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UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY 

AGENCY FOR INTERNATIONAL DEVELOPMENT 
WASHINGTON. D C 20523 

PROJECT AUTHORIZATION 

BANGLADESH	 Fertilizer Distribution 
Improvement II (FDI) 
Project No. 388-0060 
A.I.D. Loan No. 388-T

1. Pursuant to Section 103 of the Foreign Assistance Act of 
1961, as amended, I hereby authorize the Fertilizer Distribution 
Improvement II Project for the People's Republic of Bangladesh 
(the "Cooperating Country") involving planned obligations of not 
to exceed Sixty-Five Million United States Dollars ($65,000,000) 
in loan and grant funds over a five year period from date of 
authorization, subject to the availability of funds in accordance 
with the A.I.D. OYB/allotment process, to help in financing 
foreign exchange and local currency costs for the project. The 
planned life of the project is apprOXimately five and one-quarter 
years from the date of initial obligation, ending on Septemper 30, 
1989. 

.. 
2. The Project goal is to increase agricultural production by
increasing fertilizer consumption through more responsive and 
cost-effective distribution of adequate supplies of fertilizer 
throughout the Cooperating Country. A.I.D. will support changes
in the distribution sys~em increasing the participation of the 
private sector by furnishing assistance for a fertilizer 
wholesaler ~nd retailer credit program, technical assistance and 
training, and infrastructural improvements to ease physical 
constraints in the fertilizer wholesaler distribution network. 
A.I.D. funding also may be used to finance the import of 
fertilizer for the Cooperating Country. 

3. The Project Agreement(s) which may be negotiated and executed 
by the officer(s) to whom such authority is delegated in 
accordance with A.I.D. regulations and Delegations of Authority 
shall be subject to the following essential terms and covenants 
and major conditions, together with such other terms and 
conditions as A.I.D. may deem appropriate. 
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a. Interest Rate and Terms of Repayment 

The Cooperating Country shall repay the Loan to A.t.D. in 
U.S. Dollars within forty (40) years from the date of first 
disbursement of the Loan, including. a grace period of not to 
exceed ten (10) yea~s. The Cooperating Country shall pay to 
A.l.D. in U.S. Dollars interest from the date of first 
disbursement of the Loan at the rate of (a) two percent (2%) per 
annum during the first ten (10) years, and (b) three percent (37.) 
per annum thereafter, on the outstanding disbursed balance of the 
Loan and on any due and unpaid int~rest accrued thereon. 

b. Source and Origin of Commodities, Nationality of Services 

Commodities financed by A.I.D. under the project shall 
have their source and origin in the Cooperating Country or in 
countries included in A.l.D. Geographic Code 941 except as A.I.D. 
may otherwise agree in writing. Except for ocean shipping, the 
suppliers of commodities or services shall have the Cooperating 
Country or countries included in A.I.D. Geographic Code 941 as 
their place of nationality, except as A.I.D. may otherwise agree
in writing. Ocean shipping financed by A.I.D. under the project 
shall, except as A.l.D. may otherwise agree in writing, be 
financed only on flag vessels of the United States or the 
Cooperating Country. 

c. Condition Precedent to Initiar Disbursement 

Prior to any disbursement, or to the issuance of any
commitment documents under the Project Agreement, the Cooperating 
~ountry shall furnish to A.l.D.~ in form and substance 
satisfactory to A.I.D., documentary evidence tnat private 
fertilizer distributors are permitted under the laws and 
regulations of the Cooperating Country to purchase fertilizer at 
depots and at prices satisfactory to the Cooperating Country and 
to A.I.D. 

d. Covenants 

1. The Cooperating Country agrees to continue to 
undertake the legal, administrative and procedural actions 
necessary to permit private distributors of fertilizer to operate 
effectively and freely. 

2. The Cooperating Country shall not permit the 
fertilizer subsidy to increase and shall continue to phase out 
this subsidy. 

3. The Cooperating Country shall continue to maintain 
national fertilizer stocks at appropriate levels. 
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4. The Cooperating Country shall ensure that credit is 
made available for the fertilizer dealer credit program over the 
life of this project in amounts and on terms satisfactory to the 
Cooperating Country and A.I.D. 

() ~ 
Signature 1~~ r M. Peter McPherson

t6\ Administrator 

Clearances: Date Initial 

Charles W. Greenleaf, AA/ASIA
Richard A. Derham, AA/PPC ~~~~-
Howard M. Fry, GC --,~....,....--'( 

GC/ASIA:STisa:hp:4/24/84 
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I. PROJEcr SlM-1ARY 

1.01 Tne goal of the Fertilizer Dis1:ribution Improvement II (FOI-II) 
Project is to increase agricultural production by increasing fertilizer 
consumption through !'lOre responsive and oost-effective distribution of 
fertilizers while simultaneously. continuing assurance of adequate 
supplies of fertilizers nationwide. FOI-II will continue the process of 
developing a significant private sector* involvement in the distribution 
of fertilizel~ '",hich in 1978 began with the introduction of the New 
Marketir~ System (NMS) under FOI-I. FOI-II will carry the initiatives of 
the NMS one step further by developing large scale private 'woolesalers 
(distributors) with a potential for nationwide distribution and sales of 
fertilizer. USJUD's contribution to FOI-II will total $65 million in 
grant ($52 million) and loan ($13 ~illion) financing (SUbject to A.I.D.'s 
availability of grant aril loan funds) over a five year period CCI1IIIencing 
in F'f 84. USAID plans to finance FOI-II in five annual obligations. 
The first year's obligation will consist of $13 million in loan financing 
and $1 million in grant financing. These grant furrls will be used to 
provide technical assistance. The second year's obligation is expected 
to consist of $12 million in grant financing and subsequent years to 
consist of $13 million annual obligations in grc:lflt financing. The major 
component of the project is commercial credit intended to enable private 
irrlividuals and firms to enter private secto:t large scale Wholesaling of 
fertilizers. . Project furrls will be used for the follo1lirg: 1) a 
fertilizer wholesaler and retailer credit program and/or fertilizer 
imports ($52 million), 2) technical assistance and training ($6 million), 
and 3) infrastructural improvements to ease physical constraints in the 
distribution network of fertilizer wholesalers ($7 million). 

1.02 FOI-II is a {X>licy reform project with a focus on entry of the 
private sector into large scale fertilizer Wholesaling, rationalization 
of fertilizer prices, and fertilizer dealer development and sales 
prOl'lOtion. A necessary first step urrler FOI-II will be for the 
Government to offer to wholesalers large lots of fertilizers at wholesale 
discount prices from Government sales olltlets located at centralized 
depots, factories, arrl {X>rts. This use of private sector capabilities in 
the Government's development efforts is expected to increase efficiency 
in fertilizer distribution am marketing. Amounts of wholesale discounts 
wlll be based on estimates of the costs of operations that the government 
system will be relieved of and that the private woolesalers will be 
likely to incur. These wholesalers will be allOiled to sell their 
fertilizers anywhere in the country at any price. It is anticipated that 
within a reasonable time period, competition will result in fertilizer 
prici.ng that is more in alignment with d:!.stribution costs than is 
presently the case. As nearby markets become saturated, competition will 
encourage private wholesalers to transp.:>rt fertilizers in large 
quantities further away from the depots, factories, and ports. 

*Throughout this project paper, Bangladesh's cooper,ative system is 
considered ~rt of Bangladesh IS private sector. 
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1.03 Our'ing at least the initial phase of FOI-II, the Ban:Jladesh 
Agricultural Development CorfX)ration. (Bl\DC), a government corporation, 
will continu.e to fulfill its traditional warelnlsing.role for fertilizers 
and will continue to be the nation's fertilizer importer., With FOI-II 
assistance, BADe's Dealer Development and T~aining Program will continue 
to pronote fertilizer use arrl to transfer fertilizer use technology to 
fertilizer retailers arrl farmers. 'l"hese activities will C',)['}tinue to be 
linked with the nation's agricultural research system and its extension 
services. BADe is not in the fertilizer manufacturing business: 
ooWever ,domestic fertilizer proouction is in the public sector under the 
Banglad8sh Chemical Industries Corporation and is likely to' remain there 
throughout FOI-II. 

1.04 The national fertilizer marketing system under ~I-II is 
summarized by Table 11-1 (page 11). This system will be closely 
IOC>nitored. The minimum lifting quantities by wholesalers will be 
periooically adjusted, if needed, to keep the private sector fertilizer 
distribution arrl marketing system operating competitively with sufficient 
numbers of wholesalers. A formal evaluation of the national fertilizer 
distribution system and FOI-II will be condlX:ted near the errl of the 
secorrl year' of the project. This assessrrent is expected to identify 
constraints on the q:>erations of distributors and, if necessary, to 
recommerrl system adjustments that will allow these wholesalers to q:>erate 
conpetitively na.tionwide. These adjustments might involve changing 
BADe's selli~ prices and/or terms at PDPs, depots, factories, and po~ts. 

1.05 The recent (August 1983) Assessment of the Agricultural Sector 
in ~ladesh, by Dr. E. Boyd Wennergren of Utah State University, 
concIes the following: "The Mission's (USl\ID/Ban:Jladesh) commitment to 
fertilizer development was well-founded, especially the emphasis given to 
fX)licy reform which has led to development of the new· marketing system 
arrl Irovement towards privatization of the distribution process. 
Continuation of a program to guarantee the institutionalization of a 
fertilizer proouction arrl distribution system is appropriate and should 
be supported to its successful conclusion." 

1.06. By building upon the foundation .set by FDI-I,FOI-II is aimed 
at the successful cooclusion of reduci03 the resource burden that the 
Bangladesh Government presently incurs from executing its fertilizer 
distribution function arrl from importing fOodgrains. The ultimate 
beneficiaries of FOI-II will be the na.tion's farmers and the Bangladeshi 
society in general. Because of the Goverrunent' s more efficient use of 
resources, society as a wwle will be able to have nore gcods and 
services with the same anount of resources. For the farmer, t.he project 
will improve fertilizer availability arrl the farmers' knowledge of 
fertilizer use. Because of the project, tlM! number of farmers using 
fertilizer shall increase as shall the amount of the fertilizer.used per 
unit of cropped area. This will result froo proootion of fertilizers by 
private distributors, increased canpetition in fertilizer distribution 
and ~rketi03' and enhanced fertilizer availabilities. FOI-II is viewed 

. as the final phase of the 1003 rarge prograa to ~he privatization of 
fertilizer distribution. 
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II. PROJEX::T RATIONALE AND DESCRII?1'ION 

A'. Project Rationale 

1. Project Background 

a. General COnditions 

2.01 Ban9ladesh I s economy is basically' agriculturaL Over 85% of 
the country's pcpulation live in rural areas. !-bst are poor. Bangladesh 
is a focrl deficit country which has nearly all productive land under 
cultivation. The increased food proouction required to achi~ve 

self-sufficiency, even at a relatively low nutritional level, will have 
. to come mainly from higher output per unit of lam. Attainment of the 
needed growth rate in fertilizer consLDnption will require additional 
\'K)rldng capital for fertilizer pUJ::chases, adequate fertilizer supplies, . 
improved farm CUltivation techniques, and c":la1l3es in the present 
fertilizer distribution and marketing system. 

2.02 Since a high percent;.age of cultivable land is intensively 
cultivated, Ban3iadesh I s soil is being depleted. of nutrients. This is 
aggravated by the farmers' practice of harvestirl3 the straw for animal 
feed am fuel. Altoough rore than a quarter of the cultivated land area 
is seasonally" sU1:Jnerged, only farms along river banks receive limited 
anounts of organic matter brought in by floods. Green manuring is not 
practiced because of the pressure of the large population (neM 
approaching 100 million) on the limited land resources. Other organic 
fertilizers such as animal manure and compost are applied, but the anount 
is not sufficient to effect any significant overall yield increases. 

2.03 Although the use of chemical fertilizers in Bangladesh was
 
intrcrluced as early as 1951, it was only after 1960 that fertilizer
 
consumption in the country reached a significant leveL Annual
 
fertilizer consumption is neM approaching one million tons. An estimated
 
95 percent of all fertilizers are applied on foodgrain crops. Urea, TSP,
 
DAP am MP are the rost commonly available fertilizers in the market.
 
Urea, a nitrogen fertilizer, accounted for over 60 percent of the total
 
sale in 1982/83. Limited quantities of zinc sulphate, gypSLnn, N-P-K
 
(1:5-15-15), amrronitnn sulphate and potassium sulphate are also available
 
for specific purposes. Fertilizers used in Ban3ladesh cane from roth
 
domestic production and imports. In 1982/83, total BADe factory liftings
 
of urea am TSP combined, arounted to 51 percent of total fertilizer
 
sales; the remainder was imported through grants arrl loans by various
 
donor agencies.
 

2.04 Although nationwide studies of fertilizer response indicate
 
that the potential returns from fertilizer use are high, fertilizer use
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levels in Bangladesh are low compared to roc>st coontries in Asia (31 Ibs. 
of nutrients per acre in 1982/83*) and are con.strained by both 
agro-climatic and socio-economic factors. Less than two thirds of the 
nation1s farmers use any chemical fertilizers, and of the tumers using 
fertilizers, on average, these farmers apply less than ooe half the 
current recommerrled am:>unt. Factors affecting the use of fertilizers by 
Banglade~hi farmers are: 1) availal>ility of working capital, either from 
savings and/or credit, 2) use of complementary inputs (e.g. irrigation 
water, HYV, and pesticides), 3) profitability from fertilizer use (crop 
response to fertilizers coupled with the ratio of crop output price to 
fertilizer price), 4) level of fertilizer use knOt/ledge, 5) fertilizer 
availability, 6) type of land tenancy arrangement, 7) availability of 
farm labor, and 8) agro-climatic conditions, inCluding soil factors and 
weather. 

2.05 FDI-II will directly improve farmers I kOCMledge of fertilizer 
use am the availability of fertilizers. Furthermore, the project is 
expected to indirectly improve farmers access to credit am may improve 
the profitability of fertilizer use through fertilizer price 
rationalizatior. Other USAID' projects also ~ddress factors influencing 
fertilizer use. For example, the Rural Finance Project is i.ocreasing the 
availability of credit to farmers and the availability of working capital 
through increased levels of savings. With its emphasis on cropping 
systems and crop diversification to include cash crops, the Agricultural 
Research II Project is improving the quality of information available 
regarding efficient farm management teChniques and is leading to 
increased farmer irx:omes am availability of working capital from the 
development of improved crop varieties and from imprOVed recommendations 
regarding proper use of agricultural inputs (i .e., fertilizers, 
irrigation water, HYV, and pesticides). USAID's PL 480 Title III program 
requi~es that the GOB announce pUblic procurement prices befiore planting 
begins, so that farmers will kOCM the minimum price they can expect to 
receive for their foodgrain crops before they purchase agricultural 
inputs. Furthermore, Title III promotes the spread of irrigation through 
the reprogranuning of the taka generated through sales of PL 480 
agricu!tural commodities. In 1982/83, $45 million of these taka financed 
the local currency portions of tUbewell, low lift pump, and flood control 
p~ojects. PL 480 Title II activities are improving the availability of 
fertilizers in remote areas through the feeder roads constructed by the 
Food for Work prograJI. 

2.06 In the Project Paper Amendment for Fertilizer Distribution 
Improvement I (FDI-I), constraints on the supply of fertilizer and the 
demand for fertilizer were discussed in detail on pages 14-24. Some of 
these constraints persist today. Nevertheless, fertilizer use is 
increasing (see FIGURE 11-1). 

*Fertilizer use (in Ibs. of nutrients/acre): Korea, 333; M:ilaysia, 91; 
Sri Lanka, 68; Irrlonesia, 50; Pakistan, 44. 



FIGURE ][-1 : Fertilizer Sales by 12- month MovinQ Totals, 19~(3/74 - 1983/84 
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2.07 Regarding the mitigation of constraints to increased fertilizer 
use, two ite.'1\s are noteworthy. First, the ooB continues to lack the 
ability to finance its needed fertilizer imports. When the country's 
largest urea factory at Ashuganj· overcanes its star.tup difficulties, 
import needs will be limited primarily to non-nitrogen fertilizers which 
represent less than 40 percent of fertilizers used in Bangladesh. The 
GOB has indicated that other dOl?Ors and lerrlers have agreed to finance 
Bangladesh's future import needs without engaging FOI-II fwrls except on 
a starXl-by basis. Secondly, by the errl of FOI-I, BAre's owned fertilizer 
storage capacity is expected to Eet the nation's requirements until, 
wi th the expansion of private sector marketing, the private distributors 
determine that it is economically beneficial to,cons~ruct more. 

b. The Old Marketing System. 

2.08 The Ban:Jladesh Agricultural Developnent Corporation (B1\OC) ~s 

presently responsible for importirg and distributing all the country's 
fertilizers except gypsum and ~LW sulphate which are distributed b¥ 
the private sector and which represent less than 3 percent of the total 
fertilizer, sold in 1982/83. The distribution system as it was before 
FDI-I is referred to as the old marketing system (<:MS). Urrler the OMS, 
BA.OC delivered fertilizers to intermediate godowns (warehouses), thana 
sales centers (TSCs) and Thana. Central Cooperative Association (~.) 

godowns. The intermediate gooO'...'nS were located at comner~ial centers am 
served as supply depots for the TSCs am TCCAs. Sales to fertilizer 
dealers were made only fran the TSCs and TCCAs. All dealers were 
appointed by MOC only after approval by a thana conunittee canposed of 
BAOC's thana inspector, the thana extension officer, the local union 
council chairman and an officer representin.j the deputy oonunissioner at 
the thana leveL On approval of this .oonunittee, a memorandum of 
agreement between the dealer and MOC was drawn up. The dealer could 
purchase fertilizers only from the TSC or TCCA at which he was registered 
am could sell his fertilizer (at retail rates fixed by the Government) 
only in his speci fied union. Dealers' gross commission was based on the 
distance of the dealer's re:Jistered shop from the TSC or ~ 

wareoouses. Urrler the CMS, 'ltX:As enjoyed a 1IXXlOpOly PJsition in 
fertilizer distribution in the areas assigned to them. Fertilizer was
delivered to them at BT\OC's expense, and they were given credit am a 

. woolesale discount that permitted them to make a profit while selling 

. fertilizers to dealers at the same ~ices as BADe's TSC prices. 

c. The New Marketing System 

2.09 In 1977 and early 1978, MOC officers held meetings with U~ID 

on h:Jw to improve the marketing system for fertilizer. As a result of 
these discussions, BAOC, with the approval of the Ban:Jladesh Goverrunent 
am with USIUD assist~e, decided to try a new system of distribution 
for up to one year in the ChittagcDJ Division. If it proved successful, 
it....as to be extemed to the other three divisions. USl\ID provided 
assistance in this endeavor thro~ the FDI-I grant with the purpose of 
increasing fertilizer use t~ougoout the country. 
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2.10 The principal focus of the New Marketing System (NMS) was on 
the mitigation of fertilizer market related constraints. The· original 
concepts of the NMS were as follows: a} allow any person, group, or 
organization to register as a dealer and buy from ~ withcut 
re5trictive requirements, b) provide quantity discounts to attract a.OO 
create wholesalers, c) develop dealer incentives, d) renove location 
restrictions and permi t any individual or group to buy, sell, or 
transtx>rt fertilizers anywhere in the country, except the oorder area, 
am e) encourage institutional dealer/farmer credit programs. 1;n 
addition, there was a conunitment that BAOC was to 1) develop a new 
staffirg pattern and organizational structure which ....uuld complement the 
NMS, and 2) develop arrl implement a dealer trair.iD:j program. FUrther,' as 
a project convenant, the GOB agreed to deregulate retail prices 
nationwide in phases and to consolidate its sales outlets to roughly 100 
major commercial centers, primary distribution points (PDPs), rather than 
having BADe provide fertilizers to each of the 418 agricultural thanas in 
the country through TSCs and TCCAs. TSCs were to be (and have been) 
retained only in toose areas that could oot be effectively supplied by 
dealers from the PDPs because of remoteness. Criteria were developed for 
closing TSCS. B.l\OC was to sell fertilizer to wh:>lesalers and retailers 
Only from PDPs, 'except in remote areas where TSCs were retained. 
CUrrently, more than 90 percent of BAOC's fertilizer is sold at PDPs. 
(The status of the implementation of the ms is discussed in detail in 
the Joint Bangladesh and US Government Evaluation of the Fertilizer 
Distribution Improvement I Project, November 1982.) 

2.11 The NMS was intrcx1uced in the Chi ttagoD:j division on December 
1, 1978. Since the NMS was found to be an im~ovement over the OMS, it 
was later introduced in the Dhaka and Khulna Divisions on January 1, 1980 
and in the Rajshahi Division on July 1, 1980. Under the t'lv1S uniform 
conunissions for dealers were established at POPs, arrl minimum lifting 
levels were imposed. A uniform but smaller conmission was established at 
remaining TSCs. TCC'As lost the preferential (subsidized) treatment 
accorded them under the eMS. Urrler the tMS there were no quantity 
discounts until the thana woolesaler pro:Jrarn was intrcx1uced in April 
1982, when private fertilizer wholesalers -were first officially 
saoctioned and permitted a very small two tier discount as shown in Table 
II-I. At the same time the retail prices of fertilizers were also 
deregulated in the Chi ttagorg Division. One year later, fertilizer 
retail price decontrol went into effect nationwide. 

2.12 Presently, the Bangladesh AgriCUltural Development Corporation, 
a government corporation, still maintains a monopoly in the distribution 
of fertilizers from factories and ports to the primary distribution 
points. At the PDPs, aADC sells fertilizers to private small scale 
wholesalers arrl retailers. PAOC has no canpetition in this commercial 
activity. 
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2. Project's Relationship to Planning 'Strategies and Evaluations 

·a. 'GOB Policy 

2.13 The GOB. has recently revised its second Five Year Plan (SFYP) 
to better reflect the difficult eoonomic conditions that the country is 
experiencing. In discussin::J the r~asons for the revision, it is noted in 
the Plan that a signif:i.cant chan::Je has taken place in the investment 
poliCy. of . the .OO\U1try. It was. feit. that energies am initiatives of 
iooividuals . should be giVeIl greater opportunity to flourish and 
contribute to eccn:Dic development of the nation. A more structured 
policy of encouragin::J the private sector is being adq>ted by the 
Government. 

2.14 FOI-II will' emphasize the role of the private sector in 
fertilizer distriootion anp marketing and will advocate the creation of 
an environment which permits the private sector to contribute more to 
econanic development. These objectives support GOB goals. 

2.15 A'principal oQjective of the SFYP. is liTo reach self-sufficiency 
in foo:;lgrain in the soortest possible ·time." The Government seeks to 
achieve a rapid growth in agricultural production. The Plan states that 
liThe centerpiece of the agricultural and rural development programs will 
be rapid 8XpGU1sion of irrigation water-fertilizer-seed tedmology. II The 
Plan stresses the need to increase the use of fertilizer Which is the' 
purpose of FOI-II. 

b. USAID Strategy 

2.16 TJSAID also places a high priority on increased agricultural 
production in Bangladesh. The Mission's FY 86 Country Development 
Strategy Statement (CDSS) lists limited access to agri~~ltural iqputs as 
one of the five 'principal constraints to agricultural grONth am 
specifically identifies fertilizer distribution as an area of emphasis. 
The Mission strategy also enoourages private sector participation as a 
cost effective means to IOC>re rapid economic growth. FOI-II conq:>lements 
'the	 Mission's other projects in agriculture am rural development. 
(FOI-II's relationship to A.I.D. policy is discussed ~low in the Public 
Policy Analysis section.) 

c. Evaluation Lessons 

2.17 FOI-I's wst significant oontriootion to development of ... the 
fertilizer sector has been the introduction of the If.1S. The 
development of an expanded, proficient, am competitive private dealer 
net\'tQrk is a cornerstone of the N-1S. Both the Joint BaD}ladesh and u.S. 
Goverrunent Evaluatioo of the Fertilizer Distribution Improvement Project 
I, ~vember 1982, am the IFOC Third Evaluation of the tWi, March 1982, 
have concluded that under the NMS, Ban::Jladesh's private sector has 
successfully delOC>nstratecl the potential for marketing fertilizers at the 
local retail level am that private dealers have established a reliable 
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marketing network that can be utilized by large scale wholesalers. The 
reformed fertilizer marketing system under FOI-II is founded on the firm 
belief that if given the opportunity, the private sector will be just as 
successful at the national woolesale level as it has been at the local 
retail level. 

2.18 The effectiveness of the NMS has depended upon its ability to 
make fer~ilizer available to all categories of farmers on an equitable 
basis. A previously USAID-fwrled study* of four crop seasons indicated 
that the proportion of small farmers (less than 2.5 acres) usir¥3 
fertilizer was approximately the same as that of the larger farmers, and 
that small farmers used slightly rrore fertilizer per acre and obtained 
higher output per unit of fertilizer than larger farmers. This i.s 
irrlicative of-the relative equity of fertilizer use in Bal'lC3ladesh. 

2.19 On BADe's own initiative and using its own funds, BADe recently 
hired El'lC3ineering am Planning Consultants, a local firm, to evaluate the 
New Marketing System for fertilizer. The followin:J is a quote from the 
firm's draft final report, dated June 1983. tlGiven the reliability of 
data collected and the method used by us, three conclusions stand out: 
First by and 'large, the NMS- seems to have ensured relatively lower prices 
to the farmers. Secorrl, the remote farmers are not relatively worse off 
because of the NMS. Third, the effects of price deregulation in 
Chittagong Division have been rrore or less similar to those of price 
regulation in the Rajshahi Division. tI Sirx:e FOI-II should result in the 
existing network of over 20,000 fertilizer retailers being served by 
private wholesalers instead of or in some cases in addition to BADe, the 
past achievements of the NMS are expected to remain in effect and to be 
augmented by this new project. 

B. Project Description 

Project Elements 

a. Project Design and Central Concept 

2.20 The FOI-II project design has been greatly influenced by 
consultations with GOB officials, private businessmen, other dooors and 
TCCA officials. The GOB and TCCA officials as well as other dooors 
represented a wide range of interests. The private businessmen were 
fertilizer dealers and other individuals indicating an interest in 
becoming large scale fertilizer wholesalers. These individuals included 
pesticide and petroleum distributors, bankers and people in 
transportation. 

II 
*IFOC, tlAgricultural Proouction, Fertilizer Use and Equity 
Considerations (Results and Analysis of Farm Survey Data)tI. 
Bangladesh 1982. 



- 10 

2.21 FOI-II will allow the devel~ent of large scale wholesalers. 
When the project 'commences, BADCwill' begin for the first time to sell 
fertilizers .from factories, ports,. ard depots. BAOC will continue to 
maintain the adequacy of national fertilizer reserve stocks and to 
operate its network of POPs with t~e PDP selling price for each type of 
fertilizer' the same at all POPs (as it is today) • Presently, fertilizer 
wholesalers are offered a quantity discount of Tk. 30 .($1.20) per ton at 
POPs when lifting between 15 and 25 tons and a discount. of Tk. 40 ($1.60) 
per ton for lifting 25 tons or IOC>re. Approximately 2,000 dealers (small 
scale wholesalers) are now taking advantage of these quantity discounts. 
As shown in Table 11-1, FOI-II will add depots and factories/ports as two 

-new	 types of BAOC fertifizer sales ootlets. Fertilizer purchasers will 
be permitted to lift from' all three types of BT\DC sales outlets (POPs, 
depots, and factories/ports) and will be permitted to sell their 
fertilizers anywhere in the country at any price. Under the FOI-II' 
marketing system, small scale fertilizer wholesalers will be augmented by 
the emergence of large scale am middle size wholesalers. For 
aescriptive purposes in this project paper, wholesalers who purchase only 
at POPs will pc termed small scale: wholesalers purchasing. at POPs and 
depots will be middle size, and wholesalers lifting from factories and/or 
ports will be classified as large scale wholesalers or fertilizer 
distributors. 

2.22 The fertilizer lifting price at factories and ports will be 
discounted belOd BAOC's ex-POP price to reflect the costs of operations 
that the private distributors will have to cover. The exact amount of 
this discount is under review by. the OOB and· USAIO but' is eXPected be in 
the range of Tk. 450 to Tk. 550 per metric ton. It is shown as Tk. 
500/Mr in Table II-I. 'Ib the extent that this reformed distribution 
system will cause BADe's operations to shift to areas with higher 
distribution costs and, as a result, will increase BADe's average 
transportation costs on a per ton basis, the GOB will offset any increa~e 
in these costs by increasing BADe's POP selling price and/or by 
decreasing Bl\DC' s fixed operational costs. This is discussed further 
under the Wholesa~e Prices section of the Public Policy Analysis below. 

~ 2.23 Depots are presently POPs that under FOI-II will be designated 
as BADe sales outlets that will offer woolesale discounts which are 
SUbstantially larger than wholesale discounts at POPs. Currently, there 
are nearly one hundred POPs. Under IDI-II, five or six of these will be 
designated as depots. The selection of these depots is underway am is 
based on anount, of current storage capacity, B.Z\DC' s re-stocking costs . 
which are to be kept to a minimum, and accessibility to major 
transportation systems which are likely to be used by wholesalers as well 



TABLE II - 1 FERrILIZER W1.RKE1'ING UNDER-FOI-II* 

* Minimum lifting quantities, discounts, and revenues at PDPs will remain unchanged during the initial 
stages of FOI-II while depots and factories/ports will be added as two new types of. sales outlets. 

** Depots are presently POPs located at Chittagong, Khulna, Naraycmganj, Bhairab, Chandpur and Shahjadpur. 

***	 Estimates are based on current IFDC price surveys. Retail prices of fertilizers sold by BADe at uepots, 
factories, and ports have not been estimated, but they should be at and below retail prices near POPs. 
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as BAOC. For BAOC, the dePots will mP.an, over time, retrenchment to a 
more mana~dable network of outlets. To wholesalers, depots will offer an 
opportunity for retailers am small. scale wholesalers to enlarge their 
3Cope 'of operation to become medium sized wholesalers. Because BADe will 
incur distribution costs in supplying· depots, the wholesaler I ~ lifting 
price at depots will be determined by reducing the factory/port discount 
by BT\DC':I S average per ton distribution cost of servicing the depots. In 
Table II-I, the depot discount is shown as Tk. 350/Ml' meaning that for 
the given network of depots, * BAOC's average distribution cost would be 
Tk. l50/Ml' (Tk. 500 - Tk. 350 = Tk. 150.). Uriler FOI-II, the initial 
national fert.ilizer distrirotion system as described in the preceding 
paragraphs is considered a transition phase and is expected to'lead to a 
final. syste!I1 whi~h' is either dominated by the private sector or is 
transformed into mixed public and private sector system with these 
sectors competing directly as described briefly in paragraph 2.43 and in 
detail in PUblic Policy Analysis,starting with par~graph 6.06. 

b. Credit and/or Fertilizer 

2.24 In discussing FOI-II with the lOcal business corranunity, USAID 
fowil general concern aOOut the availability of credit funds. During the 
life of FDl-II, fertilizer retailers and wholesalers of all sizes will 
need short-term conunercial credit. A, major pOrtion of FOI-II tun:Is are, 
therefore, designated to be 'allocated to the Be3.ngladesh Bank for use as 
refinance fums. The estimtion of lending for fertilizer distribltion 
that might QCcur under FOI-II involved making a series of assUDPtions 
regarding seven interrelated variables as follCMS: (1) fertilizer sales' 
are projected to grow at 8 percent per year beginning with 968,000 Mr in 
1982/83 as the base year, (2) the average nominal cost of fertilizer per 
Ml' (ex-factory and ex-port) is projected to grow at 5 percent per .year 
starting at $200/MI' in 1983/84, (3) during the first year of FI>I-II, 
private wholesalers are expected to purchase 30 percent of BADe's 
fertilizer at the ports and factories and this share is expected to grow 
in 10 percent increments annually, (4) the annual rate of inventory 
turnover for the distributors lifting at the ports and factories, is 
expected to be 4 times per year initially increasing to 5 times per year 
over the life of FOI-II, (5) distributor requirements for working capital 
for purchasing inventories is expected to be 25 percent greater during 
the peak fertilizer offtake months of September through December, (6) 
distributors will be expected to provide the standard 50 percent equity 
against loans as required for other lines of credit, and (7) 75 percent 
of the value of loans to distributors is expected to be refinanced from 
the Bangladesh Bank wit;h FDI-II project funds. With the aOOve 
considerations, the Bangladesh Bank's annual disbursements of refinance 
funds for fertilizer purchases over the years 1983/84 through 1987/88 are 
estimated at (in millions of u.s. dollars) 8, 10, 14, 19, am 24, 
respectively, for a total of $75 million for the life of project. 

2.25 The FOI-II credit furiis will be used to support the central 
~s refinance activities related to the expanding and developing 
national fertilizer distribJtion business. Annual disbursements to the 
central bank will be equal to the peak quarter r,--quirements. Since the 

*These proposed depots are presently POPs loca~ed at Chittagong, Khulna, 
Narayanganj, Bhairab, Chardpm' and Shahjadpur. 
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central bank I S proJected disbursements for fertilizer refinancing total 
$75 million. over the project arrl FDI~·II IS credi t furrls total $52 million 
the central bank will provide from its own resources the additional 
refinancing funds needed by the reformed national fertilizer distribution 
system. 

2.26 FOI-II I S credit funds will be utilized for' trade financing 
only. This 3 month slDr't-term commercial credit is different than 
agricultural credit which is supporterl through USAIO's Rural Finance 
Project. In the Bal'lgladesh financial system, the limited amount of trade 
finance credit that is currently available has been provided primarily to 
the larger, less risky commercial enterprises. Agricultural crerlit is 
available to farmers for production loans and to small businessmen. The 
provision of FOI-II I s funding will serve to expand trade credit· 
availabilities exclusively for fertilizer. 

Many of the businesSlilen that will seek fertilizer loans already are 
bank custome~s because of their existing activities of selling gasoline, 
petroleum products, and chemicals, e.g. fertilizers and pesticides. 
Therefore, the information costs of making these loans will· be reduced 
and the banks will consider the borrONers to be reasonable risks. Some 
wholesalers will sell fertilizer on credit to retailers so not all 
retailers will need to barrON directly from banks. Furthermore, 
retailers will provide fertilizer on time purchases to farmers and this 
will facilitate farmer use. In view of this, a special refinance program 
will be develoPed to qlerate similar to the refinance mechanism for 
agriCUltural credit. me national commercial banks (NeBs), and the 
Bangladesh Krishi Bank -(II<B) will be authorized to rediscount loans made 
to retailers and wholesalers for the purchase of fertilizer. The 
interest rate charged to the borrowers wi 11 be set at levels simi lar to 
agricultural credit (currently 13% plus a 3% service charge). loan 
terms, minimum collateral and margin requirements, etc., for these loans 
will be SPecified by the Bangladesh Bank. Periodically the NeBs and BKB 
will apply to the Bangladesh Bank for rediscount of loans made. A 
sliding scale formula will be used to determine the interest rate charged 
for refinance. Currently the charge for refinance of agricultural loans 
is a minimum of 6% ~Jhen 50% or less refinance furrls are obtained up to a 
maximum of 10.5% for 100% refinance. This formula will provide 
incentives for the banks to mobilize deposits rather than refinance the 
total value of fertilizer loans made. A resident consultant will be made 
available to the banks that administer the FOI-II credit. 

Using domestic natural gas as raw material, Bangladesh will be 
self-sufficient in urea as 900n as the new factory at Ashuganj overcomes 
its many startup problems. The fertilizer factory at Ghorasa1 exploded 
in 1975 arrl disrupted fertilizer supplies for nearly one year. Recent 
histo~ at bath the Ash~j and Ghorasal factories indicates that there 
may be future interruptions in domestic fertilizer production. 
Therefore, if the need arises, FOI-II furrls may be transferred from 
credit to fertilizer imports. 
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c. Sales Proootion and Dealer· Development 

2.27 As in most 'countries, Bangladeshi fertilizer retailers are or 
potentially are in a good position to advise and influence fanoors on 
important decisions such as determining the best types of fertilizer to 
use, and the quantity, meth::ld, and time of application, In addition, 
many of these retailers grant credit to reliable customers. BADe's. " 
Dealer Development and Training (00&1) Program has found that fanners 
take or try to talte advice regarding proper fertilizer use frOm retailers 
if extension services have been unable to provide such assistance. The 
nation' s C:.~xtension services· have . been' hard pressed and unable to 
advisethe nation's 12 million farms regarding fertilizer use. The DD&T· 
Program began to fl1IX:tion in October 1982 through much enoouragement from 
FDI-I activities. FDI-I has provided this program with training and 
promotional materials as well as a resident consultant from the 
International Fertilizer Devp.lopment Center. 'lbe programs' objectives 
have been to increase fertilizer sales by 2 to 3 percent annually "and to 
augroont the technical skills of fertilizer ret;.ailers in order to make 
them better ·advisers to their farmer-eustomers as well as efficient 
suppliers of fertilizers ard active promOters of proper fertilizer use. 

2.28 Since BAOC's DD&T Office was created in April 1982', \-here have 
been three, one to t\«"J week, training cour~s (September 1982, Much 
1983, and October 1983} for BADe's trainers who have been conducting the 
retailer training courses throughout the country. Each district has two 
assigned trainers, one, a B1\OC Sulx3ivisional Manager and the other his 
assistant, a ~ Thana Inspector. On average, these trainers together 
as a two-man team are presently expected to corrluct three retailer 
training courses per JOOnth. These two-day coUrses are held at district 
headquarters. Attendance has been by invitation with roughly 90 percent 
participation. '!be class size is usually 25." ~ with ~ts. own funds 
pays each participant Tk.75/day ($3) to help defray expenses"~or lodging, 
meals, and transportation. As of January 1, 1984, Oller 10,000 retailers 
had attended the courses. BADe's goal is to eventually conduct enough 
courses so that all active fertilizer dealers (estimated at 21,000) will 
have an opportunity to attend twice a year~ Plans' also call for 
establishing fertilizer demonstration plots. It is envisaged that in 
cooperation with dealers each trainer and each assistant trainer will 
develop three fertilizer demonstration plots per season. The DD&T office 
has developed a demnstration plot format along with procedures. The 
fertilizer is to be provided by the de~_ler who will be given credit for 
the fertilizer if he follCMs the pro"ided guidelines. Farmer field days 
are also planned as a means of diffusing technology an:) promoting 
fertilizer us,~. 

2.29 Many of the constraints to the development of fertilizer .use 
are related to the activities and levels of knowledge of retailers and 
farmer8. On the retailers' side, these constraints often incl1.Xle: (i) 
inability to advise fanoors due to retailers' laCK of krnwledge regarding 
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proper fertilizer use even though many fer.tilizer retailers are or have 
been farmers, (ii) lack of knowledge· regarding mechanisms of obtaining, 
granting, am administering institutional crooit for farmers, (iii) 
insufficient lo'v:Mledge of store and 1:xx>k-keeping, (iv) di fficul ties with 
sales projections arrl over. and understocking, and (v) insufficient 
prom:>tional materials and demonstrations. On the farmers I sicle, 
constraints are often: (i) lack of information about fertilizer types and 
their suitability for specific crops, (ii) lack of,lmcwle1ge of improved· 
farm management techniques, and (iii) lack of working capital and 
knowledge of how to obtain institutional credit. 

2.30. In Bangladf~sh todaYt the activities of fertilizer retailers 
are just beginning to be strengthened by the DD&T's training courses 
which are aimed at alleviating the above constraints. These courses were 
postulated on the foU owing: a) one of the first persons being asked how 
to use fertilizer is the seller (retai ler) • The better the seller's 
knowledge, the better the product is likely to· be used~ b) if a core 
ofwell-trained retailers is created, they can contribute significantly to 
the country's agricultural develq:>ment~ c) if a group of ·trainers is 
institutionalized, training courses for retailers may continue in future 
years after don:>r assistance has been phased out~ d) the image of profit 
making retailers as a source of reliable extension advice can and soould 
be improved~ e) current losses of fertilizer through inadequate knowlooge 
of its proper handling, storing, and field application can be reduced; f) 
the amount of sales prorrotional material (manuals, radio anoouncernents, 
press releases, flip charts, posters, pamphlets, novies, and slides) 
which is presently being circulated is grossly insufficient~ and g) there 
is a need to avail small farmers of improved extension services throu~1 

fertilizer retailers. Urrler FOI-II, the DD&T Program is expected to 
develop upon the foundation which was set under FOI-I. FOI-II funds will 
provide a resident consultant to continue to assist and develop the 
Program's effectiveness. 

~.3l BADe's DD&T activities are and will continue to be linked with 
the nation's agriCUltural research system and its extension services. 
The fertilizer use information which is given to retailers through the 
DD&T courses CXJlles directly frCJ1l the research communi. ty through its 
publications and the fact that its researchers provide much of the 
training given to BADe's trainers. Extension agents are regUlarly called 
upon to be guest speakers (trainers) for DD&T courses. Extension agents 
may also assist fertilizer retailers in preparing fertilizer 
demonstration pLots in farmers' fields. 

d. Infrastructural Improvements 

2.32 The objectives of the FOI-II infrastructural improvements are 
to increase woolesaler access to gover~~nt sales outlets, namely depots, 
factorfes, am ports, and to ease physical constraints in the 
distriootion net'hOrk of wholesalers nationwide. The need for 
infrastructural improvements at various locations ~<iill be evident only 
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after private fertilizer wlDlesa1ers are lifting large quantities from 
dep:>ts, factories,· am p:>rts, and traffic· patterns are establislBl. 
Presently,' transp:>rt modes and patterns of fertilizer movement by private' 
distributors are subject to speculation. It is thought that the private 
distributors may rely m:>re 00 truck transp:>rt and less on rail than is 
presently practiced by BAOC. This shift in transp:>rt mcx1es, hCMever, rtay 
not occur. Similarly, shifts in transp:>rt patterns are uncertain at the 
present time. 

2.33 The types of infrastructura1 improvements which are expected to 
be needed urrler the reformed ilarketing system of FOI-II inc1u1e improving 
truck access to the factories ,and ports· by upgradir¥J roads and widening 
factory doors and railway umerpasses. Acc~ss roads and barge wharfs at 
the designated depots may also need upgrading to facilitate the increased 
volume of sales anticipated at these outlets. After private wholesa~s 

have been lifting fertilizers from the dep:>ts, factories, and p:>rts fOl.
one year, a survey and evaluation will be corrlucted' to determine (i) 
what, if any, physical constraints ,exist in the distribut~on network of 
private fertilizer wholesalers am (ii) what infrastructural improve~s 
(with cost estimates) would remove or lessen these. constraints. 

2.34 This assessment of the physical constraints in the distribution 
network of wholesalers will be conducted with external assistance fra- a 
team hired by the project I s prime contractor. (This prime contractor is 
described in the next sectim below.) This team will be composed of 
individuals with expertise in civil er¥Jineerir¥J, transp:>rt planning and 
economics, and commodity logistics and distribution. Improvements for 
inclusion in FOI-II .will be selected 'based on an assessment of the 
increases in efficiency in lIllVement and physical handling canbined with 
the reductions in transport costs that the proposed improvements \'OJld 
yield. Once appropriate ~rovements llave been. identified by the 
consultant team and selected by the GOB and USA.IO for FOI-II inclusion, 
an A&E firm will be charged with preparation of design p1~, 

specifications, estimates, and construction supervision. The total cost 
of these improvements to irr::1trle the A&E firm is estimated to be $7 
million tb::>ugh it may be m:>re or less. 

2.35 By the end of FOI-I, UShIO will have financed the construction 
of wareoouses at 35 POPs. Fran this construction and that financed by 
the GOB and other donors, the nation will have fulfilled its public ~s 

for fertilizer storage capacity. Urrler FOI-II, BT\DCI s POPs near depots, 
factories, and p:>rts may have their sales greatly reduced. If necessary, 
the GOB will develop alternative arrangementn (e.g. rentir¥J tbese 
facilities at commercial rates· to distributors of fertilizers and 
agricultural comnoHties) far the continued utilization of these PDP 
facilities. During the early stages of transition to. private sector 
1arT scale fertilizer wholesaling, these facilities may function as 
intermediate wareoouses oontributir¥J the maintenance of the nati<m IS 

*The~ rates will be canpetitive enough to insure fjJl1 utilization of the 
facilities. 
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fertilizer buffer StOCKS. If after the twenty-mnth evaluation 
(paragraph 2.42), the Government introduces a variable price "regime 
toougoout its PDP network, then depots would revert to POPs, and POPs 
near former depots, ports, and factories ....ould urrloubtedly have their 
sales increased. (This is discussed further in paragraphs 6.07 through 
6.09. ) 

e. Technical Assistance Element 

2.36 In addition to the A&E firm hired to design and supervise the 
construction of all FOI-II infrastructural improvements, a technical 
assistance team composed of 3 resident consultants will be provided to 
the Ministry of Agriculture (MJA) to relp mni tor and implelIEnt the 
reformed national fertilizer distribution system and related FOI-II 
components, especially the credit and dealer development programs. 
Certain· portions of the assistance managed by this team will include 
advisory services, 'production and distribution of sales promotional 
material, training, and equipment, all financed with FOI-II funds. Costs 
of the technical assistance team are estimated at $6 million of which $1 
million wilt' be allocated out of the first year I s grant obligation. 
AllOCations in subsequent years may be increased or decreased depending 
upon reviews. 

2.37 The· r-DA will contract with a management consulting firm for 
this technical assistance. The selected firm will function as a "prime 
contractor" obtaining and administering the wide variety of advisory 
services and activities requirErl for the successful implementation of 
FOI-II.· The MJA will prequalify firms before requesting technical 
proposals. Nationality of eligible firms will be u.s. The firm selected 
for the prime contract may sUbcontract with firms and/or individuals from 
countries inclLrled in Code 941 and Bangladesh. 

2.38 The prime contractor's chief of party (COP) with expertise in 
fertilizer distribution and marketing may have an office in the MOl\ IS 

(Agricultural) Inputs Cell. The COP I s direct counterpart will be the 
Joint Secretary of the Inputs Cell. The COP will (i) administer the 
prime consultancy contract including all sul:x::ontracts, (ii) supervise 
resident and short-time consultants to include the team that will 
identi fy potential roI-II infrastructural improvements, (i ii) regularly 
advise the MOA and USAID regarding progress of FOI-II implementation and 
government policies and practices affecting its implementation, and (iv) 
supervise monthly surveys of fertilizer avail.abili ties and farmer prices 
as presently conducted by IFDC. (This surveying will continue to engage 
a local firm to perform the computer analysis of the field data.) 

2.39 In addition to the resident COP, a resident consultant may be 
located in the Bank Control Department of the Bangladesh Bank and another 
may l\1.ve an office in BADe's Dealer Develcpnent and Training Department. 
The consultant to the Dealer Development am Training Program will 
supervise a local firm which will be hired to conduct multimedia 
advertising campaigns for fertilizer use. After FOI-II has been underway 
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for at least one year, the MOA may want the prime contractor to provide 
short-term technical assistance in order to assess the nee:} for 
fertilizer quality control legislation and enforcement. Fertilizer 
adulteration is not anticipated to be a significant problem: however,. the 
practice of selling short-weight bags is becoming a problem. If nee.:ied, 
the prime contrar-t_.:JL w::mld assist the Kl\ in establishing a fertilizer 
quality control uni t, perhaps in the Agricultural Marketing Department of 
the MJA. Thi s tlni t would undoubtedly ooncentrate on assuring 
wholesalers, rettllcrs, and' farmers that fertilizers were sold in the 
exact weights sper.:ifip.--i by the seller. To further insure the integrity 
of .fertilizer sales, fY~rlliJps this unit would also conduct rudi~ntary 
chemical testing :i.n the field. FOI-II funds could be use.:i to finance 
some initial equipment needed for starting this unit. 

2.40 In anticipation of the national fertilizer distribution system 
under FOI-II, which was first discussed with local businessmen when USAID 
was preparing the FOI-II PID, potential large scale fertilizer 
woolesalers formed an ad h::Jc group in late 1982. This group, named the 
National Fertilizer Distributors I Association (NFDA), has recently 
suhnitted . to the GOB its Articles of Association. Once NFDA is 
sanctioned as.an official trade. association of Bangladesh, FDI-Ilproject 
funds may help to provide the ~ with technical assistance and 
training. Fifty percent of the cost of this assistance and training will 
be financed by NFD1\ a.rrl the remainder with FOI-II funds. In order to 
develop a strong private sector, the asociation may request USAID to 
authorize the prime contractor to provide appropriate technical services 
in such areas as marketing and advertising, distribution and harrlling, 
inventory control, financial accounti~, bulk blerrling, quality control, 
and dealer training. FOI-II may also help to finance short-term 
participant training for ~ staff and members as requested by NFDA and 
approved by USAID. This training could take place in Bangladesh, other 
Asian countries and the United States. 

2.41 Technical assistance for the twenty-month evaluation (described 
immediately below) will be provided fra- outside the prime contract Which 
will be, in Part, SUbject 
will be financed through AI

to 
D di

the evaluation. This technical assistance 
rect contracts • 

.f. Twenty-m:mth Evaluation 

2.42 USAID ' s support for FOI-II beyond the first two year period 
will deperXl upon the ability of the private fertilizer wholesalers to 
operate freely and effectively from depots, factories, arXl ports. A 
formal evaluation of roth the national fertilizer distribution system and 
FOI-II will be corrlucted after private wholesalers have been purchasing 
fertilizers from the factories a.rrl ports for four crops seasons (roughly 
16 uonths) which is estimated to follCM the Project Agreement signing by 
approximately twenty IIOnths. The primary objectives of this evaluation 
will- be to determine l) does B.Z\DC responsibly service wholesalers who 
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lift from depots, factories, and ports, 2) do wholesalers responsibly 
service retailers and farmers, 3) have national, regional, and local 
fertilizer stocks been adequate, 4) is FOI-II achieving or likely to 
achieve its objectives, and 5) do project components, e.g. the 
credit/fertilizer import program, need realigrunent. If the evaluation 
identifies problems with the national fertilizer distribution system or 
FOI-II project components, it will stq3est solutions to these problems. 
The evaluation will include a section an system and project components to 
be eva.luated in the future am will describe what, when, and how these 
items should be evaluated. FOI-II furds will support a team of experts, 
who with GOB and USAID assistance will conduct the evaluation. 

2.43 This critical twenty-month evaluation point could result in 
numerous system arrl project changes. For example, the Goverrunent may 
choose to introduce non-uniform pricing (to reflect actual transportation 
am procurement costs rather ·than the curl:ent system of averaged 
equ::llized costs) tnroughout BAOC's PDP network. For the first time, this 
alternative system would permit ca.petition on an equal basis in 
fertilizer . distribution between 8AOC and the private fertilizer 
distributors. Urrler this alternative national fertilizer distribution 
system, roth' B.z\oc and the private distributors could lift fertilizers 
from factories and ports (depots would revert to POPs) at the same pooled 
lifting price, and roth could be expected to fully cover their costs from 
their sales revenue. (In the Public Policy Analysis paragraph 6.06 
below, this alternative system is contrasted with the one described above 
in paragraphs 2.21 through 2.24). If BAOC' s PDP pricing remai ns uni form, 
then subsequent to the evaluation there may be system chaPges, such as 
increasing the discounts to wholesalers at depots, factories, and ports 
and/or adjusting the minimum lifting requirements. If the actions taken 
by the GOB as a result of this evallBtion are perceived b'i the private 
sector as long-term commitments by the GOB to assure the success of large 
scale fertilizer wholesalers, then trese wh:>lesalers might beJin the 
following: 1) buying or leasirg Bl\DC fertilizer warehouses at 
competitive commercial rates, 2) internationally procuring (non-nitrogen) 
fertili?~rs, 3) procuring fertilizers directly from factories instead of 
through BAOC, 4) h.1lk bleming 
bagging fertilizers. 

fertilizers, and/or 5) branding and 

g. Donor Response 

2.44 FOI-II was designed not only in consultation with other donors 
but with design team members financed and supplied by the Governments of 
the Netherlarrls arrl Denmark. In addition, resident officials from Canada 
am Norway atterrled and contributed to design team meetings. The World 
Bank arrl the Asian Development Bank were also informed as the project 
components developed. 

:t.45 The fertilizer marketing reforms ernroJied in FDI-II have the 
support of the major foreign exchange contributors to Bangladesh's 
fertilizer sector. Other donor project agreements are already including 
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language consistent with the objectives of FDI-II, e.g. by 1985 the 
private sector will be expect~ to lift fertilizers from factories am 
ports. 

2.46 In the two and one half years since the FOI-I PP Amendment was 
prepared, donor funded activities (described on pages 9 and 10 of the PP 
Amemment) have changed little. Presently arrl throughout the life of 
FOI-II,. the needs for donor financing for the fertilizer sector are and 
will have shifted since FDI-I from increasing the government's fertilizer 
storage capacity and importing large quantities of nitrogen fertilizers 

. to alleviating limited availability of fertilizer credit and further 
iocreasin:J efficiency of resource allocation. 'I'l'x>ughout FOI-II, 
international donors and lenders will continue to meet Bangladesh's 
foreign exchange needs for the importation of oon-ni trogen fertilizers. 
However, in the event of an unexpected national shortage, FOI-II furrls 
will be needed and used for .the importation of fertilizers (nitrogen or 
non-ni trogen) • 

2. Project Objectives 

2.47 . The Project Gocil is to increase 'agricUltural proolX:tion. (See 
Log .Frame, Annex C.) The target is an average grCMth rate in 
agricultural production of at least 4 percent annually over the life of 
the project. An important assumption for achievin:J this goal is that 
there will be a favorable agriCUltural price policy environment am 
adequate grCMth in inPUts' (irrigation water, improvoo seed, am 
pesticides) complementary to fert ilizer • Jecent performance and GOB 
priorities indicate that this is a reasonable assumption. 

2.48 T'ne Project Purpose by which the goal will be reached is 
increased use of fertilizer. The target is an average annual growth in· 
aggregate fertilizer consumption of at least 8 percent over the life of 
the project. This represents a marginal increase of about 3 percent over 
the average annual consumption of the past 5 years. 

2.49 Project Outputs interned to achieve the project purpose are: 
1)' assured fertilizer suWlies, 2) a wt¥>lesaler am retailer credit 
program exclusively for fertilizer purchases, 3) canpeting large scale 
and middle size fertilizer wholesalers, 4) increased efficiency in 
fertilizer distribution and marketing, 5) active fertilizer dealer 
development and sales proIrotion programs, arrl 6) improved access to 
fertilizer sales outlets. 

3. Project Inputs 

2.50 USAIO's contribution to FOI-II (~5 million) will be used for 
financin:J a fertilizer credit program ar%r fertilizer imports, 
techniqal assistance arrl trainiD;J, and infrastructural improvements. 
E~ght.y percent of the project furds may be disbJrsed by local banks as 
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taka to supp::>rt. a cre::iit pr03ram for the purcmse of fert.ilizer by 
wholesalers anC retailers: however, in the event that national fertilizer 
stocks 'Decome inadequate these project funds m3Y 'De used to finance 
fertilizer imports. In addition to credit and/or fertilizer, nearly ten 
percent ($6 million) of project furrls may 'De used to provide equipment, 
technical assistance and training for the Ministry of AgricUlture, the 
banks administering the project's credit program, and the National 
Fertilizer Distributors' Association. An estimated ten percent ($7 
million) of the project funds may 'De used to provide infrastroctural 
improvements to increase the accessibility of BAOC sa).es o~tlets to 
fertilizer wholesalers. 

2.51 In addition to the issuance and execution of policies, 
regulations, directives, and implementing instructions required for the. 
successful implementation of FOI-II, the GOB's total project 
contributions to FOI-II will include 

$600 million of fertilizer and logistical 
support for fertilizer. Beyond conditioning project agreements in 
accordance with the objectives of FOI-II, other dooors will iOOirectly 
contribute an estimate:! $450 million worth of fertilizer and logistical 
support to FOI-II. 

4. Project Beneficiarie~ 

2.52 Beneficiaries will include the recipients of the project's 
technical assistance, training, and commodities. The ultimate 

. beneficiaries will be the nation's farmers aOO the B3.ngladeshi society in 
general. Farmers will benefit from reliable and timely. fertilizer 
supplies. Fertilizer dealers and distributors will benefit by the 
improved access to sales outlets and from policy reforms which wi 11 
increase competition in fertilizer distribution and marketing at the 
national level. The project will, in the long term, reduce the resource 
burden that the GOB incurs from executing its fertilizer distribution 
function and from importing foodgrains. Because of its nore efficient 
use of resources, society as a whole will be able to have more goods and 
services with the same amount of resources. Because of the project, the 
number of farmers using fertilizer shall increase as shall the amount of 
the fertilizer used per unit of cropped area. This will result from 
pronotion of fertilizers by private distributors, increased competition 
in fertilizer distribution aOO marketing, and enhanced fertilizer 
availabilities. We expect "in equitable distribution of benefits over a 
very large number of beneficiaries. 
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III. 

A. 

OOST EsrIMATE AND FINANCIAL PIAN 

TABLE III-I: Sl.DT1IMry Cost Estimate .~/and Financial Plan
-------rThousand-otU. S:-sr----------

Project Elements,---
Inputs FX 

USl\fo------
LC 

008---
U; 

amERS 

rx TOI'AL 

Credit/Fertilizer 

Construction 

Technical Assistance 

Training 

Equipment 

Surveys, Evaluations, 
Au::1its 

Contingency (15%) 

0 

5,000 

4,000 cl 

300 

250 

400 

1,750 

44,000 hI 

950' 

125 

50 

100 

75 

8,000 

598,900 

900 

50 

50 

50 

50 

0 

450;000 

'0 

0 

0 

0 

0 

0 

. 1,092,900 

6,850 

4,175 

400 

400 

525 

9,750 

TOI'AL 11,700 53,300 600,000 450,000 1,115,000 

~/ Incltrles 10% annual inflation 

h/ $13 million of this $44 million will be loan financing 
- with rem~inder in grant financing 

~/ The T.A. will be provided in grant financing 

B. TABLE 111-2: Projection of AID Expenditures by Fiscal Year 
(Millions of u.s.$) 
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C. TABLE III -3: ~1ethods of Financing Project Elements/Inputs 

MethOd of Amount 
Project Elements/ Contracting ~fethod of $ Totala/Proj ect Inp'uts (Implementation) Financing (000) 

Credit PRO-AG/PIL No Direct Pa~T.'!ent 44000 
or or or or 

(Fertilizer Imports) (Fonnal AID's Con- (Yes) Direct L/Co:Tl)
tracting) 

Construction	 5950 

A&E Services Direct AID Gontract Yes nirect Payme:1t e50 
Actual Construction Host Country Contract Direct L/Co::r."it- 5100" 

ment 

Technical Assistance 4125 

TA for Banks Host Gountry Contract * Yes Direct L/Co=:it- 940 
ment 

IITA for BAOC DD&T Project	 940" " " " " 
TA for ~[)A	 1000" " " " " " 
Local Support to Prime Con. " " "	 " 295"	 " 
~fulti-Media Advertising Svc.	 950" " " " " " 

Training 350 

trFertilizer Quality Control Host Gountry Gontract Yes Direct L/CO!:!ilit - 150 
ment 

r-.rrDA " " 20!" "	 " " 

EquiJMlent	 350 

~)JA Host Country Contract* Yes	 Direct L/Gorrrnit- ISO 
ment ,.Banks	 " " " 100"	 " 

BADe DD&T	 100" " " " " " 

Surveys, Evaluations, Audits	 475 , 

Infrastructure Imp. SUTV. Host C.ountly Gontract* Yes Direct L/CO!!'!:1it - 100 
ment 

qualIty Control l~it Eval. " 75" " " " " 
20 MOnth Project Eval. Direct AID Gontract	 Direct Payment 150" 
Final Project Fval.	 " " " " 100"	 " 
Audit Review	 " SO" " " "	 " 

Cont ingency N/A N/A N/A 9750 

Total Project (USAID FlD1ded) 65000 

a/ This column answers the question: Is this project element	 a potential area for 
- involvement bv organizations covered by the Gray Amendment	 and small businesses? 

lSee paragraph 3.12 for explanatlon) 
-*---lAt';'.L _ r·... ,.. 
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D.	 Assessment of Project Implementation 
Methods Used by USAID/Dhaka: 

3.01 The USAID/Dhaka "annual general assessment of methods of imple
mentation and financing is currently being compiled and should be referred 
to for further information on the specific topics discussed in paragraphs 
3.02 to 3.11. The annual general ~ssessment will be pouched under separate 
cover. 

3.02 The majority of Host Country Contract (HCe) and Direct AID 
Contracts involve professional ex-patriate organizations as the contractor. 
The contractors operate under th~ir own managerial and financial systems 
in performing the scopes of work described in the contracts. Of particular 
note is that many scopes of work of the ex-patriate contractors include 
technical assistance a~med toward improving the financial systems of the 
Host Government and monitoring project funded commodities utilized by the 
Host Government. The managerial and financial systems of the ex-patriate 
o!ganizations have been found to be adequate. For Host Government contracts, 
the Host Government has been given the financial monitoring and approval 
role over contract expenditures. These functions by the Host Government 
are supplem~nted through (a) the project officer's administrative approval 
of cla~ms and (b) the ·certifying officers review of documentation (if any) 
submitted with the claims. In addition, project funds can be allocated to 
provide for independent audit coverage of these contracts as an added 
measure of co~trol -- especially in circumstances when the HCC is between 
the Host Government and local NGO's. 

3.03 The Mission neither has the authorized direct hire staff levels 
nor an operating budget of sufficient magnitude to obtain the additional 
positions required to perform in-house, payment verifications and all 
financial monitoring for all activities financed under all projects. In 
order to develop institutional expertise in project management and finance, 
and from necessity, there exist project activities performed by Host 
Government organizations under PILS to which USAID has delegated a signi
ficant responsibility over payment verification and financial monitoring. 
In these cases the Host Government permits financial audits by (a) USAID 
or its authorized representatives and (b) the internal audit staff (if 
available) of the Host Government. The Mission strives to keep the dollar 
value involved in these cases to a minimum. In addition, the financial 
aRalyst staff of the USAID controller's office performs financial reviews 
of these activities on a selected basis. These reviews have proven 
extremely helpful and of great value to USAID and the Host Government in 
preventing and/or correcting financial system problems. In special 
circumstances, USAID has enlisted the assistance of Host GovernmenL internal 
audit staffs. 

3.04 PILs and Grant letters (conforming to the requirements of 
Handbook #13) are used as the implementation mechanisms for a number of 
NGO's Ind IPVO's. The NGO's and IPVO's are delegated significant payment 
verification and financial monitoring responsibilities over the funds 
provided to them. In these cases, however, project funds can be used to 
provide for NGO & IPVO accounting staffs, and for independent audit reviews. 
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~lany NGO's and IPVO' s already have chartered accountants ...'ho rcvie ....' their 
financial activities. In many cases these CPA's are funded from ~CO 

and IPVO funds, thus conserving project funds. The financial analyst 
staff of the USAID controller's office reviews NGO and IPVO financial 
systems on a selected basis. 

3.05 AID Direct Contracts are used when· AID has determined that firm 
USAID control is required in order to assure desired performance and 
quality output (i.e., PSC's, project evaluations, special project TA 
activities where independence of the contractor is of paramount importance). 

E. FDI-II Project Implementation and Financing Methods 

3.06 The implementation methods for FDI-II (see T~~LE 111-3) will 
consist of (1) Host Country Contracts with an ex-patriate prime contractor, 
(2) sub-contracts under the Host Country contract with the ex-patriate prime 
contractor, (3) Host country contracts with construction firms, (4) Direct 
AID contracts, and (5) PILs. Financing methods (TABLE 111-3) will involve 
the use of (1) Direct Payment, and (2) Direct L/Comm's. Under all 
implementation methods (except for the project's credit element) identifica
tion of the potential opportunitie~ for small, minority, and' women-owned 
enterprises to partlcipate in the inputs funded by this project will be 
made ana maximum consideration will be given towards utilizing the enter
prises so identified. 

Bangladesh 
3.07 Mission management considers the use of a direct payment to the 7 

Bank as the most appropriate method for financing the credit element of 
this project in order to assure that the policy changes (see paragraphs 
6.01 to 6.09) envisioned by the project are made. The implementation 
method will be by PIL. The PIL will (1) establish conditions for release 
of each tranche of credit funds to the designated recipient (2) define 
the monitoring responsibilities of the Host Government, and USAID over the 
credit funds and (3) rer~'ence pertinent Project Agreement provisions 
and AID regulations assigning fiscal responsibility over the proper use 
and management of the credit funds. Once the conditions specified in 
the PIL are met, a direct Taka payment to the Bangladesh national bank 
will be made for the purpose of assisting in the refinancing of credit 
extended by'local banks to the fertilizer dealers. 

3.08 Direct letters of Comm~ment (L/Comm's) will be used to 
finance the procurement of fertilizer should the need arise. The Host 
Government's procurement and contracting procedures are adequate while 
payment verification and financial monitoring are sometimes weak. The use 
of Direct L/Comm's permits USAID to obtain and examine documentary evidence 
showing purchase, shipment, receipt, inspection, compliance with Cargo 
preference regulations, and compliance with source and origin regulations 
regarding the commodity before payment is made to the supplier. Further
more, prior to issuance of the t/Comm's, USAID is heavily involved in 
monitor.ng and giving approval at all levels of the bidding and award 
process. In addition, USAID envisions that the prime contractor will be 
given responsibilities for monitoring the use of the delivered fertilizer. 
These procedures and the method of financing,are expected to strengthen 
the financial monitoring and payment verification controls relating to 
commodities financed by this project. 
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3.09 In order to further strengthen the financial monitoring over 
p~oject inputs, the independent chartered accountants budgeted for under 
the Surveys, Evaluations, Audit element will be charged with' conducting 
reviews of the construction, commodity, and training activities of the 
project. 

3.10 Under a Host Country Contract, the prime contractor will be 
responsible for arranging and providing all financial assistance, tr~ining, 

and.~IOA, Bank, and BADC DD&T equipment inputs. Direct L/Comm's will ~e 

issued as the payment mechanism for the prime contractor since the Host 
Government does not have the financial resources to make payment and then 
seek daily reimbursement from AID. For the same reason, direct L/Comms 
will be used as the payment mechanism for construction firms. The FAR 
method will not be used for actual construction since the construction 
work would be implemented through a host country cost reimbursement cont~act 
based on fixed unit prices for units of completed work. The final price 
will be based on a measurement o~ completed works as certified by the A&E 
firm. The type of contract 1:0 be used will be a standard Federation 
International Des Ingenieurs - Conseils (FIDC) international construction 
contract. 

3.11 Direct payment ,is generally considered an excellent payment 
mechanism to be used for AID Direc't Contracts since AID management is so 
closely invo~ved with the control of the services being rendered and in 
assuring the outputs as specified in the contract are achieved. Direct 
payment will be used for the AID Direct Contracts for the (a) 20 month 
evaluation (b) final evaluation (c) audit services and (d) the A&E firm 
hired to monitor the actual construction involved with infrastructural 
improvement (see paragraph 4.01). 

F. Gray Amendment Considerations 

3.12 The design phase of FDI-I1 has included the consideration and 
identification of potential opportunities for (i) minority and women
owned enterprises, (ii) historically black college and universities, 
(iii) minority private volunteer organizations, and (iv) small businesses 
to participate to the maximum extent possible in this project's implementa
tion and evaluation. Table 111-4 (see, footnote) indicates the potential 
for participation in FDI-II by groups or individuals covered under the 
Gray Amendment and small business in general. FDI-1I's prime contractor 
will be engaged ~n a host country contract in order to maximize the GOB's 
involvement with project activities and potential problem areas during 
project impleaentation. Nevertheless, the GOB will be encouraged to fully 
cor sider minority and women-owned organizations as well as small businesses 
that have been identified by the PRE/OBR as appropriately qualified to be 
FDI-II's prime contractor. Throughout FDI-1I, AID direct contracts will 
be used when AID has determined that maximum USAID involvement is appro
priate to assure desired performance for such activities as project• With these AIDevaluations, A&E services, and supplemental audits. 
direct contracts, the scopes of work will be matched with OBR's resource 
information in order to assure maximum consideration of appropriate 
sources of technical assistance from small, minority, and women-owned 
enterprises. 
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IV. IMPLEMEL"n'ATION PlAN 

A. Project Fin~1cia1 Documention SChedule 

Date 

March, 19M 1- Project Authorized by AID/W 

April, 1984 2. Project Agreement signed and FY 
1984 funds obligated 

July, 1984 3. Conditions Precedent to initial 
disbursement of funds satisfied 

February, 1985 4. FY 1985 furrls obligated 

February, 1986 5. FY 1986 furrls ob1igated 

February, 1987 6. FY 1987 furrls obligated 

February, 1988 7. FY 1988 funds obligated 

September, 1989 8. Project Assistance Completion Date 

B. SChedule of Major Activities and Implementing Agencies 

'Date Action Responsible 
Begins Action Agency 

July, 1984	 Private wholesalers permitted
 
to lift from depots, factories,
 
and ports
 

JUly, 1984 2.	 Disbursing FOI-Ills fertilizer Bangladesh
 
credit fUIrls Bank
 

July, 1984 3.	 Importing fertilizer (if needed) 

September,	 1984 Prime Contractor Technical Pro
posals requested from prequali 
fied consultants 

*MO~: Ministry of AgriCUlture 



Date Action 
Begins 

January, 1985 

February, 1985 

March, ,1985 

April, 1985 

May, 1985 

May, 1985 

July, 1985 

July, 1985 

September, 1985 

December, 1985 

January, 1986 

September, 1986 

September, 1988 

September, 1988 

September, 1989 
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Action 

5.	 Prime Contractor (PC) hired 

6.	 Prime Contractor's Chief of Party 
(COP) and Bangladesh Bank's 
resident consultant arrive Dhaka 

7.	 Prime Contractor's COP evaluates 
monthly fertilizer price and 
availability survey 

8.	 Prime Contractor's DD&T resident 
consultant arrives rn1aka 

9.	 CO~ begins supervising monthly 
fertilizer price and availability 
survey 

10.	 ,BADe's DD&T Program evaluated 

11.	 FDl-l's PACD; IFDC consultancy 
terminates 

12.	 Potential infrastructural improve
ments surveyed 

13.	 lnfrastructural improvements 
selected and A&E Consultant pre
qualification notice issued 

14.	 A&E Firm selected and begins design
ing infrastructural improvements 

15.	 Twenty-month Evaluation 

16.	 Construction of infrastructural 
improvements begins 

17.	 Infrastructural improvements 
completed 

18.	 Final project evaluation 

19.	 FOl-Il's PACDi Prime Contractor's 
consultancy terminates 

Responsible 
fgency 

M:>A 

MOA 

MJA 

MJA 

MOA 

MQl\/Us.ruo 

USAID 

f!{)A/PC 

f!{)A/USAII;> 

r-m/USlUD 

M:>A/USAID 

r-m/USlUD 

M:>A/USAID 
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c. Procurement Activities 

1. Cormnodi ties 

4.01 Procurement of fertilizer, if it is needed, will be based upon 
the successful procedures developed llrrler FDI-I and described below in 
paragraph 6.33. Usin:J a procurement services agent, the prime contractor 
·....ill procure project I s office and transportation equipment. TL~ ME firm, 
again using a procurement services aqent, will provide 3ny special ized 
equipment necessary for infrastructural improvements (i.e. conveyers, 
etc). The actual construction firms will be expected to furnish the 
necessary equipment am materi3.1s to construct the infrastructural 
improvements. The ME firm will IrOni tor the commcx:1i ties used by the 
construction firms to insure that source and origin requirements are met. 

2. Technical Assistance arrl Training. 

4.02 As described above (paragraphs 2.36 through 2.41), the MJA will 
engage the project's prime contractor who will provide the project's 
technical a·ssistance and short-term training except for the assistance 
needed for the infrastructural improvements arxl project evaluations. The 
firm(s) constructing the infrastructural improvements will be hired on host 
country contract(s). The ME firm hirej for construction design and 
supervision will be on an AID-direct contract if the construction involves 
IrOre than one GOB (construction) implementing agency. If only Government 
agency is responsible the construction of th8 infrastructural improvements, 
the A&E firm will be retained by that agency 00 a host country contract. 
Assistance for evalUcltions will be <"lcquired primarily through AID-direct 
contracts in the form of PSCs and IQCs. 

4.03 While BAOC has oot been receptive to management development 
training which was available urrler FOI-I, the private sector (NFDA) may 
be. If this turns out to be the case, FDI-II will provide such training. 
USrtiD believes that there are a number of areas in which it would be 
productive to help with the provision of training to the private sector 
during the project life. Some such areas are accounting, product IrOvement, 
procurement procedures, bulk blending, quality control, arrl warehousing. 
The prime contractor's Chief of Party will assess such opportunities, the 
demand for particular training courses, the usefulness of them, and 
completely arrange for the financing and logistics involved in furnishing 
the courses. The offering of such courses will be SUbject to US.lUD 
approval, and the NFDA must finance 50 percent of the costs of these 
courses. 

4.04 In the above schedule of Illr"1jor activities, there is a planned 
minimum overlapping of FDI-I' s prime contractor, the International 
Fertilizer Development Center (IFOC), and r"TII-II's prime contractor. The 
IFDC'~ consultancy team, lacatej in BADe, consists of three resident 
consultants wi th expertise and responsibi li ties in the follCMing areas: 
(1) fertilizer distribution, (2) fertilizer Itarketin:J, anj (3) fertilizer 
dealer training and development. This IFOC team is expected to 
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sufficiently rover FOI-Il's early monitoring and implementation and to make 
it possible (without eOOangering project implementation) for FOI-II' s prime 
consultancy team* to arrive in country more than six months after priv~te 

wholesalers have been permitted to lift from "factories and ports. 

4.05 0ne of the first assigrunents of' the prime contractor's Chief ot 
Party will be to participate in an evaluation of the IFOC fertilizer" 
price/availability survey. Following this evaluation the FOI-II prime 
contractor I s Chief of Party will be charged with conducting this monthly 
survey. The first assigriment of FOI-II's DD&T resident consultant will be 
to participate in the evaluation of the DD&T Program (see, paragraph 8.02). 

3. Construction 

4.06 The ronstruction of FDI-II I S infrastructural improvements is 
estimated to cost $6 million while the associated A&E service is expected 
to cost up to' $1 million. Construction design, site engi1?eering plans, 
construction IFB I S and bills of "quantities. will be prepared 1:rj the A&E 
consUlting engineer and submittetl for approval to the GOB and USAID ' s 
Office of Engineering. The consulting engineer will also evaluate bids and 
recommend that the implementing GOB agency negotiate a contract with the 
lowest responsive bidder among construction contractors bidding on the 
construction programs. Regarding section 611(e) of the Foreign Assistance 
Act of 1961, as amended, FDI-II has the Mission Director I s certification 
which is provided in Annex F. section 611(a) will be met since FOI-II will 
be incrementally furrled and since the actual construction of the 
infrastructural improverents will be financed only out of the third year I s 
obligation (FY 1986) throogh a Project Agreement Amendment. 

*Note that IFOC will be eligible to' bid for the FOI-II prime consultancy 
along wi th other organizations to include small, minority, and women-owned 
ent~rprises • 
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v. PIUJECr M:)NITORlNG 

5.01 Project monitoring will be performed by GOB officials, USAID 
staff and project furrled consultants. Two of the GOB's major concerns 
with the future privatization of ferti lizer distribution and marketinj 
are (i) fertilizer prices paid by [3rmers and (ii) fertilizer 
availability/accessibili ty to farmers. The project I s Prime Contractor 
will address these concerns through a continuous rronitoring syste.~. 
Essentially the same procedures that are nON being used by IFOC to 
rronit.or farm fertilizer prices curl availabilities will be used urrler 
FOI-II. The survey will monitor fertilizer prices paid by farmers, crap 
prices received by farmers, and the availability of appropriate 
fertilizers at the right time and in adequate arrounts. Methexl of 
payment, credit availability, and credit terms will also be included in 
the survey. Starting in April 1985, the Prime Contracto~'s Chief of 
Party in the Inputs Cell of the Ministry of Agriculture will be 
responsible for the execution of this rronitoring. Until that time, this 
monitoring will continue to be the responsibility of the IFDC resident 
marketing ·advisor to BAOC. In addition, it is envisioned that 
independent chartered accountants wil~' be charged with conducting 
reviews of the credit, construction, commodity, and training activities 
under the project. 

5.02 t-bnthly progress reports wi 11 be requi red of project 
advisors. Reports will also be required from the Bangladesh Bank on a 
quarterly basis and formats will be described in a Project 
Implementation Letter to be issuej shortly after signing of the loan and 
g~ant agreements. The Bank I s Control Department wi 11 prepare these 
reports which wi 11 include progress and financial information as 
pertinent. 

5.03 The project calls for, and will require, SUbstantial technical 
assistance. By working with and through the project advisors, the time 
required of USAID to rronitor/manage FOI-II will be greatly reduced. 
With the advisors, USAlO will have the capacity to adequately 
monitor/manage the project with current staffing. Without the 
consultants, USAID could not do so. US.~O's Food and AgriCUlture Office 
wi11 have the overall FOI-II TOClOi toring responsibilities; however, the 
Engineers of the Project Development & Engineering Office wi 11 rroni tor 
FOI-II's infrastructural improvement component. 
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VI. PROJECr ANALYSES 

A. ~ublic Policy Analysis 

1. Free Enterprise and Competitive Markets 

6.01 This project continues a process, initiated in 1978, of 
,transferring	 fertilizer distribution and marketing from the pUblic 
to the private sector. In its larger context, the project is part 
of a broad GOB policy to revitalize the private sector in Bangladesh 
arrl to allON greater reliance on the market pri'ci!19 mechanism•. This 
trend began in the mid-1970s when the govarnrn"ent t>egan re1axin:J 
controls on private sector economic activity that had been imposed 
in the' chaotic aftermath of the 1971 War of Liberation. Private 
sector roles in the marketing of pesticides and irrigation 
equipment, for ex~ple, were broadened in subsequent years. But the 
greatest single leap toward reducing public control of the econcmy 
occurred in 1982, when, in a flurry of policy reforms, the newly 
installed (March 1982) Martial Law Administration returned one third 
of the JIJte and textile iooustry to private hands, reduced costly 
subsidies on important comroodi ties, developed realistic, 
priority-based budgeting, and adopted a ItDre liberal industrial 
p::>licy directed at encouraging roth dOlIEstic and foreign private 
inve~tment~ More recently, the GOB has begun a refonn of financial 
sector policies aimed at IlObilizing rural savings and allocatin:J 
agricultural credit by !loving interest rates toward market levels. 
Privatization of fertilizer marketing is a step in the GOB's loo:J 
march tONard a more freely operating market economy. 

6.02 Within the fertilizer sub-sector itself, the decontrol 
'mechanisms	 of FDI-ll are also part of a logical policy continulD. 
ReltDval of restrictions on dealers under the OMS has been described 
in paragraph 2.10 above. Under FDI-I local and regional 
distribution of fertilizer has ooen transferred from pUblic to 
private sector. With the creation of large private wholesalers 
distributing from ports arrl factor ies, FDI-II will transfer national -
level fertilizer Wholesaling from public to private hands. <n:=e 
that is accomplished, the only step left for the Government to take 
would be to divest itself of responsibility for manufacturing arrl 
importing fertilizer. 

6.03 A privc3.tization policy cannot work in the absence of
 
competition. In order for the benefits of increased rnarketin:J
 
efficiency to be passed to the consumer, fertilizer wholesalers must
 
be in competition with one another. To act as a check against the
 
reformed system, Bl\DC's PDP network will be operating nationwide
 
during the initial stages of FDI-II. It should be noted that IFDC's
 
monthly price surveys have revealed th~t at the retail level private
 
de~lers often sell fertilizer at prices below BADe's former official
 
retail prices, due to the competitive nature of the market.
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2. PriciD] Policies 

a. Retail Prices 

6.04 Under FoI-I, the GOB decontrolled retail fertilizer 
prices. This p:>liC'J will. remain in effect Wlder FOI-II. Retail 
prices will be e'stablished by fertilizer dealers in accx:>rdance wi th 
their wl'nlesale costs,' their operating costs, and the profits they 
can command in a competitive market~ 

b. Wl'nlesale Prices 

6.05 As . long as the Government controls fertilizer pnrluction 
and importation, it will continue to control wholesale price levels, 
at least at the ex-port and ex-factory level. The prices at \>lhich 
national-l~el r'listI'ibutors then sell to regional wholesalers '",ill 
be left to' the market. As lalg as B1\OC stays in the. fertili z,~r 

distribution busi'less, ~ver, it will have a strong effect on U1C~ 

wholesale price structures adopted by private distributors with WhUli: 

it ~tes. 

6.06 An i!!lfOltant policy issue. is whether BAOC will adopt a 
variable or, a uniform pricing regime in its PDP network throughout 
Bans,lddesh. Ecorx:xnic efficiencY argues for the former, political 
conr.;erns regarding equity for the latter. Much of the FOI-II policy 
dial...:>gur~ has' revolved arourx'l this issue. Based on political 
considerations, the GOB has opted to maintain its uniform pricing 
regime at least during L"1e initial two years of the project. 

6.07 Uooer the uniform pricing regime (UPR), BADe will continue 
to maintain a single sales price for each type of fertilizer at all 
PDPs, irrespective of transportation costs. It costs BAOC 
cOnsiderably nore to sell urea to dealers in the tcwn of Danar, in 
the remote northwest, than it does at the factory in Ashuganj. But 
in the interests of equity, BADe sells fertilizer at the same price 
(procurement price plus average distribution/operating cost) in roth 
places. In effect, the farmers of Ashuganj are subsidizing those of 
IXJmar urrler the government IS' UPR. Private distributors, however, 
are not likely to adopt a UPR. The private distributors are likely 
to sell fertilize¥" at prices reflecting their actual distribution 
costs which will be higher than BA.OC I s prices in D::>mar and lONer in 
Ashuganj. Consequently, the private distributors are likely to 
ot' ;:,compete BAOC in the markets closer to ports, factories, and 
depots, where actual transport costs are belO\'l BAOC ' s average 
transport costs. CA1 the other haOO, BAOC will be able to undersell 
private distributors in the more distant sales territories where its 
PDP prices, based on average distribution a;>st, are lONer than the 
actual distribution costs incurred by the private sector. 
'\1herefore, under the public sector UPR, BAOC and the private 
distributors will divide the market, BADe maintaining remote sales 
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territories am the private distributors winning IIilrkets nearer to 
ports, . factories, arrl depots. 'ftle. public (MOC) arrl private 
distributors will conpete only in. ,areas wb!re transport costs are 
near the natiaal average. It is bplrtant to note that as moc 
loses IBrkets close to SlJR>ly sources, its average distribltion 
costs per tal will irx:rease. "1be aE is expected to raise BAOC's 
PIP selling price arrl/or reduce BADe's fixed ,qJerating costs in 
order to cover these higher average distribut:ion costs. 

6.08 After the UPR has been in operation lDler FOI-II' for 
approximately 20 IIIQOths( to deJoonstrate the' private sector I s 
reliability in national level fertilizer distribution) aM evaluated 
as described alxNe ~n paragraph 2.42, a government decision will be 
needed in orner to deteimine the most appropriate next step in the 
reform of the national fertilizer distriootion system. Oile 
alternative N:>U1d be to increase the discount at factories a.rrl ports 
by an amount sufficient to completely eliminate the area s~rved Uj' 

BAOC. This· may be accaoplished by annually raisil'¥3 BAOC I s PDP 
selling price (which ~d also help to cover BI\OC's progressively 
higher average distribution costs), thus enabli'D] the private sector 
to outc:ompete BAOC in a larger shar,e of the mrket each Year. 
Another alternative ~uld be for the <pverrunent to adq>t a variable 
pricing recP-e thrcugoout its PDP net~rk. .Urrler a variable price 
regime (VPR)', BAOC ~uld sell fertilizei: to dealers at POPs at 
varying prices covering actual transport costs. In this scenario, 
BAOC ,am the private distributors would ccmpete directly nationwide 

in roth renote areas am toose near supply points. Since 
transport CXl5ts are considerably less than wholesale procurement 
costs, BAOC's variation in PDP prices urrler a VPR would only be 
about 15 percent. 

6.09 By startirYJ FOI-II with lIDiform PIP prices, the Government 
may continue with the promulgation that farmers nationwide, have 
equal price access to fertilizers~" In practice, 1l<::Mever, once 
FOI-II starts BAOC will have non-uniform prices aIIOKJ it I s different 
sales outlets, Le. TSCs, PDPs, depots, and factories/ports. 
Furthel1OOre, the areas served by.private . distribltors will have a 
variable pricing regime. If, as expected, the reformed marketing 
system urner FOI-II is fourd after 20 II¥Xlths to be an improverrent 
over the present system, then after the twenty-lIDlth evaluation, it 
may be politically JI¥)re acceptable for the GoveI1lllent to adopt a 
variable pl'icing regime throughout its PIP net\IIDrk than it is 
presently or thar) i t ~d be to caupletely elillinate the areas 
served by BI\OC. If the Government elects to introduce a VPR, then 
the depots would revert to PDPs, ard POPs near former depots, 
factories, and ports \1CUld have their sales greatly increased if 
BAOC's PIP prices were to be<xDe coapetitive with the private 
distributors. . 
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3. Subsidies 

6.10 The GOB has subsidizeO fertilizer use heavily since 
iooeperrle~e in 1971. The intent of the subsidy has been to 
encourage fertilizer use in order to boost agricultural production 
while maintaining relatively low costs of farm production. The 
results have been increased fertilizer use, a costly drain on public 
revenues, am a small redistribution of inoome from non-fertilizer 
users to fertilizer users. The GOB. has reduced the per uni t 
fertilizer subsidy significantly over the last five years and 
reduced the total subsidy slightly in nominal terms. * The average 
per ·illlit . sUbsidy (weighted average anong various fertilizer 
products) has fallen from 50 percent in 1978/79 to a projected 19 
percent in 1983/84. The total subsidy has fallen from 7.4 pE'J:cent 
of the government I s aTUlual development budget in 1978/79 to :::.9 
percent (about $40 million) in 1983/84. The GOB's plans call for 
eliminatiD:] the fertilizer subsidy oompletely bj 1984/85.. USlLi 1") 
fully supports these plans since farm level analyses indicate that 
IlOSt Bangladeshi farmers will still have signific:mt incentives to 
increase fertilizer use despite substantial price increases. 
Presently, the paddy/fertilizer price ratio in Bangladesh is nearly 
twice that of India, Thailand, and the Philippines. An analysis of 
FOI-II's potential affects on subsidies is presented in the economic 
and financial analyses, Annex D. 

6.11 Urrler FOI-II, Bangladesh's cooperative system will be 
expected to continue in the fertilizer distribution and marketing 
system without subsidies. The cooperatives will continue to compete 
on equal terms with other wholesalers and retailers. 

4. A.I.D. Policy 

6.12 A. 1.0. 's policy paper on Private Enterprif:ie Developnent 
calls for improving the filllctioning of LOC mrkets, primarily 
through encouraging policies that favor free narkets and private 
Investments as well as by strengthening institutions which serve the 
private sector. In this regard, FOI-II prQll'Otes and protects a 
favorable policy climate through:' (1) consistent market-oriented 
pricing policies, and (2) a legal and regulatory framework which 
prQll'Otes competitive market structures, administrative stability, 
and reliable public services. 

6.13 As noted, 8AOC has a ~ly p;Jsition in the national 
level distribution of fertilizer in Bangladesh. Urrler FOI-II, the 
GOB will permit private fertilizer Wholesalers to compete by lifting 
from factories and ports for the first time. This policy measure 
will permit private wholesalers to become national in scope a~d will 
increase efficiency in fertilizer distribution and marketing. 

*Official retail fertilizer prices were increased by 29 percent in 
August 1979, follCMed by a 28 percent increase in November 1980, 21 
percent in Il:!cember 1981, am 14 percent in July 1982. 
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6.14 A.I.D. A:>licy. as set forth in A.I.D.·s p:>licy paper on 
Food arw:l Agricultural Develq.ent, encourages c::omtries to become 
self-reliant in food, assure food ~itY to their pcp.tlations, arrl 
contriblte to broadly-based ecaQlic growth. A.I.D. eat'hasitJeS four . 
major , inter~lated elements to ace uaplish food ani agricultural 
develcpoent dljectiYeS: 1) iJlpxove CXJUntry pllicies to reaove 
constraints to food am agricultural production. marketing, and 
oonsuaption, 2) devel~ m.an resources am institutional 
capabilities, 3) expard the role of devel~iDJ country private 
sectors in agricultural am rural develop...ent, am 4) employ all 
avai lable assistance instruments in an integrated mnner aril ina 
way that amtributes to the other three st.rategy e1.eEJits as well as 
meetiDJ food security aM nutritional n~. FDI-II conforms to 
these A.I.D. Iblicies. 

B. Social Son:iness Analysis 

1. Introducti00 

6.15 This social sourrlness assessment ex.aJDims the potential 
direct aril imirect impacts of the project. AsseSSllent is based on 
the experiences gat~red during implementation of FOI-I; fertilizer 
equity stooies canmissioned as part of the predecessor project; and 
other documentary sources. 

2. Social Organization and ;Agriculture 

6.16 Rural society in Ban3ladesh is based upon subsistence rice 
farming. The l'nlseoold· am. haDestead form basic prcx1uction and 
consumption wits. Most farms are sma.ll,· with nearly t\«<.>-thirds 
comprising less than 2.5 acres. Ibldings are highly fragmented. 
Small plot sizes am a farmiDJ strategy which miniaizes risk result 
in highly <DIplex tenure patterns, with SCXDe plots owned and 
self-cultivated, others leased, am still others mmged through 
hired lalx>r. This carrplicated pattern of farm enterprise management 
oonetheless allows for i nrnvation. Olarr:les in cropping patterns 
toward use ~f fertilizer-responsive varieties, especially duringth~ 

winter croppinJ season, have increased. Use of iIplts COIIq?lementary 
to these varieties, incltrling irrigation, pesticides, an:] rcost 
importantly fertili2'.er, has also irv::reased. Weatler corrlitions, am 
soortage of t«>rkiDJ capital for if1JUt purchases, antinue to limit 
these changes, l'larIever. 

3. Sociocultural ConJ?atibility 

6.17 Fertilizer DistributiCXl Inprovemel1t II is intended to 
accoq:>lish tt«> major policy epals, followiD] '4l advances Dade urrler 
its predecessor project. First, private wtnlesaliDJ of fertilizer 
wirl irv::reasiDJly displace public. Seoordly, full variable pricin:] 
of fertilizer is expected to eventually replace the present system, 
allc::Mi1YJ for lOre flexibility and in t~ em a>re effective outreach 
to end-users of fertilizers. Benefits thus accrue at system level, 
to the ecot'OIf of BaB]ladesh, am at the level of io:lividual farmers. 
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6.18 Canpatibility of the proposed project with the existing 
socio-econanic patterns in agriculture' is high. The project 
elements follow naturally and logically from its predecessor, and 

. continue the dialogue with the Bangladesh Government in this 
im{X)rtant sector of the economy. At the national level, there are 
important benefits which ~re described in detail in the economic 
analysis to this project paper. For farmers, there are a· number of 
iID{X)rtant direct benefits which, on the strength of experience with 
the previous project, are likely to emerge. 

6.19 First, the establishment of a set of large and me1ium scale 
private w~lesalers, whose operations reach from ports and factories 
down to local retai lers I level, will result in better service and 
more competitive prices for fertilizer distribution for loc;"t 
farmers. Second, it should increase prospects for timely 
availability of fertilizers to farmers, evening out hitches in 
supply over time and enabling farmers to plan ahead more efficiently 
for purchase and use of a wider ran:Je of fertilizers in IIDre 
compl:icated cropping strategies. Third, opening up wholesaling of 
fertilizer will create productive employment not only for rural 
entrepreneurs and petty capitalists, who will have access to the 
credit reqqired to operate businesses, but also to large numbers of 
workers who may be employed in transport, stocking, and sales in 
market towns as well as in larger cities. 

6.20 In addition to the creation of private large scale 
Wholesaling in fertilizer, the project will continue to provide 
training to retail fertilizer dealers. Assessment of the 
effectiveness of this training, and of the functioning of retailers 
in a quasi-extension role, has yet to be done systematically. 
However, ob~~rvations indicate that farmers depend on local dealers 
for advice and information. It is assumed that providing dealers 
Hi th \lOre reliable information, and \lOre effective means for 
communicating it, will encourage diffusion of knONledge of 
fertilizer technology to farmers, and from farmer to farmer 
indirectly, at relatively low cost. 
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4. Equi~ Issues 

6.22 Farm level constraints to demarn for agricultural inputs 
must also be urrlerstexxl am .CnPeCt with, along with adjustment of 
agronomic practices which lead to increased efficiency of fertilizer 
use and ~ofitability of opera~ion. The second (1981/82) Fertilizer 
Fquity Stu::1y (chap.8,p.3 of draft)- indicates that farmers of all 
size categories ard in all lc£alities obtain their fertilizer for 
similar prices.' The stLrly also notes that Price differentiqls 
between the uore preferred IC£al varieties of crops and fertilizer 
responsive vaLieties have narrowed substantially since the 1979/80 
Fertilizer Equity Study, imp1yiD] an increasing acceptability of the 
new varieties. Two-thirds of all farmers surveyed by the Fertilizer 
Equity Sto:iy used fertilizer over the crop year. fbwever, this does 
not mean there is a cora of one-third who are JX)fl-users: but rather. 
that fertilizer use is related to strategies ard circumstances. A 
given farmer may use fertilizer one season and not the next, 
deperrliIJ) on a variety of factors. 

6.23" Sixty-two percent of the fanners rep:rtirg fertilizer use 
owned less than 2.5 acres of lard. 'These sma+ler farm3rs userJ 
comparatively IlXJre fertilizer per acre· tluring the bora (dry) season 
than larger farmers, iijlplying that smaller' farmers are placing 
increasiDJ reliance on the productivity of the newer, fertilizer 
responsive crops in what was formerly a less i-.x>rtant crop season, 
and are renefi ting from this new pattern. Regional variations in 
fertilizer use were noted in the Fertilizer Equity Study. 
Discre~ies between years in a given region are perhaps accounted 
for by local shortages am/or envirorunenta1 factors, by chaI'l'3ing 
agronomic practices, and possibly by t'P.e continuing inefficiencies 
of the piblic sector' s wholesaling mechanism. 

6.24 '1lle project will permit establishment of large and medium 
scale fertilizer wh:>lesalers. Present small scale woolesalers now 
liftir¥J fertilizer from BADe's PDP warehouses will be able to expaID 
their cperations urrler the new proc;edures proposed for this project 
by liftiD3 from depots, factories, and ports. However, there is 
some possibility that at the. ports and factories, they will be 
placed at a competitive disadvantage by the entrance of large scale, 
better financed, better cormected enterprises. This may, however, 
be alleviated to some extent if credit facilities are made 
accessibae to present small scale fertilizer whc[esalers. 

6.25 It is likely that, duriD] the early stages of transition to 
private sector large scale wlnlesaliD], areas distant from outlets 
may be served less by private distriootors than those closer to 
ports ard factories. Over time, as markets near outlets are 
I'lturated, this disparity sbJuld diminish. Ald, duriD3 this period, 
BADe will oontinue to assure adequate' supplies to all regions of the 
country, inchrling distant ones. 



6.26 As part of the new project, prices of ferti lizer, and its 
availability, will be DW:Xlitored on a IIDl'lthly basis to assist in 
evenirY:;J oot distribution·. Where deficiencies are identified, 
efforts may be made to correct them aM thus reduce the potential 
for develcpDent of 'black markets in local areas. 

5.. Spread Effects 

6.27 As in its predecessor project, identification of irrlirect 
or "spread- effects of this proj~t is difficult. Fertilizer is· a 
key agricultural input, which properly used can have a significant 
impact lpJIl productivity, am thus upon profitability of farm 
enterprises. It can create demand for agricultural lalx>r, ard may 
also generate jobs for agricultural processing worl(crs, 
transporters, and a oost of other related activities. Timely am 
adequate supplies of fertilizer allow farmers to plan for m:)re 
sophisticated croppiD3 mixes, and to use lI¥Jdern agA:icultural 
technology uore efficiently. In a primarily subsistence-oriented, 
risk-avertiD3 agricultural ecorDIlly, a developej, and efficient, 
fertilizer distribution system can become a key element in effecting 
major chartje. 

6.28 By creatir~ an extensive net\o,Qrk of privqte sector' 
woolesalers, the fertilizer distribution project will contribute to 
acceleratieJr:l of the process of privatization lX)W part of the GOBI s 
official (X>licy. It will do so bj providiD3 incentives to enter 
this market, negotiating the policy changes on the part of the SOB 
to allC7f1 wholesaling firms to function properly, and making 
co~rcial credit JOC>re readily available for merchants engaged in 
ferti lizer wb:>lesaling am retailin:J through tre banking system. 
More broadly, implementation of this privatization initiative in the 
fertilizer sector may offer a model for similar initiatives in ~ther 

industries in Bangladesh. 

6.29 In the course of devel~nt of this project, more 
bL1sinessmen, dealing dire:ctly with fertilizer am irrlirectly with a 
variety of other products which support agricul ture, may be expected 
to appear. Rural prosperity, measured by irv:=reased agricultural 
productivity and employment, aCCQUPaIlies the shift to HYV 
technolCXJY. This is, in turn, deperrlent in part on the timely 
availability and effective use of fertilizer. Putting the private 
sector wtolesaling link in place will canplete the system in its 
essentials. Refinements to meet special needs, or to reach specific 
areas can be made as required. 'lbe result of this project should be 
an efficient set of organizations arrl processes reaching from the 
port thrOlXJh wtx>lesale and retail levels to aHeM farmers to use 
fertilizer technology more productively. 
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c. Administrative Analysis 

1. Imp1eEfltif!,J Agencies 

6.30 The GOB's principal hp1ementiB] agency for FOI-II will be 
the Ministry of Agriculture aId specifically the Ministry's 
(Agricultural) Inputs Cell ' aId the Ban]Iadesh Agricultural 
Development Corporation (BAOC) • 'nle project's fertilizer 
distribution credit will be administered by the J¥m3ladesh Bank, a 
semi-aut:onalDUs government agency. The GCJ3's iJlplementi~ agepcies 
for the project's infrastructural improvements may include the 
Bargladesh Olemical Imustries Corporatioh, BAOC, am the f/oad, 
Port, am Railway Divisions of the Ministry of Q:mnunications. The 
uStUD Project Officer, En:rineers, am project furrled <X>nSu 1tants 
will have regular contact W:Lth these implementil'¥] agencies am ...,ill 
~.urk with the top officials responsible for the implementation of 
the various FOI- II project coop:>nents. 

2. Prime Contractor 

6.31 As described above (paragraphs 2.36 through 2.41), the 
project I s Prime Contractor will be hired by the Inputs Cell of the 
foOA. In terms of organizational arraB3ements, directly under the 
Minister of Agriculture is the Secretary of Agriculture' am one 
Additional'Secretary. Below the Mditional Secretary, the Ministry 
is divided into three cells, Inputs, PlannioJ & Policy, and 
Extension & Research, each headed by a Joint Secretary. B1\OC, a 
semi-autororous government corporation, is headed by a chainnan who 
is reS{XlllSible to the Secretary of Agriculture. FOI-II was designed 
in <x>llaboration with each of the above government officials but in 
particular with the Joint Secretary of Inputs who will be the direct 
counterpart to the Prime Contractor's Chief of Party. 

3. FOI-Il's Credit Program 

6.32 '!be implementation agency for FOI-Il's credit program will 
be the Banjladesh Bank which is the central bank of Ba.n;)ladesh am 
is currently the implementin:r agency for us.~' s Rural Finance 
Project (388-0037). The Ba.n:r1adesh Bank's organizational chart is 
shown in Annex I of the Rural 
department entitled, Bank Con
program. 

Finance 
trol, will 

Project Paper. 
manage FOI

The 
-II's 

Bank I S 

credit 

4. Fertilizer Imports 

6.33 1Jp1ementation of this aSPeCt of the project will be ba: -d 
upon the successful procedures developed urder FDI-I. Calculations 
of fertilizer import requirements will be made within the Supply 
(~) Division of BT\OC, based upon projectioos of sales, domestic 
productioo, a.rrl stock levels, as presented in the M:::x1thly Fertilizer 
Newsletter. A request to import fertilizer with FOI-II funds will 
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be made to US.I\ID by MOC. Once US1\ID an.:} BAOC are in agreement as 
to the terms of the procurement, BAOC's Purchase Division will 

. cable the specifications to the 8ar¥;Jladesh f)nbassy in Washington. 
The EDbassy will issue the lFBs in accordance with AID procurement 
regulations. U:i.JUD wi 11 cable AIO/W with B.lU:C' s request to 
purc~ fertilizer along with the terms am conditions of roth 
product arrl freight IFBs incllrling the desired arrival date . 
SER/<XM in AID/\'l will contact the Bangladesh E:Jnmssy and will 
assist them in issuing the IFBs arrl awarding the contracts. ~ 
will be the consignee for these iuports. 

5. Dealer Development 

6.34 FOI-II' s Dealer Developnent Program will be implemented by 
BAOC through its Dealer Development arrl Training (DD&T) Office 
which is in Bl\DC' s MSS (fertilizer' IIOvement, storage, and sales) 
Division and is headed by a Manager (DD&T) who reports to thr; 
General Manager (Supply). BADe's organizational chart is sha.m 011 

page 46 of the FDI-I PP Amendment. The dealer training program as 
conceived arrl (partially) inplemented urrler FDI-I seems to be not 
only adllinistratively feasible but an exceptiooally Cost effective 
approach to the transfer and diffusion of productivity-tx:x:>sting

•technology in fertilizer use at the farm level. Consequently, 
FOI-II will continue basically the same dealer training program 
which will be aimed specifically at retail fertilizer dealers. It 
will be refined arrl up:lated over time to better meet the needs of 
trainers, dealers, and farmers. M:>re emphasis will be placed on 
the pranotion of well planned, managed, ard rocmi tored farmer 
demonstration plots arrl field days. 

6. Infrastructural Improveme~t 

6.35 Since the infrastructural inprovements may involve as many 
as three Ministries (IDA, MI&C, and MJC), the A&E firm selected to 
design and supervise construction of the improvements will be on an 
AID-direct contract while the firm( s) performing the construction 
will be on contract with the appropriate government agency. If the 
inprovements involve only one ministry, USAID will consider using a 
host country contract for the A&E services. 

D. Technical Analysis Description 

6.36 TIle Technical Analysis, presented in Annex a, concentrates 
on agricultural production and the fertilizer sector in Bangladesh. 
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E. S!~ry of Financial and EoollclIlic Analyses 

6.37 'nlis analysis presents fioliOjs 00 the net benefi ts 
·accruiD:J . to fai:mers and merchants in Bangladesh due to the 
project. The principal difference between the financial and 
ecaodc analyses (Annex D) is in the deteraination of what set of 
prices is to be used. " Both types of analysis must be used. The 
project IIlSt present a positive discounted net value to the society 
urder both sets of pri~s. Financial prices are tlnse currently 
prevailiDj. in the markets for goods aId services including all 
distortiCXlS. F..coronic prices atteq>t to subtract the effect of 
policy irduced distortioos such as tariffs, duties, iJIlfOrt quotas, 
restrictialS, am subsidies. Ibrmally ale ezpect.s to find rrany 
manufactured goods I prices in a COlUltry sud1 as Be:ln3ladesh t.o be 
higher than the world market price due to the proteetive nature of 
the trade "barriers iuposed. lbWever, in the case of the two 
COIIIOOdity graJPS of greatest interest in BaD]lade::ih cne firrls the 
qJpOSite to be true. Both fertilizer c.1I'ii foodgrain prices arC' 
suwressed belOfoi their international or border price levels. 
Border prices for exportables will always be lower than border 
prices' for "illp)J:'tables because of the size of internatiooal 
transpJrtation cx:>sts. In our calculations border prices are always 
least oost C & F prices for Chittagor¥J since both foodgrains and 
fertilizers are imported. 

6.38 Fi~ial analysis examines oosts am benefits first in 
domestic Taka cx:>sts am then converts at the prevailing exchange 
rate of 24.7 Taka per dollar. Economic analysis is conducted in us 
dollar border price terms. In the ecorrmi.c analysis t~re is no 
neccessity for consideration of non-tradeables which would require 
constIllCtion of an entire set of appropriate shadow prices 
(econaUc or aca:>untiD:J prices.) 

6.39 Benefits deriviD:J from this project are of three kinds: 
(1) M>re imaginative am responsive wholesale marketing of 
fertilizer will enable Bangladesh to regain an accelerated rate of 
growth in fertilizer sales. Bcm.:Jladesh will-not be able to 
recapture its early success of 15% growth in sales per year, but 
slnlld be able to overa:xne the relatively slower growth of recent 
years. 'Ib:! best estimates imicate that a sales growth rate of 8 
percent is both possible and desireable: the difference between 8 
percent am 5 percent graith, or an acHitional 3 percent per year 
will be converted into grain (arrl to a mioor extent horticultural 
prooucts) whose values can be estimated am compared to project 
costs. 

6.40 (2) For the level of fertilizer already being marketed in 
the CXJ".mtry, there will be cost reduction in the areas near source 
IJi>ints as private distributors capture mrkets and underprice 
BAOC. The BAOC has estimated that soon after project initiation 
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aoout 2/3 of the urea market and about 2/5 of the non-urea 
fertilizer markets will be taken over by private distriootors. 
This will result in cost reduct~on to the purchasers of fertilizer, 
known in ecoronic language as increases in Conswners I Surplus. 
(AIIIDSt all will accrue to a::>nswners, not suppliers given the 
nature of the supply am demarrl relationships.) 

6.41 'nle financial evaluation of this cost reduction is 
straightforward: the savirY;Js can and .have been estimated. An 
eqUivalent economic evaluation is considerably rore di fficult 
because of the nature of the subsidies involved and the lack of a 
consistent set of subsidy estimates from the~. Nonetheless the 
best estimates available indicate that the reformed n:1t.ional 
fertilizer distribution system under IDI-II will have no 
significant effect on the subsidy. 

6.42 (3) To the extent that USAID supplied project inputs ,,::e 
directly used to finance required fertilizer iJIports, benefits car' 
be attributed to the fertilizer used in producing additional. 
agriCUltural crops. The benefits from this iocremental productior. 
can be 'CQIItI;lared to the cos~ of project supplied fertilizer, roth in 
financial and economic prices. 

6.43 The three sets of project benefits may all occur if the 
project is successful in reforming wholesale fertilizer marketing; 
they are not mutually exclusive alternatives. In relative 
magnitudes of values the largest net benefit stream occurs because 
of (1) aoove, naJrely an increase in fertilizer consumption growth 
rate from 5 percent per year 'to 8 percent per year. The second 
largest set of benefits are from additional grain produced directly 
attributable to project supplied imported fertilizer (3). 

6.44 In relative terms the smallest set of project benefits 
derives from oost reduction (2) but it must be made clear that 
these are net benefits. 

6.45 Table VI-l gives Surnm3.ry estimates of benefits deriving 
from the project am evaluated at three level of discount rates, 
20, 24, and 28 percent per year. The table indicates benefit 
streams which are oonsiderably larger than the oost stream. The 
principli reason for their being so much larger than the cost 
stream is the increase in demand growth target from 5 percent to 8 
percent. This item alone accounts for arout 60 percent of all 
benefits. While 8 percent annual grCMth certainly soould be an 
achievable target growth rate of consumption, the project does not 
rise ()[' fall on the achievement of this tarC:JeL The sum of the 
otoor two benefit streams, (2) Cost Reducton and (3) Incremental 
Grain Production from project supplied imported ferti lizer alone 
justify the project am exceed the present value of the cost stream. 
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TABLE VI-I: J.IIIDJFX:T BElltfFlT S'l"RFN6, IN 001'H FlNAOClAL AND 
BDOIIC TEIH;, mSCXUrtm. (in i 000 $) 

Item	 Disoount Rate Financial Ecornnic 

(1)	 Increasd DeIIaJd" fir Fertilizer 
(frcu 5% to 8% gmwth/year) 

20% 145,045 134,919 
24% 118,624 110,343 
28% 98,328 91,464 

(2)	 Cost ReductiQ'l: 1Dcrease in 
Olnsumers' Surplus for fertilizer 
currently marketell 

20%	 30,020 * 
24%	 26,065 * 
28%	 22,902 * 

3)	 IrK::remental Grain Produced with 
project supplied inqxrted fertilizer 

20%	 49,634 59,074 
24%	 45,564 54,229 
28%	 42,023 SO, 015 

Total Benefits: (sum of above) 

20%	 224,699 193,993* 
24%	 190,253 164,572* 
28%	 163,253 141,479* 

Project Costs: (assumiB:j ecpil annual 
costs of $13 million) 

20% 38,878 38,878 
24% 35,690 35,690 
28% 32,916 32,916 

* Cost Re:luction in an ec:xumic evaluatioo means BNX:: subsidy reduction and 
is exceediB:]ly difficult to evaluate with the information at hard. See Annex 
D for ;# discussioo of the nature am size of subsidy aM protBble sUbsidy 
levels with am wi tlYxlt project urder various assllllptioos. 
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VII. <Xl'IDITIOOS AND CD\1mANl'S 

A. Corrlitions Precedent to Initial Disblrsement 

Prior to any disbursement, or to -the issuance of any canmitment 
documents urrler the Project Agreement, the Cooperating Country shall 
furnish" in form am substance satisfactory to A.1.D. documentary 
evidence that private fertilizer distributors are permitted under 
Ba.rY:Jladesh Government laws am regulations to PUrchase fertilizers from 
ports am factories at prices satisfactory to the Ba.rY:Jladesh Government 
and to A.I.D. 

B. Special Covenants 

1. Once the liftiBJ prices of fertilizers are established at the 
factories and ports and until the results of the Twenty-month Evaluation 
are krlc7.m, the Government of Ba.rY:Jladesh (GOB) will maintain a constant 
discount for. wholesalers at the factories and ports. 

2. The Goverrunent will continue to take tliose legal, administrative, 
am procedural steps required to allow the private distriootors to 
operate effectively and freely. 

3. StartiBJ in GOB FY 1985/86 and throughout the rernairrler of this 
project, the Govermnent will establish annual b.rlgetary allocations as 
necessary to cover the customs, duties, and taxes of consultants am 
canrocxHties financed urrler this project. 

4. 'Il1e Government will provide evidence and assurance that the GOB is 
executiBJ a maintenance program, acceptable to USAID, for tIl warehouses 
constructed with AID furrls. 

5. The Government will continue to maintain national fertilizer stocks 
at appropriate levels. 

6. The Government will report IIOnthly fertilizer sales by type of 
sales outlets, e.g. PDP, depot, factory, or port~ and the location of 
the sales outlet, e.g. Chalna port or Zia factory. 

7. The Government shall continue to wXlertake a series of discussions 
with A.I.D. on means of improviBJ the distribution of fertilizers 
nationwide. 

8. The Govermnent will pl'event the fertilizer subsidy from i~reasing 

am will continue to phase out this subsidy. 
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VIII. EVAIlJATIOO ARRANGEMENI'S 

A. Twenty-month Evaluation 

8.01 A key element in implementation of FOI-II will be an 
evaluation of the reformed Erketing system's performance four crop 
seasons after the critical Condition Precedent (enabl"ing private 
wOOlesalers to Iift fertili~ fran factories ard ports) has been met by 
the GOB. An evaluation tea.' will assess functioning of the linkages 
between the public arrl privatesectbr~, between wholesale and retailing 
levels, and between the distributors ard the farmer. The efficiency of 
the overall system, compared to the previous distribution system rna.IBJed 
by . the GOB, will be deteDlined. Constraints on operation of the 
distribUtion system will be identified, ard recorrnnendations for 
improvement in project implementation will be' made. This evaltvll:ion 
(see, paragraph 2.42) will establish the framework for further· 
negotiations with the GOB ooncerning the extent 'of continuing tJ<.it'1 L) 

participa1;.ion in fertilizer IJ['oject activities. This evaluation will 
contain recommerrlations fO[' future system am project corrq:x::.nent 
evaluations .' 

B. Dealer Developnent & Training Program 

8.02 Since this progr.. began functioning in late CY 1982, its 
procedural elements have been subject to continoous auto-evaluation on 
the basi s of the following criteria: ( i ) anount of training rnaterial 
produced arrl its apparent af4JCopriateness for dealers arrl farmers, (ii ) 
number of trainers trained, (iii) number of retailer~ trained, and (iv) 
evaluation by participants (nrt4ilers) on the impact of the training in 
improving their koowledge. During the spring of CY 1985, the IJ)&T 
program will be evaluated by an external contractor under the project's 
prime technical assistance oantract. The purpose of the evaluation will 
be to determine (a) the quality am quantity of information that the 
BAOC trainers are providing to the dealers, (b) the level of technical 
competence of the dealers, Le. their capacity to provide quality 
technical advice to farmers, (c) the quality am quantity of information 
that dealers are providi~ to farmers, (d) the extent to which farErs 
are puttiI'V3 the advice to use, am (e) what measures can improve the 
performance and effectiveness of the program. 

C. Infrastructural Improve.mts 

8.03 An evaluation of the distribution networks of private large 
scale wholesalers will be Oi!III'ried out by an external evaluation team 
hired by the prime contrac~. This evaluation will take place after 
private wholesalers have been liftiI'V3 fertilizers from factories and 
ports for one year. The. purp:>se will be to identi fy physical 
constraints which hamper ~lesalersI procurement am JOC>vement of 
ferti!.izers nationwide am to identify infrastructural improvements for 
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(A) Agricultural Praluetion 

1. Foodcjrain Produc..-t.ion 

As ooted al:Dve, Barqladesh is a focxJ deficit cowtry with nearly 
all prOOuctive lard urder cultivation. CroppiD) intensity is alx>ut 
ISS" pen:ent. Iocreased f.ocrl production required to achieve 
self-sufficierx:.y, even at a relatively low nutritional level, must 
come mainly frau higher agricultural producticn output per uni t of 
lam. 'ftrls will require iocrec;;sed am oompleEntary use of inputs 
such as f~rtilizers, irrigation, i~oved seed varieties, pesticides 
and improved farm management techniques. 

'1lle .ajar constraints to agricultural production have been the 
scarcity of arable lam, climatic hazards (cyclones, droughts, and 
fl<Xrls), inadequate facilities for irrigation, drainage am floOO 
control, weak agricultural support services, small and highly 
fragmented' lardholdi~s, aid inadequate supply of key proouction 
i!tPuts Sl£h as iqlroved seeds and fertilizers." 

Rice is the country's staple fcx:xi and the production of this 
grain dmrinates lam use, aCCX>Ullting for a1.DrJst 80 percent of the 
crqlped area. Wheat, next i.n iqx>rtance, has only recently been 
introduced a.rrl is n:JW grown on 5 percent of the area cropped with 
1982/83 IJ['oduction aver one million tals (TABLE B-1). 

Despite adverse weather duri~ the last three of the past fi ve 
years, there has been increased foodgrain prcdJction. D.lring this 
perioo, rice production grew an average of 2.2 percent annually with 
wheat proouction growth a1.Dnst 26 percent an1 an overall focdgrain 
increase of 3.1 percent. This increase for all grains compares with 
a grOtolth rate of only 2.0 percent annually between the years, 
1960/61 am 1982/83 (TABLE 8-1). 

All growth in rice production over the last five years was due 
to the increased production of boro rice which anounted to 11.2 
percent annually, roughly one half attributable to higher yields and 
cne half to iocreased acreage (TABLE B-2). During this period, 
productim and yield trerds of both aus am aman rice crops were 
either flat or drifting downward ~le wheat yields rose rapidly as 
improved varieties were introduced. In the lX'ecOOing five years 
this i..ovement in foodgrain production has been selective. It 
occurred durirr:.J the dry (bom) season and was accompmi.ed by a rapid 
expansim in irrigation. Areas utilizirr:.J JDdem irrigation meth:xls 
increased during this period by an average of 313,000 acres annually 
~ed to only 92,000 acres in the prior five years (TABlE B-3). 
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Nearly all boro rice is irrigated and roughly one half of the 
wheat. Most wheat is an improved variety. OVer t~thirds of boro 
rice acreage is· planted with HYVs while less than one-fifth of aus 
am aman rice acreage is under HYVs. 

2. Production of l«Jn-foodgrains 

With regard to other cr~, production of pulses, oilseed am 
spices drifted downward over the past five years, am jute (which 
presently occupies about 5 percent of the area cropped) an:) fodder 
crq>s fell sharply. lJaiever, sugarcane am fruit produCtion 
increased uoderately. nJtput· of pltatoes and vegetables' noved up 
sharply. 

3. Food Imports 

Wheat and rice imports totalled 8.53 million tons during the 
last five years, 1978/79 - 82/83, am totalled 7.% million durin:..) 
the preceding five years (TABLE 8-4). Thus, durIng this period 
while foodgrain production increas~ at a growth rate of 3.1 percent 
per year~ foexlgrain iJlp:>rts increased at 1.4 percent annually. As 
noted above, oilseed pr'oduction has been drifting downward. over the 
past five years. I~ts of edible oil during .~hat period' were more 
than double tb:>se of the precedi~ fiNe years. . 

4. Food Supply and DeErrl 

The foodgrain deficit from domestic production for 1982/83 is 
,estimated to be 1.27 aillion tons.* ,With a population growth rate 
of 2.5 percent annllally, not until 1989/90 will domestic foodgrain 
production be greater than conswnption requirements if fcodgrain 
production grows by 4 percent annually. If foodgrain production 
were to grow by 4.5 percent annully, production \«>uld first exceed 
consumption requirements in 1987/88. 

* This assumes a population of 93.6 million in 1982/83 (World Bank)·; a 
fOOdgrain requirement of 15.5 oz/capita/day: a popUlation growth rate of 
2.5 percent per year. 
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5. The Goal of FOI-II 

Duri~ the past five years while foodgrain production increased 
at 3 percent per year (TABLE B-1), . fertilizer consunption grew at 5 
perCent per year (TABLE B-3). The goal of FOI-II is to increase 
agricultural production (primary food production) over the next five 
years at a rate of 4 percent annually as a result in part from ;'10 

armual growth rate in fertilizer sales of at least 8 percent. 
Projection of the anticipated fertilizer sales (discussed in the 
next section belCM) is made based on t"-O key parameters, namely (i) 
rate of increase in area planted to HYV and (ii) rate of increase in 
irrigated area. For the .periai covered by FOI-II, with a 3.5 crop 
response ratio· (crq> to fertilizer, on a prcxiuct weight basis) 
which is based on current crqJping patterns, farming practices, and 
degree of water control, fertilizer alone is expected to contribute 
up to 50 peorcent each year to the 4 percent annual increasl::s in 
agricultural ~oduction. During GOB FY 1982/83 with weather 
corrlitions roughly normal, fCJCldgrain productioo increased 5 percent 
while fertilizer consumption, the area urder HYV, ard the area urrler 
irrigation increased 14, 10, and 22 percent, respectively (TABLE 
B-3) • 

• ADB, "Third Crop Intensification Program," Project 
Paper, Apperrlix 4, November 1983. 

I:\J
'J
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TABLE B-1: FCXJdgrain Production Fi2!!!'es and Past Treoos 
(lqoD Ialg~) 

All All 
Year Aus AIDan Boro Rice Wheat Grain 

1978/79 3288 7429 1929 12,464 480 13,132 
1979/80 2009 7303 2427 12,539 810 13,349 
1900/81 3237 7837 2589 13,663 1075. 14,738 
1981/82 3218 7095 3102 13,415 952 14,367 
1982/83 3018 7483 3490 13,991 1078 15,069 

Annual Growth Rates (Percent) 

1982-83 -(6.2) 5.5 12.5 4.3 13.2 4.9 
1978-83 -(0.2) -(0.1) 11.2 2.2 25.5 3.1 
1973-83 2.0 2.4 4.3 2.7 32.7 3.5 

'1961-83 1.2 0.5 9.6 1.7 18.3 2.0 

Source: USAIO/Dhaka, FCXJd aOO Agriculture Office. 

~\
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'mBLE"B-2: Yields am Acreage umer Rice ard Wheat. 1978/79-1982/83 

Rice Total Total 
Year Aus AIDan Bora Rice Wheat Foodgrain 

Acreage ('000 Ac) 

1978/79 7995 14347 2625 24992 654 25646 
1979/80 7505 " 14762 2839 25106 1071 26177 
1980/81 7689 14918 2868 25478 1461 26935 
1981/82 7774 14854 3218 25846 1320 27166 
1982/83 7805 14800 3545 26150 1550 27700 

Yields (kg/ha) 

1978/79 1009 ·1271 1788 1242 1825 1258 
1979/80 918 1214 2099 1226 1857 1252 
1980/81 1034 1289 2217 1317 1807 1343 
1981/82 1017 1173 2367 1275 1771 1299 
1982/83 949 1236 2391 1307 1822 1336 

Source: Ban:.Jladesh Bureau of Statistics. 
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TABLE B-3: HYV Foodgrain Acr~. Fertilizer Use. and Area 
Irrigated ~ IbIern Mi!t:hods. 

197374 - 1982/8) 

HYV Fertilizer Area .Irrigated 
<DB Foodgrain Nutrient By~m 

Fiscal Acreage a/ eorun.ptiQ'l 'W Metbxls c/ 
Year ('000 AcT ('000 Ml') ('000 Ac)

1973/74 3.869 181 ·1.499 
1974/75 3.648 132 1.538 
1975/76 -4.051 216 1.607 
1976/77 3.572 242 1.402 
1977/78 4~189 341 2.026 
1978/79 4.982 359 2.230 
1979/00 5•.950 405 2.533 
1900/81 6.832 422 2.634 
1981/82 7.015 403 2.943 
1982/83 7.728 461 3.590 

Sources: ~ BBS (Rice & Wheat) pI MOC ~ ..lH)B. 
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TABLE 8-4: llIfOrts of Fr;,rains am Wible Oil 
('000 Ml' 

Wheat Vegetable 
Year Wheat Rice Plus Rice Oil 

1973/74 1,534 82 1,616 17 
1974/75 2,202 266 2,468 49 
1975/76 1,040 396 1,436 61 
1976/77 603 192 795 41 
1977/78 1,314 304 1,645 71 
1978/79 1,119 55 1,174 70 
1979/80 2,070 712 2,782 78 
1980/81 975 82 1,057 141 
1981/82 1,094 142 1,236 109 
1982/83 1,943 335 2,278 120 

TCYI'ALS 

1973/74 

77/78 6,720 1,240 7,960 239 

78/79 

82/8.3 7,201 1,326 8,527 518 

Source: World Bank, Report No. 4277, dated March 4, 1983. 
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(8) 'll1e Fertilizer Sector 

1. Fertilizer Projections 

Table 8-5 below presents <XXlSUIPtion pcojections for the primary 
fertilizers over the life of IDI-:II. CoIpourded, average, anlual 
demands for the nutrients, N, P205 and. K20, are projected to 
grow at 8 percent, 9 percent, and ~ percent; respectively (TABLE 
8-6): 'lbese grDn:h rates we~e formulated alcnj the li~s of the '!FOC 
calculations pre~nted. in Olapter VI, "Ban:]ladesh· Iblicy OptiOO5 for 
the D:!vE!lcpneI\t of' the Fertilizer Sector," May 1983. Table B-6 
indicates the fertil~zer nutrient supplies (dcmestic productial and 
iqx>rts) required to .eet the pcojected COIl.5UDption of nutrients. 
Iklmestic production projections an1 iqx>rt projectiins, on a product 
oosis, are shown in Table 8-5. 

In terms· of urea, 'I'SP, OM>, am MP, the projected import 
requirements over the life of FOI-II total 63,000, 949,000, 516,000, 
and 329,000. tons, respectively, or a total of 1.857 million Product 
tons. This asSl.JmS that DM> will meet annually 'J,7 percent of ·the 
nation's P205 requirements which will. also oont."ribute 4.6 percent 
annually to the nation's 111 requirements~ The total CIF value of these 
projected iqx>rts is estiJlated at $421 million (urea, $2l5/Mr; TSP, 
$220/Mr; MP, '$275/Ml'; am MP, $170/Mr). 

2. Fertilizer Sales 

Over the past decade am a half fertilizer ex>nsumption grew an 
average of 11 percent amually CCXIlPOlll'ded increasing from 108,000 
nutrient metric tons in 1968/69 to 461,000 in 1982/83 (TABIE B-7). 
Consumption of P20S grew 13 percent annually canpared with 10 
percent for N and llpereent for K29.. Duril¥J this IS-year period, . 
there was a sharp shift in the linear growth trend. This occured in 
1977/78, when fertilizer sales increased 41 percent from the previous 
year. Since then, growth has averaged a lOOdest 4.9 percent armually. 
A number of factors have CXXltributed to this decreased rate. 'ftlese 
inclooe unfavorable weather conditions which adversely affected 
f~rtilizer sales in three out of the last five years. Durirg this 
period, the main exports, jute am jute gcx:xis, were affected by weak 
demarrl in ~rld markets duril¥J the international recession. The 
growers' price of raw jute, l.armers' IIDSt iuportant cash crop, 
decreased from Tk. l42/mund in 1978/79 to Tk.114 and Tk.102, 
respectively, in the following t~ years. This price recovered to 
Tk.133/maund in 1981/82 am:1 was above Tk.l40 duril¥J IIDSt of 1982/83. 
Jute acreage and jute pr<Xluction were decreasilVj during this period. 

3. Fertilizer Prices 
Ii 

From the em of 1977/78 to the beginniB] of 1982/83, the retail 
price of urea has increased 147 percent. The oorresporrling increases 
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for ME> arrl TSP were 175 and 192 percent, respectively (Table B-8). 
These price increases, instituted by the <DB to contain' the soaring 
fertilizer subsidy, were much greater tbiIn the growth in farm output 
prices. As a result, the ratio of paddy procurement prices to urea 
prices has been fallir¥J from 1.40 in 1977/78 to 0.91 in 1982/83 but is 
still nearly twice that of the Philippines. India, and Thailand. 

4. Application Rates 

Bcm:Jladeshi farmers apply only one third of the anour. t of 
fertilizer nutrients applied per acre in Malaysia and China and about 
one half the aJOOUnt of fertilizers applied per acre in Sri Lanka am 
Irrlonesia. In Bangladesh, 95 percent of the fertilizers are awlied 
on fcx:rlgrains. Fertilizer nutrients applied to all cropped larxl 
averaged 24.1 lbs/ac in 1977/78, increasing to 30.9 lbs/ac in 1982/83. 
an average growth of 1.4 1bs/ac (or 5 percent) annually (TABLE B-9). 
On average 8an;Jladeshi farmers apply appl'Oximately 4 times as much 
P20s as K20 , roughly 9 times as much N as K20, and nearly 2 
and one half times as much N as PA. The N/P205 ratio has 
been slowly declining during the past decade. TIle ratio was 2.4:1 in 
1982/83. 'llris ratio is expected to continue to decline duriD3 the 
project life but at a very slow rate. GEowth in the use of K20 has 
been very SlOfi, and over the project life the P205/K20 ratio is 
oot expected. to c1larJ:Je much from its current level. Data sl'x:>w 
BcID:Jladesh I s gross crORlirg area grOfiirg at an average rate of one 
percent or 332 t1n.lsan:1 acres armually, 1971/78 - 82/83 (TABLE B-9) • 

.5. Agronomic Considerations 

Typical Bangladeshi farmer practices 01. broadcasting urea on soil 
or in flco:i water lead to large losses of aJIIlOOIlia b:i volatilization. 
While seedlings need soroo N, simply reducirg the aIIOunt of N in the 
basal application (and increasirg the anDUnt in top dressings later 
when plants and roots are rore developed) could do much to reduce N 
losses. In this regard, D1\P has been suggested as an ideal fertilizer 
for oosal application. While fertilizer response trials often sh:Jw 
high responses to applications of potassic fertilizer to rice, it is 
difficult to generalize from these trials. In particular the plot 
selection criteria are seldom identified. The very slow gro.vth in 
potassic fertilizer consumption Oller the past five years (TABLE B-7) 
suggests that farmers themselves do not generally realize the response 
that might be inferred from the above trials. The evidence seems to 
be that for rather large areas of the country, the soils contain 
adequate potassium for nnst crops and that the currently recommerrled 
application rates are not demonstratirg a ~fitable response. 

To a lessor extent the same also applies to ph:>sphates. An 
irrlica~ion of- this is the very SlOfi growth in TSP consumption (but 
fairly rapid grOvrt.h in JllU» over the past 5 years (TABLE B-7). The 
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official recomtOOndations for all crops and at all locations always 
contain both plnsphatic am potassic applications. These 
re<:XXllOendations lack credibility with sane farmers. lAJring the next 
five years, intensive croppiD] is. 'hct.lever, expected to increase the 
need for both P205 and K20 applications. 

Fertilizer response trials· irrlicate that sulfur (S) deficient 
soils exist over a rather large portion of the country. Response to 
other nutrients is limited by this defiei~ arrl rather spectacular 
yield increases have been obtained by the addition of .sulfur when 
other nutrients were' present. As croppirg intensities continue to 
increase, sulfUr deficient soils will ~ ~re widespread. It was 
recently determined by. a USAID financed !FIX: consultant that the 
gypsum produced at the O1ittagong TSP plant is a suitable source of 
agricultural sulfur. Two tOns of gypsum, whiCh is about 17· percent S, 
are 'produced with each ton of TSP. If the ChittagoBJ plant produce::; 
176,000 tons of TSP annually, 152.000 tons of gypsum would be prcx1uced 
annually. At the factory there is presently a stockpile of gypsum 
estimated at 250,000 tons. In the past, alJtJut 10,000 tons of this 
gypsum wer~ used annually for. OOOIDercial p.nposes and the remainder 
was considered a waste. F~r groups, and dealers have begun 
transp:>rtin:J this gypsum (nearlY 7,000 tons in 1982/83) fran the 
factory by truck am rail for their own use, and BAOC has also begun 
on a small scale (1,600 tons in 1982/83) to stock this gypsum at sane 
of its POPs.' 

There are widely ranging estimates of Bao3ladesh ' s annual sulfur 
agroronic "needS". It appears that the present suWly of gypst¥O will 
be adequate for a number of years to cane. Response trials indicate 
that ·with the awlication of 100 100 of gypsta per acre, costing the 
farmer Tk. 60-65, yields can be irx:reased as much as 200 percent in 
severly dificient soils. Sulfur deficient soils are estimated at 
about 3 million acres.· 

Response trials to zinc have irrlicated that about 12 percent of the 
soils are deficient in this element, repres£nting a.l:x>ut 4 million 
acres. Zirx: sulphate supplied by UsruO is bein:] distribut.ed and sold 
at full cost (no subsidy) in areas identified as having this problem. 
Assuming even a roodest irx:rease in yields of 20 percent, on only half 
of the zinc deficient area, would result in an immediate increase in 
production for one year of aOOut 350,000 tals of rice, with further 
gains to be made as the practice spreads. 

*Estimates of sulfur and zirx: deficient acre~e and yield responses used 
in this section come fran the "Report of BRRI ReYi.ew Mission" (lbvember 
14-23, }982), Bar¥]ladesh Rice Research Institute, Ban3ladesh. 
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6. Participation in Fertilizer Use 

The average farm size in Ban31adesh is atout 2.5 acres wi th 80 
percent of farms llRJer 5 acres. Farms are often fragmented into as 
man:t as 5 to 10 separate plots. SaDple" data indicate that slightly 
over 60 percent of the nation's farmers use fertilizer ani that a 
slightly larger prqxxtion of the larger farmers (fann holding of 
IIOre than 2.5 acres) use fertilizer than do smaller fanners (TABLE 
8-10). TIle latter, tDwever, apply JlK)re fertilizer per unit of land 
than do the larger farmers. The data also irdicate that the smaller 
farner is oot discrillinated against with respect to the pur chase 
price of fertilizer. 

With respect to tenure (owner-operated, sharecropped arrl cash 
rented laro), a larger. proportion of farmers with cash rented lanr1 
use fertilizer than cD the other t~ categories. They also use more 
fertilzer per unit of lani (TABLE B-ll). There is little difference 
between the owner-q:>erated ani sharecropped categories with respect 
to the proportion of users or the amount used. 

7. IX::mestic Fertilizer Prcrluction 

OCIe, a government corporation, owns aM operates four fe~ilizer 

manufacturing plants which prcrluce urea, TSP am anm:>nium sulphate 
(AS). Combined inst.alled production capacity is 1,017,500 MI'/year 
of urea, 152,000 Mr/year TSP arxl 13,200 Mr/year AS (TABLE B-12). As 
Table 8-12 irdicates, these factories have not been proo.ucing at 
their installed capacities. Construction of the large urea plant at 
Ashuganj with an installed capacity of 528,000 Mr/year has only 
recently been canplet.ed. However, this factory,. named the Zia 
Fertilizer Company Ltd. (ZFn), continues to have severe startup 
problems. It prcxiuced only 62,000 tons of urea in 1981/82, its 
first year of operation, am 118,000 tons during 1982/83, and the 
plant has yet to meet its performance test. BCIC is adding new 
plant facilities, the Polash Urea Fertilizer Project, at Glorasal 
for the production of 100,000 Mr/year of urea. Technical and 
financial assistance is being provided by the People's Republic of 
China. The plant is expected to begin operating in early FY 
1984/85. With ADB assistance, OCIC has began construction of 

.another large fertiizer plant at Chittagong which is to have an 
installed capacity of 561,000 Mr/year of urea. This plant is 
expected to be in operation by mid cr 1986. with the ~letion of 
these projects, BaB]ladesh will have an installed proo.uction 
capacity of 1.63 million MT/year of urea. 

As refXJrted by the urea factories, danestic prcrluction costs, 
roth econanic arxl financial, per lD'lit ton of urea have been held 
belCM international prices (F.O.B., Northern Europe). The 
Gove;runent has maintained the price of natural gas) used by these 
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factories to produce the ureL\ below world market prices. Production 
costs at the Chittagong TSP complex have been (about $240/~fr in 
1982/83) higher than· elF illlP>rt costs (about S220/MI') of TSP. All 
sulphur and rock phosphate have to be imported and these inplts 
account for approximately bD-thirds of production costs. As noted, 
it has recently been established that there are fairly large areas 
in the country which are sulfur deficient and that the gypsum 
produced at the TSP plant in Chittagong is a g<XX1 agricultural 
sulfur source. The S in a ton of gypsum (approximately 170 kgs)' is 
worth $25 when valued at the elF import price of S' ($145/Ml') . Since 
two tons of gypsum are produced for every ton of TSP, this makes the 
econOmics of domestic production of TSP more attractive. 

8. Fertilizer ~rts 

The country's fertilizer imports averaged 229 thousand (prooucU 
tons annually 1973/74-77/78, and 466 toousarrl tons, 1978/79-82/8'3, 
and are expected to average 378 thousaOO tons, annually over the S 
year life. of FOI-II (TABlE B-13). Over the past three years, 
domestic production of urea has grown faster than consumption. The 
import trend of N has,. therefore,. been downward; The trend of 
domestic production of TSP, however', has been flat While the inq:x>rt 
treoo for P205 has been rising. IAlrirX] the past three years, 
the import trend of MP (K20) has been declining as surplus 
inventory is being consumed. In recent years, Bangladesh has relied 
entirely on loan and grant assistance to finance its fertilzer 
imports. The country has been receiving this assistance from a 
large number of donors as evident in Table B-14. IAlring the 12 year 
period 1971/72 to 1982/83, 27 national and international agencies 
provided grants or loans for the importation of 3.5 mi llion tons of 
fertilizer. The GOBI s fertilizer importation purchases using its 
CMn funds amounted to only about 4 percent of the total purchases 
during this period. The largest contributor during this perioo has 
been USAID which provided approximately 21 percent of aggregate 
imports, followed by the NetherlaOOs (13 percent) , canada (11 
percent), saudi Arabia (10 percent), IDr\ (6 percent), am Norway (5 
percent). 

In 1979/80, USAID finaoced the importation of the first rolk 
fertilizer (34,000 MI') on a trial basis. Since then, the volume of 
bulk imports has increased rapidly reaching nearly 240, 000 f1I' (79 
percent of ail imports) in 1982/83. This shift to bulk imports is 
expected to continue due to potential cost savings of $30 to 40/Mr. 

9. Fertilizer E3POrts 

In both 1981/82 and 1982/83,. Bangladesh exported urea fertilizer 
(abJut 40,000 tons in the prior year and 72,000 in the latter).
1te export agreements were arranged on the assumption that the 
performance of the new As1a.Jganj plant would be better than it has 
been. 
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10. Fertilizer Storage Capacity 

Storage of fertilizers by BAOC is currently done at three 
levels: (i) at transit godowns located in 11 warehouses in 
Chittagong, Khulna, arrl Narayanganj (TABLE B-15): Oi) at Primary 
Distribution Points (PDP), numbering about 100 at present and 
generally located in major towns nationwide; and (iii) in about 120 
~ Sales Centers (TSC) considered to be too rellOte to be served 
'oj private dealers.* As of December 1, 1983, BAOC's fertilizer. 
warehouse capacity totalled 435,000 tons (TABLE B-15). Capa,=ity 
urrler construction is about 194,500 tons and assistaoce" has b-~en 
arrarged for an aiklitional 75,500 tons capacity. Assistance i ~j 

being provided by the Netherlarrls, USAlD, IFAD, the World Bank and 
ADS. Based on projections of growth in fertilizer ccnsumption, 
BAOC will have adequate quality storage capacity by 1986 with the 
full implementation of the naticnal fertilizer storage plan. 

Table 8-15 sh:ws that RZ\OC continues to lease IlOre warehouses 
than it owns: 640 versus 232. Many of these leases wi II sam be 
terminated as the warelx>uses urvjer CX>llstruction are a::rrt;?leted. 
BAOC has transit ~s located at Chittagong and Khulna ports and 
Narayanganj. Transit storage c.::~pacity totals 39,000 tons (5 
gcrlowns owned with a capacity of 36,000 tons arrl 6 rented with 
acapaci ty of 3, 000 tons) • Data for the 12-nonth pericrl Ju ly 
1982-August 1983, ~ average JlDrlthly transit storage utilization 
at roth ports as 36,000 tons. 

In addition to BAOC's storage, there is also facto.ry storage. 
For the currently producing factories, the rated storage capacity is 
139, SOO prcrluct tons (TABLE 8-16). Over the 12-IIOnth pedal July 
1982-August 1983, IIDI1thly stocks at all factories averaged a total 
58,000 tons. The rarge was from a low of 17,000 tons to a high of 
109,oex> tons. 

11. Stock Management and Reserves 

GOB has set targets for in-country fertilizer stocks which BAIX:: 
tries to m:lintain. For urea, the target is to lTBintain stcx::ks 
(exclusive of the fa~tories' stock) which are equal to three months 

* At the launching of ~, there were 423 TSC in the wh:>le country, 
rostly rented by BAOC. Over 300 of these are beiB;J phased oot (closed 
down or the rental arrangements terminated) in favor of private sector 
distribution in the area heretofore served by these TSCs. PAOC is 
expected to service the rerote thanas at least over the short teon or 
until the private sector takes on soch function. Presently, sales from 
TSCs amount to less than 7 perc~nt of BADe's fertilizer sales. 
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of projected sales' or r~h1y 25 percent of tE annual projected 
sales. 'Ibe target stock level for the other m:jJr. fertilizers is a 
five IIIJIlths supply or about 40 percent of' anticiplted annual sales . 

. As ~..nted in the NoveJrber IDI-I Joint Goverr~t Evaluation, BAOC 
has not been very successful in maintainir¥J these 3 am 5 nonth buffer 
stock levels. 

Table B-17 shows aI1I1l.Bl ··MOC procurement (~stic and' imports) 
minuS sales over the l3-year period, 1969/70' - 1981/82. These data 
i~icate that while BA!X:'s average' annual oof~ or reserve :?;tocks 
grew by an average of 15,000 tons aruwally (196 divided by 13), there 
we~e very vide swiD3s in BA!X:' s . reserves (from a draw~ of 158,500 
tons in 1976/77 to a build-up of 206,200 tons in 1978/79). Reserve 
stock managewent can be improved' through better planning, integration 
of functions aId quicker adjustments to departures from projections. 

Urrler FI>I-II, the maintenance of adequate natialal reserve stocks 
is oot anticipated to be a problem. . As rx>ted i!b:Ne, the currently 
prodociD:J fertilizer plants have a storage capacity of 139,500 tons . 

. The urea factories ordinarily J1Bintain a canbioed average IIQnthly 
stock of 30,000 - 40,000 tons.' '1lle Chittagorg 'JSP Plant ordinarily 
I1Bintains 10,000 - 15,000 tons of stock. Typically, at anyone time 
35,000 - 45,000 tons are in transit, aId in addition 30,000 - 40,000 
tons are iri the transit warelnuses. Urrl~ FDI-II, private 
distriootors are expected to prooote IIDre storillj of fertilizers by 
:1xal dealers which could add an additional 25,000 - 30,000 tons to 
the regional stcx:ks. All of the above combined with what B1\OC and the 
private distriootors will store should adequately'reet the nation's 
needs for reserve stcx:ks. 

12. Fertilizer Transport 

BI\OC has only very limited transport facilities am accordingly 
relies on private am public transport concerns that IIDve fertilizer 
from ports or factories to BADe warehouses and sales centers. 
Fertilizer is transported in-country by rail, vater and road. In 
19B1, excilliing intra-district IIDvemel')t, 34 percent. of the fertilizer 
tl)at noved from factories am ports was tramp>rted by rail: 23 
percent was by truck and 43 percent by wa~ transport. B.l\OC 
contracts, through competitive biddiD;l, for water and road 
transportatioo. 'lhe rail is exclusively gouernment owned and 
operated. 'ftle substantial private sector capacity in 1:x>th water am 
road transport is expected, urrler FI>I-II, to adeqtBtely meet the needs 
of private national fertilizer wholesalers and to permit them to deal 
with transport requirements by themselves, possibly at l~r costs 
than when lDIertaken by BADe•. 
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13. Agricultural Support Services 

Agricultural extension has had limited effectiveness in 
Ban;)ladesh. Tr~inirg of extension agents has been p:x>r. Subject 
matter support and regular in-service training have been minimal. 
Consequently, extension agents often have very little to teach farmers 
which adversely affects agents' self-confidence, norale, and· 
job-interest. Inadequate travel alJ£wances for extension agent 
supervisors has inhibited roc>bility ard adquate field supervision. .n. 
recent appraisal notes that extension agents "have limited their 
contact to a few large farmers. M::>st farmers haye not, been co~tacted 

by any extension agent inspite of the multiplicity of .such (extension) 
agencies." Agricultural Extension is receiving major· assistance from 
the World Bank and should be improving. 

Bangladesh has an extem::ive agricultural research systel:'.. 
Altoough its performance has been mixed, it has developed a SOUIYJ 

foun<htion upon which to build. M::>re advanced training is needed for 
the system's researchers. Regional adaptive and farming systems 
research has been neglected, and due to the large number of research 
organizations, there has been c1llplication of effort. The World Bank 
and USAID are providing major assistance in order to eliminate the 
system's soortcomings arri build on the fol.ll'dation which has been 
carefully set. 

14. Farmer Prcx:iuct ion Loans 

As for farmers' credit, while the Government in recent years has 
been encouraging am increasing the availability of institutional 
credit to the agricultural sector, non-institutional credit sources 
still provide as much as 85 percent of the total credit requirements 
in rural Bangladesh, at interest rates of 50 to 200 percent per year. 
The Government's agricl)ltural credit program is carried out through 
the E'.angladesh Bank (the central bank) which channels furrls to the 
Bangladesh Krishi Bank, the Bangladesh Jatiya Samabaya Bank Limited, 
the four nationalized commercial banks (Sonali, Janata, Agrani, and 
Pubali) and the TCCA/KSS ccx:>peratives for leming to farmers. Farmer 
produ:tion loans* from these sources are given at an interest rate of 

. 17.5 percent per year from cooperatives am 16 percent per year 
(recently raised from 1.2 percent) f:raa the banks wi th a penalty of 6 
percent per year on overdues. The credit alloted for fertilizer is 
given in-kind; that for pesticides, seeds, and laror in cash. Total 
disbtlrseroont of agricuLtural credit increased nearly 400 percent. 
durirg the past 6 years. Total reccNery fran agricultural loans has 
averaged 50 percent over recent years • 

•* 'Ille nnximum available loan aJID1nt per acre raD:]es fran atout Tk. 1, 000 
for local aman rice to aoout Tk. 2,500 for HYV ooro rice. 
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15. Fertilizer Distribution credit 

A credit progra. for wlx>lesalers to finance fertili7.er puchases was 
introduced ex>untry-wide in November 1982. It is referred to as the BAOC 
Dealers' In-kird credit Program and is accessible to any thana wholesaler 
lJIXln meetil¥J certain criteria. 'Ihe nain features of the program are as 
follows: 1)' CI:edit is gr.anted in-kind on a revolving msis and may be 
turned-over any nmaher of times,' subject to the terms ao:l concHtions as 
stipulated: 2) Credit is granted for purchases of 15 to 25 tons of 
fertilizer subject to a credit ceiling of 100,000 takas I ....nrth of 
fertilizer: 3) The credit is to be granted against a bank guarantee (any 
scheduled" bank) which is held by BADe and is valid" for 12 consecutive 
IOOnths fran the date of issue: 4) A wholesaler must make full payment on 
his outstanding credit to BADe before purchasing any additional fertilizer 
from' BAOC: 5) The credit is interest free for 60 days from date of 
lifting. Extensions beyond the 60 day period may be requested. (If tho: 
extension is approved by BAOC, interest is charged at 5 percent per nontll 
during the c;lpproved extension period. If the loanee fails to I&l.kC' 
repayment within the first 60 days am has oot obtained an approved 
extension, BAOC slB1.l present the bank guarantee to the issuing bank for 
payment); am .6) No credit is to be granted for a period !)f 60 days orior 
to the expiration of a bank guarantee. (Within this period, BI\OC shall 
present the bank guarantee for payment of unsettled acoounts, if any.) 

As of Noveniler 1983, 169 loan applications had been received from 
wholesalers in 18 out of 20 districts. All were awroved. '!hese approved 
loans total taka 16 million, an average of taka 95,000 per loan. Over the 
past 12 months, the purchases from these loans annunted to only a small 
fraction of BADe's fertili?~r sales. The major factor limiting utilization 
of this program has been the difficulty experienced by wholesalers in 
obtaining the required bank guarantee. . In order for a wholesaler to 
qualify for the bank guarantee, some banks were requiring '4> to 110 percent 
of the anount of the proposed in-kim loan to be held by the bank in a 
savings and/or chedciOJ account. This limiting factor has been mitigated 
by a recent directive to all nationalized banks stating that in order to 
obtain a bank guarantee for Participation in BADe I sin-kind credit program, 
banks may require a maximum of 30 percent of the proposed loan to be held 
by . the banks. This program is row expected to be utilized by increasing 
numbers of small scale wholesalers. I 
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TABLE B-S: Projected Re~irement and Availability of Fertili!er~1983/84 -1987/88·('09~~ 

1983/84 1984/85 1985/86 1986/87 1987/88 
Item • Urp,a 't$p DAP MP Urea 'tSP DAP MP Urea l'$p llAP HP Urea 'l'SP llAP ~ Urea 1'$P DAP MP 

Sales PTojec- 678 220 83 55 732 241 89 60 789 263.98 65 854 287 107 70 922 313 115 77 
tion !I 

5ales Plus 
ffer

ion

ion

ffer St~ 170 88 33 22 183 96 36 24 197 105 3c) 26 214 115 43 28 231 125 46 31 .. 
848 308 116 77 915 337 125 84 986 368 1~i 9l1po8 402 150 98 1,153 438 161 108 

!ftg Stock 140 120 22 29 140 88 33 22 188 96 36 24 189 lOS 39 26 220 115 43 28 

estic Produc- 615 76 780 76 790 76 885 76 995 76 
~ 

port Projec- 63 III 94 48 173 92 62 196 101 67 221 111 72 •• 247 118 80 

a/ Fertilizer conmnption projections are based on demands for nutrients as shown in Table B·6. - . 
biIBuffer stocks are 25 percent of annual proj ected sales for urea and 40 percent for TSP. DAP. and MP.- . 
~ See Table B-12 for basis of danestic production projections. 
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TABLE B-6: ;luected Fertilizer Consunpt.ion1. Imestic Production atld lillJX!l t 
rementsp °by 1litr1ent, 1983/64 - 1987/88 ('000 Mil 

IDnestic 
fertilizer CoJl51Jl1Ption* Production** Import Requirenents** 

Year oN PZ05 k20 Total N PZ05 N P205 KZU 
1983/84 327 140 33 ~oo 283 35 44 105 33 
1984/85 353 152 36 541 359 35 117 36 
1985/86 381 166 39 586. 363 35 18 131 39 
1986/87 412 181 42 635 407 35 5 146 42 
1987/88 445 197 46 688 458 .35 162 46 

* Projections based on compound 8JU1Ul1 mtrient growth rates of 8\ for N,
 
9% for P~5, aid 9\ for K~ with base year 1982/83.
 0 

**	 Production and import projections are illustrated in TABLE B·12 and TABLE B-13, 
respectively. 

(
 
\n?
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TABLE B-7: Fertilizer ConStD1!ption, by Product and ttltrient 1968/69 - 1982/83 ('000 Mr) 

YEAR UREA TSP IlAP MP 01HER* 1UrAL N	 'IUfAL~-	 K20 

1968/69 163 54 13 . 229 75 25 8 108
 
1969/70 ::'Q 67 15 282 92 31 9 132
 
1970/71 2]6 76 17 309 99 35 10 144
 
1971/72 173 61 14 248 79 28 9 116
 
1972/73 281 90 19 390 129 42 11 182
 
1973/74 272 95 19 386 125 44 12 181
 
1974/75 177 76 18 284 82 39 II 132
 
1975/76 317 112 23 13 465 147 54 15 216
 
1976/77 359 128 23 11 521 166 61 15 242
 
1977/78 488 195 42 5 730 224 91 26 341
 
1978/79 478 181 38 48 9 754 227 103 29 359
 
1979/80 542 209 43 47 10 851 258 118 29 405
 
1980/81 569 219 43 46 12 889 271 122 29 422
 
1981/82 528 212 49 46 8 843 253 121 29 ,103
 
1982/83 629 206 73 50 10 968 303 128 30 461
 

.Source: BADe Fertilizer Newsletters • 

It	 Other includes NPK (15-15-15), hyperpoosphate, zinc sulfate: potassiun sulfate,
 
super phosphate, and triple phosphate.
 

TABLE Bo8: Official Retail Fertilizer Prices, 1976/77-Present* 
(Taka per mamd) a/ 

Date of Effect Urea DAP TSP(p)bJ TSP(G)c/ MP NPK-
July 1, 1976 60 - 48 40 40 
Dec. 15, 1976 60 48 40 4S 
July 1, 1978 70 S5 4S 45 
O:t. 3, 1978 70 55 45 55 
C\:t.l6, 1978 70 70 55 45 55 
Aug. 27, 1979 90 90 60 70 S5 SS 
Nov. 2, 1980· 110 110 80 90 70 90 
Dec. 7, 1981 132 132 95 115 90 115 
July I, 1982 148 148 110 140 '110 140 

Soorce: BAOC 

It Retail prices were deregulated in the Orittagong Division April 1982 and all 
Division April 1983. 

a/ One metric ton equals 26.79 maunds h/ Pohdered 
.. Tk/totl Tk/Mf 

c/ Granular"'"itr 1'8'15 
90 2410 

110 2945 
115 3080 
132 3535 
~ .n..m. 
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TABLE B-9: Average Application of Fertilizer tlJtrients, 1972/73 - 82/83 

Gross· 
Cropped Total Overall Application 
Area tlItrients Jiltrients Ratios 

Year (106 Ac) ('000 Mr) (lbslk) (lis/hi) N:P,OS P205: K2U 

1973/74 30.68 . 180.5 13.0 14.2 2.9 3.8 
1974/75 29..92 131.6 9.7 10.6 2.1 3.. 6 
1975/76 31.14 215.9 15.3 16.8 2.7 3.7 
1976/77 . 30.44 242.0 17.5 19.2 2.7 ~,Z 

1977/78 31.19 341.3 24.1 26.4 2.5 3 ~ 
1978/79 31.85 359.6 24.9 27.3 2.7 3.5 
1979/80 31.98 405.6 28.0 30.7 2.2 4.1 
1980/81 32.52 422.5 28.6 31.4 2.2 4.2 
1981/82 32.64 402.4· 27.2 29.8 2.1 4.3 
1982/83 32.93 461.1 30.9 '33.8 2.4 4.3 

Source: Bangladesh Bureau of Statistics 
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TABLE B-10:	 tbDber of "Farmers and Average Levels of Use' of 
tert111%erS veGlL~ ~ Per ;ann 
y Farm S1ze-rt ~ ason,l 79/80 

NlInber Percmt Avera~Use Level 
. Farm of Using Qi Ail BY Fertlll.zer 

Size (Owned) Fanners !I FertUizer . Users Gnly 
(ACTa) ~ ---ro-- ~ (MfS/AC) 

1979/80 Bore	 Season 

~ 1.0 436 66.7 1.42	 2.13 
1.0	 - 2.5 610 66.1 1.21 1.83 
2.5	 - 5.0 387 67.3 0.95 1.41 

'> 5.0 183 77.5 1.11' 1.43 

All	 Scnp1e 1,616 68.0 1.20 1.76 

1980 Aus	 Season 

~1.0 448 59.9 0.85	 1.42 
1.0 - 2.5 584 59.1 0.73	 1.22 
2.5 - 5.0 392 62.5 0.68	 1.09 

>5.0 263 67.3 0.82	 1.22 

All	 Sample 1,687 61.6 0.70 1.14 

1980 Aman Season 

~1.0 541 53.1 0.83	 1.54 
1.0	 - 2.5 645 56.7 0.76 1.34 
2.5	 - 5.0 415 67.0 0.84 1.25 

) 5.0 276 71.7 0.79 1.10 

All	 Sample 1,877 60.9 0.80 1.31 

Source:	 Agricultural Production, Fertilizer Use, 8I1d Equity omsiderations, 
lFOC/BARC, FSD P.57. 

a/	 With erSps but not necessarily usiJw fertilizers. 

~
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TABLE B.-II: Percentage of Fanners 'Using OIemi.caI Fertilizers and Average 
Le\§ls of use, by Temae QiOUP ana season, 1979/80 

TerJJTel Percent of Farmers ., Average Levels of
Season Using Fertilizer Fertilizer Use 

(tl (lttlS/k)
1979/80 Born Season 

en Owner-Operated Land 65.5 1.13
 
Ori Sharecropped Land 60.6 1.23
 
On Cash Rented Land 81.5 2.66
 

1980 Aus Season 

en CMner-Operated. LaM 60.0 0.74 
. On Sharecropped Land 48.0 0.61 

On Cash Rented Land 75.5 1.60 

1980 AIDan Season 

en Owner-Operated Land 51.0 0.80
 
On Sharecropped Lam 72.0 0.74
 
On Cash Rented Land 62.5 0.95
 

Source: IFDC/BARC, FSD PP. 57-58 

a 1 Fanners with crops.- . 



TABLE B-12: Domestic Fertilizer Production, Actual and Projected-ClOOO Mr) 

Ur~a Urea Urea New Urea Facilities Urea Chittagong 
oar ~f at NFFG b/. ZFCL c/ rnlOtasal (jf .C~ttagong d/ Total TSP e/ 

976/77 7f~4(67~ 208.1(56) 285.5 38.0(25)
977/78 61.4(53 151.0(40) 212.4 41.3(27~
978/79 54.6(.7) 236.1(63) 290.7 62.3(41
979/80 104.6(91) 256.6(69) 361.2 71.1(47)
80/B1. 99.2(86) 245.5(66) 344.7 71.2(47)

981/82 92.5(80) 253.0(68) 62(12) 407.7 57.9(38)
982/83 86.1(75) 22:!.3(S9) 118(22) 426.4 66.5(44)
983/84 87.0(75) 263.0(70) 265(50) 615.0 76.0(50) . 
984/85 87.0(75) 263.0(70) 370(70) 60(60) 780.0 7~.O(50)
985/86 87.0(75) 263.0(70) 370(70) 70(70) 790.0 76.0(50)
986/87 87.0(75) 263.0(70) 395(75) 60(10) 885.080(80~ 76.0(50)
987/88 87.0(75) 263.0(70) 395(75) '80(80 170(30) 995.0 76.0(50)
988/89 87.0(75) 263.0(70) 395(75) 80(80 28()(50) 1105.0 76.0(50)
989/90 87.0(75) 263.0(70) J95{75) 80(80) 390(70) 1215'.0 76.0(50) 

* Actual production and instal1ed.ca~citybased on BeIC figures for 1976/77 ~l~h 1982/83; for 1983/84
 
onward figures are based on projections. Figures in parentheses are operation of capacities as a percent of
 
installed capacity. . . 

al Natural Gas Fertilizer Factory, FenclJJganj (KiFF). Production started December 13, 1961. Installed 
capacity is 115,500 tpy urea. . . . 

b/ Uretl Fertilizer Factory, GIorasal (UFro). Production started in 1972. Installed capacit1 is 374,000 tpy of urea.
c/ Zia Fertilizer QJnpany, Ltd. (ZFCL), Astuganj. Production started December 15, 1981. Installed capacity 
- is 528,000 tpy urea. ' 

d/ Urea Plant Ghorasal, installed capacity will be 100,000 tpy urea; Urea Plant Olittagong, irlstalled capacity 
- will be 561,000 tpy urea. . . 

el Triple superphosphate (TSP) corr.p1ex at O1ittagong. Production started October 1974. -Installed capacity
 
- is 152,000.
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TABLE'B -13: Fertilizer In!ports, Actual and '!Ojected, 1973/74-1987/88 (!OOO MT) 

..Year Urea TSP MP	 Other* Total-
·1973/74 97 -- 41 11 149 
1974/75 142 48 7 20 232 
1975/76 72 223 37 2 334 
1976/77 11 21 10 42 
1977/78 260 115 13 388 
1978/79 349 104 84 77 12 626 
1979/80 286 174 42 60 11 573 
1980/81 64 192 45 43 20 364 

'1981/82 254 147 37 26 464 
1982/83 43 135 72 44 9 303 
1983/84 .63 112 94 48 10 327 
1984/&5 173 92. 62 10 337 
1985/86 196 101 67 10 374 
1986/87 -- 221 111 n 10 414 
1987/88 247 118 80 10 455 

Source:	 Actua1s based on BAOC Newsletters; projections based on fertilizer 
requirements and availabilities as sbDwn in Table B-S. . 

* Other includes	 NPK (15-15-15), byperphosphate, zinc sulfate, potassi\Dll
sulfate, super phosphate, and triple phosphate. 
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TABLE B- 1!t: Fertilizer !!ports 
(ThousaDds of IletricTons) 

1981-12 

Urea TSP DAP HI' Others Tots.1 

Netherlands 
Saudi 
OPEC 
IDA 

Norway 
Germany 
lFAD 
CIDA 
Bulg~t:ia 

Denmark 
ADB 

TOTAL: 

46.~ 

74.8 
50.3 
35.6 

10.1 

14.5 

22.2 

-
251. ... 

7-2.3 

2.0 
15.1 

15.7 
16.6 

15.5 
9.~ 

147.1 

9.4 
14.4 
13.1 

36.9 

. 
26.0 

26.0 

119.2 
74.8 
52.3 
50.7 

35.2 
31.0 
27.6 
26.0 
22.2 
15.5 
9.9 

464.4 

1982-83 

Urea TSP DAP HP Others Total 

USAm 

Netherlands 
ClDA 
np.nmark 
Saudi 
Bulgaria 
Japan 
Norway 

33.1 

9.9 

65.2 

40.1 

22.0 
8.8 

71.7 

44.0 
-

9.4 

71.7 
65.2 
44.0 
40.1 
33.1 
22.0 
18.7 
9.4 

TOTAL: 43.0 136.1 71.7 44.0 9.4 304.2 
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TABLE 8-15: BADe Warehouse N1.miber am Capacity as of DeceuiJer 1983 

NlIDber C:lp\city (. 000 Tons) 
Type of Owned Leased Total Owned Ieased Total 
Facility 

District 

PDP 158 433 591* 211 142 353 
TSC 69 201 270** 19 24 43 

Total . 227 634 ~1 230 166 396 

Ti-ansit 

Ori.ttagcDJ 3 4 7 25 1 26 
Khulna 2 2 11 11 
Narayar¥Janj 2 2 2 2 

Total 5 6 11 36 3 39 

Grard Total 232 640 872 266 169 435. 

Source: BAOC ~thly Fertilizer Newsletter, ti:>. 69. 

*PIP facilities aVGrage nan-Iy 6 warehouses per location. 

**TSC facilities average approxiJlately 3 warehou~..s per location. 
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TABLE 8-16: Fertilizer Plant Storage capacities 
('000 Ml') 

Factory 
L<x:aticn Bulk Bagged Total 

Fenc~j (Urea) 10,000 2,500 12,500 

Gt¥:>rasal (Urea) 50,000 10,000 60,000 
. 

Ashl¥]anj (Urea) 40,000 8,000 48,000 

OlittagoDJ (TSP) 15,000 °4,000 19,000 

Total 115,000 24,500 139,500 

Source: IFOC, Barqladesh Policy Options for the 
Development of the "Fertilizer Sector, May 1983. 
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~ B-17: B1\OC's ·Average Armual Reserve Stocks. 1969/70 - 1981/82 

Procurement minus Procurement minus 
Year Sales. Bl\DC (' 000 LT) Year Sales. BAOC (' 000 LT) 

1969/70 16.8 1976/77 -158.5 

1970/71 37.5 1977/78 -49.2 

1971/72 -78.0 1978/79 206.2 

1972/73 42.9 1979/80 88.6 

1973/74 36.3 1900/81 99.8 

1974/75 56.0 1981/82 113.4 

1975/76 -16.2 Total 196.0 

Source: B.Z\OC 
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pemit privato distribu
tor. to operate undlr
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fie:i.d ''Ul'Vl')y.:; f~:"tili~e1" delrond~ I'D 

.... 
~ • Dictri1:'utor and Dea1o!' 

Credit Program 
inventol"Y of ure.l 
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- B~ng1adesh Gc....~Tn
'ment st~tistics 
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tributor~ and deal~~s 
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()UTPUTS 

•3.	 Competing large scale and 
middle ai:e fertilizer 
wholesalera 

4.	 Increased efficiency in 
fertilizer diatribution 

. aDd marketing 

5.	 Active fertilizer dealer 
deyelopment and aales 
promotion program. 

6.	 Improved acceaa to 
fertilizer aale.· outlets 

INPUTS 

!!! 
- TraiDing and technical 

a.aiatance 
- Credit/Fertilizer 

- Phyaical infraatructure 

-GOB
- Ins~raDce/8Xecution of re

qqired policiea, regula
tions and directives. 

- Personnel and supporting 
services 

- Fertilizer, transpoT.ta
tion and Itorage 

-Other budgetary support 
Other Donora 
- Technical assistance 
-.Commodities 

MAGNITUDE OF OUTPUTS 

3.	 A significent nuober of fertilize~ 
wholesalers purchaaing from depots, 
factories, and porta 

4.	 Decreases in per unit volume fer
tilizer distribution costs 

5.	 BADe's Dealer Development Bnd 
Training Program asseased and 
found effective 

6.	 Physical accessibility improved 
at fertilizer salea outleta 

IKPLEMENTATION TARGET 

.Y! 
- Training and technical assi.tance, 

$6 million 
- Commodities, mostly fertilizer or 

credit, $52 million 

- Physical infrastructure, $7 mill 
ion 

-GOB
- Personnel and supporting services, 

$125,000 

- Fertilizer and its logistical 
support $600 million 

.Other Donors 
- $450 million 

- AID procur8ment
and disbursement 
records 

- GOB budget 
materials 

- Independent AID 
field aurv~ys 

FOR ACHIEVING INPUTS 

- AID funding
available 

- Undertaking of 
Government to provide 
required budgetary 
support 

- Other donor contri 
butions materialize 

Nl 

n 
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AHrlEX D: BENEFITS FROlt ADOPTING PRIVATE tmOLESALJ.NG OF 
FERTILIZER IN BANGLADESH. 

A) INTRODUCTION: Under.the currently existing marketing scheme, 
private traders are permitted only to retail fertilizer,and 
engage in relative 'minor levels of wholesaling, obtaining it at 
the ne~rest Primary Oistribution Point (PDP). No longer are 
retailers obliged tosel~ in only one locality. Retailers remain 
small in terms of volume. Incentives to buy and sell in numerous 
localities, and incentives to trade' in large volume, are not 
present. Discounts now offered to tr,ade large volumes are very 
small and scarcely cover the increased management costs in~olved. 

One of the principal reasons private traders do not move 
fertilizer very far geographically is that they are not able 
to sell at variable prices according to distance from supply 
points; the force governing this is not coercion , but rather the 
economic fact that BADe has numerous POPs throughout the coUntry, 
all selling at a uniform price. At present any private trader who 
carries fertilizer very far (and e"pects commensurately higher 
prices) .will find that he has crossed into the natural trading 
region served by another PD~, and fertilizer is sold wholesale at 
lower cost. 

The benefit to the government of Bangladesh from having 
fairly uniform prices is the political value of delivering a 
crucial commodity at an apparently uniform price throughout the 
country, with farmers near supply points paying more than they 
would have otherwise, and those far from supply points paying 
less. F:>r the purpose of our analysis it can be said that BADC 
has chosen arbitrarily to make the supply curve of fertilizer 
very elastic indeed (in current market prices, not accounting or 
shadow prices). This elastic supply curve contrasts very sharply 
with that of the demand curve. Numerous studies have shown that 
the demcud curve for fertilizer is very inelastic with respect to 
price. (Sc~ for instance Cristina C. David, "Fertilizer in the 
Asian Rice Economy", Stanford Food Research Institute Studies, 
vol XV,No.l, 1976 and Surjit S.Sidhu, Carlos A.~aanante and 
EkraIr.U1 Ailsan, "Agricultural Production, Fertilizer Use and 
Equity Considerations, Results and Analysis of Farm Survey Data 
1980!82,Bangladesh", IFDC draft, November 1983.) The most recent 
infornation for Bangladesh indicates that the elasticity may be 
in the neighborhood of -0.3. 

B) TYPES OF BENEFITS: The project may be used entirely to 
import fertilizer, or it may be used entirely to finance credit 
tor dis~ributors, or a combination of these two activities. The 
dlscuB8i~n which follows therefore discusses the various types of 
possible benefits, both those which would result strictly from 
th~ importation of fertilizer and those which would result from 
marketing system reforms. The latter would be increases in 
consumer3' surplus to current fertilizer using farmers (or 
changeG in the level of subsidy when economic prices are 
considered) and increases in grain production caused by more 
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dynamic fertilizer distribution (faster grmlth in total sales). 
This section will then turn to the issue of what prices will be 
used to evaluate the bcnefits. and specifically will discuss the 
difference between financial and economic prices. 

(1) This project w!ll support and guarantee the i~ortation of 
sufficient quantities of fertilizer to insure adequate supplies 
to ·Banp,ladesh. There will be an exposition of the ~alue of the 
benefits resulting from the' importation and use of this 
fertilizer in producing additional grain in Bangladesh. These 
.benefits alone justify the project. Even were there no benefits 
whatsoever from reforms in the marketing system. since Bangladesh 
is a net importer of grain. it is always more econoudcal. to 
import fertilizer than to import grain. given the relati ',e 
magnitude of international occan freight costs in the project 
period. 

There must also be considercd the economic benefits of the 
policy changes Incorporated in marketing refora. Development 
projects in the field of marketing and distribution can have . two 
principal goals as their target: cost reduction in distribution. 
and/or . the generation of increased demand and therefore 
increased· sales volume. 

(2) The reduction of distributiou costs would benefit the 
current producers and consumers of fertilizer directly. even 
without any increased sales of fertilizer. Reducing distribution 
costs by moving from government distribution to private 
distribution will come from the use of lower cost transport 

. equipment.	 least cost routing. more r~pid response to shifts in 
demand both in time and location. and less expensive 
storage. 

(3) Generation of new demand for fertilizer would benefit 
Bangladesh ~.n ~ slightly more indirect 1'18nner: increased 
fertilizer uae would be of benefit only to the extent that it was 
converted into addHional agricultural producU.on and even then 
the beneftt would not be the gross value but only the net value 
of that increased production (after subtraction of production 
costs). This paper will look at the possible benefits accruing to 
Rangladesh of these two different sorts. st~~ng from the 
reforms and changes in the marketing of fertilizer described in 
earlier sections of this project paper. 

C) FINANCIAL VERSUS ECONOMIC BENEFITS; what prices should be 
used? In financial analysis. the benefits are valued at current 
aarket prices. with no consideration given to the array of taxes. 
subsidies. quantitative restrictions and other distortions which 
divert da.estic prices from the levels they would reach were t~e 

eeonomy aD open market economy with freer international trade and 
prices allowed to find their own level. Econondc analysis makes 
the opposite assumption. namely that prices are rid of 
distortioPB so as to reflect the true scarcity value associated 
with the relevant goods and services under consideration. The set 
of financial and economic prices adopted in this analysis are 

I 
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shown in table D-l: 
Table D-l: Financial and Econollic Prices Adopted 

Item -Financial Price Econoaic Price
 
Tk/lld $/ton 11t/_ $/ton
 

Rice,Coarse 240 260 340 287 

Paddy 150 163 221 187 

Uheat 152 165 243 205 

Urea 148 161 242 205 

Triple Super 140 151 258 2111
 
Phoshpate
 

Dia-.oniull 148 161 323 273
 
Phosphate
 

Ocean Trans- 37 40 41 40
 
port (non-US)
 

Ocea.n Trans- 126 137
 
port (US flag)
 

Avg Ocean 82 89 47 40
 
Transport
 

Foreign Ex- 24.7 Tk/$ 31.7 Tk/$
 
change
 

Sources: Asian Development Bank, Third Crop 
Intensification Program Loan, Nov 8,1983, Annex 14, 
pages 3 and 4. 
World Bank, Extension and Research Project 
II,Feb,1982 for'Standard Conversion Factor underlying 
Shadow Exchange Rate estimate. 
Uorld Bank, Commodity Price Projections,July,1983 

D) GENERATION OF INCREASED DEt~ FOR FERTILIZER BY SHIFTING 
TO PRIVATE D~STRIBUTION. 

During earlier periods Rangladesh has obtained rema~kable 

Rrowth rates in fertilizer consumption, ezceeding 10% per annu. 
for sustained periods. However in the last six years, growth has 
slowed to only 5% per year. It is one of the principal geals of 
the project to recapture the earlier accelerated growth rate to 
th.. extent possible. \lith more aggresi·1e urketinR IlI8nagement 
Private Distributors are expected to sell fertilizer products at 
annual growth rates of about 8% per anoaa. The difference in 
Bales growths paths of 5% and 8% is a Bigalficant element uf the 
project benefits assumlnR that the.aiD ele.ent of project ~~ 
expenditure would be the supplying of credit to Private .~ 

Distributor•• 
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(TAKA/ACRE) 

Crop: AlBan Boro Aus Wheat 
81 81/82 82 81/82 . 

Harginal tk/acre 282 913 246' 354. 
gross benefits 
(yield increment)md/acre * 1.97 6.25 1.64 2.33 
(price) tk/md 143 146 ISO 152 

Jertilizer Cost tk/acre 106 382 124 180 
(~K) . r&d/acre .45 1.38 .41 .67 
(price NPK) tk/lld 236 277 302 269 

Net Benefits/acre tk/acre 176 530 122 174 

(Equivalent in S/acre) 7.11 21.47 4.95 7.04 

Source:IFDC Equity study, 
table 12.11 

* D average yield with fertilizer less.average yield without 
fertilizer, according to sample data 



Table D-3:Beneflts fro. Additional Sales Df FertlllzerFlnanclal Analysis 
(by year) 

IteJll: year 0 1 

BADe sales ('OCG t~n.) 
BADC+PD ('000 tons) 

1046 
1046 

109ft 
1133 

net addtl sales.('OOO tons) 0 35 

Allocation to various cereal crops: 
('000 tons) Proportion: 
Allan .451 0 
Bol'o .215 0 
Aus .202 0 
Wheat .012 0 

16 
9 
1 
2 

NPK applied VariousCrops. 
(In thousand maunds): 

Allan 
Bol'O 
Aus 
Wheat 

0 
0 
0 
0 

192 
117 
86 
31 

Acres Fertilized: NPK 
(thousand acres) (md/acre) 

Aman (appl rate) .45 0 426 
Bora (:.ppl rate) 1.38 0 85 
Aus (appl rate) .41 0 210 
Wheat (appl rate) .67 0 46 

Total area fertilized 0 766 . - --
Marginal Net Benefits Accruing 
Because of additional Fertilizer 
(thousand taka) 
Aman (tk/acre) 176 0 75033 
Bora (tk/acre) 530 0 44927 
Aus (tk/acre) 122 0 '25568 
Hheat (tk/acre) 174 0 7954 

Total (undiscounted). 0 153482 
thousand Taka 

Total. (undiscounted). 0 6139 
thousand dollars ($) 

{total for 10 ye3rs • undiscounted.'OOO$)
• 

NPV at 15% 
H~' at ~8% 

Hi\ at 20% 

2 

1153 
1227 

14 

33 
20 
15 

5 

409 
250 
183 
65 

909 
181 
447 

98' 

1635 

160046 
95829 
54537 
16966 

327378 

13095 

393187 

190351 
161248 
145045 

3 

1211 
1329 

118 

53 
32 
24 
8 

655 
399 
293 
105 

1455 
289 
715 
156 

2615 

256053 
153315 
87253 
27143 

523764 

20951 

4 

1211 
1439 

168 

16 
46 
34 
12 

931 
568 
417 
149 

ANNEX 
Page 

-
-

D 
5 

2069 
411 

1017 
222 

3720 

364166 
218048 
124094 

38604 

744912 

29796 

" ..Vat 24% 118624 
NPV at 28% 98328 ~rv 
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5 6 1 8 9 . 10 Item: 

1335 
1558 

1402 
1688 

1412 
1828 

1545 
1980 

1623 
2144 

1104 
2322 

BADe Bales 
BADC+PD 

223 286 356 434 521 618 net addtl sa~es, 

101 
61 
45 
16 

129 
19 
58 
21 

161 
98 
12 
26 

196 
119 
88 
31 

235· 
143 
105 
38 

219 
110 
125 
44 

Allocation 
('000. tons·) 
Allan 
Boro 
Aus 
Wheat 

NPK applied 
(in ·000 mds) 

1242 
157 
556 
198 

1589 
.969 
112 
254 

1918 
1206 
886 
316 

2413 
1471 
1081 
385 

2896 
1766 
1291 
462 

3434 
2094· 
1538 
548 

AmBn 
Boro 
Aus 
\o1heat 

Acres Fertilized: 
('000 acres) 

2159 
549 

1356 
296 

3532 
702 

1736 
379 

4391 
814 

2161 
471 

5361 
1066 

. 2636 
515 

6436 
1280 
3164 
690 

1632 
1511 
3752 
818 

AIDan 
Boro 
Aus 
'~eat 

4960 6350 7904 9\:,38 11510 13720 Total area 

Marginal Net Ben. 

485595 
290755 
165412 
51416 

. 621663 
372227 
211839 

65900 

713812 
463328 
263685 
82029 

943618 
565001 
321549 
100029 

1132796 
618213 
386013 
120083 

1343219 
804266 
457717 
142389 

('000 taka) 
Aman 
Boro 
Aus 
Wheat 

993298 1211628 1582854 1930196 2311166 2147592 Total 
thousand Taka 

39732 50865 63314 77208 92687 109904 Total 
'000 $ 
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An extra 3% fertilizer sold each year would lead to increased 
cereal grain production principally. At the moment over 81Z of 
fertilizer consumed in Bangladesh is applied to c~ceal., 

according to the findings of the· IFDC Equity study, for the crop 
seasons 1981-1982. (tables 11.1, 11.4, 11.5, 11.7). If it is 
assu.ed that the additional fertilizer sold each year will be 
allocated by farmers principally to cereal crops and in the same 
proportions as now prevail then they will use the fertilizer 
mainly on Aman and Boro rice (45% and 28%) aDd use much le~j on 
Aus rice and wheat (20% and 7%). The benefits from aFPlying 
fertilizer to Boro rice production are the greatest as cau be 
seen in table D-2, drawn from the same IFDC study. Prices have 
not changed substantially since the 1981/1982 seasons studied and 
the findings do not ~equire alteration to account for inflation. 

The numbers in table D-2 regarding fertilizer benefits per 
acre and application rates can be combined with the assumptions 
mentioned above about probable allocation a.ang crops to derive a 
strea. of benefits that will accrue over time due to the 
additional growth rat~ of 3 extra per cent per yearft This series 
of calculations is performed in table 0-3 below (in finAn~ial 

prices, not economi~·prices). . 

In the first year of the project an additional 3% fertilizer 
sold means only an extra 35,000 tons, but in later years the 
difference grows into several hund~ed thousand tons per year. 
Even in the first year an additional 766,000 acres could be 
fertilized and this number expands steadily through time. {The 
assumption here is that in the first instance farmers will expand 
fertili:=er use at the same rate they currently find ec::onomically 
feasible. Obviously in later stages they will incrp.ase 
fertilizer application rates but for illustrative purposes fable 
0-3 assumes a continual area expansion at constant application 
rates. The benefit stream begins slowly at an incremental 6139 
thoueand dollars in the first year but increases steadily as the 
fertilizer consumption paths diverge over time. Discountinc of 
future benefits over time is clearly called for, given that the 
largest benefits occur well in the future. Discount rates varying 
from 15% to 247. were chosen to evaluate' the benefit stream; at 
the low discount rate of 15% the Net Present Value of the ~e~efit 

strea. is 190,351 thousand dollars and at the higher discount 
rate of 247. the present value is 118,624 thousand dollars. It 
must be reiterated that these are net, not gross benefits; the 
marp,inal net benefits per acre adopted have already excluded all 
other costs of production. The benefits have been calculated in 
Financial or current market prices, and will accrue entirely to 
farmers. 

• An economic analysis of the same increase in fertilizer 
consumption growth rates leads to very similar conclusions. When 
tahle 0-2 (net benefits per acre per cereal crop) is recalculated 
in border or economic prices, the result is table D-4 which is 
not dr~matically different: Boro rice is the moRt socially 
pr~!itable use of fertilizer returning a net $20.70 per acre (see 
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Table D-4: NET BENEFITS/ACRE USING ECOIIOIIlC PRICES 
(tAlCA!ACRE) 

Crop: A.an 
81 

Boro 
81/82 

AUII 
82 

Wheat 
81/82 

. Marginal . $ /acre 13.75 43.63 11.45' 17.83 
gross benefits 
(yield incre-ent)ton/acre •07 .23 • .06 ·.09· 
(price) $/ton 187 187 187 205 

Fertilizer Cost $ /acre 7.47 22.92 6.81 11.13 
(NPK) ton/acre .02 .05 .02 .03 
(price HPK) $/ton 445 445 445 445 

Net Benefits/acre. $ /acre 6.28 20.70 4.64 6.70 

Source:IFDC Equity study, 
table 12.11 
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~ab1. D-5: Ie.ftt. fro. addltt..l ..1•• of !cOlloE.C ADalyai. 
rertlUaer (by year) 

It..: year 0 1 2 ] 4 

JADe aUH (·000 tou) 1046 1098 1153 1211 127.1 
BADOt-PD (·000 tou) 1046 113] 1227 1329 1439 

Det ddtl aale. (·OOOtOD) 0 35 14 118 168 

Allocatton to "ar1o,aa cereal eros-: 
(·000 tOIlS) ProportiOD: 
.wan .45 0 16 ]3 53 76 
Boro .28 0 9 20 32 46 
Awl .20 0 7 15 24 34 
Wheat .07 0 2 5 8 12 

Rn applied VariouaCrope. 
(in thousand _IIIIU) 

Man 0 192 409 655 931 
Boro 0 117 250 399 568 
Aus 0 86 183 293 417 
Wheat 0 31 65 105 149 

Acree Fertilized: ~ 

(thousaDd acree) (_'acre) 

Allan (appl rate) .45 0 426 909 1455 2069 
Boro (appl rate) 1.38 0 85 181 289 411 
Aua (appl rate) .41 0 210 447 715 1017 
Wheat (appl rate) .67 0 46 98 156 222 

total area fertilized 0 766-_ .. . 1635 2615 3720 

Marginal Net Benefite Accruing 
Because of additional Fertilizer 
(thousand taka) (froa table 0-4) 
Aman ($/aere) 6.28 0 2677 5711 9136 12994 
Boro (S/aere) 20.70 0 1755 
AU8 

. (S/aere) 4.64 0 972 
3;'43 
2074 

5988 8516 
3318 4720 

Wheat ($/aere) 6.70 0 306 653 1045 1486 

Total (undiaeounted). 0 5711 12181 19488 27716 
thousand $ 

Total.undiec.'OOO $ 0 5711 12UU 19488 27716 

(total ~r 10 yeara. undiaeounted.-OOO$) 366297 

IfPV at 15% . 177063 
IIPV atl8% 149992 
KPV at 20% 134919 c1u~IIPV at 24% 110343 
NPV at 281 91464 

------_._--- .----------
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BeOllOllic Analysts (••"113 ecoDO.t.c/acuunttDl price. 

5 6 7 8 9 10 

1335 1402 1472 1545. 1623 1704 
1558 1688 1828 1980 2144 2322 

223 286 356 434 521 618 

101 129 161 !96. 235 279 
61 79 98 119 143 170 
45 58 72 88 105 125
16 21 26 31 38 44 

1242 1589 1978 2413 2896 3434 ' 
751 . 969 1206 1471 1766 2094 
556 712 886 1081 1297 1538 
198 254 316 385 462 548 

2759 3532 4397 5361 ' 6436 7632 
549 702 874 1066' 1280 1517 

1356 1736 2161 2636 ·3164 3752 
296 379 471 575 690 818 

4960 6350 7904 9638 11570 13720 

11327 22182 27611 33670 40420 47928 
~11356 14538 18096 22067 26491 31412 

6293 8057 10029 12229 14681 17408 
1982 2538 3159 3852 4624 5483 

36958 47314 58894 71818 86216 102231 
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table u-4) cm.pared to a financial benefit of 530 taka/acre (see 
table D-2). Wheat is the second .ost 80cially profitable crop 
"hen valued in econOlidc terllS, with a net valae pe.. acre of 
$6.70, omd Allan rice i8 the third ~8t socially profitable at 
$6.28 per acre. Previou8ly in table D-2 it bad been seen that 
wheat a~ ABan rice were about equal; they diverge in economic 
prices because of the greater value of wheat in border pric~~ 

co.pared to local paddy. 

rab1e D-5 shows the value of applying the additional 3% per 
year of fertilizer to the econa.y in social or economic prices 
and should be compared with table D-3. Both tables carry out the 
potential benefits for 4 pc~iod of ten y~ars and both use 
discount rates varying from 15% to 24%. 1lhen evaluated at the low 
discount .rate of 15%,. the Net Present Value of the benefits 
strea. i8 $177,063 thousand dollars which is al.ast identical to 
the value in financial prices ($190,351 thousand dollars). And at 
a . highe~ diocount rate of 24% the present value of the benefits 
stream is $110,343 thi)~f.. ':li!d dollars which is again almost 
identical to the value in fi'.locial prices. 

Per(or.1ng a seperate economic froa financial analysis of the 
benefits has not shown a great difference; although there are 
some distortions in prices of both foodgrains and fertilizer in 
Bangladp.Qb the overall impact 1s fairly neutral as far as farm 
level per acre accounts are concerned and the benefits of 
increaslns the gro*th rate of fertilizer from 5% per year to 8% 
per year are sizeable by either set of prices. (1~e fact that 
botb fertilizer and {oodgrain prices are suppressed downward has 
an effe~t on the terms of trade of agriculture versus non
agricult~r~ however.) The br-nef~ts are also much larger than the 
undiscoufi,~d present valu~ of the project inputs incurred by 
USAID, U.('j,OOO thousand dollars) but it IllUst be realized that 
substar!tlal additional investrllent will be required of the Private 
Distrib~tor~ to enable them to reach this accelerated growth rate 
of consuL?tion, and the benefits of the additional sales will be 
the renult of that investment. The increment of 3% extra sales of 
fertiliz~r will not be cost free. 

E) COST REDUCTION: If private wholesalin8 distributors 
(PDs) can transp~rt, store and distribute more cheaply than BADC 
then the sepply cu~v~ of fc(~ilizer to the market viII be shifted 
dovnwarC: (th~ sa1M quantities can be delivered at a lower average 
price). When this occurs, both consu.ers aDd sellers of 
fertilizer benefit, but to different proportions loverned by the 
relevar~ price elasticities. Given what is known about the almost 
infir~te price elasticity of supply and the rather inelastic 
sit.uation with demand, in BDn~ladesh it would be principally 
~nsume~s vho benefit. But it would not be fair to say that the 
supply cu~e would shift d~vnward parallel to the current BADC 
sUIl'ply C"lIrve because I'dvate distributorri viII want to cover 
their t~nA~ortation costs as they vary with ilstance. BADC 
ellU.lMtc3 that very quickly after the introduction of private 
dist:ribctlon, the PDs shOldd be expected to captare about tvo
thil~ds of the urea IIIClrket (distributing 476.000 t.s ) 

\;~
\~, v 
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of louer transport costa. BADe has alao est1uted for the non
urea .arket, meaning pho8phate·s and potash which are supplied by 
the one TSP factory tn ChlttagoD8 and otbervise by impor~s. that 
about forty . percent viiI be distributed by the private 
distributors' near the supply points leaving BADe with the 
unenviable task of distributing the re.ainlng 60% at a fixed 
price in the aore rellOte ar~1I of BansJ,ade8h. 

Diagrams I and 2 depict the situation for urea and for 
phosphate fertilizers. both before (ODly ·BADe distributing) and 
after (with both BADe and PDa diatributi8t). The benefits caused 
by the project are .represented. by the triangular shaped area 
entitled "increase in consU8ers' surplus." F.olr the first year,· 
the gain in consumers' surplus fro. urea distribution Is 
e8ti..ted by the following: 

G • 1/2 {P -P )(Quantity aold by PDa) 
BADC .P~rt 

where the following definitions hold: 
G • Ga1n in consumers' surplus, in current Taka 

P • ex-PDP price of BADC 
BADe 

P • discounted price offered to PDa·for large sales 
Port ~olumes, for purchase at Ports aDd Factories 

Table D-6 shows the estimated gaina in Consumers' Surplus 
from lower distribution costs of urea, 1SP and DAP, given the 
assump~ions of BADe that F~i~8te Distributors will capture 65% of 
the urea market and 40% of the TSP and DAP markets. The table 
presents estimates of these values for the first ten years only 
and assumes the recent historical growth in total sales of all 
productc, r.amely five per cent per year. 

The undiscounted present value of benefits from urea sales 
equals 60,603 thousand dollars; those of TSP are 11,389 thousand 
dollars; and those from DAP sale~ are 4,866 thousand dollars • 
•~en a discount factor of 24% is used, these three present values 
of· benefits d~op to: (urea) 20,553; (TSP) 3,862; (DAP) 1,650 
thousand dollars. The sum (discounted at 24%) is 26,065 thousand 
dollars. These are all valued at financial prices, not economic 
prices. 

F) SUnSIDIES: COST REDUCTION EVALUATED II ECONOMIC PRICES 

An equivalent econma~~ evaluation Is exceedingly more 
c.-plex. The "economic" 8upply curve· to the aarket of the various 
fertilizers is a step function, not a saooth curve. This reflects 
the various discrete procurement prices from the diffezol .1t• of fertilizer. for .rea. there ere threeaources For instance,
 
..jor factories producing In Bangladesh vith two more in the
 
coastructioti and planning stage. Of the three ,current urea
 
producers, two are very low coat older techDology plants. and the
 
third 1s relatively high cost producer. The per/ton production 
costs are not exactly known (as to whether the natura~ gas input 
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Ilblf D-6: Btn~flt5Accruift9 IS Incrrlsrs :. Can53lrrS' 

Surplus ~~5ultir.g FrOI Cost Reduclion For frrtiliZlr 
Distributed by thr Privile Distributors (EVillite4 in FiniRciil, 

lot ((lIIlIIic. Priers) 

Ite. YEa,: . 1 2 3 4 5 6 I 9 9 1. 

UREA FERIllli~R 

JADe sile '(iO~on 129 765 804 . 144 886 930 9n 1026 1077 1131 
(g=O.05I/yr> 

PD ~~Ies (b5.3l) 476 500 525 SSI 579 603 6::8 670 703 731 
(g=l).OSllyr) 

BADe Price (t~/tcn 369S 3695 3695 1695 3to95 3695 3695 3695 3695 36cr.i 

PD initial price 3195 3195 3195 3195 3195 3195 3195 3195 :H95 31'15 
(t~/ton) 

Increase in 119009 124960 131208 137768 144656 151889 159484 167458 175831 IB46~~ 

Consulers Surplus 
lin '000 ttl 

Increase.in CS, 4818 . 5059 5312 Z78 . 5857 6149 6457 6780 IIi' 7475 
(in '(100 1 USA) 

SUI, (undiscounted~ 60603 
of increased CS (in'OOOI) 

Present Value,benefits,201 23671 
Present Value,benefits,24Z 20553 . 
Present Value!be~efit5,28X 18058 

TRIPLE SUPER PHOSPEAIE (I.S.P.) 

BADe SALES 224 235 247 259 272 285 300 315 330 347 
(' 000to05) 
PD Sales (40Z) 89 94 99 104 109 114 120 126 132 139 

BADC price 3475 3475 3475 3475 3475 3475 3475 3475 3475 3475 
p'D price,initial 2975 2975 2975 2m 2975 2975 2975 2975 2975 2975 

Increase in 22365 23483 24657 2_ 27185 28544 27971 31470 33043 34695 
Surplus ('(100 HI 

Increase in C5 905 951 998 IN 1101 1156 1213 1274 1338 1405 
('000 SUSA) 

SUI, (undiscounted) 11389 
of incrPaserl CS fin '0001) 

Present Value,benefits,201 4448 
Present Value,b,nefits,241 
Present Val~e.benefits,281 

3862 
3394 C\~ 
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DJ-A~JUN PHOSPHATE 

lADe SALES 
('000 tDflst 

96 100 ItS IU U6 . 122 128 134 141 148 

PD SALES (40%) 
('000 tOllSt 

38 40 42 ·44 46 49 . 51 54 56 59 

BADe pric! 
PD initial price 

3695 
3195 

3695 
. 3195 

JM5 
JIf5 

3695 
3195 

3695· 
JI95 

3695 
3195 

3695 
31~ 

3695 
3195 

3695 
3195 

"3695 
3195 

Increase in 
ConSUIerS Surplus 

('000 tkt 

Increase in CS 
( '000 S) 

9555 

387 

10033 

406 

111M 

• 

11061. 

448 

11614 

470 

1'195 

494 

12805 

518 

13445 

5~4 

14i17 

572 

14823 

600 

SU",(undisCDunted) . 
Df incre.~ed CS,(in 'OOOS) 
Present Value,benefits,20X 
~re5ent V.lue,benefits,24X 
Present Value,benefits,2BX 

4B66 

1900 
1650 
1450 

DISCOUNTED PRESENT VALUES FRO" SALES Of jHIEE TYPES, (UREA, TSP,DAP) 
OF FERTILIZER: (IN '000 .) 

Present V.lup, genefits,20% 
Present Valu~,&enefits,24% 

Present Value,Benefits,2BX 

30020 
26065 
22902 
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18 fully priced and what -.ortiz.tion of capital is assu.ed) but 
the e~ractory prices are known.They are a8 follows: 

TABLE D-7: Ex-factory and elF l~ort Procurement Price8 of 
Urea, in Taka/metric ton and US dollar8 per metric tOD. 

Source: TIt/ton US$/ton VolUlle 
(tons) 

Ashuganj 380,000 
(selling) 3860 156 
(production) 4500 182 

Gllor~snl 250.000 
(selling) 2800 113 

'enchuganj b.3.000 
(selling) 2800 113 

Saudi Arabia 
(SAAFCO, 5064 205 

C+F,C'gong) 

USA(507. US 5978 242 
ships. C':-F') 

On~ of the project'a purposes i8 to 8ecure a pooled ex
factory price (or ex-factory/port if some quantities of -rea are 
still 'mported). The initial price charged for urea (3195 
Taka/ton) i's still above ex-factory current prices for Fe.chuganj 
and Gh~rasal factories; BADe would make a profit on sales from 
these fa~tories to Private Distributors. However the initial 
price of 3195 is substantially below both the ex-factory sales 
price and the estimated production costs of Ashuganj (~h!ch are 
3860 ..r.~ 4500 Taka according to the New Nation. Nov 21.1983). To 
these sn'.1rce prices is addfJd a uniform 900 Taka per ton 
distribution charge at present~ Lower distributio~ costs of urea 
by Pri~ate Distributors will lower the effective subsidy all of 
which is currently paid to Ashuganj and for imported ure~ 

fertilL;er. Instead of there being an increase in Consumer't. 
Surplus (as in the case of the Financial Analysis above) there 
will be no net change in' BADC's subsidy. At pr:esent. the 
Government of Bangladesh is attempting to stay within a 
fertilizer subsidy ceiling of 1.000 million Taka. Bt,t it bas not 
been ~ucccssful at doing so. by its own estimates for the past 
few years. 

With the initiation of wholesale fertilizer distribution 
throu3L this project, the level of total subsidy will be about 
1.324 million Taka as table D-8 shows. The reason for ea:eeding 
the 1.000 million limit is not the introducti~n of private 
wholesaling however. Rather it is ~cauBe phosphate type 
fertili=ers will still be heavily subsidized as at present 
(either with or without the project). Distribution costs and 
chanp,es in them are not the underlying so~rce of the subst.,. The 
Chitte.gGug TSP factory ia a high cost producer (5735 tk/taa) and 
import.ed TSP is also expensive (5385 TIt/ton) CC·.:-~3t,,::l to either 
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Table D-8: Fertilizer subsidy,with Project, year 1984/85 

I tell 

BADC Procure-ent Cost: 

ABhuganj ,YOlu-e , tons 39.5000 
"price,tk/ton ' 3860 
" OOST,Htllion Tk 

Chorasal,Yoluae , tons 263000 
"price, tlt/I.on 2800 
"COST,Million Tk 

Fenchuganj,volume, tons 87000 
"price,tlt/ton 2800 
"COST,Million 1'1t 

CbittagongTSP,vol.,tons 76000 
It price,tlt/ton 5735 
It COST,II11lion Tk 

Illported 

urea,volu.! o 
urea ,price 5064 
urea ,COST 

TSP,volume 148000 
TSP,price 5385 
TSP,COST 

DAP,volua 96000 
DAP,price 6743 
DAP,COS'£' 

MP , volue 60000 
HP,prlce 4663 
MP,COST 

PROCUREMENT COST BY KIND 
(in million Taka) , 

BADe's Distribution costs 
type volume unit cost 
urea 269000 1050 
TSP 135000 1050 
DAP 58000 1050 
HP 60000 1050 

TOlAL COST,BY KIND 

SALES PROCEEDS TO BADC: 
Volume sold to PDs 
price charged 
REVENUE from PDs (millionTk) 

Volume Bold directly 
price charged 
REV,direct sales(M111ion Tk) 

TOTAL RtvEIIJES, BY KIND 

SUBSIDY (NIT LOSS) 
TOTAL SUBSIDY -1324.30 

(IN HILLI~ TK) 
PERCENT 100 

•••• -E c··...... 1«.9\ 

Urea 

1525 

'736.4 

,243.6 

o 

2505 

282 

2787 

476000 
3195 
1521 

269000 
3970 
1068 
2589 

-198 

15 

'J 

436 

.i97 

1233 

142 

1375 

89000 
2975 

265 

135000 
3750 

506 
771 

-604 

,U 

DAP
 

647 

647 

61 

708 

38000 
3195 

121 

58000 
3970 

230. 
352 

-357 

27 

HP
 

280 
280 

, 63 
343 

o 
2175 

o 

60000 
2950 

177 
177 

-166 

13 

...0 
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Urea TSP DAP 

BADC Procurelllent Cost: 

Ashuganj,volume,tons 
"prlce,tk/ton 
.. COST ,Million TIt 

Ghoralal,volume,tona 
"price,tk/ton 
"COST,Million Tk. 

Fenchuganj,volume,toDs 
"price, tk/ton 
"COST,Million TIt 

ChittagongTSP,vol.,tons 
" price,tk/ton 
" COST ,II111ion TIt 
I~orted 

395000 
3860 

263000 
2800 

87000 
2800 

76000 
5735 

152S 

·736.4 

243.6 

436 

urea ,volume 
urea,price 
urea ,COST 

o 
5064 

o 

TSP,volume 
TSP,pric:e 
TSP,COST 

148000 
5385 

797 

DAP , volume 
DAP,price 
DAP,COST 

96000 
6743 

647 

MP ,volume 60000 
~~,price 4663 
~~,COST 

PROCUREMENT COST BY KIND 
(in million Taka) 

BADC1s Distribution costs 
type volume unit cost 
urea 745000 900 
TSP 224000 900 
DAP 96000 900 
~ 60000 900 

":OTAL COST,BY KIND 

2505 

671 

3175 

1233 

202 

1434 

647 

86 

734 

280 
280 

54 
334 

ShLES PROCEEDS TO BADC: 
Volume sold to PDs 
price charged 
REVENUE from PDs (millionTk) 

o 
3195 

o 

o 
2975 

o 

o 
3195 

o 

o 
2175 

o 

Volume Bold directly 
price charged 
REV,direct sales(Hl11ion Tk) 

TOTAL gVENUES, BY KIND 

745000 
3970 
2958 
2958 

224000 
3750 
840 
840 

96000 
3970 
381 
381 

60000 
2950 
177 
177 

SUBSIDY (NET LOSS) 
TOTAL SUBSIDY 

(IN MILLION TIC) 
PERCENT 100 

-1321.38 
-218 

16 

-594 

45 

-353 

27 

-157 

12 
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the prevaiUng retail price (3750 TIt/ton) or BADe's PDP" price 
(3475 Tk/ton) or what BADC viII charge the Private Distributors 
(2975 tk/ton). Table D-8 shows that of the total subsidy (1324.30 
.illion T~ka) to be incu!Ted by BADC in the project year 1984/85 
for cUllple, that 46% of that aubsidy:Vill be causea 'by TSP sales 
and only 1S% by urea salcs. .:. 

" The second largest source of subsidy is on illported DAP 
fertilizer. While procurement cost will equal 708 million Taka, 
sales will generate revenues of only 336 million taka, leaving a 
net subsidy of 352 ~llion Taka. The implied rate of Bubsidy is 
therefore 50% for each bag of DAP and 44% f~r TSP. On the other 
hand the r.ate of subsidy OD urea will be only 7% which is 
approximately What it is now. Potash (HP) will "also be ~ubsidized' 
to a ~igh rate per bag (48%) but sin=e potash sales are saall it 
will not be a.major factor contributing to total subsidy. Potash 
will be the source of only 13% of total subsidy. 

The two tables which show a comparison of subsidy levels with 
and without the project are tables D-8 and D-8b (the first is 
with the project and the latter with~ut.) With~ut the project it 
is calculat~d that the total subsidy incurred by BADC is also 
over one biliion taka; it is in fact 1.321 billion taka, a 
figure almo~t identical "to the level of BADC subsidy with the 
project. When discounts even 8S large as 500 Ta~ per ton are 
given to Private Distributors who c~pt~re about 2/3 of the urea 
market and 40% of the non-urea markct ·the total subsidy in the 
system remains essentIally uuehanged. BADC has said that when 
private distributors capture nearby markets, BADC will be forced 
to incur higher average distribution costs for the remaining 
market it serves. BADC has estimated that its costs will rise by 
as much as 150 Taka per ton. Table 8 makes this adjustment 
(1neOlllPeris~ to table 8b "without project") and still the toul 
BADC subsidy renains virtually unchanged. 

These calculations regarding subsidy make the perhaps 
unrealistic assumption that IADC will undertake commensurate 
cost-reducing steps exactly apace with the rate at which Private 
Distributors increase their operations. BADC will not be able to 
reduce its cost-incurring activities as rapidly as P.D.s move 
into operation however because there are a. number of residual 
operations which only BADe can and will undertake. The principal 
activity which only BADC can aDd will undertake is to maintain a 
national security stock level adequate to compensate for 
fluctuations in production, f~ctory breakdowns, delayed ship 
arrivals and the like.It is true that in the beginning the 
Private Distributors will choose to market in the lowest cost 
transport areas,leaving BADe with the highest cost transport 
areas. But as the PDs move further and further out, capturing 
.ore of the market they too will mGve into higher cost transport 
areas. And the total subsidy would only rise to the extent that 
BADC doeE not lower its OVD costs through reductions In 
dlstrl~tion network as Private Distributor. take over marketing 
operations. 

G) INCREASED GPJaN PROmcrloN DUE TO IMPORTED PROJECl 
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FERTILIZERS: 
The project ca..ndity to be i~ported would most likely be 

phosphate type fertilizers, pl"incipally triple S\'p. t' pho-rphate. 
and di-aBIOniUJll pm-phate. There may b~ a •.;e~ for occu&iional 
imports of ure~, but no likely need for imports of PQtasb or 
sulfur based fertilizers given other donor commitments of potash 
and the availability of local ~ulfur containing gypsum as a by
product of TSP preduction in Chittagong. The crop which re~~nds 

best to phosphate application is wheat uhere the response is 
alllOst as large as the recponse to nitrogen. The IFDC showed the 
following marginal crop responses to fe=tili=er nutrient 
application: 

Table 0-9: Average Crop F.e~ponse (in pounds of un~lled grain 
per pound of nutrient ap~lied) from Applied On-Farm Re6earch 
Trials, Bangladesh,1979/80. 

Crop· N P205 1.20 

Boro Paddy 15.6 11.6 12.0 
Aus Paddy 9.8 9.9 7.9 
AIDan Paddy 9.3 8.5 13.1 
Wheat 18.8 13.8 14.4 

Source: IFDC Policy Options, page 78 

These responses are of course experimental, and alth~~gh 

conducted under f.ar.er conditions, will b~ difficult to reproduce 
on a large scale. And in the case of rice,they refer n~t to 
milled rice, but to paddy. Yield reaponses in te~s of rice will 
be about 2/3 of the paddy yield resronse. Ho~c recent pro~~ction 

function estimates of yield renponse to ~ll nutrients (cum of N 
plus P205 plus K20) in Bangladesh, estimated again by the IFDC 
shryw the following responces, for the ~criod 1~80/nl through 
1982: 

Table D-10 : Cereal Crop Yield ReG~onse~ to the 
application of nutrient9 (units of grain F:l" unit of ct'r:blned 
~PK nutrient) 

Aman P~ddy,1981 4.~7 

Boro Paddy, 1981/82 5.?~ 

AU3 Paddy,l982 4.00 

Whent, 1981/82 348 

A. a non-linear re£~0ft8e was ectimated for this crop .so the ~ield 

response ~eclinl.!s with increas~,!g a'ipl1c:':':~':):O. 

Source: IFDC, A~ric~ltural Production, Fertilizer Use, and Equity 
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C~nsideratio .., (in draft), Nove.her 1983, table 12.5,and tabl~ 

1~.11•. 
If ~st project funding is used to i~ort fertilizers then the 

c9sts end beaefits froa the application o~ that fertilizer and 
resulting increased grain prOduction ~n be calculated. Table 0
Il estimate. the benefits and costa 'both in financial and 
econa.1c.ter.s.It assumes that 33% ofi.ported fertilizer would 
be urea, 331 DAP and 33% would be TSP. it further assumes that 
~armer~ will. allocate ta~ fertilizer a~Dg their cereal crops in 
approxmiatelr ,he same proportion as they currently do. The IFDC 
found tl~t for fertilizer applied to cereals, about 45% is 
applied to ADan rice, 28% to Boro rice, 20% to Aus rice and about 
7% . to wheat. The table a8sumes that that allocath'n will 
continue. At current rates of application, .'out 659,000 

. additional acres of Amen could be· fertilized, 131,000 of 
edditional Boro, 324,000 of additional Aus rice, and 71,000 
additional acre8 of wheat. In finan~ial terms the walue of the 
resulting' additional grain which c~n be produced is almost 
$16,597,000 for an annual project co~t of· $ 13,000,000. The 
benefit Ic08t ratio would be therefore.I.28. The Present Value 
of the Benefits stream (discounted at ~4%) is 45,564 thousand 
dollars, compared to a present value of the cost st~m of 35,690 
thousand dollars). The Net Present Value~in Financial terms is 
ther~fore 9874.47 thousand dollars. 

In econOll1c values for the various cro~s and the imported 
fertilizers, the gros8 benefit streaM accruing eaCh year would 
equal $19,153,000 compared to an annual economic cost stream of 
~ 13,000,000. Tile benefit cost ratio in econolllc terms 10 
therefore 1.52 as can be seen in the calculations ia the, table. 
The Present Value of the Economic Benefit streu is 54,229 
thousand dollars compared to the Present Value of the Cost 
streAm, 35,690 thousand dollars,discounted at 24%. It should be 
noted that discounting future value~ back to the present makes 
no difference in this csse since it is assumed tha~ equal annual 
imports of the intermediate good, fertilizer,vUI be made, and 
that equal annual increments of cereal production take place. 
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Table D-11: Ret Benefits due to Iacreased Gratn Produttton. under the 
Ass..-ptioo that project funds are used ilrincipally to iaport 
Fertilizer. 

Ite. Yearl Year2 Year3 Year4 YearS 

iiaportValue 
("000$) 11000 11000 11000 11000 11000 

Urea t1lported (i3%) 18.08 18.08 18.08 18.08 18.08 
("OOOton) 

15P i~or~ed (33%) 16 ..80 16.80 16.80 16.80 16.80 
("OOOton) 

DAP i~orted(33%) 13.42 13.42 13.42 13.42 13.4l 
('OOOton) 

Nutrients i.,orted 
(1n'OOO ton) 
p205 13.90 13.90 13.?0 13.90 13.90 
N 10.73 10.73 10.73 10.73 10.73 

Nutrients Applied·to Various Crops 
(in thousand ..unds of nutrients) 

Aman (45.1%) p205 167.40 167.40 167.40 167.40 167.40 
n 129.25 129.25 129.25 129.25 129.25 

SUIi 296.65 296.65 296.65 196.65 296.65 

Boro (27.5%) p205 102.07 102.07 102.07 102.07 102.07 
D 78.81 78.81 78.81 78.81 78.81 

sum 180.88 180.88 180.88 180.88 180.88 

Aus (20.2%) p205 74.98 7/: .98 74.98 74.98 74.98 
n 57.89 57.89 57.89 57.89 57.89 

sum 132.87 132.81 132.87 132.81 132.87 

W'hea t (7.:!%) p205 26.72 26.72 26.72 26.72 26.72 
n 20.63 20.63 20.63 20.63 20.63 

SU1ll 47.36 47.36 47.36 47.36 47.36 

Incremental Area Fertilized. in thousand acres.assuminc all addition
al fertilizer is applied to crop area c1t::-rently not fertilized. 

(application rates tn ads nutrients NPK/acre) 

Araan (appl rate 659 ~59 659 659 659 
0.45 WId/acre) 

Boro (appl rate 131 !31 131 131 131 
1.38_/acre) 

AUB (appl rate 324 124 37.4 324 324 
0.41 IId/a~e) 

Wheat (appl rate 71 71 "11 71 71 
0.67 lid/acre) 

,\C\
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Table 0-11 continued ••• 

Inen_ntd Gros. Revenues per cereal crop~·rlD8Clal analyst.:· 
(In thou8a~' Taka) . 

AlIarJ (282 185707 185707 115707 185707 185707 
TIt/acre) 

Boro (913 119605 119605 ·119605 119605 119605 .Tk/a.,:re) 
AU8 (-24,6 .79561 79561 79561 19561 79561 
. tt/acire) 

Wheat (~.SS 25067 25067 ZW67 25067 25061 
tit/acre) 

Sua (In'000 409940 409940 . 4OJ940 409940 409940 
Taka) 

Financial Benefit Strea_. at exchan8~ rate ~4.7tk/$.ln '000$: 
. 16591 16597 .'597 16597 16591 

Financial Cost Strea_.all project co.t.: 
1301'.10 13000 llOOQ' 13000 13000 

NPV Benefits.20%: 49634.46 
NPV Beneflt8.24%: ·4~564.47 

NPV Beneflts.28%: 42023.08 

NPV.Costs.20%: 38877.96 
NPV.Costs.24%; 35690.00 
NPV.Co8ts.2~%: 32916.08 

Financial Ble Ratio.same for all three discount r.ates: 
1.28 
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Incremental Gross Revenues, Econo.1e Price.: 
year 1 year 2 year 3 year 4 year 5 

(in '000 $) 

9065 9065 9065 9065 9065 

5718 5718 5718 5711 5718 

3710 3710 3710 3710 3710 

1260 1260 1260 1260 1260 

EconOllic Benefit atre_: 
. 19753 1975] 19753 19753 
Economic Cost strea_,all project co.t8: 

13000 13000 13000 13000 

19753 

13000 

59074.00 
54229.98 
50015.09 

38871.96 
35690.00 
32916.08 

Economic R!C ratio,.ame for all 
three discount rate.: 1.52 

\~
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DIAGRAJ.: J.: IUCREASE III COIlSUJJERS' SURI'LUS FROli UREA \nIOUlSALIllG 
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Bl\NGLADESH 
FERTILIZER DIS'1'RIIl1l'I~"IMPIIMHNl' II 

CERl'IFICATI~ PURSUAlfl' ro S~I~ GlUe) OF '!HE FOREIW
 
ASSISTANCE Per OF 1961, AS NIH>FD
 

I, .;James A. tbrris; Mission Director, the principal officer of 
the Agency for International Deve1.opDeut in J3aBJladesh, havin:J 
taken into aCCOlD'lt, aIOOng other things, the maintenance am 
utilization by the Bangladesh GoveI11El1t am its agencies of 
projects 'previously financed by the Ihited States, do hereby 
certify tlut in my jlrlgment Barr:jladesb has the financial am 
human resources capability to utilize effectively the project 
to be financed by this grant and loan agreement. 

'Ibis judgment is based upon considerations discussed in the 
Project Paper (388-0060) to which this certification is 
attached. 

James A. tbrris 
Director 
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Accordirq to STATE 087821 (1993), the BlTeau amcurs with the 
environmental Uplct assessment in the PID which OOI'W::looes that no 
further enviIallllelltal analysis is needed for the Fertilizer 
Distriootion lJIprovement II Project. 

'!be purposes of this project are to increase: 1) efficiency in 
the delivery of fertilizer to farmers, 2) efficiency in the use of 
fertilizer by ~rs, and 3) the growth rate in aggregate fertilizer 
consuuption. '!be project, primarily a marketirq iapmvement project, 
will contain m major energy COI1SUllptiQ1/production elements am will 
oot consume sic.J1ificant aJlK>\Dlts of physical energy resources. . Project 
elements will oot convert physical energy to se<DJdary forms of 
energy. Ph¥sical energy c.'on:JuuptiQ1 will be limited to the 
i11J!X)rtation am distribution of fertilizer ard mime construction 
improvements to river ard road approaches to fertilizer supply 
JX>ints. 'll1e project' s major new initiative will allow private 
fertilizer distributors to <:Xq)ete with the GovemEllt's Ban]ladesh 
Agricultural Development Corporation (BAOC). By adhering to least 
cost transportation routes am JOOdes, the private distributors are 
fully expected to distribute fertilizer with lower operating costs 
than BAOC. The project is, therefore, e:qJeCted to minimize the aJOOWlt 
of energy (fuel) used to distribute fertilizer throughout Bangladesh. 
In vie''' of the above, it is conclooed that 00 further energy analysis 
is needed for the Fertilizer Distriootion Improvement II Project. 
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P 01230SZ OCT 82. 
fM SEX:Sl'ATE WASHIC 
TO AMEH3ASSY OONQ\ PRIORl'lY 6099 
BT 
lJNCl.AS SR:TlOO 01 OF 02 STATE 278228 
lUIW: 
E.O. 12356: N/A 
TAG: 

SUB.JEX:l': FERrILIZER OISTRIBUrlOO IMP~ II PIO (388-0060) 

REF: STATE 270149 

1. &MoV\RY: APAC REV!DJED AND APPRJU'ID 'llJE FERrILIZER DIS'I'RIBl.1l'ION 
II pJnJECl' ON SEPrEMBER 22, 1982. MISSION IS exN;RA'IUIATED ON 
'IllOROOGH AND WELL WRITl'EN PIO. MISSION REPRESmTATIVE CHARLES 
ANl'HOLT IS PRESFNCE WAS VERY HELPFUL IN REVIaaNG THIS AMBITlOOS AND 
DIFFlaJLT ACrIVI'lY. a:M£m) AND SOOGESTIONS FOR PP DEVEWPMEN!' 
F01LOfl. aID SlMWtY'. 

2. PHASE I pROJEX:I' EVAIlJATION: APN: PRF.FERENCE \«XJLI) HAVE BEEN FOR 
SUIJ-USSION OF ·THE PIO AFI'ER 'IlIE PHASE I EVAlll1\TION SOIEOOLED FOR 
cx::roBER WE UNDERSTAND THIS WAS AI..&> MISSION IS PREFEREOCE BUr srAFF 
AND TIMING COOSTRAINl'S FOR 'llIE SUIl-USSION OF 'llJE FY 84 CP AND amER 
ACTIVITIES PRECUJDED THIS POSSIBILI'lY. APAC IIDJUFSl'S THEREFORE THAT 
THE MISSION SUBMIT <X>PIES OF 'llIE E.VAllJA'IDN ro AIO/W AND CABLE 
MISSION a:M1ENrS ON EVAWATiON AND lDl 'mE E.VAllJATION RESULTS WILL 
AFFECl' THE DESIGN OF 'mE PP. AID/W WILL REVIEW wrH EVAI1JATION AND 
MISSION ~S AND PROJIDE ADDITICH\L GUIDANCE AS APProPRIATE. 

3. INsrI'lUI'IOOAL OBJECI'IVfS: APAC AGREED WITH PROPOShL 'IX> DIVEST 
PUBLIC SECI'OR OJNTROILED FERrILlZER DIsrRIBlJI'ION AND MARKEl'ING 
AcrIVI'rIES BLrr CONSIDERED THE PR>POOED INsrI'IUl'IONAL OBJECI'IVES AND 
THE TiMEFRAME TO BE VERY AMBITIOOS. 'llJE DEVEI..OPMENl' OF EFF'F'..Cl'IVE 
TRADE ASSOCIATIONS AND IID3Ul.ATltl; BOAROO WILL BE DIFFIaJLT 
UNDERI'AKING IN THEMSELVES. IN ADDITION, 'mE MISSION SHOULD EXPECI' 
SIGNIFICANT OPPOSITION TO 'mE BAOC DIVEsrITURE FI01 BUREAUCRATIC 
ENTITIES AND aI'HERS WITH srAKES IN THE srA'IUS QUO. STRATEX;IES 
SH()JLJ) BE DEVELOPED TO aJSHION mE TI-1PACT OF 'mE SIGNIFICANT 
INsrrIUI'IONAL CHANGES. APAC REUJESTS MISSION REVIEW THE TECHNICAL 
ASSISTANCE RFX)UlREMENI'S FOR OOI'H 'mE PP DESIGN AND pROJEX:I' 
IMPI.D1ENI'ATION. APAC VIEW WAS THl\T PID UNDER-FSI'IMATED DIFFIaJLTIES 
THAT COOLD BE ~. 

4. POLICY OBJECrIVES: THERE ARE POLICY OPTIONS N3 'IX> THE NIX OF 
PUBLIC; AND PRIVATE SECroR AND THE RLES AND RESPONSIBILITIES OF THE 
ENTITIES CARRYIOO CXJI' THE DIsrRIBl11'IOO AND MARKEl'IOO OF FERrILIZER. 
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ADDITlOO, 'I1iERE ARE POLICY' RElATFD ARFAS SlKH AS THE PRJc.~ 1Ut 
FERl'lLIZER AND POLICIES FOR CWNERSlllP/IPASE OF WARlHIR 
FACILITIES. APAC REUJESTS 'IllEREroRE 'I\JAT THE MISSION BE CLEAR AS ro 
THE POLICY' C>IlJ&:TIVES 'lU BE ADDRE.?SED IN THIS pInJF..err AND EXPIAlN 
'mESE OBJECTIVES IN A SP~IAL POLICY SECTION IN THE PP. 'IUIS 
SECTIOO OF THE PP \tKlUlD IOCWDE A DESCRIPl'IOO OF THE SPECIFIC PCLIeY' 
OBJECl'IVES 'lU BE ADDRESSED, I-D'J 'I'HEV WILL BE ACnH'LISHED, 
INSTI'lUl'IOOS OR mrITIES 'IlIAT WILL :IMPI...&tENl' ~, RElATICN ID 
cnJS, AND srRIH;IES FOR IHPLEMENI'ATICN. 

5. WAREDJUSES: THERE WAS crNSIDElWlLE DISCUSSION ABClJI' THE 
POOPOOAL 'lU SElL OR J...FAl>E ro PRIVATE SECroR WAREHXJSE FACILITIES 
~S'l'RlCl'ED UNDER PHASE I. WHILE WE <XX'IClJR WITH 'lliE MISSIOO 
INITIATIVE IN THIS ARFA, APAC REJJUESTS THAT THE PP PRESENr A SEn' CF 

. POLICIES	 AND IMPI.oEMEm'ATIOO ARRAOOEMEm'S AS TO LEASE/Cl'lNElSIIP 
A.RR.AOOEMEN1'S CREDIT FACILITIES, El'C., 'lU REACH THIS OBJECI'IVE. PP 
Sa:xJID ALSO nnIJDE A FINANCIAL ANALYSIS OF <n>T OF WAREltXJSES A!m 
E>CP~ FAIR WOO<El' RATE OF RE'roRN. WE 00 lUI' WISH TO BE ACCl.EED 
OF· BunDllli 'mESE ~ FOR THE BOO WITH GRANI'S AND SOFl' r.c:w«> 
AND ~ SUBSIDIZllli THE SALE OF THE VAR:i SNJiE UNITS ro THE PRIVM"E 
SECroR. IN ADDITION, IN VIEW OF DIVESTITURE ProPOOAL, APAC ROOUES'l'S 
A 'IlDR:UGH MISSION REVIEW OF RfMI\INING WAmHXJSE CONS'l'RlX:l'I<»I 
CXMPCNENl' (STAGE III) OF PROOECT BEFORE MISSlOO P~ WITH mrs 
ACTIVITY. PLFM)E ArNISE AND/W BY SEPTEL OF THE RESULTS OF mrs 
REVIai. 

6. FERTILIZER PlJR....'"'HASE APPRANGEMENI'S:; APAC DISCUSSED '!HE 
lMPORI'AOCE OF THE PURCHASE AND INSTITlJI'IONM. APPRANG~ OPl'IQiS 
AVAIIABLE FOR PRO::UREMENl' OF FERrILIZER. THE PROPOSM., EXPIAINED BY 
AmlDLT, TO REVI&l P~ ARRANG~'S IN aI'HER CClJNl'RIES smH; 
RE'.ASOOABJ...E. MISSION SI-DULD SEEK TOY ASSISTAOCE FOR REVIai <F 
P~ AND INSTI'IUI'IOOAL OPTIONS EITHER BEFORE OR AFl'ER 
PROfJ()3ED THIRD OOUNI'RY PROCUREMENl' RE.VIai. SER/CGt HAS IDENI'IFIED 
STAFF TO ASSIST MISSION. SEPrEL WILL ADVISE AVAIIABILI'IY. 

7. FERrILIZER DEMZ\ND PRlJEX:I'IONS: MISSION SlDUID RE.VIEW FERI'ILIZER 
DEl-1AND pm.nx::rrrONS FOR TSP, DAP, MICK> NUrRIENI'S, AND 0ftIm{ 

FERI'ILlZERS IN PP. THE DEM'\ND PRaJECI'IOOS SInn.D WEIGl THE ll4'1Cl' 
OF PRICE RATIOOALIZATIOO, SUBSIDY RFDJCrIONS, DlVESTrIURE (6 

DISTRIBlJI'ION AND MA.RI<EI'~ RESPCR)IBILITlES, AND BR:WU 
DISTRIBlJI'IOO OF FERI'ILIZ~. 

8. KBlro~ AND f.VAIJJATlOO PlAN: MISSlOO SfDJlD INCllIE 
hVAI1JI\TICN P~ ro IIBll'lFY' AND 'lU ~ BASELINE IY\TA fUR 
ALL APPIVPRIATE PInJECT ~ AT THE 1mi1ltiDl2 OF '1m; PInnrI' 
AND Nf RmJIAR 1N1'ERVAlS THERFAFrER, WE ARE ESPfX:II\lLY ~ 

'llIAT WE HAVE FIH4 QUANI'ITATIVE OOTA 00 THE PRlJF,C1'''S IMPACl' ai 
BEMFICIARIES (REFI'tL). 
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9. PROORA.'"1 FUXIBILITY': 'mE MAGNITUDE OF THIS PIDJEX:T IMPLIED A 
SIGNIFICAm' K>Rr(;AGE AND HENCE ~ F.LEXIBILITY 'lU HEm' FU'lURE 
PRX;RAM NEEDS. IN ADDITION, IT WAS APAC I S VIE1tl 'I'lPll' pRO.JFCl' 
FLE>CIBILITY SHOUID BE EN<XXJRAGED. CX>NSFJ:JUENTLY, AFAC StG;FSTS, FOR 
MISSIO~ CONSIDERM'ION, A REVIFl'l OF PKlGRAM FUrIDING REXlUIREMENTS AND 
BR01\DEl.'lING OF pInJEX:r AtmDRIZATION 'lU INCIlJDE ELIGIBILITY FOR 
PRJCUREMENT OF ornER AGRICULTURAL REIATED <:n'M)I)ITIES aNl'RIBlJI'ING 
'lU FERrILlZER SECI'OR. • 
10. ECDNOMIC ANALYSIS: MISSICN. SHCXJLD PRESENr IN 'mE PP AN 
ECONCMIC ANALYSIS OF THE <DST TRADE-OFFS BEIWEm PUBLIC AND PRIVNrE 
SEX:roR INVOL~ IN FERl'ILIZER DISl'RIBUl'ION AND MA.Rl<El'IOO•. 'llllS 
ANALYSIS CXXJLD BE HELPFUL AS A BAIQINING POIN'l' IN DISaESION WITH 
BOO OFFICIALS. ALOO, 'ffiIS 'lYPE OF ECCJ.O.fiC ANALYSIS CCXJID SERVE AS 
A ~ OF \llIAT MIGHI' BE E>CPECrED FRCM DIVESTITURES IN 
FERI'ILlZER DIsrRIBUI'ION AND MARKETIOO IN arHER COUNl'RIES. APAC PJ.SC/ 
EXPFCI'S THAT THIS S~ON \tnJLD INCUJDE A THOROOGH At¥\LYSIS OF 
SUBSIDIES. 

11. TECHNICAL ASSISTANCE AND STAFFING: IT WAS APAC I S VIEW THAT 
THIS pROJEX:r ~ RF.XJUlRE SIGNIFlCAN'f STAFF AND TOY SUPPORI'oorH 
FOR Pm1ECl' DESIGN AND IMPLEMENI'ATION. EUR PP DESI~, WE WERE 
UNCERI'AIN AS 'lU MISSION REQUI~ STIPUlATED D:IFFE:ROO'LY 00. PID 
FACESHEET AND WITHIN THE TEXT. THE TA RmUIREMENI'S STIPUIATJID ON 
PAGE 19 OF THE PIO SEEM 'ID BE t-DRE IN LINE WITH am VIEW OF /PRGlECr 
PREPARATION REQUI~. fmEVER, WE BELIEVE 'ffiAT THE SUBSl'ANl'IAL 
POLICY AND INSTI'IUI'IONAL ACrIVITIES WIIL REX:UlRE ADDITlOOAL 
TEOlNICAL ASSISTANCE. IN ADDITION TO TA FOR PP PREPARATlOO, !\PAC 
WAS CONCERNED WHETHER MISSION STAFF WAS SUFFICIENr TO IMPUMENr TIllS 
CCMPLEX ACTIVITY. WE THEREFORE RmUES'I' MISSION REVI&l SKILlS AND 
STAFF AVAIlABILITY TO IMPLEMENT THIS pmJECI'. 

12. PLEASE ADVlSE TA REQUIREMENI'S FOR PP DESIGN. SEP'fEL WILL 
ProVIDE INFORM7\TlOO ON CGM)DITY CONSULTANrS. . D1\M BT•. 
#8228 



AIIJIEX H: PAC P. 1 

Project Ro. 388-0~60 

STATUTORY CHECKLIST 
SC(l) - COUtmlY CHEaLIST 

See the Country Checkli~t submitted with the Project Paper for 
Extension of the Bangladesh Family Planning Services Project, No. 
388-0050. 

SC(2) PROJECT CHEC!LIST 

Listed below are statutory criteria applicable to projects. T"his 
section Is divided into two parts. Part A. includes crlteoria 
applicable to all projects. Part B. applies to projects fun~ed 

fro. specific sources only: B.I. applies to all projects fun~ed 

with Development' Assistance Funds, B.2. applies to proj~cts 

funded with Development Assistan~e loans, and B.3. applies to 
projects funded from ESF. 

CROSS UFERENCES: IS COUN"J'R.Y CHECKLIST UP TO DATE? a)Yes 
HAS STANDARD ITEM ClIEtxLIST BEEN 
JlEVIEWED FOR THIS PROJECT? b)Yes 

A. GENERAL CRITERIA FOR PROJECT 

1. FY 1982 Appropriation Act 
634A; Sec. 653(b). 

Sec. 523, FAA Sec. 

(a) Describe how authorizing and appropria
tions committees of Senate and House have 
been or will be notified concerning the 
project; (b) is assistance within 
(Operational Year Budget) country or interna
tional orgbnization allocation reported to 
~ongress (or not more than $1 million over 
that amount)? 

a) The pt!'oject was 
included in the FY84 
CP on a ~lanned Pro
gram SumdMary Sheet. A 
full CN ~il1 be sent 
to Congr;~ss before 
obligati rOn • 
b) Yes 

2. FAA Sec. 611(a)(I). Prior to obligation in 
excess of $100,000, will there be (a) engi
neering, financial or other plans necessary 
to carry out the assistan~e and (b) a reaso
nably firm estimate of the cost to the U.S. 
of the assistance? 

a) Yes 

b) Yes 

3. FAA Sec. 611(a)(2). If further legislative 
action is required within recipient country, 
what is basis for reasonable expectation that 
such action will be completed in time to 
peradt orderly accoaplish.ent of purpose of 
the assistance? 

Rot requ1ired. 



4.	 FAA Sec. 611(b); FY 1982 Appropriation 
Act Sec. 501. If for water or water
related land---resource construction,has 
project met the standards and criteria 
as set forth in the Principles and Stan
dards for Planning Water and Related 
Land Resources, dated October 1S, 
1973?(See AID Handbook 3 for new guide
~ines.) 

5.	 FAA Sec. 611(e). If project is capital 
assistance-{e.g., construction), and all 
u.S. assistance for it will exceed $1 
million, has Mission Director certified 
and Regional Assistant Administrator 
taken into consideration the country's 
capability effectively to maintain and 
utilize the project? 

6.	 FAA Sec. ·209. Is project susceptible to 
mcution-as part of regional or multi 
l~teral project? If so,why is project 
not so executed? Information and conclu
sion whether assistance will encourage 
regional development programs. 

7.	 FAA Sec. 601(a). Information and con
clusions whet~er project will encourage 
efforts of the country to: (a) in
crease the flow of international trade; 
(b) foster private initiative and compe
tition; and (c) encourage development 
and use of cooperatives. and credit 
unions. and savings and loan associa
tions; (d) discourage monopolistic 
practices; (e) improve technical effi 
ciency of industry. agriculture and 
commerce; and (f) strengthen free labor 
unions. 

8.	 FAA Sec. 601(b). Information and con
clusions on how project will encourage 
U.S. private trade and investment 
abroad and encourage private U.S. parti 
cipation in foreign assistance programs 
(including use of private trade channels 
and the services of U.S. private ~nter
pr1s'). 
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N/A 

Yes, Director's 
certification included 
in Project Paper. 

No 

a) N/A 
b) It fosters the private 

initiative of fertilizer 
dealers and distributors 
through competition. 

c)	 It helps cooperatives by 
making the dealer develop
ment program open to them 
and fertilizer stocks 
available. 

d)	 It encourages active com
petition among fertilizer 
distributors. 

e)	 It will increase efficiency 
in the delivery of ferti 
lizer to farmers thereby 
raising yields. 

f)	 N/A 

NIA 
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9.	 FAA Sec. 612(b), 63Mh); FY 1982 Appropria The entire host 
tion Act Sec.507. Describe steps taken to country co~tribution 

assure that, to tbe maximum extent possible, is in local currency. 
the country is contributing local currencies The local costs of 
to meet the cost of contractual and other contractor services 
services, and foreign currencies owned by the will be paid with U.S. 
U.S.	 are utilized "in lieu of dollars. owned Taka. 

10.	 FAA Sec. 612(d). Does the U.S.own excess 
foreign currency of the country and, if so, No 
what arrangements have been made for its 
release? 

11~	 FAA Sec. 601(e). Will the project utilize Yes 
competitive selection procedures for the 
awarding of contracts,except where applicable 
procurement rules allow otherwise? 

12.	 FY 1982 Appropriation Act Sec. 521. If 
assistan~e is for the production of any com- a) NIA 
modity·for export, is the commodity likely to 
be in surplus on worla markets at the time b) No 
the resulting productive capacity becomes 
operative, and is such assistance likely to 
cause substantial injury to U.S. producers of 
the same, similar or competing commodity? 

13.	 FAA Sec. U8(c) and (d). Does the project 
comply with the environmental procedures set a) Yes 
forth in AID Regulation 16? Does the project 
or program take into consideration the prob- b) Yes 
lem of the destruction of tropical forests? 

14.	 FAA Sec. 121(d). If a Sahel project, has a 
determination been made that the host govern- NIA 
ment has an adequate system for accounting 
for and controlling receipt and expenditure 
of project funds (dollars or local currency 
generated therefrom)? 

B. FUNDING CRITERIA FOR PROJECT 

1. Development Assistance Project Criteria. 

a. FAA Secs. 102(b), !!..!.L .!.!..h 281(a). a) Project purpose is 
Extent to which activity will (a) effectively to inr-rease the use of 
involve the poor in development, by extending fertilizer and the effi 
access to economy at local level, increasing ciency of fertilizer 
l~or-intensive produc tion and the use of deli.ery to farmers. 
appropriate technology, spreading investment 
out from cities to small towns and rural 
areas, and insuring wide participation of the 
poor in the benefits of development on a 
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sustained basis, using the appropriate U.S. 
institutions; (b) help develop cooperatives, 
especially by technical assistance, to assist 
rural and urban poor to help themselves 
toward better life, and otherwise encourage 
de.acratic private and lo~al govern-entaI 
institutions; (c) support the self help 
efforts of developing countriesj (d) pro.o~e 

the participation of women in the national 
economies of developing countries and the 
iaprove.ent of· voaen's status; and (e) 
utilize and encourage regional cooperation by 
develo ping countries? 

b. FAA Sec. 103, 103A,104,105,106. Does the 
project fit the criteria for the type of 
funds (functional account) being used? 

c. FAA Sec. 107. Is emphasis on use of 
appropria~teChDOlogy (relatively smaller, 
cost-saving,labor-using technologies that are. 
generally most appropriate for ·the small 
farms, small busin~sses, and small incomes 
of the poor)? 

d. FAA Sec. 110(a). Will the recipient 
country provide at least 25% of the costs of 
the program, project, or activity with res
pect ·to which the assistance Is to be 
furnished (or is the latter cost-sharing 
requirement being vaived for a "relatively 
least developed" country)? 

e. FAA Sec. 110(b). Will grant capital 
assistance be disbursed for project over more 
than 3 years? If so, has justificaticn 
satisfactory to Congress been made~ and 
efforts for other financing, or is the reci
pient country "relatively least developed"? 
(H.O. 1232.1 defined a capital project as 
"the construction, expansion, equipping or 
alteration of a physical facility or facili 
ties financed by AID dollar asB1stllnce of not 
less than $100,000, including related 
advisory, managerial and training services, 
and not undertaken as part of a project of a 
predominantly technical .Jssistance character." 

f. FAA Sec. 122(b). Does the activity give 
rea~able promise of contributing to the 
developaent of econoaic resources, or to ~he 

increase of productive capacities aod sel~

sustained economic growth? 

b) The dealer develop
ment prograa will be 
open and fertilizer 
stocks available to 
cooperatives. 
c) The project will 
increase availability 
of fertilizer. 

d) RIA 

e) RIA 

Yes, Sec.l03 

N/A 

Yes 

YesjBangladesh is 
"relatively least 
developed." 

Yes 

\~
 



----- ---

----- ---

ARNEX H:PACE 5 

g. FAA Sec. 281(b). Describe extent to The project Is designed 
which program recognizes the particular needs, to increase the growth. 
desires, and . capacities of the people of the rate in aggrea-te. ferti 
country; utilizes the country's intellectual lizer consu8ption. To 
resources to encourage institutional develop accomplish that purpose the 
ment; and supports civil education and project provides incentives to 
training in skills reqaired for effective parti  encourage expanded private sector 
cipation in governmental processes essential participation in fertilizer 
to self-government. distribution and marketing. 

2.	 Development Assistance ~roject Criteria 
(Loans Onl,·) 
a. FAA Sec. 122(b). Information and conclu

sion on capacity of the counry to repay the N/A
 
loan, at'a reasonable rate of interest.
 

b. FAA Set. 620(d). If assistance is for
 
any productive enterprise which will compete
 
with U.S. enterprises, is there an agreement
 
by the recipient country to prevent export to N/A
 
the U.S •.of more than 20% ~f the enterprise's
 
annual production during the life of the
 
10an1
 

c. ISDCA of 1981, Sec.724(c) and (d).
 
If for Nicaragua, does the loan agreement N/A
 
require that the funds be used to the maximum
 
extent posaible for the private sector? Does
 
the project provide for monitoring under FAA
 
Sec. 624(g)?
 

3.	 Economic Support Fund Project 
Critei"ia 
a. FAA Sec. 531(a). Will this assistance
 
promo~economic or political stability? To
 
the extent possible, does it reflect the N/A
 
policy directions of FAA Sec. 1021
 

b•. FAA Sec. 531(c). Will assistance under
 
this chapter be used for military, or parami- N/A
 
litary activities?
 

c. FAA Sec. 534. Will ESF funds be used to
 
finance the construction of the operation or N/A
 
maintenance of, or the supplying of fuel for,
 
a nuclear facility? If 80, has the Presi
dent certified that such use of funds is
 
indispensable to nonproliferation objectives?
 

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

~\
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SC(]) - STARDAID ITEM CBEClLIST 

Lis·ted below are the statutory it~1IS which normally will be 
covered routinely in those provisions of an asistance agree.ent. 
dealing with its taplementation, or covered in the agree.ent by 
imposing li~t. on certain uses of funds. 

These iteas are arranged under the general headines of (A) 
Procurement (I) ~onstruction, and (e) Other Rest~ictia.s. 

A.	 ProcurelieDt• 

1.	 FAA Sec. 602. Are there arrangements to 
perad~.S:--Small business to participate Yes 
equitably in the furnishing of commodities and 
services financed? 

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

3.	 FAA Sec. 604(d). If the cooperating country. 
discriminates against marine insurance compa
nies authorized to do business in the U.S., Yes 
will co.modlties be insured in the United 
States agaist marine risk with such a 
company? 

4.	 FAA S!fc.604(e); ISDCA OF 1980 Sec. 705(a). 
If offshore procurement of agricultural com
modity or product is to be financed, is there 
provisions against such procurement when the 
domestic price of such commodity is less than 
parity? (Exception where commodity financed N/A 
could DOt reasonably be procured in U.S.) 

5.	 FAA Sec. 604(g). Will construction or engi
neering services be procured from firms of 
countries otherwise eligible under Code 941. No 
but which have attained a competitive capabi
lity In international markets in one or these 
areas? 

6.	 FAA Sec. 603. Is th~ shipping excluded from 
compliance with requirement In section 901(b) 
of the Merchant Marine Act of 1936, as amen
ded, that at least 50 per centum of the gross 
tonnage of commodities (computed separately 
for dry bulk carriers, dry cargo liners, and 
tankers) financed shall he transported on No 
privately owned u.s. flag commercial vessels 
to the extent that such vessels are available 
at falr and reasonable rates? 
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7.
 

8. 

9. 

B. 

1. 

2. 

3. 

C. 

1. 

2. 

FAA Sec. 621. If technical assistance is
 
financed, will such assistance be furnished
 
by private enterpride on a contract basis to
 
the fullest extent practicable? If the faci~
 

lities of other Federal agencies will be
 
utilized, are they particularly suitable, not
 
competitive with private enterprise, and made b) N/A
 
available without undue interference with
 
domestic programs?
 

International Air Transport. Fair Competi

tive Practices Act, 1974. If air transpor Yes
 
tation of persons or property is financed on
 
grant basis, will u.s. carriers be used to
 
the extent such service is available?
 

FY 1982 Appropriation Act Sec. 504. If the Yes, such clauses 
u.s. Government is a party to a contract for are routinely inserted 
procurement, does the contract contain a in all A.I.D.-direct 
provls~on authorizing termination of such contracts. 
contract for the convenience of the United 
States? 

-Construction 

FAA Sec. 601(d). If capital (e.g., construc u.s. firms will 
tion) project, will .U.S. engineering and be eligible to bid 
professional services be used? on all such contracts. 

FAA Sec. 611(c). If contracts for construc- Yes
 
tion-are to be financed, viII they will let on
 
a competitive basis to maximum extent practicable?
 

FAA Sec. 620(k). If for construction of
 
productive enterprise, viII aggregate value
 
of assistance to be furnished by the U.S. not
 
exceed $100 million (except for productive N/A
 
enterprises in Egypt that were described

I 
in
 

the CP)?
 

Other Restrictions 

FAA Sec. 122(b). If development loaD, is
 
interest rate at least 2% per annum during RIA
 
grace period and at leut 3% per annum
 
thereafter?
 

, 
FAA Sec. 301(d). If fund is established RIA 

160lely by u.S. contributions and administered
 
by an international organization, does
 
Co.ptroller General have audit rights?
 



3.	 FAA Sec. 620 (h). Do arrangements exist to 
ins~re that Uni~States foreign aid is not 
used in a manner ~hich, contrary to the 
best interests of tbe United States, promotes 
or assists the foreign ai~ projects or acti 
vities of the CommuDist-bloc countries? 

4.	 Will arrangements' preclude use of 
financing: 

a. FAA Sec. 104(f); FY 1982 Appropriation Act 
~cc.. "525: ( 1) To pay for performance of 
abortions as a method of family planning or 
to motivate or coerce persons to practice 
abortions; (2) to pay for performance of 
involuntary sterilization as method of family 
planning, or to coerce or provide financial 
incentive to aay person to undergo 
sterilization? (3) to pay for any biomedical 
research which relates, in whole or part, 
to methods or the performance of abortions 
or involuntary sterilizations as a· means of 
family planning; (4) to lobby for abortion? 

b. FAA Sec. 620(g). To compensate owners 
for expropriated nationalized property? 

c. FAA Sec. 660. To provide training or 
advice--or provide any financial support for 
police, prisons, or other law enforcement 
forces, except for narcotics programs? 

d. FAA Sec. 662. For CIA activities? 

e. FAA Sec. 636(i). For purchase, sale, 
long-term lease, exchange or guaranty of the 
sale of motor vehicles manufactured outside 
U.S., unless a waiver is obtained? 

f. FY 1982 Appropriation Act, Sec. 503. To 
pay pensions, annuities, retirement pay, or 
adjusted service ca.pensation f.or military 
personnel? 

g. FY 1982 Appropriation Act, ~ 505. To 
pay U.N. assessments, arrearages or dues? 

h.	 FY 1982 Appropriation Act, Sec. 506. To 
-earry	 out provisions of FAA section 209(d) 
(Transfer of FAA funds to'. 1IU1tllateral 
organizations for lending)? 
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Yes 

1) Yes 

2) Yes 

3} Yes 

4} Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes· 
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i. FY 1982 Afpropriation Act, ~ 510. To 
finance the export of nuclear equip-ent, Yes 
fuel, or technology or to train foreign 
national in -.clear fields? 

j. FY 1982 Appropriation Act, Sec. 511. 
Will asslst.-ce be provided f9r the purpose No 
·of	 aiding ~ efforts of the govern~nt of 
such country to repress the legitlo.ate 
~igbts of ~ population of such country 
contrary to the Univerroal Declaration of 
Huaan RightB! 

k. FY 1982 .Appropriation Act, Sec. 515. To 
be used for pabllcity or propaganda purposes ~o. 

within U.S. DDt authorized by Congress? 


