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a. In o18cr for the G to be fn colb: tantia) compdiance with
Title 111 conditionality, 4t must agree with the USAID on
pricing inpcucs deticiibed in tccommendation number 2,

Once thir wsgreenent 46 1cached, we recommend that USAID be
authotized to begin formu) neqgotiatjont: for the recond year
of the hgicement ac soon ar poscible,

Mission Comment : The Mistion concuts with recpect to nececsary
Open Matket Sales (OMS) price adjustments, as deectibed in the options
non-papet tefetenced in recommendation No, 2, We belfeve that the BLG
hae already implencnted thie part of the recommendation, in that it
agireed to the OMS price adjustment required by our propoced option No.
2 and effected the necescary change on Januvary 4, 1988, Full price
adjustments in the Statutory Rationing (SR) and Othet Pijorities (OP)
tation channels required by option No. 2 have not yet bren made,
However part of the necessary price increase in thore channels was
effected on Janvary 4, 1988, and the Secretary of Food stated, at that
time, that the sdditional increases would be instituted at a later
date.,

The Mission has proposed, in DHAKA 1158, to ncgotiate a new
arrangement with the BDG, under the 1982 Title 1/I11 agtcement &nd
subsequently under the 1987 agreement, wheleby local curtency procecds
gcnetrated in SR and OP channels (as well as other specified channels)
would be teguired to be dcposited in the Special Account and used for
approved projects, regatdless of the prices charged in those
channels. Under the new arirangement proposed, failure to implement
tequircd price increcases in those channels by a specified date would
resv)t in loss of Title 111 Currency Use Offcet elicibility for the
te): ted proceeds. Such proceeds would then be ticated as Title 1
proceeds, We believe the mechanism described in the above proposal
cireates a sionificant incentive for BDG compliance with pricing
requiterents &and a reasonable sanction for non-compliance. The
Mission concurs with the tccommendation that it be cuthorized to
ncoctiate for the sccond year of t.e 1987 agreerent as soon as
possible, but !{n accoirdance with the arrangements outlined above.

b. In otdct to achiecve maximum leverage for policy rtefo:ms, the
evaluation team recommends that BRangladesh be allotted jGO
milldon in Title J1I commodities above and beyond the §18
million in flood relief commodities cartied over into FY 88,
The onti:c*}60 mxllion should be provided under une

azcnanont. hn FY 68 lcvel of $45 million of additional

conmodities, as propoced by the DCC, will diminish the
ticsfon's effectiveness §n pursuing policy dialogue.
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Micefon Comment @0 Ty Macrion concurs.,

o Prozurement_and Open Merbet Sale (OMG) System Bricino,

a. huce to delayed arrfvals of fmported arain from donore,
(including the U,S,) and dicappointing hetverts in the
epring of 1987, the BOG raised procurement pricer in April
but d&id not raisc OMS and pation prices by the Oname
tatio, This upsct the formula determining telacive
procurement, OMS and ration prices st by the Agrecment,
The cvaluution team svpports the Mission porition that the
BDG action was underetandable and that the PFDS sales
pticer _as they prevajled until) the aman rice harvest age
acceptable, We support continuing to count OMS sales fot
loan offset duting this period but only on the condition
that the BDG is willing to tesolve pricing issucs based on
the three pricing options put forward by the Mission and to
make them effective ehottly after aman procurement begins,

vission Comment: The Miscsion concurs with respect to
continuing to count OMS-priced sales for Title 111 Currency Use
Offset based on the BDG's agrecrment to increase OMS prices as
ptoposed in the Mission optionte non-papet. As stated in our comment
under recommendation 1A abov2, necessary OMS price changes have been
made.

Prices in the SR and OP clannels are not at present
sufficiently high to pctmit sales in those channels to count towatd
Currency Use Offset, HKowever, as indicated above, we believe
pricing and related eligibility issues for those channels should be
treated separately and in accordance with the proposal outlined

"~ above and in DHAKA 1158.

b. The evaluation team recommends that a joint, in-depth study
of the OMS pricc-setting formula be undertaken by the
‘Mission and the BDG. We reconmend that the Mission include
a thiough analysis of critical information, such as
marketing matgins, transactions costs (including
non-monetatry costs), and acceptable trates of return in the
cereals wholecale and retail industry, in the scope of work
for the study.

Mission comment: The Missicn agrees, and preparations are
underway for this study to be conducted jointly by IFPRI and
the Ministry of Food. .

3. Modificd Rationing Refora

The evaluation team believes USAID &nd the BDG are seriously
éxamining the need for and means of recaching the rural poor with
affordable foodgrains. We recommend that the Mission cncourage the
RDG to tcorient the MR progranm no later than the beginning of FY. 89,
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pirrfon Conment @ The Miredon eharer the evoluatear.® view that
e dr an dnpoltenl nctivity under the new Titie 113 Aqreement,
The cxperdmentation ond exandnntfon cutrentdy bodng cartfed outl by
pIEL and Reacon wil) beudn providing uneful infornation over the
next few monthe, When the JFPRY edviroty team arndve:s Jate (0fe
rumner, thot wi)l provide the banglaéderh Government with furthiet
expritine for inventiguting poroibidities formaking the tation
cyrten an effective meors of fmproving the real) income, contumpLion,
and nutrition of the ruvrald poor. It may be porsible to make come
teforms 4n MR by thin Octobetr, but & complete rcorfentation by Lhat
time {8 probsbly too ambitious a goal, The te-cxamination and
teform efforts ate likely to - and thould - countinue thioughout the
agreement period.

4. Rura) Free Food Distiibution Programs

We_tecommend that JFPRI and the FPMU provisionally include
Vulnerable Gioup Feeding and Food for Work in the examination of
apptopriate measures for improving the concumption of the rural
pootr, so0 that any outstanding analytical work temaining after the
WFP-cponsored seminatr in Janvaty can be done,

Mission Comment: The Mission concurs,

s. Incotporation of Maize in the PFDS

The evaluation team found that progress on exploring the
expansion of majze consumption was good. We recommend that USAID
appoint an employee to work as a project manager for the proposed
nstional majize production and consumption program.

Mission Comment: The Mission agrees. The Deputy Ditector, Office
of Food and hgiriculture, has bcen appointed project manager for this
activity.

6. Consumption and Nuttjitional NMonitoring

The team finds that USAID and the BDG are making adeguate
ptogress in addressing this issue. It will be explored oy the JFPRI
team to be seconded Lo the Food Planning and Monitoring Unit,

7. Emcraency Prepziedness

The Mission has asked IFPRI to review :he BDG flood response.
The evaluation team reconmends that the Kission stress the
fmportance of this activity to the FPMU, so that IFPR] will not get
caught in jurisdictional disputes,

FKission Comment: The Mission has clarified with FPHU that food-grain
import planning for dicaster relief purposes is definitely a
Pinistry of Food recponsibility and that disaster analysis is a
polentially useful function for FPMU. We agrced that IFPRI could be
helnful in cariying out this planning and analysis, although {t
would not be a high priority.
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u) The FPMU YNas two unf§1)ed slot: for profensjonale, and ar
a result 4t feounable to accomplish 811 of jtr
objectiver.s  The evaluation team teconmends the Mirsion

cncouraqe Lhe BDG to o dgn two additjona) profesnional-.
to the FPMU, and apgrade 1t in other appropriate waye, an

soon as postible,

Miccion Comment : The Mistnion agreer, and this recommendation
war, emphasized at the recent meeting ~f the newly constituted
Title 111 Coordinatior Committec,

b) We recommend that, after the IFPRI tcam has hcen in countiy for
a period of time, the Mission concider expanding IFPRI's Scope
of Work to allow for additional consuvltancy assistance on the
following issues:

i. helping the BDG use acceptable commercial import
procedures;

ii. advising on grain storage and prescetrvation; and

iid. advising on expanding effective demand and improving
marketing and distribution of foodgrains.

rMission Comment: The Mission concurs.

9. Local Curtrency Generations and Gap

The BDG needs to increase Statutory Rationing (SR) and Other
Priorities (OP) grain prices in order to comply with Title 111
tequirements to graduelly eliminate consumer subsidies. Counting SR
and OP sales for loan offset purposes will decrease the gap between
the CCC value of Title 111 commodities and proceeds deposited into
the Special Account. We recommend that the DCC allow counting SR
and OP for loan offset, if the Mission and the BDG a.e able to agtee

on pticing issues,

Mission Comnment: The Mission agrees that proceeds genectated in the
SR and OP channels should be eligible for Title 111 Currency Use
Offset, when prices in those channels mect the requirerents of our
agreements, However, as indicated in recommendation Ros. 1A and 2A
above, we propose to rencgotiate our arrangements with the BDG such
that proceeds generated in those and other specified channels would
be required to be deposited in the Special Account and used for
approved projects, whether or not prices charged in those channels
conform to prices described in our agrecments., 1f prices in those
channels are not then adjusted in accordance with the agrecments,
related curtency gencrations would be trecated as Title I procecds.
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10, Local Currency Proararting and Approverd Projectes

Twenty teven projectr. were funded in FY B?7, and a. many as 43
projects may be funded in FY 88. Ac long as local curiency i
programmed agalact projecte in contrast to attribution to tclected
ministry or institution budgetec, the Misslon will likely continue to
confront & large numbcr of projects Lo be concerncd with in Lerms of
managcment and responcibilitices,

11. Local Currency Project Monitoring

The Miscfon is unable to closely monjtor the Title 111
projects. The contribution of these projects to Title 111
objectives has never been adequately assessed, 1In otde:r to assess
the nced for closer Mission monitoring, we recommend a
te-cxamination of this issue, focussing specifically on local
currtency projects funded by Title 111, their contribution to program
objectives, their management aad monitoring.

Mission Comment: The Mission initially felt that the re-examination
recommended above could be carried out as part of a larger effort to
develop a model food aid management plan in Bangladesh, with the
help of a U.S. consultant, Dan Shaughnessy, and a Price
waterhouse/India (PW/1) team. This idea was dropped when, because
of political unrest in Bangladesh, the PW/I team's visit had to be
postponed and Shaughnessy's trip to Dhaka cancelled altogether.
Revertheless, the Mission has carefully rc-examined the issue of
closer Mission monitoring of local currency projects funded undet
the program. As reported DHAKA 1158, para 8, we believe strongly in
this program's continued emphasis on food policy objectives., We
doubt that our effectiveness in that area could be sustézined if we
were forced to divert valuable Mission resources to detailed
programming or monitoring of local currency projects. In addition
to the staffing problem, we believe efforts to gain BDG concessions
on programming for local currency projects would weaken our ability
to obtain concessions necessary to achieve the larger and frankly
nore important food policy objectives which have justified this
program since its inception. We recognize Kission responsibilities
to monitor projectized local currencies, per PD 5 ac amended. We
believe the success of the Title III Program will be measured on the
success of policy reforms more than on the results of the 43
projects themselves, notwithstanding their own intrinsic
ﬁ-‘.porf"anc‘é.“ “c;"ivb‘ﬁ"'the fixed limit on OE budget and personnel

‘these p[O)eCtS by competing demands upon limited management
tesources,
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12.  Accounting and jrepoat fng Jeaqudrements.

The fnminent ertaldizbhient of the Title 111 Conpdinatfon
Committee chould fmprove BbG monftoring and tepotting of the Title
111 proqram,

13, Flood Rellef Activities

The Mission cffcctively programmed the additional rccourcen
provided by the DCC for flood relief, while cautioning the B'G and
other donors not to overteact to the emcrgency by importing too much
food. By reducing the FY 88 allocation by the guantity of flood
relief commodities carried over from FY 87, the DCC did not
adequately support the Bangladesh Title 111 program,. Our
recommendation for the NCC to set acide an additionu) $60 million in
FY 88 is contained under rccommendation number lb.

14, Cotton

Adeguate progtess has been accompliched in achieving the
following provisions of the hgrcement :

1. tremoving testrictions on the capacity of the private
mills;
2. ensuring that private mills receive a proportionate

share of cotton imported by the BDG;

3. temoving adninjstrative and fiscal constraints on
developnent of the cotton industry.

Title III cotton is uncompetitive with cotton from other
sources. AS a result, the Bangladesh Textitle Mills Corporation, a
parastatal, is the only Bangladesh entity that will handle it.

15. Vegoil

Adequate progress is being made in encouraging the private
sector vegetable o0il industry. Title II1 soybean oil is only
handled by the Banglacech Suwar and Food Industries Corporation
{ESFIC), a patastatal, because it has been uncompetitive with
competing Imports. BSFIC is being increasingly privatized as a
holding company with 49 petcent private shares and 51 percent
Government shares,
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GINSGARY OF A""”LYlAlJQHEHHELU

nns bangladenh Burenu of Statisticr

BDLG Government of Bangladee )

BEYIC Bangladech Sugar and Food Indurttier Courpotaetion

BTMC Bangladesh Textile Mills Corporation

ccc Commodity Credit Corporation

pee Development Coordination Committee of the ULS.
Government

EP tssential Prioritice

FPA Food Policy Analysis

ERD External Resources Division, Ministry of Finance

FAO Food & Agricultural Otganization

FFAP Food-for-Work Program

™ Flour Mills

FPMU Food Planning & Monitoting Unit

FPS Fair Price Shop

FS Free Sales

GRH Graham-Rudman-Hollings hct

GR Gratuitous Relief

IF Institutional Feeding

LE Large Employets

¥D Maund (a local unit of weight, equalling about 37.32
kas.)

MOF Ministry of Food

MO Marketing Opetrations .

MR Modified Rationing

MT Metric Ton

OMs Open Market Sales

oP Other Priorities (Rationing)

PFDS Public Food Distribution System

SR Statutory Rationing

VGFP Vulnerable Group Feeding Proyran

WFP vorld Fond Program
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Uit Convercion Table

P

Meter Xilemeles Inch Foot Yard Mi.c
1 0.001 39,37 3.2b: 1.094 -
1000 1 - 3280.84 1093.61 0,62137
0.0254 - ] 0,0833 - -
0.3048 - 12 - 0.3333 -
0.9144 - 3C 3 1 0.00057
1609.34 1.60934 - 5280 1760 1
AREA
Sq. Mile Hectare Sg. Kilometer Sq. Yard Bigha Acre
)| 258,999 2,590 - 1920 640
- 1 0.01 11960 7.413  2.47105
0.3861 100 1 741.315 247,105
- D.134¢ - 1613.33 1 0.3333
- 0.40469 0.00405 4840 3 1
VWE IGHT
Kilogram Metric Ton Long Ton Pound Maund Seer
1000 1 0.984196 2204.,6 26,7939 1071.75
1016.058 1.016058 1 2240 27.2241 1088,96
0.453 - - 1 0.01215 0.48614
37.32 0.03732 0.03673 82.28 1 40
0.933 - - 2.057 0.025 1
1 - - 2.2046 0. .26 1.072
Gram Pound Ounce Seer Chattak Tola
1 - 0.03527 - 0.017148 0.0857
453.59 1 16 0.486 7.778 38.89
28.349 0.0625 1 0.03038 0.486 2.4307
933.04 2,057 32,916 1 16 80
58,32 0.12858 2.057 0.0625 1 5
11,663 0.025716 0.41145 0.0125 0.2 1
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1. Introduction -

Thir cvaluooation teport focutoes on the progrents. of the
Fungledeeh Title 11T Vrogram dn FY 87, the f{net year of the third
concecutive Title 111 Program tince FY 78, Since the FY 87
rgreement was signed in Apri) 1987, and the commoditier artived ac
late ac November, some aspecte of the FY 87 progtam have naturally
not taren place at the time of the evaluation. The evaluation t.am
also evaluated continued progrecs of the previous Title 111 program,

We must acknowlecdge that this evaluation wae undertaken during
two weeks of hartals (strikes) and curfews in Dhaka, when work hours
were severely limited and travel was difficult, HNevertneless, we
beljeve we hiave responded fully to the scope of work contained in
Item 111 H6 of the FY B7 Agreccement (attached as Annex A). Fotr the
sake of time, however, we are assuming the reader is reasonably
familiar with the program, and we will not repeat the history and
analysis contained in the Program hssistance Approval Document ot
the anpual evaluation reporte. Readers new to the program mey find
a description of the Public Food Distribution System taken from the
FY 86 evaluation in Annex B, We will refer to these documents and
others when they are relevant. The recommcndations of the FY 86
evaluation will be dealt with under each section of the scope of
work.,

2. Procurement and Open Market Sales {(OMS) System Pricing

The objectives of the Title 111 program in Bangladesh per the
hptil 1987 agreement are:

l. 1Increased food consumption and nutrition (income
supplements for food consumption, and non-monetized programs;
self-targeting foods, and food emergency prepatedness);

2. Increased agricultural produvctivity (stabilization of
farmgate prices for foodgrains, agricultural diversification, and
agricultural reseatch);

3. Incrcased employment generation that would increase
effective demand for food;

4., Improved food system management,

The program agreement attempts to assure profitable farmgate
prices to encourage domestic agricultural production, and a
nartket-oriented price structure for the foodgrain market allowing
profit for wholesalers and retailers. While, undoubtedly, it is an
admirable policy pursuit, it is also sonewhat unrealistic to
anticipate competitive market conduct and market performance from a
pirastatal operation that was designed to countervail a competitive
ratket structure in the cereals matket in the first place, For
undcrstandable political reasons, the Bangladesh Government (BDG) is
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intererted 4o reopdnag food pricen, coprela)ly o viban centegr,
unfict chetk. The fnhetent conflfet 4n porruing rome of the
foregoing food policy obdectiver hat, therefore, renudted o
occariond) non-compddnnice with certadin provisfont: of the 1967 7410
111 Aatcenent,

The BDG hap been relatively succescful In ancuring {ncentive
pricee to farmeis through donestic pirocutement, In Apri) 3987, the
BDG announced new procutement prices fot tice and wheat, The ptice
of tice incicancd rubstantially from Tk.265/mrund md) Lo Tk,
306/md, a )6.2v incrcace, The price of wheat went up from Tk,
180/md to Tk, 200/md, an Increase of 11.1¢t, The {increcaced pricee
were effective immediately for the 19687 wheat &nd boro tice crops.

Undetr the April 1987 hg:cement, the BDG waes to rajce tation
ptices and inftial Open Market Sales (OMS) pricec by the same
petcentage as that for the procurenent prices. (Alsov Retion prices
were to be increased by 2 more percentage points for rice and 3 for
wheat by Scptember 30, 1987.)

Per the hgrecment, the BDG would set the Open Matket Salee
prices for rice and whcat at appropriate levels, that is, at 15
percent above the procurement prices in non-SR ateas and 20 pecrcent
sbove the procurement prices in SR areas, While the BDG 4id raise
fnitial OMS and ration prices in August, the percentage increases
were smaller than those for the procurement prices; as a resuvlt the
BDG was {n non-compliance with the terms of the Title 111
hgreement, Table-l was developed by the Mission with the assistance
of a consultant, Ray Hooker, in summer 1987, As Tabie-1 shows,
vhile procurement ptices for rice and wheat went up by 16.2 percent
and 11.) percent respectively, the cortesponding initial OMS prices
were increased by 1.6 percent and 2.9 percent, and corresponding
tation prices were raised by 2.1 petcent and 3.1 peicent
tecpectively (column f). While ration prices were raised enough to
maintain the ratio with the actual initial OMS price, the OMS 1ice
prices thould have been raised by another 14 percent, and wheat by 8
pcrcent, to maintain the pre-Apri) ratios with the procrrement
prices,

In discussions with Lhe Mission, the BDG officials have
raintéined that:

- The Government had to announce a large incrcase in
procurement prices in April as an extraordinary mcasure tc procure
some badly needed quantities of rice and wheat against unusually
high domestic grajin prices and low stocks,

- An inmediate announcement of equally Jarge increases in
O0MS and ration ptices would destabilize prices,
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= The Public jood Dictribution System (Prps) price
tatfor may no lonact b approprfate (in view of o necentory nnd
unplanncd large increare §n procurement pricen and a posrnible need
to revise the formola for the Pros price rotior).  In any canc,
further price dncreases chould not take effeet untdl the aman tice
hatvect in November,

- Becaurc of low import prices, the total food-grain
rubsidy in the PFDS would not increanc if, ac proposced by the BDG,
the ration and inftial OMS prices wete decreascd telative to the
ptocurcement prices.

The Mission's position was that these large increases in
procurement prices were “cxceptional® and interim measures aimed at
teplenishing stocks. Therefore, there was a good argument for these
ptocurement prices not to serve as the basis for the rest of the
PFDS price structure. Particularly given the unusual flood
disaster, the Mission was prepared to recommend to Washington that
PFDS sales prices would remain where they were until mid-Novembet.
The BDG, however, would be required Lo increase OMS and ration
prices effective November 15 on the hasis of pricing options put
forth by the Mission in its memo of October 22, 1987.

The evaluation team agrees with the Mission position in view of
the citcumstances leading to the extraordinary procurement price
increases in April 1987. 1It is also important for the BDG to keep
food prices under check for another reason. The average annual rate
of inflation rose to 10 percent in Bangladesh in 1985-86. Most
major nonfood prices decelerated, but prices of food items rose
tapidly, reflecting, in part, a drawdown of stocks and delays in the
arrival of foodgrains. The targets for the current fiscal yeat
under the Second Annual Structural Adjustment Facility (SAF)
arrangement had to be modified to take into account developments in
1986-87 and the impact of the recent floods. During July-September
1987, the severe monsoon resulted in the worst floods experienced in
the past 70 yeats. Crops on some three million acres were est mated
to be lost. Rice, jute, sugarcane and vegetables were particularly
affected.

Even with a s, ecial agricultural rehabilitation program, total
foodgrain production in 1987-88 is expected to decline, and fall
short by about 1.4 million tons of the Government's original
production target of 17.5 million tons. 1Inflation is expected to
accelerate, partially as a result of shortfall in domestic foecd
production and transportation bottlenecks. The external current
account deficit is expected to widen to 7.7 percent of GDP, mainly
treflecting highet imports of food and intermediate goods for
post-flood reconstruction, as wecll as lower exports of fish and
vegetables. It is anticipated that a2 flood-induced increase in
foreign aid would partly offset the deterioration in the external
account position. The revised SAF-program requires the BDG to
reduce the rate of inflation to 8 percent. Given the SAF-imposed
constraint on the inflation rate, the BDG would have to be serious
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nbout food grain prices. A a renult, the BOG'e unwillinaness to
fnctease the {nftial OM5 and tation pricer by the came percentaae ar
that for the procurement fncreacer in mid=19%87 46 understandableg
and the evaluation team fully rupporte the Miccion position that
acceptr the PEDS caler prices an they prevailed unti) the aman
harvert.

The cvaluation team, howcver, 6trongly supporte the Misnion's
pocition that the April price increanes would be accepted only {f
the BDG was willing to tecolve the pricing issue based on the thtee
pricing options put forward by the Mission and make them effective
ehcrtly after the beginning of the aman rice harvest, At the time
of writing, the Mission'e understanding was that the BDG was in the
process of accepting an option that would be bilaterally agrecable.

The BDG was also required, under the Agreement, to reduce
subsidies from Statutory Rationing (SR) and Other Priotities (OP)
channels by raising pricee of rice and wheat so0ld through these
channels to the level of initial OMS prices for the commodities.

By September 30, 1987, the rice price under the rationing
system was required to be raised from 95 percent to 97 percent and
the wheat ration price from 93 to 96 percent of the tespective
initia) OMS prices. These incteases have not been effected.

The BDG was also to abolish the Free Sales and Matketing
Operations channels, which has been since completed,

The Mission discussed a list of foodgrain and related issues with
the BDG officials in October/llovember, 1987. 1In a memo of October
22, 1987, addressed to the Secretary of the Ministiy of Food, the
Mission ctressed the nced to agree on a plan for raising PFDS sales
prices and laid out three separate pricing options (see Table-2),
Under Option I, the BDG would increase the PFDS sales prices by the
full amounts contemplated in the April 17, 1987, Agreement. Undet
Optior 11, the BDG would make PFDS sales price increases based on
*normalized® procurement prices, estimated fiom the price trends of
the last 6-7 yeatrs. Under Option 11I, the margin between
procurement and OMS ptices would be permanently narrowed as
suggested by the BDG. The Mission would prefer Option I, would
accept option 11, and will reject Option III. The Mission was
concerned that there was not sufficient evidence to support the
Option TII implication that a permanent reduction in the ratios of
purchasc~to-sales ptices would have no adverse effect on the private
grain trade. The Mission thought that the current OMS mechanism
seemed to have been effective, as the seasonal and other variability
in foodgrain prices had natrovwed significantly since 1979, and the
20% band between farmgate and tretail foodgrain prices usually held
in all but highly exceptional circumstances. A joint, in-depth
study of the OMS price-setting formula was proposed by the Mission
to be undertaken, 1In view of both analytical and management
complexities of the current PFDS pricing policies, the cvaluation
team strongly endorses commissioning of such an in-depth study.
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Hne mojor objective of a posnibly modified PFDS price rtructure
~hould b to "keep 4t rimple and doable®,  For example, could the
numbiee g of pome J0-1) offtake channcle b reduced to fewer calegnpicen
and £til) reach the poorer sections of the populatjon rote
effectively? Should the tendency for the market pricer to rtay
below Open Market Salen trigger pricen be reviewed (more criticolly)
Lecause 4t reduces OMG of ftakers and local curtency genctatione (see
the Loce) Cucrency Generation rtudy by Gholam Houcaiy, P.11). 1s a
targetted Food Stamp Program feanible or does {t make things even
more complex?

Tne Misrjon also advisced the BDG that if prices were not raised
per an agreement effective about November 15, 1987, all OMS calec
after the April procurement price increases would be ineligible. It
also notified the BDG that ration sales in OP and SR would be
eligible effective from November 15, 1987, only if prices were
increased (as discussed above) and the Taka deposits were made at
the rate of OMS sales prices. The Mission stressed that the OMS
should operate like a private sector program rather than a rationing
channel and that quotas, non-sales days, upper limits on profit
margins and other restrictions on OMS sales should not be imposed.

As of this writing in early December, it appears that the
impact of the 1987 floods in Bangladesh on food production and
consumption was less severe than anticipated. 1In Dhaka, wholesale
narket prices for different varieties of coarse rice varied between
Tk.325-340/md. Assuming transportation cost per md. to be about
Tk.30, it also cost the Government about Tk.338 to procure a md. of
coarse rice. 1t was learned from the wholesalers that they usually
wvorked for a fixed commission of 10 paisa/kg. An average wholesaler
was earning between Tk.2000-3000/day. According to one statement by
the Minister of Food on 12/6/87 (The Bangladesh Tim2s), rice was
selling in many districts for Tk.8/kg or for Tk.299/md. 1In the same
statement, the Government foodgrains stock was estimated at 1.1
million tons. This stock level, reportedly, was the highest since
the Nation's independence. The manner in which the supply of
cereals has been managed in the wake of the devastating summet
floods is admirable. According to The Bangladesh Times editorial,
12/9/67, "Thete is no report of scarcity of rice now from any part
of the country ....The Government has taken up a comprehensive
scheme for distributing 3.2 million tons of foodgrains under a
rassive post-flood rehabilitation programme....It was observed that
prices of most of the essential commodities that had shown an upward
swing in tecent weceks due mainly to transportation difficulties were
on the reverse.” Retail prices for different varieties of coarse
rice in the bhaka market in early December varied around Tk.385-395,
whercas the ration price for rice in the same market was Tk.355/md,
which was really the OMS price. The retail market price of wheat in
the Dhaka area was about Tk.200/md during the first wecek of
December. The ration price per md of wheat was about Tk.198.
Including the resale price of the bags that the retailer gets to
keep, the ration retailer of rice was receiving a margin of 6.51-7¢,
whereas the wheat ration retailer's margin (including the resale
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price of the jute bag) was about Su. A USAID/Dhaka paper (1987),
The Title 111 Program and Fondgrain Price= in Bangladerh, has some
initial analytes on dealer marqging, dictribut.on corte,. import
prices, and subsidicer. It i recommended that the Mirncsion {nclude a
thorough analysie of critical informatjon, e.g9. marketing marging,
trancaction conte (§including non-monctary couts), and acceptable
tates of returns §n the cercals wholesale - nd retaf) §ndustry, in
the scope of wotk for the proporned in-depth study of the OMS
price-getting formula, It should be kept in mind that in Bangladesch
the private sector handles about 86%¢ of foodgrains which constitute
about 90 percent of all food. Private wholesale and retail
marketing actually have more than 86 pcrcent market share, as
ptivate outlets are used for rice and flour from Government stocks.

The Title 111 program has assisted the BDG in making the
commodity mix more flexible, including a shift from rice to wheat,
Wheat as a percent of total grain distribution is now about 10
percent more than it was in the carly 1980's (see, USAID/Dhaka,
Incentive/Disincentive Rnalysis of the PL 480 Title III Program in
Bangladesh, Table 9.232, and P. 41). This is admirable because
wheat is more self-targetting to the poor and is less costly per
calorie than rice.

The Title 111 Agreement, 1987, emphasizes that the farmgate
ptice must provide incentives and profit to all farmers, especially,
farmers who are using HYV, It is true that net profit per acre is
higher for HYV rice farmers for aus, aman and boro varieties than
for the farmers using local varieties, However, in terms of supply
response to price changes, HYV farmers are much more responsive than
their counterparts using local varieties. A Micssion document on
pticing incentives and disincentives referred to in the preceding
paragraph cites an econometric study that calculated supply response
functions. It shows that the agricultural policies which support
output prices will have limited impact on subsistence farmers, but
indications are that is significant for larqer farmers. Price
policy and technological change hold the key to boosting
agricultural production in Bangladesh. The data chows that the
short run price ‘:lasticity of supply is about 0.06 for foodgrains,
with a range of 0.01 for local aus rice output to 0.88 for HYV boro
output. The long run tesponsz is slightly higher. Given HYV's high
supply response to price changes, the Mission's focus on HYV farmers
relative to price policy reforms is well-placed.
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3. Modified Rationing Reform ‘ .

Recommendations concetning Modified Rationina were proposed in
4 September 1986 report by Nreacon Consultants, "The Existing System
of Public Foodgrain Distribution in Bangladesh and Prorosal for
Pe-Structuring.” USAID incorporated these and related
recommendations into the Agreement, specifying that if they were
implemented MR sales would be eligible for loan offset., The Mission
had originally hoped that MR sales could be counted for loan offset
(when disbursed from the special account) in FYy 88, but real:ized
that additional analysis would be necessary in order to implement
the Agreement recommendations. It is unlikely that the BDG will be
able to implement the recommendations before June 1988,

The Mission has commissioned a follow-on report by Beacon
Consultants on restructuring the Modified Rationing system. This
report will recommend measures to improve MR, focussing on the
allocation process, eligibility criteria, frequency of distribution,
ration size and selection of distribution centers. It will
recommend ways to update Distribution Priority Lists. It will also
recommend alternative methods for teaching the rural poor through
sales programs,

Beacon is currently carrying out a survey in selected unions as
a source for its recommendations, and the firm expects to complete
its report by June 1988, The survey is being carried out in
cooperation with the Food Planning and Monitoring Unit (FPMU).

FPMU has also undertaken, on an experimental basis, an activity
to update the Distribution Priority Lists in pilot areas for the MR
system, It expects to undertake small pilot programs implementing
MR reforms as well as a pilot food stamp program, These activities,
combined with the results from the Beacon survey, should allow the
BDG to take major steps in reaching the rural poor with monetized
foodgrains.

The Ministty of Food strongly supports reforming the MR system
to ensure better targeting, and it is anxiously awaiting the results
of the studies and the pilot activities. Some BDG and USAID
officials are not optimistic about the benefits of retaining MR,
They prefer to rely on OMS to limit price increases and to rely on
Vulnerable Group Feeding and Food for Wortk to reach those without
adequate purchasing power,

The evaluation team believes USAID and the BDG are seriously
examining the need for and means of reaching the rural poor with
affordable foodgrains. We expect that their efforts will lead to
najor changes in the program by the end of FY 88. We recommend that
the Mission encourage the BDG to reorient the MR program no later
than the beginning of FY 89.
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‘. kira) Free Food Dirtribution Program:

The hgreement called for the BDG to deviee and test pilot
programs for free food distribution to the poorest percentaqge of the
population {n the tural arcar, The purposce of this requirement s
to improve the programming of Food for Work {FFW) and to expand the
Vulnerable Group Feecding (VGF) ptogram in a cost-cffective manner.
Thesce programs receive PL 480 Title 11 whecat from CARE and WFP.

They are the most adminintratively contly food programs of the PFDS
gyetem, WFP and the Ministry of Relief and Rehabilitation (MRR) ate
examining how to imptove thece programs, and a two-day seminat on
ttis topic is to take place in late January (although no special
effort is being made by MRR to determine the trade offs between
expanding VGF and FFW and expanding and improving MR or other
programs). We recommend that the IFPRI team to be assigned to the
FPMU provisionally include VGF and FFW in its scope of work when
examining appropriate measutes for improving the consumption of the
rural poor, so that any outstanding work after the January seminar
can be done.

S. Incorpotrtation of Maize in PFDS

The hgreement called for & campajgn to introduce maize into
the food system as a grain that is self-targeting for the poor.
puring the first year, an action plan was to be developed, including
laboratory development, taste tests and trial distribution. The
FPMU was to take the lead and sub-contract the work to local
tresearch institutes,

Winrock International was contracted to prepare the action
plan, recommend mcans for introducing Title III maize, and examine
the feasibility of increasing local maize production. It produced a
report in September 1987 recommending that 10,000 MT of Title 111
maize be imported in FY 68 and FY 89, increasing to 50,000 MT by FY
97. The sales proceeds would support research and development of
rieans to increase local maize production and consumption. Title II1I
local currencies would fund promotional ranpaigns, seed production,
credit, and extension activities, The maize would be utilized in
the PFDS system though OMS, MR, FFW, and VGF programs. Additional
quantities would be used for poultry and livestock feed and for a
variety of industrial uses. Winrock projects local production
growing from 5,000 MT in 1988 to 60,000 MT by 1998. Both Beacon
Consultants and IFPRI have been asked to follow up on Winrock's
reconunendation.

The evaluation team found that progress on exploring the
expansion of maize consumption was good. These activities will
tegquire someone to maintain the focus &ad momentum. We recommend
that USAID/Dhaka work with the Title III Coordination Committee to
select a project manager for the proposed national maize production
and consumption program,
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¢. Consumption and Hutritional Monitoring

The Agreement calls for the BDG to develop and implement a
cystem to monitor food consumption and the nutritional situation,
FPMU has indicated that this requirement is a high priority. It is
lovking forward to working with the IFPRI consultants to develop an
affordable monitoring system. IFPRI will need to determine the
appropriate geographic locations and sample size as well as the
information required for FPMU to use in its computer modeling of
Bangladesh's food situation. FPMU is particularly interested in
establishing a system that will provide reqular information rather
than a survey done on a one-time basis.

UNICEF has begun a parallel effort to establish a nutritional
monitoring system. IFPRI and the FPMU are expected to link up with
this activity,

USAID has included consumption and nutritional monitoring in
the scope of work for the IFPRI team. The evaluation team sces this
step as adequate progress in addressing this issue.

7. Emergency Prepatedness

The Agreement calls upon the BDG to review its response to
flooding in 1984 and to recommend changes in its relief programs to
more effectively deal with future emergencies. Following the
signing of the agreement, a new series of floods occurred. The BDG
built on its experience in 1984 in gquickly moving to contain the
adverse impact of the floods on food prices and shortages, on
employment, and on other aspects of the society and the economy.

The BDG immediately began identifying the flood affected population
and targeting emergency relief and rehabilitation assistance, and
lining up additional food-grain imports. There is evidence,
however, that the Bangladesh Government overestimated the losses in
production resulting from the flood, and consequently imported more
grain than was actually required. The donors may have unwittingly
contributed to this situation, including the USG, which provided $15
million in rice for flood relief before the USAID was able to
determine whether the additional rice was truly warranted. USAID
realized that the effects of the floods on crop production would not
be immediately apparent and that the BDG might well be able to cope
without additional resources.

The evaluation team could find no studies of either the 1984
or 1987 floods that could provide guidance for response to future
emergencies. The FPMU said that the issue was not under its
putview, but instead was the responsibility of the Ministry of
Relief and Rehabilitation. The Mission has written into IFPRI's
scope of work the responsibility to review the BDG flood response.
The evaluation team recommends that the Mission stress the
importance of this activity to the FPMU, so that IFPRI will not get
caught in jurisdictional disputes.
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L. Developrent of the Tood Planning and Fonftoring Unit (FPMU)

The FPMU war created in 1980, following a recommendation by
the World Bank to establish a unft for the analyvic of food aid
irruee, crop forecacting, and foamine relief. By 1983, the FPMU
attainced its precent form as a tecretariat providing advice and
support to the Ministerial level Food Planning and Monitoring
Committee (FPMC). The FPMC is headed by the Minister of Food, who
it joined by the Minicters of Finance and Agriculture. The FPMC has
tesponsibility for making decisions affecting the Public Food
Distribution System (PFDS). FPMU assists it by providing reqular
analyses on production, procurement, food aid, imports, the food
gap, ptices, and recommendations for distribution through the PFDS.
The FPMC also commissjons special analyses from time to time. FPMU
has undertaken or subcontracted the following completed studies:

1) foodgrain stock losscs and inventory control;

2) foodgrain accounting and budgeting;

3) the effects of foodgrain subsidies;

4) an analysis of PFDS and propnsals for its testructuring,

FPMU has also organized seminars for Bangladesh officials and
donors. They have focussed on price modelling, early watning and
crop forecasting, and food security.

The Unit's ongoing and planned ptojects include studies on:
l. input subsidies vis-a-vis output price supports;

2. estimation of seed, feed and wastage of foodgrain ciops:
3. per capita consumption;

4. seasona’ variations in prices;

5. foodgrain losses in transport and storage;

6. production functions for foodgrains;

7. teform of the modified rationing system; and

8. a food stamp pilot program.

FPMU has a staff of eight professionals, all of whom have
rasters d<grees or specialized training in agriculture and
cconomics. The unit has two unfilled slots for professionals, and
as a result it is unable to accomplish all of its objectives. The

evaluation team recommends the Mission cncourage the BDG to assign
two additional professionals to the FPMU as soon as possible,
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The Mission is in the process of drafting a scope of wdrk for
IFPRI to sccond two researchers to FPMU for three years. Thesce
tescarchers would be supported by ceveral shott-term advisors when
they are necded.

The responsibilities of the IFPRI advisors may include:
1) providing analysis and advice on pricing and stocks;

2) teviewing and commenting on the Mission analysis of relative
procurement, OMS and ration prices;

3) developing options for monitoring and analysis of farmgate and
consumer price data;

4) helping FPMU monitor food consumption and nutrition;

S) assisting with the introduction and popularization of maize;
6) developing recommendations to respond to emergencies;

7) reviewing the BDG flood responses;

8) examining the feasibility of a food stamps program,

The Mission's current draft of the scope of work (SOW) does not
ask for long term assistance in the following issues identified in
the Agreement as priority areas:

1, helping the BDG use acceptable commercial import procedures;
2. advising on grain storage and preservation;

3. advising on expanding effective demand and improving marketing
and distribuntion of foodgrains.

The SOW does, however, propose that these areas be addressed
through short-term consultancies and local curtency funding studies
on, for example, expanding effective demand. Since these issues are
not being adequately addressed by the BDG, we believe some technical
assistance would be required to pursue these functions. The
evaluation team believes that IFRI could accomplish this task. WVe
encourage the Missioa to watch these issues closely and, if
necessary, later expand IFPRI'S scope of work to allow for
additional assistance to deal with them, Such assistance might
significantly increase the FPMU's ability to contribute to food
security in Bangyladesh,

9. Local Currency Generations and Gap
On September 30, 1987, the gap between the CCC value of the

Title II1 commodities provided under the 1987 Agrecement and
Amendments, and the quantity deposited in the Special Account, was
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$139.4 million, not counting $67 midlion from the recontly urtived
¥y 87 tranche (Table-3)., Thin gap, althoungh an §mprovemrnt on the
gup of $257.5 million in June 1966, continucd becuause of the
fnability of the BLG to rell enough commoditics throuah eligible
channels, While the Mintion had previously increaned the number of
¢ligible channcle to include Flour Millers and Large Fmployere, Jow
ctocks in FY B7 limited the quantity cold throuvgh therne charnels ot
through Open Market Sales (OMS). Proceeds from thece threce channels
plus cotton and soyoil sales wcre inrufficient to clore the gap,

USAID ptoposed two mecanse of sddrecsing the problem. In the
1987 agrecment, the USG and the BDG agreced to take concrete steps to
teform the Modified Rationing cystem (MR) and to count sales made
through this channel for loan offset once these steps were taken.,
As indicated in Section 3 of this report, it is unlikely that there
will be sufficient progrecs on MR reform to allow loan offset from
this channel to be counted in FY 88.

The Mission has also proposed that Statuioty Rationing (SR) and
Other Priority (OP) channels be counted for loan offset, if the BDG
adheres to the pricing policy contained in the FY B7 Agreement,

This issue is discussed in grecater detail in Section 2 and Annexes C
and D of this report. If the Mission and the BDG come to an
agreement on pticing issues, the Mission will need DCC approval to
begin counting SR and OP for loan offset. The evaluation team
believes the Mission is taking an appropriate and strong stance with
tespect to BDG pticing policies. We recommend that the DCC concut
in counting SR and OP for loan offset, if the Mission and the BDG
are able to agree on pricing issues,

If SR and OP are counted for loan offset, the gap in eligible
deposits to the Special Account should diminish to acceptable levels
by the beginning of FY 90. If MR is also counted for loan offset in
FY 89, the gap will diminish even more quickly. '

The FY 86 evaluation recommended that a study be commissioned
to review the Ministry of Food' progress in implementing the OMS
system and making its operations more efficient and market
tesponsive. The Mission expects the IFPRI consultants to work with
the FPMU on analyzing and making recommendations to improve the OMS
system. Improvements in the OMS system, to the extent they include
smaller wholesale and retail markups, might allow larger amounts of
OMS sales proceeds to be gencrated for deposit i-ato the Special
nccount annually and be counted for loan offset,

10. Local Currency Programming and Approved Projects

confusion by the BDG over the actual amount of local currency
in the Special rccount affected progress on attributions to Title
III Projects this fiscal ycar. Of 2,321 million taka allocated to
prtojects in FY 87, only 913 million taka was disbursed by the third
quarter (Table-1)., When the BDG realized the quantity of funds in
the Special Account, it allocated an additional 1,190 million Taka,
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enough funding to allow most projects to receive their full
allocations. The formation of the Title III Coordination Committee
chould keep the BDG better informed and snould prevent this
situation from recurring.

For the FY 87 p-riod, there were 27 projects funded by Title
II11 generations. For many of these projects, the FY 87 funding
followed on Title III funding from previous fiscal years. Seventeen
new projects were initioted in FY 87, however. These projects were
chosen to conform to Title III emphasis on food, agriculture, rural
development as well as flood rehabilitation. At the same time, the
Mission was mindful about reducing itc monitoring workload by
preferentially choosing either projects that received major funding
from another donor responsible for monitoring them or projects that
were part of USAID's DA portfolio., Tne list of FY 87 projects and
their proposed funding for FY 88 is show#n in Table-5.

In order to keep up with the quantities of local currency
coming available in FY 88, the Mission is considering funding up to
an additional twelve projects. These projects are listed in Table-5.

11. Local Currency Project Monitoring

The increasing number of projects reflect the Mission's need
to program mcre or less $60 million of local currencies annually.
The more projects are funded, the rore responsibilities are required
by fixed Mission Personnel, 1In earlier yeats, USAID was able to
program a smaller number of projects with the capacity to absorb a
larger percentage of the relatively limited amounts of Title III
local currency going into the Special Account during that period.
By continuing to supply $60-$80 million of Title III commodities
yearly to the BDG, however, the Mission must build up a local
currency project portfolio that is difficult to monitor closely and
that is increasing diverse in relation to the overall objectives of
the Title III program. '

The Mission recognizes that it is becoming increasincly
difficult to assure that each and every Title IIl project is
contributing significantly to the Title III program. 1In its
quarterly project reviews, USAID examines local currency programming
as a whole as well as the policy dialogue and food security aspects
of the Title III program. Given that policy dialogue and food
security have been considered more important than Title III-funded
bfbjects to the objectives of the Title III program, the evaluation
‘team believes the mission is devoting an adequate amount of
attention to the Title III projects. However, recent agency
guidance and DCC expectations appear to place an increasing burden
on USAID oversight responsibility for these projects. W= recommend
a deeper re-examination of this issue, however, to focus
specifically on local currency projects funded by Title III, their
contribution to program objectives, their management and
monitoring. The main subject of this rc-assessment would be the
role of local currency projects vis-a-vis policy dialogue as a means
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of accomplishing 7Title 111 gonle and recommend ways to adjust local
cuttency programming requirementr to make Title 111 a more effective
and manageable tool. 1t shou'd build on the rtudy by G, Honcain on
*Local) Curtency Progromning kelating to Pl 480 Title 111.° It could

lead to changes in Titde 111 pollcy guidance and perhape legislation,

The FY 86 evaluation recommended that the Miseion trequert the
BDG to outline in more detai) che use of local currency requected
for Title 111-sponcored projects, The Bangladech Government has had
some trouble tresponding fully to this recommendation because, at the
project level, local curtency is fungible with other funding
sources. The Mission has made an effort, however, to obtain mote
detailed information on Title 11] attribution proposals and, in
particular, ensure that no Title 11l funding be used to pay for
customs duties and other taxes, as required by U.S. law. 1In
response to a recommendation from the FY86 evaluation report, the
evaluation tcam recerves judgement on line-item budgeting for Title
111 projects, We bclieve that this issue should be explored by the
te-examination of local currency programming recommended in the
preceding paragraph,

12. Accounting and Reporting Requirements

The Agreement has called for the establishment of a Title III
Coordination Committee, consisting of representatives of ERD, MOF,
BTMC, BSFIC, USAID and other agencies involved in implementing the
Title III program, to be responsible for monitoring the
implementation of the Title III provisions and reporting
requirements., The first meeting of this committee was postponed due
to security problems, but it should take place shortly. The
committee will reqularly examine progress of the Title III projects
and food security policy refcrms., It will algso attempt to resolve
problems hindering the timely submission of required reports.

The Hossain study made several tecommendations for improving
BDG Title III1 accounting and reporting procedures. The Mission has
beer pursuing these recommendations and has met with a limited
amount of success, The Finance Division of the Ministry of F.nance
has issued instructions regarding maintenance of accounts and
records of commodities received, quantity sold, funds genetated,
amounts deposited in the Special Account, expenditure incurred by
the implementing agencies funding Title I1I projects and submission
of required reports. Nevertheless, USAID has had difficulty
receiving all of the required reports, particularly from the
Bangladesh Sugar and Food Industries Corpotration (BSFIC) and th:
Bangladesh Textile Kills Corporation (BTMC). The BDG has not been ;
able to assign extra manpower for Title III management in the '
Fisance and External Resources Divisions of the Ministry of Finance
and in the Ministry of Food. We encourage the Mission to continue
to pursue these recommendations.
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13, Flood Relief Activities

The FY 87 agrecment was amended to provide additional resourcern
for flood relief ‘and rehabilitation. The amendments provided $]S
million of rice. A series of floods in August and September 1987
caused the Bangladesh Government to predict extensive chortfalls in
rice production. It increased its purchases of rice and wheat on
commercial terms and sought additional food aid. USAID, on the
other hand, was cautious about recommending addit{onal food
assistance because it noted that production actually increased
following the floods of 1984. Farmers had the opportunity to
increase their acreage in rice during the subsequent two cropping
seasons in 1984, overcompensating for the losses in the season
affected by flooding.

Washington agencies, tesponding to Congressional and public
concern, provided the additional food aid. Foodgrain stocks have
risen to unprecedented levels, due to food aid, commercial imports
and, to a limited extent, increased domestic procurement by the
BDG. These factors have worked to moderate consumer food prices.

Results of a Ministry of Agriculture survey of flood affected
aman rice crop production are not vet in, but there are indications
that the BDG will increase its estimates of rice production. USAID
is attempting to carry out its own survey.

The Title III rice and wheat will enter the Public Foodgrain
Distribution System and be so0ld through the various channels. Only
sales through eligible channels will be deposited in the Special
Account and be eligible for loan offset. Since the $15 million of
flood relief food was provided through the Title III mechanism, the
BDG is required to deposit $15 million in local currency into the
Special Account. These proceeds will be used for bridge and culvert
construction, a DA and Title II-supported project that works in
conjunction with the CARE Title II Food for Work program.

As shown in Table-4 the bridges and culverts project received
more than 90 percent of its FY 87 allocation ($10 million) by the
third quarter FY 87, a higher percentage than was received by almost
all other projects.

This fact shows the priori .y given by the Mission and the BDG
to flood rehabilitation, and the prospect of proceeds from the
adc¢itional $15 million in Title III seems to have made their
decision easier. 1In FY 88, about $18 million will also be made
available for the bridges and culverts project.

While the funds to be made available for flood rehabilitation
is a positive result of the additional $15 million in Title III
commodities, not all the results are positive. The DCC has decided
that the $15 million will be ccunted as an advance drawdown on the
$60 million expected to be provided in FY 88. This decision was
made because the rice was shipped after the cut-off date for FY 87
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hudget charger, and thin became a FY 88 program, Since the ‘15
million war approved by the DCC as flood relief, the Misrion made no
policy preconditionr when cigning the Agreement amendment with the
BDG, In peturn {for the rignificant policy teforms and activities
the Miscion is anking the BDG to undcrtaks in FY BB, the Miscion can
offcr only $45 million and not the $60 million the BIG cxpected
under the three year program. USAID stroingly supports providing $60
million in addition to the $15 million alrcady teceived in FY 88 in
order to maintain original program objectivus.

The evaluation tecam believes that the Mission has acted
responsibly and effectively in programming the additional $15
million for flood relief. We do not believe the DCC has been as
supportive as it could have been of the Title 11! program in
Bangladech., By counting the $15 million flood relief program as
patt of the $60 million {ntended for Title I11I purposes, the DCC has
diminished the leverage of the Missinn to encourage BDG policy
reforms and has put the Mission in the awkward position of not being
able to fully live up to its side of a three year agreement with the
BDG, Since 1978, the DCC has encouraged USAID to build as much
development impact as possible into the Title 111 agreement, and the
Mission has responded by building a complex structure of policy.
reforms, food security measures and development projects. 1t is
vital for the DCC to make the resources necessary to fully fund the
Agreement, if the BDG lives up to its side. We recommend the DCC
set aside an additional $60 million for the Bangladesh Title 111
program in FY88, to be obligated in one amendment if the BDG agtees
to the pricing preconditions described in this report.

COTTON

Cotton was incotporated in the second Title 1II program to
promote growth of the privately owned, rural-based cotton spinning
(handloom) industry. The industry is labor intensive and employes
primarily women. The agreement contained provisions aimed at: (1)
removing restrictions on the capacity of private mills; (2) ensuring
that private mills receive a proportionate share of cotton imported
by the Government; and (3) removing administrative and fiscal
cor.straints on development of the cotton industry. An AID/W PL 480
impact study, Bangladesh: PL-480 Title J11 Paper, May 1987,
concludes that on the basis of available AID documents, the
foregoing objectives have been achieved. The size limitation on new
spinning mills was removed in 1982, By FY 1985, the public sector
Bangladesh Textile Mills Corporation (BTHMC) had turned over 27 of
its 56 textile mills to the private sector. 1In addition, four new
private textile factories had been established, and textile output
increased 22 percent betwecen FY 1982 and FY 1985, Currently, there
are 43 mills under BTHC and 28 large mills in the private sector.
More than 80 percent of BTMC yarn goes to small weavers, BTMC does
not need BDG permission to raise the price of its product and has
increased its prices a few tinmes in recent months. Since it started
its operation some 14 yecars ago, BTMC made profit for 9 years and
incurred losses in 5 others, Recent Title III shipment delays have
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- caused a pipeline problem for the BRPMC, 1t is asking Lhe Mission
for additional funding, copre~ially because the price of cotton has
gone up at a time when WiHC is expanding {te capacity. 1t uses
"private dealers and traders in marketing ite product to small
weavers. UlS. cotton is currently priced higher than cotton from
 other sources. As a result, only the -BMTC is willing to use U.S.
cotton.

SOYBEAN OILS

"The Title III Agrecment of 1982 stipulated that (1) PL 480
soyabean oil should be sold through private sector wholesale and
retajl outlets (and not through the ration system), (2) the amount
of vegetable oil in the ration system should not be increased, and
(3) the BDG should analyze how.policies affecting the vegetable oil
" industty should be adjusted to encourage the local vegetable
industry.

AID evaluations reported that the first two objectives were
met., While the third objective has not been fully met yet, there
has been considerable progress made toward this objective. Due to
high cost of Title III unrefined soyabean o0il, relative to the cost
of competing vegetable o0ils, including unrefined soyabean oil from
other sources and imported refined palm oil, Bangladesh private oil
processors have not been interested in purchasing Title III oil. As
a result, the Bangladesh Sugar and Food Industries Corporation
(BSFIC), a public sector refining industry, has become the sole
handler of U.S., soyabean oil. As discussed in the AID/W PL 480
Title I impact paper referred to in the preceeding paragraph, public
industries have been willing to take the o0il because the BDG has
" been willing to absorb the diffetence in cost between the U.S.
soyabean oil and cheaper competing oils.

Increased privatization of the o0il processing industry is
occurring, however, despite the continued public sector in the
industry. The private sector is processing about 60,000 MT while
the public sectur is processing between 25,000-30,000 MT. It was
learned that the private sector processing capacity recently was
grossly underutilized because of foreign exchange problems and
capital scarcity. The parastatal organization BSFIC itself is going
to be divested soon and will become a holding company, with 49
percent private share and 51 percent Corporation share. The new
" Board of Directors will have 4 members, out of a total of 9,
representing the private shareholders. Like the BTMC, the BSFIC
also was complaining about a declining volume of Title III soya
coming to them because of soya price increase. They were
particularly concerned about the reduced import because they are in
the process of expanding their processing capacity. The recent,
dramatic increase in prices of imported palm oil in Bangladesh has
made palm oil more expensive than soybean.oil, thus increasing the
latter's attractiveness to consumers and processors.
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List of Persons Consttulted

Ministry of Food

Joint Secretary, Islam Uddin Malik.
Joint Secretary, L.R. Bhuiyan
Acting Deputy Chief, FPMU, Aziz

Ministty of Finance

Joint Secretary, External Resources Division, Ayub Qaadri
Deputy Secretary, External Resources Division, M.T.S. Beg

Bangladesh Sugar and Food Industries Corpotation

Chairman, Hedayet Hussain

Director, Finance, Muazzam Hossain
Director-Marketing, M.Sayeduzzaman
Controller-Accounts and Financing, Mohammad Hussain
Chief-Purchase, H.R. Khan.

Bangladesh Textile Mills Corporation

Chairman, A.XK.M. Muslehuddin

Director, A.S.M. Shahid

pDirector (P+S) Mahfuzur Rahman

Chief Finance Officer, Mansur Ali Khan

world Food Program

Representative, Mike Sackett
Deputy Representative, Jim Conway

ILO Consultant, Collin Relph
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Title III Evaluation Scope of Work

A.

B, Description

c. USAID/Dhaka
Commodities

D. USAID/Dhaka

VS-0001F

of Public Food Distribution System

Memo on Reducing the Gap between Provision of
and Sales Proceeds

Memo on Foodgrain Soutces
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