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TERMS AND ABBREVIATIONS USED IN THE TEXT
 
AND GLOSSARY OF AUCTION TERMS
 

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

AJ.D. 	 the U. Agency for International Development; generally
responsible for managing food aid programs within the 
recipient country- offices in country are usually referred to 
as LSAIDs 

ALIMAG 	 the Guinean parastatal responsible for rice imports; closed
 
December 1985
 

appei offres 	 invitation for bids (IFB) 

aution 	 vente aux encheres 

aictionee 	 commissaire priseur;, individual conducting an auction (often 
a Hcensed professional) 

barii-s acceptarce 	 note drawn on and guaranteed by a bank for payment at 
some future date (generally 30-180 days after sight) (French.
traite avalisee) 

8 B 	 broken rice 

bid bond 	 an amount paid at the time bids are submitted, or prior to 
that time, which might be set at a Mxed 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 
..nly from successful bidders who refuse to complete the 
purchase (French: caution de soumission) 



CCC 

bid documents 

bid opening 

bic-nder 

buyees conmission 

C&F 

cahier des cwSm 

caution de bonne
 
eccution 


a,-ition de 
sowffission 

OF 

CFAF 

onmissaire 
pnseu 

CR5 

dalasi 

Dutch auction 

EEC 

the documents provided to 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: depoufilement) 

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 U.S agricultural 
commodities by the U.S. Government 

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

West African franc (CFAF 315 = US$ I in October 1989) 

auctioneer 

Catholic Relief Services, a US PVO 

Gambian currency (7.5 dalasis = US$ I 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 



ENC 	 National Trade Agency, the parastatal handling imported 

foodstuffs (primarily food aid) in Somalia 

English auction open outcry auction (French: vente atx encheres) 

f.as. free along side (export price at the dock, the basis for 
determining the dollar-equ;--' .'cof the minimum amount 
required to be deposited as counterpart for food aid sales 

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

f.o.b. 	 free on board (export price including loading and port

charges)
 

GCU Gambia Cooperative Union 

GDM Government of the Democratic Republic of Madagascar 

GF Guinean franc 

GOG Government of Guinea 

GOTG Government of The Gambia 

GPMB Gambia Produce Marketing Board; parastatal responsible for 
grain marketing 

GRM Government of the Republic of Mali 

GSOR Government of the Somali Democratic Republic 

HIID 	 Harvard Institute for International Development 

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

lot 	 an item or group of items sold tcgether as a single unit; 
e.g., 50 metric tons of rice 

MEF 	 Ministry of Economics and Finance in Guinea 

MICA 	 Ministry of Industry, Commerce, and Artisans in Guinea 

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

MPO 

MT 

MYOP 

neotiated sale 

noncMpeitive 
bidding 

OOR 

OGL 

ON 

OPAM 

open outay 
aictiom 

orAl ation 

ORS 

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

system permitting bidders for small quantities to submit 
bids without specifying a price; t-ey pay a price 
determined by the competitive bidders (e.g., 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 offering successively higher prices at the 
bidding of the auctioneer, with the goods going to the 
highest bidder at the final price offered (or behig i'etained 
by the hous- if the reserve price is not reached); also 
called 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 
highest 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 
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pav-s-bid 

pay at the margin 

perk~naice bond 

P.L 480 

preqalificaion 

PRMC 

PVO 

niev price 

RM 40 

SAP 

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 fimal lot (or partial lot) was sold,
rather than the higher prices that each had bid 

bond paid by winning bi.dders upon signature of a contract;
bonds are rettu-aed to the purchaser following satisfactory
completion of the transaction covered by the contract 
(French: caution de bonne execution) 

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 
(e.g., possession of a warehouse) or require a show of 
good faith (e.g., 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 anid pricing 

private voluntary organization 

a minimum acceptable price determined 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 maxinum 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 
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secoid-price 
auction 

seller's conwnission 

SNS 

slp- pice 

TA 

Texxier Boards 

uniorm prcing 

USDA 

ve1 aux emhcme 

WFP 

Whitten progwn 

an auction in which the goods are awarded to the highest
bidder, but at the price bid by the next highest bidder, 
also 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 e.,.nzially similar 
goods are offered (as in the U.S. Tre'.sury Bill auction), the 
price at which the winning bids e-haust the supply 

Transfer Authorization 

in The Gambia, standiniv or special 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 P.. 480 

auction system in which mtdtiple lots are offeed 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 U.S. Department of Agricultu-e, 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 FOOD AID AUCTIONS IN THE GAMBIA 

Country Tckgm,.,ndThe Context fr" Aucions 

The Gambia lies along the Gambia river in West Africa. It has a
population of approximately 788,000 and a land area of some 11,2% square
kilometers. The climate is subtropical, with two distinct seasons. Agriculture
accounts for 33 percent of the GDP, with groundnuts accounting for 60 per­
cent of the country's exports. Industry, 'esponsible 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) controlled 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 liberalization of cereal markets, including rice. 

The United 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 P-L 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 of the GPMB. In 
keeping with the reduced role of the parastatals in marketing, the Ministry of 
Finance and Trade (iOFT) was designated as the GOTG implementing organi­
zation for the P.L 480 activities. 
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Rce Marking Structure 

Although the GPMB had nominal monopoly control over the marketingof both imported and domestically produce rice until the early 1980s, the

extremely active nvture of The Gambia's 
 informal trading activities hasensured that there have always been private sector traders involved in ricemarketing. The officially recognized (and small) portion of that private sector
involvement was controlled by an import licensing system administered by

the MOFT until 1985, when import i;censes for almost all products were
 
abolished under the new liberalization measures.
 

Because a very large proportion of economic activity in the country has
always invoived imports and re-exports (both recorded and unrecorded) toneighboring countries, almost all traders, irrespective of size or capital struc­ture, trades in a wide range of products. There are very few specialized
traders, and none who trades exclusively in rice. Since the liberalization ofrice trade in 1985, com-nerciai 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 verysegmented, although the empirical degree of segmentation is a question of
considerable debate. Using 1987 as a sample year, we sketch the generaloutline of this three-tiered 

can 
market Total demand for cereals was estimated 

at 150,000 metric tons, of which demand for milled rice is 50 percent, or 
75,00 metric ton= 

The taste preferences of Gambian consumers, albeit exercised by only
the mmidle- and upper-income urban and semi-urban consumers, a-e

markedly different from the tastes of their Senegalese and Bissau neighbors.

While the Senegalese prefer broken rice (generally 40 to 95 percent broken),Gambians very much prefer the longi - 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 10,200 metric tons of milledrice. This rice is classified by consumers as the lowest qumlity available in
the country, and it is largely consumed and traded in the rural regions up­
country, very little of it arrives in the Banjul area semi-urban markets. 

Of the more than 90,000 metric tons of rice importoJ in 19S7, 70,000
metric tons was medium-grade Thai, Burmese, and US. rice, averaging 70 to100 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 oi this rice. Traders often face substantially
higher prices in the neighboring country, due to the higher Senegalese dutyon 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 irnported in 1987 was re-exported, leaving 28,000
domestic consumption. This substantial outflow of imported rice is very

for
 

much a phenomenon of artificial price differentials 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 long- and
medium-grain rice, imported from the United States both commercially and as
food aid. In 1987, Z2,800 metric tons of premium-quality rice was imported,
of which almost 10,00 metric tons was under the P.L 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 preferred 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 thequantity and composition of re-exports are elusive, preliminary analyses

indicate that although 40 rice
to 60 percent of total imports are re-exported,
none of that is the high-quality premium U.S. long-grain rice, which is instead
 
retained for local urban consumption.
 

Traders who handle rice are usually sophisticated import-export agentswith 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, ai-ni 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 fanily 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 fhancial 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 alonger 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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Experence With Focxi Aid Auctions 

Chroology of Auctions, 1986-89 

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

Desiging the P..L 480 Progra 

The designers of USAID's Title 11-206 program for The Gambia did notspecify 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 food self­
reliance for The Gambia will be to work with the GOTG to 
create the policy and institutional conditions which will promotean economic balance between food crop production and imported
food, as well as between cash crop production and the import of 
essential materials. This will involve efforts to ... (iv) make full use of the most economically efficient marketing mechanisms and
channels. Our strategy to meet these objectives has two compo­
nents. First, policy measures including.., liberalizing trade so
that merchants can participate in all aspects of the mar!eting 
system. 

As part of the Section 206 design process, the Office of the A.I.D.
Representative (OAR/Banjul) urged the GOTG to "end the de facto monopolythat the GPMB had on commercial rice impoLrs. ...and to allow private
merchants to trade those commodities ... . Allowing the private sector tohandle 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 sufficient foreign exchange to engage in the 



A-5 
trade, and acquires experienced agents to facilitate the distri­
betion of imported rice. Hence, our Section 206 program wiprovide the food to bridge this gap during the time it takes theprivate sector to sustain commercial rice imports adequate to 
meet The Gambia's needs. 

One aspect of the P.L 480 program that the designers did not mention 
was the potential 'learning effect" of these imports on the Gambian traders - the use of P.L 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 liberalizationand increasing private sector participation in cereals marketing, it nonetheless
specified administered prices and sales to designated experienced traders
 
cleared by the government.
 

As subsequent food aid arrives durine the second and third years
of our Section 206 program, the GOTG will be required to 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 hold
it fcr sale to the private sector. Two months b&fore each
biannual rice import (imports will be on a biannual basis to
lighten demands on the limited storage capacity of most private
traders), the C-OTG will designate those traders who will be
eligible to pu:chase rice from the GOTG for distribution and sate.
Only those merchants who have been importing rice for sales
will be eligible to receive equal shares of the rice provided to
the GOTG by USAID. The FAS value will be the established
price " the GOTG to purchase the rice from OAR/.,anjul The
rice will be sold in minimum lots of 500 metric tons by the
GOTG at a price which includes its documented handling/storage 
costs. 

Beginning the 1.rmplemeta* Process 

The first officis document formalizing the agreement between USAIDand the GOTG was the Transfer Authorization (TA) for the fust shipment of
rice, dated July 18, 1986. Item nine of the TA shows that by late summer1986, the orientation of the Title !1 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 f.o.b. cost; the GOTG will sell equit3ble
portions of the rice to designated private licensed merchants 
operating in The Gambia . Two months before each biannual 
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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 provided 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 handling and storage costs. 

Sefing Procedures for the First Rke Sales: 
Discusszn of Auct"s and Tenders 

Within the GOTG, the organization charged with the implementation of
the PL 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 -ales (with very poor results). 

The minutes of a meeting between the GOTG, represented by the
MOFT, and USAID, in October 19.86, provide insight into the early implemen­
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 PJ. 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 reqtusted that the 
balance of the first shipment be sold 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 should 
submit bids; then the GOTG Tender Board would accept and evaluate all
bids and make recommendatins 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 t-ade 
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 5M 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 sell some rice, and thusnot 

'I,
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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 understaikUng between the MOFT and USAID. 

The First Tender Sales: 
NovemberDecember 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 o.m.)
November 5. No 

on 
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 USAIDiGOTG 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 allocation of rice to the bidders,
given that all bids were above the f.o.b. 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 - i.e. maximizing revenue by selling as much as possible to the
highest bidder(s) versus ensuring some equity in distribution by allocating
portions of rice to all bidders. The MOFT representative and the HIM
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 felt 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 deleyed to December 3; the MOFT felt that this might necessitate 
another auction to replace the November 6 one, because market conditions 
(prices and quantities available) would probably have changed by December 
3. Also, the MOFT pointed out that the winning bidder of the November 6 
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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 futureauction announcements and resultant contracts that the USAID rice was for
sales and consumption in the Gambia only. This issue was stressed innot
the first announcement, and the GOTG had resisted it because they did not 
want to raise the politically explosive 're-export, question. 

On 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 therice and also because the market conditions had indeed changed. Announce­
ments for the new auction began on Radio Gambia November 18, with adeadline 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 wasfor a quantity under the minimum 100 metric tons. Three bidders wereawarded rice - the top bidder got 500 meti-ic tons at 1600 dalasis/metric ton;
and the next two, having bid identical prices of 1,500 dalasis/metric ton, were
allocated equal shares of the remaining rice - 985 metric tons each - for atotal of 2,470 metric tons. In the end, bidder number three ended up buying
432-5 metric tons of bidder number one's allotment of 500 metric tons,
because bidder number one could only pay for 67.5 metric tons of his 
allotment 

Sale of Sweepings and Broken 
ga-g January 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 a price of800 dalasis/metric ton. Both were allocated 40 metric tons of rice (Note.
One of the successfdl bidders later served auctioneeras for the 1989 open
cry public auction of degraded rice for animal feed.) 

Documenting the Sales Procedures.-
Menorandum 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. Itis 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 TX - but there is 
no discussion of sealed bids in the TA. (Note that the evaluation of the P.L480 program conducted in April 1988 points out that this Memorandum of 
Understanding was never cleared through AID./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
 
of the prgrarr. procedures:
 

"1. Distribution F'an (for first shipment due in Nov-Dec 1986). 

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

Within two weeks of confirmation of arrival date, the MOFT 
announces the date 	 asfor the opening of rice sales period, 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." 

u4. Covenants. 

The GOTG and USAID/Banjil further agree that: 

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

1) a 	 list of eligible traders, and 
2) bidding process for eligible traders." 

Taking intc account the fact that this document never became formally
binding, it is still interesting to note !hat the language in Covenant 4 about
eligible traders remai-ed in the Memorandum even though the issue of deve­
loping a list of eligible traders had. been abandoned during the discussions 
preceding the December 1986 auction. 

Tender Bid Saes: April 1987 

There is no mermo 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 
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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 trade." 

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 criteria. 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 therice to the highest bidder with a maximum of 200 metric tons. The top 13bidders were thus allocated between 100 and 200 metric tons of rice, at theirbid price, and a list of the next 9 highest bidders was drawn up as an 
alternate Est 

In the end, however, there were 10 successful bidders who actually
bought rice - each got only 100 metric tors, and they paid the prices thatthey had originally bid, which ranged from 90 dalasisibag (1,800 dalasis/metric
ton) to 105 dalasis/bag (2,100 dalasis/m-ic ton). 

Note that one of the successful bidders was once again the trader wholater served as auctioneer for the 1989 open cry public auction of degraded
rice for animal feed. (The Auctions Act, as passed and amended by
Parliament, specifies that no auctioneer nor his/her agents may legally
participate in an 
 auction conducted by -.hat auctioneer, but no restriction is

made on their participation 
 in other tenders or auctions sponsored by the
 
same governmental organL.atior)
 

Tender Bid Sales: AuL-st 1987 

As -usual, the government released an announcement soliciting bids, but
The MOFT in.crted Zwo additional prerequisites for successful bidde:rs.
(1) bids must be accompanied by a document of business registration, and
(2) bids must be accompanied by a tax certifiate. This is Zhe first time,after the initial 1986 discussions over ,icenses and eligibility, that the TenderBoard (or, in this case, the GOTG) initiated restrictive parameters designed 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 190 dalasis/bag), the MOFT r iled upon opening the bids that
only four had submitted the required documentation with their bids. Uponopening the bids on August 20, the committee decided that, rather than splitthe 2,000 bags (100 metric tons), they would allocate all four bidders 2,000bags each (given the need to move some of the other USAID rice in storage),
thus quadrupling the total quantity sold. 

~k 
2 
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On August 21 an emergency follow-up meeting was held because the
MOFT found a misinterpretation of the two conditions specified 
 in tiheannouncement In fact, the exact documents requested had been an 'Income

Tax Clearance Certificate' and a "Business Certificate" - and none of theinitial four winners had submitted those documents. Re-examining all 40submissions, the committee found only 5 with the appropriate documents, andthe highest tidder of those 5 was awarded all 100 metric tons (2,000 bags) athis price of % dalasis/bag (1,920 dalasisimetric ton). 

These confusions resulted in a lively committee discussion about the
necessity for, on the desirability of, adding more conditions 
to the submission
of a tender bid. The MOFT had added the requirement for additionaldocuments to empkiasize to the merchants that if they wanted to do business
witli 'hc go '.riuLn, nt, they had to pay their taxes. But USAID pointed outthat the objective of the program was to increase involvement of the privatesector in the rice trade, not to police income tax pa)ments. It was agreedthat these requirements should not be included in any future rice auctions:instead, any merchant doing business in The Gambia s;hould be allowed to
bid. 

Tender Bid Sales: September 1987 

Bids were opened on September 14. Before opening the bids, thecommittee discussed how the rice should be awarded, agreeing to award itto the highest bidder in order to maximize government earnings. Thesuggestion 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 made to ensure that several 
merchants received rice.-

A iotal of 78 bids were submitted, and 1 was disqualified because was actually for another GOTG project 
it 

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 .vas 25 metric tonsand the maximum was metricthe full 2,800 tons. Thirteen merchants had
bids clustering at the top of the range, 105-107 dalasis/bag. Some of thosebidders had requested only 100 metric tons, and so they were allocated that
amount, 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: flere were three women among this 
winning group of 13.) 
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Tender B-d Sates March 1988 

The Tender Board met on March 8 to open bids for 3,870 metric tonsof rice. Before opening bids, the committee discussed problems encountered
to date with the bidding process, i.e., bounced personal checks. Agreement
was reached that buyers who were known to the Tender Board 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 certified bank 
check or cash for payment 

The 259 bids were opened. They were divided among the members ofthe committee, who were instructed to number them; to r'ecord 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 bxo looking at a list of bidder numbers,
not names-) The top 5 bids from each pile were then used to assernble thelist 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 dalasis/bag (thus, the above-mentioned

13) should receive at least some rice. Bidders who offered 120 dalasis, bag
were allccated 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 tons left after this allocation 
prce.ess was done was added to the allotment of the Gambia Cooperatives
Union (GCU), because the committee felt that since GCU has an extensive
distribution network up-country, "more rice would end up in the remote 
areas.' 

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

,*-­
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Tender Bid Sames. September 1988 

Bids were opened at the Tender Board meeting of September 12. A
total of 408 bids were submitted. They were opened and ranked by priceand 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 ist 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 tnmes, 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 wouldviolate the TA. the MOFT implemented a sales process whereby the 160 bid­
ders who had oid above i30 dalasis/bag were each to receive 20 metric 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.) 

Tendef Bid Sales: March 1989 (bids opee -
May 1989 (sales compkleed) 

A radio announcement was made between February 25 and March
(complicated a bit by the fact that the MOFT named the wrong m(,nth in 

2
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 not one of the announcements of tenders has given

advance notice regarding the deadline that 
would be imposed for payment
and delivery. Although the Tender Boafd'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 of3,000 metric tons of rice (Note: The day before the opening of the bids, ithad been noted that a GOTG/USAID inspection of the rice stocks stored atthe GPMB warehouses found that some undetermined amount of the stocks
had degraded to the point that they were probably unfit for human con­
sumption. USAID requested the Ministry of Health (MOH) to inspect anddetermine 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 bi 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 theBoard should set a maximum price to try to keep retail prices down. Some
members argued strongly that it was essential to try to keep prices dc ,a,
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 not 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

traders would sell at whatever price the market would bear.
 

The USA!D representative reminded the MOFT last timethat the theysold auction stock at administered prices, the GOTG had to reimburse the
rice sales proceeds account for over I million dalasis in lost revenues. Otherboard 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 byselling to the highest bidders, and try to sell to as many bidders as possibleto avoid market monopoly by a few of the bidders, and that bidders on the 
reserve list would pay the prices they originally offeredV The top 25 bidsranged 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. 

7?
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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 replachig 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.
 

Publik Outay ,kxtibn: May 1989 

On May 9, 1989, a joint GOTG-USAD 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 actualmoment 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 toalweight 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 37,350 dalasis. 

Amending the OfficWa Program Documxenttion: 
Transfer Autxhozation Amrendment No. I 

The evaluation of the PL 480 program conducted in April 1988recommended 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 A.D. onthe time and amount of rice for each sale. All rice will 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 
GOTG-A.LD. Intergovernmental Steering Committee for the P.L 480 
program will open all sealed tender bids and award the bids tothe 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 to address
the matter was to require bidders to make an advance deposit, perhaps 1,000
dalasis ($140), which would be nonrefundable if a bid was accepted and the 
bidder did not make paymenL 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 *.he 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 giii, that ccould 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 meuic tons 100 metricto tons. The bidders with
the lowest prices, 137 dalasisbag, 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 winers. 
The Board agreed that cash and certified checks wo.ld 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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Pubhc Okcry Auction: July 1989 

A public outcry auction was held on July 13 to clear Customs Shed
No. 3 of the remaining loose bags and sweepings of rice The Auctioaeer

received a commission of 2 percent of total proceeds on the estimated

quantity of 550 metric tons. The auction was 
announced on Radio Garibia on
July dl 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 didnot pay in time, so it went to the next-highest bidder for 1,395,000, who alsodefaulted. Then it went to the third-highest bidder who had bid 1,390,000,
who ultima!ely also defaulted. 

Finally, another public outcry auction was held July 31, with thewinning bidder offering 6656)0 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 P.L 480 Desk

Officer and the USAID Program Analyst, duc to the very difficult circurn­
stances surrounding the disposal of this rice. 

Improving the Process D&is n
 
on Lesson- Learned
 

Discussions between the USAID Program Analyst and the MOFT P.L 480Desk 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 thefood aid rice must submit a deposit of about 5,000 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 (i.e., 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 c ntract 

The minutes from this meeting did not indicate whether these sugges­tions 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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LegaJ and CbntracW Aspects
 
of the Auctions
 

In contract law, the essential elements that result in a contract

(whether written or verbal) include an offer, an acceptance speci'fied

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 open 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 reouest 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 Gambian 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 fc- non­
completion of a bid to purchase rice. 

From the legal perspective, it is desirable that the announcement of

invitation tb 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-I provides a detailed summary and presentation of these laws. 
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Oer Panned Uses o 
Audon Mechanisrm 

The auctions and tenders conducted by USAID and the GOTG under

the Title HI program have provoked interest in other donor suppliers and

distributors of food commodities. The UNDP reports that Italian 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 September 1989. 

Results of Gambian Aucto 

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 rule%, ter-ms, 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 serious anomaly 
was the result of last-minute government interference motivated by fear ofhigh retail prices. Table A-1 presents a summary of the Gambian auction 
experience. 

Impact on the Nxod 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 aperiod 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-!: Summary of P.L. 480 Rice Auctions In The Gambia 

[)At* .. j ' of Sar. I fol Skers QuantiS for Sale it1 WinnWe Commants 
Nov/Dec 1986 tewer 5 2470 MT 3 Tender was launched while rico was en route from Gulf pod. 

Jan 1987 

April 1967 

admin sale 

tender 

2 

59 

80 MT 

1000 MT 

2 

10 

Odglnal tender was annulled because tcp bidder defaulted 
and rice arrival was dolayed. Top 3 bidders won In 2nd round.Sale at announced price of 800 d/MT for loose bags andsweepings (two purchasers each received 40 MT). 
2000 MT were originally allocated for sales, and bids were
received for far more than 2000 MT; the uitimale decision to 

August 1987 tender 40 100 MT I 
sell only 1000 MT was not explained in the Board minutes. 
MOFT had Imposed two prequalification requirements (tax 

Sept 1987 tender 78 2800 MT 13 

docs -tc.); eventually allocated rice to top bidder of those who 
had 'iubrnitled the necessary docs, but then eliminated req.Entire 2800 MT awarded to top thirteen bidders; t1cp bidders 

Malh 188 tender 259 3870 MT 13 
recd the quantity they requested up to a ceng of 500 MT.
Very a ive participation -- top 13 bidders requested over 

Sept 188 tender 408 30G3 MT 160 

10,000 MT; Imposod ceiling of 1000 MT for top 3 bic!ders; other 
winners alocated 100 MT each to widen dislulbulion. 
MOFT interfered with the auction after the hids were opened 

Arah 1989 tender 309 3000 MT 25 

and allocations made; they decreed that the lop 160 bidders 
would each get 20 MT at 130 d/bag, for a total of 3200 MT.

Much stock had degraded during poor storage by GPM3. 

May 1969 outcry ? 3369 MT 2 

and even after fou rounds of alternate winners only 1000 MT 
was actually sold and finally taken.
Most of this grahi was left over from tha unsuccessful March 
1988 tender; It had degraded even furthr and was finally sold 

June 1989 tender 281 4000 MT 25 
at the outcry auction for animal feed.Winning bidders at the low end of bid pric, range rec'd only 

July 1989 outcry ? 550 MT I 
100 MT each; top bidders 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 thesecond round, the Board required a bid deposit before awards 
were made, and the doe was finally paid for and celected. 

NOTE: The "Commente sectior, UP istrates the case-by-case declsionmakng process used to aflocate 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 tariffs. 

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 indicates that the 1987 sales 
amay 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 commercial vouldimports be better informed if they
knew the approximate timing of food aid auctions, because they could treat 
those auctions at another supply source and plan ahead. 

Impact on Goemrnent 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 felt 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/tander program,
and possible solutions, are discussed in the final section of this case. study. 

Defining Objectives Choosing 
an Auction Mhananut 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 parastr.tki control to market conditions. 

From the GOTCO perspective, the critically important generation of local 
currency revenues was balanced with the desire to restrain retail prices and 
prevent monopoly 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 inPAAD or the TA, the two bidixtng 

the 
program documents. In practice, represen­tatives of the GOTG and OAR/13anjul, along with the other Tender Board


members, have repeatedly hvoked 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 bydefault) on ways to balance the goals, compromising one objective in favor ofthe other. Implicit in the Tender Board debates, as well as the evolution ofauction parameters and policy that resulted, was a calculation of benefits andcosts associated with the different 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 a greater dispersion of rice among
more winning bidders. Another decision in the September 1987 auction also
resulted in lower total revenues, although incomplete bidders' lists do not
permit us to calculate the total amount of revenues sacrificed. 

Similarly, the MOFT decision 
1988 

to annul the auction results in Septemberand to sell all 3,200 metric tons at an administered price resulted in1,430,000 dalasis in lost revenue (an amount that the government was uti­mately required to transfer into the sales proceeds account from revenue
sources). That decision represented an attempted t-ade-off between maxi­mizing government revenues and moderating consumer/retail price swings,
although it is very unlikely that the traders who received the rice at the lowadministered price turned around and sold it at a correspondingly low retailprice when the market prices were already high. In each of these cases, theTender Board decision, although rarely unanimous, expressed a trade-off with
specific financial consequences. 

Problems and Possible Solutioris 

The implementation cf public auctions and tender bid sales of food aidrice in The Gambia ran into problems in the following areas: 

S Qnualityof eram after lone storage. While the USAiD rice is 
generally considered to be of consistently high quality, sales
of over 3,500 metric tons of rice in 1989 were undermiaed
by the GPMB's extremely poor fumigation and storage
management practictL. 
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* 	 Soecification of auction rules and selec tion of winners.
Only half of the parameters for the tenders/auction sales 
were 	publ'cized when the invitation to bid was announced. 
The other ules debated and decided awere 	 on case-by­
case basis, compromising the transparency of the bid process. (Table A-2 presents the parameters that must be
defined by policymakers.) 

a 	 Eaxlremely high oarticiation. Ironically, the openness and
frequency of the auctions resulted in dramatic increasea 	 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. 

* 	 Lack of re ualification. 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
,erious bidders, were eliminated. 

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 tolearn 	 thxough the implementation process. However, it has not created aconsistent, stable erivironment for the auction sales, and a more explicitstatement 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 activeparticipation 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 default. 

Should the decision be made to design and implement another multi­ear Title 11 Section 206 program, the following actions might improve the 
auction and tender process: 

* 	 Define and prioritize asthe proram's obiectives explicitly
as possible 	 of the Transferin the lanyruage Authorization. 
When two objectives are expected to conflict with each 

41-.
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Table A-2. A Checklist of Auction Parameters 

This list specifies the parameters which define the potential transactionbetween 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 Ecjuest
for offers to buy)
 

Deadline for bids ­ time, date, location 

Identity and authority of seller - 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 pzircha.e of tender
documents, bid bond or deposit requirecd ipon 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. 

a 	 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 P.L 480 tenders. (Table A-3 presents a sample
improvwd tender amouncement 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
 

Please assist us by announcing the following public notice in EngLsh.

Wolof, and Mandinka, as often as possible (no less than twice daily), 
 between 

-Wd 1989. 

The Government of The Gambia invites tenders from interested individuals andcompanies for the purchase of metric tons of rice supplied by the UaitedStates Agency for International DWioprent The rice is sold exclusively for sale and

consumption in The Gamb.i'a
 

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

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

The Government is not bound to accmet the highest or any tender.
 

Sealed tenders marked Tender for P1L 480 Rice will be accepted by The Secretary,P_ 480 Coordinating Commitiee, Ministry of Finance and Trade, The Quadrangle, Baajul,during normal business hours, up to (day/date) at (time) p-m. Alltenders must be accompanied by a biddeposit of dalasis,payable in cash
 
or certified check.
 

Successful tenderers will 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 determined, in case of default by successful tenderers.
 
Unsuccesuid endere.-3 vwill have their bid deposits refumded no later thdn three daysafter tihe tender is closed (Le., al] rice hes been allocated and purchased) or 30 days,whichever comes fi-st Bidders are required to keep their offers open for 30 days from
the date of subrmission.
 

Potendal buyers are hereby informed Jthat the rice will 
not be sold on credit Successfultenderers must be prepared to make full payment by cash, ce-tified check, or bankdraft, at the Treasury. The tenderer's bid deposit will be appied toward the fulpurchase amount Payment must be made within seven days of the date on thenotification letter, or the tenderer will forfeit the bid deposit and surrender the right to
purchase rice.
 

Successful tenderers should be prepa-ed 
 to take delivery of the rice not less than 48hours after concluding full cash payment as specified above. Ptuchasers must showtheir Treasury payment receipt to the wareh,',use manager before taking delivery of the 
rice. 

By a copy of this memo, the P.1 480 Coordinating Committee Ls invited to
the bid opening session on at am. 



ANNEX A-1: GAMBIAN LAWS AND REGULATIONS 
A.FFECrING 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. 

Auctiocn-, 

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

An auctioneer licensed by the government must supervise and beresponsible 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 U.S P.L 480but without any money ceiling. The reason for that requirement is the samein 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 Saes of Commodities 

Major and Minor Tender Boards 

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

(2) There shall be established a Minor Tender Board for the consideration 
and award of all government contracts for the procurement of disposal ofgoods, 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
Departments. Projecits and quasi Governmental agencies, and in particular
 
secure compliance with Financial Instructions.
 

(5) Both Tender Boards will meet regularly at a time and place to beappointed 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 atemporary Tender Board within the Ministry responsible for the 
implementation of the project. 

(2) Where a Ministry Tender Board has been so authorized it will confineits 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 theMajor 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 toall 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 memberto each of the Board and to the 
Auditor GeneraL 

(2) The Secretary of each Tender Board will notify the Accounting Officerof 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. 
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Auco Sales 

Disposal of Redundant, Obsolete 
or Unserviceable Store 
and Oder 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 appr-oved dumping areas under the supervision of the Auditor 
General. 

2. Items considei-ed 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 3overnment

locations with the consent cf the Permanent Secretary, MOFT, arid 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 join 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. formThis value will the "reserve price" at 
the auction. An official auction list will then be drawn up. 

4. The Permanent Secretary, MOFT will request the Tender Board toappoint 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 overpress and the radio. 

5. Representatives of the Accountant General Ministry of Financeand and
Trade will attend each public auction to ensure that government's best 
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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 ofthe 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 topenalties 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 Backgound: The Context for Aucticm 
Guinea, with a id area of 245,900 square kilometers and a populationof some 6.3 million, hes along the Atlantic coast in West Africa. Per capitaGDP is estimated to be $285, and total economic output is dominated by thetertiary sector (at 37 percent of GDP), with the primary and secondary

sectors almost evenly closing the gap (at 31 an, 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 overprivate sector development Starting in 1984-85, with a change in government,
a series of economic and financial reforms was initiated to address economicdeterioration, 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, divestparastatals, 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 riceimports (AL[MAG) was closed (December 22, 1985), and private tradersassumed ALIMAG's function, enlarging it considerably. Total rice importsgrew from 96,842 metric tons in 1985 to 148,314 metric tons in 1986, withprivate traders being responsible for the non-concessional imports, S.ome 53percent of total imports. Private traders were encouraged io enter into therice import business by the end of a long-standing rice rationing systemfavoring 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 Governmentof Guinea (GOG), USAID tailored its PL 480 Title I Program - and then its 
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Title 1 program ­ in the country to promote the greatest participationpossible from the private sector. Administered sales to private distributors were used In 1986 and 1987, and auctions in 1988 and 1989. 

Rice Marketing Strure 

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 theGuinean franc (GF) and the Conakry food riots of June 1988, importers andsellers of rice tend to favor the presence of ga official price because itlegitimizes their activities and it moves the responsibility for price fluctuationsonto the goverr,ment Importers believe, however, that the margin for profitbuilt into the official price is often too low for the risk of forecastingexchange 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 importmore rice when the official price is higher, as has been casethe 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 importers are interested inturning their rice inventory over as quickly as possible, but they have the
storage facilties to hold rice for its expected life of two 
to three months. 

Rice s a relatively expensive import, compared with sugar and flour.There are eight importers who operate on a large scale, commandingshipments of over 10,000 metric tons (the actual number fluctuates from yearto year, but it appears to be growing over time). A few of these largeimporters have established stores ('boutiques detaillantes"),
at and they sell ricethe retail level, where the lower margin for profit is compensated by
faster inventory turnover. 

There is also an unspecified number of smaller traders capable ofhandling shipments of 2,000 to metric3,000 tons. Some of these traders havebanded together to form import associations. Most of them, however, arewholesale 
such 

clients of the larger importers, and they only import intermittently,as when shortfalls in rice supplies are expected. Independent whole­salers in Conakry are estimated to ntumnber over 100, and retailers over 300. 

Rice is imported year-round from many countries, mostly Asian for riceat commercial prices and European and American for rice at concessional
prices. Commercial rice imports from October 1988 to October 1989amounted to 235,553 metric tons, and they accounted for close to 90 percentof all rice imports for the period. Most rice imports are financed with bank 

, q,3.. 




B-3 
letters of credit. Banks will not extend letters of credit when rice suppliesare high, thus indicating the degree to which importers, and traders ingeneral, must rotate their inventories to stay in business. 

The price structure for imported rice is highly evolved, with prices
reflecting perceived quality and country of origin. 
 For example, wholesale

prices for imported rice in Conakry are currently
 

Chinese (etuve) GF 13,500
U.S. GF 12,500-13,000

Chinese (regular) GF 11,500-12000

Vietnamese GF 11,000-11,500

Thai GF 10,000-10,250 

The gross profit margin at the wholesale level appears to range betweenGF 1,000 and GF 1,500 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
amount of rice imported yearly. Domestic rice is preferred by most 
the
 

Guineans, and this taste preference has accorded domestic rice a pricesometimes reaching as high as twice that of imported rice. While very littledomestic rice moves into Conaly, imported rice is distributed to eas! yaccessible, high-density, rice-deficit areas outside of Conakry (e-g. Fouta
Djallon). Gradual improvements 
 in Guinea's national transportation networkare expected to unify the now fragmented rice market, and to increase the
volume of imported rice directed in land, placing pressure on domestic rice

production. 

Excience With Fod Aid Auctions 
To date, there have been two food aid auctions in Guinea: one inOctober/November 1988, and the other in September/October 1989. Eachaucilon followed the 'sealed* or written bid format ar~d lasted about threeweeks from the announcement inviting the bids to the announcement ofawards. Each auction was subject to some irregularities, but both proved tobe learning experiences for all participants (the GOG, A.LD, and the bidders).It is expected that, with GOG and A.U. consensus on both food aid program­ring objectives and the auction parameters appropriate for attaining theseobjectives, orderly auction procedures can be established and strictly

maintained-

Before examining auction events and outcomes for both years, it mightbe helpful to trace the evolut;on of the concept of using auctions to sell anddistribute P.L 480 rice in Guinea. Relying on documents available at 
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USAID/Conakry, the first reference to auctions appears in a cable fromA.D./Washington to the Mission in October 1987. The cable reviewed theresults of the Food for Peace program for FY 1987, which entailed adminis­tered sales to private distributors, and whi'ch suggested the introduction of amodified auction system tc bring greater depth (Le., greater number of
participants) to the rice import and distribution system. 

The Mission responded favorably to the idea, and a cable from theMission to A.D/Washington in February 1988 states that the Mission's'primary concern is that U.S rice be purchased and marketed directly by theprivate sector rather than sold on consignment by the private sector for thegovernment.' The cable goes on to say that the Mission 'has an interest inpromoting downward pressure on prices through competition rather thangovernment-private sector negotiation,' and at the same time in *seeing thatprices not be artificially low so as to weaken supplies or otherwise put thegovernment and populace into a position that cannot be sustained once donorrice is withdrawn." The cable concludes the discussion by noting that true
liberalization of the supply and marketing of rice entails 
not only the freemovement of rice prices, but also enterprise and market development, withimproved access to finance and expertise by smaller potential importers. Inearly 1988, then, USAID/Conakry considered food aid auctions as a 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 theprocedures for the auction tracedwas through discussions with the GOG and
USAID and through doumrnents (essentially forms and memoranda) from both
 sources. it is particularly instructive 
 to compare the procedures conceivedbefore the auction's implementation with the auction's actual outcome. 

The Transfer Authorization (TA), signed by the GOG and AID. in June1988, is the first formal document to outline the procedures for the 1988auction. The TA specified the type of commodity to be auctioned, thegeneral auction format, payment terms and timing, and now to calculate thereserve price (the lowest acceptable price). Eligibility criteria and specificoperational procedures (such as lot size) were left for consideration by aauction oversight committee, to be composed of representatives of MICA. 
MPCI, and USAID/Conakry. 

The rice was to be Grade 5 (the lowest marketable grade in the TitleII program). Once it was sold through the auction it was to have the statusof privately imported commercial rice. The reserve price was not to be lessthan the fas. Gulf port price (in local currency calculated at the highest legalexchange rate at the time of the transaction, presumably the auction). 
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Bids were to be ranked from the highest to the lowest, with thetransfer price being the one proposed by the lowest successful bidder.Successful bidders were to deposit at least 25 percent of the valve of therice awarded when signing the prte,'ol agreement; an additional 25 rpeOrcentwas to be paid when the vessel arrived in port. The balance was to be
covered by a 'caution bancaire,' 
 due 90 days after the vessel's departurefrom port. Late payments were to be subject to a monthly charge of 5 

percent
 

Interestingly enough, and unlike the situation in many other countries,transfer of ownership was to occur the moment the vessel was docked (ifthe entire ship load was going to one purchaser) or when the designatedireight forwarder assumed resplPnsibility for the rice (if the ship's load was 
to be divided into smaller lots). 

In July and August several meetings were held among A.D. and GOGministries to refine general auction procedures In a meeting in July amongrepresentatives from MICA, MPCI, and AID., it was agreed that auctionprocedures should suppo-i three objectives: the establishment of a market­based transfer price, the generation of a maximrnm amount of revenue for thecounterpart fund, and the *fair and equitable' selection of recipients. MICA
and MPCI, in particular, were concerned by the possibility of an oligopoly
developing among rice importers and by the appearance of favoritism shouldformer traders in US rice receive awards under the auction. At the meeting,it was agreed that lot sizes below 1,000 metric tons would be very expensiveto handle unless all logistical arrangements were undertaken by one company,with the receivers of rice paying the company's costs It was also agreedthat the details of the auction's implementation would be left undefined to
permit their being "fine-tuned' 
 to meet GOG and AID. policy needs.Unfortunately, the duration of the fime-tuning was left ttm pecified. 

1. The wording of the TA makes the transfer of title to the rice morecomplex than would appear at first glance- Under Title ILthe shippingcompany holds title until the rice is unloaded; title passes to the GOG onlyafter an out-turn report (verifying the quantity of rice unloaded) is jointlycompleted by representatives of the shipping company and the COG. Onemay presume that the title then technically passes to the bidder (as theforwarding agent of the bidder assumes control of the rice). However, theinstructions for the invitations to bid in Guinea clearly state that thenoperateur econcmique' (or successful bidder) is to receive intitally only 80percent of his bid lot, the difference being made up of the sweepings, tornbags, and good rice remaining after all bidders have received 80 percent oftheir respective awa-rds. Should disputes arise over the quantity of riceultimately received, little recourse is practically available through the Guinean
legal system. 
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An oversight committee approved the final auction parameters in late 

August 1988L These were as follows: 

a 	 Eligible bidders were to demonstrate two years of experi­
ence in importing a narrow 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 S80, or
less than one percent of the average Mial payment), and
obtain a bank letter stating the presence of financial 
resources sufficient to cover the proposed rice purchase.
Lsly, they had to have 4ccess to a warehouse with a 
capacity of at least 60 metric tons. 

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

a 	 The reserve price was established at the prevailing f.a.s. 
price for US rice ($302/metric ton). 

a 	 All 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 to arrive. 

* 	 The transfer price (a uniform one to avoid confusion and
tnfarness) was modified from the original suggestion of a 
stop-out price, and it was to be calculated as the average
of all bids suLbrmitted. However, should this average be
lower thnn the price submitted by the last successful
bidder, the transfer price was Z7 be changed to reflect the 
iowest sxcessful bid price. 

a 	 In the event of a default of the 25-percent downpayment at
the moment of signhig the contract the bidder in question
woud lose his bid b&,ad and the lot would be awarded to
the bidder ranked below the last successful bidder. 

* 	 Each successful bidder was to receive initially only 80
 
percent of his bid lot, to 
allow an even distribution of
damiged bags among all successful bidders. 

* A monthly penr!ty payment of 5 percent was established 
for all late 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 theGOG to consider trade-offs between the administered sales and auction processes. Auctions, unlike administered sales, allow equal access by allprivate traders, and they favor overt competition among all interested

members of the private commercial community. Delays in the auction
process occurred as 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, wasadvanced 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 of 114,000 metrictons, with prices ranging from $302 to $315 per metric ton, compared to the
f.a.s, 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 following the public opening, thecommittee excluded five bidders (one for not including a bid price, one forcalculating the bid price in Guinean francs, two for not having the requiredfood imfxjrtL !p-. ience, and_,g one for not paying the bid bond). Thecommittee set a transfer price of $3O7/metric ton, coincidentally the mean ofall US dollar-denominated bids and the stop-out price, a fact that was laterignored by all those involved in the planning and implementation of the 1989auction. The committee then ranked the bids in descending order by price,with quantities of rice being provisionally allocated as .,^equested by the
bidder. Thus selected, the successful bidders (10 in all) would have ,beennewcomers or infrequent participants in the rice import busiess, which
disturbed the oversight committee tremendously. 

In a series of discussions over a period of five days, the oversightcommittee, in concert with the Minister of MICA, decided to reduce all lotsto 2,000 metric tons to enlarge the pool of eligible bidders and to incorporate
major/regular importers of rice among the successful bidders while stillrespecting the original bid ranking. A..D.'s representative to the committeeraised 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 freight forwarder, the committee decided to
sell all the torn bags and damaged rice at a reduced price to a single
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 at the momenW of signing the contract and
75 percent in the form of a banker's acceptance. 

A third issue, however, was more disturbing. It came in the form of arequest from MICA that successful bidders contribute a small percentage of 
their rice to a national security stock. Uphoiding the language of the TA. 
A.ID. w . zi: ,,have the request denied. 

A fourth and final issue was the mosl serious. On November 4, it
became apparent that MICA intended to increase the tr. ',sfer 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, theworld market price of U.S. rice was considerably lower than that of Asian 
rice, reflecting an unusual shortfall in Asian rice production for the year.)
This time, A.I.D. objected formally to the government's unilateral intervention,
especially midway through the auction, but AiD. felt it could not take specific
actions other than to warn the Minister of MICA that such interventions 
placed in jeopardy the continuation of the U.S. food assistance program in
Guinea. All of the successful bidders (all of whom had submitted bid pricesfar below $345) accepted the new price, reflecting either a strong desire 
to forgo the purchase or lack of experience with auctions. 

not 

A totpa of 15 peopie received awards of 2,000 metric tons each, 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 delLnquent 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 
to be collected from individuals. 

The 1989 Audion 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 oversightcommittee on 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 H auctions and (2) decreasing the possibility of noapayment by
successful bidders. 

Eligible entrepreneu-s were to have a minimum (once in five years) ofexperience in importing a narrow range of food commodities (rice, vegetable
oil, wheat flour, and sugar). They had to demonstrate an adequate storage
and transportntion capacity (in the form of a sufficiently large warehouse to
bouse their, exected share of the shipmen!t and access to two trucks) andsufficient financial resources to cover payments. In addition, they had to
have a positive credit history, with no default on their record. Payment
terms were modified to 25 percent downpayment and 75 percent covered by
an irrevocable letter of credit 

Bid lots were to be between 500 and ANL00 metric tons. A non­reimbursable participation fee of GF 50,00 was to be paid for the invitation 
to bid forms themselves (five pages outlining the procedures and two-pMge

application). A bid bond was 

a 

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 fhe conference room of the Ministry
of Industry. The reserve price was to be the f.as. price of the rice (in local currency at the lowest prevailing exchange rate). The transfer prce was to
!?e 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 a total of 168,00 metric tons. 

Bid processing started a little earlier than in 1988, on September 21 and
22. Bids were ranked in descending order according to price. Excessively
high bids were eliminated for being unrealistic; excessively low bids, for
being speculative or collusive. A tranfer price was calculated from the mean of the original US dollar-denominated bid submissions; it turned out to
be $332, far below the f.a.s, price of $350.8. 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 GOC. The committee alsoreduced 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 appropriatebank doxuments. (It should be noted that use of the price band, and theextreriities of the price band itself, were much debated by Ihe committee.The upper limit was ultimately set by the Minister of MICA)p 

The committee gave the 32 bidders three days to finalize their negotia­tions with their banks, and it next met on September 2& By that date, onlyone company (a major rice importer) had submitted the required bankguarantee. The committee was also given to understand that MCEF and MEFwished to have 5,000 metric of the 21,000 metrictons ton shipment put aside 
as security stock. 

On tite following day, the committee learned of only nine other bidderssubmitting the proper documentation. As the committee felt obligated to finda sufficient number of qualified bidders before the ship's arrival in Conakry,the committee then developed another Ji:;t 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 bidsbelow $350, 5 had submitted bids above $360, and 2 appeared to be newentrants to the auction. On September 28, the committee decided to
 announce by radio the reopening 
 of the auction to new bid submi.sons in aneffort to find a sufficient number of persons capable of procuring bank
guarantees. An additional 
10 persons (from the original list, the reserve list,

and not on any list) submitted bank documents.
 

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

2. One senior government official explained that, from the GOG'sperspective, the auction conductedwas simply to know which trqders wereinterested in purchasing rice, and not to maximize revenue or to determine 
exogenously a transfer price

3. The committee knew that the COG was not interested in taking deliveryof the rice, since it had no storage facility suitable for housing the rice till it 
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
 

SucL.ssful bidders expressed disappointment with the quality of licereceived, and unlike the previous year when the rice was quickly movedthrough the market channels, very little of the 1989 rice was sold. The 1989rice was viewed as being too similar in quality to the less expensive Asianrice on the market Bankers are currently seeking a 90-day extension fromthe 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 H rice auctions on operations of the ricemarket in Guinea is difficult to gauge owing to deep structural changes in the economy that are beginning to be observed but are not completely under­stood. The traditional segmentation of the rice market in Guinea, bothgeographically and in terms of price, is starting to blur as commercial riceimports increase in volume annually and are being distributed in ever greater
quantities in the interior and across the border. 

Title H] shipments have always arrived in September or October,coinciding with the beginning of the rice harvest season. (Domestic rice isharvested and enters the n.ational market between October and March,depending on the region.) To the extent that the markets for domestic andimported rice remain distinct, the influx of US rice in Conakry should have
little impact on the prices and trading of domestic rice. To the extent that
imported rice is being re-exported or sold inland, US rice (along with all of
the other less expensive imported rice) has the potential to displace both, ifonly temporarily. 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 importedrice travels to the hinterland or to Mali, Guinea Bissau, and Sierra Leone. 

It is difficult to attribute any downward movement of rice prices inConakry to US rice imports owing to a seasonal (fall) glut of rice in the
urban center for the past two years. The 1988 glut rras due to the suddenentry of large companies in the rice import business and the simultaneous
arrival of large rice shipments. The 1989 giut is largely perceived to be dueto the GOG tightening surveillance over cross-border trade. All rice iscurrently 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 suchrice can command prices significantly above the official price. T.S. 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 adecline in demand for their Asian rice stocks in anticipation of the arrival of 
the U.S rice. 

As a percentage of all rice imports, US Title ii rice shipments arerelatively small, accounting for approximately 17 and 8 percert of all commer­cial and concessional rice imports in 1988 and 1989 respectively. As one-time
injections into the rice market, though, such shipments have the potential
disrupt rice market operations if they arrive at 

to
 
a time other than scheduled.This was the case in 1988, when the Title II rice was to arrive in July and

actually arrived in October. Traders, unable to wait for the delayed
shipment, arranged for rice supplies from other sources. This explains i'n 
part the glut of rice in the fall of 198& 

Auctions are clearly increasing the participation of wholesalers in the

rice import market, but 
 they are not necessa-ily fostering the development ofa larger class of importers per se. Interviews with traders reveal thatseveral of the large importers established special relationships or cartels withtheir regular wholesale clients to direct more than the "quota' of the U.S. rice
to their warehouses. Other wholesalers not involved in oa of these
schemes participated in the auction because of the lack of commercial
importers of US rice and of the possibility of importing directly withoutjeopardizing an existing relationship with a regular importer. The continuation
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 encouraging
are 
greater sophistication in rice market operations. 

Imnpad on Governent Operations 

The auctions, as managed until now, have generated uneven revenuelevels for the GOG's counterpart funds In I9M, the auction price was set atthe *revailing CIF price of privately imported rice, in essence the highestvalut. that the rice market could sustain. In 1989, the auction price was
estab' shed at an amount $10 lower than the prevailing CIF price, and no 
reven-. , was generated from the rice. set aside for the security stock. 

K ICA officials have indicated, furthermore, that the government is notcommitt.,d to raising funds thanmore that required in the TAs (i.e., the fa-s.price of US. rice). This attitude implies continued fluctuations in revenue
from one year to the next, which has important financial implications forthose prok, rams sponsored by counterpart funds. This attitude could alsoundermine iht- implementation of auctions in the future, as the GOG and not 
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the bidders would determine the final t'ansfer price whenever the auction­
derived price happens to be different from the fa.s. price of rice. 

Auction participants, both within the GOG and without, felt that theauction process could be improved. Problems as positive aspects ofwell as 

both auctions are discussed below.
 

Positive Aspects df the Auctions 

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

U 	 The presence of detailed auctionoLrocedures in the TAThe GOG diplayed a strong willingness to establish clearand complete auction parameters prior to auction
implementation. Such parameters are necessary but clearly
not a sufficient requirement for an orderly, well
administered, and effective auction. 

a 	 Upward movement alont the learnine curve. Members ofthe oversight committees have acknowledged that they arecoming to a better understanding of those who tendparticipate in auctions, those who can 	
to 

afford to pay for therice and the type of problems that can be encountered inusing 	auctions as a sales mechanism. With such experiencecomes the ability to implement properly auctions of a
staple with strategic significance for the GOG 

food 

" 
 Increasing public participation in the auction. The number ofbids submitted from one year to the next rose by 368 percent,from 25 to 117 (plus) bidderm, thus providing greater competitionand lessening the possibility for successful collusion. The numberof sucessful bidders increased by 143 percent, from 16 to 39 
bidders. 

Probleis With the Audctis 

There were also a considerab!e number of problems associated withboth auctions. Most of the problems were 	of a procedural nature, and all ofthem 	have an important impact on pubLc interest in aucmions, bidding
strategies, and auction results. 

Lack of transparenct . Both auctions lost their transparency asthey 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 [U rice) resulted in a far different outcome in terms ofrice 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. 

a Lack of sufficient dialo vj c._tween the GOG and AID. to 
establish explicit auction objectives that conform to food
aid prograrming goals and general policy objectives.
Failure to link food aid programming goals and auction 
desigit led to the partial breakdown of the auction process.
This is most clearly illustrated by the decision to reduce
the lot size in order to increase the number of awards
during Qbhe 1988 and 1989 auctions, which, along with other
inteiventions, curtailed the usefulness of auctions as a 
resource.-allocation mechanism. 

* Confusion about the proprer role of an over-sight committee. 
In modifying auction parameters after the bids were 
opened, the oversight committee stepped beyond its 
function. The very name of the committee suggests L3
function, specifically tc ensure transparency during auction 
implementation. Such committees should not participate in
policy decisions (these already having been made 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)
m ".i'y during the 3uction, because in so doing they alter 
the auction's outcome. 

* Poor timiniv. Both auctions suffered from tight schedules 
and delays, with insufficient time during the planning phase
to 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 f rie 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 !I shipment (consisting of rice for 
the 1989 auction) was only partially composed of the long­
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grain rice; a significant portion of the shipment consisted ofmedium-grain and discolored rice not sufficiently distinctive
from Asian rice to warrant a price difference. Bidderswho were successful in the 1989 auction now rind it
difficult to sell their rice, and they might be unable to meet
their commitments to the banks. 

ecommedaou 

The recommenaations are presented in two categories. The firstcategory of recommendations touches upon general considerations, such as theinstitutional, policy, and legal framework in which the Guinean auctions occur.The second group of recommendations addresses specific auction design andimplementation issues, in the mechanicalessence 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. 

ee ComKiera o 

There appears to be confusion about the difference between invitationto bid" (a sealed or written bid) and an open outcry auction (or English

auction). 
 In the English system and in auction literature, the word "auction' encompasses both auction formats, whereas in French, a semantic distinctionis maintained both formally aid informally. Recognition of this difference isimportant when it comes to Guinean regulations and customs governing
commercial activity, as embodied by the new 'Code des Marches." The Codediscusses invitations to bid and not auctions (and like most government
procurement codes it emphasizes purchases not sales). 

The Title H rice bid-tender procedures in Guinea had their genesiswith USAID., which termed the procedures "auctions" in keeping with theaccepted practice of auction literature The word was then inappropriately
translated into 'vente aux encheres* (or open outcry auction) rather than"appel d'offres' (IFB). Given the existence of the new Code, it would behelpful to tighten the wording referring to Title II auctions in both Englishand French so that there is total consistency among all documents governing
their use, design, and implementation. 

. ­
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Specific Auctin Eleent 

Pridng 

Auctions are chosen over other sales mechanisms to allow for thetranslation of supply and demand conditions into an appropriate market priceIn both hypothetical (test) and actual situations, well-conducted suctions haverepeatedly demonstrated the capacity of capturing the prevailing market value
of a wide variety of goods. 

In Guinea, intervention with respect to price has been a major problem.Such intervention has occurred to overcwme unrealistically low (unrealistic) orhigh (speculative) bids. 

The best way to limit low bids is never to announce (directly orindirectly) the reserve price. Such announcements exert a downwardpressure on bid prices, and they encourage the development of bidding ringsthat hold bid prices unrealistically low. This is probably best explained bycontrasting events of the 1988 and 1989 auctions. In 19% the reserve pricewas publicly held information, and no bid was below the reserve priceHigh bids, too, were close to the reserve price (a 4-percent difference) asbidders anchored their bidding strategy on the strong probability of otherbidders submitting prices within a narrow range just above the reserve price.In the second suction, which transpired without advance notice of thereserve price, the range of bid prices was extrem,_,y wide, reflecting thegreater uncertainty faced by bidders with respect to the bidding strategy of

others.
 

There are several ways to eliminate what the GOG calls 'speculativebidding' (e.g. 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 successful
bidder pays the prce he or she bid. It is unlikely that a bidder who paysmore than the true market value of rice in Conary will be able to sell hisrice at the desired profit margin; he or she will uhimately lose money on theentire purchase and sale transaction. It is also unlikely that the same bidderwill engage in the same behavior a second time. Pay-as-bid pricing is alsoknown as discriminatory pricing. 

Should the GOG remain committed to uniform pricing, however, stepsshould be taken to ensure that the transfer price is the stop-out price Theprocedure for such auctions consists of awarding lots successively, beginningwith the highest bidder, and proceeding downward until the quantity of riceavailable 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 tocontrol 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) andpartial payments (paid at the time of bid awards). Both mechanisms workbest if they are pro-rated with the size of the bid submitted and are notstandard amounts. Bid bonds are refunded to unsuccessful bidders; bidbonds and partial payments are 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 owing to GOG concern with cost and potential for irregular
dealings. Modifying the form of the bid tond so that it becomes an amountsequestered in a privately held bank account appears to be the best way to
01tercome ,..zjimIcerns. 

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 withsufficient Financial means and storage capacity to purchase the rice. A
corollary to this is: the smaller the lot, the less interested the regular
importers will be i,:- oarticipating in the auction. 

It is clear that in ,,uaiea, the correct lot size hat not yet beendetermined for drawing the widest possible participation. Lots of 1,000metric tons (even of 400 metric tons) attract the regular importers, but theyare still too large for the majority of smaller traders 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 istherefore a a difrr:jlt juncture. Should the GOG continue to decrease thelot size, it is likely that the number of eligible bidders will actually decreaseinstead of increase. The precise relationship between access to credit/bank
guarantees and business size deserves a closer look. 

Cther Procedures 

a To- incrase transt:arency, its ai n -ato call off any 
auction 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. Should either event occur, noattempt should be made by the oversight committee to 
remedy the situation 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 
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to initiate another auction. The intention to follow this
cou:i.-,: of action, i'" circumstances call for it can of course 
be announced in advance. 

* 	 To i=cease mublic 9onfidence in the auctioni DrOCess. a oJblic

opening of bids should be maintained. Such openings allow

bidders to see that their bFds 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. 

* 	 To improve auction implementation, it would be begst to 
arate.te resoosibilities for auction desiffn (or


refinement) and oversight, currently ascribed 
 to o0e
2ommitte. 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 
committee will be limited to rum-tuning the auction system,
and the time-input of this committee will be minimal As a
corollary, theze 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 %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. 

a 	 To increase toans2:arency of the auction award procedure. 
an altelnative list for awards must be developed subse-
Quet to bid ranking and Drior to anynotification of 
Lwar. s The alternative list should contain the names ofall eligible bidders in order of rank. Whenever a success­
ful bidder fails to meet his obligations, then the next 
person on the alternative list is presented the awrd. 
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. 

~ 	 To minimize administrative difficulties and implementation
costs, the auction should bestretched out over a ionger
2eriod, or at the very least be configured differentl. 

http:arate.te
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Under the current system. announcements are 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 different configuration isdepicted below. 

weeks­

(Anrnmocements) 

(Submission Deadline) 
X 

(Public Opening)
X 

(Committee Review) 

(Award Publication) 
X 

(Delivery)
 

This sequence has the virtue of shifting the burden of proving
cligibility 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 sequ-.ace allows bidders sufficient time to negotiate
terms with banks and to gather the required documents. 

* 	 I~g._Illeviate timing difficultie it might be sprovriate for
the CC to announceto the GOG and USAID/Conakrv, the 
exact departure date and theexpected arrival date-of the
ship n it leaves the United States for AfricZ This sort of 
announcement would allow the GOG to implemnent the 
auctions 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 tey break down. 

To ensure smooth functioning of the bank guarantee sstem
the quality of the rice must be ascertained _rior to the 
commencement of the auction. A broad specification such 
as U.WS grade rumber five is insufficient in a rice market 
that categorizes rice on subtle points such as texture once 
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cooked, in additin to color, percentege broken. and length.
Since the GOG does not own any warehouses in which to 
store the rice shipment upon arrival, and in as much asauctions have to occur prior to the arrival of the ship,
procuring samples of the rice to be sold prior to the
auction presents a difficulty. It might be best to request
the CCC or the US. exporter to send the precise
specifications of the rice to A.LDConakry and to the GOG 
as the rice is beng loaded in the United State. 
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APPENDIX C 

EXPERIENCE WITH FOOD AID AUCTIONS IN MADAGASCAR 

Country Background: The Cotext fm 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 Ln 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
by tight control .fid intervention resulting in large public deficits, a significant
external debt, and high inflation. These fiscal imbalances have resulted
economic stagnation and decline. The country's debt service 

in 
payments were

about 50 percent of export earnings in '.988 (USDA), and agricultural 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 poV'cy 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. 

USAlI/adgscar and the 
Edible Oils Subseco 

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
country's 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 11 Sector 206 program, the 1988 
program sought to achieve the following. 

a Provide continuing balance of payments support 

* Encourage continued market liberalization 

M Suppoct government efforts for reform of the vegetable oil 
subsector 

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

The program included provisions to meet rining and market demand forvegetable oil through the middle of calenddr 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 5,000 metric tons of crude vegetable oil for open
sale (auction) to Malagasy refineries. This assistance would accomplish ALD.'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 frst FY 1988 auction that 
took place in January 1989, since written documentation was available for this 
auction only. 

Edible Oils Marketing Structure 

While no comprehensive analysis of the vegetable oil subsector has
 
been completed, informal projectiors 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 1989." 
(A.I.D. 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 tc,ns.
 

Therefore, the FY 1988 Section 206 program was critical for maintaining 
a sufficiznt supply of vegetable oil for consumers given domesticconstant 
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 be problematic given the diffi­
culty of collecting data on a disanal 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 anfor the design of 
appropriate vegetable oil strategy by interested donors. Moreover, such a 
comprehensive planning exercise is in opposition to the market liberalization 
agenda of government heing supported by the World Bank, andthe IMF, AI.D. 

In terms of domestic marketing and processing agents, the-e are six
principal edible oi, refineries in Madagascar;, four are private sector 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 l'Huilerie Centrale de 
Thnanarive ,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-I. Note that the parastatal refineries had the capacity to supply
approximately 68 percent of edible vegetable oil to the domestic market hn 
1988.
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Table C-i. Estimates of Capacities for Domestic Refineries 

Rermery Capacity Share of Total 
(metric tons) (percent) 

SOMAPALM 9,000.00 50.71 
HCT 3,000.00 16.96 

SEIM 2500.00 14.09 
SIB 1,500.00 &45 

SCIM 1,000.00 5.63 
SICA 750.00 4.22 

Total 17,750.00 100.00 

Source. Appel d'Offres pour le 16 Aoit 1989, GDRM 

Therefore, cap-.city exists locally to refine at least I7,750 tons of crude

vegetable oil for domestic consumption, which is far greater than the
 
estimated annual domestic consumption requirement infor-
While complete

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 AJ.D. 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 adm.4iistratively
allocated foreign exchange (import quota) system with a price-allocated open
general license (OGL) system. The OGL, including imports of crtade and 
refined vegetable oil, allows public and private sector refineries access to 
imrcrts of crude supplies at the CIF price converted to local c4Irrency at the 
prevailing exchange rate. Such a strategy is an attempt to provide priva.e
and public sector agents equal access to needed inputs 

Title 11 Progran for Vegetable Oils 

The GDRM and US ..')/Madagascar entered into a Memorandum of 
Understanding on January .Au, 1989, to detail the implementation of the Section
206 program, including the allocation of the crude oil among local refineries. 
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 acces.%, 
terms, and conditions for both private and public sector refimeries. 

http:17,750.00
http:1,000.00
http:1,500.00
http:3,000.00
http:9,000.00
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Prior Experience With 
Commodity Auctions 

While the central focus of this current evaluation is on the auction ofSection 26 crude vegetable oil from FY 1988, both the GDRM and USAID/Madagascar had previous experience with food aid auctions. Approximately12,000 	 metric tons of FY 1987 crude soybean oil was auctioned to eligible
refineries with the following beneficial results as reported in the 1989 AID. 
Evaluation Report 

a nterministerial cooperation increased, through the formation 
of an Audit Commission 

a Private sector presence in the vegetable oil market 
increased 

N 	 Geographic market extension improved and consumer prices
were 	slightly lowered as a resilt 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 auctions, itappeared that the parastatals had a greater advaniage in acquiring allotmentsthan did the private sector refrmeries. This relative advantage was attributed 
to the more 	generous payment terms accorded to the parastatals. Therefore,the accepted auction procedures for next (189) auctionsthe specified that
both private and public sector bidding refineries would be subject 
 to eoual
payment terms and conditions and the FYthat 1988 allotment be auctioned
competitively. The FY 1960 bidding document was revised as such. 

January 1989 Auction 

Based on the auction procedures agreed to in the Memorandum ofUnderstandi% the GDRM sent the six refineries an invitation for bids (IFB)on December 8, 1988, announcing the auction of the first lot (1,840 meulc tons)of vegetable oil. The bids were due on January 5, 1989. Although the
selection of the consignee refinery was to be 	done through compettivebidding, only one refinery, SOMAPALM, offered to receive and store theshipment By February 1988, all 5,000 metric tons of crude soya oil was
imported and stored at SOMAPALM with minimal losses. 

.. 
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Auton Procedures and Requirements 

The IFB set out in detail the requirements for submitting a sealed bid,and it established the rese-ve price or minimum bidding price for the firstlot (872,000 Fmg/metr;c ton). Bidders were not allowed to bid for a quantityof oil in excess of their annual refining capacity. The GDRM estimated thesecapacities and presented therm in the [FB (see Table C-I). in addition tosubmitting bids in local currency (Fmg) and metric ton, bidders were toinclude documeitation of their actual annual production capacity, registrationwith the Min.try of Commerce, and an official business card. In addition tospecifying, the requirements for bidding, the IFB outlined the procedures forevaluating the bids. The bidders would be ranked according to the amountbid, and in the event of equal bids or the quantities bd not correspondingwith the total allotment available, bidders would be asked to submit newbids the following day at prices no lower than those bid in the first auction. 

Bidders and/or representatives were :rvited to .,ttend the opening ofbids and awarding of allotments, which took place in a public gatheri' g atthe Ministry of Commerce. Winning bidders were obligated to submit to 'theTreasury a check made out to the Central Bank of Madagascar for the ful;
cost for the quantity allotted, to submit authorization for the pick up 0l the
allotment from SOMAPALM, and to pay SOMAPALM in jash the fixed 'ee of85,000 Fmg/mt for storage and delivery of the crude iV Aiiotmcntls were tobe picked up within six weeks from the date of notifvuation or the award. 

Additional general requirements were also detailed in the IFB, whichrequired the bidders to follow a government decree issued in V964 aiandatrigthe norms and quality of refined oils that can be sold for consumption andadministering the conditions for ref'MLqg oils (1%9 decree). Bidders were to
clearly label their products to ra:1ilitate identifiction by consumers. Uzi.g 
 amodel form that was included in 'he fi:3, they were also to present a
monthly declaration to the Ministry of Comr-aerce, Ministry of Industry,
Energy, and Mines; USAID; 
 and the local Trade office, which contained anaccounting of stocks, production, and sales. in terms of sanctions, biddersnot following the guidelines specified in the ["B and failing to pay (in full)either the Treasurer for the allotment or SOMAPALM for the fixed fee forsorage would lose their allotments, which would then be auctioned amoi, 

1. The consignment fee was approximately 24 percent of the average priceper ton paid for the allotment in the first auction. The fee covered handling,transport, and insurance (4.7 percent);, customs duty (15 percent);, and(4.4 percent). The GDRM had specified in 
fee 

the IFB that the crude importswould not be subject to a customs duty. However, the two shipments of the5,000 metric tons of Section 206 soybean oil arrived at the port before theMemorandum of Understanding was signed, and thus, it was charged customs 
duty. 

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

Aucion 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 A.I.D. 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 875,000.00 100.00 
SICA 872,7%.00 50.00 

Total 1990.00 

Source: A.D. 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 totat allotment available 
(1840 metric ton). Coincidentally, the quantities bid by the four winning
refineries equaled the amount available in the ru-st auction lot. While the
parastatal refineries received 77 percent of the allotment, 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 frominterviews with representatives at HCT, SOMAPALM, and SEIM that there 
had been a preoidiling conference among the six refineries to establish
bidding prices aid quantities. In order to ensure competition between the 
bidders, SEIM agceed to bid for only '.30 metric tons, not the 900 tons that 
they had originaliy planned on. Part of the justification for this decision was 

http:872,7%.00
http:875,000.00
http:875,500.00
http:876,000.00
http:876,500.00
http:877,000.00
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based on SEE's speculation that there would be another auction in onemonth, and its 280 metric ton bid would represent one month's input for therefinery. HCT also agreed not to bid for a larger amount to allow all
refineries equal access to the auctioned lot
 

Several issues also arose 	with respect to payment by the refineries fortheir 	allotments. It was rev-.!ed during the March 1989 evaluation that HCThad paid the Treasury for . M's allotment, due to the latter's inability topay. SEIM was also unable to pay its consignment fee. Also, HCT wasconsidering picking up the allotment awarded to SOMAPALNL Because theSOMAPALM refinery was broken, there were potential supply shortages ofrefined vegetabie oiL In addition, SOMAPALM did not submit the necessarypayment to the Treasurer in the required time p-aiod. In fact, SOMAPALMhad already re(ined almost half of its allotmeiit oi vegetabie oil since it wasthe consignee and it had access to the supply of crude oiL Therefore,SOMAPALM violated one requirement as specified in the IFB, that fullpayment was to be rade to the Treasurer for the awarded allotment Priorto taking delivery SOMAPALM, according to the 	sanctions detailed in thesame IFB, would be ineligible to participate in subsequent auctions that year. 

Clearly, there were a number of procedural and legal issues that arosewith 	 the first auction of FY 198& The A.LD. evaluation team recommendedthat, 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 ihe fixed fee 

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

* 	 The extent of collusion among bidders in auctions and the
impact of collusion 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, addr-ssed the aboveissues 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 andfor producer consumer prices and the country's
macroeconomic environment Bidders' concurrence with the IFB's Article It
(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, SELM, 
and SCIM). 

Artkce It - Pakwnt ef EnZveiwent 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 lo stibmit to SOMAPALM 
!he cormmission for 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 SOMA1PALM 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 to submit payment thethe winning bidders to 

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.
 

Artcl 12 - R.6on This article is concerned with the terms for the
delivery of ilto the winning bidders from the consignee. Winning oidccrs 
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 Februa,.; 11 1989, and SCIM completed 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 
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The audit report recommended amending Article 12 to ensure better
compliance by bidders with both payment delivery in theand terms specified
[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 oi notification by the government of an award 
- or the completion of a contract with the GDRM for a winning allotment. 

AAie 13 - Obligatios e( Sanctions This last Article covered
 
obligations rendering refineries eligible to participate in the auctions 
and 
sanctions inposed upon participants failing to meet the terms specified in the 
auction IFB. The obligations specified in Article 13 ensur.id that bidders 
should (1) respect the norms and quality for edible vegetable oil delineated in 
a1064 ". -ent-iY' and regula'ions concerning the refining of edible oil
and oilcake as specified in 1%9, (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 a model specified in the IF.
 

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 respect *o reflninr edible vegetable oil and quality thereof and that they
have, generally, sutomt.ea (he required monthly operational reports. The 
audit report recommended the submission of a photocopy of 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 uasis to the Ministry of Commerce. 

Collusion Among Bidders 

The audit report 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 slated in 
the audit report. 

Producer' and Consumer Prkes. 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 low,st to highest bidder (z..ee Table C-2). Moreover, these 
prices are surprising, given the varied production quantities, level 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 team main­
tained that the domestic edible oil refiming sector is interdependent and
oligopolistic, which would justify some level of collaboration between

refineries. Examples of collaboration between refineries include (1) HCT
 
pa ing the Treasury for SEIM's allotment and (2) HCT offering to refine 
some
of SOMAPALM's allotment since the refinery broken and towas offering
reimburse SOMAPALM for this 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 refiring

sector would have enabled only the refineries with the largest capacities

(parastatals) from submitting bids low enouh to 
win allocations but high

enough to guarantee positive profit margins. Other refineries, therefore,

would have been unable 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
w'inning refineries were higher than the free market import price and,
therefore, winning bidders paid more for obtaining crude oil inputs through
the auction system than through commercial means, assuming foreignno 
exchange constraint. However, given the likelihood of significant foreign
exchange shortager, restricting commercial imports through the OGL system,
refineries would have greater access to crude inputs under the Section 206 
program. 

Giher impaats. The impact of the FY 1988 auctions the laston oiDjective
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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Swwnary 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 government 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 the auiction did result in balance or lpayr nrs support and
increased supply of edible vegetable oil to consumers at non-scarcity prices,
the auction had a negative effect on the country's efforts at market
liberalization and reform in the vegetable oil subsector. The market pricing
mechanism for crude oil inputs was not liberalized, witnessed by thecollusion which took place amon g 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

sertor 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 refmeries in inputs would not have been met Therefore, it appears

that the oligopolistic nature of the vegetable oil azibsector would prevent
auctions from being administered without coilusion. In the absence of short­
term support for the private sector refineries, auctions of Section 206 inputs
would promote the continued do.minance 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 auctio refined oil, rather than
crude. This would presumably increase competitiort 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 [FB, some problems
undermined the auction's effectiveness. While the auction was conducted
with sufficient advance warning, misinterpretation of key clauses in the IFB 
and technical and financial constraints faced by refineries reduced their
ability to follow the auction rules precisely. The most common breach of
auction rules were payment delays by the winning bidders to bott. the GORM
and the consignee. This was due to both financial constraints faced by
bidders, which make it impossible to submit a full deposit !or 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 

1"/
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allotments before taking delivery within a given time period (such sixas 
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 uie 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 number 
of the bidders did not take full delivery of their wirning allotment within the 
time period specified in the IFB. Again, the bid document should be revised 
both to c!arify "he delivery instructions and to allow for partial deliv:.ries. 
Further, SOMA-'ALM took delivery on part of its allocation before pay:m'ent
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 could have been avoided through more 
careful monitoring of the shipment and monthly operations reports by the 
GDRM. In this case the early deL:very 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 thought
should be given to the relative merits of auctioning refined edible oil based 
on the results of a subsector analysis. The auction did, however, yield
positive results in terms of increasing the supply of ,-dible oil to consum-rs 
Jil,. as5.:.lJ:lg iL' government with its balance ci payTnen;s. 
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APPENDIX D 

EXPERIENCE WITH FOOD AID AUCTIONS IN MAU 

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, sorghunt, 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 *.ad that favored residents of the 
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 transler income from the rural areas to the cities. Recognizing the 
negative 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 role in this process. Under the leadership of the World 
Food Program (WvFP), the major food aid donors (including the United States,
made a multi-year commitment to provide food aid to Mal.L In return for
this, the GRM agret_ to liberalize the grain market and to take other actions 
intended to increase farmer incomes and to improve the efficiency of public
sector 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 tsed to support the reform. A.I.D. participated i:i the 
program through the provision of rice under Title II, Section 206. 
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Cereals Marketing Stucnture 

Because of the suppression of private trade in cereals until 1981 and
the generally low level of economic 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 commerqcants agrees. This system has
been dismantled, and traders are distinguished only by the size of their total
operation (annual sales volume), which determines the level of annual 
registration tax (atente) 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 commercial 
imports, but they have been joined by a number of new entrant, drawn
from the rzuiks 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 nefv.ork. The latter
includes both small wholesalers linked to the large traders by longstanding
ci edit arrange.ments and their own hr-house distribution system, which for at
least one of the traders extends down to the retail leveL 

The coarse grains market is much more competitive and fragrnented, by
its very nature. Unlike tile r.ce market, which channels an imported product
to consuriers 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 dominated by 5 to 10 large wholesalers, but additional large
wholesalers 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). 

h.both markets, traders strive for maximum turnover 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 prefei ic buy only what they can seLl in a period
of one to two months. In the coarse grains market, some small wholesalers 
make purchases a!,nost entirely the basis of orderson from larger whole­
salers (or exporters in the current situation), who commit to buy a fixed 
amount for a fixed price with deliery in one to two weeks. Such
operations make heavy use of suppliers' credit, with full pa)rnent at each 
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level of the market chain only after the final transaction has been completed.
The purchaser may make an advance payment, however, to facilitate thecollection process. In the rice market, small wholesalers often take rice on
consignment from the large importers, with payment only after the rice issold. The price that the small wholesaler will pay to the importer is agreedin advance, but the rice is c-onsidered to belong to the importer until actually
sold. 

There is no generally accepted grade and standard for either rice orgrain. Although observers differed as to the importance of quality differ­
entials for rice versus coarse grains, they generally argued that quality
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 acentral feature of market operations. Written contracts are virtually unknown.
Only the larger and more experienced traders maintain bank accounts or
make use of formal bank lines of credit. 

Exerence With Food Aid Auckis 

Uo'der the auspices of the PRMC, several attempts have been made to use the auctiwn mechanism to sell grain stocks held b- OPAM. Attempts atauctions, some rather 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 thehivitation for Bids (IFB or Appol d'Offres) rather than a public auction.
Experience with sale of food aid by true IFB is limited to three sales byOPAM (one in January 1989, one in April 1989, and one in June 199), and twosalEs by the Stoc' 7 ".onale de Securite (SNS) (one in 1987 and one in
September 1989). Table D-1 summarizes the gi.in auctions that have been
 
held to date.
 

"'he actual experience with auctions (or IFBs) to sell grain in Maliconsiderably less broad than this listing might imply. In only three cases 
is
didthe aution result in the actual sale of the grain to the highest bidder. In 

most cases, the procedure defined fell far short of the minimum require­
rnents for a well-organized auction, as discussed below. 

Basic problems common to many of the auctions organized ,tnder thePRMC program were the weak market for the commodity in question and
the absence. 31 agreement among the seller, the PRMC, and potential buyersregarding its value. Inseveral cases, the parastatal agreed to conductauiction as a last-diich effort to sel.1 

an 
grain aftter other attempts had failed. Inother cases, the commodity being sold was alrepdy degraded or of marginal 



",'a!e D-1. Sunnary of Auction Experience In Mai 

Organization Date Commodity "Quantity Locations Comments 

Aucticns by the ODAs:Office du Niger Nov-86 Lo , rice NA Segou Five bids received for a tolal of 6090 T., with the 

Operation RIz Mopli 
Operation Riz Segou 

Nov-86 
Feb-87 

Lofal rice 
Local ric"-RM 40/BB 

NA 
2000 T. 

Mopti 
Doro 

lagest being for 4000 T. 
Three bids received 
Report lndi,ates contracts signed for 4355 MT and4200 MT delivered 

Office du Niger Feb-87 Local rice--four grades 4200 T. Segou Highest bidder could not finance purchase and 
dropped out; subsequontly awarded to four other 

Operation Riz Mopti Apr-87 Local rce 400 T. Moptl 
bidders
Cancelled due to absence of bidders above reserve 

Operation Riz Moptl 
Operation RIz Mopti 
Operadon Rlz Seqou
Office du Niger 
Office du Niger 

May-87 
Jun-87 
Jul-87 
Jan-83 
Jan-89 

Local iloe 
LOCO) rice 
Local rice 
Local rice 

Local rce--RM 40 

400 T. 
NA 
NA 

5000 T. 
8300 T. 

Mopt 
Mopti 

Segou 
VArious 

NA 

price
indication that 254 T. sold 
383 T. sold during June-August period 
4355 T. sold 
Lots of 200 T.; outcome unknown 
All purchased by single buyer; noi dear that formal 
IFB Issued 

Auctions by OPAM:
National Seurity Stock 

Donor rie 

?-87 

Jav-8S 

Degraded 
EEC/Chinese maize 
US/WFP RM 40 & 

4500 T. 

6800 T. 

NA 

13cites 

For export or animal feed only 

See folloivng tabie 

Donor rice 
Donor r, 

Apr-89 
Jun-89 

USSR B9
US RM 40 

US/WFP RM 40 & 
500 T. 

4200 T. 
Gao 

4 cities 
See following iable 
See following fable 

National Securty Stock Sep-89 Japanese BBUS maize and local 
coarse grain 

15630 T. 5 cities 23 bids; negotiations still underway at time of team 
visit 
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quality, reducing demand to a point where competitiveness could not be 
ensured.
 

Aucts Hield by OPAM, 1989 

OPAM conducted three auctions of donor rice during 1989:. an offer of6,800 tons of USSR broken rice and [I.MD/WFP RM 40 in 13 locations inJanuary, 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 W'P RM 40, and Japanese brokenrice hi June. Details on each auction are presented in Table D-2. 

Although OPi.M appears to have made a good-faith effort to conductthe process open'y and systematically, the overall resufts cannot be judged asuccess. The problems experienced appear to d,.rive equally from theinexperience of OPAM and the traders themselves with 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 attempt by the
donors to support the auction proces. Communications 
 from the donorsallude to universally accepted procedures, throwing the responsibility wholly
on the GR to deduce what these procedures might be. At no time was 
aset procedure formally established either within OPAM or by agreement withthe donors. It appears that no discussiors, were held with traders to
develop a drocedure meeting their needs, nor were 
any training sessions held 
to acquaint traders vith the procedure developed. 

In the event, all three auctions followed essentially the same procedure.Invitations for bid were issued by advertising in the newspaper and over theradio, wih 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,
to seiected traders as well. A committee of OPAM officials was formed toreview the bids, which v.'er opened publically at the announced time. Bids
w.re ranke in dt.-scending order 
by price, and recommendations were madeas to which 'aders should be awarded contracts. Contracts were to besigned on a pay-as-bid basis, although this was never formally specified. 

Samples were available for examination prior to the bid and, althoughthis fact was not included in the announcement, most traders were aware ofthe avai'_bI)ility of samples and appear to have taken advantage of it.Samples were particularly important in the case of the USAID rice, w:ichhad been in storage for some time and therefore was of unknown quality. 

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

/:
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T&e D-2. Experience in Mali wfth Auctions of U.S. Fond AidAuctionDate 	 Commodity Offeri(a)Locatien Type Quanthy Bids Received (b) Bids RetainedNumber Tonnage Number . Number of ContractsTonnage Initial Follow-up Amount ContractedInitial Follow-up 

Jan-89 TOTAL 6800 15 r870 12 4242 9 6 4170Bamako US (+ other?) 2630 	 20422630 NA NA 1? (c)Bandiagara 	 1000?W 108 0 NA NA 1Djenne W 	 10825 25 NA NA 1Gao W 	 251000 1000 NA NA 2 1 500 500US 
Keyes B 	 1 (d) 5001150 1150 NA NA 2 1 180 92US 

1(e)Kenleba 	 4 970 950W 135 	 135 NA NA 1 55B 
Kita 	 1 80B 90 90 NA NA 1Kolokani 	 90W 40 	 40 NA NA 1

uS ) 	
12 

Macina 	 28L 60 	 60 NA NA 1 
1 

Mopti 	 60US 500 	 500 NA NA 1(e) 1 500Niono US 	 50022 0 . NA 1 22Tombouctou US 100 0 NA NA 0Tomltan L 40 40 NA NA 1 	 40 

r- GA 	 US 10 	 5 500 NA NA 
"un-89 TOTAL 4000 62 22900 1 4200 10 4300BaImko j 1030 18 10350 2 900 1(f)us 10oo 6 3750 2 1500 

1000 
Kayes 3 (f) 1550j 500 16 5250 1 500 3 (f)Mopti US 	 750P 6 1400 2 800 1 (f) 500Tombouctu USNw 	 050o 6 2150 2 5oNoleS:"'''	 2(1) 50 

a. US - RAID WFP FM 40; L-U AM 40; W. local doe; B a USSP Ixckens (01 Vietnamese origin); J Japanee. bokernb. 	Rapofod as "Uantity bou4qdlt In USAID ktma repod; OPAM report of 9-May-89 does not inckude Bmako "le. 
(of Thal origin)
 

but shows total ratalned bids as 4242 T.
o. ConOi 1W 1000 MT widi nlor de1r reported Intext, bu not on oflcals; contract later suspended due to d onquality and price..agreomr
d. Cordiot anr.nain.p.. 
e. Contracts supended, due to dispte noted innote (c).f. Ptrchasr(s) differ from etainses and may or may not I,'ve b>o; 4mong oriVad bidders; Mo;Pt pchasr also bought 500 tons 04 WFP rice. 
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single trader could bid. Liirdtations on payment terms and delivery periods
were generally left open, although the Gao IFB specified payment in cash or30-day guaranteed bank note and that the buyer must take possessiun within
15 days. Bid bonds were not required (performance bonds were requiredfollowing signature of sales contracts, although this was not stated in the
IFBs; 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 madeto 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 purchased (except for the IFB for theGao auction, which .specified that goods could not be transported outside ofthe 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 formal
 
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 andapproved by the OPAM director. In theory, contracts then to bewere 
negotiated with the winners, but, as discussed below, practice departed

widely from this theory.
 

OtAcone 

The Malian experience underscores the importance of monitoring theauction process from before issuance of the IFB through final completion of
the transaction. Few problems were experienced with the issuance of theIFBs and the receipt and ranking of of ers. Once the point of signing salescontracts was reached, however, the prcess began to deviate sharply from 
the theoretical ideaL 

Both OPAM and the traders tended to view the aunouncement of bidRawards" as just the first step in a process of negotiation. Neither sideviewed s truly binding. felt justified inthe offers -. OPAM negotiating ,with
the winning bidders at the low end of the scale to raise their price to thatof 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 portion of
the grain. Because many of the bidders - particularly those who bid high 
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- were not established grain traders, they lacked the market connections to
line up buy .rs. Therefore, they were unwilling to sign ccntracts or una)le toperform if they did. The presence of these speculators in the auctior­process, moreover, apparently discouraged some potential serious bidders. 

In both the first and third auctions, OPAM was unable to sign coatracts
,with all of the traders initially selected for award. In the third auction,
where quantities were much higher than in the other two, OPAM notwas

able to execute contracts with Lny of the initial winners. OPAM was

therefore forced to work its way down t.zrough the bidders or even 
to seek 
new buyers by 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 firstauction, for 6,800 metric tons of rice, there were only 15 bidders and awards 
were made for only 4,242 metric tons. Fir:;t-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 -)t appear on the list), of whic-h 1,970
metric tons (or 2,970 metric tons) were accounted for by two traders. The
smallest of these contracts, for 500 metric tons, was cancelled when the
buyer could not perform. The remaining contracts, totalling 2,470 metric tons,
became the subject of a dispute that is a case study in !itself. Although

somewhat complex, it offers valuable lessons 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 higher
pc'centage of foreign material and more broken grains than the officialstandard (ignored by everyone) allows. Second, the period for responses to
the [FB was only two weeks, with little advance notice that the IFB was
about to be.issued. fhe 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 2,470 metric tons of USAID rice, but,
after taking partial delivery, the trader alleged that the rice did not conform 
to the quality standai d agreed upon ar- he demanded a lO-percent reduction
in price. OPAM ultir.Lately agreed to reduce the price for the 450 retric tonsalready delivered, and it suspended the remainder of the contracts. OPAM
subsequenly signed contracts with 6 additional bidders, with the result that
12 of the 15 bidders were awarded contracts. As of May 1989, however, thepurchasers hac paid for and taken delivery of only half the planned. amount. 

:. Under Roman civil law, the buyer is within his rights to impose areduction in the purchase pri-..e for goods found to be nonconforming after
the contract has been signed. Under the rule of quanti minoris, this
reductior in price plays role parallel suit for damages undera to common
law. Damages may be sought only if the seller acted fraudulently. 
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Another oroblem, this time a political one, arose durwing the first
auction. In Kayes and Gao (both remote areas), i. was alleged that Bamako
traders had ouibid the local traders and then trasported the rice to Bamako,
where prices wei e higher. Th r could betruth of this allegation not
ascertained, but in any case sufficient sensitivity w s aroused to cause the
Gao governor to restrict the second auction to the local market. An article
 
criticising OPAM's actions in iayes also appeared in 
 the local press. 

Problems with grain quality arose i. the second auction (held in Gao).Although the offer was initially limited to FSAID rce, trader complaints
regarding its quality led OPAM to agree ta accept bids for both USAID rice
and WPF rice. Winning bidders then received mixed lots of half USAID rice
and half WP7- -ic, .,t 1 blended price reflecting the average of le high
USAID bid and the high WPF bid. 

Although details on Gao are sketchy, there is some evidence that
collusion occurre ' as might be expected in such a limited market. Local

dissemination of in. "imation on the IFB was de!egated to the local Chamber
 
of Commerce head, .,, -%limited his efforts 
 to those he felt had the means 
to bid. Given this pro)lem, 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 who had each iidthe same price. The final price - CFAF 150 for WPF rice and CFAF 130 for
USAID rice - was somewhat low, further indicatLng the possibility of
collusion. Prices for imported rice in the January auction had ranged
between CFAF 12. and CFAF 160 (with the largest purcha-e: initially agreeing
to pay CFAF 160 for the inferior USAID rice and ending up paying CFAF 144).
[n the third auction, the contract prices were CFAF 135 for USAID rice in 
Mopti and CFAF 150 for WPF rice Tonbouctou. 

The third auction followed a course similar to the fir-st Fifty-two bids were received from 29 traders, ranging from 6 bids eech for the USAID ric..
in Mopti and the WFP ri-,., a Tombouctou to 18 bids for the Japanese
brokens in Bamako. (No bid was received for the USAID rice in Tombo'c­
tou.) The degree of ,versubscription ranged from 2.8 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 able to locate only one of the bidders
initially awarded a contract; their names were unfamiliar both to Michigan
State researchc-s conducting a survey of traders and to the larger traders
contacted. Table D-3 compares the initial awards witii the contracts actually
signed. 
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Table D-1 Initial md Final Results of OPAM Auction, July 1989 

Location Qualitya Initial awards Final contracts 

Bidder 
initials 

Quantity 
metric 
tons 

Price 
CFAF/ 
kilograms 

Bidder 
initials 

Quantity 
metric 
tons 

Price 
CFAF/ 
kilograms 

Bamako J AD 500 161 MN 1000 150 

US 
MT 
YK 
DS 

400 
500 

1000 

137.5 
155 
155 

MN 
AD2 

1000 
20C 

145 
145 

MM -OO 145 
Kayes J AD 500 162.5 CB 500 155 

HN 100 155 
AN 150 155 

Mupti US MD 300 135 AD2 800 135 
ZC 500 135 

Tombouctou W MT 300 165 H 350 150 
MD 200 15 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 salesprice was generally well below the level initially reported. OPAM generally
moved down the list of bidders following standard practice until a serious
buyer was identified, reaching the seventh casebidder in the of the Japanese
brokens in Bamako, for example, and the sixth a.d lowest bidder in the case
of the USAID rice in Bamako. Second, even this procedure was ireffective in
four cases, where contracts were awarded to traders who did not partici­
pate in the initial bidding at all Third, OPAM refused to accept the prices

bid, in case.s ,aiere 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 October, three months after the
bid opening, traders had still not taken delivery of all rice under contract
Whereas traders reported that the VFP rice and the Japanese broken rice
sold well, and that it had generally already passed through the marketing
channels, both purchasers of USAID rice contacted by the team indicated thatthey 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 profitable sale of the USAID rice,whether the traders will ultimately sell the rice at a loss, or whether they
vii choose f:o forfeit their performance bonds. 

In other word,, both OPAM and th,? trader3 viewed the IFB as just thefirst step in what ren ained essentially negndated 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 arl IS89
 

The SNS held two auctions to date, both for the purpose of rotating
the security stock, which is managed as a separate program under OPAM's 
supervision. The SN'3 stock consists primarily of local coarse grains irended 
to serve as a buffer during the period between identification ot an 
emergency and arrival of donor or other cereals. The SNS has aiso issued
[FBs for the purchase of local groins to reconsitute 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 immediate sale. Given the limitation that the grain be
exported or sold for animal feed, the IFB solicited few bids. The 4,500
metric tori. on offer were sold, howcver, and exported by Malian traders to 
Cote d'lvoire nd Senegal. 

\620 J
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The second auction was still under way when the team visited MalLAlthough the bid opening had taken place more than one month earlier, thelow prices and limited number of bids had led OPAM to retreat into anegotiated sales procedure. A total of 23 submissions had been received for15,630 metric tons of coarse grains in five locations, including several at pricesregarded by OPAM as unreasonably low or impossibly high. Prices rangedfrom CFAF 12 to CFAF 51 pe; kilogram, whereas prices in the range ofCFAF 30 to 45 were viewed 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 thirdrice auction, OPAM did not respect the bids submitted but attempted

negotiate a higher price if possible. 

to
 
While the desire of OPAM and SNSmanagerrent to get the best possible deal for the organization is certainly

un:lerstandable, reopening negotiations on price and quantity after bidding
tends to undermine the bidding process. 

SNS exprience witt. 'ime of IFBs to reconstitute its stock has beengenerally positive. Traders reported that they were satisfied with this process, although kickbacks were alleged by one participant The three IF3sissued between November 1988 and March in1989 resulted !03 submissions,
of which 33 were awarded contracts, spread among 16 suppliers. AU 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 metrc 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 issued byone 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 IFBs (February 1987 and July 1937), Operation Riz Moptiissued four [FBs (November 1986, April 1987, May 1987, and June 1987). TheOffice du Niger issued four IFBs (November 1986, February 1987, January 1988,
and September 1989). 

Complete information on the outcome of these auctions could not beobtained by the ten-m in the field. It 's clear that very few of these auctions 
met the requirements for a successful auction, however, and that not all ofthe auctions led finally to sales to one or more atof the bidders the pricebid. Nearly all of the [FBs issued by the ODRs suffered from overlystringent lirriitotions on the bidders that constrained or eliminated competition.In some c.ses, !he ODR set '3reserve price that was well above ihe market
price, even announcing this price i advance in a few instances, a procedure 
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that ensured the failure of the process.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 a!L 

A second problem associated with these auctions was the highminimum lot size, which ranged up to 200 metric tons. Traders contacted bythe team were virtually unanimous in their view that such large lots were 
out of the reach of all but the largest traders. Lots ,.iera also def'ied with 
a view to the convenience of the ODR, not the generation of maximum buyeCinterest For the January 1988 auction by the Office klu Niger, for example,
lots were def'ied as 200 metric tons, made up of four different grades of
rice spread among at least two different locations. Bidders had to bid forthese 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, evidenceof a sincere effort to inform and interest bidders is absent [t appears
only the February 1987 auction by Operation Riz Segou was publically 

that 

advertised in the leading newspaper. For the May 1987 IFB by Operation Riz
Mopt." copies were sent to the chambers of commerce in the principal citiesand 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 [FBs. 

Like the OPAM auctions discussed above, the ODR auctions suffered

from a shortage of serious 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 unable Atwas to negotiate financing. 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, but it 

2. The ODRs found themselves in something of a bind when OPAM ceased
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 that was well above the market price. As neither the
GRM nor the donors had made a definite commitment to cover the gapbetween sales revenues and costs, an open IFB process could be expected to
transform a book profit (based on 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 charade of coniducting
IFBs with reserve prices that excluded serious bidders, even though this 
placed them in an extr'eme 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 oftechnical input into the issuance of IFBs by the ODRs. It would appear thatthe PRMC stopped at the insistance that [FBs be issued, but it did not assist
in developing procedures, review the procedures used by the ODRs, orfollow up to determine whether the process worked. In many cases, the bid
announcements are sketchy on such vital issi es as the availability of samplesfor examination, the payment terms that w:11 be acceptable or the way thatalternative 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 both sides suggestson that additional 
support from the donors would have been warranted. 

Impact on de Food Madcet 

The information available to the study team does not permit anyconclusions regarding the short-term impact of the Malian food aid auctions on thkt cereal market or the long-term effects on the structure of this marketIn particular, the impact on prices is difficult to determine-because ol the lag
between the auction and the time the grain actually hit the market. As notd.iabove, even three months after the latest auction, only a portion of theUSAID rice has moved into market channels and it is reported that very little 
of this has been sold. 

OPAM officials expressed the view that the first auction of rice inKayes had resulted in a lowering of the millet price on the market, and theycited a news story to this effect The assessment of the auctions' impact isfurther complicated by the glut of rice on the Mali grain market, which hasexisted throughout the period during which the auictions were conducted.
This glut is the product of an unusually good production year for local rice,
renewed private imports (reportedly wicl in access of the official licensesgranted), and donor supplies from various sources, including the auctions. 
Several traders complned that the OPAM atictions constituted unfair
competition by Ohe GRM, in that the traders had earlier sig.1 ed contracts withthe ODRs to r irchase their rice at relatively high prices with an explicit -though verbal - u.iderstanding that the government would not import rice in
competition with them. Not without reason, they viewed the OP.AM sales ofdonor rice as a breach of this agreemerL It should be noted, however, that
fmany of the ODR-trader agreements were signed under the jumelage
(twinning) program, which linked issuance cf licenses for private rice imports
to contracts for purchase of ODR rice. Whether these contracts will in fact 
be honored remains to be seen. 
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This situation illustrates the complexity of Mali's rice market, andindeed of cereal markets generally throughout the SaheL This complexityresults in part from the high variability of supply and market demand, whichdiscourages traders from developing the capacity to manage surplus efficientlyand makes the market highly vulnerable to gluts. Thz., underlying structuralproblem is greatly complicated, however, by continuing and often apparentlyrandom shocks generated by donor and government action. Auctions are one,

but only one, such action. 

In general, it would appear that the timing and other design parameters
for OPAM and ODR a.ctions have been set with the convenience of thedonors and the parastatals in mir rather than with a view toward limitingdisruptive influence on marketthe or exerting a stabilizing influence. Inprinciple, 'Jese 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 one.
glutted In practice, however, OPAM andparticularly the ODRs are perenially cash-poor and under pressure togenerate 1(a: currency for donor-supported projects, as well as their ownoperations.
ight in the 

Thus the first and largest OPAM auction was held in January,middle of the harvest season, and 4 of the 10 ODR IFBs were 
issued during tbh, critical January-February marketing period for local rice.(These sales, it .;iould be recalled, were held to liquidate stocks carried overfrom the previcus year.) Several of the traders complained that OPAM salesadded to an already difficult oversupply situation. The arrival of newSection 206 rice, which took place during the team's October visit to Mali,appears destined to fail into the same pattern unless USAID intervenes. 

There are some indications that the auctionE are helping to broadenparticipation in the rice market and reduce the dominance of the largertraders. Established traders argue that many of the non-cereal traders who
have participated in the auctions are only in a quick profit from a one-offoperation and are unwilling to make a long-term commitment to the cereals
market They view these newcomers as disruptive influences rather than
stabilizers, a 
view that is partially justified by experience. Some of thesetraders 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 whole­salers figure prominently ,inthe ranks of those actually signing contracts withOPAM. OPAM auction sales thus offer these traders an opportunity toincrease their independence from the two importers who dominate the ricemarket, an important step toward ensuring competiticn in the rice market. As 

3. The head of the World Food Program in .ali commented that commer­cial imports should be limited because cutting into foodthey are aid levelsand 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 thesmall wholesalers to operate with real independence will be limited by theirdependence on the large importers for rmancial support. 

frapact on Governmev Operaions 

Auction sales have not been is effective as originally hoped in gene­rating revenues for OPAM, although some of the problems experienced havebeen 	due to market coaditions rather than the auctions themselves. Revenueswere 	reduced in the first auction by the absence of sufflicient bids to sellthe full amount offered, while slow offtaU , by the traders in the thirdauction slowed OPAM's receipts. Compared to the previous experiencenegotinted -,ales to government institutions, some of which still have 
with 

outstanding debts with OPAM, the auctions have performed adequately. 

Participants at all levels of the system generally felt that the auctionprocess had been weil managed and that administrative requirements werereasonable. Minor problems in this area area noted below. 

Pnblms :id Possible Solutions 

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

3 	 Transparency of the rocedur Wl-.ile the initial steps iii
the IFB process were open and transparent the processlost transparency once i', moved into the contracting stage. 

.	 "Timing of saIes. Sales 	were poorly timed relative to
market conditions, increasing the potential for negative
impacts on local producers and commercial imports 

0 	 Limited m~rticiltion. Given the limited number of smalland large wholesalers in Mail successful use of auctions
requires that further measures be taken to ensure 
maximum participation. 

* 	 Lack of u Conversely, the failure to screenout non-seriu-; bidders contributed to the collapse of the 
contracting process and discouraged serious bidders, the 
very target OPAM was trying to reach. 
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Several measures could be considered to improve auction of food aid 

grain 	 in Malt 

* Re-duce lot size. Small wholesalers indicated that a lot sizeof 5 to 10 metric tons would make perticipation moreattractive ard more feasible. LAger bidders should bellow-d aMd encouraged to bid for multiple lots. 

* Ho¢ld smallr but more fr uent auctiors3 Given the diffi­culty 	of controlling the timing of OPAM's sales, the
expedient approach to incer.se 	

most 
participation, raise revenues,and reduce negative impacts on the riarket would be to

spread auction sales more evenly across the year. Monthlyor bi-monthly auctions announced in advance would encou­rage participation of smaller wholesalers who are interested
in buying oaly what they can sell in this time frame. Aregular schedule would also increase treder awareness ofthe auctions. The quantity offered in any one auction couldbe varied to .eflect market conditions. A final advantage
of this approach is that it would permit OPAM to cancel anindividual auction if pro.blems developed, holding the
cereals over until the tollowing auction, without 
experiencing a major delay in offtake of cereals. 

a 	 Establish cle-ar orocedures for all staes of the o'ction
D 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 specify amor.g otherthings, what notice procedures will be follo;,ed, the periodbetween announcement and due date, norms for commod;ty
specification and exatidnation of samnples, the procedure tobe followed in selecting initial and replacement bidders for
award. acc*eptable payment terms and the way that differ­ent terms will be weighted in compaiing offers, require­
ments for taking delivery and making payment, penalties fo;
non-compliance, and a procedure for dispute resciution. 

a 	 Clarify theDricin. rocgfire. The procedure for setling
the price should be either pay-as-bid or, ideally, pay atmargin (as used in Somalia). Continuation of the current 

the 

practice, wherein all awarded bidders are asked to pay theprice bid by the highest successful bidder rather than
lower prices they themselves bid, impedes the price 

the 

formation process and is not con'sistent with maximizing
OPAM's revenues over time. 

http:incer.se
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* Mi notiation after awar An IFB process whereinboth bidder and seller are free to continue negotiating
price, 	quanticy, qu.ity, and other material terms after 
award is bound to deteriorae. 

Introduce a ,rooedure t_ n.._n.grious bidd.e,
Traders indicated their willingress to pay a bid bond (cn
the order of 2 to 5 percent). as long as they are assuredthat the bonds will be returned to low bidders. Such 
bonds, which are standard procedures for the international
tenders in which some of the traders now participate, 
were viewed as likdy to exclude non-serious bids. Alter­native procedures, such as bank recommendations or a
requirement that bidders have a warehouse, could beconsidered, but they carry the danger of excluding smaller
whole .alers and increasing implementation problems. 

a 	 Pqy .'egrter attetion to ;roduct_ t niand, andtherefcre trader competition. is naturally stronger
cmrrnodities of good commercial quality. 

for 
Some 	of theUSAID rice imported has been Grade 5 (the lowest market­

able grade), creating problems both for the seller and the
titimate buyer. The reputaton of US ri-e aso might beharmed by this practice, jeopardizing present arid future
commeccial imports. Additional attention to packaging is
also necessary for commodities that are destined for the 
markeL. 

The team does not recommend substituting an open outcry auction for
the IFB process at this time. The current regulations governing public
auctions m Mali were developed for auctions of goods seized in relation tojudicial actions, not for commercial auctions. They require that a 12 percenttax be deducted from the revenue generated, which. when added to theauctioneer's fee, makes them 	finanially unattractive as a sales mechanism.While 	spokespersons for the Ministry of Finance and Commerce indicatedtheir willingness to revise the auction regulations to encourage commercial use, the JFB 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, 



APPENDIX E
 

EXPERIENCE WITH FOOD AID AUCTIONS IN SOMALIA
 



TABLE OF CONTENTS 

Section 

Country Background: The Context for Auctions E-i
The Grain Marketing Structure E-2Experience With Food Aid Auctions E-3 

The Auction of 1984 E-4
The Auction of 1985 E-4The Auction of 1987 E-6The Auction of 1988 E-7 

Impact on Mdrketing Structure E-8Impact on Government Operations E-8Problemns and Modifications E-8
Bibliography E-10 

.\ 

tV
 



APPENDIX E 

EXPERIENCE WITH FOOD AID AUCTIONS IN SOMAUA 

Corwy Badkougm. The Context for Aucn 
Somalia which is approximately the size of Texas and has 5 millionpeople, is a poor country, highly dependent on external support, and subjectto a harsh climate. Agriculture, composed of a small commercial sector and a large subsistence sector, accounts for more than 55 percent of GDP, 80percent of employment, and almost all of export earnings. Livestock herding

is the predominant activity within agriculture; dryland jroduction is limitedlargely to sorghum. Irrigated production focuses on ban as, rice, and sugaron large-scale farms, and maize and sesame on smaliholdings. In general,
agricultural yields are constrained by uneven and low levels of rainfall, poorcultivation practices, and low use of commercial inputs. During years ofsufficient rainfall, Somalia can produce enough food to feed its population. 

Since Independence in 1960, Somalia's economy has been pointedtowards free markets, then "scientific socialism," and once again towards freemarkets. The last turning point occurred in 1981, subsequent to the OgadenWar 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 effectivelyceased to exist in the late 1980s owing to internal political tucmoiL had two
underlying themes, liberalization and stabilization. It sought to strengthenpublic finances, reform the parastatal sector, adcpt a realistic exchange rate,
ease foreign exchange controls, relax price and import controls, promote
private sector activities, and encourage agricultural production. 
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Though donors in favor of the SAP did not always agree on the meansof achieving SAP's goals,la significant number of policy reforms had adramatic impact on economic production, especially within the agriculturalcrop sector as farmers responded to the new incentives between 1981 aad1987. Grain production more than doubled between the late 1970s and 1985,

largely in response to higher market prices. 

USAIIYs response to these changes to modify its Title I programwas 
so that a greater percentage of the commodities would be channeled throughthe private sector "to encourage private sector participation in fooddistribution" %id to leverage policy reform initiatives in favor of a market­driven economy. Auctions were asselected the most responsive salesmech ism for the purpose, and between 1984 and 1986, auctions were heldfor up to 40 percent of annual total Title I food imports. In 1987, the Title Iprogram was discontinued owing to Somalia's growing external account
deficit, and a Title I program was implemented. Between 1987 and 1989,
private auctions were held for up to three-quarters of Title IL Section 206


commodities.
 

The Grai Marktn Shuctu 
Most of the information available to the study team describes themarketing of grains in Somalia from a historical perspective. Between 1971and 1982, a single parastataL 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 pri­vate sector. By 1984, ADCs share of of the markqt had dropped to 1.6 per­cent while total production of grains had doubled." ADC became a buyer of 

1. Disagreements centered specific measures, such as whether exporton 
taxes should be ': .ed to improve Somalia's fWreign exchange position.whether the exchange rate should be managed or allowed to float freely, andwhether the parastatal responsible for grain marketing should be completely 
or partially dismantled. 

2. The activities of marketing parastatals were curtailed in 1981-82,producer price ceilings were increased between 1981 and 1985, and price
controls were eliminated in 1985.

3. Prior to 1984, Title I 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 iu 1984. 
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last resort, responsible for nagonal food security and cere2al price stabilization 
for producers and consumers. 

During the same period, the role of the National Trading Agency (ENC),the parastatal responsible for the distribution of imported foodstuffs to theprivate sector, was modified to allow greater private sector involvement
Between 1980 and 1984, ENC's imports of grains halved, and it retained acompetitve edge only with food aid imports which, it sold at concessionary
prices. It is impossible to state the degree to which private tradersresponsible for total food imports, but it is clear that 

are 
their role is sibstantial,especially during intervals when cotcessional food imports decrease. 

Experence With Food Aid Aucton 

Six auctions have been held in Somalia for (at various times) flour,rice, vegetable oil. wheat, and corn. The auctions occurred in fall and earlywinter (between September and January) of 1984 through 1989, following thearrival of the Title I, and later Title IL commodities in country. The Govern­ment of the Somali Democratic Republic (GSDR) was responsible for offload­ing and storing the commodities between the time of arrival and the sale.Auction parameters were essentially determined during the summer beforethe arrival of the commodities by GSDR (MOFT) in concert with advice fromUSAID, and they were detailed in a memorandum of understanding between 
them. 

Two auction sites (Mogadishu and Berbera) were used in most casesas a result the isolation of the northern region from the national market andof pressure from traders as aswell from within the governmefpt for thewidest distribution of food commodities at the wholesale level. When moretha- )ne site was involved, the auctions were administered by separate over­sight committees, one per site, and they were staggered, with refinements inauction procedures generqy being developed during the initial auction and 
integrated into later one. 

Alihough only the general parameters and results of certain auctions(specifically those of 19, 1987, and 1988) availableare to the study team in 

5. In 1985 and 1986, for instance, when rain led to a bumper crop of maizeand sorghum, ADC purchased some to 20 percent15 of the crops in an effortto counteract the fall of maize and sorghum prices.
6. Such was the case from 1985 to 1988, when domestic production wassufficiently strong to caution against continued high levels of food assistance.
7. The number of auctions has generally been two, though regional sites 

were used in 1984 and one site in 198& 
& The main exception to the trend of self-improvement appears to be the 

1984 auction. 

(
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the parameters of the Somali auctions were quite sophisticated from the startand needed very little refinement with respect to bidding, award, and
payment procedures. Auctions in Somalia, however, were 
initially handi­capped by poor commodity selection and were generally marred by inter­vention with respect to allotment, which in affectedturn transfer prices. 

The Auction of 1984 

The auction of 1984 is noteworthy as being as being the first auctionsponsored by USAID for agricultural commodities in Africa. It suffered fromcollusion as bids were submitted over a period of many days, high admini­strative costs and uneven revenue generation owing to multiple auction sites,and - ",. -priately derived transfer prices (calculated as the average of thehighest and lowest winning bids). All of these factors were taken intoaccount in the design of the 1985 auction 

The Auctn of 1985 

To compensate for the fragmented food distribution system, only twoauction sites were selected, Mogadishu, the capital and largest port in thesouthern region along the Indian Ocean, and Berbers, the largest port in the

north east along the Aden Sea.
 

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

10 lots of grain or flour.
 

To elimimate spurious bids, deposits or bid bonds correlated with bidquantities vere requested. To ensure proper recording these deposits werecollected separately from the bids, and they were entered into a specialaccount at the government-owd commercial bank. Successful bidders
wishing or unable not

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 announced.
 

A reserve price, reflecting custom duties as well as transportation, portclearing and storage costs, and prevailing market prices, was caculated byboth the GSDR and USAID. As the GSDR ravored low domestic food pricesand ultimately refused to acknowledge the potential for windfaU profits bythe traders, its reserve price for most commodities was lower than thatsuggested by USAID. The GSDR's reserve price was announced prior to theauction as the lowest acceptable minimum bid price, in part to ensure therecuperation of cost, and in part to establish a standard for offers within the 



E-5
 
private sector, given the significant presence of donor food at concessional 
prices. 

Traders with valid licenses were designated as eligible bidders, and allinterested traders were required to register for a specific auction to preventtheir participation in more than one. Once screened for eligibility, all bidswere to be ranked in descending order by bid price, with the lowest suc­cessful 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 remaining to award each the quantity requested, partial
awards would be made to all who set the transfer price. Successful biddershad to complete their purchase before picking up the commodity. 

The aty.tions themselves occurred between September 22 and October19 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 interventons, such as an attempt by the military of the north toconfiscate the vegetable oil earmarked for the Berbera auction. Theseintervening actions (described below) entailed much deliberation within thegovernment and between the government and USAID, and they had the unfor­tunate 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,6,58 metric tons of rice, 5,259 metric tons of flour, 33J4 metric ons for(hard and soft) wheat, and 5,627 metric tons of corn. A total of 2,594traders submitted bids (780 for vegetable oil 773 for rice, 1,025 for flour, I
for wheat, and 9 for corn). 
 The number of bidders per commodity reflectedperceived product quality, consumer demand and lack of acceptable substi­tutes, and the potential for profit given the reserve price and prevailingwholesale prices. Awards were ultimately made to 981 bidders (586 forvegetaL t , 26,3 for rice, 116 tor flour, 7 for wheat, and 9 for corn). Theactual number of successful awards was determined not by the auction butby an intervention of the Vice Minister of Commerce, who unilaterallyreduced lot amounts by one half in MogadLshu to increase the number of 

9. Contrast this widely accepted method with that of the 1984 auction inwhich the transfer price was an average of the lowest of the highest andthe lowest winning bids, the GSDR having first eliminated too hdgh or'speculative* bids. 
10. The amounts quoted were those available for sale, close to 40 percentof the clean landed goods as opposed to 40 percent of the goods leaving theUS, as originally agreed upon with the GSDR. The difference in the quantityoffered was due to losses incurred during shipment, specifically while usingsplash barges to convey the food to Berbera, and having one ship run

aground in Mogadishu. 
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winners, overall and from the regions.1 1 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 vegetable oil, rice, and flour in

Mogadishu and Berbera. The noncompetitive reserve price of wheat and
 
corn, aoro -cr,biased the bidders for "ich commodities against final

commodity collection and payment two instances, biddersIn 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
relatively 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.
Vegetable oil sates were hampered by fear of confiscation by the -nilitary

and by co)ncern 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 half of the commodities initially earmarked for
private sector distribution were channeled back into the public sector. 

The Auctio of 1987 

The 1987 auction entailed the sale of Title U Section 202 flour and
vegetable oii in Mogadishu and Berbera. The auction in Mogadishu was
considered by USAID to be a success, with no intervention whatsoever. How­
ever, several problems were encountered in Berbera The military corifis­
cated 25 percent of the vegetable oil and 20 percent of the flour available for
the auction (thereby proportionately reducing fimal 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 sur.ax 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 

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

.1)
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ieturned the conficated 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 establishment 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 lover than the 
government-set prices; the transfer prices in Berbera were even lower 
(owing to the interventions mentioned above). Rumors of the imminent price.
controls might have been sufficient to lower bid prices to realistic levels. 

The Aucdi of 1988 

Unlike previous auctions in Somalia. the one in 1988 entailed one P.L
480 Title IL 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 IL Section 202 imports for the
year) were available for sale. Some 624 traders registered for the auction 
(including 101 traders from outside the capital), of which 492 traders sub­
mitted deposits and 488 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 pe-cent 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 trechan­
ism w a-in the private sector, and to increasing familiarity within the private 
sector of the auction process. 

Inpact on Markefng R.uure 

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 availability of large quantities of food commodities at conces­
sional prices, with considerable fluctuations 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. 

,,;A
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The timing of the commodity shipments, however, has been the subjectof much concern, especially during the years of the Title I shipments, whenthe commodities were many and were frequently put on the market duringthe post-harvest season. Different assessments have in varying degrees criti­cized the auctions as ill-timed, serving to depress market prices of domes­tically grown grains. Though justified in theory, these criticisms are perhaps

not as serious as they appear. Factors appearing to counter the criticismsinclude the unwillingness of traders to purchase commodities with a lowpotential for fast turnover (as was the case, for example, in 1985, when
bidders refused to buy corn and wheat given the general glut);, and 
 lowsubstitutability between certain imported commodities (such as rice and flour)and domestically grown grains (such as maize and sorghum). 

impact on Goverment Operatons 

In general, private sector auctions have generated higher revenues thanthe public sector sales, as indeed was the intention. Interventions to stabilizeprices at artificially low levels have resulted, however, in lower revenueleveLs than would have been the case had the auctions been allowed theiroriginal outcome. Interventions have also prolonged the auction process,thereby increasing the direct administrative costs. Generally, though, thegovernment's ability and wiingness to conduct aucticcis improved over time 
as shown in the next section. 

Probhms and ModMkations 

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: 

a Improorvcing Dglic. The GSDR was for many years
clearly less interested in raising maximum levels of revenue
(which may be aocomplished through auctions) than in 
supporting low consumer food prices (which is very
difficult to 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 198, 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 value of the commodity available foi' sale. It is too
ei.si', to whether orknow this attitude is permanent 
temporary, as the results of the 1989 auction are not yet
available in Washington, D.C. In general, unless the GSDR 
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demonstrates a full commitment to the auction process,
serious traders (would-be buyers) will remain inclined not 
to participate in the auctions. 

U Lack of transgrengy. 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, mistakenly thinking that an 
imperfect understanding of auction procedures would lower 
bid prices. Such an attitude had ihe effect of increasing
unce'tainty, discouraging serious bidders, and gving rise to 
speculative (very high and very low) bids. 

a Delays in auction impiementajg. "l,Yhes. delays, caused by
either government interventons or operational bottlenecks, 
resulted in a considerable loss of public 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 
market 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 Kiirdnistrative costs, aa. poor co;rdination 
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 independently
derived parameters such as reserve price and eligibility. 

a 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 well as participants).
Furthermore, not ail commodities were entirely appropriate
for private auction sales, 4s highlighted by the absence of 
wheat and corn sales in 1985. As a result, commodities 
were gradually eliminated, leaving vegetable oil as the 
auction 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.) 

a 	 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 fi terms of sales). In later years, as the quality
of the commodities improved, losses still occurred owing to
negligence. In 1988, for example, USAID iiad to caution theGSDR, 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 whichthe GSDR deposits the revenues generated by the auctions into the accountfor counterpart funds. Delays of three months have been recorded asrecently as 1988, hampering to some extent the smooth disbursement of funds
throughout the year. 
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Surveyed Re~ring 
Azrnhud, Yakov, ed. Biddingand Auctioningfor Procurementand 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 financial markets, and commodity auctions. 

Arthur, FL B. 'The Structure and Uses of Auctions.' In Biddingand Auctioningfor Procurementand Allocation,edited by Yakov Amihud. New York 
University Press, New York, 1976. 

This is one attempt to designate the necessary couditions for
successful auctions. The author outlines the structural andconceptual anatomy of auctions and a modification of a pure
auction. Finally, the author presents advantages and limitation:; cf
using auctions to allocate agriculture and foods. 

Ashenfeiter, Orley. "How Auctions Wo'k for Wine and Art" Journalof
Economic Perspectives,voL 3, no 3, summer 1989, pp. 23-26. 

The paper repor"ts 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 moreinformation about the goodi, which will result in higher revenues 
for the seller. 

Baker, Charles C. *Auctioning Coupon-Bearing Securities: A Review of
Treasury Experience.' In Biddingand Auctioning for Procurementand 
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Allocation, edited by Yakov Amihud, pp. 146-51. New York University 
Press, New York, 1976, pp. 146-51. 

The author reviews the experierce 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 a uniform 
price auction, bonds are sold at uniform prices determined by
the scale of bids received. Such a 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 a 
system will also increase investor interest in bidding, which will
offset the higher costs of this auction form. While data con­
str3ints prevented the author from completing a detailed 
empirical analysis of the efficiency and effectiveness of uniform 
price auctions, tentative conclusions were drawn. 

Boatler, Robert W.; Goldstein, Henry-, and Yaufman, George. "Trasury Bill

Auction Procedures: An Impirical Investigation: Comment. The journal

of Finance,voL 30, no. 3, June 1975, pp. 893-94.
 

This is a response to an article by S. Bolton 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 Happel, Stephen K 'Auctions as an Allocation 
Mechanism in Academia: The Case of Faculty Offices" Journalof
Economic Perspectives,voL 3, no. 3, summer 1989, pp. 37-40. 

The authors describe how a sealed bid auction scheme usedwas 
to allocate offices in the academic environment characterized by
few premium locations and little information with respect to the 
value of the offices available fcr auction. 

Cassidy, Ralph. Auctions and Auctioneenng. Berkeley. University of California 
Press, %?. 

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 participants and
sellers, the author sought to explain aspects of price makig by
auction method. One hypothesis stated that the auction methcd 
was essential to resolve certain marketing problems, such as 



F-3
 
setting market prices for goods characterized by unstable prices.
The author compared various auction forms using theoretical andempirical analysis and controlled experimer-tation to examine therelative efficiency of various auction methods. Effiiency wasmeasured 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."

Manement 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 themajor ideas related to auctions and bidding, and he cla;.ifies and
desc.,ibes various auction and bidding models into four areas ­players, objects, payoff functions, and strategies. Fina!ly, theauthor presents areas where further research is warranted,
including the effects of auctioning more than one object simulta­neously, the equilibrium nature of bidding strategies used, and theeffects of asymmetries in bidders' information or utility functions. 

_ and Weber, Robert J. "An Example of a Multi-Object Auction Game."ManagementScience,voL 25, no. 12, December 1979, pp. 1272-77. 

The authors examine auction results and efficiency for simultane­ous multi-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 Suchdifferent auctions. biddingvariance, nonlinear utility, for identical objects arises from
bidders' budgei constraints. Therefore, nonlinearities in bidders'
utilities might lead to nonadditivity of auction equilibrium biddingstategies. Nonadditivity implies that the buyer's value for a setof objects is not simply the sum of the values of individual
objects, since the bidder's value of winning one object depends
on what other objects are also won. 

Goldstein, HK 'The Friedman Proposal for Auctioning Treasury Bills." Journal
of PoliticalEconomics,voL 70, 1962, pp. 386-92. 

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 theamount offered for competitive tender. Friedman maintains that
this revised auction scheme would increase government revenue
from the auction of Treasury bills through a reduction in 
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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 reducecollusion, 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 iscurrently practiced. The paper presents these counter arguments in 
detail. 

; Kaufman, G.; and Boatles, Robert "Treasury Bill Auction Procedures: 
A Comment." Journalof Finance,voL 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 t, used to justify a
change in auction procedures. 

Hansen, Robert G. "Empirical Testing of Auction Theory." Amet'can 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 theory as a predictor
of revenue from sealed bid versus open bid auctions, and bid
level as being determined $y the number of bidders or competi­
tion. The author exarrdnes empirical work using auction theory
to explzin the means of payment in auctions and the effective­
ness and strategies of cartels. The results indicate that stock
bidding yields higher revenue than cash bidding and that sealed
bid auctions with a reserve price reduce the like:ihood of
 
bidders' cartels.
 

"Sealed-Bid Versus Open Auctions: The Evidence! Eco.omic 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 by analyzing US Forest Service auction
data during 1977, using ordi.-ary 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 ofAuctions.* Econometric, voL 49, no. 6, November 198!, 
pp. 1477-99. 

The authors develop a theoretical framework to examine twoissues related to auctions: (1) why auctions are used to allocate resources in certain environments, and (2) which type of auctionis efficient and yields the highest expected revenue The authorsassert that any mechanism is equivalent to some form of sealed­
bid auction L- a certain simple environment To answer thesecond question. the competitive and discriminating auctions (thetwo most examined auctions) are examdned. Using a simplified
form of the model in which there are only two risk-neutralbuyers who know the seller's reservation price, the authors
conclude that both competitive and discriminating types ofauctions yield the highest expected revenue. Adapting theframework to a~low for N potential risk-adverse buyers, eachbidding for a single unit of the commodity to be sold, theauthors conclude that the discriminating auction yields the most revenue to the seller. The authors conclude that, in general thediscriminating type of auction maximizes the seller's revenue. 

_ "ATheory of Monopoly Pricing Schemes with Demand UTncertainty"
The American Economic Review, voL 71, no. L June 1981, pp. 347-65. 
Using a theoretical model the authors derive the form of anoptimal marketing scheme for three types of marketing mechan­isrms, and they identify the conditions under which each schemeshould be used. The three marketing schemes disc--sed are(1) simple single-price strategy (the seller posts a single price atwhich buyers can purchase product); (2) auctions (sealed or openbid, second price, and discriminating auctions); and (3) prioritypricing (various prices are charged, with buyers paying higher
prices assigned higher priority for receiving the product).
 

The model cozvists of one seller, N buyers, asymmetric informa­tion 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 ofassumptions regarding capacity as follows: (1) a priority pricingscheme is optimal when potential demand exceeds capacity, (2) asingle-price scheme is optimal when capacity exceeds potentialdemand; 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."

ManagementScience,voL 32, no. 12, December 1986,
pp. 1599-1610. 

The author utilizes a simple two-signal model to Aemonstrate the
relative benefits of using sequential versus simultaneous biddingstrategies for auctioning goods. The results indicate that theseller might prefer to auction goods simultaneously rather than
sequentially, since low bids - submitted during sequential
auctions - would be used to deceive other bidders for subse­quent auctions. This would, therefore, reduce the seller's profits.
However, in some cases, the information released during sequen­tial auctions might benefit the seller in subsequent auctions, whichwould lead the seller to prefer sequential auctions to maximize 
revenue. Therefore, the seller ormay chose either the sequential
simultaneous auction method, based on the relative dominance of
either the information effect or the deception effect, usiNg thewinner's curse to select the best approach for maximizing 
revenue.
 

Hendricks, Kenneth and Porter, Robert. "An Empirical Study of an AuctionWith Asymmetric Information." American Economic Review, voL 78,

December 1988, pp. 865-83. 

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

Jarecki, FL G. "Bullion Dealing, Commodity Exchange Trading and the LondonGold Fixig. Three Forms of Commodity Auctions." In BiddingandAuctioningfor Procurementand Allocetion, edited by Yakov Amrihud.
New York University Press, New York, 1976. 

This chapter presents the use of auctions in the international goldmarket and, in particular, bullion trading on organized commodity
excharV s. 

Johnson. R i. *The Perfectly Competitive Auction Pricing Alternative forAgricutural Products." In Biddingand Auctioningfor ProcurementandAllocation, edited by Yakov Amihud. New York University Press, New 
York, 1976. 

The author maintains that US auction markets for agriculturalcommodities 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 R and Levin. Dan "The Winner's Curse and Public Information in
Common Value Auctions.* The American Economic Re-view, 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 1ids and revenues for
the seler. With the presence of the winner's curse, however, a
decre.se in uncertainty due to muJtiple bidding leads to a
reduction in seller's revenues. Therefore, p,iblic 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 Biddingand Auctioningfor

Prcoxirementand 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 open-market policy.
The speaker provides a brief just.ification 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 auLrior compares and contrasts the auction of foreign
exchange with other exchange rate regimes, azid she discusses 
structural considerations for implementing excange rate auctions. 
The experiences of Uganda, Sierra Leone, and Jamaica with 
exchange rate auctions are ana!yzed. 

Labys, Walter. 'Bidding and Auctioning on Interna)Jonal Commodity Markets." 
In Biddingand Auctioningfor Procurementand Allocation,edited by
Yakov Amihud. New York University Press, New York, 1976. 

The author provides a summary of the history 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 explanation 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 aad commodity auctions. 

McAfee, R. Preston and McMillan, John. *Auctions and Bidding.' Journalof 
Economic Literature,voL 25, June 1987, pp. 699-73. 

The authors survey recent developments in the theory of auction
bidding mechanisms, and they discuss the relevance of the theo­
retical results for auctions in practice. The four major auction
schemes are discussed: English. Dutch. first-price sealed-bid, andsecond-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 withthe following assumptions (risk-neutral bidders, independent
private values, bidders are symmetric, and payment is a function
of bid. 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. 

Mead, W. J. 'Natural Resource Disposal Policy - Orzl Auction Versus Sealed
Bids.* ,atural ResourcesJournal,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 caseswhere oligopsony, rather than pe:fect competition, prevails. Using
statistical analysis, the author concludes that oral bidding is the
suboptimum 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). Oral bidding, however, might be justified for industries
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 fims, the 
raw materials might be transported over longer distances to pro­
cessing facilities; werefore, 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 of collusion among bidders. The paper also
includes a discussion of auction theory used to predict auction 
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bids and profits, along with experimental evidence and empirical 
studies to test the theories' predictions. 

and Robert Weber. *A Theory of Auctions and Competitive Bidding.' 
Econometricv,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 sameauction yield the revenue. 
While the English auction and the second-price sealed bid
nuctions are equivalent, they are weaker strategically than the
Dutch and first-price auctions. All four auction schemes lead toPareto 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 to provide a theoretical framework to better
predict auction resuhs, 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 frst-price auctions. 

Miller, E. *."Oral and Sealed Bidding Efficiency Versus Equity.' Natural 
Resources.Jour-al, voL 12, 1972, pp. 330-53 

'he author examines efficiency and equity issues surrounding oral 
versus sealed bidding for the auction of Federal Government­
owned natural resource mineral rights. Examining auctions 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
Constraints: A Game Theoretic Analysis.* ManagementScience, voL 26, 
no. 9, September 1980, pp. 935-46. 
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The author examines properties of Nash equflibria solutions in
multi-commodity simultaneous auctions where bidders are subjectto exposure constraints (the siun of bids cannot exceed some
level). The author concludes 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 when
there are more than two bidders and two objects since the Nash
equilibrium exists. One important assumption states that buyer
revevue 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. 

.. 7Bundling Decisions by a Multiproduct Monopolist with Incomplete
Information." EconometricA,voL 51, no. 2, March 1983, pp. 463-83. 

The author examines tie use of a bundling mechanism (tiedsales) employed by multiple product monopolists working in an
environment of imperfect information with regard to demand. 
Using a theoretical model, the author demonstraic: 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 offthan 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 oi
than had the seller auctioned bundled merchandise. Using a
bundling mechanism leads to market inefficiencies both ex ani'e 
and ex post. 

Reiber, M. 'Collusoi in the Auction Market for Treasury Bills* Journal of 
PolificalEconomy,voL 72, 1%4, 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 availble 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 openversus sealed bidding. The study examines revenuebasic auction 
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ranking theorems, the chief one being the revenue equivalence
theorem. This theorem asserts that equal revenue will resultfrom sealed bWd and open auctions by competitive bidding byrisk-neutral bidders. By relaxing two assumptions of thistheorem, the risk aversion and independence of beliefs assump­tions the author states that a sealed bid auction would result in
increased revenues for the seller. 

_ and Samuelson, William. "Optimal Auctions." American Economic 
Review, voL 71, June 1983, pp. 381-92. 

The authors examine the various forms of auctions and discussresource allocation resulting from using various auction schemes.A th,'- retical model is presented, demonstrating that differentauctions yield revenue that is easily compared and that revenueis maximized if the seller announces the reserve price prior tothe auction. Under different assumptions of buyer risk 'wersion,the authors find that the sealed high-price bid yields higher
revenue for the seller than would the English auction in cases
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APPENDIX G:
 

ORGANIZATION OF AN INVITATION FOR BIDS
 

Chos and Decions
 
A procedure for an invitation for bids (FB) is generally selected 
as asales mechanism for commodities when the government seeks to maintain itsintegrity and to remove the possibility of selective negotiations, favoritism, or

the appearance of conflict of interest.
 

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

The requirements concerning the manner in which the IFB must beconducted are generally sp ifled in regulations issued by the government orits agencies. It should be clearly understood that an IFB gives traders thepossibility of purchasing from the government some commodities undercertain conditions. If the trader makes an offer to buy sp.xch commodity at aset price and the government accepts that offer, the acceptance by thegovernment should constitute an enforceable contract, subject to theconditions specified by the [FB. 

Policis To Be Decided Mefore 
the Issuance of an IP3 

The first phase of the IFB procedure concerns policy matters. Thepolicies must be decided before an EFB is issued because they dictate theconditions and requirements for the [FB and eventuafly become part of thetontract between the government and the bidder. 

An Interministerial Commission, designated by the government tosupervise government procurement regulations, is generally responsible forestablishing the policies. The policies cover the following. 
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a Establishment of an appropriate reserve price. Under theP.L 480 program, the minimum price acceptable for the saleof 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. 

a 	 Definition of the criteria concerning the eligibility of bidders 

a 	 Establishmetit of procedures for the deposit of cash and 

opening of letters of credit 

a 	 Definition of the pricing mechanism 

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

The implementation of these policies, the preparation and issuance ofthe IFB, the receipt and screening of bidders, the opening of the bids, andthe choice of the successful bidders may be conducted by the lrlerministerial
Commission or by a oversight committee designated by that commission. 

Imp enrtaton of the IFB Under the 
supe"vMon of the Camms 

After the policies have been settled, an oversight committee isresponsib~le for their implementation. The tasks of the committtee 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 and the "Cahier des Charges' 

a 	 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 

a 	 Decide on the technical aspects of the bids: 
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I0. 	 Determine the eligibility of the trader using the 

criteria mentioned in the [FB or announcement 

10. 	 Check the deposit of cash and/or bid bonds 
and the opening of the letter of credit if any 

No. 	 If the bidder ru-t chosen cannot qualify
financially, designate the next bidder on thewaiting list 

so. 	 Cancel the [FB if there are not enough bids or 
for other appropriate reasons 

if this procedure is not 	strictly followed, there ndght be a lack of credibility 

in the decisions made by the commission. 

Elbility o 8 d eis 

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. 

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

The bidder must have the technical capacity to handle thetransaction and have warehousing or storage facilities 
commensmate to his bid, it this requirement can be met by
most established traders. 

* 	 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 commoditiesunder P. 480, Title I must submit the following information to determine 
their eligibility. 
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• A current financial statement of the person or firm wishing 

to become eligible as evidence of fnncial responsibility 

* A statement containing general background information 
about the firm. with particular reference to the rrm's
experience as buyer and seller of agricultural commodities,
and any other information available relating to whether the 
person or firm is a responsible party and able to perform
under the P.L 480 purchase authorizatio 

* A statement to be maintained on a current basis listing the 
name, address, and chief executive officers for all
branches, affiliates, subsidiarie, and associated companies,
both foreign ane 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 directly or through
stibsidiaries. 

There must also be a statement that the potential buyer has not usedthe services of persons or agencies with influence or contacts in the govern­ment and whose remunerations on commission will be based on the ra
purchase 

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

* 	 He has or has not employed a person or a corporatior or 
any other entity than his own employees to obtain the 
contract 

* 	 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 

* 	 He accepts to supply under his signature the information
relating to his agents or representatives if it is asked by
the seller
 

a 	 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 aanoun-cement. 
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There are generally three steps required for an IFB.
 

Step I - Announcment of
 
an Invitation for Bids 

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

a 	 The nature and approximate amount of commodities 

W 	 The Iocati'n, 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 

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

* 	 The details of contract implementation 

* 	 The document that will have to be presented with the bid­
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 

a 	 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 te 

Invitation for Bids 

A check list of contents for IFBs is as follows: 

a Invitation for bid number 

* Name 	and address of the office issuing the IFB 
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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
 

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

S 	 C.urrent location of commxiities or estimated arrival time
 
and place
 

• Authorization, it necessary, to submit bids by telegram 

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

a Packing and marks if any 

a Location and conditions of inspection 

a 	 Insurance, security, execution, or compliance guarantees to 
be deposited
 

a 	 Penalties 

a 	 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 

8 Notification terms - length of time bidder is required to
keep offer open method and timing of notification of 
winner 
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U 	 Disclaimer clause, i.e., 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 besold. 	 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 inthe cancellat;on 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 - Acceptane of Offes 

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

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

* 	 The highest bidder will be awarded the contract 

* 	 The government may consider 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 

Financial Arrnqpments 

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 the time the
offer is accepted by the government shall be paid by the contractor theto
government from the date of the contract to the date payment is received by
the government. 
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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 contract by (1) wiring transfer of funds 
or (2) depositing certified check payable to the government, all of the
contractor'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 full payment is expected within
 
days­

Tra-dr of Tif'<, 'nd 
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 specifying 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 reoipts surrendered by the government and thequantity 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 warehousema&.
 

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
after that date will be charged to the account of the contractor. The
governmel -,vilh pay normal lo~adout 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. 
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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: 

0 Description of physical means available or rented for the 

storage of the cereals 

* Description of staff or personnel, ITany 

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

M References 

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

a A bid bond 

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

The inside sealed envelope, on which the name or 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 orby hand but against a receipt Al! envelopes containing sealed bids must beregistered 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 thelocal 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. 

it
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The committee may ask bidders to furtherexplain their submissions.

Eligible bidders are those that submit documents in conformity with the
prevailing IFB regulatiors. 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 mustbe 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 inthe 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: 

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

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

0 	 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. 

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

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

* 	 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. 

a 	 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 defaulting
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. 

a In the case of bid bonds, the money is to be returned to
the unsuccessful bidders only after the date set in the [FB. 
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IMPUCATIONS OF FOOD AID PROGRAMMING AND 
PROCUREMENT PROCEDURES FOR 	AUCIONS 

To understand the differences that can exist in the timing of theinvitation for bids (IFB) within the framework of Title I or Title H of PJ
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-I 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. 

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

* Table H-4 shows the procedures for Title II government-to­
government programs or projects. 

* 	 Table H-5 is a list of 71 steps describing the way P.L 480
works. It was prepared by a private business representative. 

To identify when the private importers can be given authority topurchase and sell the agricultural commodities under P.L 480, it seemsimportant to separate Title I procedures from Title H1 procedures. Under P.L480 Title I, food aid is sold through sales agreements. Under Titles II and [I1,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 dollarsrepayable within a certain period of time, preceded by a grace period, and ata low interest rate. With this loan, the recipient government purchases

agricultural commodities in the United States and it imports them for salelocally (with a provision in the sales agreement that these commoditiescannot be re-exported). The U.S. government requires that the local currencythat the recipient government obtains from the sale of the comnodities beitself 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 H, Title III, and Section 416(b), a grant is made by theUnited States either to the recipient government through a trauisfer agreement
or to a PVO or cooperative through a multi-year operational plan/annualestimate 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 cooperativedoes not purchase the agricultural commodities in the United States. Thecommodities are supplied and shipped by the Commodity Credit Corporation(CCC). As a consequence, there is no private business involved in thepurchase of agricultural commodities in the United States, as it iL the CCC
who is in charge of that operation. The PVO, cooperative, or government

agency is involved only in the sale in the recipient country of those
commodities when there is a project or program involving monetization. In some cases, they are also involved in the ocean transportation of thecommodities. Although, under current procedures, only Title I programspermit private sector traders to purchase the commodity directly in the
United States, all Title H and Section 416(b) programs require that the local
 
governments be involved.
 

Tide 1 

Under Title 1, the loan in dollars made by the U.S. government is usedonly for the purchase of agricultural commodities by the foreign government.
The _itle to those agricultural commodities passes to the foreign governmentwhen they are loaded on a ship at a US. port. The USDA supervises theimplementation of the sales agreement, and, as required by US. regulations, itverifies 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 toparticipate in sales made under the authority of the Act" To ensure thatsmall 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 17.6(bX3Xv)). In addition, the IFBs issued by importing
contries cannot limit the right to submit offers to any specified group orclass of suppliers; IFBs must perv.-* 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 containsspecifications for the quality of the commodity 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 commodity ii the 
United States and the sale of that commodity in theforeign country from tbe 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 commoditics 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 dollar 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 shipping
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 recipient
goverm-nent 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: 

-41 



H-4 
" Are the importers chosen in a way that avoids 

accusations of favoritism or conflict of interest? 

" How will the sale proceeds be calculated? 

It should be possible for the recipient government to choose theimporters 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 U.S dollars, hewill have to know the market price of commodities in both countries, the
world market price, the freight and transport costs, and the timing of thedelivery. 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 somerisks on all those prices. Even if he has the authority to choose the time atwhich the IFB will be issued, he will encounter some of the same delaysthat the government encounters. This is because the IFB can be issued onlyafter the sales agreement has been signed and the commodities must beshipped 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 handlethose transactions, especially when the 75-percent clause concerning theshipping of commodities on U.S flag vessels is added to other timing andpayment constraints. The problems be partially solvedcan by using a 
procurement agent 

It is difficult, however, for the importers to control the delivery timewhen it is the government who controls the signature of the sale agreement.
As the fiscal year terminates on Septembe- 30 in the United States. USAIDhas to process all remaining operations befo,-c that date. In general, saleagreenv.nts have been signed late in the fiscal year, and there is a lot ofavailab;e food to be obligated at that time. If the agreement is signed late inthe fiscal year, the time for deliveries is very short 

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

It would help, therefore, if the importers could be involved in preparing
the specifications to be included in the PA and if the USAID Mission wouldconsult with lo"al 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 

i'j ' 

V 
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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. 

1itLe II 

Under the Title II program, the possibility of involving private businessin the purchase and sale of P.L 480 commodities is limited to transactions
taking place in the recipient country. This is because the purchase of thecommodities 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
 
resporsib;ily of the CCC.
 

Under the government-to-government grant programs, the recipientgovernment 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 govermnent has nowarehouses 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 commodity 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 thecommodities and then sell them through an IFB or to imitate the Guineangovernment 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. 
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In general, if there are any losses during the ocean transportation, it isthe shipping company who is responsible to the U.S. government and the "out 

turn report" will specify those losses. If there are losses during theunloading, it is the responsibility of the stevedoring company and the
importers. As a consequence, when the government is the importer and hasto 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 fLas. price U.S.
gulf port, the government must establish a minimum price that reflects the
f.a.s. 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 th, "ot.r fund. Expenses must be deducted first, leaving at ieast

the required minimum for dep)sit.
 

Given the confusion and misunderstandings surround these issues, theyshould be discussed between USAID and the government before the is-suance 
of an IFB. 

How to Read the 
rabies and Figure 

To find out how private importers can be increasingly involved in foodaid sales under Title I, consult Tables H-i and H-2. Table H-i shows the

procedure as it exists 
now. Table H-2 shows how that procedure could bemodified to involve more private importers at an earlier stage in the process.
Figure H-I, 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

siep, tji,-c ,,," paixicwsingc the commodities 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 0 indicates that an entity is merely to be informed
but that it has nc direct action to take at that time. 

If one looks at the second-last column of Table H-i, one can see thatthe private importer is involved only at the last step in the process, when 
an IFB iz 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 supplier 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 H-2 valid withinin Table the framework of
P.L 480, especially given the nature of the sales agreement between the U.S. 



H-7 
government and the recipient country? As already noted, the loan provided
by the United States to the recipient government and the special provisions
contained in that agreement are between the two governments. They do not
necessarily concern the private importers, except to the exte;t 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 operation 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. Thi. 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 iraporters. Theoretically it is possible to have a
foreign government choose a private importer by means of an IFB 	that is
organized just after a sale agreement is .cigned 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 allow,-.a' to purchase directly from U.S. 
exporters. This 	is the manner of the USDA'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 waat to buy directly in the United States,they must do so through an [FB approved by the USDA As indicated above,
the quality of the commodities and 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? 

1. 	 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 little 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 deivery
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. 
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This is the reason why, even with importers as sophisticated as thoseof Guatemala, the embassy of that country chose a procurement agent tocoordinate with the USDA and the importer all the issuance of [FBs, thereduction of contracts for commodities and freight, and their approvad by the

USDA. 

In that system, the procurement agent also coordinates the opening ofletters of credit and the timing of shipments, but this does not resolve the
questions of specifications, timing of delivery, payments 
 for 75-percent USflag shipment, and the necessity of having separate IFBs for freight andcommodities instead of CIF contracts. Some of those inconveniences are dueto 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 liberalizationand free enterprise. For instance, some advocates of private businessliberalization want more traders involved in the sale of agriculturalcommodities, but other representatives of private industry prefer "not to !ose"the important benefits that accrue from long-established commercial
relationships and joint ventures with established importers. Theserepresentatives complain that P.L 480 encourages sellers to have a short-termand sometimes adversarial attitude toward importers. 



Table H-i. Flow of Documents for P.L. 480 Title, 
U.S. Embassy Foreign U.S.D.A. CCC Foreign U.S. Impou-Ing U.S. Supplier Private Special

and/or government F.A.S. govermmeni or Bank country imporlers account 
USAID importing Its embassy in bank in importing in foreign 

-acy 
 Washington Commodity Freight country country

Agreement "lle I X X 0 
 0 X
 
Purchase authorization X X X 0 
 X
 
Letter of commitment 0 X 0 X 
 X X
 
IFB & Commodity

purchase In U.S.- X 
 X X
 
Opening of bids 
 X 0 X 
 0 
Choice of supplier x 0 X 0 
Contract with U.S. supplier x X 
 x
 
Commodity
 
Letter ofcredit opening X 0 X X 
 x x
 
Payment against
 
B/L & documents X (c) 
 X 0 X (d) Xe 
IFB & Cholco of ship 0 X X 0 X 
 0 0 0 X

Freight L of credit opening X 0 0 X x x 
 x
 
Payment against B/L 0 X X X X 
 X X
 
IFB &commodity sales in 
count,, X X 
 X X (g)
 
Choice of successful bidder X X 
 xX 


(a) X signifies that acion must be taken by that agency or institution 
(b) 0 signifies that the agency or institution is to be notified 
(c) Payment in local currency to special account 
(d) Payment in dollars 
(e)Receives payment Indollars 
(f) Receives payment in local currency 
(g) Deposit of difference between amount of payment by foreign government agency and amount of local currency received by 

foreign govenment agency for the local sale to locol trader 



______ 

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

U.S. Embassy U.S.D.A.and/or CCC Foreign U.S. Importing -U.S. SupplierF.A.S. government or Bank country Private Special Procurementimporters account AgentUSAID its embassy In bank in importing in foreign 

Invitation for bid issued by forepWsiao omoiyFegtnonr onr
 
gov to choose private Importer 
 X 

ro-ue-
iss by foreign government I-.---..._ ­ -n - - "----- --

Choice of procurement agent 
 _ 

X
Agreement hib I X 0 0 X 

;
Purchase auhodrization x X X 
_

Le tter of co m mImen t 0 0 x x X -- -_---
_ X

0 
Inviato-, or bid X _ _X X X 
0pening ofObidds 0 0 X O X X 
Choice of supp er X 0 X 0 XX 
Contract with U.S. supplier X 0 _ x ! X 
Commodity "I -

Letter of credit opening X X X .__ x x 
Payment against ' x .... 
B/L &documents 

- 0 0 d)_ -IFB & Choice of ship 0 X 0X 0 0 0 0 X Q Xc_X 

Freight L of cre dd opening 00 _ _ _ 

T x o x x 

x 
_ _ _x 

(a) Acton X See Table H-1 
(b) Information 0 1 
(c) Payment inlocal currency to spedal account 
(d) Payment indollars 
(e)Receives payment In kWitrs 
(1) Receives payment in lol currency
(g) Deposit of difference between amount of payment by foreign government agency and amount of local currency received by

foreign government agency for the local sale to local 'rader 
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The Flow of Doaments for P.L 480 

Agreement Title I 

This is agreement between the U.S. government and a recipient govern­ment that concerns the loan that is made to the recipient government topurchase cereals in the US within the framework of PL 480 Title I and thatincludes the terms of the loan and the self-help measures or projects that
the recipient government will undertake. 

Purchase Auorimfzation 

This dcKu(ment is issued by the general sales manager of the USDA
under regulations governing tne 
financing of commercial sales of agriculturalcommodities. It is an authorization to purchase agricultural commodities, andit is issued to a participant under the regulations. "Participant' means theimporting country or privat;e trade entity with which an agreement has beennegotiated under this Act This purchase authorization (PA) authorizes theparticipant 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 banSng institutions designated by the

participant and acceptable by the CCC. Under the letter of commitment
method of financing, the U.S. supplier of agricultural commodities will receivepayment as provided in the USDA regulations, under irrevocable letters ofcredit, issued confirmed or advised by a banking institution for thecommodity and (when authorized in the PA and included as a part of thecommodity cost) for the ocean freight or the ocean freight differential and
marine insurance The bank will be reimbursed by the CCC. If providid inthe PA, there is available a reimbursement method under which payments tosuppliers will be made by the participant, ar.d the CCC will reimburse the 
participant directly. 

Invitation for Bids 

Under paragraph 17.6(bX2), the importer shall purchase food commodities 
on the basi of an I'B. The terms of the IFB must be approved by theUSDA general sales manager before it is issued by the importer. Theimporter is the recipient government embassy or the procurement agent hired 
by that embassy. 
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Opening of Bkls 

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 place specified in the 
[FB
 

Choce of Suppler 

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

Contract with U.S. Supplier 

The contract for the purchase of food zommodities under P.L 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 [FR. 

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 -he 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 or shipper. Any losses or 
damages to those commodities becomes the responsibility of the entity who 
has signed the BIL 

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

A separate IFB is issued to choose the freight iransporter and a letterof credit similar to that for commodities is opened in favor of the successful
bidder. However, some special conditions concerning freight differentia
between U.. 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 commoditie 

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- Itshould 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 caseof sale in the United States and the highest price for the purchase of the 
commodities in the participant country. 
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Entitie Mentioned in the Headinss 

Foregn Government Impoting Agency 

This may be a state organiation or a cormnittee designated by the 
government or by a ministry. Sometimes ministry of plan, sometimes ministry
of f'mance or economy. 

USOAFA 

This is the United States Department of Agriculture/Foreign Agricultural

Service
 

Forign Embassy or Goverwnent
 

This is the embassy representing the foreign government 
or aprocurement 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. 	 Suppliks 

There are two, one for commodity and one for freight. 

Private Impoters in Imnporting Country 

These are the importers or traders that have been chosen by the
foreign government to purchase from the government the P.L 480commodities and resell them through private traders or retailers. 

Special Accoun in Foreign Country 

This is an account opened in a bank of the foreign country in which thesales proceeds are deposited. Money deposited cannot be taken without jointsignature of the representatives of the foreign government and the United 
'3tates. 



Table H-3. P.L. 480 Title II.Flow of Documents for P.V.O Program 

Documents 
A.I.D. 

Mission 
PVO 

Field mission 
Shipping 

agent DCC 

Traders in 
recipient 
country 

-

AI.O./W 
FVA/FFP 

PVO 
USDA 
CCC 

PVO 
U.S./HQ 

MYOP. AER 

Monetization proposal 

Approval 

Cal forward 
Shipment 
IFS 
Bidopening 

Choice of buyers 

X 

X 

X 

X 
.. 

0 
X 

x 

X 

x 

0 

X 

x 

X 

0 .. 

X 
X 1 

X 

x 

X 

X 

x 

X 

X 
0 
0 

0 

X 

X 
x 

X 

x 

X 

0 
x 

00 
0 

0 
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Doannents Listed in the Left Column of Table 1-1-3
 

MYOP Multi-year operational plan
 

AER 
 Annual estimates of requirements 

Monetization of proposal Proposal submitted as part of MYOP updated in 
AER 

Call forward Request by USAID Mission for the shipment of 
commodities 

IFB 
 Invitation for bid 

Entities in the Head'n of Table H4-3 

A.D. Mission 	 AID. office in recipient country 

PVO 	 field mission Private volu-ntary organization office in recipient 
country 

Shipping agent Agent of PVO responsible for shipment 

DCC Development Coordination Committee, a working 
group tiat reviews each proposal 

Traders Traders in recipient country invited to bid 

A-I.D./W U.S. Agency for International Development 

FVA Bureau for Food for Peace a :,I Voluntary 
Assistance 

FFP Office of Food for Peace, Washington 

USDA US Department of Agriculture 

Commodity Credit Corporation 

PVO L.fi./HQ Central office of headquarters of Private 
Voluntary Agency in the United States 

t\ 

CCC 



Tabfe H-4. P.L. 480 Title II.Flow of Documents. Government to Government 

Proor prgramreenent 

Transfer authorizaton 

Call forward 

ShIpmt 

I.F.B. 
-'-"-' ­

opes ProfeedsSales Proceeds 

USAID 
Mission 

FVAFFP 
Washington 

Africa 
Bureau 

Washington 
DCC 

Traders In 
Recipient 
Country 

U.S.D.A. 
CCC 

Recipient 
Government 

Agency 

Counterparffund 
inBank In 

Recpent Country 

x x x x ._ o0 x_ 
X X 0 x 
X X X X 
0 0 X 0 
xX 0 

__ 
XX __ X X _X 

x _ Xx .. XX. 
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Docaments Listed in the Left Columnu of Table H.-4 

Project or program Document prepared by USAID mission to 
agreem,-nt request moretization of Title II food for a 

project or program 

Transfer authorization Document signed by USAID Representative and 
U.S. 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 commodities, and conditions for transfer. 

Call forward Request by USAID Mission for the shipment of 
commodities 

- A 



TABLE H-. STEP-by-STEP ACCOUNT OF P.L 480 PROGRAM 

1. 	 CP to Congress by A.LD. etc. 

2. 	 US. government sends US. Embassy instructions to negotiate a P.L. 480 
agreement with the foreign government 

3. 	 Foreign government selects an official to act as P.L 480 liaison officer. 

4. 	 Foreign government announces the signing of a bilateral P.L. 480 
agreement in the foreign country and the USDA simultaneously 
announces the agreement in Washington. 

This c:,en takes many months and sometimes it requires a full vote by
the local legislative assembly. 

5. 	 Foreign government instructs its embassy in Washington to implementthe P.L 480 program, and it notifies them of shipment quantities, quality,
and delivery details. 

6. 	 Foreign government selects a U.S. company to act as its P.L. 480
procurement agent- The importer is not a party to this decision. 

7. 	 Foreign embassy officially notifies USDA of procurement agent's
appointment and provides copy of the agency contract 

a 	 U.S. Embassy sends USDA an Operational Reporting Cable advising thespecifications of commodities, quantities, purchasing arid shipping dates,and names of the banks to be used in the U.S. and foreign country. 

9. 	 Forfign emba."z requests USDA to issue 	a Purchase Authorization (PA) 

10. 	 USDA uses Operational Reporting Cable as the basis to issue PA and approve Invitations For Bid ([FBs) for commodity and freight. This 
normally takes 3 to 5 days. 

11. 	 USDA announces in Washington that PAs have been signed by the 
foreign embassy. 

12. 	 Importer notifies procurement agent by telex of the quantity, quality,
delivery periods, and any special terms and conditions for the T:Bs. 

13. 	 Procurement agent submits to USDA for approval the draft IFB. for 
commodity and freight. 

14. 	 Commodity Credit Corporation (CCC) issues a Letter of Commitment toa US bank for 100 percent of the commodity letters of credit (L/Cs). 



15. 	 CCC issues a Letter of Commitment to the U.S. bank for the Ocean

Freight Differential (OFD) amount 
of the US. Flag freight L/Cs. 

16. 	 US. bank accepts CCC's Letter of Commitment for commodity and U.S. 
flag OFD. 

17. 	 Procurement agent releases the commodity and freight IFBs by

computerized telex directly to suppliers and news wire services.
 

I& 	 USDA requires a minimum 6-day lapse between the release of the PA 
and tender date. 

19. 	 USDA requires a minimum 10-day lapse between tender date and first 
shipment date. 

20. 	 Purchasing delegation, if any, arrives in Washington for commodity and 
freight tenders. 

21. 	 Freight tender is held at 12.00 noon 	at procurement agent offices, with
representatives from foreign embassy and purchasing delegation if any.
UISDA 	 receives copies of all offers. 

22. 	 Procurement agent reviews and sorts freight offers in order of flag,

loading range, posit!on, and freight rate.
 

23. 	 Wheat tender is hr':-' at 3:30 P.M. at procurement agent offices, with
representative of the foreign embassy and importer. USDA receives 

a 

copies of all offers. 

24. 	 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,
",uilA -deckers, tankers, and LASH vessels. 

25. 	 Non-responsive offers and commodity offers for which there are no 
corresponding freight offers are discarded. 

26. 	 Procurement agent establishes a purchasing and shipping program based 
on lowest landed cost (C&F), using a minimum 75 percent U.S. flag
vessels. 

27. 	 USDA checks and approves shipping schedule and proposed awards for 
commodity contracts. 

2& 	 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. 

29. 	 Procurement agent telexes "Notice of Award" the successfulto 
suppliers, recapping the commodity purchase details. 



30. 	 Suppliers register their sales with the USDA, requesting price approval 

31. 	 Procurement agent prepares the commodity sales contracts for signature
by the sellers. 

32. 	 Procurement agent, on behalf of importer, and subject to USDA
 
approval, negotiates US and non-US, flag vessels.
 

33. 	 Procurement agent telexes final negotiated ship charter to ship owners 
or their brokers. 

34. 	 Procurement agent submits all ship charters to USDA for approval 

35. 	 USDA ensures that a minimum of 75 percent has been chartered on U.S. 
flag ships, in conformity with P.L 664 cargo preference law. 

36. 	 USDA notifies procurement agent 	of its approval of all commodity sales
and ship charters. The with thecontracts wheat suppliers and ship 
owners are now finalized. 

37. 	 Procurement agent 	prepares ship charter parties for signature. 

38. 	 Procurement agent telexes to importer instructions for opening
commodity & freight L/Cs. 

39. 	 Importer cives L/C instructions to the foreign bank. 

40. 	 Foreign bank opens L/C on the U.S. bank. 

41. 	 Foreign bank does not transfer any U.S. dollars to open the commodity 
L/C.
 

42. 	 Foreign bank does transfer US. dollars to US. bank to open L/Cs forthe foreign flag freight and the non-subsidized part of the U.S. flag
freight. 

43. 	 Procurement agent nominates to commodity suppliers the ships 
transporting the commodity. 

44. 	 Procurement agent, upon receipt of the load port nomination from the 
commodity suppliers, declares load ports to the ship owners. 

45. 	 Procurement agent coordinates the logistics and loading of all the ships. 

46. 	 Procurement agent notifies importer of any changes in the shipping 
program. 

47. 	 Procurement monitorsagent the receipt of L/Cs by the commodity
suppliers & ship owners. 



48. 	 Procurement agent requests importer to make any amendments to L/Cs
requested by the commodity supplier or ship owner. 

49. 	 Suppliers have been warned by USDA not to load commodities without 
an operable L/C. 

50. 	 Procurement agent's outport agents and suppliers confirm the time theship completed loading the tonnage loaded, and specifications of the 
commodity loaded. 

51. 	 Procurement agent telexes importer the fun commodity and tonnage

details and the Ships ETA at the discharge ports.
 

52 	 Procurement agent's outport agents and suppliers sign the Statement of 
'acl at loading port 

53. 	 Supplier of commodity presents original Bills of Lading the US. bankto 
for payment of 100 percent cash against first presentation. 

-4. 	 US. bank advises the foreign bank that the commodity L/Cs have been 
cashed. 

55. 	 Foreign bank transfers the value of the commodity in local currency to
the P., 480 special account and advises the U.S. embassy. 

56. 	 Importer telexes procurement agent "Notice of Safe Arrival" when ship
arrives at discharge port 

57. 	 Importer discharges the ship and imports commodity into foreign

country in the usual manner.
 

58L 	 Ship owner presents documents to the U.S. bank for payment of 0
 
percent freight against first presentation of documents.
 

59. 	 Procurement agent, on behalf of importer, negotiates with the 
commodity suppliers to finalize the load rate guarantee clause of the 
contract. 

60. 	 Procuremaent agent, on behalf of importer, negotiates with ship owners 
to finalize Laytime Statement at lo t and discharge ports. 

61. 	 Procurement agent, on behalf of importer, collects any load rate 
guarantee demurrage from the suppliers. 

62. 	 Procurement agent requests the transfer of funds from foreign country 
to pay the ship owners, in case demurrage was incurred. 

63. 	 Foreign government and A.D. use the foreign curency for selccted 
agricultural projects. 


