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PRIVATIZATI)N OF FEfITLIZF1R i-svuwliON IN BAINGLADESH 

USAID's assistance to Banr4 atesh's fertilizer sector involves six 
projects dating back to 1974 aid totil].]ing $430 mill ion (see Table 1 
bel ow) These projects have finance:l 1'ertil izer imo)rts, .warehouse ard 
factory construction, arLI support for marketing inv)rovermets. In early 
1978, officer5r of! the iianjl-ale.sh Agricul rural iYjvelopment Corporation 

[3A])C) held meetings with U.3AT on aow to im)rove the marketing system of 
fertil izer. As a result of these ,Iiscuss ions, BA])C, with the approval of 
the Banqlai-h Gh(Ao)vcrnmnt:, decidai to try a new system of distribution in 
one quarter o1 the cotuntry for ore year. If the new system provel succesis
ful (which it d id ) , it was to Ibe exteniJWj throughout the country (which it 
was). Through the ,ertil izer Distribution Improvement I (WI-I) Project, 
USAI prov,,, assistance in thi- endeavor with the purpose of increasing 
fertilizer use throuJgh a new marketing system. 

Perttii izer Di.Lributio ~[Improv-ment I 

Fbi-I is hasical] y a policy reform project with a focus on entry of 
the private sector into fertiliztr distribution arCd marketing. With 
marketing technical assistance, the project provides $150 million of 
fertil izer imports ani 570 mil ion of fertil izer warehouse construction as 
leverage for the policy reform neoloi to privatize the nation's fertilizer 
d istribut ion system at. the local -etail level . The Mission strategy 
encourages this private sector particii ation as a cost effective means to 
more rapid national economic growth. 'The goal of F)I-I is to increase 
foclgrain proluction through the increasal use of fertil izers. WI-en ,1)l-I 
began in 1978/79, foolgrain proluctio: totallai 13.3 millin metric tons. 
In 1983/84, this figure reachnl 15.7 illion metric tons. Fertilizer sales 
increase f 7.4 thousand metric tons to 1.1 ion"m in 1978/79 ndl metric 
tons in 1983/84 nearly a 50 percent increase over the 5 year periol (see 
Figures 1, 2, antl 3 Lelo ). 

The fe-tsilizr(- istributien system which was in place before FI)-I is 
referral to as the Old Marketing Fystem (OMS). Unler the OMS, BALX 
d istributel fertilizers from factaries arrd ports to internediate gcowns 
(warehouses), Thana Sales Centers (TSCs), and Thana Central Cooperative
Association (7RCA) rgoiowns. The intermeliate golowns serv&i as supply 

dejx)ts for te cakontry's 4,18 TSCs an', 'TCCAs. Sales to fertilizer dealers 
were male only from tie TSCs arri TCCAs. All dealers were appointel IN BA[C 
only after approval b, a thana committee compose- of HADC's thana 
inspector, the thana extension officer, the local union council chairman 
ant) an off icezr representing the deputy comnissioner at the thana level. On 
approval of this ccnittee, a riemorandumn of agreement between the dealer 
arti BAIDC was drawn up. The deal-er could purchase fertil izers only fron the 
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On BADC's own initiative and using its own furds, BADC hired a local 
firm to evaluate the New Marketing System for fertilizer. The following is 
a quote from this report, dated June 1983: "Given the reliability of data 
collected and the metho] used by us, three conclusions stand out: First by 
and large, the NMS seems to have ensured relatively lower prices to the 
farmers. Secorni, the reinote farmers are not relatively worse off because 
of the NMS. Thir-, the effects of price deregulation in Chittagong 
Division have been more or less similar to those of price regulation in the 
Rajshahi Division." 

The (August 1983) Assessment of the /Vjricultural Sector in Bangladesh, 
by Dr. E. BoiyJ Wennergren (et al.) of Utah State University, concludes the 
following: "The Misssion's conmitment to fertilizer development was well
fourds], especially the emphasis given to policy reforn which has ld to 
development of the New Marketing System arri towards privatization of the 
d istribution process." Overall, F1)-I has accompl ishe] its primary 
objectives and is vi&4ai by the Banglaesh Government, ISAID, and other 
international donors ard lerders as a success. Over the past five years, 
increase] fcxiiqrain production and increased fertilizer sales (see Figures 
1, 2, ard 3)attest to this success.
 

Fertilizer Distribuition improvement TI 

The next step in the evolution of Bangladesh's fertilizer marketing 
systeITI will he the developrent of large-scale private wholesalers with a 
potentiad for nationwide distribution ard sales of fertilizers. With the 
goal of increasing agricultural proluction throgh increase] fertilizer 
consupktion, USAII)'s Fertilizer Distribution Improvement II (FDI-II) 
Project will continue the process of developing greater private sector
 
involvement in the distribution of fertilizers. Under FDI-II, the 
Government will reduce substantially its number of fertilizer sales outlets 
and will eventually allow private wholesalers to purchase fertilizers at 
the factories and ports thus ending the Government's monopoly in this area. 

By building upon the fourdation set by FDI-I, FDI-II is aimed at the 
successful conclusion of reducing the resource burden that the Bangladesh
 
Government presently incurs from executing its fertilizer distribution 
function. FDI-II is a policy reform project which offers $65 million of 
assistance as an incentive for the Government to fulfill the conditions of 
the project, i.e. allowing development of large-scale private wholesalers. 
The project furds which are to be obligated over five years may be used for 
the following: (l) a fertilizer wholesaler and retailer credit program 
and/or fertilizer imports ($52 million), (2) technical assistance and 
training ($6 million), an] (3) small infrastructural improvements to ease 
physical constraints in the distribucion network of fertilizer wholesalers 
($7 mill ion). 

1111-ing the past year, implementation of FDI-II has been delayed both 
by BADC and a national ferti]izer shortage. In November 1984, national 
fertilizer buffer stocks reached a critically low level which has recently
 
been corrected with stocks presently approaching recommerded levels. 
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IADC's concerns rega ring F1)1-II have centerel arounl job security for its 
employees. IADC distributes fertilizer, HYV vc is, and irrigation 

equipment. It has approximately 25,000 Prloyees of which only 4,000 are 
involvai with fertilizer. H(wevc:, HAYC'. fertilizer sales generate more 
revenue than its irrigation all sei divisions combino1. In fact, 1ADC's 
fertilizer revenue helps Lo tinanca the other HADC activities. Therefore, 
the frmajority of tLe RAI_"ernlee 7 have ielt threatenld [by P1)I-II which is 

expecti to substantially -olucc HAIX" s ucope kuf activities in the 
fertil izer nectoc. 

Due to conistance the0 pO itical concern it has generated,caAIX)'s ai 

F)-II's (level opr!ient has ken extrem ely slow as inlicatel Iby tite following: 

I-'vent [late 

PID ap rovcd 
PP approvu 
PROA Figrlol 
1 nrial CP s ir, t 

September i 982 
March 1984 
August 1984 
Has not occurru] 

As of -tis wrtirui, irilications are that F)I-II implementation will 
coritnce -wn. initiat in(; implemrentat ion iiny require further negotiations 
arii Ed justients; in initial CPs; however, project objectives will renmain 
intact.
 

Thle Fi-I[ I R) which was -nro, with HA.C and the Banglalesh 

CkovernmeTwnt ani which wan; -is, hybyi D)/W for being thorough and, well 
written was extrem v blatant reqari inq the fate of BADC under the 
proposOA project. Thc,, PR)A was signcd at a time convenient for AID 
funrding cycles ani : elore the Kiangl riesh Government ard BADC were in 
agtreemrent rear ing; cints (f the project. At the Government's request, 
the PWN(A( si,]nin;g tw×xk pl ace without the usual publ ic announcement. 
Perhnl[)s two lessons can i;v learnoi 1fcom the development of FI)I-II. First, 
the AID/IN version of the I!) shouli not have been sharl with BADC an] the 
Gover-ne.nt. .ecor Iy, in terms ot project impleTentation nothing was 
gainel by tWe apro mtut- nigning ot the PIROAG. 

Surnary ari Ci-nc us ,-n 

In suimary, Fl-1 nos (i) Odevelopoi large-scale private retailers and 

small-scale private whol.esalers, (ii) supported sales promotional training 
ani-d aterials [or fertil izer dealers, and (iii) encouraged private sector 
involvcment. witn bagging of bulk importoi fertilizers and the distribution 
of gypsum (a byproluct fran the country's TSP factory) as a sulfur 
fertilizer. FDI-I will develop large-scaie private fertilizer wholesalers 
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who are expected to utilize the existing network of over 20,000 fertilizer
 
retailers. The reformed fertilizer marketing system under FDI-II is
 
fourded on the firm belief that if given the opportunity, the private 
sector will be just as successful at the national wholesale level as it has
 
been at the local retail level.
 

Generalizing from USAID/Dhaka's experience with the development of 
FDI-II, the following conclusions emerge: 1) Policy dialogue is a long
term process which requires much patience; 2) This process requires mutual 
trust ard urderstarrding; 3) If ultimate goals are potentially shocking or 
threatening, they should be revealed slcwly; 4) Since means to ends are 
negotiable, ultimatums should be avoided; 5) Successes should be 
anticipated only in small increments; 6) The continuity of negotiators as 
well as the country's political corditic¢ns are critical factors which can 
affect the policy dialcxjue process; ard 7) A bilaterally signed PROAG 
offers little, if any, assurance that a project implementing agency will
 
act in accordance with the agreemant. 

Table 1. U.S. Assistance to Banlaiesh's Fertilizer Sector
 

Dates of Major mount of
 
Fur-ding Project Assistance
 
Obligations Activities (in $ million)
 

1. 1974-75 	 Fertilizer Imports 55 

2. 1975-78 	 Zia Fertilizer Plant 53
 

3. 1976-77 	 Warehouse Construction 5
 

4. 1977 	 Fertilizer Imports 27
 

5. 	1978-82 Marketing Improvements 
Fertilizer Imports 225 
Warehouse Construction 

6. 	 1984-88 Marketing Improvements 
Fertilizer Cred it/Imports 65
 
Infrastructural Improvements 

Total: 	 430
 

Items 5 and 6 are on-going projects entitled, Fertilizer Distribution 
Improvement One ard Two, (FDI-I and FDI-II) respectively. The goal of 
both projects is to increase agricultural production through increased 
fertilizer use. These objectives are being achieved by increasing the roie 
of the private sector in 	the distribution of fertilizers.
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Fertilizer Sales by 12-month Moving totals,1973/?4-1984/85
('08 f4]
H) 
1509
 

1258
 

18
 

59
 

258
 

INIRODUCTION OF 
NEW MARIJTfINC SYSTEM 



Figure 2. 

Monthly Fertilizer les and Long-run Trend Line (7%/Year) 
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FIGURE 3.
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