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U.S5. AGENCY FOR INTERNATIONAL DEVELOPMENT
DACCA, BANGLADESH

MEMORAN D U M

November 20, 1981

,‘ !S
FROM: Frank B, Kimball, Director R?)lk?{lko)/
USAID/Dacca, Bangladesh .

TO: Mr. A.M. Mesbahuddin, Secretary
Ministry of Food

Dr. A.H, Shahadatullah, Member Planning Commig-
sion and Chief, Food Planning & Monitoring Unit

Mr. A.Z.M, Obaidullah Khan, Secretary
Ministry of Agriculture and Forests

Mr. Delwar Hossain, Chairman
Bangladesh Sugar and Food Industries
Corporation

Hr, Muhammed Ali, Joint Secretary
Excernal Resources Division
Ministry of Finance

SUBJECT: PL-£80 Title III Agreement,

During our November 10, 1981 meeting on the design for a
new multiyear Title III program, it was agreed to hold a second
meeting at 10:00 A.M, on November 25, 1981 in Dr., Shahadatullah's
Office. This meeting will include the BDG's response to the U.Ss,
country team's design proposals for the new agreement and will
also be an evaluation of the ongoing Title III program, Attached
are the U.,S. country team's papers on these topics as follows:

1, P.L. 480 Title III Bangladesh U.S, FY-1981
Evaluation Benchmark Analysis

2, Assessment of Foodgrain Procurement,
1977/78 - 1980/81
3. Procurement Price Considerations -

HYV Boro Paddy and Rice,

Attachment: a/s,
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PL 480 Title TIT Bangladesh U.S. FY 1981 Evaluation
Benchmark Analysis

1. Statistical Review of Program Performance: The Bangladesh Food TFor

Development program was signed on August 2, 1978 and was amended six times,
the last time on June 26, 1981, The Title III agreement, as amended,
author{zed a total of 1,169,000 MT of wheat and 26,000 MT of soybean oil
valued at $200.5 million. Actual shipments have amounted to 1,175,000 MT
of wheat and 25,000 MT of soybean o1l valued at 191.8 million. To date
521,100 MT of wheat have been sold and $81,7 million Qorth of gales
proceeds have been deposited into the Special Account, Disbursements to
development projects have amounted to $80 million to date. The current
balance in the Special Account is the Taka equivalent of $1.7 million.

The soybean o1l which was shipped in FY 81 has just been received and

no sales have yet been reported. The BDG will not be eligible to make

use of the commodity use offset due to the reserve provision until

the summer of 1982, A more detailed breakdown of the Commadities/ Financial

Status of the program is presented in Table 1.

2. Soybean oll gales through the private sector:

The Title ITI soybean oil arrived in the month of October. It ig
too early to analyze the impact of the sales of this oil on market
conditions, but some projections are possible. Bangladesh currently
1s facing a severe shortage of foreign exchange and since July 1981
has imposed restrictions on the importation of all commodities except
petroleum products and urea fertilizer, These restrictions will have

a direct impact on the vegetable 01l market in Bangladesh when curient



TABLE 1 : PL 480 TITLE III COMMODITIES/FINANCIAL STATUS
(CONTINUED)
Special Account Operation by BDG Fiscal Year (in milling dollars):

Sales Procecds Amount Disbursed Amount
Deposited to Special to Projects from Certified
Fiscal Year Account Special Account for cuo*
1979 12,2 12.2 -
1980 55.0 55.0 12.2
1981 14.5 12.8 34.3
1982 - - 33.5
81.7 80.0 80.0

Application Position of the Certified Amount to Date
(in million dollars)

Amount Applied

Amount Certified Interest Total Amount for repayment Balance to
for CuO edarned available for CUO Title I Title III be applied
80.0 1.4 81.4 12.1 5.2 64.1

*CUO 1s currency use offset on loan forgiveness,



stocks are exhausted because Bangladesh has a chronic vegetables o1l
deficit. 1In BDG FY 1980/81, 127,000 metric tons of vegetable oils

were imported. Of this amount 74,500 metric tons (valued at $43 million)
was refined palm oil impovted by private traders using foreign exchange
made available through the Wage Earners Scheme. The Title III soybean
o1l will help to prevent vegetable oil prices from hecoming excessively
high by meeting a portion of the demand, There will be no difficulty

for the BDG 1in recovering the CCC value of the commodity. The next
annual program evaluation will be able to assess the actual impact of the
Title I{1 soybean 01l on market conditions and review ration offtakes of
vegetable oll for the same period.

3. Reserves and Stocks:

a. Review the implementation of the commodity use offset (CUD)
provision for maiqtainiqg_reserves.

The commodity use offset provision calls for forgiveness
1f the BDG uses Title III wheat for foodgrain reserves for
one year after the arrival of each individual shipment. During
this year the BDG must meet foodgrain benchmark stock levels of
1.1 million tons on July 1 and 0.9 million tons on November 1.
The FY 1981 Title III wheat shipments did not arrive until
October 1981 so this provision cannot be revoewed amd
evaluated until October 1982.

b. Review BDG performance in building stocks and holding
reserves in a good supply situation.

The current high levels of stocks are due to a combination

of large commercial purchases that arrived after the 1979



drought had passed, heavy procurement from the 1980-81 crop
year, and normal food aid shipments. Table ? shows by month
the stock levels, imports, procurement and offtakes from

July 1979 through September 1981. Stock levels increased
rapidly from the low point in June 1979 through September 1979
due to imports. The level remained nearly constant until

July 1980 when it jumved during the summer due to substantial
imports and domestic Procurement. Stock levels remained high
during 1981 due to domestic procurement. Offtakes declined
approximately one-~third from 1979/80 to 1980/81, thereby
contributing to the good stock position. The stock levels rose
in September 1981, due to imports but heavy offtakes in September,
October and November prior to the Aman harvest are likely to
reduce stocks so that there will be adequate storage space for
new procurement.

Assess the importance 9£~Iitle_£}1 shipments in maintaining
the November 1 apd July 1 benchmark levels.

Although the benchmark levels do not become effective
until November 1, 1981, it is interesting to review the impact
of Title III shipments on stock levels on these dates in the
past. Title III wheat shipments normally arrive in late summer
and early fall and thus help to maintain stoca levels when
offtakes traditionally are heavy. Title III shipments in

August and September of 1979 and 1980 helped to build stocks.



TABLE 2: STOCKS, IMPORTS, PROCUREMENT AND OFFTAKES, 1979-81
(In 000°s of Long Tons)

Stock Total

Date Level & Imports ProcurementS! Offtakes

July 1979 419 b/ 410 - 200
(110)4/

August 645 451 - 225
(117)

September 892 495 - 247
(81)

October 176 155 - 277
(49)

November 760 196 10 223

December 813 127 89 168

January 1980 747 56 53 174

February 609 27 16 182

March 677 242 20 194

April 608 74 57 200

May 684 191 47 162
(72)

June 779 304 57 150
(238)

Fiscal Year Total: NA 2,728 349 2 540?2

July 1,042 304 69 105
(90)

August 1,239 228 74 205

September 1,310 126 77 133

October 1,379 91 71 L

November 1,305 56 43 123
(20)

December 1,301 30 128 89



TABLE : STCCKS, IMPORTS, PROCUREMENT AND OFFTAKES, 1979-81

(COHTINUED) (In 000's of Long Tons)
Stock Total

Date Level Imports  Procurement Offtakes
January 1981 1,366 15 169 108
February 1,329 - 113 140
tiarch 1,740 18 61 158
April 1,746 77 96 157
May 1,147 - 53 142
June 1,219 115 62 119
Fiscal Year Total- 1,060 1,016 1,522
July 1,263 71 57 89
August 1,20° 30 48 88
September 1,349 248 45 160

(156)
October 1,294 152 27 245

(48)

a4

-/ Month-end stocks

b/ June 1979 level was 209
c/

=" Paddy, rice and rheat, paddy in *erms of clean rice

4/ Title III imports in brackets



Without these shipments the'Juiy 1, 1981 benchmark, would
not have been maintained. The FY §1 Title IIT shipments
were not + necessary to meet the November 1, 1981
benchmark, but will he helpful 1if the July 1, 1982 benchmark
fs to be achieved.

d. BEYEEEmIDSNBEIfQITQQEEL“f the OMS nrogram to see that
it was properly operated at all times that stock levels

exceeded SQQLQOO tons,

OMS performance 1s reviewed thoroughly in Section 4
of this evalvation. Stock levels have been adequate
since August 1979 to support OMS operations whenever
price conditions have warranted it,

4. Open Marker Sales (OMS) -

a. Vas OMS undertaken when circumstances required it in accordance
with the provisions of the Apreement?

September 1981 was the first time in nearly two years that
wheat and rice prices rose sufficlently high to make the OMS
prices attractive. lLocal officials publicized the program by
beatinp drums, making loudspcaker announcements in the market,
and having dealers sipn the notification. The provisions of
the Agr:ement were met in the actual operations except that the
revised anti-hoarding law resulted in unlicensed dealers being
restricted to 30 maund lots per diy rather than 200 maunds.
Licensed wholesale and retail dealers can buy up to the fyll
200 maunds per day because the anti-hoarding law was reviged
to allow them to hold up to 5,000 maunds and 750 maunds

respectively.



The regulations governing OMS were not changed until September
29, 1981 when the EDG issued a new OMS circular. As a result,
the OMS in September consisted entirely of wheat. OMS 1in October,
however, included 35 per cent rice, 79 per cent paddy and 35
per cent wheat as a result of the new circular. This even
commodity breakdown indicates the commo&ity provisions of the
June 26, 1981 Amendment are being implemented. OMS amounted to
2,494 Long Tons in September and 3,l9é Long Tons in October.
There may also be small amounts of OMS in November 1981,

Were sufficient commodities provided to all areas where prices
were such as to warrant 0OMS?

The analysis of preliminary data indicates that commodity
availability has not been a barrier to OMS in areas where
prices warrant it, Srocks are high this year and most local
storage depots can obtain additional supplies within a matter
of days when necessary.

The OMS activity appears to have contributed to a halt in
price increases in areas where it operated. Normal price trends
resulting from the impending aman harvest also were important
with respect to the decline in rice prices.

Was retail OMS undertaken by dealers without BDG restrictions

on prices, quantities, location of sale, or the eligibility of
consumers - buyers?

The BDG's circular instruction of September 29, 1981 is
explicit in not putting any restrictions on the resale of OMS

commodities. In the June 26, 1981 amendmant the word "consumer"



1s used to describe those individuals who buy OMS grain from the
people who bought it from the Ministry of Food. This word
choice has Leen followed in the BDG Circular and has created
some misunderstanding. The Country Team used "consumer" to

mean the next level of buyers who may use or resell the grain
depending on personal preference. Local BDG food orficials

have interpreted consumers to be only those who use the grain
for personal consumption. To prevent this problem in the

future the word "coveuned' should net be used in the newwulti-
year agreement,

OHS activities have been affected by the nature of the
grain market. Credit 1s pervasive throughout the whole system,
so that OMS on a cash basis represents a significant departure
from normal trade practice. The need for cash means that the
market prices need to be slightly higher than expected before
OMS becomes attractive. The large buyers are more likely to
have access to cash than are small traders or retailers who
receive grain entircly on a credit basis. The fact that OMS
1s limited to cash sales, therefore, tends to mean large
traders are more likely to participate in the program than
small traders or retailers.

Were OMS prices set and maintained througn periodic adjustments
at an appropriate level?

The new regulations set the OMS rice price at Taka 200/maund

for non-SR areas and Taka 210/maund in areas served by SR, The



basic OMS price is about 15 percent higher than the current
procurement price. Rice is available at all times at this price,
though it generally would not be attractive to buyers until
market (retail) prices were about Taka 10 above the OMS price.
The wheat OMS price bears a similar relationship to the
procurement price. The nev regulation included a schedule for
adjusting the OMS price as market prices rise. The operation
of OMS and changes in prices are handled at the local level
without approval by higher authorities 1n the Ministry of Food.
The OMS prices and adjustment mechanism are In keeping with the
Title 11T amendment.

A critical feature of OMS 1is the quality of rice offered
which varies from day to day even in the same LSD, based on
first-in, first-out stock rotation procedures, Samples of the
OMS grains of the day are shown to potential buyers and
probably should be displayed at the LSD whenever there 1s a
chance that they might be attractive to traders. The reason
this is needed 1s that the quality of potential ONS rice varies
from coarse to high medium so the wholesale value could vary
by as much as Taka 30/maund. The BDC is studying grain standards
now. Implementatlon of o system of grali silandairds which
distinguishes between types and qualities of grains would help

the management of OMS,



e. Other Considerations:

The application of OMS vo rice and paddy 1s new with this
Agreement. This {s a major step because rice is the basic food
of the country and rice OMS is much more effective than wheat
OMS in moderating rice prices. The problem is that the offset
procedure for rice and paddy 1is linked to wheat sales to flour
mills. 1In a year with heavy rice OMS, the value of the OMS
grain could be much greater than sales to flour mills, which
are about 120,000 tons per year. A straight vheat for rice
swap based on equivalent values would be a much simpler and
more expedient measure thanp possibly waiting several years for
wheat sales to flour mills to amount to the rice OMS done 1in
a single year,

5. Assuring incentive prices to farmers through the domestic procurement

program:

The excellent procurementerfert ‘nfigscal Year 1980/81 by the BDG is

clearly demonstrated by a total procurement level BS per cent greater
than the previous record in fiscal year 1977/78. The effort is also

indicated by the fact that procurement as a percentage of production

reached a new high of 6.4 per cent 1in 1980/81 compared to 4.6 per cent
in 1977/78. The BDG mobilized several kinds of resources to undertake
this program whi:h resulted in the procurement of 946,700 long tons of
crop produced in 1980/81. Temporary storage facilities were increased

through hiring warehouses and taking over other government facilities,



Permanent storape facilities increased rapidly through the self-financed

"erash"

construction program. Restrictions on private grain traders

were substantially eased.

a.

Did _the BDG announce procurement prices for each major foodgrain
crop bLforo _the planting season?

The BDG made an announcement of the procurement price for
each grain crop before the beginning of the procurement season,
not the planting season. The procurement prices become floor
prices that are not reduced. Therefore, the announced
procurement price for the crop being harvested and procured 1s at
the same time the floor price for the next crop which is being
planted or about to be planted. The farmer is assured of at
least that procurewent price. The USG believes the program
will be more effective if planting season announcements are made.
The BNG has provided the U'SG assurances that a 1987 boro procurement
price will be announced before the planting of this crop.

Was_the procurement jrice set at a level that covered all input
co‘lg plua a marpin of profir sufficient to encourape investment

in hiph yilelng variety technology?

Although the use of HYV technology has continued to increase
in Bangladesh, USAID feels that the BDG has not adequately
increased the procurement price to either keep up with increases
in costs of agricultural inputs or reflect the value of foodgrains
to tiie economy,

In the last several years, the cost of agricultural inputs
has increased much more rapidly than output prices. Gilbert

T. Brown in a recent paper indicated that '"while growers'



harvest-time paddy prices are estimated to have risen only

15 per cent between FY 79 and FY 81 aman harvests, agricultural
wage costs are estimated to have increased by 40 per cent,
fertillizer prices by 59 per cent, and irrigation operation and
maintenance costs by 95 per cent." Farmers will invest in

HYV technolery onlvy {f thev can foresce profit margins sufficient
to of fset the increased risks involved. Increases in output
prices are clearly becoming necessary to ensure such margins.

Did the BDG contlinue procurcment operations whencver farmgate
yrices were below the procurement prices?
L = procu _P

As mentioned above, the BDG aggressively procured foodgrains
in the last year. Procurement vperations were generally
continucd whenever farmgate prices were below the procurement
prices and storage was available. The BDG actively took steps
to eliminate all constraints to procurement. In spite of these
efforts there were times and places where more procurement could
have taken place if wmore warehouse space had been available.
(See Table 3.) The continuing warehouse construction program
will help assure that this does not happen in the future.

Was there full and adequate use of private intermediaries?

Virtually all of the procurement took place through the meanc
of private individuals bringing grains to Ministry of Food
facilities voluntarily. The procurement of approximately
one million tons of grain in a one year period demonstrates full
and adequate use of private intermediaries in the procurement

process,



Other steps have been taken to encourage the private grain
trade. Particularly important has been the relaxation of the
restrictions imposed on grain trading through the Anti-Hoarding

Laws. The following summarizes the changes which have taken

place:
BDG Anti-Yoarding Laus 1in Practice
For Foodgrains (For Licensed Dealers)
Haximum Amount That
Can _be held (In Maunds)
Effective Dare _Retailer Wholesaler  Time Limit
November 11, 1979 30 300 7 days at one
location and
20 days at different
locations.
August 4, 1980 100 1,000 No Time Limit.
January 3, 1981 250 5,000 No Time Limit.

Did the BDG continue to construct foodgrain storage facilities?

Government-owned permanent foodgrain storage capacity
increased by 757 thousand long tons between July 1980 and
October 1981. The work in progress and firm commitments will
result in continued increments through 1982. ILimited Government
funds may reduce plans somewhat, but the total of Government-owned
permarent storage 1s expected to reach between 1500 and 1,600
thousand metric tons by the end of 1987, The hired storage, 1if
retained, would boost the total to nearly 2 million tons. Given
present stocks, production, imports and consumption trends, storage
should not, in general, be a constraint to procurement so long as
grain movements among regions occur in order to provide space in

heavy procurement areas.

Table 3 summarizes changes in the storage position.



TABLE 3: CHANGES IN PUBLIC FOOD STORAGE CAPACITY
Change in Storage
Government Government Change in Capacity
Capacity Owned Owned Hired Qty.Hired Utilized
(Thousands of Long Tons) (%)
July 1980 1309 1159 - 150 - 80
August 1370 T1aT é 155 5 94
September 1335 1177 17 158 3 98
October 1429 1178 1 251 93 93
November 1445 1180 o 265 14 90
December 1488 1712 32 276 11 87
January 1981 1499 1223 11 276 0 91
February 1565 1226 3 339 63 85
March 1565 17276 0 339 0 79
April 1671 1331 105 340 1 75
May 1683 1333 2 350 10 68
June 1685 1335 2 350 0 72
July 1712 1252 17 360 10 74
August 1720 1370 18 350 -10 70
September 1733 1333 13 350 0 78
October 1766 1416 33 350 0 73

Total July 1980 - wetwuver o 257 200



In short, was the foodgrain procuremant program effec-
tively administered in order to maintain . support prices?

As described above the BDG made considerable efforts to administer
an effective procuremant program, The results of their actions
was a program which managed to procure a million tons of grains
in one year. The June 26, 1981 zmendment to the Title III
Agreement does not incorporate a benchmark for evaluating price
movements, Previous amendments had used an arbitrary level of
farmgate prices of no more than ten taka below the procurement
price as acceptable. The ten taka standard wvas dropped in the
June 26, 1981 amendment because there was no study to support
its validity, 1In 1920/8) farmgate prices were generally not
maintained within ten taka of the procurement price in the
majer procurement areas (see Seperate paper on thig subject).
Farmgate prices are lower than ten taka below the procurement
price because the small trader performs a function of consi-
derable economic value in drying, cleaning, collecting,
transporting and reselling grain, While there is no simple
statistical gauge of the succese of the procurement progr am
in supporting prices, given the size of the total procurement
and the relatively inelastic demand for foodgrain in Bangladesh
there could not but have been a strong impact on prices. Under
these circumstances, it is clear Prices would have fallen much
more 1f the BDG had not been able to procure as much as it did,
The procurement program has been very successful in acquiring
stocks .nof foodgrains, The holding of these stocks in itself

has contributed to price stability in the last year (Table 4),



6. Phase duwm of the Public Food. 0istribution System (PFDS):

The PFDS consists or all activities associated with Government

held food stocks: the ration system: 0:iS; Food For Work and other

relief activities: flour mills; and other offtakes. The phase~down

of the PF

DS ealled for {s directed primarily at the ration system,

Other offtake mechanisms are necessary so long as the BDG hold food-

grain reserves,

a,

[

Was the total ration quota for individual
cardholders reduced?

The foodgrain ration per cardholder was reduced
on January 3, 1981 from 3,0 to 2.5 seers per week

(See Table 4),

Was the rice portion of the ration reduced?

On January 3, 1381, the rice portion of the ration
was reduced from 33 to 30 percent of the total
ration, The rice share had previcusly been reduced
fron 50 percent of the ration on Hay 3, 1980,

Were prices gradually moved up so that the subsidy
elenent was reduced?

On April 11, 1981 the rice ration price was increased
from Tk.140 to Tk.155.2 per maund, or from 80 percent
to 38.7 percent of the procurement price, At the same
time of the change, the ration price was approximately
84 percent of the market price although the ratio rose
to 90 percent in September, 1981 as market prices fell
(prices rosc rapidly in late September, however). The

wheat ration price was raised at the same time and was higher

than both the procurement price and market prices through

September 1981.
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Table 4. Indicators of Food Security Procress
Weekly Ration Quotas and Prices:

Weekly Quotas Ration Price

(Quaquty in Seers) (Price Tk/Md)

Rice  Wheat Total Rice Wheat

From ilay 19, 1979 1.5 1.5 3.0 120 90
From llay 3, 1980 1,0 2.0 3.0 140 110
From January 3, 15,1 75 1.75 2.5 140 110
From Apriil 11, 1981 .75 1,75 2.5 155.2 116

Retall TFoodgrain Prices in Banpladesh

Ri1ice
Coarse liediuym Wheat
( Taka per Maund)

July, 1980 166.5 206.9 109.3
August 153.2 203.6 107.3
September 1583,2 201,4 122,0
October 150.2 201,1 110,2
November 157.3 191.8 111.8
December 156.9 176.6 107.7
January, 1931 160,2 177.2

February 158,1 183,9

March 174.1 189.,5

April 184,1 2148 106, 5
Hay 194.6 214.6 107.7
June 175.9 209.5 108.6
July 171.5 211.1 "110,3
August 170.8 2121 110.2
September 171.7 215.4 114,2

October 188.,6 226,7 118.4



d, ifow do this year's ration offtakes compare to previous years
in which there was a similar foodgrain supply situation ?

Total Offtakes

(000 HT)
1977-78 1,847
1978-79 1,797
1979-80 2,402
1930-81 1,522

As the table indicates total of ftakes were considerably lower
in 1980-81 than 1in the previous year when offtakes were unuscally
high as a result of drought, The offtake in 1980-81 was also less
than in 1977-78, vhich was similar in terms of the aman procurement,
The effect of the change in ration quota and prices is evident 1in
the first quarter of BDG FY 1981-32 by comparing July, August and
September 1980 and 1981, The SR offtakes declined from 124,000 tons
in 1930 to 101,000 tons in 1981, This decline is particularly sig-
nificant because the 1981 aus Crop-was poorer than 1980 so higher
rather than reduced of ftakes could be expected.

e, Was the ration system increasingly directed
towards those with the freatest need ?

While statutory and modified rationing have not 'been directed

towards thore with the grecatest need,there has teen change in this
direction primarily because of growth in the TFood For Work

category as Table 5 indicates), Also t*ere hag been a

slight increase in reiief of ftakes,



Table 5. _PFDS Offtake of Foodgrain by Category Since BDG FY 1977-78:
( In Long Tons )

EY-1977/78  FY-1973/79  FY-1979/80  FY-1930/81

1, btatulory Raticnine 451,010 417,149 491,404 342,910
Percentage 24 47 23.27 20.5% 22.,5%

2, liodifled Rattoning 352,732 311,583 384,569 179,138
Percentape 19.1% 17,37 16,0% 11,8%

3.0 Esseatia! Priorgrias 2] 777 04,952 84,069 87,651
Percentage 6.6% 5.3% 3.5% 5.8%

4, Other Priorities 327,201 392,622 538,734 357,193
Percentage 17.74% 21.94 22,47 23.57%

5. Large Employers 37,060 75,413 105,994 30,768
Percentaye 4.8% 4,2% 4.4% 2,0/

6. Flour Hills 214,925 182,532 178,368 124 855
Percentage 11.7% 10.2% 7.4% 3.2%

7. Harketing Operation 5,530 8,932 10,063 19

Percentage J, 3% 0.5% 0.47 0%

3. Open ilarket Sales - 52,811 110,883 124

Percentage - 2.9% 4.,6% 0%

9, Food VFor Work 254,669 215,892 440,431 349,305
Percentage 13.8% 12.,0% 18.47% 22,97

10, Relief 30,160 44,550 57,090 49,936
Percenrape 1.06% 2.5/ 2.4% 3.3%

Total 1,847,130 1,796,836 2,401,610 1,521,899
Percentage 100% 1007 1007 100%

Source: Directorate of Food,



[. Vere iR sales restricted to category A cardholders?

The 1980-81 Awendment does not require this restriction,
There has not been an effort to enforce this restriction,

8. Was the 0ilS program, rather than increased ration offtakes,
the principal source of reasonably priced grains in times

of rising prices?

P=ices did not rise sthstantially in 1980-31 50 OMS did

not occur, Ration offtakes also declined during this
period,
7. Activities and Performance of the Food Planning and Moni-

toring mlﬂL;ELEEXClOPiEB and Implementing Food Policy:

The Foad Planning and Honitoring Unit hasg been reorganized and
expanded into the Food and Fertilizer Planning and ifonitoring Secretariat
(FFPUS) . The FFiis has been carrying out irs designated role by doing
studies and analyses in policy areas which reach across the interests of

the several Jiinlstrics wlch deal with food production and consumption

programs.  Vhe FFPMS has done the staff work for the Council Committee
on Food, a Ministerial level group which makes decisions on the food
sector,

FFPUS stalf have been recelving training appropriate to their
roles. Tuo senior members of the food unit have attended USDA short
courses. Fertilizer staff members have similar training planned,

The technical assistance to the FFPMS which has been planned for
the last year is about to begin, A contractor has been selected for
the foodgrain forcecasting assistance and two individuals have been
chosen for the assignment. Discussions are under way to select a

contractor to undertake the other portions of the assistance,



8. Use of proceeds gencrated from the sale of Title III commodities:

Total proceeds generated under the project are the Taka equivalent
of $81.7 million. Of this amount 980 million has been disbursed for
approved development projects and certified to Washington for application
to Title I and LIl loan obligations, The Taka equivalent of $67.2 million
has been disburced for 1 he fertilizer groject and the remaining $§ 12,8
million for tie shallow und deecp tubewel! projects. The shallow and deep
tubewell projects and the remainder of the imutually agreed projects for
Title III funding are all Jrrigation projects which are considered
central to the Medium Term Foodgrain Production Plan. On June 30, 1981
there were 22,899 shallow tubewells irrigating 275,000 acres and as of
October 7, 1981 there are 24,209 shallow tubewells irrigating 290,000
acres, Decp tubewells have hardly, increased in the shert period since
May when Title I1I funds were transferred to the projects although
that 15 not unexpected since drilling stops during the monsoon,
Initially, Title III project disbursements have contributed to the
achievements of the shallow tubewell project, Because the BDG is
facing a scvere local currency shortage resulting from reduced com—
modity ald and lower generations from grain sales, the assured
financing provided under Title III 1s an important guarantee of
funding in this key subsector,

Were there any constraints in this disbursement
or certification processes?

Several aspects of the management of the Special Account required
attention fn the last ycar, These include amending the project list in

the agrecement to allow for higher disbursements for the fertilizer project



and estebiishing a procedure for BDG certification of deposits and
disbursements. One problem which came to light in the past year and
will remaiv with the program until legislation is amended is the
limitation on the use of Title III disbursements to meet Title I loan
obligations for the year in which the Title IIT disbursements were
made, With the exception of this limitation on Title I payments,
procedurcs relating to the Special Account are working in a satis-
factory manner,

fetunl disbursements for the fertilizer project in BDG fiscal
year 1379-80 were a little more than one billion Taka, The Title III
Agrecricnt, bovever, alloved only 700 million Taka for this project,
further disbursements for the fertilizer project were no longer
approved by the USG after the end of BDG FY 1979-80. In order to
allow full forgiveness under the Title III program, implementation
letters werce exchanged increasing the authorized project level to
the amcunt disbursed., The additional fertilizer project disbursements
were certified to Washington for currency use offset,

In order to provide an audit trail of back up documentation,
the USC has requlred a copy of BDG Government Order (G.0.) to substan-
tiate Special Account deposits and disbursements, To incorporate this
requirement into the official project correspondence. a new format for
the quarterly report on the Special Account was developed with the
External Resources Division of the Hinistry of Finance. This format
includes o listing of the G.0, numbers and dates as well as the quan-
tities of Title III commodity sold and the amounts of Taka deposited

or disbursed. The quarterly report now includes a BDG certification



that the relevant back up docuzentation in addition to the G.0s, are
being maintained by either the iiinistry of Food or the appropriate
project implementian agency, The Country Team believes that the
redesipned quarterly reporc and the certification by the External
Resources Division provide a fully adejuata audit trail for the use

of Title TII local proceads.

As mentioned above, use of Title III disbursements to meet

Title I payment obligations will remain a problem until the PL-480
legislation is amanded. Scction 395 (B) of P.L. 436 permits disburse-
ments from the Special Account occuring during a fiscal year, which
are in excess of the Title TII repayment obligations due in that

same {iscal year, to be applied against payments arising under other
Title I agreements, This provision of Title III legislation i1s
needed in Bnnglédesh as there have been Title I programs in Bangladesh
since 1973, Banpgladesh is now suffering from an extreme shortage of
foreign exchange and even under more normal circumstances can 111
afford to make Title I payments. Certified disbursements from the
Speclal Account are greatly in excess of the amount required to

meet Title III repayment obligations for the next several years,

The only problem is meshing new disbursements in a fiscal year with
the timing of Title I vepaymcuts., wost of the Title I repayments
happen to come due in the first quarter of the U.S, fiscal year,
Deposits to the Special Account are limited by the timing of the sale
of the wheat and now also soybean oil provided under Title III,

Wheat sales are made only through modified rationing or Open Market



Sales, This year 0:S 1is taking place and MR offtakes will be larger
than last ycar, so generation of Taka should not be as much of a
problem in FY-1982 as it was last year, The problem will be disburs-
ing enough Taia early in the fiscal year to meet Title I obligations

as they come due, During U.S. ¥Y-1981 the disbursements came late in
the year and the BDG was charged interest for not making Titl. I pay-
ments on time, In FY-19%7 the majority of the payments should be met
on time, but the wiole procedure remains awkward and inappropriate,
Disbursements to development projects should not have to be considered
in the same context as arbitrary loan repayment schedules for old debts,
In future years the flow »f the Title III commodity sales and project
disbursements may result in the BDG again being charged interest for
not meeting payments on tinme,

9. A nev problem - the management of foodgrainss

The BDG faces a new problem in managing large stocks of foodgrain
which wvere purchased to support prices and are being held as part of the
foodgrain reserve, Since steps have been taken to reduce ration of ftakes,
this foodgrain stock is not turning over as rapidly as necessary to main-
tain the stock quality, The OHS program cannot be counted on to rotate
stocks because OiS offtakes are determined by market demand and, therefore,
OMS functions only wher prices are high. The amount of commodity which must be
rotated, on the other hand, is determined by the shelf life of the

stocks tends to become most acute when OMS is least likely to function,



Therefore it s necessary for the BDS to create a new mechanism for
marketing foodgrains before the aman harvest at prices and in amounts
which reflect only the quantity of stocks which must be rotated and

at the same time realize the highest market price these grains with

a short shelf life can conmand ,

The BDG has begun to experiment with some alternative mecha-
nisms to move commodity, One mechanism, known as "Marketing Operations",
was authorized for 20 shops in the Dacca area. Rice vas sold to all
takers with no requirement for a ration card. Individuals could buy
up to five scers, The rice price was Tk,200 per .maund which 1ig the
Same as the OifS price in areas other than SR areas, This compares
to the rice procurement price of Tk.175 per maund and the ration price
of Tk.155 per maund., The program scems to offer a partial model for
rotating stocks which could serve the additional purpose of reducing
the need for SR rationing. The merits of this mechanism are several,
First, if authorized to sell commodity at a price which will result
ia moving fairly substantial stocks, this program helps directly in
stock management through reracion, Second, the commodity 1is sold
at a price considerably above the procurement price, This progrem,
along with OMS, could lead to a self-sustaining ~ood budget with
sales proceeds covering both the costs of procurement and the
operating costs of the Food Directorate, Third, since the commodity
is sold only in the high price preharvest period, Government supplied
grains are not flooding urban markets all year thereby creating dis-

incentives to private distribution channels and domestic production,



Fourth, cverybody has equal access to the commodity, However, the
"ilarketing Operation’ program has obvious flaws which make it less
than an {deal rotation mechanism., The fixed prices used have required
that the BDG provide better grades of rice for the commodity to muve,
If the program cannot move the worst quality rice in the warehouses,
then it cannot serve to rotate stocks. Also the mechanism again puts
the Government into a ration type program for foodgrain which is
undesirable.

Another new BDG experimental mechanism for rotating stocks is
referred to as "Free Market Sales." This program entails selling
short shelf life stocks of aus and boro at the very low prices that
ration dealers pay to lift grain, The mechanism utilizes traders
or merchants who in turn resell or market the grain, 1n this
instance, the low fixed price provides a temptation for local level
food officials to conspire with the traders to provide a better
quality of grains at the ilow fixed price., The price also may be
below market prices for the quality of rice offered so that dealers
will pay bribes to get it. In addition, this mechanism may also add
to the subsidy burden if the price is set lower than it needs‘to be to
move the stocks,

In short, the stock rotation methods introduced thus far have
served a useful purpose, but have major flaws, A stock rotation
program, bullding on the experience gained to date and avolding as
far as possible these undesirable features, will be described in

the new Title III Agreement as a precondition to allowing a reserve



component whereby Title III grain 1s utilized for commodity use offset,
As was the case in the June 256, 1981 amendment, we propose to forgive
the value of the FY-1982 wheat shipuents one year after their arrival
if recommended stock levels are maintained and the OIS program is
stopped only for inadequate commod ity avallability, Proper rotation
of stocks to maintain quality 1is an intrinsic Part of a foodgrain
reserve system.

In July or August of every year the BDG should prepare a list
of lote of graln in specific sites which need to be rotated in Sep-
tember, October and early November, These specific lots of grain
should be auctioned or let for tender so that the BDG can recover
the full, or at least *he market value of the commodity, This should
be done without moving stocks which can be safely retained or providing
a windfall to traders. This rotation mechanism has none of the
advantages of either the "ifarketing Operation" or the "Free Market"

systems, and should be more easily managed,

Drafters: November 20, 1981

Paul Mulligan, FFP/AID/W
Stephen P. French, FFPO, F&A/AID /Daeca



Assessment of Foodprain Procurement, 1977/75-1980/81

A, Procurement Results_

Table 1 presents a summary of foodgrain procurement by crop
for BDG fiscal years, 1977/78 though 1978/81, Overall procurement
in FY &1 rcached 1, 016, 000 tons,ncarly twice the level of FY 78, the
previous record year, and nearly three times the procurernent level
of FY HO. Procurement of aus and boro rice were by far the highest
on rccord, and wheat procurement continued on the strong uptrend
underway since FY 74,

Table 1

Foodgrain Procurement BY Crop, 1977/78-1980/81 —a-‘-/
(In thousand long tons of rice equivalent)

BDG fiscal years ending June 30

7 Inc,
1978 1979 1980 1981 1980-81

Aus 1,6 18, 6 -0- 86,9 -
Aman 500.,8 199,0 176, 1 501, 3 185
Boro 37.0 80.8 49. 8 252.8 408

Subtotal rice 539,44 298, 4 225.9 841, 0 272
Wheat 11,0 52,9 123, 3 175, 8 43

Total foodgrains 550.4 351, 3 346,2 1,016.8 191

Note: (a) Table shows procurement during the crop ycars indicated
regardless of when the prain itself was grown. The data
covering boro, in particular, includes rice procured from
the previous as well as current year's crop.

Source: Dircctorate and Ministry of Food.

The T'Y 81 procurement program required an unprecedented -
expenditure of scarce financial resources. Payments for foodgrains
alone amounted to Taka 4, 6 billion, the significance of which can be
secn in the context of the BDG's overall current expenditure budget
of Taka 14,1 billion, Among the measures taken to enable this
achicvement were:

(1) A refinement and liberalization of the payment system,
Buying centers issued Wceight Cuantity Stock Certificates (WCSC) to
scllers and dealers upon dilivery of grain, Payment was made by
local brenches of the commercial banks for a small commission
(Tk. 0.75 per maund) upon presentation of the WOSC. The commercial
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banks woere then reimburscd by the Government upon the presentation
of consolidated statements, All in all the new system worked well and
no complaints concurning lack of funds were received cither from
temporary procurement centers o1 at the thana level,

(2) A sharpincrcasce in the number of procuremcnt centers. In
an cffort to reach remote farmers, the number of Temporary Procure-
ment Conters (TPCs) was raiscd to 361 from the 259 opcrating in
FY 80, In a rclated effort, the Government authorized union councils
and gram sarkers (villages) to procure grain on their own, While the
amounts actually purchasced by these levels of government were rela-

tively small (stimated at 60, 000 tons), they did spread the procurement

cifort ¢ven further and closer to the small producer,

(3} A major <ffort to vxpand foodgrain storage facilitics. While
storage facilitics were inadequate to accomodate all of the grain that
mipght have been purchased in FY &1 (sce Section D below), the BDG's
c¢fforts in this arca were instrumental in enabling the volume of
procurcment that did take place.

Early in FY €1, the BDG undertook a program to expand
pecrmancnt foodgrain storage facilities by 386, 000 tons; 200, 000 tons
through the Government's "crash' program utilizing its own resources,
and another 186, 000 tons under proj:cts utilizing assistance from the
International Dovelopment Agency, Asian Development Bank, Federal
Republic of Gurmany, Japan and the Netherlands, Altogether, 772
warchousc units werce to be constructed, Progress on thesc projects
during the year was commeondable, A good number of them were
functional vy the middle of the yvar, As of June 30, 19¢1] a total of
347 units (173,500 tons) had been completed and handed over, This
brought total Government ownod fitorage capacity to 1, 35 million
tons., The next 155 units (77, 500 tons) wcre expected to he rcady by
Novemiber, 1981 followed by another 152 units (76, 000 tons) by the
end of Ducember, 1981, This will bring Government owned storage
capacity to 1.5 million tons., The final 118 units (59, 000 tons) under
these schemes are either in the carly stages of construction or not
yet started,

A relatively high proportion of the new warchouses are in
surplus production arcas where storage pressure is the greatest,
Carc has also been taken to ensure that some units arc located in
the more remote arcas with poor transportation connucctions, This
will allow procurement in these arcas and the holding of security
stocks for emergency periods,


http:proculren,.nt

-3 .

Other Cfforts to increasc total storage capacity included a
scheme Lo ropair dilapidated warchouscs to bring them back into
Use, measurces toancrease the number of hired private warchouses,
and tho requisitioning of space available at railway shceds, Thana
Training and Doevelopment Centers, schools and cmpty warehouses
of various governmuent agencics, Hiring and requisitioning of private
and govirnmoent warchouses increased from 150, 000 tons on June 30,
1980 to 356, 000 tons on June 30, 1981,

In sum, the BDG undertock - most impruessive Cffort to
maxiniiz.e procurcment,

B. F‘u;)dgr(tin Productinn and Procuremeoent

In Scetion A, the focus was on the procurement cffort per se,
Accordingly, Table ) showed pProcurement of cach crop during each
fiscal yoar without regard to the year in which the crop itself was
produc.d. Since in this scction we wish to relate procurcment of each
crop to the size of that crop, Table 2 (below) shows procurement of
the crop grown in the year indicated, repardless of the year of actual
purchzsc. The offeet of the differont treatment is best illustrated, and
most mavkot, in the case of boro rice, Table 1 showed 252, 800 tons
of boro rice procured in FY 81, but of this amount only 40, 400 tons
were from the Y 81 crap, 212,400 tons from the FY &0 crop. Table
2 (h:low) shows F% 81 born procurement as 195,000 tons, all of it
from the FY ] crop, Of this amount, 40, 400 tons were procurad
In FY ¢! and an ¢stimated 154,600 tons in FY 82. Much lesser
diffcrences wxist with regard to aman and wheat, but becausce of the
wide differences in horo, thurc is considerable variation in the
procurvment totals as between the two tables,

As shown in Table 2, foodprain production increased by 10
percent in FY 81 to a record 14, 7 million tons, Procurement of the
FY 81 crop rose 61 percent to a record 946, 200 tons which in turn
was 6,4 percent of the crop itsclf - again a record. The overall
record, howcver, conceals some intercsting developmants with
regard to the individual crops,

(1) Aus - Aus procurement in FY 81 reached 86, 900 tons or
2,7 percent of the crop. The 1979 drought renders comparison with
the proviious year's record mcaningless (no aus was purchasced from
the T°Y 80 crop), buat as comparison with FYs 78 and 79 shows, the
FY 81 porformince was altogether unprecedented, As a wet scason
crop, aus is relatively difficult to handle; there is, for onc thing,
a shortape of needed drying cquipment, L.eaving aside the qucstion

v
b



Table 2
Foodgrain Production and Procurement By Crop, 1977/78-1980/81
Crop Year

Thousands of Tons Procurement as

Endinq_iggg_gg Production Procurementi/ %2 of Production
(1) Aus
1978 3,153 1.6 0.1
1979 3,78¢ 18.6 0.6
1980) 2,809 -0- -0~
1981 3,2362/ 86.9 2.7
(2)  Aman
1978 7,420 502.6 6.8
1979 7.429 197.4 2.7
1980 7,303 177.1 2.4
1981 7,837/ 501.3 6.4
(3) Boro
1978 2,239 79.8 3.6
1979 1,929 1.0 0.1
1980 2407 262 .2 10.8
1981 2 5860/ 1950/ 7.5
(4)  wheat
1978 343 13.2 3.9
1979 486 50,7 10.4
195, 810 148.9 18.4
1981 1,075%/ 163.0 15.7
(%) Total Foodprains
1978 13,107 597.2 4.6
1979 13,132 267.7 2.0
1989 13,349, 588.2 A
1981 14,7342 946 .2 6.4
e lep o 3

Notes: 3/ Procurement of the crop grown in the 1indicated crop year,
necessarily the year of actual purchase,

=/ Recently revised estimates.
c/ Estimate based on procurement as of Nov, 15, 1981.

b/




of whother the DG should, or Could, have procurcd more aus then
they did fpiven the poncral failure Lo support farmpgat. prices, on the
onc h-nd, ond ~toraue constrzints on the othcr), the rocdord high level
of FY #1 procurceaont indicttes o dofinite willingness to overcome
troditvons] nronlems inthy area of aus procurcment,

) Aman - Althouph the FY 81 aman crop was the highest on
record, procucs mient of the o on, At 501, 300 tons, was virtually the
same o FY Ve when production was 400, 000 tons lower, Similarly,
the pereontape o crop procured was lower, at 6,4 poreent, than the
b8 porcant ropisterod in FY 75, Mot only the s,z of the crop but
also the failure to support prices in n:any of the principal producing
arcas (veo Soction C), supgpest that more aman should have been
procurcdian FY B However, since the authorities we o clearly
constraincd by Tack of storage facilitics ‘see Section D), it would be
premature to term the aman procur -ment performance a failure,

(3) Boro - Rovisod daaindioate, contrary to the carlier
estimatos, thot FY 81 boro production was at a record high level
along with all other FY 61 foodgrain crops. Howcever, procurement
of the FY 61 ¢rop iv 1l quit, shaiply, from FY 80, both in absolute
terms and ¢s o porcentage of the total crop. Since farmgate prices
in key producing arcas wore gencrally below "acceptable! levels
(by Titl: HI standacds) and ihe wtorage crunch had by then eased,
the recoom for this is not recdily apparent,

(1) Wheat - Both wheat production and procurcment continued
the stoady Cupansion of 1eeont yerrs, However, the ratio of wheat
procut «d to cotal crop decelined t1om 18, 4 percent in FY 80 to 15,2
percent in FY 81, The doclining sharve of crop procurcd is most
likly attributable in part to the storage constraint, although as is
the c¢ase with Loro rice which is harvested at roughly the same
time, the storage constraint did not affect wheat to as great an
extunt 2s aus and aman (sce Scetion D).

C. Farmgatc vs, Incentive Priccs in FY 81

The Title I Agreement provides that the BDG will support
foodgrain pricus at levels sufficivont to induce investmeants in HYV
technologicy, The present amendment to the agreemcnt specifics
furthor that announcomoents of procurcment prices will be made well
in advance of the related planting seasons in order to provide the
desived offcct on farmers! intentions, and it is understood that this
provision is to apply to the aman scason in particular., No such
announc ment was made in advance of the FY 82 aman season,
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Table 4

[xcess Storage Capacity By Month, FY 81
Thousand of Tons)

(1) (2) (3) (4) (5)
Theoretical
-- Storage Capacity -- Eggogﬁ' g;g:éity
Govt, -owned Hired Total Level (3-4)
FY_1081

July 1,159 150 1,309 1,042 267
Aupust 1,165 155 1,320 1,239 81

September 1,177 158 1,335 1,310 25 |3
October 1,178 258 1,429 1,329 100
November 1,180 265 1,445 1,305 140
December 1,212 276 1,488 1,501 187

January 1,223 276 1,499 1,366 133 ,g
February 1,226 339 1,565 1,329 236
March 1,226 339 1,565 1,240 325
April 1,331 340 1,671 1,246 425
May 1,333 350 1,683 1,147 536

June 1,335 350 1,685 1,219 466 o

FY 1982 ms
July 1,352 350 1,712 1,263 449
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