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PREFACE

This evaluation study has been commissiond by the Norwegian Ministry of Development Cooperation and carnied out
under the responsibility of this institute. The study concentrates on commodity assistance only, comprsing almost three
quarters of Norwegian aid disbursement to Bangladesh in the last seven years.

Commodity aid can be disbursed quickly and therefore is of particular importance for developing countnes facing short
term balance of payments constraints. Bangladesh is in such a situation, and is eager to obtain as much commodity aid as
possible from the various donors, bilateral as well as multilateral.

Most donors, however, including Norway, tend to see commodity assitance as a stop-gap measure, not directly conducive
to the attainment of such objectives as they have set for their respective aid programmes. Donors, therefore, must be
expected to contain or reduce the proportion of their aid that is provided in the form of commodity aid. In the case of
Norway, the intention is to lower the share of commodity aid in total aid to one fourth, or about one third of what it has
been in recent years.

The present study does not review Norwegian project aid; this will be done in the near future as part of a more
comprehensive country study, also commissioned by the Ministry of Development Cooperation: “to evaluate the long-term
orientation and volume of aid against the needs for and the effects of the aid provided”. However, it is already clear that
project aid has been implemented slowly, and that disbursements under both existing and new projects are unlikely to
increase over the next few years. Under these circumstances and Norwegian preferences notwithstanding, commodity aid
may well have to be maintained at a high level if overall Norwegian aid disbursements to Bangladesh is to be retained at
present levels. Thus, stepped-up project specific aid from Norway to Bangladesh 1s unlikely to become in the near future a
major vehicle for support to the generally accepted target groups for Norwegian aid, viz. poor people in general and special
groups like women in particular. Since commodity aid also does not have such a direct impact, the authors of the present
study recommend that the overall objective of Norwegian aid be sought through agreements with Bangladesh authonities
on the approprate use of counterpart funds generated from commodity aid.

In its review, the study shows that — with a few exceptions — the flow of goods delivered under Norwegian commodity aid
has had beneficial general economic effects. Mostly, these commodities have been important inputs into essential economic
activities. It is not possible to put meaningful figures to this impact, if for no other reason than the fact that most of the
goods are so important that Bangladesh probably would have imported them anyhow, even if this particular source of
financing had not been available. It is more realistic to consider Norwegian aid as part of the many different sources of
foreign exchange that has permitted Bangladesh to maintain its rate of economic growth. As such, Norwegian commodity
aid remains important and the study concludes that this form of aid, concentrated on bulk commodities that are
indispensible for production of many important goods, should continue.

This evaluation has been undertaken in two phases. A preliminary study was undertaken in June-August 1985, the
objective of which was to provide background material for the country programme discussions later in the year. Originally
it was the intention that a joint evaluation should be carried out by Bangladesh and Norway in September 1985 to

January 1986, but this could not be arranged and the Norwegian team therefore conducted the study on their own, but
with the participation of a scholar from Bangladesh.

The present report incorporates the interim report of August 1985. Most of the factual information and observations
contained in the first report was confirmed during the next stage of the work. Information has been brought up to date, but
conclusions and recommendations remain largely as drawn in the interim report. However, the present report includes
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more detailed information and analysis of a number of points, as well as some new ideas and suggestions, and additional
conclusions and recommendations are presented. '

The work has been done by 2 researchers from the Chr. Michelsen Institute: Mr. Ole David Koht Norbye (team leader)
and Dr. Eirk Gjestein Jansen. For the second phase of the evaluation they were joined by Professor Ashraf Uddin
Chowdhury from the Economic Department, Dhaka University. The Norwegian members of the team visited Bangladesh
twice; in June and in October-November 1985. Professor Chowdhury joined the team in October, and worked on the
report in Bergen in December 1985,

In Bangladesh the team was greatly aided by numerous personalities from different ministries, government and private
organisations as well as from a large number of enterprises, both private and government owned. The Norwegian
representation in Dhaka was most helpful, and the Ministry of Development Cooperation in Oslo offered all possible
assistance. Last, but not least, our thanks go 1o our collcagues at the Institute, with whom the progress of work has been
discussed at several points, and to the librarians and secretaries at the Institute for their extraordinary efforts and willingness
to sacrifice evenings and weekends for this work.

Chr. Michelsen Institute Bergen,
28 January, 1986.

Just Faaland
Director



NORWEGIAN COMMODITY ASSISTANCE AND
IMPORT SUPPORT TO BANGLADESH

Introduction

The present evaluation of Norwegian commodity aid to Bangladesh has sought to review in some
considerable detail the impact of deliveries of goods under this form for assistance. During the 7 year peniod
1978 to 1984 commodity aid amounted to NOK 690 million out of total Norwegian aid disbursements of
about NOK 925 million. It accounted for almost three quarters of total aid disbursement and was by far the

largest element of Norwegian aid.

The present report will mainly be concerned with the composition of the commodity assistance and import
support programmes, and particular emphasis will be placed on the past experience with imports of different
types of goods supplied as Norwegian commodity aid. We will examine the use and suitability of the
commodities; their quality and price; the interference of these imports with local production; and where they
can be identified, benefits and distributional effects of Norwegian commodity aid. An assessment of the
administrative procedures will also be included as these have a definite influence on the composition, volume
and ttming of imports. Finally it contains some recommendations on the future direction and volume of
commodity aid, and on the procedures that apply to it.

The term commodity aid 15 intemationally used to cover all assistance programmes which aim at paying for
imports of goods and services that do not form part of deliveries under specific projects. Imports of food are
excluded when these take place under specific food aid programmes. In Norway the term commodity
assistance 1s used for that proportion of the total commodity aid which is being administrated and purchased
by NORAD’s head office in Oslo. These commodities may be purchased in Norway or abroad. Most of the
commodities purchased in Norway are of Norwegian origin. To avoid confusion we will refer to this category
of aid as “commodity assistance”, and use “commodity aid” as including all types of commodity assistance,
The second category of Norwegian commodity aid, the so-called “import support”, is tied to purchases from
other developing countnies. In practice, however, utilisation of both categories of aid is flexible, and frequently
allocations have been transferred from commodity assistance to import support and vice versa.

The impact of Norwegian commodity aid must be assessed in relation to the volume, composition and forms
of all aid that Bangladesh is receiving from all sources, and to commodity aid in particular, and in relation to
total imports of Bangladesh. In current prices the situation in respect of total aid in recent years is as follows:



Table 1
Summary of total foreign aid to Bangladesh 1983-84 to 1985-86

Milhion dollars
1983-84 1984-85 1985-86
(prelim.) (estimate)
A.  All aid combined
Undisbursed balance (“pipeline™)
beginning of financial year 38731 4317! 47721
New aid commitments 1,712 1,833 (1,886) . :
Disbursements 1,268 1,378 (1544) g
Disbursements in % of:
opening pipeline 327 31.9 (324)
New aid commitments 74.1 75.2 (81.9)
B. Project aid
Pipeline 33731 3,703 1 4,153 1
New aid commitments 882 1,050 (1,000)
Disbursements 552 600 (706)
Disbursements in % of:
opening pipeline 16.4 16.2 (17.0)
New aid commitments 62.6 57.1 (70.6)
C.1 Non-project aid:
food aid only
Pipeline 40 47 47
New aid commitments 284 303 (311)
Disbursements 277 303 (309)
C.2 Non-project aid:
non-food (commodity) aid
Pipeline 460 567 572
New aid commitments 546 480 (575)
Disbursements 439 475 (530)
Disbursements in % of:
opening pipeline 95.4 83.8 (92.7)
New aid commitments 80.4 99.0 (92.2)

Source: Bangladesh: Economic and Social Development Prospects (4 volumes - restricted), World Bank, April 1985.

Table 1 shows the long time lag between aid commitments and utilisation for project aid; much less so for
commodity aid; and hardly at all for food aid. The figures for total aid indicate that it takes on the average
three years to disburse aid that is in the pipeline. This average is largely influenced by the time lag for project
aid, which on the average requires no less than six years for disbursement. By contrast, food aid is disbursed
promptly - the pipeline 1s very small in relation to annual disbursements and must be considered to be a
minimum carry over amount needed for smooth operations - while for other commodity aid the pipeline
represents about one year’s disbursements. It is arguable that disbursements in the case of commodity aid to
Bangladesh is slower than desirable and possible, (Note that the same argument applies a fortiore for project
aid.) and that this could be improved by better administative prodecures. In this matter it is instructive to refer
to illustrative calculations carried out by the World Bank. In one table (Table 7.2, Vol II, The World Bank
op.cit.) a composite measure for the rate of commodity aid disbursement is given. The measure 1s based on
the assumption that 75% of the pipeline of commodity aid at the beginning of the year is disbursed n the

1) These figurcs are those shown by the World Bank in Tables 7.11, Vol. II, and also in 7.2, Vol. IL. But in Table 7.2
there appears to be a calculating mistake: pipeline figure are too low (approx. 280 mill.) as from 1982-83 (project aid
and total aid). The explanation may also be that the World Bank has accepted the most recent figures from the
Ministry of Finance for 1983-84 and 1984-85 without adjusting figures for earlier years, thus, introducing
inconsistencies. As we are only interested in orders of magnitude, these discrepancies have no bearing on the
arguments.



course of the year, and shows the relationship of the remaining disbursements of such aid during the year to
new commodity aid commitments in the course of the year. The resulting ratio is an approximate measure of
actual disbursements out of new commitments, both within the same year. This ratio appears to have fallen
from 27 per cent in 1982-83 to 17 per cent in 1983-84 and - according to an early estimate — merely 10 per
cent in 1984-85. While this measure may be a rough indicator at best, it suggests that there are growing
difficulties in the disbursement of commodity aid.

There have been significant shifts in the composition of development assistance to Bangladesh in the course of
the post-liberation period. Table 2 presents figures for aid commitments that show the development for the
three main categories of aid during the period 1972-73 to 1984-85 in current and constant prices.

Table 2
Summary of aid commitments, 1972-73 to 1984-85

Aid commitments, mill. US dollars

Non-food

Food aid commodity aid Project aid Total
1972-73 259 302 324 886
1973-74 155 172 224 551
1974-75 461 419 391 1271
1976-77 143 304 298 745
1978-79 301 599 889 1 789
1979-80 270 285 623 1179
1980-81 203 355 1 082 1 640
1981-82 218 492 1234 1943
1982-83 248 484 1 006 1738
1983-84 284 546 882 1712
1984-85(est.) 303 480 1 050 1 833

US dollars, 1983-84 prices

1972-73 (455) (535) (570) (1 560)
1973-74 274 303 395 972
1974-75 (735) (670) (625) (2 030)
1976-77 187 397 389 973
1978-79 (310) (620) (915) (1 845)
1979-80 247 261 571 1079
1980-81 183 320 977 1 480
1981-82 204 460 1154 1819
1982-83 239 467 971 1 678
1983-84 284 546 882 1712
1984-85(est.) 303 480 1 050 1833

Sources: Upper half, 1972-73 to 1982-83 World Bank, op.cit., Table 3.7, vol. IV; two last lines, ibid. Table 7.2, Vol. II;
lower half, figures not in brackets, ibid. Table 7.1, Vol. II; figures in brackets, own, crude estimates (based on
World Bank data and average price changes). The figures in brackets have been added because the World
Bank source only showed data in constant prices for two years before 1979-80, and those two years happened
to be those in which aid commitments were at their lowest level.

During the 1970s food aid varied considerably from year to year in response to shortages due to disruption n
the wake of the liberation war and the famine conditions in 1974. In the 1980s food aid appears to have
been on the increase, mainly due to exceptional flooding and droughts. Commodity aid also has fluctuated
considerably and in constant prices it is at present below the level reached in some years in the 1970s. Project
aid increased very rapidly in the 1970s, but has on the whole remained on a plateau during the first half of
the 1980s. Commitments for project aid varied between 35 and 40 per cent of all aid commitments until
1976-77, but has since then fluctuated between 50 and 66 per cent of total commitments. As regards
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disbursements the World Bank has not published any figures in constant prices. However, if we use the
implied index for commitments it appears that the utilisation of commeodity aid was clearly higher during
seveal years in the 1970s than it has been in recent years. By contrast and not surpnsingly the calculated rate
of disbursements of project aid has nsen over time, but seems to have reached a temporary peak in 1982-83.

The World Bank argues forcefully in favour of a shift in the composition of aid to commodity aid during the
Third Five Year Plan period 1985-86 to 1989-90. The share of commodity aid in total aid commitments fell
from 32 per cent (an unusually high figure in recent years) in 1983-84 to 26 per cent in 1984-85. The Bank
suggests that this percentage should be raised to 31 in 1985-86 and continue to be raised to 36 per cent in
1989-90. The Bank’s argument is based on the realistic expectation that the purchasing power of total new
annual aid commitments may decline somewhat during the second half of the 1980s. In order to avoid a fall
in the real value of the aid which Bangladesh will actually be able to utilise each year, a slight shift in favour
of aid which is disbursed more rapidly is therefore necessary. Indeed, the Bank estimates that the proposed
shift in the composition of aid, given its assumption of total aid commitments declining in real value by one
per cent a year will permit a growth in the real value of aid disbursements of the order of 3 per cent per year
between 1983-84 (when disbursements reached a bottom level) and 1989-90, provided that it is accompanied
by an improvement in the rate of project aid disbursement.

This argumentation in favour of a certain shift from project to commodity aid is in line with the more general
proposition that it is important for developing countries to receive support to maintain or enhance the import
capacity, considered to be one of the effect of commodity aid, in order to be able to utilise existing production
capacity and devote resources to maintenance of that capacity. The problem with this argument 1s that there is
no clear evidence that commodity aid in fact is so composed as to predominantly and significantly increase
the supply of input items for operation of existing capacity, or even the maintenance of existing capacity in
good operational order. On the contrary, commodity aid is in fact to a significant extent used to import
capital goods for projects not covered by project aid and therefore adds to rather than eases the problem of
capacity utilisation and maintenance. The same problem arises in respect of the argument that the counterpart
value of commodity aid (but not project aid) may be used as domestic financial resources needed to
implement aided projects. However, to the extent the commodity aid is in fact used to cover foreign exchange
expenditure under the Annual Development Programme, 1t does not result in more resources for capacity
utilisation and maintenance.

Commodity aid constitutes an important part of Bangladesh’ total foreign exchange inflow, but one should
not exaggerate its significance. Available data on foreign trade and aid for the period 1972-73 to 1983-84
show that commodity aid (disbursements) covered a sharply falling proportion of commodity imports minus
imports of food grain and capital goods. After exceptionally high and low figures in 1972-73 and 1973-74
respectively (88 and 25 per cent), commodity aid financed roughly one half of these imports during the rest
of the 1970s, but in 1979-80 the percentage fell to 31, and to 25 only dunng the following two financial
years. Since then, however, the proportion of these imports covered by commodity aid has been above 30 per
cent (31 per cent according to the estimates for 1984-85). In contrast, project aid has, with one exception,
corresponded to between 80 and 95 per cent of capital goods imports and food aid has fluctuated between 50
and 90 per cent to total food grain imports (51 per cent only in 1984-85 due to the extraordinary large nce
imports caused by the flood damages)". It is important to keep in mind that whereas commodity aid appears
to enhance Bangladesh’s capacity to import goods other than food and capital goods by between one third
and one half, the country nevertheless retains considerable freedom of action as to what commodities to
import. Thus if donor organisations refuse to let commodity aid be used for certain categories of goods and
services, Bangladesh will still be able to import them by using its own foreign exchange resources (export
earnings, emigrants’ remittances, etc.). Indeed, payments under commodity aid for goods that donors agree
with Bangladesh must be considered to be high prionity items, indirectly releases other foreign exchange
resources that can be used for any purpose.

1) These comparisons are merely indicative: project aid covers other costs than imported capital goods; food aid 1s also
used for imports of other food than foodgrains (cg. cdible oil); and some capital goods are imported under
commaodity aid. But the comparisons referred to are good enough as indicators of the relationship between aid and
different categories of imports.
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The Sources of Commodity Aid

Most of the commodity aid is provided by 15 donors including Asian Development Bank, EEC, IDA, OPEC
and the Islamic Development Bank. During the 3 1/2 year period July 1981 to December 1984 commodity
aid averaged $ 460 million per year. Estimates for this period by the World Bank staff in Dhaka show that
the main single sources were IDA with $ 100 million, Japan with about $ 75 million, and Canada,
Netherlands and Saudi Arabia each with $ 30 to 35 million. Norway contributed an annual average of about
$ 15 million, an amount of the same order of magnitude as 5 other bilateral and 4 multilateral donors.
Norwegian commodity aid thus accounts for between 3 and 4 per cent of total commodity aid disbursements;
in other words, Norway finances slightly more than one per cent of total imports of goods, other than food

grain and capital goods.

The procedures and principles applied by the varnious donor countries differ considerably. In the following we
review the commodity aid as practiced by some of the bilateral donors and the World Bank.

Canada.

Canadian commodity aid has much in common with Norwegian commodity assistance and import support
as regards the composition of deliveries which consist of “industrial commodities” ( viz. pulp, asbestos, copper
and aluminium rod and ingot) and fertilizer (muriate of potash). During the last 5 financial years deliveries of
industrial commodities have been slightly larger than of fertilizers, $ Can. 50 mull. against $ Can. 46 mill,, but
the situation was reversed during the last two years:

1984-85 ind. comm. $ Can 9.6 mill; fertilizers $ 11.2 mull
1985-86 ind. comm. $ Can 10 mill; fertilizers $ 11.2 mull

Both figures for 1985-86 may in fact be somewhat higher as unspent money from projects will be allocated to
additional commodity aid. This aid is tied to purchases in Canada, and the buyers are public sector units
(Bangladesh Chemical Industries Corporation, Bangladesh Steel and Engineering Corporation, Trading
Corporation of Bangladesh, and Bangladesh Cable Shilpa Ltd). The importers undertake the purchases
themselves, under international tender, but under control of CIDA in Canada which supervises the prices
paid. Canada has had some problems in disbursing this aid, but not in 1984-85 when the allocation was
overspent. The problem had been to get the responsible importers to make the necessary requests and comply
with the formalities. Prices quoted by Canadian producers are C&F, and there are no problems with freight
costs as no Bangladeshi ships go to Canadian ports. Instead there are delays caused by ships going through
India and delayed there for various reasons, and the Canadian authorities have, in fact, tried to encourage the
Bangladesh Shipping Corporation to sail to Canadian ports on the East Coast ( ie. from New York ). The
Canadian authorities are also interested in analysing the end use of the commodities to assert the impact on
the development process. Example: does import of aluminium ingots for production of cooking utensils lead
to less demand for traditional pottery, and thus deprive many people of their livelihood? Commodity aid
constitutes less than 20% of Canadian aid. In 1984-85 food aid amounted to $ Can 50 mill, project aid $
Can 48 mill., and commodity aid $ Can 21 mill; total aid around $ 120 mill. It should be noted that goods
are also delivered under project aid of which only 20% can be used for purchases from local or non-Canadian
SOUTCES.
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Denmark.

The Danish commodity aid is intended to be target group oriented, and for this reason it consists virtually
only of fertilizers, apart from some insecticides and pesticides. Deliveries of fertilizers, in fact only TSP
fertilizers, are negotiated from time to time within a given financial limit. In 1985 and 1986 it appears that it
will be of the order of DKR 30 mill. (or NOK 24 mill.) per year. These commodities are delivered to
Government organisations viz. Bangladesh Agricultural Development Corporation (BADC) and the Plant
Production Division of the Ministry of Agriculture. As indicated later, in 1984 Danish commodity aid was
evaluated in the joint DANIDA/NORAD evaluation report on fertilizers. For counterpart funds there is only
one condition, viz. that they shall be used for government development programmes. This implies that they
should be used as part of the resources for the Annual Development Programme. As in the case of several
other bilateral donor countries, Denmark does not share the views of Bangladesh Government and the World
Bank in favour of commodity aid, as they consider that such aid tends to weaken the motivation for raising
more domestic resources. In recent years commodity aid has represented about 60 % of the total Danish aid
disbursements.

Federal Republic of Germany.

West German commodity aid is nominally of the same order of magnitude as the Norwegian, DM 50-60
mill last year. But there were DM 120 mill. in the “pipeline”. Previously German commodity aid was
exclusively tied to purchases in Germany, but this has now been changed so that the allocation also can be
used for purchases in other developing countries. Bangladesh imports goods from Germany for amounts far
exceeding the commodity aid, and the reasons for the underutilisation of the commodity aid must have been
administrative, i.e. purchases paid for from other sources were easier to undertake. To reduce the pipeline
Germany agreed to reimburse Bangladesh government for purchases from Germany paid out of other
resources as from the beginning of 1982. But certain conditions were attached, and out of claims for DM 120
mill. so far only DM 40 mill. have been reimbursed. Hence a remaining pipeline of DM 50 mull. The
German commodity aid can be used for imports of a great variety of goods. There is a long “positive list” that
includes industrial raw and auxiliary materials and semi-manufactures; industrial equipment and agricultural
machinery and implements; spare parts and accessories of all kind; chemical products, in particular fertilizers,
plant protection agents, pesticides, medicaments and dies; means of transport; “other industrial products for
the development of The People’s Republic of Bangladesh™; and advisory services, patents and licence fees.
Excluded are luxury and consumer goods, and goods serving military purposes. The categories listed above do
not include all types of goods that can fall under a given heading. For goods which are not on the positive list,
prior approval by the German authorities is needed, and can be refused. Thus they did not approve the
purchase of Mercedes buses because of lacking service facilities in Bangladesh. German aid is used both by
private and government importers. Private imports are approved by the Chief Controller Imports & Exports,
and their allocation is apparently well utilised whereas the public sector corporations have not utilised their
entitlements. The purchases are undertaken by the Bangladeshi buyers and payments made by a German
bank. Prices can some times be a problem but according the the German aid authorities in Dhaka the
Bangladesh government will only charge counterpart costs corresponding to the world market prices. As is the
case for many bilateral donors also the use of German commodity aid appears to be hampered by the lack of
synchronisation of budget years; the German one being on a calendar year basis. But unspent money can be
transferred to the next year.

Great Britain.

The British commodity aid last year was about GBP 10 mill. out of a total aid programme of GBP 32 mill. It
will be kept at this level also during the current year, but out of a much larger total (GBP 50 mill.). It is
firmly tied to purchases in Britain which are undertaken by the Crown Agents against a high commission (12
1/2 %), but it is argued that they handle not only purchases and transport, but also the local clearing
problems in a very efficient manner. A large variety of items are being provided. 30% of last year’s allocation
went to the Chief Controller Imports & Exports, mostly for pharmaceutical and other chemical raw matenals,
but also for viscose, jute mill spare parts, and spare parts in general. Other larger allocations were for
Bangladesh Chemical Industries Corporation (also pharmaceutical and other chemical raw matenals),
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Bangladesh Jute Mills Corporation for spares for jute mills and the RHD for steel bridges. In 1985-86 85% of
the commodity aid allocations have been allocated to CCIE (50%), and BCIC and BJMC. Capital goods have
been imported under commodity aid, but the British aid authonties try to shift such imports to projects. An
example is the delivery of Bayley bridges that now is handled as a project. Another approach is to try to link
the use of such aid to other high priority activities. To support the World Bank’s deep tubewell programme,
for example, the British support the setting up of a low speed (1500 RPM) diesel engine factory, initially as an
assembly operation, but gradually with higher local content. The British have problems with the disbursement
of the commodity aid. In August 1985 only GBP 4.2 mill. out of the GBP 10 mill. allocation had been
utilised. Prices represent a problem - as the premium paid by importers for purchases of foreign exchange
under the Wage Earners Scheme only is around 10 to 12%, importers have this alternative possibility if prices
under aid are too high. Also the British want to reduce the proportion of their aid going to commodity aid as
it is not target oriented, neither poverty oriented nor assisting in institution building. As an example on aid that
in their opinion has contributed to institution building their support of the development of electricity supply
and distnibution was mentioned, which has included training elements that have contnbuted to a better
functioning of the system.

Japan.

Japan is by far the largest bilateral donor of commodity aid, the pledge for 1985 being of the order of $ 75
million. It is not a grant, but a concessional loan at 1.25% interest, 10 years grace period and 20 years
repayment period thereafter. It is untied, and less than half of the purchases are coming from Japan. It is also
completely open-ended as regards commodity composition; the only exception being goods for military use.
Thus capital equipment 15 included. Most of the sales are to public sector bodies, but some to the private
sector through the Chief Controller Imports & Exports. The buyers undertake the purchases themselves, and
the payments can be made in two ways: either a LC system in which the LC is guaranteed on request, or a
reimbursement system through which imports that has been paid will be reimbursed. Japan has not had any
difficulties in disbursing commodity aid as the amount pledged can be disbursed in the course of a two year
period, and there has usually not been any problem in having the money disbursed in the course of such a
period. There is one important clause in the commodity aid agreement: the counterpart funds that are
generated must be deposited to a special account, and be used exclusively for development expenditure. It is
accepted that it is used as block support for the Annual Development Programme.

The Netherlands.

Development assistance from the Netherlands is about equally divided between project aid and commodity
aid. However, commodity aid is also granted on an ad hoc basis as balance of payments support. The amount
of commodity aid is determined on the basis of a cash ceiling for disbursements, presently DFL 94 million
per year. The additional balance of payments support amounts to DFL 40 million of which 75% is to be
disbursed. The commodity aid is supposed to support assistance under Netherlands' aid projects and
programmes, that are concentrated on the agricultural and handloom sectors. Subsequently commodity aid
has been restricted to fertilizers for agriculture, and raw cotton that indirectly should serve the handloom
industry. The Netherlands aid authorities have now some doubts about raw cotton deliveries primarily
because it at present is only supplied to the Bangladesh Textile Mills Corporation, which no longer is the only
producer of cotton yam following the privatisation of close to half of its spinning capacity. They therefore
examine the possibility of supplying raw cotton also to the private mills, and offered DFL 6 million for such
purchases in 1985. This was agreed by the External Resources Division, but the Chief Controller of Imports
& Exports announced that it would not be possible to disburse the money before the end of 1985 which was
the deadline. As this was a new initiative the aid authorities were not aware of the rather complex procedures
that still apply to private imports paid by foreign aid. Apart from trying to channel some of the raw cotton
imports to private buyers, the authorities have taken new steps to diversify the import somewhat by including
two more commodities, caustic soda supplied to Bangladesh Chemical Industries Corporation and black plain
mild steel to Bangladesh Steel and Engineering Corporation. The Netherlands authorities characterize the aid
as “partially untied”, i.e. either tied to purchases in the Netherlands or from other developing countries. The
purchases for the four public sector corporations, Bangladesh Agricultural Development Corporation, BTMC,
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BCIC and BSEC are undertaken by the Netherlands government, “in order to speed up procedures.”
International tenders are opened. As regards disbursements there have been some difficulties during the
current year, but they were satisfactory last year. Also the Netherlands government is concerned with the end
use of the commodity aid, and who are benefitting from this form for aid. They plan an evaluation mission in

order to get answers to these questions. The government also wants to reduce the proportion of aid going to
commodity aid.

Sweden.

The 1985 allocation for commodity aid was SEK 58 million of which SEK 55 million tied to purchases in
Sweden and the remaining SEK 3 million untied aid. The total represented about 40% of the total aid
allocation of SEK 145 million. However, the money available for commodity aid was much larger due to a
carryover from last year, viz. SEK 165 million of which SEK 50 million in untied aid. In negotiations
between Bangladesh and Sweden the composition of commodity aid, with information on specific
commodities, suppliers and prices, is determined at the outset of the financial year, The large carry over of
untied aid was linked to a specific problem, deliveries of gas turbines for the Polash Fertilizer Factory that is
under construction with Chinese aid.There were two bids, a higher Swedish and a lower Japanese, and the
Swedish authorities preferred the Swedish bid for quality reasons, and in the end the turbines were paid out
of Japanese aid. But there were also hesitations in Sweden, following the report on commodity aid by the
Swedish National Audit (also referred to later in the present report) which objected against using this type of
aid for capital equipment. In the past commodity aid was used for a variety of purposes, including the major
7 years rehabilitation programme of Karnaphuli Paper Mills, which amounted to a large sum of money. At
present commodity aid pays for imports of pulp, aluminium and copper rods, ferro silicium, stainless steel
strips, power cables, roller bearings, spares for Siriganj power station, and navigational aids. The last three
items were accepted under doubt as they were capital equipment items, but they were approved as they were
related to projects that had been supported by Sweden. In the future aid that implies modernisation will be
avoided, but there will still be room for spares under commodity aid. SIDA’s commodity aid goes only to
public sector corporations. It has been argued that if they went to private buyers through the Chief Controller
Imports & Exports, it would be difficult to follow the goods to the end use. The public sector “end users™ are
government owned factories and distribution networks for goods like cement and fertilizers. Procurements are
undertaken by the buyers themselves. SIDA is a bit concerned with the prices charged which for an item like
pulp that has accounted for as much as SEK 35 mullion in one year, but the corporations prefer to undertake
the purchases themselves, understandably enough —. There have been some tendencies to try to channel the
aid to target groups by refusing imports of some items, e.g. wheat for stock building (but not as aid after a
cyclone ) and additional quantities of rape seed as rape seed oil was assumed to be used only by more well to
do consumers. Sweden does not tie the use of counterpart funds generated by commodity aid, partly for
administrative reasons but also because they consider that it would not be approprate to tie the aid twice.
After the National Audit evaluation report steps have been taken on the one hand to simplify certain
procedures, but on the other side to assure that the programme is monitored more closely than before. Also,
as already indicated, the aim is to concentrate the aid on raw materials and semi-manufactured goods. But
also Sweden wants to reduce the proportion of commodity aid towards 25% over the next few years. A major
reason for this is that Swedish aid should be target oriented, as the case is for project aid, which is centered on
education, health and rural employment. It is argued from the Swedish side, and also accepted by Bangladesh,
that as Swedish projects contain a very large proportion of local costs and recurrent expenditure, at least two
thirds of total costs ( about 70% local costs in project aid in recent years ), a shift from commodity aid to
project aid should not imperil the balance of payments situation to a significant degree. As to the faster
disbursement of commodity aid, the SIDA representation maintains that there are now so many operating
projects in the pipeline that the rate of disbursement is quite satisfactory, and in fact there have also been
significant disbursement problems for commodity aid.

In 1983 the Swedish National Audit Organization was asked by SIDA to evalutate the Swedish Commodity
Assistance Programme. We would like to summarize some of the main findings and conclusions of this report
as we believe they also are relevant for the Norwegian Commodity Assistance programme. The study was
carried out in 1984 and focused on two countries: Bangladesh and Mocambique. The terms of reference for
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the evaluation was limited to assess the procurement process of the commodities. Three particular aspects of
this process were identified and studied: The identification of commodities which is the first phase in the
procurement process; the second phase is the purchase of the commodity, including floating of tender; the last
phase is monitoring and evaluation of the commodity delivered. The Audit Report expresses quite critical
view-points to the way the commodity assistance is handled in all these three phases.

Concerning the first phase, the report notes that SIDA operates with a very unclear distinction between
project aid and commodity assistance. Too many of the commodities have been dealt with according to the
less strict guidelines which applies for commodity assistance while these deliveries should have been subjected
to the more detailed requirements and guidelines of project aid. The report notes, however, that the particular
assistance given should be dealt with according to its specific and inherent qualities and not only to the
administrative category in which it is put (project aid/commodity aid). The report emphasizes that SIDA
knows too little about the formal and informal system in the recipient country of why and how requests for
commodities are formulated. In particular the report notes that SIDA does not have an adequate
understanding of the “business culture™ (“affdrskulturen”) and the role private agents play in the identification
and formulation of requests. The report underlines the lack of clear guidelines between SIDA and the
recipient countries in the phase of identification of the commodities and says that the recipient country often
justifies its requests inadequatley. From the point of view of the staff in SIDA, the report notes that they are in
many cases caught in a insoluble dilemma: The staff is supposed to promote Swedish commodities and at the
same time justify that these deliveries satisfy the general aims of the Swedish Development Assistance. There
exist no clear guidelines to solve this dilemma, the report notes.

Concerning the phase of purchase, the report states that SIDA seems to have inadequate knowledge about the
formal and informal procedures of purchase in the recipient countries. In the agreement between SIDA and
the recipient country there exist possibilities for SIDA to make investigations about the purchases. This
possibility is seldom taken advantage of, the report notes. Also in the last phase concerning monitoring and
evaluation of the commodity assistance the report comments on the lack of feed-back information SIDA
obtains. According to the agreement between SIDA and the recipient country, SIDA has opportunity to
follow and check what happens to the commodities after they have been delivered. This is very seldom done
and SIDA also hardly receives any reports from the receiving institutions about the use of the commodities or
any problems connected with the delivery. The report recommends that information about the use and utility
of the commodities is regularly forwarded to SIDA by the recipient organisations. The report also
recommends that a special position is created in SIDA for independent monitoring and evaluation of the
commodity aid. This position should not be connected to the procurement office in SIDA. For each country
receiving commodity assistance a national strategy should be drawn up. On the basis of macro- and micro-
level considerations a programme of commodity assistance suited to the needs of the particular countries
should be formulated.

A general conclusion of the report is that there should be no reason why SIDA should not expect the same
development effect of commodity assistance as of project aid. There is, however, a striking contrast between
the attention, personell and resources which is given to each of these two types of development assistance.
Commodity assistance should therefore in the future be taken more seriously and allocated more resources
and personell for administration of the programme, the report states.

The World Bank.

Four other international orgamisations — the Asian Development Bankthe European Communitiesthe
Organisation of Petroleum Exporting Countries, and the Islamic Development Bank - also provide
commodity aid to Bangladesh. But the International Development Association, IDA of the World Bank is by
far the largest international supplier of such aid, with an annual programme of about US$ 100 million.The
commodity aid from IDA is a loan that is granted as an adjustment assistance, and which has to be serviced
under the usual conditions that apply to IDA loans. As regards the utilisation of the IDA commaodity aid, it is
only subject to two constraints: all purchases must be undertaken under international tendering, and not more
than 25% must be used on one single STCS group of commodities. This limitation in reality only applies to
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petroleum products. However, the IDA commodity aid is subject to stringent political considerations.
Negotiations are held twice each year, and they concern policy measures which Bangladesh government
undertakes in order to facilitate the adjustment process in the economy. Although the World Bank hitherto
has not withheld any of the biannual allocations of commodity aid, those negotiations are always very tense,
with the Bank pressing for further reforms and the Government referring to reforms that already have been
undertaken. In Bangladesh the World Bank is criticized for pushing the Government towards undertaking too
many measures in the direction of a free market capitalist economy too fast. Such criticism is not only heard
from the political opposition, but also widely within the Government itself and in academic and business
circles. It is an open question whether the World Bank is motivated by ideological considerations as many of
its opponents maintain, or whether its recommendations are based on pragmatic judgments as it argues itself.
It claims to have strong evidence which shows that a distorted price structure slows down growth and
necessary adjustments and that many public sector operations are inefficient. There is also in Bangladesh
considerable evidence that reforms argued by the World Bank may be appropriate under present conditions.
This does not mean, however, that all reforms insisted on by the World Bank are equally essential or justified.
Finally it should be recalled that the World Bank is strongly in favour of more commodity aid for Bangladesh
as it can be disbursed much faster than project aid in general. We have also noted that many of the bilateral
donors do not share the World Bank's view on this point. However, it must be admitted that under present
circumstances with fairly gloomy and uncertain prospects for exports from Bangladesh, more quickly
disbursing aid is needed if the economy is to continue to follow the present path of growth. Whether this
pattern of growth is the best for Bangladesh is not a subject for evaluation in the present report.
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M. Norwegian Commodity Aid

Tables 3, 4 and 5 present Norway’s commeodity aid, viz. “commodity assistance”, “import support” and total
“commodity aid”. The figures are summarized in Table 6.

Table 3
Total Norwegian Commodity Aid 1978 to 1985
(Commodity assistance and import support)

In Norwegian kroner

Value figures Percentage
(N.Kr. mill.) distribution
C.A. C.A.
C.A. LS. Total C.A. LS. Total
Fertilizers 105.3 1124 217.7 36.3 24 8 293
Industr. raw matenals 128.7 80.9 209.6 443 17.8 28.2
Construction matenal 0 201.9 201.9 0 44.5 27.1
Petroleum 0 350 35.0 0 ToF 4.7
Medicines 34.6 0 346 11.9 0 4.6
Misc. finished goods
and equipment 219 8.0 29.9 1S5 1.8 4.0
Repair work (tanker) 0 15.6 15.6 0 34 2.1
Total 2904 4538 744.2 100 100 100
In United States dollars
Value figures Percentage
(US § mill.) distribution
Fertilizers 16,7 184 35.1 37.1 25.1 29.6
Industr. raw matenals 20.6 11.3 319 45.8 15.4 269
Construction material 0 34.2 342 0 46.7 289
Petroleum 0 54 54 0 7.4 4.6
Medicines 4.5 0 4.5 10.0 0 3R
Misc. finished goods
and equipment 3.2 1.3 4.5 7.1 1.8 38
Repair work(tanker) 0 2.7 27 0 3.7 2.3
Total 45.0 733 118.4 100 100 100

Sources: Information from INVA, NORAD.

The US § equivalent has been calculated on the basis of the average N.Kr./US § rate in Oslo, viz. 1978 5.25,
1979 5.08, 1980 4.95, 1981 5.75, 1982 6.45, 1983 7.40, 1984 8.16, 1985 8.58. (Source Central Bureau of

Statistics, Oslo). As rounded figures have been used as basis for the calculations, rounding errors are possible,
but do not disturb the overall picture.
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Table 4 Norwegian Commodity Assistance

(purchases handled by NORAD)
N.Kr.mill.
Total 1978 1979 1980 1981 1982 1983 1984 1985
Amount Per amount
cent
Fertilizers 1053 363 52 8.5 134 164 144 265 209 -~
Aluminium 306 105 (3.3) 5.0 4.2 8.3 6.6 32
Ferro alloys 19.0 6.5 (3.3) 8.0 1.9 44 1.4
Zinc 39.8 13.7 (3.2) 7.0 8.0 56 9.4 6.6
Copper rods 13.5 4.6 8.2 5.3
Chemicals 0.7 0.2 0.7
Pulp 25.1 8.6 4.5 20,6
Medicines 34.6 11.9 3.1 10.1 211 0.3
Insect sprayers 6.1 2.1 3.7 24
Matenal for:
Bangladesh 0.1
Bureau of Statistics 5.8 2.0 0.4 2.8 2.5 0.1
Matenal for;
Marine Academy 10.0 34 32 20 24 1.1 1.3
Total 2904 100 (150) (294) 389 385 205 487 659 335
Source: Information from INVA, NORAD.
Table 5
Norwegian Import Support
(tied to purchases in Developing Countries)
N.Kr.mill
Total 1978 1979 1980 1981 1982 1983 1984 1985
Amount Per amount
cent

Fertilizers 1124 248 130 141 40.2 10.4 17.0
Cement 1514 334 55 222 159 170 433 206 90 179
Aluminium 61.3 135 250 130 233
Coconut ol 11.6 2.6 29 1.3 1.9 3.1 24
Raw rubber 8.0 1.8 0.5 6.8 0.7
Asphalt 50.5 11.1 15.0 19.5 16.0
Petroleum 350 7.7 35.0
Silo filter 5.7 13 5.7
Machinery tea industry 1.4 03 1.4
Equipment paper mill.
(BSCIC) 0.9 0.2 0.2 0.7
Repair of tanker 15.6 34 15.6
Total 4538 100 387 590 541 352 1275 567 244 582

Sources: Information from INVA, NORAD.
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Table 6.
Total Norwegian Commodity Aid
N.Kr.mull
Total 1978 1979 1980 1981 1982 1983 1984 1985
Amount Per amount
cent

Fertilizers 2177 292 229 130 275 164 546 369 209 170
Cement 1514 203 55 222 159 170 433 206 90 179
Aluminium 919 123 33 50 42 8.3 250 196 265
Ferro alloys 19.0 2.6 33 8.0 19 44 1.4
Zinc 39.8 5.3 32 7.0 8.0 5.6 04 6.6
Copper rods 13.5 1.8 8.2 5.3
Chemicals 0.7 0.1 0.7 20.6
Pulp 251 34 4.5
Coconut oil 11.6 1.6 29 1.3 1.9 31 24
Raw rubber 8.0 1.1 0.5 6.8 0.7
Asphalt 505 68 150 195 160
Petroleum 350 4.7 350
Medicines 346 4.6 31 10.1 211 03
Silo filter 5.7 0.8 3.7
Insect sprayers 6.1 0.8 37 24
Machinery tea industry 14 02 1.4
Equipment paper mill
(BSCIC) 0.9 0.1 0.2 0.7
Matenial Bangladesh
Bureau of Statistics 5.8 0.8 04 28 2.5 0.1
Material Marine
Academy 10.0 1.3 32 20 24 1.1 1.3
Repair of tanker 156 21 15.6
Total 744.2 100 537 884 930 737 1480 1054 903 917

Sources and notes, see Tables 4 and 5.

About 90 per cent of the total Norwegian commodity aid has been used for four main categories of goods:
fertilizers, industrial raw materials, construction materials (mostly cement) and a relatively small quantity of
petroleum; about four fifths of the commodity assistance, and around 95 per cent of the import support. Note
that only 2 per cent of the import support has been used for miscellaneous finished goods, the remaining 4
per cent being the cost of repairing a tanker. Import support most probably can be used more easily in
response to Bangladesh’s own needs than commodity assistance. The use of import support mainly for these

few commeodities suggests that commodity aid is in high demand for such goods.

In Table 3 the figures have been shown both in Norwegian kroner and in US dollars to make them
comparable with other statistics on aid. The counterpart value of the aid in taka is also of interest. The
development of Norwegian commodity aid over time in Norwegian kroner, US dollars and Bangladeshi taka

has been as follows (disbursements):

1978 1979 1980
NOK, mull. 54 88 93
USD, mull. 10 18 19
BD taka, mill. 154 270 180

1981 1982
74 148
13 23

292 230

1983
105
14
506

1984

90
11

350

1985 Total
92 744
11 118

294 2276
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The implied rate taka/kroner" rose from 2.86 in 1978 to 3.43 in 1982 but fell subsequently to 3.11 in 1984,
(In January 1986 it is probably up to about 4.00, due to the recent fall in the international value of dollar and

a gradual devaluation of the taka). The development over time is easier to compare if we express the numbers
as indices (1978 = 100):

1978 1979 1980 1981 1982 1983 1984 1985

1otal commodity aid in:

Norwegian kroner 100 165 173 137 276 196 168 171
U.S dollars 100 180 190 130 230 140 110 110
Bangladesh taka 100 175 190 149 329 227 182 191

Thus, while the dollar value of the Norwegian commodity aid has risen considerably less in relation to 1978
as from 1981 than its krone equivalent, the counterpart value of the aid expressed in taka has risen
significantly more. However, the decline in commodity aid disbursements from 1982 to 1984 has been steeper
(44 per cent) expressed in taka than in kroner (39 per cent). We may note that in the peak year 1982
Norwegian commodity aid accounted for slightly more than 5 per cent of the total disbursed commodity aid
to Bangladesh from all sources (calculated as the average of figures for 1981-82 and 1982-83), but the share
fell to less than 2.5 per cent in 1984,

Fertilizers and cement account together for more than half of the Norwegian commodity aid. But fertilizer
imports under Norwegian commodity assistance and import support during the seven year period 1978 to
1984 corresponded only to 4 per cent of total fertilizer imports of Bangladesh from all sources (calculated for
the roughly similar period 1978-79 to 1984-85). As regards cement the Norwegian aid is comparatively more
important: it financed about 10 per cent of total cement imports during the six years 1979 through 1984.
Imports of medicines only under Norwegian commodity assistance in 1984 corresponded probably to about
10 per cent of the total imports of medicinal and pharmaceutical products from all sources in that year, but
this was, of course, an exceptional year. Only as regards ferro alloys and non-ferrous metals does Norwegian
commodity aid financee significant part of total imports. Trade statistics for 1980-81 and 1981-82 compared
however tenuosly with figures of Norwegian commodity assistance show that in those years most of the ferro
manganese and ferro silico alloys were imported from Norway; similarily more than half of total imports of
zinc ingots had Norway as country of origin. As regards aluminium the value of Norwegian financed imports
in 1980 and 1981 was somewhat below 10 per cent of the total imports of aluminium in primary form, but
in 1983 and 1984 the share was considerably higher, probably as much as one quarter of total imports of
primary aluminium. More than 85 per cent of the aluminium deliveries since 1983 took place under the
import support programme and therefore were tied to purchases in other developing countries. In short,
Norwegian commodity aid is a marginal source of finance for most commodities, even fertilizers, but is
important as regards non-ferrous metals and ferro alloys. It has financed a significant share of cement imports
(about one tenth), and of imports of medicines in one single year (10 per cent in 1984).

1) Viz the average taka/dollar rate in Dhaka divided by the average kroner/dollar rate in Oslo. For some transactions
another rate will have been used.
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Overview of the Characteristics and
Impact of Norwegian Commodity Aid

The composition of the commodity assistance and the import support has been shown in Tables 3 to 6. In
that section of the report we also point out that in general Norwegian aid finances only a small proportion of
imports of different commodities.

Use, suitability and utility
Fertilizers.

Fertilizer supply accounts for as much as 29 per cent of total Norwegian commodity aid, and 36 per cent of
commodity assistance purchased by NORAD/Oslo. The DANIDA/NORAD Evaluation Mission on
Fertilizer Grants to Bangladesh! supports wholeheartedly the use of commodity aid for fertilizer imports.
Imported fertilizers are being used and their utility is beyond doubt: increased use of fertilizers has certainly
made a contribution to the relatively rapid growth of food grain production in recent years. From 1976 to
1984 food grain output increased by almost 5 per cent per year on average, while fertilizer consumption grew
by nearly 10 per cent annually. As regards suitability the mission expressed some doubt about the need for
more NPK fertilizer since it needed to be established more accurately under what circumstances such
nutritients would be appropnate. No doubt was expressed with respect to TSP fertilizérs which were found to
be clearly in short supply. In the past fertilizers have been delivered in almost equal proportions under tied
commodity assistance and import support. As Norway easily can deliver NPK, but not TSP, fertilizers ought
to be available under both headings also in the future. In a separate case study on fertilizers we will provide
some information on the growth of consumption and imports of fertilizers and will indicate the projected
future demand and imports. Moreover, we will present some information on the research into the use of the
composite NPK fertilizers. Finally, on the basis of some recent studies we will discuss the new Government
policies concerning the distribution system and the withdrawal of subsidies for fertilizers.

Cement and asphailt.

Cement alone accounts for 20 per cent of total commodity aid and has only been delivered under import
support (33 percent of total import support). It has been imported through the state owned Trading
Corporation of Bangladesh (TCB) which in recent years has been competing with private importers. Cement
imported by TCB appears to have found a market. Clearly cement is an essential commaodity, the suitability
of which as an item under Norwegian aid need not be questioned. In a case study we provide some further
information on the distribution and use of cement. Asphalt was imported under import support in 1978 to
1980, and it accounted for about 11 per cent of total import support (and 7 per cent of all commodity aid).
Imports of asphalt ceased after 1980 as it could be supplied in sufficient quantities from the domestic oil
refinery.

1) DANIDA/NORAD; Dhaka, December, 1984.
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Industrial raw materials.

In total this group represented 28 per cent of all commodity aid; 44 per. cent of commodity assistance and 18
per cent of import support. Metals accounted for most of this type of aided imports (22 per cent of all
commodity aid; 36 per cent of commodity assistance and 13 1/2 per cent of import support); ferro alloys,
zinc, aluminium and copper under commodity assistance have been imported directly by public sector
manufacturing enterprises for current use as inputs. Under import support aluminium has been purchased by
private industries as inputs mainly for manufacturing of cheap kitchen utensils. The other metals are inputs
into a variety of goods (notably construction steel, galvanised corrugated sheets used for roofing, galvanised
pipes, and electric cables and wires). Other industrial raw materials imported under these programmes are
pulp (9 per cent of commodity assistance), coconut oil and raw rubber (import support). Pulp is used for
blending purposes by local paper mills; coconut oil goes into soap manufacturing; and raw rubber is used
mostly for footwear and for bicycle tubes and tyres. Once more the usefulness of the goods imported is
indisputable, given the high utility of the goods manufactured on the basis of these materials. As regards
industnial raw materials imported under the import support programme we have no information on the
suitability of particular shipments of goods. As for those shipped under commodity assistance, they are
standardised goods which appear to have met the buyers’ specific needs. In order to provide a broader picture
of the use of industrial raw materials, we have included a separate case study that describes in some detail the

principal buyers of some of the raw matenals and the end use of the products which are manufactured on the
basis of them.

Petroleum

has only been imported once, as import support. Once more, its use, utility and suitability are not matters of
any concern. The one delivery of petroleum has absorbed about 8 per cent of the total import support during
1978 to 1984.

Medicines.

The import of medicines under Norwegian commodity assistance is a controversial issue which s dealt with
in considerable detail in section IV of the report. As part of the general overview it is sufficient to point out
that the particular medicines imported in this manner are declared by the Ministery of Health to be essential

and useful under Bangladeshi conditions and that they have in fact been used. Deliveries of medicines
constitute an important share of the tied commodity aid (12 percent in Norwegian kroner).

Misc. finished goods.

These constitute 4 per cent of all commodity aid (7 1/2 per cent of the commodity assistance and only 2 per
cent of the import support). We have not examined the purchases of tea machinery and machimnery for small
scale paper mills under the import support programme. The remainders are partly very controversial items
(insect sprayers), and partly items which should be subject to some further questioning (equipment for the
Marine Academy, and some of the deliveries to the Bangladesh Bureau of Statistics). As further elaborated 1n
Section V the utility of expensive and somewhat sophisticated insect sprayers is very doubtful; moreover, most
of these sprayers have apparently not been sold. As regards the material delivered to the Marine Academy
and the BBS, all that can be said at this stage i1s that it has been accepted by the imnstitutions concerned.
Delivenes to both organisations are descnibed in the case studies that follow.

Repair of tanker.

We have not looked into this use of the import support programme in 1981 as it was a rather special case
linked to earlier Norwegian aid.
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Quality and prices of goods supplied

We have considered it outside our terms of reference to look into the question of quality and prices of goods
imported under import support. One reason is that Norwegian authorities have no direct influence on the
purchases. In addition, the problem of quality, at least, is not very relevant for most goods that constitute the
bulk of what has been imported under import support, viz fertilizers, cement, asphalt and petroleum. SIDA
Dhaka commissioned a study of cement import under commodity aid and did not find any problems as
regards quality and price. The DANIDA/NORAD evaluation mission report does not contain any reference
to prices paid for fertilizers under import support. As indicated in the case study on cement, there is
nevertheless some questioning of whether such imports are undertaken under sufficient control.

Apart from the case of insect sprayers dealt with below in section IV there does not seem to have been any
general problems with quality for goods supplied as Norwegian commodity assistance. Cases of complaints
have occurred, but there is no reason to believe that these are more frequent than what 15 normal in
international trade. But as regards the prices paid for goods supplied under commodity assistance, it is difficult
to draw any clear picture. On fertilizers the DANIDA/NORAD evaluation report states bluntly “according
to BADC, practically all fertilizer grants are provided by their respective donors at a price level generally 10 -
20% above world market prices”. But the team does not appear to have examined the issue further, nor have
we at this stage. It would be surprising, perhaps, if Norway as a major exporter of nitrogeneous fertilizers
should charge Bangladesh fob. prices above the world market level, but for the cif. price it may, of course, be
different due to transport costs. The effect on landed cost of higher freight costs was mentioned to us In
connection with metals. Apart form the extra costs incurred for sea freight from a far away place, we also
came across a case in which the buyer complained that the price paid was well above competing offers. We
have not been able to find out whether the discrepancy could be explained by the significant fall in the world
price of aluminium which took place after the contract was concluded. Also in the case of pulp prices appear
to have been a problem. In theory Norway should be fully competitive in traditional export products like
fertilizers, metals and pulp, and higher prices may in some cases be justified in the world market by higher
quality, but perhaps the quality difference is less important for the Bangladeshi buyer than the price difference.
When we turn our attention to medicines, however, it seems likely that Norwegian prices might have been
above world prices, although it would be difficult to obtain fairly accurate information on relevant import
prices from other sources.

We have made no attempt to examine the prices of material and equipment delivered to the Marine Academy
and the BBS. For standard goods (forms etc. for the agricultural census) it might be possible to make price
comparisons, but the amounts involved for such items are too small to merit such an effort. On the other
hand prices for specialised equipment that has been delivered to the Marine Academy and more recently to
the BBS cannot be assessed without data from international competitive bidding to which these deliveries

were not exposed.

To sum up, therefore, we have not found any proven evidence that prices have been too high on the bulk
commodities that account for three quarters of the Norwegian commodity assistance, but as regards medicines
and perhaps also some machinery and equipment there are reasons to suspect that prices may have been
significantly above world prices.

Influence on local production

Bangladesh produces both urea and TSP fertilizers, but in neither cases does domestic production presently
fully cover domestic demand. The shortfall is becoming marginal for urea which also is exported but is very
substantial in the case of TSP. Whereas production of TSP is uneconomical, production of urea In
Bangladesh based on the access to natural gas, is fully competitive internationally, and the capacity is being
expanded. In the future, Bangladesh will no doubt be a net exporter of urea. There is a potential need for
imports of both TSP and NPK fertilizers. For the former there is a local production capacity, but it is hitherto
too inefficient for economic production. In the case of cement local production covers only less than one third
of domestic demand. Basic metals delivered under Norwegian commodity aid are not manufactured in
Bangladesh at all — the only domestic supplies are scrap metal in fairly small quantities. Due to serious
shortages of domestic raw materials, the local output of pulp is inadequate, and imported pulp is needed also
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for blending. In the case of medicines it is argued that imports from Norway of some of the drugs have
seriously impaired local production and even led to closure of a factory. Insect sprayers are a special case:
they are produced in Bangladesh, and imports are banned. For the remaining commodities, most of which
have been imported in relatively small quantities under Norwegian aid, there is no evidence that it has
hampered domestic production which is negligible or non-existant.

The benefits to the country of the goods imported

and possible distributional effects

At the outset it is worth while recalling that Norwegian grants under commodity assistance or import support
only covers a minor part of the total supplies of most of the commodities in question. Moreover, it should be
noted once more that payment by donors of particular imports, makes it possible for Bangladesh to increase
imports of other types of goods by using its own foreign exchange resources including those released by the
finance provided for high priority imports. Nevertheless it remains important that commodity aid is not used
for items of imports of so low priority that Bangladesh would not have allowed them to be financed out of
OWN IeSoUrces.

If we look at benefits to the country in general, and take the country’s general policy orientation as given, we
can safely maintain that most of the Norwegian financed commodity imports on balance have had a
beneficial effect. This is obvious in the case of fertilizers; and although some of the ultimate uses of cement,
metals, pulp, and other industrial raw materials may have been luxury housing, or products consumed by
the well to do, access to these materials in larger volumes has permitted higher domestic production and
employment, and larger supplies of goods and services in wide use. The aided import of medicines may also
have had the beneficial effect of increasing the use of some essential drugs and thereby of improving the
overall health situation in the country. The benefits to the country of support to the Marine Academy or the
Bangladesh Bureau of Statistics cannot be assessed neither in specific terms nor qualitiatively.

When we turn to the distnbutional effects, we are very much in the dark. Have somewhat larger supplies of
fertilizers primarily benefitted rich or poor farmers? It can be argued that in order clearly to benefit poor
farmers, fertilizer supplies would have had to be increased so much that it had resulted in a buyers market
with prices to farmers lowered so much that poor farmers would have had effective access to these inputs.
When we turn to cement it is relevant to note that not only construction of essential things like grain and
fertilizer storage facilities, bridges etc. is facilitated by larger supplies of building materials, but also the
construction of luxury houses. It may very well be that larger suppplies have facilitated luxury uses more than
anything else, but we don’t know. Moreover, does large cement supplies reduce the use of bricks which are
produced locally in labour intensive plants? Aluminium and copper rods are used to manufacture electric
cables and wires. While better and more widely distributed electricity supplies will serve manufacturing
industries that may create more employment and thus benefit poorer people, much additional electricity 1s
also consumed by relatively well to do households. Moreover, some industries that are set up on the basis of
better electricity supplies (e.g. rice and oil mills) may eliminate many more jobs than they create. Zinc 1s used
to produce galvanised corrugated iron which is roofing material for the relatively poor, but certainly not for
the poorest who cannot afford even such roofing. Similar considerations apply for the use of zinc for
galvanised pipes for water supply and irrigation. Medicines is an interesting case. It can fairly safely be
assumed that medicines bought by government with foreign aid will enhance the supply of medicines to
government cliniques etc., and that at least some of the drugs will reach poor people who otherwise would
have been unable to acquire them. Thus at least in one respect the deliveries of medicines under Norwegian
commodity aid may have had the desired impact. With respect to the relative small imports of asphalt,
petroleum, pulp, coconut oil, raw rubber and supplies and equipment of different types there is little point
in trying to trace the distributional impact. However, insect sprayers are an exception. Their prices are so
high that they certainly are beyond the reach of small jute growers, unless they would be heavily subsidised
which apparently they have not been. As regards the impact on spatial income distribution between regions,
nothing conclusive can be said. As the economy works in Bangladesh, it is possible that higher supplies of
some types of goods will increase supplies to less favoured and peripheral geographical areas more than to the
areas around the larger municipal centres. It is highly unlikely that Norwegian commodity aid has had such
an effect.
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Evaluation of the several commodities that constitute Norwegian
Commodity Aid

In section IV we have in fact undertaken an evaluation of more important commodities supplied under
Norwegain commodity aid, but each in relation to 4 major criteria: usefulness and use; prices and quality;
effects on local production; and overall benefits including distributional impact. In this section we will
summarise the results of the partial evaluation in the preceding section, and in addition we will present
detailed case studies of several types of goods. These case studies will also deal with some administrative
aspects that in general will be dealt with in section VI of the report.

Fertilizers.

As for the usefulness and justification of deliveries of fertilizers under Norwegian commodity aid, the
DANIDA/NORAD Evaluation Mission report argues strongly in favor of this type of commodity aid. Two
subsidiary questions have been raised, however: firstly whether prices of imports under tied Norwegian
commodity assistance have been on the high side; and secondly whether it at present is justified to promote
imports of NPK fertilizer from Norway. We should also note that import demand for fertilizers in the future
may be limited to TSP and other non-nitrogenous fertilizers. Consequently, as Norway is not a low cost
producer of TSP, most fertilizer deliveries under Norwegian aid should then take place under import support.

Cement.

Imports have accounted for an increasing share of total supplies during the last 8-9 years, and have now
reached more than two thirds of the cement available. Even when the more imminent of the plans for
expansion of domestic production have been implemented (and probably not until 4-5 years from now), will
there be a continued need for cement imports. Past imports of cement under the import support programme
have certainly been fully justified, and cement will remain an item that ought to be included under the import
support heading.

Metals.

Most of the aluminium paid by Norwegian aid have been imported under the import support; the remaining
delivenes of aluminium, and deliveries of ferro alloys, zinc and copper have been supplied under
commodity assistance (but not always from Norway: copper rods were delivered from Sweden). In our best
judgment all deliveries of metals as industrial raw materials have been justified as they are inputs in the
production of useful goods, and there is no evidence of unreasonably high prices, inferior quality or unsuitable
types of goods delivered under this heading. The import demand for these goods should be rising in line with
or most probably faster than the growth of Bangladesh’ economy. However, even if Norway is a producer of
most of these goods, imports should be authorised both under commodity assistance and import support.
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Other industrial raw materials.

These include pulp (under commodity assistance) and coconut oil and raw rubber (under import support).
Imports of pulp has to be seen in relation to the existence of three major paper mills and a viscose rayon yarn
and staple fibre factory which all suffer from inadequate raw material supplies for their own pulp production
(wood, bamboo, jute cuttings, bagasse from sugar mills). In any case they also need imported pulp for
blending purposes. All these factories are high cost producers and very capital intensive, but they exist and the
paper mills produce a variety of paper and paper products for which there is domestic demand, and surplus
output of newsprnnt i1s exported. Imports of pulp are therefore justified — the main problem is whether
Norwegian pulp is competitive, freight costs taken into account. Pulp should be permissible under commodity
assistance, but it should be realised that it may prove difficult to utilise advance allocations, and it should
therefore be eligible for import support as well. Coconut oil has been imported under import support in 5 of
the 8 years under review. As Bangladesh is short of indigenous raw materials for soap manufacturing, these
imports seem to be of reasonably high priority, both to ensure operation of local soap factories and to supply
a useful end product. It should certainly remain permissible under import support also in the future. Imports
of raw rubber under import support have not taken place since 1981. Domestic manufacturing of rubber
footwear and tubes and tyres depends on imported raw rubber. Tube and tyre manufacturers produce low
quality goods at high prices to the detriment of the consumers, including the hundred thousand or more
rickshaw pullers. Can donor nations manage to control their commodity aid to such an extent that they not
only take into account the usefulness of finished products based on aid financed inputs, but also their prices
and quality and consequently their impact on poor consumers? Unless the answer to this question is
afhrmative, and more severe criteria were adopted we find no reason to recommend that raw rubber should
be excluded from the bist of industnal raw matenals that could be imported under import support in the
future.

Asphalt and petroleum.

Asphalt was imported under import support in 1978 to 1980; petroleum in 1982. Both commodities are
essential. The World Bank which is concerned with accelerating the utilisation of aid in the pipeline, argues in
favour of using commodity aid to pay part of the petroleum imports. There is in our opinion no reason for
not accepting petroleum as commodities that could be financed by import support (or by commodity
assistance for that sake if it were seen to be economically worth while in Norway) provided that Bangladesh
expressed interest in doing so.

Miscellaneous goods and services.

These include the following goods and services delivered under import support in the past: silo filters, tea
industry machinery, equipment for paper mill through Bangladesh Small and Cottage Industries Corpora-
tion (BSCIC), and repair of tanker, We haven’t looked into any of these cases. In principle we do not see
any reason why commodity aid should not be used for imports of goods and services that allow recurrent
repair and maintenance of existing installations, whether infrastructure or productive equipment. On the
other hand we will argue that goods and services for major repair work and modernisation, and other
imports of capital goods should not be a part of commodity aid. The reason is simple: both major
rehabilitation programmes and new investments should be subject to an equally thorough project appraisal as
aided projects. In retrospect we would have liked to know whether silo filters went for recurrent maintenance
(which is probable), whether the modest import of tea machinery replaced worn out machinery (which 1s
likely), and whether the repair of the tanker could be considered as cumulative recurrent maintenance (which
is not unlikely either). But equipment for a paper mill through BSCIC does look like some kind of new
investment which possibly should not have been financed through commodity aid. The lesson we would draw
from this is that for such types of goods and services under commodity aid the donor agency will have to
undertake a detailed scrutiny before approval. This has nothing to do with the ultimate usefulness of the
activities supported in this manner. Yet, this aspect will, of course, also have to be taken into account.

In this rather summary evaluation of the different categories of goods delivered under Norwegian commodity
aid, we have not reviewed two particular commodities, medicines and insect sprayers, nor have we dealt
with the deliveries of various goods to the Marine Academy, and the Bangladesh Bureau of Statistics.






