitate coordination, an interministerial committee will be
formed under the chairmanship of the Secretary for the Economic



Affairs Division or his designee. Membership will include represen- .
tatives of the Ministries of Finance, Commerce, and Industries. as
well as MINFAC, and may be expanded to include other agencies as
needed. The committee will meet semiannually to assess progress on
the policy benchmarks and formulate the program for the next year.

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

B. Program Implementation Schedule

Following an initial FY87 obligation to fund training and to
start other elements of the program, ASSP implementation will follow
an annual cycle as ,hown in Figure IV-1 (only the first three years
are shown). The scaedule for the TATA activities, shown in Figure
IV-2. will proceed along the lines of a standard project activity,
with a start-up phase followed by implementation of training and
technical assistance activities throughout the program’s six-year
life.

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

This schedule will permit the necessary modifications tc¢ be made in
the Pakistani budget, including changes in particular line items
required by individual reforms (e.g., reduction of the line item for
tubewell subsidies), changes in projected revenues rcelated to
particular reforms (e.g., reduced tariff income)}, and additions to
the approprizte line items (e.g., increased expenditures on
irrigation O&M:. If these reforms are tc¢ be implemented during the
year, trev must be refiected in the budget docurent issued in June
for the fisczl year beginning in July. Sinc- trnis may require
preparation of PC-1s or other internal GOF pianning documents, the
procedure must bte well under way by March if it is to be completed
by June. A January signing is also in line with a six-month review
of progress ir July, to verify that the appropriate changes have
indeed been made in the budget, and with AID’'s own allocation
process, whereby funds are usually zvailable for obligation by
December or January.



igure 1V-1
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Schedule for Policy and_ Procurement Activities, 1987-1990
Date Program Action Responsibility *
Month
9/87 0 Sign program agreement EAD/MINFAC/AID
11/87 2 Coordinating committee named EAD
2/88 5 First benchmark agreement EAD/MINFAC/AID
First ProAg modification
3/88 6 Procurement of commodities begins GGCF
6/88 g First commodities received GOPF
B/88 10 First review of progress EAD/AID/MINFAC
GOP PFY 89 budget issued
8/88 11 Local currency deposits begin MOF
11/88 13 Begin negotiations for 2nd year EAD/MINFAC/AID
12/88 14 Second review of progress EAD/MINFAC/AID
2/89 16 Cecond benchmark agreement EAD/MINFAC/AID
Second ProAg modification
6/89 20 Final deposit of local currency from MOF
first year’s procurement
8/89 22 Third review of progress EAD/AID/MINFAC
GOF PFY 90 budget issued
11/89 <L Begin negotiations for 3rd year EAD/MINFAC/AID
12/89 2z Fourth review of progress EAD/MINFAC/AID
2/90 28 Third benchmark agreement EAD/MINFAC/A1D
) Third ProAg modification
6/90 32 Final deposit of local currency from MOF
second year's procurement
38/90 34 Fifth review of progress EAD/AID/MINFAC
11790 37 Begin negotiations for 4th year EAD/MINFAC;AID
12/90 38 Sixth review of progress EAD/MINFAC/AID

*¥ GSee explanation of agency abbreviations

at the end of Figure 1V-2.
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Responsibility *

Date Program Action
Month
9/87 0 Sign program agreement
Begin screening participants
11/87 2 Finalize plans for supple-
mental work under existing contracts
12/87 3 Devejiop initial training pian
13/87 4 Identify additional technical
assistance needs
2/88 5 Amend existing contracts
3/88 6 RFr for Folicy IQC issued
Gers=ct first group of participants
4/8¢ 7 First EAH in-country workshops
5/88 3 Evaiuvate proposals for Policy IQC
7/88 10 Award contract for Policy IQC
8/88 1i First in-country agribusiness course
Q/88 ic First group of participants departs
10/88 13 Eegin screening second group parvic-
ipanis
11/88 P second EAN in-country workshops
3/89 18 bSelect second group of participants
4/89 19 Fina: evaluation of EAN FSM activity
6/83 21 Decision on extension of EAN activity
3/89 23 Issuance of RFP for extension of EAN

EAD/MINFAC/AID

A1D/AED
AID/MINFAC

AID/EAD

AID/EAD

AID/TAC
AID
AID/EAD
MINFAC/EAN
AlD
AID/TAC
AID
AID/AED
AID/AED

MINFAC/EAN
AID/AED

AID/MINFAC
AID/MINFAC

Al1D

* See explanation of agency abbreviations on following page.

Continued



Figure IV-2, continued

Date Program Action kesponsibility
Month '
g9/89 24 Second group of participants departis AID/AED
10/89 25 Decision on extending existing EAN AID/TAC
contract to 6/90
11/89 26 Begin screening third group of par- AID/AED
ticipants .
12/89 27 Award new EAN contract
2/9C 29 Begin regotiation for extension AID/FBS
of USDA PASA for ADC
New EAN team arrives TAC
2/90 20 Select third group of participants AID/EAD
8/90 36 Third group of participants departs AID/AED

Agency Abbreviations:

AED

AlD
EAD
EAN
FBS
MINFAC
MOF
TAC
USDA

Academy for Educational Development (mission contractor for

training)

US Agency for International Development
Econcmic Affairs Division of the GOP Ministry of Finance
Economic Analysis Network

GOP Federal Bureau of Statistics

GOP Ministry for Food, Agriculture.

GOP Ministry of Finance
Technica. assistance contractor
US Department of Agriculture

and Cooperatives



Figure IV-3
The ASSP Planning and Budgeting Cycle

Month GOP Budget Cycle ASSP Cycle

September Begin assessment
of annual
pProgress on
reform
implementation

October USG Fiscal Year
begins

November Negotiation of

reform program
and PAAD
amendment

USG advice of

allotment
January Signing of ProAg
amendment
February GOP departments begin
preparation of budget
submissions
March Final date for
signing of ProAg
April-May Preparation of
PC-1s, etc., if
necessary
June GOP budget finalized
July GOP Fiscal Year begins Mid-year review
of progress on
reform
implementation

- 52_



C. Procurement Plan -

The procurement activities under the ASSP will consist of
contracting for technical assistance, participant training, and
procurement to support the commodity import program. This section
discusses technical assistance and commodity procurement. Imple-
mentation of training activities is discussed in section D below.
Figure IV-4 presents the proposed methods of implementation and
financing for all major ASSP activities.

1. Technical Assistance Procurement Plan

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

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

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

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

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

a. Continuing Activities

The activities under the Food Security Management

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



Figure 1IV-4
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Project Method of Amount *
Component - ----- Method of Implementation---- Financing ($millions)
1. S6G Cash Transfer EFT 135.0
2. CIF Commodities - Bulk procurement Direct L/Com 135.0

Commodities - AID procurement Direct payment

Commodities - PSA - HC contract Direct payment
3. TATA TA-EAN (current AlD-dir. contract) Direct payment 1.6
*» TA-EAN (post-1990 AID-dir. contract) Direct payment 3.2
TA-ADC (.urrent USDA PASA) Direct payment 2.1
TA-ADC (renewed USDA PASA post-1990) Direct payment 2.6
TA-IQC 1987-1990 (AID-dir. contract) Direct payment 2.6
TA-IQC 1991-1993 (AID-dir. contract) Direct payment 1.6
PSC 1987-1990 Direct payment 0.6
PSC 1991-1993 Direct payment 0.6
TA-Special studies (AID-dir. cont.) Direct payment 1.8
TA-Evaluation and Sht. Term Assist. Direct payment 2.3

(PSC, 1QC, Sole Source Waiver, etc.)

Training-Overseas - DSTP contract Direct payment) 11.6

- AID placement Direct payment)
Training-Overseas-5Study tours Direct payment 0.3
Training-Overseas-ShTrm-DSTP Direct payment 6.0
Training-In-country-5ShTrm-EAN, 87-90 Direct payment 0.7
¥ Training-In-country-ShTrm-EAN, 91-93 Direct payment 0.2
Training-In-country-ShTrm-ADC Direct payment 0.1
Training-In-country-ShTrm-ARD Direct payment 0.1
Training-English lang.-ShTrm-AID Direct payment 1.0
Commcdities-EAN main cont.. 1987-90 Direct payment 1.3
¥** Commodities-EAN main cont., 1991-3 Direct payment 0.8
Commodities-ADC PASA. 1987-1990 Direct payment 3.1
Commadities-ADC FASA, 1991-93 Direct payment 2.7
Constr.-EAN (PIL to earmark funds) HC MFAR 0.4
Operating exp.-EAN main cont., 87-90 Direct payment 0.1
*x Operating exp.-EAN main cont., 91-93 Direct payment 0.1
Operating exp.-ADC PASA, 1987-90 Direct payment 0.4
Operating exp.-ADC PASA, 1991-93 Direct payment 1.8

*x Amounts shown do not include inflation and contingency.
*% Items to be included in post-1990 EAN rebidding.



local institutions and in-country workshops are not sufficient to
reach the objectives of the current program. An expanded number of
workshops and an increased expenditure on technical assistance are
necessary to accomplish both dissemination of analytic findings and
the in-country training objectives. As these activities will be
transferred to the ASSP after FYB89, the mission has determined that
it would be preferable to include the additional funds needed under
the ASSP rather than to amend the FSM Project. The appropriate
waivers will be sought during implementation to allow the
continuation of the present contractors.

The Special Studies program will also be extended through FY93 under
the present contractor (IFPRI), an international research organi-
zation. Following the provisions of the AIDAR (section 715.613-70),
a waiver for negotiated procurement of research services from such
an organization is not needed if the project officer and the con-
tracts officer determine that such an organization is the most
appropriate implementing agency for a research program. PHM activi-
ties will be continued when necessary under different programs, such
as ARD’s short-term assistance program.

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

b. New Activities

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

Technical assistance to the EAN, if required, will be readvertised
as a four-year project activity directly under the ASSP budget. If
delays occur in this contracting process, however, it may be
necessary to extend the existing contract through July 1990 (the
maximum permitted without exceeding the five-year limit) with added
funding if necessary, in order to avoid a gap in technical
assistance to MINFAC policy units and a possible loss in momentum.
Award of the new contract will follow standard AID procedures for
the competitive bidding and award of contracts. As for all other
project activities under ASSP, procurement of commodities used.
directly for this activity will be the responsibility of the chosen
contractor. )



The expanded program of policy analysis may be implemented under
USAID supervision through a new mission IQC for policy analysis in
the agricultural sector. This IQC will be awarded to up to three
firms highly qualified to undertake such work, using standard AID
procedures for competitive bidding. The IQC will greatly facili-
tate the rapid response and flexibility required by the policy
studies so central to the ASSP agenda. (If three IQCs are awarded,
one will be an 8(a) set-aside.)

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

2. Plan_for Procurement of Commodities_and Services

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

a. Fertilizer

In the first year of the program, fertilizer will be
procured by the GOP following the procedures established under the
ACE, under which procurement is carried out by the Federal
Directorate of Fertilizer Imports (FDFI), an agency for the Ministry
of Food, Agricuiture, and Cooperatives, in accordance with GOP
procurement procedures as modified tc comply with AID regulations.
FDFI will be responsible for finalizing specifications, preparing an
invitation for tids IFB), developing delivery schedules, evaluating
offers, making awards, and monitoring delivery, receipt, and
urilization. Officials responsible for these functions within FDFI
will be designat=d prior to the initiation of the procurement
process. Actuzl tendering will take place in Washington, D.C.
because of the nececssity of marrying fertilizer awards with freight
availabilities promptly. Tendering in Washington will also result
in a shorzer bidding/award period, and SER/OP assistance will enable
suppliers to oifer lower prices than would be in the case with
tendering in Pakistan, where extended bid v:’idities are required to
accomcdate bid transmiital and approval time.

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

Specifications will be mutually agreed upon prior to tendering. IFB
ancd shipping terms will conform to AID regulations. To this end,
the GOP will submit to AID within thirty (30) days after the signing
of the Program Agreement s proposed IFB and a proposed designated



charter party for AlID review and apprcval. Subject tec GOP and AID
agreement, fertilizer produrements will be conducted on an FOB or
FAS basis. Upon approval by AID of the IFB and designation of the
charter party, FDFI will inform AID of the proposed delivery
schedule and request advertising of the tender in appropriate U.5S
publications.

The tender will be issued in Washington, D.C. by the Embassy of
Pakistan. Arrangements will be made to make 50 copies of the .FB
available at the Embassy for distribution to interested suppliers.
The tender will specify a bid closing date 30 days after advertising
and require a bid validity period of 15 days. Bids are to be sub-
mitted to the Pakistan Embassy in Washington, D.C. Bid opening and
bid evaluation will take place at the Pakistan Embassy in
Washington, D.C. and will be attended by AID (SER/OF) and GOF
representatives. GOP participation will be through a representative
with authority to make awards. Awards will be made by the GOFP
subject to the approval of AID. Freight tenders will also be
floated by the Pakistan Embassy in Washington, D.C. Freight offers
Will be married to commodity offers and will be evaluated jointly by
GOP and AID representatives in Washington, D.C. Upon the issuance
of award notices by the GOF, FDFl will submit to USAlD/Pakistan
financing requests which will serve as the basis for letters of
commitment issued by AID/Washington in favor of selected suppliers.

As the fertilizer sector is deregulated, it is hoped that commodity
importing under the ASSP will be progressively privatized. Importa-
tion of fertilizer by private Pakistani firms would then be handled
in accordance with the procedures established for the private sector
CIP (see section G below).

b. Shipping

Ocean shipping for all equipment and commodities
except fertilizer financed under this program shalli be only on flag
vessels of the United States or Fakistan. For fertilizer only, to
the extent that U.S. flag vessels are not available, shipping shall
also be autnorized on flag vessels from AID geographic code 235
countries, and shall be eligible for financing by AID under this
program.

c. Emergency Procurement

When warranted by serious domestic production
shortfalls, commodities such as wheat and possibly cotton, may be
imported under the same procedure as fertilizer. Under certain
conditions, it may be possible ta involve the private sector in the
import of these commodities. This will be investigated in more
detail if the need to procure on an emergency basis arises.



d. Other Commodities

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

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

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

In order to promote the EAN within the MINFAC’s Directorate for
Agricultural Pclicy (DAP), funds will be provided to upgrade an
existing ofiice facility or to construct a new facility on GOP-owned
propertv. The commodities and construction services required in
support of this activity will be procured through an MFAR arrangment
with the Government of Pakistan, following standard mission proce-
dures regarding review of specifications and progress payments.

D. Training Plan

The sector :rzining program funded under TATZ is designed to
upgrade the pool of professional, technical. -=id administrative
skiils ¢f Pakistanis working in the agriculiural sector. It will
place equal emphasis on public sector professionals, focusing
particularly on the faculties of agriculture and on the private
agribusiness sector.

The public sector training program will provide Ph.D and M.S.
scholarships in the United States. The Ph.D training will be
provided primarily to faculty members of Pakistani agricultural
universities and putlic sector employees with direct responsibility
for policy analysis and advice to senior officials. To the greatest
extent possible, individuals will be identified in cooperation with
local universities or other Pakistani centers of research and train-
ing, wrich will be encouraged to submit candidates in accordance
with their institutional training plans. Some candidates will,



however, be chosen far training to reinforce the institution-
building activities being carried out by EAN and ADC. To further
strengthen the impact on agricultural training and research in
Pakistan, the program will also finance visiting professors from the
United Stat=s, who will spend an academic year at a Pakistani
university or other training institution.

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

Short-term US training will also be offered under both programs

In addition, in-country training workshops and seminars will be
funded under the ASSP, as well as a limited number of invitational
travel tours, primarily in support of the EAN and ADC activities.
The programmed levels of U.S. training are shown in Table 1V-5,
section 3 below.

1. US _Training Activities

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

2. Training Programs in Pakistan

In-country training will take the form cof local
scholarships, workshops, and seminars. While some in-country
training programs will be carried out under the rubric of program
training, particularly the visiting professor program and short
courses in the agribusiness field, most wili be urdertarern as part

!
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of the ADC and EAN activities.

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

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

ARD will organize additional in-country training through its agri-
business program. Educators will also be brought in to teach in
Fakistani universities. technical institutes, and research
institutions through a buy-in to the mission’s Institutional
Excellence Frogram.

3. Summary_of Training Outpurs

—_— s Es

Table IV-5 indicates the training accomplishments expected
over the AS5P’'s six-year life in the areas of long-term training and
US short-term training. For additional information on the training
program oi the ASSEF, see the training section of Annex I (TATA).

Table IV-5
Illustrative Summary of Frincipal Training Jutputs

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

Fh.D (persons) 22 10 10 2 44

M.S. {(persons) P 4 19 12 71

Short-term US (PM; 221 180 216 396 1013
Private Sector Training

Ph.D (persons) 9 5 5 -- 19

M.S. (personz; 38 20 10 -- 68

Short-term U3 (FM) 160 30 80 -- 320




E. Administrative and Monitoring Arrangements

The proposed program will be managed in the mission’s Office of
Agriculture and Rural Development. Direct responsibility will fall
on the Economic, Marketing, and Policy Analysis Section (EMPAS),
which is currently managing the Food Security Management (FSM)
project and the Agricultural Commodities and Equipment (ACE)
program. Since FSM and and ACE activities will be incorporated into
the program, ASSP will become the umbrella of all work in the EMPAS
section. ASSP will also be responsible for the work carried out
under the Special Studies program (1FPRI) and the Mission’s
Agricultural Policy IQC. An additional PSC or local hire position
will te added to EMPAS to coordinate all ASSP activities, 1inalyze
and propose new policy benchmarks for the annual PAAD and °roAg
amendments, and monitor GOP compliance with those benchmarks.

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

The Office o¢f Financial Management will be responsible for under-
taking end-use reviews on a periodic basis, annual reviews of GOP
compliance with local currency generation and programming
agreements, and tracking of local currency generations. The Office
of the Directo:r and the Office of Program will assist ARD with
policy and macroeconomic considerations related to the ASSP, with
the former tazking the lead in the annual negotiastion of the actica
benchmarks. The Office ¢f Program will also provide assistarice to
ARD in program evaluation.

1. Coniractor Responsibilities

Present contractor arrangements for the FSM and ADC
projects Wwill continue until the end of FY89, at which time these
projects will be fully integrated into the ASSP. The 1990-13883
portion of EAN will be readvertised. The ADC project will be
continued by the USDA under a PASA agreement. Assuming the approval
of a sole source waiver, IFPRI will continue their responsibility
for the special studies program. The Policy IQC will be awarded to
firm(s) under competitive bidding procedures. All contractors will
be responsible for the procurement of commodities integral to their
activities.

- 61_



2. GOP Administrative Arrangements

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

The mission will work through the Economic Affairs Division (EAD) of
the Ministry of Finance to identify the appropriate individuals to
represent the GOF when other federal ministries and provincial
departments are involved. The counterparts of the TATA component
will be as follows:

c EAN: The Directorate of Agricultural Policy in the
Ministry of Agriculture
o ADC: Director General of the Federal Bureau of Statistics
o PHM: Joint 3ecretary, Food. Ministry of Agriculture
i Special Studies Directorate of Agricultural Policy in the
Ministry of Agriculture
) Folicy Ige Economic Affairs Division
< Sector Training Frogram: Deputy Secretary fcr International

Fal

Cooperation, MINFAC or designee of Secretary of MINFAC.

A number of provincial and private sector institutions will also be
involved in TATA aciivities, particuiarly studies and analysis
implemented under the EAN.

The Mission wiil conduct an annual in-house evaluation of the
ASSF in preparation for approval of the annual PAAD amendment and
negotiaticn of the ProAg amendment with the the GOF. This activity
will be coordinated by the ASSP program manager, working with the
appropriate staff members in ARD, the Office of the Director, and
the Program Office. Performance in meeting benchmarks will be a
major concern of thess evaluations. A series of benchmarks for each
target policy area will be prepared each year to assure that the
program meets its policy objectives and moves rapidly to disburse
funds.

A formal evaluation will be conducted in FY90 by an external
evaluzation team to look at progress toward achievement of the
pProgram’s goals, end-use of imporied commodities and CIP operations,
the role of ASSP as an instrument of policy change, programming and
use of generated rupees, procurement arrangements, rate of disburse-
ment. adeguacy and approvriateness of evaluation and monitoring
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plans, and the progress of program components (EAN, ADC, Special
Studies, and the .Policy IQC) in meeting their goals. This
evaluation will serve as the basis for determiring whether progress
on policy reforms merits continuing the program for an additional
three years. If the program is continued into the FY91-93 period,
another formal external evaluation will take place in FY92 tou help
the Mission determine if ASSP should be extended intc the next
program cycle.

G. Funds Flow Under the ASSP

Disbursement of funds will follow four separate channels under
the ASSP:

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

o Private_sector CIP funds will follow the procedure
established for these programs, in which local currency
will be generated by the opening of an L/C by a Pakistani
bank on behalf of the private importer.

o) Sector _grant funds will flow through direct disbursement
(EFT) by the U.S. Treasury to GOP accounts in the Federal
Reserve bank of New York and local currency equivalent will
not be tracked.

o TATA activity funds, whether foreign exchange or local
currency purchased with foreign exchange, will generally be
disbursed directly by AID, with the concurrence of the GOP.

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

1. Government CIF Funds

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

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

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

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

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

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

o Prior_ agreement on sales_generations: AID approval of the
procurement specifications will require that the GOP
present a local currency plan, showing the rupee value of
the goods (equivalent to the cif cost), the projected sales
price, the expected marketing costs or other deductions,
the net proceeds, the additional currency to be deposited
or deducted to make up the difference between net sales

proceeds and cif value, and an approximate schedule for
sales.

o Deposit_cf local currency into a special account: Net
proceeds from the sale of CIP commodities will be deposited
into a special account, with GOP withdrawals restricted to
uses specified in the annual ProAg amendment, the GOP will
maintain full records on this account and will make regular
reports on the status and movement of funds into and out of
this account, and AID will have the right to examine and
audit the account at any time.

o Deposit_of counterpart for GOP commoditiez: The requirement
to derosit counterpart funds will not be limited to the
sales proceeds generated by CIP comrmodities. The GOP will
devosit local currency equivalent tc the full cif value of
the commodities imported. If the commodity is not to be
sold, deposit will be made immediately upon receipt of the
goods. If the commodity is to be sold, deposits may be
made as sales proceeds are realized, but the amount

deposited will equal the value of the goods, not the net
sales proceeds.

o Prior programming of funds: The anticipated uses for the
local currency generations will be specified in advance of
the annual modification to the Program Agreement, subject
to modificatiorn through PlILs.

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

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

Possible uses foreseeable at the present time include:
o General budget support to the agricultural sector.
o Increase in Irrigation Department budgets to finance

expanded O&M activities transferred from the provincial
to the federal level.

o Expansion of credit funds available to farmers or private
entrepreneurs.
e} Reimbursement of revenues lost due to reduction of tariffs

(with funds use not being tracked further).

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

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

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

Fund transfer procedures between the federal and provincial levels
of government are essentially inconsistent with detziled programming
of donor funds, for two reasons. First, the alloccatiocr. ¢of federa



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

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

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

2. Private Sector CIP

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

Despite these difficuities and uncertainties, the mission is
committed to ccntinued efforts to direct CIP funds to the private
sector. The specific allocation earmarked for :this channel will
depend on the experience of the next few menins and on the mission’s
success in negotiating terms more favorable to U.S. exporters, such
as tariff reduction or removal for goods imported with AID funding.

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

o The GOP selects local commercial banks as participating
banks.

o) AID issues a Letter of Commitment to the US corresponding
banks of the participating banks (Letter of Commitment
Barks}.

- 66_



o The Pakistani importer uses good commercial ptactice'to
select a US supplier.

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

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

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

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

3. Sector Grant (SG)

The ASSP sector grant represents the first major use of a
sector support mechanism by AID in Pakistan during recent yeares.
Consequently, the procedure specified here may be modified during
implementation as experience is gained in meshing U.S. and GOP

budgeting and expenditure procedures. As Presently envisaged, the
flow of funds will be as follows:

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

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

o) At the same time, the State Bank will credit the rupee
equivalent of the dollar amount to a second special
account, following the same procedure as described above
fer the CIP component.

Uses for the foreign exchange will be specified in *he PAAD and
ProAg amendments. To simplify later tracking, it is expected thsat
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-~ this specification will target large expenditures, such as debt
- servicing, where detailed verification will not place an
" unreasonable burden on AID or the GOP.

q. TATA Activities

The flow of funds for training and technical assistance
willi follow the established procedures for direct AID disbursement.
As uses for the funds are identified, government concurrence will be
sought through PILs and PIOs as appropriate. In most cases,
contracting will be handled by AID directly, in order to speed
implementation, but host country contracting procedures will also be
used where appropriate. (See the Procurement Plan in section 1V for
a more detailed discusson of TATA procurement.)

H. Environmental Considerations

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

1. Sector Grant

The sector grant will provide balance of payments support
to the GOP. The mission Environmental Officer will review the
propcsed uses of the funds, to the extent that such review is
possible and consistent with this mode of assistance. Local
currencies indirectly generated by the sector grant will generally
be tracked only as far as allocation to broad categories of the GOP
budget, and consequently it is not possible to identify the specific
activities or commodities financed with these funds nor their
environmentai impact. These activities are therefore covered under
the categorical exclusion of activities where AID does not have
"knowledge of or control over, the details of the specific
activities ... for which financing is provided by A.I.D." under
AID’s environmental regulations, section 22 CFR 216.2(b)(2)(c)(11).

2. Commedity ‘mport Programs

Commodities procured under this element of the program will
be reviewed by the mission environmental officer to assure that no
‘materials that are potentially environmentally harmful will be
considered for funding without review by the Mission Environmental
Officer. It should be noted that no pesticides, herbicides,
fungicides, rodenticides, or other types of toxic/hazardous
chemicals may be procured under this Program element without formal
clearance from the ANE Bureau Environmental Coordinator and the S&T
Bureau Pesticides Management Advisor.

3. Technical Assistance, Training and Analytical Support
This program element is exempt from further environmental

review under the “"Categorical Exclusion” provisions of 22 CFR 216,
"ARID Environmental Procedures.”
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I. Gray Amendment Organizatica_Contracting

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

In the event that one or more PSAs are required, these contracts
will be set aside for 8(a) firms. While all the other contracting
opportunities will be open to disadvantaged firms, it is the
mission’'s position that none of these should be explicitly set aside
for such firms. 1In the event that it is decided to let multiple
contracts for the policy analysis IQC, the mission will examine the
desirability of making one of these contracts an 8(a) set-aside.

The evaluation system for the EAN re-bidding ard for the IQCs will
give appropriate weight to inclusion of 8(a) firms in consortia as
prime contractors and/or as subcontractors.

The mission has consistently endeavored to increase the involvement
of 8(a) and other disadvantaged firms in technical assistance and
other activities under the ACE and FSM as demonstrated, for example,
by designation of the Agribusiness Study as an 8(a) set-aside. The
mission will continue to review each contracting activity on a case
by case basis to identify as many opportunities as pecssible to
promote the involvement of disadvantaged firms in the implementation
of USAID/Pakistan’'s assistance program; at a minimur, all con-
tractors are encouraged to use "Gray Amendment" subcontractors.
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V. FEINANCIAL FLAN

A. Overview

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

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

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

The ASSP is planned and budgeted as a six-year program, although
approval is oniy sought at this time for the training and technical
assistance componert and fcr the first three years of program
assistance. The final three years will be funded if the program
continues to satisfy GOF and mission needs regarding policy perform-
ance and budgetary support. Reflecting this uncertainty, the TATA
budget for the first half of the program has been presented in
greater detail than the budget for the second three-year period.
Additional detaiis on the planned activities under ADC and EAN over
the full six-yezr period, and the budget allocated for each, are

’

discussed in Anrax I.

The obliigation scn=dule for the ASSP cannot be specified in advance,
as the amounts to be provided each year are dependent on pProgress
achieved in policy reform. Should the program operate as envi-
sioned, the obligations will proceed approximately as follows:

Fiscal Year ______ 1837 __ 1988 1989 1990 1991-1993 TOTAL
Component

Se.tor Grants (SG) 0 45 45 45 135 270

Commodity Imports O 45 45 45 135 270

TATA 5 _5 10 10 _30 _69

TOTAL 5 95 100 100 300 600




" The above

schedule is consistent with the projected expenditure

schedule shown in section B below.
B. ASSP_Budget

The overall budget for the ASSF program is shown in Table V-1.
This table summarizes the more detailed data on the TATA component
shown in Table V-2, and shows the proposed allocation of ASSF
resources over the life of the program. Further budget details on

the activ

Several a
clarified:

1.

C. Cost

ities under TATA are presented in Annex 1.

ssumptions that were used in creating this budget should be

Inflation and Contingency: The inflation factor used for
US currency expenditures was 5%, while an 8% factor was
used for local currency. For the period from 1991-1993, an
average inflation factor (from Year Five of the program)
was applied to the entire period. A 5% contingency factor
was applied to both dollar amounts and local currency.
Finally, these factors were applied only to expenditures
under the TATA budget. The figures under the Sector

Grant (SG) and Commodity Import Program (CIF) are in
current dollars. (N.B. The line item amounts shown under
TATA are also in current terms, with inflation and
contingency shown as a separate line item.)

Training Costs: The TATA budget includes a line item for
training. The training cost for each participant is fully
funded in the year the training begins.

SG_and CIF Mix: The amounts shown under SG and CIP are
indicative. The actual amount allocated under each mode
will depend on policy performance, commodity needs, and
mission programming considerations.

Factors Underlying the TATA Component

Table
activitie
program a
budgets o

With rega
dollar co
$12,100,

short-ter
and $1,00

V-2 provides program detail about the various TATA
s on an annual basis for the first three vears of the
nd for the 1991-1993 period as a whole. More detailed
n EAN, ADC. training activities are contained in Annex I.

rd to technical assistance, it is assumed that the average
st of a person-month of long-term technical assistance is
while the dollar equivalent of local costs is $3,900. For
m technical assistance, costs are $12,800 for dollar costs
0 for local costs. These cost factors are applied through-

out the budget.

The. appar
Annex I b
month of

ent differences between these factors and those used in the:
udgets requires some clarification. The cost of a person-
long-term te-hnical assistance in Table V-2 appears to be



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

The training costs shown in Table V-2 are based on the "Illustrative
Budget for the Froposed Training Flan” in Annex 1. Note that the
Short-term In-Country category in Table V-2 under Training includes
the budget for miscellanecus training expenses (English Language
training and other special needs training) shown in the Annex I
budget.

Under the EAN portion of the Commodities and Other Services section
of Table V-2, the "Other” category includes vehicles and software
supplies. Under the ADC portion, the "Miscellaneous™ category
represents software supplies and office equipment. In both cases,
the operating costs and vehicle operating costs shown in the
detailed ADC and EAN budgetz of Annex I have been separated in Table
V-2 and placed in the operating expencses category. The $8.0
million shown for aerial pnotography in the detailed ADC budget is
considered a commoidity and therefore will be funded from the CIP
Component.



) ieble v-1
Aoriculter) Sezler Support Pregran
uverall Lugsel, Fi1887-I11993
{all Figures in USS "000; ks 17 = V¢ 1)

kugust 2C, 1vC) .
:2?:::J::J:::::'.’::Z.l::.::: :::.:::::.’:::'.’.1:1'.:,':7.':'."'::::::-’::::-’:1'1......:.....:T::::.‘:::::'.:::,::-::'.:::.:'.::2::'.:::‘..2'-::'-:.".::.".:::'.::::::::::::::::::::::::::::::::-‘:::::'—::::.:--'—::
e R LR R D LI I P e L 1999----— | ~—-i9i-9d—— | —-1991-93--—- |  -—--Tlk—-— )
p H T Lo Total i~ i oI i HJ [T i oS 1) { M I iC TOIAL ¢ fa LC T0TAL Y [ (1) AR
.'2"Z:'::"Z:.‘::f::::::::"':::::::'::'::"':"::':':"'::::::':":':::':":':::":""""":':':::‘":::::'::":::::::'::::::::::::':':::::::::::::::::::::::::::2:::::::::::::::::::31::::::::::
: : \ H ' : H H ‘
e mmmmemmemmeceenaan. Jemmm e me e (e —————— 1= --- H H H :
VLLOTAYA CONfuHEITY 1 ADTS o75 5003 b &L62  IGCY  SI31 ) 8457 3383 8730 4 704 3345 2GS5O 4 21203 ©7%2 IGO0 § 20031 9949 20000 1 41239 1DVC) 0092} ..
e i e - - ) mm——— e e {momm—- {mo——- : - -
v ledimiza] Assistence M M1 12020 1N 28 102 1 1453 20 170 s T 2B 8475 1508 2029 % S3%  USH? 005 § 165610 307 13091
VoL Inaising v 2750 30 3350 7 20670 (18] _]335 V2000 740 N P 106 $040 ! 12100 3215 15315} 750 2600 11350 § 20050  5C15 2085 4
VoL, Somtaditics o Other Sirvizee b 130 0 not o1t ] 167 4 576 1803 AN 154 £o2 ) 1401 187 3T 1009 €30 - 28301 320 2507 WM
Vol temstreclien ! ] ] 0! 0 0e O} 0 - 0 " 0. 0 200 209 4 0 e 209 1] 4 e 0 00 2008
vo. bprrating Lipanses : C 19 16 3 0 17 b 0 2% 0, 0 0 20 0 97 3 0 195 i%NG g 2m 2%
oL wtelicn wnd Contingonsy IS VN H WL W 119 © W66 ) o8 385 1104 i 1027 o2 1530 ¢ 2230185 3820 4NMG 32D 0L Y 6378 4200 1MMNS )
e V2 — - .- o——— e me e mmm e ——— H ——-- . : :
V2. CORORITY IRTORY FIOBRM i ¢ ] C 1 45030 G 45000 § {5000 0 33850 3 45500 0 45000 :135062 G 135020 1133000 0 135000 (270000 0 220G32 )
Vo e e R Rl IR L A tgmeeem e e ——— et bbb DL et rm———- —- - jm— -
V3. SECIOE SUSFOUET GEAMT : 0 0 Q. 45000 0 45000 1 45000 0 25309 ) 5000 0 45000 1135900 0 135000 135000 0 135000 270000 § 270602
P m——— - —— - - - = e | e e e 2 o | e e e e e e f————————— : H H
VTOTAL H Hk 225 5000 ! 94602 1069 SM31L 75457 3253 95ri0 ) 97014 2545 100559 1291203 €792 390000 1290031  99£9 300000 i5C1239 10261 600530 .
1 - - - - - Tave sowmurws ..........l..-.............-,...I.......................l...-.........-.......l..-..-..........-.-..'----...-..---.---.-.-l..--.--.-..----------’
Vriizriarzii.aizissziiazzniizoiziocss ‘eriizzziizizszssazzsilosszzzszazizizsiroos: Yorozrrzzzrrzrzszeszarlrzssrzzszszsrsizsasszleszarsomizsrssorzzziclrossszozzisszizzznailizzzissisiasaziassess :



i Toble ¥-2
horicultural Seztor Support Pregres
Eadyel fer TATA Cospanent, FYISCI-7YI093

(al] fignres in US3 *002; ks )

1 g 1)

-
.

Ayzeet 3C, 190

BE TE Se T e PR ES AT PT TH A ST G SN FT P P D B P ST PE GE TE e PE ST P PG TE RS Pe S T RS e O e B oo

. . [} »

" 1 "

“ P~ - o~ - s o — - "

o -—
p1si |R] 3 SesS g == g g =8
1] — — -~ . o
L . i
" o e . - “elsz n m,ﬂvtz - WV - - ”:-n-

1 ~ = o D N O W - -5 o= "
"u.-WI.". m o l‘?”l. 9 — - ~ a” s - - U
- " ) ”
" " R "
0" — " un
" .

] [ "o oOoOoOooD [ -] - - L]
W I 3 sx°«e 5 52 2 w 2] ‘mmu"
" " Mu had . «:n -— a - “ =31l
" ". - ““
B g S -
(13 3 L
..—c.- O] o -y €3 40 ~ & -0 £ €3 3 - > ” o WP e &

. - . ~ ~ ==~} e ~ ~
o } - AA S & ~ — - =R ~ e
"o " -t 11
w4 w "
gar i H
. v
L] 3 wh r. O (-] X Nl [ -] [ ” - ap 5
nm w— '\'A -" u“ (] " s m »”8 - e i n - — “ a - ” L
“w ” [ (4] vy * - B e M“ o= 13
1] I v - = = - it
LI ” (]
0noe H 1
1 .

" 2 ~ -, w DO - o - vy w [, .
"n—h.. n\w 3 - I NE v m “‘-JZ“ n 2” P~ 2” n:
" » -~ Tl N e —e — ~ - - - "“
11 "

. . - H
uwoo.-un'..-n-n.o-.ocn|-|.--un.----n.-.-a.-.-..uaoo-ncoocosaoaucouuncoaanonnunun
» 1]
[ ”" - wy FY D - €3 re - - o — wy ..
.u—-l.u.. Uh (24 "1-07{7 = “‘lsz n & = ” ”“ u-.
w o " 3 ~ — ~ = - "
1} ] "t -— “n
1] L] 13 "
" m " ”
H H © coo m wweose " mne 0 g
AR LI —
o ot H -~ == e © 332 o =3 -~ =3 “ - m .
" k) 1 wy LS e g Ll - r~ ” n a
TR -8 " Y — -— — -— "
o . ' 1]
(1] * (4] L] "u
"o .~ 1
. " - -y 3O [ond (- ~3 L e W3 e 0
n...lm.. —” s [ e Bl = ) ” uwnns - ua ~ (2 -
] . ~e - € — [ ~ P—r—1 P~ I
I “ - — 1]
i N "
1 * U '] "
e R i D Rt T e
. . " "

) v t oem d -— AN N e ” - & ~ - o~ -4 L N a1

_ — L ] _ o - el D~ D [ - ¢ -— - - ~ ” - ¥

. . F. H - - e “"

H ] { H I

S b H m ]

&~ yu e o d e -] - e -E-X) - - [ 7‘;‘“..

e . - - - -— » o -« -~ - "

po4 P - — (%) _ wu - “ e - fw “ e ~5 n - as

A 5 - i
! b | H "
[ <o f .
I — - v " ~ L X~ - - - [, ] (1]

33 H A < =I5 An -~ A Jpeng -1 - o N - a o

" R - N e — . "

. ' s 1 I

, ] .
L] . ¥ "
e et ee me ee te bt en ce e te e e te Sh e B re e E tA GBS P me e me e e S me TE m. S
A "

o - vy S — s 3> " - N TR | ~ - X1 -~ o o n

= I o £~ o= o P=Y - = . - - ~3 " -

.- -y & — 1 1

. T

- ¢ . 1 .

. 1] a - “u

+ .

.- L — — e 3 I €D - xlonc_ — -0 ~ 7!!0”.-

. © - — e Xx] > [ - I

" b ” o hnd = - -— e [ n -3 n -— A

“ - H

i i

. ‘.

- — - ) - ~ - - - o

. mum. 3 5151n‘ w — e = - o~ L no\l"n

o L]

"

; i ! i

- - Iu’ P B L TE mw B EmE tE SE TS e ES EE PH B PR RS T eE TR RS PP EE PO Be T e P G P Be

" B "

v < o~ .~ e O e o Fad - = - O 8

- 2, - Are=2 g 3 -— ~ = - o -

. e * "“

-” " "

. M » I

. »

: - -— o ~ m "

: - S sxI=ee L ggeee N g° 2 &< :

. - & — o — - - - Ll [ L2 -"

N — .

s H "

» "

. H I

. s - € O v N - - o o v ta - ne v SO

L) ~3 L] - — 1] e ] — - -— — ""

b T | H

b ! : ' 3
e e e me e e et me ft ee S st me es mE rn m te T s T ae e ke ST . SR NP EE e P m. . m. . an PE mw
v N » o [} .
. a — (=) o LA o 9O e o) (] - L= B
2 I i S e=seagnx g oewoeg:n = &= < =25
o .- " e - .
hod . H . .
N - H . .
e -. 1 & ""
1 P Vo I o~nc oo ~« ovooeo -~ eoa g Nmoe=n
. . — — — i
o i P8 2 =4 = 2 P - S H
o e Tl 1
. s s . ' .
. - i .

-~ e .. ~ : - o - ) o S . u
ot o HEPAG < ecoax % essar ~ ~2 2 TR -
i . [ I
. . .
5 Lo i
e e e e m e e et e e tt ah ce me e ot S Ae me as S aa mE e e Ge P e e Ao BA e P me PE c. ee e e e
. . . L] . - 1] - b
Hom e i " O\ O W o QM O e o ,onoun
N - “ e . .

woa T i . "o O e O R E-) — s | 51 aw s g oa
v o I H ' I o
" L& E] H "
" - e L] 1 "
L lned e * 1] "
[ S ’ ~a o oo —_ o 0o - o - S e
DD e er P . . . e A s aw
W - N1 OOO NN OOoO ~ o NN
13 e — o — — — - emy o= s 43
113 aw ”
" " "
. . o
v ee o == 8z Az 3 =

w=u SEZEE EEEEE EE EEEES
It .- .

o 3 w a
.- : i — o
LT s [} "
S et e e et Ee N e S E en St e TS A mh e e Be cm we PE wa PE A Rt e e ae e An En e e ee e c. ae B we
. % . [l " ""

I s
W i 8 | [ H
st . —om “ “u
I I
u b = o 5
" . o e u -
o I » w -~ - w -— w v oo
o * -— [ IR * - —_ w G | ey o~ . - P
o o [ & - = O ) & o o~ O - . - -— ” v o
v * = - ag e e O [ - A we e x - - wow
. L P een = = O -, e e € U Lo | -
n o o w 2T as§SsS = 2TY¥RS - =2 x i
. e © -4 - 2 £ ey -~ - o wn - — -
- = 1S [ - B - —_ - b w v - o - ¢ - e
s » 2 - -~ v . o a R S e a v 3 - o~
P s Y - ooy a = 5 e - "n ose = » w - - “3g -t
ot ooy S T v=E-—=Z - s veT= = = s = -
1 - S m 4 - » - ~ -u2= - - = 5 a3 8%

al M -~
" i U v T T -T = 2 2o sz 3 =< S 8 -4£u
.2 - ¥ - o - O me WA — G o= Ly e A d o ey - a
I I — - - = T e = - P s 5 ses - 2] - - - .
. - 3 — a T ey La - T e v e @ o - - = e
i : £ 8§ gsgs535| f s§zEsS| S 0% & sk
u ;] 2 EJEEI) ® 2338333 F a g s34
“ Sl o
¥ — 3 - ~ - - (1]
35w D] - - - - < o
o 3 .
- e « 3 -
3o - .




S P B T T N E e tctc cs tr e Yo e 4t e Ne de fE em e eE e P e e m e cw re T e ve e o n o v
v

1] "

IR LY [od 3 - " - - "

3 2882 HE = =382 N LBEe28s8: by = i
S == S - .~ . -y - e - o O W 04 o "

) O o v - — - ”

' -— — " "

- ". L

] . s "

~ - - - ~ 1 ” - .

o] 282 oe 18 r s 2 oun‘m.‘u m o — [
¥ -~ e IR & -— ) e - [ VR "
] -8 o om &~ - [ o

” Ll L1

— . 144 I

I o

- (=] o o € - (=] ~ ] 1] [~} o "

” ‘u’ n-l M “’-'w, -~ nlom.l”.- hd ”
- a o5 o - »r m D I e 5 s "

LY B [ 31 4 - W

~ P .
1] "

cete ne va om s - B T N Yt e e re e M fc e et r e eE Pe G4 Pe ke e mn . e - te o am ae e me b
A . I

o o | 2 o o 2 oOo0aon < (-] o .

8 2 3 a1 58 °e°eg=2 S © o H
- ~ |~ [»] ” [ s
™~ e 13 "

i H " "

] « 1] "

11 o v

oo H | e v - 8 0cocon i o o a  w

u =1 w A m v ] . ” hd MN ~ r~ »y ™~ 3] i
~ R RN [ - - - - - ” -
- (a2 a4 1 o — " "
. . " - "

. H It ’

n ”» "

an %) [ £ [ 7] L] 2]

I e 8 o« & :

" — an 0

1] [] " n

(1] — I ” L]

H “ H 11 1]

T T T T T e e N e et et e te en e ettt ce cc me et ee St s e de me e ve cn oo e me . e en me me
. " 1] “ "

oy « < .y [ S IK] -— "~ - el - 0t W > e
2i28888: Ini 3 engx ie ezeaugt & S =
o LD w2 €2 3 (51 -0y = ” L] N te 18 [ o~ "
" " - -— - "
. "w N

" | H H

" " n

=3 o X - X -1 —!A_ — nvao =] Pkl -2 B o o o I
- — A = o . - ~ s € A~ - - vy = F s ”

- e om e PG O 1 er < o~ - ¥ - 0 " 1
1M I " . s I -
-— . . . (1) "

— ” « ve I

'] . — - .. "

. I . ‘. — [ v 3 " I

] " . ] [ I 2 un .

— " 14 e "

L1 L] . = [ ..

' o M ” ‘ "

J ”"” 1] L] 1] ] L] ”»
M i L T . S A N D e L T pup.y
) e ‘ . . *

D 13 & Q w - [l [ - L 3 -2 ”

g! s3g2aq _Sm 22 o ex2gn B °*ezenas g m 2 | = =
P B B I ” o ' — - . " . o~ a
— " ‘ . N . "

v ” ) - L "

] " . 1 . " "
nooce o LY ~ o " MO vv i o P=Y H o .-

. ” M L] (13

m — mox,l ] 1 €« 1 “ QD €4 € Ca z " [ s
£ SR KR { - . Hi
L SR 5 o -

. [ ¥ .o v

— L1} v " L] "

L1 L b ¥ e

a ] 1 (4 -— —— <D . — "

11 L1 e

1 . i i . i I

u " N N " 2
H { . . v . ]
L . L1} M A L e
T T T T T T S v R e S e T e ft ee et et ec st e te am e o oo . oe e e e e e ao e .. -
A [ " A » [

N oS o0 i "y - O e O = o o N - - (=] (=) . o "
— AR L - B S A ' € 3 - w3 & -3 L RS — - "
s~ _ €9 & — ¥ . Y o~ -— [ €s €u v [
s . v e o va to ¥ [
. - . *r 3 "

! L . u i "
M H . " I
1O I DGO . S v, ar -— ¢ " OOy o o © "
181 1= S¢” e e~ T g r= ¢ ce O o~ { i “
€ ¥ W I3 £ - S -— -— v . “w
& = . i “w H i
. . . o w

i X [ a "

an » " m L33

I . a -~ — - - [ .

L4 1 Ll 3d ”»

- 13 [l " "

! 3 : - - i _ re

. ” . . [ . — "

H N - . N v W "
T T T T T T e S e e gt e e et e ce et e cc cean e mn nt an o an o on me m o .. e we -
. " . « . ) [

lvnn i ocamonl BT } o oo oo o (- - W N - l o (-] o "
v u _ O € O~ (3 M~ . . ' — w
| N — ‘. . .
H . N . ! i -

N v . * & It

1| : = f : i
ol oece ~ H “weo oo H (-} i "

1 > kY —— - €u -r LR ] - - o= - "

_ AL QRS M 't hor] <. Lt } s = .- . = “ . e *»
' a . e T T @ - — £ - 13 -
v - . s “ ' e
. » — .. . . ..
* - L] 1] e ¥ - L
. H ;. ) . ¥ . . v
' ‘ o ? . “ [ ] o - .“ v ' .“
. . I H . s —_- P . ' I
i . .~ . " v I '
i o . . » i e

1 1 . H I v .
L Iy - : H v H . v o
tol o - B . A P o A o N [
Qo2 c o Qo = oo [ oo [ . [~ . .

- LA &S N ; L = ] e © ] _ " s I
- e s o = N ¢ [ "
.. _ — [ "

i . ' H » I

. . x H

i a . P ! H o H
1 O . . oo oo [ -1 oo o © (-} - e
IS €CruS A re wA o = 8 @ —_ [ had -— [ e
= 3 P em = o = -— H -
. - M H i H s
. ¥ ] "

. P £ ¥ "

; B i i

_ ! o4 o o v o o e
. peed -— I

. v 14 »

1 “ o . M -

. e N N .

« . e B N . “ .
e e e T U IR te me te s te mr e ra em am —a
" ; - A ) « P . v

.- . : o M » »

P o 2 e i s = i i i
& _ .o % 5 (-] 2] X < [ 3] .

1 - - H - " M .
L] . . u — . & -

. . . . — ¥ ] -

b . £ " 1 i .

! I e . . [ ) o o e H ¥ -
1 * hod . . ] H d P ¥ H .
« M - . < - 1 o~ o . & * ) v

. — s ) 5 <. . -— " ¥ v I
. . v N \ 11 1 o
1] [] Lid . ¥ .. L] — (1
$ i . ¥ » w . o . v
' I ed o ws s o s H . - — - i S et e s b v - i - '
P ARG EE M . & e p" 6 & O 32 ¢ v [ 7} "

[ S N - - M i . —_ & — -y A OO e ' -3 .

[ I e B - T - WY [] . w o 5 O T =T = -] L

t D D DD Do . . - D Y ER- - ] > 2 o

Y M e o ms b g y w Jalgyord 4 A s 2D e ma » - - [
N YA A LA R LT S-S . 3 LA L R D -
[ w I f . v - 0 ) v
I u » H .

) e (.Y i m M .t - [ . a
_ ‘ i . o — < . ¥ t "
' — [ - -— —— ' 1 "

m t . -~ ~ - - " i [ [
'’ . e fa I "

H - P E » = - H HH

N . - - ok = e £ - 1 H -
H H - .. P2 7y i 2 1 .- [ o™ 1 o I
i - . P 1 as - M’ < < e
— . & - ne [= w . - .- — —— ¥ c— v
' 3 e o} — “ < ) — . 1 - -~ -

i ¥ o 3 e 1 = = W e ol -— w > e 1 ~ - w
M ¥ v O ' - ay - e w - - - I . — [ [y v
H . e v LR 3 ~ &z .m - €a — v I3 = 1 1 w
e Tl oa e I M — - - . — — - A as v S i o w

5 [ Ty ~ 3 - “ofe i e “w o= w35 s . b va
13 } = c— WA P B v o " a2 o = & us . m
H ! - = <o = 2 w3 [ we S8°: n - H - “
v A - ) & k=Y a o e * . ¥ - uw
§ o @ U & Foww oy - -~ .= - - o s [~ ] —— ¥ [esg M
* & L = Y - N x -— ™ -~ -— '™ “ © e v n -—_ - " S L
=Ty ETr iz o3 ECIC s EgXs==d = T ;= &
fod T B o - - 5 A [T} © ] s
X, O T LS ¥ e = = vl 4 h - 8 . v
V=i 8§ 8 8= A s €a o - - R — Hasos <2 ol o
=y GRS I - [r - uid 23 ~ Tty e e — '
=l =% LR .v_&" — = O w = - r.ulv".... H - e
. - wa

{3 ot P E . P W s P
w— 5 I 3 213 - I s

- n v m . 1 » - ~ . b‘ ¥
v e - " . M N

- ~ v v o H #y L U b
e e it OV R, i AL e e m-aa em e

e i~
- P, T



M TS NS TE N ST ST BN CR Pe TE A WP ta W EE ST PN NN NG ES Ve e
* v

0 n
*e v L) " . —

~ > - W s ar
e . o w - . [ ] Pt o €y
LA s <3 e v -— P - [ IR = 3T}
F] M w ed e — o~ nao
" - g - ” 5
e H . s
] 11 " .
. H " . 1 ¥
£ s 8 L8 8 ak 43
o3 e o [ S ~ o e T
4 o~ w o 8- -~ - o o e
" a0 v o-m b8
" ” " 2"
L] L " L]
o © o "o e [ ne v e n
I I ~ 3 - " o 4
“ . 3 3~ e e
“w e a - o " e ¥
IR ] R
- “ " " Ll
AT tn NS etk te Pe hn St mr Cr G TP e PE e e AN e S e . e
HP © o . 1 " oo
o e vy * ]
~ - ol =3 © e 3 &, "oa e
- — a ~ > 'Y [T
— — ~3 e ~y [44 "o N
- " " L1
\ 1] L "
" " "
< > o " > Py - b e
' - -y n "oy
€5 - 3 “eg]:n
S N -~ el “ i
- 0 L L
o . e
i 11 1]
" " Ll
. " " o
— " " ay
. v . o
_ " . " .
. " o 3 I
BT Ce e Mt P ce ce st e an tt ae Ba e P . T A B e et e e
) ) " v iy [ "
i~ -y Lad “w N (=] - - 9 v=a e
- (33 o woes o L i O "o oes
i { .o L T -3 - - " e s
* Y Pw o — -— "o
1) e L1 Lid o
. * - » o
“ M I I
- [ 3] (-] v n v o~y ” o " "
_ oe 13 » 0 - v "
. “ O w o 4 n &4
N . { v & un ¢ - 0 e
— ) w e s ‘ [T
[] ¥ ye - 1] v hbd
3 L (1) " ] v .“”
i . : " " "
e v » 1
M : . " m H . "
H H o « " -
. B - 5 ] ¥ - e
3 = * - 1] L1 u
[T v ' “ - o JOVR | - "og e
[ — <3 . - © o ouy © ~ - i S
is ! .a ot © . ~) - %
' § SR T [ voEy e
1 T e 2 ”" v
] .. I 7] "
! M . . " I
o (¢ — (S ) e B r o o ” s L
1 H " o€y . IR = TR
i 1 . e T ae © | S-o "o e
i 3 e w3 e e IR
= 1 » It ve . q e v
] ] ) . I i W « 1
H H H - . " 1 s
— . T3 N 4 n . *
. Y e . o
¥ 2 L) . _ W hd
H P ' . o H 1 I .
# . va ¥ ‘@ “ 7]
s l . . v H « I o
[P - s v . u " N
* - - P M . — € e s
T S IR - AN oo TR S
N : w2 . ey ~ o v
H .~ ~ ¢ 0 g ws
- - i . »a
. e H I I [
! i - M M w -
oo o s o € i ey .3 — oo~ v
P e a 25 - o oy =
. ] s 52 €3 e 3 3 o b e ws
M P P H * o w3y we
. % . d ' e
“ . [ # e L3
< . H " .-
. - I3 - 1] e
. et # aw .
' . . . o
s o - . . . e
S : O -
4 g . . H 1] .
. « M « - .
LA S L] ¥ e E = ) < ‘ — (13 "
5 =% -— - # = r. - o “n
H M M- S — w oy v
. N u o e
s L sa "
H . M ' .
i . 5 u w .
o © H < — —_— ~ - o e
. M M o [T pe-gp TRy
: s g = e [T
. - - ¥ < owe
- ¥ . "
. i -5 1
M M . .
: . ! o
- ¢ - n -
3 & N " "
. H N i o
g 1 = ¥ .

H . : - e B - e
e e e m e e s e et ee me Al fm me T .t e e me ma . e .
R R . N . w . -
%3 P2y o o o s P e o - o e
5 ey - . “x €3 an - . - N
B - . €D o H W . e
H H . I N M I w
@ m * .. - . ] - .

i p M v . .
. ] ‘v N - B M ™ e
IR w ¥ o — e o v "o e
H 1 H < o o . o L
' “ € .. boee - "oy e
§ H - . ¥ o e
1 m ¥ e * I L1 123
. i : . " o o«
] 1 - I § u -
E 5 .- “
' H : . . ]
& s M ¥ o
1 H N v .
. ) M . .
- * - - L * - . 1
. 5 - N . N N v
: i s . ] " .
: : “ . : - N
- b H . .-
H t - s € “ “ sy
4 < s M . *» ™
] . . .- M M oy -
H H N e . M ] "
. ] s - . . .- a8
. ‘. . i 1 . . .
N [ . P . n . v
M i - e M . v .
. ] - as v » e It
. . : . . [ e I
- v H .- "
V ! - - o ] . e ]
: H = “ < e . ¥ “ “
. - L] - 't 1] L1
' ' - ] > s . [ - I
H =4 - =l € . * u e w
* ¥ - " - o . i u . e
et et e ek ke e el et en rm e mn me - e me mn - . e .. o
= . o e A “ -~ o
y ¢ < v - M i o .
i . a . . . - .
. — o ™ . - o
v - ; = o o H H o "
-~ . b 'y N I M o
o . < . M H i . »
2 H —_— o P . »e 1] .
. e .- . . Ly o .- e
m & < 9 v .- = I . ™
= - < I x v . I
.- o [ “ "
* — v I e “x [ v "
— -— . " . o= . v
w i o s e . PR - .-
wr 8 ~ . (=Y L " « = 2 [ .-~
LRI — H .- . .= . "
(R ~ i -: - o 1 S I - "
3 « -. . - ' . .
= 3 N ped e : P 14 "
. ¥ 1] ™ e v % - wa an
P 2 . = " : LR o n
H . W2 B = P N M N .
T - M = - . Do) i .
[ [1) - e .. » e o .. -
[ =S ~ .2 “ ‘ i =} = . e
I M . - o : LIS a = " .
< by < M e H T .
HE* & ‘ ol HlI 28 8 :
m = H e S04 » W ] -— e
. - M H [ - .
] - 5 - B om— e | = -~ = - I
H o e . -— o oe—
E . N N = 3 Y MY .
v Wy d B o W P 4 _ — rm D=
St me emee mt encs es e e et an s e aaem e ™oL

!
1"
!

'R



VI. CONDIIIQNS._CQ!E&ANIS._AND_NEGDIIAIING_SIAIHS

A. Conditions Precedent to Disbursement
1. Conditions Precedent to Initial Disbursement

Prior to the first disbursement under this Grant or to the
issuance by AID of documentation pursuant to which disbursement will
be made, the Grantee will, except as the parties may otherwise agree.
in writing, furnish or have furnished to AI!) in form and substance
satisfactory to AID within thirty (30) days after signing of the
Program Agreement:

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

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

2. Conditions_Precedent_ to Disbursements Under the Commodity
Import_ Program

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

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

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

1ii. Documentation satisfactory to AID in form and
substance indicating that a special account has been established
into which the local currency eauivalent of the dollar value of the
commodities to be imported will be deposited, together with a
statement of the expected amounts thereof (the cif value of the
commodities converted to rupees at the exchange rate prevailing on
the date the commodities are ordered) and the prcjected schedule for
thelr deposit; and :



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

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

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

1i. a statement of the amount of local currency
expected to be generated and the projected schedule for their deposit
into the special account.

3. Conditions_Precedent to Disbursement Under_ the Sector Grant

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

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

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

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

B. Covenants

The covenants section of the Progre.a Agreement and each
subsequent modification of the agreement will include as Annex B a
statement of the policy reforms to be implemented by the Government
of Pakistan (the "action benchmarks”) together with a list of actions
that the Government of Pakistan will take in support of analysis
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financed by the program (the “process benchmarks”). 1In addition,
the following covenants will be included:

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

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

2. Reporting

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

3. Authorization

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

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

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

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

_'(9_



4. Eligible Items

The commodities eligible for financing under this Grant
shall be such commodities eligible under AID regulations as are

mutually agreed upon in writing by the Parties and specified in
Implementation Letter(s) issued to the Grantee.

C. Negotiating Status

The above Conditions Precedent and Covenants are being discussed
Wwith the Government of Pakistan and their agreement to the covenants
and conditions precedent outlined abecve is expected, based on
previous negotiations and the status of the current discussions.
During final Program Agreement negotiations, USAID/Pakistan will

incorporate into the Agreement appropriate language to cover these
terms and conditions.
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//68// UNCLASSIFIED
ANNEX A.1
ACTION AID INFO AMB DCM ECON AREP Page T
VZCZCIL0742 14-APR-87 TOR: @1:42
00 RUEAIL CN: 43884
DE RUEEC #0936/01 1040119 CERG: AID
ZNR DUUUU ZZE DIST: AID
0 1481172 APR 87 ADD:
FM SECSTATE %Aéﬂnn____ﬁ____j::::]
* T
T0 AMEMBASSTJISLAMABAD IMMEDIATE| 7478 OFF FILE: ARD
UNCLAS SECTION 01 OF 02 STATE 110935 ACTION: ARD
AIDAC INFO: D,DD,PRO,PDM,
EXO, RF, CH
E.0. 12356: N/A
TAGS: e
SUBJECT: PAKISTAN: ANPAC REVIEW, AGRICULTURE SECTOP T T AGTIOR

SUPPORT PROGRAM PARD !

1. ANPAC, CHAIRED BY DAA NORRIS, REVIEWED PROGRAM Crosd

ASSISTANCE REVIEW DOCUMENT 2/26/87, AND APPROVED -
MISSION'S PROCEEDING WITB FINAL PAAD DESIGN. MISSION IS | Dt —
COMPLIMENTED ON A WELL ARTICULATED PARD WHICE POES AN P thitet
EXCELLENT JOX OF LAYING OUT MISSION STRATEGY AND POLICY —

ISSUES REQUIRING FURTEER EXAMINATION. FOLLOWING IS
SUMMAEY OF MAIN DISCUSSION POINTS AND GUIDANCE FOR FINAL
DESIGN. .

2. INKCLUSION OF SECTOR SUFPORT GRANTS : ASSF’S
INNOVATIVE PPOGRAM APPROACE, COMBINING TRADITIONAL TA
AND TRAINING COMPONENT WITE CIP AND SECTOR GRANTS, WAS
ENDORSEL. ANPAC AGPEES ABILITY TO MGVE FROM ONF TYPF OF
ASSISTANCE TO ANOTHEF WILL GREATLY ASSIST MISSION IN
PROMOTING ITS POLICY AGENDA. TEE INCLUSION OF SECTOR
GRANTS AS A PPOGRAM INSTRUMENT IN THE PA<ISTAN PROGEAM
SHOULD BE FULLY DISCUSSED IN THRE UPCOMING CDSS.

3. PROGRAM JUSTIFICATION: THE PROCRAM COMPONENTS AEE
UNDERSTOOD TO EE JUSTIFIED BY BOTH A STRONG BALANCE OF

PATMENTS REQUIREMENT AND AN AGRICULTURE SECTOF POLICY
ANALYIS INDICATING OPPORTUNITIES FOR SUPPOFT OF POLICY
CBANGES SISNIFICANT TO AGRICULTURAL PFRFORMANCE. TRIS
DUAL RATIONALE SHOULD BE INCLUDED IN TR PAAD, AS IT WAS
IN TEE PART. SEE STATE 24€004 (AUGUST &, 19€2, ISSUFD
AS HANDEOO- 1, PART VII, OCTORER 3¢, 198%) FOR FELFFUL
GUIDANCE.

4. LINE ITEM FLEXIBILITY: PARD SUGGFSTS FULL
FLEXIBILITY TO MOVE FUNDS FROM ONE TYPE OF ASSISTANCE TO
ANOTBF¥R, TO RESFCND FLEXIBLY TO TE® PACE OF GOP POLICY
RETORNS. ANPAC AGRZIES ON CONCEPT OF 7F:TUATEL PFOGRAM
ASS)STANCE F.LAT'D TO TRF SENSITIVITY OF IMPORTAMCE OF
POLICY CFANGES. AT TEE SAME TIME, TEE ASENCY NEIEDS SOMF
SPECIFICITY IN EXPECTED AMOUNT OF SECTOR SUPPOFT SEANTS
LACE YEAP, UNDERSTAND TEF MISSICN’S FYPFCTATION IS TuaT
APFRCXIMATZIIY EALF OF TFE ANKNUAL 102 MILLICM NOLLARS

//5%// UNCLASSISIED STATE 1182825/e1
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OBLIGATION AMOUNT WOULD BE BUDGETED FOR COMMODITIES,
TECENICAL ASSISTANCE AND TRAINING, LEAVING APPROXIMATFLY
BALF FOR SECTOR SUPPORT GRANTS, AND TH!S WILL PF TFE
BASIS ON WEICE WE DESCRIBE THE PROGRAM AS ¥E PROCEFD
VITE CONGRESSIONAL-NOTIFICATION. ANPAC AND MISSION PEPS
AGREED TEAT MISSION WILL CONSULT WITH AID/W ANNUALLY ON
ITS NEGOTIATING OBJECTIVES AND BUDGET PLAN FOR TEAT
YEAR, AND PEACH AGREEMENT WITH AID/¥ ON THE SIGNIFICANT

.. POLICY ACHRIEVEMENTS TEAT ARE EXPECTED TEAT YEAR AND THF

AMOUNT OF THE ANNUAL LEVEL TC BE DISBURSED TO A SECTOK
SUPPORT GRANT. TRE SXACT LEVEL MAY VARY PRIOR TO FINAL
NEGOTIATION WITF TEF GOP, BUT SFOULD ¥E FIXED PRIO® TO
OBLIGATION. (SEE PARA 7 BELOW VS. TIMING OF
DISBURSEMENTS . )

5. TIED VS. UNTIED SECTOR SUPPORT: ANPAC AND MISSION
KZFS AGRLET TEAT ALL POLICY ORIENTED SECTOR GRANTS
REPRECENT AN OPPORTUNITY IN WKICE COUNTERPART CAN PE
GENERATED AND PROGRAMMED IN THE AGRICULTURE SFCTOR.

SOME POLICY CHANGES MAY HAVE ASSOCIATED RUPEE COSTS FOP
WZICE COUNTEIRFART WOULL EY PROGRAMMED AND CLOSFLY
TRACXEID, ¥WEILE OTHER®S MAY FAVE LITTLE OR NO IDENTIFIARLE
COSTS. IX LATTF? CASES, COUNTERPART COULD BE FPOGRAMMFD
FOk NEZZS OF THE GENERAL AGPICULTURE SECTOR RUDPGET, AND
WCULD FX TRACKID LESS CLOSELY THAN IN TEE FORMFR. TPUS

IT AFPPELRS TEAT TEI DISTINCTION EETWEEN TIED AND UNTIED
SECIOE SUFPOFT MEY NOT RF A USEFUL CONSTRUCT TO CARRY
FORWARL Ik THZ FraD,

-

: TEEL PARD DESCRIBES A WIDF PANZE
ICE WILL BF OF CONCFRN UNDLR THE
IS A NTED FOR FLEXIBILITY IN

CT PCLICY CHANGES . WEH

€. TFE POLICT AGENDA
PROGEL™, ANT INDioAT

AP¥PG2CE TC TAYT ADVAMTASEY OF OPPORTUNITIES AS THEY
ARISE, PARTICULARLY SINCE SOME MAJOR POLICY CFANGES MAY
NIT TT ATTAINARLE IF SMALLER INCREMENTAL STEPS APRM
SOUGHT YEA® =Y TEAF, ANPAC AND MISSION REPS ASREED THAT
TEE PALT SFCULT ARTICULATE PROAD SECTOPAL POLICY
OBJECTIVES 0% TFT PROGFAM LIPE AGCAINST WEICE PPOGPESS
COULD TX MEASURZIL OVEY SOME TIME PERIOD (7.G. THTFE

YERES). ~ ALDIT : A SFECIFIC AGENDA COF NFSOTIATING
OBJTCTIVES woUL® DEFINED PRIOE TO EACF YEAE’S
OFLIGATION, AND WOUID FE ASSOCIATED WITE PARTICULAR

p

LEVELS AND M2TES OF PROGRAM ASSISTANCE, I.E., CIF,

1 pet

.SBCTOR GRANT., TEEST SHOULD E®% ADDITIONAIL TO POLICY

CFANGES ALREADT NESOTIATED AS CONDITICNS OF ACE OR PL
480 AGREEMENTS. MISSION AND AID/W SEOULD EEACE
AGREIMENT CN TFIS AGENDA EACH YEAR, TRROUGH CAPRLF
EXCEANGE OR OTBEP APPROPRIATE MECEANICM.

7. BASIS FOR DISEURSEMENTS: AFTER CONSIDERABLE
DISCUSSION, ANPAC AND MISSICN REPS AGREED THEAT PREFFRRED

//GT// UNCLASSIFIFD STATE 110336/01

Page
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UNCLAS SECTION 22 OF 02 STATE 11093€
_A1bAC

"\ '\"-.

“PERFORMANCE DISBURSEMENT MECEANISM WOULD INVOLVE
NEGOTIATION OF FIRM GOP POLICY PELATED ORJECTIVES AND
BENCBMARKS TOWARD PERFORMANCE, AS APPROPRIATE, EACFH
YEAR, WITH DISBPUPSEMENT IN MOST CASES FOLLOWING UP2N GOP
AGREEMENT. WITE THIS QUOTE UP FRONT UNQUOTE
DISBURSEMENT, MISSION WOULD FOLLOY CLOSELY GOP’S
PERFORMANCE OF AGREED ACTIONS DURING TRE YEAR, JUDGING
IT AGAINST A CLEAR SET OF BENCEMARKS OR STANDARDS &S
AGREED IN ADVANCE. EXTENT OF PERFORMANCF WOULD AFFECT
THE NEXT YEAR'S NEGOTIATIONS; LESSER PERFORMANCE MIGET
INDICATE MORE CIP AND LESS SECTOR GRANT IN TEE NEXT
YEAR, FOR EXAMPLE; OR IF¥ OVERALL PERFORMANCE IN TBE
AGRICULTURE SECTOR WERE UNSATISFACTORY, MISSION MIGHT
DECREASE TEE ASSP ALLOCATION AND INCRFASE OTEER SECTOR
PROGRAMMING. POSSIBILITY ALSO EXISTS WITHIN THE
PARAMETERS OF TRE US-GCOP MULTI-YEAR ECONOMIC ASSISTANCE
PROGRAM TEAT IF POLICY PERFORMANCE GENERALLY ACEOSS ALL
SECTORS IS INADEQUATE, THE PROGRAM LEVEL FOR A GIVEN
YEAR MIGET EE REDUCED, AND THIS FACTOR SEOULD EE BORNE
IN MIND AS MISSION PLANS ITS NEGOTIATING STRATEGY EACH
YEAR.

8. PAAD APPROVAL: ASSUMING AIT/W AND THE MISSION REACH
PRIOR AGREEMENT ON PROGRAM GOALS AND NEGOTIATING
OBJECTIVES FOR THE EOMING. YEAR, AND AN UNDERSTANTING OF
HOW PROGRAM PODES AND AMOUNTS -ARE RELATED Tg THESE
OBJECTIVES, DELEGATION OF PAAD ARPROVAL AUTHORITY TO TFE
MISSTION- DIRECTOR IS APPROPHIATE. RRIOR TO APPROVAL OF
PAAD, MISSION WILL NEED TO REQUEST BUDGFT ALLOWANCE FRO™
FM, SINCE TEE PAAL SERVES TEBE DUAL FUNCTION OF FUNDS

RESERVATION AND SUBSTANTIVE AUTHORIZATION.
9. DESIGN GUIDANCE:

A. TIMING OF REFORMS REQUIRING FURTEER STUDY: MANY
POLICY KLFORMS INCLUDED IN TEE PARD POLICY MATRIY
REQUIRE FURTEER STUDY, WHILE OTHERS ARE ALREADY WELL
DEFINED AND WOULD NOT NEED A GREAT DEAL MORE STUDY. TET
NORMAL LENGTHY PROCESS INVOLVED IN CONTRACTING, CARRYING
‘OUT AND VETTING STUDY RESULTS MAKES IT UNLIKELY TPAT
POLICY CEANGES IN THOSE AREAS REQUIRING STUDY WOULD EE
READY FOR ACTION DURING THE FIRST THREE YFARS. THE PAAL
ANALYSIS SEQULD LOOx BARD AT TFE REALISM OF ACFIEVING
ADEQUATE AND ADDITIONAL POLICY CHANGES FOR THE PLANNED
LEVEL OF KESOURCES IN TBE NEXT TEREE YFARS.

B. PRIVATE SECTCR ORJECTIVES: MISSION SEOULD RFVIEW
ITS EXPERIENCE WITE TEE PRIVATE SECTOR WINDOW OF ACE, T
SEE IF TEERE IS ANY PRACTICAL WAY TO OFFER COMMODITY
SUPPORT TG THE PRIVATE SECTOR. MIGHRT THERE RE POTENTIAL
FOR SUPPORTING OUR POLICY OBJECTIVE OF PRIVATE
FERTILIZER IMPORTATION, FGR EXAMPLY, ®Y FIVANCIN?
PRIVATE FERTILIZER IMPORTS UNDER ASSEF?

C. PROGRAMMING OF FORTIGN EXCHANGE AND LOCAL CURRENCY

ANNEX A1
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¢ Page U
UNDER CASE TRANSFERS: UNDER TERMS OF THE FY 87

CONTINUING RESOLUTION, BOTH FX AND LOCAL CURRENCIES

GENERATED PY CASE TRANSFER ACTIVITIES MUST BE PLACED IN

SPECIAL ACCOUNTS AND THE USES TRACKED. STATE 5261¢%

PROVIDES GUIDANCE ON THIS REQUIREMENT. WRETHER ESF

SECTOR SUPPORT GRANT, PARTICULARLY IF IT RELIES TO SOME

EXTENT ON PALANCE OF PAYMENTS RATIONALE, WOULD BF

CONSIDERED CASE TRANSFER WITHIN MEANING OF CP IS STILL

SOMEWEAT UNCLEAR. SAFEST COURSE FOR PLANNING PURPOSFS

IS TQ TREAT IT AS IF IT WOULD BE.

D. U.S. DOMESTIC COMMODITY INTERESTS: TRE MISSION
SHOULD FULLY CONSIDER U.S. DOMESTIC INTERESTS IN SUCH
AREAS AS EXPORT OF EDIBLE OILS, RICE, COTTON, ETC., AS
IT FORMULATES PROPOSED POLICY ACTIONS. THE GOP SFOULD
NOT BE ENCOURAGEL TO ADOPT PROTECTIONIST MEASURES.
POLICY CEANGE SHOULD CONSIDER THE GLOPAL CONTEXT, &ND
ANY EFFECTS ON U,S. MARKET SBARES. REQUIREMENTS OF PROTF
TRE ZORINSKY AND BUMPERS AMENDMENTS WILL NFED TO BF
FULLY MET, AND SEOULD BE DISCUSSED IN TRT PAAD.

E. BENCHEMARKS: TEE ILLUSTRATIVE PENCHMARKS FOR
FERTILIZER POLICY ACTIONS INCLUDE A NUMPER OF STUDIFS.
AS TEE MISSION FIRMS ITS APPROACH IN TFE PAAD AND IN

NEGOTIATIONS, THE EMPEASIS SHOULD BE ON ACTIONS RATHEP
THAN REPORTS.

F. DIVESTITURE -OF GEEE GORFORAPION: 1IN EXAMINING TEHIS
-AREA, WE ASSUME THE MISSION WILL SEEXK ASSISTANCE FROM
PRIVATIZATION EXPERTS. -TEE -ABILITY OF TEE PRIVATE SECTOR
TO ABSORB PL 488 OIL IMPORTS SPOULD AL30 BE CONSIDERLL.

G. OTEER: TECENICAL SUGSESTIONS ON FEETILIZFR AND SEED
POLICY FAVE REEN FROVIDED TO THE MISSIOA REPRESFNTATIVES
BY ST/AGR, WEITEEEAD

BT

#0936
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ANNEX A. 2

’ . Page 1
//61v// UNCLASSIFIZD 'STATE 142423 ’
ACTION AID INFO AME DCM ICON AREP
VZCZCIL0407 12-MAY-37 1T0P: @7:
PP RUEEIL CN: scsca
DE PUEEC #3483 1322800 CFRG: AID
«NR ULUUU 2ZE DIST: AID
P 1203207 MAY 87 ADD:

FM SECSTATE
TO AMEMEASSYlISLaMARAD tTIOPITY (82572
BT

OFF FILE: ppM

UNCLAS STATE 142¢03
' ACTION: ARD

AIDLC INFO: DD, PPN, oo,
E.0. 123%6: /4 =1, R¥, CH
TJ’U‘S. N/

SUEJECT: ASSP PAAD APPIOVAL

LFS: 4) cTFTL 1129237 F) ISLAMAEAD 12e755 ¢)
MATZZESO N/bOLDN\V TZLECON 8/7/587

T E I“LIC‘”EQ *Y 57 OELIGATION WILL =2 LIMITID TO
.3 MILLION FOP TI-saYCAL ASSISTENCT AND TRAIVIXG
EAT NO POLICY CONTI7IS NALITY WOULD'FE APPROSRIATE
AT TEIS TIME SINGT NG CI¥MorLITY CR-SECTO2®GUPPCET FUNDS
ARE 3EING PROVIDED, wz;sxnx WILL TSE NIXT SEVERAJ
MONTES TC COMPLZ™Z TTF% **~'oru AN“ NESOTIATION or
s=-c1 I¢ POLICY E¥XCENMI2 ¢ FOT INCLUSION IN LASGEX FY 23

TEANCEZ, TO 27 OBLIGL"I: LARLY IN TY =g,

. BNz CONOURS IN TEI: SCINAPID 7O ADDRIISIN: PCLINY
CONDITIONAZITY MISSIZY MY COMFLETE PAAZ DOCUMINTATION
ANT, WEIM FUNDS 23 AVAILAILE, AUTEINRIZE TET °°A“ AS
YOU <AOx, avr rgan YACIILEET SERYER TF: T CNCTION OF
FUNDS REISEZVATION and SUISTANTIVE AFTPOHIZ%”IO\ T=75
CANNQT X 2PPRJ77D UNT:C FUNDS ARS AVPILA L“

<. STIFTEL EIZQGRTS ON IS7 APPORTICNMENT SITUATION. WE
LT NOT EXP.CT TUNDS TC 23 AVAILABLT FOR ASSP PRIOT TC

FOURTI QUARTER., WF wi-: ADVISE AS WE <NOW MC2Z.

4. ESGARTING CN REIJU
EUT WIt:L nonT SUEMIT
OELIGATION DATZ., ceiv: TZZ23 IS STILL Uwee "RTAINTY IN
OTEZR EIINMZINTS 9T T=ZXZ ~I5SION 0FLI2 ATION PLAN, IT IS
PCSSIALE mET NUMSIRS MISE™ CEANGT S50MIWEAR, -J“d A
SINSLE ‘“"5‘ INCREAS: worin yo» QUIZE AN SPTITIONAT,
NCTIY I“”I”\ CN PR

AIMINT, WD WL prREDPg3® DOCUMENT,
iL CLOSER T2 Ttz Tavawe

PrAc AUTECRIZATION, IUTNUST 2T Pou: 237ae TC TUNDS /‘* MAy 15°
CIII2aTIoN,  srrnpes = K7

23S NEID N2D BT COMPLITID ERIOR Tﬂ“§> Q&Eh'] \:
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L o ANNEX £.3
ACTION AID INFO AME DCM LCON AREP Page |
VZCZCIL0449 25-JUL-87 TOR: 11:2¢
00 RUEBFIL CN: 121g4
DE RUEEC #5570 18408312 CERG: A&ID
ZNR UUUUU ZZE PIST: AID
P 8383162 JUL 87 ZDK CTS UE SVC 0623 1950523 ADD:

™ SECSTATE G
TO AMEMBASSY\XISLAMABAD PRIORITY [98S7

BT
UNCLAS STATE 265579

- AIDAC

E.0. 12356: N/A

SURBJECT: TRANSPORTATION SOURCE WAIVER FCR SEIPPING UNDER
TEE AGRICULTCRE SECTOR SUPPORT PROGRAM (331-2£92)

REFS: (A) ISLAMABAD 16266 (B) ISLAMABAD 12943 T i i b
‘r.. 0 L
1. RECEIPT OF REF (A) ACKNOWLEDGED, REGRET DELAY IN — ~——4¥%£‘:f
RESPONDING TO REF (B) WEICH REQUESTED M/SER/OP TO WAIVE RS o W
U.S. PIAG ELIGIBILITY FINANCING REQUIREMENTS FOR TN
SEIPMENT OF BULE COMMODITIES (FERTILIZER ONLY) UNDER TEE —v— - ~F 1
AGRICULTURE SECTOR SUPPORT PROGRAM (331-2492) TO ALLOW (—— . ... =%
USE OF VESSELS INCLUDED IN CODE O3E.. . N U
= " LR -
2. TEE JUSTIFICATION" USED FOR 935 FINANCING ELIGIPILITY i & 12
IN TEE ACE PAAD (39i-8468) WAS TO ASSURE ADEQUATE L — (-]
COMPETITION 4ND COMPETITIVE PRICING WEERE TEERE WAS -
_ INSUFFICIENT U.S. FLAG CARRIERS TO ACCOMPLISE DEZLIVERY. .
BASED ON TEIS JUSTIFICATION, M/SER/OP, PURSUANT TO TEE

STATEMENT OF POLICY IN EANDBOOK 1B, 7313(5), LPPPOVED AN
EXPANDED AUTEORIZATION TBAT ALLOVED TEE FINANCING OF
OCEAN TRANSPORTATION ON CODE 535 VESSELS, OTHER TEAN
U.S. PLAG VESSELS, ONLY TO TEEZ EXTENT TEAT U.S. FLAG
VESSELS ARE NOT AVAILABLE TO CARRY TEE COMMODITIZS F)R

. VEICE TRANSPORTATION IS SOLICITED. STATE 323974

(1981). TEIS DID NOT CONSTITUTE A WAIVER OF U.S. FLAS
REQUIREMENTS (HANDROOK 1B, 7B4); A TRANSPORTATION SOGRCE
WAIVER IS EASED ON A FACTUAL DETERMINATION THAT SUITAEBL®
U.S. FLAG VESSELS ARE NOT AVAILABLE, WRILE TEZ EXPANDED

- AUTHORIZ ATION FREVIOUSLY GRANTED DOES NOT FSTARBLISR TEAT

OTEERWISE ELIGIELE FLAG VESSELS ARE UNAVAILABLE, IT
MEIRELY ALLOWS FOR FINANCING OF 335 VESSELS WEEN SPJCIFIC
CIRCUMSTANCES OCCUR (I.E. INSUPPICIENT ELIGIELE FLAG
SHIPS ARE OFFERED TO COVER TEE AMOUNT OF CARGO GENERATED
UNDER A SPECIFIC COMMODITY TENDER).

3. M/SER/OP DOES NOT CONSIDER THAT TRE WAIVER CRITERIA

(ER1B, 7R4) PERMITS AUTFORIZING THE RFEQUESTED WAIVER, ROT
DOES EERERY AUTBORIZE TEE FINANCING OF OCEZAN
TRANSPORTATION OF FERTILIZER ONLY ON CODE 935 (INCLUDING
PALISTAN) VESSELS TO TEE EXTENT TBAT U.S. FLAG VESSELS
ARE NOT AVAILABLE TO MEET THE TRANSPORTATION SERVICE
REQUIREMENTS UNDER A SPECIFIC TENLEZR, PUKRSUANT TO
EANDBOOE 1B, 7B1B(S), FYI TEE LIRELIEQOD S TEAT

EH UNCLASSITIZD STATE 2zezz7s
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SUFFICIENT U.S. FLAG VE'.glS WILL 2E AVAILAZLE TO L. !
TEE MAJORITY OF TEE 'DAP “URCHASED, END FYI.

4. MORE SPECIFICALLY, T.:E EIPANDED AUTEORIZATION FOR
FINANCING OF OCEAN TRANSPORTATION ON CODE 935 VESSTLS
PURSUANT TO EANDROOX 1B, 7B1B(5) OPERATES ONLY IN ¥EBAT
UNDER CURRENT MAREET CONDITIONS WOULD FE VERY UNUSUAL
CIRCUOMSTANCES, ALTHOUGH TEE GOP CAN SOLICIT FOR EOTE
FOREIGN AND U.S. FLAG SEIPS, IT CAN FIX (CHARTER)
NON-U.S. FLAG VESSELS WHEN A.I.D. IS FINANCING PREIGET
ONLY VEIN ALL U.S. FLAG VESSELS OFFERED UNDER TEER
SOLICITATION EAVE BEEN EXFAUSTED. FOR EXAMPLE, IN A
TENDER OF 132,002 TONS OF FERTILIZER, THE IMPORT OF TEIS
EXPANDED AUTEORIZATION WOULD Bz TEAT IF 100,208 TONS OF
U.S. TLAG SEIP CAPACITY VERE OFFERED ALL 122,200 TONS
WOULD EAVE TO MCVE ON U.S. FLAG PURSUDANT TO £.I.D. REZ. 1
PARAGREFE 221.1Z%, RUT IF ONLY 72,808 TONS OF U.S.
CAPACITY WERE OFFEIRED TEE REIMAINING 34,80 TONS COULD 3F
MOVED ON A FOREIGN FLAG SEIP AND RBMAIN ELIGIBLZ FOR
A.I.D. FINANCING.

E

5. fINALLY. TEZ AUTEORIZATION FOR EXPANDING ELIGIRILITY

-OF FREIGET FINANCING MAY NOT BE NECESSARY AT ALL. ON TEE

LAST TWO TENTCERS ISSUED, TEE GOVERNMENT OF PAXISTAN EHAS
MADE TEZL TDECISION TO FINANCE ALL FOREIGN FLAG FREIGET IN
RUPEES. TEIS DECISION APPARENTLY IS IN PART DRIVEN 2¥
GOP PRIFEFEZNCE TO INSURE INVOLVEMENT OF THE PALISTAN
NATIONLZL SEIPPING COMPANY (PNSC). 1IN ANY CASE, UNDER
THESE CONDITIONS ONLY 52 PERCENT OF TEE TONNAGE UNDER A
SPECIFIC TENDIR WOULD BE FINANCED BY A.I.D. AND ALL OF
TEAT TONKAGE WOULD BE ON U.S. PLAG VESSELS WEICE VILL
UNCLASSIFIED
ALMCST CERTAINLY EF AVAILABLE. TEIS WILLINGNESS BY TFE
GOP TO TINANCE TEXIR OWN FORIIGN FLAG FREIGET COSTS WOULD
APPEAR TO CBVIATE TEE NEED FOR TEE REQUESTED EXPANSION OF
FINANCING ZLIGIZIZITY TO CODE S35 REGISTEY VESSELS.
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ANNEX B~1

v UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT
.ll'll' MISSION TO PAKISTAN

Cable: USAIDPAK HEADQUARTERS OF=:CE
ISLAMASBAD

Oftfice of the Drector

AGRICULTURAL_SECTOR_SUPPORT_PROGRAM

I, Eugene 5. Staples, the principal officer of the Agency for
International Development in the Islamic Republic of Pakistan,
having taken into account, among other things, the maintenance and
utilization of projects in the Islamic Republic of Pakistan
previously financed or assisted by the United States, do hereby
certify, pursuant to Section 611(e) of the Foreign Assistance Act
of 1961, as amended, that, in my judgment, the Islamic Republic of
Pakistan has both the financial capability and the human resources
capability to effectively implement, utilize, and maintain the
proposed Agricultural Sector Support Program, 391-0492.

This judgment is based on the analyses as detailed in the Agri-

cvltural Sector Support Program Assistance Approval Document and
is subject to the conditions imposed therein.

“/{:,/\f‘(& f’-éf% -

Eugene S. Staples
Director
USAID/Pakistan

o F/25/57

Date



ANNEX B-2

@ UNITEU STATES AGENCY FOR INTERNATIONAL DEVELOPMENT
‘Il'll' MISSION TO PAKISTAM

Cable. USAIDPAK HEADQUARTERS OFFICE
ISLAMABAD

DOitice of th2 Jurector
AGRICULTURAL_SECTOR SUPPORT PROGRAM

FAA_SECTION 612 (b) CERTIFICATION

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

I have carefuily reviewed the advisability of disbursing U.S.
dollars in lieu of U.S.-owned excess foreign currency to pay for
local costs of project and non-project assistance in Pakistan. In
light of the U.&. Government’s objectives concerning the program, 1
have determined that it would be prejudicial to U.S. interests and
goals to pay for all local! currency costs with U.S.-owned rupees.
Such a procedure would prevent the U.S. from providing the maximum
amount of balarce c¢f payments support under the economic assistance
package, and wouid consequentiy undercut one of the basic objective
of the program. The objective of providing balance of payments
assistance to Pakistan can best be achieved by disbursing U.S.
dollars to pay for local coste of the program. Section 612(b) of
the Foreign Assistance Act of 1961, as amended. authorizes the
administrative official approving the voucher to determine that
local costs will be funded with direct payment of dollars for the
program. Fursuant to this provision, Handbook 19 requires that the
Mission Director (or his designee! make a determination as to the
reason in any instance where U.3. dollars are used (disbursed) when
U.S.-owned f5reign currency is available. Where dollars are used
for local cost financing. USAID/Pakistan will., therefore, make
disbursements ta the Government of Pakistan 'n U.S. currency.

In view ¢f the =zbcve rationale. !, Eugene S. Staples, principal
officer of the Agency for International Development in Pakistan,
pursuant toc Section 612(b) of the Foreign Assistance Act of 1961,
as amended. do hereby cert:ify the need to disburse United States
dollars to cover local currency costs in lieu of using United
States-owned excess rupees under the Agricultural Sector Support

Program.
W/@z}_

- &

Eugene S. Staples
Director
USAID/Pakistan

2/ 2y /57

Date



ANNEX B-3
(% % % 4] o

@ UNITED STATES AGENCY FOR INTERNAVIPNAL DEVELOPMENT
‘||"" MISSION TO PAK;STAN

Cabie . "'SAIDPAK HEAT T CASTEGY “Fint
ISLAMAE AG

Otfice of the Director

CERTIFICATION FCR COMPLIANCE WITH GRAY AMENDMENT

1, Eugene S. Staples, the principal officer of the Agency for
International Develcpment in the Islamic Republic of Pakistan, d<
hereby certify that the acquisition plan in the Agricultural Sectcr
Support Program Assistance Approval Document was developed with full
consideration of maximally involving Minority- and Women-Owned
Firms, or Cray Amendment Organizations, in the provision of required
good:z and services. To the extent possible at this stage,
opportunities for such organizations to participate in the prcgram
have bteen identified and are described in the acquisition plan.
During the course of implementation, further opportunities for such
organizations to participate will be fully considered.

—7 >
_______ ? - _8_-{:&_ = ;%41/2 >
Eugene S. Staples

Director
USAlID/Pakistan

92/ 295 F _

Date
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Y 3(A)2 - NONPROJECT ASSISTANCE CHECKLIST

The criteria listed in Part A are applicable

. generally to FAA funds, and should be used
irrespective of the program's funding source.
In Part B a distinction is made between the

" eriteria applicable to Economic Support Fund
assistance and the criteria applicable to
Developnent Assiszance. Selection of the

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

CROSS REFERENCES: IS COUNTRY CHECKLIST UP TO

DATE? HAS STANDARD ITEM YES.
CHECKLIST BEEN REVIEWED? YES.
A. GENERAL CRITERIA FOR NONPROJECT ASSISTANCE

1. FY 1967 Continuing Resolution Sec
FAR Sec. 634A. Describe how
authorization and appropriations
committees of Senate and House have
been or will be notified concerning
the project.

. 523;

2. PAA Sec. 61l1(a)(2). 1If further
legislative action is required within
recipient country, what is basis for
reasonable expectation that such action
will be completed in time to permit
orderly accomplishment of purpose of the
assictance?

3. PAA Sec. 209. 1s assistance more
efficiently and effectively provided
through regional or multilateral
organizations? 1If so, why is assistance
not so provided? Information and
conclusions on whether assistance will
encourage developing countries to
cooperate in regional desvelopment
programs.

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

No legislative action
necessary.

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



4.

10.

FAR Sec. 601l(a). Information and

conclusions on whether assistance will
encourage efforts of the country to:

(a) increase the flow of international
trade; (b) foster private initiative and
competition; (c) encourage development
and use of cooperatives, credit unions,
and savings and loan associations;

(d) discourage monopolistic practices;
(e) improve technical efficiency of
industry, agriculture, and commerce: and
(t) strengthen free labor unions.

EAA Sec. 60l1(b). Information and
conclusions on how assistance will
encourage U.S. private trade and
investment abrozd and encourzge private
U.S. participation in foreign assistance
programs (including use of private trade

This program will (a) increase

the flow of trade by financing
U.S. imports; (b) foster pri-

vate initiative by promoting
policy change favorable to 1t}

(c) have little or no effect on
cooperatives, etc.; (d) discourage
monopolistic practices by en—
couraging private competition

and an end to public sactor mono-
polies; (e) improve technical
efficiency by removing policy
constraints to efficiency; and

(f) have no impact on labor unions

The program will promote U.S.
trade by financing U.S. imports
and it will promote private in-
vestments by removing policy

channels and the services of U.S5. privatebarriers and restrictions; U.S.

enterprise).

FAR Secs. 612(b), 636(h); FY 1987

Continuing Resolution Secs. 507, 509.
Describe steps taken to assure that,
the maximum extent possible, foreign

to

private contraciors will provide
technical assistance services.

Use of local government funds
or U.S.-owned local currency to
meet in-country costs would not

currencies owned by the U.S. are utilizedbe consistent with the balance of

in lieu of dollars to meet the cost of
contractual and other services.

FAA Sec. 612(d). Does the U.S. own
excess foreign currency of the country

and, if sc, what arrangeients have been
made for its release?

FAA Sec. 60l1(e). Will the assistance
utilize competitive selection procedures
for the awarding of contracts, except
where appliceble procurement rules allot:
otherwise?

FAR 121(d). 1If assistance is being
furnished under the Sahel Development
Program, has a determination been made
that the host government has an adequate

system for accounting for and controlling

receipt and expenditure of A.I1.D. funds?

FY 1987 Continuing Resolution Sec.
Is disbursement of the assistance
conditioned solely on the basis of the

532.

policies of any multilateral institution?

payments and budget support object
ives of this program.

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

Yes.

Not applicable.

No.



B.

FUNDING CRITERIA FOR NONPROJECT ASSISTANCE

l-

Olect iteria for Economic Su

Fund
a. FAA Sec. S31(a). Will this

assistance promote economic and political
stability? To the maximum extent
feasible, is this assistance consistent
with the policy directions, purposes. and
programs of Part 1 of the FAA?

b. FAA Sec. 531(e). Will assicstance
under this chapter be used for military
or paramilitary activities?

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

ort

d. ISDCA of 1985 Sec. 205. Will ESF
funds made available for commodity

import programs L. used for the purchase
of agricultural commodities of United
States-origin? 1If so, what percentage of
the funds will be €0 used?

e. I1SDCA of 1985 Sec. 801. If ESF funds
will be used to finance imports by an
African country (under a commodity import
program or sector program), will the
agreement require that those imports be
used to meet long-term development needs
in those countries in accordance with the
following criteria?

(1) spare parts and other imports
shall be allocated on the basis of
evaluations, by A.1.D.., of the
ability of likely recipients to use
such spare parts and imports in a
maximally productive, employment
generating, and cost-effective way;

Yes.

Yes.

No.

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

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

Not applicable.

Not applicable.



(11) 1imports shall be coordinated Not applicable.
with investments in accordance with

the recipient country's plans for

promoting economic development.

A.1.D. shall assess such plans to

determine whether they will

effectively promote economic

development;

(11i) emphasis shall be placed on Not applicable.
imports for agricultural activities

which will expand agricultural

production, particularly activities

which expand production for export or

production to reduce reliance on

imported agricultural products;

(iv) emphasis shall also be placed Not applicable.
on a distribution of imports having a

broad development impact in terms of

economic sectors and geographic

regions;

(v) 1in order to maximize the Not applicable.
likelihood that the imports financed

by the United States under the ESF

chapter are in addition to imports

which would otherwise occur,

consideration shall be given to

historical patterns of foreign

exchange uses;

(vi)(A) 75 percent of the foreign Not applicable.
currencies generated by the sale of
such imports by the government of the
country shall be deposited in a
special account established by that
government and, except as providel in
subparagraph (B), shall be available
only for use in accordance with the
agreement for economic development
activities which are consistent with
the policy diructions of section 102
of the FAA and which are the types of
activities for which assistance may
be providea under sections 103
through 106 of the FAA;
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(B) the agreement shall require that
the government of the country sgake
available to the United States
Government such portion of the amount
deposited in the special account as
may be determined by the President to
be necessary for requirements of the
United States Government.

f. JISDCA of 1985 Sec. 207. Will ESF

funds be used to finance the construction
9f, or the operation or maintenance of,
or the supplying of fuel for, a

nuclear facility? 1If so, has the
President certified that such country

(1) is a party to the Treaty on the
Non-Proliferation of Nuclear Weapons or
the Treaty for the Prohibition of Nuclear
Weapons in Latin American (the "Treaty of
Tlatelolco"), (2) cooperates fully

with the IAEA, and (3) pursues
nonproliferation policies consistent with
those of the United States?

g. FAA Sec. 609. If commodities are to
be granted so that sale proceeds will
accrue to the recipient country, have
Special Account (counterpart)
arrangements been made?

h. FY 1987 Continuing Resolution. 1If
assistance is in the form of a cash
transfer to any country which receives in
excess of a total of $5 million as cash
transfer assistance in the current fiscal
year: (a) are all such cash payments to
be maintained by the country in a
separate account and not to be commingled
with any other funds? (b) will all
local currences that may be generated
with funds provided as a cash transfer

to such a country also be deposited in a
special account to be used in accordance
with FAA Section 609 (which requires such
local currencies to be made available to
the U.S. governnent as the U.S.
determines necessary for the requirements
of the U.S. Government, and which
requires the remainder to be used for
programs agreed to by the U.S. Government
to carry out the purposes for which new
funds authorized by the FAAR would
themselves be available)?

Not applicable.

No.

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

Yes.

Yes. Funds in the Special
Account will be used in
accordance with FAA
Section 609.



120-21. 1Is asesistance being made available

Nonproject Criterja for Development
g;ggstagce .
T

a. FAA Secs. 102(a), 111, 113, 281(a). Not applicable.
Extent to which activity will (a)
effectively involve the poor in developnment,
by expanding access to economy at local
level, increasing labor-intensive production
and the use of appropriate technology,
spreading investment out from cities to
small towns and rural areas, and insuring
wide participation of the poor in the
benefits of development on a sustained
basis, using the appropriate U.S,
institutions: (b) help develop cooperatives,
especially by technical assistance, to
assist rural and urban poor to help
themselves toward better life, and otherwise
encourage democratic private and local
governmental institutions; (c) support the
self-help efforts of developing countries;
(d) promote the participation of women in
the national economies of developing
countries and the improvement of women's
gstatus; and (e) utilize and encourage
regional cooperation by developing countries?

b. FAA Secs. 103, 103A, 104, 105, 106, Not applicable.

(include only applicable paragraph which
corresponds to source of funds used; if more
than one fund sourc2 is used for assistance,

include relevant paragraph for each fund
source):

(1) [103) for agticulture. rural NA
develiopment or nutrition; if so

(a) extent to which activity is
specifically designed to increase
preductivity and income of rural pocor;
[103A]) if for agricultural research,
account shall be taken of the needs of
emall farmers, and extensive use of field
testing to adapt basic research to local
conditions shall be made; (b) extent to
which assistance is used in coordination
with ef€forts carried out under Sec. 104
to help improve nutrition of the people
of developing countries through
encouragement of increased production of
crops with greater nutritional value;
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improvement oI planning, research, and
education with respect to nutrition,
particularly with reference to improvement
and expanded use of indigenously produced
foodstuffs; and the undertaking of pilot or
demonstration programs explicitly addressing
the problem of malnutrition of poor and
vulnerable people; and (c) extent to which
activity increases national food security by
improving food peolicies and management and
by strengthening national food reserves,
with particular concern for the needs of the
poor, through measures encouraging domestic
production, building national food recerves,
expanding available storage facilities,
reducing post harvest food losses, and
improving food distribution.

(2) [104) for population planning under
Sec. 104(b) or health under Sec. 104(c); if
g0, extent to which activity emphasizes
low-cost, integrated delivery systems for
health, nutrition and family planning for
the poorest pecple, with particular
attention to the needs of mothers and young
children, using paramedical and auxiliary
medical personnel, clinics and health posts,
commercial distribution systems, and other
modes of community outrearch.

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

NA

NA



[{106]) for technical assistance, energy.
3arch, reconstruction, and selected

?lopyent problems;: if so, extent activigy

(1)(a) concerned with data collectior
and analysis, the training of skilled
personnel, research on and development
of suitable energy sources, and pilot
projects to test new methods of energy
rroduction;: and (b) facilitative of
research on and development and use of
small-scale, decentralized, renewable
energy sources for rural areas,
emphasizing development of energy
resources which are environmentally
acceptable and require minimum capital
investment;

(ii) concerned with technical
cooperation and development, especially
with U.S. private and voluntary, or
regional and international development,
organizations;

(iii) research into, and evaluation
of, economic development processes and
techniques;:

(lv) reconstruction after natural or
manmade disaster and programs of
disaster preparedness;

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

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

NA

NA

NA

NA

NA

NA

NA



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

c. FAA Sec. 107. 1Is special emphasis placed
on use of appropriate technology (defined as
relatively smaller., cost-saving, labor using
technologies that are generally most
appropriate for the small farms, small
businesses, and small incomes of the poor)?

d. FAA Sec. 281(b). Describe extent to

which the activity recognizes the particular
needs, desires, and capacities of the people
of the country; utilizes the country'’'s
intellectual reeources to encourage
institutional development; and supports
civic education and training in skills
required for effective participation in
governmental and political processes
essential to self-government.

e. FAA Sec. 10l1(a). Does the activity give
reasonable promise of contributing to the
development of economic resources, or to the
increase of productive capacities and
self-sustaining economic growth?

NA

NA

NA

NA
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§C(3) - STANDARD ITEM CHECKLIST

Listed below are the statutory items waich
mormally will be covered routinely in those
provisions of an assistance agreement dealing
with its implementation, or covered in the
agreement by imposing limits on certain uses of
funds.

These items are arranged under the general
headings of (A) Procurement, (B) Construction,
and (C) Other Restrictions.

A. PROCUREMENT

1. FAA Sec. 602(a). Are there arrangements
to permit U.S. small business to
participate equitably in the furnishing
of commodities and services financed?

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

3. FAA Sec. 604(d). 1If the cooperating
country discriminates against marine
insurance companies authorized to do
business in the U.S., will commodities be
insured in the United States againrt
marine risk with such a company?

4. FAA Sec. 604(e); ISDCA of 1980 Sec.
705(a). I1f non-U.S. procurement of
agricultural commodity or product thereof
is to be financed, is there provision
against such procurement when the
domestic price of such commodity is less
than parity? (Exception where commodity
financed could not reasonably be procured
in U.S5.)

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

Yes.

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

Yes



10.

- 11 -

countries which receive direct econonmic
assistance under the PAA and pernmit
United States firms to compete for
consetruction or engineering services
financed from assistanca programs of
these countries.)

FAA Sec. 603. 1Is the shipping excluded
from compliance with the requirement in
section 901(b) of the Merchant Marine Act
of 1936, as amended, that at least

50 percent of the gross tonnage of
commodities (computed separately for dry
bulk carrlers, dry cargo liners, and
tankers) financed shall be transported on
privately owned U.S. flag commercial
vessels to the extent such vessels are
available at fair and reasonable rates?

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

International Air Transportation Fair
Competitive Practices Act, 1374. 1If air
transportation of persons or property is
financed on grant basis, will U.S.
carriers be used to the extent such
gervice is available?

FY 1987 Continuing Resolution Sec. 504.
1f the U.S. Government is a party to a
contract for procurement, does the
contract contain a provision authorizing
termination of such contract for the
convenience of the United States?

FY 1987 Continuing Resolution Sec. 524.
1f assistance is for consulting service
throuzh procurement contract pursuant to
5 U.S.C. 3109, are contract expenditures
a matter of public record and available
for public inspection (unless otherwise
provided by law or Executive order)?

No.

7

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

Yes.

Yes.

Yes.
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2.

3'
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STRU 9]

constiuction) project, will U.S.

engineering and professional services be
used?

FAA Sec., 611(c). If contracts for Yes.
construction are to be financed, will

they be let on a competitive basis to
maximum extent practicadle?

FAA Sec. 620(k). 1If for construction of ot applicable.
productive enterprise, will aggregate

value of assistance to be furnished by

the U.S. not exceed $100 million (except

for productive enterprises in Egypt that

were described in the CP), or does

assistance have the express approval of

Congress?

C. OTHER RESTRICTIONS

b l L]

FAA Sec. 122(b). 1If development loan Not applicable.
repayable in dollars, is interest rate at

least 2 percent per annum during a grace

period which is not to exceed ten years,

and at least 3 percent per annum

thereafter?

FAA Sec. 301(d). If fund is established Not applicable.
gsolely bv U.S. contributions and

administered by an international

organization, does Comptroller General

have audit rights?

‘'FAA Sec. 620(h). Do arrangements exist Yes.

to insure that United States foreign aid
is not used in a manner which, contrary
to the best interests of the United
States, promotes or assists the foreign
aid projects or activities of the
Communist-bloc countries?
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4. Will arrangemunts preclude use of
financing:

FAA Sec, 104(f); FY 1987 Cogtinulng Yes.
Resolution Secs. 525, 540 1) To
pay for performance of abortions as

a method of family planning or to
motivate or coerce persons tc
practice abortions; (2) to pay for
performance of invoiuntary
sterilization as method of family
planning, or to coerce or provide
financial incentive to any person to
undergo sterilization: (3) to pay for
any biomedical research which
relates, in whole or part, to methods
or the performance of abortions or
involuntary sterilizations as a weans
of family planning; or (4) to lobby
for abortion?

Sec. 483. To make reimburse- Yes.
bursements, in the form of cash
payments, to persons whose illicit
drug crops are eradicated?

FAA Sec. 620(gq). To compensate Yes.
owners for expropriated or

nationalized property, except to
compensate foreign nationals in
accordance with a land reform program
certified by the President?

FAA Sec. 660. To provide training, Yes.
advice, or any financial support for
pclice, prisons, or other law
enforcement forces, except for

narcotics programs?

FAA Sec. §62. For CIA activities? Yes.

FAR Sec. 636(i). For purchase, sale, Yes.
long-term lease, exchange or guaranty

of the sale of motor vshicles
manufactured outside U.S.., unless a
waiver 1s obtained?

FY 1987 Continuing Resolution Sec. Yes.
503. 'To pay pensions, annuities,
retirement pay. or adJusted service
comgeusgt10{ for m111tary personnel?
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EY 1987 Continu.ng Resolution Sec. $05.
To pay U.N. assessmerts, arzearages ol
dues? )

987 tinuin esolutio c. 506.
To carry out provisions of FAA section
209(d4) (transfer of FAA funds to

multilateral organizations for lending)?

FY 1987 Continuing Resolution Sec. 510.
To finance the export of nuclear
equipment, fuel, or technology?

PY 1987 Continuing Resolution Sec. 511.
For the purpose of aiding the efforts of
the government of such country to repress
the legitimate rights of the population
of such country contrary to the Universal
Declaration of Human Rights?

FY 1986 Continuing Resolution Sec. 516.
To be used for publicity or propaganda
purposes within U.S. not authorized by
Congress?

Yes.

Yes.

Yes.

Yes.

Yes.



CONTRIBUTORS TO_THE_ASSP_ DESIGN

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

U.S.A.1.D.

Mr. Russell B. Backus, Agricultural Development Officer, Office of
Agriculture and PRural Development, (ARD), USAID/Pakistan

Mr. T.J. Byram, Chief of Party, Agricultural Data Collection, Food
Security Management Project

Ms. Marian Fuchs-Carsch, Consultant, Project Design, Project
Development and Monitoring (PDM), USAID/Pakistan

Ms. Susan Gant, Consultant, Training, ARD, USAID/Pakistan

Mr. Richard H. Goldman, Chief (A). ARD, USAID/Pakistan

Mr. Allen C. Hankins, Chief (Ret.), ARD, USAID/Pakistan

Mr. Ahmed Masood Khalid, Program Specialist, ARD, USAID/Pakistan

Ms. Mara Morgan, Design Manager, ARD. USAID/Pakistan

Mr. Grant Morrill, Assistant Project Development Officer. PDM,
USAID/Pakistan

Mr. Robert W. Nachtrieb, Chief, PDM, USAID/Pakistan

Mr. Shahid Perwaiz, Program Specialist, ARD, USAID/Pakistan

Dr. Zakir Hussain Rana, Program Specialist, ARD, USAID/Pakistan

Dr. Barry K. Primm, Agricultural Economist, ARD, USAID/Pakistan

Mr. Abdul Wasay, Economic Specialist, ARD, USAID/Pakistan

Consuitants

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

Dr. Ray Hooker. Economist

Mr. William E. Scott, Economist, Agland Investment Services,
Larkspur, California



No. 3(1)us-1/87 ANNEX E

Government of Pakistan
MINISTRY OF FINANCE AND

I ECONOMIC AFFAIRS
A ‘/7g (ECONOMIC AFFAIRS DIVISION)
Dwe Date.... '
4 .
’ 7 : Islamabad the. 24tr Septemver, 19°
Telegram: ECONOMIC . e
Telex : ECDIV No. 05-634 .- 2 YA
. o]

JOINT SECRETARY
PHON: 821437

Dear Mr. Staples,
As part of the understanding between our

deep b798 « aust .
- it Governments under the economlic assistance programues, tie
..‘ﬂ:klo’l’z( lu;('

Government of Fakistan formallv requests USAID tec provice three

- - L8
- - oc V'-'
e — R . . . .
. T hundred million dollars (S 390,999,909) tahrough a sector
"_"'"_."—F—‘C
[ B : . ; .
R e T activity to be known as the Agriculture Sector Support Programxe
. H i
. . Wi, . o
7 T oy (ASSP). The Agricultural Sector Suppor: Programme wiil
i A:"‘.
‘; ﬁ,”.‘ provide required support for Pakistan's agricultural sector ané
50
- ':f): assist in improving Pakistan's balance of pavments position.
. ! =0
S | ADP
v 2. It is cur understanding thzt, in United
Kt g
3tates {iscal vear 12857, § 8,292,999 will he obligated in

suppcrt of the technical assistance and training componen:z onlv.
For US FY 88/89 and subsequent vears, I understand that the
amount, type of imports to be financed and levels of secto:
grants will be jointly developed by both our governmeats on

an annual basis.

3. The Government of Pakistan assures the United
States Government of its full cooperation in carrying oct

&{_/} the Agricultural Sector Support Programme and locks forward
N e te a continued, combined, effort by both our Goveraments

to vieléd s productive assistance programne.

With regards,

Yours sincereiv,

-"\/‘\—\_,‘_ /‘
—— 7~

( A. Ghafoor Mirza ) . _ :

. e

Mr. Eugene S. Stapies
Director
USAID Miscion
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AGENCY FOR INTERNATIONAL DEVELOPMENT
ADVICE OF PROGRAM CHANGE

COUNTRY: Pakistan

PROGRAM TITLE: Agricultural Sector Support Program
PROGRAM NUMBER: 391-0492

FY87 CP REFERENCE: None

APPROPRIATION CATEGORY: ESF

LIFE-OF-PROGRAM FUNDING: $600 million

INTENDED FY87 OBLIGATION: $9 million

This is to advise that AID intends to obligate $9 million for the
Agricultural Sector Support Program (ASSP). This is a new program,
which was not included in the Congressional Presentation for FY87.
As shown in the Congressional Presentation for FY88, initial
obligation is being advanced from FY&8 to FY87.

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

F-1



PLANNED PROGRAM SUMMARY SHEET
‘F-m-—ﬁuricnlturu Sector Support [T K PFROTONED A9 TATION (h Qo of o>~ .
Progran (ASSP) F - rS? 1"V 1987 W 600,000
| SR 2, ' Al l'""'”.’l',’ - - i - .
W 3910492 wew 1 Epe s B . g EETWATCS FOu. "mmm
annnr3  woan() cosrenses [J 5v 87- 6,900, |#7 100,000 v 93

Purpose: To reduce or elimioate co-straints Lo exdrndes private
sector participation ip agricnlturs, sodermi:s azri~businessces,
allov market signals to deterwine {nvestwsn: 224 production.

expand employment and incroase rural incomss.

Program Description: The ASSP program constituces AID's major
intervention Lin agriculture during cthe Poat PY1987 period ond is
part of an overall effort to support and sustain sgricultural
policy reforn. Complementary finsancing of cowmdities, training, )
!technical sssistance and othar types of sector support conditioned I
ot policy reform are envisaged. The broad sectoral goal 1s to
increase Pakistasc's overall food security by removimg policy, :
pricing, sarketing and structural coastraints and increasing private
sector investmant and participaction in agriculture. This will be
accomplished through performance-based sector support disbursessnts
and public and privste sector import programe as well as through
research and training in support of a varisty of sgriculture-related
implementation activities.

t .
‘Relationship of the Program to AID Country Strategy: This program

i support for Prnkietrn's agricultural sector.

Beneficiariea: The Pakistan econowy.ss-s whols will bemefit from
,The balznce of paymants support provided under the progras. In
1addicion, the sale of imported commodities wil. gemsrste local
currency which the GOP and AID cas jointly progras for use in 8
.variety of developmont sctivities. Ultimately, the program will
*benefit food conrumers as vell as small farmars nesding goods
.and services for improving their sgricultural prodectivity.

‘Major Outputs: All Years
‘Balance of Payments Support b ¢
.Enhanced Food Security X
-lncreased Agricultural Production b3
Increased Agricultural Incomes and Employment b4
'Expanded Private Sector Lovestsent in Agriculture X

b ¢

Bxpanded Agri~Business Activicty

ALD Financed lsputs: Life of Program

.rpra-otu several objectivas of AID's strategy in Pakistan. It ist “ o;:d
[:rovidu quick disbursing assistance to support balance of payments. . Tranche Tranche
deficits, meets emergency import requirements, &and contribuctes to ‘Technical Assistance and Trainin %0 - .

. 8 u .
!flmru.ud tood.production and smsll farmer incomes. As an important ‘Imports (fertilizer, wheat, commodities, 133 140 :
selement of AID's policy dialogue, it sarves ar an instrument for feedgrains, agri-business and farw
:Adv:ncing policy objectives in such areas as | -ivatization, pricing equz:un: '.t:t)
jand overall national food security. Direct Balance of Paymants Support (SSG): 12: 130 f
| Host Com:q and Otber Domors: A vibrant agriculture sector is key -Ocher - X
! to Pakistan's overall ecopomic well-being. The progras is designed Tocal 33 2
+ to support ongoing GOP initiatives in this area, cry-cially thbese RANT ] .

policy measured desigmad to improve productivity. The progras TOTAL: lst é 2nd Trancbe: 600 million
_ supports the work of other donors such as the World Bank an. the
- ASian Developmant Bank which are also providing policy-based
Ui FRAGCINE (s Gasweds of dfond _ PRENCIPAL CONTRACTORS OR ASSNGHE
o86 Oopte [ L ____ TO BE DETERMINED
- . 1 W
1 __Gounmnst funs Yo 387
| &*l 1 B.20C
T Y e | G Tom G|
L o M Yo 1988 120,00 L= 00¢ - 600,
ANNEX F-2
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ANNEX G
Page 1

DRAFT PROGRAM DESCRIPTION FOR INCLUSION IN THE
PROGRAM AGREEMENT

A. Program Goal and Purpose

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

B. Program Elements

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

1. Commodity Import Program

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

2. Sector Grants

Sector Grants will take the form of direct cash transfers to
encourage adoption of major agricultural policy reforms. The cash
transfers, placed in a dedicated account, would be used by the GOP to
finance its foreign exchange requirements. The cash transfers will be
mirrored in a GOP provided rupee equivalent account which will be used for
mutually agreed upon economic development activities.

3. Training and Technical Assistance

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

b. Policy Information and Management : The objective of this
aspect of the Program will be to provide analytical support to
agricultural policy formulation, implementation and monitoring processes.
Analytical studies would be undertaken to address removal of distortions
in input and output prices; deregulation of preduction, processing and
marketing of agribusiness; elimination of subsidies in agriculture and
such other mutually agreed upon areas. The analytical content of the
Program will be reinforced by the continuation in expanded form of
agricultural data collection, economic analysis network and post harvest
management activities initiated under the Food Security Management (FSM)
Project,

C. Implementation Plan

1. Implementation Schedule

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

the Program. Indicative schedule of Program obligations is as follows:

INDICATIVE SCHEDULE OF OBLIGATIONS
(Millions of U.S. Dollars)

U.S. Fiscal Year
1987 1988 -14G0 1991-93 Total

Commodity Import Program 0 135 135 270
Sector Grants 0 135 135 270
Technical Assistance § Training 8.9 51.1 0 60
Total 8.9 321.1 270 600

2. A.I.D. Responsibilities

A.1.D. will be responsible for: (a) contracting technincal
assistance; (b) arranging for short and long-term incountry and overseas
training; (c) procuring vehicles, computers and such other agricultural
commodities and equipment as may be mutually agreed upon between the two
Governments.
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3. GOP Responsibilities

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

Commodity Import Program Joint Secretary (Inputs)
Ffood § Agriculture Division
Sector Support Grant Joint Secretary (External Finance)
Finance Division
Technical Assistance Additional Secretary
and Training Food and Agriculture Division

The GOP counterparts would be responsible for (a) all aspects of the
implementation of the assigned Program element; (b) providing adequate
counterparts to work with consultants; (c) liaisoning on a day to dav
basis with A.I.D. representatives and visiting consultants; (d) and,
procuring commodities and equipment as may be mutually agreed upon between
the two Governments.



ANNEX H
LIST OF AGRITULTURAL POLICY CHANGES

This annex describes a system for assessing progress on policy
reform and translating this assessment into a level of program
assistance funding. This method has been developed to meet the
special needs of the Agricultural Sector Support Frogram. Further
negotiation with the GO? is necessary, however, to determine whether
this system will be used in implementing the ASSF or whether the
situation requires a more informal method or another approach
altogether to completing the annual assessment leading up to
amendment of the PAAD and ProAg.

The method described here is consistent with the overall procedure
described in section I1I, in which a set of action benchmarks is
negotiated with the GOP, consisting of a list of reform actions <o
be undertaker. in a given year, with each reform being ranked by AID
as a high-priority or medium-priority action. A more general list
of possible future reforms may also be included in the initial
agreement, and updated annually, as an aid in identifying desirable
policy actions that have not yet been agreed upon by the GCP. An
initial listing is presented at the end of this annex.

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

In the method proposed here, the annual assessment will have three
steps. In the first step, AID and the GOP will determine whether
the refcrms in the action set have beern implemented and whether, in
addition, any other reforms have been implemented. Where additional
reforms are identified, AID will determine whether these acticns
should bte considered high-value or medium-value reforms, given their
.importance for overall progress toward the reform program’s goals
and the perceived difficulty of the actions taken.

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

High-value reforms: 5 paints
Medium-value reforms: 3 points



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

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

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

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

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

In the third step of the assessment, the level of performance would
be tranzlated intc a program assistance level. As the total score
translates tc a tota: i=vel of assistance, it is not necessary to
assign dollar values to individual actions. As the example given
below indicatez. z given score can be achieved by many different
combinaticns of reform actions. While the overall level of assis-
tance will be subject to negotiation and will be affected by program-
ming considerations on both the AID and GOP sides, regardless of the
assessment method used, the overzll relationship between performance
and funding ilevels may be depicted as follows:

<
-
<

rerformanze Level Program_Assistance
CIip SG TATA Total
(% million)

50% of actions taken {adeguate performance) 50 0 10 60
70% of actions taken 50 25 10 85
90% cf actiocns taken 40 50 10 100
10C% of actions taken 30 60 10 100

This funding level wculd then serve as the provisional funding level
to be used in negotiating the next vear’'s action list and finalizing

the funding level for inclusion in the PAAD and ProAg amendments.

An example may help to clarify how the action benchmark system will
work. The draft acticn benchmarks for FY88. presented in section
II1 of the text, include three high-value reforms and five medium-



value reforms. If the GOP implemented all of these reforms, it
would receive a total score of 30 (three high-value reforms at five
points each plus five medium-value reforms at three points each).
The GOP’s performance would be considered adequate if it implemernted
reforms worth a total of 15 points (50% of 30), which it could
achieve in a number of ways, including the following:

o implementing all three high-value reforms (3 x 5 = 53,
o implementing all five medium-value reforms (5 x 3 = 15);
o] implementing one high-value reform and four medium-value

reforms (1 x 5 plus 4 x 3 = 17); or

o implementing two high-value reforms and one medium-value
reform plus taking an additional high-valued measure not
included on -“hat year’'s action list (2 » & plus 1 x 3 plus
1 x 5 = 19).

These levels of performance would all result in the same provisional
funding level as the basis for finalizing the annual negotiation,
that is, $60 million, excluding the TATA component. KReforms
totaling 21 points (70% of 30) would earn $85 miliiorn (875 million
plus $10 million of TATA), and reforms totaling more than 27 pcints
(90% of 30) would earn the full $100 million, with an increasing
proportion of sector grants to reflect better performance by tne GOP.

The actuzl level of assistance programmed would depend on the GOP's
commitment to continued progress in the coming year and mission
programming considerctions.

Based on information available as of April 1387, the following
policy reforms are viewed as necessary or desirable acticns to
prcmote imprcved food security and rural incomes in Pakistan. Full
(and, where appropriate, partial) implementation of any of these
reforms by the GOFP will therefore be viewed by AID as centributing
to a positive assessment cf GOP performance in agricultural policy
reform for the purpose of determining the level of sector grants and
commodity import funds to be allocated under the ASSF. This list is
illustrative rather than all-inclusive: other pcliicy reform actions
taken by the GOP over the course of the year will also be considered
in making the assessment. on a case-by-case basis.

Reforms are identified ns high valus ar mediun_value, based on AID’s
assessment of the: - potential contribution to agricultural growth
and the difficulilty ¢ implementing them, as indicated by "H™ or ™™~
following the reform. If a quantitative ranking system is used,
implementation of a large reform (e.g., complete removal of
subsidies on phosphatic fertilizer) would be considered equal to
several separate acticns. Ccnversely, partial implementation of a
high-valued reform may also be considered equivalent to a medium
refcecrm.



Reduction of the subsidy on phosphatic fertilizers:

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

Reduction of the subsidy on potassic fertilizers:

-- to 75% of its 1986 level (H)
-- to less than 70% of its 1986 level (H)

Administrative contrcls

Removal of limits oun geographical marketing of fertilizer
(H)

Open private sector importation of potassic/phosphatic
fertilizers (M)

Eliminate restrictions on private sector production (M)

Fublic secicr_marketing and _production aciivities

Iimpiement a distritution system for fertilizer resulting in
the private zector receiving more than 80% of the total (M)
Withdrawal of provincial marketing organizations from
fertilizer (8

End subsidy &n private sector plants (M)

Divest ¢f state-owned production capacity:

-- Divest &06% of equity in any single plant (M)
-- Divest any single plant ‘H:

pla

- Divest all nts {H)

st 15% or less of
r 1 ess of national

Implement a reserve sticck policy
national demand for nitrogen and
demand for phosphorus (M)

pDy 7

W
i
O [69

N

Operaticns_ _and_maintenance_expenditures

crease O&M expenditures to meet full technical require-
nt on gravity systems (Hj.

Increase O&M expenditures to meet full technical require-
ment on tubewell syetems (H!.



b. Farmer water charges

Increase farmer water charges on gravity systems to meet O&M

costs (M)

Increase farmer water charges on gravity

costs and

50% of capital costs (H)

systems to meet O&M

Increase farmer water charges on tubewell systems t¢ meet

O&M costs

(H)

c. Tubewell subsidies

Increase electricity rates to same level as non-agricultural

users (H)
Eliminate
Eliminate

Privatize

subsidy on tubewell installation (M}
subsidy on eiectrification oif tubewell

public sector tubewells:

-~ Privatize at least 50% of capacity (M)
-- Privatize all c¢f capacity (H)

savings (M)

3. Seed
a Administraztive controls
Establish a naticnal policy classifyving seeds as
agribusiness (M}
Revise the national seed law to encourage private sector
investment and provide appropriate protections for
concsumers (B}
Remove seed production from list of investmentsz requirirng
sanctioning (M)
Eiiminate import tariffs for genetic materiai (M)
b Public _sector productisn
Denationalize provincial seed companies (H)}
Eliminate subsidy on public sector seed (M}
5. Credit
a Identify and implement a program to promcte rural
b. Reduce subsidized credit:
- - Raise interest rates to level necesszary to cover Costs
of adminiztration (M:



-- Raise interest rates to level of commevrcial credit (H)

DOMESTIC MARKETING, PROCESSING_AND CONSUMPTION SUBSECTOR

1. Agribusiness

Eliminate sanctioning for agribusinesses:

-- Eliminate sanctioning for selected major production and

processing categories (M)

-- Eliminate all sanctioning requirements (H)

Eliminate import controls/tariffs for materials used in input
distribution (packaging, etc.) and processing of agricultural

products (H}

Rationalize p2licies on indigenization and royalties %o
facilitate technclogy transfer (M
2. BRheat

a. Adminizirative_ controls on_marketing
Increase relecase price to cover 90% ¢f marketing costs
{including procurement) or to market price, whichever is
higher (=
intreduce system ¢f state pracurement through ternders zt
op=2n price iH:

Conduct 8C percent «f releases on auction basis (H)

(%]
’t’
Lo

=xpenditures on pr.vinciz! warehous=s to

quirement (M

& Adminisirative controls on marieting arnd investment

222 trend in international markets (do not
Zr restcre subsidy if prices rise) (M}
i

1

ing estab
s found t©

¢f provincial rFeea Department

full

uty on edible o0il imports at level consistent with

shment ~f a futurzs market
o be ecansistent with Sharia



Remove tariffs on equipment needed to establish new private
processing rlants (M)

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

b. Public sector production

Denationalize Ghee Corporation processing capacity:
-- Announce policy of denationalizing (M)

-- Denationalize 25% of capacity (H)

-- Denationalize all of capacity (H)

Reduce operating subsidy to GCP by 50% or more (M:

vild ne new Ghee Corporaticn facilities znd do nc= eXpand
or update existing plants (M)

4. Sugar

Bring price to mills into line with World Bank’s estimated
long-rurn equilibrium price for world sugar (H)

Remove marketing controls on farmer marketing of sugarcane (M)

PUBLIC_SUBSECTOR

1. Education._ recearch_and_extension
increzz= budget for research to 10 percent £ total operating
budget for educaticnal and research instit ~ .ons (H)

Restructurs provincial education, research. and extension network
in at leazt one province into single organization (H:

Adopt policies t¢ encourage private sector extencsion (directly or
indirectiy) (M)

td

Increase budget for basic crcp data ccllection and repcerting by
at least 50% (M)

Establish reguiar and timely publication of Froduction, price,
and marketing data and forecasts (M)

integrate data collection activities under <he umbrella of one
national srganization (M)

statlish regular budget for economic and policy analysis in
MINFAC (M

EAN within MINFAC by creating t-



ANNEX 2.1
PUBLIC FINANCE

During the 1980s, combined expenditures by the federal and provincial
governments were growing at a faster rate than growth in GDPF. Such
expenditures, as shown in Table I1.1-I, amounted to 25.1% of GDP in
1986 with the ratio growing at an average of G.4 parcentage points
annually, 1980-86. Combined revenue -- tax, non-tax, and the surplus
from (public) autonomous bodies -- grew at the same rate as GDP. The
overall deficit was thus rising relative to GDP, increasing by an
average of 0.4 percentage points annually over the period. The defi-
cit was 30% of total expenditures in 1986. This proportion was rising
by an average of one percentage point annually, 1980-86.

About 48% of the total deficit was financed from external sources in
the early eighties. Thi: proportion fell sharply, to 14% in 1985 and
to 23% in the following year. To keep bank financing down, the GOF
promotec the sale of debt instruments to the non-bank public at very
attractive rates. The promotion was very successful; many bonds were
sold, which increased total internal debt by 227%, 1980-86 (Table
I.1-1I). 1In 1986 alone, such debt increased by Rs. 8 billion. Growth
in unfunded debt was especially rapid over the period, .ncreasing by
467%, 1980-86. Consequently, non-bank (domestic) borrowing has been
growing very rapidly, financing 10% of the deficit in .980 and 65% in
1986. Bank financing has been falling, from 43% of the deficit in
1980 to 12% in 19€6. after a jump to 51% in 1985 (Table I.1-11>.

Note that the trend ¢f development expenditures as a share of total
budgetary expenditures was fzlling in the eighties (Table I.1-1) and
that the corresponding trend for current expenditures was rising. The
average growth rate in currert expenditures over the reriod was twice
as fast as development expenditures. Current expenditures, in nominal
terms, grew at an average annual rate of 18% during the eighties,
while development expenditures grew at a rate of 9%.

The falling trend of the share of development expenditures reflects in

B

some degree the stated Government policy of relyving more and more on
the private sector for investment and participation in economic devel-
orment. it also reflects the rapid growth in defense and interest
costs. Note that the proportions of both defense and interest expen-
ditures t& total expenditures were rising. 1980-86, with the increase
in interect esrecially large (Table I1.1-III). Tre proportion for sub-
sidies was about constant, 1981-86. The three together accounted for

a rising share in total expenditures, reaching 48% in 1986 and to
about two-thirds of total current expenditures. fter meeting these
claims on government resources, the resources available for the
provision of social zervices (education and health) and physical
infrastructure are very limited.

With regard tc¢ interest expense, growth in iuterest on external debt
wac substantially lower than growth on domestic debt. Thus, in cur-
rent Pakistani rupees, interest on external debt increased from Rs.

2.4 billion in 1980 to Rs. 6.3 billion in 1986, an increase of 163%.
Interest orn domestic debt increased by about 430% from Rs. 2.5 bil-

lion to Rs. 13.%2 billion during the same years {Table I.1-1V:.

- I.1-1 -



REVENUE
Tax
Non-Tax

SURPLUS OF STATE AUTONOMOUS EODIES

EXPENDITURES
Current %
Developeent

OVER&LL CEFICIT

FINANCING (NET)
External (Ne!:
Domestic Non-Bani!)
Banking Systes

RENORANDUN TTEMS:

DOMZSTIC BANE FINANCINA
Budgetary Supportes
Coseadity Operationstes

obP (AT CURKENY MARVET PRICES
IN ks, BILLIONS)

AS Y OF B0P &7 MARKET PRICES
Tax Revenrue
Total Revanue
Autorcrous Bodies
Expeagitures
Overall Deficit
Domestic Eant Financing
of which: Budgetary Support
domestiz (Non-ban:
Externai

P.A. = Provisional Actuals

TABLE 1.1-1

SUNNARY OF PUBLIC FIMANCES IN Rs. MILLIONS
(CONSOLIDATED FEDERAL AND PROVINCIAL GOVERNMENTS)

1980 1981 1982 1983 1984 1985 1986 1987
(P.A.) (Revised) (Budget)
38,302 47,002 51,937 39,181 72,290 77,403 90,035 103,334
32,507 38,846 43,010 49,079 53,646 55,963 61,169 66,695
3,995 8,156 8,927 10,152 18,644 21,440 28,867 36,719
L,asd 2,019 909 2,286 2,55 2,639 3,411 3,724
94,629 83,63% 71,013 87,121 100,002 116,819 132,894 153,654
35,947 40,318 45,370 59,686 73,411 85,210 97,767 109, 464
19,082 23,321 24,643 27,435 28,591 31,549 35,127 44,190

(14,6631 (14,616) (17,174) (25,654) (25,147} (36,777) (39,M47) (46,556}

14,683
4,951
1,407
8,305

7,369
8,305
1,054

234,35

14,518
5,997
5,236
2,355

F I -
-

— n

g i

LBV I XL I X

218.¢

(X ——
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17,074 25,654 25,47 36,777 19,447
5,345 5,062 5,001 5,169 9,008
6,313 14,368 12,280 12,873 25,882
5,516 6,124 7,866 18,735 4,757
6,576 9,690 6,608 18,024 4,720
5,516 6,024 7,866 18,735 4,757
1,060 3,56 (1,280 (1 @37
32,8 2.2 4182 49.9  526.5
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0.4 (oo 0.8 0.5 0.6
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5.3 1.1 £.0 1.6 7.4
2.0 2.1 1.6 3.7 0.8
1.7 1.1 1.9 3.9 0.9
2.0 4.0 2.9 2.7 4.9
1.7 1.4 1.2 1.1 1.7

#Ditfers from the stondard presentation in that subsidies in the ADP are
classified as current rather than developaent expendtures,

sebiffers frop monetary statistics due to coverage and tising.

te#Fails outside of Governmen! s deficit financing fros the banking systee.

Source:

Fatastan Budgets, 1985-57, BOF, p. 425,
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TABLE 1.1-11
INTERNAL DEBT OUTSTANDING
(END OF PERIOD IN RS. MILLIONS)

1979-80 1980-81 1981-B2 1982-83 1983-84 1984-85 1985-86

..................... -
2g=ss3se3ns t =zsse2zszszz=ossszsssss 2zzezass=gsss

PERMANENT DEBT 20,942 20,995 24,763 31,761 36,018 35,835 56,709

Prize Bonds 1,290 1,576 3,542 9,279 13,538 13,884 16,322

Special National Fund Bonds - - - - - - 13,666

Bearer National Fund Bonds - - - - - - 1,922

Foreign Exchange Bearer - - - - - - 2,376
Certificate

Market Loans 18,911 18,682 19,704 20,219 19,503 19,374 18,611

Incose Tax Bonds 38 33 3t 30 25 24 23

Governaent Bonds 703 104 103 10 13 116 "

Gavernaent Bonds for State - - 766 1,506 2,194 2,786 3,417
Life Insurance Corp.

Land Refors Act, 1977 - - 17 17 33 )] 35

FLOATING DEBT 29,998 30,777 40,334 48,395 56,940 72,830 85,998

Ad hoc Treasury Bills 21,304 21,406 30,426 22,886 32,120 50,636 55,734
for Ways and Means

Treacury Bills on Tap 5,13 5,96 5,704 20,348 20,144 17,633 26,437

Governsent Treasury 3,219 3,405 3,504 4,530 4,186 4,141 4,273
Deposits Recerpts

Ad hot Treasury Bills for - - 700 430 490 420 350

Capital Investeent in
Pakistan Railways

UNFUNLED DEBT SCHENES 9,542 10,711 13,992 21,571 29,725 40,251 54,070

Defence Saving/National 6,107 5,857 9,084 12,971 17,887 24,365 37,837
Deposit/khas Depasit/
Preaius Savings
Certifircates
¥has Deposit Accourt/ 3,042 3,408 4,422 7,956 11,090 14,881 15,048
National Deposits/Savings
Account/Fixed Deposit/
Bahana Asdan/Special
Savings Account
Posta! Life lnsurance 393 448 516 642 748 1,005 1,185

GRAND TOTAL INTERNAL DEET 60,482 52,483 79,089 101,727 122,685 149,%1¢ 157,775

Source: Pakictan Budgets, 1986-87, G6GF, Septesber 1988, p. &3.
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. TABLE I.1-III
STRUCTURE OF CONSOLIDATED GOVERNMENT (FEDERAL
AND PROVINCIAL) BUDGET, PFYs 1980-87

Expenditures (Rs, billions)
De- In- Sub- Sub- Other Current Devel -
PR : ! Ldi Total C t  Total opment Total
1980 12.7 4.8 7.0 24.5 11.0 35.5 19.1 54.6
1981 15.3 5.9 5.4 26.6 13.7 40.3 23.3 63.6
1982 18.6 7.7 4.3 30.6 13.9 44.5 26.5 71.0
1883 23.2 11.1 4.8 39.1 18.6 57.7 29.4 87.1
1984 26.8 14.1 6.1 47 .0 26.4 73.4 26.6 100.0
1985 31.9 16.5 6.9 55.3 28.5 83.8 33.0 116.8
1986 35.0 20.3 9.1 64.4 30.3 94.7 38.2 132.9
1987 38.6 22.0 3.5 70.1 37.5 107.6 46.1 153.7
Percent of Total Expenditures (%)
A+B+C
De- In- Sub- ther Current Devel- as % of

PEY fense terest sidiec A+B+C Current Total opment Total Current

A B C D E F G H I
1980 23 9 13 45 20 65 35 100 69
1981 24 9 8 42 22 63 37 100 66
1982 26 11 & 43 20 63 37 100 69
1983 27 13 6 45 21 66 34 100 68
1984 27 14 6 47 26 73 27 100 64
1985 27 14 6 A7 24 72 28 100 66
1986 26 15 7 48 23 71 29 100 68
1987 25 14 6 46 24 70 30 100 65

Source: Pakistan Budgets, 1986-87. Table 3, p. 58. Subsidies are
from Table 4, p. 432. "Other Current” is a residual. Figures
for 1385 are provisional actual; 1986 are revised estimates;
and 1987 are budget figures.

Subsidies on wheat and sugar, fertilizer, &nJd exports are shown in
Table I1.1-V at Re. 3.8, Re. 3.0 and Rs. 2.1 billion respectively.
These accounted for practically all the “"direct” subsidies in 1986.
Subsidies on edible o0il were Rs. 2.25 billion in 1985 but were zero
in the following year because the price of edible oil dropped sub-
stantially in international markets and the domestic prices of edible
0il were decontroiled. The sudsidy fosr wheat and sugar increased
sharply in both 1985 and 1986 and a further increase is budgeted for
1987. Due to poor crops in 1984 and 1985, wheat was imported in both
years but the record crop in 1986 resulted in record government pro-
curement. Fertilizer subsidies were up sharply in 1986 as offtake
moved up rapidiy but the subsidy is budgeted to fall sharply in 1987

-as the price of nitrogenous fertilizer was derregulated. With
respect to revenue, customs duties is the largest source, followed by
excise taxes. These two sources yielded 49% of total revenue

- 1.1-4 -



TABLE J.1-1V
DEBT SERVICING IN RS MILLION

1979 1980 1981 1962 1983 1784 1963 1986 1987
{P.R.} Revised Buuget

Interest on both Dosestic 3,834 4,870 5,631 7,260 10,824 13,591 15,930 19,507 21,294
and Foreign Debt

Interest on Dosestic Oebt 1,826 2,494 3,351 4,490 4,249 B,843 10,067 13,246 14,787
Interest on Foreign Debt 2,007 2,375 2,280 2,270 4,375 5,148 5,863 6,261 4,547
1,607

Foreign Loans 1,536 1,703 ' 1,336 2,197 2,817 3,144 3,758 4,240

INF Drawings 331 253 253 962 1,295 1,520 1,74 1,768 1,504

Food Credit/Short Tera 140 419 419 872 883 811 173 134 803
Borrowings

Aepayaents/Asortization 2,305 5,604 3,833 5,6 8,734 8,618 9,031 11,065 10,637

Foreign Loans 1,479 2,660 2,313 2,832 3,194 4,159 5,297 7,397 B, 45

Food Credits 1,026 2,945 1,320 3,486 5,540 4,259 3,7 3,608 2,322

Partition Debt - - - - - - - - 70

TOTAL DEBT SERVICING 6,339 10,474 9,264 13,178 19,357 22,209 24,962 30,572 31,931
TABLE 1.1-V

FECERAL AND PROVINCIAL GOVERNMENT SUBSIDIES IN RS MILLION

1977 1978 1979 1980 1981 1982 1983 1984 1585 1984 1987
(P.A) Rev. Budget

Wheat and Sugar 1096 1,636 2,524 1,777 1,135 [,303 1,160 1,282 2,888 3,810 4,064
Edible Oils - - 517 BB 583 I - 1,485 2,250 - -
Fertitizer 381 617 1,892 2,454 2,457 1,794 1,948 1,466 1,501 3,041 1,842
Plant Protection, 485 523 267 218 - - - - - - -
Pest. & Equip.
Tubewe}ls . 48 20 4 2 20 24 ] - - 16 18
Export Subsidies - - 306 350 705 1,153 1,389 1,494 - 2,143 2,208
Petroleus Proc.t § 400 424 4B0 450 - - - - - -
Othersts 358 414 9% 839 28 28 7 0 222 105 1,30
TOTAL 2,428 3,290 6,030 7,024 5,378 4,333 4,779 6,134 6,881 9,115 9,453
1 of Cur. Exp, 12,05 12,88 19.77 19.76 13.33 9.34 8.00 8.35 8.05 9.37 B8.62
I of BDP 1.62 186 3.90 2,99 1.9 .M 131 .46 143 LY LYY

#Intjudes only direct subsidies and excludes refund of surcharges on petroieus procucts,

#tircludes losses of Cotton Export Lorparation of Rs 575 million in 1975-8¢ and Rs 2,208 eiliion in 1966-87.
F.h.- Provisional Actuals

Source: Pakistan Budgets, 1984-E7, GOP, Septeaber 1984, p. 432,

- I.1-5 -



(customs duties, 31%; excise taxes, 18%) in 1986. And these two
sources, along with sales taxes and income/corporation taxes accounted
for 65% of total revenue. From 1980 to 1986, the yvyield from custom
duties increased 93% and receipts from excise taxes increased 50%
(Table I1.1-VI). The excise tax on tobacco is the largest yielder of
the excises, accounting for cne-third of total excise yield. Sugar is
next, then cement and POL products. These four excises accounted for
70% of the total revenue generated by the excise tax in 1986.

Non-tax revenue has been growing substantially faster than tax
revenue. While the former accounted for 16% of total revenue in 1980,
this increased to 32% in 1986.

TABLE I.1-VI
SUMMARY, CONSOLIDATED FEDERAL AND PROVINCIAL GOVERNMENTS
REVENUES BY SOURCE

Revenue Source (Rs.billions) Total Revenue (Rs.billions)

Income/
Corpor- Sub-
PFY Customs FExcise Sales ation Total Tax Non-Tax Total

1980 14.3 10.5 2.4 5.2 32.4 32.5 6.C 38.5
1986 27.6 15.8 5.0 9.7 58.1 61.2 28.9 90.0
1987 29.2 i6.8 5.7 11.0 62.7 66.7 36.7 103.4
Increase,
1980-8¢6 (%) 9. 50 108 87 79 74 382 134
Percent of Total Tax Revenue (%}
1986 44 iz 7 16 100
1986 45 26 8 16 95
1987 44 25 g 16 94
Fercent of Toral Revenue (%)
198¢ 37 27 6 14 84 84 16 100
198¢ 31 18 6 11 65 68 32 100
1987 28 16 6 11 61 65 35 100
Source: Pakistan Budgets, 1986-87, Tabie 2, p. 430. Figures for
i8€7 are budget figures.

In summary, the Government budgetary position has been deteriorating
during the eighties. Expenditures have been growing at a faster rate
than receipts, resuiting in a budgetary deficit which is increasing
relative to GDP. Projections of the budget deficit, assuming his-
toric rates of growth in receipts and expenditures, suggest that the
deficit will grow to some 100 billion rupees by 1393 (See Figure
I1.1-1). If current trends are not reversed, the domestic debt ser-
vicing requirements of the GOP will increase to uncomfortable

- 1.1-6 -
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levels. The current budget is growing twice as fast as the develop-
ment budget. To help keep down domestic bank financing of the defi-
cit, the Government promoted, by offering very attractive rates, the
sale of debt instruments to the non-bank public. Domestic non-bank
debt has increased very rapidly as has interest cost. The latter,
along with defense and subsidies, now accounts for almost 50% of
total budgetary expenditures and two-thirds of current expenditures.

The non-bank borrowing mode of "mobilizing domestic resources” has to
be considered as a stop-gap measure. More fundamental changes in the
revenue, and expenditure in public finance, on both the receipts and
expenditures sides, are required. In his budget address (May 29,
1986) the Federal Finance Minister noted that the newly established
National Taxation Reform Commission had Just submitted an interim
report but not in time to incorporate much of it in the 1986/87- bud-
get. He noted that the Government would study the Commission’s
recommendations in depth and then initiate basic long-term reform of
the taxation system. The Minister has since hinted that a new, broad-
based sales tax will be introduced.

The promised reform should include a rationalization of duties,
tariffs, and taxes to reduce the protection now accorded a number of
mature industries. However, attention to the expenditure side is
Just as important. Budgetary (and economic) performance can be
improved by hastening the denationalization and deregulation process
to reduce expenditures, including those for subsidies, and to improve
economic performance.



ANNEX 1.2
EXTERNAL_SECTOR

International trade is an essential part of Pakistan’s economy; im-
ports and exports of goods and services were equivalent to 23% and
18% respectively of GNP in 1985. Yet, the country’s balance of
payments is structurally weak due mainly to a lack of export
diversification and a heavy reliance on remittances from Pakistani
workers abroad. Two primary commodity exports --cotton and rice--
account for a large proportion of export earnings. However,
recelpts from these two sources are subject to sharp fluctuations,
which reflect wide variations in domestic production and the

volatility of international prices for these commodities.

A large proportion of manufactured exports consists of cotton-based
textiles and yarn, which are also affected by variations in domestic
cotton production, international prices for raw cotton, and protec-
tionist measures in some major export markets. While there has been
some progress in export diversification, manufactured exports have
not contributed to a substantial widening of the export base. This
situation is largely a consequence of the protectionist policy that
has been pursued in recent years to promote import substitution.
This protectionism shields industries from foreign competition and
reduces incentives to keep production costs down and to produce
quality products.

The Trade Account. Growth (current dollar value) in both commodity
exports and imports was very slow during the 1980s. There was, how-
ever, a tendency for export growth to be marginally less than that
for imports. Consequently, there was a trend for the trade account
deficit to rise. The variability for exports was much greater than
for imports. For the 1981-86 period, the deficit in the trade
balanca averaged $3.2 billion annually (exports $2.8 tillion and
imports, $5.8 bllllon) with commodity export earnings amounting to
45% of the commodity import bill (Table I.2-1I). Since annual
movements in imports and exports tended to move in the opposite
direction, 1981-86, the year-to-year variability in the trade
account was greater than the variability of either export receipts
or import costs.

A large percentage of Pakistan’s exports are raw agricultural com-
modities or products derived directly from agricultural commodi-
ties. Thus, for the 1983-85 period, exports of cotton (raw, yarn
and cloth), rice, carpets, leather, guar and products, wool, fish,
and fish preparations yielded 56% of total export earnings. Table
I.2-1I1 shows the proportion of major agricultural exports to total
exports on an annual basis, 1980- 1985. The share in total export
earnings of raw cotton, rice (both basmati and other), rugs and
carpets, and raw wool was falling while the share for cotten yarn,
cotton cloth, raw wool, fish, and fish preparations rose. Export
earnings from raw cotton and rice fluctuated widely. Table I.2-11
shows that while the relative contribution of agricultural exports
to total export earnings declined rather rapidiy, 1980-1985, the
contribution was still very large.



TABLE I.2-1
BALANCE OF PAYMENTS SUMMARY TABLE ($ millions)
1981 1982 1983 1984 1985 1986 1987

(Est)

TRADE BALANCE -2765 . -3450 -2989 -3324 -3552 -3042 -2585
Exports (fob) 2798 2319 2627 2669 2457 2942 3278

Imports (fob) -5563 -5769 -5616 -5993 -6009 -5984 -5843

INVISIBLES BALANCE, net 1802 1895 2436 2294 1867 1806 1565
Services -430 -492 -603 -713 -822 -1016 -1026

Private Transfers 2232 2387 3039 3007 2689 2822 2591

Workers’ Remittances 2097 2224 2886 27389 2446 2596 2300
CURRENT ACCOUNT BALANCE -963 -1555 -553 -1030 -1685 -1236 -1000
CAPITAL ACCOUNT BALANCE 939 975 1252 944 718 1229 985
Official Transfers 253 421 327 296 360 478 370

Long Term Capital (net) 419 491 867 622 524 611 536
Official Disbursements 719 596 1168 1114 1069 1080 1135

Amortization -383 -288 -389 -557 -632 -654 -717
Private (net) 83 83 88 65 87 185 118
Short Term Capital (net) 217 54 40 -7 18 166 79
Official Disbursements 492 462 219 111 na 118 50
Repayments -333 -471 -452 -220 na na na
Foreign curency Deposit 53 63 273 102 na 148 29
SDR Allocation 37 G 0 0 0 na na
Other na na na na -167 na na
Errors/omissions 13 9 18 33 -17 -26 0
BALANCE OF PAYMENTS -24 ~-580 699 -86 -967 -7 -15
Net Foreign Assets 24 580 -699 86 967 7 967
IMF (net) 308 374 426 -15 -82 -236 -349
Change in net reserves
(- = increase} -284 206 -1125 101 1049 243 364

Memo Items:
Current Account Deficit

as percent of GNP 3.2 4.9 1.8 3.1 4.9 3.0 3.5
Reserves as weeks
of impcrts 8.8 6.8 15.8 14.0 5.6 8.4 4.4

pects, February 18, 1986, p. 21 with revisions provided

by GOP. Data for 1986 and 1987 (projected) are from World
Bank, Pakistan: _Sixth Plan Progress and Future Prospects,
February 26, 1987.

Source: World Bank, Pakistan: Economic_and Social Development Pros-
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TABLE I.2-1I
MAJOR AGRICULTURAL EXPORTS AS A PERCENT (%)
OF TOTAL EXPORTS, 1980-85

- 1980 1981 1982 1983 1984 1385
Raw Cotton 14,2 17.8 10.6 11.3 4.8 9.8
Basmati Rice 9.5 9.8 7.4 5.5 8.9 4.4
Other Rice 8.3 9.3 8.3 5.2 - 6.5 4.5
Cotton Yarn 8.7 7.0 7.9 9.1 7.9 10.5
Cotton Cloth 10.3 8.2 11.2 10.4 13.1 12.1
Leather 5.4 3.0 4.4 3.5 5.3 6.1
Carpets 9.4 7.7 6.4 5.6 6.3 5.0
Fish and Prep. 2.3 1.9 3.0 2.6 2.7 3.3
Guar & Prod. 1.4 1.0 1.2 0.8 0.9 0.9
Raw wool 0.4 0.2 0.4 0.5 6.5 0.7
Total 70.0 65.8 60.8 54 .4 56.9 57.1

Source: Computed from p. 141, World Bank, Pakistan:_ _Economic_and
Sccial Development_ Prospects, February 18, 1966.

The composition of Pakistan's exports according to economic category
has changed substantially over the last decade or soc. Exports of
manufactured goods contributed about 39% to total export earnings in
1975-76, rising to about 56% in 1984-85 (Table 1.2-I11). Primary
commodities accounted for approximately 30% of the total, 1984-85, and
semi-manufactured goods, about 15%. The relative contribution to
export earning of the latter two commodity groups has gradually been
declining.

TABLE 1.2-111
ECONOMIC CLASSIFICATION OF EXPORTS AND IMPORTS

—— % ¢f all Exports ____ %_of ali_Ilmports
Industrial Raw

Primary Semi - Manu- Materials for:

Commod- Manu- factured Capital Consumer Capital Consumer
FY ities factures Goods Goods Goods Gocds Goods
1972 45 27 28 11 24 42 23
1973 39 30 30 10 31 30 30
1574 39 23 38 7 4G 30 24
1975 48 13 39 9 40 29 23
1976 44 18 38 6 28 35 21
1977 41 17 42 6 40 38 16
1978 36 15 50 7 490 34 20
1979 32 21 47 € 42 30 22
1980 42 15 43 6 42 36 i6
1981 44 11 45 8 50 28 15
1982 35 13 52 8 48 30 14
1983 30 13 57 6 49 31 14
1984 29 14 57 6 48 32 14
1985 29 17 54 6 46 32 16

Scurce: 1985-8f Econcmic Survey., Economic Advisors’ Wing, GOF, p. 122.




Table I1.2-1IV shows, for 1980-81 and 1884-85, the proportion of im-
portant import items to total imports. Note that "food” imports
(tea, food grains - mainly wheat, and edible o0il) constitute a
significant portion (14% in 1984-85) of total commodity imports.

The growth in edible o0il imports reflects in part a vary poor cotton
crop in 1984 and high international oil prices. It also reflects a
rapidly rising import trend since domestic production of oilseeds is
growing at a much slower rate than domestic consumption of edible
oil. The growth in food grain imports also reflects poor wheat
crops in 1984-85. Fertilizer imports peaked in 1979 (1.58 million
tons) and since then have been declining as new domestic production
capacity has come on-stream.

TABLE I.2-1V

IMPORTS OF SOME IMPORTANT COMMODITIES AS A PERCYNT OF
TOTAL COMMODITY IMPORT COST (%)

_ 1979/80-80/81 1983/84-84/85
Petroleum & Products 25.8 24.6
Machinery (non-electrical) 11.3 8.1
Transport Equipment 9.6 8.5
Edible 0Oil 4.9 8.1
Tea 2.1 3.7
Food Grain 1.7 2.2
Fertilizer 3.7 2.0
Chemicals 2.0 6.1

Source: Computed from data in 1985-86_Economic_Survey, Government
of Pakistarn, Economic Advisers’ Wing, p. 137.

Capital goods constitute about 30% of total imports and consumer
goods about 15% (Table 1.2-I1I). The long-run trend for these
commodity groups as a percentage of total imports is downward.
Imports of raw material for consumer goods are slightly less than
50% of total imports and raw materials for capital goods, about 6%.
The long-run trend for the share of the former is upward whereas the
trend for the iatter is flat. The unit value of major imports rose
sharply (almest doubled), 1975-82, but has been rather constant for
the last 5-6 years.

Although petroleum prices have been down in recent years, it is the
general consensus that the market Price will eventually rebound.
Under current demand levels, every five dollar increase in the per
barrel price of crude oil adds some $210 million to the annual
import bill. At the same time, when oil prices increase to a price
between $20-$30 per barrel, workers remittances from Middle Eastern
countries will also increase according to a recent study done by the
ILC, Impact of Out_and Return Migration on_Domestic_Employment in
Pakistan.




The terms of trade index fell sharply 1980-82 but has been rather
stable since. It did decline some in 1986, however (with 1975-76 =
100, the index 1Y77-85 is as follows: 108.9, 105.3, 126.1, 111.4,
97.0, 89.2, 93.1, 92.0, 92.9 and 88.9. Source: p.121, 1985-86
Economic Survey).

Invisibles. Workers’ remittances make a very important contribution
to foreign exchange earnings (Table I1.2-1). These remittances grew
by an average of $333 million annually, 1975-83. In that latter
year, remittances peaked, reaching $2.9 billion, and for the first
time surpassed commodity export earnings. Remittances have been
trending downward since 1983 and were $2.6 billion in 1986. As
Table 1.2-1 showse, the deficit in services is increasing rather
sharply, due in no small part to growth in interest payments on
external debt.

There is the very real likelihood of a fall of remittances because
of the sharply reduced earnings of the Gulf States from their oil
exports and the resultant pressures on their foreign reserves.
Remittances dropped 12.5 percent in the first half of PFY 1986-87.
It is generzlly believed that workers who repatriate their foreign
savings when returning permanently to Pakistan will help to keep
total for the year from falling drastically, but an 11.5 percent
decline irn remittances is now anticipated in PFY1987. This level of
decline in remittances would amount to over %275 million.

The ILO study of Pakistani workers in the Middle East suggests that
remittances cculd continue to drop if the price of 0il stays below
$20 per barrel, estimating a 32 percent decline by 1930. If the
price of a varrel of oil rises to the $20-30 range, the study’s
estimates are much less pessimistic, suggesting that remittances
could actually increase by 2.5% by 1990. On balance, however, an
cil price at the lower end of this range appears the most likely
cutcome, sugcesting that remittances will not increase from present
levels betwwser now and 199C, and that, on the contrary, a 15-20%
decline over the three year period wauld be a reasonable estimate.

Foreign Capital Inflows. Exclusive of relief assistance for Afghan
refugees. which amounts to $150 million-$200 millilior annually, gross
disburcements of foreign capital averaged $842 million annually,

1978-82: to $1083 million, 1983-85; and rose to $1357 million in

198¢€. ©Such disbursements are expected to increase again in 1987.
Debt service pavments averaged 67% cof gross disbursements for the
three vears, 1984-86. This is exclusive of charges on IMF and

short-term borrowing. When these latter two items are taken into

account, net transfers amounted to only 18.5% of grcss disbursements
far the 1984-86 period. While gross disbursements are rising, deb-
servicing is rising faster. Net transfers as a percentage of gross
disbursements have been falling. For the 1977-78 and 198(6-1935/86
period, the respective percentager are: 5c, 22. 22, 29, 13, 13 and

27. in miiiions of dolerq, the net transfers for the same years
were: 482, 188, 177, 322, 123, 148 and 368. {Scurce, GOP, 1985-86
Economic Survey, p. 51.)
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Curxrent Account. The current account deficit averaged $1.14 billion
annually, 1981-86. Year-to-year changes were very large. Thus, the
deficit rose by 61% in 1982, then fell by 64%, rose by 84%,
increased again by 64% and then fell by 36% in 1986. As a percent
of GNP, there is no indication that the current account deficit was
either increasing or decreasing during the 1981-86 period (see
bottom of Table 1.2-1).

The sharp deterioration in the current account balance in 1982 was
due to the recession in industrialized countries and a weakening of
world cotton and rice prices. Also, Pakistan’s external
competitiveness was reduced because during most of 1981 the rupee
appreciated against most non-US currencies, making Pakistani exports
relatively more expensive. In 1985, the fall in export performance,
and the sharp deterioration in the current account was due to
weakening conditions in world commodity markets and reduced external
competitiveness resulting partly from the effective appreciation of
the rupee against major European currencies. Cotton exports rose in
volume terms by 170% as cotton output increased dramatically from
the very poor crop of the prior year. While cotton prices fell (by
11%) export earnings from cotton increased by about 110%. Rice
receipts fell by almost 50%, reflecting mainly a lower export
volume. Receipts from manufactured goods fell by about 10%. This
was due partly to the above noted appreciation of the rupee but also
to quantitative restricticns in some markets and weaker demand in
some of the Middle East countries. The share of exports to oil-
producing countries increased from 16% in 1981 to 27% in 1984 but
fell sharply to about 11% in 1985.

Overall Balence of Payments. Over the last six years, 1981-86, the
overall balance of payments was in surplus for two years and in defi-
cit for four (See Figure 1.2-1). The deficits totaled $1.66 billion
and the surpluses $0.82 billion, with the net deficit over the

Periocd averaging $140 million annually.

Looking at the 1981-86 period, there was a small deficit in the
balance of payments in 1981. The deficit increased sharply in 1982
as export earnings fell abruptly. Had it not been for the debt
rescheduling in 1981, tne deficits would presumably have been
substantialiy larger. The debt relief was siceable for those two
years, amounting to $161 million in 1981 (%133 million principal and
$28 miliion interest) and to $258 million in 1982 ($204 million
principal and $54 miilion interest).

In 1983, there was a sizeable surplus in the balance of payments as
export earnings and remittances both rose markedly while imports
fell. This resulted in a very modest -~ rent account deficit. Also
in that year, the capital account sur . v ,as larger than for any of
the six years, 1981-86. Net reserves i... <:ased by over a billion
dollars and groses official reserves more than doubled, reaching
almost $2 billion at the end of FY 83. The following year
experienced a modest deficit in the payments balance but there was a
severe deterioration in the external account in 1985. In that year
both exports and remittances fell, the latter rather sharply, and
the current account deficit rose by over 60%. The capital account
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surplus also fell abruptly and the deficit in the balance of
payments was almost $1 billion. Net reserves fell by more than $1
billion as did foreign exchange, with gross reserves being equal to
about 5-6 weeks of imports.

There was an improvement in 1986, with earnings from exports growing
strongly and imports declining some, leading to a greatly improved
trade balance. Workers’ remittances recovered some from the prior
year and the deficit in the current account balance declined by

36%. The capital account balance also increased sharply. The
overall surplus in the balance of payments is now estimated at $117
million. During the period 1981-83, the GOP was making substantial
use of Fund credit, which increased from $308 million in 1981 to
$426 million in 1983. However, repurchases have been greater than
purchases for each of the three years, 1984-86.

Foreign Reserves. During 195i-83 Pakistan’s gross cificial reserves
(including about 1.8 million ounces of gold valued at SDR 35 per
fine ounce) increased by $1.15 billion to $1.98 billion, equivalent
to some 15 weeks of imports (Table I1.2- V). This result reflected &
cumulative overall balance of payments surplus of $95 million, net
purchases from the Fund of $1.01 billion and rollovers of deposits
by oil producing countries at the State Bank. Gross official
reserves peaked at over $2.0 billion at the end of December, 1983
and declined somewhat in 1984 before plunging by almost 60% in 1985
to $739 million. At the end of December, 1985, reserves amounted to
$854. Gross official reserves (foreign exchange, SDR’s, reserve
position in the Fund and gold) increased rather rapidly in CYs
19€0-83, but fell sharply in CYs 1984-85. At the end of June 1983,
these reserves were equivalent to 15.2 weeks of imports (c.i.f.) but
fell to 5.2 weeks at the end of June 1985. In March, 1987,
Pakistan’s official reserves stood at $508 million, or about 4.4
weeks of imports, which is about one-third of the ncrmally accepted
level of 13 weeks worth of imports.

TABLE I.2-V
GROSS OFFICIAL RESERVES ($ millions)
End Feserve
of Fosition
Mopth_____in Fund SDEs FX__ Sub-Total Geclad Total
6/79 0 58 28 38 80 466
6/80 0 54 694 748 84 832
6/81 0 85 973 1058 74 1132
€782 47 44 718 809 71 880
6/83 b3 29 1819 1911 70 1981
6/84 91 36 1604 1732 67 1799
6/85 84 3 581 673 66 739
12/85 0 1 780 781 73 854
3/86 0 1 924 925 76 1001
5/86 0 4 915 319 76 9a5
Source: IMF, International Financial Statistics. Geld is valued at

SDR 35 per fine ounce and converted to dollars at end-month
SDR/$ rates.
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External Public Debt/Debt Servicing. Total external debt, disbursed
and outstanding, rose from $10.9 billion a2t end of 1981 to $12.7 til-
lion at the end of 1985. The largest increase was in 1982, mainly

as a result of a large use of Furnd credit. The ratic of total debt
to GNP rose from 36% to 38%. While relatively low compared to GNP,
it is quite sizeable relative to the balance of payments current
account receipts. The latter ratio rose from 183% in 1981 to 212%

in 1985.

The medium and long term external debt amounted to $12.0 billion at
the end of 1965. This does not include military and non-guaranteed
private debt. Short term debt is estimated to have been $0.75 b:l-
lion at the end of 1985. Short term debt fell by about 25% over the
5-year period, due entirely to a sharp decline in government short
term debt to foreign financial institutions, in particular com-
mercial banks, fcllowing the lengthening of maturities in the
1982-84 period. Debt servicing amounts to about 2.3% of GNP.

Annual debt repayment on loans from the U.S. Government will rise
from some $250 million in FY87 to over $500 million by FY93 (Table
1.2-V1) as shown below.

TABLE I1.2-VI

ESTIMATED DEBT REPAYMENT ON US GOVERNMENT LOANS
1986-1993 ($ mil.)

FY86 _FY87 _FY88 _FY89 _FY90 FY91 FY92 FY@83

AMCUNT 192 2&0 400 436 475 433 498 531

o

Source: Mission Estimates.
included as part of
Table 1.1-1V,

.B. These debt repayments have been

N
the "Foreign Loans” line item in Annex

Actual debt service payments (i.e., after debt relief and including
use of Fund credit) rose from $880 million in 1981 to $1178 miiiion
in 198¢ As a percent of current account receipts, the debt service

ratio rose from 14.7% in 1981 to 19.7% in 1985. The ratio is much

higher when remittances are excluded, amounting to 35.1% at the end
of 1985. These ratios do not take into account repayment of short-
. term debt, but include interest on such debt.

The comparatively low debt szarvice ratios for Pakistan, notwith-
standirg the relatively high ratio of external debt to exports of
goods and services, is a reflection of the favorable terms of bor-
rowing, on average. The average interest rate on disbursed debt
outstanding (exciuding deposits of monetary authorities with the
State Bank and foreign liabilities of commercial banks) rose from

3.2% to 3.8% over the period. (The source for this section, External
Public Debt/Debt Servicing, is IMF, Pakistan: _Recert Economic
Developments, March 1G, 1985, np 78-80.)
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Exchange Rate Management. Between February 16, 1973 and January 7,
1982, the rupee was pegged to the U.S. dollar at the rate of Rs.
9.90 = US $ 1.00. In a move aimed at restoring the country’s
rapidly deteriorating external competitiveness, on January 8, 1982
the rupee was delinked from the dollar and a managed floating rate
system based on a trade-weighted basket was introduced. 35ince
September 1985 the rate has been managed on the basis of several
currency baskets including, inter alia, the trade weighted basket,
an industrial countries weighted basket, and developments in certain
bilateral rates.

The current rate of about Rs. 17 = US $1 represents a depreciation
of the rupee against the dollar by about 40% since the introduction
of the managed flcating system in 1982.

Trade Regime/The Quest for Reserves. Prior to 1984, Pakistan relied
on an import system that specified permitted imports. The 1983/84
Import Folicy Order introduced a negative/restricted list of import
system in its place. However, the restrictive list is extensive and
import procedures generally remain complex. The country has a long
history of promoting import substitution by protecting domestic
industry with tariff barriers. The high degree of protection is an
obstacle to improvements in efficiency and in product quality in
many existing industries. On July 1383, a study of the effective
protection accorded to the industrial sector was undertaken. This
study was intended tc be used as the basis of a comprehensive tariff
reform. While there has not been a tariff reform, a large number of
tariff adjustments have been made aimed at reducing anomalies and
adjusting levels of protection.

The GOP has providad a number of incentives to promote exports and
to earn additional foreign exchange. Such incentives include export
subsidies, import duty/sales tax (paid on raw materials required for
production of exports of manufactured goods) rebates, income tax re-
bates, and concessional export financing. However, the system of
export incentives still leaves production for the (protected) domes-
tic market considerably more profitable than for the export market.

In addition to the export incentives, foreign exchange bearer
certificates were introduced on August 1, 1985 as a means of
increasing foreign exchange reserves. These certificates may be
purchased by foreigners as well as Pakistanis. The certificates
must be purchased in foreign exchange and are available in
denominations ranging from Rs. 500 to Rs. 100,000. If purchased in
Pakistan, the payment has to be made either from a foreign currency
account, by travelers’ check, or through remittances from abroad.
The certificates are tax-exempt, and bearer in character. They can
be freely taken in and out of the country, and can be encashed at
any time in rupees or in foreign exchange at the exchange rate
prevailing at the time of the encashment. The amount payable in
terms of Pakistani Rupees is 14.5% higher than the certificate's
face value one year after issuance, 31% after two years, and 52%
after three years. The certificates may be used by residents to
uridertake any current and capital exchange transactions.
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The GOP has also taken other measures to encourage the repatriation
of foreign exchange by nationals. The seriousness of the problem of
foreign exchange shortages as perceived by the GOP is perhaps best
exemplified by one of the Ministry of Industries’ many criteria for
sanctioning: the import requirements of the proposed project and
"the overriding consideration of the net effect on foreign
reserves.” To bolster their international reserves, the Government
recently signed (October 1986) a $100 million loan agreement in
London with a group of fourteen international banks. The Government
also announced that it was negotiating with the IMF for a $50
million loan from the Fund’s Structural Adjustment Facility.
However, it is becoming clear from the negotiations that terms for
new lending will become increasingly strict, and it may become
difficult for Pakistan to obtain new commercial credit or IMF loans
on politically acceptable terms.

Summary/Conclusions. It seems reasonable to expect that workers'’
remittances will continue to decline as the o0il exporting Gulf
States adjust to lower oil prices and sharply lower earnings from
oil exports. There has already been a marked decline in Pakistan’s
exports to those countries where prospects for a rapidly growing
market were once so bright. Neither is the weak world demand for
some of Pakistan’s major exports (cotton and rice) likely to revive
for some time. Moreover, it is difficult to see net concessional
aid growing very rapidly; the trend for the last seven years has
been downward. The country is also going to experience difficulties
in obtairing new commercial loans.

Giver. these various factors, we believe that there will be
continuing and increasing pressures on the country’'s balance of
payments pcsition. If remittances fell by 10 percent, the price of
oil increased by $5 per barrel, donor disbursements declined, and
foreign debt servicing scheduling remained the same, the total would
be over $500 million dollars of foreign exchange lost. This would
have a serious impact on foreign exchange and require difficult
adjustments in Pakistan's economy.

Yet, for the country to maintain a relatively high rate of economic
growth, imports will also have to grow. To earn the foreign
exchange to help finance these imports, it is critical that the
countiry promote exports and expand its capacity to successfully
compete in the world markets for both raw and especially
manufactured goods. This means that exchange rate management will
be especially important. It also means that over the intermediate
and longer term, domestic industries will need to become more
competitive, to be more exposed to the discipline of foreign
competition as an incentive to keep costs down and to improve
preoduct quality. It will thus require a liberalization in import
policy.
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HNNEX 1.3
THE FERTILIZER SUBSECTOR

Consumption. Growth in consumption of fertilizer during the last
half of the seventies was very rapid, averaging 19% annually
1975-80, increasing from 425 thousand nutrient tons (nt) to 1.04
million (Table I.3-I). However, during the first half of the
eighties, growth was slow as the retail price of fertilizer was
increased sharply to slow the burgeoning growth in fertilizer
subsidies (see section I.1 above).

TABLE I.3-1
ANNUAL FERTILIZER OFFTAKE (1000 nutrient tons)

Year __________ N _ P205 K20 TOTAL
1970 274.0 36.6 1.34 311.9
1971 251.5 30.5 1.24 283.2
1972 344.0 37.2 0.74 381.9
1973 386.4 48.7 1.38 436.5
1974 341.9 $8.1 2.67 402.7
1975 362.8 60.6 2.09 425.5
1976 441.6 103.6 2.91 548.1
1977 11.0 117.9 2.36 631.3
1978 949.9 156.3 5.98 712.2
1979 684 .3 188.0 7.58 879.89
1980 806.0 228.5 9.60 1044.1
1981 842.9 226.9 9.63 1079.4
1982 830.7 225.3 21.78 1077 .8
1983 952.7 265.3 25.64 1243.6
1984 914.3 259.8 28.50 1202.6
1985 934.8 293.8 24 .67 1253.3
1986 1128 .4 35C.1 33.30 1511.8

Source: RFDC, Pakistan Fertilizer Statzstics, April 1986, p.15

The averaze growth rate in consumption was 4% annually 1980-85,
increasing from 1.04 million nt to 1.25 million. From their 1979
levels, the retail prices of almost all fertilizers were doubled
during 1980-83 (Table I-3-11). The growth rate in the procurement
prices of crops was much slower (Table I-3-II11). However, since
mid-1983 the retail price of fertilizers has not been changed while
the procurement price of most crops has been increased for an
improving crop/fertilizer Price ratio and a greater incentive for
farmers to use fertilizer (Table I1-3-1V).



RETAIL SALE PRICE OF FERTILIZERS
(Rs/50-kg bag)

TABLE I.3-I1

Urea AN/CAN AS NP SSP DAP TSP SOP
Date 46% N 26% N 21% N 23:23 18% P 18:46 _46% P 50% K
10/17/78 63 36.5 29 46.5 17 67 43 27
01/01/79 63 36.5 29 46.5 67 43 27
02/25/80 93 50 42 78 25 100 43 30
04/13/80 93 50 42 78 25 100 43 30
10/27/81 93 50 42 78 25 100 43 30
03/15/82 103 55 417 84 25 106 43 30
10/06/82 118 58 54 97 29 121 43 35
06/11/83 128 60 59 110 40 133 43 40
12/08/83 128 60 59 il10 40 133 95 40
1984 /85 128 60 59 110 40 133 95 40
1985/86 128 60 59 110 4C 133 95 40
1986/87 128 60 59 110 40 133 95 40
Source: NFDC, Pakistan Fertilizer Statistics, GOP, April, 1986, p.37.
AN/CAN: ammonium nitrate/calcium ammonium nitrate
AS: ammonium sulphate
NP: nitrophos
SSP: single superphecsphate
TSP: triple superphosphate
DAP: diammonium phosphate
SOP: sulphate of potash
Table 1.3-1I11
PROCUREMENT PRICES OF MAJOR AGRICULTURAL COMMODITIES
(Rs/40 kg.)
Wheat Rice Sugarcane Seed__Cotton
Delta-
Year ¥ Basmati IRRI6 NWFP__Punjab__Sind Desi pine
1976/717 39.6% 108. 8% 57.87 5.89 £.16 6.32 128.60 155.40
1977/78 398.86% 108.80 49.30 5.89 6.16 6.32 141.46 171.47
1978/79 48.23 117.89 52.51 5.89 6.16 6.32 143.61 171.47
1979/80 58.00 117.89 52.57 7.23 7.50 7.66 143.61 171.47
1980/81 58.00 137.00 63.00 9.38 9.65 9.81 156.00 182.00
1381/82 58.00 150.00 72.50 5.38 9.65 9.81 166.00 192.00
1982/83 64 .00 154.00 80.00 9.38 9.65 9.81 168.00 197.00
1983/84 64.00 157.00 83.00 g9.38 9.65 9.81 169.50 200.00
1984/85 70.00 160.00 83.00 9.38 9.65 9.81 169.50 .203.00
1985/86 80.00 166.00 86.00 9.38 9.65 9.81 173.50 207.00
1986/87 80.00 204.00 102.00 173.50 207.00
Source: 1985-86 Economic Survey, GOP, May 1986, p.46.
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TABLE I.3-1V
CROP-FERTILIZER PRICE RATIOSx

Basmati Sugarcane
Year Wheat Rice {Punjab)
1975 0.33 0.80 0.05
1976 0.33 0.81 0.05
1977 0.36 0.99 0.05
1978 0.37 1.01 0.086
1979 0.47 1.16 0.06
1980 0.46 1.08 0.07
1981 0.39 0.92 0.086
1982 0.39 1.00 0.06
19823 0.36 0.86 0.05
1984 0.32 0.80 0.05
1985 0.35 0.80 0.05

*Crop procuremeng—prices per ton divided by weighted average
fertilizer prices per ton of nutrient.
Source: NFDC, Pakistan Fertilizer Statistics, GOP, April 1836, p. 51.

The retail price of nitrogenous fertilizer was decontrolled in May
1986. Field observations indicate that this has had a negligible
impact on retail prices. In addition to higher (relative) prices
for fertilizers in the early 1980s, there were two POOr Ccrop years
which discouraged fertilizer use. However, in 1986, offtake
increased sharply, by 21% over the prior year, and this rate is
being maintained thus far in 1987.

Production. Domestic production of fertilizer increased rapidly in
the early 1980s, from, for example, 389 thousand nutrient tons of
nitrogenous fertilizer in 1980 to 100 million tons in 1983 and from
27 thousand nutrient tons of phosphatic fertilizer in 1979 to 92
thousand in 1984 (Table I.3-V). With the sharp growth in production
and slow growth in consumption, output of nitrogenous fertilizer
exceeded ciftake in 1983-85 and 900 thousand tons of urea were
exported in those three years. However, consumption growth has been
faster than projected over the past 12 months or so and the Govern-
ment expects to import 200,000 tons of urea during the last months
of FY86. Deficits in nitrogenous fertilizer will likely reappear in
the fall of CY87 and certainly in the following years.

Domestic production of phosphatic fertilizer currently meets only
30% of consumption requirements. The country produces no potassic
fertilizer and not much is used, an average of about 27 thousand
nutrient tons annually over the last five yYears, 1982-86. The
country's fertilizer plants are identified below (Table 1.3-VI) and
their current capacities are shown.
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TABLE I.3-VI
FERTILIZER PLANTS AND PRODUCTION CAPACITY

(1000 mt)
UREA
Factory Present Capacity __FY85 OQOutput _
Dawood Hercules 348 273
Exxon 265 248
Pak-Saudi 557 587
Pak-Arab 59 47
Pak-China 96 75
Faudi Fertilizer 570 _ 582
Total 1,895 1,812
CAN Pak-Arab 450 406
AS Pak-American 30 79
N:P Pak-Arabdb 305 308
sSSP Lyallpur 100 106

Source: NFDC.
Urea (46%N)
CAN- Calcium ammonium nitrate (26%N)
AS - Ammonium Sulfate (21%N)
NP - Nitrophos (23%N; 23%P205)
SSP- Single superphosphate (18%P205)
TSP~ Triple superphosphate (46%P205)
DAP- Diammonium phosphate (18%N; 46%P205)

Import Requirements. To obtain an order of magnitude of import re-
quirements, 1988-93, projections were made of annual domestic produc-
tion and consumption of N and P205. Annual domestic production of N
and P205 are projected at 1040 thousand and 93 thousand tons respect-
ively. Projections of the production deficit/import requirement are
shown below. No account is taken of reserve requirements. Declin-
ing rates of growth (from the current high levels) in consumption

are projected on the assumption that retail fertilizer prices will
rise as a policy of phasing out fertilizer subsidies is pursued.
Currently, urea can be purchased abroad at less than $70 (bulk, fob)
per ton. One can reasonably expect this price to rise some and

there are now subsidies on (imported) phosphatic fertilizer. The
projections are shown in Table I.3-V.

On the assumption that the phosphate deficit will be met by
importing DAP and the nitrogen deficit by importing urea, projected
imports of DAP for 1988-91 would total 3.2 million tons, an average
of 800,000 tons annually. Projected urea imports over the same
period would total 2.7 million tons, or 675,000 tons annually. The
import bill would perhaps average $215 million annually. New
production capacity may begin to appear in the early 1990s.
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TABLE 1.3-V

DOMESTIC PRODUCTION, CONSUMPTION AND DEFICIT FOR NITROGENOUS AND
PHOSPHATIC FERTILIZER (1000 nutrient tons)

N P205
PEY _ Outrputr_ _ Offtake Deficit  Output Offtvake _ Deficit
Actual
1979 334 684 350 27 188 161
1980 389 806 417 50 228 178
1981 581 843 262 58 226 168
1982 701 831 130 67 225 158
1983 1003 953 -50 73 265 192
1984 1015 914 -101 92 260 168
1985 1029 935 -94 90 294 204
1986 1016 1128 112 93 350 257
Projected
1987 1040 1275 235 93 403 310
1988 1040 1364 324 93 431 338
1989 1040 1459 419 93 452 359
1990 1040 1547 507 93 470 377
1991 1040 1624 584 93 489 396
1992 n/a 1705 n/a 93 509 416
1993 n/a 1790 n/a 93 530 437
Source: NFLL Tfor actual. There may be new capacity in nitrogen

fertilizer production by the early 1990°'s,

Bv the late 192%0s, the domestic market will be able to absorb the
output of another urea plant of the size of Fauji or Pak-Saudi.
Also by that time, the deficit in domestic production of phosphatic
fertilizer is projected to be in the neighborhood of 350,000 nt
(760,000 tons of DAP or TSP). Our information is that interest in
constructing new plants for the manufacture of DAP fertilizer has
been expressed by at least three private groups/firms and sanctions
have teen appiied for. However, the projects’ feasibility studies
indicated that they were not feasible in the absence of protection
from imports. As yet, the Government has not been willing to
provide such protection. Since most of the raw material would have
to be imported, it may be very difficult to profitably manufacture
phosphatic fertilizer in Pakistan without protection. However, new
private sector urea manufacturing plants should be able to compete
with urea imports. While there do not seem to be any firm plans
for the construction of new urea capacity in the country, it seems
reasonable tc expect that there will be such new capacity,
certainiy by the the early nineties.



Policy Issues

Fertilizer Price Deregulation/Phasing Out _of Subsidies. The
Government recently deregulated the price of nitrogen fertilizer.
The prices of phosphatic and potassic fertilizers, for which
subsidies have been relatively larger, are still controlled. The
Pakistan Fertilizer Policy study notes that deregulation of phos-
phatic fertilizers would likely be very disruptive to the market,
and that a workable approach would include first raising the domes-
tic prices of these fertilizers to their world market price equiva-
lent over a two year period at which time prices could be deregu-
lated. We agree with this. We note, however, that for imported
DAP, prices could be partially deregulated at any time. Frices
could be set and the subsidy calculated and paid either ex-port or
on delivery to main distribution centers, with retail prices decon-
trolled.

DAP, all imported, is by far Pakistan’s largest :.ource of phospha-
tic fertilizer and will continue to be so in the foreseeable
future. Some single superrhosphate is produced locally; however,
production costs are high and an industrial subsidy would have to
be made to the plant for it to be able to continue production if
its outrit was sold at import parity prices.

Using the bagging., distribution and marketing costs as set forth in
the Fertilizer Policy study (ocean freight, $30/MT; bagging,
$10/MT: and internal distribution and marketing costs of $60/MT)
and current international DAP prices ($140/MT, bulk, f.o.b., U.S.
Gulf) gives a retail price of $240/MT, or Rs 4080/MT at the current
excnange rate of Rs 17/81. The controlled retail price is
Rs.266G,/mt (Rs. 133/50-kg bag). The retail price would have to be
increased by 53% to eliminate subsidies at current prices. We note
that the estimated cost of intermal distribution and marketing
($6G/MT) by the policy study is 310-320/MT higher than is estimated
by the Worid Bank and by GOF officials with whom we have talked.
However, costs are generally underestimated so the $60 figure is
likely more realistic.

We do not know what will happen to world prices oi DAP. However,
at the Internaticnal Fertilizer Association’s raw materials meeting
in Califcrnia recently, the consensus was tinat the price outliook
was dim, for the next few years anyway, with “oversupplies” and low
prices seern for P and K. Yet, even if the nominal world price of
DAP does not rise, as noted earlier, the Pakistani rupee is likely
to continue a slow depreciation against the dollar and there will
very likely be some domestic inflation. The price increase would
have to be larger than 53% -- sav 60% -- to eliminate subsidies in
the post 87 period. Such an increase spread over 2-3 years in 4-6
roughly egual increments should be tolerable. (Su~h is implied in
the Fertilizer Policy study. Also, in Fertilizer Pricing and
Subsidy Removal., Working Paper, 12/12/85, p. 6, the World Bank
notes that the cost structure of the main crops--in two project
areas for which the Bank was providing assistance--was remarkably

similar and that fertilizer cost per acre was in ail cases between




10% and 15% of gross revenue. Thus, a 1% increase in output price
would suffice to offset a 10-7% increase in fertilizer price; or a
6% increase in output price would suffice to offset a 60-40%
increase in fertilizer price. The price increase in fertilizer
might need to be accompanied by some incresse in cutput prices. In
any case, the impact of the price increase in fertilizer should be
closely monitored.

In the absence of subsidies, the high cost provincial distributors
could not continue to stay in business.

Thus far we have said nothing about phasing out the subsidy on
potassic fertilizer. All such fertilizer is imported, almost
altogether sulfate of potash (SOP, 50%K20). Consumption of potash
1s very small relative to total fertilizer consumption. Thus, of
total nutrient tons of offtake of N, P205 and K20, the latter
amounted to only 2%, 1983-85. However, the unit subsidy is very
large for SOP. NFDC financial data (Pakistan Fertilizer Data,
April, 1886, p. 65) show that the unit cost of delivering SOP to
farmers was Rs 4109/ton (import cost, Rs 3413; marketing/dis-
tribution cost, ks 69€) in 1985. The sales proceeds (i.e., fixed
retail price) were Rs 800/ton. Thus, the retail price of SOP would
have to be increased by over 300%, from Rs 800/ton to Rs 3309/ton
tce remove the subsidy. And while consumption of potash was rela-
tively very small, NFDC data show that the subsidy on SOP accounted
for 15% of the total fertilizer subsidy in 1985. The low price for
SOP has beern rationzlized as a means to encourage farmers to use a
fertiiizer with which they are not familiar. While we believe that
the price of SOP should be gradually increased, the analytical
basis of how much is not available. There is, for example, no
analysis ¢f this fertilizer in the Fertilizer Policy study.

The country produces no TSP and very little is imported or used.
The controlled retail price for TSP is Rs 95/50-kg bag (Rs.
1900/ton). At current world prices the domestic retail price of
TSP would have to be increased by 91% to eliminate the subsidy on
that product (f.o.b. bulk, 'S Gulf price is $114/ton; ocean
freight, bagging and internal marketing cost is estimated at
$160/ton; $214 x Rs 17/%1 = Rs 3638/ton vs Rs 1900/tcn current
retail price. Table I1.3-VII).

Privatization of Fertilizer Imports. An objective of ASSP is to
expand the role of the private sector in the fertilizer subsector.
For example, it will attempt to encourage private sector fertilizer
imports. While we are told that there are now no restrictions on
private sector imports of fertilizer, things are not always what
they seem. Consequently, an action benchmark for the first year
could require the GOP to issue a public statemeat that the GOP
encourages the private sector to import fertilizer and that the
foreign exchange would be available once financing arrangements had
been made. Since nitrogenous fertilizer is now decontrolleaq,
importers should be able to compete with Government imperts of urea
and perhsaps ritrophos.




TABLE I.3-VII
IMPORT OF FERTILIZER PRODUCTS (1,000 PRODUCT TONS)

Year CAN Urea NP NPK DAP TSP SOP___Other_ _Total
1968 0.0 192.2 16.6 0.0 0.0 100.0C 0.0 45.9 354.7
1969 0.0 2056.2 20.0 0.0 57.3 3.5 11.4 34.0 331.4
1970 0.0 610.5 7.8 0.0 21.0 0.0 0.0 22.3 661.6
1971 0.0 193.8 21.9 0.0 72.9 0.0 10.9 1.9 300.5
1972 0.0 157.7 0.0 0.0 0.0 0.0 0.0 1.0 158.7
1973 0.0 179.1 35.7 0.0 138.9 0.0 0.0 0.0 353.7
1974 36.7 361.2 41.39 5.5 204.0 0.0 11.0 9.9 670.2
1975 23.7 185.8 48.8 5.0 10.5 11.0 0.0 8.8 293.6
1976 0.0 59.9 29.1 0.0 211.4 0.0 0.0 10.9 311.3
1977 0.0 120.2 191.8 0.0 209.3 0.0 5.0 0.0 527.C
1978 0.0 435.7 437.8 0.0 226.3 0.0 4.2 0.0 1103.9
1979 0.0 653.5 447.9 4.5 221.0 0.0 18.0 0.0 1344.8
1880 0.0 726.3 383.9 0.0 125.2 0.0 26.0 5.4 1246.8
1081 c.0 496.2 28¢.3 0.0 514.1 0.0 44.1%1 0.0 1340.7
1982 c.0 132.€ 100.0 &.6 0.0 0.0 15.0 0.0 286.1
1983 0.0 0.¢ 201.2 102.7 410.8 0.0 0.0 0.0 714.7
1984 0.0 0.0 27.5 28.3 366.1 104.5 42.3 0.0 475.3
1985 0.0 0.0 28.3 0.0 446.3 47.0 42.6 0.0 564.1
Source: NFDC. Pakistan Fertilizer Statistics, GOP, April, 1986.

=ince there is still a subsidy on phosphatic fertilizers (both
:ocally produced and imported), private importers could not compete
in the importation c<f, say, DAP or TSP unless they were paid a
subsidy. Once the subsidy is removed, they could compete. While
studies indicate that FDFI is an efficient importer of fertiliczer,
this is a function that the private sector could perform, thereby
redvcing the growing demands on a Government which is experiencing
rising budgetary problems. FDFI may have to continue to do the
importimg for government-to-government assistance programs.

centers operated by the fertilizer producers or by the provincial
input distribution agencies. These “"wholesalers” receive supplies
according to an allocation formula rather than in response to their
demands. For a more rational and efficient allocation, A.I.D.
should propese that the allocation of imported fertilizer among the
country’s eight distributors, viz, FFC, DH, Exxon, NFML, ADA, PADSC,
SASO and BDAG, be based on their retail sales and their respective
shares in total cfftake. This could be based on a 2-year moving
average. The individual distributors should be allowed, for any
individual shipment, to adjust their shares among themselves 1if
mutually agreeable to the distributors involved. The importation by
distributors themselves would complicate such an allocation but an
arrangement could be worked out where, for example, the imports made
by the distributors would count toward the overall allocation of
imports.



There are two alternative approaches which the PAAD design team
should consider. One, domestic distributors would bid for
fertilizer imported by FDFI ex-port. The Government would
presumably insist on maintaining a reservation price, i.e., a price
below which it would not sell. The other alternative would bte that
of setting quotas as between the private distributors and the
public, with the share going to the Private sector increasing over
time.

Denationalization: Divestiture of Publjc Manufacturing Plants. The
Exxon, Fauji and Dawood Hercules (urea) fertilizer manufacturing
plants are privately owned. The remaining factories are state
plants. Of the latter, Pak-Saudi and Pak-China produce urea;
Pak-Arab produces urea, CAN and NP; Pak-America produces AS and
Lyallpur Chemical and Fertilizer has two small plants that produce
SSP. The AS and SSP plants are very small and very old. The
Pak-China plant is also small. While the plant is relatively new,
its technology is obsolete. Production costs for these plants are
very high and industrial subsidies would have to be made to the
plants for them to be able to continue production if output was sold
at import parity prices. There is likely to be little private
interest in acquiring these plants. However, Pak-Saudi and Pak-Arab
are apparently viable and denationalization of them provides the GOP
the opportunity to more vigorously pursue its objective of promcting
Breater investment and participation by the private sector in the
country’'s eccncomic development.

According to the fertilizer policy study, the equity cf Pak-Arab
amounts to roughly 3$65 million and Pak-Saudi equity is roughly $115
million based on current market value. Individual investors would
be required to provide the equity capital and refinancing of private
loans. Loans for Pak-Arab are now with the World Bank, the Asian
Development Bank, and the OPEC Fund. Loans for Pak-Saudi are with
the Asiarn Develcpment Bank, the Saudi Government, and the Saudi Fund
for Development. The total equity of $180 million represents a
potential capital recovery by the Government of Pakistan that could
be redirected to make loans for new fertilizer production facilities
or into other development investments.

Pak-Saudi should be attractive to investors because it is a rela-
tively modern, technically-efficient, low-cost producticn plant.
Since it is a modern plant, it could be cost competitive for a
number of years. Pak-Arab may be attractive to investers because of
its basic ammonia facility and the ability to produce combination
nitrogen/phosphorous/potash fertilizers.

There are a number of approaches to transfering the facilities from
the government tc local investors, including contract sales by the
GOP and sale of stock by the GOP to reduce equity. The plants could
be sold by contract with the current loan obligation transferred to
the new owners. The Government of Pakistan could also underwrite
and sell stock on the Karachi or Lahore stock exchanges to lower its
equity in the facilities being sold. It is alsoc possible that indi-
viduals or an investment syndicate from Pakistan and Saudi Arabia



could raise capital in much the same way (for legal implications,
see the Fertilizer Pclicy study). Although these two plants are
reasonably efficient under public ownership, and although NFML, the"
marketing arm, also appears to be efficient, increased efficiency
through an enhanced “"bottom line” discipline can te expected if
denationalized.

Sector grants might be transfered to the GOP to the extent that it
did not recover its equity, or to the extent that costs were
incurred (e.g., in paying off loans). The benchmark for performance
payment could be the execution of the transaction (e.g., the sale of
stock). Technical assistance would be highly desirable.

Management of Reserve Stock. Maintaining excessive reserve stock of
fertilizer is very costly. So are fertilizer shortages, since the
latter impacts adversely on production when farmers do not get the
amount and kind of fertilizer when needed. Stock management is
complicated by the fact that demand is highly seasonal and also
dependent on weather conditions. It is time for the Government to
once again closely examine its reserve stock policy, and its
management of reserve stocks, to determine what changes it should
make to reduce the cost of maintaining fertilizer reserve stocks.

Fertilizer Efficiency. That the productivity of fertilizer in
Pakistan is relatively low has been of concern for some time. There
are at this time at least three comparatively large studies underway
which are investigating the reasons for this phenomenon. We do not
suggest any new studies but do recommend that the ASSP provide
technical assistance for such studies if requests are made. The
task is that of identifying the determinants of the problem in
highly specific and quantified terms. Broad generalizations void of
any practical operational content are of dubious utility.

Illustrative Benchmarks

This section suggests a possible course of action to complete and
consolidate reform in the fertilizer sector. The action benchmarks
for all years after the first year must be regarded as Furely
illustrative, however, as the GOP has not agreed to a multi-yvear
proggram of specific reforms, and such agreement is not expected.
As discussed in the text, actions will be ne.otiated on a
year-by-year basis and incorporated into PAAD and ProAg amendments.
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Policy Reform Benchmarks

1. Phasing out of Raise retail price of DAP by Rs.16 per 50 kg.

fertilizer subsidies bag (or 20% of the difference between total
costs including distribution costs and the
official price) by July 1, 1988.x

2. Reallocating Permit private sector distributors to

imported fertilizer reallocate up to 10% of their allocation
without respect to provincial quotas.

3. Fertilizer Announce, within a month of the PAAD signing,

imports by the that Government encourages private sector im-

private sector port of fertilizer; that there are no regu-

latory impediments to such imports; that
foreign exchange will be made available; that
Government will not sell imported fertilizer
to distributors at less than the cost of
price-deregulated fertilizers.

4. Reserve stock Develop by end of year terms of reference for
management a reserve stock management study. A.I.D. will
(process benchmark) collaborate. Begin implementation cof study.

Second Year

A.I1.D. will agree to release funds for importing fertilizer during the
second year if the benchmarks negotiated and agreed to for the first
year have been met and another set of benchmarks, to be achieved in
the second year, has been agreed to and incorporated into the amended
PAAD.

1. Phasing out Raise retail price of DAP by 25% of the value
of fertilizer of the current subsidy but not less than Rs.
subsidy 16 per bag o/a January 1, 1989, and again by

the same amount o/a July 1, 198S. Develop plans
for reducing subsidy on potassic fertilizer

(S0P).
2. Reallocating Make apprzisal of new scheme for allocating im-
imported fertilizer ported fertilizer; provide report to A.I.D. by

October, 1989. Report will contain written
appraisals provided by each distributor.

3. Fertilizer Provide status report to A.I.D. by July, 1989.
imports by private Identify constraints to greater participation
sector by private sector.

*One 50 kg. bag_af DAP Earrenziy retails for 133 rs. and the current
subsidy is approximately 70 rs. per bag. $i US = 17 rupees, approx.
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4. Reserve stock
management

5. Denationalization
of fertilizer plants

Conduct review with A.I.D of study on reserve
stock management by mid-year; finalize study
by end of the year.

Present to A.I1.D. by end of year a plan for
a phased divestiture of state-owned plants.

Third Year

A.1.D. will release funds for importing fertilizer during the third
year of the program life if the benchmarks negotiated and agreed to
during the second year have been met and another set of benchmarks to
be achieved in the third year has been agreed to and incorporated into

the amended PAAD.

1. Phasing out
fertilizer subsidy

2. Price
deregulation of
fertilizer

3. Reallocation
of imported ferti-
lizer

4. Fertilizer
imports by private
sector

5. Reserve stock
management

6. Denational-
ization of ferti-
izer plants

Raise retail price of DAP by the amount needed
to reach import parity price by July 1, 1980.
Report on progress in reducing subsidy on SOP.

As domestic retail price of DAP nears impurt
parity price, deregulate price of all phos-
phatic fertilizers. At this time all ferti-
lizer prices should be deregulated, except
potassic fertilizers. Monitor prices.

Provide status/appraisal reports to A.1.D. by
end of year; assess feasibility of distributors
bidding for fertilizer delivered to port by
government, rather than allocating via formnla.

Provide status/appraisal report to A.I.D. by
end of year.

Begin implementation of new stock management
scheme by mid-year.

Provide A.1I.D. a report by end of year on
actions taken and prcsress made in divestiture

of fertilizer plants.

Fourth Year

Disbursement of funds conditionality same as for third year except
that adjustments for dates have to be made.

1. Fertilizer
price deregulation

2. Fertilizer
imports by private
sector

Prices on all fertilizers except potassic
fertilizers remain deregulated.

No restrictions on private sector imports of
fertilizer; except for SOP, no sales by Govern-
ment of imported fertilizers below costs; iden-
tical treatment of private and government import-
ers wlth respect to duties/taxes on imports.
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Eifth Year

Disbursement of funds conditionality same as for fourth year.

1. Phasing out of

fertilizer subsidies

2. Fertilizer
price deregulation

3. Fertilizer
imports by private
sector

4. Government
fertilizer imports

5. Denationaliza-
tion of fertilizer
plants

6. Policy reform
program assessment

Disbursement of funds

1. Policy reform
program assessment

Hh [

Phasing out
til

3

€

]

3. Government
fertilizer impocrts

4. Denational-
ization of ferti-
lizer plants

izer subsidies

Progress being made on increasing retail price
of SOP, according to schedule determined in
Year Two of the program.

Deregulated fertilizer prices maintained
on all fertilizers except SOP.

Conditions regarding private sector fertilizer
importation maintained.

Joint GOP - A.I1.D. study undertaken

to investigate feasibility of Government
meeting its fertilizer import requirements
through competitively let contracts to private
domestic companies, including fertilizer
manufacturers and distributors.

Disinvestment of State-owned fertilizer plants
proceeding.

Develop jointly with A.I.D. by end of year
terms of reference for a comprehensive review
to assess impact of policy reform program.

S5ixth Year

conditionality same as for fourth year.

Complete study by April 1993 to assess impact
of deregulation of fertilizer industry; will
be financed with ASSP funds.

Subsidy on SOP reduced by half to twe thirds of
1988 level.

If study indicated that it was feasible for

government to import its fertilizer through
competitively-let private sector contracts,

government will generally adopt this mode of
importing.

Both Pak-Saudi and Pak-Arab denationalized by
end of program life.
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Wheat is one of the major crops produced in Pakistan and is the
staple of the national diet. As shown in Table 1.4-1, wheat pro-
duction grew by an average of 4.3% per annum in FPakistan over the
last ten years. Yields increased by 1.9% annually while the area
cropped grew at an average rate of 2.4% each year.

Table 1.4-1
WHEAT PRODUCTION IN PAKISTAN

PAKISTAN Pakistan PUNJAB SIND NWFP Baluchistan
Area Yield Production
'000 h. kg./h. ~~=-—-—--e-oem_ 000 mt, -—-——----~emre e

YEAR

1974/75 5,813 1,320 7,674 5,786 1,144 613 131
1975/76 6,111 1,422 8,691 6,572 1,321 660 138
1876/77 6,360 1,431 9,145 6,808 1,479 712 146

1977778 6,360 1,316 8,367 6,090 1,427 689 161
1978/79 6,688 1,488 9,951 7,324 1,680 738 208
1979/8C 6,925 1,568 10,857 7,914 1,849 853 231

1880/81 6,933 1,643 11,475 8,350 1,846 941 238
1961/82 7,222 1,565 11,304 7,962 2,062 962 318
1982/83 7,398 1,678 12,414 8,935 2,067 998 414

1983/64 7,343 1,482 10,882 7,623 1,946 860 453
1384 /8% 7,303 1,€19 11,820 3,315 2,151 8896 458
Growth

Rate (%) 2.4% 1.9% 4.3% 3.5% 6.0% 4.4% 14.2%

Source: Frice Commission Statistics, GOP

This rate of growth allowed Pakistan to achieve self-sufficiency in
wheat in the late 1970’'s and early 1980’'s, but poor harvests in
1983-84 forced the GOP to import grain in 1984 and 1985. Good
harvests in 1986 have restored the condition of self-sufficiency,
even permitting small quantities of wheat to be exported, but it is
evident that additional gains in productivity are necessary to
ensure self-sufficiency in all years. There is also critical need,
agronomists at CIMMYT warn, to make different varieties of wheat
available to farmers because the country is quite vulnerable to a
rust epidemic.

Support prices were set higher in 1985-86 tc encourage production
(Table I1.4-11). t this level, Pakistan will have difficulty com-
peting in world wheat markets, unless exports are subsidized. As
the current exchange rate of Rs. 17/USD 1, the 1966/87 support price
of Rs. 2/kg implies a price of USD 118/MT, even before adding in '
handiing charges. compared to the PL-480 fob gulf price of USD
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Table I1.4-11

Wheat Procurement Prices- 1976/77-1985/86
(Rs./maund (40 kg))

Year 76/77 17/78 78/79 79/80 80/81 81,82 82/83 83/84 84/85 35/86

Support
Price 39 39 48 58 58 58 64 64 70 80

Source: Economic Survey, 1985-86, p.45

112/MT. Pakistani agricultural officials have voiced their concern
overthe need to lower wheat production costs through measures such
as the provision of late varieties seed, better research and
extension on the optimum sowing time, improvements in fertilizer use
efficiency, better weed control, and more reliable supply of water
at critical periods in the growth cycle of wheat. (Changes at the
macroeconomic level. particularly a devaluation of the rupee, would
also have a significant impact on competitiveness.)

1. Issues in Wheat Policy

According to a recent study done for the World Bank, Foodgrain
Storage and Processing Study, (Agroprogress Kienbaum International

GmbH and Indus Associated Consultants Ltd, 1986), the wheat policies
of the GOP have been guided by the following objectives:

o to ensure that market or farmgate prices do not drop below
the announced support price;

G. tc make wheat or wheat flour (atta) available at low
(subsidized) prices to customers of the rationing system;

o) to procure the required quantities for the public
distribution system (ration shop system); and

o) to stabilize open market prices during the off-season.

The GOP’s recently-announced plan to at:lish ration shop atta
sales signals a major departure from this policy set, but the new
policy guidelines for the wheat market have not yet become fully
clear. Available information suggests that the GOP plans to
continue procurement at the announced support price and to replace
both open market sales and ration shop sales with open releases at a
fixed price. This price is currently set at Rs. 2/kg, the same as
the procurement price.

a. Procurement

To guarantee the announced support prices and to procure
wheat for the ration shops, the GOP has built up a network of
procurement centers under the management of Provincial Food
Departments and the Pakistan Agricultural Storage and Service
Corporation (PASSCO). Farmers have the alternative of selling

- 1.4-2 -



directly to the Government via these procurement centers or of
selling to traders and commission agents in the local market sub-
system (Figure 1.4-1). The German study estimates that farmers sell
on average about 45% of their marketable surplus directly to the GOP
(Table I.4-111). However, the local market subsystem again sells a
signficant portion of its grain to the GOP, bringing the total share
of procurement on average to about 60-70% of the marketed surplus.
Of the remainding 30-40%, an estimated 65% (20-25% of the marketed
surplus) is purchased by private mills and 35% (10-15% of the
marketed surplus) by consumers directly for home processing.

Wheat purchased by the government procurement centers has in the
past been sold mainly to mills working to supply the ration shop
system. This system came under increasing fire during recent years,
leading to the GOP decision to abolish it. Both the German study
under the Food Security Management Project, suggest that major
portions of the wheat put into the ration shop system has in fact
been diverted to the open market. The IFPRI study interprets the
large difference between the officially reported drawdown figures
(2.9 million tons) and those reported by the households (500,000
tons) as an indication of substantial leakage in the system. IFPRI
concludes that some “80% of the amount released to the mills is not
drawn by consumers from the ration depots.”

There are other problems with the present system of procurement and
storage. Public grain storage losses are estimated at 5.1 percent
for wheat, which is several times the acceptable industry standard
of 1.0 tc 1.5 percent loss per year. Public sector marketing costs
for milled wheat are estimated to be 11 percent higher than those of
the private sector (World Bank, 1986, p. 80).

In order to meet its public grain procurement targets. the GOP has
had tc impose a set of restricting regulations on traders and mil-
lers, grain movements, and private storage. For example, only com-
missioned agents and licensed buyers (mills) are legally allowed to
operate within a specified market area. Although general grain
mcvement restrictions on wheat have been 1ifted, restrictions are
re-imposed in specific districts if considered recessary to achieve
government procurement targets, often at the discretion of the local
district commissioner. This creates extra risk and uncertaintv for
private grain traders, which tends to lower their profitability and
therefore their level of participation in the system.

A final protlem is the degree of uncertainty surrounding GOP procure-
ment. Prior to the harvest, the GOP announces a procurement plan
specifying the targets for each area of the country. In fact,
however, the amount of grain procured may differ substantially from
tris level. In most years, the private market price tends to be
higher than the procurement price, except in scattered locales, and
government agents find it difficult to meet their target. In good
years, the GOP comes under pressure to increase purchases to make
the support price effective. The lack of financial resources and
storage srace prevents the GOP from docing so effectivelr if the
quantities being offered are large. In consequence, the =tzate
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Figure I.kL-1 ]
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Table 1.4--111

Wheat Marlketing Outlets for Farmers
(Fer Cent of Marketed Surplus)

e e e e e T T T e i Y Y e . e = e i B . > At S B s A e o o T it A e o o e e o e . ——— — e - - — ——

Frovince/Divieion Sales to Sales lo
_____________________________ Local Market ______ Frocurement Centers_
N.W.F.F. F4. = 5.7

Feshawar 5.6 A4
Mal aland 8. 2 1.8
Hawar a QG.7 0,
} chat .1 0.9
D.1. Khan 87.5% 12.9
Funjab S54.4 45, 5
Rawalpinda Q9.5 0.5
Sargodha 72.1 27.9
Fairsal abad S6.2 4.8
Guiranwal a ol.d 47.2
Lahore &7.8 22,2
Mol tan 5.2 64.93
DI, than S6.0° 4.8
Bahawal pur 42,9 Sa. i
Sina 4.7 S$6.4
Sub b ur 4,6 S6.4
Hwvdersbad 43,7 Do 3
bar acha 1O, 0 —
Baluchistan g4. > t1.7
Guetta 100, 0 -
Falat Q9.2 G, 8
S:b: 81.7 18. =
Mabr an 100U, U -
E.6.0.A. 100, 0 -
FALISTON S6. 3 a4, ;

Source: Model based on ostimated marteted swplus, artual procure-—

ments, assuming that 70% of total procurements stem directly
from iarmers.

In teodurain Storage and_Frocescing_Study, Vol. 1, p.li.



procurement agencies«hay end up with the worst of all possible
outcomes for a support price system, which is to say large
quantities of grain purchased at a price above the market price.

47}

b. orage

Almost all of the large-scale grain storage facilities in
Pakistan are publicly owned. The inventory of state-owned godowns
has been built up over time to manage the grain procurement system
that feeds into the ration shops and is the government’s main tool
for stabilizing prices. The parallel absence of private sector
storage results from the lack of an incentive to incur costs by
storing grain or building storage facilities, when the government’s
release price is constant year-round and there are, therefore, no
profits to be made from storage. Public sector wheat storage
capacity is estimated as follows:

Table 1.4-1V

Grain Storage Capacity in Pakistan

Permanent public storage capacity 4.30 million mt
Reserve (plinths, hired godowns, etc.) .15 million mt
Total storage capacity 5.05 million mt

Source: Foodgrain Storage and Processing Study, Vol. I, p. 44

Private storage is alsc strongly discouraged by existing policies.
According to the regulations, private storage is permitted for
license holders on the condition that stocks are reported to the
Licensing Authority (District Food Controller) who is authorized to
direct the sale of these stocks at a specified price to specified
persons or agencies. Private sector foodgrain storage in Pakistan
exists mainly at the farm level for on-farm consumption and at the
market level for intermediate periods by private traders. Some
private foodgrain godowns have, however, been constructed for rental
tc the public sector.

Official GOP policy statements call for mcv:.ament toward a larger
private sector role in grain marketing. To date, the main mechanism
put forward to achieve this is partial financing for private con-
struction of storage facilities to be rented to the public sector
storage authorities. t appears unlikely that this weak measure
will have any real impact on the situation, as businessmen report
that the scheme is not financially attractive. The set of
regulations governing trade and storage, along with the procurement
and release system, needs to be thoroughly overhauled before the
private sector will get involved in storage in any serious way.

C. GOF Sales of Wheat

The abolition of the ration shops is too recent to judge
its impact on the GOP’s wheat sales system. Available information
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on the new structure suggests that the GOP has exchanged a subsidy
of around Rs. 900/kg z2pplied only to ration shop atta with a subsidy
of around Rs. 600/kg applied to the entire volume moving through the
state system. On balance this would appear to be a move in the
right direction, as the ration shops previously accounted for over
B0% of total state salcs volumes (an estimated 3.: mmt out of total
state sales of 3.7 mmt in 1985/86, for example). State procurement
levels have been trending upward in recent years, however, and if
this trend continues the total subsidy could surpass its present
level.

The impact of the sales program on the federal budget also depends
on whether the state is able to sell the full amount purchased.

This has not been perceived as a problem in the past, as ration shop
atta was priced wWell below competing products. Recent studies by
IFPRI and others have made it clear, however, that as much as 80% of
the grain designated for the ration shops never reached their
customers and, presumably, did not generate the anticipated sales
revenues.

Thus far, sales have not been a problem under the new policy, as the
sales price is below the price that had prevailed on the

private market. Shortly before the government began unlimited
releases at Rs. 8G/maund, prices on the open market had been running
at arocund Rs. %0/maund. As noted above, the current release price

has been set at the same level as the procurement price, implying a
subsidy equal to the GUF’s cost of storage and handling. The iatter
is estimated at approximately Rs. 600/mt or Rs. 24 per maund.

It is too early tz say whether the policy of open sales at a fixed
price accurateiy reflects the GOP’s intentions for management of the
wheat market or whether, instead, it is only an interim measure,
designad to drive down the market price of wheat during the transit-
ion from the ration shop system to a new, unsubsidized regime. 1If
the rationale is the latter, then judgment of the reform in the
wheat market must wait for the final policy to emerge. Indeed,
flooding the market durirg the transition could be interpreted as
skillful maragement of a difficult period, preventing potential
disrupt::on ¢? the wheat market caused by uncertainty or speculation.

if the rztionzie is the former, however, and the new policies are
permanent, then there is substantial cause for concern. Rather than
.increasing the scope Yor private sector activity, a zerc-margin
sales policy virtually precludes private sales as long as the
government has any grain that it is willing to sell. it also
implies continuing large budgetary subsidies.

3 ation of uncertainty surrounding the whezt
market &s it enters the critical harvest pericé is illustrative of
the risk-augmenting capacity of the GOP’s market interventions.
Should private traders buy on their own account, hoping that the
government’s unfair competition is temporary or, on the contrary,
shculd theyr plar to take advantage of it themselves by buying on the
government's account, selling at Rs. 2/kg. and then buying the came
; ¥ raver for the same price?

In either case, the citu

n back
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The results of an IFPRI study of the Pakistan wheat market are
anticipated in June 1987. It is hoped that this study will clarify
both the current role of the GOP in management of the wheat market
and the appropriate role for government managers as Pakistan
consolidates its position of self-sufficiency in wheat.

A critical question is the relationship of the private market price
to the official procurement and sales prices. As noted above, the
GOP procurement price has generally fallen below the private sector
procurement price, even in years of average-to-good production. The
differential has not been large, however. It is, therefore, diffi-
cult to say whether the support price has been effective, and the
difference simply reflects a quality premium paid by the private
sector for the pick of the crop, or whether the support price has
not been effective. A detailed examination of prices and volumes
moving through the private sector channels is necessary to resolve
this issue, and it is expected that the IFPRI study will provide at
least an initial judgment on this key issue.

2. Policy Reforms

Despite recent changes in the wheat marketing system, a clear
need for additional reform exists. A very key step towards reform
will have been taken if the GOP proceeds to abolish the ration shop
system on schedule. As discussed above, this step must be followed
up with additional measures to make expanded private sector activity
possible. The challenge will be to reconcile the GOP’'s policy of
turning the wheat market over to the private sector, and reducing
budgetary outlays, with the commitment to support prices for
farmers. It remains to be seen whether the GOP has sufficient
resources to impiement a support price system effectively, much less
the additiocnal financial resources needed to combine a support price
program for farmers with a system of open market releases designed
to .nhibit price rises on the consumer side.

IFPRI’'s report on wheat marketing should help to clarify these
issues. Their earlier report on the ration shop system proposed
that consumers and farmers be protected from excessiv> price
fluctuations by government market interventions (open market sales
or purchases). A 15-20% market share is usually assumed sufficient
tc achieve price stabilization objectives, < (and this is a tig if)
consumer prices are not heavily subsidized and if there is a
developed private sector possessing its own storage facilities.

This reduction in government procurement (by as much as 50%) would
reduce the present level of government subsidy considerably and
create the basic conditions for increased private sector procurement
and storage. The announced policy for government procurement and
release includes a large subsidy component for consumers that is not
compatible with a reduction in market share on this magnitude.

There is a need for several other policy changes to encourage
private storage. The restrictive regulations concerning grain
movement and private storage should be revised. This is relatively
simpie in theory, once the GOP's procurement targets have been
lowered, but in practice the long history of local market controls



in the subcontinent may be quite difficult to eradicate.

Ideally, a variable price suppeort system shculd also be established
to encourage private storage. This system might operate on the
following basis: once a base level support price is determined,
adjustments could be made monthly, for example, to take into account
carrying and storage costs. Experience in other countries does not
encourage optimism regarding the GOP’'s ability to increase official
prices as smoothly and regularly as this system implies, however.

Much the same impact could be achieved by introducing seasonal vari-
ability into the GOP’'s trigger price, i.e., the open market price
that triggers a GOP decision to begin selling at the official
release price. A variable trigger price has very much the same
impact on the market as a variable release price, so long as the
release price is not too far distant from the trigger price. The
simplest. way to ensure that the GOP's intervention in the market
reflects seasonality and storage costs is tc shift to open market
sales (e.g., by auction) or to abolish state procurement
altogether. Neither of these moves appears to be politically
feasible at the present time.

These measures imply a shift in the GOP’s mode c¢f market control
from a price-based system to a quantity-based system. At present,
the gcovernment attempts to regulate producer prices by setting a
price that it believes to be appropriate and then making grain
purchases at that price. This method is only effective if the
government is able to purchase enough to drive the open-marke- price
up to the support rrice. If the support price has been set too high
with respect tc supply and demand conditions prevailing in a given
year, then the government may have to purchase a very large quantity
of grair in crder to meet its objective, which may or may not be
feasible.

O the ccnsum=r cide, a price-based market regulation system has
also been used. Previously, sales of limited quantities were made
at a highly subsidized price. At present, unlimited sales are made
at a subsidized price, although the subsidy is lower than
previously. If the government price is below the price at which the
private secisr can operate profitably, the government will once
again find itzel alone in the marketplace. The private sector will
either sell at a loss, if it perceivecs that government sales will
continue for a long pericd, or wait for the exhaustion of government
stocks. A large-scale price-based intervention is therefore
extremely destabilizing tc private sector activitiec.

In a quantity-based system, z2ll purchases and sales are at the
market price. The system relies on the oft-noted tendency of prices
to iall when supply is increased and to rise when demand is
increased. By entering the market as a purchaser at harvest-time.
the gcvernment increases demand and therefore pushes the price up.
Bv selling Its grain toward the end of the season, it increases

supply whern prices would otherwise be highest, and tends tc drive
prices aowr. This system is much less expensive than = price-based
system. Its costs are alsoc more controilatle, as there is nc need
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to purchase as much as is offered or sell as much as is demanded in
order for the program to be effective. The guantities to be bought

and sold can easily be set to reflect the budget and storage space
available.

Summary

The overall goal of policy reform in the wheat sector should be to
encourage the government to reduce controls in the marketplace,
limit its interventions to match the resources available, and
encourage greater private sector participation. The following
policy actions can be identified as appropriate near-term steps:

1. The instauration of a market stabilization system in which
open-market operations for releases of publicly procured

and stored grain are made to keep consumer prices within a
specified band;

2. Increased private sector participation in the grain storage
system of the country by revising restrictive regulations;
and

3. Introduction of a variable wheat pricing system allowing

for normal seasonal price fluctuations in order to
encourage private sector storage.

Additional actions are expected to be identified as a result of
analytic work now under way, which should further clarify the costs
and benefits of alternative intervention strategies under differing
supply and demand conditions.

- 1.4-10-



ANNEX 1.5
THE SEED_INDUSTRY

While Pakistan has made considerable progress in seed production
during the last decade, the seed program suffers from a number of
serious deficiencies. The assessment of Pakistan’'s seed industry
recently completed by the Industry Council for Development for
USAID/Pakistan identified two basic problems that impede the rapid
growth of a private seed industry and improvement in the quality of
seed planted by Pakistani farmers:

1. Until recently, the emphasis in seed industry development
has been on building up public sector seed companies, a
move that was encouraged by the donors; and

2. The approach to private seed companies has stressed control
and regulation, rather than balancing protection for
purchasers with measures to protect and encourage private
seed producers.

Both problems are reflected in the legal framework embodied in the
“controlling and regulatory concepts™ of the Seed Act of 1976, which
forms the core of seed legislation in Pakistan. This law was
drafted to reflect the public-sector based policy, and consequently
does not meet the needs of private seed industry. as there was
little suppert for it at the time the legislation was enacted. The
legislation leaves the legal status of seed production in doubt
(i.e., whether it is classified in the industrial, agricultural or
commercial sector), which creates problems for investors in
Pakistan’s heavily regulated environment, as it is unclear which set
cf reguiations applies to them.

The historical reticence of the GOP toward a private seed industry
development policy, coupled with the existing legal and administra-
tive barriers to potential private producers has made the private
sector hesitant to move aggressively into this area. New legisla-
tion is needed to reflect the shift in policy to favor private
sector producers and to address concerns excluded at the time the
current legislation was drafted. Changes in the law and supporting
modifications in the composition and function of existing seed
agencies are needed to create the regulatory environment in which
seed production can expand to supply a larger share of the rlanted
area.

The authors of the ICD seed study concluded that there is both a
great potential and need for much higher farmer use of improved
seeds in Pakistan. The authors note that the production of wheat
and rice seed (which are self-pollinated, meaning that farmers can
use seed from their own land, rather than purchasing seed each year)
does not appear to offer private firms the margins they would
require to enter production. They view oilseeds, particulariy
sunflower seed. as an especialliy attractive crop. Their analysis
also suggests & great potential for high quality fodder and feed
grains to meet the large demand of the livestock industry,



especially dairy, as well as considerable potential in the vegetable
seed sector (particularly for seed potatoes), although the
specialized nature of vegetable production makes it difficult to
generalize in this area.

1. Areas of Special Concern

Specific problems exist in several areas: sanctioning,
subsidies, registration, importation, marketing, certification and
quality control, and wheat variety release.

a. Sanctioning. The investment approval process is slow and
cumbersome and constitutes a needless barrier to private
investment in Pakistan. Sanctioning should be drastically
simplified (or eliminated altogether for Pakistani
investors).

b. Subsidies. The price of seeds for distribution by the
public sector is subsidized. Such subsidies should be
eliminated if there is to be “fair" competition with the
Private sector and improved efficiency in rasource allo-

caticrn.

c. Registration. One of the most common complaints of poten-
tial seed producers concerns the length of time required to
register a variety: if a new variety is approved for propa-
gation, it is registered and notified; obtaining notifi-
cation status of a new variety can take up to four years,
which is excessively long. The process could be
substantially shortened and made less costly by changing
and/or eliminating a number of procedures and regulations,
and otherwise streamlining the process, without adversely
affecting seed quality. Private seed companies should be
permitted to make independent tests, subject to inspection
and verification. These tests should be based on proven
performance under typical conditions and not simply on
controlied plot tests as at present.

d. Importation. Private firms should be rermitted to import
experimental materials, lines, and varieties freely,
subject only to quarantine and phyv*csanitary regulations.
There are restrictions on such imports now. Crop breeding
research in the private sector is stiil very limited and

importation of new lines for testing should be encouraged.

e. Marketing. Promotion appears to be one of the weakest com-
ponents in the marketing matrix. While advertising and
related activities are clearly the Private sector’s
responsibility, better government supervision of marketing
and trade practices is needed to improve consumer
protection and ensure that the reputable dealers are not

discredited by the actions of a few.



2. Possitle Reform

Certification and Quelity Control. 1In Pakistan there is no
clear separation of rules concerning genetic identity
(certification) and quality control for seed (physical and
physiological). Both genetic identity and quality control
are covered by the present certification process. By
restricting control only to certified seed, current
regulations generate a great deal of harmful confusion by
leading farmers to believe, for example, that non-certified
seed is substandard, whereas in fact it may be quite good.
At the same time, post harvest seed quality control is very
weak for certified seed during the storage/distribution
period and such control is totally absent for non-certified
seed. The separation of consumer protection regulations
from certification control is badly needed. By
establishing and monitoring a "truth-in-labelling” system
and regular testing of all seeds in commercial channels,
wide-spread seed quality control could be accomplished in
Pakistan.

Wheat_ Varieities. While the results of wheat research have
generally been satisfactory, the public seed corporations
commonly restrict seed production t¢ a small number of
varieties. This sharply increases the risk of serious
outbreaks of recurring, quick-spreading diseases (epiphy-
totic diseases). The repeated error of supplying farmers
with only one variety of wheat for large contiguous land
areas could result in a repeat of the very costly rust
epidemic of 1977/78.

Itn

Following is an illustrative list of possible policy reforms and
regulatory changes that could be included in the dialogue agenda for

the ASSP:

a.

Passage of new seed legislation that delineates the roles
¢f the private and public sectors; that clarifies the seed
industry status as an agricultural industry; and that both
rrcm>tes private sector activity and provides adeguate
prcecduction for seed purchasers;

Elimination of subsidies on government marketed seed;

Drastic simplification or elimination of the sanctioning
process;

Removal of restrictions on the free importation by private
firms of experimental materials, lines, and varieties;

Reduction in the time required for seed registration by
private producers, mainly through streamlining the process;



f. Improvements in consumer protection, through, for example,
enforced truth-in-labelling, with spot checking at final
points of sale; and

-3 Support to greater promotional efforts for the use of
improved, high-quality seed.

The agribusiness study, now under way, is expected to shed addition-
al light on the need for policy reforms affecting agro-industries.

- 1.5-4 -



ANNEX_ 3.6
ASSP? _TRAINING AND TECENICAL ASSISTANCE COMPONENT

The Training and Technical Assistance component will have two
distinct elements:

(o} A sectoral training program providing long- and short-term
training to build up the research and training capabilities
of Pakistani institutions in the agricultural sector and to
expand the pool of skilled personnel available to the
national agribusiness sector; and

tinue and expand the program of policy analysis, data
ccllec-tion, and institution-building begun under the Food
Security Managem.:nt Pralect and provide technical support
to the ASSP’s policy dialogue.

1. Sectorzl Training Program

The training component of ASSP works toward removing one of the

key constraints to economic growth in the agriculture sector - the
low level of education. There is little dissent to the proposition
that Pakistan has been spending too little money on education. The

GOP presently budgets less than 2% of the GNP for educational
purposes. AS5SP seeks to help Pakistan address this urgent need
within agriculture-related sectors of the country by participating
in a comprehensive training program to upgrade the educational level
of personnel involved in agriculture-related businesses and institu-
tions.

The training component of TATA is designed to provide opportunities
for upgrading the professional and administrative skills of
Pakistani nationals involved in the field of agriculture. The ASSP
training program will have two major components:

a. Public Sector training: 1long- and short-term training in
the United States for university personnel and cthers in
:institutions supporting the agricultural sector, reinforced
Ly short-term in-country training and visiting professor-

csnips for US faculty in Pakistani institutions; and

b. FPrivate sector training: long- and short-term training in
the United 3tates to upgrade the technical, professional,
d administrative skills of individuals with a background
in Fakistan’s private sectoer production, processing, and
marketing sectors, as well as short courses in-country to

reacn a wider agribusiness audience.

Training will be «frfered in a wide range of specialties needed to
improve performance in the private and public sectors. While the
specific categories will depend on the training needs exprecsed by
local instituticons {putbtliic and private) and the availability cf
suitable carndidates, it is anticipated that degree training will be



offered in agricultural sciences (agronomy, plant pathology, genet-
ics, etc.), livestock sciences, food processing, marketing and
distribution, business management and public administration, and
economics.

The public sector training program will provide scholarships for 44
individuals to complete Ph.Ds and 71 to complete M.S. degrees in the
United States. The Ph.D training will be provided primarily to
faculty members of Pakistani agricultural universities and public
sector employees with direct responsibility for policy analysis and
advice to senior officials. To the greatest extent possible,
individuals will be identified in cooperation with local universi-
ties or other Pakistani centers of research and training, which will
be encouraged to submit candidates in accordance with their ’
institutional training plans. Some candidates will, however, be
chosen for training tc¢ reinforce the institution-building activities
being carried ocut by EAN and ADC. To further strengthen the impact
on agricultural training and research in Pakistan. the program will
also finance visiting professors from the United States, who will
spend an academic year at a Pakistani university or other training
institution. ApproXimately 12 person-years will be funded under
thiis program, which will be an extension of USAID’s Institutional
Excellence Program (which will begin implementation in FY1988).

An illustrative list of GOP institutions from which public sector
schelarships will be identified can be found on pages 14-17 of this
sectriaoen.

The private sector tra
Pakistanis in technic
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hort-term US training will also be offered under both programs
{some 1000 person-months under the public sector program and 300
under the private secto rsgram). In addition, in-country training
workshons and zeminars h;l‘ be funded under *he ASSP, as weil as a

iimited mumber 5f invitational travel teur.. primsrily in support of
the EAN and ADC activities. The programmed levels of U.35. training
are shown in Tablie I.E-1.
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The long-term training program will be managed by ARD staff
cooperation with the mission’s Office of Human Resources and
ning {HRT}!, under the auspices of the Development Support
aining Program (DSTP). \ training manager (PSC) will be added to
~ ARD staff to handle the scholarship and training program, to set
up selection criteria, and to carry the program tnrough finail
selection ¢f the first round cof paruicipants. This position will be
funded from PIIF fundis fcr a period ¢f one year with the need for
continued assistance assessed at the end of this period. It i=
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anticipated that mission staff should be able to manage the program
once it is established, with assistance from the Academy for
Educational Development (AED), the contractor for the DSTP, which
administers all US and third country training for the mission.
Representatives from MINFAC and EAD will participate in the
interview process and approve the candidates prior to final approval
by USAID.

P10/Ps for the candidates selected will be prepared by USAID/HRT
citing ASSP funds. Tuition costs and fees for the participants will
be paid to the training institution concerned and health insurance
premiums will also be paid. The GOP will pay the salaries of public
sector employees. (Payment of private sector trainees’ salaries
will be regarded as a matter for negotiation between the trainee and
his/her employer.) All other training costs will be paid by

USAID.

d. Training Programs _in Pakistan

In-country training will take the form of local scholar-
ships, workshops, and seminars. While some in-country training
programs will be carried out under the rubric of program training,
particularly the visiting professor program outlined above and short
courses in the agribusiness field, most of the activities in this
area will be undertaken as part of the ADC and EAN activities.

ADC plans te prcovide specializced training in subjects closely
related to collection of agricultural statistics such as the
management of data systems. the training ¢f trainers, and computer
applications in statistics through a series of workshops and
seminars conducted by local and expatriate consultants over the life
of the ADC project.

ADC also plans to work toward the establishment of an in-service
training institute for entry level and mid-career statisticians in
Lahore. The institute, managed and operated by the Statistics Divi-
sionn of the Ministry of Finance, will offer a range of courses in
statistics and related fields. ADC will support the institute
through the provision of visiting lecturers, and purchase of text-
books, other training materials, and microcomputers to furnish a
coemputer training laboratory. Procurement of goods and services in
support of this activity will be implemented by USDA through its
FASA agreement.

The EAN Prciect plans to conduct four applied economic analysis work-
shops annually. Each workshop will consist of approximately 17
training davs over three calendar weeks, with each workshop costing
about $35,C09. The principal tcopics of these workshops will

include: applied economic analysis, agricultural marketing, econo-

metrics, agricultural policy, and international trade. In addition,
E&N plans 1o conduct two special local agricultural pclicy seminars
ach year. Each seminar will deal with key agricultural policy

issues that have becer. analyzed during recent EAN contract research
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ARD will organize additional in-country training through its agri-
business program. Two workshops are planned each year for five
years, costing approximately $100,000 each. US experts will be
brought in to conduct these workshops. American educators will also
be brought in to teach in Pakistani universities, technical insti-
tutes, and research institutions through a buy-in to the mission’s
Institutional Excellence Program.

e. Summary of Training OQutputs

Table I1.6-1 indicates the training accomplishments expected

over the ASSP's six-year life in the areas of long-term training and
US shcert-term training.

Table T1.6-1

Summary of Principal Training Outputs

Year Training Begins: 13987-1988 1989 1990 1991-93 TOTAL

Public Sector Training

Ph.D {persons) 22 10 10 2 44
M.S. (percsons) 26 14 19 12 71
Short-term US (PM) 221 180 216 396 1013

Private Sectcer Training

Ph.D (persons) 9 5 5 -- 19
M.S. {persons) 38 20 10 -- 68
Short-term US (PM} 160 80 80 -- 320

The proposed budget for the entire training program for the the
rer:od from 1987-1993 is provided in Table 1I.6-1II. It is assumed
that Prn.D’s will be completed in three year and M.S.’s in two
rears. The budget assumes that each candisite is fully funded for
the entire training program in the year of departure for the
training. This means that the costs in the first half of the
six-year preriod are substantially higher than the second half.
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2. Policy Information and Management

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

a. Institution-building activities, including technical
assistance, formal and informal training, equipment, and
other assistance to strengthen the capabilities of the
Economic Analysis Network in the Ministry of Food and
Agriculture, and the agricultural data collection and
dissemination activities of the Federal Bureau of
Statistics; and

b. Analytic support to the identification and clarification of
policy issues, the formulation of reform packages, and the
development c¢f consensus on actions to be taken.

While the institutional development component will largely build on
existing activities under the FSM Project (particularly the Economic
Analysis Network and Agricultural Data Collection activitiec), the
anazlytic support will be pravided through & number of mechanisms,
irciuding the EAN as well as a mission-managed policy analysis IQC
(or other bazic crdering agreement mechanism) and supplemental tech-
nicai zssistance.

strztred the value of drawing on Pakistani and expatriate expertise

to generate high-gualiiiy analysis of prioriiy policy issues. This

experience has reinforced the lesson learrned through policy dialogue

under ACE and FL-48C: success in encouragsing the GOP to adopt

needed poliicy reforms is much greater wlhere ihe missiorn (and reform
)

.

advccates within the GOP and the private sector) can draw on timely
and relevant irnformation. The bold steps taken by the GOP in recent
months were based in part on the recommendations and findings of mis-
sior-funded studies, including IFPRI’s analycsis of ration shops fund-
ed under F3M and earlie: studies of fertilizer apd 2iliseeds policy.
This experience and cther work urder the EAN h:zc ziso demonstrated
the value of fcllowing up the analytic work v o3 seminars and pub-
lications as= a means of developing a ccnz-+ = among government and
pPrivate seztcr leaders. Under the ASSFT, AI{ znd the GOF will con-

tinue to draw on the EAN for analytic suppcort to identify the costs
and benefits of alternative reforms in the agricultural sector.

Finally, the EAN has proven the value of an informal network linking
analysts in a wide range of Pakistani research and policy institu-
tions. 1In addition to broadening the resources available to the GOP
for analysis of agricultural issues, the network has proven to be a
useful mechanism for providing training and technical assistance to
these institutions.

Despite this positive experience, progress in institutionalizing the
EAN within the Ministry of Food and Agriculture and building up the
analyiic capacity of MINFAC it=elf has beer slower tharn anticipated.



Consequently, the extension of the EAN under the ASSP will give
particular emphasis to establishment of a permanent capacity for
policy analysis of agricultural issues, based on both in-house
analysts in the GOP and improved abilityto draw on the analytic
capabilities of other Pakistani institutions, particularly
agricultural universities. Greater attention will also be given to
building up the capabilities ¢f the latter institutions.

At the present time, development of in-house capacity is expected to
continue to emphasize strengthening of the Directorate for Policy
Analysis in MINFAC. The ASSP evaluation at the end of the program’s
first three years will reexamine this decision in preparation for
extending the EAN activity into the 1990-92 period. If institution-
alization of policy analysis capacity within MINFAC continues to
lag, consideration will be given to broadening the institutional
base to include other institutiens, or otherwise redesigning the
program to strengthen it institution-building impact.

Under the EAN, institution-building activities will include
provision of long- and short-term technical assistance, U.S. and
in-country training (with a strong emphasis on the latter),
development of economic research facilities through provision of
computers and libraries as well as improvements to the physical
plant, and other assistance.

3. Posi-1987 Ecconomic_Assistance Requirements for Economic Analysis

The proposed strategy for the EAN Project after 1989 is based on the
fcllowing assumptions:

a. By 199C, the Directorate of Agricultural Pclicy (DAP) will
employ a staff of at least 15, of whom at least 7 are staff
economists or directors;

b. By 1930, at least one-half of the DAP staff are in the GOP
civil service;

at least 5 major sector-ievel policy analyses are
d under the EAN research program;

ct O
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4. Local eccnomics training through applied economic analysis
workshops and seminars will continue to be effective; and

€. MINFAC will increasingly recognize the value cof the DAP and
rely on the DAP for most of its policy analysis needs.

By 1980, the DAP will have evolved to become MINFAC's primary sup-
plier of relevant, credible economic and policy analyses. During
the next three years, the DAP will develop three major research
programs: econcmic analysis, price analysis, and farm management.
These programs will be developed throcugh support from the EAN PLA
and concentrated technica! assistance from a long term expatriate
DATF Adviscr. whc willi be fielded in the summer of 19587, During
1%36-83. the EAN will continue to be strengthened through a series



of applied ceconomic analycis workshops and financial and technical
‘assistance to EAN studies conducted by cooperating EAN institutions.

‘The accomplishments of the EAN Project through 1989 will set the
stage for the maturation of the DAP and the EAN during 1989-1994
Much of the ressarch to be conducted after 1989 will use data col-
lected by the ADC on agricultural prices, inputs, market linkages,
labor, machinery, costs of production, and trade. Most economics
training will be implemented through local applied economic analysis
worxshops and seminars because of continuing difficulty in placing
participants in overseas academic programs. When necessary, EAN
studies will suppiement ADC data with rigorous, narrowly defined
economic surveys of agricultural producers, households, processors,
and marketers. :

The analytical capability of the DAP and the EAN will be further
strengthened by an adiiziornal &8¢ advanced microcomputer systems and
five econcmic researcn libraries. In recognition of the premier
role of the DAF az MINFAC's policy advisor, a permanent DAP office

owplex wiil te constructed for the GOP. Three long-term expatriate
advisors will z=z:zist NIKNFAC ir strengthening the DAP's staff econo-
mic capebiliity, providing technical assistance to EAN institutions
and EAN rzcseerch projects, and coordinating local training programs
for workshops and serninzrz. About €0 person-months of short-term
expatiriate techrnicz. zscistance will be supplied to assist the EAN
and the DAY <o inmplerment specific studies. Most of the technical
assistancs wil. te drawn from local expertise: 300 person-months
cf snori-tern consu_tancies, and 1,800 perscn-months of research
sugpport. The ercx teG cost ¢f thes donor assistance required for
these activitize summarized in Table [.6-111. A detailed budget
by project vezr is ~wrZ2d in Table V-1 in the main text.

TABLE T1.8-111

Efi Froi=2t Donor Assistance MNeeds For 1989-1995

I AMOUNT COST
I. LIl I Azsiszanioe $ 4,738,000
£ Jirnr Term o Ler:oosi 9% * rson-Months 1,540,000

5 Tooniris ZrTulie: =T ,buules 3,198,000

: Loozl Torsulitants 346 Ferscon-Months 807,000

Z. Short-tern Exp. Adviscrs 60 Person-Months 951,000

K Local Starff Suprmort 1,820 Person-Months 884,000

R LZocal Iniirect Costs 556,000

II. Commodities 2,370,000
A. Computerz/Scfiuzre B0 Systems 720,000

B. Cifize Egquipmsnt 250,000

C. DAF $ffize Corstruction 400,000

Z. Economic E=search Libraries 4 (3,000 vel. @; 1,000,000

iII. Cperzting Expensez {est.) 208,000
TOTAL CCST (without inilz-tion cor contingencies) $7.316,000

|
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Below are specific activities planned under the EAN component.
I. Technical Assistance

i el SR I e e -

A. Long Term_Expatriate Advisors

Two long term advisors will be assigned annually to
strengthen the DAP’'s capability to conduct economic analyses and
monitor the EAN Contract Research Program, strengthen the economic
research capabilities of key EAN cooperating institutions, such as
the University of Faisalabad. and assist EAN cooperating
institutions in conducting contract research in support of the EAN
Annual Economic Research Agenda.

B. Economic Studies

Thirty studies (five studies per year) will be contracted
to cooperating EAN institutions. Each study will bpe designed to
support the EAN Annual Eccnomic Research Agenda. The studies will
focus primarily on the following issues: sector analyses of
specific commodities, sector analyses of specific agricultural
resources or inputs, trade policy, investment policy, regulatory
policy and marketing policy. Each study will generally be funded
for four to six months. In no case will funding be provided for
more than rine calendar months after a contract is signed.

The ann.al technical assistance support required for these studies
will include 50 person-months of local consultants, 10 person-months
of expatriate short term advisors, and 200 perscon-months of local
research staff in the DAF. The local research staff will be mainly
responsible for providing MINFAC with briefing papers developed from
the results of the contract research studies.

Ii. Training

A. Local Workshops

Four arplied economic analysis workshops are planned
annuaily. Tre prime topics of these workshops will be applied
ecoromic aral.rsis, agricultural marke-ing, econometrics, agricul-
tural policy, and international trade. Each workshop will consist
of approximately 17 training days over three calendar weeks. The
estimated costs of per diem and transport for over 100 participants
(20 per workshcop) is $385,000 the first project year, increasing at
five percent per annum thereafter.

B. Local Seminars

-~
i

wo special local agricultural policy seminars are planned
annually. Each seminar will deal with key agricultural policy
issues that have been analyzed during recent EAN contract research
studies.

- 1.6-9 -



C. Local Instructors

All workshops will be conducted by local instructors who
have been identified and trained during the initial phase of the EAN
project. It is estimated that local instructors will be engaged for
approximately 49 person-weeks per year.

D. Overseas Study Tours

The first phase of the EAN project did not include
responsibility for overseas training. In the post-87 program, it is
anticipated that the EAN project will implement an overseas study
tour program to suprlement local workshop training. Study tours
will include workshops and customized short term research training
programs with US agricultural universities.

Doring the first year of the post-87 program, 80 micro-
computer systems based on the Itel 80386, or later microprocessor
technclogy. wiil be distributed throughout the EAN to supplement
iBM-FC/AT swvestems surpiied under the first phase of the EAN
project. Each microcomputer will be supplied with standard word
realsheet atabase, graphics, and econometrics
homi ter system will meet or exceed the
m>3T mainframe computer systems
tani. The estimated cost of each system
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D. Econzzic Reszezrch Libraries

three years of the post-87 program, four
ies will be established in the EAN. It is
libraries will be housed in the DAP. The
1 be located in each province in a key EAN

Each library will be provided an initial
GQG volumes. The cooperating institutions will be
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¢ the flocor space for each library. The estimated
5., library furniture and equipment, and

ilities is $1,000,000.
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4. Agricultural Data Collection (ADC) Project, 1986-89

The .gricultural Data Collection component of the FSM Project
will also be continued under the ASSP. The ADC is assisting the GOP
to modify the present agricultural statistics collection system to
develop a more accurate and efficient system based in part on the
area sampling frame methodology, but incorporating more traditional
data collection and publication methods as well. By the end of the
FSM Project, it is expected that the area sampling frame will have
been fully implemented in the pilot areas, but due to a late start,
a second phase will be needed to implement the area sampling frame
nationwide.

The objectives of the Agricultural Data Collection activity are as
follows:

a. Completion of the area sampling frame for the original
seven pilot districts (as revised; based on MOD
restrictions) and one district in NWFP and Baluchistan
(conditional upon the acquisition of aerial photography).

b. Complete at least one area survey for major crops in the
pilot districts.

0

Initiate a demonstration objective yield survey for three
major crops in at least one pilot district.

In the 1889-1993 periocd, the ADC should continue under the same
organizational structure as the 1985-839 project because substantial
work will remain to complete the national area sampling frame. The
primary cobjective of ADC will continue to be the collection and
publication c¢f basic statistics on agriculture. The area sampling
frame will be used as the sampling base for production statistics
and other major agricultural surveys, however, the project should
begin using several other methodologies in the collection of related
basic agricultural statistics. All data generated by ADC will be
made available on a timely basis to all users throughout the country
for planning and decision making.

The outline below shows the proposed structure of ADC for the Agri-
culture Sector Support Frogram.

I. Production Statistics
A. Complete national area frame
B. Initiate yield estimates for major crops
C. Investigate alternate methods for estimates on area

and yield of minor crops

Explore methods for providing interim livestock
statistics between census, and livestock prcducts
data, i.e., milk production and slaughter.

!
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II. Economic Statiﬁtics

Prices; farm, wholesale, retail

Price of index series

Cost of production and production inputs
Agricultura labor; including labor force, cost and
migration effects on labor supply

Land tenure

Farm credit, cost use availability, sources

Cold storage

On-farm grain stocks

Marketing

Agriculture market structure

Market channels

Marketing costs

Losses in the market

Transportation

Export-Import trade (monitoring of international
markets)

-

Q=N Q>

O QOO0 oCo

II1. Training

A. Foreign degree training

B. Foreign short-term training

C. In-country training

D. Statistical training institute

Iv. Technical Assistance

A. Long-term technical assistance
B. Short-tera technical assistance

V. Commodities
A. Vehicles
B. Computers, 100 microcomputers, 1 mainframe
C. Miscellaneous: textbooks, training equipment, office
equipment (typewriters, photocopiers, etc.)

VI. Aerial Photograrhy

A. Pheotographic lab equipment
B. Nationwide aerial photography

- 1.6-12-



The table below showe estimated cost for the ADC activities.

Table I.6-1V
Estimated Costs for ADC (1988-1993)

A. Technical Assistance 4,723,000
1. Long-Term’ 2,503,000
2. Short-term 2,151,000
3. Long-term (in-country) 51,000
4. Administrative Support 24,000
B. Commodities .%$ 13,806,000
1. Vehicles 931,000
2. Computers 1,080,000
3. Miscellan=eous 1,545,000
4. Aerial Photography 8,000,000
5. Laboratory Equip. 2,000,009
6. Training Inst. Supplies 250,00vu
C. Operating Expenses 2,231,009 2,231,000
TOTAL_COST_i{without inflation or contingencies) $20,766.0C0

Table V-2 in the main text provides information about the estimated
expenditurez of ADC in each year.

5. Posi_Harvest Maragemert_ (FHM)

Some of the activities of the PHM component of the FSM project,
including techni~al assistance and training for storage management,
will continue: =2 a smaller scale under ASSP. In adadition, with the
GOF planning t¢ convert the existing bag handling and transportation
of wheat system into a bulk handling system, a $45 million pilot
proiect exploring the feasibility of instituting a bulk storage
system for the handliing of commodities coming in-country under the
CIP component of ASSF will be initiated. Specifically, a pilot
project will b= undertaXken to determine such facts as existing
constraints. operating costs, how bulk transport would function, and
how the operations of a bulk system could be adopted within the

current svItenm.

that the pilot project would be impliemented by the
ai Storages and Services Corporation (PASS5CO}, a

sponsible for the procurement and storage of
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to assist SEC2. nvitational study tours 1o observe bulk systems
of other zauntriez would also be helpful. Comprehensive incountry
training would bLe available to management and operatior.al staff of
the prcposed facility to vnderstand the fundamentals of bulk grain
storage, inventory control, quality preservation and overall
maragermenrt. Eguipment for the pilot project, including installation
and allied civil works, would also be required. A complete plan of
work analyzing in greater detail the parameters of the proposed bulk
storage pilct project is currently underway. Resuite will be

evaluated for passible implementation under ASSE.



ILLUSTRATIVE LIST OF GOP INSTITUTIONS
FROM WHICH PUBLIC SECTOR SCHOLARSHIP CANDIDATES
WILL BE IDENTIFIED FOR ASSP TRAINING

Sr. Name of Iinstitute
Nc.

MULTI-DISCIPLINE WITH EMPHASIS ON_FIELD CROPS
1. College of Veterinary Sciences, Lahore.
2. NWFP Agricultural University, Peshawar.

3. Sind Agriculture University, Tandojam.

4. VUniversity of Agriculture, Faisalabad.

5. Agricultural Research Institute. Sariab, Quetta.

6 Agricultural Research Institute, Tandojam, Sind.

7. Agricultural Rerearch Institute, Tarnab, Peshawar.

8. Arid Zcne Research Institute, Quetta, Baluchistan.

9. Cereal Dicezsec Resesrch Institute. Islamabad.

10. Commcnweaith Institute of Eiological Control, Rawalpindi.
1:. Directorate of Land Reclamation, Lahore.

1Z. Directcrate of 3¢il Conservaticn, Punjiab, Rawalpindi.

125
W
o

rainage and Eeclamation Institute of
Fakistar.. Lztifabad. Hyderatad.

14. Pakistan Councii for Research in Water Resour~es Islamabad.

18, Irrigation Research Institute, Lahore.
i€. Cereal Cropes Research Institute, Pirsabak, Nowshera N.V.F.F.

17. Maize and Millet Research Institute, Yousafwala. Sahiwal.
18. Oilseeds Kkesearch Institute. Faisalabad.

ist gricultural Kesearch Council, Islamabad
(National Agricultural Research Center)

20. Plant Protection Institute, Faisalabad.
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21. Ayub Agriculturél Research Institute, Faisalabad.

CROPS
22. Rapid Soil Fertility Survey and
Soil Testing Institute, Lahore.
23. Rice Research Institute, Dokri, Sind.
24. Rice Research Institute, Kala Shah Kaku.
2 Sind Horticulture Institute, Mirpur Khas.
26. Soil Mechanics and Hydraulics Laboratory,
27. Scil Survey of Pakistan, Lahore.
28. Vegetable Recearch Institute, Faisalabad.
29. Water Quality and Soils Monitoring
Directorate, Lahore.
30. Wheat Research Institute, Faisalabad.
31. Barani Agriculture Collage, Rawalpindi.
ANIMAL HUSEBANDRY
32. Directorate of Wcol,Hair and
Mutton Froduction, Punjab. Multan.
33. Fine Wosl Sheep Farm,
Sarai Karishna, Mianwali.
34. Kamori Geat Farm, Khudabad, Dadu. Sind.
2&. Livestock Development Research
Farm for Kundi Buffaloes, Rohri, Sind.
2€. Livestock Experiment Statiorn,
Angora Goat, Muzaffargarh.
37. Livestcck Experiment Station,
Faziipur, Dera Ghazi Khar.
38. Livestock Experiment Station, Hasilpar.
33. Livestock Experiment Station,
Jaba, Mansekrra, Hazara.
40. Livestock Experiment Station, Karachi.
41. Livesiock Experiment Station, Khairimurat,

- I1.6-15% -
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317.

Livestock Experiment Station, Khushab.

38. Livestock Experiment Station,
Naibisar Road, Tharparker.
39. Livestock Experiment Station,
Qadirabad., Sahiwal.
40. Livestock Production Research
Institute, Bahadurnagar, Okara.
41. Poultry Research Institute, Karachi.
42. Poultry Research Institute, Rawalpindi.
43. Red Sindhi Cattle Breeding
Farm, Tandc Mchammad Khan.
44. Veterinary Research Institute, Lahore.
45. Veterinary Research Institute, Peshawar.
FORESTRY
46. Pakistan Forest Institute, Peshawar.
47 . Serisuliure Research Laboratory, Lahore
48. Silvicultural Research Division., Hyderabad.
45. Jiivicultural R=search Forecst Division, Lahore.
FISHERIES
50. Directorate of Marine Fisheries, Karachi
5!, Fisheriez Reszearch Institute Qadirabad, Gujranwala
§2. Avomics Energy Agricultural Research Centre.
Tandslam, Sind
82. Nuclear Institute for Agriculture and Biology, Faisalabad
54. Nuclear Institute for Foad and Agriculture, Peshawar, (NWFP)
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ECONOMIC INSTITUTIONS

55. Peshawar University, Center for Applied Policy and Economic Studies
(CAPE).

56. AJK University, Muzaffarabad, Department of Economics.
§7. Baluchistan University, Quetta, Department of Economics.
58. Punjab Economic Research Institute, Lahore.

59. Institute of Development Studies, Peshawar.

60. Pakistan Institute of Development Economics, Islamabad.
61. Appliea Economic Research Institute, Karachi.

62. Gomal University, Dera Ismail Khan.

63. Bah-ud-Din Zikria University, Muitan.

64. University of the Punjab, Lahore.
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ANNEX 1.7

e et S e e et b S

Increased Congressional concern reg:.ding potential trade
competition between U.S. and developing country agricultural
products makes it appropriate to give special attention to this
issue in the design of a sectoral assistance program such as the
ASSP. This annex discusses the potential for “"significant impact on
U.S. exports to third countries” arising from ASSP activities, as
defined in AID PD-15.

The primary emphases of ASSP-supported activities are to
strengthen Pakistani food security and to assist the GOP to put the
agricultural sector on a more efficient footing by increasing the
role of the private sector in marketing and processing subsectors.
As a result of these emphases, the majority of the program-supported
activities will be directed toward increasing the production of food
crops (basic grains, pulses, and edible cils) for domestic consump-
tion, and to increasing efficiency in the agricultural sector in
general, in line with Pakistan’s comparative advantage. Consequent-
ly, the program is not expected to result directly or indirectly in
an increase in agricultural exports that would have a significant
negative consequence on U.S. exports.

The situation with regard to crops and livestock products of
special concern may be summarized as follows:

1. Basic Grains

An expansicn of the private sector role in wheat marketing and
processing wiil be a major program emphasis. While this shift is
expected to increase efficiency in the sector and promote product-
ion, it will not have a significant impact on U.S. trade in wheat to
third countries. Pakistan is currently approaching self-sufficiency
and, due to the variability of local production, may export small
quantities in some years. It does not have the capacity to become a
major wheat exporter, however, and current projections prepared by
IFPRI indicate that the country will continue to import wheat in an
average year through the end of the century. Moreover, the lack of
adeguate grading procedures and export facilities makes Pakistani
wheat ur.competitive with the output of the U.S. or other major
exporters. The program is not expected to have an impact on exports
of other grains, such as rice; indeed, the rationalization of agri-
cultural prices encouraged by the program should lead to phasing out
of the current policy of subsidizing exports of low-grade rice.

2. Ekdible Qils

Pakistan is currently a major importer of edible 0ils, in both
processed and unprocessed forms, and its dependence on international
markets fcr supply of this basic food commodity is increasing.

There is efiectively no possibility that Pakistan will become an
expcerter of edible 5ils for the foreseeable future.
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3. Sugar

A similar situation exists in the sugar market. Pakistan is a
net importer and despite the current subsidization provided for
local producers, is likely to remain so indefinitely. Increases in
local production are not likely to keep pace with the rapid growth
of domestic consumption that has accomparied rising incomes.

4. (Cotton

Pakistan is a leading cotton exporter. No activities designed
to increase Pakistani cotton production are envisioned under the
ASSP, and none will be undertaken without a thorough review of any
potential for significant negative impact on U.S. exports. Given
current prices on international markets, a rationalizaton of
Pakistani prices relative to world levels would result in decreased
cotton production and exporis, rather than the reverse. Removal of
subsidies on domestic mills, a reform to be sought under the ASSP,
will have a similar impact.

5. Feedgrains and_Livestock Products

Pakistar’s livestock industry is currently constrained by a high
import tariff on imported feedgrains, which has particularly
restricted the import of high-protein feed components, such as soy-
beans and other products for which the U.S. is a likely supplier.
The ASSP will premcte removai of these tariffs, a major barrier to
agribusiness development in Pakicstan. Analysis of the domestic
poultry industry indicates that Pakistan is not currently a price-
competitive producer for exocrt. even for nearby markets such as the
Gulf. Consequently, no potential for competition with U.S. poultry
exports exists at the present time.

6. Other Produc:s

No other agricultural c¢r agribusiness products have been identi-
fied whers ASSP activities in any way promote increased Pakistani
production that could have a significant negative impact on U.S.
agricultural expvorts to third ccuniries.
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