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TERMS AND ABBREVIATIONS USED IN THE TEXT

ALIMAG

appel d’offres

banker’s acceptance

38

bid bond

AND GLOSSARY OF AUCTION TERMS

Agricultural Development Corporation, the Somali parastatal
that is currently responsible for national food security and
cereals price stablization and that formerly held a
rmonopoly over the domestic grain trade

the US. Agency for Internationa! Development; generally
respcasible for managing food aid programs within the
recipient country; offices in country are usually referred to
23 L3AIDs

the Guinean parastatal réponsible for rice imports; closed
December 1985

invitation for bids (IFB)
vente aux encheres

commissaire priseur; individual conducting an auction (often
a licensed professional)

note drawn on and guaranteed by a bank for payment at
some future date (gererally 30-180 days after sight) (French:
traite avalisee)

broken rice

an amount paid at the time bids are submitted, or prior to
that time, which might be set at a fixed amount or as a
percentage of the amount bid; bid bonds are generally
refunded to unsuccessful bidders and to successful bidders
upon signature of a contract to purchase, being retained
valy from successful bidders who refuse to complete the
purchase (French: caution de soumission)



bid documents

buyer's commission

cahier des charges
autioqdebo:ne

exécution

costion de

ccC

CrF
CFAF

Dutch auction

FEC

the documents provided io potential bidders specifying the
terms of the offer and the procedures for the auction
(French: cahier des charges)

public opening and reading of the bids in a sealed envelope
IFB process (French: depouillement)

a process whereby the seller issues an invitation to bid
(IFB) and the prospective buyers submit written bids

payment made to the auctioneer by the buyer over and
above the price bid (often a percentage of the sale value)

cost and freight (import price including the exporter’s
purchase price and international freight)

bid documents
performance bond

bid bond

Commodity Credit Corporation, the branch of USDA
responsible for the purchase and sale of US. agricultural
commodities by the US. Government

cost, insurance, and freight (C&F plus insurance)

West African franc (CFAF 315 = USS$ | in October 1989)

auctioneer
Catholic Relief Services, a US PVO
Gambian currency (75 dalasis = USS 1 in October 1989)

auction in which the auctioneer indicates successively lower
prices (sometimes regulated by a clock-like instrument
showing declining price levels) until one of the bidders
accepts the price (by signalling or calling out); also called
descending bid auction; a sealed bid tender in which
multiple lots are awarded is in effect a Dutch auction

European Economic Community

AN
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English auction

fas.

GOTG

HIID

IFB

National Trade Agency, the parastatal handling imported
foodstuffs (primarily food aid) in Somalia

open outcry auction (French: vente aux encheéres)

free along side (export price at the dock); the basis for
determining the dollar-equi*-' .i of the minimum amount
required to be deposited as counterpart for food aid sales

an auction in which the goods are awarded to the highest
bidder at the price bid

free on board (export price including loading and port
charges)

Gambia Cooperative Union

Government of the Democratic Republic of Madagascar
Guinean franc

Government of Guinea

Government of The Gambia

Gambia Prcduce Marketing Board; parastatal responsible for
grain marketing

Government of the Republic of Mali
Government of the Somali Democratic Republic
Harvard Institute for [nternational Deveiopment

Invitation for Bids, tender announcement (French: appel
d'offres)

an item or group of items scld tcgether as a single unit;
eg, 50 metric tons of rice

Ministry of Economics and Finance in Guinea
Ministry of Industry, Commerce, and Artisans in Guinea

Ministry of Finance and Trade in The Gambia and Somalia;
agency responsible for managing food aid sales
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PAAD

Ministry of Health in The Gambia; agency responsible for
certifying grain quality

Ministry of Planning and International Cooperation in Guinea
metric tons
multi-year operational plan

a sale in which a smali number of potential buyers are
contacted directly and offered the good, with the price and
quantity of the sale or sales determined through informal
negotiation

system permitting bidders for small quantities to submit
bids without specifying a price; they pay a price
determined by the competitive bidders (eg, in the case of
pay-as-bid, the average of all winning prices)

Operation de Developpement Rural, a type of regional
development parastatal in Mali

Open general license
Office du Niger; a regional development parastatal

Office des Produits Agricoles du Mali; parastatal responsible
for managing food aid cereals in Mali

auction in which potential buyers gather in a public place
and compete by cffering successively higher prices at the
bidcing of the auctioneer, with the goods going to the
highest bidder at the final price offered (or being retained
by the hous~ if the reserve price is not reached); also
cailed English auction, public auction

auction in which potential buyers gather in a public place
and compete by offering successively higher prices at the
bidding of the auctioneer, with the good going to the
highesi bidder at the final price offered (or being retained
by the house if the reserve price is not reached); also
called English auction, public auction, open auction, open cry
or outcry auction, and ascending bid auction (French: vente
aux encheres)

Operation Riz Segou; a regional development parastatal
Program Assistance Approval Document

iv



pay at the margin

P.L 480

prequadification

PVO

reserve price

RM 40

sealed bid tender

auction system in which each winning bidder pays the
amount that he or she bid; also called discriminatory
pricing (contrast uniform pricing)

auction system in which multiple lots are offered in a
single auction, with lots awarded successively beginning
with the highest bidder and proceeding downward until the
quantity available is exhausted, but where all bidders pay
the price at which the final lot (or partial lot) was sold,
rather than the higher prices that each had bid

bond paid by winning bidders upon signature of a contract;
bonds are retu;ned to the purchaser following satisfactory
completion of the transaction covered by the contract
(French: caution de bonne exeécution)

Public Law 480 of 1954, the basic legislation governing US.
food aid

a process whereby eligibility to bid is determined by a
formal process, which might impose standards on bidders
(eg, possession of a warehouse) or require a show of
good faith (eg, payment of a bid bond), or might simply
require registration prior to bidding

Projet de Restructuration du Marche Cerealier; multi-donor
program in Mali using food aid to support policy reform in
the areas of grain marketing aud pricing

private voluntary organization

a minimum acceptable price deiennined in advance by the
seller; the reserve price might or might not be announced
prior to accepting bids (French: prix minimum or, in cases
where both a minimum and a maxitnum are set, fourchette)

a grade of rice used in Mali with 40 percent broken grains
Structural Adjustment Program
an auction mechanism whereby bidders submit prices for

the commodity on offer (in single or multiple lots) in sealed
envelopes that are opened on a predetermined date, often

in public



seller's commission

SINS

TA

Tender Boards

uniform pricing

USBA

vente aux enchéres

Whitten program

an auction in which the goods are awarded to the highest
bidder, but at the price bid by the next highest bidder;
alco called a Vickrey auction; rarely used in practice

amount paid to the auctioneer by the seller out of the
auction proceeds

Stock Nationale de Securite; program in Mali managed by
OPAM and responsible for maintaining an emergency
reserve of local cereals

in an auction where multiple lots of an esscnually similar
goods are offered (as in the US. Tre~sury Bili auction), the
price at which the winning bids e:naust the supply

Transfer Authorization

in The Gambia, standine or specizl committees formed
under the jurisdiction of the MOFT, including the permanent
Major and Minor Tender Boards, which supervise regular
government procurement, and ministerial tender boards
established to supervise procurement under specific
projects (generally donor-financed), such as PL. 480

auction system in which multiple lots are offered in a
single auction, with lots awarded successively, beginning
with the highest bidder and proceeding downward until the
quantity available is exhausted, but where all bidders pay
the price at which the final lot (or partial lot) is sold (the
stop-out price), rather than the higher prices that each had
bid; also called marginal pricing (contrast pay-as-bid)

the US. Department of Agriculture, responsible for
commodity management under US. food aid programs

auction (generally an open outcry auction)
World Food Program

A one-time sale of CCC commodities by auction, limited to
certain drought-affected countries in Africa
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APPENDIX A
EXPERIENCE WITH FOQOD AID AUCTIONS IN THE GAMBIA

Country Background: The Context for Audtions

The Gambia lies along the Gambia river in West Africa. It has a
population of approximately 788,000 and a land area of some 11,295 square
kilometers. The climate is subtropical, with two distinct seasons. Agricuiture
accounts for 33 percent of the GDP, with groundnuts accounting for 60 per-
cent of the countrys exports Industry, responsible for approximately 9 per-
cent of GDP, consists mainly of agro-processing, manufacturing and ~ssembly.
Services constitute the remaining 57 percent of GDP, with trade and govern-
ment being the largest components. Per capita GDP is estimated to be

$356 per year.

The Gambia has traditionally been a very active traling and trans-
shipment point, with tariff levels and barriers much lower than its neighbors
in the subregion (Senegal, Mauritania, Guinea-Bissau). Until 1985, the Govern-
ment of The Gambia (GOTG) coantrolled the country’s primary product,
groundnuts, through the operations of the parastatal Gambia Produce
Marketing Board (GPMB). In addition to marketing groundnuts, the GPMB
also had the legal monopoly on rice imports until 1985, when World Bank-
financed structural adjustment measures mandated the restructuring of GPMB
operations and the further liberaiization of cereal markets, including rice.

The Vnited States, under the auspices of its Economic Policy Reform
Project, reinforced the structural changes with complementary policy reform
measures leveraged by cash resource transfers from 1985-89. Within this
larger context of overall market liberalization, the PL. 480 Title II Section 206
rice program was designed in 1985 and implemented in 1986 as support for
the government’s liberalization of markets and restructuring ¢{ the GPMB. In
keeping with the reduced role of the parastatals in marketing, the Ministry of
Finance and Trade (aOFT) was designated as the GOTG implementing organi-
zation for the PL. 480 activities.

-~
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Rice Marketing Structure

Although the GPMB had nominal monopoly control over the marketing
of both imported and domestically produce rice until the early 1980s, the
extremely aclive niture of The Gambia’s informal trading activities has
ensured that there have always been private sector traders involved in rice
marketing. The officially recognized (and small) portion of that private sector
involvement was controlied by an import licensing system administered by
the MOFT until 1985, when import iicenses for almost all products were
abolished under the new liberalization measures.

Because a very large proportion of economic activity in the country has
always involved imports and re-exports (both recorded and unrecorded) to
neighboring countries, almost all traders, irrespective of size or capital struc-
ture, trades in a wide range of products. There are very few specialized
traders, and none who trades exclusively in rice. Since the liberalization of
rice trade in 1985, commerciai imports have increased dramatically, and parti-
cipation in the import, trading, and distribution of rice has expanded even
more dramatically. To provide an idea of the magnitude of this market
expansion, note that in 1985 rice imports totaled a little less than 55,000 metric
tons, while in 1987 they reached 92,800 metric tons.

The rice market in The Gambia is generally perceived as being very
segmented, although the empirical degree of segmentation is a question of
considerable debate. Using 1987 as a sample year, we can sketch the general
outline of this three-tiered market. Total demand for cereals was estimated
at 150000 metric tons, of which demand for milled rice is 50 percent, or
75,000 metric tons

The taste preferences of Gambian consumers, albeit exercised Ly only
the mivdle- and upper-income urban and semi-urban consumers, 2re
markedly different froin the tastes of their Senegalese znd Bissau neighbors.
While the Senegalese prefer broken rice (generally 40 to 95 percent broken),
Gambians very much prefer the long- and medium-grain premium imported
rice.  Local rice production in 1987 was limited to approximately 17,000
metric tons of paddy, which converted to roughly 10200 metric ions of milled
rice. This rice is classified by consumers as the lowest quality available in
the country, and it is largely consumed and traded in the rural regions up-
country, very litlle of it arrives in the Banjul area semi-urban markets

Of the more than 30,000 metric tons of rice imported in 1967, 70,0
metric tons was medium-grade Thai, Burmese, and US. rice, averaging 70 to
100 percent broken This rice is classed by consumers as the middle quality,
and the robust domestic demand for this grade must compete with demand
from Senegal for re-export o: this rice. Traders often face substantially
higher prices in the neighboring country, due to the higher Senegalese duty
on imported rice and the overvalued CFAF. Senegalese prices in the Dakar
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area since 1986 have seldom been less than double those prevailing in Banjul,
and there has been no perceptible narrowing of the gap between the two
price levels in the past three years.

Analysts estimate that over 40,000 metric tons of the 70,000 metric tons
of medium-grade rice imported in 1987 was re-exported, leaving 28,000 for
domestic consumption. This substantial outfiow of imported rice is very
much a phenomenon of artificial price differeptials and not insufficient
domestic demand. Estimates of the rice deficit in 1987 suggest that Gambian
consumers would have purchased 14,000 additional metric tons in medium-
quality rice had it been available at the Gambian market price.

Finally, there is a very distinct market niche for the premium lorng- and
medium-grain rice, imported from the United States both commercially and as
food aid. In 1987, 22,800 metric tons of premium-quality rice was imported,
of which almost 10,000 metric tons was under the PL. 480, Title II, Section
206 program. Only the upper- and upper-middle income consumers in the
urban areas can afford to pay the high price for this prefeired rice, but in
spite of the generally low level of per capita income, the demand for this
more expensive premium rice is robust Although definitive data on the
quantity and composition of re-exports are elusive, preliminary analyses
indicate that although 40 to 60 percent of total rice imports are re-exported,
none of that is the high-quality premium US. long-grain rice, which is instead
retained for local urban consumption

Traders who handle rice are usually sophisticated import-export agents
with storage facilities and distribution networks (which up until mid-1989
included extensive contacts with roving Mauritanian traders who handled
small shipments throughout the subregion). These traders manage diversified
portfolios, which include imports and re-exports of consumer products and
manufactured goods of European and British origin, and they all have strong
relationships with one of the two commercial banks operating in the country.
Many traders also have extensive networks of friends or family in England
or continental Europe, and they hold bank accounts in dollars or pounds
sterling in Europe as well

In contrast to the extensive use of formal financial instruments in their
dealings with overseas contacts and suppliers, the Gambian traders often rely
on extending suppliers’ credit to their distribution agents to facilitate the
marketing of the rice. In general, Gambian traders tend to store rice for a
longer time than their Malian counterparts, and they are more likely to invest
in storage management and fumigation. There is an informal but commonly
held perception of the quality differentials implicit in the different grades and
origins of imported rice, but there is no official Gambian grade or standard
used other than those presented by the exporting sources.
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Experience With Food Aid Auctions
Chronology of Auctions, 1986-89

In the following pages, the three years of expereince in The Gambia
with auctions and tender sales are descrihed, oroviding details on the auction
management strategies and subsequent results. For a summary of these three
years, see Table A-1 on page A-20.

Designing the P.L. 480 Program

The designers of USAID's Title II-206 program for The Gambia did not
specify the use of public outcry auctions or tender bid sales as a mechanism
for the distribution and sale of the rice. The March 1986 Program
Assistance Approval Document (PAAD), stressing market liberalization, provides
the context for P.L. 480 rice imports to The Gambia:

The contribution of this program toward the goal of fcod seif-
reliance for The Gambia will be to work with the GOTG to
create the policy and institutional conditions which will promote
&n economic balance between food crop production and imported
food, as well as between cash crop production and the import of
essertial materials. This will involve efforts to . . . (iv) make full
use of the inost economically efficient marketing mechanisms and
channeis. Our strategy to meet these objectives has two compo-

nents. First, policy measures ircluding . . . liberalizing trade so
that merchants can participate in ail aspects of the marksetng
system.

As part of the Section 206 design process, the Office of the ALD.
Representative (OAR/Banjul) urged the GOTG to "end the de facto monopoly
that the GPMB had on commercial rice imports . . . and to allow private
merchants to trade those commodities . . . . Allowing the private sector to
handle the commercial rice trade will conserve official foreign exchange
reserves.”

The program's designers recognized that the development of an active,
competitive, robust private sector trade in rice would take some time to
develop.

Based on experience up to December 1985, it is apparent that the
private sector is moving cautiously into the commercial rice trade.
To that date only three merchants are known to have imported
rice. Therefore, OAR/Banjul expects that The Gambia will
continue to experience a structural food gap until the private
sector acquires confidence in the GOTG commitment to free
trade, builds up sufficiert foreign exchange to engage in the
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trade, and acquires experienced agents to facilitate the distri-
bution of imported rice- Hence, our Section 206 program: will
provide the food to bridge this gap during the time it takes the
private sector to sustain commercial rice imports adequate to
meet The Gambia’s needs.

One aspect of the PL. 480 program that the designers did not mention
was the potential "learning effect” of these imports on the Gambian traders
— the use of PL. 480 imported rice as a "training” experience for the
traders and a means of encouraging new entrants.

Thus, although the PAAD discussed the context of market liberalization
and increasing private sector participation in cerea's marketing, it nonetheless
specified administered prices and sales to designated experienced traders
cleared by the government.

As subsequent food aid arrives during the second and third years
of our Section 206 program, the GOTG will be required {o turn
over its rice stocks to the private sector for distribution and sale
- - . . _Private merchants will handle the distribution and sale of
the USAID rice also in keeping with the liberalization of the
commercial rice trade . ... GOTG will receive the rice and hoid
it fer sale to the private ssctor. Two months before each
bianaual rice import (imports will be on a biannual basis to
tighten demands on the limited storage capacity of most private
traders), the GOTG will designate those traders who will be
eligibie: to purchase rice from the GOTG for distribution and sale.
Only those merchants who have been importing rice for sales
wiil be eligible to receive equal shares of the rice provided to
the GOTG by USAID. The FAS value will be the established
price for the GOTG ic purchase the rice from OAR/2anjul.  The
rice will be sold in minimum lots of 500 metric ions by the
GOTG at 3 price which includes its documented handling/storage
costs.

Beginning the Implementation Process

The first officizl document formalizing the agreement between USAID
and the GOTG was the Transfer Authorization (TA) for the first shipment of
rice, dated July I8, 1936. Item nine of the TA shows that by late summer
1986, the orientation of the Title Il program sales was still towards
government sales to designated merchants at an administered price:

Sale of rice: The GOTG will deposit in a special account the
dalasi equivalent of the fob. cost; the GOTG will sell equitabie
portions of the rice to designated private licensed merchants
operating in The Gambia . ... Two months before each biannusl
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rice import, the GOTG will designate those traders to be eligible
to purchase rice from the GOTG for distribution and sale. Only
licensed merchants who have been active in the commercial rice
trade will be eligible to receive approximately equal shares of
the rice providea to the GOTG . ... The rice will be sold in
minimum lots of 500 metric tons by the GOTG at a price which
includes its documented handiing and storage costs.

Setting Procedures for the First Rice Sales:
Discussion of Auctions and Tenders

Within the GOTG, the organization charged with the implementation of
the P.L. 480 sales process was the Ministry of Finance and Trade (MOFT).
The Ministry of Agriculture has not been involved to any extent, and the
previously dominant agricultural parastatal, the GPMB, has participated only as
a storage agent for some of the rice before sales (with very poor results).

The minutes of a meeting between the GOTG, represented by the
MOFT, and USAID, in October 1986, provide insight into the early imolemen-
tation of the sales procedures. A group of the concerned parties, including
representatives from USAID, the MOFT, the Attorney General’s office, the
Central Bank, and other government agencies, formed the P.L. 480 Program
Coordinating Committee. The MOFT, the Attorney General’s office, and USAID
formed the nucleus of the group, which also constituted the ministerial-level
Tender Board during later sales, once auctions and tenders had been
established.

A shipment of approximately 6,470 metric tons of rice was expected in
early November, 1986. The MOFT, noting that the P.L. 480 program design
specified 5,000 metric tons to be initially used as a stabilization *working
reserve stock,” also pointed out that at the moment the government only had
the capacity to manage storage for 4,000 metric tons. So it requested that the
balance of the first shipment be scid to the private sector.

The MOFT indicated that it would announce immediately that 2,470
metric tons of rice was available and that all interested merchants shouid
submit bids; then the GOTG Tender Board wculd accept and evaluate all
bids and make recommendations to the Minister as to who should get certain
quantities and at what price. The MOFT technical advisor noted that
although the TA stipulates that only licensed buyers active in the rice trade
are eligible to bid, since July 3, 1985, there has been no license requirement
for Gambian rice importers.

Given that the trade was now open to anyone, the MOFT questioned
the need for a minimum bid of 500 metric tons (as specified in the TA). It
expressed a preference to lower that minimum to 100 metric tons to give
small businessmen the opportunity to buy and seil some rice, and not thus

A
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confine the sales only to larger entrepreneurs. USAID agreed that it would
be appropriate to lower the amount in order to involve more small busi-
nesses in the trade, and it indicated that this modification would be included
in a memo of understanding between the MOFT and USAID.

The First Tender Sales:
Naovember/December 1986

The original announcement (designed by the MOFT without USAID
input) requesting bids was read over Radio Gambia several times daily from
October 29 to November 5, in English, Wolof, Mandinka, and other local
languages. The announcement specified minimum lots of 100 metric tons of
no. 5 20-percent broken US. rice, due to arrive in The Gambia on or about
November 8, with successful tenderers to be prepared to take delivery of the
rice from the ship. Tne deadline was set at close of business (4 om.) on
November 5. No mention was made of the payment terms or of the restric-
tion that the rice was for sale and consumption only in The Gambia, with re-
export prohibited.

The bids were opened by the USAID/GOTG Tender Board committee
on November 6 — four sealed bids submitted on time and one submitted late
but accepted anyway. Three bidders bid for the total shipment amount —
2,470 metric tons — at prices ranging from 1,314 dalasis/metric ton to 1,800
dalasis/metric ton. One bidder bid for 1,000 metric tons at 1,400 dalasis/
metric ton, and one for i50 metric tons at 1,600 dalasis/metric ton.

Discussion then commenced on the allccation of rice to the bidders,
given that all bids were above the f.ob. price equivalent in dalasis — 1,286
dalasis/metric ton — which is the effective reserve or floor price. (This was
the amount the GOTG was contractually bound to pay for the rice)) USAID
pointed out that different objectives would require different management
strategies — iz maximizing revenue by selling as much as possible to the
highest bidder(s) versus ensuring some equity in distribution by aliocating
portions of rice to all bidders. The MOFT representative and the HIID
adviser argued that selling shares to different traders at different prices
would "undercut” the traders who bid high because they would have to keep
their resale price high in order to recover costs. They felt that the rice
should be sold at only one price. Furthermore, they feit that since the
GOTG objective was to maximize government revenues, it should accept the
highest bid and sell all 2,470 metric tons to that high bidder.

On November 12, USAID informed the MOFT that the ETA for the rice
was delayed to December 3; the MOFT felt that this might necessitate
another auction to replace the November 6 one, because market conditions
(prices and quantities 2wvailable) would probably have changed by Decemiyer
3. Also, the MOFT pointed out that the winning bidder of the November 6

o)

v



A-8

tender did not have the money to pay for all the rice he bid for, and the
next highest bidder had bid for only 150 metric tons.

The GOTG and USAID agreed on the importance of stressing in future
auction announcements and resultant contracts that the USAID rice was for
sales and consumption in the Gambia only. This issue was not stressed in
the first announcement, and the GOTG had resisted it because they did not
want to raise the politically explosive "re-export” question.

Oa November 18, the MOFT and USAID decided to re-auction the 2,470
metric tons of rice, since the original winning bidder could not pay for the
rice and also because the markei conditions had indeed changed. Announce-
ments for the new auction began on Radio Gambia November 18, with a
deadline for bids of November 28. This time the announcement included a
caution about sale and consumption only in The Gambia, and it specified that
there would be no credit arrangements for sales.

On December 3, the Tender Board met to open and consider bids.
Five bids had been submitted, of which one was disqualified because it was
for a quantity under the minimum 100 metric tons. Three bidders were
awarded rice — the top bidder got 500 metric tons at 1600 dalasis/metric ton;
and the next two, having bid identical prices of 1500 dalasis/metric ton, were
allocated equal shares of the remaining rice — 985 metric tons e€ach — for a
total of 2,470 metric tons. In the end, bidder number three ended up buying
4325 metric tons of bidder number one’s allotment of 500 metric tons,
because bidder number one could only pay for 675 metric tons of his
allotment.

Sale of Sweepings and Broken
Bags: lanuary 1987

This was the Tender Board’s first experience with disposal of broken
bags and rice sweepings. Information was not announced publicly regarding
the availability of the sweepings; rather, one of the successful bidders from
the December tender sale knew that there was rice remaining, and he and
another merchant both submitted requests to the MOFT, proposing 2 price of
800 dalasis/metric ton. Both were allocated 40 metric tons of rice. (Note:
One of the successful bidders later served as auctioneer for the 1989 open
cry public auction of degraded rice for animal feed.)

Documenting the Sales Procedures:
Memorandum of Understanding
February 2, 1987

In February, the GOTG and OAR/Banjul signed a Memorandum of
Understanding specifying in greater detail certair. issues in the TA of 1986. [t
is interesting that although the GOTG had already conducted three sales using
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auction/tender procedures by this date, the Memorandum of Understanding

still uses the original TA language regarding specified eligible traders, and
then it refers to sealed bid procedures "contained in the TA" — but there is

no discussion of sealed bids in the TA (Note that the evaluation of the PL.
480 program conducted in April 1988 points out that this Memorandum of
Understanding was never cleared through ALD/Washington or REDSO/WCA,
and thus it is not an officially binding policy/program agreement)

Pertinent sections of this memorandum help to illustrate the evolution
oi the prugranm procedures:

"l. Distribution gian (for first shipment due in Nov-Dec 1986).

MOFT announces designation of eligible traders — that is, those
private traders, plus the NTC, previously active in the commercial
rice trade.

Within two weeks of confirmation of arrival date, the MOFT
announces the date for the opening of rice sales period, as well
as the sales arrangements.

On date announced, MOFT commences sales according to sealed
bid procedure in line with provisions contained in the Transfer
Authorization.”

"4. Covenants.
The GOTG and USAID/Banjul further agree that:

b) The GOTG and USAID will jointly establish the mechanism
for managing rice sales to private merchants, to include:

1) a list of eligible traders, and
2} bidding process for eligible traders”

Taking intc acccunt the fact that this document never became formally
binding, it is still int=resting to note that the language in Covenant 4 about
eligible traders remained in the Memorandum even though the issue of deve-
loping a list of eligible traders had beer abandcned during the discussions
preceding the December 1¥36 auction.

Tender Bid Sales: April 1987

There is no memo in USAID files that discusses this auction, but the
MOFT minutes from the Tender Board meeting are available. The discussion
(which preceded the opening of the 59 sealed bids for the 2,000 metric tons
cf rice available) included suggestions as to the criteria to be used for

)
Oy
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choosing the winners. The criteria mentioned included “ability to pay,” "offer
price should help bring the current price down in the market,” and "bidder
should be one currently involved in rice irade.”

After the bids were opened, six were disqualified because they had
bid for less than the minimum 100 metric tons, and the other bids were
categorized based on the above-mentioned crileria. There then ensued a
lengthy discussion on whether the Board should "sell exclusively to those in
a particular category.” Eventually it was resolved that they would sell the
rice io the highest bidder with 2 maximum of 200 metric tons. The top 13
bidders were thus allocated between 100 and 209 metric tons of rice, at their
bid price, and a list of the next 9 highest bidders was drawn up as an
alternate list.

In the end, however, there were 10 successful bidders who actually
bought rice — each got only 100 metric tons, and they paid the prices that
they had originally bid, which ranged from %0 dalasis/bag (1,800 dalasis/metric
ton) to 105 dalasis/bag (2,100 dalasis/m=iric ton).

Note that one of the successfui bidders was once again the trader who
later served as auctioneer for the 1989 open cry public auction of degraded
rice for animal feed. (The Auctions Aci, as passed and amended by
Parliament, specifies that no aucticneer nor his/her agents may legally
perticipate in an auction conducted by ihat auctioneer, but no restriction is
made on their participation in other terders or auctions sponsored by the
same governmental organization}

Tender Bid Sales: August 1987

As usual, the government released an announcement soliciting bids, but
The MOFT inserted wo additional prerequisites for successful bidders.
(1) bids must be accempanied by a document of business registration, and
(2) bids must be accompanied by a tax certifizate. This is ine first time,
after the initial 1986 discussions over .censes and eligibility, that the Tender
Board (or, in this case, the GOTG) initiated restrictive parameters designad to
screen bidders.

Forty bidders submitted bids, with prices ranging from 73 dalasis/50-
kilogram bag to 100 dalasis/50-kilogram bag, but of the seven high bidders
(who all bid 130 dalasis/bag), the MOFT r iled upon opening the bids that
only four had submitted the required documentation with their bids. Upon
opening the bids on August 20, the committee decided that, rather than split
the 2,000 bags (100 metric tons), they would allocate all four bidders 2,600
bags each (given the need to move some of the other USAID rice in storage),
thus quadrupling the total quantity sold.
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On August 21 an emergency foilow-up meeting was held because the
MOFT found a misinterpretation of the two conditions specified in the
announcement In fact, the exact documents requested had been an "Income
Tax Clearance Certificate™ and a "Business Certificate” — and none of the
initial four winners had submitted those documents. Re-examining all 40
submissions, the committee found only 5 with the appropriate documents, and
the highest tidder of those 5 was awarded all 190 metric tons (2,000 bags) at
his price of 96 dalasis/bag (1,920 dalasis/metric ton).

These confusions resulted in 2 lively committee discussion about the
necessity for, on the desirability of, adding rnore conditions to the submission
of a tender bid. The MOFT had added the requirerient for additional
documents to empnasize to the merchants that if they wanted to do business
willl ‘he governaacat, they had to pay their taxes. But USAID pointed out
that the objective of the program was to increase involvement of the private
sector in the rice trade, not to police income tax payments. It was agreed
that these requirements should not be included in any future rice auctions:
instead, any merchant doing business in The Gambia should be allowed to
bid.

Tender Eid Sales: September 1987

Bids were opened on September 14. Before opering the bids, the
committee discussed how the rice should be awarded, agreeing to award it
to the highest bidder in order to maximize government earnings. The
suggestion was made that in order also to maximize competition among the
merchants, the committee could consider dividing up the 2800 metric tons
among the top bidders, and the committee agreed that, depending on how
the bids were clustered, every effort would be inade to ensure that several
merchants received rice.

A iotal of 78 bids were submitted, and 1 was disqualified because it
was acteally for another GOTG project. Each member of the Tender Board
was given 11 envelopes to open and to record the pertinent information —
price, quantity, name of bidder, and address. Prices ranged from 70 dalasis/
bag to 107 dalasis/bag the minimum amount requested was 25 metric i{ons
and the maximum was the full 2800 metric tons. Thirteen merchants had
bids clustering at the top of the range, 105-107 dalasis/bag. Some of those
bidders had requested only 100 metric tons, and so they were allocated that
amourt, while those who had requested more received either 150 metric tons
(for those who had bid 105 dalasis/bag) or 500 metric tons (for those who
had bid 106 dalasis/bag). (Note: rLere were three women among this
winning group of 13)
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Tender Bid Sales: March 1988

The Tender Board met on March 8 to open bids for 3870 metric tons
of rice. Before opening bids, the committee discussed problems encountered
to date with the bidding process, ie, bounced personai checks. Agreement
was reached that buyers who were known to the Tender Roard because of
successful bids or executed sales in the past would be allowed to use
personal checks, but new buyers would be required to use a rertified bank
check or cash for payment

The 259 bids were opened. They were divided arnong the members of
the committee, who were instructed to number them; to record the price,
number, and quantity; and to rank them. (Note: This was the first instance
of the Tender Board instituting the numbering process, which they would
continue to use. They felt it would prevent favoritism in the final allocation
of quantities since the Board would bo looking at a list of bidder numbers,
pot names) The top 5 bids from each pile were then used to assem.ble the
list of top bidders, resulting in 13 bidders who had offered prices ranging
from 120 dalasis/bag to 135 dalasis/bag.

The total quantity demanded just by these 13 top bidders was 10,800
metric tons. To "ensure that no one merchant corners the rice market,” to
ensure wide distribution, the committee decided to limit the maximum
amount per trader to 1,000 metric tons even though the fourth highest bidder
had bid for 2,000 metric tons. To ensure wide distribution, the committee
also agreed that all bidders over 120 dulasis/bag (thus, the above-mentioned
13) should receive at least some rice. Bidders who offered 120 dalasis, bag
were allocated 100 metric tons each, regardless of amount demanded.
Bidders above 120 dalasis/bag received their amount requested, up to the
ceiling of 1,000 metric tons. The 20 metric toas left after this allocation
proiess was done was added to the allotrment of the Gambia Cooperatives
Union (GCU), because the committee felt that since GCU has an extensive
distribution netwerk up-country, "more rice would end up in the rermote
areas”

The committee also prepared plans in case any of the successfui
bidders was unable to pay for his/her rice — their allotment would then be
offered to those merchants who had bid for larger quantities than they
received, in descending order of price offered. This strategy for slternate
winner selection differs from that used in earlier and later auctions, where
the rice was offered in succession to those whose bids were iust helow the
cut-of{ point.

.
Ty
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Tender Bid Sales: September 1938

Bids were opened at the Tender Board meeting of September 12. A
total of 408 bids were submitted. They were opened and ranked by price
and quantity demanded. Then the list of top bidders was developed.

The committee agreed that 500 metric tons would be the maximum for
any one bidder, and that all bidders must pay by cash or certified bank
check, with a deadline of three days to pay and take delivery of the rice.
Any rice not taken by a bidder within the allotted three days would be
offered to those on the alternate list. (Note the difference in alternate
selection strategy from the March 1988 auction described above.)

There were 13 successful bidders on the top list, and each received
his/her request, up to 500 metric tons, at the price they offered. The price
range of these 13 successful bids was 145-165 dalasis/bag. A very interesting
by-product of the dramatically increased participation rate is demonstrated
when we examine the list of bidders for this auction. The bidders’ list
reveals that there were at least five merchants who bid multiple times at
different prices in their own names, in addition to an undetermined number
who by this stage had begun using agents to front for them in order to
hedge their bids with other lower and higher offers.

On September 16 the USAID Representative and the Minister of Finance
had a telephone conversation in which the Minister expressed grave reser-
vations about selling rice for up to 165 dalasis/bag when the retail price was
around 135 dalasis/bag. He did not make the distinction between the higher
quality USAID long-grain rice and the Thai/Burmese 100-percent broken rice at
retail. In spite of USAID insistence that selling at administered prices would
violate the TA, the MOFT implemented a sales process whereby the 160 bid-
ders who had bpid above 130 dalasis/bag were each to receive 20 melric tons
(thus also violating the TA provision for minimum lots of 100 metric tons).

In the end, the MOFT was required by USAID to make up the differ-
ence in revenues that were forgone because of the Ministry’s decision to
change the sales procedures. (The difference in revenue was 1,430,000
dalasis, almost $204,000 at the prevalent exchange rate.)

Tender Bid Sales: March 1989 (bids opened) —
May 1989 (sales completed)

A radio announcement was made between February 25 and March 2
(complicated a bit by the fact that the MOFT named the wrong mcath in the
announcement, citing May instead of March!) The MOFT reported to USAID
that "interested parties” were informed that payment terms would be in cash
or certified check, one week after notification of winning, and that the rice
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was only for sale and consumption in The Gambia. However, the press
release did not specify the one~week timeframe, only the payment terms.

In fact, to date no! one of the announcements of lenders has given
advance notice regarding the deadline that would be imposed for payment
and delivery. Although the Tender Board’'s case-by-case decisions on auction
parameters have resulted in an evolution of general auction policy, these
refined principles have not been documented in written form, formalized by
the two governments, or broadcast to the bidding public.

The Tender Board met on March 2 to open bids for an estimated of
3,000 metric tons of rice. (Note: The day before the opening of the bids, it
had been noted that a GOTG/USAID inspection of the rice stocks stored at
the GPMB warehouses found that some undetermined amount of the stocks
had degraded to the point tha’ they were probably unfit for human con-
sumption. USAID requested the Ministry of Health (MOH) to inspect and
determine which bags were fit only for animal feed The rest would be
auctioned.)

A total of 309 bids were received, with prices ranging from 125 dalasis/
bag to 165 dalasis/bag. Quantities requested ranged from 50 metric tons
(disqualified because the minimum lot was 100 metric tons) to 4,000 metric
tons. Once all the bids were tabulated, discussion began on whether the
Board should set a maximum price to try to keep retail prices down. Some
members argued sirongly that it was essential to try to keep prices dc .n,
while others argued that the program purpose was to generate as much
revenue as possible for the government These members also pointed out
that the revenues that would be lost from rot accepting the highest bid
prices would not be balanced by any gains from lower retail prices, since
there are no price control implemented at the retail level anymore, and thus
‘raders would sel! at whatever price the market would bear.

The USAD representative reminded the MCFT that the last time they
sold auction stock at administered prices, the GOTG had to reimburse the
rice sales proceeds account for over 1 million dalasis in lost revenues. Other
board members pointed out that artificially low prices for the tendered rice
would increase the margin available for traders who might try to re-export
that rice to Senega: and that those re-exports were to be avoided.

In the end, the committee decided "to try to maximize revenues by
selling to the highest bidders, and try to sell to as many bidders as possible
to avoid market monopoly by a few of the bidders, and that bidders on the
reserve list would pay the prices they originally offered.® The top 25 bids
ranged from 165 to 145 dalasis/bag, and the 10 alternates’ bids ranged from
145 dalasis/bag to 140 dalasis/bag. Each of the 25 winning bidders was
allocated 100 metric tons and given a deadline of one week to pay by cash
or certified bank check and pick up their rice.
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Because of the forfeiture of numerous winning bidders (much of which
was due to the uncertain quality of the rice), the MOFT had to go through
four iterations of replacing winners with alternates — listing them in the
press and on the radio and giving them one week to pay, a process that
lasted until May 12, 1989. Only 1,000 metric tons was ultimately taken by
these bidders, as this rice had continued to degrade during the intervening
two and one half months since USAID first noted to the MOH that it was in
bad shape.

Public Outay Auction: May 1989

On May 9, 1989, a joint GOTG-USAID inspection decided that the
remaining rice was unfit for human consumption and should be auctioned as
animal feed as soon as possible. A radio announcement set Monday May 15
as the day for a series of public open outcry auctions at five storage
locations.

Note that during the three months that this stock had been in question,
the MOFT and USAID had been trying to get the MOH to formally inspect
and rule on these stocks, but the MOH did not intervene until the actual
moment of the auction, and then there was a disagreement on the ruling.

The highest among five bidders won a total of 19,000 50-kilogram bags.
Total bids were for 21,000 bags (1,050 metric tons, only one third of the tctal
weight of degraded rice) for a total sum of 1,245,000 dalasis. The auctioneer
was paid a commission of 3 percent of total sales proceeds, which would
amount to between 36,900 and 37350 dalasis.

Amending the Official Program Documentation:
Transfer Authorization Ainendmert No. 1

The evaluation of the P.L. 480 program conducted in April 1988
recommended changes in the TA, which were formalized in May 1989 with
Amendment No. 1. These changes had the effect of formalizing the
procedure that had been used in 1987 and 1988

Rice Sales and Distribution: The GOTG will agree with AILD. on
the time and amount of rice for each sale. All rice wil! be sold
by sealed tender bidding procedures normally used by the GOTG.
Only private merchants operating in The Gambia will be eligible
to bid for the rice offered for sale. Sales will be in minimum
lots of 100 metric tons, and to be paid for in Dalasis. The
GGTG-ALD. Intergovernmental Steering Committee for the P.L. 430
program will open all sealed tender bids and award the bids to
the highest bidders, while also ensuring that there is equitable
distribution of the rice for sale among the highest bidders so as
to avoid any monopoly over the rice being supplied under this
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program. Merchants awarded rice must make total payment in
cash or with a bank check before they can take possession of
the rice. A list of alternates will be drawn up at the time each
sale is made, and if any merchant who has been awarded rice
cannot pay for it, the rice will be offered to the bidders on the
list of alternates at their bid prices.

Tender Bid Sales: June 1989

The Board discussed the problem of bidders not always coming
forward to make payment. Informally they agreed that one way 10 address
the matter was to require bidders to make an advance deposit, perhaps 1,000
dalasis (3140), which would be nonrefundable if a bid was accepted and the
bidder did not make payment For non-accepted bids, the deposit would be
refunded and for accepted bids it would count against the total amount due.

One Board member also suggested requiring bidders to use the official
tender forms for which there would be a small fee (the GOTG currently
requires this when government contracts are put up for tender). Although
the minutes indicate that the Board agreed on some of these issues, no
written rules formalized these decisions regarding prequalification measures.

The USAID program economist noted that, under current practices,
bidders have an incentive to work in partnership with others, make multiple
bids, and only make payment on the lowest one. Charging a fee for each
bid would help cut down on multiple or spurious bids, and instituting a
deposit that would be forfeited if payment is not made would cut down on
the problem of individuals reneging on bids. At this point in the evolution of
the auctions, it seemed that sufficient participation and competition had been
developed among the private sector rice traders and that there were effi-
ciency gain. that could be made by tightening the parameters.

A total of 281 bids were opened. The bids accepted ranged in price
from a high of 145 dalasis/bag to a low of 137 dalasis/bag, submitted for
quantities ranging from 300 metric tons to 100 metric tons. The bidders with
the lowest prices, 137 dalasis/bag, were allocated only 100 metric tons
regardless of quantity demanded. All other bidders who had offered higher
prices were allocated the amount they asked for.

A reserve list was made up of those bidders who had offered 136 and
135 dalasis/bag, to serve as alternates in case of defaults among the winners.
The Board agreed that cash and certified checks wouild be the only accept-
able forms of payment and that the deadline would be one week. Once
again, a pattern had developed demonstrating Board consensus on the
parameter of payment terms and deadlines, and yet this consensus was not
formalized or published.
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Public Outay Auction: July 1989

A public outcry auction was held on July 13 (o clear Customs Shed
No. 3 of the remaining loose bags and sweepings of rice. The Auctioneer
received a commission of 2 percent of total proceeds on the estimate
quantity of 550 metric tons. The auction was announced on Radio Garabia on
July il and 12 The terms specified included payment in cash or by certified
check and immediate delivery to be taken upon payment.

The initial winner had bid a totai offer of 1,397,000 dalasis, but he did
not pay in time, so it went to the next-highest bidder for 1,395,000, who also
defaulted. Then it went to the third-highest bidder who had bid 1,390,000,
who ultimately also defaulted.

Finally, another public outcry auction was held July 31, with the
winning bidder offering 665,600 dalasis for the 550 metric tons. He was
required to place an immediate deposit for the rice, and he was given two
days to pay by cash or certified check and take the rice. This is the first
example of a mandatory deposit, and the decision was made not at the
Tender Board Level, but by agreement between the MOFT PL. 480 Desk
Officer and the USAID Program Analyst, duc to the very difficult circum-
stances surrounding the disposal of this rice.

Improving the Process: Discussion
on Llessons learned

Discussions between the USAID Program Analyst and the MOFT P.L. 480
Desk Officer after the May and July 1989 auctions centered on the recent
manipulations of the tender bid process, and it was agreed that the lack of a
requirement for a deposit from the merchants making bids was part of the
problem. To combat this problem, they agreed (as reported in meeting
minutes) that, in the future, all merchants submitting a tender bid for the
food aid rice must submit a deposit of about 5000 dalasis in the form of a
certified bank check. The checks would be kept by the MOFT and applied
towards the winning bidders’ final payment due. For all bidders who did
not win any rice, their checks would be returned once the process was
complete (ie, all rice was sold). However, any merchant who made a
winning bid and then defaulted would forfeit that deposit. The MOFT
representative noted that under Gambian law, the GOTG could take these
bidders to court for violation of ¢ ntract.

The minutes from this meeting did not indicate whether these sugges-
tions and decisions would be formalized and documented. The MOFT staff
member reported that this was an agreement in principle, but he stressed
that all action decisions must be made at the Board level and that, indeed,
the MOFT position is that specific requirements/conditions should be
formalized by another amendment to the TA
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Legal and Contraciual Aspects
of the Auctions

In contract law, the essential elements that result in a contract
(whether written or verbal) include an_offer, an acceptance, specified
consideration (payment terms), and "a meeting of the minds" (agreement
between both parties on the terms and conditions implicit or explicit in the
offer and the acceptance). In cases like the tenders described earlier, the
lack of specificity in the invitation to bid leaves the government cpen to
disagreement with the successful bidders as to the terms of the contract,
thus endangering the contract’s solidity.

In The Gambia, the solicitation of bids is considered not an offer to
sell, but rather a request for offers to buy. Thus, the GOTG is in a position
to issue acceptances, which it has traditionally done by letter. If the offering
bid and the accepting letter were both clear and explicitly detailed regarding
terms, then, under Gambiarn law, a contract is joined. Should the buyer
renege at this point, in violation of the terms of the contract, he or she might
be taken to civil court in Banjul, although some interpreters say that it might
still be necessary to get a signed contract before a successful suit can be
pled. In any case, the GOTG has not yet taken anyone to court fr non-
completion of a bid to purchase rice.

From the legal perspective, it is desirable that the announcement of
invitation t> bid specify as many details and parameters as possible, whether
by listing them explicitly or by referring to a specific law or ministerial
regulation that is also freely available to the public.

Pertinent Gambian laws and regulations include:

1. The Auction Acts, as passed and amended by Parliament,
which define the parameters and requirements for public
outcry auctions

2 The Tender and Auction Regulations from the MOFT, which
specify the composition and responsibilities of the Major
Tender Board and Minor Tender Board, and provide for
the creation of various Ministerial Tender Boards for
project implementation (of which the P.L. 480
Committee/Tender Board is one)

Annex A-1 provides a detailed summary and presentation of these laws.
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Other Planned Uses of
Auction Mechanisms

The auctions and tenders conducted by USAID and the GOTG under
the Title [T program have provoked interest in other donor suppliers and
distributors of food commodities. The UNDP reports that Halian and World
Food Program commodities are beginning to be brought in for tender sale
through the MOFT, using the USAID rice auctions as a model. Moreover, the
Country Director for Catholic Relief Services (CRS) has decided to use a
tender process to monetize 700 metric tons of US. Title Ii rice during 1990 in
order to cover the in—country costs of their maternal and child health project.
The study team provided preliminary guidelines and comments on possible
tender designs for CRS while in the field in Sepiember 1989.

Results of Gambian Auctions

As we have seen in the preceding chronology of experience, the
program’s evolution has raised awareness of the impacts of procedures and
processes on the sometimes conflicting objectives of the rice sales —
maximizing revenues, maximizing participation, reinforcing efficient private
sector operations, and moderating retail price swings. This three-year
experiment has also demonstrate” how the ruics, terms, and prequalification
procedures for an auction or tender process will have a large and immediate
impact on the results as measured against the program’s obiectives.

This program is a unique case within the admittedly small portfolio of
Africa USAID Missions that have experimented with auctions and tenders, in
that The Gambia has conducted both tender bid sales and open outcry
auctiors and it has succeeded in selling all but 80 metric tons of its
commodity through these two auction mechanisms. Although some auctions
were better organized and administered than others, the only sericus anomaly
was the result of last-minute government interference motivated by fear of
high retail prices. Table A-l1 presents a summary of the Gambian auctior.
experience.

Impact on the Food Market

The program’s designers postulated that one way for the program to
benefit the neediest members of Gambian society would be by exerting a
downward pressure on rice prices through the increased supply of the
commodity. In fact, however, the program has been implemented during a
period when world rice prices had declined sharply. This global trend
overwhelmed any localized effects that the liberalization of the rice trade
might have had on the Gambian economy. The PAAD suggested that the
program would also "have the effect of curtailing the rice re-export trade



TABLE A-t: Summary of P.L. 480 Rice Auctions in The Gambia

B Date

| YypsofSale | &ofBidders | Quantity for Sale | #of Winners |

Comments

Nov/Dec 1986

Jan 1987

April 1987

August 1987

Sept 1987

March 1088

Sept 1988

March 1989

May 1989

Juns 1989

July 1989

NOTE:

-

tender

&dmin sale

tender

tender

tender
tender

lender

tender

outery

tender

cutcry

The "Comments"® sectior: I

59

40

259

408

281

2470 MT

80 MT

1000 MT

100 MT

2800 MT

3870 MT

35GO MT

3000 MT

3368 MT

4000 MT

550 MT

3

10

13

13

160

25

25

Tender was launched whlle rico was en route from Guif port.
Original tender was annulied because tco bidder defaulied
and rice arrival was dolayed. Top 3 bidders won in 2nd round.
Sale at announced price of 800 d/MT for loose bags and
sweepings (two purchasers each received 40 MT).

2000 MT were originally altocated for sales, and bids were
received for far more than 2000 MT; the uitimate decision to
sall only 1000 MT was not explained in the Board minutes.
MOFT had imposed two prequaiification requirements (tax
docs 21c.); eventually allocated rice to top bidder of those who
had submitted the necessary docs, but then eliminated req.
Entire 2800 MT awarded to fop thirteen bidders; tcp bidders
rec'd the quantity they requested up to a celling of 500 MT.
Vezy active participation -- tcp 13 bidders requested over
10,000 MT; imposed celling of 1000 MT for top 3 bicders; other
winners allocated 100 MT each to widen distribution.

MOFT interfered with the auction after the hids were opened
and allocations made; they decreed that the top 160 bidders
would each get 20 MT at 130 d/bag, for a total of 3200 MT.
Much steck had degraded during poor storage by GPMS,
and even after four rounds of alternate ‘vinners only 1000 MT
was actually sold and finaily taken.

Mos! of this gralin was lefl over from tha unsuccessful March
1988 tender; it had degraded even furthar and was finally sold
at ihe outcry auction for animal feed.
Winning bidders at the low end of bid price range vec'd only
100 MT each; top biddars received amount requested.

Two outcry auctions were actually held, because the top three
bidders in the first round tried to manipulate the process and
ended up not buying the grain at the prices they offered. In the
second round, the Board required a bid deposit before awards
were made, and the rice was finally paid for and collected.

igtrales the case-by-case decisionmaking process used to al'ocale quantities and balance objectives.
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with Senegal,” because the program would support The Gambia’s commitment
to free market pricing even if the world price rose sharply. However, no
one foresaw the sharp decline in world rice prices along with Senegal’s
commitment to higher rice import tarifis.

The largest quantities of P.L. 480 [1-206 rice were sold in December
1986, September 1987, March 1988, September 1988, March-May 1989, and June
1989. Preliminary analysis by USAID economists irdicates that the 1987 sales
"may have had some ameliorating effect on prices, in that a period of stable
prices may have been prolonged® in contrast to the same time period in 1986,
when prices rose.

Traders who deal in imported rice stated that their decisions on the
quantities and timing of comrercial imports would be better informed if they
knew the approximate timing of food aid auctions, because they could treat
those auctions as another suppiy source and plan ahead.

impact on Government Operations

Taken overall, the Gambian P.L. 480 auctions and tenders have proven
to be an effective and innovative way to generate local currency revenues
for GOTG/USAID uses and simultaneously to increase the participation of and
competition among private sector merchants.

Participants at different levels of the system suggested changes that
they feit could improve the auction and tender process, but generally all
expressed satisfaction with the administrative mechanisms used. Specific
problems that surfaced during the evolution of the auction/t2nder program,
and possible solutions, are discussed in the final section of this case study.

Defining Objectives: Choosing
an Auction Management Strategy

There are four objectives that have been presented at different times
as the "purpose” of The Gambia's P.L. 480 program — maximizing government
revenues from sales, maximizing competition and participation by private
traders, reinforcing private sector mechanisms, and moderating retail price
swings. Other possible objectives for a future program include maximizing
the transparency and legitimacy of government sales operations and facilitating
the shift from parastriai control to market conditions.

From the GOTC perspective, the critically important generation of local
currency revenues was balanced with the desire to restrain retail prices and
prevent ronopoly control of the commercial rice trade. From the donor
perspective, USAID focuses on efficient allocation of the commodity to the
private sector at market-determined prices. Among all these objectives, only
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the goal of reinforcing private sector mechanisms is explicitly stated in the
PAAD or the TA, the two binding program documents. In practice, represen-
tatives of the GOTG and OAR/Barjul, along with the other Tender Board
members, have repeatedly invoked differing (and sometimes conflicting)
objectives during their debates.

Measuring the Tradeoffs

Because different objectives required conflicting procedures or rules,
the Tender Board was forced to make decisions (whether explicitly or by
default) on ways to balance the goals, compromising one objective in favor of
the other. Implicit in the Tender Board debates, as well as the evolution of
auction parameters and policy that resulted, was a calculation of benefits and
costs associated with the diffcrent objectives and a willingness to sacrifice
some portion of one goal for another.

For example, the Tender Board’s decision to impose a maximum lot
size of 1,000 metric tons for the March 1988 auction resulted in 42,000 dalasis
in forgone revenues ($5,250), balanced by 2 greater dispersion of rice among
more winning bidders. Another decision in the September 1987 auction aiso
resulted in lower total revenues, although incomplete bidders’ lists do not
permit us to calculate the tetal amount of revenues sacrificed.

Similarly, the MOFT decision to annul the auction results in September
1988 and to seil all 3200 metric tons at an administered price resulted in
1,430,000 dalasis in lost revenue (an amount that the government was uiti-
mately required to transfer into the sales proceeds account from revenue
sources). That decision represented an attempted trade-off between maxi-
mizing government revenues and mederating consumer/retail price swings,
although it is very unlikely that the traders who received the rice at the low
administered price turned around and sold it at a correspondingly low retail
price when the market prices were already high. In each of these cases, the
Tender Board cecision, although rarely unanimous, expressed a trade-off with
specific financial consequences.

Problems and Possible Solutions

The implementation cf public auctions and tender bid sales of food aid
rice in The Gambia ran into protlems in the following areas:

s Quality of grain after long storage. While the USAID rice is
generally considered to be of consistently high quality, sales
of over 3500 metric tons of rice in 1989 were undermiaed
by the GPMB'’s extremely poor fumigation and storage
management practices.
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L] ification_of auction rules and tion of winners.
Only half of the parameters for the tenders/auction sales
wertz publicized when the invitation to bid was announced.
The other ~ules were debated and decided on a case-by-
©ate basis, compromising the transparency of the bid
process. (Table A-2 presents the parameters that must be
defined by policymakers.)

. Exirgmely high participation. Ironically, the openness and

frequency of the auctions resulted in a dramatic increase in
participation and a subsequent increase in the administrative
costs and delays of tender sales.

& Manipulation; of tenders by bidders. As traders became
comfortable with the system of tenders and as participation
increased dramatically, the lack of clear, specific, public
rules left the process open to collusion, multiple bidding,
defaults, and other gaming behavior.

o Lack of prequalification. The failure to screen out non-

serious bidders undermined the confidence of more serous
traders, and it resulted in substantial administrative costs to
the GOTG. The imposition of a relatively high minimum lot
size (100 metric tons) meant that smaller bidders, not non-

serious bidders, were climinated.

To the credit of the GOTG and USAID, the procedure used to date in
The Gambia has been flexible, and it has allowed USAID and the GOTG to
learn tnrough the implementation process. However, it has not created a
consistent, stable eavironment for the auction sales, and a more explicit
statement of rules and parameters could have eliminated some of the
superfluous and disruptive bidding behavior.

Now that the Gambia's auctions have evolved and engendered active
participation among the private merchants, the GOTG and USAID can "afford”
to tighten the procedures used and formalize some of the processes, to
support legitimate bidding behavior and discourage defaults.

Should the decision be made to design and implement another multi-
yezr Title II Section 206 program, the following actions might improve the
auction and tender process:

L Define_and prioritize the proeram’s objectives as explicitly

as_possible in_the language of the Transfer Authorization.

When two objectives are expecled to conflict with each
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Table A-2. A Checklist of Auction Parameters

This list specifies the parameters which define the potential transaction
between the government and the private rice merchant Only the entries
with stars in the left margin have been specified in the announcements used
to date in The Gambia.

Announcement of a solicitation of bids (which is a request
for offers to buy)

Deadline for bids — time, date, location

Identity and authority of seiler — agency, unit, relevant
program

Type of commodity, origin, current location or estimated
arrival time and place

Quantity specification — minimum and/or maximum lot size
Quality specifications — grade and standard

Availability of samples and procedures for obtaining/viewing
them

Eligibility criteria — licenses or certificate required, limited
to certain classes or categories defined in law

Prequalification requirements — fee for purchase of tender
dccuments, bid bond or deposit requirec upon submission
(fixed amount or percentage of total value of bid)

Payment terms — cash, personal or company check,
certified check or bank draft, credit terms, etc;
performance bond required

Deadline for acceptance/payment/taking delivery, and
specific moment from which that deadline is calculated

Notification terms — length of time bidder is required to
keep offer open, method and timing of notification of
winners

Disclaimer clauses, ie, reserving right to allocate any
quantity above the minimum lot up to the maximum

Restrictions on conditions of resale
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other, select a flexible mechanism for balancing the two goals,
and express the trade-off clearly before the auction or tender is
started.

Select the terms and rules most appropriate for achieving

the desired objective(s), taking into consideration the legal

and socio-contractual context of the country’s economy.
Make these rules as clear and explicit as possible.

Communicate the rules and _terms in detail, either through much
more detailed invitations to bid, or by developing an MOFT
regulation, available to the public, that specifies certain standard
terms for PL. 480 tenders. (Table A-3 presents a sample
unproved tender announcement that provides more of the
required details than the announcements currently in use. A
sample of the current announcement style is also attached.)
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Table A-3. An Improved Tender Ammouncement
To: Director of Information and Broadcasting, Radio Gambia
Pleasea&eistusbyannoundngmefoﬂowingpubﬁcnoticeinEnghsh,

Wolof.andMandinka,asoﬂenaspo&ible(no}eesmantwioedaﬂy), between
and 1989.

The Governmeat of The Gambia invites tenders from interested individuals and
companies for the purchase of metric tons of rice supplied Ly the Uaited
States Agency for International mlopment. The rice is sold exclusively for sale and
consumption_in The Gambia

The rice is grade , percent broken, packed in 50-kg bags, and is currently
stored at i warehouse. Samples may be inspected at that location between
am and p-m, Monday through Thursday.

The minimum lot sold will be 50 metric tons (1000 bags); potential buyers may submit
tenders for multiple lots. The Government reserves the right to award any quantity
between the minimum lot and the amount requested by successful tenderers.

The Governmeat is not bound to accept the highest or any tender.

Sealed tenders marked Tender for P1. 480 Rice will be accepted by The Secretary,
PL. 480 Coordinating Commiiiee, Minisiry of Finance and Trade, The Quadrangle, Baajul,
during normal business hours, up to _ (day/date} at (tme) pm.  All
tenders must be accompanied by a bid deposit of ~dalasis, payable in cash
or certified check

Successful tenderers wili be notified by certified letter sent by the Ministry of Finance
to the address listed on the tender submission. A list of alternates will be drawn up at
the moment when winners are determiaed, in case of default by successful tenderers.

Unsuccessful lenderers will have their bid deposiis refunded no later lhan three days
after the tender is closed (ie., all rice hes been allocated aud purchased} or 30 days,
whichever comes first. Bidders are required to keep their offers open for 30 days from
the date of submission.

Poten.al buyers are liereby informed that the rice will not be sold on credit. Successful
tenderers must be prepared to make full payment by cash, cectified check, or bank
draft, at the Treasury. The tenderer’s bid deposit will be appiied toward the ful}
purchase amount Payment must be made within seven days of the date on the
notification letter, or the tenderer will forfeit the bid deposit and surrender the right to
purchase rice.

Successful tenderers should be prepared to take deiivery of the rice not less than 48
hours after concluding full cash payment as specified above. Purchasers must show
their Treasury payment receipt to the warehouse manager before taking delivery of the
rice.

By a copy of this memc, the PL. 480 Coordinating Committee is invited to
the bid opening session oa at am

¢S



ANNEX A-1: GAMBIAN LAWS AND REGULATIONS
AFFECTING AUCTIONS AND TENDERS

There are certain Gambian laws and regulations that apply to sales by
public auction or tender. They are:

a An auction act concerning sales by auction
Regulations of the Ministry of Finance concerning invitation
for bid or tenders and also the Auction Act (reproduced in
the following pages)
Auction Act

The act and the regulations are very general in scope, and they can be
summarized as follows. .

Audions

The procedure concerning sales by auction is used to sell "redundant
obsolete and non serviceable stores and other assets”

An auctioneer licenszd by the government must supervise and be
responsible for the whole operation. The highest bidder wins the auction.
The law provides that there must be some publicity during a minimum
period preceding the auction.

Invitation to Bid or Tender

The law requires that the invitation to bid procedure be used for the
sales of commodities of a value superior to 100,000 dalasis.

That same requirement for the sale of food exists in the US. P.L 480
but without any money ceiling. The reason for that requirement is the same
in both countries. Its objective is to maintain the integrity of the program
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and to remove the possibility of selective negotiations, favoritism, and the
appearance of conflict of interest

Regulations of the Ministry of Finance on the
Purchase and Sales of Commodities

Major and Minor Tender Boards

(1)  There shall be established a Major Tender Bosard for the consideration
and award of all government contracts for the procurement of disposal of
goods, services and works where the estimated cost of benefit exceeds D
100,000.

(2)  There shall be established a Mincr Tender Board for the consideration
and award of all government contracts for the procurement of disposal of
goods, services and works where the estimated cost of benefit exceeds D
10,000 but is not more than D 100,000.

(3)  Both Tender Boards will be chaired by the Permanent Secretary,
MOFT. Other permanent members shall be the Permanent Secretary, Ministry
of Economic Planning and Industrial Development, the Solicitor General, the
Director of Technical Services and the Accountant General Other Accounting
Officers and specialists may be co-opted when appropriate and necessary for
the matters under consideration. Where members cannot attend in person
they should send their deputies or senior delegates in their places.

(4) In addition to the award of contracts the Major and Minor Tender
Boards will keep under constant review all matters pertaining to the
procurement and disposal of goods, services and works for Government
Departmen!s. Projecis and quasi Gevernmental agencies, and in particular
secure complianc= with Financia! Instructions.

{(5)  Both Tender Boards wiill meet regularly at a time and place to be
appointed by the chairman to deal with urgent matters, specifically contracts
and projects.

(6) The findings of the Major Tender Board will be communicated to the
minister and, where required, placed before the cabinet for final decision

(7)  Where the estimated cost exceeds D 100,000 the Accounting Officer
must obtain the authority of Major Tender Board to procure the goods,
services or works by contract after public tender. Tenders shall be opened
in the presence of the Major Tender Board which shall recommend the
award of the contract after considering the recommendation of the
Accounting Officer and where appropriate, technical experts or specialists.
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(8)  Successive purchases of particular items on order to avoid any of
these rules is not permitted.

(9) These procedures do not override any special conditions which may be
attached to the procurement of goods, services or works financed under
overseas aid or loan schemes

Ministry Tender Boards

(1) In the interests of the prompt, efficient and effective administration of
a major product the Minister of Finance may authorize the establishment of a
temporary Tender Board within the Ministry responsible for the
implementation of the project.

(2)  Where a Ministry Tender Board has been so authorized it will confine
its attention to the supply of goods, services and works attributable and
chargeable to the project for which it was established. It will cease to
function when the project terminates.

(3) A Ministry Tender Board will be charged by the permanent secretary
of that ministry and permanent members shall include the Permanent
Secretary, Ministry of Finance and Trade and the Accountant General, or their
delegates. Other members shall be appointed or co-opted by the chairman.

(4) A Ministry Tender Board shall have the same powers and limits as the
Major and Minor Tender Boards and its findings will be communicated to the
Minister and, where required, placed before the Cabinet for approval

(5)  The Provisions of this chapter of Financial Instructions shall apply to
all matters placed before, or authorized by any Ministry Tender Board.

Tender Board Proceedings

(1) The Secretary of each Tender Board will record details of the
proceedings of all meetings of the Board including particulars of tenders
examined and decisions reached. A copy of Tender Board Minutes shall be
sent under confidential cover to each member of the Board and to the
Auditor General.

(2)  The Secretary of each Tender Board will notify the Accounting Officer
of each Ministry and department concerned of the decisions of the Tender
Board affecting them including acceptance, rejection of tenders and other
pertinent matters.

(3)  The notification of successful and unsuccessful tenders and the
completion of contract documents including reference to the Attorney
General's Chambers is the responsibility of each Accounting Officer.

v



Auction Sales

Disposal of Redundant, Obsolete
or Unserviceable Stores
and Other Assets

(1013) Redundant, obsolete or unserviceable stores and other assets
which have been written-off may be disposed of according with the
following rules:

1 Items having no marketable value should either be passed on to
government or non-government institutions that could make use of them or
disposed of at approved dumping areas under the supervision of the Auditor
General

2 Items considered to have a marketable value must be sold by public
auction.

Any departure from this procedure must receive the prior approval of
the Tender Board.

Conduct of Public Auctions - (1014)

1. When redundant, obsolete or unserviceable government owned vehicles,
plant or other similar assets are to be disposed of, they will be sold by
Public Auction.

2 Auctions will be held at Kotu Workshop wherever possible. Items

too cumbersome to be moved there may be auctioned at other Jovernment
locations with the consent ¢f the Permanent Secretary, MOFT, and subject to
the same rules applying as outlined above.

3. When sufficient items have been accumulated to justify a public auction,
the Chief Mechanical Engineer will notify the Permanent Secretary, MOFT and
Accountant General, who will appoint representatives to jein with the Chief
Mechanical Engineer to form a Board of Survey to ascribe a fair value to
each item and check the schedules to ensure that items have not been
tampered with during storage. This value will form the "reserve price” at
the auction. An official auction list will then be drawn up.

4. The Permanent Secretary, MOFT wili request the Tender Board to
appoint an auctioneer and fix the commission checking with the Accountant
General that he holds a current auctioneer’s license, fix a date and time for
the auction and publicize the event to the press and over the radio.

5. Representatives of the Accountant General and Ministry of Finance and
Trade will attend each public auction to ensure that government’'s best

l,
/- \‘
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financial interests are preserved. They may stop the auction or withdraw

any item in the case of any apparent irregularity. A report of the conduct of
the auction and the proceeds will be compiled and sent to the Permanent

Secretary, MOFT, the Accountant General and the Auditor General.

Auctioneers under the auctions act must be licensed and give security
by bond in the sum of one thousand pounds sterling. He is subject to
penallies and must keep an account sales book. He must give notice of sales
seven days in advance. His renumeration may not exceed seven pounds per
centum.
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APPENDIX B
EXPERIENCE WITH FOOD AID AUCTIONS IN GUINEA

Country Background: The Context for Audticns

Guinea, with a 1d area of 245900 square kilometers and a population
of some 63 million, hies along the Atlantic coast in West Africa. Per capita
GDP is estimated to be $285, and total economic output is dominated by the
tertiary sector (at 37 percent of GDP), with the primary and secondary
sectors almost evenly closing tne gap (at 31 and 32 percent respectively).
Agriculture is considered to be the largest subsectoral component of GDP,
responsible for nearly a quarter of total output.

Between Independence and 1984, Guinea’s economic and policy
framework favored public sector and subsistence farming activities over
private sector development. Starting in 1984-85, with a change in government,
a series of economic and financial reforms was initiated to address economic
deterioratior and financial imbalances and to promote private sector growth.
With vigorous support from the World Bank, the International Monetary Fund,
and various bilateral donors, steps were taken to liberalize trade, divest
parastatals, devalue the currency (with weekly auctions to determine the
appropriate rate of foreign exchange), establish a new banking system, and
decontrol prices.

Within the rice sector, the state trading company responsible for rice
imports (ALIMAG) was clcsed (December 22, 1985), and private traders
assumed ALIMAG's function, enlarging it considerably. Total rice imports
grew from 96,842 metric tons in 1985 to 148314 metric tons in 1986, with
private traders being responsible for the non-concessional imports, scme 53
percent of total imports. Private traders were enccuraged o enter into the
rice import business by the end of a long-standing rice rationing system
favoring the civil service and the military (one fifth of the active population
in 1985), and by the quadrupling of the official price of rice.

To reinforce the structural changes being instigated by the Government
of Guinea (GOG), USAID tailored its PL. 480 Tiile I Program — and then its

a
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Title II program — in the country to promote the greatest participation
possible from the private sector. Administered sales to private distributors
were used in 1986 and 1987, and auctions in 1988 and 1989.

Rice Marketing Stucture

Rice, as a staple, is the only commodity to be subject to an official
price at the import, wholesale, and retail levels. Since the devaluation of the
Guinean franc (GF) and the Conskry food riots of June 1988, importers and
sellers of rice tend to favor the presence of an official price because it
legitimizes their activities and it moves the responsibility for price fluciuations
onto the government Importers believe, however, that the margin for profit
built into the official price is often too low for the risk of forecasting
exchange rates, world prices, and supply and demand, as it can take up to
three months to arrange for the arrival of rice shipments. Importers remain
quite responsive to changes in the official price of rice, and they will import
mores rice when the official price is higher, as has been the case since late
September 1988

Importers do not specialize in rice, but rather hedge their risk by
importing a variety of food commodities and limiting their investment in rice
to 20 to 60 percent of their operating capital. Other commodities imported
include sugar, vegetable oil, and flour. Most imporiers are interested in
turning their rice inventory over as quickly as possible, but they have the
storage facilities to hold rice for its expected life of two to three months.

Rice is a relatively expensive import, compared with sugar and flour.
There are eight importers who operate on a large scale, commanding
chipments of over 10000 metric tons (the actual number fluctuates from year
to year, but it appears to be growing over time). A few of these large
importers have established stores (“boutiques detaillantes”), and they sell rice
at the retail level, where the lower margin for profit is compensated by
faster inventory turnover.

There is also an unspecified number of smaller traders capable of
handling shipments of 2,000 to 3,000 metric tons Some of these traders have
banded together to form import associations. Most of them, however, are
wholesale clients of the larger importers, and they only import intermittently,
such as when shortfalls in rice supplies are expected. Independent whole-
salers in Conakry are estimated to number over 100, and retailers over 300.

Rice is imported year-round from many countries, mostly Asian for rice
at commercial prices and European and American for rice at concessional
prices. Commercial rice imports from October 1988 to October 1989
amounted to 235553 metric tons, and they accounted for close to %0 percent
of all rice imports for the period. Most rice imports are financed with bank
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letters of credit Banks will not extend letters of credit when rice supplies
are high, thus indicating the degree to which importers, and traders in
general, must rotate their inventories to stay in business

The price structure for imported rice is nighly evolved, with prices
refllecting perceived quality and country of originn For example, wholesale
prices for imported rice in Conakry are currently:

Chinese (etuve) GF 13500

UsS GF 12500-13,000
Chinese (regular) GF 11,500-12,000
Vietnamese GF 11,000-11,500
Thai GF 10,000-10,250

The gross profit margin at the wholesale level appears to range between
GF 1,000 and GF 15500 per ton; that at the retail level, between GF 250 and
GF 300 per ton

Although it is difficult to find information on domestic rice production,
the level of annual production appears to be approximately three times the
amount of rice imperted yearly. Domestic rice is preferred by most
Guirieans, and this taste preference has accorded domestic rice a price
sometimes reaching as high as twice that of imported rice. While very little
domestic rice moves into Conakry, imported rice is distributed to easily
accessible, high-density, rice-deficit areas outside of Conakry (eg. Fouta
Djallon). Gradual improvements in Guinea’s national transportation network
are expected to unifly the now fragmented rice market, and to increase the
volume of imported rice directed in land, placing pressure on domestic rice
production.

Experience With Food Aid Auctions

To date, there have been two food aid auctions in Guinea: one in
October/November 1988, and the other in September/October 1989. Each
auciion followed the “sealed” or writter bid format ard lasted about three
weeks from the announcement inviting the bids to the announcement of
awards. Each auction was subject to some irregularities, but both proved to
be learning experiences for all participants (the GOG, ALD, and the bidders).
It is expected that, with GOG and ALD. consensus on both food aid program-
raing objectives and the auction parameters appropriate for attaining these
obiectives, orderly auction procedures can be established and strictiy
maintzined.

Before examining auction events and outcomes for both years, it might
be helpiul to trace the evoluiion of the concept of using auctions to sell and
distribute PL. 480 rice in Guinea. Relyirg on documents available at

- fr'\
e



B-4

USAID/Conakry, the first reference to auctions appears in a cable from
ALD/Washington to the Mission in October 1987. The cable reviewed the
results of the Food for Peace program for FY 1987, which entailed adminis-
tered sales to private distributors, and which suggested the introduction of a
modified auction system tc bring greater depth (ie, greater number of
participants) to the rice import and distribution system.

The Mission responded favorably to the ides, and a cable from the
Mission to ALD/Washington in February 1988 states that the Mission’s
“primary concern is that US. rice be purchased and marketed directly by the
private sector rather than sold on consignment by the private sector for the
government” The cable goes on to say thut the Mission “has sn interest in
promoting downward pressure on prices through competition rather than
government-private sector negotiation,” and at the same time in "seeing that
prices not be artificially low so as to weaken supplies or otherwise put the
government and populace into a position that cannot be sustained once donor
rice is withdrawn" The cable concludes the discussion by noting that true
liberalization of the supply and marketing of rice entails not only the free
movement of rice prices, but also enterprise and market development, with
improved access to finance and expertise by smaller potential importers. In
early 1988, then, USAID/Conakry considered food aid auctions as s means of
reinforcing private sector mechanisms with respect to both price formation
and market access.

The 1988 Auction: Procedures

In 1988, 31,502 metric tons of rice was auctioned. The evolution of the
procedures {or the auction was traced through discussions with the GOG and
USAID and through doruments (essentially forms and memoranda) from both
sources. it is particularly instructive to compare the procedures conceived
before the auction’s implementation with the auction’s actual outcome.

The Transfer Authorization (TA), signed by the GOG and ALD. in June
1988, is the first formal document to outline the procedures for the 1988
auction. The TA specified the type of commodity to be auctioned, the
general auction format, payment terms and timing, and now to calculate the
reserve price (the lowest acceptable price). Eligibility criteria and specific
operational procedures (such as lot size) were left for consideration by a
auction oversight committee, to be composed of representzatives of MICA,
MPCI, and USAID/Conakry.

The rice was to be Grade 5 (the lowest marketable grade in the Title
II program). Once it was sold through the auction it was to have the status
of privately imported commercial rice. The reserve price was not to be less
than the fas. Gulf port price (in local currency calculated at the highest legal
exchange rate at the time of the transaction, presumably the auction).



Bids were to be ranked from the highest to the lowest, with the
transfer price being the one proposed by the lowest successful bidder.
Successful bidders were to deposit at lesst 25 percent of the value of iz
rice awarded when signing the protacol agreement; an additional 25 percent
was to be paid when the vessel arrived in port The balance was to he
covered by a “caution bancaire,” due 90 days after the vessel's departure
from port Late payments were to be subject to a monthly charge of 3
percent

Interestingly enough, and unlike the situation in many other countries,
transfer of owrership was to occur the moment the vessel was docked (Gf
the entire ship load was going to one purchaser) or when the designatec
ireight forwarder assumed resansibility for the rice (if the ship’s icad was
to be divided into smaller lots).

In July and August several meetings were held among ALD. and GOG
ministries to refine general auction procedures. In a meeting in July among
representatives from MICA, MPCI, and ALD, it was agreed that auction
procedures should suppo:t three objectives: the establishment of a market-
based transfer price, the generation of a maximum amount of revenue for the
counterpart fund, and the "fair and equitable” selection of recipients. MICA
and MPCI, in particular, were concerned by the pessibility of an oligopoly
developing among rice importers and by the appearance of favoritism shouid
former traders in US. rice receive awards under the suction. At the meeting,
it was agreed that lot sizes below 1,000 metric tons would be very expensive
to handle unless all logistical arrargements were undertaken by one company,
with the receivers of rice paying the company's costs. It was also agreed
that the details of the auction’s implementation would be left undefined to
permit their being "fine-tuned” to meet GOG and AILD. policy needs.
Unfortunately, the duration of the fine-tuning was lefl unspecified

1. The wording of the TA makes the transfer of title to the rice more
complex than would appear at first glance. Under Title II, the shipping
company holds title until the rice is unloaded; title passes to the GOG only
after an out-turn report (verifying the quantity of rice unloaded) is jointly
completed by representatives of the shipping company and the GOG. One
may presume that the title then technically passes to the bidder (as the
forwarding agent of the bidder assumes control of the rice). However, the
instructions for the invitations to bid in Guinea clearly state that the
"operateur econcmique” (or successful bidder) is to receive intitally only 80
percent of his bid lot, the difference being made up of the sweepings, torn
bags, and good rice remaining after all bidders have received 80 percent of
their respective awzrds.  Should disputes arise over the quantity of rice
ultimately received, little recourse is practicaily availabie through the Guinean
legal sysiem.
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An oversight committee approved the final auction parameters in late
August 1988 These were as follows:

8 Eligible bidders were to demonstrate two years of experi-
ence in importing a narrew range of commodities (rice,
wheat, flour, sugar, and vegetable oil). They also had to
have a good history of paying their bills promptly, put
forward a bid bond of GF 500,000 (approximately $800, or
less than one percent of the average final payment), and
obtain a bank letter stating the presence of financial
resources sufiicient to cover the proposed rice purchase.
Lasily, they had to have sccess to a warehouse with a
capacity of at least 60 metric tons.

8 The minimum and maximum lot sizes were set at 2,000 and
5,000 metric tons.

e The reserve price was established at the prevailing fas
price for US rice ($302/metric ton).

s Ali bids were to be submitted sealed and to be opened
publicly by the oversight committee 15 days after the bid
was announced and 30 days before the boat was o arrive.

L The transfer price (a uniform one to avoid confusion and
unfairness) was modified from the original suggestion of a
stcp-out price, and it was to be calculated as the average
of all bids submitted. However, should this average be
lower than the price submitted by the last successful
bidder, the transfer orice was :» be changed to reflect the
iowest successful bid price.

L In the event of a default of the 25-percent downpayment at
the moment of signing the costract, the bidder in question
wourd fcse his bid beud and the lot would be awarded to
ihe bidder ranked below the last successful bidder.

2 Each successful bidder was to receive initially only 80
percent of his bid iot, 10 allow an even distribution of
damzzcd bags emong all successful bidders.

. A monthly pens!ty payment of 5 percent was established
for all Iate payments.
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The 1988 Auction: Outcome

Despite the clarity of the procedures, the actual auction did not
proceed in a smooth and organized manner, owing largely to a failure of the
GOG to consider trade~offs between the sdministered sales and auction
processes. Auclions, unlike administered sales, allow equal access by all
private traders, and they favor overt competition amorg all interested
members of the private commercial community. Delays in the auction
process occurred es the oversight committee (stepping beyond its function)
deliberated over the suitability of preliminary auction results and initiated
steps to overcome what it felt the market could not support

The results of the auction are presented in Figure 1, and they are
described in greater detail below.

During the week of October 24, the auction was announced several
times daily on the radio, and it was placed in the daily newspaper. The
deadline for submission of bids, originally set for Friday, October 28, was
advanced three days to overcome the effect of poor information being
passed to potential bidders by MICA officials, thus limiting the number of
bids. Ultimately, 25 bids were submitted for a total tonnage cf 114,000 metric
tons, with prices ranging from $302 to $315 per metric ton, compared to the
fas price of $302 per metric ton and the CIF price of privately imported
rice of $345 per metric ton. The bids were opened publicly by the oversight
committee on Monday, October 31.

In a private session immediately fellowing the public opening, the
committee excluded five bidders (one for not including a bid price, one for
calculating the bid price in Guinean francs, two for not having the required
food importisng 2xp<.ience, and one for not paying the bid bond). The
committee set a transfer price of $307/metric ton, coincidentally the mean of
all US dollardenominated bids and the stop—out price, a fact that was later
ignored by ail those involved in the planning and implementation of the 1989
auction. The committee then ranked the bids in descerding order by price,
with quantities of rice being provisionally allocated as cequested by the
bidder. Thus selected, the successful bidders (10 in ail) would have been
newcomers or infrequent participants in the rice import business, which
disturbed the oversight committee tremendously.

In a series of discussions over a period of five days, the oversight
committee, in concert with the Minister of MiCA, decided to reduce all lots
to 2,000 metric tons to enlarge the pool of eligible bidders and to incorporate
major/regular importers of rice among the successful bidders while still
respecting the original bid ranking. AIlD!s representative to the committee
raised an objection to modifying the auction’s parameters while the auction
was in progress, but he was unable to overturn the action
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During the five-day interval, other procedural issues came to the fore.
Two issues were quickly resolved without any intervention from AID. First,
on the recommendation of the freizht forwarder, the committez decided to
sellallthetornbagsanddamagedriceatareduoedprice’(oasingle
receiver. Second, in response to the concern of bidders over depositing
money with the government before receiving the rice, the payment terms
were modified to 25 percent down st the monient of signing the coatract and
75 perceat in the form of a banker’s acceptance.

A third issue, however, was more disturbinag. It came in the form of a
request from MICA that successful bidders contribute a small percentage of
their rice to a national security stock. Uphciding the language of the TA,
ALD. wus ctle o have the request denied.

A fourth and final issue was the most scrious. On November 4, it
became apparent that MICA intended 1o increase the trensfer price from $307
to $345, the prevailing CIF price for privately imported rice. This was a
measure calculated to limit the potential for windfall profit by the successful
bidders. (By way of background, it should be pointed out that, in 1988, the
world market price of US. rice was considerably lower than that of Asian
rice, reflecting an unusual shortfall in Asian rice production for the year.)
This time, ALD. objected formally to the government's unilateral intervention,
especially midway through the auction, but ALD. fejt it could not take specific
actions other than to warn the Minister of MICA that such interventions
placed in jeopardy the continuation of the US. fooc assistance program in
Guinea. All of the successful bidders (all of whora had submitted bid prices
far below $345) accepted the new price, reflecting either a strong desire not
to forgo the purchase or lack of experience with auctions.

A tota! of 1S peopie received awards of 2,000 melric tons ¢ach, and a
16th person received 1,502 metric tons, the rice remaining from the shipment
It should be noted that in spite of the bank acceptances, many successful
bidders were delinquent on their final payment for rice (due some two
months after the rice was delivered to the bidder), and by early December
1989, approximately 20 percent of the funds generated by the auction still had
{0 be collected from individuals.

The 1989 Auction: Procedures

In 1989, 16,000 metric tons were available for the auction. With respect
to sales procedures and choice of receivers, the TA for 1989 differs from the
TA of the previous year in two elements. There is no mention of ranking
bids in descending order by price or of transfer prices, and the payment
procedures follow the 25 percent downpayment and 75 percent bank
guarantee distribution established during the 1988 auction.
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The invitation for bid documents (as amended by the 1989 oversight
committee oa September 9) provide the specific elements of the auction.
Underlined text signals procedural changes from the previous year and
highlights the interest of the GOG in (1) increasing the participation of traders
in the Title II auctions and (2) decreasing the possibility of noapayment by
successful bidders.

Eligible entrepreneurs were to have a mini in fiv
experience in_jmporting a narrow range of food commodities (rice, vegetable

oil, wheat flour, and sugar). They had to demonstrate an adequate storage
and transportation capacity (in the form of a sulficiently large warehouse to
house their expected shsre of the shipment and access to two trucks) and
sufficient financial resources to cover payments. In addition, they had to
have a positive credit history, with no default on their record. Payment
terns were modified to 25 percent downpayment and 75 percent covered hy
an_irrevocable letter of credit.

id lots were to between 500 and 1000 metric tons. A non-
reimbursable participation fee of GF 50000 was to be paid for the invitation
tc bid forms themselves (five pages outlining the procedures and a two-page
application). A bid bond was not required, largely because the irrevocable
letter of credit was thought to be a sufficient guarantee of payment. Bid
results were to be announced publicly in the conference room of the Ministry
of Industry. The reserve price was to be the fas. price of the rice (in local

currency at the lowest prevailing exchange rate). The transfer price was to
be the mean of all bids, following the precedent set during the 1988 auction.

The 1989 Auction: Outcome

The 1989 auction is just as interesting in its outcome as that of 1988.
An initial 117 bids were submitted at prices ranging from $220 to $465 per
metric ton for & total of 168000 metric tons.

Bid processing started a little earlier than in 1988, on September 2! and
22. Bids were ranked in descending order according to price. Excessively
high bids were elimirated for being unrealistic; excessively low bids, for
being speculative or collusive. A tranufer price was calculated from the
mean of the original US. dollar-denominated bid submissions; it turned out to
be 3332, far below the fas price of $35088. The committee eventually
agreed to respect the wording of the TA, and it set the transfer price at the
reserve price, subject to final approval from the GOG. The committee also
reduced the maximum lot size from 1,000 to 500 metric tons to allow broader
participation in auction awards and (ostensibly) to reduce risk of non-
payment and to accelerate the unloading of rice from the ship. Initial awards
were then made to 32 persons within a specific price band of $360 (the
prevailing CiF price for privately imported rice) and $350.88 (the reserve
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price) subject to their ability to provide the committee with the appropriate
bank documents. (It should be noted that use of the price band, and the
extrermities of the price band itself, were much debated by )bhe committee.
The upper limit was ultimately set by the Minister of MICA

The committee gave the 32 bidders three days to finalize their negotia-
tions with their banks, and it next met on September 25. By that date, only
one company (a major rice importer) had submitted the required bank
guarantee. The committee was also given to understand that MCEF and MEF
wished to have 5000 metric tons of the 21,000 metric ton shipment put aside
as security stock.

On ti.e following day, the commitiee learned of only nine other bidders
submitting the proper documentation. As the committee felt obligated to find
a sufficient number of qualified bidders before the ship's arrival in Conakry,
the committee then developed another Jist of bidders based on perceived
ability to pay (and not on bid ranking)® Of the 16 people on this list, six
fell within the original price band of $360 to $350, 2 had submitted bids
below $350, 5 had submitted bids above $360, and 2 appeared to be new
entrants to the auction On September 28, the committee decided to
announce by radio the reopening of the auction to pew bid submissions in an
effort to find a sufficient number of persons capable of procuring bank
guarantees. An additional 10 persons (from the original list, tne reserve list,
and not on any list) submitted bank documents.

The shipment of rice arrived in Ccnakry towards the end of
September, approximately one month earlier than the year before. On
September 29, the committee asked that the freight forwarder start servicing
the 16 bidders whose documents and warehouse visits had passed muster.
(This consisted of 9 bidders from the original list of 32 and 7 from the
subsequent list of 16.) On October 5, six more people submitted full bid and
payment documentation. The committee calculated that a total of 26
submissions were good, and it decided to announce invitations to double bid
volume amounts from 500 metric tons to 1,000 metric tons. [t appears that
only one firm was interested in this offer. By October 11, it was clear that
the GOG was going to requisition 5,000 metric tons for its security stock.
With 13 more submissions arriving in good order, the committee decided to
divide the remaining 16,000 metric tons of rice between the 39 bidders who

2. One senior government official explained that, from the GOG's
perspective, the auction was conducted simply to know which traders were
interested in purchasing rice, and not to maximize revenue or to determine
exogenously a transfer price.

The committee knew that the GOG was not interested in taking delivery
of the rice, since it had no storage facility suitabie for housing the rice till t
was sold.
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had responded by that time. The final lot size was thus 400 metric tons,
with one company receiving double the standard amount.

Successful bidders expressed disappointment with the quality of rice
received, and unlike the previous year when the rice was quickly moved
through the market channels, very little of the 1989 rice was sold. The 1989
rice was viewed as being too similar in quality to the less expensive Asian
rice on the market. Bankers are currently seeking 8 90-day extension from
the GOG for the final payments on the letters of credit they extended to the
successful bidders.

Impact on the Rice Market

The impact of the Title I rice auctions on operations of the rice
market in Guinea is difficult to gauge owing to deep structural changes in the
economy that are beginning to be observed but are not completely under-
stood. The traditional segmentation of the rice market in Guinea, both
geographically and in terms of price, is starting to blur as commercial rice
imports increase in volume annually and are being distributed in ever greater
quantities in the interior and across the border.

Title II shipments have always arrived in September or October,
coinciding with the beginning of the rice harvest season. {Domestic rice is
harvested and enters the naticnal market between October and March,
depending on the region) To the extent that the markets for domestic and
imported rice remain distinct, the influx of US rice in Conakry should have
litle impact on the prices and trading of domestic rice. To the extent that
imported rice is being re-exported or sold inland, US rice (aiong with all of
the other less expensive imported rice) has the potential to displace both, if
only temporariiy. Little is known about the quantity or quality of rice that
moves inland, but it is clear that between 23 and 36 percent of all imported
rice travels to the hinterland or to Mali, Guinea Bissau, and Sierra Leone.

It is difficult to attribute any downward movement of rice prices in
Conakry to US. rice imports owing to a seasonal (fall) glut of rice in the
urban center for the past two years. The 1988 glut s due to the sudden
entry of large companies in the rice import business? and the simultaneous
arrival of large rice shipments. The 1989 glui is largely perceived to be due
to the GOG tightening surveillance over cross-border trade. All rice is
currently being sold below the official wholesale and retail price, which is
another reason for traders to send the imported rice to the interior
(sometimes with and sometimes without government permission), where such
rice can command prices significantly above the official price. US rice does
appear, however, to hold a very strong niche in the Conakry market.

4. Such operations were financed by the Central Bank.
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Traders, locked into long-term contracts with Asian rice suppliers, noted a
decline in demand for their Asian rice stocks in anticipation of the arrival of
the US rice.

As a percentage of all rice imports, US. Title I rice shipments are
relatively small, sccounting for approximately 17 and 8 percent of all commer-
cial and concessional rice imports in 1988 and 1989 respectively. As one-time
injections into the rice market, though, such shipments have the potential to
disrupt rice market operations if they arrive at a time other than scheduled.
This was the case in 1988, when the Title II rice was to arrive in July and
actusally arrived in October. Traders, unable to wait for the delayed
shipment, arranged for rice supplies from other sources This explains in
part the glut of rice in the fall of 1968,

Auctions are clearly increasing the participation of wholeszlers in the
rice import market, but they are not necessarily fostering the development of
a larger class of importers per se. Interviews with traders reveal that
several of the large importers established special relationships or cartels with
their regular wholesale clients to direct more than the "quota® of the US. rice
to their warehouses. Cther wholesalers not involved in on> of these
schemes participated in the auction because of the lack of comrercial
importers of US. rice and of the possibility of importing directly without
jeopardizing an existing relationship with a2 regular imperter. The continuadon
of US. rice as an alternative supply source for smaller wholesalers is subject
to debate. At least three traders (from the ranks of both regular rice
importers and wholesalers) expressed interest to the team in finding US. rice
exporters on their own Auctions are clearly engendering new business
arrangements and combinations, and in this regard, they are encouraging
greater sophistication in rice market operations.

Impact on Govemment Operations

The auctions, as managed until now, have generated uneven revenue
leverls for the GOG’s counterpart funds. In 1988, the auction price was set at
the rrevailing CIF price of privately imported rice, in essence the highest
value that the rice market couid sustain. In 1989, the auction price was
estab’shed at an smount $10 lower than the prevailing CIF price, and no
reven.* was generated from the rice set aside for the security stock.

MICA officials have indicated, furthermore, that the government is not
comnmitt..d to raising more funds than that required in the TAs (ie, the fas
price of IS rice). This attitude implies continued fluctuations in revenue
from one year to the next, which has important financial implications for
those proyrams sponsored by counterpart funds. This attitude could also
undermine the implementation of auctions in the future, as the GOG and ot
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the bidders would determine the final ‘ransfer price whenever the auction-
derived price happens to be different from the fas. price of rice.

Auction participants, both within the GOG and without, felt that the
auction process could be improved. Problems as well as positive aspects of
both auctions are discussed below.

Positive Aspects of the Auctions
There were several positive aspects to both of the Guinean auctions.

s he presence of detailed auction ocedures in the TA
The GOG displayed a strong willingness to establish clear
and complete auction parameters prior to auction
implementation. Such parameters are necessary but clearly
nct a sufficient requirement for an orderly, well
administered, and effective auction.

. Upward movement along the learning curve. Members of
the oversight committees have acknowledged that they are
coming to a better understanding of those who tend to
participate in auctions, those who can afford to pay for the
rice, and the type of probiems that can he encountered in
using auctions 8s a sales mechanism. With such experience
comes the ability to implement properly auctions of a food
staple with strategic significance for the GOG.

. Increasing public participation in the auction. The number of
bids submitted from one year to the next rose by 368 percent,
from 35 to 117 (plus) bidders, thus providing greater compelition
and lessening the possibility for successful collusion. The number
of sucessful bidders increased by 143 percent, from 16 to 39
bidders.

Problems With the Auctions

There were also a considerable number of problems associated with
both auctions. Most of the problems were of a procedural nature, and all of
them have en important impact on public interest in auclons, bidding
strategies, and auction results.

5 Lack of transparency. Both auctions lost their transparency as
they moved from bid ranking to award. The modification of
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award procedures during auction implementation (to ensure price
stability, broader awards, the development of a security stock
from Title II rice) resulted in a far different outcome in terms of
rice allocation among firms than would have been the case if the
auction had proceeded without intervention. Such intervention, if
repeated, undermine the competitive and fair nature of auctions,
and destroy their inherent economic efficiency.

Lack of sufficient dialogue between the GOG and AlD. to
establish explicit auction objectives that conform to food
aid prograinming goals and general policy objectives.
Failure to link food aid programming gosls and auction
design led to the partial breakdown of the auction process.
This is most clearly iliustrated by the decision to reduce
the lot size in order to increase the number of awards
during the 1988 and 1989 auctions, which, along with other
interventions, curtailed the usefulness of avctions as a
resource -allocation mechanism.

Confusion _about the prerver role of an _oversight committee.
In modifying auction parameters after the bids were

opened, the oversight committee stepped beyond its
function. The very name of the committee suggests i3
function, specifically tc ensure transparency during auction
implementation. Such committees should not participate in
policy decisions (these already having been rade before
the auction starts). Such committees should not alter
auction parameters (e.g, who is eligible to bid, maximum
and minimum lot size, the reserve price, the transfer price)
wit >y during the auction, because in so dcing they alter
the auction’s outcome.

Poor_timijng. Both auctions suffered from tight schedules
and delays, with insufficient time during the planning phase
lo assess the appropriateness of the auction’s design, and
inadequate time during implementation to allow for an
orderly auction process (or, as was the case with the
second auction, to allow for more than one auction should
conditions warrant).

Uneven quality of rice. Rice shipments to Guinea have
traditionally consisted of Carolina long-grain rice, which
occupies a special niche in the imported rice market.
Though more expensive than the Thai, Vietnamese, and
Chinese rice generally on the market year-round, the
Carolina long-grain rice sells quickly whenever it is
available The last Title Il shipment (consisting of rice for
the 1989 auction) was only partially composed of the long~

2y



B-16

grain rice; a significant portion of the shipment consisted of
medium-grain and discolored rice not sufficiently distinctive
from Asian rice to warrant a price difference. Bidders
who were successful in the 1989 auction now find it
difficult to sell their rice, and they might be unable to meet
their commitments to the banks.

Recommendations

The recommendations are presented in two categories. The first
category of recommerdations touches upon general considerations, such as the
institutiona!, policy, and lega! framework in which the Guinean auctions occur.
The second group of recommendations addresses specific auction design and
implementation issues, in essence the mechanical side of auctions as a sales
mechanism. Many of these recommendations consist of re-instituting auction
elements that gradually fell by the wayside during the auctions of 1988 and
1989.

G | Considesati

There appears to be confusion about the difference between ‘invitation
to bid" (a sealed or written bid) and an open outcry euction (or English
auction). In the English system and in auction literature, the word “auction”
encompasses both auction formats, whereas in French, a semantic distinction
is maintained both formally and informaliy. Recognition of this difference is
important when it comes to Guinean regulations and customs governing
commercial activity, as embodied by the new "Code des Marches® The Code
discusses invitaiions to bid and not auctions (and like most government
procurement codes. it emphasizes purchases not sales).

The Title Il rice bid-tender procedures in Guinea had their genesis
with USALD, which termed the procedures "auctions” in keeping with the
accepted practice of auction literature. The word was then inappropriately
translated into “vente aux sncheres” {or open outcry auction) rather than
"appel d'offres” (IFB). Givea the existence of the new Code, it would be
helpful tc tighten the wording referring to Title II auctions in both English
and French so that there is total consistency among ali documents governing
their use, design, and implementation

~

)

<
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Specific Auction Elements
Pricing

Auctions are chosen over other sales mechanisms to allow for the
translation of supply and demand conditions into an appropriate market price.
In both hypothetical (test) and actual situations, well-conducted auctions have
repeatedly demonstrated the capacity of capturing the prevailing market valye
of a wide variety of goods.

In Guines, intervention with respect to price has been a major problem.
Such intervention has occurred to overcome unreslistically low (unrealistic) or

high (speculative) bids.

The best way to limit low bids is never to announce (directly or
indirectly) the reserve price. Such announcements exert a downward
pressure on bid prices, and they encourage the development of bidding rings
that hold bid prices unrealistically low. This is probably best explained by
contrasting events of the 1988 and 1989 auctions In 1983, the reserve price
was publicly held information, and no bid was below the reserve price.
High bids, too, were close to the reserve price (a 4-percent difference) as
bidders anchored their bidding strategy on the strong probability of other
bidders submitting prices within a narrow range just above the reserve price.
In the second suction, which transpired without advance notice of the
reserve price, the range of bid prices was extremcly wide, reflecting the
greater uncertainty faced by bidders with respect tc the bidding strategy of
others.

There are several ways to eliminate what the GOG calls "speculative
bidding” {eg. the submission of high bids to ensure selection for awards of
rice). The best way is to use a pay-as-bid auction, in which each success{ul
bidder pays the price he or she bid. It is unlikely that a bidder who pays
more than the true market value of rice in Conakry will be able to sell his
rice at the desired profit margin; he or she will uliimately lose money on the
entire purchase and saie transaction. [t is also unlikely that the same bidder
will engage in the same behavior a second time. Pay-as-bid pricing is also
known as discriminatory pricing.

Should the GOG remain committed to uniform pricing, however, steps
should be taken to ensure tha! the transfer price is the stop-out price. Th
procedur: for such auctions consists of awarding lots successively, beginning
with the highest bidder, and proceeding downward until the quantity of rice
available is exhausted. The price for all lots is then set at the price
specified by the last bidder receiving rice.

Speculative and spurious (non-serious) bidding is more difficult to
control under a uniform pricing system. Ways of making bidders accountable
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for their bids include bid bonds (paid at the time of bids are submitted) and
partial payments (paid at the time of bid awards). Both mechanisms work
best if they are pro-rated with the size of the bid submitted and are not
standard amounts. Bid bonds are refunded to unsuccessful bidders; bid
bonds and partial payments asre both retained from successful bidders who
refuse to complete their purchase.

The notion of bid bonds arose during the design phase of the first
auction, but it consisted of a set amount of money and it was later
discontinued ov/ing to GOG concern with cost and potential for irregular
deslings. Modifying the form of the bid tond so that it becomes an amount
sequestered in a privately held bank account appears to be the best way to

~

overcome U7 coacerns.
Lot Size

Unlike prices, lot size should be decided prior to auction implemen-
tation. In theory, lot size is an important determinant for auction
participation: the smaller the lot, the higher the number of traders with
sufficient financial means and storage capacity to purchase the rice. A
corollary to this is: the smaller the lof, the less interested the regular
importers will be iz oarticipating in the auction.

It is clear that in Gunes, the correct lot size has not yet been
determined for drawing the widest possible participation. Lots of 1,000
metric tons (even of 400 metric tons) attract the regular importers, but they
are still too large for the majority of smaller iraders to handle. However,
should the lots be made considerably smaller, the interest of banks to
participate in the financing of the purchase of rice would wane. The GOG is
therefore at a dif7rult juncture. Should the GOG continue to decrease the
iot size, it is likely that the numbker of eligible bidders will actually decrease
instead of increase. The precise relationship between access to credit/bank
guarantees and business size deserves a closer look.

Other Procedures

Ructiop that breaks down midway. Auctions tend to break
down when one of two things happens: either no one or
an insufficient number of people respond to the invitation
to bid, or no one or an insufficient number of people meet
the eligibility requirements. Shou!d either event occur, no
attempt should be made by the oversight committee to
remedy the sitvation by inviting more people to submit bids
under the same auction (as was done in 1989). It is best
to examine closely the reasons for the auction’s failure and

s
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to initisate another auction. The intention to follow this
cour.;: of action, i circumstances call for it, can of course
be announced in advance.

inct li i1 i cti r i

in bids_shoul intai Such openings allow
bidders to see that their bids are being processed properly, and
they will tend over time to generate a larger pool of bidders. It
should be noted, however, that public openings also allow
bidders to monitor the bids of other bidders, and as a
consequence, allow bidders in collusion to see whether all
members of the bid ring are maintaining the arrangement. It is
believed that this possible outcome is of less import than the
need to enlarge public confidence in the auction process.

i ove auction { ementation, it would t tc
separate th ibiliti tion i
nement) and oversight, current i to o

commitiece. One way of achieving this goal would be to
institute two committees, one to determine procedures so
that the auction can accomplish its objectives, and another
to review the auction’s proceedings. It is expected that
once the auction is properly structured to meet the policy
objectives of both ALD. and the GOG, the role of the first
commitiee will be limited to fine-tuning the auction system,
and the time-input of this committee will be minimal. As a
corollary, thete is a need to obtain assurance, if possible,
that once established, the oversight committee will be
allowed to act autonomously. Such a requirement should
rot present a policy problem to the GOG if it is pointed
out that the oversight committee is simply enforcing the
guidelines already agreed to by the GOG.

in o ns f th tion aw r
an_alternative list wards must velo
t to Dbi nkipg and prior t otj ti

awards The alternative list should contain the names of
all eligible bidders in order of rank. Whenever g success-
ful bidder fails to meet his obligations, then the next
person on the alternative list is presented the award.
Under the uniform pricing system, bidders thus selected
have the right to refuse the award if their bid price was
below the stop-out price. Under the pay-as-bid system,
such bidders pay their bid price.

[o minimize administrative difficulties and implementation

sts, the auction should tretched out over a ionger

period, or at the very least be configured differently.
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Under the current system, announcements sre made over a
period of two to five days, with the submission deadline
falling on the last day of the announcements. An extended
period is then spent by the oversight committee screening
bidders, after which (and sometimes during which) awards
are made. A difierent configuration is depicted below.

{Annotncements)

g(Submission Deadline)
g’ublic Opening)

(Committee Review)

(Award Publication)
X

(Delivery)

This sequence has the virtue of shifting the burden of proving
eligibility in advance by the bidder instead of leaving it as a
subject for scrutiny for the GOG at a later date. At the same
time, this seqi.ace allows bidders sufficient time to negotiate
terms with banks and to gather the required documents

the CCC to announce to the GOG and USAID/Conakry. the
exact departyre date and the expected arrjval date of the
ship gs it jeaves the United Statas for Africa. This sort of
announcement would allow the GOG to implement the
suctions well in advance of the ship's arrival in Conakry,
and it would minimize the pressure felt by the auction
committee to conduct suctions even as they break down.

Jo ensure smooth functioning of the bank guarantee system,

the quality of the rice must be ascertained prior to_the
commencement of the auction A broad specification such

as US. grade number five is insufficient in a rice market
that categorizes rice on subtle points such as texture once
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cooked, in additicn to color, percentage broken, and iength.
Since the GOG does not own any warehouses in which to
store the rice shipment upon arrival, and in as much as
auctions have to occur prior to the arrival of the ship,
procuring samples of the rice to be sokd prior to the
guction presents a difficuity. It might be best to request
the CCC or the US. exporter to send the precise
specifications of the rice to ALD/Conakry and to the GOG
as the rice is being loaded in the United States
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APPENDIX C
EXPERIENCE WITH FOOD AID AUCTIONS iN MADAGASCAR

Country Background: The Context for Auctions

Madagascar, with a population of nearly 11 million, is a country well
endowed with natural resources but with a stagnant economy and a per
capita income, estimated to be $210 in 1987 (World Bank), that is among the
lowest in the world. Agriculture accounts for over 40 percent of the
country’s annual per capita gross domestic product, 80 percent of export
earnings, and 85 percent of employment The country’s principal agricultural
exports are coffee (33 percent), vanilla, cloves, and pepper, with Madagascar
being the world’s leading producer of vanilla. In terms of imports, rice,
wheat, and vegetable oils are the most important Rice, the country’s most
important staple food, is produced by approximately 70 percent of all
farmers.

Until the early 1980s, government agricultural policies were characterized
Dy tight cortrol znd intervention resulting in large public deficits, 2 significant
external debt, and high inflation. These fiscal imbalances have resulted in
economic stagnation and decline. The country’s debt service payments were
about 50 percent of export earnings in 1988 (USDA), and sgricultural output
fell in per capita terms during the last 10 years. While Madagascar was a
net exporter of rice before 1970, it is now a net importer.

In 1979-80, the country began to redress some of these economic
imbalances through economic policy reform. The goal of this polizcy reform
was: (1) to return the country to self-sufficiency in rice by 1990, (2) to
increase the production and quality of nontraditional zrops, and (3) to
encourage production and consumption of nontraditionai c;ops. Some of the
government's reforms in the agricultural sector include increasing producer
prices for rice and chief exports and liberalizing the agricultural marketing
system through the elimination and/or reduction of monopoly control over the
marketing and export of agricultural outputs and inputs by government-
controlled parastatals.
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To assist with the government’s liberalization efforts, the US. Agency
for International Development in Madagascar (USAID/Madagascar), in conjunc-
tion with the World Bank and the IMF, has supported a reform program to
promote increased agricultural diversification, income generation, and growth.
While much of the liberalization efforts are centered around rice, USAID/
Madagascar seeks to promote private sector involvement in agricultural
marketing and distribution to further reduce government parastatal monopoly
control for critical imports and exports.

USAID/Madagascar and the
Edible Qils Subsector

One clear example of USAID's support for agricultural policy reforms is
the Mission's focus on the impact of the recent structural adjustment efforts
on Malagasy consumers. Due to the importance of edible oil imports to the
countrys consumers in terms of nutrition and per capita income, the Mission
designed a program for the reform and rehabilitation of the country’s edible
oils subsector through a multi-year Section 206 program to begin in FY 1988

According to a recent evaluation report completed for USAID/
Madagascar on the FY 1988 P.L. 480 Title Il Sector 206 program, the 1988
program sought to achieve the following

s Provide continuing balance of payments support

= Encourage continued market liberalization

n Support government efforts for reform of the vegetable oil
subsector

= Supply a nutritionally significant commodity at non-scarcity
market prices for Malagasy consumers

The program inciuded provisions to meet refining and market demand for
vegetable oil through the middle of calendar year 1989, self-help measures to
help reform in the subsector, and use of local currency generation for
agricultural research and assistance for small farmers and the environment.

This case study summarizes and evaluates USAID/Madagascar’s expe-
rience with one of the principal goals of the 1988 program — providing
sufficient vegetable oil to meet refining and consumption requirements through
half of 1989 by supplying 5000 metric tons of crude vegetable oil for open
sale (auction) to Malagasy refineries. This assistance would accomplish AlLD.'s
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objectives to increase the supply of edible oils to consumers, and it would,
moreover, promote private sector involvement in the subsector consistent
with USAID/Madagascar’s efforts to assist with the government’s liberalization
efforts. The focus of this case study will be the first FY 1988 auction that
took place in January 1989, since written documentation was available for this
auction only.

tdible Oils Marketing Structure

While no comprehensive analysis of the vegetable oii subsector has
been cormpleted, informal projections indicate that a negligible deficit existed
during 1989, with the USAID "Section 206 . . . program providing 40 percent of
the refined oil from non-artisanal sources consumed in Madagascar in 1939.
(ALD. Evaluation, Report, March 1989). The remaining supply came from
remaining stocks from the FY 1987 Title I program (12 percent), domestic
production (30 percent), and supplies donated by the Italian government
(9 percent), and other donations. The total annual vegetable oil requirement
is estimated to be 11,230 metric tcns.

Therefore, the FY 1988 Section 206 program was critical for maintaining
a sufficient supply of vegetable oil for consumers given constant domestic
production levels. Significant domestic production increases are assumed to
be unlikely for the near future. More formal analysis of domestic supply and
consumption, while useful for planning, would >e problematic given the diffi-
culty of collecting data on ar.sanal production and animal fat consumption. A
formal survey of domestic production and consumption and a national vege-
table oil master plan have been called for under the auspices of the Section
206 self-help measures. However, the survey has not been completed as of
the most recent evaluation of the FY 1988 program. The master plan,
although completed by a French firm, was not suitable for the design of an
appropriate vegetable oil strategy by interested donors. Moreover, such a
comprehensive planning exercise is in opposition to the market liberalization
agenda of government being supported by the World Bank, the IMF, and ALD.

In terms of domestic marketing and processing agents, therc are six
principal edible oii refineries in Madagascar; four are private scctor refineries
and two are government parastatals. The private sector refineries are la
Societe d'Entreprise Industrielle de Madagascar (SEIM), la Societe
Commerciale et Industrielle de Madagascar (SCIM), Societe Industrielle du
Boina (SIB), and SICA; and the parastatals are 'Huilerie Centrale de
Tainanarive \HCT) and SOMAPALM. Estimates by the Government of the
Democratic Republic of Madagascar (GDRM) of the relative sizes of these
refineries {in terms of annual capacity for refining crude oil) are seen in
Table C-1. Note that the parastatal refineries had the capacity to supply
approximately 68 percent of edible vegetable oil to the domestic market in
1988



Table C-1. Estimates of Capacities for Domestic Refineries

Refinery Capacity Share of Total
(metric tons) (percent)
SOMAPALM 9,000.00 50.71
HCT 3,000.00 16.96
SEIM 2,500.00 14.09
SIB 1,500.00 845
SCIM 1,000.00 5.63
SICA 750.00 422
Total 17,750.00 100.00

Source: Appel d'Offres pour le 16 Aout 1989, GDRM

Therefore, capwcity exists locally to refine at least 17,750 tons of crude
vegetable oil for domestic consumption, which is far geeater than the
estimated annual domestic consumption requirement. While complete infor-
mation does not exist with respect to mechanisms for the retail pricing and
distribution of refined oil to consumers, domestic consumer prices appear to
have risen in recent years. The A1D. Evaluation Report suggests that these
rising prices point to the existence of market-oriented pricing mechanisms.

Pursuant to market liberalization objectives, the GDRM has attempted to
liberalize the domestic trade sector by replacing the former administratively
allocated foreign exchange (import quota) system with a price-allocated cpen
general license (OGL) system. The OGL, including imports of crude and
refined vegetable oil, allows public and private sector refineries access to
imzcets of crude supplies at the CIF price converted to local currency at the
prevailing exchange rate. Such a strategy is an attempt to provide privase
and public sector agents equa! access to needed inputs.

Title Il Program for Vegetable Oils

The GDRM and US - M/Madagascar entered into a Memorandur of
Understanding on January 50, 1989, to detail the implementation of the Section
206 program, including the allocation of the crude oil among local rerlineries.
This memorandum established the schedule and implementation plan for the
sale of 100 percent of US. vegetable oil by auction to domestic refineries and
with auction rules acceptable to USAID/Madagascar to ensure equal access,
terms, and conditions for both private and public sector refineries.
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Prior Experience With
Commodity Auctions

While the central focus of this current evaluation is on the auction of
Section 206 crude vegetable oil from FY 1988, both the GDRM and USAID/
Madagascar had previous experience with food aid auctions. Approximate!ly
12,000 metric tons of FY 1987 crude soybean oil was auctioned to eligible
refineries with the following beneficia! results as reported in the 1989 ALD.
Evaluation Report:

. Interministerial cooperation increased, through the formation
of an Audit Commission

= Private sector presence in the vegetable oii market
increased

s Geographic market extension improved and consumer prices
were slightly lowered as a result of the private sector
participation

a The bidding process forced refineries to review their cost
structure

While these benefits resulted from the first series of vegetable oil aucticns, it
appeared that the parastatals had a greater advantage in acquiring allowmenis
than did the private sector refineries. This relative advantage was attributed
to the more generous payment terms accorded to the parastatals. Therefore,
the accepted auction procedures for the next (1989) auctions specified that
both private and public sector bidding refineries would be subject to eaua}
payment terms and conditions and that the FY 1988 allotment be auctionaed
competitively. The FY 1983 bidding document was revised as such.

January 1989 Auction

Based on the auction procedures agreed to in the Memorandum: of
Understanding, the GDRM sent the six refineries an invitation for bids (IFB)
on December 8, 1988, announcing the auction of the first lot (1840 meiric tons)
of vegetable oil. The bids were due on January 5, 1989. Although the
selection of the consignee refinery was to be done through competitive
bidding, only one refinery, SOMAPALM, offered to receive and store the
shipment By February 1983, all 5,000 metric tons of crude soya oil was
imported and stored at SGMAPALM with minimal losses.
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Auction Procedures and Requirements

The IFB set out in detail the requirements for submitting a sealed bid,
and it established the reserve price or minimum bidding price for the first
lot (872,000 Fmg/metric ton). Bidders were not allowed to bid for a quantity
of ail in excess of their annual refining capacity. The GDRM estimated these
capacities and presented ther in the IFB (see Table C-1). ia addition to
submitting bids in loca! currency (Fmg) and metric ton, bidders were to
include documentation of their actual annual production capacity, registration
with the Ministry of Commerce, and an official business card. In additinn to
specifying the requirements for bidding, the IFB cutlined the procedures for
evaluating the bids. The bidders would be ranked according to the amount
bid, and in the event of ejual bids or the quantities bid not corrssponding
with the total allotment available, biciders would be asked tc submit new
bids the following day at prices no lower than those bid in the first avction.

Bidders anc/or representatives were i1 vited to attend the opening of
bids and awarding of ailotments, which took place in a public gathering at
the Ministry of Commerce. Winning bidders were cbligated {0 gubmit ic the
Treasury a check made out to tihe Central Bank of Madagascar for the fuli
cost for the quarntity allotted, to submit authorization for the pick up ot the
allotment from SOMAPALM, and to pay SOMAPALM in tfash the f{ixed lee of
85000 Fmg/mt for storage and delivery of the crude <ii.' Aliotments were to
be picked up within six weeks from the date of noliizzation of the award

Additional general requiremeats were also defailed in the IFB, which
required the bidders to follow a government decree issued in 1964 mandating
the norms and quality of refined oils that can be scld for consumption anc
administering the conditicas for refining oils (1969 decree). Bidders were to
clearly label their products to fasilitaie identification by coasumers. Using a
model form that was included in the (#8, they were aiso to present a
monthly declaration to the Ministry of Commerce, Ministry of Industry,
Energy, and Mines; USAID; and the local Trade cftice, which contained an
accounting of stocks, preducticn, and sales. in terms of sanctions, bidders
not following the guidelines specified in the [FB and failing to pay (in full)
either the Treasurer for the allotment or SOMAPALM for the fixed fee for
storage would lose their allotments, which would then be auctioned amor;g

1. The consignment fee was approximately 24 percent of the average price
per ton paid for the allctment in the first auction. The fee covered handling,
transport, and insurance (4.7 percent); customs duty (15 percent); and fee
(44 percent). The GDRM had specified in the IFB that the crude imports
would not be subject to a custorns duty. However, the two shipments of the
5,000 metric tons of Section 206 soybean oil arrived at the port before the
Memorandum of Understanding was signed, and thus, it was charged customs
duty.



C-7

the other refineries. The defaulting refineries would then be forbidden from
participating in other auctions for a period of one year.

Auction Results

Table C-2 below provides data on the results of the January auction.
Clearly, these bid prices show strong evidence of collusion between the
bidding refineries. Each bid varied by exactly 500 Fmg/mt or (0.06 percent)
from the next highest bid, and the lowest bid was the announced minimum
bid. Moreover, the ALD. mission heard that SICA, the lowest bidder, was
not a serious bidder and, therefore, bid the reserve price.

Table C-2. Results of January 1988 Auction

Refinery Price Bid Quantity 3id
(FMG/metric ton) (metric tons)
SEIM 877,000.00 280.00
HCT 876,500.00 610.00
SCIM 876,000.00 150.00
SOMAPALM 875,500.00 800.00
SIB 8§75,000.00 100.00
SICA §72,796.00 50.00
Total 1990.00

Source: ALD. Evaluation Report, March 1989

In terms of the quantities bid, the total quantity bid by all refineries
was only 150 metric tons (1 percent) more than the towt allotment available
(1840 metric ton). Coincidentally, the quantities bid by the four winning
refineries equaled the amount available in the first auction lot. While the
parastatal refineries received 77 percent of the aliotment, these refineries
have 68 percent of total domestic refining capacity. Therefore, the public
sector refineries maintained their relatively greater access to crude inputs.

The team that conducted the March 1989 evaluation concluded from
interviews with representatives at HCT, SOMAPALM, and SEIM that there
had been a prenidding conference among the six refineries to establish
bidding prices and quantities In order to ensure competition between the
bidders, SEIM agreed to bid for only 730 metric tons, not the 900 tons that
they had originaliy planned on Part of the justification for this decision was

£

Al
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based on SEIM’s speculation that there would be another auction in one
month, and its 280 metric ton bid would represent one month's input for the
refinery. HCT also agreed not to bid for a larger amount to allow alf
reflineries equai access to the auctioned lot

Several issues also arose with respect to payment by the refineries for
their allotments. It was reve-led during the March 1989 evaluation that HCT
had paid the Treasury for . .M’s allotment, due to the latter’s inability to
pay. SEIM was also unable to pay its consignment fee. Also, HCT was
considering picking up the allotment awarded to SOMAPALM. Because the
SOMAPALM refinery was broken, there were potential supply shortages of
refined vegetabie oil In addition, SOMAPALM did not submit the necessary
payment to the Treasurer in the required time oeriod. In fact, SOMAPALM
had already redned almost half of its allotment o vegelable oil since it was
the consignee and it had access to the supply of crude oil Therefore,
SOMAPALM violated one requirement as specified in the [FB, that full
payment was to be made to the Treasurer for the awarded allotment prior
to taking delivery. 3OMAPALM, according to the sanctions detailed in the
same IFB, would be ineligible to participate in subsequent auctions that year.

Clearly, there were a number of procedural and legal issues that arose
with the first auction of FY 1988 The ALD. evaluation team recommended
that, before the next auction, an audit be conducted of the first auction to
identify, address, and rectify problems for subsequent auctions. Issues to be
examined in the audit were the following

= The extent to which bidders foilowed the auction proce-
dures specified in the IFB, including regulations with
respect to payment to the Treasurer for awarded alloca-
tions and to the consignee for the fixed fee

s In cases where bidders failed to comply with bidding
procedures, the sanctions to be applied

s The extent of collusion among bidders in auctions and the
impact of collusicn on auction results

. A comparison of prices paid by winning refineries to

market import prices and a determination of a reasonable
fee to be charged the bidders by the consignee refinery

Audit Procedures

The audit, completed by a local consulting firm, addressed the above
issues by analyzing the extent to which bidders followed the auction
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procedures specified by various articles in the IFB and by examining the
implications for collusion for producer and consumer prices and the country’s
macroeconomic environment Bidders' concurrence with the IFB's Article 11
(Paiement et Enlevement), Article 12 (Reception), and Article 13 (Obligations et
Sanctions) were examined through a review of available documentation and
interviews with representatives of four refineries (SOMAPALM, HCT, SEIM,

and SCIM).

Article 11 — Paiement et Enlévement This article specifies the terms for
rendering payment to the Treasurer fc: the :otal cost of the awarded allot-
ment before taking full or partial delivery of the crude oil. The Treasurer is
required to deposit payment to the Central Bank of Madagascar. This article
also states that the winning bidders are required ‘o submit to SOMAPALM
the commission ror handling, storage, insurance, etc.

The audit found that, with the exception of SCIM, the bidders did not
comply with the payment terms in Article 11 for either the cost of the
awarded allocation or the consignment fee to SOMAPALM. The audit team
found that the refineries’ technical and financial constraints, in general, make
if difficult to pay in full for a complete shipment of crude vegetable oil, and
that SOMAPALM had failed to present the winning refineries with complete
invoices for the consignment fee. The audit team recommended that Article
11 be amended to allow the winning bidders to submit payment to the
Treasury for the quantity to be obtained from the consignee, allowing up to
three separate deliveries of their winning allocations. The team also
recommended that SOMAPALM submit full invoices to the winning bidders in
advance of delivery of allotments, since all costs such as shipping, taxes, and
insurance should be known in advance.

Article 12 — Réception. This article is concerned with the terms for the
delivery of oil to the winning bidders from the consignee. Winning oidders
were requested to pick up winning allotments from SOMAPALM stocks within
six weeks of being notified of an award from the auction. The audit team
found that winning refineries did not, in fact, complete full delivery of their
allocations within the time period of January 5 to February 20, 1989. HCT
took delivery between January 13 and March 7, SEIM between February 13
and Februar; 1 1989, and SCIM completzd pick up of its allotment by
January 27, 1989.

The audit concluded that the bidders assumed that the terms for the
timing of reception of oil allotments specified in Article 12 applied to the
payment terms, since Article 11 did not specify the required timing for
payment. Therefore, winning refineries assumed they were required to
complete full payment for, not delivery of, their allotments within six weeks
of notification of award by the government.

A
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The audit report recommended amending Article 12 to ensure bstter
compliance by bidders with both payment and delivery terms specified in the
[FB. Article 12 would be amended to allow winning refineries to take partial
delivery of winning allotments with full delivery of winning lots completed
within six weeks of the date of notification by the government of an award
— or the completion of a contract with the GDRM for a winning allotment.

Article 13 — Obligaiions et Sanctions. This last Article covered
obligations rendering refineries eligible to participate in the auctions and
sanctions imposed upon participants failing to meet the terms specified in the
auction IFB. The obligations specified in Article 13 2nsurvd that bidders
should (1) respect the norms and quality for edible vegetable oil delineated in
3 1964 puhti~ 2o -ent and regulations concerning the refining of edible oil
and oilcake as specified in 1969, (2) ensure proper labeling of refined oil
products to assist consumers in the identification of oil products, and
(3) complete a monthly statement to be submitted to the Ministry of
Commerce of shipments, stocks, production, and sales and destinations
according to 3 model specified in the IFB.

Sanctions would be applied for the following violations: (1) failure to
submit the monthly report cited above, (2) non-payment to the Treasurer of
the total cost of winning allotments, and (3) non-payment to SOMAPALM for
the consignee fee. Auction participants having violated one of these condi-
tions would be subject to sanctions, including cancellation and seizure of
winning allotments by the government to be subsequently sold by auction to
other refineries and ineligibility to participate in subsequent auctions for a
period of one year.

The audit team was confident that the refineries had met obligations
with respert o refinine edible vegetable oil and quality thereof and that they
have, generally, suomittea the required monthly operational reports. The
audit report recommended the submissicn of a photocopy cf a formal certi-
ficate, prepared by the Laboratoire des Fraudes Alimentaires, attesting to the
quality of oil refined by bidders and requiring refineries to maintain daily
statistics concerning stock, production, and sales and distribution levels to be
reported on an intermediate vasis to the Ministry of Commerce.

Collusion Among Bidders

The audit repert concluded that the alleged collusive behavior by
bidding refineries had implications for prices paid by bidders and consumers
and on the country’s balance of payments. This section will summarize the
impact of the January 1989 auction results in these three areas as siated in
the audit report.

Producer and Consumer Prices. The prices offered for the auction lot
indicate collusion among the bidders due to both their similarity and constant
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variation from the lowast to highest bidder (see Table C-2). Moreover, these
prices are surprising, given the varied production quantities, ievel of end-
product demand, and production costs between bidding refineries, which
should have resulted in more varied bid prices. It is likely that a pre-
bidding meeting took place between the bidders, and the audit {eam main-
tained that the domestic edible oil refining sector is interdependent and
oligopolistic, which would justify some level of collaboration between
refineries. Examples of collaboration between refineries include (1) HCT
paying the Treasury for SEIM’s allctment and {2) HCT offering to refine some
of SOMAPALM’s allotment since the refinery was broken and offering to
reimburse SOMAPALM for :his quantity after the next auction

There are unique technical, financial, and sectoral constraints to bidders
submitting competitive prices that would have allowed enough crude oil to be
processed to meet domestic demand. Low profit margins in the refining
sector would have enabled only the refineries with the largest capacities
(parastatals) from submitting bids low enoush to win allocations but high
enough to guarantee positive profit margins.* Other refineries, therefore,
would have been unsble to bid, and the domestic supply of consumer
vegetable oil would have been at risk with substantially higher consumer
prices. The audit study estimates that all but two of the refineries would
have been forced out of the auction, should competitive prices have
prevailed. Therefore, it appears that competitive auction prices would have
limited the ability of private sector refineries to compete with the public
refineries for equal access to crude inputs.

Price collusion by bidding refineries would result in unfair competition
between refineries having access to auctioned imports and those obtaining
imports commercially. Since the reserve price established for the auctioned
commodities was the CIF world market import price, the prices paid by the
wianing refineries were higher than the free market iumport price and,
therefore, winning bidders paid more for obtaining crude oil inputs through
the auction system than through commercial means, assuming no foreign
exchange constraint. However, given the likelihood of significant foreign
exchange shortages restricting commercial imports through the OGL system,
refineries would have greater access to crude inputs under the Section 206

program.

Cther impacts. The impact of the FY 1988 auctions on the iast objective
of the auction, balance of payments support, was positive. The support the
program has provided against the country’s balance of payments is estimated
to be around $3 million at CIF world market prices.

2. The audit report estimated profit margins for the refining of crude
vegetable oil to be close to 5 percent.
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Summary and Condusions

The FY 1988 auction of Program 206 commodities held in January 1989
yielded mixed results measured against the initial objectives outlined by the
GDRM: providing continuing balance of payments support, encouraging
continued market liberalization, supporting gavernment efforts for reform of
the vegetable oil sub-sector, and supplying a nutritionally significant
commodity at non-scarcity market prices for Malagasy consumers. Some of
these results are summarized below, along with procedural difficulties that
arose during the auction, which reduced the effectiveness of the auction in
meeting its objectives.

While tha auction did result in balance oF payreen's support and
increased supply of edible vegetable oil to consumers at non-scarcity prices,
the auction had a negative effect on the countrys efforts at market
liberalization and reform in the vegetable oil subsector. The marketl pricing
mechanism for crude oii inputs was not liberalized, witnessed by the
collusion which took place among bidders. Therefore, the auction resulted in
an administrative, not market, mechanism for allocating input commodities.
Collusion had a beneficial result, however, since it provided the private
sector refineries greater access to the auctioned allotment Had the bidders
submitted bids without colluding, the two parastatals would have received
the entire allotment and the GDRM's objective of promoting equal access
across refineries in inputs would not have been met Therefore, it appears
that the oligopolistic nature of the vegetable oil subsector wouid prevent
auctions from being administered without coilusion. In the absence of short-
term support for the private sector refineries, auctions of Section 206 inguts
would promote the continued dominance of public refineries in the sector.
One possible solution to the problem of collusion by refineries and potential
dominance by parastatals is to import and auctior refined oil, rather than
crudz. This wouid presumably increase competition: in the subsector since
the bidders would have fewer barriers to entry than those faced by bidding
refineries. However, not much is known about the edible oil subsector on
the marketing and distribution level

While the bidders complied generally with the administrative and
procedural requirements of the auction set out in the IFB, some problems
undermined the auction’s effectiveness. While the auction was conducted
with sufficient advance warning, misinterpretation of key clauses in the [FB
and technical and financial constraints faced by refireries reduced their
abiiity to follow the auction rules precisely. The most common brezch of
auction rules were payment delays by the winning bidders to both the GORM
and the consignee. This was due to both financial constraints faced by
bidders, which make it impossible to submit a full deposit for their winning
allocation, and misinterpretation of the rules in the bid document regarding
payment. The auction payment procedures could be improved by allowing
the winning refineries to make partial payments for shares of their winning
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allotments before taking delivery within a given time period (such as six
weeks). After this period, any allotments for which full payment had not
been made could be sold in the next auction. Finally, the bid document
should be amended to designate tile exact time period during which
payments should be made for winning allotments. This measure would
increase transparency in auction rules among bidders and improve auction
effectiveness.

A second procedural issue, which hurt the auction results, was the
confusion among the bidders with respect to the delivery terms. A nurnber
of the bidders did not take full delivery of their winning allotment within the
time period specified in the IFB. Again, the bid document should be revised
both to clarify the delivery instructions and to allow ‘or partial cdelivaries.
Further, SOMAPALM took delivery on part of its allocation before p=yment
had been made, which resulted in the refinery being ineligible from partici-
pating in subsequent auctions that year. The early access was possible
because SOMAPALM was also the consignee and, therefore, had ready access
to the allotment. This situation couid have been avoided through more
careful monitoring of the shipment and monthly operations reports by the
GDRM. In this case the early delivery by the violating refinery was detected
through the review of the refinery's required monthly report by the
government.

In general, the auction of the P.L. 480 crude soybean inputs had mixed
results, which were attributed to financial and technical constraints faced by
refineries, the oligopolistic nature of the vegetatle oil subsector, and lack of
transparency in the auction procedures among the bidders. Serious thougzht
should be given to the relative merits of auctioning refined edible oil based
on the resuits of a subsector analysis. The auction did, however, yield
positive results in terms of increasing the supply of edible oil te consumers
dil dssisuag e government with its balance ¢f paymenis.
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APPENDIX D
EXPERIENCE WITH FOUD AID AUCTIONS IN MALI

Country Background: The Context for Auctions

Mali is a landlocked Sahelian country with a population of close to nine
million. Although the country was self-sufficient in cereals in the 1960s,
population increases and recurrent droughts have made it necessary to import
wheat, rice and, in most years, coarse grains (millet, sorghury, and maize) to
meet the population’s needs. In years of high rainfall, however, Mali
produces sufficient coarse grains for local consumption, and it has the
capacity to export to neighboring countries.

Throughout the 1970s, Mali pursued policies that emphasized the role of
the state as the leading economic actor zad that favored residents of ihe
urban areas over farmers and other rural residents. In keeping with many
of its neighbors, the Government of the Republic of Mali (GRM) repressed
private trade anc established fixed prices for agricultural products that
served to transfer income from the rural areas to the cities. Recognizing the
regative impact that these policies were having on production and equity, the
GRM moved in the 1980s to implement a wide-ranging reform program. With
the assistance of the donors, the GRM has undertaken a number of policy
measures to strengthen the role of the private sector in grain marketing and
to improve efficiency, production, and incomes in the grain sector.

The multi-donor Projet de Restructuration du Marche Cerealier (PRMC)
has played a major roie in this process. Under the leadership of the World
Food Program {WFP), the major food aid donors (including the United States)
made a mulli-year commitment to provide food aid to Mali. In return for
this, the GRM agrec. to liberalize the grain market and to take other actions
intended to increase farmer incomes and to improve the efficiency of public
seclor organizations in the sector, including the Office des Produits Agricoles
du Mali (OPAM), the parastatal responsible for managing food aid and
domestic grain marketing. Revenues from the sale of food aid provided
under the PRMC were used to support the reform. ALD. participated iu the
program through the provision of rice under Title I, Section 206.
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Cereals Marketing Structure

Because of the suppression of private trade in cereals until 1981 and
the generally low level of econcmic activity in Mali, the cereals marketing
structure remains somewhat underdeveloped. Marketing channels for coarse
grains differ from those for rice, but there is also considerable overlap
between the various actors in each area. As rice trade becomes more fully
liberalized, there is also a tendency for the two channels to merge.

In the past, Malian law identified seven classifications for cereal
traders, depending on their sales volume, and it imposed different require-
ments for each under the system of commercants agrees. This system has
been dismantled, and traders are distinguished only by the size of their total
operation (annual ssles volume), which determines the level of annual
registration tax (patente) they must pay. Nonetheless, the informal distinction
among wholesalers (grossistes), small wholesalers (demi-grossistes), and
retailers (detaillants) continues.

In the case of rice, the two large traders who have iraditionally
dominated the market continue to account for the lion’s share of coramercial
imports, but they have been joined by a number of new entrants drawn
from the runks of general import-export traders and senior bureaucrats. The
two large traders continue to retain an advantage, given their superior
financial strength and their extensive distribution neivwork. The latter
includes both small wholesalers linked to the large traders by longstanding
ci edit arrang.ments and their own in-house distribution system, which for at
least one of the traders extends down to the retail level

The coarse grains markei is much more competitive and fragn:ented, by
its very nature. Unlike the r.ce market, which channels an imported product
to coasumers concentraied :n the urban centers, the coarse grains market
serves to collect goods produced throughout the country and resell them to
consumers who are likewise distributed throughout the country. The Bamako
market is dominaled by 5 to 10 large wholesalers, but additional large
vholesalers are based in the provincial market centers, and there is a very
large network of small wholesalers (with estimates running up to 200 for
Bamako alone).

I both markets, traders strive for maximum turncver and minimal
storage, in response to market volatility. Market conditions such as falling
prices or a temporary glut might force them to hold grain for more than two
months, but they generally prefzi ic buy only what they can seil in 2 period
of one to two months. In the coarse grains market, some small wholesalers
make purchases almost entirely on the basis of orders from larger whole-
salers (or exporters in the current situalion), who commit to buy a fixed
amount for a fixed price with delivery in one to two weeks Such
operations make heavy use of suppliers’ credit, with fill payment at each
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level of the market chain cnly after the final transaction has been completed.
The purchaser may make an advance payment, however, to facilitate the
collection process. In the rice market, small wholesalers often take rice on
consignment from the large importers, with payment only after the rice is
sold. The price that the small wholesaler will pay to the importer is agreed
in advance, but the rice is considered to belong to the importer until actually
sold.

There is no generally accepted grade and standard for either rice or
grain. Although observers differed as to the importance of quality differ-
entials for rice versus coarse grains, they generally argued that Guality
premiums are low in Mali and that price is the overriding consideration for
most consumers.

Informal credit from buyer to seller and seller to buyer is thus a
central feature of market operations. Written contracts are virtuaily unknown.
Only the larger and more experienced traders maintain bank accounts or
make use of formal bank lines of credit.

Experience With Food Aid Audions

Uinder the auspices of the PRMC, severaj attempts have been made to
use the aucticn mechanism to sell grain stocks held b; QPAM. Attempts at
auctions, some raiher half-hearted, have also been made by regional devel-
opment parastatals, including the Office du Niger (ON) and Operation Riz
Segou (ORS). In the PRMC cases, the basic method used has been the
iwitation for Bids (IFB or Appel d'Offres} rather than a public auction.
Experience with sale of food aid by true IFB is limited to three sales by
OPAM (one in January 1989, cne in April 1989, and one in June 1989), and two
sales by the Stock ¥ “ionale de Securite (SNS) (cne in 1987 and one in
September 1989). Tahle D-l1 summarizes the gl:in auctions that have been
held to date.

The actual experience with auctions (or IFBs} to sell grain in Mali is
considerably less broad than this listing might imply. In only three cases did
the auction result in the actual sale of the grain to the nighest bidder. In
most cases, the procedure defined fell far short of the minimum require-
ments for a well-organized auction, as discussed below.

Basic problems common tc many of the auctions organized under the
PRMC program were the weak market for the commodity in question and
the absence o1 agreement among the seller, the PRMC, and potential buyers
regarding its value. In several cases, the parastatal agreed to conduct an
auclion as a last-diich effort to sel! grain after other attempts had failed. In
other cases, the commodity being sold was already degraded or of marginal



vable D-1. Summary of Auction Experience In Mai ~

F

_Crganization Date Commodity Quantity Locations Comments . ‘

Aucticns by the ODRs:

Office du Niger Nov-66 Local rice NA Segou  Five bids recsived for a tcial of 6090 T., with the
largest being for 4000 T.

Operation Riz Mopli Nov-86 Lozal rice NA Mopli  Three bids racsived

Operation Riz Segou Feb-87 Localrice~-RM 40/BB 2000 T. Dioro  Report indicates contracts signed for 4355 MT and
4200 MT delivered

Otfice du Niger Feb-87  Locairice--four grades 4200 T. Segou  Highest bidcer could not finance purchase ang
dropped out; subsequontly awarded 1o four other
bidders

Operation Riz Mopti Apr-87 Local rice 400T. Mopli  Cancelled due to absence of bidders above ressrve
price

Operation Rlz Mopti Mey-87 Local rice 400 T. Mopti  Indication that 254 T. sold

Operation Riz Mopli Jun-87 vocal rice NA Mopti 383 T. sold during June-August pericd

Operation Riz Segou Jul-87 Local rice NA Segou 4355 T. gold

Otfice du Niger Jan-83 Local rice 5000 T.  Verious Lots of 200 T.; outcome unknown

Office du Niger Jari-69 Local rice--RM 40 8300 T. NA Al purchased by single buyer; noi clear that formai
IFB Issued

Auclions by OPAM:

National Security Stock ?-87 Degraded 4500 T. NA  For export or animal feed only

EEC/Chinese maize
Donor rice Jan-88 US/WFF RM 40 & 6800 T. 13citles See foliowing fabie
USSR B8
Donor rice Apr-89 US RM 40 500T. Gao  Ses following iable
Donor rice Jun-89 US/WFP RM 40 & 4200T. 4cities  See following table
Japanese BB
National Security Stock Sep-8% US maize and loca! 16630 T. Scities 23 bids; negotiations still underway at time of team

coarse grain visit




D-5

quality, reducing demand to a point where competitiveness could not be
ensured.

Auctions Held by OPAM, 1989

OPAM conducted three auctions of donor rice during 198%: an offer of
6,800 tons of USSR broken rice and USAID/WFP RM 40 in 13 locations in
January, an offer of 500 tons of USAID RM 40 and WFP rice in Gao in April,
and an offer of 4,200 tons of USAID and WFP RM 40, and Japanese broken
rice iun June. Details on each auction are presented in Table D-2

Although OP#£M appears to have made a good-faith effert to conduct
the process open'y and systematically, the overall resulis cannot be judged a
success. The problems experienced appear to dzrive equally from the
inexperience of OPAM and the traders themselves ‘~vith the auction process,
the nature of the grain market in Mali, and the absence of donor support.

Procedure

The formal record contains little evidence of any attemipt by the
donors to support the auction process. Commurnications from the donors
allude to universally accepted procedures, throwing the responsibility wholly
on the GRM to deduce what these procedures might be. At no time was a
set procedure formally establisned either within OPAM or by agreement with
the donors. It appears that no discussions were held with traders to
develop a procedure meeting their reeds, nor were any training sessions held
to acquaint traders with the procedure developed.

In the c¢vent, all three auctions followed essentially the same procedure.
Invitations for bid were issued by advertising in the newspaper and over the
radio, with the bid opening set 5 to 15 days after the announcement. Notice
of the IFB was provided to the Chamber of Commerce and, in some cases,
1o selected traders as well. A committee of OPAM officials was formed to
review the bids. which vrer - opened publically at the announced time. Bids
were ranke” in descending order by price, and recommendations were made
as to which traders should be awarded contracts. Contracts were to be
signed on a pay-as-bid basis, although this was never formally specified.

Samples were available for examination prior to the bid and, although
this fact was not included in the announcement, most traders were aware of
the availzbility of samples and appear to have taken advantage of it
Samples were particularly important in the case of the USAID rice, w..ich
had been in storage for some time and therefore was of unknown quality.

Minimum lot sizes were set at 100 metric tons for the second auction
and 50 metric tons for the third (minimum lot size, if any, for the first
auction is unknown). There was no limit on the number of lots for which a



Table D-2. Experience in Mali with Auctions of U.S. Foczd Aid

Auction Commodily Offefad(a) ~ Bids Recelved (b)  Bids Relained ~~ Number of Contracts Amount Conlracted
Date Locaticn Type Quantity  Number Tonnage Number Tonnage Initial Follow-up Initial Follow-up
Jan-89 TOTAL . : 8800 15 5870 12 4242 9 6 4170 2042
Bamako US (+ other?) 2630 2630 NA NA 17 (c) 1000?
Bandiagara w 108 0 NA NA 1 108
Djenne w 25 26 NA NA 1 25
Gao w ) 1000 1000 NA NA 2 1 500 500
us ) 1 (d) 500
Kayes B ) 1150 1150 NA NA 2 1 180 92
Us ) 1{e) 97¢ 950
Kenieba w } 135 135 NA KA i 55
B } 1 80
Kita B 80 80 NA NA 1 20
Kolokani w ) 40 40 NA NA 1 12
us ) 1 28
Macina L 60 60 NA NA 1 60
Mopti us 500 500 NA NA 1 (o) 1 500 500
Niono us 22 0 NE NA 1 22
Tombouctou us 1C00 0 NA NA 0
Tominian L 40 40 NA NA 1 40
- Apr-89 .- Gao us 800 10 8 500 NA NA
+Jun-89 - TOTAL 4000 %2 . 2000 9 4200 10 4300
Bamako J 1630 18 10350 2 800 1 {f) 1000
us 1£:00 6 3750 2 1500 3 1550
Kayes J 500 16 5250 1 500 3() 750
Mopti us gx 6 1400 2 800 | 1) 500
Tombouctou us 0 o
W 500 6 2150 2 500 2(f) 500
Notes:

a. U8 = USAID RM 40; W =« WFP RM 40; L = local rioe; B = USSP brokens (o} Vietnameas origin); J = Japanese brokens (o Thal origin)
b. Reportad as "Quantity bought” in USAID internal repont; OPAM report of 9-May-89 doos not include Bamako satos, but shows total ratained bids as 4242 MT.

. Contract for 1000 MT with mn)oldumupomdhtm,bunotono?ﬂdulu;oonmhmummbddntodngmommonqumymwo.
d. Contract ann:ad.

¢. Contracts unpemd.dlntodnptunoudhnou(o,\.
1. Purchaser(s) differ from retainees and may or may not have bzer among original bidders; Mopti purchaser aleo bought 800 tons of WFP rice.
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single trader could bid. Limitations on payment terms and delivery periods
were generally left open, although the Gao IFB specified payment in cash or
30-day guaranteed bank note and that the buyer must take possessiun within
1S days. Bid bonds were not required (performance bonds were required
following signature of sales contracts, although this was not stated in the
[FBs; the amount required was variously reported as CFAF 500-1,000 per
metric ton, less than 1 percent of the purchase price). An effort was inade
to limit participation to serious bidders by charging for the IFB documents (a
one-page sheet of instructions and a simple form), at prices ranging from
CFAF 10,000-25,000 (roughly $30-80). OPAM officials viewed this procedure as
ineffective.

No limitations were placed on eligibility to bid in any of the auctions or

on the subsequent sale of the goods purchaseri (except for the IFB for the
Gao auction, which specified that goods could not be transported outside of
the region). Credit was not offered in conjunction with the auction sales.

In two of the three auctions, lots of different qualities of rice and in
different delivery locations were offered, but each lot was treated in effect
as a separate auction. Traders were free to bid on any or all of the lots,
and bidding was not restricted to traders from the region. No formai
reserve price was set, although OPAM established a rough acceptable range
on the basis of its market information system.

Following the opening of the bids, a list of winners was prepared and
approved by the OPAM director. In theory, contracts were then to be
negotiated with the winners, but, as discussed below, practice departed
widely from this theory.

Outcosne

The Malian experience underscores the importance of monitoring the
auction process from before issuance of the IFB through final completion of
the transaction Few problems were evperienced with the issuance of the
I[FBs and the receipt and ranking of of ‘2rs. Once the point of signing sales
contracts was reached, liowever, the process began to deviate sharply from
the theoretical ideal

Both OPAM and the traders tended to view the announcement of bid
"awards” as just the first step in a process of negotiation. Neither side
viewed the offers 2s truly binding. OPAM felt justified in negotiating with
the winning bidders at the low eid of the scale to raise their price to that
of the highest bidders. For their part, many of the bidders regarded their
offer as, in effect, an option to buy rather than a commitment, and they were
willing to sign contracts only if, following notification of the award, they
were able immediately to line up purchasers for at least a major purtion of
the grain. Because many of the bidders - particularly those who bid high



D-8

— were not established grain traders, they lacked the market connections to
line up buyers. Therefore, they were unwilling to sign ccntracts or unatile to
perform if they did. The presence of these speculators in the auctior
process, moreover, apparently discouraged some potentiai serious bidders.

In both the first and third auctions, OPAM was unable to sigrn coatracts
with all of the traders initially selected for award. In the third auction,
where quantilies were much higher than in the other two, OPAM was not
able to execute contracis wiik zny of the initial winners. OPAM was
therefore forced to work its way down tirough the bidders or even to seek
new buyers Dy direct negotiation with major wholesalers (or else to cancel
the tender, which it was unwilling to do).

As might be expected, this procedure caused problems. In the first
auction, for 6,800 metric tons of rice, there were only 15 bidders and awards
were made for only 4,242 metric tons. First-round contracts were actually
signed for only 3,170 metric tons {or 4,170 metric tons, including a contract in
Bamako for 1,000 metric tons that does ot appear on the list), of whi-h 1,970
metric tons (or 2970 metric tons) were accounted for by two traders. The
smallest of these contracts, for 509 metric tons, was cancelled when the
buyer could not performn. The remaining ccntracts, totalling 2,470 metric tons,
became the subject of a dispute that is a case study in itself. Although
somewhat complex, it offers valuable lessoas for future auctions.

Two mistakes were made by OPAM at the outset. First, the tender
stated that the rice was in conformity with established grades and standards
in effect in Mali, but the rice (USAID RM 40) in fact contained a highier
pcrcentage of foreign material and more broken grairs than the official
standard (ignored by everyone) allows. Second, the period for responses to
the IFB was only two weeks, with little advance notice that the IFB was
aboui to be issued. {he trader involved was outside the country when the
tender was issued, and, given the limited time available, he delegated a junior
member of his staff to examine the samples and prepare the bid. Contracts
were ultimately awarded and signed for 2470 metric tons of USAID rice, but,
after taking partial delivery, the «ader alleged that the rice did not conform
tc the quality standatd agreed upon ar-i he demanded a 10-percent reduction
in price. OPAM ultiniately agreed to reduce the price for the 450 metric tons
already delivered, and it suspended the remainder of the contracts.! OPAM
subsequen'!y signed contracis with 6 additional bidders, with the result that
12 of the i5 bidders were awarded contracts. As of May 1989, however, the
purchasers hac paid for and taken delivery of only half the planned amount.

Under Roman civil law, the buyer is within his rights tc impose a
reduction in the purchase price for goods found to be nonconforming after
the contract has been signed. Under the rule of quanti minoris, this
reductior in price plays a role parallel to suit for damages under common
iaw. Damages may be sought only if the seller acted fraudulently.

Bl
—

«(1) '
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Another problem, this time a political one, arose during the first
auction. In Kayes and Gao (both rcmote aress), i was alieged that Bamako
traders had ouibid the local traders and then transported the rice to Bamakc,
where prices we.e higher. Thec truth of this allegation could not be
ascertained, but in any case sufficient sensitivity wis aroused to cause the
Gao governor to restrict the second auction to the local market An article
criticising OPAM’s actions in Kayes aiso appeared in the local press.

Problems with grain quslity aros= i the second auction (held in Gaoj.
Although the offer was initially limited 1 'SAID rice, trader complaints
regarding its quality led OPAM to agree tu accept bids for both USAID rice
and WPF rice. Winning bidders then received mixed lots of half USAID rice
and half WP rice 2t a blended price reflecting the average of “e high
USAID bid ard the high WPF bid.

Although detaiis on Gao are sketchy, there is some evidence that
collusion occurre ' as might be expected in such a limited market. Local
dissemination of in. “mation on the IFB was delegated to the local Chamber
of Commerce head, ~. ~ limited his efforts to those he felt had the means
to bid. Given this prolem, the restriction on selling the goods outside of the
Gao region, and the short notice provided (five days), only 10 bids were
received for the five lots (100 metric tons each) on offer. Of these, one was
eliminated on the basis that the bidder did not have the financial means to
perform. The lots were then awarded to five bidders whe had each %id
the same price. The final price — CFAF 150 for WPF rice and CFAF 130 for
USAID rice — was somewhat low, further indicating the possibility of
collusion. Prices for imported rice in the January auction hacl ranged
between CFAF 115 and CFAF 160 (with the largest purcha<e: initially agrecing
to pay CFAF 160 or the inferior USAID rice and ending up paying CFAF 144).
In the third auction, the coatract prices were CFAF 135 for USAID rice in
Mopti and CFAF 150 for WPF rice Tombouctou.

The third auction followed a course similar to the first Fifty~-two bids
were received from 29 traders, ranging from 6 bids each for the USAID rizc
in Mopti and the WFP ri~- .n Tombouctou to 18 bids for the Japanese
brokens in Bamako. (No bid was received for the USAID rice in Tombouve-
tow) The degree of /;versubscription ranged from 28 for the USAID rice in
Mopti to over 10 for the Japanese brokens in Bamako.

Many of these bids were from non-serious offerors, however, as
evidenced by the fact that not one of the six traders initially awarded bids
signed a contract. The team was sble to locate only one of the bidders
initially awarded a contract; their names were unfamiliar both to Michigan
State researchers conducting a survey of traders and 'o the larger traders
contacted. Table D-3 compares the initial awards witii the contracts actually
signed.



Table D-3. Initial and Final Results of OPAM Auction, July 1989
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Location  Quality? Initial awards Final contracts
Bidder  Quantity Price Bidder  Quantity Price
initials  metric CFAF/ initials  metric CFAF/

tons kilograms tons kilograms

Bamako J AD 500 161 MN 1000 150
MT 400 1575

Us YK 500 155 MN 1000 145

DS 1000 155 AD2 20¢ 145

MM 300 145

Kayes J AD 500 16258 CB 500 155
HN 100 155

AN 150 155

Mopti Us MD 300 135 AD2 800 135
Z2C 500 135

Tembouctou W MT 300 165 H 350 150
MD 200 155 BK 150 150

a. See quality codes in Table D-2
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Several features of this outcome are worth noting. First, the final sales
price was generally well below the level initially reported. OPAM generally
moved down the list of bicders following standard practice until a serious
buyer was identified, reaching the seventh bidder in the case of the Japanese
brokens in Bamako, for example, and the sixth and lowest bidder in the case
of the USAID rice in Bamako. Second, even this procedure was ineffective in
four cases, where contracts were awarded to traders who did not partici-
pate in the inilial bidding at all Third, OPAM refused to accept the prices
bic in cases -vicre legitimate bidders had offered higher prices, and it
negotiated successful bidders upwards. Of the six contracts signed with
traders who had entered bids, two went to traders at prices above their
bids.

The degree to which the sales process was actually completed remains
unclezr. Although the team visited Mali in Ociober, three months after the
bid opening, traders had still not taken delivery of all rice under contract.
Whereas traders reported that the WFP rice and the Japanese brol.en rice
sold well, and that it had generally already passed through the marketing
channels, both purchasers of USAID rice contacted by the team indicated that
they had taken delivery of only 30 to 60 percent of the latter, because of the
difficulties experienced in selling it. It remains .o be seen whether the rice
market will firm up sufficiently to permit profiiable sale of the USAID rice,
whether the traders will ultimately seil the rice at a loss, or whether they
vili choose fo forfeit their performance bonds.

In other word:, both OPAM and th> traders viewed the IFB as just the
first step in what rer .ained essentially nege.ated sales, with no hard and fast
obligations on either side. The transparency of the IFB procedure was
clearly a casualty of this process.

Auctions Held by the SNS,
1987 ancl 1989

The SNS held two auctions to date, both for the purpose of rotating
the security stock, which is managed as a separate program under OFAM’s:
supervision. The SNS stock consists primarily of local coarse frains irtended
to serve as a buffer during the pericd between identification of an
emergency and arrival of donor or other cereals. The SNS has aiso issued
I[FBs for the purchase of local grains to reconsiitute its stocks.

SNS’s first auction was held in 1987. The grain sold, degraded maize
of EEC and Chinese origin, had deteriorated below the standard for human
consumption, forcing an immediste sale. Given the limitaticn that the grain be
exported or sold for animal feed, the IFB solicited few bids. The 4500
metric tons on offer were sold, however, and exported by Malian traders to
Cote d'lvoire znd Senegal
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The second auction was still under way when the team visited Mali.
Although the bid opening had taken place more than one month earlier, the
low prices and limited number of bids had led OPAM to retreat into :
negotiated sales procedure. A total of 23 submissions had been received for
15630 metric tons of coarse grains in five locations, including several at prices
regarded by OPAM as unreasonably low or impossibly high. Prices ranged
from CFAF 12 to CFAF 51 per kilogram, whereas prices in the range of
CFAF 30 to 45 were vievied as reasonable. At the time of the team’s visit,
OPAM had negotiated six contracts with five traders for a total of 6,750
metric tons, but delivery was still not complete. As in the case of the third
rice auction, OPAM did not respect the bids submitted but attempted to
negotiate a higher price if possible. While the desire of OPAM and SNS
management to get the best possible deal for the organization is certainly
understandable, reopening negotiations on price and quantity after bidding
tends to undermine the bidding process.

SNS experience wi: use of IFBs to reconstitute its stock has been
generally positive. Traders reporied that they were satisfied with this
process, although kickbacks were alleged by one participant. The three IFBs
issued between November 1988 and March 1989 resulted in '03 submissions,
of which 33 were awarded contracts, spread among 16 suppliers. A}l 33
resulted in signed contracts, but 6 additional contracts had to be signed to
cover 5 defaulting suppliers. The 34 contracts resulting from this process
covered quantities up to 2,000 metric tons, and they were all essentially
honored in full, although there were some late deliveries.

Auctions Held by the
ODRs, 1986-1989

Between November 1986 and September 1989, 10 IFBs were issved by
one or another of the regional development parastatals (ODRs). In all cases,
the commodity sold was rice produced and milled on the ODR. Operation
Riz Segou issued two {FBs (February 1987 and July 1937), Operation Riz Mopti
issued four [FBs (November 1986, April 1987, May 1987, and June 1987). The
Office du Niger issued four IFBs (November 1985, February 1987, January 1988,
and September 1989).

Complete information on the outcome of these auctions could not be
obtained by the tezm in the field. It s clear that very few of these auctions
met the requirements for & successful auction, however, and that not all of
the auctions led finally to sales to one or more of the bidders at the price
bid. Nearly all of the IFBs issued by the ODRs suffered from overly
stringent limitations on the bidders that constrained or eliminated competition.
[n some csses, the ODR set a1 reserve price that was well above the market
price. even announcing this price in advance in a few instances, a procedure

\A
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that ensured the failure of the pt'oc&es.2 As a result of the unattractive
limitations placed on bidders, only five or fewer bids were received in many
of the ODR IFBs, and sometimes no bid was received at all

A second problem associated with these auctions was the high
minimum lot size, which ranged up to 200 metric tons Traders contacted by
the team were virtually unanimous in their view that such large lots were
out of the reach of all but the largest traders. Lots ./ere also defined witii
a view to the convenience of the ODR, not the generaition of maximum buyey
interest.  For the January 1988 auction by the Office \u Niger, for example,
lots were defined as 200 metric tons, made up of four different grades of
rice spread among at least two different locations. Bidders had to bid for
these composite lots rather than for the grades and locations of most interest

to them

The IFBs differed in the degree of compliance with the requirement
for adequate notice to potential bidders, but notice was generally not
adequate. Although full information was not available to the team, evidence
of a sincere effort to inform and interest bidders is absent [t appears that
only the February 1987 auction by Operation Riz Segou was publically
advertised in the leading newspaper. For the May 1987 IFB by Operation Riz
Mopti. copies were sent to the chambers of commerce in the grincipal cities
and announcements were made over the radio in French and Bambara, the
principal local language. The inadequacy of IFB publicity is demonstrated by
the poor response and by the fact that the rice traders contacted by the
team were generally unaware that the ODRs had ever issued IFBs

Like the OPAM auctions discussed above, the ODR auctions suffered
from a shortage of s=rious offerors. In the case of the February 1987
auction by the Office du Niger for 4,000 metric tons of rice, for example, the
buyer initially awarded the sale was unable to negotizte financing. At least
part of the rice was ultimately sold to four other buyers The April 1987 [FB
issued by Operation Riz Mopti was cancelled and reissued in May, Lut it

2. The ODRs found themselves in something of a bind when OPAM cessed
purchasing their product at a price set by the GRM. On the one hand, they
were greatly in need of cash, which could only be generated by selling their
only product, rice. On the other hand, their high cost structure resulted in a
break-even sales price thai 'wes well above the market grice. As peither the
GRM nor the donors had made a definite commitment to cover the gap
between sales revenues and costs, an open [FB process could be expected to
transform a book profit (based orni rice carried on the books at its official
price) into an actual loss. Faced with this choice, as well as pressure not to
lose money, the ODRs preferred to go through the chcrade of conducting
[FBs witli reserve prices that excluded serious bidders, even though this
placed thein in an extreme cash flow squeeze.
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appears that only 254 metric tons out of the 400 on offer were actually sold
in the second round.

Although the record is somewhat murky, there is littie evidence of
technical input into the issuance of [FBs by the ODRs. It would appear that
the PRMC stopped at the insistance that [FBs be issued, but it did not assist
in developing procedures, review the procedures used by the ODRs, or
follow up to determine whether the process worked. In many cases, the bid
announcements are sketchy on such vital issies as the availability of samples
for examination, the payment terms that v be acceptable or the way that
alternative payment schemes will be compared, the period during which
delivery and payment must occur, and the requirements for bidders
Although it is clear that the ODRs did not always act in good faith, the lack
of experience with open bidding on both sides suggests that additional
support from the donors would have been warranted.

impact on the Food Market

The information available to the study team does not permit any
conclusions regarding the short-term impact of the Malian food aid auctions
on the cereal market or the long-term effects on the structure of this market
In particular, the impact on prices is difficult to determine-because of the lag
betweer; the auction and the time the grain actually hit the market. As noted
above, even three months after the latest auction, only a portion of the
USAID rice has moved into market channels zand it is reported that very little
of this has been sold

OPAM officials expressed the view that the first auction of rice in
Kayes had resulted in a lowering of the millet price on the market, and they
cited a news story to this effect. The assessment of the auctions’ impact is
further complicated Ly the giut of rice on the Mali grain market, which has
existec throughout the period during which the auctions were conducted.
This glut is the product of an unusually good production year for local rice,
rcnewed private imports (reportedly weil in access of the official licenses
granted), and donor supplies from varicus sources, including the auctions.
Several traders complained that the OPAM auctions constituted unfair
competition by the GRM, in that the traders had earlier sigued contracts with
the ODRs to r urchase their rice at relatively high prices with an explicit —
though verbal — understanding that the government would not import rice in
competition with them. Not without reason, they viewed the OPAM sales of
doner rice as a breach of this sgreement It should be noted, however, that
many of the OL:R-trader agreements were signed under the jumelage
(twinning) program, which linked issuance cf licenses for private rice imports
to contracts {or purchase of ODR rice. Whether these contracts will in fzct
be honcred remains to be seen.

g,
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This situation illustrates the complexity of Mali's rice market, and
indeed of cereal markets generally throughout the Sahel This complexity
results in part from the high variability of supply and market demand, which
discourages traders from developing the capacity to manage surplus efficiently
and makes the market highly vulneratle to gluts This. underlying structural
problem is greatly complicated, however, by continuiny and oiten apparently
random shocks generated by donor and government action. Auctions are one,
but only one, such action

In general, it wou!d appear that the timing and other design parameters
for OPAM and ODR auctions have been set with the convenience of the
donors and the parastatais in mind, rather than with a view toward limiting
disruptive influences on the market or exerting a stabilizing influence. In
principle, these two considerations should be compatible, because OPAM’s
goal of revenue maximization can best be achieved by selling into a strong
market, rather than a glutted one. In practice, however, OPAM and
particularly the ODRs are perenially cash-poor and under oressure to
denerate leeJ currency for donor-supported projects, as well as their own
operations.” Thus the first and largest OPAM auction was held in January,
right in the middle of the harvest season, and 4 of the 10 ODR IFBs were
issued during th : critical January-February marketing period for local rice.
(These seles, it .:hould be recalled, were held to liquidate stocks carried over
from the previcus year) Several of the traders complained that OPAM sales
added to an already difficult oversupply situation. The arrival of new
Section 206 rice, which took place during the team’s October visit to Mali,
appears destined to fall into the same pattern unless USAID intervenes.

There are some indications that the auctions are helping to broaden
participation in the rice market and reduce the dominance of the larger
traders. Fstablished traders argue that many of the non-cereal traders who
have participated in the auctions are only in a quick profit from 2 one-off
operation and are unwilling to make a long-term commiiment to the cereals
market They view these newcomers as disruptive influences rather than
stabilizers, a view that is partially justified by experience. Some of these
traders can be expected to stay in the business, however, if their initial
experiences prove positive.

Perhaps more important is the development of alternative supply
sources for small wholesalers in the rice market Established small whole
salers figure prominently in the ranks of those actually signing contracts with
OPAM. OPAM auction sales thus offer these traders an opportunity to
increase their independence frecm the two importers who dominate the rice
market, an impcrtant step toward ensuring competiticn in the rice market. As

3. The head of the World Food Program in }ali commented that coinmer-
cial imports should be limited because they are cutting into food aid levels
and making it harder to generate local currency for their projects.
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long as auction sales operate on a cash-only basis, however, the ability of the
small wholesalers to operate with real independence will be limited by their
dependence on the large importers for financial support

lrapact on Government Operations

Auction sales have not been as effective as originally hoped in gene-
rating revenues for OPAM, although some of the problems experienced have
been due to market coaditions rather than the auctions themselves. Revenves
were reduced in the first auction by the absence of sufficient bids o sell
the full amount offered, while slow offta* . by the traders in the third
auction slowed OPAM’s receipts. Compared to the previous experience with
negotinted sales to government institutions, some of which still have
outstanding debts with OPAM, the auctions have performed adequately.

Participants at all levels of the system generally felt that the auction
process had been well managed and that administrative requiremeats were
reasonable. Minor problems in this area arez notsd below.

Problems cad Possible Solutions

Use of the IFB or auction process for grain sales in Mali ran into
problems in four main si-as:

) [ransparency of the procedure. Wtile the initial steps iu
the IFB process were open and transparent, the process
lost transparency once i. moved into the contracting stage.

3 Timung of saleg Sales were poorly timed relativa to

market conditions, increasing the potential for negative
impacts on local producers and commercial imports.

a Limited participation. Given the limited number of smali
and large wholesalers in Mali, successful use of auctions
requires that further measures be taken to ensure
maximum participation.

L Lack of prequalification. Conversely, the failure to screen
out non-sericas bidders contributed to the collapse of the

contracting process and discouraged serious bidders, the
very target OPAM was trying to reach.



Severa! measures could be
grain in Mali:

] i Small wholesalers indicated that a lot size
cf S to 10 metric toas would make perticipation more
altractive arnd more fessible. Laiger bidders should be
ellowed and encouraged to bid for multiple lots.

s yent auctions. Given the diffi-
cuity of coatrolling the timing of OPAM’s sales, the most

expedient approach to increase participation, raise revenues,
and reduce negative impacts on the market would be to
spread auction sales more evenly across the vear. Moanthly
or bi-morthly auctions announced in advance would encou-
rage participation of smaller wholesalers wtic are interested
in buying oaly what they can sell in this time frame. A
regular schedule would also increase trader awareness of
the auctions. The quantity offered in any one auction could
be varied to reflect market conditions. A final advantage
of this approach is that it would permit OPAM to cancel an
individual auction if problems deveioped, holding the
cereals over vntil the [ollowing auction, without
experiencing a major delay in offtake of cereals.

Establish clear procedures for al} stages of the =-.ction
process OPAM should develop standardized procedures

for issuance and processing of [FBs. Both donor and
trader input should be sought in developing these
guidelines. The guidelines should specif ¥: amorg other
things, what notice procedures will be follovred, the period
between announcement and due date, norms for commodity
specification and exanination of samples, the procedure to
be followed in selecting initial and replacement bidders for
award, acceptable payment terms and the wa s that differ-
ent terms will be weighted in compasing offers, require~
ments for taking delivery and making payment, penalties for
non-compliance, and s procedure for dispute resclution

ify the pricip <ure. The procedure for set'ing
the price shouid be either pay-as-bid or, ideally, pay at the
margin (as used in Somalia). Conlinuation of the current
practice, wherein all awarded bidders are asked to pay the
price bid by the highest successful bidder rather thau the
lower prices they themselves bid, impedes the price
formation process and is not conmsistent with maximizing
OPAM’s revenues over time.
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L Minimize negotiation after awarc. Ar IFB process wherein
both bidder and seller are free to continue negotiating
price, quanticy, quality, and other maierial terms after
award is bound to deteriora‘e.

b Introduce a_procedure to screen out non-serious bidders.
Traders indicated their willingress to pay a bid bond (cn
the order of 2 to 5 percent). as long as th2y sre assured
that the bonds will be returned to low bidders. Such
bonds, which are standzrd procedures for the international
tenders in which some of the traders now paricipate,
were viewed as likzly to exclude non-serious bids. Alter-
native procedures, such as bank recommesndations or a
requirernent thai bidders have a warehouse, could be
considered, but they carry the danger of exciuding smaller
whole salers and increasing implementation problems.

s Pay greater attention to product quality. Demsnd, and

therefere trader competition, is naturally stronger for
cernmnodities of good commercial quality. Some of the
USAID rice imported has been Grade 5 (the icwest market-
able grade), creating problems both {or the seller and the
uitimate buyer. The repulation of US. rice also might be
harmed by this practice, jeopardizing present and futurae
commervcial imports. Additional attention to packaging s
also necessary for commodities that are destined for the
inarket

The team does not recommend substituting 2n open outcry auction for
the IFB process at this time. The current regulations governirg public
auctions in Mali were developed for auctions of goods seized in relation to
!udicial actions, not for ccmmercial auctions They require that a 12 percent
tax be deducted from the revenue generated, which. ‘when added to the
auctioneer’s fee, makes them financially unattractive as a sales mechanism.
While spokespersons for the Ministry of Finance and Commerce indicated
their willingness to revise the auction regulations to encourage commercial
use, the IFB mechanisms should work very well, once the problems are

worked out of it
Bibliography

No document containing more than a passing reference to the auction
experience was identified by the team.
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APPENDIX E
EXPERIENCE WITH FOOD AID AUCTIONS IN SOMALIA

Country Background: The Context for Auctions

Somaliz, which is approximately the size ¢f Texas and has 5 million
people, is a poor country, highly dependent on external support, and subject
to a harsh climate. Agriculture, composed of a small commercial sector and
a iarge subsistence sector, accounts for more than 55 percent of GDP, 80
percent of employment, and almost all of export earnings. Livestock herding
is the predominant activity within agriculture; dryland production is limited
largely to sorghum. Irrigated production focuses on bananas, rice, and sugar
on large-scale farms, and maize and sesame on smallholdings. In general,
agricultural yields are constrained by uneven and low levels of rainfall, poor
cultivation practices, and low use of commercial inputs. During years of
sufficient rainfall, Somaliz can produce enough food to feed its population.

Since Independence in 1960, Somalia’s economy has been pointed
towards {ree markets, then "scientific socialism,” and once again towards free
markets. The last turning point occurred in 1981, subsequent to the Ogaden
War of 1977 (marking the end of Somalia's relationship with the Soviet Union)
and two years of drought (leading to extreme foreign exchange shortages).
At that time, the Somali government initiated a structural adjustment program
(SAP) with support from various donor agencies, including the World Bank,
the International Monetary Fund, and USAID. The SAP, which effectively
ceased to exist in the late 1980s owing to internal political turmoil, had two
underlying themes, liberalization and stabilization. It sought to strengthen
public finances, reform the parastatal sector, adept a realistic exchange rate,
ease foreign exchange controls, relax price and import controls, promote
private sector activities, and encourage agricultural production

W
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Though donors in favor of the SAP did not always agree on the means
of achieving SAP’s goals," a significant number of policy reforms hud a
dramatic impact on economic production, especially within the agricultural
crop, sector as farmers responded to the new incentives between 1981 and
19872 Grain producticn more than doubled between the late 1970s and 1985,

largely in response to higher market prices.

USAID’s response to these changes was to modify its Title I program
so that a greater percentage of the comniodities would be channeled through
the private sector "to encourage private sector participation in food
distribution” md3to leverage policy reform initiatives in favor of a market-
driven economy.” Auctions were selected as the most responsive sales
mechanism for the purpose, and between 1984 and 1986, auctions were held
for up to 40 percent of annual total Title | food imports. In 1987, the Title [
program was discontinued owing to Somalia’s growing external account
deficit, and a Title If program was implemented. Between 1987 and 1989,
private auctions were held for up to three-quarters of Title II, Section 206

commodities.

The Grain Marketing Structure

Most of the information available to the study team describes the
marketing of grains in Somalia from a historical perspective. Between 1971
and 1982, a single paraststal, the Agricultural Development Corporation (ADC),
held a monopoly over the domestic grain trade, as all farmers were to sell
to it staple products like sorghum and maize. Between 1982 and 1985, as the
government relaxed restrictions on private cereals trading and as prices
moved towards free market ievels, ADC lost most of its market to the pri-
vate sector. By 1984, ADC's share of of the market had dropped to 16 per-
cent while total production of grains had doubled® ADC became a buyer of

l. Disagreemeats centered on specific measures, such as whether export
taxes should be {:ried to improve Somalia’s foreign exchange positior,
whether the exchange rate should be managed or allowed to float freely, and
whether the parastatal responsible for grain marketing should be completely
or partially dismantled.

2 The activities of marketing parastatals were curtailed in 1981-
producer price ceilings were increased between 1981 and 1785, and price
controls were eliminated in 1985.

3. Prior to 1984, Title | commodities were directed to two parastatals,
which in turn sold the food items to various government agencies for
distribution to the military and public civil servants.

4. The total domestic production of maize and sorghum alone increased
from 251,000 tons in 1980 to 491,000 tons i 1984.

N R
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last resort, responsible for nag'onal food security and cer=al price stabilization
for producers and consumers.

During the same period, the role of the Nationai Trading Agency (ENC),
the parastatal responsible for the distribution of imported foodstuffs to the
private sector, was modified to allow greater private sector involvement
Between 1980 and 1984, ENC’s imports of grains halved, and it retained a
competitve edge only with food aid imports which, it sold at concessionary
prices. It is impossible to state the degree to which private traders are
responsible for total food imports, but it is clear that their role is sgbstantial.
especially during intervals when concessional food imports decrease.

Experience With Food Aid Audticns

Six auctions have been held in Somalia for {at varicus times) flour,
rice, vegetable oil, wheat, and corn. The auctions occurred in fall and early
winter {(between September and January) of 1984 through 1989, following the
arrival of the Title I, and later Title II, commodities in country. The Govern-
ment of the Somali Democratic Republic (GSDR) was responsible for offload-
ing and storing the commodities between the time of arrival and the sale
Auction parameters were essentially determined during the summer before
the arrival of the commodities by GSDR (MOFT) in concert with advice from
USAID, and they were detsiled in a memorandum of understanding between
them.

Two auction sites (Mogadishu and Berbera) were used in most cases
as a result the isolation cf the northern region from the national market and
of pressure from traders as well as from within the governmelnt for the
widest distribution of food commodities at the wholesale level’. When more
tha- ~ne site was involved, the auvctions weare administered by separate over-
sight committees, one per site, and they were staggered, with refinements in
auction procedures gener%lly being developed during the initial auction and
integrated into later oges.

Alihough only the general parameters and results of certain auctions
(specifically those of 1985, 1987, and 1988) are available to the study team in

5. In 1985 and 1986, for instance, when rain led fo a bumper crop of maize
and sorghum, ADC purchased some 15 to 20 percent of the crops in an effort
to counteract the fall of maize and sorghum prices.

6. Such was the case from 1985 to 1988, when domestic production was
sufficiently strong to caution agminst continued high levels of food assistance.
7. The number of auctions has generally been two, though regicnal sites

‘were used in 1984 and one site in 1983,

8 The main exception (o the trend of self-improvement appears to be the

1984 auction.
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Washington, it is evident that, in contrast to most of the other cases studied,
the parameters of the Somali auctions were quite sophisticated from the start
and needed very little refinement with respect to bidding, award, and
payment procedures. Auctions in Somalia, however, were initially handi-
capped by poor commodity selection and were generally marred by inter-
vention with respect to allotment, which in turn affected transfer prices.

The Auction of 1984

The auction of 1984 is noteworthy as being as being the first auction
sponsored by USAID for agricultural commodities in Africa. It suffered from
collusion as bids were submitted over 2 period of many days, high admini-
strative costs and uneven revenue generation owing to multiple auction sites,
and insaorpriately derived transfer prices (calculated as the average of the
highest and lowest winning bids). All of these factors were taken into
account in the design of the 1985 auction

The Auction of 1985

To compensate for the fragmented food distribution system, only two
auction sites were selected, Mogadishu. the capital and largest port in the

Lot sizes were designed to spread awards, with small amounts for
each lot and ceilings on the total number of lots per trader. Lot sizes
ranged from 25 drums for vegetable oil, to 10 metric tons for rice, flour,
wheat, and corn, and tracers could request up to 2 lots of vegetable cil and
10 lots of grain or flour.

To eliminate spurious bids, deposits or bid bonds correlsted with bid
quantities were requested. To ensure proper recording, these deposits were
collected separately from the bids, and they were entered into a special

wishing or unable to pay the balance for the commodities they won would
lose their deposits. Unsuccessful bidders would have their deposits refunded
as soon as bid awards were annouaced.

A reserve price, reflecting custom duties as well as transportation, port
clearing and storage costs, and prevailing market prices, was calculated by
both the GSDR and USAID. As the GSDR favored low domestic food prices
and ultimately refused to acktnowledge the potential for windfall profits by
the traders, its reserve price for most commodities was lower than that
suggested by USAID. The GSDR's reserve price was anncunced prior to the
auction as the lowest acceptable minimum bid price, in part !0 ensure the
recuperation of cost, and in part to establish a standard for offers within the

Vo
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private sector, given the significant presence of donor food at concessional
prices.

Traders with valid licenses were designated as eligible bidders, and all
interesied traders were required to register for a specific auction to prevent
their participation in more than one. Once screened for eligibility, all bids
were to be ranked in descending order by bid prgpe, with the lowest suc-
cessful bid determining the uniform transfer price.” In the event of more
than one bidder submitting bids at the transfer price and an insufficient
number of lots rernaining to award each the quantity requested, partial
awards would be made to all who set the transfer price. Successful bidders
had to compiete their purchase before picking up the commecdity.

The auctions themselves occurred between September 22 and October
19 in M>gadishu and between October 7 and November 6 in Berbera. The
long interval between bid submission and food distribution was due to
various interventions, such as an attempt by the military of the north to
confiscate the vegetable oil earmarked for the Berbera auction. These
intervening acticns (described below) entailed much deliberation within the
government and between the government and USAID, and they had the unfor-
tunate effect of postponing award claims and of tying up the funds of
traders for a longer than anticipated period of time.

A variety of commodities were for sale: 15,140 drums of vegetable oil,
6,582 metric tons of rice, 5259 melric tons of flour, 3]3 4 metric !ons for
(hard and soft) wheat, and 5627 metric tons of cornl? A total of 2,5%
traders submitterd bids (780 for vegetable oil, 773 for rice, 1,025 for flour, 7
for wheast, and 9 for corn). The number of bidders per commodity reflected
perceived product quality, consumer demand and lack of acceptable substi-
tutes, and the potential for profit given the reserve price and prevailing
wholesale prices. Awards were ultimately made to 981 bidders (586 for
vegetalle oif, 252 for rice, 116 for flour, 7 for wheat, and 9 for corn). The
actual number of successful awards was determined not by the auction but
by an intervention of the Vice Minister of Commerce, who unilaterally
reduced lot amounts by one half in Mogadishu to increase the number of

9. Contrast this widely accepted method with that of the 1984 auction in
which the transfer price was an average of the lowest of the highest and
the lowest winning bids, the GSDR having first eliminated too high or
"speculative” bids.

10. The amounts quoted were those available for sale, close to 40 percent
of the clean landed goods as opposed to 40 percent of the goods leaving the
US. as originally agreed upon with the GSDR. The difference in the quantity
offered was due to losses incurred during shipment, specifically while using
splash barges to convey the food to Berbera, and having one ship run
aground in Mogadishu.

’)( \‘;‘V
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winners, overall znd from the regions.u As the awards still favored traders
based in Mogadishu over other areas, the same official subsequently and
unsuccessfully tried to enforce a system whereby all bidders would receive a
share of the goods available for sale. Some unsuccessful bidders objected to
a change in lot size affecting some but not all bidders, and they demanded
commodity delivery rather than deposit repayment

Reducing the lot size also altered the auction’s outcome with respect to
revenue generation Though the original bid ranking remained intact, a new
transfer price was obtained by following the demand curve to the new stop-
ou! price. The new transfer price was slightly lower than both the old one
and the wholesale prices prevailing for vegelsble oil, rice, and flour in
Mogadishu and Berbera The noncompetitive reserve price of wheat and
corn, moreover, biased the bidders for sch commodities against final -
commodity collection and payment. In two instances, bidders for wheat and
corn used their deposit for wheat to pay for their purchase of flour and

rice.

In the final analysis, only the flour (which was of high quality and in
rejatively short supply) was completely sold. The wheat and corn remained
largely unsold and all unclaimed, and a small but significant percentage of the
rice was not collected by bidders owing to its extremely poor quality.
Vegetabie oil sales were hampered by fear of confiscation by the .ailitary
and by concern of adulteration and low quality (because of confusion over
the packing and expiration dates and because the GSDR left the drums out in
the hot sun). Approximately haif of the commodities initially earmarked for
private sector distribution were channeled back into the public sector.

The Auction of 1987

The 1987 auction entailed the sale of Title II Section 202 flour and
vegetable oii in Mogadishu and Berbera. The auction in Mogadishu was
considered by USAID tc be a success, with no intervention whatsoever. How-
ever, several problems were encountered in Berbera The military confis-
cated 25 percent of the vegetable oil and 20 percent of the {lour available for
the auction (thereby proportionately reducing final awards), and it also had
the oversight committee eliminate the highest-ranked bids to reduce the final
transfer price (thereby reducing the transfer price). Moreover, the munici-
pality inappropriately imposed a 5-percent suriax on all commodities
auctioned. (Incidentally, this last action recaptured the revenue lost when the
highest 62 bids were excluded.) USAID, along with the MOFT, was able to
resolve the first two probiems to their mutual satisfaction The military

11. The oversight committee in Berbera was directed to follow suit, but
given the ambiguous wording of the order by the Vice Minister, it allocated
awards in slighly different configurations depending on the price offered and
the quantity requested by each bidder.

’
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returned the confiscated commodities, replacing those already sold with
slightly inferior goods. Despite the lower quality, these commodities were
then offered to the disqualified (a total of 62 traders) at the auction-
determined transfer price.

Another factor, initially expected to invalidate the auction’s outcome,
was the establishmeut of price controls at the wholesale and retail levels
midway through the auction process, after bid ranking and prior to bid
awards. However, the auction-determined transfer prices for wheat and
flour in Mogadishu were respectively 14 and 19 percent lower than the
government-set prices; the transfer prices in Berbera were even lower
(owing to the interventions mentioned above). Rumors of the immirent price
controls might have been sufficient to lower bid prices to realistic levels.

The Auction of 1988

Unlike previous auctions in Somalia, the ore in 1988 entailed one PL.
480 Title I, Section 202 commodity (vegetable oil) and one site (Mogadishu).
The auction proceeded very smoothly with no intervention. Lots were set at
15 drums, and bid amounts were limited to a maximum of seven lots. A
total of 19,962 drums (or 75 percent of all Title II, Section 20?2 imports for the
year) were available for sale. Some 624 traders registered for the auction
(inciuding 101 traders from outside the capital), of which 492 traders sub-
mitted deposits and 468 submitted bids. The drums were sold at the auc-
tion-determined transfer price, which appeared to reflect prevailing supply
conditions. The larger traders tended to submit more conservative bids than
the smaller traders, and some 26 peicent of the successful bidders were
women.

The success of the auction was attributed by USAID to program simpli-
fication. to GSDR acceptance of auctions as a pricing and distribution mechan-
ism wiain tie private sector, and to increasing familiarity within the private
sector of the auction process.

Impact on Marketing Structure

The auctions in Somalia have had some desirable impac'. on market
operations, especially in the areas of price formation and general access. The
price formation function was and continues to be important in a market
subject to the availabilily of large quantities of food commodities at conces-
sional prices, with considerable fiuctuations in supply and corresponding
fluctuations in price. In terms of access, auctions are providing an important
alternative supply source for all traders, especially the smaller ones who are
willing to submit slightly higher bid prices in order to increase the chance of
bid awards.
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The timing of the commodity shipments, however, has been the subject
of much concern, especially during the years of the Title | shipments, when
the commodities were many and were frequently put on the market during
the post-harvest season. Different assessments have in varying degrees criti-
cized the auctions as ill-timed, serving to depress market prices of domes-
tically grown grains. Though justified in theory, these criticisms are perhaps
not as serious as they appear. Factors appearing to counter the criticisms
include the unwillingness of traders to purchase commodities with a low
potential for fast turnover (as was the case, for example, in 1985, when
bidders rerused to buy corn and wheat given the general glut); and low
substitutability between certain imported commoditiss (such as rice and flour)
and domestically grown grains (such as maize and sorghum).

impact on Covemnment Operations

In general, private sector auctions have generated higher revenues than
the public sector sales, as indeed was the intention Interventions to stabilize
prices at artificially low levels have resulted, however, in lower revenue
levels than would have been the case had the auctions been allowed their
original outcome. Interventions have also prolonged the auction process,
thereby increasing the direct administrative costs. Generally, though, the
government’s ability and willingness to conduct aucticns improved over time
as shown in the next section

Problems and Modifications

Problems impeding the auction process occurred in a variety of forms,
some of them closely related. These, as well as some of the solutions
employed by USAID and GSDR, are as follows:

. Improper pricing policy. The GSDR was for many years

Clearly less interested in raising maximum levels of revenue
(which may be accomplished through auctions) than in
supporting low consumer food prices (which is very
difficult 1o accomplish through auctions), and it preferred
trying to keep auction prices lower than the prevailing
market prices, as a misguided way of passing the subsidy
to the consumer. In 1988, however, the GSDR did not
reduce lot size midway through the auction process, and it
appeared to be willing to let the auction capture the
market vaiue of the commodity available for sale. It is too
ewiy to know whether this attitude is permanent or
temporary, as the results of the 1989 auction are not yet
available in Washington, D.C. In general, unless the GSDR



demonstrates a full commitment to the auction process,
serious traders (would-be buyers) will remain inclined not
to participate in the auctions.

Lack of transparency. During the early auctions, as the
manner of calculating the transfer price changed from an
average of all bids submitted to the stop—out price, the
GSDR sought to make the auction process as obscure as
possible for prospective bidders, wmistakenly thinking that an
imperfect understanding of auction procedures would lower
bid prices. Such an attitude had ize effect of increasing
uncertainty, discouraging serious bidders, and giving rise to
speculative (very high and very low) bids

Delays in auction implementation 1hese delays, caused by
either government interventions or operational bottlenecks,
resulted in a considerable loss of puklic confidence in the
auction system during the initial years. Traders became
concerned as their bid bonds or deposits became tied up
for periods longer than expected and as their ability to
claim their goods in a timely manner (or even to claim
goods at all) diminished. Such delays were minimized by
employing a single auction site in 1988, which was also
under the direct influence of the government agencies
responsible for implementing the auctions.

More than one auction site In trying to broaden the dis-

tribution of auctioned commodities over a fragmented food
inarket and into food deficit areas, the GSDR insisted on at
least two auction sites in all years prior to 1988 This
resulted in lower competition, greater collusion among
bidders, higher acirinistrative costs, 2o pcor cocrdination
among oversight committees. When more than one site is
required for political reasons, it is clear that each site
should be treated as a separate auction, with independentiy
derived parameters such as reserve price and eligibility.

Poor commodity selection. Initially, a wide variety of food

commodities was shipped in for the auction sales,
complicating the auction process considerably for all
participants (implementors as weill as participants).
Furthermore, not zall commodities were entirely appropriate
for private auctioa sales, as highlighted by the absence of
wheat and corn sales in 1985. As a result, commodities
were gradually eliminated, leaving vegetable oil as the
aucticn commodity of preference. (Vegetable oil is a high-
value commodit;, with apparently a well-defined market
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niche among cooking oils and consequently a lower impact
on locally produced oils such as sesame.)

) High losses and uneven quality of commodities. Initially,

lack of care in transporting and storing the various food
commodities by the GSDR — compounded by the poor
quality of certain commodities selected for shipment from
the United States — resulted in significant losses (both
physical and in terms of sales). In later years, as the quality
of the commodities improved, losses still accurred owing to
negligence. In 1988, for example, USAID had to caution the
GSDR, as it initially allowed more drums than normal in
strictly commercial transactions to be damaged as they
were unloaded, first stored in the quay alongside the ship,
and later stored in public storage facilities.

A final problem, under review by USAID, is the slowness with which
the GSDR deposits the revenues generated by the auctions into the account
for counterpart funds. Delays of three months have been recorded as
recently as 1988, hampering to some extent the smooth disbursement of funds
throughout the year.
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Amihud, Yakov, ed. Bidding and Auctioning for Procurenient and Allocation.

New York University Press, New York, 1976.

This compendium of articles on the theory and application of
auctioning and bidding contains papers addressing auctions and
economic theory, auctions for contracting and allocating securities
in money and firancial markets, and commedity auctions.

Arthur. H. B. *The Structure and Uses of Auctions” In Bidding and Auctioning

for Procurement and Allocation, edited by Yakov Amihud New York
University Press, New York, 1976.

This is one attempt to designate the necessary conditions for
successful auctions. The author outlines the structural and
corceptual anatomy of auctions and a modification of a pure
auction. Finally, the author presents advantages and limitations of
using auctions to allocate agriculture and foods.

Asﬁenfeiter. Orley. "Hows Auctions Woirk for Wine and Art" Journal of

Economic Perspectives,vol 3, no. 3, summer 1989, pp- 23-26.

The paper reports various empirical regularities observed in the
auctioning of wine and art The author comments that risk
aversion and quantity constraints significantly determine auction
results and that bidders will react more competitively with more
information about the goods, which will result in higher revenues
for the seller.

Baker, Charles C. "Auctioning Coupon-Bearing Securities: A Review of

Treasury Experience” In Bidding and Auctioning for Procurement and



F-2

Allocation, edited by Yakov Amihud, pp. 146-51. New: York University
Press, New York, 1976, pp. 146-51.

The author reviews the experience with auctions in Treasury
financing activities. The uniform price auction and the factors
that influence the coverage of an auction offering (the volume of
bids received in an auction) are evaluated. Under a2 uniform
price auction, bonds are sold at uniform prices determined by
the scale of bids received. Such £ system allows the market to
determine the average yield, and it minimizes the bidding risk
and post-award market risk associated with bond sales. Such 2
system will also increase investor interest in bidding, which will
offset the higher costs of this auction form. While data con-
straints prevented the author from completing a detailed
empirical analysis of the efficiency and effectiveness of uniform
price aucticas, tentative conclusions were drawn.

Boatler, Robert W Goldstein, Henry: and Kaufman, George. "Treasury Bill
Auction Procedures: An Empirical Investigation: Commment” The Journat
of Finance, vol. 30, no. 3, June 1975, pp. 893-94.

This is a response to an article by S. Boiton that quantified the
increase in demand for 91-day Treasury bills that would be
required to offset the loss of profits with the adoption of the
Dutch auction system by the discriminatory auction procedure.
The author calculated that Bolton’s results, which were based on
data for only one year (1968), could vary by as much as 50
percent relative to the degree of uncertainty in prices of that

year.

Boyes, William J. and Huppel, Stephen K. "Auctions as an Allocation
Mechanism in Academia: The Case of Faculty Offices” Journal of
Economic Perspectives, vol 3, no. 3, summer 1989, pp. 37-40.

The authors describe how a sealed bid auction scheme was used
to allocate offices in the academic environment characterized by
few premium locations and little information withi respect to the
value of the offices available for auction

Cassidy, Ralph. Auctions and Auctioneering. Berkeley: University of California
Press, 1967.

This was a preliminary attempt to explain the role of auctions in
market distribution. Citing data collected in 25 countries by
observing auctions and interviewing auction participaats and
sellers, the author sought to explain aspects of price making by
auction method. One hypothesis stated that the auction methed
was essential to resolve certain marketing problems, such as

N
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setting market prices for goods characterized by unstable prices.
The author compared various auction forms using theoretical and
empirical analysis and controlled experimertation to examine the
relative efficiency of various auction methods. Efficiency was
measured in terms of the success of each method in terms of
(1) price determination, {2) speed of selling, 2nd (3) confidence
each systems instills in buyers

Engelbrecht-Wiggans, Richard. "Auctions and Bidding Models: A Survey"
Mansgerment Science, vol. 26, no. 2, February 1980, pp. 119-42.

This is a survey of the main theoretical results and research on
the literature on auctions and bidding. The author describes the
major ideas related to auctions and bidding, and he classifies and
describes various auction and bidding models into four areas —
players, objects, payoff functions, and strategies. Finally, the
author presents areas where further research is warranted,
including the effects of auctioning more than one object simulta-
neously, the equilibrium nature of bidding strategies used, and the
effects of asymmetries in bidders’ information or utility functions.

and Weber, Robert J. "An Example of a Multi~-Object Auction Game."
Management Science, voL 25, no. 12, December 1979, pp. 1272-71.

The authors examine auction results and efficiency for simultane-
ous muiti-object auctions with bidders with non-linear utilities.

In general, the study found that conducting multi~object auctions
as simultaneous single-object auctions might be inefficient, since
bidders might bid differently on different auctions. Such bidding
variance, nonlinear utility, for identical objects arises from
bidders’ budget constraints. Therefore, nonlinearities in bidders’
ulilities might lead to nonadditivity of auction equilibrium bidding
strategies. Nonadditivity implies that the buyer’s value for a set
of objects is not simply the sum of the values of individual
objects, since the bidder’s value of winning one object depends
ot what other objects are also won.

Goldstein, H "The Friedman Proposal for Auctioning Treasury Bilis." fourna/
of Political Economics, vol. 70, 1962, pp. 286-92

The author examines a proposed method for modifying the
current auctioning scheme for Treasury bills. This new scheme,
called the Friedman proposal, would award Treasury bills at the
stop-out price instead of at differing prices until this stop—-out
price. The stop-out price is the price that just covers the
amount offered for competitive tender. Friedraan maintains that
this revised auction scheme would increase government revenue
from the auction of Treasury bills through a reduction in

\



collusive bidding, an increase in the numbers of bidders, and an
increase in the value of bids submitted. The author examines

the Friedman proposal, and he finds that the modified auction
procedure would not reduce the Treasury's debt management

costs for the following reasons: (1) while it would reduce
collusion, the likelihood of collusion under the current system is
extremely small; (2) the increase in the numbers of potential
bidders under the modified scheme would be small; and.

(3) increased revenues due to higher bids would be more than offset
by the government’s inability to use price discrimination as it is
currently practiced. The paper presents these counter arguments in
detail

; Kaufman, G; and Boatles, Robert. "Treasury Bill Auction Procedures:

A Comment." Journal of Finance, volL 30, 1975, pp. 895-99.

The authors find unconvincing Bolton’s conclusion that more
revenue would accrue to the government by using the Dutch
system rather than the discriminatory scheme for auctioning
Treasury bills. The authors assert that the variables and constant
term of the demand function are questionable and improperly
identified and that simulations alone cannot be used to justify a
change in auction procedures.

Hansen, Robert G. "Empirical Testing of Auction Theory.” American Economic

Review, vol. 75, no. 2, May 1985, pp. 156-59.

The author reviews research results on auctions derived from
the application of pure and applied auction thecry as a predictor
of revenue from sealed bid versus open bid auctions, and bid
levei as being determined by the number of bidders or competi-
tion. The author examines empirical work using auction lheory
to explain the means of payment in auctions and the effective-
ness and strategies of cartels The results indicate that stock
hidding yields higher revenue than cash bidding and that sealed
bid auctions with a reserve price reduce the likelihood of
bidders’ carteis.

- "Sealed-Bid Versus Open Auctions: The Evidence." Ecozomic Inquiry,

vol 24, no. 1, January 1986, pp. 125-42.

The author tests Vickrey's prcposition (the revenue equivalence
theorem) that sealed bid and open auctions yield equal revenue.
The hypothesis is tested hy analyzing US. Forest Service auction
data during 1977, using ordinary least squares, two stage least
squares, and maximum likelihood regression analysis. The results
demonstrated that sealed bids yielded marginally more revenue
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than open auctions, but not enough to warrant selecting one
auction format over the other.

Harris, Milton and Raviv, Artur. "Allocation Mechanisms and the Design of

Auctions.” Econometrica, vol. 49, no. 6, November 198!,
pp. 1477-99.

The authors develop a theoretical framework to examine two
issues related to auctions: (1) why auctions are used to allocate
resources in certain environments, and (2) which type of auction
is efficient and yields the highest expected revenue. The authors
assert that any mechanism is equivalent to some form of sealed-
bid auction ir a certsin simple environment. To answer the
second question. the competitive and discriminating auctions (the
two most examined auctions) are examined. Using a simplified
form of the model in which there are only two risk-neutral
buyers who know the seller’s reservation price, the authors
conclude that both competitive and discriminating types of
auctions yield the highest expected revenue. Adapting the
framework to allow for N potential risk-adverse buyers, each
bidding for a single unit of the commodity to be sold, the
authors conclude that the discriminating auction yields the most
revenue to the selier. The authors coaclude that, in general, the
discriminating type of auction maximizes the seller’s revenue.

- "A Theory of Monopoly Pricing Schemes with Demand Uncertainty.”

The American Economic Review, vol 71, no. 3, June 1981, pp. 347-65.

Using a theoretical model, the authors derive the form of an
optimal marketing scheme for three types of marketing mechan-
isms, and they identify the conditions under which each scheme
should be used. The three marketing schemes discussed are

(1) simple single-price strategy (the seller posts a single price at
which buyers can purchase product); (2) auctions (sealed or open
. bid, second price, and discriminating auctions); and (3) oriority
pricing (various prices are charged, with buyers paying higher
prices assigned higher priority for receiving the product).

The model consists of one seller, N buyers, asymmetric informa-
tion among buyers, and a homogeneous product with constant
marginal proauction costs up to a capacity limit The results
demonstrate that the optimal marketing scheme is a function of
assumptions regarding capacity as follows: (1) a priority pricing
scheme is optimal when potential demand exceeds capacity; (2) a
single-price scheme is optimal when capacity exceeds potential
demand; and (3) a single-price scheme is optimal when capacity
can be chosen by the seller.
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Hausch, Donald B. "Multi-Object Auctions: Sequential vs. Simultaneous Sales.”
Mansgement Science, vol. 32, no. 12, December 1986,
pp. 1599-1610.

The author utilizes a simple two-signal model to .iemonstrate the
relative benefits of using sequential versus simultaneous bidding
strategies for auctioning goods. The results indicate that the
seller might orefer to auction goods simultaneously rather than
sequentially, since low bids — submitted during sequential
auctions — would be used to deceive other bidders for subse-
quent auctions. This would, therefore, reduce the seller's profits.
However, in some cases, the information released during sequen-
tial auctions might benefit the seller in subsequent auctions, which
would lead the seller to prefer sequential auctions to maximize
revenue. Therefore, the seller may chose either the sequential or
simultaneous auction method, based on the relative dominance of
either the information effect or the deception effect, using the
winner’s curse to select the best approach for maximizing
revenue.

Hendricks, Kenneth and Porter, Robert. "An Empirical Study of an Auction
With Asymmetric Information" American Economic Review, vol 78
December 1988, pp. 865-83.

The authors apply the Bayesian-Nash equilibrium theory to
auctions of federal offshore oil and gas drainage lease sales
characterized by asyminetric information. The results indicate
that bidders owning tracts in proximity to those being auctioned
have an ir{ormation advantage over bidders without neighboring
tracts and they often bid jointly.

Jarecki, H. G. "Bullion Dealing, Commodity Exchange Trading and the London
Gold Fixing Three Forms of Commodity Auctions” In Bidding and
Auctioning for Procurement and Allocztion, ediled by Yakov Amitiud.
New York University Press, New York, 1976.

This chapter presents the use of auctions in the international gold
markets and, in particular, bullion trading on organized commodity
exchanpges.

Johnson, R . "The Parfectly Competitive Auctiori Pricing Alternative for
Agricultural Products® In Bidding and Auctioning for Procurement and
Allocation, edited by Yakov Amihud. New York University Press, New
York, 1976.

The author maintains that US. auction markets for agricultural
commeodities are noncompetitive due to pricing and physical inef-
ficiencies. He also comments that Canada uses an auction system
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for agriculturai products that leads to physical and pricing
efficiency.

Kagel, John H. and Levin, Dan "The Winner’s Curse and Public Information in
Common Value Auctions.” The American Economic Review, vol. 76,

December 1986, pp. 894-920.

The authors examined the various outcomes of bidding with the
presence and absence of the winner’s curse. They found that
muitiple bidding provides more public information and reduces
bidder uncertainty, which results in higher nids and revenues for
the seller. With the presence of ihe winner’s curse, however, a
decreuse in uncertainty due to multiple bidding leads to a
reduction in seller’s revenues. Therefore, piblic information has
a varied impact on bidding revenue, subject to the presence or
absence of the winner’s curse.

Keir, P. M. "Remarks on Security Auctions” In Bidding and Auctioning for
Procurement and Allocation, edited by Yakov Amihud. New York
University Press, New York, 1976.

This chapter contains remarks made by a representative of the
Federal Reserve about using auctions for selling securities and
other uses in the management of its own upen-market policy.
The speaker provides a brief justification for using an auction
scheme for the sale of securities.

Krum, Kathie. Exchange Auctions: A Review of Experiences. World Bank,
Trade and Adjustment Policy Division, Country Policy Department
Working Paper, July 1985.

The aulior compares and contrasts the auction of foreign
exchange with other exchange rate regimes, and she discusses
structural considerations for implementing exchange rate auctions.
The experiences of Uganda, Sierra Leone, and Jamaica with
exchange rate auctions are analyzed

Labys, Walter. "Bidding and Auctioning on International Commodity Markets.”
In Bidding and Auctioning for Procurement and Allocation, edited by
Yakov Amihud. New York University Press, New York, 1976.

The auther provides a summary of the histery of commodity
auctions to trace the development of bidding and auctioning in
physical and futures markets, and he provides an econometric
approach for analyzing auctions. The development of futures
auctions in terms of physical locations and contractual arrange-
ments is followed by an expianation of the actual nature of the
bidding process. Using spectral analysis, the author concludes
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that there is little evidence of a systematic pattern of price
fluctuations from futures and commodity auctions.

McAfee, R. Preston and McMillan, John “Auctions and Bidding" Journal of

Economic Literature, vol 25, June 1987, pp. 699-738.

The authors survey recent developments in the theory of auction
bidding mechanisms, and they discuss the relevance of the theo-
retical resuits for auctions in practice. The four major auction
schemes are discussed: English, Dutch, first-price sealed-bid, and
second-price sealed-bid. The authors examine various auction
results under the assumption that monopoly or monopsony exists
on one side of the market Based on the benchmark model with
the lollowing assumptions (risk-neutral bidders, independent
private values, bidders are symmetric, and payment is a function
of bids alone), the authors conclude that auction revenue would
be equal among all four auctions. The authors also discuss and
examine optimal auction results under relaxed benchmark
assumptions. '
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Mead, W. J. "Natural Resource Disposal Policy — Oral Auction Versus Sealed

Bids" Vatural Resources Journal, vol. 7, 1967, pp. 194-224.

The author compares two methods for auctioning mineral rights
for Federal land containing natural resources — oral bidding
(timber) and sealed bidding (gas and oil and oilshale) — in cases

where oligopsony, rather than pe:fect competition, prevails. Using

statistical analysis, the author concludes that oral bidding is the
suboptlimum method, since it facilitates collusion and often
requires bidders to prequalify, thereby further reducing competi-
tion Sealed bidding, therefore, would reduce collusion and
mcrease seller revenue {particularly when there is only one
bidder). Cral hidding, however, might be justified for indusiries
faced with high fixed processing costs and dependency on raw
materials having close proximity to the processing site (timber).
In the case of oil and gas, while there are few buying firms, the
raw materials might be transported over longer distances to pro-
cessing facilities; uierefore, sealed bidding is optimum.

Milgrom, Paul "Auctions and Bidding A Primer." Journal of Economic
Perspectives,vol 3, no. 3, summer 1989, pp. 3-21.

The author provides a review of auction theory used to analyze
auction schemes with respect to maximizing the welfare of the
bid-taker, ensuring efficient allocations, minimizing transaction
costs, guarding against corruption by the bid-taker’s agents, and
reducing the effects cf collusion among bidders. The paper aiso
includes a discussion of auction theory used to predict auction



bids and profits, along with experimenta! evidence and empirical
studies to test the theories’ predictions.

and Robert Weber. "A Theory of Auctions and Competitive Bidding.”
Econometrics, vol. 50, September 1982, pp. 1089-1122.

The authors examine existing auction theory and develop their
own model for analyzing auction behavior and results. The main
results of the existing independent private values model, where a
single indivisible object is sold to one of several risk-neutral
bidders with independent values, indicate that the Dutch auction
and the first-price sealed-bid auction yield the same revenue.
WhﬂetheEnglishawtionandthesecond’pﬁcesealedbid
auclions are equivalent, they are weaker strategically than the
Dutch and first-price auctions. All four auction schemes lead to
Pareto Optimal allocations and identical expected revenue results
for the seller. The authors conclude that this model cannot
provide guidance as to the optimal auction form.

In an attempt tc provide a theoretical framework to better
predict auction resulis, the authors present their own model for
risk-neutral bidders, relaxing the assumptions of the independent
private values model concerning the independence of bidders’
value estimates This revised framework allows the auction
methods to be ranked in terms of revenue generation as follows:
the English auction generates the highest prices, followed by the
second-price, Dutch, and first-price auctions.

Miller, E. M. "Oral and Sealed Bidding Efficiency Versus Equity” Natural
Resources Journal, vol 12, 1972, pp. 330-53.

The author examines efficiency and equity issues surrounding oral
versus sealed bidding for the auction of Federal Government-
owned natural resource mineral rights. Examining aucticns of
mineral rights for timber, the author concludes that the optimal
auction scheme employs a combination of oral and sealed bidding
to maximize efficiency and equity. Such a system would ensure
efficiency standards. It would also reduce the potential collusion
characterized by oral bidding systems by requiring bidders to
submit statements to the government indicating their maximum
price prior to a simulated oral auction. The highest bidder in
the simulated oral auction would pay the price bid by the
second-place player.

Palfrey, Thomas R "Multiple-Object, Discriminatory Auctions and Bidding
Constraintss A Game Theoretic Analysis.” Management Science, vol. 26,
no. 9, September 1980, pp. 935-46.
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The author examines properties of Nash equilibria solutions in
multi-commodity simultaneous auctions where bidders are subject
to exposure constraints (the sum of bids cannot exceed some
level). The author conciudes that pure Nash equilibria do not
exist where (1) there are more than two bidders and two
objects and/or a reservation bid requirement is present, and (2)
two bidders and objects exist. Buyers have zero profits wken
there are more than two bidders and two objects since the Nash
equilibrium exists. One important assumption states that buyer
revecue in multi-object auctions is not simply the product of the
expected net value of each item sold and the probabilities of
winning each item, since the net value of an item is a function of
the values of other items won.

- "Bundling Decisions by a Multiproduct Monopolist with Incomplete
Information” Econometrics, vol. 51, no. 2, March 1983, pp- 463-83.

The author examines tiie use of a bundling mechanism (tied
sales) employed by multiple product mornopolists working in an
environment of imperfect information with regard to demand.
Using a theoretical model, the author demosstraice that the
monopolist’s bundling decision is strongly influenced by the
number of buyers in the market in auctions with few buyers,
the monopolist will bundle his output, leaving buyers worse off
than had the seller auctioned his goods separately. With a larger
number of buyers, the seller will untie output, with high-demand
buyers being worse off and low-demand buyers being better oil
than had the seller auctioned bundled merchandise. Using a
bundling mechanism leads to market inefficiencies both ex anie
and ex post.

Reiber, M. “Coliusion in the Auction Market for Treasury Bills" Journal of
Political Economy, vol. T2, 194, pp. 509-15.

- The author critiques Milton Friedman’s hypothesis that discrimina-
tory pricing practices in weekly Treasury bill auctions limit the
market to specialists who are forced to collude. Reiber argues
that Friedman incorrectly used auction data and that auctions are
not limited to dealers since sufficient information is available to
all potential bidders.

Riley, John G. "Expected Revenue from Open and Sealed Bid Auctions.”
Journal of Economic Perspectives,vol 3, no. 3, summer 1989,
pp. 41-50.

The author examines why seller revenue is the Same across
different auction schemes by comparing the revenue from open
versus sealed bidding. The study examines basic auction revenue
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ranking theorems, the chief one being the revenue equivalence
theorem. This theorem asserts that equal revenue will resuit
from sealed bid and open auctions by competitive bidding by
risk-neutral bidders. By relaxing two assumptions of this
theorem, the risk aversion and independence of beliefs assump-
tions, the autiior states that a sealed bid auction would result in
increased revenues for the seller.

and Samuelson, Wiiliam. "Optimal Auctions.® American Economic

Review, voL 71, June 1983, pp. 381-92

The authors examine the various forms of auctions and discuss
resource allocation resulting from using various auction schemes.
A thenretical model is presented, demonstrating that different
auctions yield revenue that is easily compared and that revenue
is maximized if the seller announces the reserve price prior to
the auction. Under different assumptions of buyer risk zversion,
the authors find that the sealed high-price bid yields higher
revenue for the seller than would the English auction in cases
where the bidders are risk averse.

Roth, Alvin and Schoumaker, Francoise. "Expectations and Reputations in

Bargaining An Experimental Study.” American Economic Review, vol 73,
June 1983, pp. 362-72

This study examined the relationship between bidders’ expecta-
tions and outcomes. The authors postulate that bidding cutcome
is determined not only by bidders’ preferences and strategic
options, but by their expectations. The study found that bidders
formed differing expectations based on their previous experien-
ces that influenced bidding outcome. The authors review three
experiments to test their theories reiated to the expected utilities
of bidders.

and Allocation, edited by Yakov Amihud. New York University Press,
New York, 1976.

This introductory chapter presents the hypothesis that auctions
have not been the subject of extensive economic study because
they defy conventional ecor.omic analysis. The author’s definition
of auctions is studied in terms of its departure from general
equilibrium economics. The author defines auctions as exchange
mechanisms without a recontracting provision in which the seller
is relatively passive and goods are often indivisible. This brief
analysis concludes that (1) the lack of a recontracting process
results in sub-optimal allocations occurring in auctions, since
sellers in auctions are passive and lack strategic opportunities

y" In Bidding and Auctioning for Procurement
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available to them in other price-forming processes; (2) the
optimality of the final auction allocation is influenced greatly by
the sequence of the auction of separate goods; and (3) auctions
are very low cost mechanisms of allocation.

Vernon L. "Experimental Studies of Discrimination Versus Competition
in Sealed-Bid Auction Markets." Journal of Business,vol 40, no. 1,
January 1967, pp. 56-84.

The author examines bidding behavior and price determination
under price discrimination and pure competition. Price discrimi-
nation exists when successful individual bids are filled at actual
levels, and pure competition is characterized by successful bids
filled at an average equilibrium price. Conclusions are drawn
based on six sealed bid auction experiments using both market
forms to assess auction results on the number and level of bids.

The results indicate that (1) competitive bid variance is consis-
tently greater than is discriminatory bid variance, (2) competitive
bids dominate discriminatory bids stochastically, (3) revenues for
monopolist sellers are greater in a competitive auction when the
proportion of rejected bids is low or moderate, (4) discriminatory
auctions with a high proportion of rejected bids tend to dominate
discriminatory auctions stochastically with a lower proportion of
rejected bids, (5) total revenues of a monopolistic seller are
greater the larger the proportion of rejected bids in a discrimina-
tory auction, and (6) a very small proportion of bids demonstrate
linear utility of money.

R M and Rothkopf, M. H Competitive Bidding: A Comprehensive
Bibliography. Technical Report 77/9, Department of Statistics and
Computer Science, University of Delaware, Newmark, June 1977.

Revised, Report ARG 78-1, Xerox Research Center, June 1978, pp. 364-90.

This bibliography contains almost 500 titles on quantitative models
related to competitive bidding. It cites articles concerning models
of single and muitiple auctions and analysis of auctions for
resource allocation and of historical data on bidding. While some
of the articles deal with competitive bidding in theory, others
discuss the application of auction theory for competitive bidding
for comstruction contracts, oil exploration rights, and securiiies.

Stuart E. "Some Evidence on the Winner's Curse.” American Economic
Review, vol. 78 December 1988, pp. 884-95.

The author uses statistical techniques to analyze the extent to
which the winner’s curse characterizes winning bids in the
construction industry.

AN
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Vickrey, William. "Auctions, Markets and Optimal Allocation” In Bidding and
Auctioning for Procurement and Allocation, edited by Yakov Arnihud.
New York University Press, New York, 1976.

The author discusses scenarios for ensuring optimal and sub~
optimal allocation through auctions. The author compares alloci-
tion by means of auctions with the Pareto optimal allocation of
resources through perfect competition, and he discusses applica-
tions for the bond market and airline industry.
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APPENDIX G:
ORGANIZATION OF AN INVITATION FOR BIDS

A procedure for an invitation for bids (!FB) is generally selected as a
sales mechanism for commodities when the government seeks to maintain iis
integrity and to remove the possibility of selective negotiations, favoritism, or
the appearance of conflict of interest

In general, IFBs are issucd for the purchase or sale of commodities of
more than a certain value. The value varies from country to country.

The requirements concerning the manner in which the IFB must be
conducted are generally spécified in regulations issued by the government or
its agencies. It should be clearly understood thai an IFB gives traders the
possibility of purchasing from the government some commodities under
certain conditions. If the trader makes an offer to buy such commodity at a
set price and the government accepts that offer, the acceptance by the
government should constitute an enforceable contract, subject to the
conditions specified by the [FB.

Policies To Be Decided Refore
the issuance of an IF3

The first phase of the IFB procedure concerns policy matters. The
policies must be decided before an IFB is issued because they dictate the
conditions and requirements for the IFB and eventually become part of the
contract between the government and the bidder.

An Interministerial Commission, designated by the government to

supervise government procurement regulations, is generally responsible for
establishing the policies. The policies cover the following:

\‘S(V'\f,;a



L Establishment of an appropriate reserve price. Under the
PL. 480 program, the minimum price acceptahle for the sale
of US. rice or other agricultural commodities is the fas.
price at the US. gulf port This might or might not
constitute an appropriate reserve price, but this should be
decided before the IFB is issued.

L Definition of the criteria concerning the eligibility of bidders

e Establishment of procedures for the deposit of cash and
opening of letters of credit

. Definition of the pricing mechanism

u Establishment of the size or tonnage of the lot to be sold.
The size of the lots to be made available for sale and the
maximum sold to each bidder, if any, will influence which
traders participate and the degree of competition.

The implementation of these policies, the prepara‘ion and issuance of
the IFB, the receipt and screening of bidders, the opening of the bids, and
the choice of the successful bidders may be conducted by the Inerministerial
Commission or by a oversight committee designated by that commission

implementation of the IFB Under the
Supervision of the Commission

After the policies have been settled, an oversight committee is

responsible for their implementstion. The tasks of the committiee are as
follows:

a Issue the announcement that there will be an IFB and have
it publicized through the radio and the press

. Prepare and issue the IFB a2nd the "Cahier des Charges”

e Receive the bids, open and record publically the bids at
the time and place indicated in the IFB, and establish an

alternate or waiting list of bidders

. Decide on the technical aspects of the bids:



»  Determine the eligibility of the trader using the
criteria mentioned in the [FB or announcement

> Check the deposit of cash and/or bid bonds
and the opening of the letter of credit, if any

> If the bidder first chosen cannot qualify
financially, designate the next bidder on the
waiting list

> Cancel the IFB if there are not enough bids or
for other appropriate reasons

[f this procedure is not strictly followed, there might be a lack of credibility
in the decisions made by the commission

Eligibility of Bidders

Before the issuance of an IFB, one or more of the following
requirements should be adopted:

® The bidder must be registered as a businessman and have
experience in the field of purchase, sales, import, or export
of agricultural commodities.

L The bidder must have a financial credit that will allow him
to pay for the amount written in his bid, as shown by a
bank letter of recommendation, for example.

5 The bidder must have the technical capacity to handle the
transaction and have warehousing or storage facilities
commensurate o his bid, if this requirement can be met by
most established traders.

L The bidder must have paid his taxes and commercial dues.
. The bidder must not have been condemned judicially.

USDA, for example, requires that bidders interested in commodities
under PL. 480, Title [ must submit the following information to determine

their eligibility:
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= A current financial statement of the person cr firm wishing
to become eligible as evidence of financial responsibility

. A statement containing general background information
about the firm, with particular reference to the firm’s
experience as buyer and seller of agricultural commeodities,
and any other information available relating to whether the
person or firm is a responsible party and able to perform
under the PL 480 purchase authorizstica

a A staiement to be maintained on a current basis listing the
name, address, and chief executive officers for all
branches, affiliates, subsidiaries, and associated companies,
both foreign anc domestic, in which the supplier has a
controlling interest This statement must also furnish the
same information for any companies that have a controlling
interest in the supplier, either direc tly or through

bsidiaries.

There must also be a statement that the potential buyer has not used
the services of persons or agencies with influence or contacts in the govern-
ment and whose remunerations on commission will be based on the final
purchase.

The following certificate couid be required from bidders. The bidder
certifies whether:

L He hss or has nct employed a person or a corporatior or
any other entity thar his own employees to obtain the
coatrsact

. He has or has not paid or promised to any person (other
than one of his employees or ordinary representatives) a
commission, percentage, brokerage or benefit to be given
only in case the contract is awarded to him

L He accepts to supply under his signature the information
relating to his agenis or representsatives if it is asked by
the seller

. He has an agent in an office located in . . ., upon which
service of process may be made, and further warrants that
he will comply with all requirements of the announcement
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There are generally three steps required for an IFB.

Step | — Announcement of
an Invitation for Bids

Approximately 20 days but no less than 10 days before the opening of
the bids, an announcement concerning the [FB should be made in the press
and over the radio, and also to the Chamber of Commerce, cooperative
associations, and other professional associations. The announcement should
state the following

. The nature and approximate amount of commodities

o The location, day and time set up for the opening of the
bids as well as the conditions for the expedition and
submission of the bids or tenders

a The authority responsible for the award of the contracts

. The location where the interested parties may obtain or
review the clauses and provisions that will apply to an
eventual contract This includes the IFB itself plus
whatever regulations might have been approved by the
government

e The details of contract implementation

u The document that will have to be presented with the bide
by bidders, the justifications that they must produce
concerning their reputation and financial capacity as
indicated above, and the criteria that will be used to
decide their eligibility

. The conditions under which bids will be received; non
compliance will result in the bids being returned prior to

their opening
Step 2 — Content of the
Invitation for Bids
A check list of contents for IFBs is as follows:
. Invitation for bid number

L Name and address of the office issuing the IFB

Je
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Date of issuance

Number of pages

Date, time, and location for the bid or tenders opening
Information on the source of financing

Quantity of commodities to be sold; tonnage of each lot, if
to be sold by lots; maximum number of lots that can be
bought by any bidder

Specifications of grade of commodities to be sold:
availability of samples and where

Documentation on elegibility to be supplied by the bidder:
offer, certificates, tax, bank, credit, guarantee or security,
bid bond, or certificate of deposit

Current location of commoxities or estimated arrival time
and place

Authorization, if necessary, to submit bids by telegram

List of mem....s that compose the commission responsible
for opening the bids

Packing and marks if any
Location and conditions of inspection

Insurance, security, execution, or compliance guarantees to
be depcsited

Penalties

Payment terms acceptable and consideration of terms in
evaluation of bids

Duration or time during which tender or bids can be made
Reserve price if any

Notification terms — length of time bidder is required to
keep offer open method and timing of notification of
winner
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= Disclaimer clause, ie, reserving the right to allocate any
quantity up to the maximum or to cancel the sale

Other clauses might have to be prepared and approved. They should
be included in the [FB or a separate document made available at the same
time that the IFB is issued to the public.

The [FB should have very precise specifications of the product to be
sold. Specifications that are not prepared with care almost variably result in
errors and misunderstandings on the part of the bidder. Poorly conceived
IFBs also often result in numerous complaints and protests by bidders or in
the cancellation of one IFB and the issuance of another. All of this evidently
brings about delays in awarding the commodity and completing the final sale.
In the case of cereals, extensive delays might cause losses in cereal stocks
and diminish the quantity or quality of cereal available for sale.

Step 3 — Acceptance of Offers

The most important points concerning acceptance of offers are as follows:

s The accepiance of offer will be made by telegram or letter
or telex no later than the time specified in the applicable
invitation.

L The highest bidder will be awarded the contract.

. The government may ccnsider any other factors in
evaluating offers and awarding contracts.

It is understood that a sale at the price specified in the tender and the
written acceptances agreed to will become a binding contract including the
conditions and clauses enumerated below, if they were made known in
advance to the contractor, either by reference in the IFB or because they
were made part of regulations issued by the government.

Finandal Arrangements

Within 10 business days after the date of the contract, payment must
be received in the government office. If the payment has not been made
within 10 business days, interest at the annual rate in effect at ‘he time the
offer is accepted by the government shall be paid by the contractor to the
government from the date of the contract to the date payment is received by
the government.

WA
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Notwithstanding the above paragraph, at the election of the government,
if the contractor fails to make arrangements for payment to the government
within 10 days after the date of the coatract by (1) wiring transfer of funds
or (2) depositing certified check payable to the government, all of the
coatractor’s rights under the contract may be terminated by the government
and the government may proceed against the contractor to recover any
damages the government might have sustained.

No commodity should be delivered until paid for in full Partial
delivery and payment may be permitted, if ful! payment is expected within
days

Transfoy of Tit'e and
Risk of Loss

Transfer of title and risk of loss shall pass from the government to the
contractor on the date specified in the loading order. In speciiying the date
for transfer of title, the government will consider the probable date the
loading order will reach the warehouseman in the normal course of business.
Any difference with respect to the quantity and quality or any other factor
shown on the warehouse receipts surrendered by the government and the
quantity and quality or any other factor of the grain actually delivered to the
contractor by the warehouse shall be settled between the contractor and the
storing warehouseman.

Warehouse Charges

The government will pay storage through the date of transfer of title,
but no later than 10 business days after the date of the contract Storage
afier that date will be charged to the account of the contractor. The
government wil: pay normal loadout charges to the storing warehouse at
uniform grain storage charges.

Legal Recourse

In general, suits have not been raised by governments against bidders
for non-payment However, all IFBs should contain a clause for legal
recourse for both the government and the bidder. The clause should state
that disputes will be solved through arbitration or through the appropriate
court system.



Opening of the Bids and the Choice
of the Successful Bidder

The bids must be forwarded to the committee under double sealed
envelopes. The external envelope should indicate clearly the name or
number of the IFB, and it should contain all documents required from the
bidder by the IFB. These would include the following:

u Description of physical means available or rented for the
storage of the cereals

L Description of staff or persennel, it any

. An indication of financial resources, financial viability and/or
rate of return

= References

= A sworn declaration or certificate that no attempt has been
made to influence in any way the commission or its
members in the choice of successful bidder

e A bid bond

These documents allow the oversight committee to determine the
financial and technical capacity of the bidder and his general standing within
the business community.

The inside sealed envelope, on which the name of the trader appears,
should contain the bid itself.

All envelopes must arrive at the deadline for their receipt and at the
location indicated in the announcement and IFB, either by registered mail or
by hand but against a receipt. All envelopes containing sealed bids must be
registered as they are received. The envelopes must remain sealed until the
date and hour fixed for their public opening.

The sealed envelopes are opened by the committee designated by the
local regulation or specified in the transfer authorization with USAID if such
a provision exists in the authorization.

At the time set for the opening of the bids, external envelopes are
open publicly and a list of the documents enclosed is made by the
committee.
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The committee may ask bidders to explain further their submissions.
Eligible bidders are those that submit documents in conformity with the
prevailing IFB regulations. Discussions on the qualifications of the bidders
may be made without the presence of the bidders. The reason for not
accepting a bid must be given in the minutes of the meeting.

If the committee decides that the bidder is not eligible, his bid must
be returned to him without the inside sealed envelope being opened. He is
given the reasons for the rejection of his bid.

When the eligible bidders have been screened, their bids contained in
the inside sealed envelope are opened in public and read aloud.

Registration of the Bids

The steps for registering bid submissions and notifying winners is as follows:

. The name of each bidders and the price offered are
included in a written statement certified by the members
of the committee.

. A list of responsible bids is made by price, beginning with the
hignest bidder. All of the bids are registered.

u The president of the committee opens the envelope containing the
reserve price if it has not been made public before. The highest
bids are then chosen until the number of lots or the tonnage is
exhausted.

8 A list of winners. showing the quantity awarded to eacn
and at what price, is established.

B The possibility of changes due to inquiries or to the fic
that some successful bidders cannot fulfill their obligations
might make it necessary to delay the final selection of
bidders for awards.

u The winners, if present, sign a paper stating that they have
been notified of the results. If not present, they must be
notified by registered mail.

= If successful bidders default, the bidders on the alternate
list (ranked in descending order by bid price) are notified
that they have been chosen to replace the defauiting
bidder. To allow this, it should be put in the IFB that the



offers of the bidders are considered binding until a date
that is later than the date of opening.

In the case of bid bonds, the money is to be returned to
the unsuccessful bidders only after the date set in the IFB.
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APPENDIX H

IMPLICATIONS OF FOOD AID PROGRAMMING AND
PROCUREMENT PROCEDURES FOR AUCTIONS

To understand the differences that can exist in the timing of the
invitation for bids (IFB) within the framework of Title I or Title II of PL.
480, it is necessary to understand the procedure used under both titles.

Four tables and a figure are attached to this appendix. They concern
Title I and Title II operations.

®  Table H-1 shows the procedure as it exists for Title L

» Table H-2 shows how the procedure might be changed to
provide more action to private business for Title L

. Figure H-1, reproduced from the USDA, depicts the operations
as they are implemented now.

L Table H-3 shows the procedures for Title I Private Voluntary
Organizations (PVOs).

®  Table H-4 shows the procedures for Title Il government-to-
government programs or projects.

L Table H-5 is a list of 71 steps describing the way PL. 480
works. [t was prepared by a private business representative.

To identify when the private importers can be given authority to
purchase and sell the agricultural commodities under P.L. 480, it seems
important to separate Title | procedures from Title I procedures. Under PL.
480 Title I, food aid is sold through sales agreements. Under Titles II and I,
food aid is granted for humanitarian purposes through PVOs and to
governments for projects and programs.
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Under Title I, the recipient government receives a loan in dollars
repayable within a certain period of time, preceded by a grace period, and at
a low interest rate. With this loan, the recipient government purchases
agricultural commodities in the United States and it imports them for sale
iocally (with a provision in the sales agreement that these commodities
cannot be re-exported). The US. government requires that the local currency
that the recipient government obtains from the sale of the cominedities be
itself considered as a loan and be used for “self-help projects or programs
designed to increase the agricultural productivity of the recipient country and
for the benefit of the poorest members of that country.”

Under Title II, Title IlI, and Section 416(b), a grant is made by the
United States cither to the recipient government through a traiisfer agreement
or to a PVO or cooperative through a multi-year operational plan/annusl
estimate of requirements (MYOP/AER), or a Section 416{b) plan of operation.
Those grants can be either for humanitarian purposes or for economic
development.

Under the grant procedure, the government, the PVO, or the cooperative
does not purchase the agricultural commodities in the United States. The
commodities are supplied and shipped by the Commedity Credit Corporation
(CCC). As a consequence, there is no private business involved in the
purchase of agricultural commodities in the United States, as it is the CCC
who is in charge of that operation. The PVO, cooperative, cr government
agency is involved only in the sale in the recipient country of those
commodities when there is a project or program involving monetization. I[n
some csases, they are also involved in the ocean transportation of the
cornmodities. Although, under current procedures, only Title 1 programs
permit private sector traders to purchase the commodity directly in the
United States, all Title I and Section 415(b) programs recuire that the local
governments be involved.

Title |

Under Title [, the loan in dollars made by the US. governmeni is used
only for the purchase of agricultural commodities by the foreign government.
The title to those agricuitural commodities passes to the foreign government
when they are loaded on a ship at a US. port The USDA supervises the
implementation of the sales agreement, and, as required by US. regulations, it
verifies that the commodities are purchased by IFB and that the lowest

bidder gets the contract.

Title I of P.L. 480 also directs the President to “take appropriate steps
to assure . . . that small business has adequate and fair opportunity to
participate in sales made under the authority of the Act” To ensure that
small business firms have an equal opportunity to participate, the Title I

.‘
¥
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financing regulations issued under the Act prohibit buyers from establishing
minimum quantities to be offered. All offers, regardless of size, must be
considered (Section 176(bX3Xv)). In addition, the IFBs issued by importing
conntries cannot limit the right to submit offers to any specified group or
class of suppliers; IFBs must perii* zubmission of offers by any supplier
who meets the requirements of the regulations (Section 17.6(bX3Xiii)).

It is the foreign government that is responsible for preparing the IFB,
and generally the embassy of that government in the United States preoares
the IFB or hires a procurement agent to prepare and follow up on the IFB.
The IFB is issued after the purchase authorization (PA), which contains
specifications for the quality of the com:nodity to be purchased. The USDA
must approve the IFB for the purchase of commodities, as well as the IFB
for the freight and the contracts for both operations.

Administratively, the foreign government can separate the purchase of
the commedity in the United States and the sale of that commodity in the
foreign country from the implementation of programs funded by the monies
raised through the sale It can, therefore, decide to designate private
importers rather than a parastatal agency or a government agency to
purchase the commodities directly in the United States and sell them in
country. In Guatemala, for instance, there are two groups of importers that
have been designated by the government for the importation of wheat under
P.L. 480.

Under the current system. the PA is issued by the USDA Foreign Agri-
culture Service at the request of the foreign government. This PA includes
such details as the particular grade or type of commodity to be purchased,
the approximate quantity of the commodity, and the maximum doilar amount
authorized. It includes the period during which contracts may be entered
into and the period during which deliveries must be made.

Those details are included in the PA after receipt by USDA of the
operational reporting cable from the US. embassy in the recipient country,
containing specifications of commodities, quantities, purchasing and shinping
dates, and the names of the banking institutions to be used in the United
States and the foreign country.

The importer in some countries might still be an agency of the recinient
government and it is that agency who decides the date of purchase, quality
of grain, delivery period, etc. Unfortunately, very often those choices might
appear in the PA, but the date of issuance of the PA makes them inoperative.

If the foreign government authorizes private importers to purchase
agricultural commodities under P.L. 480 and to ship and sell those
commodities in the recipient country before the purchase authorization is
issued, two questions must be asked:

AN
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®  Are the importers chosen in a way that avoids
accusations of favoritism or conflict of interest?

e How will the sale proceeds be calculated?

It should be possible for the recipient government to choose the
irnporters by a first IFB in the recipient government country, but what
exactly would be expected from the bidder? Would he have to bid on the
basis of tonnage or money or both?

If the private importer proposes to make a purchase in US. dollars, he
will have to know the market price of commodities in both countries, the
world market price, the freight and transport costs, and the timing of the
delivery. If the importer has to pay the equivalent of the price in local
currency before the IFB is issued in the United States, he will take some
risks on all those prices. Even if he has the authority to choose the time at
which the IFB will be issued, he will encounter some of the same delays
that the government encounters. This is because the IFB can be issued only
after the sales agreement has been signed and the commodities must be
shipped before the end of September, the end of the fiscal year, which often
coincide with the harvest season of the recipient country.

Few developing countries have traders sophisticated enough to handle
those transactions, especially when the 75-percent clause concerning the
shipping of commodities on US. flag vessels is added to other timing and
payment constraints. The problems can be partially solved by using a
procurement agent

It is difficult, however, for the importers to control the delivery time
when it is the government who controls the signature of the sale agreement.
As the fiscal year terminates on Septembe- 30 in the United States, USAID
has to process all remaining operations befo.z that date. In general, sale
agreemients have been signed late in the fiscal year, and there is a lot of
availabie food to be obligated at that time. If the agreement is signed late in
the fisczl year, the time for deliveries is very short.

The question of quality is also important for private businessmen. For
instance, red sorghum does not sell easily in Chad and yellow corn is not
well received in Zaire. Nevertheless, CCC has shipped those commodities to
those countries either because the specifications had not been clearly stated
by the USAID Mission or because they did not have the right commodity in
stock at the time shipment was requested.

It would help, therefors, if the importers could be involved in preparing
the specifications to be included in the PA and if the USAID Mission would
consult with local traders or agencies on the grade and quality of
commodities to be purchased in the United States. It is assumed that most
Missions do this. It is less evident that this precaution is taken when
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commodities are imported for monetization under Title II, Section 206. In
case of a grant, it seems that the market study is not pursued as well as it
should be for commercial sales.

Tith Nl

Under the Title I program, the possibility of involving private business
in the purchase and sale of PL. 480 commodities is limited to transactions
taking place in the recipient country. This is because the purchase of the
commodities in the United States is done by the CCC (or the commodity is
drawn from CCC stocks) and the contract for freight is also the
resporsitility of the CCC.

Under the government-to-government grant programs, the recipient
government is the consignee of the commodities shipped by the CCC, and it
receives title to the commodities. These commodities may then be sold to
private traders.

The experience in Guinea shows that if the government has no
warehouses or if it chooses to make private businesses responsible for
unloading, receipt, storage, and sale of the commodities, the following steps
must be taken:

= The date that the ship is loaded and the date it is to
arrive in the recipient country must be known sufficiently
in advance for the government to issue an IFB 30 days
before the opening of the bids. (The 30 days is required
by the United States.)

» The traders or importers should be involved in the
choice of the forwarder and the stevedores, and a plan
for unloading and distributing the commeodity to the
importers and traders should be prepared in advance of
the arrival of the ship. The manner in which the
importers and traders would share losses and expenses
incurred during the transport and unloading should also
be decided.

The recipient government should choose either to receive and store the
commodities and then sell them through an IFB or to imitate the Guinean
government and issue an IFB to choose the traders or importers before the
arrival of the ship. In the latter case, the government avoids the
responsibility and the expense of unloading and storing the commodities.

Sy
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In general, if there are any losses during the ocean transportation, it is
the shipping company who is responsible to the US. government and the "out
turn report” will specify those losses. [f there are losses during the
unloading, it is the responsibility of the stevedoring company and the
importers. As a consequence, when the government is the importer and has
to pay for the losses, these should be deducted from the sales proceeds or
from the money received from the bidders. Since the amount to be
deposited in the counterpart fund should be no less than the fas. price US.
gulf port, the government must establish a minimum price that reflects the
fas. US. gulf port price plus the losses and other costs incurred by the
government in transporting, storing, and selling the commodities. This implies
that the monies raised through the IFB cannot always be directly deposited
in the counternart fund. Expenses must be deducted first, leaving at least
the required minimum for deposit.

Given the confusion and misunderstandings surround these issues, they
should be discussed between USAID and the government before the issuance
of an IFB.

How to Read the
Tables and Figure

To find out how private importers can be increasingly involved in food
aid sales under Title I, consult Tables H-1 and H-2 Table H-l shows the
procedure as it exists now. Table H-2 shows how that procedure could be
modified to involve more private importers at an earlier stage in the process.
Figure H-1, reproduced from a USDA publication, depicts the operations as
they are implemented now.

The left column in Table H-1 enumerates the documents issued and the
sleps tdken 1o picnasing the commeodities in the United States, shipping
them, and paying for them. The headings show the entities that are involved
in the process. An X indicates that the entity must take action on the
document or step. An O indicates that an entity is merely to be informed
but that it has nc direct action to take at that time.

If ore looks at the second-last column of Table H-1, one can see that
the private importer is involved only at the last step in the process, when
an IFB is issued locally by the foreign government. The foreign government
or its agent is directly involved in the purchase of commodities in the United
States and their shipment overseas. Table H-2 shows increased involvement
by the private importer, beginning with the choice of suppiier and shipper.
The private importer thus has title to the commodities when they are
delivered to the ship in the US. port.

Is the scenario depicted in Table H-2 valid within the framework of
P.L. 480, especially given the nature of the sales agreement between the US.

W
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government and the recipient country? As already noted, the loan provided
by the United States to the recipient government and the special previsions
contained in that agreement are between the two governments. They do not
necessarily concern the private importers, except to the extent that
commodities cannot be re-exported

The control of the USDA over the purchase in the United States and the
payment to the US. exporter is a separate operatiop in the sense that it
covers only the approval by USDA of the IFB and the contract of sale.
Therefore, the IFB or the contract of sale may be made by agents of the
recipient government in the United States. This agent is generally that
country’s embassy in Washington, but that embassy — as in the case of
Guatemala — can designate a procurement agent to prepare the IFB and
contract on behalf of the importers. Theoretically it is possible to have a
foreign government choose s private imporier by means of an IFB that is
organized just after a sale agreement is signed but before a PA is issued.

When those importers have been chosen, there is another obstacle that
has to be overcome if they are to be allowed to purchase directly from US.
exporters. This is the manner of the USPA’s control over purchases in the
United States. At the present time, the USDA’s control consists in approving
the [FB for both commodities and freight and approving the contract. This
means that if private importers want to buy directly in the United States,
they must do so through an IFB approved by the USDA As indicated above,
the quality of the commodities arnd the timing of their arrival in the recipient
country is very important. Thus, both the time of arrival and specifications
should be decided by the importers or buyers.

How could this be done under the present system?

L The specifications and quality of commodities can be given to
the USAID Mission by the chosen importers and sent to
Washington for inclusion in the PA

2. There is very litlle that can be done with respect to the
timing of the issuance of the PA because this depends on the
date of the signing of the agreement, which in turn depends
on the negotiations between the governments. But the delivery
period that is written in the PA can be extended as long as
possible.

3. There might be more than one invitation to bid approved by
USDA if there more than one private importer designated and
if they are certified to the USDA as agents of the foreign
government. There does not seem to be any prohibition of
this in P.L. 480. But, in practice, it will be difficult to find
private importers in the recipient country that could have a
representative in the United States to handle all the operations.

WA
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This is the reason why, even with importers as sophisticated as those
of Guatemala, the embassy of that country chose a procurement agent to
coordinate with the USDA and the importer all the issuance of IFBs, the
reduction of contracts for commodities and freight, and their approval by the
USDA

In that system. the procurement agent also coordinates the opening of
letters of credit and the timing of shipments, but this does not resolve the
questions of specifications, timing of delivery, payments for 75-percent US.
flag shipment, and the necessity of having separate IFBs for freight and
commodities instead of CIF contracts. Some of those inconveniences are due
to the lobbying of other private business interests, such as the commercial
shipping industry, or the control over taxpayer money that is the
responsibility of the administration.

There are also differences of opinion between advocates of liberalization
and free enterprise. For instance, some advocates of private business
liberalization want more traders involved in the sale of agricultural
commodities, but other representatives of private industry prefer "not to lose"
the important benefits that accrue from long-established commercial
relztionships and joint ventures with established importers. These
representatives complain that P.L. 480 encourages sellers to have a short-term
and sometimes adversarial attitude toward importers.

\ {(:L



Table H-1. Flow of Documents for P.L. 480 Tiile !

U.S. Embassy| Foreign [U.S.D.A.[ CCC Foreign U.S. lmpo};lng U.S. Supplier Private Special
and/or government | F.A.S. governmeni of | Bank | country importers | account
USAID importing s embassy in bank in importing {in foreign
agency Washinglon Commodily Freight country country
Agreement Title | X X o] 0 X
Purchase authorization X X X e) X
Lelter of commitment (o) X o) X X X
IFB & Commodity
purchase in U.S. X X X
Opening of bids X 0] X O
Choice of supplier X (0] X 8)
Contract with U.S. supplier X X X
Commedity
Letter of credit opening X (@) X X X X
Payment against
B/ & documents X (c) _ X o) X (d) X (e) X (1)
IFB & Choice of ship o] X X 0] X (@) 0] 8] X
Freight L of credi opening X O 0 X X X X
Payment against B/L 0 X X X X X X
iIFB & commodity sales in
country X X X X (g)
Cholce of successiul bidder X X X X (9)

(a) X signities that action must be taken by that agency or Institution
(b) O signifies that the agency or institution is 1o be notified
(c) Payment in local curency to special account

(d) Payment in dollars

(e) Receives payment in dollars

() Recelves payment in lccal currency

(9) Depostt of difference betwean amount of payment by foreign govemment agency and amount of local curency recelved by
foreign govemment agency for the iocal sale to local trader




Table H-2. Flow of Documents for P.L. 480 i a Private Importer Issues the IFB

o7

U.S. Embassy [U.S.D.A.] CCC Foreign U.S. |importing U.S. Supplier Private Special | Procurement
and/or F.A.S. govemment or | Bank | counlry importers | account Ageni
USAID its embassy in bank in importing | in foreign
Washington Commodity | Freight country | country
Invitation for bid issued by foreign
govt to choose private importer X X 0
Issusd by ‘.‘ogmovemment
Choica of procurement agent X X
Agreement Titlo | X O o) X o)
Purchase authorization X X 0 X X
Letter of commitmen? ¢ 0 X X X (o)
Invitatior. ior bid X X X X
Opening of bids 9) O X 0 X X
Choice of supplier X O X 0 X X
Contract with U.S. supplier X o) X X X
Commedity
Letter of credit opening X X X X X X
Payment ageinst
B/L & documents ¢] O X (d) X (e) X X (1) X (c)
IFB & Cholce of ship o] X 0] X Q 9] 0 0] X X
Freight L of credit opening 0 9] X X X X X X
Payment against B/L O o) 0 X X X X X
(8) Action X 7] See Table H-1
{b) Information O _

(c) Payment in local currency 1o special account

{d) Payment in dollars

(e) Receives payment in doflars

(f) Receivas payment in locai surency

(9) Deposit of diffarence between amount of payment by fare
forelgn government agency for the local sale to local %3

ign govemment agency and amount of local curency received by
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The Flow of Documents for P.L. 480
Agreement Title |

This is agreement between the US. government and a recipient govern-
ment that concerns the loan that is made to the recipient government to
purchase cereals in the US. within the framework of PL. 480 Title [ and that
includes the terms of the loan and the self-help measures or projects that
the recipient government will undertake.

Punchase Authorization

This document is issued by the general sales manager of the USDA
under regulations governing the financing of commercial sales of agricultural
commodities. It is an authorization to purchase agricultural commodities, and
it is issued to a participant under the regulations. "Participant™ means the
importing country or privat: trade entity with which an agreement has been
negotiated under this Act. This purchase authorization (PA) authorizes the
participant to (1) purchase agricultural commodities and (2) procure ocean
transportation.

Letter of Commitment

On application of the recipient country, the controller of the CCC will
issue letters of commitment to banking institutions designated by the
participant and acceptable by the CCC. Under the letter of commitment
method of financing, the US. supplier of agricultural commodities will receive
payment as provided in the USDA regulations, under irrevocable letters of
credit, issued confirmed or advised by a banking institution for the
commodity and (when authorized in the PA and included as a part of the
commodity cost) for the ocean freight or the ocean freight differential and
marine insurance. The bank will be reimbursed by the CCC. If provided in
the PA, there is available a reimbursement method under which payments to
suppliers will be made by the participant, ard the CCC will reimburse the
participant directly.

Invitation for Bids

Under paragraph 176(bX2), the importer shall purchase food commodities
on the basis cf an {FB. The terms of the IFB must be approved by the
USDA general sales manager before it is issued by the importer. The
importer is the recipient government embassy or the procurement agent hired
by that embassy.

([»
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Opening of Bids

The importer shall issue the IFB in the United States and he shall open
all offers in public in the United States at the time and piace specified in the
IFB.

Choice of Supplier

Cammodity suppliers must L : approved by the USDA as eligible under
PL. 480, Title I program, in order for their contracts to be eligible for CCC
financing.

Contrea with U.S. Supplier

The contract for the purchase of food commodities under PL. 480 must
be approved by the USDA and that approval is conditioned by the approval
of the supplier. The selling agent, if any, the contract price. The sale must
conform to the provisions of the purchase authorizations and respondto the
terms cf the IFB.

Letter of Credit Opening

The letter of credit is opened in favor of the suppliers of commodities,
and it states that payment will be made for the commodities against
presentation of documents that will show or bring evidence that there is a
contract approved by USDA and that a delivery or shipment of commodities
has been made. All USDA regulations must have been complied with.

Bill of Lading

A Bill of Lading (B/L) is generally required. It is a document that is
signed by the transporter or captain of a ship that accepts responsibility for
the commodities delivered to the transporter ci shipper. Any losses or
damages to those commodities becomes the responsibility of the entity who
has signed the B/L.

The ocean B/L is the document that is sent to the importer and USAID
Mission. It shows the tonnage and quality of commodity to be delivered. An
outturn report, which is signed by all parties concerned, shipping agent,
importer rzpresentative, and the USAID representative, is designed to show
the losses or damages for which the shipping company is responsible and
must compensate the US. government.

The B/L is one of the most important documents required under the
letter of credit issued by a banking institution. It will be presented to the
CCC for reimbursement under the terms of the letter of commitment.
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IFB and Choice of Ship

A separate IFB is issued to choose the freight ‘ransporter and a letier
of credit similar to that for commodities is opened in favor of the successful
bidder. However, some special conditions concerning freight differenti:
between US. and foreign flag vessels are taken into consideration The time
at which the IFB for freight is issued depends on the importer's decision and
may be made at the same time as the IFB for the commodities.

IFB for Sale

This concerns the IFB that may be issued by the participent for the
choice of the importers or traders that will purchase the commodities. It
should be done under the same conditions as the choice of the seller, except
that the successful bidders will be those who offer the lowest price in case
of sale in the United States and the nighest price for the purchase of the
commodities in the participant country.
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Entities Mentioned in the Headings
Foreign Government Impoiting Agency

This may be a state organization or a committee designated by the
government or by a ministry. Sometimes ministry of plan, sometimes ministry
of finance or economy.

USDA/FA

This is the United States Department of Agriculture/Foreign Agricultural
Service

Foreign Embassy or Govemment

This is the embassy representing the foreign government or a
procurement agent designated by the embassy and approved by USDA

U.S. Bank

This is a bank designated by the foreign government and approved by
USDA, where the letter of commitment is domiciled by the CCC.

Importing Country Bank

This is a bank designated by the foreign recipient government. It opens
the letter of credit for (ocean) freight.

U.S. Suppliers
There are two, one for commodity and one for freight.
Private Importess in Importing Country
These are the importers or traders that have been chosen by the

foreign government to purchase from the government the P.L. 480
commodities and resell them through private traders or retailers.

Special Aconunt in Foreign Country

This is an account opened in a bank of the foreign country in which the
sales proceeds are deposited. Money deposited cannot be taken without joint
signature of the representatives of the foreign government and the United
States.



Table H-3. P.L. 480 Title Ii. Flow of Documents for P.V.O Program

Traders in PVO
A.LD. PVO Shipping reciplont | ALD/W | USDA | PVO
Documente Mission Fleld mission | agent DCC country FVAFFP | CCC | US.HO
MYOP. AER X X X X X
Monetization proposal X X X X 0 X
Approval X o) X X X X
Call forward X X X X X 0
Shipment X o X X
IFB X o] 0
Bid opening X 0
Choice of buyers X o)
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Documents Listed in the Left Column of Table H-3

MYOP
AER
Monetization of proposal

Call forward

IFB

Multi-year operational plan
Annual estimates of requirements

Proposal submitted as part of MYOP updated in
AER

Request by USAID Mission for the shipment of
commodities

Invitation for bid

Entities in the Headings of Table H-3

AlLD. Mission
PVO field mission

Shipping agent
DCC

Traders
ALD/W
FVA

FFP

USDA

CCC

PVO US/HQ

ALD. office in recipient country

Private voluntary organization office in recipient
country

Agent of PVO responsible for shipment

Development Coordination Committee, a working
group that reviews each proposal

Traders in recipient country invited to bid
US. Agency for Irternational Development

Bureau for Food for Peace .1 Voluntary
Assistance

Office of Food for Peace, Washington
US. Department of Agriculture
Commodity Credit Corporation

Central office of headquarters of Private
Voluntary Agency in the United States

\



Table H-4. P.L. 480 Title N. Flow of Documents, Government to Govemment

USAID | FVAFFP Alrica Tradersin| U.S.D.A. | Recipient [Counterpartfund
Mission | Washington Bureau DCC | Recipient CCC | Govemment in Bank in
Washington Country Agency Recipient Country

Mmrmm X X X X o X

Transfer authorization X X o] X X

Call forward X X X X

Shipment 0 0 X O

I.F.B. X (o) X X

Opening of Bids X X

Sales Proceeds X X X
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Documents Listed in the Left Column of Table H4

Project or program
agreem-:nt

Transfer authorization

Call forward

Document prepared by USAID mission to
request monetization of Title Il food for a
project or program

Document signed by USAID Representative and
US. Ambassador and the representative of the
recipient government. It includes the tonnage

of commodities to be shipped and their value
and the program objectives concerning the use
of commeodities, and conditions for transfer.

Request by USAID Mission for the shipment of
commodities

A"? ]
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11.

12,

13.

14.

TABLE H-5. STEP-by-STEP ACCOUNT OF P.L. 480 PROGRAM

CP to Congress by ALD. etc.

US. government sends US. Embassy instructions to negotiate a P.L. 480
agreement with the foreign government.

Foreign government selects an official to act as P.L. 480 liaison officer.

Foreign gcvernment announces the signing of a bilateral P.L. 480
agreement in the foreign country and the USDA simultaneously
anncunces the agreement in Washington.

Thic cl'en takes many months and sometimes it requires a full vote by
the local legislative assembly.

Foreign government instructs its embassy in Washington to implement
the P.L. 480 program, and it notifies them of shipment quantities, quality,
and delivery deiails.

Foreign government selects a US. company to act as its P.L. 480
procurement agent. The importer is not a party to this decision.

Foreign embassy officially notifies USDA of procurement agent's
appointment and provides copy of the agency contract.

US. Embassy sends USDA an Operational Reporting Cable advising the
specifications of commodities, quantities, purchasing and shipping dates,
and names of the banks to be used in the US. and foreign country.

Foreign embass requests USDA to issue 2 Purchase Authorization (PA)

USDA uses Operational Reporting Cable as the basis to issue PA and
approve Invitations For Bid (IFBs) for commodity and freight. This
normally takes 3 to 5 days.

USDA announces in Washington that PAs have been signed by the
foreign embassy.

Importer notifies procurement agent by telex of the quantity, quality,
delivery periods, and any special terms and conditions for the IF Bs.

Procurement agent submits to USDA for approval the draft IFBs for
commodity and freight.

Commodity Credit Corporation (CCC) issues a Letter of Commitment to
a US bank for 100 percent of the commodity letters of credit (L/Cs).

u
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15.

16.

17.

18

19.

20.

2L

23

24

26.

27.

28

CCC issues a Letter of Commitment to the US. bank for the Ocean
Freight Differential (OFD) amount of the US. Flag freight L/Cs.

US. bank accepts CCC's Letter of Commitment for commodity and US.
flag OFD.

Procurement agent releases the commodity and freight IFBs by
computerized telex directly to suppliers and news wire services.

USDA requires a minimum 6-day lapse between the release of the PA
and tender date.

USDA requires a minimum 10-day lapse between tender date and first
shipment date.

Purchasing delegation, if any, arrives in Washington for commodity and
freight tenders.

Freight tender is held at 1200 noon at procurement agent offices, with
representatives from foreign embassy and purchasing delegation if any.
USLCA receives copies of all offers.

Procurement agent reviews and sorts freight offers in order of flag,
loading range, position, and freight rate.

Wheat tender is he': at 330 PM. at procurement agent offices, with a
representative of the foreign embassy and importer. USDA receives
copies of all offers.

Wheat offers are reviewed and sorted by procurement agent in order
of type, specifications, delivery periods, and price. Due cargo
preference, commodity offers give separate prices for U.S. bulk carriers,
tiuiti- deckers, tankers, and LASH vessels.

Non-responsive offers and commodity offers for which there are no
corresponding freight offers are discarded.

Procurement agent establishes a purchasing and shipping program based
on lowest landed cost (C&F), using a rainimum 75 percent US. flag
vessels.

USDA checks and approves shipping schedule and proposed awards for
commodity contracts.

Procurement agent, on behalf of importer, and subject to USDA
approval, telephonically awards the commodity contracts prior to 10:00
AM. expiration of offers on the morning after the tender.

Procurement agent telexes "Notice of Award” to the successful
suppliers, recapping the commodity purchase details.



31

37.

& 8

41.

42.

43.

45.

47.

Suppliers register their sales with the USDA, requesting price approval.

Procurement agent prepares the commoadity sales contracts for signatyre
by the sellers.

Procurement agent, on behalf of importer, and subject to USDA
approval, negotiates US. and non-US. flag vessels.

Procurement agent telexes final negotiated ship charter to ship owners
or their brokers.

Procurement agent submits all ship charters to USDA for approval

USDA ensures that a minimum of 75 percent has been chartered on US.
flag ships, in confurmity with P.L. 664 cargo preference law.

USDA notifies procurement agent of its approval of all commodity sales
and ship charters. The contracts with the wheat suppliers and ship
owners are now finalized.

Procurement agent prepares ship charter parties for signature.

Procurement agent telexes to importer instructions for opening
commodity & freight L/Cs.

Importer gives L/C instructions to the foreign bank.
Foreign bank opens L/C on the US. bank.

Foreign bank does not transfer any US. dollars to open the commodity
L/C.

Foreign bank does transfer US. dollars to US. bank to open L/Cs for
the foreign flag freight and the non-subsidized part of the US. flag

freight.

Procurement agent nominates to commodity suppliers the ships
transporting the commodity.

Procurement agent, upon receipt of the load port nomination from the
commodity suppliers, declares load ports to the ship owners.

Procurement agent coordinates the logistics and loading of all the ships.

Procurement agent notifies importer of any changes in the shipping
program.

Procurement agent monitors the receipt of L/Cs by the commodity
suppliers & ship owners.



49.

5L

52

@

51.

59.

6l.

62

Procurement agent requests importer to make any amendments to L/Cs
requested by the commodity supplier or ship owner.

Suppliers have been warned by USDA not to load commodities without
an operable L/C.

Procurement agent’s outport agents and suppliers confirm the time the
ship completed loading, the tonnage loaded, and specifications of the
commodity loaded.

Procurement agent telexes importer the full commodity and tonnage
details and the Ships ETA at the discharge ports.

Procurement agent’s outport agents and suppliers sign the Statement of
Tact at leading port

Supplier of commodity presents original Bills of Lading to the US. bank
for payment of 100 percent cash against first presentation.

US. bank advises the foreign bank that the commodity L/Cs have been
cashed.

Foreign bank transfers the value of the commodity in local currency to
the P.L. 480 special account and advises the US. embassy.

Importer telexes procurement agent "Notice of Safe Arrival” when ship
arrives at discharge port

Importer discharges the ship and imports commodity into foreign
country in the usual manner.

Ship owner presents documents to the US. bank for payment of %0
percent freight against first presentation of documents.

Procurement agent, on behalf of importer, negotiates with the
commodity suppliers to finalize the load rate guarantee clause of the
coatract.

Procurement agent, on behalf of importer, negotiates with ship owners
to finalize Laytime Statement at los 4 and discharge ports.

Procurement agent, on behalf of importer, collects any load rate
guarantee demurrage from the suppliers.

Procurement agent requests the transfer of funds from foreign country
to pay the ship owners, in case demurrage was incurred.

Foreign government and ALD. use the foreign currency for sel¢cted
agricultural projects.
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