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AGREEMENT
 

BETWEEN
 

THE GOVERNMENT OF THE PEOPLE'S REPUBLIC OF BANGLADESH
 

AND
 

THE GOVERNMENT OF THE UNITED STATES OF AMERICA
 

FOR
 

THE DONATION OF AGRICULTURAL COMMODITIES
 

WHEREAS it is the policy of the Government of the United States
 
(hereinafter referred to as the United States) to enhance food 
security in eligible countries through the use of agricultural 
commodities and local currencies accruing upon their sale to combat 
world hunger and malnutrition and their causes; promote broad 
based, equitable, and sustainable development, including 
agricultural development; expand international :trade; develop and 
expand export markets for United States agricultural commodities; 
and foster and encourage the development of private enterprise and 
democratic participation in such countries; and 

WHEREAS the Government of the People's Republic of Bangladesh
 
(hereinafter referred to as the Cooperating Country) has a
 
long-term plan for broad-based, equitable and sustainable
 
development, has demonstrated the need for and capability to use
 
food assistance effectively and has committed itself to policies
 
that promote food security, including policies to reduce measurably
 
hunger and malnutrition;
 

NOW THEREFORE, the Agency for International Development
 
(A.I.D.), on behalf of the United States, and the Economic
 
Relations Division (ERD), Ministry of Finance, on behalf of the
 
Cooperating Country (hereinafter referred to as the Parties),
 
desiring to set forth the understandings that will govern the
 
supply of agricultural commodities to the Cooperating Country for a
 
Food for Development Program pursuant to Title III of the
 
Agricultural Trade Development and Assistance Act of 1954, as
 
amended (hereinafter referred to as the Act or PL 480), and the
 
measures the Parties will take in furthering the policies stated
 
above, have agreed as follows:
 

/
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ARTICLE I FINANCING ARRANGEMENTS
 

SECTION 1.1 Donation
 

(A) A.I.D. shall donate to the Cooperating Country the
 
following agricultural commodities during United States Fiscal
 
Year 1992: 

Market Value 
Approximate Quantity Supply Period of Commodity 

Commodity (Metric Tons) (U.S. FY) (U.S. $) 

Wheat 268,000 1992 45,600,000 

(B) A.I.D. also shall donate to the Cooperating Country approximatel
 
$48,000,000 or 355,000 metric tons of commodities in fiscal year 1993
 
approximately $48,000,000 or 355,000 metric tons of commodities in
 
fiscal year 1994, and approximately $48,000,000 or 355,000 metric ton
 
of commodities in fiscal year 1995. Over the life of this Program,
 
subject to the availability of funds, it is A.I.D.'s intention to
 
provide a total of $268,000,000 for commodities and related handling
 
and transportation costs.
 

(C) The-donation of commodities to the Cooperating Country is
 
made subject to the terms and conditions of this Agreement, the
 
Plan of Operations in Annex A, the Commodity and Shipping
 
Information and Requirements in Annex B and the Standard
 
Provisions in Annex C, each of which is attached to and forms part
 
of this Agreement. Within the limits of the Food for Development
 
Program set forth in Article II of the Agreement, elements of the
 
Plan of Operations in Annex A and commodity specifications or
 
shipping terms and schedules in Annex B may be changed by written
 
agreement of the authorized representatives of the Parties named
 
in Section 4.1 without formal amendment of this Agreement.
 

SECTION 1.2 Payment of Costs
 

(A) Except as otherwise provided, the United States will donate the
 
agricultural commodities without charge and will arrange for and pay
 
the costs of purchasing, processing, handling and transporting the
 
commodities to United States port(s) of export, ocean and other
 
transportation to port(s) or point(s) of entry and all surveys. The
 
assistance provided by A.I.D. under this initial tranche in fiscal
 
year 1992 (including commodities and transportation) shall not
 
exceed U.S. Dollars Fifty-Eight Million ($58,000,000).
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(B) Unless otherwise authorized by A.I.D., the Cooperating
 
Country shall be solely responsible to arrange and pay for the
 
following, according to the terms of the freight contract:
 

(1) Full Berth Discharge. Subject to Annex C, Section C-3.1,
 
all receiving, handling, transportation and other costs at the
 
discharge port(s) of entry.
 

(2) Free out Discharge. Subject to Annex C, Section C-3.1,
 
all discharge, vessel and container demurrage and/or detention,
 
receiving, handling, transportation and other costs of the donated
 
commodities at the discharge port(s) of entry, to the extend not
 
borne by the carrier under the applicable freight contract.
 

SECTION 1.3 Maximum Export Value
 

Except as otherwise provided, the value of the total quantity of
 
each type of commodity donated under this Agreement shall not
 
exceed the maximum export value of the commodity specified in
 
Section 1.1 and Annex B. A.I.D. may-limit the total value of each
 
type of commodity to be donated as prices decline or as other
 
factors require so the quantities of such commodities donated will
 
not substantially exceed the applicable approximate quantity
 
specified in the Agreement.
 

SECTION 1.4 Title to Donated Commodities
 

Title to donated commodities shall pass to the Cooperating Country
 
according to the terms of the freight contract:
 

(A) Full Berth Discharge. Except as otherwise stated in the
 
freight contract, title to donated commodities shall pass to 
Cooperating Country at the time and place the commodity is
 
discharged alongside the ocean vessel or into the receiver's
 
conveyances alongside the vessel, whichever comes first. The form

"ocean vessel" 
as used herein includes LASH barges and lightening
 
vessels, subject to Annex C, Section C-3.1.
 

(B) Free Out Discharge. Except as otherwise stated in the
 
freight contract, title to the donated commodities shall pass to
 
the Cooperating Country at the time and place the ocean vessel
 
receives confirmation that the Notice of Readiness to discharge
 
has been accepted, as required under the terms of the freight
 
contract.
 

SECTION 1.5 Delivery Periods
 

All deliveries of commodities donated under this Agreement shall
 
be made within the supply period(s) specified in the commodity
 

4$ 
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table in Section 1.1 and Annex B, except as A.I.D. may otherwise
 
agree in writing. For this purpose, delivery shall be deemed to
 
occur as of the on-board date shown in the ocean bill of lading
 
signed on behalf of the carrier.
 

SECTION 1.6 	 Subject to Availability
 

(A) The undertakings made by A.I.D. in this Agreement to donate
 
commodities and pay costs are subject to the availability,
 
during each fiscal year, of funds and commodities and to the
 
mutual agreement of the Parties to proceed each year.
 

(B) In determining whether to proceed each year, A.I.D. shall
 
review and consider the Cooperating Country's need for
 
agricultural commodities, its performance in satisfying the
 
terms and conditions of this Agreement and such other factors as
 
A.I.D. deems appropriate, including the extent to which the
 
Cooperating Country is:
 

(1) making significant economic development reforms;
 
(2) promoting free and open markets for food and
 

agricultural producers; and
 
(3) 'fostering increased food-security.
 

ARTICLE II FOOD FOR DEVELOPMENT PROGRAM
 

SECTION 2.1 	 Use of Donated Commodities
 

In accordance with this Agreement and the Plan of Operations in
 
Annex A, donated commodities shall be sold in the country by the
 
Cooperating Country or its designee.
 

SECTION 2.2 	 Country Development Plan
 

Donated commodities or local currency sales proceeds shall be
 
integrated into the overall development plans of the Cooperating
 
Country to improve food security and agricultural development,
 
alleviate poverty, and promote broad-based, equitable and
 
sustainable agriculture in the manner described in Annex A.
 

SECTION 2.3 	 Sales Procedures and Ownership of Local Currency
 
Proceeds
 

(A) The Cooperating Country shall sell donated commodities, and
 
the sales price(s) for such commodities shall be established, in
 
the manner described in this Agreement, including the Plan of
 
Operations in Annex A, or in Program Implementation Letters issued
 
by A.I.D. pursuant to Section C-1.2 of this Agreement.
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(B) Local currency revenues generated by the sale of donated
 
commodities (hereinafter referred to as local currency proceeds)
 
shall be the property of the Cooperating Country.
 

SECTION 2.4 Separate Account
 

(A) The Cooperating Country shall deposit local currency proceeds
 
into a separate, interest bearing account in the manner described
 
in Annex A. Interest earned on such deposits shall be treated as
 
local currency proceeds for all purposes of this Agreement. The
 
Finance Division of the Ministry of Finance (hereinafter referred 
to as the Account Manager) shall be responsible for the management
 
of the separate account, including deposits to and disbursements
 
from the account.
 

(B) The Account Manager shall maintain books, records and other
 
documentation adequate to show deposits to the separate account
 
and disbursements from the separate account for the purposes
 
mutually agreed upon by the Cooperating Country and A.I.D. In
 
addition, the Account Manager shall provide A.I.D. a quarterly
 
report regarding deposits to, withdrawals from and disposition of
 
local currency from the separate account and shall direct the bank
 
at. which..the account is maintained to provide account statements
 
to A.I.D., as well as to the Account Manager.
 

SECTION 2.5 Use of Local Currency Proceeds
 

(A) The Parties consider local currency proceeds to be an
 
integral part of the overall development strategy of the
 
Cooperating Country and A.I.D. To the extent and in the manner
 
set forth in Annex A of this Agreement, or in local currency
 
agreements between the Cooperating Country and A.I.D., local
 
currency proceeds shall be used in the Cooperating Country for the
 
following specific economic development purposes:
 

The promotion of specific policy reforms to improve food
 
security and agricultural development within the Cooperating
 
Country and to promote broad-based, equitable, and
 
sustainable development;
 

The promotion of increased access to food supplies through
 
the encouragement of specific policies and programs designed
 
to increase employment and incomes within the Cooperating
 
Country;
 

Private sector development activities, including loans to
 
financial intermediaries for use in making loans to private
 
individuals, cooperatives, corporations and other entities;
 
and
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The development of rural infrastructure such as roads,
 
irrigation systems, and electrification, and support for
 
research to enhance agricultural production.
 

(B) A nongovernmental organization may, with the prior written
 
approval of A.I.D., invest local currency proceeds provided to it
 
by the Cooperating Country under this Section, and any interest
 
earned on such investment may be used for the purpose for which
 
assistance is provided to that organization.
 

SECTION 2.6 Local Currency Programmina
 

(A) As explained in greater detail in Annex A, Article III,
 
Section A-3.1, program implementation letters will be used to
 
identify the purposes within the scope of Section 2.5 for which
 
the Cooperating Country and A.I.D. have agreed that local currency
 
proceeds may be disbursed.
 

(B) Cooperating Country progress against objectives sought

through the local currency program will be assessed jointly by the
 
Cooperating Country and A.I.D. through use of the performance

indicators provided in Annex A, Article I, Section A-1.2 of this
 
Agreement. The performance indicators therein are described in 
a
 
manner that is measurable and verifiable and their achievement
 
will demonstrate that the purposes of the use of the local
 
currency proceeds have been accomplished.
 

SECTION 2.7 Support for Indigenous Nongovernmental Organizations
 

Except as provided in Annex A or as A.I.D. may otherwise agree in
 
Program Implementation Letters, not less than 10 percent of the
 
local currency proceeds in the separate account shall be used by

the Cooperating Country to support the development and utilization
 
of indigenous nongovernmental organizations and cooperatives that
 
are active in rural development, agricultural education,
 
sustainable agricultural production, other measures to assist poor

people, and environmental protection projects in the Cooperating
 
Country.
 

ARTICLE III ADMINISTRATION OF THE FOOD FOR DEVELOPMENT PROGRAM
 

SECTION 3.1 Monitoring by the Cooperating Country
 

The Account Manager, or other government agency mutually selected
 
by the Cooperating Country and A.I.D. (hereinafter referred to as
 
the Program Monitor), shall monitor allocation and releases of
 
local currency against sectoral allocations identified in the
 
Cooperating Country's development budget. In the event these
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responsibilities are performed by a government agency other than
 
the Account Manager, the Cooperating Country shall furnish to 
A.I.D., in form and substance satisfactory to A.I.D., a written 
description of how the responsibilities will be shared by the 
Account Manager and the Program Monitor, including the kinds and
 
frequency of reports that will be provided to the Account Manager
 
about the use of local currency proceeds for the purposes agreed
 
upon by the Cooperating Country and A.I.D. and progress made
 
toward achieving performance indicators.
 

ARTICLE IV FINAL PROVISIONS
 

SECTION 4.1 Representatives
 

For all purposes relevant to this Agreement, the Cooperating
 
Country will be represented by the person holding or acting in the
 
Office of the Secretary, Additional Secretary or Joint Secretary
 
of the Economic Relations Division (ERD) of the Ministry of
 
Finance and A.I.D. will be represented by the person holding or
 
acting in the Office of the Mission Director, each of whom, by
 
written notice, may designate additional representatives for all
 
purposes other than the power to-revise the Plan of Operations in
 
Annex A and the commodity specifications or shipping terms and
 
schedules in Annex B. The names of the representatives of the
 
Cooperating Country, with specimen signatures, will be provided to
 
A.I.D., which may accept as duly authorized any instrument signed
 
by such representatives in implementation of this Agreement, until
 
receipt of written notice of revocation of their authority.
 

SECTION 4.2 Communications
 

Any notice, request, document or other communication submitted by
 
either Party to the other under this Agreement will be in writing or
 
by telegram or cable, and will be deemed duly given or sent when
 
delivered to such Party at the following addresses:
 

To the Grantee:
 

Mail Address - Secretary 
Economic Relations Division
 
Ministry of Finance
 
Sher-e-Bangla Nagar
 
Dhaka, Bangladesh
 

-I 
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Alternate Addresses for:
 
Cables - SETU, DHAKA, BANGLADESH 
Telex - 642226 SETU BJ 
Telefax - 880-2-813088 

To the Aciency for International Development:
 

Mail Address - U.S.A.I.D. Mission/Bangladesh
 
G.P.O. Box No. 2593
 
Dhaka, Bangladesh.
 

Alternate Addresses for:
 
Cables - USAID, DHAKA, BANGLADESH.
 
Telex - 642319 AEDKA BJ
 
Telefax - 880-2-883648
 

All such communications will be in English, unless the Parties
 
otherwise agree in writing. Other addresses may be substituted for
 
the above upon the giving of notice.
 

SECTION 4.3 Entry into Force
 

This Agreement shall enter into force upon signature.
 

IN WITNESS WHEREOF, the respective representatives of the Parties,
 
duly authorized for the purpose, have signed the present Agreement.
 

Done at Washington, D.C., in quadruplicate, this 18th day of
 
March, 1992.
 

FOR THE GOVERNMENT OF THE FOR THE GOVERNMENT OF THE
 
UNITED STATES OF AMERICA PEOPLE'S REPUBLIC OF BANGLADESH
 

enriett olsman Fore Abul Ahsan
 
Assistant Administrator Ambassador
 

for the Asia Bureau to the United States of America
 
United States Agency
 

for International Development
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ANNEX A
 

FOOD FOR DEVELOPMENT PROGRAM - PLAN OF OPERATIONS
 

ARTICLE I PROGRAM STRATEGY
 

SECTION A-1.1 Development Conditions
 

With a large population and a per capita income of only $180,

Bangladesh faces a severe poverty problem. At the same time, the
 
economy is characterized by major structural problems with regard to
 
the balance of payments and government fiscal operations.

Bangladesh is, therefore, dependent on external assistance for
 
financing development activity and for bridging its sizeable fiscal
 
and external deficits.
 

Recognizing that macroeconomic stability would set the stage for
 
addressing the problem of widespread poverty, Bangladesh undertook a
 
major stabilization program during the first half of the 1980's.
 
This program focussed largely on demand management and financial
 
stabilization, but it also included a number of structural 
reforms.
 
By the late 1980's fiscal and external deficits were reduced from
 
about 10 percent of GDP to about'7 percent. However, this was
 
achieved primarily by reducing investment, especially public

investment, which declined from about 16 percent of GDP in FY
 
1980/81 to well below 12 percent in FY 1989/90. As a result, the
 
economy's productive base did not increase, and economic growth in
 
the productive sectors has been slow, barely keeping pace with
 
population growth. This has constrained the appearance of
 
widespread increases in employment and incomes needed to improve

food security in Bangladesh.
 

At the same time, there are a number of examples of Bangladesh's

commitment to agricultural development, improved public foodstock
 
management, poverty alleviation, and broad based sustainable growth.

Liberalization of the importation and domestic marketing of
 
irrigation equipment and fertilizer have prompted significant

increases in domestic rice production. Gains in production
 
(particularly cf the boro or dry season rice crop) have resulted in
 
increased rice supply and price stability by permitting a more even
 
distribution of harvests and market arrivals during the year.

Better integration of markets created by improved transportation and
 
communication services, as well as additional private sector storage

and the government's Open Market Sales program also helped narrow
 
seasonal variations in prices. Hoarding laws which hampered

foodgrain marketing have been suspended. The increased maturity of
 
the country's food distribution system was reflected in its ability
 
to respond to the 1987 and 1988 floods much more effectively than
 
would have been possible a decade earlie,. It should also be noted
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that increased and improved targeting of foodgrain to the poor has
 
occurred although there remains substantial room for improvement.

The proportion of the population below the poverty line has been
 
reduced, and there have been gains in reducing chronic and acute
 
malnutrition.
 

SECTION A-1.2 Program Objectives. Country Policy, and Performance
 
Indicators
 

Program design relationships from the goal to the input level are
 
summarized in the logical framework matrix at the rear of this
 
Annex.
 

(A) Program Goal
 

The Program's goal is to improve the food security of low
 
income households in Bangladesh.
 

1. Problem Addressed at the Goal Level
 

The past decade has witnessed uneven progress against the
 
principal factors influencing food security in Bangladesh. As
 
mentioned in Section A-1.1, liberalization of the import and
 
marketing of irrigation equipment and fertilizers are prompting
 
significant gains in domestic rice production in Bangladesh. As a
 
result, the cost per unit of output and real domestic rice prices
 
are declining and noteworthy progress has been made in stabilizing

foodgrain prices and stocks. However, in spite of these advances
 
the people of Bangladesh remain one of the most chronically
 
malnourished populations in the world. The major constraints to
 
food security now stem from the more intractable problem of
 
widespread poverty--without jobs and incomes families simply can not
 
buy the food they need.
 

Research has demonstrated that the proportion of food
 
expenditure in household budgets is closely related to household
 
nutrition status and levels of poverty. These relationships,
 
combined with information from the latest household expenditure
 
surveys, are the basis for the following categorization of household
 
food security in Bangladesh. The surveys indicate that the poorest

10 percent of the population is allocating 75 to 80 percent of all
 
household spending for food. These households are likely to be at
 
severe nutritional risk, generally consuming less than 80 percent of
 
minimum caloric requirements. They have a hunger imperative such
 
that they do not reduce the share of food in total outlays (nor the
 
share of basic foodgrains in total consumption) as per capita
 
expenditure rises. Farther up the scale, the middle 70 percent of
 
the population is allocating between 60 to 75 percent of household
 

/ 
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expenditure for food. These households are likely to be fulfilling

80 to 100 percent of their minimum caloric requirement. While they
 
are probably not at immediate nutritional risk, they nonetheless
 
face hunger, deprivation and chronic or seasonal undernutrition.
 
The highest 20 percent of the population, which allocates an average
 
of only 	50 percent of household expenditure to food, is not at
 
nutritional risk.
 

2. Performance Indicator at the Goal Level
 

(1) 	 The percent of population with adequate daily caloric
 
intake (above 2122 calories) will increase from 53
 
percent (in1989) to 65 percent by 1995. Information
 
required to assess progress against this indicator will
 
be available from the Bangladesh Bureau of Statistics
 
Household Expenditure Surveys for 1991/92 and 1994/95
 
and the Income Distribution and Incidence of Poverty

Table of the Country Economic Memorandum prepared

annually by the World Bank.
 

(B) Program Subqoals
 

The Program's subgoals are:
 

(1)to increase aggregate investment;
 

(2)in order to a'celerate economic growth; and
 

(3)thereby to increase household incomes.
 

1. Problems Addressed at the Subqoal Level
 

As mentioned above, the major constraints to food security in
 
Bangladesh now stem from the problem of widespread poverty--without
 
jobs and incomes families simply can not buy the food they need.
 
Accordingly, this Program will seek widespread gains in household
 
incomes and employment opportunities. The approach adopted by the
 
Program is grounded in the recognition that growth in employment will
 
require growth in the overall economy and that the essential
 
precondition for economic growth is increased investment.
 

From the standpo'i t of food security, it is very disturbing that
 
gross investment in Bangladesh has fallen sharply over the past
 
decade from approximately 15.9 percent of GDP in BDG FY 1980/81 to
 
11.6 percent in BDG FY 1989/90. This trend was particularly evident
 
for public investment, which experienced a sustained decline from 9.4
 
percent of GDP in BDG FY 1980/81 to 6.0 percent in BDG FY 1989/90.
 
The figures for the past decade are provided below.
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BDG FY Gross Domestic Investment as Percent of GDP
 
Total Public Private
 

1980/81 15.9 9.4 6.5
 
1981/82 15.3 9.0 6.3
 
1982/83 13.4 7.2 6.1
 
1983/84 12.2 6.7 5.5
 
1984/85 12.8 7.4 5.4
 
1985/86 12.3 6.3 6.0
 
1986/87 12.5 6.2 6.3
 
1987/88 12.0 6.4 5.6
 
1988/89 12.2 6.5 5.7
 
1989/90 11.6 6.0 5.6
 

The Program recognizes that this decline in public investment
 
has forestalled the provision of essential public infrastructure and
 
the creation of conditions conducive to increased private investment.
 
It is a principal reason behind the substantial deceleration from the
 
5.8 percent average annual growth rate achieved in the BDG FY 1972/73
 
to BDG FY 1979/80 period and the lack of significant progress in
 
alleviating poverty.
 

Given the current rate of growth in the labor force of 2.9
 
percent, serious efforts to alleviate widespread poverty and improve
 
family food security in Bangladesh will require the creation of at
 
least 1.0 million jobs a year. This will require accelerating
 
economic growth to an annual average rate of at least 5.0 percent
 
over the medium term. Drawing upon the principal model of the
 
Bangladesh economy employed by International Monetary Fund and the
 
World Bank, it is estimated that this, in turn, will require 
Bangladesh to raise its rate of gross fixed investment from 11.1 to
 
at least 14.5 percent of GDP by 1995.
 

2. Performance Indicators at the Subuoal Level
 

(1) Public investment will increase from 5.0 percent of GDP in
 
1991 to 6.6 percent in 1995. Information required to assess
 
progress against this indicator will be available from the 
Key Indicators Table of the ESAF Policy Framework Paper
 
prepared annually by the International Monetary Fund.
 

(2) Private investment will increase from 6.4 percent of GDP in
 
1991 to 7.9 percent in 1995. Information required to assess
 
progress against this indicator will be available from the
 
Key Indicators Table of the ESAF Policy Framework Paper
 
prepared annually by the International Monetary Fund.
 

(3)The real GDP growth rate will increase from 3.2 percent in
 
1991 to 5.0 percent by 1995 (on a per capita basis from 0.8
 
percent to 2.5 percent). Information required to assess
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progress against this indicator will be available from the
 
Key Indicators Table of the ESAF Policy Framework Paper
 
prepared annually by the International Monetary Fund.
 

(4)Average monthly per capita incomes of the bottom 48 percent
 
of the population will increase from Tk. 345 in 1989 to Tk.
 
394 (in 1989 terms) by 1995. Information required to assess
 
progress against this indicator will be available from the
 
Bangladesh Bureau of Statistics Household Expenditure
 
Surveys for 1991/92 and 1994/95.
 

(C) Proaram Purpose
 

The Program's purpose is to improve the quality of public sector
 
investment.
 

1. Problems Addressed at the Purpose Level
 

Falling levels of public investment over the past decade have
 
left Bangladesh with a large legacy of unmet needs, particularly in
 
social services and economic infrastructure. The large number of
 
proposed projects in planning documents demonstrates the strong
 
pressures on the Bangladesh Government to set ambitious targets and
 
initiate new programs. However, experience clearly shows that
 
setting overly ambitious objectives can result in tremendous costs to
 
the economy through the dissipation of limited resources on lower
 
priority activities and poor implementation of projects with clear
 
national priority. Paradoxically, the setting of overly ambitious
 
targets in past development plans may have led to actual levels of
 
public investment and aid inflows that were significantly lower than
 
might have been the case with more realistic estimates, due to
 
inadequate prioritization, poor implementation performance, and
 
frequent cost overruns. In fact, the World Bank suggests that
 
relatively straightforward actions to prioritize the public
 
investment program and improve aid utilization could result in an
 
increase in long-term economic growth by perhaps one percent per
 
annum, even without a corresponding increase in aggregate public
 
investment.
 

To illustrate the problem, the following table shows the
 
distribution of funding within the BDG FY 1989/90 Annual Development
 
Program (ADP) for foreign assisted projects and locally financed
 
projects and block grants not assisted by foreign donors.
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Distribution of Funding
 
in the BDG FY 1989/90 Annual Development Program
 

(Tk. 10 million) 

Taka I 
Foreign 
Donor Aid I Total I 

No. of 
Projects 

Aided Projects 1205 50 2924 100 4129 78 332 
Non-aided 1186 50 - - 1186 22 395 

Projects 
Block Grants 

(650) 
(536) 

(27) 
(23) 

-

-

-
-

(650) 
(536) 

(12) 
(10) 

(385) 
(10) 

In financial terms, foreign assisted projects constituted 78
 
percent of the BDG FY 1989/90 ADP, with foreign donors financing an
 
average proportion of 71 percent of the costs of these projects

(compared to 53 percent of average project costs financed by donors
 
in BDG FY 1980/81). Yet many foreign assisted projects received
 
inadequate taka counterpart due to large allocations of taka to
 
projects and block grants exclusively financed by the Bangladesh
 
Government. There were 385 locally financed projects and ten block
 
grant programs which in BDG FY 1989/90 absorbed fully half of the
 
taka counterpart available. Given the acute taka shortage and the
 
implicit high value of local resources, projects which are fully

locally financed should have substantially higher rates of return
 
than foreign assisted projects to justify the local currency support

they received. It is not clear whether locally financed projects can
 
meet this criteria.
 

A related problem is the slow utilization of foreign assistance. 
The pipeline of undisbursed foreign aid committed to Bangladesh
exceeds $5.6 billion. While this is partly the result of procedural
bottlenecks which hamper project implementation, the principal
problem lies in managing the resources required to finance the public
investment program. As mentioned above, 385 locally financed 
projects and 10 block grants accounted for about 50 percent of the 
local currency resources made available for public investment through 
the BDG FY 1989/90 ADP. None of these leveraged foreign project
assistance, and opportunities were missed to bring in additional 
foreign resources. 

This Program will promote improved public investment by basing

the programming and disbursement of Title III local currency upon the
 
institution of improved procedures for public investment planning and
 
resource allocation. By doing so, the Program will coordinate with
 
and directly support key elements of the ESAF Policy Framework Paper

for Bangladesh of the International Monetary Fund and the proposed

Public Resource Management Adjustment Credit of the World Bank.
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2. Performance Indicators at the Purpose Level
 

(1) Institutionalization of a medium term resource planning
 
process involving close BDG/donor collaboration.
 
Information required to assess progress against this
 
indicator will be available from Paris and Consultative
 
Group documents (principally the Country Economic
 
Memorandum) prepared annually by the World Bank.
 

(2)The issuance of Annual Development Programs that are
 
constructed within realistic resource envelopes and that
 
improve aid utilization. Information required to assess
 
progress against this indicator will be available from
 
Consultative Group documents (principally the Country
 
Economic Memorandum) prepared annually by the World Bank.
 

(D) Proqram Outputs
 

The Program's outputs are:
 

(1)a rational resource planning system for BDG local currency;
 

(2) timely approval of the Bangladesh Government development
 
program;
 

(3)a disciplined program execution system; and
 

(4)a separate account in a private bank managed to maintain the
 
real value of undisbursed balances, to support increased
 
lending to the private sector, and to simplify program
 
accounting and control procedures.
 

1. Problems Addressed at the Output Level
 

The Program will influence the quality of public investment
 
through several measures designed to institute new discipline in
 
public investment (i.e. development) planning, allocation and
 
disbursement. The first is the institution of a critically needed
 
resource planning tool now referred to as the Three Year Rolling

Program (TYRP). The annual preparation and revision of the TYRP
 
will:
 

permit the Bangladesh Government to openly set public investment
 
priorities within a clear strategic framework (i.e. 
ensure
 
conformance between the country's development strategy and the
 
intersectoral allocation of public investment resources);
 

enable regular assessment of the performance of the public

investment portfolio with an eye towards areas of cost savings
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and pruning opportunities (i.e. facilitate deletion of non
performing, low return projects);
 

ensure better conformance between proposed investment levels and
 
available financial resources, particularly local currency, as
 
well as better conformance between investment opportunities and
 
personnel and physical resources available to support efficient
 
implementation (i.e. limit the dissipation of these scarce
 
resources); and
 

facilitate identification and assessment of a prioritized list
 
of proposed development investments which can be taken up in
 
future years as resources become available (i.e. permit advance
 
review and ranking of new activities for inclusion in the future
 
investment portfolio).
 

In its finished form the TYRP will appear each year as a prioritized
 
list of development investments, and it will form the basis for the
 
Government's Annual Development Program (ADP). The TYRP represents
 
an important institutional improvement in the existing planning
 
structure of Bangladesh, and it is important to establish it on a
 
sound and credible basis. USAID/Bangladesh will monitor the
 
Government's annual progress in updating and refining the TYRP
 
relying primarily upon the World Bank's interaction with the
 
Government on the process.
 

In addition to supporting the institution of the TYRP, the
 
Program incorporates several features which will seek to reinforce
 
conformance between what the Bangladesh Government plans to do in the
 
TYRP, what it provides for in the approved Annual Development
 
Program, and it actually releases for public investment. These
 
include the adoption of the general sector programming approach for
 
Title III local currency sales revenues. They also include an annual
 
programming/disbursement cycle through which Title III local currency
 
disbursement targets will be set on the basis of the TYRP, but actual
 
disbursements will--in the end--be based on actual releases of public
 
investment resources (see Section A-3.1). This new approach to Title
 
III local currency programming is being pioneered under the
 
transitional 1991 Bangladesh Title III
 
Program. It is expected to elevate and enhance the developmental
 
impact of Title III local currency generations. It will also focus
 
Government and USAID/Bangladesh program management on realizing
 
fundamental improvements in public investment planning, allocation
 
and release performance instead of programming and tracking Title III
 
local currency at the individual project level, as has been the case
 
in the past.
 

Finally, in September 1989 sales proceeds generated from the
 
sale of commodities provided under two previous Title I/III
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agreements were deposited into new non-interest bearing accounts at
 
the Bangladesh Bank, the country's central bank. However, in
 
November 1990 a follow-up review of Title I/III local currency
 
management procedures found a number of residual problems. These
 
included a mismatch between the sizeable balances shown in the Title
 
I/Ill bank account statements and the nil balance shown in the the
 
corresponding Bangladesh Government ledger used for recording Title
 
I/Ill transactions. Furthermore, there has been is concern that the
 
real value and development impact of local currency generated by the
 
earlier Title I/III programs has been diminished by delayed
 
disbursement and the practice of keeping the currency in non-interest
 
bearing accounts. The fact that the accounts are kept at the central
 
bank and interest paid to them would aggravate the Government's
 
fiscal problems has previously weighed against the decision to make
 
them interest bearing.
 

In response to these problems, local currency generated from the
 
sale of commodities provided under the transitional 1991 Bangladesh
 
Title III Program and this Program are to be deposited into an
 
interest bearing account administered by a private bank. The
 
separate account in a private institution is expected to simplify
 
program accounting and control procedures and help maintain the real
 
value of Title III sales revenues. Furthermore, the new separate
 
account arrangement will increase the incentive for the Bangladesh
 
Government to execute the public investment program in an efficient
 
and effective manner. Should the Government falter in instituting
 
the improved resource planning, allocation and release improvements
 
sought by the Program, Title III local currency will remain in the
 
banking system available to support and expand lending operations to
 
the private sector.
 

2. Performance Indicators at the Output Level
 

(1)Three Year Rolling Programs or similar documents approved by
 
the Bangladesh Government and the donors will be issued each
 
January which allocate local currency based on clear
 
objective criteria, reduce the number of low return
 
projects, and increase the proportion of local currency
 
devoted to high return projects. Information required to
 
assess progress against this indicator will be available
 
from the respective Bangladesh Government documents and
 
Consultative Group documents (principally the Country
 
Economic Memorandum) prepared annually by the World Bank.
 

(2)The annual development budget as approved by the Parliament
 
will be issued on or about July I each year. Information
 
required to assess progress against this indicator will be
 
available from the respective Bangladesh Government budget
 
document.
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(3)A high correlation between budget allocation and actual
 
releases. Information required to assess progress against

this indicator will be available from the respective
 
Bangladesh Government budget and disbursement documents.
 

(4)A minimum of 75 percent releases by the end of the third
 
quarter of the BDG fiscal year against approved allocations.
 
Information required to assess progress against this
 
indicator will be available from the respective Bangladesh
 
Government budget and disbursement documents.
 

(5) Local currency will be deposited by the stipulated
 
deadlines. Information required to assess progress against

this indicator will be available from separate account
 
statements provided by American Express Bank.
 

(6)Separate account interest earnings will approximate the
 
overall inflation rate. Information required to assess
 
progress against this indicator will be available from
 
separate account statements provided by American Express
 
Bank.
 

(7),Expansion of American Express Bank's ability to increase
 
lending operations to the indigenous private sector.
 
Information required to assess progress against this
 
indicator will be available from confirmations provided by

American Express Bank.
 

(8) Timely provision of monthly account statements, quarterly
 
local currency reports, and annual audit reports.
 
Information required to assess progress against this
 
indicator will be available from the respective American
 
Express Bank statements and Bangladesh Government reports.
 

SECTION A-1.3 Country Development Plan
 

This Program is consistent with the strategies articulated in the
 
Bangladesh Government's Fourth Five Year Plan, including those to
 
achieve balance in sectoral planning, integration of structural
 
adjustment with real sector growth, and efforts to restructure
 
economic policies. The Fourth Five Year Plan also emphasizes a set
 
of specific strategies to improve the efficiency and effectiveness of
 
the public investment program and to support development of a dynamic

private sector.
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ARTICLE II SALE OF DONATED COMMODITIES
 

SECTION A-2.1 Sale Procedures
 

(A) All commodities donated through this Program will be sold to
 
generate local currency that will be used to support program
 
objectives.
 

(B) Since 1978, the Bangladesh PL 480 programs have sought to ensure
 
that competitive market forces dominate foodgrain price formation in
 
Bangladesh. Towards this end, the policy conditionalities included
 
in the related program agreements have sought to reduce and
 
rationalize the Government's role in foodgrain markets. Program
 
commodities have been sold at prices stipulated in the program
 
agreements which ensure an incentive structure for domestic
 
production and private sector marketing of foodgrain. This
 
arrangement will continue under this Program.
 

(C) Wheat provided under this Program will be sold by the Ministry 
of Food through all the monetized channels selling wheat at prices 
not less than 110 and 115 percent of the prevailing procurement price 
for wheat in non-Statutory Rationing areas and Statutory Rationing 
areas, respectively. The Open Market Sales, -Other.Priorities, Flour 
Millers, Large Employers and Statutory Rationing channels are 
expected to qualify as conduits for the wheat provided under this 
Program. Essential Priorities, Palli Rationing, and other minor 
monetized channels, such as Free Sales and Auction, will not qualify 
as conduits of Title III wheat.
 

(D) It should be noted that changes in the domestic price structure 
may be forthcoming pending research currently underway by the 
Ministry of Food, the International Food Policy Research Institute, 
and the World Bank. Related changes in the mode of distribution and 
prices of commodities provided under the Program will be specified in 
subsequent program implementation letters. 

(E) The Ministry of Food shall ensure that local currency generated
 
from the sale of Title III wheat is deposited in the separate
 
account. Local currency sales proceeds may initially be deposited
 
into the General Food Account. However, by December 31 1992 the
 
entire amount of wheat provided under this original Agreement is
 
expected to be sold and all of the local currency so generated is to
 
be transferred into the separate account. If for any reason, any of
 
the wheat shipped under this original Agreement has not been sold by

December 31, 1992, representatives of the two Parties will hold
 
immediate consultations and establish a schedule for the residual
 
deposits. Deadlines for depositing the sales revenues of wheat
 
shipped under subsequent amendments to this Agreement will be
 
specified in those amendments. These deadlines will normally provide
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approximately six months for sales revenues to be deposited into the
 
separate account after the arrival of the wheat in Bangladesh.
 

SECTION A-2.2 Participation of Private Sector
 

Private sector foodgrain transporters and retailers will continue to
 
be used extensively by the Ministry of Food in handling and
 
distributing Title III wheat. Once within country, most of the wheat
 
consigned to the ministry will be transported by private sector
 
trucking and inland shipping contractors. The ministry will then
 
store the wheat in its own warehouses and will subsequently wholesale
 
the wheat to private distributors. All wheat provided under the
 
program will be retailed to final users through a private market
 
stall.
 

In addition, local currency proceeds generated from commodity sales
 
will be deposited into an account at a private bank and will be
 
available to support private sector commercial lending operations
 
until disbursed for public investment.
 

SECTION A-2.3 Separate Account
 

(A) Under the transitional FY 1991 Bangladesh Title III Program, the
 
Ministry of Finance, Finance Division, has negotiated an agreement
with American Express Bank under which a separate, interest bearing 
account has been created at American Express Bank, Motijheel, Dhaka 
for receipt of local currency proceeds generated from the sale of all
 
commodities provided under the 1991 program. This separate account
 
created at American Express Bank will also serve as the separate
 
account for local currency sales revenues generated from the sale of
 
commodities provided under this Program.
 

(B) Finance Division is serving as the Bangladesh Government agency

responsible for managing the separate account. Its responsibilities
 
in this regard are identified in Section A-6.1. American Express
 
Bank, within the parameters set by its agreement with Finance
 
Division, will be responsible for administering the separate account.
 
Its responsibilities in this regard are identified in Section A-6.3
 

(C) Interest earned on the account shall be added to the principal
 
originally deposited and shall be programmed and utilized in an
 
analogous fashion. The agreement between the Ministry of Finance and
 
American Express Bank specifies that, at least initially, interest
 
will be paid at the rate of 4.5 percent on 40 percent of the account
 
balance, reflecting local currency sales revenues actually kept on
 
deposit at American Express Bank and reflected in the bank's balance
 
sheet. The interest rate on the remaining 60 percent, which would
 
pass through American Express Bank and be placed out in other
 

/ 
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commercial banks recommended by American Express, would be in the
 
range of 10 percent.
 

(D) American Express Bank shall furnish monthly statements regarding
 
account activity to the Finance Division and the Economic Relations
 
Division of the Ministry of Finance and to USAID/Bangladesh. At a
 
minimum, these statements shall indicate monthly opening and closing
 
balances, the dates and amounts of any deposits or withdrawals made
 
during the month, and the dates and amounts of any interest earned
 
and paid into the account.
 

(E) Finance Division of the Ministry of Finance shall also ensure
 
that an audit satisfactory to USAID/Bangladesh is conducted annually
 
of the books and records of the separate account. The audit shall be
 
a financial audit to determine whether the books and records
 
concerning the generation and application of program funds are being

kept in accordance with generally accepted accounting principles
 
prescribed by Bangladesh law. The audit shall be performed by an
 
audit entity acceptable to the Ministry of Finance and
 
USAID/Bangladesh. This audit entity is currently identified as the
 
Comptroller and Auditor-General (CAG) of the Bangladesh Government,
 
and, as such, the cost of the audit will be borne by the Ministry of
 
Finance.
 

(F) The Program's local currency programming and disbursement cycle
 
constitutes a form of general sector support. Therefore, as part of
 
the audit of the separate account, the financial auditors will
 
confirm that funds disbursed from the separate account were indeed
 
transferred to the general fund of the Bangladesh Government. They
 
will also confirm that the Ministry of Finance and the
 
Implementation Monitoring and Evaluation Division of the Ministry of
 
Planning have adequate documentation to verify the level of releases
 
made to and received by those sectors jointly selected for Title III
 
local currency support through the issuance of related program
 
implementation letters. In keeping with the intent of the program
 
to focus Bangladesh Government and USAID/Bangladesh program
 
management on realizing fundamental improvements in public
 
investment planning, allocation and release performance, the
 
financial auditors shall not be expected to track Title III local
 
currency to the project level.
 

ARTICLE III JOINT PROGRAMMING OF LOCAL CURRENCY
 

SECTION A-3.1 Detailed Plan for Local Currency Use
 

(A) Under this Program, local currency will be programmed and
 
disbursed to support improvements in public investment planning,
 
allocation and release performance.
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(B) To better prioritize and sequence public investment
 
expenditures, each year the Bangladesh Government, in collaboration
 
with the International Monetary Fund and World Bank resident
 
missions, will prepare the Three Year Rolling Program (TYRP). The
 
Economic Relations Division will provide three (3) copies of the
 
plan to USAID/Bangladesh by January 31 of each year until local
 
currencies generated under this Agreement are exhausted.
 

(C) USAID/Bangladesh and the Bangladesh Government will review the
 
levels specified in the TYRP for sectors critical to meeting the
 
goals articulated in A.I.D. and the Bangladesh Government's
 
development strategy documents and will select certain sectors for
 
Title III local currency support. By March 31 each year,
 
USAID/Bangladesh will issue a draft program implementation letter to
 
the Economic Relations Division confirming these sectors and
 
proposing allocation levels. In no case will the allocation levels
 
proposed by USAID/Bangladesh equal the total local currency budget
 
identified in the TYRP for any given sector. The program
 
implementation letter will be finalized by both parties by May 31
 
each year.
 

(D) The Bangladesh Government will assure that sector allocations
 
agreed upon in the program implementation letter are incorporated
 
within overall sector allocations in the Government's annual
 
development budget.
 

(E) Once the Bangladesh Government national budget is approved,
 
USAID/Bangladesh will issue a second program implementation letter
 
authorizing the year's initial release of Title III sales revenues
 
from the separate account. This release will be equal to sixty
 
percent of the total amount of Title III local currency allocated in
 
the first program implementation letter to support the identified
 
sectors. These funds shall be released to the Bangladesh
 
Government's general fund to ensure that the sectoral releases take
 
place as planned at the start of the fiscal year. Assuming the
 
Annual Development Program is enacted by late June, the program
 
implementation letter should be issued and this transfer should be
 
completed by July 31.
 

(F) At the beginning of the fourth quarter of each BDG fiscal year,
 
after the Bangladesh Government has released final quarter
 
allocations, USAID/Bangladesh and the Bangladesh Government will
 
review the level of releases made by the Bangladesh Government to
 
the specified sectors over the year to assess their conformance with
 
the previously agreed ADP levels. USAID/Bangladesh and the
 
Bangladesh Government will then finalize a third program
 
implementation letter which will authorize a second release from the
 
separate account to the general fund. The amount released will be
 
the difference between 1) the amount previously disbursed from the
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account under the second program implementation letter and 2) the
 
amount actually released by the Bangladesh Government to the agreed
 
sectors multiplied by the proportion that Title III local currency

allocation represents to each agreed ADP sectoral budget. In no
 
case will the total amount disbursed for any given sector exceed the
 
original Title III allocation for that sector, unless the allocation
 
has been modified by the normal midyear Annual Development Program

revision process and any revisions affecting the mutually selected
 
sectors are agreed to by USAID/Bangladesh in writing. At the time
 
of this second release, USAID/Bangladesh will have also just agreed
 
to sectoral allocations from the updated Three Year Rolling Program

for the next year's development budget.
 

SECTION A-3.2 Additional Disbursements
 

Any balance remaining in the separate account will be programmed in
 
the same fashion over the next budget cycle. In the meantime, it
 
will remain in the separate, interest-bearing account at American
 
Express Bank, supporting, inter alia, an increase in lending

operations to the indigenous private sector.
 

ARTICLE IV ILLUSTRATIVE PROGRAM FINANCIAL PLAN
 

(A) Local currency needed to secure the program objectives
 
discussed in Section A-1.2 will be generated through the sale, as
 
described in Section A-2.1, of an estimated $268 million worth of PL
 
480 Title III wheat (including base freight and shipping

differential costs) over the four-year duration of the Program. The
 
exact amount of local currency generated will depend upon the future
 
course of U.S. wheat prices, shipping costs, prevailing exchange

rates, domestic Bangladesh wheat prices, and offtake levels through

the eligible ration channels. These sales revenues, as well as
 
interest earnings from the separate account, will be programmed in
 
the fashion described in Section A-3.1.
 

(B) Estimated Program Cost
 

1. US FY 1992 (Initial tranche)

268,000 tons of wheat @ $170 per metric ton $ 45.6 million
 
Base freight for 268,000 tons @ $35 per metric ton 9.4 million
 
U.S. flag shipping differential on 75% of shipments 3.0 million
 

(201,000 tons @ $15 per metric ton)
 
Total Cost $ 58.0 million
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(C) Estimated Minimum Local Currency Sales Revenues
 

1. US FY 1992
 
268,000 metric tons sold at @ Tk. 7,073 Tk. 1,895 million
 

(110% of 1992 BDG wheat procurement price of
 
Tk. 6,430 per metric ton is Tk. 7,073)
 

(D) Program evaluation and audit financing
 

The Annual Progress Report will be prepared by USAID/Bangladesh 
with AID/Washington collaboration. USAID/Bangladesh team members 
will be regular direct hire or personal service contract employees 
funded from mission operating expense resources. Any AID/Washington
 
team members will be financed from bureau operating expense or on
going program funds.
 

As specified in Section A-2.3 (E) the Program's audit entity is
 
currently identified as the Comptroller and Auditor-General (CAG) of
 
the Bangladesh Government, and, as such, the cost of the audit will
 
be borne by the Bangladesh Government.
 

ARTICLE V PROGRAMS FOR INDIGENOUS NONGOVERNMENTAL ORGANIZATIONS
 

Section 306(b) of the new Title III legislation requires that, to
 
the extent practicable, not less than 10 percent of the amounts
 
deposited to the separate account will be used to support the
 
development and utilization of indigenous nongovernmental
 
organizations and cooperatives that are active in rural development,
 
agricultural education, sustainable agricultural production, other
 
measures to assist poor people, and environmental protection
 
projects within Bangladesh. While this target will not be met for
 
commodities donated under this Program during United States FY 1992,
 
the Bangladesh Government and USAID/Bangladesh will continue to
 
explore opportunities for supporting indigenous NGO activities as
 
part of the Title III Program. In the process special attention
 
will be given to ways to encourage the sustainability or expansion
 
of successful, ongoing programs. Should these explorations produce
 
tangible and feasible proposals, provision for such support will be
 
included in subsequent amendments to this Agreement.
 

ARTICLE VI IMPLEMENTATION ARRANGEMENTS
 

SECTION A-6.1 Bangladesh Government Responsibilities
 

The Bangladesh Government shall implement the Program in accordance
 
with arrangements described below.
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(A) The Economic Relations Division, Ministry of Finance, will be
 
responsible for overall program management. The Economic Relations
 
Division will:
 

1) receive, process, negotiate, and transmit all operational
 
program correspondence between the Bangladesh and the United
 
States Governments;
 

2) monitor and coordinate the activities of other ministries
 
and government agencies charged with implementing program
 
activities;
 

3) coordinate all inter-ministerial discussion of program
 
activities and, when the need arises, convene meetings of all
 
ministries and agencies involved in program implementation;
 

4) forward to USAID/Bangladesh specimen signatures of those
 
representatives of the Bangladesh Government designated as duly
 
authorized to implement the program as specified in Section 4.1
 
of the program agreement;
 

5) coordinate with USAID/Bangladesh in the preparation of an
 
Annual Progress Report to ascertain the effectiveness of the
 
program;
 

6) obtain from other Bangladesh Government entities and
 
expeditiously forward to USAID/Bangladesh English language
 
versions of the following:
 

i) 	Basic Bangladesh Government budget documents for BDG FY
 
1991/92, 1992/93, 1993/94, 1994/95, and 1995/96 including
 
the Budget Speech Part I 

Budget Speech Part II 
Budget Summary Statements 
Detailed Estimates of Revenue & Receipts 
Budget Estimate (The Annual Financial Statement) 
Demand for Grants and Appropriations (Non-
Development) 
Demand for Grants and Appropriations (Development) 

ii) Three-Year Rolling Investment Plans for the periods 
BDG FY 1991/92 to FY 1993/94, BDG FY 1992/93 to FY 
1994/95, and BDG FY 1993/94 to FY 1995/96, BDG FY 
1994/95 to FY 1996/97, BDG FY 1995/96 to FY 1997/98, 
BDG FY 1996/97 to FY 1998/99; 

iii) Annual Development Programs for BDG FY 1991/92, BDG 
FY 1992/93, BDG FY 1993/94, BDG FY 1994/95, and BDG 
FY 1996/97; 
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iv) 	Revised Annual Development Programs for BDG FY
 
1990/91, BDG FY 1991/92, BDG FY 1992/93, and BDG FY
 
1993/94, BDG FY 1994/95, BDG FY 1995/96, and BDG FY
 
1996/97;
 

v) 	 Quarterly statements of releases made by Government 
to those sectors specified in related implementation 
letters; and
 

vi) 	 Other reports and documents required to facilitate 
program implementation. 

(B) The Finance Division, Ministry of Finance, will be responsible 
for overall management of local currency generated through the sale
 
of commodities provided under the program. The Finance Division
 
will:
 

1) institute and maintain an effective agreement with American 
Express Bank which specifies the roles and responsibilities of 
the Division and the Bank in administering the separate account
 
created for the receipt of Title III sales revenues;
 

2) periodically collaborate with USAID/Bangladesh in a review of
 
the separate account agreement with American Express Bank and
 
separate account operations;
 

3) direct American Express Bank to provide account statements to
 
the Finance Division, as well as to USAID/Bangladesh, which
 
indicate, inter alia, monthly opening and closing balances, the
 
dates 	 and amounts of any deposits or withdrawals made during the 
month, and the dates and amounts of any interest earned and paid
 
into the account;
 

4) as manager of the separate account, monitor the deposit of
 
sales proceeds into this account to ensure that they are made in
 
conformance with provisions specified in the program agreement
 
and related implementation letters;
 

5) to the extent that there are discrepancies in the deposits,
 
disbursements, and balances, see that these are corrected in a
 
timely fashion;
 

6) as needed and in keeping with the agreement executed with
 
American Express Bank, review the list of other creditworthy
 
institutions prepared by American Express Bank and provide
 
written directions to the bank authorizing it to place a portion 
of the Title III sales revenues with other financial 
intermediaries; 
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7) upon receipt of copies of program implementation letters
 
jointly executed by the Economic Relations Division and
 
USAID/Bangladesh, transfer funds from the separate account to
 
the Government's general fund and ensure collateral releases are
 
made to specified sectors from the general fund in conformance
 
with provisions specified in the program agreement and the
 
related program implementation letters;
 

8) maintain books, records and other documentation adequate to
 
show deposits to the separate account and disbursements from the
 
separate account for the purposes mutually agreed upon by the
 
Bangladesh Government and USAID/Bangladesh as described in
 
Section 2.4(B) and Section C-5.1. of the program agreement;
 

9) prepare and provide to the Economic Relations Division for
 
transmittal to USAID/Bangladesh quarterly statements of releases
 
made by Government to the sectors identified for Title III local
 
currency support in related program implementation letters;
 

10) prepare and provide to the Economic Relations Division for
 
onward transmittal to USAID/Bangladesh quarterly reports

regarding local currency proceeds generated by the sale of
 
agricultural commodities donated under this program as discussed
 
in Section C-5.2(B) of the program agreement; and
 

11) cause the books and records of the separate account to be
 
audited annually as described in Section A-2.3 (F) and Section
 
C-5.3.
 

(C) The Programming Division, Ministry of Planning, will hold
 
primary responsibility for encouraging budget discipline and
 
improving the quality of public, donor assisted development

investment by instituting improved public investment planning,
 
allocation and release procedures. These parties within the Ministry
 
of Planning will:
 

1) prepare the Three Year Rolling Program;
 

2) secure International Monetary Fund and World Bank concurrence
 
that the Three Year Rolling Program represents a sensible
 
document reflecting clear funding priorities within a realistic
 
resource envelope;
 

3) collaborate with USAID/Bangladesh in selecting sectors
 
critical to achieving Government and CDSS development goals and
 
confirming the local currency allocation for each of these
 
sectors;
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4) work with USAID/Bangladesh to draft the related program
 
implementation letter specifying the sectors and the allocation
 
levels which will serve as the basis for programming and
 
disbursing Title III local currency;
 

5) rubsequently ensure that sectoral allocation levels specified
 
in the Three Year Rolling Program and the implementation letter
 
jointly executed by the Government and USAID/Bangladesh are
 
incorporated into the respective Annual Development Program
 
submitted for parliamentary approval;
 

6) monitor the actual level of releases made to these sectors
 
and seek to ensure their conformance with levels specified in
 
the Annual Development Program; and
 

7) prepare the Revised Annual Development Program.
 

(D) The Ministry of Food will be responsible for the importation,
 
storage and distribution of wheat provided under the program. The
 
Ministry of Food will:
 

1) prior to the issuance of any commodity call forward cable by
 
USAID/Bangladesh, provide assurance of arrangements made to
 
receive commodities shipped under the program and assume full
 
responsibility for their storage and maintenance at the port of
 
entry as required in Section C-3.1(B) of the program agreement;
 

2) distribute wheat provided under the program in accordance
 
with the terms specified in the program agreement and related
 
program implementation letters;
 

3) deposit proceeds generated from the sale of wheat into the
 
separate account at American Express Bank in conformance with
 
the schedule and procedures specified in the agreement and
 
related program implementation letters;
 

4) maintain records and documents that accurately reflect all
 
transactions pertaining to the receipt, storage, distribution,
 
sale, inspection and use of commodities as described in Section
 
C-5.1 of the agreement;
 

5) prepare and provide to the Economic Relations Division for
 
onward transmission to USAID/Bangladesh semiannual commodity
 
logistics reports as described in Section C-5.2(A)(1);
 

6) prepare and provide to the Economic Relations Division for
 
onward transmission to USAID/Bangladesh annual reports covering
 
the supply period containing information described in Section
 
C-5.2(A)(2) of the program agreement; and
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7) in the event of the loss or damage of any commodity provided

under the program, prepare and submit to the Economic Relations
 
Division and to USAID/Bangladesh the appropriate loss/damage,

minor loss, and third party claim report as required in Section
 
C-3.3, C-4.2 and C-4.3 of the program agreement.
 

(E) The Implementation Monitoring and Evaluation Division.
 
Ministry of Planning, will:
 

1) prepare and provide to the Economic Relations Division for
 
onward transmittal to USAID/Bangladesh quarterly statements
 
indicating the level of local currency resources released from
 
the general fund and received by the sectors specified in
 
program implementation letters programming Title III local
 
currency.
 

(F) The Comptroller and Auditor-General, Ministry of Finance, as the
 
Bangladesh Government's principal audit agency will:
 

1) audit the books of the separate account on an annual basis;
 
and
 

2) provide copies of the audit report to the Economic Relations
 

Division and to USAID/Bangladesh.
 

SECTION A-6.2 United States Government Responsibilities
 

The United States Government will:
 

1) monitor developments in Bangladesh's food and agricultural
 
sector, review policy pronouncements and implementation, and
 
analyze food import and food aid requirements as well as port

conditions to minimize any possible disincentive effect of Title
 
III imports on domestic agriculture;
 

2) procure and ship commodities;
 

3) monitor commodity arrival, utilization and sales;
 

4) monitor deposits of local currency proceeds into the separate
 
account;
 

5) monitor the Bangladesh Government's preparation of the Three
 
Year Rolling Program;
 

6) ascertain International Monetary Fund and World Bank response
 
to the Three Year Rolling Program including their assessment as
 
to whether it represents a sensible document reflecting clear
 
funding priorities within a realistic resource envelope;
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7) collaborate with the Ministry of Planning in selecting
 
sectors critical to achieving Bangladesh Government and CDSS
 
development goals and confirming the local currency allocation
 
for each of these sectors;
 

8) issue program implementation letter(s) specifying the sectors
 
and the allocation levels which will serve as the basis for
 
programming and disbursing Title III local currency;
 

9) monitor the degree to which sectoral allocation levels
 
specified in the Three Year Rolling Program and the relevant
 
implementation letter are incorporated into the subsequent

Annual Development Program submitted for parliamentary approval;
 

10) issue program implementation letter(s) which confirm the
 
allocation levels reflected for the specified sectors in the
 
approved Annual Development Program and authorize the initial
 
disbursement of local currency from the special account to
 
facilitate the Bangladesh Government's subsequent allocation and
 
release performance;
 

11) monitor the Bangladesh Government's preparation of the
 
Revised Annual Development Program;
 

12) monitor the actual level of releases made to the specified
 
sectors and their conformance with allocation levels identified
 
in the Annual Development Program and the relevant program
 
implementation letter;
 

13) after analyzing releases made through the fourth quarter of
 
the fiscal year, issue the program implementation letter
 
specifying the balance of Title III local currency to be
 
transferred from the separate account to the Bangladesh
 
Government's general fund in accordance with the Bangladesh
 
Government's performance in meeting the initial allocation
 
targets; and
 

14) monitor operation of the separate account at American
 
Express Bank, receive and maintain a file of monthly account
 
statements, and monitor account activities.
 

SECTION A-6.3 Private Sector Role
 

The Bangladesh Government shall utilize the private sector in
 
program implementation as follows.
 

(A) The Ministry of Food shall continue to use private sector
 
foodgrain transporters and retailers in handling and distributing
 
Title III wheat. Once within country, most of the wheat consigned to
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the Ministry will be transported by private sector trucking and
 
inland shipping contractors. The Ministry will store wheat in its
 
own warehouses and subsequently wholesale the wheat to private

distributors. All wheat provided under the Program will be retailed
 
to final users through a private market stall.
 

(B) In keeping with the provisions of the separate agreement
 
executed with the Dhaka branch of American Express Bank, the
 
Ministry of Finance will use the bank to provide important financial
 
services required to facilitate the management of local currency

generated from the sale of commodities provided under the Program.
 
The bank will:
 

1) implement effectively the agreement with Finance Division,
 
Ministry of Finance which specifies the roles and
 
responsibilities of the bank and the division in administering

the separate account created for the receipt of Title III sales
 
revenues;
 

2) receive deposits of Title III wheat sales revenues made by
 
the Ministry of Food;
 

3) maintain an interest bearing account for the deposit of at
 
least a portion of these sales revenues;
 

4) identify and recommend to the Ministry of Finance other
 
financial intermediaries whose credit worthiness and attractive
 
rates of interest would qualify them as appropriate depository

institutions for outplacement of Title III sales revenues;
 

5) upon instruction from the Ministry of Finance, place a 
portion of the Title III sales revenues in these recommended 
financial intermediaries; 

6) furnish monthly statements regarding account activity to the
 
Finance Division, the Economic Relations Division, and
 
USAID/Bangladesh which indicate, inter alia, monthly opening
 
and closing balances, the dates and amounts of any deposits or
 
withdrawals made during the month, and the dates and amounts of
 
any interest earned and paid into the account; and
 

7) be free to consider the account balance deposited with the
 
bank as part of its regular cash deposits available to support

and expand lending operations, as deemed appropriate by bank
 
management.
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ARTICLE VII MONITORING AND EVALUATION PLAN
 

(A) Given the need for comprehensive and efficient program
 
monitoring and evaluation arrangements, the Bangladesh Government
 
and USAID/Bangladesh will seek to ensure that all substantive
 
information requirements are met through a program monitoring and
 
reporting structure which shall be detailed in a subsequent program
 
implementation letter.
 

(B) The program implementation letter will specify, inter alia,
 
that the following reports will be used to monitor Program commodity
 
and local currency flows:
 

1) semiannual commodity logistics reports, as described in
 
Section C-5.2(A)(1), prepared by the Ministry of Food;
 

2) annual supply period reports, as described in Section C
5(A)(2), prepared by the Ministry of Food;
 

3) monthly statements regarding special account activities, as
 
described in Section A-6.3(B), prepared by American Express
 
Bank;
 

4) quarterly reports regarding local currency proceeds, as
 
described in Section C-5.2(B), prepared by the Ministry of
 
Finance;
 

5) quarterly statements indicating the level of local currency
 
resources released to and received by the sectors identified
 
for Title III local currency support, as described in Section
 
A-6.1(E), prepared by the Implementation and Monitoring
 
Division, of the Ministry of Planning.
 

(C) The program implementation letter shall specify that the Annual
 
Progress Report prepared by the Cooperating Country and
 
USAID/Bangladesh with AID/Washington collaboration will serve as the
 
principal instrument for assessing the country's continuing need for
 
agricultural commodities and its performance in satisfying the terms
 
and conditions of this Agreement (see Section 1.6), the
 
effectiveness of the Program in meeting its objectives, and the
 
effectiveness of Program management systems and procedures,
 
including the operations of the Separate Account. The performance
 
indicators described in Section A-1.2 will serve as the basis for
 
assessing progress toward Program objectives.
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BANGLADESH MULTIYEAR TITLE III PROGRAM AGREEMENT
 

GOAL 

Ip Food eoutIty 

SUBGOALS 

Increased Household 
Incomes 

Accelerated Growth 

Increased Aggregate 
Investment 

PURPOSE
 

Improved Pubic Sector 
Inesmnt 

INDICATORS 

T1he peroent of the population with 
adequate daily caloric Intake 
(above 2122 calories) will 
Increase from 53% In 1969 to 65% 
by 1996 

Average monthly per capita Incomes 
of the bottom 48% of the 
population will Increase from
Tk. 345 In1969 to Tk. 394 (In 

1969 tarrs)by 1995 

The real GOP growth rate will 
Increase from 3.2% In1991 to 
6% by 10l6 (on a per capita basie 
from 0.81 to 2.5%) 

Public Investment will Increase 
from 5.0% of GOP In1991 to 6.6% 
In 1995 

Private Investment will Increase 
from 6.4% of GDP In 1991 to 7.9% 
in 1996 

Institutionalization of a medium 
term resource planning procese 
Involving close BDG/donor 

collaboration 

ADPso that are constructed within 
realistic resource envelopes and 
that Improve aid utilization 

LOGICAL FRAMEWORK MATRIX 
SOURCES 

~ 

BBS Household Expenditure Survey@ 
for 1901192 and 1994195 and 
Income Distribution and Incidence 
of Poverty Table from annual IBRO -
Country Economic Memorandum 

BBS Household Expenditure Surveys 
for 1991192 and 1994195 

IMF ESAF Policy Framework Paper. 

Key Indicators Table 


IMF ESAF Policy Framework Paper. 

Key Indicators Table 


IMF ESAF Policy Framework Paper. 

Key Indicators Table 


Paris and Local Consultative Group 

documents 


Paris and Local Consultative Group 

documents 


KEY ASSUMPTIONS 

Increased domestic rife production and adequate 
wheat Imports will preclude Increases In
 
oodgrain prices which might offet strong
 
program Income effect on Increased food
 
consumption, especially by low income households 

Low Income families will share Inemployment 
and Income growth 

m 

Implementation of high priority public Investment 
projects and higher Investment levels will 
accelerate economic growth. job creation 
and Increases Inhouseholds Incomes 

Sustained BOG policy/program framework supporting 
private sector development and growth (being 
addresaed by AID and other donors outside this 
program) 

Focusing local currency and Implementation 
resources on higher priority projects will 
expedite project completion and benefit streams 

Better public Infrastructure willprompt 
increased private sector Investment -

Projects remaining In TYRP'e and new ADP's have 
higher internal rates of return than Inold 
ADPs M 

The BOG can and will accurately project the level 
of local currency and foreign donor resources 
available to finance public Investment n 



C 

OUTPUTS 

1. A rational resource 
planning sysem for 

BOG local currency 

2. Timely approval of 

OG developmenit 

program 


3. A disciplined program 
execution system 

4. Account in pi 
bank i managed lo 
maintain real vaue of 
undih-arsod balances, 
supports increased 
lending to the vae 
sector, and results in 

sinpliled program 
accounting and control 
procedues 

INPUTS 

1. PL 480 local currency 
genrated through food 

commodity Import, 

2. Prv etor 
finacdl sices 
administering local 
currency 

TYRP'e or similar documents approved 
by BOG and donors Is1ed each 
Januarywhich allocate local
 
currency based on clear objective
 
criteria, reduce the number of
 
low return projects, and Increase
 
the proportion of local currency
 
devoted to high return projects
 

The annual devekpent budget as 

approved by the Parliament isoed 
on or about July I each year 

High correlation between budget 
allocations and actual releases 

Minimum of 75% releases by end of 
BOG 3rd quarter agains approved 
allocations 

Local currency Is deposited by 
stipulatd deadline, 

Account interest rate approximate, 
overall Inflation rate 

Expansion of American Express 
Bank's ability to increase
 
lending operations to the 

indigenous private sector 


Timely provision of monthly 

account statements, quarterly
 
local currency reports, and
 
annual audit reports
 

$00 million . U.S. flag freight 
differential programmed annually 

Agreement continues between BOG 
and American Express Bank 
regarding management of separate, 
Interest-bearing account 

BOG and World Bank documents 

BOG and World Bank documents 

BDG documents 

BOG documents 

Account tatements and 
confirmations provided by 

American Express Bank 

AID documents 

BOG and American Exprese Dank 
documents 

World Bank continues to support BOG efforts 
to improve budget planning 

No delays will be encountered In selling wheat 
provided under the program -

There will be sufficient demand for new Investment 
credit from the private sector to permit 
expansion of commercial lending operations at -n 
American Express Bank o 

American Express Bank will administer the account 
in a transparent and mound manner 

Bangladesh will continue to experience a large 
wheat deficit justifying continued food aid 

Cooperative and suppoutiva relations wdN exist 
between the BDOG and Amerlcan Exprese Bank 

0 

0 
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