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

Mr. Muhammed Ali, Joint Secretary
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Ministry of Finance 

SUBJECT: 
 PL-L: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.S.
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:
 

i. 	 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.
 



PL 480 Title III Bangladesh U.S. FY 1981 Evaluation
 
Benchmark Analysis
 

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

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,
 

authorized 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 oil valued at 191.8 million. To date
 

521,100 MT of wheat have been sold 
and $81.7 million worth of sales
 

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 oil 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 Comm3dities/*Financial
 

Status of the program is presented in Table 1.
 

2. Soybean oil sales through the private sector:
 

The Title III soybean oil arrived in the month of October. It is
 

too early to analyze the impact 
of the sales of this oil on market
 

conditions, but some projections are possible. Bangladesh currently
 

is 
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 oil market in Bangladesh when current
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TABLE I 
 PL 480 TITLE III COMMODITIES/FINAqCIAL STATUS
 
(CONTINUED)


Special Account Operation by BDG Fiscal Year (in million dollars):
 

Sales Proceeds 
 Amount Disbursed 
 Amount
Deposited to Special 
 to Projects from
Fiscal Year Certified
Account 
 Special Account 
 for CUO*
 

1979 
 12.2 
 12.
 

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 Certified Interest Amount Applied
Total Amount 
 for repayment Balance to
for C1O 
 earned available 
for CUO Title I Title III 
beapplied
 

80.0 
 1.4 
 81.4 
 12.1 
 5.2 
 64.1
 

*CUO is currency use offset 
on loan forgiveness.
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stocks are exhausted because Bangladesh has a chronic vegetable oil 

deficit. 
 In 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 imported by private traders using foreign exchange
 

made available through 
the Wage Earners Scheme. 
 The Title III soybean
 

oil will help to prevent vegetable oil prices from becoming excessively
 

high by meeting a portion of the demand. 
 There will be no difficulty 

for the BDC in recovering the CCC value of the commodity. The next
 

annual program evaluation will 
be able to assess the actual impact of the
 

Title IfT soybean oil 
on market conditions and 
review ration offtakes of
 

vegetable oil 
for the same period.
 

3. Reserves and Stocks:
 

a. Ruview the implementation of the commodity use offset (CUO)

provision for maintaining reserves. 

The commodity use 
offset provision calls for forgiveness 

If the BDG uses Title III wheat for forfoodgrain reserves 

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
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drought had passed, heavy procurement 
from the 1980-81 crop
 

year, and normal food aid shipments. 
 Table 2 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 jumped 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
 

contributinp 
 the good stock position.
to 
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.
 

c. 
Assess the importance of Title III shipments in maintaining

the November1 
 andJuly 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 sto-,% levels when
 

offtakes traditionally are heavy. 
 Title III shipments in
 

August and September of 1979 and 1980 helped to build stocks.
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TABLE 2: 
 STOCKS, IMPORTS, PROCUREI.ENT AND OFFTAKES, 1979-81 
(In O00's of Long Tons) 

Stock 

Total
Date 
 Level a! 
 Imports Procurement-c-
 Offtakes
 

July 1979 
 419 b/ 410 - 00
 
(l10)d/ 

August 
 645 
 451 
 - 225
 

(107) 

September 
 892 
 495 
 - 247
 
(Si)
 

October 
 776 
 155 
 - 277 

(49)
 

November 
 760 
 196 
 10 
 22 3
 

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 
 16
 

(72) 

June 
 779 
 304 
 57 
 150
 

(238)
 

Fiscal Year Total: 
 NA 2,728 349 
 2;402 

July 
 1,042 
 304 
 69 
 105
 
(90)
 

August 
 1,2 39 228 
 74 !05 

September 
 1,310 
 126 77 I3)
 

October 
 1,329 
 91 
 71
 

November 
 1,305 
 56 43 
 123
 

(20)
 

December 
 1,301 
 30 128 89 
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TABLE 2: 
 STOCKS, IMPORTS, PROCUREMENT AND OFFTAKES, 1979-81
(CONTINUED) 
 (In O00's of Long Tons)
 

Stock Total 
Date Level Imports Procurement Offtakes 

January 1981 1,366 15 169 108 

February 1,379 - 113 140 

M.arch 1,40 18 61 158 

April 1,246 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 1,202 30 48 88 

September 1,349 248 45 160 

(156) 

October 1,294 152 27 245 

(48) 

a! ?fonth-end stocks 

b/ June 1979 level was 209 

c/ Paddy, rice anA .:-2nt, paddy in terms of clean rice
 

d/Title III imports in brackets
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Without these shipments the July 1, 1981 benchmark, would
 

not have been maintained. 
 The FY 81 Title III shipments
 

were not I necessary to meet 
the November 1, 1981
 

benchmark,but will 
he helpful if the July 1, 1982 benchmark
 

Is to be achieved. 

d. Review the pcrform,irc0 of the OrS nrogram to see thatit was PrvperY oerated at all times that stock levels 
exceeded 500,000 tons. 

OhS performance Is reviewed thoroughly in Section 4 

of this evalpation. Stock levels have been adequate
 

since August 1979 to support OS operations whenever 

price conditions have warranted it. 

4. Open arket_ Sales ('iMS) : 

a. Was O0IS undertaken when circumstances required it in accordance
 
with the provisions of the Agreement? 

September 1981 was 
the first time in nearly two years that
 

wheat and 
rice prices rose sufficiently high to make the OMS
 

prices attractive. 
 Local officials publicized the program by
 
beating drums, making loudspeaker announcements 
in the market,
 

and having dealers sign the notification. The provisions of
 

the Agre!ement were met in the actual operations except that the
 

revised anti-hoarding law resulted in unlicensed dealers being
 

restricted to 
30 maund lots perchy rather than 200 maunds.
 

Licensed wholesale and retail dealers can buy up 
to the full 

200 maunds per day because the anti-hoarding law was revised 

to allow them to hold up to 5,000 maunds and '50 maunds
 

respectively.
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The regulations governing OMS were not changed until September
 

29, 1981 when the "DCissued a new OMS circular. As a result, 

the OHS in September consisted entirely of wheat. OMS in October, 

however, included 35 per cent rice, 29 per cent paddy and 35 

per cent wheat as a result of the new circular. This even
 

commodity breakdown indicates the commodity provisions of the
 

June 26, 
1981 Amendment are being implemented. O.HS amounted to
 

2,491, Long Tons in September and 
3,198 Long Tons in October.
 

There may also be small 
amounts of OMS in November 1981.
 

b. W.ere sufficient commodities provided to all areas 
where prices
 
were such a.s to warrant OIS?
 

The analysis of preliminary data indicates 
 that commodity 

availability has 
not been a barrier to OHS in areas where
 

prices warrant it. Stocks 
are high this year and most local
 

storage depots can obtain additional supplies within a matter
 

of days when necessary.
 

The ONS 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.
 

c. 
Was retail OMS undertaken by dealers without BDC restrictions
 
on prices, quantities location of sale, 
or the cligibilit 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"
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is used to describe those individuals who buy O.S grain from the
 

people who bought it 
from the Ministry of Food. This word
 

choice has been followed in the BDC Circular and has created
 

some misunderstanding. 
The Country Team used "consumer" to
 

mean the next 
level of buyers who may use resell the grain
or 


depending on personal preference. Local BDG food officials
 

have interpreted consumers 
to be only those who use the grain 

for personal consumption. To prevent this problem in the 

futu re th" *'ru "oO,.ouuei should be Innct used the newJulti

year agreement. 

OHS activities have been affected by the nature of the
 

grain market. Credit is pervasive throughout the whole system,
 

so that OHS 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
 

OIS become,; attractive. The large buyers 
are more likely to
 

have access to cash than are 
small traders or retailers who
 

receive grain entirely on a credit basis. 
 The fact that OMS
 

is limited 
to cash sales, therefore, tends to 
mean large
 

traders are more likely to 
participate in the program than
 

small traders or retailers.
 

d. 
Were OMS prices set and maintained througn periodic adjustments
 
at an apjpro)riate level?
 

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

for non-SR areas and Taka 210/maund in areas served by SR. The
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basic ONS 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 O.S price.
 

The wheat OtiS price bears 
a similar relationship to the
 

procurement price. 
 The net. regulation included 
a schedule for
 

adjusting the ONS price as market prices rise. The operation
 

of OIS and changes in prices are handled at the local level
 

without approval by higher authorities in the Ministry of Food. 

The ONS prices and adjustment mechanism are in keeping with the 

Title llT amendment.
 

A critical feature of OIS is 
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
 

ONS grains of 
the day are shown to potential buyers and
 

probnbly should be displayed at the LSD whenever there is a 

chance that 
they might be attractive to traders. The reason
 

this is needed is that 
the quality of potential OHS rice varies
 

from coarse to high medium so the wholesale value could vary
 

by as much as Taka 30/maund. 
 The BDG is studying grain standards
 

now. Imp1emcantatiot, Df a systeu of grai.,, s.andards which 

distinguishes between types and qualities of grains would help
 

the management of OMS.
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e. 	Other Considerations:
 

The application of OMS to 
rice and paddy is new with this
 

Agreement. 
 This is 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 is linked to wheat sales to flour 

mills. 	 In 
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 wheat for rice 

swap based on equivalent values would be a much simpler and 

more expedient measure than possibly waiting several years for
 

wheat sales to flour mills 
to amount to the 
rice OMS done in
 

a single year.
 

5. Assuring incentive prices to farmers 
through 	the domestic procurement

program:
 

The excellent procurementeifcrt Lnfiscal yer 1980/81 by the BDG is
 

clearly demonstrated by a total procurement level 85 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 in 1980/81 compared to 4.6 per cent
 

in 1977/78. 
The BDG mobilized several kinds of resources 
to undertake
 

this program which resulted In the procurement of 946,200 long tons of
 

crop produced in 1980/81. 
 Temporary storage facilities were increased
 

through hiring warehouses and 
taking over other government facilities.
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Permanent storage facilities increased rapidly throuph the self-financed
 

"crash" construction program. Restrictions on private grain traders
 

were substantially eased.
 

a. 	Did the BDTG announce procurement prices for each major foodgrain 
crop before tLh planting season? 

Thu BD)G 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 is 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 procurement price. The USC believes the program
 

will be more effective if planting season announcements are made.
 

The IIDC has provided the !'SG assurances that a 1982 boro procurement
 

price will be announced before the planting of this crop.
 

b. 	Was the procurement rice 
set at a level that covered all input
 
costs plus a margin of profit sufficient to encourage investment
 
in hligh yielding variety technology? 

Although the use of IIYV 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 the 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'
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harvest-time paddy prices are 
estimated to have risen only
 

1C per cent between FY 79 
and FY 81 aman harvests, agricultural
 

wage costs are estimated to have increased by 40 per cent,
 

fertilizer prices by 59 per cent, 
and irrigation operation and
 

maintenance costs 
by 95 per cent." Farmers will invest in 

IIYV technol n y on iv if tliey can foresee profit margins sufficient 

to offset the increased risks involved. Increases in output
 

prices are 
clearly becoming necessary to 
ensure such margins.
 

c. 
 Did the BDG continuo procurement operations whenever farmgate

prices ,4ere below the procurement prices?
 

As mentioned above, the BDG aggressively procured foodgrains
 

in the last year. Procurement uperations were generally
 

continled( 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 more .warehouse space had been available.
 

(See Table 3.) 
 The continuing warehouse construction program
 

will help assure that 
this does not happen in the future.
 

d. 
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.
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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:
 

BDC Anti-H!oardinp Laws in Practice
 
For Foodgrains (For Licensed Dealers)
 

Maximum Amount That
 
Can be held (In Haunds)

Effective Dare Retaller 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.
 

d. Did the BDG continue to construct 
foodgrain storage facilities?
 

(Government-owned permanent foodgrain storage capacity
 

increased by "57 thousand long 
tons between July 1980 and
 

October 1981. 
 The work in progress and firm commitments will
 

result in continued increments through 198?. 
 Limited Government
 

funds may reduce plans somewhat, but 
the total of Government-owned
 

permanent storage is expected to reach between 1500 and 1,600
 

thousand metric tons 
by the end of 1982. The hired storage, if
 

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.
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TABLE 3 flHANCES 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 I 3n . I 67 6 
 155 5 94 

September 
 1335 1177 1? 
 158 
 3 98
 

October 
 1429 1178 
 1 251 
 93 93
 

November 
 1445 118n 2 265 14 90
 

December 
 1488 ].212 32 276 11 87 

January 1.981 l.q9 1223 11 276 0 91 

February 
 1565 1226 
 3 339 63 85 

March 1565 ]22.6 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 1352 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 ouL
-. ,.4u.. 251 200
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u. In short, was the 
foodgrain procurement program effectively administered in order 
to maintain support prices?
 

As described above the BDG mode 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 amendment to the Title III 

Agreeinent does not incorporate a benchnark for evaluating price
 

movements. Previous amendments had used an arbitrary level of 

fnrmgate prices of 
no more than 
ten taka below the procurement
 

price as acceptable. 
The ten taka standard was dropped in the
 

June 26, 
 1981 amendment because there was no study to support
 

its validity. 
 In 19P!O/81 farmgate prices were generally not
 

maintained within ten 
taka of the procurement price in the
 

majcr procurement 
areas 
(see seperate paper 
on this 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 succesc of the procurement program 

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 
if the BDG had not been able to procure as 
much as 
it did.
 

The procurement program has been very successful 
in acquiring
 

stocks ..nf foodgrains. The holding of these stocks in itself 

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



6. Phase duWI'J of the Public Food. Distribution System (PFDS): 

The 	PF-OS consists of all activities associated with Government
 

held food stoc:s: the ration system. OAiS; 
Food For Work and other
 

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

of the PED)S cailed for is directed primarily at the ration system. 

Other offtake mechahisms a-e 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 froii, 3.0 	 to 2.5 seers per week 

(See 	Table 4).
 

b. 	 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 

from 50 percent of the ration on Hay 3, 1980. 

c. 	 Were prices gradually moved up so that the subsidy 
element was reduced? 

On April 11, 1931 the rice ration price was increased 

from Tk.140 to Ik.155.2 per maund, or from 80 percent 

to 38.7 percent of the procurement price. At the same 

time bf 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 
rose 	rapidly in late September, however). The
 

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

than both thc procurement price and market prices through 

September 1981. 
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Table 4. 
 Indicators ot 
Food Security Progress 
Weli',' Ratioti Quotas and Prices: 

Weekly Quotas Ration Price 
(Quantity in Seers) (Price Tk/Md)
Rice Wheat Total Rice Wheat 

From Hay 19, 1979 1.5 1.5 3.0 120 90 

From Hay 3, 1980 1.0 2.0 3.0 140 110
 

From January 3, 1531 .7" 1.75 2.5 140 110 

From April 11, 1981 .75 1.75 2.5 
 155.2 116
 

Retail Foodgrain Prices in Bangladesh
 

Rice
 
Coat s e Nedium Wheat 

( Taka per Maund)
 

July, 1980 
 166.5 
 206.9 
 109.3
 

August 
 158. 2 
 203.6 
 107.3
 

September 
 158.2 
 201.4 
 122.0
 

October 
 158.2 201.1 
 110.2
 

November 
 157.3 
 191.8 
 111.8
 

December 
 156.9 
 176.6 
 107.7
 

January, 1931 
 160.2 
 177.2
 

February 
 168.1 
 183.9
 

March 174.1 
 189.5
 

April 
 184.1 
 214.8 
 106.5
 

IHay 
 194.6 
 214.6 
 107.7
 

June 
 175.9 
 209.5 
 108.6
 

July 171.5 211.1 '110.3 

August 
 170.8 
 212.1 
 110.2
 

September 
 171.7 
 215.4 
 114.2
 

October 
 188.6 
 226.7 
 118.4
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d. 
 How do this year's ration offtakes compare to 
 previous years
in whicl, there was 
a similar foodgrain supply situation ?
 

Total Offtakes

(650 2fr) 

1977-78 
 1,847
 

1978-79 
 1,797
 

1979-80 
 2,402
 

1930-81 
 1,522
 

As the table indicates total offtakes were considerably lower
 
in 1980-81 
than In the previous year when offtakes were unusually
 

high as 
a result of drought. 
 1he offtake in 1980-81 was also less
 

than in 1977-78, which was 
similar in 
terms of the aman procurement.
 

The effect of the change in ration quota and prices is 
evident in
 
the first quarter of BD 
 FY 1981-82 by comparing July, August and
 
September 1980 and 1981. 
 The SR offtakes declined from 124,000 
tons
 

in 1930 to 101,060 tons 
in 1981. 
 This decline is particularly sig

nificant because the 1981 aIs crop-was pvorer than 1980 so higher
 

rather 
than reduced offtakes could be expected.
 

e. Wa:; 
the ration system increasingly directed
 
towards those with the greatest need 
?
 

While statutory and modified rationing have not 
been directed 

towardh those with the greatest need,there hns 
 een change in this
 

direction,pr iarily because of growth in the Food For Work
 

category 
\as Table 5 indicates). Also 
t. re has been a
 

slight increase in relief offtakes.
 



Table 5. PFDS Offtake of Foodgrain 

( In 

FY-1977/78 

1. StatuLory laLionin!. 451 ,010
PULCeLtagC 24.4% 

2. lodif led Rat Loning 352 ,732 
Percenyte 19.1% 

3. PP IW,-., 121,777 
Perc.nt age 6.6% 

4. 
 Other PrIorities 327,261 
Percentage 
 17.7% 


5. Large luipl,yers 3'),066

Percentage 

4.8% 


6. Flour Alls 214,925 

Percentag'e 11.7% 


7. Uairket ing Operation 5,530 

Percentage 0.3% 

8. Open :larket Sales -
Percentage 

-

9. Food For Work 254,669 

PercenLae 
 13.8% 


10. Relief 30,160 

Percentag.e 1 . 6% 

Total 
 1,847,130 

Percentage 
 100% 


Source- Directorate of 
Food.
 

by Category Since BDG FY 1977-78: 
Long Tons ) 

FY-1973/79 FY-1979/80 FY-1900/81 

417 ,149 
23.2% 

491,404 
20.5% 

342,910 
22.5% 

311,583 384,569 179,138 
17.3% 16.0% 11.8% 

Q4,952 84,069 87,651 
5.3% 3.5% 5.8% 

392,622 538,734 35',193 
21.9X 22.4% 23.5% 

75,413 105,994 30,768 
4.2% 4.4% 2.0% 

182,932 178,368 124,855 
10.2% 7.4% 3.2% 

8,932 10,068 19 
0.5% 0.4% 0% 

52,811 110,883 124 
2.9% 4.6% 0% 

215,892 440,431 349,305 
12.0% 18.4% 22.9% 

44,550 57,090 49,936 
2.5% 2.4% 3.3% 

1,796,836 2,401,610 1,521,899 
100% 
 100% 
 100%
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f -ero iHR sales restricted to category A cardholders? 

1980-81 AmendmentThe does not require this restriction. 

There has not been an effort to enforce this restriction. 

g. as the OHS program, rather than increased ration offtakes,
the principal source of reasonably priced grains in timesof rising prices? 

PVlces did not: ritne substantially in 1930-81 so OHS did 
not occur. 
 Ration offtakes also declined during this
 

period. 

7. Activities and Performance of the Food Planning and Monitorintt in Developinand Implementing Food Policy:
 

Thill Food Planning and 11onitoring Unit has been reorganized and 
expanded itPo the Food and Fertilizer Planning and lonitoring Secretariat 
(FFPHIS) Th2 lFiiShas beun carrying out its designated role by doing 

studies and aalysu, in policy areas which reach across the interests of
the sevi-ral :1nistries wtich deal with food production and consumption 
program;. ilie FFPIS has done the staff work for the Council Committee 
on Food, a :,iiisterlal level group which makes decisions on the food 

sector.
 

FFPIS staff have been receiving training appropriate to their 
roles. 
 Two 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 foodgraln forecasting 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.
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8. 
 Use of proceeds generated from the sale of Title III commodities:
 

Total proceeds generated under the project 
are the Taka equivalent
 

of $81.7 million. 
of this amount $80 
million has been disbursed for
 

approved development projects and certified 
to Washington for application
 

to Title I arid lil 
loan obligations. 
 The Taka equivalent of $67.2 million 

has been disbur xd fo" the fertilizer project and the remaining $ 12.8
 

million for tiie 
shallow Lnd deep tubewel! projects. The shallow and deep
 

tubewell projects and the remainder of the mutually agreed projects for
 

Title 
I1L funding are all Jrrigatioa 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. Deep tubewells have hardly, 
increased in the short period since 

May whell Title III 
funds were transferred 
to the projects although
 

that i; not unexpected sirnc 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 severe 
local currency shortage resulting from reduced com

modity aid and lower generations from grain sales, the assured
 

financing provided under Title III 
is 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 in the last year. These include amending the project list in
 

the agreement to allow for higher disbursements for the fertilizer project
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and esiabi.ishinp a procedure for 13DG certification of deposits and 

dishurs2mets. One problem which came to light in the past year and 

will rc~maiiz ;ithi 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 III disbursements were 

made. With the exception of this limitation on Title I payments, 

procedures3 relaLing to the Special Account are working in a satis

factory manner. 

/.cLual disbursements for the fertilizer project in BDG fiscal
 

year 1979-80 were a little more than one billion Taka. 
 The Title III 

Agreenent, however, allowed only 700 million Taka for this project. 

Further disbursements for the fertilizer project were no longer 

approved by tle USG; after the end of BDG FY 1979-80. In order to 

allow full forgiveness under the Title III program, implementation 

letters weru exchanged increasing the authorized project level to 

the anoiunt 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 USG ha, required a copy of BDG Government Order (G.O.) to substan

tiate Special Account deposits and disbursements. To incorporate this
 

requirement into the official prolect corresnondence, a new format for
 

the quarterly report on 
the Special Account was developed with the 

External Resources Division the Ministryof of Finance. This format 

Includes a listing of the G.O. numbers and dates as well as the quan

tities of Title Ill commodity sold and 
the amounts of Taka deposited
 

or disbursed. 
 The quarterly report now includes a BDG certification
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that the relevant back up documentation in addition to the G.Os. are 

being maintained by either the ilinistry of Food or the appropriate
 

project implementi.n, agency. 
 The Country Team believes that the
 

redesigned quarterly report and tile certification by the External
 

Resources Division provide a fullyade-uata audit trail for the use
 

of Title [I[ local proceeds
 

As mentioned above, use 
of Title III disbursements to meet
 

Title I payment obligations will 
remain a problem until the PL-480
 

legislation is amnnded. 
 Section 305 (B) of P.L. 430 permits disburse

ments 
from the Special Account occuring during a fiscal year, which
 

are in excess of 
the Title III repayment obligations due in that
 

same fiscal year, to be 
applied against payments arising under other
 

Title I agreements. 
 This provision of Title III legislation is
 

needed in Bangladesh as there have 
 been Title I programs in Bangladesh 

since 1973. Bangladesh is now suffering from an extreme shortage of 

foreign exchange and even under more normal circumstances can ill
 

afford 
to make Title I payments. Certified disbursements from the
 

Specl] Account are greatly in excess to
of the amount required 


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 a. j..,L, o. L'OdL 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 
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Sales. This year OAS is taking place and IM offtakes will be larger
 

than last year, 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

in, enough 
 Ta;,a early in the fiscal year to meet Title I obligations
 
as they come due. During 
 U.S. FY-1981 the disbursements came late in 

the year and tLhe BDG was charged interest for not making TitL1 I pay

ments on In
time. FY-192 the majority of the payments should be met
 

on time, but the whole 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 time.
 

9. A net: problem - the management of foodgrains.
 

The BDIJ 
 faces a ,now problem in managing large stocks of foodgrain 

which were purchased to support prices and are being held as part of the 

foodgraln reserve. 
 Since steps have been taken to reduce ration offtakes,
 

this foodgrain stock is 
not turning over as 
rapidly as necessary to main

tain the stock quality. The O11S program cannot be counted 
on to rotate
 

stocks because OHS offtakes are determined by market demand and, therefore, 

OS functions only when prices are Thehigh. 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.
 



- 1 -

Therefore it is necessary for the BDG to create a new mechanism for
 

marketing foodgrains before the 
 aman harvest at prices and in 
amounts
 

which reflect only tie 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 command. 

The BDG has begun to experiment with some 
alternative mecha

nisms to move comnodity. One mechanism, known as 
"Marketing Operations",
 

was authorized for 
20 shops 
in the Dacca area. Rice was sold to all
 

takers with no requirement for a ration card. 
 Individuals could buy
 

up to five seers. 
 The rice price was Tk.200 per ..maund which is the
 

same as the OiIS 
 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 trnaund. The program seems 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
 

in moving fairly substantial stocks, this program helps directly in
 

stock management through rctarion. Second, the commodity is sold
 

at a price considerably above the procurement price. 
This program,
 

along with OS, 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.
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Fourth, everybody has equal 
access to the commodity. However, the
 
"ilarketing Operation ;
'program has obvious flaws which make it less
 

anhda] rotation mechanism.than The fixed prices used have required 

that the BDG provide better grades of rice for the commodity to mve.
 

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 Govurnment Into a ration type program for foodgrain which is
 

undesirable.
 

Another new lil experimental mechanism for rotating stocks is
 

referred to as "Free ilarket 
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. 
 In 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 low 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, building on the experience gained to date and avoiding as
 

far as 
possible these undesirable features, will be described in
 

the net 
Title III Agreement as a precondition to allowing a reserve
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component w;hereby Title III grain is utilized for commodity use offset.
 

As was the case 
in the June 26, 1981 amendment, we propose Lo forgive
 

the value of 
the FY-1982 wheat qbipiuents one year after their arrival
 

if recommended stock levels 
are maintained and the OH1S program is
 

stopped only for 
inadequate commodity availability. 
 Proper rotation
 

of stocks to maintain quality is 
an intrinsic part of 
a foodgrain
 

reserve system.
 

ETnJuly or 
August of every year the BDG should prepare a list
 

of lots of grain 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 the 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 'iarketing 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
 



A:;sesn)-,nt of Food/rain Procurement, 1977/78-1980/81 

A. Procurement Results 

Table I presents a summary of foodgrain procurement by cropfor BDG fiscal years, 1977/78 though 1978/81. Overall procurementin 1Y 81 reached 1,016,000 tons,nearly twice tLe level of FY 78, theprevious record yecar, and nearly three times the procurement levelof FY 80. Procurement of aus and boro rice were by far the higheston recnrd, and wheat procurement continued on the strong uptrend
underway sin(-,: Y . 

Table 1 
Foodgrain Procurement BY Crop, 1977/78-1980/81 a/ 

(In thousand long tons of rice equivalent) 

BDG fiscal years ending June 

1978 1979 1980 1981 

30 
%/,Inc. 
1980-81 

Aus 1.6 18. 6 -0- 86.9 -
Aman 500.8 199. 0 176. 1 501. 3 185 
Born 37. 0 80. 8 49. 8 252.8 408 

Subtotal rice 539.4 298. 4 225. 9 841. 0 272 

Wheat 11.0 52.9 123. 3 175.8 43 
Total foodgrains 550.4 351. 3 349.2 1,016.8 191 

Note: (a)Table shows procurement during the crop years indicated 
regardless of when the grain itself was grown. The data 
cove ring boro, in particular, includes rice procured from
the previous as wll as current year's crop. 

Source: Directorate and Ministry of Food. 

The FY 81 procurement program required an unprecedentedexpenditure of scarce financial resources. Payments for foodgrainsalone amounted to Taka 4. 6 billion, the significance of which can be seen in the context of the BDG's overall current expenditure budgetof Taka 14. 1 billion. Among the thismeasures taken to enable 
achievement were: 

(1) A refinement and liberalization of the payment system.Buying centerb issue-d Weight Cuantity Stock Certificates (WC.SC) toselle!rs and d,-alers upon Cilivery of grain. Payment was made bylocal br,-nicLes 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 w., rU thi,.n ,Cirnbursed by the Government upon the presentation
of consoli datcd statemtnts. All in all the new system worked well and 
no complaints concurning lack of funds were received -ither from 
tcimporary procurement centur- i at the thana level.r 

(2)A sharp increase in the number of procurement centers. In
 
an effort to r,,ach remote farm,1rs, the number of Temporary 
Procure
ment Cntcrs ('f'PCs) was raised to 361 from the 259 operating in
 
F Y B0. In 
a r.latcd effort, th2 Government authorized union councils

and gail l,-ark,,rs (villages) to procure grain on their own. 
 While the
 
amount:; aCtually purchased 
by these levels of government were rela
tivlIy small (,stimatid at (.0, 000 tons), they did 
sprcad the procurement
effort .,,n furthe r and closer to the small producer. 

(3) A major .ffort to expand foodgrain storage facilities. While

storaL faciliti, .swere inariquatt. to accomodate 
all of the grain that

might have b.en purchased in FY 81 (see Section D below), 
 the BDGts
 
cfforts in this area were instrumental in enabling the volume of
 
proculren,.nt 
that did take place. 

Early in FY Rl, the BDG undertook a program to expand

permanent foodgrain storage 
facilities by 386, 000 tons; 200, 000 tons

through th,. Government 's "crash'' program 
utilizing its own resources,
and anroth:r 18(,, 000 tons under proj .cts utilizing assistance from the
 
Intcrnalional D.,velopment Agency, 
 Asian Development Bank, Federal

Rcpublic 
of Gi:imany, Japan and the Netherlands. Altogether, 772
 
warehouse units were to bc constiucted. Progress these projects
on 

during the ye.ar was cnmrn.,ndabl,:. A good number 
of them were 
functional tny the middle of the year. of June 1981 aAs 30, total of
347 uniti, (173, 500 tons) had been completed and handed over. This
brought total Government awn,-d :;torage capacity to 1. 35 million 
ton.,. The next 155 units (77, 500 tons) were expected to be ready by
Novumber, 11)I fnllow,:d by another 152 units (76, 000 tons) by theend of Deccember, 1981. This will bring Government owned storage

capacity to 1. 5 million tons. 
 The final 118 units (59,000 tons) under
these schemes either in theare early stages of construction or not 
yet started. 

A relatively high proportion of the new warehouses are in 
surplus production areas where storage pressure is the greatest.
Care has also been ensuretaken to that some units are located in 
the mor! rernoti areas with poor transportation connections, This 
will allow procurement in these areas and the holding of security 
stocks for ,m-ergency periods, 

http:proculren,.nt
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-)th:. , irt, Io incrk.,.ise tta- storage capacity included a

sch , tjlk r, p'i r dilapidatd wa rchouses to them
bring :)ack into
US-', nh- tosnrcs incr.asu the number of hired private warehouses,
and th, rCquisitionin. of sp2c,., available at railway sheds, ThanaTraininp and Ivv:loprenlnt C,-nturs, schools and empty warehousesof various governmeint agtencits. Hiring and requisitioning of privateand govmf , w.":Int hous.s incre..ased from 150, 000 tons on June 30,
1980 to 3(,, 000 tons on Junt, 30, 1981. 

In sum, the BDG und,.rIfe,-oI . most impressive .:ffort to
 
rnt~xi il z1.: U
p [t)(' L-lent. 

B. l'ej di rain Productiona,.nd Pi ,curemnt 

hn Si:ction A, foccus onthe was the procurement effort perAccordingly, ':ble se.
I show.d procurement of each crop during eachfiscal y,:.r without rcgard to thet ye-ar in which the crop itself wasproduc. (. Sinc,. in this section V.', wish to relate procurement of eachcrop to thu siz-- of that crop, T.hlle 2 (below) shows procurement ofthe crop grown in the year indicated, regardless of the year of actualpurchcsk. 'II,,h ,ffct of th, differe-nt treatment is best illustrated, andmost za i.kt t, in ti,. case of bore) rice. Table I showed 252,800 tonsof bor' rice prcured in FY 81, but of this amount only 40, 400 tons
 

wetre. from the 
 FY 8] crop, 212,400 tons from the FY 80 crop. Table2 (h,:ow) shows F ',' 81 boro procurement as 195, 000 tons, all of it
from the FY 8] crop. Of this amount, 40, 400 were
tons procuredin FY 81 and an estinmate(] 154, 600 tons in FY 82. Much lesser

diff, r ncs ,-xist with regard 
to aman and wheat, but because of thewide diiffcrcnces in horo, there is considerable variation in the
 
procurcmunt totals 
as between the two tables. 

As shown in Table 2, foodgrain production increased by 10percent in F'Y 81 to a record 14. 7 million tons. Procurement of theFY 81 crop ros e 61 percent to a record 946,200 tons which in turnwas 6.4 percent of the crop itself - again a record. The overall
record, however, conceals snme interesting developments with 
regard to the individual crops. 

(I)Aus - Aus procurement in FY 81 reached 86,900 tons or2. 7 percent of the crop. The 1979 drought renders comparison withthe pre.vaious ycar's record meaningless (no aus was purchased fromthe FY 80 crop), but as comparisen with FYs 78 and 79 shows, theFY 81 pt.rfrni.nce was ;altoguthe-r unprecedented. As a wet season crop, aus is relatively difficult to handle; there is, for one thing,a shortage: of needed drying equipment. Leaving aside the question 



Table 2
 

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

Crop Year 
 Thousands of Tons 
 Procurement asndin, June 30 Production Procurementa % of Production
 

(1) 	 Aus
 
1978 
 3,103 
 1.6 
 0.1
109 38280 18.6 0.6
19.) 2,809 -0- -01981 	 b /

3 ,2 36 86.9 
 27 

(2) Aman 
1978 
 7,422 
 502.6 
 6.8
 
1979 
 7.429 197.4 
 .7
 
1)8!) 
 7,303 
 177.1 
 0.41981 

7 , 8 3 7 hl 501.3 6.4 

(3) Boro 
1978 
 2,239 
 79.8 
 3.6
1979 
 1,92) 
 1.0 
 0.1

1980 2,427 262 
1981 	 2,586-b/ 1 9 5 )/1. 

10.81981 

195 
 7.5
 

(4) Wheat 
1978 
 343 
 13.2 3.9
1979 
 486 50.7 
 10.4
198u 810 
 148.9 
 18.4
1981 
 1,075b/ 163.0 
 15.2
 

(5) Total Foodgra ins 
1)78 13107 
 597.2 
 4.6
1979 
 13,132 
 267.7 
 2.01980 
 13,349 
 588.2 
 4.4
1981 	 b /


14.,
7 34 946.2 
 6.4
 

; 	 o -


Notes: a/ Procurement of the crop grown in 
the indicated crop year, not
 
necessarily the year of actual purchase.

Recently revised estimates.
 

c/ Estimate based on procurement 
as of Nov. 15, 1981.
 

(1
 



of %%hI)tit' r . ) :'))'Ulcl, , moro_ ats thcrn!MVnl procurcd
thy dift (j)v.; n ,.- fl.,al failur,: to Support ftrmgat,_ prices, on the
 
Olti h-Ir , fil l
t'ri .1tad , to I :-iit., )n the othcr), th ... d high level
of FY 1 p t,)(u .t. t indic . i d-finite willingness, to, ov%,..come
 
t ';'(iti,,llaI , l,)l,.H : 
 tr flic, ,,f aus procurcrn .nt. 

Ar n - .'lth u th,Ic -' t"11 aan cr()p was th,. highest onr,.crd, H dpl, n t L, tl. I ctn), at 50 1,300 tons, was virtually the
 
s -. . in " 'c; ' I.h.np .d ction was 400, (.000 tons 
lower. Similarly,

the p. rcot.: cr(p procurctd 
 ,.,.s lowc:r, at 6.4 percent, than the
6. , [)I (I I I t ->-,. d 1 1 1'Y 76;. lot ml,' th !sz. of hc . crop but 
alt,, th, laii I-,. to suppo rt priC, . in many of the principal producing
 
arr';IS St (tin C),
as sugist tht More anan sh,)uld have been
 
prtctn rlin I 
 ]. Il , , sinct, the authorities weie cL-:arlycotnn .in,d jtll c:1 of sti;'. faciltiC:-, se: Section 1)), it would 1)0
pi-.r ltt lo'
-, tItc th. am"I prit"r r .munt porfo manc,. a failure. 

(3)HBw, - P, vi:,;,.d d)ta indit "Ite, contrary to til uarlier 
eslill:mi. :, tlcwt FY 81 br p tmiction was at a record high level
along .ith all ,uh.rFY 81 fhodgran crops. Ilowver, procurement
 
of th.. 'Y ,I crp A,11 quit, nha ply, from 
 FY 80, both in absolutete rms !nd . , ptrck.ntaijc Afth ttal crop. Since farnmgate prices
 
in kx;y prOditing art as 
w.r, gci, rally below 'acceptable'" levels(by Titl.. Ill st:nd, ds) and the- -t:orage crunch had by then eased, 

i thi., isthe ." t fI) nt t rk.dily apparent. 

4) V Ii at - B,)th wh, :it prrtduction and procur,.:nrint continued
 
thI. :t Ay :1. tn ,i,n if 
 r cc, nt yu a,s. Howevcr, th . ratio of wheat 
procu IA t, it,.al crop dOclincd I I om 18.4 pe rcent in FY 80 to 15.2
percnt in F'Y HEI. Th. d.clining share of crop procured is most 
lik.ly ,tt rilmtal l,-in part to th_ trtrage constraint, although as isth, ca.,, with ,ir",'ric,- which is harve:,ted at roughly the same
time, the Storage constraint did not affect wheat to as great an 
extent as aus and aman (see Section D). 

C. Farrgate vs. Incentive Prices in FY 81 

Thu Fitlth Ill Agrcremnt provides that the BDG will support
foodg rain pric,.s at le.,vels suffici, nt to induce investments in HYVtechnoIt gi_ . 'ITh,p .sent ame-ndnment to the agreement specifies
fu:th.. t ,t ,.nrw)nnck,iii. nts of pro)curement prices will bI made well 
in .dvancc of the related plantin!.,, seasons in order to provide the
dc:;ir,d ,ffet.ct on farie s' intentions, and it is understood that this 
p t()vi.jion i.,I(,apply to the anzn s-ason in particular. No such
annotil :I Illn wa,s ma, inl a dvance of the FY 82 aran season. 

"I(
 



AIi ItI n u'. it its0IIif suc oi11falurc of th'.
 
pr, lit 1)c:~ it ,iMraly judg d by th,. I vel ofl fi11gatc
 

pr hi I IIi" I s 4u111,- y -~I . Tbc b5c-chia rk Tor tis purpos2
til-() 
is hatt~irnat.. picS should !) no rnor,. than 5 to 10 T-ika below the 

IriceUT rnprcu)1"11knc1)nn C k,,cr-iterion has niot h,! n uxamin d 
in rt ck Tt years, InI may well t;, in nccd of rtevi1 2%v as a yardstick w'ithl 

whic to V. us _ it hn~u~. prfonian eas thi only yardstick 
availabLY / r' et problenl arisiettoI n~ht in the, absc~t 

of ~c~u~t~d iisstet ~ of farrngat- pric,-. . Accordingly, 
aIfterI' i w ae rp (Iotthe attempt to) ci iivt a m aningfUl 

Lho1 a 1, 'It prict ;, o)n the, other hand, ark- i' adily availahl , 
Assuming that IhI ho s il price es the_ 5 Taka tran 'portation bonus 

sI111 rogl the, fa pice,ui to )1t' we h171'tv_ dkefink (1 ;11 initially 
b2~whhaslepric,'C . a TakIa 100 per i- und doting the, period

July I1PI t) Nov 1>, 190 1 10C,' p, n- oni from Nov. 14-,I~h '-

11i',0 h11 nd of Jul 111, W, h c then con)pA I-,( th1, acC kpta bl C 
w pri.' w%It.It 1)1 I"1 pr big w%.I1, sal I ) i o:ts fr pI)- ddy in area.1s 

fo p"(p Iurt-Q$ ',ofp icu riurnt o) th cI p,-pcti vt c rops 
dunn iill mon)ithbinM hich iot ;fth procurA11clni of thosL crops 

t p) 1 Ta ,hI 3?h o) ur uliflin7C3the( finldings of a Study Of 
wh 1 Ic pic, inl .abiiI I ccouinting for 80'.,35 percent of 
tokt.! I met-. my ieu s 'et-n, thC perce!ntage of subdivi

n prtng 0 aCcp1t I pji;i.i, by thi( rutle. Ill ci it, non, ranged
fr ni1w o 7in Aur,t. ,tis) ancd 1),:cmber (amnan) to a high of 41 

in ayQin) Av, r:i- ~ price.s reported by the: subdivisions 
u~'yI rog;dfronTk. I/ iii. in August ~a~to Pk. 101. 9/1d1 

In .1 inoiy @un 

Fe ihetf (,~ th i-m n ti ly average prices, the~n, was below 
the' 0 acc ,hk 1'' vye cd fined ioy the_ Title Il 1 stand ,d. Hwever,
AV. pl werI , tpit- nY 1",ry fair from the "aeccptabli&l levels, and 

ciiilyr wr Ur lhhr th'i.n thity would have beecn in the absence of 
-I vig mci mn rga I Taking into -account the tentative 

a/ TIl' b 'rid mirk in qjut.stion wyas Omitted from the Amendment of 
J1on1 *')k swvrtWas IL in etiect for nearly all of the period

undrev wand siinc, it was not replaced by an ailternative 
it indard(, may serv, ;a. such for these purposes. 

I'lTi F-' d Mini stry divicks B~angladesh into 66 subdivi sions for its 
Idn linis,tra,tiv( pul posu Li. 

c/ Th, findings, by subdivision, a ppear in Appendix A, B3 & C. 
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9>9> n999c~~9 1-1 1> rd t>i i - 11, Pp 9911' r % 
9t V9 I 

< >1 
A U 1 ) ,-Ct C)f t1 ->t1 i9999 

iC 

, aI 
c9> t I t 99 9>991%, ] 

h c 1 ,Y bt C ~ 1 1-S U - O C I 
t99~k><1) ,> l n 51>,99v ti r c r,, m n r c , - h w n i i1 

<99bl ), ,r9>t ,t -g ( f s b i i io s r u -t n , t i t ra a i e 
999 , 1 9-1-fS r i c - c c i r 1 '1' -i t i nn m e ne r 1 c n A g s 

ch, rops~, 
0I u hi%k~ 4upportt, si ct of thei pogra )fl twohenasi fan 

II to.~z ti > !ti, )n f'r variound soit g th pprorinate 

6. fh bi 3,th p rcnt-tSuh subdivissions tingtis t alenaio- Av, 
- pnnr-is rliti rieronragesfrm 1 ercntinAuus-

Pure~ ~ ios~ ih ~ vc ;: n c4hudv 

ZO 44 

Br) 30 50 

N :( ageof11 3 months (i. u. Aug.,)Av Jrv;tions for all 
Spt. &Oct. in th- c, - of aus) in the- casce of Ch crop. 

(I -] ) lwte H1PM-, prficuroment price. 
(c) 10 Taka bi-low the- procuiemrent price. 

On the alte-rnativk, bt-nchmark basis, prices were adequately
support -d in 10 to' 50 pe-rcent of the reporting subdivisions, depending 
on thc crop. Fuithk.r, in 4 of the 9 months surveyed the'. average
price. in -.11 reporting subd(ivisions was above the alternative bench
mark level. In any event, the rcord of price maintcn-Incu canniot 
b(, cons ide--rd apart from the extraordinary downward pressures on99
price, and the- t'Aorag,. constraint in effect during the period under K 

D. Price P-rssures andStoia9>, 
1..Constraint AA 

Markit prices were- &ipre-ssedthroughout FY 81 b:y the unusualA conmbination of a re:cord f4. cigrain crop (up 10 percenit on FY 80) and 9 



(Ico-1n s t 

tu ', ld 1flvIintelil inic,ntIy pricus farmejrs, 


dd, oo c(c W~rI,'1odg c k I - :I ')( ff s n-a r kt 
to pr,)curL~rnuent

h')padya v r -ag As has h,znmrgin indeed. -n SecLn,anirnpr, PI&e Wjltprogr11r1 mrount,.d and procurume-nt did indee.d nearlyti11)1 thk FY A) hlv,-. That it did not texpand by more is largely dueto thl.Zi p",ztg toz s I , ulting from the same- high stock1v thait wer h,-1lping to r tanprices. 

IThbk( 4 dihows ctorap,~ caipacity, e-nd of month stock levels andther bul ing t otcexce.ss capaDcity throughout FY 81 and July
o)f } ' t\ t , muhMooI shuld bc 
 miadi2 of th-s "theoreLtical" figureL-s.Ap:,rt it'M ti- ildct dlM th, i-finitiun of btoragie capacity is itsel-'f,q), 11o, inltuler tati on, the BIXJ c. ulld not, for logistical and otherIlfjl-ioi n i11' r, n, e xpcted to utilize all of its available capacityaIt U1tll1LS irh1rieF ouh 1talysis of the :ffccet o)f the Storagecon ti Iit on p, )curm*L -tnt wojuld require moru than looka at nationwi~dit t would r,-cuire .xanin--tion of strage, capacity and stock
icsin -1l th, main pi clii cing I-gions. 

With thecaiv, ats, th,, ditta oin '"thuorLtical excu-,s capacity"r- r tV, i I . Tir y provid,, somei: idea of the tight storage situation pr vili'p~ ralyand th,. f()inthe(- situation as the yearprog~ rd. Cult, elecariy, ti t rage constraint was most severedur-ing ti au.' Pr(Acur 1 nimnt sea,'Son, still sev re but less so duringtheI t-i !' n11rp, ~C 1,r i II)k-t1 S1,11 S11, irid onsid ,ra-hly -isi r dIii ing 01C,

b' 1-, 13,n
 

Glvyen th( I3DG's pio(v,.n dis-inclination to undertakc outdoor
strgthe- st )ragte c nstraIint aIppears 
 to provide sufficient uxplanati )n li r the: BDQ's failurL- to pr(.cure higher levels of aus and arnan,and for the- co1(untlw (below ''acceptable'') levels of market
pric,.S forl thos crops. As suggested in Se.ction B. 3 above, thefailurc to pr ecurc niore bor, is less understandable. The crop wasa record highi, y,,,t pr Icuruniunt of the FY 81 crop trailed procurement of th,; FY 80 crop by a substantial margin, prices were notwe~ll support,-d (though someiwhat better supported than a-us and(aman), and tHI storagc:- conistraint had been considerably eased, 

a/ Th u hi gh s tock 1lev(-l s v yer, la rgely the result of unusually heavyffoc)d)!rrin impoirts durl q' FY 80; i. (., during and in th irnmediate
ft crmithi )f the 1979) drought. Thu wisdcjm of impo'rting on such a scaile can be debated !)ut is not material to the issue addressed 

http:otcexce.ss
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Table 4 

Excess Storage Capacity By Month, FY 81. 
"!'ihusand of Tons) 

(1) (2) (3) (4) (5) 

Theoretical 
-- Storage Capacity -- End Mo. Excess 

Govt.-owned Hired Total 
Stock 
Level 

Capacity
( 3  4 ) 

FY 1981 

July 1,159 150 1,309 1,042 267 

August 1,165 155 1,320 1,239 81 

September 1,177 158 1,335 1,310 25 

October i,178 258 1,429 1,329 100 

November 1,180 265 I,445 1,305 140 

December 1,212 276 1,488 1,301 187 

January 1,223 276 1,499 1,366 133 

February 1,226 339 1,565 1,329 236 

larch 1,226 339 1,565 1,240 325 

April. 1,331 340 1,671 1,246 425 

May I,333 350 i,683 1,147 536 

June 1,335 350 1,685 1,219 466 
FY 1982 0

0 

July 1,352 350 1,712 1,263 449 
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Appendix Table A 

IfIOLESALF. PRICE OF AU'S 'PADDY IN IMAOR AUS 
PROCUREM$ENT DISTRICTS DURING FY 1980/81 

(In Taka Per Maund) 

Di~rlctsub~diisi0 Au~us 190 Sptember 1930 October 1980 

1a11y1inIn 
flai kganj 
Narsin ,cjj 

u-s .5 
1,)3.3 
912. 

981.8R 
103.1 
10J.3 

98.0 
108.3 
98.5 

tNxyeIs n rh 
KIshorepanj 

erona87 

71).0) 
79. 

.4 

86.5 
91.0 
89.0 

894.0 
9. 
94.3 

NoakhaIi 
Fen 

SyIhIIet 
ou viba"1. ar 

Habiganj1 

8Jm~t87.0 

87,9 
93.5 

94 .0 
83,? 
706.8 

95 .5 

106 .0 
101.4 

96.2 
95.3 
)8.0 

98.0 

98.3 
94.3 

95.8 
83.5 
91.0 

Dinalpju r 
Thiakurg!aonT 

Khtulna 
SatKhIdra 
flagpe rla r 

7 .0 
66.3 

92.7 
95.0 
94,8 

89 .7 
85 .0 

99.83 
10 1 .0 
95.0 

10" .5 
96.3 

103.4 
94.5 
92.0 

Jessore 
Narai 1 
JThenaiidah 
llagura 

.89.3 

88 .4 
88.4 
81.0 

85.0 
98.3 
90.0 
97. 3 

90.3 
100.5 
102.0 
107.3 

Kushtla 
-Eihuadanga 
lieherpur 

85.0 
83.0 
94.3 

96.3 
85.3 
83.8 

95.0 
92.5 
95.0 

Barisal 
Jhalakha t1 
Ptroj pur 
Bhola 

-

85.0 
126,7 
79?2 

94.3 
10 3.0 
95.C 

90.0 
105.8 
103.8 

. 

V Source: Directorate of Agricultural Marketing 



Appendix 'FbeB 

MIOLESALE PRICE OF AMNt 
PROCUREtNENT DISTPICTS 

PADDY IN MAJOR ANAN 
DURING FY 1980/81 

DiStriCL/Sub-division 

(In Taka per 

November 1980 

Maund) 

December 1980l January 1981 

Nyrln,, 
KihoL~nj98.3 

Netrokona~ 

.~3 

8().o 

89.1 
96.3 
92.0 

95.0 
98. 
98.?. 

Jani 11)u r 
Sherpur 

91. 
-95.6 

102).3 1 103.5 
99.2 

NoakhalI f 

FLakhip 

H1ab iganj 

Dina1 "Lt, 1 
Thakurgaonl 

Lasmpr100.0 

Syht 

92,13 

.)4.5 

2594.2 

87.5 

10Q ., 
91.0 

1!. .8 

94.8 

94.0 

95.0 

100.0 
96.8 

104.3 

104.2 
103.8 

101.21 
95.8 

96.6 

109.3 
103,0 

1!ngpur 
Gaibandhia 
Kurigram 
NI IpIIa 11a r 

105 .0 
88.0 
95.() 

103. 3 

101 .3 
93.0 
99.5 
95.5 

106 .3 
99.4 

103.0 
100. 4 

_Bof)ra 
Joypurhat 

89.0 
86.0 

95.4 
94.0 

104.6 
100.6 

j s 111i
Naogaon 
Natore 
Iawabganj 
Barisal 
Jhalakathi 

Pirojp)u r 
Bhola 

Patuakhali 
Barpona 

106.8
9?.? 

109.3 
10)3. 0 

-90.0 
A3.8 

101.1 

9().1 

9)5.0 
92.5 

108.8
97.8 
99.8 

109.2 

89.0 

103.6 

85.8 

93.9 
92.7 

111.8
108.4 
110.3 
111.0 

89.5 

104.5 

93.5 

95.? 
101.2 

<K 

' 



Appendix Table C
 

1W11OLESALE PRICE Of, B0RO PADDY IN NAJOR 
BORO PROCUREiE.NT DISTR'ICTS DUR~ING FY 51/82 

(In Taka Per Iiaund)
 

District /Sub-divisjonl Nay 1981 June 1981 'July 1981 

Dacc n 108.3 
 - 107.2
R:ar,yaIng inj 110.?I 96.0 
 98.4
ManIkganj 
 115 .4 109.1 111.5
Narsinrgdi 
 10,3.8 99.3 105.1
 

MyeInLi 
 100 .4 95.9 94.9Kishoreganij 105.8 102 .9 110.8Netrokona 87. 3 960.9 88.8 

Jaalur107.2 
 100.5 98.)Sherpur 9'7.3 98.3 91.0
 

ChIttap n 

111.1
Cox's- faz ar 
 9 0 6 80.8 87.5
 

Comnilla 
 108.0) 109.3 107.3Chandptr 105.8 
 108.0 
 114.1
Brahmranbaria 
 103.3 
 99.1 
 102.41
 

Syihet 
 96.1 
 94.4 
 97.6
Sunamganj 
 80.6 
 91.3 
 100.0
Mou11vibaza 1 108.0 101.7 96.0
Habiganj 98.3 
 96.4 101".5 

DialpuF IIr 109.4 
 94.0 
 88.8
 

Eajshalli 10').4 98.0 
 103.0
Naog;aon 
 92,8 89.6 
 97.9
Natore 
 99.0 
 98.3 
 107.0
Nawabganj 
 97.5 
 100.3 
 100.4
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K P cu mtPrice Co~~iI._d.'one -i UYV n ro Fddy and ice 

Theattchd tblep~~hXs a Projection of ncA hacorme andbu~k;fit: coot ratiou for OWI.cultivator F.YV boro farm~ers,
aoolnil! no iincrcase in the )curement price hfon-1 the present7k lev,_d Of Tk V0/nid. arld a 1*.'LAIuzer price increase averaging 21p-,icent )clween now and tha -,,-d of Cy 81. The cout projectionspr<c,!t from.- the cost of proiction study of the 1," '79 boro crop

N dorii wjil*h G2A11) asistance 1.j the Agro-Lrcononrd iPeuearch Wingof t Jiityof iAgricultur., Using data availaiblo for the sub-Eeque.ni jears aiia var-iouri aib.iunjptione With regard to coat trends9i7~CotC9s benrjeLav to the FY 82 boro seaaon, 

Yi~du~h~iifor 1,Y 71; n.rd 60 are national &aveageyields1cr Y'V ro, as reportecd by- i;3S, WY 82 yieldc, aze projected asE~li% A-,Kt'!r LL~ln 1.0, lJODiAf a record year. T]h procuren-ent 
,pr~ ~f or these-a 1p,! 1Loces as the price re.ceived by thefiiro-i-,.,.n the i-eal %vorld, o~i uurse, moat farmera receive an-Iariet i,_7lce that i-nay differ ;.aisiderably fromi the, procurement

px~ic 1-' 79) ,-n rzet pric, wa.,re much bi&-her, in 17Y 80 and81 tiey ~ elower - but the procurement pr-ice is meaningful asan nfr die e~~ntto %hich the government stxpports farm
pric-0., .-i-Ior provideo incentives to invest in _YrV technology. It~uion-nyU I her-r thatta " was79 highly ubnorrnal year.Yle~a u~r unusualily kjw an- ,-aarket prices higi (-.wing to the sevre ~ailngdroughlt coiln 0 Data for FY 79 are shownhe ~o.Jjbecause we have ,x.ichniarkdata for that year. Te 

mprc i ata are th~~for the period FY 140-82.
ix 'igul 

2Corits of production of ani I'1YV boro farriey wvill have risenby ab,,t ."5 Percent during FY 80-62 when measured on a fulbcostbaois (i. z-_ after imrputing the cost of family labor and family owned 
bullockf4. The Increase on N a caiih cost basis, 'which many feel tobe Lh(B m~eeaningful. neasure,Thez rpr,!,:reena will have risen by about 38 percent.price of padidy meanwhile, haa risen by 5 Taka per'atind, or z40' 5 percent during the same period. The farmer's benefit:copt ratico will have declined fromn 1. 4:1 to 1. 1:1 on a full cost basis; from2. 2 : I to L. 7:1 on a cash ciist basis. Further, on a full cost basis, 

K < his imt income par acre will be only 516 Taka per acre. KK 

NN 

N 



au-Cj. ~ :W C ut~. . I. 11.!)t i Ln~blv in 1hor1 t 

\i~ ~ ~ ~ ~~j~ ~ ~dr~~ ~~~'~ ~t~ie ~ t~,~ea htjentin of 
~i~L~. ac -. Oh L~il w tuld -%:quir- padd1cy procure.

SIt: 3O/zl *h e r,r~rI- e d ric ce q,jiva I4- t pr qc ttr wnt ik 
t~due hvzt..., frk-ni the pr ,st 170rmid,, to'k-

u1Wjihov -.6 clen.rly to provide appi-opriate 
*ii fzi 'L objectione ziri hv;a -cl tc-the, effect that:'nrb..r fil i 

j T~ebi1O4ry D tiorl tdots nf t ipeeiiit im increoo at 

Azi~ ~ izr-V i dd to the ira i~ try.-- tres.d a.td 
I.,Al~ A riC.0 011t i*Ca&.it If the p4016i .t gtoi. ,U.i 

x of r-.-ch lcwer mar!l,A prCdkI flu 1kUh~ a riteable 
t~~ i . proc '.re'-m a price waA.' -iaththe dei-Wred effect;v 

~dI w -n wo~uld gat mrn~ (.f the increase,
 

~4To aiaiouiu~e an i !ease on D3-c. I wuild disi'upt the a~ 
~ c.~nLp~,raix.. .ilators wculd Luy ife -±aat the 1ow.,.r 

:hL js i tprc~~.hold it ft.r later 6ci Iv;Iry tij boro pirccnre

~0Oto '0 TM )-.. roase in t1e bro Cocur,--nznt price
 
i11I,.t !SO~
- L~t die to. 1iOA icolllon Taka (bawuL:d on Procuremient 

~ 00, (000 to2h1EJ Io not a terribly sijpafficaznt sum whena 
vy.,-%vzi O~ tlbAhict~t~overall bu~dgetary situatiow'a If it is then 

a~u~iu~.tii ~inere3ed ce would have to pr,-rail fox, iae~t yearla 
,2- 61 tlz i'sower surely io that procarewient pricee

%villhcvito~ be hj~ihei- fOr Lil-ose crops zaiyway. In any case, the cost 
do e1- be offoet by:rma.1I ~~~~~~LaE; can G.i~o cho-,Jd) 
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