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sumwary responses andThese questions, together with 
clus ions , foll1ow. For further information, the reader way 

ppcon 

refer to the text . 

Basic Cjbivies, 

1. What are the bcsic objectives of the progrer? What is the 

program supposed to accomplish? 

78-e an Y8-6 eeitndedThe Tlitle Ill programs of FY 
development and improve Bangladech'sto promote agriculturci 

policy refory. Specificfood security, primarily through 

objectives included:: >!;" '>(a).- ,,' .:,maintaining'< . < ¢ . ! ', Ycrop:.- ''pricesi ' : "+" at1/ levels: " >7 '* J " "" ! ',.'-''Ii<
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-- 'iiph enough to i-nduce farmers Lo use H-YV technologies, 
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(b protecting poor rurpl consumers fronm sharp increases in 
prices, (c) reforming the governuent ration System byfoodgrain 

better targetting foodigrain distribution to the poor nnd 

reducing subsidy costs, (d) maintaining and properly managping 
encouraging participation ofnational foodgrain reserves, (e) 

the private sector in r-arketing- and processing-, of agriculturel 
with local currency generationscommodities, and (f) supporting 

selected government development progrars/projects. (See 
Section C.) 

What value, whet2. What commodities have been provided? 
mix? Doesvolume ? What is the rationale for this commodity 


the commodity mix fit with the objectives?
 

From CY 1978 through CY 1985, $478 million of wheat, rice, 

soybean oil, and cotton was provided under the 'litle III 
in of programs. Wsheat was the most important commodity terms 

both value and quantity. (See Section B and Table A.) 

Rice was included in the commodity mix because of the excess 
the short supply of rice in Bangladesh,supplies of U.S. rice, 

is the preferred foodgrain. Cottonand because rice was 
of its potential for increasing irployment anOincluded because 

incomes of poor rural handloom workers. Soybean oil was 
the need for PL-.480included because it was anticipated that 



:!:",:',:::foodgrain would gradually diminish as Bangladesh approacihed:
)'">'-/(!fo°dgr in.s elf -suffi cien cy .. ' Other: reaso0ns. not spe ci;fically

:,~'ii~lii:" iicite d in ' the! Titl1e iII agreement:, but =importat tienee s.,,


-that.iwer and wer
...... 	 ..... rice 
e fo r m 

d....eemed well: sulted, to encoure e"
ff:i :,;,r o f ithe ration system and that soyibean oil and icotton­: "-"i could promote development of-the private sector". In addition/
-ii~~ii!;i provision of all. four .commodities .was: an ticipate d to -reduce
deficits caused by] inadequate.domestic production adtosv
 
....eign exchange (See Section E4.) -.... 
 ..
 

i- Con f commodities ,was generally consistent
¢Ocl us ion:Tei,~ 

:'<< "it progr-am. Foals. in thia t it' seems to have hele oport
,policy ireform and hes c learly helped to fill the ga p between ):,;Blangladesh's production and consumption of 	ifoodgrains,.- " , !.'Svegietable oil, an'd cotton., In clus ion of rice, however, -iseemsi , 

to aveben ill-advised because of possibledsnntv
i~- iii.effects ion domesti~ic rice pr oducLtion 	 I 

<"' icos 
and lbecaus e ,t ricei 'si hii:
 

Incentive 
t elative to 

r44 
V-neat. Phas ine, out rice: during the next Title i !; i
:i;: r 

Prdcin 
 Disriuton 	 an 
 onupto
i"11I prga 
fo4-

ershShydesiroble,. (See: Section F4.) .. 
How~4~ are PL 48 	

::,.i #i 
cozoite marketed Po do th rie
 

- opr 
 inerai4a pric eqialns 4-t Ho4de h
.:: 3. What is the real resource transfer? Doe th PL 4 .H >,iimarketing arrngeen afec the rol of prvtes
 

iii,'p-rogram pr ov i de additional ifood to t h e economy?? Would the PL')i;i/ 
;']480 f" h been impor ted .if the pro gram"" [ood [ave 

e u 	 did not. exi~st? : [l '];!. 
iii=!;:iRecent exzperience indicates t'hat .the 11D G w c u l d b e likely to Use :: # 

:;:..: its scarce foreign exchange and its limited credit in. 	 -,::!:
':-:::internatioional financial imarkets' to p"rIISE adiioa foo " ':": 

without th P, 1,80program.is 	 foreign exchange. fHence, the real resource transfe.r(See Section EI.)	 ;" 

4. H4o,,ow effectively, does the f,-_reig exchange market o.perate?
retda envlronrentechnemre ,i!i"]

.i: merits :foreign exchange and balance o famnsspot 

• More Fenerally,- has t h e EDG .policy 	 prt"that...... 

-/ 	 "The BDG .vastly improved its trade regime over :the <past few,..
S' 	 years , and, in spite of. some a~nomalies, te general;' thrust of!;i


reomhsbe tcgyin 
 the directio of a more efficient<
/foreign•,/'! iex[change market. ' More generally, the BDGi hasl dispae

ai capacity adcrmtetfrcagntoreer, 	 moreope: ).i 	 marke ts!: t hrou gh ',!poliicy . chang es sitch a,s in the : pr i"cing of[ii:. 

agricult ra 	 n.ii i:-ii:, loa s........i 	 1.
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:Titile'i :ItI I ric d m througi ithe!? Cpen'iii 
!'}i:ii]ii:'Mare t iSal es, (OM-s) channel o)f thel governmen t's Pu/blilc, Foodi:':S , 

Ditibto System (PFDSo). :'.OMS pricesl for) these-- commo'dities 
wer set; at lev'els, slightly :below: rarket prices, and :sales were i !. 

:.iadem/ when neces sary to pr event sharp increa-ses 'In market ::.. 

i~:)i!,!!, an'ii wh a we£re :arketied. mos-tly iu i 

.:-/prices. Ov~er the peri~od reviewed, CM rie......tprce 

. usually remained below .the equi~valent border-.icsa dd h 
:prcsof non-Title IIfogans distributed tnuh thc-":. 

PFDS, but the gap between the domnestic, and, border prices inarrowed. (Se Section D2 and Table H.) 

c t o r .Title III cotton was processed into yarn by public .s e r-ilis 

.:-. and sold to private handloom) operdtorE. Soybean oil was "'ii: 
/: :":pro cesse d by public sector p~lants sold to private sector ":..il 

ditrbutors. Poth US: cotton a nd syenolwere priced" ­higher than competing cmoi from other L L­international 

suppliers,,requiring that theBnngladesh government subsidize 
the processing ofteU..0mmoditi s. 'odata are qvailable 

- /- -. compar.LnE. damrestic 'and bord er prices for cotton and soybean , 
".".- : oil. -(Se,- Section D6.) "-_ 

,'Conclusions: Th." Title Ill prog.rams were generally successful:"' 
,. :1-n: promoti-ng ri,,rketic,= arrasngerents that favored the-private 

:~ secter... Grain dealers, for ex ample,- were made-the sole:-": .: 
: I! ... distributors of OMS rice and wheat nnd-also benefited from a i 

fetiler suices weatbwere redukced. Istiv thou othrCe~~relaaino government :controls ever their business-:""!i 

prctices. HiF.dile oil dealers were g.iven the right:.to rc-rket' 
: :,: all Title III soybean oil.,.an.Jprivate sector oil processinE . : : 
, . capacity has increased. Handloo-, operators benefited from. 
:..:isecure access to Title Ill cotton yarn and the .remcoval of-. ',- ! 

restrictions c~n the capacity of private mills, (SeeSeto 

.::i 6:.6 low :appropriate are .incentives to producers of commodities 
-) ~supplied byPL-480 , an d/or whch compethe witb PL,4860 ::... 

i-/ :.'com-odities. Arei output_ (producer) prices :and input prices i i 
:., .,idis tor ted, in one: direction _or another,$us ing :in terna tional ., 
.: prices as' a. s tandar d? .I s theerecipien t .tak ing adeq uate)s te ps : :! 
~~toencourag~e agricultural production? :, ,:)i:'. 

,. :.'...Con cl.,s ion,:. The. government' s:recor~d .in providing :adequate ::? :. 
!i :! agricultur:.::al ,production, incentives ,hae. been mixed.- ?':i ! e! the~,ii i !,:ii:'. 

O~gvrmnook. suc positi~ve .stepsi as: in creasi.ng :.inv-estmen in::'',. :," 

.. i,: !:,:-!:adequately~ defen th fo r ipr6cu remen t-prices !::it had: 

wheat pially at aI tim whe 

on is cmmimentmayh.9c ha a egaive:I' iat on rice an
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;oilseeds produc.tion also reduced by 
,i mports end subsidizeri sales; of.non-FL-A$O .edible oil- through 
th a i n system ., (See Se c t i o n  E 5 .,) , . . , . ... " - .-: :,; .; 

' : may have been edible oi.: 

. :) ; Fl:7ow~ appropriate .are pri[ces to consumers of: F-T /4EO :t'' 
comdtis-n/o hs commodities ,,-ich are close : 

'.substitutes ? :Are prices snbsidized either directly or ,indirectly? .If so, are distributional (equity.) objectives ii:! 
efcently-mete? i Doth ese: subsidies, hsv e a ,s ign ifi can t impact'-!( 

-on. the balance of payments .and/or the budget.? .... 

...;..Conclusions: The Title III progrr-have been .successful in -:' 
-.:- -suppc

th.acetnc 
. t some 

ad
improtant 

s of CMS by 
in In : 

i n g reforms the. PFDS, particular,the government has helped to ' :
 
!"->stabilize consumer foodprain prices. 'In addition, targettinE 
 ".:
 

,of ffood gra-ins to the truly needy improved', and the subsidy cost 
.:: of the monetized ration chonnels, declined over the period. ; ..
 
..: However , the overall cost of the subsidy, including, the costs i ' ..
~~of-the-fully subsidized ration chipnnels,- increasedarid some":-'­
.,: favored did not-, groups, have to-bear the cost of decreased: 
• :, subsidies, in the rionetized, channels. (See Section. D4:Tables B, C) andD.) and ,' 

...Policy Dialogue .
 ...
 

.V9e policy change ,tebep.nfassciat(d wit th P- , : 
: ". ' hatpro g.am.? effectstheiulrao were thecy intended to,achieve?. }ow hass•:lsyste (Sceention(ee5etin.) -an . 

... ... implementat-ion progresse:d?".Fow have th acua results.... .. 
. compared with the expected results.?...To what extent were :the ' " : 
.ipo ic chnnLie zittributable to tihe FL-4F0 p rtre ::!;:,r?;~ 

.:"i..- As noted, above, Title programs were-;-' tthe 117l intended 

indue/suportpol icies w'hich: ,'ould maintain egiulu;
 

to btte mangemnt Foernent rivat en
f th ooddi 


Conclus ion: :.The Title III programs, achieved some notable"';
 

sucse i n food and agricultural poliy, particularly i
 ......i~i~nstitu'ti:ngopen ,mark~et sales ;to stabil]izei foo :prices,-in ';:<! >i .'i'i4-,,t
 
r forina sysema,. and :in 

:isecSactiontori"<.!It (is notl pibl t1! he:ih 


• ~l 8th~e ration encouragn t'he 'private: /i 
o a.t-tribut goernfment'in the aIr4eas 

n t4tghic a
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9. Are local currency proceeds programwmedI? How are tl'ey~generated arid accounted for? 
 what is th[e valueiloa 
curenc poceds? How are they used?-o---the 


From, FY 79 - FY 85, $256 million equivalent in taka was
generated from sales of Title III commodities and placed in 
n
special account. The procaz.ds were programmed. and disbursed
for a variety of activities aimed at accelerating agricultural
production, especially activities in fertilizer and irrigation 
 -development. 
 During this period, a large gap developed between
the cumulative value of Title III commodity shipments and the
cumulative proceeds frori 
sales of thse commodities. The new.,

Title III program is~designed to solve this probilem. (See
Section D7 and F.
 

10. What is thea 
inpnct of thio PL 480 progra. op. the P1DCbudget? What cani bn s-aid about :the productivity of theseexpenditures?-


PL 480 food aid increased the revenilov of the BDG by U
approximately 3 pcrcen-. of the country's annual development; 
UUUU < budget in' ',FY' 85. : , .' ': ,v 4 " :-, / ':Decaaise': , of" the<.; considerable: !":&, shortfalls.. ... ' ' t -,'U ': .. ' U-, <"U. ..',' ' " - ! UU ; q :' . ' - -: U'" 

. UUi. : ? in ,,UUUUU :-

: . ' , - , , 

o,: .,: ,,.: :.U >>. . .U-. U., . .U ...

local currency Senerations, not all of the, expenditure' " - w ' !
 

U.. U'?v
: ?-- ' G' i: ~!: increase
,.,, .,,,. 

cejn 
-

i! 

.4,"-

!

.U'' 

i? !

, 

? 

., 

? 

[increases attri1lutr-bk 
with 

,, 

respect 
to. tho" 

to 
PL 
the 
:< J 480.

BDG 
, revenue' 

expencituro 
,/ !? " ! : : 

of funds 
• : ' e- U,UU > :i i:i b~e 'traced. Hence : ~~~i : 

that did not generate local currencies into 1-! specialaccount--about 45 percent of the program, total--nothing 
can bCsaid 
m aboutY the

i Y
productivity of these expenditures. On
, U-' n LF~ 79 8 U-UU-256 :ri !i' e uivalen the 

i Sfrom -UU 2UUUi!.?-' 
otherne ahand,e PI. 480 food aid that tias in ,,,aka ', UUU';-i<-,:g
- U---U"e-s,'fY t e co generatedm d t e local currencies:. i a-U-b~nt.UUUThe ,-.--eU-al:proceedsU i U ~hia!:~!-U < were prga'e~n andUU,place

ii!.~in the specialt tnccountvtmay be said to bp~ as 4isUrs //i::
aUai Ui!i f~:t 
 aie U*UUUU '"celr"'produrtiveag as tUthe iiin jii:ih
proj~cts 
that UISAID and the BDG have ngreed to Lund. (See
$ioctilon E2.) 
11. 
 What are the staffing inputr,associated with the program?

Is the program particularly staff-intensive? Are the rightkinds of staff involved in view of the objectives, and impactsof the program~? 
Conclusion: 
 Thn Title III programs were staff intenspive, 
 U 

~iequ~r1nga Food for Peace Officer, on a full-time baas at well,---

U as part-time support from several 
other US direct hires in theiqission. An P'SN profez~siOnAl Also worked full time onl the
 

U UUUU programs. This mix of staff was appropriate for the programs. ~ U(See ScinD. 
U ,UU~13. Can tangible, developmentally mnningful imlpacts of the 
- ,' U~. 

~~'~prog bm e tiid 
Ui 

How do the e imports relato to to~..~~bic program objectives?,'rUU-,--'-UF 

http:procaz.ds
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, ~ 4 i .: .,'x v, :, , ' ., ,., ' -, , , -. ,. ,, , . i ­-

:,,'.4A-, 'mt i / ''.,t : 1'i''; , : '-;4\ 'Yi::p. :4,4; . '.4t ?2> '¢ .:: "- ,' . :: :; ' 5 T, . l i- { ;Y{ 'n"4 '<It:. 

4" - ! " .. '.. • . ,- '''""""4"'-4 4" 44'.,' 

ii..-:'Conclusions: Monitorn nnevaluaio f activities supported
 
... with.. local currency, generationsconce ttd on accountablity
 
4-ii-::for. funds and. performance at the input , .output level.- .-Thus, .S
 

no.conclusion ca edanaoteconomic returns .or -other "': 
developmental Thpcts of'the local projects., (See Section " D7.); 

. .44.. .i _ 

t4 4 
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program ,proposals, z)an annual evaluations;, all :of which were::: i ;carried out: or. spons ored by AID,: as well as :var ' ous .s tudies by'.:::::: !t:independent.resoearr-hers :The high lievel of interest in PL-480: :::! 
an h od agriculture systea! in-prenerel is not ', ,.!-i: : i: surprising,- givcn the lJarge :amountS o f: food aid: which have been ':!!

-!i.: .to::< provided BMngIadesh 'Oy the: U;.S. andO other: donors ',an, tl.: e: :: 
,..:= se-,verity, of-the chronic.poverty andlmalnutrition ,N-hi'ch. eyist in-"i;t c un try .th .... 

Thspprdasheavily on. 4-hc- avallable liternture, -It - ::: 
:'::attempts to reach "some cooclusilms :aboutfamine relief (17-5 to4 the developmental :agiulua deelpmn (197-80)4~444'44&prpiteness • aid: effectivenedss of 1L-4,E0444eTil
I~I Food~ f,4444 Deeomn prprw of 

Title III pro~rms " 
4ontnue an expnde the2. 

FY 78-6 hav
on-44 deeomn thme o h late
,:.":i : achieving ;theirii! in
Til ob jectives silnce the first;. such .progra- was-I proram 

!~ntitdin Al of th ileIIpogashaebe
directed at4-.4 broathe' gol of.F 7E..) Special emp~hasis is-given to the poli'cy ;;ariultra development 44 

n'ree agi4ltra 
 proucio 
 end imroe 
 ditibto
 
and storage).' 444 and4 foo 

444.:::::.i.:::.have been key prc,;---m..elerents.: -. . . . " ": :.i! 
44 

ii:.?.::.. Ba:i!:i The ngladesh Title I nd .III:progroms :have been e-moni t he-:: : :; )
::iiL::.'largest USC food aid pro yrams' in the world. From FY 73 :brough. :: iFY8 omdte audat 
.3'74 million .-erve provided under ): 

. TileI an III, inuwet, (.-mlio$262a n.thousand534: millioo f4ill4ion4(1,4 T)o :rice, $1: 4)(56 .mili.o'n ' 44s 4£ 

'?::?:::._(21 ,:thousand: IT) o~f soy ean: oil, nd 53 mi11ior (36 thous.:::MT) .o:':- "Tti~~:':: f c'o tton ;(T7ab le 1 ). From ICY 78 throu .?=. Cy E5, $478, ::::i!:::.'::::Smil o o these cowodi~tiesi: (mos tly what wa upletne
TteII alone, Betwen :Ju.ly: 1960 en ue 95 TteIII:.:" 

: a repres 'entredr:?: ': : :,wheat d, rice imr ts 26 : per centtof iallI.. :. ...:': !: :
 
:; :con cessi0nsa.l foodgri imports byl ?&nglad esh 
 ~nd twoi perce n t' of ;: 

ofthempasi Tile pog~am of FA78.chnedfo 



Converting f-rom Title I to Title III when the oppcrtun-typresented itself in the late 1970's 
was attractive to both AID

and Governzent of Bangladesh (BD. The principal selling

point from the DDC's perspective was the 'loan forgiveaess"
provision of Title III and the security afford d by a uultiyear

food aid commitment. AID, on the other hand, saw an W 
opportunity to build more policy ccntent into the agreement's
development provisions. Indeed, the hallmark of the EangladeshTitle III programs has been the policy measures incorporatedinto the FY 7, 82, and the Just - signed 87 a-reements. 

C. Title III Pro -raz Objectvves ;and Con tnt 

The agricultural Troduction cnd food security goals to be
pursued under the FY 78 Title III agreeo:rct wete translated
into four specific objectives: 

1. Xa intene.ne of inctentive p-icv, (price w1hic. wouold 
encourage fFr.ers to adopt and use 14YV, fertilizer:, and otheor 
more productivc inputs) during harvest periods,
 

2. Constrnint oi fooderai. prices for the benofit of poorrural con'u-ioer Cturinq the incoths hn foodgrain supplies were 

s.t r LstriLbuion a la'gerof 4 hre cf stbsdiezCd foodereiris to 
the po.
 

4. Support for selectee 11C prog-Vr.s/prcjects In Pgriculture,
rural develop.cnt, population control, and health directed at 
the rural poor. 

These four objectives were to be pursued in the following
manner: Incentive prices were to be maintained through the
existing gove-nnent wheat and rice procurement program,
foodgrain (rice) prces to 
the rural poor held down through a
 prograrm of open mrket sales 
(OMS) of Title III wheat, and the 
poor 
to receive a larger share of the subsidized food by
distributing Title III wheat through the existing Modified
 
Ration System 
(MR) of the PFDS. Support for development

programs/projectn was to core 
irom local currency sales
 
proceeds of Title III commodities o stlywheat p 
amount of soybean oil) . ........ ( e...plu.......ll 

The F1 78 agreertent was owended six times. 
 This resulted in,&a
number 4)f policy and procedural changes, -and the. followinp

objectives were added:
 



foodgraln reserves, 

2. 	 Phasing out major elements of the PFDS by the time 
foodgrain self-sufficiency Is achieved.
 

3. 	 Encourpging participation of the private sector the
marketing and processing of foodgrains and vegetable oils. 

The 	seconO Title III roreement, signed in Narch 1982, carre6 
forward the goals 
and 	major objectives of the earlier
 
agreement. Changes 
in the program (there were 12 amendments)were minor, but the 1982 agreement did incorporate the concept
ba flexible corprrtodity mix to include non-foodgrvins ifappropriate. 
 This allowed for 
the 	inclusion of cotton in
commodity mix as well as 	 the
wheat, rice, and soybean oil. Theprogram also expanded the first program's promotion of the
privete sector by adding support for private sector cotton 
spinnfing .
 

D. 	 Title III !-'rrnr7 Thmplen-entation end Impact.s 

1. 	Incentive prices to farrers
 

AID 	 evaluations indicate that the 	 "'DC's performance in 
supporting form prices 
to encourage use of INYV technology hesbeen uneven. An evaluation 
of. the firt 16 months of the F1 7E
Title III prograum concluded that the DDG had cr-ried outeffcctivt procuren-ent progrras, based on generally adequate
prices to farmers, during both the 1977/78 and 1978/79 rice

harvests, and in the wheat harvest o 
1979. 	 the
 'owever,
evaluation team also concluded that the government had been
more interested in procurerient to ieet the perceived needs of
the 	ration-system than in "the more appropriate objective ofproviding a.equate incentivc prices. 
 They recow.ended that

these priorities be reversed, specifically through announcinLg

p*ocurement prices well 
in advance of planting seasons and by
encouraging private traders 
to act as intermediaries to reach 
small farmcrrs, especially in remote areas. 

A later evaluation (conducted :iF1 1982) concluded thatalthough there had been some difficulties with the procurement
program, the overall effect had been positive. Although theevaluators 
found that the program had bcgun to function

effectively only in FY 1981, they concluded that the prograwwas partly responsible for the 	grow~th In uso of FYV technologyand 	production gains after 1975 

*~2'-. 	 ­
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The Missioni Pro'ran, APProvql A sis tenco Document (PAAD) forthe just-initiated FZ 19"7-89 IT]. Pr ,' E 'rs r-q. l s Title
 
enthusiastic about the BDG's procurew-ent/price support

performance. .n the positive side, it noted that the rrtio of
procurement prices to fertilizer prices hias consistently been
higher in Panglacdesh than in nearby rice-and- wheat-producine
countries. It also 
credited the Government with announcing
what appeared to be real incentive prices well in advanCe of crop seasons. On the negative side, however, the PAAD repeated
the criticism of the evaluation seven years earlier, i .' thatthe primary objectivve of government procurement still is to 
obtain foodgrains for the ration system. The Mission found in1986, for example, that the Government took o number of actions 
which discourged procureaient in crder not to add to its 
already large stock levels, In addition, in 1986, the

Governz-ent delayed announcing procurement prices. 
 A s a result,

procurement was minima., 
even in districts with substantial
 
surpluses of hero rice and where n'arket prices were 1ell below
 
procure:ent prices. 

2. Constraint of onue 
oorin prices
 

Of the various eiernents in the Title III prograirs, open market
sales has been the miost innovative. The intent of ONS has been 
to protect poor consumers throughout Banglelash from shorp
increases in prices. Asfoodgrain originally conceived, theidea was to release .overnment stocks of wheat onto the market 
whenever necessary to keep foodgrain prices from exceeding a
predetermined level. 
 Later, the objective became one of

moderating price increases -ather then holding prices at a

given level. This 
change took place because the 1YDG feared
that attempting to hold the price coule1 lead to a sustained
 
drawdown of stocks Pt a tiire of severe shortages.

Implementation of the 
concept was further adjusted (in 1981) to
allow for release of rice and unailJ.ed paddy as well as wheat
 
through CMS. 
 The purpose In this case was to strengthen the
 
impact of CMS on nu.r1et prices.
 

Currently CMS aims 
to limit seasonal price increases to 20-25
 
percent of the procurement price. When a certain "trIgEer''" 
price is o xceeded, the Government begins OS sales through
private traders. For rice, this trigger or initial CMS price

is set in all except Statutory Rationing (SR) areas at a level

about 15 percent above the rice procurement price./ Once -

j7Fr1STeveV-h abcut 20 percent in SR areas 

BR rea.
 

http:unailJ.ed


-'. the market price rises to a level 'bout 10 percent -ove the
initial CMS price, a new C.IS s ales price replaces the initial
price. This price is set about halfway between the currert
market price and the initial CMYS price. If market prices
continue to rise, the OMS price moves up also. 

AID evaluations indicate that, after ­ rough b:ginning, the BDChas made steady progress towards meeting the price
stabilization/consumer protection objectives of CMS. In 1979, 
the ?i ssion s evaluators were highly critical of the CISprogral, concluding that CMS wheat sales had been much lowerthan anticipated end had not held down.rice prices. Theypointed out that although low stock levels and "unusual 
marketing conditions were partly responsible, the BDG's
actions had also contributed to failure.the 'Ihey faulte, theBDG for poor management which resulted in trigger prices notbeing used LIs the bpsis for CNS sales in some localities, tomuch of the G'MS wheat going to the capital city rather than
rural areas, too of the CMS wheatand much being sold to flour
millers, whose products are consumed mainly by wealthier
people. The alsoevaluators criticized the BDG-s restrictions 
on the quantities of CMS wheat which licensed private dealers 
were permitted to sell and the prices they could charge. 

According to the 1912 evaluation, the probleis identified above were the subject of e:tended negotiations between the Mission 
Sand the BDG. The dialogue led to tightened control of O'S 
operations end revfs '.n of certain procedurcs . 
The BDG-Mlissiori dialogue s.ems to have contributed greatly to
the improved performance of CIS observed later.
Septerber-October 

In 
1952, for example, MS iles rose

significantly following sharp food grain price increases inearly September. The result was that foodgrain prices peakedin October and declined in November-December to levels lowenough not to require further OMS sales. 0MS continued to 
operate effectively in F, 84 and FY 85, although some generally
minor administrative problems remained. 

3. Distribution of Title 111.fooqEn Sto thLe' 2 -. 

Both of the Title III proarams have used PL-480 commodities 
(mainly wheat) to seek to improve the food security of the 
truly needy~ The primary means was thrcuigh the CIIS, 'althoughthe MR ration channel 

fact 

was also used in the first program. The

that both mechanisxs were used initially reflects 
a
 

= compromise between the USG and BDG which reachedwas innegotiating the first Title III agreement. At that time AID
 
had argued that O.S was a more 
efficient and equitable tool for
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food distribution.eonsthan MR and should be the sole for 
distributin of itleI11 foodgrains. 
 he BLC.argued that th c
 
MR program already helped the rural por and should be
 
continued (this was despite docur-Ented evldence that the ir-pact
of MR on the truly needy was insignificant),
 

1ID evaluations indicte that whrat ch .nnelled through MT under
 
the first agreement had a negligible irpect on the rural poor.

Distribution ,;as erratic and eligible recipients 
were not
 
limited to the truly needy. This experience helped to

strengthen the USG'. case for 
U IS as the more appropriate tool
for promotTg the fco. security of the rural poor.
 

4. Fhasinf? dwn thr PFDS 

Both Title Ill reemrents have aited to scale down the costs of 
subsidies In the m.onetizad chanuels of the ration system end to 
better target foodgrzlin distr ibutions to the poor by increasing
the shore of thq nonnonetizec channeli in total
distributionsl/. Thb second ,greeentfurther thewent then
first in that it required the BDG to eli.minate parts of the 

_.et chaqnnel include Siatutory Rationing,
Modified Rationing, Fssentia3 Pri.eritie., Other 
Priorities, large Lployers, eting OprOerations, and 
Flour Mills. The noonronetized chnnels include Food for 
Work, Gratuitous Palief and Vulnr.'bie (7roup Feediing. 

YI
 p 
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,systen This reqeir n t. was wevkenecd, however by the fact 
thLh -mAt--for--coirpl14s-n ce--co-in cied-w--t- -th e-da te-eby -----­

which Banglade.h was to achieve food self-sufficiency It 
wI-as .-assumed t-tiat at that point (about 1985) the PF S woul1 need 
only three of the distribution channels which existed in 1982, 
i.e., IOMS,Food for Work (FFW), and the relief channels, since 
the needs of most people could'be met through the open market. 
As it turned out, the self-sufficiency target date proved to be 
unreal istic . 

Three measures were to be taken under the second agreement to 
reduce a ther subsidies: gradual increase of ration price to 
bring it closer to the free market price; a reduction in the 
rice portion of the ration and the eventual withdrawal of rice 
from the ration system; and a reduction in the rction quota for 
individual card,.olders. 

Recent evaluaticons report some progress but also some remaining. 
problems in phasing down and redirecting the ration system to 
meet the needs of the poor. The FY 86 ainual 'Title III 
evaluation was generally quite positive in iti assessment, 
concluding that, whcn measured against the situation in 1974, 
"policy and program modifications have been extraordinary and 
positive while chronic food deficits remain." To substantiate 
their conclusion, thec evaluators cited such evidence as a 
reduction of the sharci of rice in total PFDS distrbutions .from 
37 percent in BDG FY Il to 24 percent in FY 85 (Table B),!/ 
and the growth i the proportion of total. PFDS distributions 
made through tEr-eted FVF, Vulnerable Group Feeding (VF), and 

(Tlable percentr in to e c#::.,.::i7- other rclicf.,-1985 C).iTpchn nels from 21 e ti 1981 44 percentn;.::n.in // 

The PAAD for the proposed FY 87-E9 program also acknowledges 
the progress the BDG'. has unade to date, but points out that 
further imprcvezents are needed. Cn the positive side, it 
credits the BD.)G with reducing the part of the total PFDS 

-subsidy due to the difference between ration prices for 
monetized channel. arid market prices. Data provided in the 
PAAD support this finding, 6s the subsidy cost attributable to 
operations of the monetized channels declined from 999.8 
million taka (361.2 million) in FY 80/81 to 895.1 million take 
($34.3 million) i FY 84/85. Alt:hough the volume of foodgrains 2 
distributed through these channels increased by 27.8% over the 
period, this was more than offset by the reduction in the unit 
subsidy. By 1985, the average ration price of rice had reached 
90 percent of the market price as compared to 74 percent in 
1981, while the average ration price of wheat had risen to 96percent offt:he -marke as.............. to9 prenn,cmae 91
 

Although the evalu.ators' 6a~ta do not coincide exactly with 
the table data, the general trend is apparent in both data sets. 

K0 
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Despite the reductioni in the subsidy cost of the monetizeO 
retion channels,, 0theover-ail cot oih bI (not.,cour.n g---- ----------- -
PFDS opcrating. costs) increased from 2.47 billion taka ($150.89
million) in F1- 0/,Il to 4.94 billion .taka (189.71 million) in 
FY 84/85. This vas due to the 125 percent increase in the 
volume of foodgrains moving through the nonronctized channels.
 
If FEW distributons are considered salary in-kind rather than
 
subsidized foodprains, the totel cost of the subsidy grew over
 
the period from 1.17 billion taka (.7i.6 million) to 2.4
 
billion taka (152.2 million). boting the growth in the
 
subsidy, the World Eank warned in its 1986 Country Economic
 
Memorandum that if PFDS subsidies are not reduced, the PPW Vill 
have difficulty (a) adjusting PFDS sales volumes" to effectively 
stabilize, gran prices and (b) meeting the needs of the poorer 
people through the relief channels. 

The PAAD for the FY E7-89 prograi also concluded that "ntany 
inequities" remain in the PFDS. This is supported, for
 
exarple, by theo Inct thrqt betwven !X 80/t1 and F1x £415 the
 
Essential Priorities (EF) channol, which serve the police and
 
military, received an increasing share of the total subsidy­
attributwb:1le f!;o the-- monet,.zed channels (Annex Table D). Wh ile
 
the raiiou price for other mouetized ration chennels increased, :.;
 
the EP price rer;aind at the level it had been in 174 (Annex:
 
Table H). In addiition , while the individual] ration quotas for
 
some monetized channels (there are no quotas for EP) have been
 
reduced as callec, for in the agreem:tent, the quotas arc now so
 
low that the benefits are out-weighed by the costs of operating
 
the channel 

5. National1ocdmrein reserves 

The EDG .antains 	 to
reserve stocks of foodgrrins meet needs
 
arising out of emergencies and to stabilize foodgrain prices.

The Title II progra.s have sought to improve the Governc'ent 's
 
capacity Ard incentives to carry out these functions,
 
especially by allowing PL-480 whent to be used for building and
 
maintaining foodgrain reserves. The second agreement also made 
the value of the wheat used for reserves eligible for offset
 
credit provided that agreed-upon total foodgrain reserves were
 
maintained. 

Aid evaluations indicate that over the period of the Title Ill 
Sprograms,the BDG maintained and managed its reserve stocks
 

fairly w ,ll.This was despite the fact that stocks were not
 
maintained at levels high enough to qualify the BDG" for loan
 

..	 forgiveriess under the "comaodity use offset provision. When 
national food security wns thrr.atened by a drought in 1983 and 
floods in the summer of 1984, tche BDO responded quicly by
importing si brtatitial amounts of grain using its own resources 
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and call i-g f'~~cc aid evert Thefor ood to farvr.1e. 

imported foodgrsInE were distributed in time to hold d~own price

increases and protect the rrost vulnerable people from
 
starvti.on. Cntributinv to this success were such factors as
 
additions to public storage capacity in prior years,
 
irprovements in the Food Ninistry's .management an logistical
 
capacity, end targeting of relief operaticns using a
 
quantitative in of flcod damae. Ironically, however, the
 
BDC's large imports in 1984 and build-up of stock levels led to
 
a problem of excess stocks in 1985 when crop production was 
greater than expected. With continued good crops in 1986, the 

DC ,,-as unable to efficiently dispose of Lhe excess stocks and,
 
as noted earlier, has been reluctant to procure foodgrain3 to
 
maintain incentive pices for farmers.
 

6. Supoprt for the rprivate sec-tor 

Promotion of the private sector in JPangladeh has long been C 
thewe of Title I and III programns. PL.-480 cor~rodities hove 4 

been used directly to support privte sector development, with 
the scope of activity broadening as new cormodities were added 
to the prcIgrares. 

Foodj r, ins.;7 

The Title IU t hp ve required that only privite ri 
dealers be used as distributors of OMS wheat and rice. "he
 
agreenents h-ave also soug.ht both to loosen governr-ent controls
 
over thee dealers, e.g., by allowing them to sell OXS
 
comirodities In any amount to anyone and at any price, and to
 
provide dealers government-sponsored credit and market
 
information servic.'s.
 

Although the program evaluations do not address the question .. -I 
explicitly, it appears that the BDG has permitted OMS dealers 
to operate with increasing freedom over time. In 198$, for 
example, the anti-hoarding laws were liberalized to increase 
the amount of grain which could be held by dealers. In 
addition, the fact that OMS distributions have been executed 
successfully indicates that dealerE have been eble to opervto~~wth :reas onable frheeom. On( the other hand , :the BDG has,:, ::,ii -!!apparently not taken any special pains to assist the dealers to 

carry out their flinctions morn c fficiently. 

'P~ I~ ! 't " 1 "";" ) 1' i[+! 
I 
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__ Li ~Soybean ol 

The litle III Agreement of 1982 EtipUlatid tha (a) L-480 
soybean oil 
 hould be sold through private sector wholesale and 
retail outlets , aid nct through the ration system, (b) the 
amount of vagetable oil in the ration syster . rhould not be 
increased, and (c) the PEG should anElvze and wake 

I; recommendations on how policies affecting the vegetable oil
 
industry should be adjusted to encoura-e the local industry.
 

AID evaluations,reDort that the first two objectives were
 
me t . oever, due to the high cost (including shipping) of 
Title III unrefined soybean oil relative to the cost of
 
competing vegetable oils, including unrcfined soybean cil 
 from 
other sources and Lmported refined palc oil, private oil 
processors in bangladesh heve not been interested in purchasIn
the Title Ill oils. As a result, the public refining industry
(owned by the nSutar i-Mn Food )industrips Corporetion)
has become the sole handler of U.S. soybeen oil. Public 
refineries hiiv been willing to take the oil because thc FN 

VTve 1lualns are Silent on the question of whether the
BDG achieved the third objective. privatized has yet not been 
fulfilled. 

, ,4.. 
 . . . . .-
 .
 .
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has been willing to absorb the difference 
U.S. oils and cheaper competing oils. 

in cost between the 

Despite the continued public. sector role in the industry,,
increased privatization of the oil processing industry is 
occurring. During the period of the second program, private 
sector capacity increased from 34,000 MT to 50,000 XT 
annually. Public sector capacity, on the other hand, first 
declined from 24,000 Ma to 15,000 MT but then increased to 
20,000 MT. Thus, in 1986, the expectation of the FY 82 Title 
III evaluation team that the industry would be completely 
privatized has not yet bein fill fillledl. 

Cotton 

Cotton was used during the second Title I1 prcgren to promote 
development of the privately owned, rural-based cotton spinning 
(handloom) industry. The industry is labor intensive and 
employs primrily women. The agreement contained provisions
aimed at (a) removing restrIctions, on the capacity (nurber of 
spindles) of private mills; (b) eusuring that private mills 
receive a proportionate share of cotton imported- by the 
Government; and (c) removing adz-,nistrative and fiscql
constraints on dev2.pOmpent of the cotton industry. 

AID documents conclvie that the above objectives have been 
achieved, The size limitation on new [zpinning ,,,ills was 
removed in 1982. By FY 83 the public sector Bangladesh Textile 
Mills Corporation (BThC) had turned over 27 cf its 56 textile 
mills to the private sector. In addition, four new private
textile factories hod been csteblished, and textile output 
increased 22 percent between:.FY 82 and FY 85. 

Like U.S. scybean oil, U.S. cotton is currently priced hipher 
than cotton from other sources. As a result, only the BTMC Is 
willing to use U.S. cotton. At the svme time, BTMC does 
provide 80% of its yarn to rural handlooms at controlled prices. 

7. Slport for BDCdevo umet activities ' 44 

4 

4--

-. 4--;.. . 

, 

As noted earlier, the two Bangladesh Title III prog~ams have 
been directed primrily at improving BDG food idagricultural
policies. be of local currency proceeds of sales oi FL-480 
commodities to support DDC programs and projecte has played a 
lesser role in program justification, with activities funded,with toka vene ationn ineddto rifcethe plc
initiatives, nedd rifre plc. 



.18 

currency proceeds hove been u~sed mainly to help 
been used,, in conjunction with funds provided by the BDG end 

_____Local 

other donors, to finance projects in the DDG's Medium-Term 
Foodgrain Production Plan and other rural development 
projects. The bulk of the proceeds hos gone for Irrigation 
projects and fertilizer development (99% through BDG FY 85), 
although small amounts have also financed construction of
 
foodgrain wnrchouses, rural feeder roads, and bridges and
 
culverts ('lable E). Druring PDG F~s 79 end 80, all of the tak P 
generations were allocated to the fertilizer project, while 
from BDG FY 81 through F'x 85, nearly all of the proceeds 
supported irrigation projects. From FY 79 through FY 85, the 

Mission limited itself in tcrus of funding decisions to the 
review and .approvalof project proposals from the BDG. 
Beginning in F 6, h,.ever, the Mission began to take a wore 
activeacierlrole in p t thh loa currencies by ngthatnprograi.,mnn, + ensur in -9 

a portion of the generations was allocated to USAID's projects, 
e.g., the Agricultural Research Project. This practice is 

expectedcc to continue, under the ne- itle III program. 

From US FY 794Y 85, $256 million equivalent in taka was 
generted from sales of Title I"I wheat, rice, soybean oil, and 

cotton. The proceeds were deposited into a Special Account, 
frcm which $233 nillicn was disbursed for approved local 
projcts. The bulk of the p.oce generated by sales 
of foodgrains (mostly wheat), with 1.4 million M7 of wheat, 
106,000 M- of rice,, 87,000 M1 oi soybean oil, and 83,000 bale. 
of cotton sold through FY 5• 

Progra' evaluations discuss several implementation problems 
related to local currency generations and projects. The most 

prcminent problem is the large igap which developed between 
the cumulative value of Title II commodity shipments -nd the 

from sales of these commodities .2

cumulative proceeds 


Whlile present from the bceginning, the gap prow more rapidly 
following the elimination in FY 82 of MR as an authorized 
channel -or loan forgivcness eligibility. As noted earlier, 

this measure was intended to buttress the Mission 's policy 

oHIT- h en certified for Currency 'Use ffset
 
through FY 85.
 

.l/Most of the gap was accouinted for by differentialrs between 
shipments and local. &lns of wheat. 
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ta4S as the con. urz-cr pl.7ice stab'ilization 111rurent. In 
unexpected dovelopment-, however) was thit the LrcwinS Guccess 
of the CMS in inducing private trars to keep their prices
below GMS prices, coupled with the high levelsof foodgra4n
imports (IM~) and good domesti'c harvests, kept f-r-ee ret 
prices generally lo,. As a result, OMS sales (and local 
currency generations) were held down, causing the Feneration 
gap to widen. In FY F5, saleS to Flour Mills and Large
Employers were made eligible for loan forgiveness under the 
agreement because of a 3DG dcicsion to sell Title III 
foodgrains through thesL, PFDS cae t C'MS prices. Ir srite 
of these actions, the gecneration gp had reached the equivolent
of about $217 -rillion by rJd-196. Acceleratinp take 
genera tion.. to reduce the gpndL~oke available additionii]
financial resources for oeelop,'tent projcts is an irport-ipnt 
objective of tne FY 87-49 progrn.w 

ther probleis ,:cre idniidin r 19F5 GAO rtp-c-t ontitled,
'Financial and na6eent Imnprovements Iceded in the Food fcr 

Development Urogr.0'fe QAO concluded essentially that L'S ID 
had niot placed Puf'ficiernt priority o-n mcnito-ring pro~ect 
progress , Cv uc t.rg effectivee(C s of the projects,. and " 
ensuring that -.-penditures were nmade for agreed purpoes. I In 
their v , s.tisfactery i~plrenc..ation of the 1, c 
the only bas,zior detrini!. eigbility for loonn 
forgivt!nos USlD argued on the other h- nd thot, bar, o n 

-

-

potential: developmental itmpact, priority should 
policy reform rather then on projects, a0nd that 

be placed on 
the Fission 's 

limited staff resource., -and leverage
employed accordingly. The FY 65 and 

with the
86 Title 

BDG
If 

should be
cvaluotion. 

carried out by AID/, and USDA personrel g.enerally supported the 
Mission's position. In addition, they supported USAIfJ' vlew 
that other "hands-on" donors, which are the priwary sources of 
funds for the projects AID supports, are capable of and should 
be relied on, to monitor the projects. The FY 86 evaluatio " 
recommended that the Mission fund only t' iose projects which are 
primarily funded by other hands-on donors rind USAID. 

The Tlitle III prograns have been ind continue to 
intensive, requlrinS a Food for Peace Officer on 

be staff 
a full-time 

basis as veil As pgrt-t:me support from the Super'visi-ng
Agricultural Development Officer and several othe~r direct hire 
Americans (ogeconomwlsts) in the Office of Food and 

- - Agriculture. Afull-time FSN pzrofe~sional was added to the 
staff in 1 83 to track the expenditure of local currency funes 
on the various projects, vigit the project sites and observe~ 
progress, And creete data files on thcse projects. AIDl program
evaluations indicu.te that tis FS'Ns work has been Istrumental -iv~ 
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in strengthening the q,;ion 's ironitcring of local project 
_____impletmentation, __ althouch Fipparcntly nut ,,nough, to satisfy the 

at U13A I D staffTY crces wi not be 
increasint and that rritoring and evaluation arrangements 
built into the new Title III program will be critical to 
effective iiplimcntation of both the polIcy and project aspects. 

Despite the lazge amount of Title III local currency which was 
disbursed over the period covered by the two progrzsrs, very 
little information is available concerning the developmental 
impacts (especia!ly in any quantitative sense) of the projects 
which the generations heod to finance. This seemrs to reflect 
the lower priority which these projects were accorded in a 
,'policy-driven" progmt. Project monitoring and evaluations 
concentrated on accountability for funds and perfor~iance at the 
input-output level (e.g., accomplishmecnts of targets for new 
area irrIgnted). InternRl rates of return were apparently 
calculated far a few completed irrigation projects partially 
finnceJ by TDA, bt t th-s appe-rr to have heen the e.xception 
rat1hcr than thf, rule. The latest Title III evaluation (FY 86) 
docs indicate t.hat the current projects "are in generd doing a 
sati.-sactory job of coving toward the BDC goal of agricultural 
and ruri-1 infrastructure devlopu-nt", but the basis for this 
conclurion i"- not explained. 

E. Som CPre ran l 2ue"S ' 

I. Nacroeconolc, i ustifction for Title II essistnce 

Macroceoncmic eiffect vork throul;h thc real rsource tronsrer 
fnvol-ved! in 0te FL 4.&Q program. In the case of Bangladesh, the 
P?, 4EO progr, sule.S food that the food-.chcrt BanglaeshI:PT 

economy W1.oul0 import in any case, and thereby primarily helps 
the country save foreiL.n exchange that can be spant for other 
purposes. Henci, the real resource tran"sfer c.n be said to be 
foren eych.;ngo. This scction cxanine the nature of this 
transfer and cvaluatos tho mAcroeconoic environment in which 
it takes plance. 

Without food aid, recent experience indicates, the PVC would 
probably use its scarcp foreign exchange and its limited credit 
in international financi-al markets to purchese Pdditionol food 
to keep the food supply at what might be called "acceptable" 
levels. Acceptable levels in this case means lovel& that are 
a.par-ti.y doeoird neceavry by the BDG, but n.ny still be below 
mi.niurum nutritioia requirement. For example, in Bangladesh 
FY 1986, Bangladesh would have required imnports of 2.9 million 
metric to~ns of £oodgrgiris, in vdditi(r to domest~c: production
of 16.07 million MT, to mect wimt nutritional requirements 
as prescribed by the FAO- In fact, foodgrinns imports are ~4 
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gapn in meetigp.ntritional thetgeve--abe G shows 

this acceptable level since F? 1981 to have been about 175 
kilograms of foodgrains per cq.pita. The most notable deviation 
frow this level-- 186 kilog'r'ars in 19E5 --was caused by
 
miscalculating the effects of poor weather conditions. The BDC
 
anticipated that the domestic production cf foodgrainE would
 
decline becauso of flooding, and therefore borrowed overseas to 
finance coxucrcia] purchases of foodgrains. In fact, the 
hervest In 19E5 was adequate and so the additional comwerclly 
purchased food grains brou'ght the comntry's per capita food 
supply to en atypically high level. 

Th4.s apparcrnt policy of keeping the food srpuly at least at an 
acceptable level iplies that food aid provides imports that 
would otherwhJs E have to be purchase abrc.ad. As a consequence, 
the aid enables Bangladesh to free up foreign exchanpe for 
other pur,osc rnd allcws Trore leeway in manegin' itc bF1arce 
of pay1ments situetlcn. 

i7T'-iioV, hc nutritional Fay has proved to be difficult. 
Between 1981 and 1986 per capita foodcgrain production (rice 
plus wheat) dkclincd cllghtly (Tab]e F). 

'all.a 
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r-o ,nH owth c ouTu ittrsaer fe i n exehan e t uatn t u rn­
reflects other nspects of economric policy; for example, the 

exchang4e rate, the functioning of agricultural mirkets, the 
growth of non-tr dition 1, exports, the functioning of credit 
markets, and.e nch more. The foreign exchange situation also 
reflects a nunber of factors out oI the governcent's control, 

such as the world price of jute, foreign aid levels, and
weather conditions. Nonetheless, in the long-terw effort to 

stimulate growth and bring the country to a higher level of
 
self-reliance, foreign exchanse, to be used efficiently, must
 
be allocated in a generally favoreble policy environment. flow 
well has Eangidesh progressed toward creating such an 
environment ? 

wi.tnesscd significant irprovement 

economic policy-.,skinj in Bangladesh. Macroeconomic managex-ent
 
Recent years h -e in"
 

has been sound and the government has taken steps to increase 
the competitiveness and efficiency of the economy. 
Ncnethel-E, ruch still recains to be accoirplisheO if 
Bvnglade-h is to achieve satisfactory levels of growth and to 
resolve t.e problerz of its over,.helt.in poverty. 

The Erngladesh foreigo exchange situation typically shows how 
much has been accorp]isheci and also how nmuch Yi.ore needs to be 
done. ang!adosh. suffers from - sevcre foreign exchnge . 
constrairnt. Lsual]y Eangladesh enrns 60 percent of the. foreign 

r
exchenye it uses to pay fo imports and receives the r ' er"in 
from foreign aid. The supply of non-aid forrign echerqe cores. 
from traditional exports, mainly jute, frouw non-traditional 
exports, such as garments and frozen shrimp, and from worcr's, 
remittances. The demnd for foreign exchange comes from all 
categories of good--capital, consuMption, and 
intermedinte-.and reflects the country's nerrow natural 
resource base end the impoverished state of the economy. 

Among the main policies affecting the foreign exchange lmarkets 
to that of the exchange rate. In general, the PDG has moved 
toward a freer, nore market oriented, exchange rate in the past
 
few years by reducing the differential In the dual exchatnde 
rate system between the controlled and the free secondary 
market rates 15 percent in FY b5 to an expected 7.5 percent in 
FY 87, Furthermore, the Government ha3 expanded the scope of 

the f- secondary market. oI exports in theree Henco, the share 
secondary market increased from 27 percent in FY 85 to 53 
percent in 17 86 end is expected to reach 71 percent in FY 87. 
Similarly, the share of imports passing through the-secondary 
market increased from 20 percent in FY 85 to 28 percent i.n FY 
86 to an expected 42 percent in FY 87.,Following changes, 
announced this yerir, all non-government im~ports, except those. 
financed by foreign aid or through bortor nrrangeaent, Wil~l 
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come tir0g h ondary . . 

.o some etent .thesegenkrally posItive steps to prmot . 
exports - ough exchange rate policy have been undermined by
the poor perfo-nrince of the export prom'tin effortc and by
anomalies that persist in the pattern of tariff and quota
protection. Bangladesh still suffers from poor expcrt credit 
quarantee fncilitles r-nd from ineff!,ient end inflexible import
rules that inhibit exporting industries from procuring supplie5 
on a timely basis. Also, some tariffs are higher on inputs
than on outputs and the level of tariffs is still quite high.
Quotas also restr-ict the supply of inputs to small-scale 
man Ufa ctures 

These negative r-:pects of the trade r gimc are hat still 
remain to be corrected after the syste-: has been vastly
improved ovc: the past foew years. Futhern'ore, the PEC has 
agreed to address these ,rcaining iiroblems and to continue its 
efforts to unify the dual exchengo rate systei. Siirilar]y, in 
other aceas o-i policy refori--e.g., agricultural pricing,
privatizntlcni, and econcxic management--the EC h~s displayed a 
commer;dable capacity and commitment for change in the direction 
of freer markets aud economic efficiency. Also, the r ecently
completed negotiations with the 1NF and IBRD on policy linked 
programs for the structural adjusti.ont facility ('AF) and thc 
second t,.anco of0 he lMc.rt Procurnent Credits (IPC XIII) 
augur well for the future. 

The mLain objective of the adjustment progras of the IMP, I$RD,
and AID hlas been to overcome the structural weaknesses of the 
Bangladesh econozy--inefficient resource use, inadequate export
incentivies, a poor infrastructure bese, and an inladequate
policy *C,-4iS _for giulu growth.. 

In regard to this objective, economic performance in Bangladesh 
was satisfalctory duiring F1 1986, although overall GDP growth 
was disappointing at 3.9 percent. The IMfF found, for example ,
in January 1987, that the country was veeting most of the 
targets agreed to under a 19 month stand-by arrangement signed
in Decernber 19F5. 7he budget deficit hod been reduced,
primarily es a result of lower than expected expenditures but 
also becatuse of higher revenues. Furthermore, the government 
seems to be taking steps to strengthen the! fiscal system.
Xonetary gro," rthwas coderate and in InMe with the changes in 
the economy Scnarally and inflation declined to below 10 
percent.~ 

L 
A major problem noted by the TIF and other doncri; was the rate
of lonn recovery, which fell t 27 percent in agriculture and 
10 pecent for the dvelopmet finance inEtittitions' loansl to 
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industry. N nethel1ess, the BDG hLas recently taken strong steps

to impr ove recoveryra te and.-fL di, inary& ta J y r 

A policy framework, paper required by the DfF for the structuraladjustment facility loan comnits the BDG to continuing and.
deepening these trade, financial, managerial and other reforrs
using the recent $140 million grant under the joint JYF/IBRD

structural adjustinent facility (SAF) as a incentive. Throughthe SAF, the BDG has agreed to increase tax collections andloan recoveries, aind to continu previous policies ofprivatization and banking and trade liberalization, 

2. _M act (Iocal curren!, proceeds: cn the BDG budget 

By supplying iree resources to the economy and requiring localcurrency transfzsr-.which are frequently not made--into aspecial account, the PL 480 progrrwahas a complex budgetaryeffect. This can be oeplalined by first examing the situation
withut PL 40 food aid. 
 In this case, the BDC would be likelyto spend resources out of its budget to 
purchase food overseas

and maintain a acceptab] level of food supplies 7as discussed
above. These funds would be derived from the eventual sale ofthe food to the public or from other revenues depending uponhow the BDG chooses to deal with the transaction. In this casethe accuisition cf food adds nothing to the budget: budget­funds are expended, food is purchascd, and revenues aregeneraCd (by s ,les,xcs, etc) to compensate. The budget isleft at same as wasthe level it before. 

Gn the other hand, with PL 40 food aid (bc.th Titles 11 andIII), the BDG is essentially given revenue in the form of foodand the budget is increased accordingly. For examRple, inBangladesh FY 84 and FY 85, the BDG received the revenue
equivalent of taka 1.0 billion an6 taka 0.9. billionrespectively. This amounted to approxlrzately 3 percent ofBangladesh's annual development budget in each year--the level
by which the revenu2 side of the country's budget increased

regardless of whether local currencies were generated into the
 
special account.
 

According to the agreemen~t between the BEG and 
MSAN, the
increased revenu generated by the Title III prograr requires
the transfer of an equivalent amount of taka Into , 
special ­account to be spent in ways Jointly agreed to by USAID and theBDGO. As mentioned above, however, .not all shipmients of PL44Title 
III- food have yet enerated local currency equivalents.
In fact, oi $473 million worth of commodities sent toBangladesh under thc 
latiest Title III program, only 1256million in taka.hed been 
 through salesand epostd 



____into the ,speciail account as of 1986. Nonetheless... C-21 :~vnues~lr e. e n h -e Ia gl e e sh bu6 g e , b "rs __::ingFL...
 

shipments have a budgetary ilpact. This happens because the
 
Bangladesh budget is increased on the revenue side, and
 
consequently more revenues are available for expenditure
 
outside of the PT 4E0 program.
 

The main difference between what happens vhcn local currencies 
are generated and when they are not concerns who controls the 
expenditure of the revenue. Wvhen taka are deposited into the 
special account the funds can be spent only fcr purposes
Jointly agreed to by USAID and the IMG. When funds are not 
deposited in the special account, the BDG has the sole 
authority over how to spend the additional revenue. Hence, the 
ungenerated local currency can be described as fungible in 
contrast to the generate local currency which rust be spent on 
purpose jointly agreed to by USAID -nd the DC. 

Regarding inflation, the net effect should not create pressures
for price increises with or without local currency generations
because the budget is increased and a corparoble a.ount of 
resources (food aid) is added to the economy. 

Tracing the develo:mer,,t impact of the increased budget revenues 
is cornplicecie y th: questicn of control. The 0I pact from the 
funds jointly controlled by USAID and the B.G is relatively 
easy to evaluate' and is; the same as the impact of the projects

the money is being spent on. This is to say, if the project:

receiving the special accourt funding is worthy and contributes 
to developent, then its impact can be evaluated and 
characterized the same ay. On the other hand, the impact from 
f.unds outside of. the joint control cf USATD and the LDC is 
impossible to trace in the budget. Such funds could be used,­
for example, on worthy developm,.nt projects or on unworthy and 
inefficient subs idies. 

3. At trib ution. o. e Ioru -i . 

EvaluatorE of the 2angladerh Title III programs have fiffered 
on the question of to what extent BDG poliey reforms cen be 
attributed to Title III. 'The GAO, in its 1905 review of the 
programs in Bangladesh, Bolivia, and Senegal, concluded that no 
reforms could be attribiuted directly to Title III because

"lother donors may have alno promoted the reform~s, or recipient
governments way have Ir aidy been receptive to the needed 
changes". On the other hand, the drafters of the AID-Bponsoredi
1985 impact evaluation of the Tit'.e I/III in five countries,
credited the Bi'nglade~sh progrart; with inducing the BDG to adopt
pol1icies which "rosUl~ed in suostantiaily incrensed Lood 
productioni as well as inmpro~ied marketi.ng and distribution 
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NSyt ems. These evaluators attributed the BDC's willingness to 
make reforrs primarily to the shift frorz Title I to Title III
and the rslat"iMplicit food security" nfforded by the 
multi-year agreer_,ent. 

It is not possible to conclude either that Title III was the 
sole factor responsible for the BDG't policy reforms or that 
the EDG would not have undertaken these reforms in the absence 
of Title III. Other donors, notably the World Bank, were 
active in the food and agriculturEl policy dialogue with the
BDG at the same time that the Mission was, and their positions
on such issues fas the need to reform the ration system (e.g.,
to reduce the financial burden imposed by food-grain
subsidies), the appropriateness of CN-S as a tool for consurer
food price stabilization, and the inportance of mrinttiing
agricultural production incentives through a government
procuremnent program were virtually idenrical to those taken byA.I.D. Thus, there was & high degree cf apreeent amonF donorE
concerned with food and agricultural po14cy in Bngladesh.
'bis ,nified approach vas cknowlegc.ce and applauded by most of
t'he teams who have evaluated Title Ill in angladesh. Still, 
given (a) the significant balance of pavtents and budget
support embodied !n the prog ad (b( the poliucdlsensitivity c s .e reIXmS, e . C., t Lhse af.1cCing food
subsidies, it. is doubtful that at least cme of the reforrs
wculd have beCn rade in the ab'eIce of itle 11I. 

: 

4. The ArDjroprfatenes of the comoditv i:, 

- -

.ne Mix of cormodities provided under the PL, 4EO programrs a y. 
be eithcr consistent or in conflict ith the basic program
objectives. In the case of Bangladesh, the FY 82 Title I 
agreement Vtnted that rice wns to be included "because of thf.,
excess -upplles of U.S. rice, the short supply of rice inBangladesh, and because of its expected favorable impact on 
rural cevelopment, specifically on elployment and in corm es of
the poor people (mnny of whom are women) who work in theprivate hendloow sector. Soybean oil was included becouse it 
was anticipated that the need for foodgrain Ehipments would 
gradually diminish as Bangladesh moved toward fcodgrain
self-sufficiency. No specific rationale was given for
including wheat, although in etrlier Title I programs wheat was 
introduced as a nutritious, domestically producible, and 
seif-targetting food for the por 

- - -Looking byond the language of the agreement, it can be
inferred tne e-ach of thp commoditici was intended not only tohelp reduce deficits caused by inadequate, dociectic production
(and save foreign excchan~ge), bvtt elso to support the policy
thrusts of the program. Thattin wiheat andri er to be 

,-' 



,;development: t'le..: .. .. of private sector. , i 

The. mix of commodities lies been geeeryconsistent with the : • 
' Title III program goals. As discussed earlier., the commodities 

seem• to have helped promote polc reom"n hv lal 
. helped to fill the Pap between Bangl~adesh 's production ancl 
. consump-tion of. foodgrain.s, vegetable oil, and cotton. In 
-- addition, none of the program evaluations indicates that the 
.:: Title III commodities has had a signif:icant disincentive effect 

on domestic p roduction, although-the FY 86 evaluation 
speculates that aggregate food-aid from all sources migyht be 

-. 'creating dis incentives . -

Despite the "negSative determination" COncerni.ng the
 
( dis incentive-s question reacheod by AID's annual program
 

• evaluations, it does not appear that this finding was baseOd on .
 
a rigorous analysis. According to the PAAD -)--or the FY 87-89 ..
 

r:'"programr, an analy.-is don~e :
ii. such lied not been for at least fiv~e 
times 4-.o. it n pr dcto in en iv s Local4-4 currency4-4'-> 7~A ~ 44-,4. years, p-robably be cause the.P1, 1,80 guidelines do not. require a "'. 

h ,ve als bee use to hel finnc 4 ag.4 4 hi4 4 
',Pr ceed a.44i : . through exawination of--'possible disincentives unless PL 4H . 
investments1 esecal iriato4nd in fetlzr While4 I .
: . •food ai d approa~ches6 10 percent or Trore of total staple food.:. 

"i""i consumption over a .five year period. .In Bangladesh,-corb~nedC. 
..i volumes-of Title Il and Title III foodgrains-. for 1981-1986­

:i./. represe-nted about 3 :percent-of total foodgrain consunmption. : ..i, 

.i.:iThe main issue nthe is:the "!!. concerni ng commodlity, mix . ,:..
apPrcpriateness of -rice. Anlysis supporting the FY 8 -Sa9 PA.AD ,, 

!.ii!: argues ithart rice should be phased out of, thre PL -4E0program ... : ~ 

i: :"."b'ecause of its. probable disiucentive. effect on Bangladesh rice... 
"[A  
q::]./+ [production". iThe PAAD su.ggests that concessionalrtice "imports :,  i. i 

i~i. 'iat :least in.some yiears have led to government paddy procurement...... 

/::: infadequate to ninintain the announced floor price. I
:ncludingi ,t
 
! ic le in !the commodityi mix :can also be questione~d on balance: ofl:
 
~~payments .grounds, since wheat:, which iis, v~ore nutritiousi than': "
 
i:i.:: : re-,,:costis cons iderab ly less .that rice .. For! these reas ons, ! :. 

,
'- phasling out icee.from-the Ti tle :III porr emslgcl n 
ii:i
: a
!• dsiirable ifrom a developmental perspe ct ive. ii i;l 


Aproritnes s BPm-::5:.: of G agiul a pou ction plie n d 

encouagin th ito pr n uh fo g an f ll'
B ..........cr 
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imporantthe Title ITI prograws woeeofcrsonynef

BIG t,*riciltura policie-s an
 

many influences which sh.'-ed 
period. For example, other donors 

programs over the FY 78-86 
provided food and project aid, and the World Bank especially
 

the policy dialogue and in financing of
 was active in both 
agricultural investments. 

}Iow appropriate were the EDG's agricultural policies and 

programs during FY 78-86? The World Bark in early 1986 was 
Bank cited several successes
generally complimentary. The ragricultural and

achieved b-tw,,een BDC FY 81-85, including (a) 
growth rotes which were higher then thosefoodgrain productiorn 

(b) a decline in foodgralnfiverecorded in the previous years; 
imports -s a percentage of total apparent consumption; (c) 

continued success in diversifying both production and 
&nd (d) a decline in the real

consumption out of rice to wheat; 
The Bank attributed 	the successesto
level of foodgraiin prices. 

was an increase in publica number of factors. One factor 
in 	 drainage,investment n agriculturc, especially irrigation, 

Such investment was 	 probably iacititated byand flood control. 
the large reduction 	 in th2 fertilizer subsidy over the period. 

salesOther factors included the expansion of private sector 

and distribution of 	irrigation equipment and fertilizer, and
 
supports foodgrpins.more effective price 	 for 

Despite these favornble dcvelopments, the Bank identified sore 
These included, for example,

continuing problems 	End concerns. 

of the government procurement program In

the poor performanco 
F' 6 in supporting prices to foodgrain producers; the sluwp in 

to a lack of credit,
sales of irrigation 	equipment due 
pr.cing ane rental policies,the governmi.entis
uncertainty about 

poor public sector performance in distributing equipment;and (though
very low recovery of agriculturcl loans; and continued 


rental of irrigation
reduced) subsidies on sales and 
In early 19F7, the Bank expressed concern thct the 

equipment. 

growth of rice, fheat, and overall agricultural production 

was
 

for the BDG to place higher
beginning to slow and called 


priority on increasing thec efficiency of. the irri ation system,
 
inlqnd


stimulating production of rainfed crops 
and fish in 


and improving the pezIformance of public sector agencies
waters, 

dealing with agricultur!. .
 

concerns obout slower agrictiltural growth 
seem to be
 

The Bank's 

Table F, the Average annual growth rate
 

justified. A shown in 

the period 1981-F6 that
 

for foodgrain production was lower over 

lower than the population growth


and also was 


Inaddition, producton of important secondary food crops
 
for 1978-86 


rate. 

wIas Pither stagnant 	or declined. Production of, pulses, for ,­

onnual ralte of 3 percent botween 1980 andexample, f'ell at an 

1985, while oilsee6s production gzew by only .3 percont p
 

:!: ;
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year between'1972 and l9e3.:Sec onday crops could n ot competwith foodg&r-is, which tenefited from the HYV technOlogy aswell as governent programils (fertilizer, irrigation, credit,
procurement) to promote foodgrsiins production. Incentivesoilseeds production also r.ay have been reduced by edible oil

for 

imports and subsidized saleP of edible oil through the ration 
sys ten. 

One crite -ion for evaluating the "appropriateness" of doesticprices is how they compare with international or borderprices. As shown in Annex Tabie 11, border prices for rice and%teat were somewliat above domestic (,wholesale) prices for most
years between BDG FY 0'81 Lind F' 84/85. ILowever, as worldcommodity prices dropped over the period, the margin betweenborder iand domestic p rices narrowed. By F1 84/85, the nomrlnazprotection r-ate (NPR) for ,:heat was only slightly negative
-4 percent, while the 1,JFR at

for rice had turned positive -t 27 

percent.
 

InterpreUr.ng these trendi rus t be done with caution, since
(a) only five years Cdta are considered (complete data for a
long-er period are riot avail!rblc) and (b) the border pricecalculation iE quite sensitive to the exchange rate. Toillu-strate these points, the 19O/El border price for ricerepresented a peak for the piriod 1975-19L4 and tbhrz exceededthe longer term trend line, i'he YI- for rice for 1980/EI,therefore, should 10e considered an eutlier. In aodition, thetaka may hive been overve lued by as uch as 10 percent over theF1 EI~ - &4-/E5 per o , which would have ten e to
understate the border price in taka 
terms.
 

Overall, it would seem accurte to 
say that during the five
years in question, farmers' prices for foodgrains were Somewhat
but not seriously below internationtl prices. Althcugh dat
 are not availtble, fertilizer subsidies were also in effect but
 

iPeona oTunication with Dr. Riazuddin Ahed of IFFRI.
 

'i~iI 
 V> 

. r 

http:InterpreUr.ng


were reduced during the period, a pos',tive move from the 
standpoint of economic efficiency. The main problem with 
respect to pricing policy was that, as noted previously, the
 
government did not always buy enough domestic foodgrains
 
following harvests to maintain prices at the level announced
 
before the season. This may have adversely affected production 
incentives at a time when production costs were rising. 

F. Concludin!: Corments 

The third Title III agreement, which covers FY 87-89, was 
signed April 17, 1987. The new program ccntinues the policy 
reioru emphasis of the first two prograsms. In genersl, it 
seeks to take policy reforms of the earlier programs one step 
further, e.g. by elirminating subsidies in two ration channels 
and abolishing t-4o other channels. It also aims to improve the 
BDG's perforzance in certain areas where the policy objectives
of the earlier program; were not fully achieved, notably Jn 
protecting farwoers from sharp dLclines in prices for their 
paddy tcd wlheat. Finally, the new program aidds elements, e.g. 
in crop diversification, food denand creation through prootion
of labor - intensive employment, and capacity - building for 
food and agricultural poli!cy analysis within the BCC. While it 
is obviously too early to predict with confidence the outcomes 
of the new Title III program, experience with the enrlier 
programs was by and large positive. Clearly, there w • 
resistance by scrv, parts of the EG to some policy reforr's (the
Ministry of FoodLXoL example, saw its role ,o-,re as one of 
procuring food1rains do'estical]y for the ration 8ystem rather 
than as one of proviing support pricen to farmers), and it is
 
thus fair to question the -DG's commitment to such reforms:. 
Still, the Xission, in cooperation with the World Bank and 
other donors, has persuaded the BDG to vake some important

improvements in its food end agricultural policies, erspeciAlly 
in those affecting the private sector and costs and
 
beneficiaries of the ration rystem. Continued progress will
 
require sustained policy dialogue and additional resources, and
 
the new Title MI pro-ram is well designed to meet both of 
these requirements .
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