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It is not often that ono Is called upon to work for' a proj(:lt.;'
as fasclnatlng as the AtCjhani:stan Agrlcul tural Sector Suppo,'"
l)roject (ASSP) I on h:u nos cUii dIverse iUI letters ot crad it.
lCi"se financing, seed produ<:tion and the diffusion of ne~

technology. It was a pleasure to .npond an intensive period
of two wt:&ks vith some altha most competent professlonalu
that I have come across, in a chargod atmosphere in Which thu
demand - alway!..; nnd overy day - was to produce practica J
ideas.. It is with deep appreciation for the insight:.
oxperience and energy flaOf:l which I t.)cm~fited thai',: I wish tv
thank. Don Mickelwait, David adJ:dnor, Roger Poulin, Taddy
Yiberta, John Soden, Oavld ft .. and o/ArOlRi.:Pfor making tids
assignment. possible, fruitful and pregna.nt with possibilities.

'l'arlq Husain
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This preamble oxplains how t~he original Scope ot Work tor thl::"
~Hj;$i9nment get modified into tho preuent report. In the tindl
.'Iilalysis, all the specific items listed in the SOW have lH,H.::h

,HSdraGsed in th ~,.. report, but thil?Y have a 1so been morl if i cd j n \If j .,aji

,.u the II fel t t1£H!ds ll oxpn..H1sed by projoct: management dur iruJ Uu;c

'H~,3iqnmcnt, in l'oshaWilt'. "rhus, riot(Hi Uo. 2-5 and Notl'; flo. "' hd'b..:
t licit" origins in the SO\.J. Hote tlo. 6 t"H:~i<Jiniltod with d sU9yesl .'~~il

% rnm Roger Poul in; it diso ",~ddn:HH;cs the n,~od, exprc!.scd it t a ~it t:l f r
.J".,:'ctinq on July 31, ro.' specific infonlli\tion n::!(juin"d for Atll' dB,'

l;;l... "j'he attachment to th is report: (on in forma 1 f blitHe I.d
.,.cchanisms in pakistan) C(.~,'h2: abolht at the request of David Gar..J'h:~

'rhe specific lilSks or the '}"rade and Hark,C1tlng Advisor 1 istc,l
HI the SOW arc 5how41 hU!OH, to<jcthCl" \Jith lndicatiohS of how UH;l
'~.crc modified durinq thO' course of the assit;jnment.

i. Oefine the factors '..;hich affect prir;cs of major commoditic:~

in Pak-Afghan trade.

It was agreed that the project' s major" operational interest
'Was in getting at crIteria and methods for determining prices,
r~bates, and the cost of providing financing at which inputs waul.'
tiow into Afghanistan. CUe: t:ott;~ tlo. 5.)

2, Assess th~ potential for establishment of an in-bond transit
facility tlu~ouCJh Karachi parallel to the existing ont:
controlled by the Kabul government.

This item was addressed in terms of the broader set or
possibilities for transit trade through Pakistan, and the efficacy
ot involving the private sector as an alternative to pUblic sector
or quasi-diplomatic channels. eRe: Note No. J.)

l. Review the conditions, capacity and potential of the traders
in import-export trade.

It. was felt that the combina'tion OF private sector 'traders and
appropriate financial i1ilCchanisms offers the best prospect tOt'

facil itatlng trade under the mandate of PSA. Appropriate financi'lOJ
mechanisms working to tllis end were examined (in Note NO.4).

... Project long-term potential for foreign exchange earnings £01

Afghan imports based on likely macro-economic changes under
varic,us scenarios of repat:riation of refugees, growth in
economic activity and trade in Afghanistan.

It was agreed that foreign e:xchange perse was not a constraint.
on trade; it does, however, facilitate dealings with offieldl
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('lfJonci.es, for whom it is a <:tollstraint. '"1"his i1l."(juhlent is explaIned
in note }~o .. 2. In case the In"oject is still 4ntcre&ted in foreifJ'"
...rX"'h,,ulge projectlonu , thOtH.1 could be conntructod in-house using t.hu
l(oh•.H"t llathan-Louis nerqtu' utudies prcpal'wd \.Hider cont):ac;':;. .~.

'1.)/ AII>/HEll ..

~.. neco%nmend torms of l'cferenCE:i for a special study to identj ty
and analyze market structur~s, systoms ot trade and chann~Ju

of distribution of cross-border trade ..

Based on an understanding ()f immediate project priorities,
suggestions are made in Note No .. 7.

'l'he thrust of the modii-feat.ions and additions suggested 1Jil
project management is to make the report more operationally
ol':ented than it would otherwise have been .. Only Uote tlo. 1 dCdl:i

\.lith what might be considered stt·ategi<: issues, and it can IJ'"
incorporated quite readily into the new Plan of W01:'{ for th~

project ..
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This note is not specifically called for under the Scope of
WOl~k of the Trade and Haxxeting Advisor. It prov'ides an input in
planning ot" rationalizLJ~J the overall strategy for ASSI). It
examines the rationale ".")r PSA interventions from a number ot
concertual and empirical p. cspectives.

By itself, this is an incompl~te note. It ends at the poInt
from where one or two additional steps are needed to arrive
loglcally at the Plan of Work of 11SA and the specific line items
in t.he, ASSP budget. since this note was written at the same time
that the Plan of Work and budget were being 9repar~d, incorporatinc}
the note into the operat..ional documents should not be a proble1n.
There might be value in complctln9 such an exercise in-house before
!:valuation.

An international trade economist taking a macro perspective
...·u\&1d say that trade depends on purchasinq power (incomes) and
differences in prices. 'I'he pric.~s that are relevant are local
l~rices, adjusted for real e~change rates; thus, exchange rates are
~"11S0 relevant to trade. Since incomes, prices and exchange rates
dre determined in markets beyond the control of a small nUMber ot
individuals, a macro perspective would suggest that projects sucla
ati ASSP have no rationale in terms of trade enhancin'J
interventions.

with a different sort of argument one can establish that ASSP
does not really have a role in providing foreign exchange, because
foreign exchange puu is not a constraint on tradd. The thrust
of this argument (laid out in greater detail in Note No.2) is
that: (i) under and over invo~cing, and informal mechanisIUs such
as Illmdi (or hawala) make official controls largely irrelevant
(albeit at a cost to traders); and, (ii) in Pakistan, anyone can
legally remit foreign exchange through the banks using the Foreign
Exchange Bearers Certificates (FEBCs).

3. Tbe Resi.lience of rnformal_ By'stems of~,ading and FinAnce

A quick review of the first Nathan-Berger Cross Border Trade
study would suggest that the existing systems are generally fina,
in good shape structurally, and can easily accommodate increases
in trade. These findings are repeated in the Phase 2 study by
Nathan-Berger.

The trad ing system is old and establ ished and has shown
resilience in the face of successive stresses, including war, the
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virtual closure of official sources of financing trade, and the
closure ot the Torkham-Knbul route. 1\he infol~maltradlnq systc~

i:J the source of this re~,d.liencc\! and prob.ably domInates offi,::iuti
trade by a magnitude of about five or six to one.'

wrheUaDsport 1!Y.tJtmn is also structurally f.ine,:Jnd exiutih"J
tl"cUlsport facilities (particularly trlJCt~ti) arc probably IHhh.:.
ut i 1 ized. Where roads have beEnl dilmilfJod by the t.Jin:, ttlC »v~·o B
s\'stem has responded by building alttH<flab::t r:outes and c:hanJiwJ
higher rates, and BO tr'adc has continued, albeit at a hig1.er (;OilS,

Of course, repairs and reconstruction drc nceded, but tth\l .-..
IH'csumably the mandate of other ilgencics i'Hld projects othe:-t' th'Hi
ASSP.

The financial system underlying cross border trade is largoly
se 1 f Busta ining and depends on trust and establ i shed i of OL't,~,~ 1
n:lat·ionships. The /hundil syst,em with its "bills of e:<chan'jt.;H
t.lei '.itates capital flows accompanying the movement of qu"AL;.
'!'a:adors and /hundi/ merchants are lacgel y scI f f.inanc~d. 'Hw
cxchange risk created by a fast depreciating Afghani is covered 1//
denominating prices in Pclk Rs or the US dollar. 'rraders do fie,.
feel that Capital aVi,ilabj! it~l is a constra int on greater tLhlc.

Most of the problems that exist are due to war, uncertaihl'j,
iiidCl.·O policies and institutional factors - and AID/REP and pCOjt;; •. f

level interventions '~dn Ildve 1 itt.Ie impact on such factoL's. ·ll .. ~

lil~'ljor macro constraint on inct-easedtnlde is the low pur·chi,a;,,;Jh"
power inside Af<Jhanistan. P(;;~:haps the only project l,,::vo.: i

intervention that is imp} ied b}' the Uath .n-Berger study 1;; \t".:

l"cpair and construction of roads.

4. What P8A Cannot or Need Not Do

Let us summarize the factors influencing trade that do not
pr~vide a rationale for intervention by PSA:

o PSA cannot influence trade through macro economic variables
such as incomes, prices and exchange rates;

o PSA cannot do muct~ to influence GOP and official AfeJhan
policies on duties, taxes, interest rates, import controls and
other elements of the regulatory framework;

o PSA cannot intervene as an engineering project to rehab!l i tat:t:
damaged roads and related infrastructure.

o The case for PSA focusing on foreign exchange as a constraint

1These magnitudes relate to trade in agricultural inputs all.t
commodities with and through Pakistan.



on increased trade is weak (this ntatetnent Is pursued in note
tlo. 2).

croatinq opportunitios tor arbitrage by the privAte sector:
The only justification tor ASSP/P8A?

The price differential that qencratestrade is that which
excaeds transportation cost and the cost of other transactions
(including the cost of capital, the return to entrepreneurship,
storage, bonding, transit costs, normal profits, etc.). WO can
think of a unified label for all these costs, and call thetUl
"'I'rading Costs." Any time that prices in two loc... tions differ by
more than the trading costs, traders perceive an opportunity for
arbitrage - by buying whore prices are low and selling ~here they
are high. Any entity that can reduce trading costs can creale
opportunities for arbitrage by the private sector. It does not
hdve to involve itself in tradinCj - all it ncce,; to do is create
aI' arbitrage opportunity, a price differential between two points
t.hat exceeds "Trading Costs. II 'rraders in hot. pursuit of the rup~c.:

will do the rest: they wi 11 move goods from one place to (.lnOUlCI~

in pursuit of profits.

A project can create arbitrage opportunities not by affectir.'J
prices (which it cantt) but by influencing trading costs (w}~ich it
can). The or-ly limit to this kind of intervention is a practical
one - the availability of human and financial resources to reduce
costs through a combInation of imagination and sUbsidy.

6. ~t 11»4 of Trading Costs are Relevant for ASap?

categorizing trading costs as elements for intervention by
PSA: opportunities for arbitrage.

There are many ways to categorize opportunities for
intervention by PSA. One way is to empirically identify the kind
of costs one sees as important, and then identify likely
interventions (and corresponding budget categories) for PSA. f.!:om
the point of view of a trader I a preliminary categorization of
costs might be as follows:

Cost of Procedures:

o the right to import and export legally;
o the cost of obtaining procedural approvals;
o the cost of having procedures changed.



QutitD.. ood TaX!lQ:

() offIcIal Pakistani dutios and taxes;
IJ unofficial, local taxes inside Pakistani Tribal Areas;
~ unofficial local taxes inside Afghanistan.

() for finding non-tradi tional products for which demand has IH.H.H.

recognized by traders;
o tor t inding new tr(ld inC) partners in order to respond to f)1<.:'<;

products or new institutional arrangements.

CQ$t. of. Ciipital:

o the cost of obtaining capital in imporfect/distorted markets -
hiqh interest cost in the in!:or.nal sector, and hicJh

transaction costs in the formal secto~.

Risk:

o the cost of risk that cannot be pooled.

12amage to Infrastruct~:

o the cost of transport when infrastructure has been severely
damaged by war.

corresponding to each of these costs there is, in principle,
an opportunity for intervention by PSA. corresponding to any such
intervention there is, in ~rinciple, an opportunity for arbitrayc
uy the private sector.

If this line of thinking yere to be continued, one would sit
down with project staff, go Lhro,l~gh each of the costs ldenr i J- i e.l
above/ and decide what kind of interventions are important and
feasible. The result would be an analysis that would bridge th~

gap between this note and the operational (or work) plans of ASSl'.
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The Scope of Work tor the Trade and Marketing Advisor incl ud•.:d
the following item:

Project the long-term potential for foreign exchange earnlny~

for Afghan imports based o,n 1 ikely m,ficro-economtc ChiH.t!J':~

under various scenarios of repatriation of refugees, qrow\ ..
in economic activity and trade in l\fqlHHlistan.

In consultation vith project: management during the courSj:: fJ'f

Uh~ assIgnment, this item wau dO!ip...... tchod in two ways:

i) By demonstratinCj that foreign exchange per Sf! is fH)t .l

cunstraint on trade between Pakistan and Afgh,anistan, t.hough it flHly

he a constraint on orf icicll trade between Afghanistan and ttl j, ,.

countries, and it may be a useful device to facilitate arrangemenlti
with official Pakistani organizations.

il) By suggesting that ASSP could use available data to carry out.
in-house projections of foreign exchan~Je avallabil ity tor
Afghanistan. Since the tvo wee:k assignment called for severa I
top ics to be covered, it ~I id not leave much time to devote tid'
detailed projections of foreign .axchange under various scenario;; "1

ASSP can, however, work with t""o of the Nathan--Derger repOl"t ~
prepared fOl- O/AID/REP and construct vari.ous scenarios for fore i'Ju
exchange earnings.

t

For the purposes of "ssp I the SUbject of foreign exchQn'J~

ava ilabi lity can be understood wi ttl rt;ference to thri:ti:!
perspectives: (a) the macroeconom:c importance or irrelevanca 0t
exchange controls; (0) the w".>lLkings of the informal tore jtJH

exchange market; alid, (e) the availability of official channels It,,"
foreign eX("'ha.ngt~ transact ions. trhose three aspects are d i scu::;::>~ .•
below.

2. A Kacroecol'\omic Persp-cotive on Forelgn. Exoha.nge Availabi 1 i ty

At the beginning of Hote No. 1 we noted the macroeeonomicti
perspective that trade is detl~rmined by incomes, prices cUt.1
exchange rates. I f that iti the case, then why is fore 190 eXChc:HI-J<.:
dvailability a constraint? It could be a constraint if impoJ·l;.,
have to be paid for through offi.cial exchange control systems iu
Pakistan and Afghanistan. Dut if everyone in the trade knows abOuL

lThe study on cross border trade provides estimates of both
official and unofficial trade, while ~ the macroeconomic databa5&
for Afghanistan contains official time series on balance of
payments and the external sector.

I



exchange controls, they also havtil the op!>ort:unit,y 't('~ tl~.;ur4» (jut v.
way around the controls. It would not be Burprlnlng, ther.for~.

i f empi r i.cal studios found o)(chango'1ontrob.itt() be 1 t"rele'/ant .

Indeed, a rec,nt mUlti-country IM':-, rosea,r(~h report lH:'::PiU"ftJd
l,,,y tvo economists found that capital t'lo\JS «lcrC)SS offl •.du,d
,,:CJntrol S as if the):e woro no controls! rrher."c 16 altn:O$jt(h:lJ:'til;':~;'"

hlobllity of cal;.ital across intlltrnatlonal bounda,ries j even \Jhr.Uv

thuro are exchange control s. ~rh.a authort; attribut.ed this find f.H6J
to the mechanisms of under/over lnvoicing <un! the sUbstantJ 411 ~J.l,'-l'

of transactions through the infoll'mal market for fOt~e 9n e:«,;hd'r.~9.':

(in Pakistan and Afghanistan, th4:! IIll/kJi or Iww(l!(1 system).,

These mechanisms arc stfltndard ways for trnders to accomv1Jbh.
two objectlves; (a) put aside foreign exchan98 overs~as f(~r futur~

transactions; and, (b) reduce taxable income by deflating the valdb
of overseas sales and inflating the value of imported inputs. ..~

this report, we are concerned with (a).

To begin with, wo ci te a finding from the nathan-Berger stu..!"
of cross-border trade that. sugge:sts that only about one-'sixth lu
one-fifth of' Afghan tt-ade in (lcJricultural commodities goes thl',.H'>Jh
official sources. "'he bunr. of the trade qoes tln:ough intonll~d

tiyti tems. 'rhe infol'uld 1 sytittiJ1jj of foreign e:·u:!hcHlqe hi not dc~H.a. i I·~· "I
in this note but is outlined in the attitchnu:nt on th~ int(Hh1,d
financial sector in Pakistan.

Within the official category, there appears to be substantial
under invoicing of exportb fro. Afghanistan. dy one account, lr~is

could be up to the extent at 50 percent. ThUS, ofticial impoctu&ti
in Afghanistan are having their suppliers pay a significant part
of the foreign exchange into ove:rseas accounts. This reduces the
effectiveness of exchange controls and the availability of forE:i<ju
exchange in the official system. but it puts foreign exchan90 at
the disposal of private traders over and above the am.aunts that can
be officially sanctioned.

-I. l'oreign Bxcbange Bearer q£.rtlliQat;§s (1?BQcsl

Foreign exchange and other income that is put by traders
beyond the reach of tax author:ities is part of what is called
Itblack money" in Pakistan. So:me years back the Government or
Pakistan enacted a numbec of measures to Uwhiten" black ll:1oop:,': it

2Mohs in S.. Khan and Uadeem u1 Haque, "Capital Fl iqht r nJjh'li

Ueveloping Countries.," Fimlllce & Development, March 1987 ..



otftred financiAl instru~onts (as pa~t of tho naLlonal dobt) to thu
.~ubl h: thClt could bo PlU'(,::'H'it1'ad afl.~ l:t'6dnd ,11th no cluostiorui «t1l.i~aJ:I1L

0''':1 t~uch Instru£Qc 1\C j s tha f'orQ.hJu Ex{~han(Jo~lfHU'Ol' C(H"tl t I (J~!i·.lu;f"

(ffOCu) I lesuedfor oit fa'(;i(:f \1«lluo donOt;~irHlt(Zd hbfUpCC!l otHld f rti:;tt r't
~'vdVOl·tible int,o r't: n:dqo n~"chun~J'Q.. "rho r' t::nCti can ah},) bo UGC1il lin»
Cliill ~at"'H~'al to 01>t;a1n lotuh,l; fl"Ohlll P,lkl6tani l~iH~~~!i" 1'ho aval labi ~ tit "I
'i.H fEnes ttltlkcs It !).;)t;siblu t;..;, ob~:din i<H'chJu (lxcha.nu:;c eJin U(.Hl!''''hd dV

h,»'iul"lni bi.oks dnd l·ur~il it, ovenHh;t5 throHlJh 1~(Jdl c;lhlhH,,>tld.

"r'he PEDes ha'ie on tlt"<tldlnq in rGH;ent. ri~o;r)ths ut. it dolliu-tlljl-
n'l~~i(.l! v",h.lo thllt L ,)eht.nt'dlly fb-"J IJ;Ol:"conl tlt,O./J {::h... ::.:.1 ie h".d
Ch...:I'iUl(l'e I~ate.. ~rhhJ." .,~I·(H1l';\jm,c!ln inl(:ludc.t~ tl'~ln;;Htfi~t~ion (;O.,jt~J jn~;~H ,' ..~,f
a.. ,.t t,he doa let'.. A n,)\unl the t h)ijQlt' lIujj if tho p't"cmd. ur~ hU;I:<i.h'llllo:a l • .,
dholll: 9-10 per.r;:ent iii l"d!lI){1/i"j!;(tLO tht:1 dOll'HHHl 0.[ thO:H~ buyL hI';
foreign exchange before procaedlng overseaq.

A trader int.ndin~ to U9~ official channels for his imports
hii9 tu obtain a, ~ ~ttur uf C»:e'HIl: (LC) t'l"O\IU b hank ['or.· doiru] so.
Rn Pakistan, ttl i:& n.".i(ju.i r{';n the ill' lot' IHH"lr~i:uslon of the Ch hd
Contl'o11 or, I=P()I~bl and t!~\ip{,Hrts (eel £'f.~) UH·()~t(Jl': an .im~ort 1 i c,:n~j,:~.

~ n essence, the i f.!lP01"t I i cc:nac ~J.i "lOti t:!;:o ~.~ 1nl,(h;: 0 f parmi s. 'i ion: ( rt ,

th'tl rhJht t.o it~port ~ .good; dod, (b) t.ha i~hJht to cla:b.... forli::i'J~'

,~x'l..:han(Je from the St<tlte Blink O';~ l>liiiklstIl.Hl. In itdditlon, an LiI,;
pt'ovides the tr(1(hn~ with cr(tdit thri(Jurjh f:h'l\t official sy:;;t~w,.

Together.l' the ittJpOl't J iccnse and the l..C tiillt;'i~ CiH~C of penr»iss i on to
hnport goods, to buy ton:dqn exchanrJe, lHtd to obtidn cL.odit~.

Of the three elm::nents, onl}r thH ri"Jht to import ~f"\uld Le it

h::(jdl constraint for Ii'" iutiQ,ndi.n{j! AtcJhiUiil.rJ:fH.>rter, and "", .. ty cp";dit.
is <tn econordc cotlstnllnt. Any P;,~~d:f:~tillni Ol" rU.:m·-Pakistanl vitihIfHJ
to make an ovenieat, n~H;li tt;~nuce in foreign ,~xchange to a Supplier
c~.n do so lcq3,lli' Uu'.m:rJh the 5.imple .. weLl knoun and t:tHitc~:

~'l,,-:.:hanisa.n of the tl'l~»Cs: lh;' CiAl <Ji::t any iHn:t:»lUitt ot forohjn t:X{;h,,~H'Jc

I'cm i tteli legally Uu~ouCJh the bLr.uaJ'~;s:. ;~n th i M. iCiU.HJ, hovever, he Ij,j i I I
h~1ive to: Ca) put dO'lJH Ci.hih e(jual to th>l;~ value of the rewittah;,Jei
(1.») pa.-esent anhnport 1 ice-use at :Karachi when the goods "lrrivc en,)
haVe. to be cleared tlu'ough CustOlJJ!lS. Thus!, the J,perbl b: ...
co~qtraints are credit and the right to imp(rt.

Whether one takes an econo~ist«s perspective or an lmportel' l::,j.

perspective, the case for int~rvening simply in order to increati~

tOl-ei.g" exchange availability {throu.gh gn:=ater exports or din..:~:t
i njectlons of foreign exchange) lsueak. Foreign exchange is ..
however, important, for two other reasons: (a) for official trdd~

thxough Kabul, wh ireh is outside the mandilta of ASSP; and f (L) i'if,

idcilitating arraoqcments with ,official P«.ki.stani orqanizatiorUL

T'he last obser.vation applie!s to avarlety of dea~ ,inCjs that



A,~iSP has h~d or could ha,ve In thf.t future, such as shlp'Cent ot
1(J'rtllizerJ by '·411, hi"llort of fe:rtilizOl" and ottuu: equiprtont, etc:"
In such cilses, vlu'H,"o (JovernUtlent pQr.iaIJ.i~'). iarequired, bh
ol'.)anlzation pn~v!dilhJ "i tu o\<'n foreign (f)rChanq6'· is put at liM..:
h~4d ot th... queuo tvl" sel'vices, i.ports, elc., that are in 6hftH l
tUIlPI)ly. for exaaple, if ASSP or its fertilizor importer a!dr f()1

l"d i lway; bogeys! the Pakistan Ra1.1~ays would entertain ita roltJucuiit
r"'JJtor than otherwise j t tue rtuJu;;..st werE! accompanied by p,aYI1Harjl
in foroign exchango. Itt'ert,ll.1zer han to be Imported, l~hc

put"&Jlssion to !~por:t. it vill be given prior'ity if the iaporte!' WcUi
liltoviding his OWn foreIgn Euccnal1lga.. This moans that ASSP can USti:
its dollar funds to facilitate both direct importation ~nd various
d(hlls~ade on its request by prlv,ate parti~s in ,P<lklstan.

"fhepr-acediot,J dhu::lHn"lon .su9gests that foreign exchanq8 1$
not, in general, a constraint on trado. In particuhH", except lel!'
u~in:(J f'orelgnexchanqc to facilitate arrlulIgcm,ents with otfic.ddt
ibdkistani organhtations, thore is \tcr:y little that ASSP can do to
f'1cil itate trade by plt~o'thHn9 lo'rciqn exchiiulgC ..

A corol1iu~y of the dtllove flndlngsis that increased export.s
(PUt of Afghanilltan fu'!(!d not. be pUI"su.ed as oil means for increasing
t(,H"cicJn exchangu edl'.lBn<J:j.t;;. }!1>.ti10I"tS nmka overseas mal Kcl:t.t<
,H:'i.:Ifr.:ssible to Af9han Idn:C.lt:D'S and t:':,ll\,kTS, ther.eby helping incrc't~e.:

Uh2 i t' incomes.. "("hat 1/ s'<IlIther th.ilU im::t'e~HH~d foreign CXChclh(jll~

c<u,"nii nqs... 1s the \I'd, hu! ot"n.zport:s.
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For' the pur'posos of' 9l"ouplnq opportunltieafor Itlterv6:ntion
IllSA" tho 1lI& in opliratlonal distinct Ion is probal»ly bct\l66h

"bllotcrdl trade (between Afqhanistanand Pakistan) an,,~ tran~ j t
t,,"ado (t.hrough Jlakistan, but between Afghanistan and thi I'd
If.:ountries) '; eIther type of traide could be offIcially legal OJ
lllugal (the latter usually called ulnfortliilJII)., The l)ak-Af9h~ul

lrdde and transit tr~aty covers both bilateral and third-parl~

tl'iUUii t trade for Afghanlst,an; trade covered by the t.redt,y
(u~natitutQ$ a su.b-catilgol:\t vlthln legal tt'ade ..

The focus of this note Is on le9al trade, particularly transj t
tnlde, since that 1u tho aspect closes. to the Scope ot Work (vt
this asslqnaont..Also# 1(14'J.ill tl",ade is often cheaper than intor~al

trade becausQ crade:t's can (jQt cheap cap! tal from Afghan 01'

Pi\)\lstanl banka, and legal c;(c~ption trortl Pakistani import duticti
i.\od local taxes.

After putt!.nq down it fe,\II facts about bilateral and 'crans! t
trade under the Pak-Afghan treaty (in suction 2), the note focuses
on three ottchanisDls for hropurting inputs f~01" Afghanista.n through
1.1lqal transit trade. "fhe note ends by documenting lht:
llosslbi.llttos mentioned by a pl"il~ate Pakistani company for exports
at' 4grlcultural cOJ:l,ttlodltie,s fro~lAf9hanistan.

This treaty covers both bilateral and transit trade.

81 latera1 otficia 1 trade beltween Pakistan and Afghanistan is
n:ported to have been s~uspended about 11-12 years ago. The CoUSE;:

of suspension is the seizure of assets by 'the Afghan and Pakistan
;[Jovernments against unsettled claims by Pakistani and Afghan
traders and 90vern~ents.

Transit trade perllitted under the treaty Is still carried out
under the auspices of the Kabul government. This trade is
restricted by treaty to transportation on Plakistan Railways. The
Afqhan Uational Bank branches in Pakistan and the PashtuHi
Fociolarding Agency and its aCJcnts are authorized by the Government:
of Pakistan to handle the requirements ot transit trade under th..:
treaty.

3. Trade with ouas~-DiRJomatioPrivileges

OnemcchanisUI talked about in the context of imports ot
(\ql-icultural inputs is that of getting quasi-diplomatic privilE:g(:~

[{H" private par-ties on the pat.tern of privileqos available to
O/AIO/REP. This would prov ide it!i!porters yith E :nnptions such a::i

12.



those from' fIIent of import duties and legal taxes that have to
he! paid on .mports into Pakistan. It could also p'rovide thu
ldid 1 ity of bonded warohouses where <jtJods meant for AtghanhiteJII
'~'l)uld bo secured untIl thoy lcaVE~ Pakistan. If ulechanisms such O~

tho:;o could be extended to private parties, then the di.:u\:l.
involvement of ASSP and O/AfO/HEP could be replaced gradual',! by
pt~ivat.e sector involvement ..

The problem Is that diplomatic privileges extended by GOP to
OJ AIl)/REP cannot be extended to third parti.~s. Under the prcseut
circumstances, there are only two real alternatives:

( i) Direct inv01vament of ASSP or 0/AI D/Rf~P under the quas i··
diplomatic ~rivileges given by GOP; or,

(Ii) PrlvAtd sector initiatives under the rules and mechanisuas
generally available to the private sector in Pakistan.

Since alternative (i) is not desirable from a long-tcnll
porspective, we have no choice but to pursue alternative (ii) ill

every possible way.

1.'wo promlslng mechailisms were mentioned in conversations with
pl"ivate sector representatives. 'rhe first entails working with GOl~

regulations for re-export, and the second is simply letting priv~t~

firms take over responsibility for transit trade under the 110tmal

regulations of the Ministry of Commerce.

The re-export mechanism has been made legally available ~o

'that imported goods to which value is added within Pakistan Gan b~

rc-exported legally. But adding value is no longer the decisive
criterion for the guvermnent to ;allow re-export. What lI1atters is
that the price at which rc-c>:port is planned should be at lea::.t 10
percent above the C&F price (say, at Karachi). 'I'his criterion CaB

be fulfilled in either of two uays:

i) The Pakistani exporter should produce an LC from an Afghan
bank showing that the Afgllan importer will pay a price that is at
least 10 percent above C&F Karachi.

ii) A Pakistani bank would need to certify that advance payment
has been received for goods that will be exported at a price t.hat
is at least 10 percent over C&F Karachi.

Upon such certification, the Chief Controller Imports and
Exports (CCI&E) will issue a license for re-export to the Pakistani
trader. Import duties paid on the goods will be refunded upon
v~['ification that the (Jood$ have crossed the Pakistan hordt:T.
C'l'his means an official stamp of ::;;ome sort by Pakistani authorith::i



posted at any of the exit points along the border - it does not
necessarily mean crossing the border at a point where Kabul
government representatives are prescnt). In this way, anythinq
imported into Pakistan can be legally exported to Afghanistan at
a small cost 3bove the C&F Karachi cost.

Goods could be shipped to A1:ghanistan at an even lower cos1:
it private parties in Pakistan could obtain the facility ot bond~u

warehouses from the Ministry of Commerce. It appears that tho
Ministry has put a ban on issuing permission tor new bonded
....arehouses. But at least one private sector" representative' \J'a:';

confident that the ban would not have much standing, since bond~tt

\old rehouses are permitted under the law. lie felt that if bondt;(J
warehouses have been approved in the past, there is no reason why
they should not be approved in the future. 'l'he advantage of hav i I1\J

tnlnsit trade go throltCjh bonded warehouses is the autOJnatiL
L!~emption from lJaymellt of i lnllort duties. Exporters do not have tt,
wdit for retunds of import duties, since they are not levied \,.
be'lln with.

Don Micke~wait and I met with Sheikh Amjad Rashid at
International Multi Foods (IMF) in Islamabad and took th~

opportunity of asking him if his company coul~ manage exports or
agricultural· commodities out of Afghanistan. His response wati
enthusiastic and suggested that his company could prov ide tht.:
following services in the export of dried apricots and raisins:

i) Training in packing (and presumably in picking);

ii) Field boxes (crates) in Which the fruit would be packed and
shipped;

iii) Training in fumigation that is essential for protecting the
fruit from infestation; and,

Iv) Everything else that is associated with exporting the fruit:.

Apparently, IMF is already engaged in exporting Afghan fruit
to Europe, and is currently looking for 100 tons of dried apricot.
It has also made an arrangement recently to supply the Whitworth
chain in the United Kingdom.

Another Pakistani private sector party capable of managing
exports from Afghanistan is Ishtiaq Ahmed of Al Mushtaq Traders in
Peshawar, whom I met in the company of David Gardner, Dr Wakil and
Roger Poulin. Al Mushtaq has long experience in dealing with

'Sheikh Amjad Rashid of International Hulti Foods.



Afghan traders and is willing to work with soma of them iJ
llircctlons charted out by PSA. Mr Ishtiaq claimed that, as tar a~

hu know, Al Mushtaq was the only signi f feant exporter ot Af(lhall
r ""U Its in Pakistan. Al Mushtaq does not, however, have thu
cupabil i ty to provide technical. training to Afghan farmers Ot'

traders.

6.

The possibilities for greater private sector involvement in
both imports into Afghanistan and exports from Afghanistan lo~k

promising. Both IMP and Al Mushtaq look like promising candidbt~d

\.lith whom Afghan traders could be associated with the assistdliCc:
of ASSP. I imagine that if we looked hard enough, we might f 111\1
another one or two Pakistani traders like them.

IMP could be involved in impor~s in either of two capacities:

i) As an indentor, working for a commission, to arrange all the
logistics for another importer (such as ASSP or Ronco). Thel'tt:
would be no need in this case for providing financi.ng, as IMF would
not be a direct importer.

i i) As a direct importer, in which case It<IF would i tsel f place t t'e
lH-ders for imports, arranqe ilnd pay for shi pment, organi ze port n'h1
other cl earances and trallsport to the border I and probitbl y d 1 ~l.J

obtain permission for bonded warehouses. 'the financing mechaui51h
for this would be that Ir-tF would open a Letter of Credit (LC) tor
imports in its own name, and 0/AI D/REP or AS5P would open an I nl and
I.e within Pakistan to exactly match the IMF's LC. In this uay,
ASSP would provide the financing for the imports.

In order to make them work in directions charted out by ASSP,
two essential ingredients have to be supplied by ASSP
partnerships with Afgllan traders, and financing. PSA already hati
a tentative list of Afghan traders who could be involved ill
partnerships with Pakistani traders. '1'his leaves us with tht:
question of financing mechanisms, on which Note No. 4 provides SOIUt.:

thoughts. A considerable amount of preparatory work would have to
be done with each set of partners, the Afghan traders identifieJ
it 1 ready and the Pakistani import,ers/exporters (such as Al MushtaCj
and IMF) who might be interested in working with ASSP and Afqhan
traders.

1 ~i
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1. Tbe purRol'~tbi' N~

One of the ploiority activit.ies to .Je undertaken by ASSP/PSA
ia that of enabling partnerships to be organized between Afghan
traders and Pakistani firms so as to facilitate trade. A
(:omplementary activity would be the provision of financing,
directly or through guarantees, to both Afghan and Pakistani
traders. The purpose of this note is to record some of the usett,j
information that became available during this assignment, and to
speculate about mechanisms that are likely to prove attractive and
sustainable from the point of view of ASSP dnd its private secto£
rlients.

The two mechanisms on which this note focuses are Letters ot
Cl~edit (Les) and lease financing. 'rhe advantage of these
m~chanisms is that they arc standard financing arrangements, theil
\jeneral requirements are well known ~o bankers and businessm(!n, ithd

they come with complete sets of paper work that cater to variou:...
interests and concerns involved in a business deal. In additiuli,
lease financing has a peCUliar advantage in places like Afghanistah
dud Pakistan~ it is compatible with popular notions of IslamiL
financing, since it does not involve explicit interest charyeb.
In principle, any kind of loan can be converted into lea~c;:

financing, and thus help address religious objectiohs
comprehensively.

Many of the details that are needed by ASSP to implement
financing through LCs and lease financing are yet to be determi ned °

At the same time, there is an urgent need to involve the private;:
sector in a number of deals by September 1990. with this in mind,
a proposal is made in Hote tlo. 7 for a short term Pakistan j
consul tant who would <jather detailed information that could be USt.:.1

by ASSP (John Soden, Dob Haskell, Denny Freed and others) t(J

rapidly finalize negotiations with traders, leasing companies and
bankers. In other words, one would like to see all the background
information in place and available to ASSP by the time it start.ti
negotiating deals. Keeping in view the urgency of the situatioll,
a fairly detailed SOW has been proposed in Note No. 7 (that can Le
augmented by comments from ASSP and issued promptly as a Work
Order).

2. Letters of Credit

One, well established mechanism through which bant.s provide
financing for international trade is the Letter of Credit (LC) °

For internal trade, banks provide an Inland Letter of Credit (ILC).
LCs and ILCs are versati Ie ins·truments that can accommodate a
variety of margins, repayment periods and collateral. An LC can
be extended with as little as zero percent margin, and as much as

1 I



100 percent'. 'I'he margin is negotiated with the bank, which
o~amjnes each customer individually. Collateral can be offer~d in
Ydrious forms, including lien on cash or the variety of interest
l)caring certi ficates that are available in Pak lstan (for instanGe i

tlt~ f'oreigll Exchange Dearer certlficate). ')lh18 means that It ib
Hot essential to have physical assets (such as property) i ••
Pakistan in order to open an LC or ILC.

In working with an importer, ASSP can:

i) Provide a guarantee to a bank in support of an importer's 1£.
'I'lds will likely result in more favorable margin requirements thau
otherwise and mlght also affect the interest rate charged. SmalJ
importers, or those without a record with the bank, will need tt}i~

kind of support more than larger, well established importers (such
dS IMf'). It is not yet clear what such a guarantee might entai 1 -

d P ieee of paper t or cash dopos its wi ttl t:he bank, or someth ir"hJ
e1se. 2 Negotiating a guarantee with a bank may take some time.

ii) Open an Inland LC in the name of ASSP to cover an importer's
l.C. This would mean that ASSP is placing the order with th~

importer at the same time as the importer is placing an order with
dn overseas suppl ier, and on the same terms. This arrangeInE:Ht
would entail two direct arrangements, one between the importer and
ASSP, and the other between ASSP and the bank. 1~e bank would b~

involved simply to the extent of opening an Inland LC. 3

1~e examples given above have been drawn up with fertili2~£'

dnd farm machinery imports in mind. 'l'he Inland LC, however, Celli

also be used as a financing mechanism for placing orders with local
(Pakistani) manufacturers. Suppose that ASSP wants to place an
order with a Pakistani manufacturer for 100 tractors. ASSP would
then simply open an Inland LC for 100 tractors in favor of th~

manufacturer. This LC could be a sight LC or a deferred Le, or a
combination of the two.

In case of partially deferred payment, an Inland LC acts as
a loan. ASSP would ask the manufacturer to accept deferred
payment, and the amount deferred would be a loan to tractor buyers
(dealers or traders taking the tractors into Afghanistan). The
loan would be routed through a bank LC to the manufacturer, and on
to traders or dealers. 'llhe terms of the LC would have to be:

'With a zero percent margin, the bank extends 100 percent.
financing cover.

2The details are to be pursued in a short-term conSUltancy
being proposed in Note No.7.

3The requirements for an Inland LC will be investigated in
detail in the short-term consultancy proposed in Note No.7.
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negotiatod with the manufacturer j who will obviously ask for ASSP
IJudl·antees for repayment. 'Phe tractor buyers would have to be tel) d
in advance about the terms of the loan. 'rhe loan Gaul d lJ'1,;
hHIl'a 1i zed in one of t\/O shapes - an ord inary loan whose repa¥llu:,H
cnted Is u mark up (oth~rwise known as interest charges), or a leo::.It.~

t indncing arl·angement t:hat combines an Inland I.e wi th lease r(:l&t ell
(the latter being a loan secured 1n the way that leases are secun::••
in Pakistan).

A partially deferred LC would entail negotiations between ASS!'
on the one hand, and the manufacturers, bankers and various dealer~

on the other. An administratively simpler mechanism is leaSe
financing in which ASSP would deal only with a leasing compallY,

3. L9Ase FinAncing

Under this option, ASSP would identify a good leasing company
dB a one-window operation for most or all of the arrangements
(tB::iociated with exports from Paldstan to Af'~·hanistan.' We were
told by IMf'that it is going to enter the lec:..sing business. 'I'hc
1Nt" I however, is not reputed as a leas i ng company. 'I'he two 1 eas i fl-)

~oillpanies that are mentioned most often i.n Pakistan are fH' j x
l~dsing Company, a private firm, and National Development Leasi,.y
cOl'poration (NDLe) I a suJ)sictiary of the state-o'v/ned 01"1 National
D~velopment Finance corporation.

Orix (formerly known as orient Leasing Company) has been
tiupported in recent years by the Asian Development Bank through it:;
subsidiary Asian Leasing Company. About 2-3 months ago, OriA
received a loan of $5 million from the Asian Bank group. It h~ti

d 1 tiO been identi f ied by the Horld Bank as a condui t for loans l,j
micro enterprises. orix appears to be partly owned (or at least
partly managed) by a Japanese company.

The leasing arrangement usually works as follows: 'J'h~

intending lessee (say, an Afghan trader) identifies the tractor he
wants to buy/lease. He asks the machinery manufacturer to provide
an invoice. The invoice is sent to the leasing company, wh i ell
examines it to see whether the prices are reasonable, whether the
dealer can provide maintenance, whether effective comprehensive
insurance can be taken out, and whether the i tern requested is (.. u
the leasing company's approved list. The leasing company also
examines the financial solvency, revenue projections and cash flow
situation of the intending lessee.

When the leasing company expresses its willingness to provide
lease financing, the intending lessee places an order with th€:

'The identification of leasing companies is part of the sow 01
the proposed short-term consultant in Note No.7.



vendor or manufacturer and mak51s the f!!l.L_"I2S1ymgot. Qr ol2~n§"-An

11l1dnd I.e .i n faVQLQ..f..-t.lllLl1lilnY.f.D..t:turQr....Ql:_ve.n.d2l:.L In other words,
thu intending lessee initially has to fork out the cash to pay fc),
the machinery. The manufacturer delivers the machinery to thb
illtending lessee and obtains a delivery challan, which it sends to
the leasing company.

The leasing company then requires various paper wort
(including a contract, promissory note, maintenance contract.
qUd rantee,g, and stand i n~1 payment instruct. ions to the lessee's banJq
l0 be completed. Once this is dono, the leasing company invoicUb
l he intending lessee for the first payment against the It:d:,.c
('ental. 1.'he lessee makes the payment - more Celsh out. Only att.~1

lhe first lease payment has been made, and subject to th~

cOMpletion of other paper work, will the leasing company reimburHc
the lessee for the cost of the machinery. At th<it stage, the }(:atic

becomes a loan. After tht·(w years, tht: lessee ends up owning thc
machinery. Until that time, the title is held by the lectaiHlJ
company, and the property is fully insured by it.

This is the standard procedure that I have personally
uxperienced (at DRMS) in dealingr with Orix. Even though orlx is
supposed to be a professional, well managed leasing company, mucll
adffiired by multilateral banks such as ADa and the World Bank, and
even though it considers DRHS a good customer, its dealings with
OHMS appeared slow and somewhat bureaucratic.. ~fter several de layti
that could have been avoided, the icing on the cake was that tht:
reimbursement check given by Ori:>: to DRMS bounced!

still, we must persevere, and we must look for competitive
offers of quick and comprehensive service to Afghan traders and
Pakistani manufacturers, with the assistance and guarantees of
ASSP.

4. An Example; Tractor Purchases under Le?lSe Financing

Suppose that we found a leasing company which satisfied Uti

that it could manage all or most of the arrangements needed by ASSP
in support of Pak-Afghan trade, and suppose that we wanted to USe
it, in the first instance, in support of Afghan traders wishing lu
buy tractors for sale in Afghanistan. ASSP would probably need to
go through the following steps:

i) Identify the dealers/traders who are i.nterested in buyinq
tractors in Pakistan, either with or without a loan frOil1 ASSP'.
'rhose who are interested in a loan will have to be explained tht:
mechanics of leasing in all its detail, since they are the ones who
will be signing the lease contracts with the leasing company. The
leasing company will need to examine the situation of each
prospective trader in order for it to decide what kind or
Cjuarar.tees it needs from ASSP. ASSP may well decide to provide
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100 percent guarantee, in which case the leasing company presumably
""i 11 not need to examine the credentials of each trudO'"
individually......or ASSIHg money to have the maximulQ pos.lJlblc
l~verage, however, it is best that something loss than 100 percent
'Jlldloant:ee be provided to the leas,lng company - any sccur! ties that
t.rduers can prov idc wi 11 decrease the amount that needs to ljoe'
qU(ll·a~lteed by ASSP_

ii) ASSP will ask the leasing company to buy a certain number or
t l"ilctor,s fl'om a Pakistani manufncturer. l'1hether the company 01'

ASSP pay the manufacturer, and whether that is done at the time or
de 1 i very or placing the order \iould have to be negotiated. A
likely scenario is that the leasing company ""ill place the order
with the manufacturer, make part paymentS at the time of placiny
the order, and ask ASSP to provide ~ither an Inlan~ LC or a loan
to it. 'I'he title to the tractors will remain with the leasin'J
company until the lease rental payments have been made in full.

iii) When the tractors are ready for delivery, the leasing company
\I i 11 pay the manufacturer in full, and ASSP would inform the
leasing company of the particulars of the traders who will t~k~

\.h:.~ 1 i very from the manufacturer. Suppose the traders are requ i n~\.t

to pay 40 percent of the cost of the tractors at the time or
delivery. Then the balance 60 percent will be written into a lease
rental contract between the leasing company and the trader, witl)
guarantees provided by ASSP. 'I'his 60 percent. is, in effect, a 10dn
to tractor buyers from ASS!>, through the leasing company_

Clearly I many more data ils need to be wOi~ked out, but it
appears that the mechanism outlined here could be useful for ASSP
in at least two ways: (a) it would enable credit operations to b~

undertaken by a leasing company rather than having it done in
house; and, (b) it can be used to provide loans to Afghan traders.

There are, in gener..!l, two ways of deciding how much loan
should be given. One could sit down with a group of traders and
work out their individual, collective or general requirements that
would be written into one or more lease contracts. Or, one could
present standardized lease contrafct options that could be auctioned
to Afghan traders. The second method is explored in Note No.5.

Spayment in foreign exchange could enable the order to jump to
tile head of the queue, if the manufacturer is a state enterprise 0
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"rho SCOPQ of t·30r}t t or ttl is iEuJslgnmnnt asked ttH! consul tant t.o
-dl1tiuc> the Cacton.; \.Ihleh Iilfftrctt pricon of ~"ujOl~ cOlll;~c'fdit..lc~;ir~

a»i').~ -A f(Jhan trade. II sl nco (1 COit,tH;:chcnuivc: tt'tuntmcnl: of llirlcolov(:l!tj;
~ukl ",Botero! nants ha(t; been U;l(hH~takon i r: t hll) uoconrJ phaao Uu th.tlUll'
U1,,·rJ.C(Jur study cor,l~Hli:t.Gionud 1)''1 O/Ai.n/Rr.::I~, it WdS dochtcd \"#
':'''.• fH::untrtll:o, iI1lUl'(\'oiuJ, on lh~ op...H"at.l(Hht} Inl;ct<lfJstt), ct' "'SSP'. 'lh'Ll,u1l1
ia~tiH"Q1itS includo ,cTl torLt oiHld if;1,oUvod:!l f-:.hll:' prov Id tng l:~l.mto:" <iJh"t

rUHHilcinq, for d.utcnilinbhJ prh.:a il;Hffel'ul\tlil.:;'j; at ~'hiich inputH W,J. ~

I Ru'*' In;..:o Afghan! ....,ttitu thn.Hli!]h the ill'lv<i\to ['EH.:t(H'1I <iuHl fOl' ducl jGAB!i.~

t h..-it (:ould to uucd intnJppOiL Ii;: 04: such ob~cct Iv<os.

1\ pr01tlct such .:H~ ',:;'SP C.;u, got p .. iC~(}:!1 .and lAbates in onts (ll

',,\llth of: t\;r(1l ways:

u» 8y (Jathari,uJ doLd ItiJd DlDlonrnntion on l:ntnSpol·t costuJ{ t.he l,.:(Wt

01. C"lp lb.' 1 r IH' i C~tl 1.jH.~ i dli1 ,\ fgh,;~njst...u\ ~ etC. , and lltdk b~,'J

administrative docisionH on lev~ls of robato, financing charguu.
ole.

ai) 9ljf deciding fin.it ('Ilfi tClUantiticti (of fertilizer" tract: ()l"h"

h'J!iHlS t etc.) that: ,()n~ .:\v.dhnhlu fa-om AS~-:P during a given tiLi',,,,:
per h)d t and dUCt. ion 1nq the 1'iqhts to thc:;c qUitnt i t i(~s amonq At tJhUh
traders.

The advantage of auctions is that they quickly and cheaplv
l:y-nvide information that \.louid lotherwi5o tc:lke wee,\{s or months tu
obtiiln. Information galhct"incJ through rel'Ji(~W's and surveys is IU,t\'

only costly in administrative terms, it is also often t~~ late In
coanpi:irison \lith the frequency with which prllccs need to be changed
ih order to reflect ch~nging aarket conditions. The purpose of
ttlls note is to explore the use of auctions for transport rebates,
the provision of t in.,anciu9 for 'tractors, and t.he supply of goods
ot~dered under the project' 5 U fo.t'ward contracting" activity. 'I'h~

pt"oposal to use a.uctions in t:h,ese \.lays should be considered an
experiment': it Ulay be dif'"'icult to .im.plement .in some or many
cases, but it remains an attractive alternative to administrative
price setting for all manner of scarce resources. With practical
experimentation, monitoring and leaelking, the project would begin
to approach perfection in the use of auctions.

Suppose that ASSP or a priv'ate firm has importea 10,000 tnns
of OAP fertilizer for sale to ,Afghan merchants, ;,.;.nd tht"it ASSP h~s

agreed to make a transport rebate avai lable for shipnlent ot

IlASSP already use~ auctions to sell fertilizer to Afghan
traders.



fct~tilizGr lntoAtghanistan. 'Tho sala prIce for fertilizer in
~aki.tan la the price at which tho fortillzor is £old by Pakistani
Il~OT'il')ii1Hlios.. SUPPO'f.U! thnt tho pily;:U)nt ot r~hat(I':!J tOl" transportatlotli
vi U1 bo authorized only nftol~ confirCliiJation in Jt'flctdved from one of
the lliBA bazaars that the ship~tlQnt hnu boen clthor off-loadod at thu
hiil,lar Ok" ci"~·rled onwiu"d to III Hi11c poInt In'MfHldthn bazaar.

,'.JiSI" ){ru.... :.~(; the CChJtb of t l~tiU'u»po .. ti nq tho fortil i zer to any (a
lUi l»i14oars<; The hhJha:it of t:h/(},~Je 4::::ost,:l'l would be announced 38 thu
i::i,.:,dttt'I\,,¢;:l par~issibl0 rcb~ltn ,illt UUJ! opening of an fluction. (l'hli~

.HU~~tL:m 'Wou ld Cit 11 lot" t~Vvs~lOL~ l·~;.bllt.Qil on Cii)(:h SO (01" 1c~s I (>I

~t\"H'c) tons 0'" 'jet nu~xlbcl" of tl'\h:~tGhJ'.(l,d~ of fertil b~Ol·. EdCh bid~hH

•• "iiuhl indicate tho It"''U11.iipoat X"Obiibt: hc nucdH 1.11 Oi'd(Nt' to ~hip th~~

a I.~ p ill z.u r to a dns t hi.," La ~)Jn \.ph(n·(~ ho h,a s i do n t~ t f I Cid a UCHH'c.re n'
"h;~;,,,,.H~d.. if(,'h~ bidder d'tdd all) h:n' t.hilJt ] mJ!(t~j.t ':ChciJ to (PtH~ true}>; 1()"H~"
""~ pCI" tOh) wlll OiH'01I lh(;. l'u"Jht; to q~Jt <il Iruh\l~tn tor the t.pcc i r h,,:

; 'oll ,eH fU.l't i 1 i tcl~.

'The t h':st: 5o.HX7c~:t.'·;;B'I.Un hhd ~li II hit;' hH' the lowust '·dl .... ~d

H.L,.tc, illU~d would IH'(litQi\h.ll'r he tttn' sldpoH.:nl IL,,} un'CdS rU:;ill·(;~t f.~,

h~~. U:.»t':H~ ~ ,(.;a~.adI1M.i i y.. "n;; tal'''': h ii«.tid ntH" iH'<:}lj D:C::'.t:H;:-~, tile S\\t(;CC;:;H.H H L
llLh. 'MIlii tile tot"Ba~'G~(~iH;liel'(Jb)f Itd~Jhur t'~lbG'::; ot rebates, fl.)j,

tTdfllsi>orl,llt i?ll to h:.tlls; .h;~;ns~.i;jiblfJ (H·~::d:fJ.. '1'h is proce~g wi. '.
(.~i(»rut i nue Ufit: i 1 tho Gnt 11'(3' sh i pV<1\ent 0 f 1 () If 000 tons is e:xhausted.

~rhe auction could end \lith one of two r.;o~:tslbl,)itle9:

ii) It nobody' is w.iUliulfJ to bid for a reba1te on the remilinini}
fertilizer, the project uould have to cooAider raising its maximum
IJ~rrnitisible rebate. Assuming that tho qoal is to sell all 10,000
tOi~tii ot f!!rtilize~:", the n:b~.te ~.o.i.1R ha~Jc to be increased until all
the fertilizer is sold~

ii) If available fertilizer has been exhausted, but some traders
al'c still found \lilti.ng to bid £o ..... a:- a rebate that is below the
tllidXianum pen!lit.ted by t.he pn>ject, then the project will have to.
obtain additional supplies of fertilizer.

Conceptually! the process Is one of ,If ind.i n9 the demand curve
(or f(H.~t i 1 izer by us inC] the auction to reveal the points (the
price-quantity' COiZlbinat;ions) aloOlCj the Il'Uarkct demand curve ft..'
fertilizer. The illustration in Figuro 1 (on the next page) ShOV6

:'he relationship between bids for tranf:.,Jort r,sbat.e and quanti ty or
fti;::ct.il izer auctioned. Holding the graph upside down shol'"fs th~

c:-:pccted downward-slopial(J detlL~and curve (ta}d:l~g Wi~lingness to Pay
i~.s the vertical il>:is): will inqness to pay for tertIl j '7.er decreas,t;,:-j
dti its quanti ty increases. 'thus I th~~ bids fC?F rebate! art: .i.~·Jerst:i 'I
related to the market's willingness to pay f~rtill~er. ~

_.._.._----._._---
l")r the cost up to the Uorther>tll Provinces, A-H case supplyif\<fJ

them is ~ithin the mandate of A5SP.



F.Lguro 1. Illu8trAtioD ot how an auotion ,of transport Je'ebates
raveala ths markot demand tor tort!11zor.

TnuuSlo()ft Rebate
(R\/Ion)

Willingnes-s
to Pay (Rs/lon)

----"")

'1;1'

~I~'::"'~.or~~·~.d~-'----·--· -- -----------..----------.-00-·~-()-l,....

f-.:,Iilitcr

Thl~ kind of auction has the virtue that it exhausts arbitrage
oppol~t~-G:nities by limit.ing the profit irtarqin of traders to barely
th..ll which \lill t'clakc the It'ddc "just possible." '1'hu project'~

ottel" of a rebate opens up liHl ilrbit"'ilgc opportunity, but its
iHH:tion ensures that the O!Jlpol't.:unit}f i:a. exploited only by those
~hiC arc efficient at reilchiuCj .OlO'AJIli sources of demand. The auction
al$o ensureR that tho project does not pay excessive rebates, that
n.~b"l.tes are uticd to v.unke trade possible in response to market
dennand, rather than as subsidies to the profits of traders,
Uccause of the fact that auctioning rebates creates competition
"u..ong traders anJ n~duces- their profit. tilarCjins, ASSP is quite:
likely to face opposition from some traders to this idea. If the
project perseveres, nOT..Iever, it. vil1 soon find efficient and
enterprising traders cO!'.1'ling forward with positive offers, since we
know that there is a large... unmet demand rot DAP ferti11~,er in
Afghanistan.

3. l!uotionf,ng lfarl;;et Develop\i!lont Cost~

The auctio.lte.chnique ...;ould also be appl ied to minimize market
develop::nent costs for items that do not have a known, commercial
demand inside Afghanistan, but Which have been tested successfully
by AOT. Suppose AOT decides that it is time to sell 50 walk-behind
reapers through com~ercial channels, knowing that these reapers
\Qill not yet be bought. at full, commercial prices. Suppose that
the project has ordered 50 reapers unuer its "forward contracting"



nh:u~hanlsm, and that thoBe arc to be sold at a "loss" becausG it i.
underutood that ASS!' is in tlH~ buslnoQs of introducing nu\l'
l.(",;hnolofJY and devclopin(J 1l1arkets for it. One way of miniml7.hl~J

bmt'ket. dovelopment cost:; wou ltl be to hold eHl iHactlon for the ~~O

'"'1.',pors, and g1 vo them to the h iqhest biddcn'l£:.

It it.. possible that, under this mccha.lisnl, the reapers \lou141
~H" up only in one part of the couUltry (say, the east), whereati thl:
pr(J)cct tGiCjht have wanted them in somc othcll." part (for example, the
Hot'thern Provinces). 'rho only Wi.lY to g(::t around this problEtin j~

,,,, identify somobody the project trusts, \o.rork out a tinanGiw:J
.HTan"Jcmant with hil1\, and tn.k hhtl to ensure thilt thc~ reapol~s ye'
Lo the target area. Auctions arc no good for targeted selling.

.. • ~i2n1ngL~UL~B!!n,t~19 tOI'_Tracto.rt.!

Uote 110. 4 ended \.fith the sU9gestion that standardized least::
contracts for financing the sale of tractors could be auctioned off
to interested Afghan trader~". 'fhe principle behind this suggestion
i~ the same as that discussed under Section 2 of this note: th&
lHOjcct is creating an arbi trage opportuni ty for traders 1.,,/
al'Tanging lease financiny, but it would als() like to ensure that
its capital or guarantees are clepiol ted most e f f icientl y in pursu i l
at' market demand rather than proflts for a fe'.... 'ro anticipate what
tallows, the project is looking for traders who will bUy (say, 100)
tl"dctors \lith the least iJmount of concessionary. finaqce (that b;J
provided by the project through the leasing company).

One sJ.mple way of achieving this objective would be to draw
up 12 variants of a standard lease contract under which the trader
pays (suppose) 40 percent of the tractor price upon delivery and
the balance within 12 months. \-Ilthin the standard contract, it

trader can decide to pay the balance after any number of months
since delivery, thus giving 12 options for traders to bid on.'
Corresponding to each option is the amount that a trader will have
to pay to gain legal title of the tractors (which are legally held
by the leasing company until full payment is made). The total
amounta and monthly installments corresponding to the repayment
opt.ions would have to be 'n'orked out by 'the leasing company,
examined and explained by ASSP, and understood by the traders, but
none of these is a particularly difficult endeavour.

3This statement imputes a specifi~ motive to ASSP - that it is
interested in making its limited fl1nds go as far as possible, in
as many ways as possible, for the development of trade and
agriculture, and that it is interested in phasIng out project
supplied rebates, financial guarantees, etc. over time.

<'one could, of course, haVE~ fewer options for purposes ot
simplicity.



Bidding might be announced for each lot of five tractors, bnd
tho trader bidding the quickest payment of the balance amount winu
tho bid.. The maximum period for payC\cnt in full could be l~

srlonths, and anyono lJiddin<J up to this period would be consideru...
u 1 i9 ible for this schelilO. suppose that a tractor (and perhapti
related equipment) costs Us 350,000, of which 40 percent has to he
p'-lid tty the buyer on del ivery, and that ASSP extends deferl'ud
pdyrnent for the balance through a leasing company. Assuming thilt
the balance of the price that has to be paid after taking delivery
is Us 210,000 per tractor, and that every month the balanci:
increases at the rate of 2 percent:, the f ina1 rOtHJl ts of an auct iou
might look something like this:

Table 1: Illustration ot the ()utcome of proposed bidding on
concessionary financo by tractor buyers.

Option.
HQt<

3

10
11
12

Payment to be
Mad~11el:._Tr!!!;1QT

Rs 214,200
lts 218,484
Rs 222,854

Rs 256,000
Rs 261,109
Rs 266,)31

Hontbs to Pay
t!1~~ H~Lq!l£Q

1
2
J

•

10
11
12

No. of Tractors
5ll9pes~fYIIY....Jllci

o
5

10

•
15
10

o

An alternative to this scheme would be to fix the repayment
period and create options for the percentage of cost that a trade,"
migl\t want to pay upon taking delivery. Discussion with traders
<Hi..i leasing companies is needed to construct standard options that
would attract the traders and be efficient at allocating It;asc
financing privileges.

5. Auotioning Working Capital (or Afghan Exporters

The most serious constraint that businessmen face in countri€:.:i
like Afghanistan and Pakistan is that of working capital. sinCe
banks, typically, do not lend for working capital, businessmen ~~;

to the informal market for short term financing. There are many
\Jays of getting financing in the informal sector (described in th~

attachment to this report). One method used by local entrepreneu~~

is a variant of wha.t is calleri the "committee system," that may b~

ca lIed the nauctioned committee .. II In this system, a group or

21



traders (saYl ten) decide to make a fixed contribution (say, Rs
1.000 each) overy so often (say, every week) to a common fund. 'lthc
c~()mmonfund, called the comm! ttee, is given to the person who bids
thu Iovest amount for it. Suppose the winner bids ns 9,000 for it

committee of Rs 10,000; then each contributor has to contribute
only Rs 900 instead of the designated contribution of Rs 1,000.

'l'he principles of cJroup liability and the committee system Cdll

l'Ortd the basis for an experImontal financinCJ mechanism for Afghuu
trodors who export agricultural commodities from Afghanistan. 'l"u;
lJl'O j eet would need to i dent i fy one or more 9 coups ... , aay, five
ll"dders each who know and trust each other, explain the system l(,
tla~ln (if they don't it ulroacly), and determine their monthly Ot

VQokly requirement for working capital. Suppose that a group ot
five traders estimates its requirement at ns 500,000 per month.
Then the pl"oject coulu ask them to rc:,ise 50 pf.':J:"cent of this amount
t.hcli\sclves and provide the remainder as a bank. overdraft (W'i til
pruject guarantee), or as it cash withdrawal from a designat<:d
<lecount, or, if bank operations are impossibl(J, prov.ide the traders
witt\ Foreign Exchange Dearer Certificates to be used as collaterdl
in the informal sector to ri\ise cdsh. In case of bank operations,
there is the advantage that the project I s contribution could b,=:
drawn only with the signatures of designated people (for example,
all five members of the committee)!.

If the scheme works the Iv/ay that informal committees work, and
it the capital rotates the \IUY it is supposed to rotate, then
options for long term sustainability could be examined. Iu
principle, registering the commit,tee as a cooperative or a trust.
could be possible. In the l,east formal case, the amount.
contributed by the project could be left with the traders as a on~

time grant to informal sector financing of Afghan exports.

6. The strategic Context of Auctions

All the four examples of auctions given above have one
important characteristic in common: they enable the minimization
of rebates, market development costs and concessionary finance:
bidders asking for the 10\'lest amount of concession win the
privileges given by ASSP. If these auctions work as pxpected, they
would contribute toward an hnportant goal of the project, that is,
to York, over time, towards reductions in the concessions being
given by the project as part-compensation for the extraordinary
costs of war and the disruption of trade. If conditions in
Af(Jhanistan stabilize :lnrl iT"prove l and if the costs of war and
disruption decrease over time, the auction process will pick up
these changes qui.ckly and reflect them in the bids for various
privileges. Conversely, if the bids do not indicate an improvement
in the situation from one year to the next, tha project might want
\:.0 assess the initial expectation that special privileges cHad

concessions should be phased out \lithin a given time frame.

2U
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1. The lYrPpsl of thiS-li2.te

'rhis note does not follow from anything in my sow - it is thb
loosest connection amoJlCj the loosely connected notes. It \ltlb

initiated mainly in response to ali observation by Roger Poulin that
experiences on seed production from Pakistan could be a usefHI
1'0 [erence point for ASSP. \<lhile that aspect is touched upon i h

Section 5 of the note, it is also useful to present the context Ol
seed production with reference to more g~neral issues in technoloyy
diffusion.

Between discuss ion of technology di f fusion and ~(:u\1

pt'oduction, this note also indicates some of the infonnati<Jlt
techniques that are useful for adaptive researCh, planning fC.1l

extension, the monitoring of diffusion, and understanding existi..-)
production technologies. 'rhe cy.t~nt and nature of diffusion could,
conceivably, provide informa~ion on future marketing possibiliti&s,
dlthough there are no examples wIthin my personal el<perience il •
..,hich such a linkaqe between diffusion information and commercial
marketing has been established.

I have written this note without the benefit of any detail&O
conversations with AD'!' and PPJ\ staff on the subjects mentionctl
here. So it is quite possible that much of what follows ioti
redundant or irrelevant to ASSP.

2. Empirical Generali~ationg on Beed~FertilizerDiffusion

The received theory of innovation diffusion - the spread ot
new technology and practices - comes from sociology, geography and
the industrial and agr lcu1 tural branches of economics. Consider i .lfJ
the diversity of origins of the theory, it is surprising that there
is widespread agreement on empirical generalizations about
diffusion. The generalizations presented below are those that are
of greatest relevance to ASSP; they have be~n drawn from both the
general literature and from studies in Pakistan.

First: within a given population, innovaticns take off slowly,
then pick up speed, and finally approach their potential ceilinfJ
\/ith a reduced rate of increase. Such a process, called d

diffusion process, is often sho\"., graphically as an S-shapcd
logistic curve (sample on next page). Using this curve,
geographers and sociologists (and, following them, extension
agents) speak of early adopters, late adopters and laggard::>.
Progressive farmers are said to belong to the class of ear I}'

adopters. It turns out that progressive farmers are usually large
farmers who can better take risk (because they are wealthy) ~nd

undertake experimentation (because they have the land on which to
do so).

3u



Vi9ure 1. Graphioal illustration ot the pattern of innovAtion
adoption o,~r time.
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Second: farmers adopt new technology slowly rather than
immediately. There are many reasons for this, perhaps the most
practical one being that it takes time to learn about a new
technology, its relationship to other inputs, and its place in a
farmer's system of crops, livestock, trees, land types, lal.or
allocation, consumption patterns, cash incomes, etc. The procesti
of 1 earning about a ne'J technology is lengthy and costly, and much
of it is accomplished by the farmer's own experimentation.
Although demonstrations by outside agencies and observations 01
neighboring farmers help reduce the cost and time of learning, the,'
make an appreciable difference only when the new technology has a

remarkable and demonstrable advantage in profitability over



the old technology. 1 In Pakistan, we observe that the "average"
variety lasts a cycle of about 7 years, from pUblic release to
oxtinction. An improved seed supply situation could reduce th&
lenCjth of this cycle, but even so, it takes 3-4 years for the
thousands of farmers within a large area to learn about a n ..1W

variety and grow it the way that suits them best.

Third: fanners adopt the elements of new technology one at a

time, rather than in ~ r··~kage. This has to do with two factors:
( i) the prQgeijS of ] (:-" fl. J about several new elements is much mOI:C
oUlnilnding and costly t.".tHl lcarnin<) about one thing at a time; and,
( i i) the capiJd!.L and.) i\bor costs of adopt.lng several elements it t
a time are daunting for most farmers.

Fourth: innova I: ions spread ra.pidl y wit·· 1n clusters, and slow 1y
(l"Om one reg ion to another. Clusters an ~ identi f ied both ex P(~·)l

dud, for planninq purposes, ex lillie. For planning purposes, the
notion of recommendation domains used in farming system:.; researc••
i~ a useful operational derivative of the generalization that
l\. ~hno1ogy spreads rapidl y \1it:.hin clusters. 'fhe idea {Jf

recommendation domains is introduced in section 3 below.

Fifth: in Pakistan's rainfed and mountain areas, the use ~r

~hemical fertilizer scems to spread faster than the use of held

\.'hcat and maize Viirictics. Pll;~rhaps this is due to a key differeuec
lJclween the two inputs: fertilizer is not as sensitive as JH;:::\/

vil!:ieties to the tremendolls variation in local micro clhnates whicll
chal·acterizes mountain farming. Another reason could be the::
following: fertilizer without hiqh yieldin~ variety has a high~L

pa\'oft than new variet.y without fertilizer; so fertilizer COfil€:S

first in the sequence of adoption. Fertilizer could have a higher
pJ1'off than new variety because, even with local varieties, it
increases both grain and straw yields; an improved variety, on th~

other hand, could run into a problem with farmers if its streHl
}' it.': ld is lower than that of the old variety.. 'l'he new variety i;:-..
typically attractive in comhination \-Jith fei:tilizer, for then both
it.s grain and straw yields are higher than those of traditional

'Examples: the spread of the Mexi-Pak wheat variety in the
mid-1960s and of Basmati-J85 rice in the late-1980s. Also, farmecti
make quick change-overs to new varieties after their old varieti&s
have sut fered from disease epidemics i for exampl e: the spread (. r
new varieties in Pakistanis rainfed areas after a rust epidemic in
the 1970s ..

2'l'hat is, the internal rate of return is higher for tertili Zl.:1

than for new variety - this is a hypothesis, not a general izat i,)It-



varieties.)

Doth fertilizer and nO\-1 varieties are critical tOt" •

duvelopment of Afghan agriculture as it attempts to recovc.. t~

Wdl" and the recent reporteJ disease and pest: attac};s (partiCtauH ..
on the wheat crop in H)(t Hnt"thern Provinccti). In promotinC) the tU.H:

of appropriate see..; , 1 tzer technology, the at fectiveness of
ASSP's ADT component \H c U.1d be groatly enhanced if two informatica.
(tndol ysis techniques wel"C cmploYE~d. 'l'hesetechniques are usetu.
b'::jth in generating rnGommendations and in planning effectjt/-.:
G;;tension efforts. Perhaps elements of these techniques ,HOc.;

already in use at ASSP.

The first technique relates to tIt .... Hay in which adapljv~

research trials are laid out 'Ind analyzed. Hany experienCE:ft
scientists use visual observation and their own well developed
intuition to identify factors that could help increa~c

productivity. When physical observation is not possible, or wh&l.
there are numerous trials laid out over areas that differ from one
another, then l.i~.o. ic statist leal analysis can be used to compleHochl
personal experience and intuition. 'l'herc are many statistical
approaches avail able for ttl is purpose, but one used by CHillY'j> j ~

Pakistan in recent Yl~ars has the merits olf simp! lei ty and eo:>'
effectiveness.

In this technique, trials (or, for that matter, demonstratiol~

plots) are laid out in the farmer's field with t~aree or tOUl

variations in each field. 'j'he follo...ring diagram (next page) shO\iti
d typical plot in which the farme:r's current variety and practi(;l;~

~re compared with tllree recommendations - new variety, and levels
ut" nitrogen and phoSIJhate that are different from the farmer'~,

levels. If 15 plots were laid out in this nl:lnner, they would yic}..l
60 observations (15 plots x 4 variation'~ each). Together \-lit!.
yield data, that would give us enough infccmation to decide whetht.:t
tile greatest payoff is to new variety, or increased nitrogen, '.d
additional phosphate. 'l'hat, in turn, \/ould allow us to fCJcu;;
cAtension (and conceivably supply) efforts for the next season.
111 extension, the focus could be on one or, at most, two critiCal
inputs, rather than on multiple elements. Recall tlu;
generalization that farmers adopt ne\'1 practices one at a time,
rather than in packages.

l'l'hese statements on variety-fertiI izer interactions are !H!~·".
Oil severa1 years 0 f CIHt·l'rl' expcrimenta1 data, some Pak istan i samp 1(;
surveys and conversat ions \ti th farmers who hilld recentl y adopted .....:'"'
v<.tt"ieties such as Pak-81i most of the statements given aLove UHf,:

confirmed by all the sources mentioned here.



."igure 2.Suitabla field layout for agrioultural trials tOt"

statlstioal tustincJ of the impaot ot. varioty, ni tro«)eH
and phosphate •
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This sort of inform.;:stion pt'ovidcs direction and focus to
extens ion efforts in tcn'lilS of l:ccommendit tions to concentrate UpOIl.

Allot.her si.mple exen::ise - U'dt of defining recommendation domaifli5 -
could pt·ovi.de focus and direction in geoqraphical terJrl~. h
n~commendation dorniiin is tiililliply a homogeneous reqion (or a set. ~.r

l.in.l'lcrs) for which ~'l (<:\1, key 91(!oneralizHtions can be made oy ai*
extension agent. Hhan AgSI' staff tillk ahout the different nee.!;;,
of different areas of AfqhiHlistan, the;/ intuitively identity
l:<:cjmmGudation domains. "rhis intuition could be the basis for a
more systematic listing of recommendation do'mains specifically t,;,
extension purposes (based, in the first instance, on experienct: an,.
the two available bazaar surveys). Factors defining a

n:~commendatlon dmnilin \Could include: one or two relevant
agroecological variables (elevation; single or double cropping,
ctc.); livestock orientation (important for choice of variety);
accessibility to fertilizer, and so on. It should be possible fOl

ASSP staf.f, in a meeting lasting less than 2-3 hours, to divide th.e
project area into recommendation domains that are suitable for the::
work of AM' (and perhaps also PSA) ..

For each major recommendation domain, ASSP could analyze
l:r ial s and demonstrations with the kind of statistical technique
outlined above. The result would be a set of extension priorities
t.hat are differentiated according to the needs of differf::IlL
regions.' yet provid. focus with confidence.

'This is an important point, for there can be no presumption
l.hdt a standard recoil~mendilt:ionas to val-iety, nitrogen or l;hotil ..hiC.t~
is applicable across several regions.



A third technique of information gathering and analysin
relates to the monitoring of diffusion of new technology, including
seed and fertilizer, but also tractors and threshers. There arc
mony ways of doing this. 'rhe most practical approach in the nhort
l.cnu is to examine diffusion with respect to two, broad questions:
(i) how man)' farmers in a region use «J!r not '.19C) a cel'tain
technology; this requires a simple yes/no type of query; (ii) Wh£lt
is the extent or usage; this requires ans,'1et:s on the level of input
\we. A third question coulo help us construct the kind of S-CUP/t;

intl-oduced in Saction 2 above: "In wh\ch yoar did you first USti .s

part_icular new technolog~'?" 'rhe answers to this question woul~ )#,~

based on recall.

One confounding factor that is likely to emerge in diffusi0'.
monitoring studies in Afghanistan is the considerable var iuty (it

seed that must have found its "/ay to the country through rel icE
aqcncies and indivhiual farmers trying to do their best to maintaiu
production. It is quite possible that, oven in a single villaq~.

c,aatside observers nliiy find several vilric·tics ~~nown only by thal1
local names, and none n.:coqnizable by t:~·qir commercial name. There
i::; a need, before commcnciny a diffus:on lavnitoring survey, to J i:il
all varieties grown by farmers in a region by their local namt:::ti.
the literal me:uling of the namas and, if possible, thi:
cort*esponding commerciill names. In addition, the comprehensivt:
\..'heat dit'fusion study by Didrymple (1986), commissioned by an AU)
office in Washington, provides details of wheat varieties rele~He~

in Afghanistan and Pakistan since the mid-1960s.

The suggestion of classify.i..lq wheat vClrieties by their local
names can be considered part of what some scientists (includinq
anthropologists and botanists) call "local folk taxonomy"
classification acco1'.:1in<) to local systems of knowledge, rather than
"scientific systems. 1I "1'he line of action indicated by local foi"
taxonomy can be pursued at a very small cost to get a ~ood idea or
the way farmers usc their key inputs. "I'his leads to a fourlh
suggestion on obtaining and organizing practical information.

I f an input has been kno~Jn to farmers for some time, they
invariably have a rule of thumb about it. For example: lithe urea
applied should equal the seed, and the nitrophos should be het 1 r
that amount, II or "place one basklet of farmyard manure at every four"
paces. II Such rules of thumb arlE: nothing but what economists ca11
the production function - the input levels required to produce d

opecified level of output. By relating prevalent rules of thUtrJ»
to prominent land or regional <:haracteristics, one can construct
a fairly valuable picture of productio~ technologies in one or mor~

recommendation domains.

In pl:'inciple, all the four suggestions given here are do-cLI,.;
and have been known to be of practical use. References to some



l"QCunt and comprehensivo :utudlo~:J ,u-c provi.dcd in !lote thimb(H~ a,.
A hybrid approach uultc/{I to A991»'9 r(!Cjuiromonts could hi!;t

constructed quite readily, oither by ~'Jtaff ,fit I..SSP, or by ASS'" h~

collaboration with DIU":; or SOhle of the ~lqt"h::ultural cconomistu ~H

UWfP and Islamabad uho have w(>t".wd wi til CIHHYT and PAne over UUd

last five years on such approachos.

It is interesting that almost all the studies carried out ih
P3~istan on the diffusion of new varieties single out the lack of
seed availability as the major constraint on faster diffusloil 04
new varietIes I and on butter protection il9ainst disease opldelnic~.

And yet, there has boen virtually no progrOt:;s in either the sti~tc

sector or the private sector in making comm;crcial seed availahl"J
to farmers on any siCjnificant scale.

We don't know. What we doknof,f is that .in Pakistan and
Afqhanistan commet~c.i.'\l seed production for wheal... maize, vcgctahtc
and potato appears, empirically, to be an almost iQpossible ta~~.

Lut. me summarize the expel"icnces in Pa}dslan itS best as 1 can, dh"t

1c teach 0 f us coma to his o~ln cone hIS i on~L

Vegetable secd ts h~pol:ted and there is no commercial SHe...

pnniuction in PakistiU\ of \Jhich I am <HUH't:. Some say that it h~

in the lot,arest of ir..pcn·ltH"f.; to continue iil'~porting setld f~"h,

lJiVerSeas, since it il110\l5 theur~ to ~1neak Old.:. foreign exchange h¥
under-invoicing. Vet, it is also adr;littcd that attempts \.IiUda
Pakistan have invariably faile~ on account of poor quality. There
dppe.ar to be a handful of donor i\ssisted In:ojects (in Gilgit, rUh

by FAO) that have tried to go into ranLralized seed production, Lu\
they are a long \.lay from cOU';:Ufl1t~rc~ali2.(lti~n.

The story of potato seed pn,duction Is a saga of euphoric UP::i

and tragic downs, particularl'l' in the mountain areas (Swat i::¥h.j

Gilgit). Euphoric locdl gro:,Jers, ranning small plots of lafh1.
welcome projects and co~))mercial s.eed companies which promise to IHiy
"all the seed you can produce u at an attractive price. Ever~lo"h::

\i'ants to groW' seed potat' J.f and hard! y anyone pays attention li,..

either the market situa.tion 01- the strictrot.ation that is requirc.1
for disease-tree prDduction. Sooner rather than later,.
proliferating disease vectors or gluts in the market bring tragic
reversals in expectations and fortunes.

Let:s talk about wheat: and maize seed now. The so-calle...
"certi tied seed" (largely \41heat) sold by publ ic sector agencies i till

Pakistan is always uncertain in quality and extremely limited in~

qlt-"dntity.. Typical complaints include: shrivel1~d and dlse,'B::ilCi.'
seed, suspicion of mixture with other seed, low germination rat~~.

Ide}; of acclimatization to local environment, etc.. SaVelI'd'»
projects have attempted to provide cJood cluality (rather thrllu.,



\~u.·tlfl,'d) f;,ood to tarmor!t through a cOIl'libination of pUJ7.1ic ltu.rCLIt)i,'
iUli'4l Iarfl10r-to-farr.:lor syatul1:ls.. Uotallilc 11 t tICrflipCS i n "~IPP i n(;,l V""t<i.f
lhouu by: tho Pak-CcHlih.• i (Hl Uardn 1 i\9t~ 1,;0.1 I t."n."L1 PJ:ojnct. (flfr.itO) r IiJ'\l

iitndlZO soad productIon in ui~ripur; tho' 1)i/)k~&h)illiu\(1 l~NrA GrourutiWla' 11.:1:

I n,-hjatlon l)rojec,t,. fOt' \UhcJ\t and r.1Jalz~ :Goed producti.on,. ~ ~~

H~»lakand; and by AKRSP rot" uheat and r(uaizo HI ctntl'al and GlhJtt.
A aU these have been Gtulitll !(It:t~l1!liptg ,and bCILH~ no comp;U"iS(Hi j U~

liJhUJultudes to what is roe)ulred f«n" I~S!:H~. I will dcsc'riba tho Ar-\·n:HI'
expel"lance since r tiw persona.ll" f;1;("U::a: f~lm,ali.iu· with .it.

At tho end ot Jul y 1985 \.PO COl";1,plebnd 'C\ stn:vey of fH»~lUd>U

production and prtlctice:H in thO' doubllC' cl:!tJpping at'cas of Cilqmt
[)L:;tl~let (that is, aroa:!:ll \DB) tfJ ittbout 6, 000 .fif~i1dt. a 1 t i tude} . 'i'h ~ ti

su 1''10.'1 inclUded crop cutt h'lfJil tt, hiiu'vest It hrte t accompan led by /iii

t»hort, integrated aqr(.)not::d.c-(~conol0lic<!~tO'~;t!l()nniid.re. We found that.
60 pen::ont of the fafl\'!larS ~c'r(~ amhlcJ tl:(['H,UtiofH:ll varieties, CVli:h
ttuoW:Jh Hox i -Pak hud d I*t· j \Iud in tho iU'un) 1 0t(:iU:~ cilrller. "'h('/Ii>.t.:
who were usinc] new vnrictic:~j; hLu:B thon:Pllu:Jhly l'ruixed stand .~ one CO~Jht

\tl!naallyidentlf.,,,, 4-5 ,/otU'lIctics. ill the SiiurUl field. Most fitU'miH';::"·

wt:u:-c relyintJ on H...... :oti-ii'iilk, "'-"hleh l1I<tld been h;:~nned in Paki~ltan bCCd~l\~U

of its !JluGceptibilit.y ton»:fj't.~

We also found UHlt thi), p~ti')fi[J)fr ~Q.H; to additional o:lpplic«ti'HU
\,H ni trogen, so th~lt t.:~n:~l\I.H:'H couhl be lildv ise:d, in the t j, ;:,,'
i R~stance. to reduce the i r c;q>afrli-cd H:llu'c on phospha to and use UUl4:

:; ..IlViUiLju t'or gett:inq 41ddH:hJini.U ullD.tnJ\CJ(:n. "l'h[::i"'cC'oll1imendation wv~d\u

iP~ consistent with the .'Il.H:~1liiH:·:t;; tli:<istincJ dl,locati.on of funds, 'lh,.t

so tho question of l~lHulinq iint(» it. ciw:h cvnstrilint would not aris«.:.
In partlcular" we reCOf!liiITucndcd tUat. tarrners lceduce their purchi1<s,ea
ot' nitrophos and bUjt Ciliclillll.J1J amlCrt;I{HlIhHlll nU:.rate (C/\U) instead. el~t~

had the additional virtue of baing <.1 slow relcllsc nitrogen, whill:h
is particular'ly suitable for the sclndll, leaching 5011s of thcl
region.

By September 1965" "'fC lt~eCCJirllHrtende.d Oil large scale programme or
extension that would cater to two recommend~~ion domains: (i) for
the double croJ,.J.,ing area. ~,.ge recor.~.i'l'.UenJ:ed Pak-Sl whi.ch h~d

pn~viously been tested adequi~tely b}' the r"At') af;,rono>tnist in Gilgit;
(i i) for the single croppinq arelll, we reCOID,t!1:'I.":cded sunine, which had
been grown in sorne double cll'opplng villages for several years ithQ

ha(: shcYn promising results in '~IKRSP tria,Is in the single ,,:,roppih-JA . . .
ard3 ....

')"l'hese projects have sought to promc.te the rizam maize varict~".
and Pak-Sl or Pirsabak-95 uheat varieties.

6At that stage, uc recou1llm.ended Sun:ne only for villages up 1..u.
dbout 8 I' 500 feet; \.Je did not. have any improved var lee. i es h.,.
altitudes of 10,,000 feet,. pet-haps the hi{:Jh,!:st. elevation a.t w'hh;~u

'Nhuat is 9rown in Pakistan.



Uow ith Intl.n~(u}thHJ In\ilGtical Gluo~tion Cluno up: How fast. nhoulu
><.u «)0'1' Au \11th all uU<t;h nmtt:t:ll"'1.1\, ~:ho it.aulo \lout to tho MunfHJurnttrhlt
":IIV!U(:t (6-8pl'ofous;Ontllu" hoadod by the GOI\(u:nl Hanaqcr, whe> tOil.• ».
df.~1\.': i a ions on stratutCJ\f dud d';ly-'to-day rt'HHliil(.JGm.(~nt). Our eru:J I nouk' ..
ill IH~acticalDlan of action, 'W'iu,tad \u:. to shd.p j t l t()n~} and tona (:..tt
\;'(~ut it led secd ft*om thO' pUbl Ie !tolctor n(joncies and .inundat.e tJu.,;
tUiUd with new varieties. OUT il~lriculturb.\t, ,Gin oqually practh:dJ
Ui~'U of caution, v ..'lntau sMail CJu.EHttitioii tc bo imported andthl:h
lIiUlt.lplled withIn tho I.'eglon. '1l'htl ~f.IY out - ca· the Wtty betwEH&J» "

these two dl fferent v iC~:6 of the world tu:rned up in the bhl:\oe o~

dU initiative taken by '1l1!.l'/ Scct!(:>n (Hon.itoring, Evalu~tion iJfhi

thJlu~al"«':h, Which ""(15 l('Jhi'loslt th~ exact ~Hlujh/t"ilent of the PPA
I{,;;~)~nl)o·,o,,,: of ASSf'). uhi 10' lit \.P,a:H: not our iHJshl.~SS t.o dabble in
d".,t'lculture, we ncvcrthcl1(!1Hl \.Qent: .ahead iHld hc')ught about 7 tons or
:f.i;ued frolUl Punj ab f rovm (IIIlU: u·(J':ti:ciu'ch funds.

We decided to use the certified sood in two ways. Firct: as
d porsonal preforoncQ, I wonted a scattor-gun appro~ch t,.
domonstratlons - by ((H·t~lersl1 on their fields. So we packed 10 kllJ
IH2ifrd ba'ls, with 10 kg Unlit, o,nd 5 ):il'j UH:rophoa EUtch. Each "klt" '-I&S

fH.tequat:e t'or 1 kanal (;(.')nc-td\f,Jhlth (OJ! ilHl <i.lIi.::n:: t'Hkd about 10 percent
In!' the wheat area of iU) aVulr,'a'J:Jc 1'i\':l'(,UH.~). t:c:vch villa9c in the
i\JiJJ'tabl,;! cfoppin(j lH::CHl cJot lO~')(() kiit;s~ dc-ponding on tho size of th(;:
vil1a~Ju.. This \N:lS ahH\> fi w.vl' ot' £i1lyinq u'1i>hiH)~t You" to farlln~rs whv
had cooper'ated with us in thld' ,Jul'i'h985 crop ~::uttln9 survey_

Secondly.. follo'lo.! U8llCj :it,;uvdiiun,B l\KnSp ullc,tho(]o'togy, we stdrt~\j

..H:;cu'~sions \lith VilliH]lc (lnJ,iJ.nb:'i\dt;:liorl!s (es{icntially cooperative~)

"d,m.:d at creatin'9 thn:i!2 ;~Z'l1ud "dllaqcs. "i'hese villages W'CH'c
pnlvji(iJ,]d certitipd !ii{i>ed, fHtd tlr'itinin<fJ and chemicals for sc€:~i

t~·udti;~lcnt,. At h,(,.:lJ{H~t thJl(:'~ UUJiY ~ct'e C};tIH,:ctedt.o return the
quantity of seed thiit: hiHI been flJli"'O'o to Uu;n;u by the project.

The t irst re.ports fnJi11ml .f"al"Dl1:crs were quite discourag i ng ~

Almost everyone coti'.UplaliaH~d or lo/j,f 9E:nrnination ra,es, and the seed
producing vi.llagcs indicated that \they n.iqht not be in a position
to ret.urn the. seed. q.~hen has:~;est t,h'l.e cam1C arotuld, the crop loo}.a~d

qn i te adequate and f;iu-"ulers neportcNl that they ,,;ere going to pI ant
the new variety aqi! In. At this stage, W'E'~ encouraged the seed
producing villages t~ sell some of their seed at a premium; th6Y
said that that vas not possible, given their traditional system.
Soou. h.ovever, We observed a 1ar9c rmtrlber of individual farmeT;:i.
selliog seed at a 25 percent over the grain price.

The experiment with :seed cooperatives had proved so

11 remain averse to demonstrating a new technology on only one
or two plots in a village: Cal if it succeeds, it will not convince
too ~j1anyfarmer$; (b) if it fails, there i~ no possihility (''''1

;l,;ou[.parinq the results uit:h other plot.s in tbe village that. Il"Jli'Jht
hilve succeeded w



discouraging that we let it Jither away.' In tact, no additional
:Good was importod into tho rogion for multiplic(ltion.. Tho systCf4'\!
tunet ioned ll1uch as hefore - .us ..1 fJarmcr-to- f.u~lriCr system.. In 1.98") /1

four years after that one Injection of about 1 tons of Pak-a1 scad,
d di ffusion monitorln(J stud\t sho",od ttHlt about 40 percent of the.:
fart...,~rs were using })atc-n 1.

Compared with tho saga of whiilat seed, AKHSP's experience with
maizesead was short and definitive. 'In 1968, the Agriculturi5t
at AKRSP was told to ship up two truckloads of maize seed from d

World Bank sponsored project In Azad Kashmir, which was report6d
to have perfected !loed production.. l\gainst his better jUdgement,
he did what he was told. 'rhe l'esul ts, observed in 1989, \lulu
disastrous, and put paid to a.ny futuro plans for shipping up IDa i Z~
seed in large qUdntitles.

'l"h~re are severitl facton, involved in tho varying degrees (,C

success and failure indicated above. h proper analysis viII taLc
much tmore reflection c~nd t h'ilc thren is avai labIa for these note:::>.
OI'U:~ ciilplri.cal lesson, h'm·/c'Hu·, 1.S important: when it comes lu
I u\-l7oaucing new tcchnoloi'!y, it is extremely important to get H.
l~hjht the first time. It the intl·oduc:tion at new technology i:.:.>
percei.ved as a failure hy the farmers, the project losc~

...~t'edibillty and the tU-OCC!iS of diffusion is set back several year~.

t;ven in 1985,some of the vi II 3CJCSi In G1 ly i t refused to take up ahY

new seed because they hinl d d is';:I1iltrous exper ience wi th wheat set.:~:

that had been impol+tcd trom India 10 years earlier and given l."
them for large SCi' 1co <:u 1 t l'.lti\ t ion. He found the same react ion l i.J'

poul try and fruit seedl iruJs in other vi llages. Seed, poul try ,uhl
fruit seedlings appear to be inplllts for which the conditions fOl~

introduction of innov,'ltion h<tlVC t.o be examined and monitored vel,
ciil+efully. If the first attmrupt at i.anovation is perceived as ¢.S

failure by the tarmers, a project may not be Lble to make amends
ifl the same region for a long time, a~d the cycle of diffusion and
development would be set back by several years.

"we heard simi Jar reports about the fate of the tW()

cooperatives in Uaripur that Welt-e growing maize seed under the'
Canadian bARD project.



Note Nll1l1ber 7

SUGGESTIONS'
F(JU

STU/)/I:,S



The Scope of Work for this assignment asked the 'llrade ami
Harketing Advisor to "recommend terms of reference for a spec!u!
sludy to identify and analyze market structures, systems of trbJu
dud channels of distribution of Ct'oss-horder trade. It 'rhe purpo~c:

of this note is to suggost additional work that is of Immedjut~

1>'- iarity for ASSP, as indicated by the preceding nott:a
(particularly l~otes 110. 4, 5 and 6). 110 attempt is made in lid ti

note to examine the longer term needs of the project for stuJie~

on cross-border trade.

The first proposal consist:s of the terms of reference toe
"Assistance in Preparing for tlegotiations for Letters of Credi t and
I.ease Financing Arrangements. n The purpose of this assistanct:
\Jould be to anticipate and collect all necessary back(JI.·ouh,J
information that could be required by John Soden, Hob Haskell 0lh1

Denny Freed in negotiating wi.th banks and leasing companies, ,.21 •.1
in preparing traders for participation in private sector tradiu'J
and financing initiatives.

The second proposal is roally a suggestion that ASSP consid&l
hiring a full-time economist, with backqround in agricul tura 1/
production economics to complement available experti.se in Ao'r dH.j

PPA.

2. Iueditte prioritYL'l'ORS for a 8hQrt Term Assignment

Background

In order to facilitate bilateral and transit trade tor
Afghanistan, the PSA component of ASSP is initiating a series of
negotiations aimed at organizing trading partnerships between
Pakistani and Afghan traders, and enabling them to access suitable
sources of financing within Pakistan. The objective of this
exercise is to minimize thp direct involvement of ASSP and
O/AID/REP in trade, while creating opportunities for the privat~

sector to cater to demand on either side of the Pak-Afghan border.
During August and Septemher 1990, ASSP staff and short term
consultants are expected to identify Pakistani and Afghan traders,
banks and leasing companies interested in working on a series of
mechanisms for facIlitating tradE~. Thereafter, ASSP will negotiatt:
with these parties for the precise terms under which ASSP support:
would be provided.

General TORs

The general purpose of this short term assignment is t .. ,
provide ASSP with practical "Assistance in Preparing f('l

-I J



Negotiations for Letters of ered! t and Lease Finane! Hi)
Ara"angelUents. II The consultant will work with Mr John Soden, H.
Hobert Haskell and Mr Danny Freed for a per lad of one month
(l'enewable for another month, If requested by ASSP) to compi I u
information on Letters of Credit: (Lea) and lease financing UndtH"
two broad categories:

i) Detailed information that would be needed by ASSP 11M
negotiating collateral, guat4anteE~S, financing, and other terms wi. h
Pakistani leasing companies and banks; and,

ii) Detailed information that is needed to explain the~u

lnechanisUls to interested Afghan and PakistanI traders, some of WhUllJ

may not have previously participated in such financial
arrangements.

The consultant will not be expected to negotiate with or
recommend specific banks and leasing companies, but he will provid\;
sufficiently detailed info~mation for selection and negotiation },y
ASSP.

Timing and Duration

The consultant is expected to spend at least one month on thia
assignment, starting a/a AllCJust 15, 1990. If, at the end of that
month, ASSP requires additional information on the subject of tt.i~

assignment (or related SUbjects), it may renew the assignment t0r
another one month or part thereof.

Review of Documents

The consultant is expected to revie\.J t.he following documents
at the time of commencing his assignment:

i) TOY report by Denny Freed;

ii) ConSUltancy report by Tariq Husain;

iii) strategy and Plan of Work of ASSPi

Iv) ConSUltancy report by Roger Poulin;

v) Any other reports and papers recommended by the Chief of Party
of ASSP or his designee.

Meetings and Visits

The consultant \Ii 11 meet with:



i) All project staft indicated by the COP or designee, including
Lut not limited to Hr David Gardner, Mr Robert Haskell. Mr John
~oden and (if available) Mr Denny Freed.

ii) Bankers dealing in Les and Inland LCG at Citibank (Rawalpindi
and Lahore), Habib Bank (Peshawar and Islamabad), the Mus} im
COlomercial Bank (Peshawar), and any other banks indicated by tht
COP or his designee.

iii) Management at Orix Leasing Company and the Nat ional
Development Leasing Corporation (both in Karachi and Islamabad),
International Multi Food, and at least two other well established
leasing companies that would be identified by the consultant.

It is expected that the consultant will, at a minimum, prepar~

two short (but comprehensive) reports, providing intormation (HI

lNctters of Credit and lease financing. Each report will present
infot-matioo under two headings'· information tor use by ASSP in
il(:CJotiations, and information to be conveyed and explained to
interested traders. 'l'he contents of the reports will include ttH:
10110",in9 items:

Qn I.,etter§ of creel it

i) Description of the variety of Les and Inland Les that art.:
available at a sample of banks.

ii) LIst all the steps in opening an Le, and all the steps that
ASSP might have to undertake in guaranteeing Les and Inland Les.

iii) Considerations under \-lhich t:he banks decide on the margins
(reportedly from zero to 100 perclant) for issuing Les.

iv) Rationale and exaDlples expla.i.ninq the collateral required for
rcs and Inland Les, and possibilities for flexibility in this
regard.

i) The interest charges for Lea and Inland Lea of various types.

vi) Details and requirements of mechanisms through which ASSP
could guarantee Les for importers. For example: how would an ASSP
bank guarantee work? How would an Inland I.e work as a guarantee:
for an importer's LC?

vii) CLuld an Afghan importer open an LC with a Pakistani bank foe
importing goods into Pakistan and Afghanistan?

viii) Any other information requested by PSA.



QIL LeaSD -financing

i) Identify throe 0;..' four of t;;~c: ;::c;;:t J.utJutable leasing companiu:j
(,)poratinCj in Pakistan. f;xplain tht'T: criteria for selecting Uh::tH:

-..:ompanies and 1. 1st their stren<J1t.hs and weaknesses from the po i .. J

of view of ASSP's requirements.

ii) Identify each of the steps required to sign a lease contract p

and a 11 the steps thai: ASSP might need to take to gual·antee one (61'

more lease contracts between traders and leasing companies.

iii) Describe (wlth examples and attach sample documents) the paplt:J(
york that is required of a businessman intending to sign a leasu
contract. Assess the dO<jn)o of flexibility in these requirementti.
Piu't icu1ar1y if ASSP wore to guarantee pcH*t or all of the 1 ,",cHi.\.;

financing.

iv) Assess the implications (including Ithe leasing company'~

reactions) of the fact: that traders obtaining goods (such as tin u.
machinery) with lease financin9 might sell these goods insi~h:

Afghanistan and so the title I,dll not effectively be held in
Pakistan.

v) Examine the feasibi 1 i ty of lease financing proposed in Section
.. of Note lto. 4 uFinancin'j Hechanisms" prepared by 'fariq Husain.

vi) Any other information requested hi PSA.

This proposal is really a suggestion that ASSP consider hiring
a full-time economist, with background in agricultural/ production
economics rather than a marketing orientation, to complement
available expertise in AOT and lPPA. 'I'his suggestion is based on
three main assumptions:

(i) That PSA's needs are best fulfilled by hiring Upractical,
action-oriented" people \lho understand the business of trading an,.j
finance, thus an economist would not be very useful to the project
for its PSA component;

(ii) That an agricultural/production economist can be an extremely
useful complement to the experience that is available in AD'l' j h

identifying priorities within the numerous options of introducing
new technology; and,

( iii) That an agr leu1 tura1/produ1ction economist can us«':'raddl~" t Iku
1 ink (or gap, if you \-lill) between technical notions of whaL 1.:..

useful for farmers and market possibil ities for making a technulc"':J'J"



or input commercially viable.

AM has a varioty of tlo1/tc:chnoloqles (prosent or
for which priorities are ncedod for deciding on which
concentrate tho scarce staff resources of the project.
can be broken down into four stagos:

potential)
aspects tu
This ,huul1u

(i) Priorities for adaptive research: Is it. <)oing to be ric'li) ..
maize, wheat, v8gotable, foddor or fruit? Por inputs: should tljU
pn.>je.ct focus on seed, fertilizer (nitrogen or phosphate?) ~

th.<eshers, fruit fly tr.aps, ...e.apcrs, 01.· soedlings? ...·or Which
nl'Jion? E5~entlally, the qucHtKon is; Vlhat 1s the IJ.kely payol f

to farmer,s of ASSP concentrating on a given aspoct o~ agrlculturu.
d\lyolopment?

(i i) Prioritios for CJ<tcllsion, established by asking thell(}st
qUQstion under (1).

(iii) Priorities for cOMivrG(.:rcializatiofl, once demonstrations hf.tVc

been held bV AOT and a "need U lUH:l been estc.bllnhed. At this stagu.
iusiqht is needed to decide \fhcther the concl(i!'pt of "need" is likely
to f lnd articulation 6S rt);ul'.'et c:hH!'lltHlid if ASSP wore to invest j h

markot development.

(Iv) Priorities (and DQthodlologllcs <'lncJ training) for information
gathering and analysis, of which examples are given In Note No.6.

Essentially # thiH-C is u need to complement the technical
ex.pertise available at ASS!" (in IdYl" # PP1l. ilOd the Information Un! t)
\J i than economics focus on iHJ1" ieu! tural anc:l production i" ~ues.
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1. The Purpose of tbis No.~

The purpose of this noto is simply to introduce documentary
and organizational references that CCJ'd be of use to ASSP if it
wished to pursue sarno of tho suggestions given in the prcc6t:11 H";
notes. The references given below fOl~PSA arc orCjanizational
references based on personal contacts (including contacts 111a d 1;,1,

during this assignment). Itor PPA/AO"r, tho references are to bolh
documents and organizations, though organizational references du
not appear to be very promising.

Most of the documentary references gi ven below for PPA/A(YJ<
have either been sent already to ASSP with an earlier draft of thJ:::i
report, or are one losthl \.J i th the final ropor t (the pr~st.~f~t

version).

2. R§teren08S for PHA

It would be use ful for ASSP to purchas<:') publ ished import and
export regUlations issued by the Government of Pakistan every Y6~~

in June/July. These are extremely detailed regUlations pertaini~~

to almost every imaginable product. 'rhe publications are genercdlj
dvailable from good book stores and would be a handj reference tor
proj ect sta f f • Samples \'/ere sho\·/n to some proj ect sta f f dur i fhJ

this assignment.

The following organizations and individuals should be includad
in the next round of data collection in order to gather information
that is needed for negotiations to be undertaken with banks,
leasing companies and traders:

Leasing companies

i) orix Leasing (Pakistan) I.. imited
1st Floor, Kashif Center
Shahra-e-Faisal KARACHI
Tel: 520305-8
Tlx: 2885 FORTE PK
Fax: (021) 510593

Contacts: Mr Amin, General Manager
Mr nira Lal Bharvani, Credit and l-farketing Office.'

ii) National Development Leasing Corporation
Islamabad and Karachi offices.

iii) Possibly, International Multi Foods might also be suitable f0C
providing lease financing (address given below). The company
through which they organize leasing is called Internatic.n..l'
Multi Leasing Corporation Limited.

-l I



i) Cltibank, Rawalpindi, [vldlOl"O and Kal~achi officos.

Contacts: f.(r nadir Shci~;h, H,anagor, Rav/alpindl Branch.
Hr Ati f naj,...a, l.<lh,oro Branch.

ii) Muslim Commercial Dank, Peshawar.

i) International Multi Foods Limited
1106-1110, 604 KilShif Center
Shahra-e-Faisal KJ\UACllI
Tal: 522090; 522054; 5~8010

Tlx: 24273 KAStl .... PK
fax: (021) 523010

contact: Sheikh Amjad Rashid, Managing Oirector

ii) Al Mushtaq & Co.
Chowk Yadgar PESH1,\'lAI< crrv
Tel: 211429: 212029
trlx: 52350 AU·teO PK
Cable: GRAPES

contact: Mr Ishtiaq Ahmad, Hanaging Partner

The point of listing these particUlar references is that they
represent, in the consultant's opinion, the best possible prospeclb
for quick and effective private sector initiatives by ASSP. S0ffic

of them may be of value individually, ..·[hile others might 1J~:

e f fecti ve in partnersh ip vi i th each other and with Afghan trader'::>.

3. Documentary References for PP~/AD~

On international data on wheat variety development, releases,
diffusion and seed imports

Extcacts on Afghanistan taken from the following pUblication
were sent to ASSP with the draft of this report:

Dalrymple, Dana G. 1986. Del"dopmC:llt alld Sprc:tuJ of High-Yielding JYht"lll
Varieties ill Dc!'i!lopillg Cmm/des. \-1ashington, D. C. : Un! ted State~

Agency for International Development, Bureau for Scienca



and Technology.

Host of the following papers were sent to ASSP with a draft
of this report:

Azeem, H., M. Sharif, H. shafiq, Z. Ahmed and J. Longmire.
1989. H\-1heat Varietal Diffusion in IrrIgated Punjai»:
nesults from 1986-89." Agricultural Economics Resea"'i:"
Unit (PARe), Faisalabad. Staft Paper No. 89-1.

Akhtar, H. n., Z. Ahmed a.nd K. A. 'retiay. 1987. IIMonitorhuJ
Wheat Varietal Di ('fusion in IrriCJated Punjab: 1986-0-1. "
AgricUltural Economics Hesearch Unit (PARe), 1"~aisalahad.

staff Paper no. 87-).

Heisey, Paul, H. lL Akhtoilr, K. 'rotlay, at ala l<.Jfr/.
tlMonitoriHfj Uheat Varieties Grown in Pakisl,th;
Objectives, Nethods and I<esults frO'ffi 'i'tiree Major Croppin)
Systems, 1985-00. n CINWI''', Islamabad, Staff Paper Uo.
81-3.

Ilusa in, '1'.
Gilgit
Gilgit,

1986. IIt»hcatin the Ii igh :-lounta in Va 11 eys ~I r
Oistl"ict." l\lCJ3 Khan Hural Support Progn..tut.
nural Science::.: nesearch Program, Report No.2.

Shari f, M., Z. Ahmed, H. A. Haqbool, J. Longmire. 1,su.
UHonitoring Uheat Varietal Diffusion in Irrigated Punjal~;

1987-88. JI PAnC/CINW/'l' Collaborative Progrdhi l

Agricultural Economics Research Unit, Faisalabad. Slalt
Paper No. 89-3.

Both the followinq papers are enclosed '<lith the final VerSic,h

of this report:

Aslam, NO', A. Hajid, P. R. Hobbs, 11. I. JHashmi and D. Byerlee.
1989. flWhaat in the nice-i'lheat Cropping System of til;.::
Punjab: A Synthesis of On-Farm Research ReSUlts, 1964
88. II PARC/CIHI·Iy·r Collaborative Program. Staff Paper 110.
89-3.

Hussain, s. s., H. Ahmed and JO' Longmire. (1990 - expeGtt::.-j)
UMulti-enterprise systems of the Irrigated PeSha\'iol
Valley: Subsistence and Cash Cropping, II in Derek Byerlee
and 1'ariq Husain, eds., Farming Sy.\items of Pukijl(lIl: DiaglltJl;uS
Priorities for Ues('arch • I~ahore: Vanguard Press, forthcomi ny.



• to QrganllltJ.gnAl. B§lf_9.l'!nruutj~or._E.ebLADi

ASSP Is already in contact ",lth agricultural scientIsts at Uht

uurp Provincial research institutes.. ltl1:ulqht be possible tOj
obtilin some assistanco in cconOillicu frOli~ onu or more of tho~~;

institutes, although the proapcr::ts have bucomo ]059 favor'bbl.)' th

l'econt months for lust i tnt lonal coIl aborn t ion ..

There was ·an lio9r leu 1ttn:"ll l;,col1iol1d C$ Research Un! t itt th~.r

Aqricultural Rosearch In:atituto, 1'arnab, noar Peshawar, at lealU.
until June 1990. Since thctn, it: might IHlve' boen wound nl> anl1'.• 1t:tF
staff sent to tho Ui,tional ,'\«jl"!culbu'al Hcncarch Conteu.' ih
Islaaabad" ASSP could t~lU~ to both I\oRI and IU"RC to itsCcrto(dH
whother they could provide Gome oconomists on a short-term baal5
to assist wIth studios on tho t\1l0nitol.'ing of diffusion and on oltllf;1
agricultural surveys.

"rho IUiFP ACJr leul tUl~(ll Uni val'S i ty 1n J"eshaWil.r Is in the proccs,ti
n!buildhlCJ with USi"\H> iHHdstancc. !lorIHbp!l, tho most suitabh:
economist there \.o1ould be Syt:td S. S~'t;idin, who has extcnshttt:
cxpcr ience worklng \i iell thi(.~ PAnC/CIHHV"!" col] (~borati 'Ie pr09ral(~. HI
Sajidin, hOWCVCl·, has bean .si(JI'll'(?'. Upt'oct::n'tly hy the Pak-nollau.t
Groundwater IrrigatIon P~ojoct il Malok3nd, and it is not cort~j,~

~ah~ther he would lm\'c the- t Kmt} to dovate to A:s;SP.

other than these t\QO sources, thelt~e is I' in general, a paua! t;{

of good economics capiu:=i ty to!: Pl"O\l' id 1#19 as=..dstance to ogrlcul tUt'41 J
projects such as ASSP.
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1"110 Pl~iv4t:e Sector At] I' H}\Jgino~ts COIllpOI1i1ant: of the Ar;,phani:tH.•~h
1t'!Jlrh:ultural Sector Suppeu'.' i"1'Oijcct dc:tif1(;,:fi, its role 10 tcrtn~ u.
tQ,.ulo (;nqilan'Gion \Jlth upclfdiD! C~J;ph':Hj;ig on Uw' cn::<,tiou of l'l:H:H'::";;ln.:till¥~..
tv fae! 1itato In .iHJ I' i coa BIt UU 1t'';l1 • com,mod I. t i t:~s • £) i rect comrt:lov.l J II 'J

O'~Dn;hilso.s for 1~o:5,an(y to .!\f<jjh.iHl tradcru h<itVoli been utilizod by U~U

a"n:.lJQ«;t t.o lH'oV ido 1'4(!ullh"ld ftH'\t i l i Z<!):f.* If $u{Hc,h:i and PL.'-480 whoat: ut.uj ¥~"J

«h.u 8hiiti,,11 projoct 1J;LI((jtl1li nn (lJn'deK" to d.5~j,Jl~ilt in the resettlcfiliC'ht
',01 the l~ctl\u'nin(J "cf,UifJ(J''U 1)!(t,pa~';ill.tioD'L ~;u(:h dir'cel j.rlt:erv(]otiOH ~/iI;

t h{!.> [tt\iH,·~:t(~t is a t0t'pa»~)!!r"H'Y "',,(Y".:;;~~a·c •

..\'ch iC"W\!'ltZicnt: ""« S\~;.I\ J:z..:> 9l0I~ n:; Ii» i Uh O'G(;~H' through ere" t i on to .. t
pa.'~"'.~\l.tQ 5(H:t('n~ iniitUiltli~:'c'::;; ~h'hE(ch 0pC:ab 10'ntry t~or current i>tHdl

!!,~llt(Hmt.'ill entrcpl~iI,HllCun.. , t(;t't(J;'tIU,h i lni Uti'..: pr lvdte sect.or i u
~ iI ....vli,,;. i\ hi:tan ifii a l:t.»'(jl doe'piC hitUI<.l'H t h: UtC t.:·s,tabl i shment of trd1di ou

a lia19\.ih(jQS with i)aft.:h~t"u~ ,,~u))\\.k .illlcl4-.::'[)mt'1l'odQ;)ti~)n to its policie:=."
IP1'oCe[hu~'cs and 1,i'\o'S. I, h,,):tt.4'':'I1· l1,H\\dC'lI·st.~)ndin~J of Pakistani ah"J
!\hJh>ij,u o:nat"ketinq dnd ltr,,\,,(R-tJ' ~~t~Uli(\.::tun.'!$, b.;. ~l r"~quil!'ement of Pl'A Ilk
"h;\1clopirH'J its: ~\iu:;a.!'t aUkh)la.mlil1U,:K«);Il~ clystCfm::: iHlid in t'ormulatj6~v)

spe,c:itlc l»SAlnitli"1iti\~J'c~1. h,SSP/9"SA will 1I~!t8liZ(; the services u.t
,in economist. f(U'miii~u' \1./iUn &lJ(i.\ltli:::l,tiUQ and AflLlh;an trado t.o assess thu
1(;d,ra';ctand tradill siitul<iult!i(()Jall ililu c«}Ubj~Htctlt}n ~lth an Econond,,~~

J-hhd SOl~.f S ir.tlD 1tarU?CUUt'\; Dp~ a'i."q;nU Ut18d by th.::'! p'lcoj,ect, who vi 11 fOGU~

:r,;L~n.: on the pol icy iUhf di\Z': n«.l!a'(l ln~l»! lieat 101",.. t:~"H' the project. The
t'wo t;(ccmOlnllsts will C(liLIt~Il!h:~,'1(\.rO\;t C'i1l«,:'h {}lthlU'lr-:;; ',r .~:: providing a D~ual"

'b.i!lSC of n:~cormmend,\tiil\')nstt"OIi' fultllurc ~JitJt'k ..

Ta,e speclf!~ tasks of the Trade and Marketing Advisor will
include:

1. Define the factors ~Qhnch ilirfect priictCfs of major commodit;le::i
nn Pdk-A fgh,.n trade.

2. Assess the potential ror establishment of an in-bond transit
t,il,cility through K"la.-achi p".ulriil.llt:l to the r-"xisting one control)i;c~'

hy the Kabul qovermxtent ..

3. Review the conditicms, Cilpirlcity and potential of the tradCI>~

in import-export tr3de ..

~. Project long-tern potential for foreign exchange ear~ings for
Af~]han hnport.s bast~d on 1 H:elyarJ1ilcro-economdic changes under various
~cenarios of repatriation of refugees, g~owth in economic activity
"Hlld t.rade in .Afqhan i stan.



5 • Reco••end tonas of l'ufe:t'ono:o. for it t);J:Jo 1cl<i\1 study to identl tv'
~uu! analy~.G markot stl'ucturcn, gyut.omn ()if trade lind channels f,I'

d ist.ributlon of cross-border tradG.

The Trade and Hark.otinrJ I\dvlsol: will hold an H,.A. in £COnOftlllC:U

ilnd will ha'l:e extensive oxp0lrio1\<::o in the analysIs ot PakistanI and
regional econo~icu issuos.

~~.,
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I!Cstorically, informal financial arrangements have bu~n

,tominant in rural an.1i:ltl. \lith industrialization and rapid
lld.hlUizatlon, particuliu'ly since Independence, large volumes owl
'Jtouth rates apponr t.u have emul"<Jcd in t.he cities. Its extent J:s

indicated by evidenco that. it fInances substantial parts of lllic

informal transport, housing and trade sectors in urban arecUi.
'''uday, the informal financial sector represents perhaps the
l.:u'gest, most fascinatillg ilnd least stndied sub-sectors of infortl~al

~dctor activity in pakistan. 1

Provision of crodit is the dominant activity in the inform~'

::lector, but savin~ls ami inve:stments are also significant,
\~0illmodity trading \las out~ide the scope of this review as it loti
pt°i.marilya formal sector d,.~tivity. '£ho main elements of informal
financial activity covered in this section are credit, savinfJti,
investments and forci"';!' exchange transactions. Under credit, Ul~

/hll('hi (or chit) system, merchant credit operations, supplicl'~

Gn':~dit, and the money lourle'os Herc studied. "rhe committee syslcru
vali st.udied as an exaf~\plc of the link between informal savings awl
~l"t:i:dit for small savel'S. "I"he hundi system was studied for C:1H

assessment of informal foreign exchange transactions.

·l'he dynamic fact.oa:" hehind informal financial markets appears
to be what bankers Cd 11 IHooduct ;development - the development v(
nC\1 products with charilcter ist icsl that meet the requirements ot cu.
ever changing economic environment. A stUdy of informal credit
iU"lOangements by OI<.HS (19119), undertaken for the World Bank, ShO\</th.1

a large variety of lendil\Cj arrangements, collateral requiremcul~

dnd interest charges that had emE!rged in response to the need~ or
manufacturers and traders.

In the formal sectot-, the supply side comprises national i Zt:H1

commercial banks and insurance companies, state-owned developmBnl.
iinancial institutions (OFIs) and specialized banks tOl

agriculture, industry, housing, etc., and a handful of forei'Jll
banks (with restricted number of branches and limited operations),
This sector is characterized by mandatory credit quotas, controls
on profit margins, high transacti()ns costs and, in the national i Z':ht

o1'qan1zations, bureaucrat i c management, pol i tical i:.Lervent ion and
corruption. There is general agreement in Pakistan that overall
efficiency and responsiveness to clients (particularly small
customers) has declined dramatically since the nationalization ~r

'A brief historical perspective on informal
activities is given in Annex 10.1.

2in terms of liquidity, security, returns, etc.

financial

..



banks and insurance companies in 1973.

Most formal sector institutions are slow in responding tc"~ thu
Il.:!eds of the marketplace» Although innovative product developnu:nl
does take place at the multinational banks at a very limited scalu_
oven they arc handicapped by government regulation and Cdl.

pl"ofitably deal only \-lith larq(! clients from the formal sect ..n.
And all formal financial institutions seem to be unable to lr~(d:.s;

hlUCh progress in lending for \-Jorking cap!ta1, which is perhaps the
major requirement of the expanding service sector.

On the de~~nd side, there is suggestive evidence of a growl'l
in demand fol. an increasingly diversifled set of tinancirtJ
instruments in recent years. Small savers, large investors, hOUSe
builders! transport operators, farmers, manufacturers, importecH
and exporters, traders and ot·dinary citizens engaged in work OJ.:

leisure have doubtidSS been infl~Bnced by rising incomes and market
demand, high taxes and duties, discretionary enforcement or
regUlations, inflationary expectations, and growing contact betwecil
ordinary Pakistanis and the rest of the world (particularly Sjfl~C

the mid-1970s). fl'he gl·O\</th of the serv ice !;ector (both formal cHid
informal) has added to the demand for working capital.

Given the indbility of the formal sector to respond to such
forces on the demand side, people from all walks of life have bee,.
depending for their financial transactions on the informal scetol'
(and on institutions outside Pakistan). 3 Within Pakistan, only thu
informal sector is free to respond on a large scale with n~1,i

products to meet the emerging needs of the popUlation. It is not
surprising, then, that informal credit and foreign exchiuHJi;:
arrangements play a pivot~l role in Pakistan's private sector.

2. Bxtent, contribution to the .conomy

2 • 1 • lnfannal Credil...

Informal cred! t is the most widespread informal finaneia 1
activity in Pakistan, with major lending activity in Karachi,
Faisalabad, Lahore, Pesha'i1ar and Multan. It is used mainly for
personal finances, working capital, and even project financing
(though businessmen generally feel that the availability of lonq
term finance is not as serious a constraint in the formal secto.l-

3Increasingly, Pakistani businessmen these days seek to have
offshore offices in Dubal, presumably for arranging imports and
exports unencumbered by Government of Pakistan regulations; it iti
not clear, however, \-Ihether such decisions are influenced I»i"
constraints in Pakistani financial markets.



as that of working capital).

Tho loan ranges from a short.:. term small loan (as low as H:i
l,OOO) for personal needs to a long term loan (in tens of million~)

rOl" project financing. 'rhe rates of interest vary according to the
needs of tl)r. bOrl"o\</er, his credit worthiness, maturity period 01

the 10an,'1',1 the nature of security provided by the borrower, an'"
typically range betweon 20 percent and 48 percent per annum. 11.c
mechanism is: quite similar (\'/ith minor variations) across the thn:e
cities visited for this study (Peshawar, Faisalabad and Karacl,i).

The informal credi t market is widely used because of j t::i
accessibility and convenience; no fixed schedules; (generally) IHJ

collateral; lower transaction costs; no appraisal, docurnentatioJi.
and administrative fees; minimum collection charges; and, speed ot
credit delivery. The pl"ofits earned from this business are:
reinvested in this sector.- to avoid detection by the taxation
department.

The informal credit is viltually the backbone of the transport
sector of i' k~ stan and provides it most of its financing. The
transpo~ters also form one of tho largest money lender groups i'l
Pakistan, and also charge interest rates as high as 10 percent per
month or 120 percent annually.

Money lenders prov ide informal credi.t to relatively big
businessmen. This SOUl"CO of credit is not very popular among micro
enterprises. The major borrowers from money lenders are
transporters, textile mill owners, property dealers and stockists.
In some cases people get loans from money lenders for thai L

hOllsehoJ d needs. Honey lenders give loans to those people wholls
Liley tr . ,t, or those \/ho prov ide a guarantor. The rate of interest
varies from 2-4 percent per month. The amount of interest is paid
to the money lend~[ every month. The maturity period of the 10a'1
is decided at the time of agreem1ent; however, the lender can takt::
his money back from the borrower with prior notice.

In the NWFP a slightly different mechanism was witnessed. In
a system called ijarll, the lender acquires all rights to the asset::;
and properties of the borrower, and is entitled to all the profits
that accrue from such properties as long as the loan is not repaid.
In case of a default, the borro"Ter forfeits his rights over that.
property, and the lender acquires it. In this province, the
lenders are from the 'fribal Areas and a default on a loan payment
has severe consequences/ and a ve:ry persuasive repayment mechanism
including kidnapping and torture of the defaulter.

Supplier's credit is one of the most important source of
eredi t upon which microenterprises rely in Pakistan. This inforroa 1
source of credit has got such strong roots in the business
community that despite the significant difference in raw materiill



prices for payment in cash or credit, they still prefer thlu sour(;tr
because there is no other source.

Most of the microontcrprises (HEa) purchase raw material 0111

el'edit and make the paymont within two to six weeks. In thh;
i\t:ranqement the borro\.Jcrs often hit',e to pay an impl lei t rate ""f
interest of 10-15 percent D'JX.nKm.!Jl, although Interest~ rates (.d ,:
] pet"cent per month are also obslarved. 'I'hese estimates arc dcriv,,:·'
r rom the difference in prices paid for cash purchases as oppo:,i\tt,J
to purchases on credit. For instance, in the textile industry ~.u

"'(lisal~bad, the suppliel"s charge a higher price based on the numh~u

of days before payment is made. They would charge Pak Rs 0.50 t ••
Pak Rs O. 15 more per pound if the buyer Jnade a promise to pay tlw
loan amount within 20-30 days. Similarly, an extra P~k Rs 0.15 l ••
Pak Rs 1.5 per pound is charged if the buyer agrees to pay his dUe::;'
\.I i thin 30-45 days, and an extra Pak ns 2 per pound for payment mOllh:

after 60 days. 'rhe very low transactions cost explain whl'
entrepreneurs prefer these loans. 'Nlese a1'0 also the on1 y J Oi:~h:.)

available to them!

Buyer's advance is al~o it source of working capital for somu
of the smallest microcntcq)l·iscs. In this (~rrangement, buyers n'¢1tll:
some of the payment in iJ.dvance and the enterpr laes use this advanCe
to purchase raw material. '1,i9 type of credit is generally freu
of interest and the amount of credit is deducted from the price O!
the final good at the time of payment.

In some of the cases observed, intermediaries (buyers) prov hh:
capital to microenterprises for working capital. They make su.~

contracts with microenterprises, i.e., they buy the products 0£

microenterprises, deduct the amount of cr,edit advanced from the::
total value, and make the remaining payment. In this arrangement
the buyers charge an implicit interest from microenterprises which
varies from 6-8 percent per fifteen days by paying, say, Pak Rs 1~

per kilogram for products which the microenterprises can sell foe
Pak Rs 16-16.5 per kilogram if they were not borrowing from the
buyer. Thus, the rate of interest charged by the buyer t./ho
provides an advance to the producer is reflected in the fonn ot it

discounted price in this arrangement.

The parch; system is a very common source of eredi t J Ii

Faisalabad. The system operate~; on goodwill. 'I'he plUchi is usual I t
a delivery receipt, signed by the recipient of goods shipped by d

manufacturer. 'I'he recipient verifies the amount billed, ahd
indicates when payment is to be made. The manufacturer signs OV~l

the parch; to his suppliers in lieu of cash payment. The suppl iers
will often put it into a local capital market, where it \o"i 11
circulate freely a5 an IOU. Parchis with different payment dates
will bear different discuunt rates. A detailed account of the ptmid
mechanism is given in Annex 10,2.



l.n tora. of its contribution to the eCOntH'.Y, the largo u(.:'.Elh.3'
uchelloa ouscribed bolow in tho buslno9u (t()fl,,~unity do 90nfU"r)fii-t
capital for business noods.

"rho coa.d,tte8 gYGt.(JI1~ In pOl)ular with the business claou: cJ;;t'

'Well au the households. "'JI"hor'o nrc t\\inor varhltiollu in It..\\J
d i ({erant (oms of (:O~j1jii~it tails I' but c!HH.1'nt:.l illl y i ti s a poa 1 i ni'J ~Ji r
money frora the ca~td.H:n·:t:; ~u.d the iHl1iO\.lnt. collectf!d Is given to tl(l1it;V~

l1JlClk,tU.u- in rotat lon.. "ftu! COf;1i~~ i tt,~Qg evan <Jo up to ()lak Rs 1 .. 0 liil JIlk Ii

(t~POchllly the onos OJ:.rJiUlizcd by tho business community. 'H .....
COI!1tu:ml ttce syst.em h; V'l!!l''Y pOi:lJular .abO. 9 WOinnrl of tho loW' income dUhl

r,aiddle IncoQc lovel.. In rais:alabi.u,t and l,ahore,f women have be'JuHli
to par·t lcipate in thti COl'l~,(';;'J i t tees org(ud zed by traders ~ ,.,,1
lnls inasso:men" T'hc CU1"t'~lJlIt s}'st(ttr"oi of Infor:mnl SitlV In95 does D'\.(,H

(Jancl~ate any roLy .."n on the principal dmounl'.:. but is a conv(Hdt:hl
\lIdy ot' getting it r<!,usonillbln lUU1:\iJ) m.Hill umount by way ot h.rr ..;;u, a
savings ..

In 'lh··l cOtnmi tt.co G\'f,;;\:-nl'm, is number of people collect a f 1~ " J
amount:. of Doney by pn.ll-d'l:b.cH;'fl.'llined (cquul) contributions, dl

specified dates.. One pen~on is awal'ded t.he (ommittee after E:ettch
collection: this Is 92narally done bV lottery. A variant of tJ~j~

system allows any,one wH:,h (1 despe:riit.e need t.o bUy the collecti~A'

on demand, but at a pn;!n'lliu~'il.

"It'here are thre~ t~,p~,s of committees in practice currently:
Ordinary Committee, Auction C'(H1iIDl:llittcc and Lucky Comraittce. rj\h~

details of each fora of cORoltteo are presented In Annex 10.2.

The incidence of such invest~t'l'llents is mainly res'tricted to big
industrial cities.. On one hand it generates capital for th<:
business concern, and on the other it provides an extra income III

the investor.. I'n Pesh~l\lar I ill was not(;:d that most of the
investor's funds are funnel14~d into illegal or smuqgliH'J
~ctivities, thus promising very high returns to the investors. 1st
bnd large, the informal invest~cnts are made both in the legitimate
and illegal businesses, iUld ttu:! overall c:ffect on the econoLLly
seemingly is negative since it Z'Ji(llinly provid1es capital tor illcgi::tl
Lusiness activities - illegal because the high rates of proL~l

promised to the investors cannot be earned through a legitimate
business activity ..

These investments do not require huge investments, and people
usually borrow from the informal markets to meet their workin'J
capital requirements. A typical venture would require as low d~

Pd.; Rs 50 , 000 to start ".'ith at a small scal~~. The big player:::i ih
Lids field have no cash flo\-l problems because of their v&ry I'l-cc



ClUJh reserves. It. transaction of up to a mill ion rupeos can usua11 y
bo handled by them without prior notice. In addition, they altio
':lIa intaln a lino of credit: wi th thll;! commercial banks, with typic.:a I
~dilln9a ot 4 to 5 million rupaos.

'I'he trond of informal investments gained significant
proportions in the late soventies in Pakistan. In the last twelv~

yoars investment companios have grown (and vanished!) twic~,

robblng people of their 1 i fatima savIngs. 'llhe companies promi 58
a very high rate of return on the capital invested; pay the
'profit' as long as they are receiving new investments; and close
shop and disappear when theil~ inflowu (new investments) become lcs~

than the outflows (payment of profIts). 'this clandestine operation
is taking place allover the uorld, and yet unsuspecting people are:
lured in because of the general shortage of investment
opportuni ties and the extt'cmely high l':''-ttes on profl ts and the
absence of good savings schemes in the formal sector.

Despite t.he recent setbacks 1n Pakistan, informal investments
have not ceased to exist. People invest when they have a personal
~elationship with the ~ompany's management, or in case of a highly
reputed company (like tho Taj Company). The usual rate of return
on such investment ranges from 20 percent to 36 percent per annum.
In case of large sums invested for a long term, (two to three
years) the rates are as high as 60 percent per annum.

Funds for informal sector lending are mobilized from a variety
of large and small savers. ;\ saver may deci.de to invest a g i VCIl

amount at a pre-arranged monthly interest rate with somebody \/h0

dCts as an in formal bank. Each month, the saver could, if he:
wishes, be paid the interest charges, and the full amount would bE:
r~turned at the end of the agreed period. 'l'his system iti
attractive for both small and large savers. It is particularl y
attractive in the context of Pakistan, where the returns to saving
in the formal sector have been historically below or very near the
rate of inflation: the real rate of return has been general} y
negative. In contrast, the informal sector has been paying 2-)
percent per month as interest on savings deposited with it.

Oespite the two recent setbacks of frauds by the finance
companies in the last decade, people still continue to invest in
SL~h ventures. The companies merely give a receipt for the amount
deposited, and mention a stipulated rate of return. However, thi~

piece of paper does not have any legal value, and in case or
default there is no legal recourse available to the investors. III

some cases, the comp~nies also mention that in case of bankruptcy
or defaUlt, the investor has a lien over the company's stock lying
at a specified warehouse; but the details and value of the stock
is not mentioned, and nobody kno'is if the v/arehouse actually ha~

anything in it or not.



2. • 4. hUot1Unl. Foub:a.£xchcwge lhlllSCICliOiLS.

lfhe traditional hU1U1i practice, over or under invoicing, an.:J
malpractice in the trading of foreign exchange bearer certificatou
«(-'EOCs) are some of the major activities in the informal forei<ju
exchange markets. Incl'eased foreign exchange remi ttances hy
PilkiGtanis working aut'oad, uncertain political environment.
deteriorating dollar rupoe parity, and the current trend of
obtaining loan from the formal banking structure, transferring th~

amount abroad, and having it written otf at a later stage are somol::
of the major fact:ors that have made it a very booming market.

While most of the informal sector activities have a close iJnd
compi imentary relationship \lith t.he formal economy, the inforrnu!
foreign exchange transactions, by and large, result in a drain Olt

the foreign exchange reserve:.:; of the country. 'l'he system operat(.;,:j
in a manner that the fOl',dgll e.XCiU'UlCJC intended for home remittanct;
l'em"ins in the foreign countries, and is ~qed for the illeqeld
outward remittances. 'rhus, from the viewpoint of outWal'li
t'cmittances , the ent-ire tr:ansacttions result in the flight ur
capital from Pakistan. similarly, the inward rem:ittances til."
i l\!prOVe the qua 1 i ty 0 f 1 i fe of the migrant: I s fami 1y, but tin;
economy is deprived of vc:sluableforeign exchange reserves, 'I'he
most notable advantage or this system is that it provide~ (!

convenient and fast service to 1:he people remitting money tcun.
~broad. They do not havl to go through tedious paper work or wdit
for long delays, and also get a better rate, which is usually UI~

to a Rupee more t.han the official rate. 'file various informal
foreign exchange dealings are summarized in Annex 10.2.

3. Relevance to de Botols Tte!~s

The main issues which surfaced during the study can be broadly
stated in terms of: high degree of state control over the financial
institutions are the main cause of illegality in this sector,
Other notable factors are strict regulations and procedures leading
to lower efficiency: political favors or concessions especially in
terms of credit sanctions: very stringent, regulations of thu
government: and, the prevalent corruption, tax evasion dnd
smuggling in Pakistan.

In terms of .. 'te rel~vance to de ~oto's main theses, it can be
said that the financial inform::l :sub-sector has some similarities
with the conditions in Peru. Jlor instance, one of de Soto'ti,
theses, " •••• redistribution of national wealth as more important
than the production of \rt'ealth. And Uredistribution, II as used hert::,
means the concession of monopolies or favored status to a small
elite that depends on the state, and on which the state itself i~

dependent", directly aims at the issues identified in the preced i liie}

paragraph. Presently, the situation is such that even d



legitimate financial need cann~~ be
tinancial setup \-lithout tho 'sanction'
duthorities.

serviced by our forma!
of the highest politlctiJ

Similarly I the deduction olf Zllklll by the banks and etht::1
financial organizations (Uational Savings etc.) has a very ncgati 'Iv
impact on the overall savings in tho formal sector. People do not
tl~ust the state system, and generally allege that the funds cU",:

misappropriated. As a result, they prefer to put their savings i,)
informal schemes. In addition, the State's inability to meet the
requirements of the masses is a major factor that has led to thv
boom in the informal financial sector. As such, in this particulb£
sector, there is some relevance to what has been pointed out by de
Soto, as a parallel (or black) economy is running in the country,

All the activities in the inforlua.l financial sector fall under
the jurisdiction of the State Dank of Pakistan (SBP). The
operation and authority of the state Dank is based upon the stat~

Uank of Pakistan Act, 1956, according to which the Bank is charCJ~,j

with regUlating the mOl\et~lry and credIt systt::ms of Pakistan.

Thus, settinCj up of a Danik, Investment Firm and relatt:;:"j
activity requires the Stille Bank's permission and these activitit:;:~

<ln~ not currently allo\/cd in the privatt: sector and only the
existing five nationalit!ed comm~rcial banks are permitted tc.
Qperate. Even if a nationalized bank wants to open an additional
bl-anch, prior approval of the State Bank is required. In addition,
a few foreign banks, with 1 imitE~d operations in a few selected
cities are operating in Pakistan.

Foreign exchange control in Pakistan is exercised under the
"'ot-eigo Exchange Hequlation l\ct, 1947; and the authority to contr&l
hdS been vested with the State Ban., under the State Bank Act r 1956.
As such, the bank exercises full control on the foreign exchang~

rlow to and from the country I and ensures 'that all the foreigu
exchange receipts are s~rrendered to the Government. The foreiglt
exchange dealers, which are the scheduled ban).s of the country, aCe
also appointed by the state Bank.

In other words, existing Government policies stipUlate that.
(barring the scheduled banks and financial institutions), no other
individual can enter the segments of the formal financial markets.
included in this study.

5. Requirements for Conducting Bvsiness

The State Bank is primarily responsible for ensuring propel



olJQ1~ations in the f inancin] sector. 'rhere are many restrictlc:.ul:»
t'h,at govern the formal channe.la, of credit. 'I'hese include thi:
l~quired equity base and SOPs reserve or liquidity requiremontu.
Sl~l.tlarly, the State Hank of Pakistan has a credit ceil inCJ f ixu..J
fur the scheduled banks. rhls coiling is approximately 35 percent
of the deposit generated. by the respective Ban}e, al~d is reviow..:,'.
on an annual basis. 'rhus, irrespontive of tho volume of dopo~i t
gonerated by the Bank, tho crodit ceiling is nDt changed until tho
annual review.

The commercial banks have their own cumbersome procedure~

l'tlilJarding the approval of credit. 'rt1f:~ banks and tho fInancial
institutions have their O\ln financing procedures hIghlighting thc.::
collateral requirements, torms, and list of approved projects etc,
~~cept for the Agriculture Development Bank of Pakiotan, no othel
bank has developed a credit miulual so fclr. Usually, they upd(~tlf.:

the rules periodical}}' in fonlil of 'ban}, cilrcular' and use thcsu
cit'culares as guidelineu (01" credit and investment !ichemes. 'l'hc
notable features of these .·cqulations arc: strict collateral an,J
security requirements; f;; xed n::pi.• yment schedules; h1gh appraisiI.;
documentation, t'ldministl-i.ltive costs; high collection charges; iHh!.

(luove all, a very slow (\11(( tedious process for the final delivelj
of credit.

As mentioned eal.~l ier I the state Bank of Pakistan is the
ultimate authority that governs the formal financial sector iI~

terms of credlt j investments, and foreign exchange. The entiru
operations of the formal institutions are subject to state Bank'~

periodic audits, and thus, follow the proscribed regulations. Any
it-regUlarities dete:cted by the state Dank are considered to be
serious offenses, and remedi.al measures have to be takt:H
immediately. In case of serious \dolations, the state Bank is eVlf:u
empowered to revoke the banking license of the violating concern.

7. organizations and ~rade Associations

The informal financial sector also operates with the help or
certain informal organizations and associations. For instance, in
the Faisalabad SontaT ,\Iawl;, a body of traders exists which i 5

empowered to settle all disputes in case of a detaul t by i:l

borrower. Similarly, in Karachi, all such matters are settled in
a mosque in case of the ~\lemoll community, whose involvement in the
informal financial activity is the most.

Such organizations are not registered, and their only purpose
is to monitor the compliance of rules and ethics in the market.
'They al so pool in resources to pay adequate remunerat.i on to Un:

10



l'UCOV"U~Y aqonts', (u:!nmlly gtH\cJotoril) who Cit'" tuu:cuas l"wi
ph'tulcally hurt dcfaulb::-l':iL

The informal f(.)l'ohJu exchango '(h::a.lel"S· also havtO' «)

luprcsontatlve body dl'ilUIl Il'(}~'Ia Kd::achi, I,,~IJU:H'O, and Peshnwarlhul
,I~cIdes on the fOl"(,J'igl1 cy.(;lh~II.~9(;t t"atQ (i n tho black Jlulrket) on l''¥

did iy bas is., and the fulajoa." dator'lllininq fac::l:oru: are the ott h~. iIl'
I~lo, tho demand/supply ultuatlon and tho curront polItlcol
environment 017 stability. in oil, no ultl~iliH'ity to the Instilf.~ltl

of l.ibertv and DomOC1",,1cy in Pen.. is gOCf. in the finilnlK:ial :Hllh'~

Scctot" in Pakistan.

The informal and fOt'U::&"ll 9QCtOJ:!% have a Ir..:Ofilplox relatlonstdlj;.
primarily because of th,t, t.il''i Qvasion in t.ho lonnal sector. 'j'ht:
!n(ormal soctor presents .an dltcrnatlvQ lnvu9tm,cnt oppt,n:t:unity t¢H

illegal money. A growinq trend in tho recent past has been Lo
obtain a loan frorn a alilltionalllzcd bank or other financhtl
institution, and P\U'JilP it into the infol"mil! or illegal channels.
".'his is usually done by Influential pcoplGwho are capable (j<t

either getting the loan t"u:ittci'f1J oft, or l"cpa~,·in(J it after 0i1rniH4'J
h iqh returns throuqh . i n~;~·s;tul'l.(Hllts t in the informal chanlud,ti..
~; i alli lar1y, a 11 ot"cJitn i :I.Jl t i {liUlG II Wlho arc oth(~rwi se class if i cd a~

(ol"a:ual (barring the til>: (.~V<i.~.d(J<Jl ll!;,sue) pUffiip the funds that are fH¥1

d(;counted for i.n their hl(ton~:t; in various informal in\/estnu:ht~.

speculatlve ventul"'es~ iHlId fon.:ign exchango (h:al ings.

Apart trom the "black' or undeclared money, 'white' money is
also being channeled to'~l'(.a:"ds the informal S(ictor. '"or instanc~t'

the salaried clas$ (despite the set backs of the recent fraudb .''1
investment companies) re(julilrl~' d.eposit tholr savings with the
informal concerns in or"h,u" to earn a higher return than obtaillt:~l

through the government sa'.! i IlCjs 'Schemes.. Although these invc..3tmenl:::;,
are relatively small in volmltlc ... yet the investor earns it l'alc
between 2 percent to 4 percent per month.

The formal institutions are instrumental in facilitating t~\C'

informal transactions. For instance, most of the ImluJitransact!olll::i
take place through the banking channels, t,Jhere the dealers (throu€Jh
a bona fide foreign exchange account holder) remit and receivd
foreign exchange on a daily basis. The banks are aware of this
practice, but technically and legiall}' the procedure is within tht::
prescribed system. similarl}!~ it: was observed that in P~shaW'ar.

a branch of a nationalized bank honors the chits of a rteaJ.er, iJlk..l

make regular payments to the relatives of a worker who remits monbV
through this agent. The hum!; dealer writes only one ch'~ck

(equivalent to the total amount disbursed by the bank) at the closa
of the day. Although this is a violation oCthe State hald~

RegUlations, the !lt~anager obI iyes hitl1 because of the average balanc,.;



As nentlonod earllor, tho main source of illegality
(inforlllilllty) is that UJl(l (~ld;t~thv~J t(H~~lV;{il notup Is not adequat.e ti{p

naet tho groJlnq de.and for tho financial Instrumonts for crodlt~

:tj;ill~lh\igS" I nVQstltl:lcnt;f}: ,uud d'orcdiqn cj(ch,:~u.(J:'1 tilInd the h.iqh COHt 01
Itn:uniactions ~lth t.he [i(pB1!id uccitOtt'.. Enl!:.fy into this SOl(,~t:.H' J,b
"iirtually .ll':iIpofilsiblc bOC,iHU'i,~(! (lIf {J(~~/CI'nm'Jnt policies .. I...al(j.tliizi,tlll'»tu
Ij,QliUn result (hlitJ..all»7) nail l!O\J~tH~ c<cst of capital but hhJh~H

transaction costs. ..ouavor. with Incre~Bln9 compotition and eBB&
an 4vvai.labllity of ("~iDrliti.tillU" tho tl·l!'H1tln'G't~(CHl C05t~; would al!~o (j':,

<4.h'YI••'n ..

"f'hc ovcrilllo!(o{:l ((»~ Uds ,Oh811 ho 't.h~,t availabIllty ~.d'

~;:~a~litall shall be' fou." ahn ~tUl,,(n ~li't.blt fo>!:.· a ~H.:hact tew wit.h IlolH:'!cdih
iUlfluence. '~i9 would have a positive effect towards tho oYerdl1
e,coni()nd,c <CJro\Wth in t:(tn';i~~ ij}dfii nCIl·e(\l~H:H.ti i ndl,tst t'.ial and bus i n~s,a
'h.~t a\tI i ty ~ Aii fa t' d:H: UN;l' a I\JQ'",)' l'IJU~ c'l<;ClniHn'~Jl£j q..::ll:Hl1,pOncnt is COUH:erni,:,t.
U'!J{Jil nil:dt ion \I ill '(''l h;;o ho U,tU'\(!ifhu,c'\',h:C' s blllGe' thulnl loW's e;lud out t h~w,"~

:~.\l~il!n be cancQl1inl) Oltl~':JI ,Mild Ith«~ lCnul\nrttnlL tnHtd s:h~tll also diminl:ati~

(JlallC~ the fonllifjn In\i(::h,iU~i(j;t~. tt·\\)'IJ~uL:~ti((J)£'b:f.'j; dn.~ "'<i;d.£~X'(HLIf the lH1Sin~ti~

'C,,1anlrtlUU i ty know:tt l: h~, t. tiw,''l K:·,.Hl f(f(11 li t O':H'n hli\JH itba'oad wherU1V& ,,' t hi.: ~"

w.uult ¥ they \Nota) d «1\~" U~~ diLlI ~1'r}) li tt' lUHrlt·C' is d t'oqu" content, and not r 4.1')

<c:,....""t ira<Jenc iea ,rlf', the I{:,dl~;;~t ii~;;; n\Q;~A ~

The foreign ClI:'Chiiru>fjC hlJ.nsin~'3':Gs is primarily concentntted i,¥
Karachi an~ to some extent in !~hore, Rawalpindi, and Peshawar bu~

th~ level of husiness is (1't,:Q)f[.C' amo(Best in these cities .. The "blq'
i\:arachi ilml!lli dealers can h"uuth;;. bulk transactlions of over a mill iOfti

d..Jl!lani per da~t.. Se,v<I.)D:-al £'~al]' informal dealers are also found iu
aroas frolm where the loc,id popuilation has migrated to forehJn
countries ..

The hUlUli syste~ caters for a traditional and booming mar;~et

of transferring the fonei~Ull e'xchange in and out of the country
tlu·ough i.llegal channels. Af'here are several ways through which
these take place. 11'01* instaruce, a migrant worker ab~oad Wl.ml.l

contact an agent there in case he wishes to remit money t~.

Pakistan.. lie ""ill hand OVi£H5 the amount (foreign (,mrrency) to the
dealer I who infonUlls his counterpart over here. The equ i va lent
ammount in Pal< .. Rupees is thus delivered (usually at homes) to the
relati~~s of the worker. 11ac system works on the basis of Du~ual

trust and there have becal no instances of default by the dealClti.



u i n,~o that \ilould rondnt~ UW1':'i out of tho businoGs. Fast and
"fir leloht, v",'yu ot cQlAlf:rgunh:~~ltion 1 Uta t(rlcfax or telephone are U:H}l<t
hu< ouch tr'iuuu\ctl0l'UL Sh~unhn'ly, for outlfJilll.'d r"'Ut1littanr.;cs, the
:U"Ul~la procedure Is tollo\u.l:d, <iwa.l tho torcle}" exchange is 'tr;ansfern~!~i

1a. tho concerned benoficlary·s account In the specified country.

The ovei~/undel' invoie aUifJ pr'(H;:t~ice is VoOl'Y common in Pak ISt.dEIi

bocause of the striflfJQnt fOlca!gn exchanqe rogulations, and dl~}Oa.l

~,~ D the expo,'tera (uld h.tiPi{')\U~t'in~~ irHhJlqc Ul th 1s InforlQa1 act i vi t ¥.
lOlL: idontl y" tho O~po[tcrfi,1i V,)I£HJili' t~I'S al'O .a 11 1 iccnsod, and dill .Gu~h.

fdAl 1n tho fon.oal <Jl"tliUp. q-ZencJrillly, the hliport(!'t·s under invoh':'i1
th(!! hnported tjoods in OI',JiOU' h:D ltcduco thuir pOl"t charges Inch.u.Un.,
<.mfitOlm duties, and othca~ tlU>,:·("g etc. On tho other hand,. they QVfH'

ia~·Jo!co the i~portcd l~a'W tt.hi»l.ctt'i.:d/Gfli,,1lchlnot'y et.c. when thesehlloports
",U"(!' f anttncfld thro\.H'Jh £1 hHHU .. :lll(J 'thall the bd h'lnce amount remains j n
d ~a,f'e haven" i.e", a h:,lltt'(.:B<rllttl coulIltr'l. A-:7e ~l ..'r.H1Ull:, using all
[c'(J,,1l1 or tOt't:lHll Ch<t101lfllC 1:ZJ of the !oil"~'icJn Cil:Ch~lllCJe is transtcrnJd
ilhl"oad in the bcneth::l(u')VI:r; ~bCil;OUUi,t. Fe)1: instanco, the foreign
:liKGhiU1Cjit component ott' ,,1 "il"<!';.;t, li it: Spi nnin<t'j Un i t for the importc"j
pli1nt and ~Hlchincry is "j)V;J~~tt· BUll1/llJd,ced typiciillly by Pak ns }O
[~i nnion. (, "f'hus, this iH'n'l.)\UQlll. lis, rCtl',dttc.J abt"QiiH.l informally but
usiinq the official ChJlrvSUC' hI. l'hls" off COIlH'S~~, is done with ttiC'
ct..mnivance of the suppl neT i~nd hh; a9cnt:.~i operflting in Pakistan.

S hni larly I the expol'!t>frt',;'; undclr invuicc t.he exports in order
to .....chi.cve a dua.l objc,C'tli~l{l'. fl'ilt·st.l~~... this understates their
h~COtt11le and hence lc;s.sc.H" t;'(U:iI,;;a N and :secondly, the::')" cJot the remainiah]
brnount in forelqn currency. Some of the exporters bUy FRBes in
~ n..l'U of this 3MlOunt:, iUlld th\\Hi '~.('hit,cn· Utlis flM')ney in Pakistan (un
\.hach no taxes ~.,ere pund I(:H"j"jlull"dly').

The FHBCs are beio9 uidely usodto transfer money abroad dn~

to legit.imize the blac~~ e:j,c;ncy. Since the certificates haVE: 0

special feature in the sense that they are bearer, an open tradinq
rot the f'EBCs is takhll'lj pllace in the infcra"Jl!,al market:. 'J'his
facility' is used by poople who ~ant to transfer funds abroad 01

'Who 'Want forel<jo exchange for \thei); travel needs in excess of the:
an Dotted stat.e Bank CJuotiL SJilf~!Ul.iu'ly, another significant {eat.lh:
o t the PEDes is tha t ii t he hps pee,pl eo "wh i ten· money obta i nt;;,j
through illegal sources (bribery, tax evasion ... smuggling etc_I.
"rU1le fl'EBCs are traded at the !c~<illrachi stoclt~ Exchange, and anyOS'n:
'Wlshing to convert the bRiliCk ~];tQ.\a1ley approaches the broker who, afttH

~!The tQachi nery
which is repaid in
&lank) channels.

is c;,bt-tllii ned through the
foreign currency through

Suppl i _., IS C (-cd it ...
the cegular (sta\.(:'



charging a premium (Gurn:nbtly "I porcent) issuoa a certJflcaU,.u
andlc.atlnCj that tho ptH'uOU h; holdor of the upoclt'led numbclF Of
t"lcau,;:u. In his Viitn'hU-* ~h(; ~lloncyh.. brought in tho books with hltp

Un: liabilities.



Annex 10.1

"I"he roots of the infol"mill f:inancial structure can be trQ(:c~l

lM~k to tho pre-part.Ition <.:010nia1 period, when it was mainly rUl~d'

1111 character baCilUSO ot our traditional reliance on the
agricultural sector. Wj'hu most dominant act.ivlty in this sect()!'.
i.G., credit, had affected almost every household in those daYti.
lhHOl"Q .inde)Jendof\co~ the money lendors were mostly the Hindu IUllliu.
'}.illiukar or ill/Ilia (commission agant), who supplied credit mostly tUI

tu-odlftctlon, market:inq 01" hous,~hold need::;. He seldom ati~;t::('

questions about why the mona~.f was bOlrr-owed, and chargf.at
uubelievably h1.CJh interest rate::;. In addition, they would aISt..
coll(!ct gold ornaments f .."mt1t the borrowers as a collateral, and
\,;/ould not press fOl~ the i"(~l»ityment of the principal as long as the
interest ~as paid rcgul."lrly. i\'S a result, once a peasant got into
dcbt w he seldom \.(~lS .L"hliC.! bc) repay it in his lifetime, and passE:il
UUC heavy burden on to his ::;;ucc:cssors. 'l'hat is how the ownershjp
01 land be<Jan to pass fl'Oi::~ the «yr icultura 1 classes (peasants) tu
the urban money lenders. since 19~11, the money lenders have oet:n
a:".eplaced by Muslims, vho ~H·(': as oppressive as their predecessors,
but their operations are carried out in a rather discreet manne~.

similarly, a look i8)"-;) the history of savings and investment
also reveals that the informal sector had been catering to thll::
needs because of the formal sectors incapacity to serve the masses_
'f't"aditionally, household/business savings were kept at hOlllt::

(sometimes hidden underCJround). Banking was mainly limited to the
urban oreas, and the rlH-a 1 Inhabitants did not have any othf;:T
alternative. with the improvemEmt in the postal facilities, th~

Post Office Savings Schen::ue (Pass Book System) started gaining
popularity in the country. In the formal sector, the National
Savings CentGrs are operating in all parts of the country, but with
1 imited operations. First, the centers are not accessible to
everyone; second, the offered savings schemes are not \.Iell
pUblicized with the result that majority of the people are ignorant
of what is being of fel"cd. 'l'cad i tionally I thle informal investment::>
have been in hoarding and speculative activities, and this practiGc
E:ven continues no\.l, but other more innovati ve means can be fOl .. ,,!
more abundantly as described in section 10.2.

The foreign exchanqe informal market has developed with thE:
increase in foreign trade, migration of Pakistani workers abroad.
the constant depreciation of the Pak Rupee, and very strict StaL~

Bank of Pakistan foreign exchange regulations.



ADnox 10 .. 2

The quantIty of output roceived, the price per unit, lhlt:
total payable amount, and the. date on which payment is due art:
mentioned on this paper. "rho usual jJllfCh;s observed in the market
have three maturity peY-iods: 20-30 days; 30-45 days; and 45-60
days.

When the microentorprises take their product to the market
they ask the intermediaries beforo hand about the mode of payment,
! [' the payment is to be Itril~lde i n ea~:;h I microenterprises sell the i r
IH"oduct relatively cheap. If the intermediaries ask them to tak,::
d rm(('h;, an IOU, microcnt"'-:'ITH-iscs chiu'go a hi9her price from thE:Wi

dccording to the rnatul'ity period of the parelli. The ptvc:hi 1:s
acceptable in the market just liJ,e a check. If the bearer of the
1'_lIclli wants to get it Ciished he \lil1 have to pay a certain rate or
di~i(;ount which vt"l3.'"ies aell,:onJinq to the maturity period. The ptllds'
is also used by micro-entorprises to make payments to suppliers.

~rhe interest ratcH ilillplie:d by the various arrangement:J
i alVO 1v i ng the [1archi ,'ll'C ~J i Veil be 1ovl.

I'.ucili
Type

1 •
2.
3,

Haturit~,

(days)

20-30
30-45
45-60

Implicit
I ntfH',,::st

nate "~hen

HE is Sellin~J

Its Goods
('to/month)

2.0-2.5
3.1-6.2
4.4-J,O

Implicit
Rate When
Parch; is
Used to Pay
Suppliers
(%/month)

1.1-2.3
2.3-5.0
6.0-7.0

Discount
Rate
for
Cashing
The Parchi
(t/month)

2.5-5.0
3.8-7.5
5.0-10.0

There is a big ris)~ in this arrangement for the whole sector.
I f the business of the borro\/er collapses, all the bearers of th.:z
pilfcllis which he had issued \lould lose thei rmoney and they wou lot
have no legal way to get lh<.:ir money back from him. In such cases.
an informal body of the 1IU1l/hli decides, based on the net. worth of thll.;'
borrower, the amount that should be paid to the creditors.



lIrhe ordinary cornul t toati j s tho simplost form of the comrai ttcu'~
involving compulsory savitiq by the mon-~bors!t and is very populilJl
wi t.h housew ives. Ono 0 f the solected persons, acts a~l .an
accountant and colloct~ it f i1<:ad amountfl"om tho members eve. y
frionth. The collection Pl"oCQ(tds of the first month (tit':al
comi'laittee) aloe takon bV Uaa IHH,"1.;on WIHl orqanizes it. For thG
t'umaininq periods, a dl'(UI La held to determine the soquence CI·t Ullou

iLI(Hillbers who would collif.';l:(;,t the amount. tithe duration of UUl:;
cOIlTamittee depends on tho nUlt1lber ofrc\'om,bors. 'This system old'J
provides the element of Il(un:.::(~d s,Elvinqs h,y the me,,~bers, and is n~,,,'

lnno\Jative (rom the fin~ilki::Ld standpoint since no rotul'n on savi'uJb
is generated.

The auction corn:rr'litl:(."(f is '\ICH"}' popular among the business
community, espe.cial1y lin tho(.l' hi<t:] cities of P,tl~tistan. The group !:u.
ol'gan izcd In the S.:lP1Q ~UlY' i'Hi: il n tho ord inal'y committee and t.hc'
fit~st cOJ.'llrnittco is (Jiven to tlhc orqanizer.. After this, the
cO~U'tdttee is auctioned c\qcry tllonlth on a fixed date. The membe.r:~

bid for the committee ilcGQl/rdinCji to theil' need for funds.. fj'h.-:

\\"~oU1lmitt.cc will be qiv.c-n h» the' 1n1lt!}r.Thbcr who is uilling to pay the
hiqhest premium to the Gf.mltlL·ibll.htK)rS, or in other words, gives Uw
lowest bid ..

The lucky commli ttce beCiHn:c very popular in the past and latel'
on it was banned under tiHr In.1qhl'l1te of Pn:;siuE~nt Zla-ul-Haq becau:d.li;:
of several bloody incide'btg duo to tho member's suspicion of beinq
defl:~auded;still" SOunilC· people are prac.tlcang this com,mittee
illegally. In this cOnWlu1J1itltee syscem. the organizer tries his best
to make as many members a~ possible and announces the committe~

dlrllOunt i n(j to one-illti 1 f to> tt:~t;iOj-thirds of the total m.onth I y
collection. The numbeD::- ott COrIT\mdLtltee members is not disclosed .Ji~

hhra, and thus, the poople <fIJrCrliOt aware of the total amount
involved.


