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PREFACE
Study Objectives

This study examines the pro's and con's of the United States Government trilateral food
aid transactions as viewed from the perspectives of the U.S.G., the developing exporting
country, and the recipient country. The objectives of the study are:

1. To document the U.S.G.'s past experience with trilateral food aid arrangements;
and
2. To enable the Agency for International Developn.ent to better determine the

extent, if any, to which it should support trilateral food aid transactions.

The study should also be useful to other members of the U.S.G. Development Toordinating
Committee (DCC) which jointly administers the U.S. PL 480 food assistance program.

Study Approach

A.L.D. contracted with RONCO Consulting Corporation to undertake the study called for
in the Statement of Work (see Annex A). Key issues examined are the effectiveness of
trilateral programs in terms of their cost and timeliness compared to bilateral programs;
their impact on U.S. market development objectives and regional trade development
among the participating developing countries; and the management of the programs as
regards design, negotiation, and implementation,

The study team included:

Dr. Alice Morton, Food Aid Specialist and Team Coordinator, RONCO Consulting
Corporation;

Dr. Alexander McCalla, Agricultural Economist, University of California/Davis;
Mr. Warren Enger, Agricultural Economist, RONCO Consulting Corporation; and
Mr. G. Reginald King, Agricultural Economist, RONCO Consulting Corporation.

The team adopted a study approach involving country case studies and interviews with
officials experienced with trilateral food aid programs in the U.S., Eurpose and Africa.
The case studies included trilateral programs in West Africa and Southern Africa as
follows:

° The 1985 U.S.-Ghana-Mali/Burkina Faso program involving the exchange of 9.202
metric tons of U.S. rice for 15,000 metric tons of Ghanian white maize for
shiprnent to Burkina Faso (10,000 metric tons) and Mali (5,000 metric tons).

U The 1985 U.S.-Zimbabwe-Mozambique program involving the exchange of 9,600
metric tons of U.S. wheat for 7,000 metric tons of Zimbabwean white maize for
delivery to Mozambique.
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The 1985 U.S.-Malawi-Mozambique program involving the exchange of 1,40C
metric tons of U.S. wheat for 3,000 metric tons of Malawian white maize for
delivery to Mozambique.

Mr. Enger visited Ghana, Mali and Burkina Faso to examine the West African experience.
Dr. Morton and Dr. McCalla visited Zimbabwe and Mozambique to study the Southern
African programs. USAID/Malawi asked that the team not visit Malawi due to shceduling
conflicts. Instead, the Mission submitted a succinet case study carrative whichh is
summarized in the main body of the report.

Mr. King made visit to London, Paris, Rome and Brussels to examine the trilateral
experiences of Europzan donors and the World Food Program. The team also consulted
numerous U.S. organization including the Agency for International Development,
Department of Agriculture, Department of State, Department of the Treasury and the
Office of Management and Budget.

All team members received extensive cooperation from the agencies just noted and from
host-country officials, private citizens and representatives of involved private voluntary
organizations (CARE, World Vision, and the Baptist Mission in Burkina Faso). These
individuals and groups went out of their way in most instances to provide the team with
data on costs and logistics that were not readily available in the form requested.
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EXECUTIVE SUMMARY

Backgrou nd:

This study provides an assessment of the pro's and con's of trilateral food aid transactions
as seen from the respective points of view of the U.S.G., the exporting developing
countries and the recipient developing countries. By documenting past U.S.G. and other
donor experiences in the 1980's, it should enable A.IL.D. to determine the extent to which it
will support further trilateral transactions. Seven transactions are discussed, but major
emphasis is giver to four implemented in 1985 and 1986, which are used as case studies.
(In u prior case, Zimbabwe provided maize to Zambia in exchange for U.S. wheat in 1983,
In 1986, Sudan received maize from Kenya, which received U.S. wheat in exchange. In a
1987 transaction, Zimbabwe again provided maize to Mozambique in exchange for U.S.
wheat.) All seven transactions were carried out under PL 480 Title Il emergency food aid
programs (see Table).

In the two West Africa case studies, U.S. rice went to Ghana, which provided white maize
to Burkina Faso and to Mali. In Southern Africa, U.S. wheat went tc Zimbabwe and to
Malawi, both of which provided white maize to Mozambique. The total tonnage
represented by the six transactions carried out between 1983 and 1986 amounted to
approximately .121% of U.S.G. food aid provided under all Titles of PL 480 during the
same period. The four cases chosen for emphasis were selected by A.L.D. and are thought
to be representative of this group of transactions.

Issues Addressed:

The case studies provide the basis for analysis of political and policy conciderations,
developmental impacts and management procedures for trilateral transactions in which
the U.S.G. has been, and may again become, involved. Key issues addressed are
timeliness, cost, impact on development policies, market development, intra-regional and
international trade effects, the barter terms of trade, public versus private sector
involvement, donor and product identity, as well as foreign policy impacts derived from
trilateral transactions.

Foreign Policy Impacts:

The four case studies show that foreign policy impacts are both positive and significant.
Trilateral transactions, as opposed to bilateral arrangements, allow friendly countries on
both sides of the transaction to benefit in the context of regional agreements and
objectives. This tends to mean that they interpret U.S. intentions as supportive of both
national and regional goals. Trilaterals may be used to "reward" two countries at once for
friendly behavior toward the U.S. while at the same time providing humanitarian relief to
one of them.,

U.S. Market Development:

impacts on U.S. market share development appear mixed. The cases show that U.S.
comparative advantage is to promote consumption of U.S. wheat in Zimbabwe, Malawi and
Kenya, for example, rather than trying to establish a market in these countries and
Mozambique for U.S. yellow maize. Similarly, promotion of increased rice consumption,
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including from U.S. exports in Ghana, is likely to develop U.S. market share. By assisting
surplus-producing countries to market their surpiuses, production and overall purchasing
power are likely to increase, in turn enebling these countries to purchase additional U.S.
commodities on the world market. The "identity" of the food aid received seems largely
unknown at the beneficiary level under trilaterals as well as under bilateral programs
despite labeling. Yet, the U.S. definitely gets double credit from trilaterals in terms of
local perceptions, rather than less credit as is sometimes feared.

Cost

The costs of trilaterals, as well as those of bilateral alternatives, can vary considerably.
The U.S.-Ghana-Burkina Faso/Mali trilateral was 71% more costly than a bilateral
program would have been; the U.S.-Zimbabwe-Mozambique trilateral cost 18% more; and
the U.S.-Malawi-Mozambique trilateral was 62% less costly. The major factors
accounting for cost differences were inland trarisport in the West African program and the
overall unfavorable wheat-for-maize exchange ratio in the Zimbabwe transaction. The
more favorable result of the trilateral with Malawi and Mozambique for U.S.G. costs is
attributed to the value the Government of Malawi placed on the opportunity for foreign
exchange savings and the latter's contributions towards financing transport costs. These
results suggest that generalizations on the cost effectiveness of trilateral vs bilateral
programs are difficult to make and that a comparative analysis should be done on a
case-by-case basis for each trilateral program proposed.

Timeliness:

As to timeliness, of the four, two were about as timely as bilaterals, while two took about
nine months for all the food to reach the beneficiaries. The rule of thumb for bilaterals is
four to six months. While trilaterals may not, then, be quicker than bilaterals, they may
have other benefits. Were trilaterals attempted outside the context of emergency aid,
where timeliness is less critical, their developmental impacts could be enhanced, as might
their policy impacts and flexibility.

Regional and International Trade:

The U.S. trilaterals of the 1980's have probably had no impact on world prices, or on the
U.S. market share overall, since in total they amount to such a small proportion even of
U.S. cereals exported. Impacts on regional terms and patterns of trade are less clear. In
West Africa, the trilaterals proved that Ghana could, if ercouraged, provide commodities
to landlocked Sahelian countries. Problems with transport costs, and intra-regional trade
barriers, however, meant that the trilaterals did not start innovative trade patterns. Yet,
duving a period where there was severe port congestion in Ivory Coast, Senegal and Togo,
Ghana was able to provide an alternative. The Ghanaian truck fleet benefitted greatly
from the influx of scarce foreign exchange under the trilateral, which may have
subsequent positive implications for intra-regional trade efficiency. In Southern Africa,
trade patterns are most critically determined by the role of the Republic of South Africa,
and by the positive approach toward intra-regional trade among the SADCC states. The
trilaterals with Zimbabwe and Malawi are seen as fostering such trade, an. nforming to
SADCC goals, while the role of Kenya as a surplus-exporting competitor is seen as less
positive. The trilaterals involving the U.S.G. have set a trend in terms of other donors
dealing on a trilateral basis with Zimbabwe and Kenya and have generally contributed to
increases in trade in the region.
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Programming Lessons Learned:

Determining the "ratio" between the U.S. commodity and that supplied by the exporting
developing country is important, and should be done on the basis of some consistent
criteria, so that neither a hidden subsidy nor a hidden premium is paid. Using world prices
for both commodities is to the advantage of the U.S.

Pre-design analysis and informal negotiation with the potential exporting country tend to
ensure successful and speedy formal negotiations, as does communication between the
A.LD. Missicns in the exporting and recipicnt countries, and between their respective
grain marketing institutions. Were speed not critical, as it is in emergency situations,
more emphasis might be given to using private traders as well as private sector
transporters.

To date, negotiations with countries involved have gone smoothly, taken little time
barring that required for Washington approvals of language and barter terms of trade, and
have not been complex. For implementation, government-to-government arrangements
seem at least as expeditious as those involving PVOs, whether expatriate or indigenous. In
rone of the four cases were there serious complaints after the fact about the quality or
quantity of grain delivered. In the Ghana cases, untangling the large number of payments
to be made to various intermediaries has been quite staff-intensive for A.I.D. and USDA.

Most field staff have been quite supportive of trilaterals, seeing them as development
tools which can effectively support policy dialogue and complement production-oriented
project assistance. All thouse interviewed, however, recommended that A.l.D. and the
DCC develop a policy regarding trilateral transactions and provide appropriate guidance
to the field.

Conclusions:

l. The cases examined show that trilaterals can be at leas: as timely as "average"
bilaterals, but may also be slower where logistics are too complicated and the food must
be transported over long distances by truck. Wnere ecivil strife is the cause of the
emergency which justifies the aid, (e.g., Mozambique),these constraints are likely to be
most severe, although traditional intra-regional trade barriers can be quite constraining,
as was the case in the U.S.-Ghana-Mali transaction. Participation of a PYO may be a help
or a hindrance, since in some cases, where export policies in the intermediary country are
very inhibiting, the government marketing agency may be able to meet export regulations
more readily than the PVO, as was the case in Zimbabwe.

2. The cost-effectiveness analysis carriad out indicates that the cost to the U.S.G. of
bilaterals would have been less in three of the four cases. The degree to which this is true
depends on the price of the commodity exchanged for the U.S. commodity (the barter
terms of trade) plus transport of both commodities. In the Zimbabwe case study,
Zimbabwe paid for the shipment of the U.S. wheat ex-Gulf, and was able to get cheaper
rates than the U.S.G. would have paid given the cargo preference regulations of PL 480.
However, the U.S.G. then also paid, because of these regulation, an additional $730,876.
In the 1987 trilateral with Zimbabwe, the barter terms of trade seem at first less
favorable since Zimbabwe asked for more wheat in exchange
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for covering the costs of shipping its maize to Mozambique. The Ghana {rilaterals cost
more than bilaterals since extra costs for intermediaries were covered by the U.S.G. in an
attempt to ensure that the food would arrive intact under difficult conditions, and givin
high transport costs. Assurming increased experience in designing and negotiating
trilaterals, as well as competition among potential intermediary countries such as
Zimbabwe, Kenya and Malawi, the terms of trade are likely to become more favorable to
the U.S.G., and the transactions, therefore, cheaper.

3. The concern about loss of donor identily under trilaterals appears to be largely
misplaced. Despite labelling, the ultimate beneficiaries are probably unaware of the
source of most donated food aid. There is no confusion in the minds of recipient
government officials as to the source of assistance, however. It is clear that the U.S.
gained considerably in improvements in relations with intermediary (and recipient)
countries as a result of the trilateral transactions studied. It is at this level that there is
much to be gained using the trilateral approach. Also, volume or quantity of donated food
can be more readily adapted to end-user needs and preferences under trilateral
arrangements than is usually the case under bilaterals.

4. Trilaters!z do not necessarily have an impact on infrastructure development. Such
development may be fostered by trilaterals, as may be the case in Mozambique despite
the insurgrency, but systematic development can only result from infrastructure-oriented
{ood aid projects such as those envisaged by the EEC and France.

5. The danger of trilaterals reinforcing government parastatal bureaucracies to the
detriment of private traders is recognized. To date, most trilaterals have been in
response to short-term, emergency deficit and surplus situations, and have sought to
maximize short-term goals, such as speedy delivery of the aid being provided. Even so,
private transporters have been used in the Ghana and Malawi trilaterals, and if the
emergency structure were removed, more attention could be given to private seztor
marketing alternatives.

6. The impact of trilaterals on market share development has two aspects. First, the
study analysis indicates that the negative impact of trilaterals on U.S. trade is marginal if
any. In recent years, the total volume of food aid has not been sufficiently large to
impact on world prices. Trilaterals as a portion of that volume are insignificant, and are
likely to remain so. To the extent that food aid ties the recipient country to the donor
and there are emerging markets for wheat in Eastern and Southern Africa, U.S.
participation in trilaterals will keep the U.S. in the game where competitive exporters are
already practicing trilaterals (Canada, Australia, the EEC). There is some risk that
donors may bid up the prices of grain in surplus-producing countries if too many trilaterals
or local purchases are made without coordination.

The second aspect of the market development question is that of finding outlets for
developing country production. In this regard, the fact that this production finds a market
complements and reinforces the results of the significant funding of production projects
that all donors have provided in recent years. The acquisition of real purchasing power on
the part of farmers in these countries develops a potential market for U.S. products,
including cereals, both for human and animal consumption.
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7. Pre-design analysis can ensure that trilaterals support or reward positive policy
changes in the intermediary country, in the context of on-going policy dialogue. Where
food aid is commercialized in the recipient country, as in Mozambique, policy provisions
can be associated with the use of local sales proceeds, as under Title I. These sorts of
policy considerations can be more heavily stressed outside the context of Title II programs.

8. In none of the cases was the recipient country a party to the formal trilateral
2greement. The arrangements with the recipient country were left to the PVO
intermediary in most instances. A.LD. officials interviewed strongly suggested that the
recipient country be a signatory to future agreements, so that the matters of taking title,
and ccverage of costs can be clearly determined at the outset. This would also facilitate
the use of trilaterals for policy influence in the recipient country, while helping to avoid
misunderstandings after the fact.

9. For implementation, given the cases examined, government-to-government
arrangements seem as expeditious or more so than some that involved one or more
non-governmental organizations as interinediaries. Too many actors tend to complicate
the logistics during implementation, and to make accounting and payment difficult. This is
not, however, intrinsic to trilaterals.

Recommendations:

1. It is recommended that the U.S.G. expand its use of trilateral food aid transactions.
This should be done within the framework of market development projects designed to
encoursge the production.of indigenous cereals for export as well as for domestie
consumption. An assessment should obviously be made in designing such projects as to the
probability that the countries in question may become consistent surplus producers. This
kind of development approach, in which trilaterals would be part of a multi-year,
combined food aid/dollar funding package, would improve the purchasing power of
producers and thus provide potential markets for U.S. products, including grains.

2. Trilaterals should, then, be tried either under Title II, Section 206 or under Title I
where this is possible, to avoid the constraints that are introduced by emergency
situeiions, and the attendant PL 480 regulations.

3. Design of such trilaterals should emphasize involvement of private sector actors—grain
merchants, truckers, freight forwarders and others—so that there will be a positive
impact on "normal" trade channels. This does not, however, necessarily mean that
parastatal organizations should be ignored or circumvented where they actually have 4
comparative advantage.

4. Evaluations shoudl be carried out of trilateral and bilateral programs that have
innovative features, both those approved and implemented under emergency situations and
those that are not. The possibilities for innovation, given A.L.D.'s current mandate to use
food aid more creatively and to integrate it more {ully into development programming,
are considerable. Attendant policy impacts may also be realized, especially if questions
about the appropriateness of monetization can be resolved.

5. The barter terms of trade should be carefully examined in the design of future
trilaterals. Recent competition, as in Southern Africa, will tned to mean that, near-world
prices can be used for both commodities without unfair advantage being given to any
party to the transaction.
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6. A.L.D. and the DCC shoud! agree to a policy governing the design and approval of
trilateral transactions and convey this policy to the field through appropriate guidance.



I. BACKGROUND

What is a "trilateral” food aid transaction? "Trilateral", "tripartite" or "triangular" food
aid arrangements are defined differently by the various donor agencies that have
implemented them! and may take different forms:

° Trilateral transaction is the term used by the U.S. to describe a three-party
program in which the first ("developed") country supplies commodities to a
second, or "exporting" developing country which, in turn, supplies a third,
"recipient" country. The commodities which the recipient receives are of a type
that the first country cannot readily provide from its own resources.

) Triangular transaction is the term used by European donors and WFP to describe a
three-party program involving (usually) a cash purchase by the donor country
made in an exporting developing country. The food purchased will be used as food
aid in a recipient developing country.

° Local transaction describes a two-party arrangement used by the European donors
and WFP whereby thc donor uses cash to purchase commodities within a given
country,

) Exchange transaction refers to a triangular or local transaction which is either

conducted on a barter basis or ma " involve the generation of counterpart funds.

For the purposes of this report, we will use the term "trilateral" to denote all the
transactions studied in which the U.S.G. was involved. The majority of our discussion will
be based on the four case studies carried out by the study team, but we will also draw on
information about the other U.S.G. trilaterals implemented in the 1980s, as well as those
carried out by other donors (See Table 1).

Why have trilatera! food aid transactions become a subject for current policy review and
implementation? The simplest answer is that a number of African countries have
achieved surplus production of cereals in the 1986/87 year, although deficits persist in
some other countries, and sometimes in the surplus-producing countries as well, although
on a highly localized basis. Some of these countries are able to market their surpluses in
the region using normal market channels. Others need donor support in order to dispose of
them. As indicated in the FAO's report on the food supply situation in Sub-saharan
Africa of January 1987, twelve countries would need donor support in 1986/87 to dispose
of cereal surpluses. Ten of these countries held surpluses of 4 million tons of coarse
grains. The FAO estimated that "donor support would make it possible to use these
surpluses to meet at least part of the import needs of about 1.6 million tons of the 18
African countries which still have deficits in these grains in the same period" (FAO, 1987).

R e

L. The French use the term "triangular" to include arrangements within one country
where counterpart funds from commodity sales are provided by the donor country
for purchase of food to be supplied to a deficit area of the seme developing
country. WFP calls this same kind of transaction a "ocal exchange" or “"swap"
arrangement.



TABLE 1

U.S. Trilateral Transactions 1983-1987

Date Agreement Donor Intermediary Recipient U.S. Commodity Intermediary Co!

Signed Country Country Country (Metric Tons) Commodity (Met
Tons)
March 28, 1983 U.S. Zimbabwe Zambia wheat white maize
20,000 31,000
April 25, 1985 U.s. rice white maize
Ghana Burkina Faso 5,000
9,202
Ghana Mali 10,000
June 13, 1986 U.S. Zimbsetwe Mozambique wheat white maize
9,600 7,000
July 24, 1986 U.S. Malawi Mozambique wheat white maize
1,400 3,000
Sept. 26, 1986 U.5. Kenya Sudan wheat white maize
2,190 3,000
Feb. 20, 1987 U.s. Zimbabwe Mozambique wheat wh;te maize
3,372 2,700
August 11, 1987 U.S. Kenya Mozambique wheat white maize
16,060 22,000



Table la presents data on the ‘utilization of cereal surpluses in Sub-saharan Africa. In a
recent paper on food security in Southern Africa, T akuni and Eicher (1987) give the
following overview of the global food situation and the ways in which it has recently

changed:

"The world food pendulum has swung widely every decade or

so....the doomsday predictions of the mid-1970's have been followed by a much
more optimistic assessment of the world food outlook in the 1980's, punctuated by
the great African Famine of 1985, where a conservative estimate of 300,000
people died in Ethiopia alone. The global food outlook is as follows:

If food in the world were becoming more scarce, its real price would be
trending upward. But the real price of wheat in world markets has been
falling for well over a century.... Moreover, the price has declined
significantly since 1980.

Global maize stocks in 1986/87 are 160 million metric tons (a 25 year high)
compared with 40 million metric tons in 1983-84.

The export quotation for No. 2 yellow maize at US gulf ports was US$
70/ton in late 1986 as compared with US$ 100 in 1985 and US$ 160 in 1980.
Maize price is at an all time low in real terms.

The production of rice is running ahead of demand in several large countries
in Asia - e.g., India and Indonesia, requiring large adjustment programmes to
shift to alternative crops.

The production of sorghum is running ahead of domestic demand in China,
India and Zimbabwe.

"In summary, the code word of scarcity has been replaced by the appealing phrase
that the world is 'awash with grain' because of near record production and stocks
of all major grains....

"Despite global food abundance, there are an estimated 300 to 900 million people
suffering from malnutrition in the Third World. The FAO estimated that 100
million or roughly one-fourth of the total population of sub-Saharan Africa were
not receiving a calorie-adequate diet in 1985."

The Multilateral Concerns:

Meanwhile, some multilateral donor agencies, especially the EEC and WFP, are becoming
increasingly concerned with the developmental aspects of food aid as against the formerly
dominant concerns of feeding the hungry and, in the case of the EEC at least, disposing of
Community commodity surpluses. This shift in the orientation of policy concerns, taken
together with the recent availability of surpluses in developing as well as in developed
countries, makes the trilateral sort of food aid arrangement more salient.



TABLE la

UTILIZATION OF 1986/87 CEREAL SURPLUSES IN SUB=SAEARAN APRICA
(In Thousand Tons)

Region/ Cereal Import Except- Availabi- Utilized so far
country Requirements tional lities Sxports ' e
- local £0r = ee;emmcccccmccccccmecccccamaaa- su
Aheat Coarse puchase export Commer-~ Trian- Sonor=-
and Rice Grains require~ and/or cial gular financed
ments in local trans- local
coarse purchase actions durchases
grains
tastern 1727 590 360 1810 324 26 0
africa
3urundi 18 - - C - - - -
Cormoros 32 4 ‘- - - - -
Djibouti 46 4 - - - - -
Tthiopia 470 430 - - - - -
Kenya 196 - - 630 224 26 -
Rwanda 22 15 - - - - -
Seychelles 10 - - - - - -
Somalia 173 32 - - - -
Sudan 550 - 350 1150 100
Tanzania 160 105 - - - - -
Uganda 50 - 10 . 30 - - ‘-
Souvhern 1110 841 7 2113 288 169 ?
Africa
Angola 190 140 - - - - -
3otswana 39 149 - - - - -
Lesotho 58 139 - - - - -
Madagascar 215 - - - - - -
Malawi 36 - 4 104 - 29 4
Mauricius 155 11 - - - - -
Mozambigque 240 365 - - - - -
Swaziland 19 27 - - ‘- - -
lampia 65 10 - - - - -
Zimbahwe 93 - 3 2009 288 141 3
Adestern
Africa
genin 73 - - 15 - - -
Burkina Paso 80 - 6~ 130 - - -
Cape Verde 25 43 - - - - -
Chad s - 30 30 ' - - 2
Cote d'Ivoire 540 - - 200 - - -
Gambia 45 - - - - - -
Ghana 145 - - - - - -



Region/ Cereal Import Except- Availabi- Utilized sc far
Country Requirzements tional lities =xporss Remainlac
------------------- local for e e L L E P -TTS 2 S RTY- P
Wheat Coarse puchase export Commer- Trian- donor- )
and Rice Grains require- and/or cial gu'ar financec
ments in local trans- local
coarse ourchase actions Purchases
grains
Guinea 100 - - - - - - -
Guinea Bissau 17 - - - - - - -
uiberia 120 - - - - - - -
Mali 50 - 70 170 . - - 5 83
Mauritania 184 - - - - - - -
MNiger 25 - - 50 - - - =R
Nigeria 500 - - - - - - -
Senegal 343 83 25 25 - - 25 -
Sierza Lecne 127 - - - - - - -
Togo 70 10 - - - - - -
Central
Africa 586 23 0 0 0 ] 0 S
Cameroon 200 - - - - - - -
Cent.Afr.Rrep. 28 22 - - - - - -
Congo 100 - - - - - - -
zquat.Giinea 7 - - - - - - -
Gabon 43 - - - - - - -
Sac Tome 8 1 - - - - - -
laire 200 - - - - - - -
Total 5312 1390 552 4543 612 135 39 3637

Souzce: TAO Global tarly warning System,
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A certain amount of caution should be used in evaluating the last statement, however. As
a number of EEC staff indicated, there is still a tension between those in the EEC
secretariat whose primary concern is properly that of surplus disposal and those, in
another directorate, whose concern is more centrally on development issues. It appears
that this tension closely resembles that which characterizes opinions about similar issues
on the part of USDA versus A.LD. staff in the U.S.G. This tension is then reflected, as
will be seen below, by the representatives of these agencies—as well as by others with
similarly divided views—when each particuler country proposal for a trilateral comes up.

Other Donor Experiences

A detailed discussion of lessons learned from other donor experiences is presented in
Annex E, and includes WFP, EEC, U.K,, France and the Club/CILSS. Here, we will
summarize the data gathered by the food aid specialist who interviewed other donor staff
in Europe, primarily at the WFP, EEC, British ODA, and the French Ministry of
Cooperation. While there are some generalizations that may be made about these other
donor experiences, the differences among these agencies themselves and their respective
policies are sufficiently important to warrant a brief discussion of each.

World Food Programme

WEP has for some years been in favor of local purchases of commodities to the greatest
extent possible. Data on actual WFP program purchases are provided in Table 2.
Regarding these actions, the following points are clearest:

- the WFP experience in trilateral arrangements is predominantly in buying
foodstuffs for cash from one developing country to supply another;

- local purchases, while many in number, have been of limited size—a few hundred
tons in most cases and down to five ton transactions in some;

- exchange arrangements using inputs from the donor are even more limited, but
can be valuable in alleviating chronic deficits and assisting production areas; and

- effects on development are unclear. Since trade-flows within and between
countries are ill-defined and often clandestine, impact of transfers effected by
food-aid flows is difficult to evaluate.

The European Economic Community

EEC food aid has now been nuntied" to some extent. This, combined with the flexibility to
switch from food aid to cash aid, should enable the EEC to develop projects which can be
based on the purchase of agricultural commodities in developing countries. Table 3a
summarizes EEC triangular transactions, and Table 3b gives a summary for such
transactions within the SADCC region. These are not "swaps" in that the EEC pays cash
for the commodities purchased in one country and distributed in another country. Until
now, there is no experience of long-term projects designed on the basis of trilateral food
transactions, and EEC is really only in a position to point to the potential benefits



TABLE 2

WPP PURCHASES GROUPED BY TYPE OF PUNDING (1983-86)

Purchases effected in

Purchases in

Total US § developing
countries in
Developed Developing relation to
Countries Countries overall purchases

1983
From regular cash 7931109 0 7931109 100
resources
from PAC 3433098 2237192 1195906 35
from IEFR funds 21112880 0 21112880 100
From UN agencies 2095741 0 2095741 100
From 3ilateral funéds 53282144 20837711 32444433 61
Total 87854972 23074903 64780069 74
1984
Trom regular cash 9603825 249628 9254137 96
resources
from FAC 6239633 0 6239633 100
Trom IEZFR funds 16059730 27575 16031795 100
from UN agencies 594906 0 594906 100
Trom 3ilateral funds 49737816 16419328 333123488 67
Total 82235910 16796531 85439019 §0
19385
Trom regular casn 722875 568045 5154830 92
rescurces
from TAC 1335405 568045 615.830 ez
Trom IITR funds 12220690 1996190 10224500 34
from UN agencies 671125 102960 568165 35
from silareral funds 36566665 10713160 26248505 71
Total 57916760 13385355 44531405 77
1986
From regular cash 1608604 20640 1587964 99
resources
Trom FAC 2883632 0 2883632 100
from TIFR funds 12920725 1510145 10410579 87
Trom cash in lieu
of commodities 24139406 8122666 16016743 66
Trom bilaceral funds 50301392 17762256 32539136 65
Total 90853759 27415707 53438051 70

Source: WFP, Rome.
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TABLE 3a
EEC

Purchase of cercals in developing countries
in the context of triangular operstions

Programme 1984

2 Through bllate

Source: EEC

vial programs and multl

=donor progrums, regpectively

N Quantity Approx. Jate Approx. total-
Beneflicliary Product Tonnes B origin woate decisfon of delivery ECU/‘ﬂwﬂﬁon!/
Oirect aidx
Somalia White malze 2.200 Halawi 4. 4.8¢% Avril G5 0,2
limbabue " * 15.000 o 26. 4. 8% Hov. &° L.48
Micaragua . " 5.000 Guatemala » 3, 7.84 Jan. /lev, BS 1.78
lambi a “ . 20.000 Halaut 3. 7.8¢ Sept./0ct. 8% 6.98
Tanzani o i 10.000 * . 25.10.8¢% Aveld 4 1.79
Hoaamb ique - o 12.000 Iimbabue 2. 1.88 Julnl{yll. 84 1.90
Indirect aid *
(jvhite maize 2.600
Totals O] nitter 2.000
(] Rice/equiv.
cereals 11.960
Totals 80.760
X of total avai- 7 x
table quantities
1/ ECU = Europeag Currency Units




TABLE 3b

Trianqular BEC financed food aid within SADCC region

Destination 3udget Delivery Quantity Product Transport Total
value Cost Value

1000 tons (MECU {2CT in

approx.) millions

aporox.)
ZAM 1982 Oct 83 15,0 1,98 0,58 2,56
BOT 1982 Dec 84 3,0 0,63 0,64 1,27
TAN 1983 Aug 84 15,0 2,70 2,30 5,00
30T 1983 Dec 84 4,0 0,84 0,99 1,83
ZAM 1983 Sep 84 24,0 5,06 4,48 9,54
2IM 1983 Nov 84 2,5 0,47 0,28 0,75
TAM 1984 Sep 85 20,0 4,29 2,69 6,98
MO2 1984 Jun 86 12,0 1,44 0,47 1,91
21M 1984 Nov B84 15,0 Z,81 1,67 4,48
TAN 1984 Mar 86 10,0 1,50 0,29 1,79
2AaM 1985 Sep 35 15,0 2,74 0,73 3,47
Mozl 1985 Sep 85 10,0 2,04 0,41 2,45
ANG 1985 Mar 86 1,2 0,15 0y15 0,31
8CT 1985 Auag 86 4,0 0,41 0,17 0,38
¥032 1986 Sep 86 18,0 1,59 0,79 2,29
172,7 29,04 16,65 45,69

1. The table refersonlv to white maize, There was also a delivery of Zean:
=2 Mozambigue from Malawi (2,000 tons worth 1,4 ¥.=CU)

2. The table given only triangular operations with origin and Jestina:ics
Wwizhin SADCC. There have been deliveries f{rom SADCC Memper States o thirs
countcies as well as cdeliveries from other dJeveloping countIies 0 SASC

“emper States (e.g. 10,000 tons white maize from Xenya %o Angola).

3, The EEZC has also delivered other food aid to SADCC on the same perio:
{nainly wheat, rice and dairy products).

I3C Office, Rarare.



which should accrue to the exporting country in terms of increasing the market
opportunities, and therefore the prosperity, of the farmers and the general economy of
the country. The EEC presently undertakes & number of trade promotion projects and the
view was expressed that, armed with the new regulations on the use of triangular food aid
purchases and the cash substitution system, the way is now open for the design of
long-term trade and marketing development projects which will have a direct impact on
agricultural development.

Club du Sahel

Club stalf interviewed were very much in favor of trilateral food aid transactions, seeing
them as a stimulus to development through provision of marketing opportunities, and thus
increased revenues, to the vending country. As with other organizations implementing
trilateral arrangements, however, the Club had not evaluated particular operations so as
to be able to verify their value. Jost, in a consultant study on Club-sponsored
transactions, makes several points about technical and political problems that may be
summarized here (see Jost, 1985):

- saleable surplus information is crucial to the ability of any organization to initiate
a trilateral transaction. Information gathering has traditionally been concerned
with shortages, not surpluses;

- donor organizations are institutionally not geared to respond to the
micro-shortages or deficits that ere characteristic of targets for trilateral
transactions. Procedures for financing would have to be refined before most
donors would be able to respond rapidly;

- on the recipient side, administrative problems that may have characterized initial
trilaterals may be expected to diminish with experience;

- food aid coming to a country under trilateral arrangements may often be
following different routes from the normal food aid and commercial imports, and
so does not compete for transport facilities (see West African case studies below);

- regarding cost, in each instance, the donor agency has had to make a comparison
between the relative cost of a proposed trilateral arrangement and the
equivalent—and a more "normal"—bilateral one; and

- regarding delays, while these may be significant in trilateral arrangements, they
are often also significant in more regular, bilateral food aid arrangements, even
under "emergency" conditions.

Overall, despite these constraints, the position of the Club/CILSS countries is clearly in

favor of stimulating local trade as a contribution to agricultural development, using
trilateral transactions with donor support as one means to this en..
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France

The GOF has an inter-agency food aid committee similar to the U.S. Development
Coordinating Committee (DCC), or which Agriculture, Foreign Affairs, Economy,
External Commerce and Treasury are represented. Despite pressure from the farm lobby,
and the desire to dispose of surpluses, France has favored the trilateral food aid approach
to development. Implementation has only begun fairly recently, however, resulting from a
reform of the French bilateral food aid program in May 1984. The reform was designed to
achieve better integration between food aid, the reorientation a recipient country's
agricultural policies and its population's nutritional needs, and the acceleration and
rationalization of implementation procedures.

To provide perspective, total French bilateral food aid is 200,000 tons of wheat equivalent
and 960,000 tons through the EEC. The ceiling on trilateral transactions is set at 10,000
tons but so far, has not reached 5,000 tons. Total French exports of cereals are on the
order of 7-9,000,000 tons. Thus Ministry of Agriculture officials note that trilateral food
aid transactions are not seen as a threat to the French farming interests.

Most French trilaterals are implemented by NGOs and their performance is criticized as
being patchy, as is reporting of results. Although the French experience of
government-to- government transactions has not always been very good, the use of
private trade is consiJdered very complicated. Support for long~term contracts between
one country and another is being explored. These would be supported by the donor country,
or, a price guarantee scheme for the selling country in its transactions might be provided
by the donor country.

United Kingdom

The U.K. has a fairly small overall food aid program, approximately 110,000 tons per
year. Of this, only about 30% is handled bilaterally by the ODA; the balance is directed
through multilateral agencies and especially the WFP. British food aid policy has recently
been reviewed by Parliament and the result has been a broadly negative view of food aid,
largely because of the disinceatives to production that non-emergency food aid is thought
to involve. The U.K. does, however, accept that food aid, on occasion, can play a useful
role. As a member of the EEC, the U.K. has an obligation under the Food Aid Convention,
but seeks to reduce it whenever possible.

The NGOs that provided position documents to Parliament during this investigation came
out largely in favor of trilateral purchases. They took the position that bulk food
deliveries from donor countries should be the last resort if local pur~hases could not be
made. To the extent that Parliament ratified the approach of providing most U.K. food
gid through WFP, it is then the WFP policies that will most directly represent U.K.
perspectives, including those on trilaterals discussed ahove.

U.S.G. Concerns

Ir the U.S., extraordinarily large surpluses and the related "farm crisis", along with cuts in
levels of dollar foreign aid, have combined to make food aid in general muech more
obviously salient than it may have seemed in the past. The U.S.G.'s food aid program
under Public Law 489 is administered by the U.S. Agency for International Development.

. -l1-



As a development agency, A.I.D. has been cautiously in favor of trilateral transactions in
those instances where:

- there is a clear cereal surplus in a country neighboring one with a deficit;

- the type of cereal in surplus meets the food preferences of those experiencing the
deficit;

- transporting the food from the surplus to the deficit country is relatively simple;
and

- when there is a recognized food emergency situation in the deficit country.

Despite this cautiously optimistic de facto approach to trilateral arrangements, A.LD.
does not presently have a distinct policy regarding trilateral arrangements, Further,
A.L.D. does not make U.S.G. food aid policy. Rather, policy decisions and approvals of
individual country programs are made by an inter-agency committee, the [U.S.]
Development Coordinating Committee (DCC) and, specifically, by its Food Aid
Subcommittee (see Figure I).

Since the late 1970s, the DCC has only supported these types of programs under PL 480
Title II, the title authorizing relief assistance, and then, only under formally determined
emergency conditions. In the past, however, when U.S.G. commodity and development
interests were somewhat different (and U.S. surpluses not so great), some trilateral
arrangements were sponsored under PL 480 Title I, the act governing concessional sales
programs.

Conventional wisdom states that these arrangements entailed many problems, but there is
no body of information readily available analyzing these experietices. Since the period
when Title 1 trilaterals were implemented, the USDA has had to take increasing
cognizance of the view of American farmers that they are facing increasingly unfair
competition in the world market, leading in part to the perceived farm crisis in the U.S,,
as well as of the farmers' desire that whatever food aid America gives to the poor
overseas should be composed of the produce of American farms.

These views of the USDA's major constituency are reflected in the perspective voiced by
USDA representatives on the DCC when considering trilateral and all other food aid
initiatives proposed. Within the USDA, the Assistant Administrator for Export Credits is
often chosen to speak for the Department on the matter of trilateral arrangements. He
presents this constituency view quite articulately, and makes it clear that USDA and the
Congress are likely to continue to take it seriously. Through the Commodity Credit
Corporation (CCC), the USDA plays a key role in supporting and stabilizing prices of a
number of key commodities, including grains and dairy produets. Thus, it is involved both
in the creation and the disposal of U.S.G.-owned surpluses. Under PL 480, the CCC is
instructed to "make available to the President such agricultural commodities determined
to be available...as he may request...[to] furnish...on behalf of the people of the United
States of America, to meet famine or other urgent or extraordinary relief requirement; to
combat malnutrition, especially in children; to promote economic and community
development in friendly developing areas; and for needy persons and nonprofit school
lunch and preschool feeding programs outside the United States” (PL 480, Titles I and ).
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FIGURE I
PL 480 PROGRAM PLANNING PROCESS

Approx. Office of
Timing USDA the President IDCA/ALD State
aneemenpam——he — SE———
APRIL Establishment
of the
budget “mark®
! Y
JUNE Budget subm!ission Budget sub- Budget sub=
prepared for agri- mission for aission for
culture programs development inteznation
assistance account
programs —

] ‘

AUGUST Interagency (DCC/FA) consultations
L
SEPTEMATR USDA, State and IDCA/AID submit
their budsets to the President
DECZMBER The President reviews
the budget submissions
and returns them for
revision and printing
JANUARY Budgets are revised by USDA, Staze, and IDCA/
AID in consultation with other agencies per
President’'s (nstructions, and sent =o Congress
e (] ’3
TERAUARY Congressional authorizazion and/or approoriations
AUGUST
Sta7evaeR Inizfal allocation table prepared by USDA
In consultazion wizh other DCC/FA aeabers
1
XroeeR Start of the Fiscal Year: October l-September 30
Source:

Lavrence D. Fuell, The PL 480 (Food for Peace) Proaram: Titles 1/111 Terms
8nd Conditions; Planning and Imolementation Procedures (Washington, D.C.:
USDA/FAS/EC, April 1982 Draft), p. 10.

Reproduced in AID Program Evaluation Discussion Paper No. 19,

A Comparative Analvsis of Five PL 480 Title I Impact Evaluation Studies,
nashington, U.C., December, 1983,
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There s also a DCC concern about the high costs that may be associated with trilateral as
opposed to bilateral transactions, and about the possibility that the recipients do not
perceive the aid as coming from the U.S.G. rather than from the "exporting" country.
Finally, it is not clear to some members whether trilateral arrangements are really more
timely than bilateral ones, or sufficiently so to justify risking the other possible
drawbacks just listed.

As a result of these concerns of DCC members, and given the fact that no guidance
presently exists within A.LD. about what circumstances, if any, warrant recourse to a
trilateral arrangement, approvals of trilaterals by the DCC have been few, painstaking.
Prior review by member agencies, including A.LD. itself, has been slow. Nevertheless, six
have been approved since 1985, including two in the past three months, and te some
extent at least, sentiment against them within the USDA may have declined as experience
has increased.

Magnitudes

It is important to note at the outset that the total tonnage of commodities donated by
donors and received by recipient countries through trilateral or triangular food aid
arrangements in the 1980's {s very small compared to total tonnage donated and received.
Table 2 shows the level of purchases from developing and developed countries by funding
source for the period 1983-1986 for the WFP, As may be noted, over 70% has been
purchased from developing countries except for 1986, when the level was 69.82%. Some of
the developing country purchases, however, are ™ocal purchases" for use in the same
country, so not all of the purchases included a third country in the transaction.

Tables 4a, 4b, 4c and 4d summarize triangular transactions in wheat, rice and coarse
grains for 1985/6 and 1986/7 as based on the FAGC Global Information and Early Warning
System. The grand total for 1985/6 including local purchases is 614,158 tons, while for
1986/7, the estimate of planned cereal purchases under these types of arrangements was
59,895 tons. Turning to triangular transactions involving rice, the total was 312,205 for
1985/6. A 1987 WFP review indicates that 880,000 tons of cereals, or about nine percent
of total shipments, were made available through production in developing countries in
1985/86 (WFP/OFA, 23/5, March 1987).

If we take the U.S.G. trilateral transactions that have been approved in the eguivalent
period (1983-86), thus including the U.S.-Zimbabwe-Zambia transaction, the total tonnage
of wheat provided is 13,190 tons, and that of rice, 9,229 tons out of a grand total of
U.S.G.~sponsored bilateral PL 480 food aid of 39,974,000 tons grain equivalent (Titles I, 1
and Ill)}—as indicated in Table 5, or .065%. Perhaps more significantly, it is only
approximately 26,000 tons grain equivalent out of a total tonnage of 21,572,000 tons
provided under Title I programs during that period, or 12182 (In both cases, the polished
rice is figured at .65 grain equivalent.)

2. For FY 1986, the estimate of total commodities shipped under PL 480 Title II as
of the time this study was carried out was 596,919,000 pounds according to a draft
of the Title II annual report provided to the team in April. In FY 1986, the total
amount of wheat shipped under Title II was 140,311,000 pounds according to the
same document. The trilateral involving the U.S., Kenya and Sudan, and Round II
involving the U.S., Zimbabwe and Mozambique are the only ones that might have
been included in this estimate, from what we can ascertain. Together, they total
"up to" 5,562 metric tons, or approximately 2,236,400 pounds. Thus, the
percentage is slightly higher when these latter trilaterals are included—.159%
rather than 121 8%,
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TABLE 4a

TRIANGULAR TRANSACTIONS AND CEREAL PURCHASES PLANNED

FOR SUB-SAHARAN AFRICA IN |

985/86 AND 1986/871

Qonor Troeaf Sowree ul ruoply Negimrnt csuntry 1985/8¢ 1%06/87
operation ’
{ceeeatontoenes)
Australia Triang. trant.| Zimgahwe Ootrwana, Ethispia, Somalis, o 1Y) 7 ceo
Mggmnhique, Zamaia
Austris Triang. trang, | Zimdaawe Mazrnigue s 050 ) 3 oco
Loesl puren, | Sudan Sudan 6950 ) .
Canaca Trisng. trant, | Fate Mlvnire, Malnwi M3li Marambigue (] J oco
Lacal puren. | Niqer Nier 3 3¢ .
Oenmark Trisng. trans. | Kenya, Zindaliwe Cusonia, Mazunbique, Sudan § 70 1 Coo
Lacsl pusen, | Sudzn Swtan . P21~ .
(axe Triang. trsnc | Iealawi, /imbuliwe Arewla, (1o swana, ('.:\q'-c Verde,
’ . fLUnaa, 1,e20ts0, Marnmbique, 13 &0 4 000
Tenzaa, Zamdia
Lacsl puren, | Qurking 1°a3g, Clnd, Mali, | Burvina Fasn, Chad, % 000 .
Niger, Sudan 4 Mali, Niger, Sulun
Feancy Triang. tr3ne. | Cete Tlvaire, Senegl, Canc Verde, Mauritania, 3 = 1300
limbadwe Mazenbdique, Sierrs Lenns
Local pureh. | Mali, Senegal, Sudan Mali, Senenal, Sudan Juoy .
Ceameny "R, | Triang. tram, | Cate clvaire, Kenys, Betiwana, Burking Faza, 17 300 9 00
Malawi,Toge, Zimbstwve | Cspe Verde, Mazamdiqus
Leeal zursn, | Benin, Aukina Fase, Chad, 2enin, Curing 7aso, Chad, 28368 -
Mali Niqer,Senegal,Sucan ‘l Mali Niger, Senegal,Swilzn
Itaiy Loesl puren. | Sudan Ll 13 ¢co -
RITIY Trisng, trons. | Zimbgliwe 7 oomisia L[] .
Nethertanc Trisng, trant. | Limosiiwe Mazmnbinue . 13 &
Lecal puren. | Niskinn 1" gsa, leil], Suabiva | leareium rzn, Muli, Sesion [¥ 3 4s] l/ .
New Zesieng Trisng. Lans | Zimaniiwe 1\t yworrn T 110
Narwey Trieng. trant, | Malawi Mmrrerdsanm 11 .
Leeal puren | Matmwe g, Tonlon, Tiops | Mulres Mali, et liagg 4 080 [>o]
Switzsrisme Lacel puren | Mgl bl ix *
Unit eg Kihqc:mv -'riAN'). UL, | Kentyn, /imBisree [ tlimqun, Mo/ imidiane axy .
LAited Statas ! Terang. toame | Malawr, Zimiudree Mamsturdrarnse bl 1l wa
I Laesi surers, ! Gaaions Sonune & X - -
]
wr > THerg, trane R anems Somrtimgtm Alriem | | amemn, Zaunitieri A ( evtrnd Alriew % 82 32
! Laeal purtts, | Castur,, Wegtiors & | amreen, Wentior o Ssaslverm Alres e g 1
I ' Gimttiwerse dirwn . )
. , - TRE % 337
e s o Jed I J 36
GO rmu.' $ l 61a 198 59 &9

L/ Sesed on lnfarmaucn regortad 3y conars (3 GIEWNS a8 af md-ravemser 1904
Cf waicn 14 0C2 tans (o WFD,

/) Purtly or fully Nanaled 3y w2,
&/ Tha quantity far Mell and Senegal, inciudes estimated ceresl equivalent af cs2n ulecationa.

Sourse:

FAQ Globa! !afarsation and E;r't"/ Virning Systea.
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TABLE 4b

TRIANGULAR TRANSACTION IN RICE 1985/86 (JULY/JUNE)

SHIPMENT (¢

COUNTRY OF ALLOCATIO!

RECIPIESNT PURCHASE DONOR QUANTITY PERIOD
(tons grain
equivalent)

African refugees Thailand Japan 17%76.0 August 19!
Angola Thailand Japan 2200.00 February .
Angola Thailand Switzerland 703.0 July 1985
3angladesh Pakistan Japan 9158.0 January 1
3angladesh Thailand Japan 14426.0 March 198:
3enin Burma Japan 3978.0 February .
3enin Thailand Japan 300.0 Tebruary .
Burkina Faso Thailand Japan 4391.0 March 198
3urkina Faso Local purchase ICRC purchases 22.0 Jan-June .
3urundi Surma Japan 1462.0 March 138!
Cameroon Thailand Japan 1919.0 vuly 1385
Cape Verde Surma Japan 2886.0 March 198¢
Central African .
Republic Thailand Japan 1440.90 March 198¢
Chad Locak purchase ICRC purchuzses 24.0 Jan=June .
Chile Local purchase ICRC purchases 26.0 Jan-June
comoros Thailand Japan 1660.0 Marcn 198¢
Congo Thailand Japan 387.0 feoruary
Cote d'ivoire Thailand Japan 420.0 febpruary
Jjisouti Thailand Japan 1411.0 July 1988
1 Salvador ‘oo Switzerland 500.0 Cctober 1!
1 Salvador 7hailand Switzerland 500.0. January 1
Tcuacorial Guinea Thailand Japan 3186.0 July 35=i:
Gambia Pakistan Germany, Ped. Rep. 2330.0 September
Gamrpia 3urma Japan 3272.0 february .
Garbia Thailand Japan 2241.0 July 198S
Ghana Tihailand Nethezlands 19G0.0 June 1986
Ghana 3urma Japan $637.0 March 198¢
Guinea Burma Japan 6076.0 May 1986
Guinea B8issau Thailand Japan 5606.0 March 198t
india Local purchase Norway 0.3 Begin 198¢
Indonesia Surma Switzerland 420.0 May 1986
Jordan Thailand Japan $500.0 March 198¢
Rampuchea e EEC 950.0 September
Rampuchea/UNHCR Thailand Germany, PFed. Rep. 4120.0 l1st half !
Xampuchea cee Australia 1000.0 Pepruary !
Rampuchea refugees Burma Japan 11042.0 September
Rampuchea refugees Thailand Japan 55170.0 June 1986
Rampuchea surma SwWweden 900.0 Jan=-May 19
Yampuchea Thailand ONRAM 500.0 Jan-May 19
Zampuchea Thailand UN/CR purchases 3162.0 Jan-¥ay 19
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Laos

Lebanon
Liberia
Madagascar
Malawi
Maldives
Mali

Mali

Mali
Mayritania
Morocco
Mozambicue
Nepal
Nicaragua
Niger

Niger
Philippines
Philippirnes
Philippines
Sao Tome &
Principe
Senegal
Sierra Lecne
Sierva Leone
Sierra Lecne
Somalia
Syria, A.R.
Tanzania
sanzania
Thailand/UNHCR
Thailand /UNHCR
T9g0

Vietnam
Tietnam,/ NGO
Yiecnanm
Viaznan
Vietnan
AFP/Sincapore

COUNTRY OF
PURCHASE

Thailand

Local purchase
Thailand
Thailand

Local purchase
Burma

Pakistan
Pakistan

Burma

Thailand
Thailand
Burma

Thailand
Surinam
Thailand

Burma

Pakistan
Thailand

Burma

Thailand
Thailand
Burma
Thailandé
Pakistan
Thailand
Thailand
Thailand
Thailand
suraa
Surma
Thailand
surma
Local purchase
3urma

Total

Local purchases

DCNOR

Japan

ICRC purchases
Japan

Japan

WFP purchases
Japan
Netherlands
Onited Xingdom
Japan

Japan

Japan

Japan

Italy
Switzerland
Italy

Japan
Switzerland
Switzerland
Switzerland

Japan

Japan

Japan

Japan
Switzerland
Japan

Japan

EEC

Japan

gEC

EEC

Japan

EEC

22¢C
Australia
Switzerlanc
UNHCR purchase
Switzerland

Triancular tcansac:iions

{(incleveens)
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QUANTITY
(tons grain
equivalent)

4279.0
118.0
505.0

10863.0
135.0

1731.0

2900.0

1785.0

3929.0

9024.0

2933.0

15898.0
200.0
300.0

5000.0

S411.0

1500.0
$00.0

2313.0

1736.0
10001.0
- 3380.0

350.0
360.0
1000.0
450.0

3448.0
12267.0

3448.0
15000.0

4225.0

2500.0

200C.2

1000.0

2500.0

2080.0

1080.0

314610.2
2405.3
312205.0

314610.3

SHIPMENT OR
ALLOCATICHN
2ERIOD

July&Sept.35
1985/3¢6

July 1985
March 1986
Jan=-May 1986
February 1986
Jecember 1985
November 1985
February 19386
March 1986
November 1985
February 1985
Jdecember 19533
February 19€s
September 1985
March 1986
August 1985
February 198§
May 1966

Mazch 1985
JulyBS-Margé
Tepruary 1285
JulyBS=Fer8s
October 1935
July 1985
July 1285
fecruary 1923
March 198%
November 1935
April 19as
February 1986
Jan=vay 1386
January 19336
Ociober 19385
February 198§
Jan-Mar 1985
May 1386


http:July&Sep.35

TABLE 4c

TRIANGULAR TRANSACTIONS IN COARSE GRAINS

1985/86 (JULY/JUNE)

RECIPIENT

Angola
Ancola
Angola
Angola
Benin
dotswana
3otswana
Burkina Faso
Burkina Paso
Cape Verde
Cape Verde
Cape Verde
Cape Verce
Central Afrcican
Repuklic
Chad

Chad

1l Salvador
£l salvador
Zthiopia
Ttaiopia
Tthiopia
Malawi
Malawi

dali

vali

Hali

Mali

Mali

Ma.ii
Mozambique
Mozambique
Mozambique
Mozambigue
Mozamhique
Mozambique
Nicaragua
Nicaragua
Niger

Nige:

Niger

Niger

Niger

COUNTRY OF
PURCHASE

Zimbabwe
Malawi
Zimbabwe

Local purchase
Zimbabwe
Malawi

Cote d'Ivoire
Local purchase
Zimbabwe
Argentina

Togo

Argentina

Cameroon

Local purchase
Local purchase
Local purchase
Local purchase
Sudan

Zimbabwe

Local purchase
Local purchase
Local purchage
Local purchase
Thailand
Thailand

Cote d'Ivoire
Local purchase
Local purchase
Zimbabwe
Malawi
Zimbabwe
Zimbabwe
Zimbabwe
Malawi

Thailand
wocal pruchase
Yonduras
Thailand
wocal pu:ipase

OONOR

EEC
Austrialia
ICRC purchases
ICRC purche.as
Germany, Fed.
Gerxmany, Fed.
Norway
Germany, Fed.
Netherlands
EEC

Germany, fed.
Germany, Fed.
Switzerland

Germany, Fed.
Necherlands
ICRC purchases
Norway

ICRC purchases
Australia
Austzalia

ICRC purchases
Norway

WFP purchases
TEC

£EC

Ge:cmany, Ted.
Canada

Norway
Switzerland
EEC )
Germany, Ped.
Unitzed Xingdom
Australia
Aussria
Norvay

EEC
Switzerland
EEC

Rep.
Rep.
gep.

Rep.
Rep.

Rep.

Rep.

Rep.

Germany, Ffed. Rep.

Geraany, ed.
Italy
Netherlands
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aep.

QUANTITY
(tons grain
equivalent)

1200.0
$04.0
300.0
430.0

4000.0

1590.0

6§500.0

4000.0

17300.0
11000.0

4770.0

4800.0

1500.0

2000.0
390.0
38.0
2260.0
149.0
3600.0
£000.0
500.9
448.0
€29.0
15000.9
200.9
6000.0
6600.0
1350.0
1600.0
12000.0
10000.0
14500.0
9000.0
5050.0
1100.0
5000.0
260.0
100.0
2500.0
3067.0
$000.0
4395.0

SHIPMENT O
ALLOCATION
PERIOD

February 1
Januatry 19
Jan=June 1
Jan~June 1
3egin 1936
Jan=May 19
Jan=-May 19
Decemper 1
Jan/Feb 19
Fep/Mar 193
Jdecember 1
Apeil 1386
July 1985

January 19
198:/86
Jan=June 1
Jan-May 19
July=-Cec i
April 1986
Fecruary 1L
san=June |
Jan=iay 13
can=4ay 19
MazeJune 1
Septenper
vecember 1
April 1386
July=Dec 1
Mar-May 19
Marsh 1986
Oet/Nov 1§
Mav-July 1
Dec85=-rabsd
Jan=My 19
July 1988
September
february 1
September
lst half 1
Cctober 138
November 1

- Jan-May 1¢



RECIPIENT

Niger
Rwanda
Senegal
Senegal
Somalia
Somalia
Somalia
Sudan |
Sudan
Sudan
Sudan
Sudan
Sudan
Sudan
Sudan
Tanzania
Uganda
Uganda
Zambia
Zampia
Zambia
Zambia
Zambia
Zinbabwe
UNHCR
WEP

COUNTRY OF

PURCEASE DONOR

Local purchase Canada
Local purchase Norway
Thailand EEC
Thailand Italy

Kenya Germany, red. Rep.
Local purchase Netherlands
Zimbabwe Australia
Thailand ’ EEC

Local purchase Netherlands
Kenya Netherlands
Local purchasge Austria
Local purchase Switzerland

Local purchase WFP purchases
Kenya WPP purchases

Zimbabwe ICRC purchasges
Malawi EEC

cee EEC

Local purchase ICRC purchases
Malawi EEC

Zimbabwe EEC

Malawi Germany, red. Rep.
Zimbabwe Germany, fed. Rep,
cimbabwe Japan

Local purchase Germany, Fed. 3Rep.
oo EEC

Zimbabwe Australia

Total

Local purchases
Triangular :ransactions
(inclono-ooo)
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QUANTITY

(tons grain
equivalent)

5500.0
180.0
11000.0
2800.0
7500.0
1500.0
8000.0
38000.0
25000.0
2000.0
6950.0
2000.0
15000.0
1400.0
500.0
10006.0
2980.0
165.0
<0000.0
15000.0
200.0
560.0
$854.0
1300.0
2000.0
10000.0

376619.0
108654.0
267065.0

376619.0

SHIPMENT OR
ALLOCATION
PERIOD

March 1986
Jan-May 1986
September 1985
October 1985
January 1988
April/May 1986
February 1986
1985/86
Jan/Feb 1986
Jan=-May 1986

‘Jan=-May 1986

March 1986
Jan-i#ay 1986
Jan-May 1986
Jan-June 1986
March 19856
July 1985
1235/86
Cctober 1385
March 1985
Julv 1935

2nd half 1985
May/June 193835
2nd half l28s
Marcn 1936
July=Dec 1383



TABLE 4d

TRIANGILAR TRANSACTIONS IN WHEAT 1985/86 (JULY/JUNE)

SHIPMENT
COUNTRY OP ALLOCATIC
RECIPIZNT PURCEASE DONCR QUANTITY PERIOD
(tons grain
equivalent)
Cape Verde eos Austria 5000 Jan/feb 1
Chile Local purchase ICRC purchases 34 Jan=June
Ethiopia ces Austria 4000 May/June
Sthiopia cee Switzerland 2700 May 1386
Sthipica Local purchase ICRC purchases 1945 Jan=June
Mauritania ces Austria 4000 Jan/Feb 1
Zambia Argentina Netherlands 5000 June 198¢€
Total 22679
Local purchases 1979
Triangular transactions . 20700
22679

Source: FAO Global Informatiion arnd Early Warning Systam.
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Thus, even if trilateral arrangements may have increased in number, frequency of

approval and tonnage in the past three years, they still represent a very small percentage
of U.S. food aid.

This factor should be borne in mind when reviewing the findings and recommendations, as

well as in the case study narratives, that follow. More detailed case study narratives are
presented in Annex B.

The West African Trilaterals

The idea of a trilateral arrangement between Ghana and neighboring food deficit
countries appears to have its origins back in at least October of 1984. Discussions
undertaken by the U.S. Ambassador on the matter dated to that month, Other
communications indicate that it was first given serious consideration in February 1985.
By December of 1984, AID/W was showing favorable interest and notes that "FVA/FFP has
supported similar arrangements...which have proved to be successful in meeting African
food needs and reducing U.S.G. costs" (Working notes, Bill Lefes 1/8/86).

By late 1984, it was becoming clear that a serious focd shortage was developing in both
Burkina Faso and Mali. CRS was requesting faster deliveries of food relief to Burkina
Faso and USAID/ Ouagadougou had requested 19,000 MTN of sorghum. Of this, 7,000
MTN were to be loaded in the U.S. in late January of 1985 to arrive in Lome, Togo
on/about March 19. Two shipments of 7,000 MTN and 5,000 MTN were called forward on
January 15 to arrive in Lome in April. A.LD./W suggested that USAID/Ouagadougou
consider a barter agreement with Ghana to accelerate deliveries of food aid (State
045624, February 14, 1985). Meanwhile, the Mali situation indicated that there was a
deficit of 230,000 MTN of cereals of which the U.S. and other donor commitments were
125,000 MTN USAID/Bamako asked AID/W to increase assistance by 35,000 MTN, raising
the U.S.G. total for Mali to 80,000 MT!" The "looming disaster" terms of this request
elicited a response from A.L.D./W advising consideration of a barter arrangement,
although it is clear that Bamako had already been communicating with Accra on this
matter as early as January 25, 1985.

USAID/Ghana, in consultation with the GOG, felt that as much as 40,000 MTN of surplus
maize could be provided. (Later, it was determined that this was a high estimate, and
that only about 20,000 MTN would be available).

On April 12, 1985 the DCC approved a barter agreement in which the U.S.G. would
provide 9,202 tons of U.S. rice to Ghana and in return, the Government of Ghana (GOG)
would provide 15,000 MTN of Ghanaian maize (corn) to be shipped to Mali and Burkina
Faso under Title II emergency programs. Of the total amount of maize, 5,000 tons were
to be delivered to Ouagadougou in Burkina Faso, and 10,000 tons were to be delivered to
designated locations in Mali. A letter of agreement was signed between the U.S.G. and
the GOG on April 25, 1985, effecting this arrangement.

Burkina Faso

Of the 5,000 tons for Burkina Faso, the first shipments arrived on July 12, 1985 and the
last on August 3, 1985. The Ghanaian white maize was officially received by the Office
Nationale des Cereals (OFNACER). After receipt, however, it was immediately
transported to the warehouses of PVOs where it was discharged directly from the
Ghanaian trucks into the warehouses as follows:



Amount PVO

1,000 MTN Red Cross (Croix Rouge)
3,015 MTN Baptist Mission
984 MTN Essor Familial

The grain was to be used by the PVOs to leed needy families in areas where the PVOs had
established programs, and generally only nominal fees were charged to the recipients to
help defray transport costs within the country.

Transportation of the grain to Ouagadougou was handled by the Ghanaian Food
Distribution Corporation (GFDC), the Ghanaian agent for the trilateral, through a
contract directly from A.L.D. with subcontracts from GFDC to the Ghanaian State
Transport Corporation (2,000 tons) and The Progressive Transport Owners Association
(3,000 tons), a group of independent Ghanaian truck owners. The GFDC handled freight
forwarding within Ghana and USAID/Ouegadougou contracted with SOCOPAO in Burkina
to handle freight forwarding beyond the Ghana border. A private marine surveyor was
contracted by the same U.S.A.L.D. Mission to inspect the condition of the shipments upon
arrival. Internai‘transport in Burkina Faso was the responsibility of the individual PVOs.

Mali

The shipment of Ghanaian maize to Mali was included in the agreement between A.LD.
and the GFDC for the shipment of maize to Burkina Faso. A.l.D. subsequently decided
that World Vision Relief Organization (WVRO), a PVO, should transport the grain to Mali.
Therefore, a separate sub-agreement was established between World Vision and the GFDC
to incorporate this arrangement, an World Vision paid the GFDC a fee for handling the
grain in Ghana. World Vision then contracted the shipment of grain to four points in Mali
with Super Scientific Farms, Ltd. of Ghana. World Vision's direct costs, an internal
transport cost between Bamsako and Nioro of approximately 1,768 MTN of grain, and
freight forwarding costs through Burkina Faso and Niger were included in a separate
PA/PR. The latter also included freight forwarding costs incurred by Marine Overseas
Services, Inc.(MOS), which was contracted by World Vision to organize and coordinate the
operation.3

The 10,000 tons of maize shipped from Ghana to Mali was also furnished by the GEDC out
of Kumasi. It was shipped to four loeations in Mali—Ansongo, Bamako, Gao and Meneka,
via Burkina Faso and Niger. The grain was consigned directly to WVRO, which received
the grain and inspected, stored and distributed it in Mali. The first shipments went out on
June 6, 1985 and the last on November 23, 1985.

3. Some question could arise as to compliance with the terms of the PL 480
legislation and A.L.D. Regulation 11 for the transport of maize from Ghana to
Mali under this arrangement. Section 211.4.c (2) requires reimbursement by
Voluntary Agencies to the U.S.G. for expenses incurred at their request and for
thelr accommodation which are in excess of those which the U.S.G. would have
otherwise incurred in making delivery (i) at the lowest combination of inland and
ocean transportation costs to the U.S. as determined by the U.S.G. and(ii) in sizes
and types of packages announced as available (A.1.D. Handbook Nine).
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The Southern African Trilaterals

In September of 1985, USAID/M'aputo recornmended a trilateral transaction of 40,000

metric tons of white maize from Zimbabwe and Malawi. This was subsequently reduced to
an approved level of 10,000 MTN.4

There were several long delays in the approval process which ultimately led, after
approximately nine months, to a signed agreement (see Section IV below). On June 13,
1986 an agreement was signed between the U.S.G. and the Government of Zimbabwe (and
countersigned by World Vision)® which provided for the delivery of 7000 tons of Zimbabwe
white maize to Mozambique. These transactions came to be known locally as "Tripartite

Round I". Grain deliveries from the GOZ Grain Marketing Board to World Vision began
five days later.

Slightly later, on July 24, 1986, a similar agreement involving 3000 tons was signed among
the U.S.G., the Government of Malawi and World Vision, reflecting a ten-month
decision-making and approval process. Deliveries from ADMARC, the GOM grain
marketing board, to World Vision of 90% or approximately 2,700 MTN were supposed to
begin immediately. As will be seen, deliveries of Malawi white maize under this
agreement were still being made to end-users in Mozambique in February, 1987, when the
study team was in the field, and in April, at the time of writing this report.

Based primarily on the successful and speedy implementation of the
Zimbabwe-Mozambique portion of "Round I", (see Figure Ila & b) and the continuing
emergency situation in Mozambique, the DCC approved a second
U.S.G.-Zimbabwe-Mozambique trilateral on December 24, 1986. Negotiations with the
GOZ about the terms of the wheat/maize swap under this transaction took about two
months. The agreement was signed on February 20, 1987, and delivery by the Grain

4, Maputo 2614 and Maputo 1063.

3 In "Round II", as will be seen, World Vision was left out. Even in Round I with the
U.5.G.-GOZ agreement, it was not clear at first whether it was appropriate for a
PVO to sign as an equal party to the agreement. As was the solution for the
Zimbabwe agreement, in the Malawi trilateral agreement World Vision was
included as a signatory on a separate iine. A point raised by most posts visited
was the fact that in none of these arrangements is the recipient country a
signatory to the agreements. So, technically, they are not legally obliged to
receive the commodities specified, and are not bound in any other way to honor
the agreements. Where the PVOs have been included as intermediaries, as in the
Southern African trilaterals in Round I, it is the PVO that makes the agreement
with the recipient country. However, in Round II, this was not the case, and the
agreement is still only between the U.S.G. and the GOZ, not including the GPRM.
So far, this does not seem to have caused any problems. However, if the recipient
country were a party to the agreement, it would be possible to include policy
performance objectives, and to clarify issues of ownership and title such as those
that are raised at the end of the West African case study narrative in Annex B.
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21 Mar 86
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11 Apr 86

11 Apr 86

11 Ap: 86

7 May 86

31 May 8¢

13 June 85§
19 June 86
17 Jul 856

6 Aug 8§

FIGURE IIa
ZIMBABWE - TRIPARTITE - |

Maputo 2614

USAID Recommends Tripartite of 40,000mt of Corn £rox
Zimbabwe/Malawi

State 088058

AID/W proposes ?FPP/W. Teazson and OM3B/ Moser travel
to region

Visit by Peazson/Moser

Maputo 1063
USAID Recommends Tripacztite of 10,000mt of Corn

World Vision Operatiocnal Plan fcr 10,000mt Cozn

Barace 2264
Proposed Language for Agreement

State 142634
AID/N¥ Approves 7,000/3,000 Split

State 171219
AID/A Approves Language £or Agreelent

Agreexent Signed
Grain Delivecies 3egia =o World Vision
3,0283c Delivezed to AVI

4,750a: Delivezed
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24 Jan

27 Jan
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18 Peb

20 Ted
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87
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FIGURE IDb
ZIMBABWE - TRIPARTITE - 1

State 3197639

PL 480 Title II Emergency Approval

(DCC approved vheat/maize swap - 3,372 mt vheat
3,000 nt maize)

Harare 0134
Thzee options on swap for AID/W consideration.

State 022053
AID/W chooses option A and approves negotiation
with GOZ.

darare 0471
GOZ confirms its agreement ze option A. USAID
requests authorization to sign.

Barare Q0797
USAID requests authozization to sign.

tate 047351
AID/W authorizes signing of agreement.

Agreement signed in Eacare.
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Marketing Board was to begin in three days. In this case, World Vision was not included in
the agreement, and the GMB was responsible for delivery to the appropriate GPRM
agencies.

On September 26, 1986, a trilateral agreement between the U.S.G. and the Government of
Kenya was signed for the provision of Kenya white maize for emergency feeding programs
in Sudan. Although this trilateral is not included as a case study here, it has had an impact
on the approval of a subsequent trilateral involving Kenya and Mozambique; a discussion
of the background to this decision-making process follows.

By February, 1987, there was considerable discu:sion and cable traffic concerning a
further trilateral transaction among the U.S.G., “imbabwe, and Mozambique. However,
there was an equal amount of discussion about whether or not Kenya could beat
Zimbabwe's maize prices, and also decrease the delivery time to affected areas in
Mozambique—and attendant transport costs—by sending its maize by ship down the coast
from Mombasa. These discussions were taking place during the team's visit to the field,
and in fact, REDSO/ESA requested that the team visit Nairobi to get the details on the
Kenya case for cheaper and more prompt delivery.

Shortly after the team returned to Washington in March, the DCC approved a 22,000
metric ton trilateral transaction to provide white maize for emergency feeding in
Mozambique. Despite the case that Zimbabwe had made regarding its ability to provide all
or part of this maize, the decision was to use Kenya as the "exporting" country.
USAID/Nairobi and REDSO/ESA had argued successfully in cable traffic that Kenya white
maize could be procured more cheaply in a barter arrangement than could Zimbabwe
white maize. They also posited that this Kenyan maize could possibly be transported more
efficiently by sea from Mombasa to Mozambigan ports, and that this would be cheaper and
faster than transporting Zimbabwe maize vverland. )

It is only fair to note that this possibility was discussed during an earlier visit of
high-level A.L.D. officials to Kenya and that the DCC approval took place in close
proximity to a visit to the U.S. by Kenya's President. Further, at the time this decision
was made, relations between the U.S. and Zimbabwe were still poor, and the bilateral
A.L.D. program there had still not been restored. There was also a desire on the part of
USDA to establish an export market for wheat in Kenya.

With the exception of the problems experienced with delivery of Malawi maize on
schedule, which will be discussed in further detail bel»w, these trilaterals have been
relatively simple to implement, once approval has been given by the DCC and agreements
have been signed with the respective exporting countries.



II. THE PRO'S AND CON'S OF U.S.G. EXPERIENCE WITH TRILATERALS

In this section, we will discuss specific issues of timeliness and cost, giving our findings
both pro and con. We also present our assumptions concerning the developmental impact
of these four trilaterals on the exporting and receiving countries, including domestic
policy and external policy and trade considerations, suitability of commodities provided in
terms of nutritional status and taste preferences of beneficiaries in the recipient
countries, and impact on investment in infrastructure in the respective regions. These
rubrics essentially cover the "pro's" of such trilateral arrangements,

Next, we will discuss the "con's" as they may have been determined from these same four
cases. Here, what will be covered are: the market development interests of the U.S.G.,
the potentiel inhibition of normal patterns of intra-regional trade, the matter of loss of
U.S. "identity" of the food provided to beneficiaries, and finally, the matter of the
complexity and burdensome nature of negotiations and approvals of trilateral
transactions, These issues were initially identified in the scope of work for the study,
and most of them turned out to be relevant as the study research was being carried out.

Beckground

It was difficult for the team to obtain reliable composite data about how long it takes to
get U.S. relief food to the ultimate beneficiaries under normal bilateral arrangements
either in emergency or non-emergency Title II situations. This is in part a result of
differen‘ agencies of the U.S.G. collecting and storing different data sets. Additionally,
what might seem fairly recent data~from FY 1985 for example~—are downloaded from the
system in A.LD.. Those responsible in the U.S.G. believe that food originating in
U.S.G.-owned surplus stocks, and shipped from Gulf ports on American vessels, can reach
ports of entry of countries with hungry populations in about three months from the time
the request is approved. Sometimes, in severe emergencies, vessels loaded with food
destined for other countries are diverted at sea to ensure quicker delivery to those most
in need. Many of those interviewed in the field indicated that if all food aid requested
actually arrived on schedule, the local system would be incapable of handling it.6

It should be stated that U.S. humanitarian assistance, and the willingness of the American
public to contribute for such assistance—through government and private-sector

initistives—is quite well known. As noted in a recent A.L.D.-funded evaluation of African
emergency food assistance,

"In an extraordinary effort, the United States through public and private initiative
shipped over three million tons of food, matched by another three million tons
provided by the rest of the world [during the 1984-85 African drought]. This
immense response saved millions of lives and reduced the suffering of millions
more. Despite the heroic effort, however, many died and hundreds of thousande
suffered severely" \Devres, et al, 1986).

e

. Recently better methodologies have been developed for assessing food needs, and

for scheduling emergency aid to meet them. Some of this work has been funded
by A.L.D. and carried out by Laura Tuck under a Food Needs Assessment Project.
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In support of this effort, many American interest groups—including farmer-based
organizations and private voluntary organizations—were very active in lobbying the
Congress for more and quicker commitments of emergency food assistance for Africa.
These same groups are active each year in insuring that the PL 480 legislation continues
to be backed up by suitable appropriations, including for Title II.

The "Pro's"

Timeliness of the Four Case Study Trilaterals:

How, then, do these four trilateral arrangements rate in terms of some generally
acceptable norms for timeliness of emergency food aid programs? Here, we must take as
the baseline the date on which the DCC approved the transaction, since this can be
identified readily for bilateral as well as trilateral arrangements. For the two trilaterals
involving Ghana, it is easier to determine relative cost than relative timeliness (see Annex
C). For the bilateral program with Mali the previous year under Title II, Section 206, there
does not seem to be a radical difference (see Newberg, Morton and Harmon, 1985). Here,
the approval procedure is somewhat different, and took about two years, since and PID
and PP had to be developed and approved. The Program Approval Date for the
transaction was June 15, 1984, and the TA was signed in July, 1984, Deliveries in year II
were loag{led in September in the Gulf and began to be received at the port of Abidjan in
October.

For Southern Africa, the bilateral comparison used for a "normal" Title II program is that
implemcnted for Mozambique by World Vision during the same time period as the
trilateral. Here, w2 were able to obtain comparative cost estimates from World Vision,
but did not discuss time comparisons in great detail. The World Vision staff interviewed
indicated that in both instances, their perception was that delays occurred first at the
Washington level, in the approval process for both transactions. They also discussed
problems with the bilateral in terms-of the appropriateness of the commodities
included—vyellow maize is included, along with beans and oil—as well as the
appropriateness of the volumes and types of containers used. WVRO's contention, which
seems to be borne out by the team's research, is that the developmental impact of the
bilateral could be enhanced considerably if, for example, oil were shipped in larger drums,
and then repacked in smaller drums made in Southern Africa, even perhaps in Zimbabwe.8

7. One of the members of this study team was present at a 1985 donor committee
meeting with the GRM where the issue of port congestion and rail and truck
constraints for moving food relief commodities to Mali was discussed in some
detail. In connection with the 206 commodities, the USAID/Bamako Agriculture
Officer came to Washington on TDY at least once to try to speed up the delivery
of these U.S. commodities. AID/M/SER/ OP/TRANS indicated that the FY1985
data base had been downloaded so these data were not readily available for
FY1985, year I of the 206 program.

8. Their supposition was that it would not be any more expensive to ship the oil in
bulk fror the U.S. to Beira, then ship it in bulk by rail through the Beira Corridor
to a point in Zimbabwe where it would be repacked in locally made, smaller
containers, and then shipped to Mozambique, than it was to ship it in five-gallon
drums from the Gulf as is currently the case.



World Vision argued, as has been noted elsewhere, that while the trilateral with Zimbabwe
had gone very fast and expeditiously, they were now having more and more difficulty
getting approvals for the various steps while implementing a number of other trilaterals
for other donor countries. - Thus, they suspected that subsequent trilateral arrangements
negotiated by the U.S. with the GMB would experience delays as well, as more and more
demands were placed on limited infrastructure. It was asserted during our visit in
February that all freight space on the railroad was booked up through July.

As has been seen, the trilateral involving Malawi was much slower when it reached the
implementation stage. At the time of this study, all the maize had finally been received
by World Vision, although deliveries in Mozambique were probably still being made. The
extenuating circumstances accounting for this will be discussed further in Section 1V,

In summary, in two of these trilaterals—the U.S.G.-Ghana-Mali, and the
U.S.G.-Malawi-Mozambique transactions—deliveries were slow and took a number of
months despite the relative proximity of the source of supply in the exporting country. On
the other hand, the U.S.G.-Ghana-Burkina Faso trilateral deliveries were completed: in
four months, and those for the U.S.G.-Zimbabwe-Mozambique transaction were completed
within two and a half months, which seems to at least equal the fastest estimates for
bilateral programs, where the commodities come ex-Gulf and on U.S. bottoms.

Cost

Cost-effectiveness of all four trilaterals studied is analyzed in detail in Annex C. Since
thare are many variables to be factored in, we refer the reader to that Annex rather than
summarizing the results here.

Developmental Considerations—Domestic Policy, Market Development and Trade
Implications:

Impact on Policy Reform in the Exporting Country

One of the points argued in favor of trilaterals by A.L.D. in its on-going dialogua with
USDA, is the positive impact of such arrangements on policy reform in the exporting
developing country. A draft Action Memo to the Assistant Administrator for Africa
providing the justification for the Southern African trilaterals, noted that such
arrangements could reinforce and reward agricultural policy reform initiatives in
Zimbabwe and in Malawi that had been encouraged by other A.l.D. programs.

The question of whose policy reform and policy dialogue achievements were most
appropriate for reinforcement was an issue raised both in USAID/Zimbabwe and
USAID/Kenya when they were competing for a possible Round III trilateral.
USAID/Kinshasa raised policy concerns during the pre-Round I exchange of cables, arguing
that the vaunted incentive prices for producers in Zimbabwe mentioned in the
introductory cable by the FPPO were really inappropriate price subsidies.

The memo outlining the advantages of using U.S.-owned local currency in the Ghana
trilateral transactions does make points about reinforcing policy reform objectives as well
as solving U.S.G. excess currency and Ghanaian debt payment problems. However, in the
written documentation, it is interesting how few of the many pages we were provided
from cable traffic and memoranda address policy implications of trilateral arrangements.
Yet, trilaterals in themselves may, as we have seen, support existing policy reforms, as
well as help to generate new ones.



In fact, given the eagerness of surplus-producing countries to enter into trilateral
arrangements, it is plausible to assume that at least in some instances, the sorts of
Self-Help Measures (SHM's) required in Title I/III agreements could be included at least as
side-letters to trilateral letters of agreement. With AJ.D.'s continuing emphasis on
pcliey reform in Africa, and the new orientation toward integrating food aid more fully
into development program planning, this would seem -an attractive possibility. Thus,
policy progress would continue to be reinforced through trilateral arrangements, vhile
additional policy strides could be encouraged at the same time. All of this assumes,
however, an effective, on-going policy dialogue process, and might require longer periods
to arrange. Thus, policy provisions are probably not appropriate for the ideally short
timeframes of Title Il emergency situations.

Trade and Price Impacts

There is now a general consensus that the most critical elements in the development of
commercial export markets for U.S. commodities in developing countries are rapic
economic development and rising per capita incomes. In this context, the question that
arises with respect to trilaterals is whether the fostering of intra-regional trade and the
development of regional infrastructure for commercial transactions is in the long-term
interest of the U.S.. In the context of Eastern and Southern Africa, there is the question,
if Zimbabwe and Kenya could develop viable regional commercial markets for the
products which they have a comparative advantage in producing e.g., maize, could they
become commercial imporiers of, for example, wheat?

In the case of Zimbabwe, it is clear that wheat consumption is constrained to an unknown
degree by a system which rations wheat to commercial millers and bakers. This pent up
demand will clearly expand as incomes rise and urbanization occurs. It is also clear that
expanding domestic wheat production is expensive because current production is
constrained by irrigation development. There is at least a plausible case to be made for
U.S. encouragement of white maize exports as an engine of growth. While it is difficult at
this point to marshal hard empirical evidence in this regard, development theory supports
this notion. If regional markets develop for some products, there is a real likelihood that
more trading patterns could develop.

In many respects, the analysis of a trilateral food aid transaction is similar to that of
bilateral transactions in terms of trade impacts. There are, however, some differences
regarding market development impacts. The appropriate questions are the following:

° What impact would/does the transaction have on world prices and prices in the
recipient country?

° Is the commodity movement in addition to trade or does it partially or completely
replace a potential com mercial transaction?

° Does it have the potential to increase U.S. market share even if total trade is not
increased? (This addresses the issue of competitiveness.)

° Does it compete for transportation and handli.g facilities that could be used for
commercial transactions?
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° What are the competitive dimensions of the transaction in terms of other

exporters?
° Does it contribute to reducing U.S. stocks?
° Does it have the potential of developing long-term commercial markets for U.S.

commodities?
° Does it contribute to U.S. humanitarian and overseas development (aid) objectivas?

These questions are general with respect to food aid—bilateral or trilateral. Given that a
trilateral involves both surplus and deficit countries, the following additional dimensions
need to be addressed:

° Is the market development potential greater (or less) in the target (recipient)
countries or the intermediary (exporting) country?

° If both countries are in the same region, does the transaction have regional
developmental and/or market implications? '

) Does reducing surpluses in the developing country (as well as the U.S.) make a
positive development impact? '

° What are the implications of the potential loss of product identity in the recipient
country?

The impact of food aid transactions on world prices is a function of (a) the size of the
transactions relative to commercial trade; and (b) the degree of market separation
between commercial and concessional markets and impact of stock overhangs on world
prices. Food aid in general and trilaterals in particular have not, in recent years, been
sufficiently large to impact significantly on world prices. The critical question for
market separation is whether constraints such as availability of foreign exchange would
otherwise limit or prevent a commercial purchase by the recipient. This is also the
central question in the additionality debate. Accumulated evidence, mainly anecdotal, on
food aid in general suggests that food aid is somewhat (10-308) additional but does to
some extent replace commercial transactions. Even poor countries with severe
constraints assign very high priority to food supplies. The major difference in a trilateral
is the question of whether the intermediary country would otherwise have dumped its
surpluses on world markets. The offsetting question is whether that country would have
commerecially purchased the U.S. product in the absence of the trilateral. In the case
Studies under consideration, the magnitudes are so small that either eventuality would
have had negligible impacts.

The question of domestic price impacts in both countries is a function of domestic policies
and would be the same for both bilaterals and trilaterals. In sum, issues of price impacts
and additionality are sufficiently similar in both cases so as not to allow differentiation
between bilaterals and trilaterals.



The third and fifth question are best answered together. Food aid has the potential
advantage of essentially tying the recipient country to the donor source. In this sense it
should improve the U.S. share of total world trade to the extent that the transaction has
some additionality. If there is no additionality, i.e., the country (Zimbabwe), would have
bought wheat anyway, the U.S. still could increase its share to the extent that the country
would have bought from other importers instead of the U.S. This, however, is a tricky
argument because we have no way of knowing what the total volume of imports would
have been. This question has troubled all analyses of bilateral food aid. Given the
partici »ation of other exporters in trilateral transactions, particularly Cansda and
Australia, the U.S. needs to remain active to keep a competitive position in the
potentially emerging wheat markets in Eastern and Southern Africa. In other words, if
there is to be the possibility of longer-term market development, U.S. participation in
trilaterals may be compelled by & competitive imperative, in addition to aid ard
humanitarian objectives.

Food aid does potentially compete with commercial transactions for space in limited
transport and handling facilities in many developing countries. In this regard, trilaterals
may be advantageous in that regional trading patterns are likely to be distinetly different
from international patterns. For example, shipments from Harare to Biera are not
competitive with potential commercial shipments to Maputo or into Zimbabwe via South
African ports. How severe transport constraints are would vary from country to country,
but certainly here trilaterals could have an advantage.

The question of whether trilaterals reduce U.S. stocks is the same as for bilaterals. It
depends on the (additionality of the) transactions: given foreign exchange limits in both
Zimbabwe and Ghana, it is likely that the trilaterals studied did contribute to the
reduction of U.S. wheat stocks. Conversely, of course, direct food aid shipments of
yellow maize to Mozambique, Mali and Burkina Faso would have reduced corn stocks.
Thus, the stock question must be answered in terms of the relative burden of stocks of one
commodity versus another.

In summary, the trade impacts of bilaterals versus trilaterals are likely to, on balance,
even out. To date, trilaterals are su‘“lciently small so as to have limited impacts on price
and world trade volume. If the ag(..gate volume of food aid remains reasonably stable,
shifting volumes from bilaterals to trilatera's should have limited global and U.S. market
share impacts.

Market Development Impacts

One dominant objective of U.S. policy under PL 480 is long-term market development.
There is considerable qualitative (and anecdotal) evidence that countries in the early
stages of economic development which consistently receive food aid shipments, develop
trading patterns and national tastes for the donor product. Japin, South Korea and
Taiwan are often and appropriately cited as examples. There is also similar preliminary
evidence developing in Africa for rice and wheat. Thus, concerns about the potential of
trilateral food aid for longer-term market development are well taken. This issue was
raised in many of our discussions.
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In the case of Southern Africa, the question directly put is, is the potential for the
eventual development of commercial wheat exports greater in Zimbabwe and Kenya than
one for yellow maize in, say, Mozambique? Informed opinion, plus analysis of income
growth and urbanization patterns clearly suggest that it is. The shipment of a clearly
non-preferred product to a country is very unlikely to develop long-term markets. In this
general sense, the U.S. seems better off to trade wheat for maize in Zimbabwe than to
ship U.S. corn to Mozambique. It seems better to effectively meet a country's direct and
preferred food needs, even if this is done indirectly. Thus, on market development and aid
grounds, the trilateral appears to have an advaniage if the recipients' food preferences
are not for available U.S. commodities. -

This argument, however, probably holds less force in Mali and Burkina Faso where the
barter commodity (white maize) was not the preferred commodity. If millet is the dietary
preference for the semi-arid area, then that transaction would more than likely have to be
justified on the basis of efficiency (timeliness) and cost-effectiveness. However, the
potential development of a long-term commercial market for rice in Ghana and other
West African countries would still be a factor. Given increasing rice deficits in West
Africa, this is an important consideration.

In sum, the market potential of trilaterals versus bilaterals really depends on a careful
analysis of long-term demand potential in the intermediary country for U.S. products
versus the potential in the target or recipient country. In the case of East and Southern
Africa, the potential for a commercial wheat market clearly seems larger than for yellow
maize. The same is likely in West Africa for both rice and wheat.

Nutritional Appropriateness and Taste Preference

One of the positive characteristies of trilaterals most frequently stressed by those who
support the development impact potential of such arrangements is that they facilitate the
provision of locally appropriate commodities to food aid recipients. There have been a
number of stories in the past of famine-stricken people in various regions of the world
who refused to eat donated food because they didn't know what it was, didn't know how to
prepare it, and/or because it was spoiled by the time it reached them. Alternatively, it
has been asserted that, in some instances, the reason it is nutritionally better to provide
cash for work than food for work is that recipients will sell the food wage in the market if
it is an unfamiliar commodity in order to obtain fcods that t{hey find more palatable
and/or that they will spend the proceeds on foods that are more nutritionally appropriate
in terms of the rest of their diet (LeFrank, 1986).

Perhaps fortunately, the extent to which starving people will avoid unfamiliar foods has
not been formally quantified. Still, there seems to be a certain amount of anecdotal
information to this effect. In any event, it seems fairly clear that a food which people
are used to, and know how to prepare with the means at their disposal is more likely to be
appreciated—and eaten—than one that does not have these characteristies.

In the Southern African trilaterals, the fact that white maize, the kind preferred by
people in Mozambique and elsewhere in the region, was an appropriate commodity for
food relief from the point of view of dietary preference is fairly clear. On the other
hand, GPRM officials and PVO staff indicated that it was undoubtedly true that people
would eat yellow maize if they had to, and as we have seen, the U.S. was providing yellow
maize in Mozambique under the regular bilateral program implemented by World Vision.
Still, in this region, the preference for white maize is clear and widespread.



In Burkina Faso and Mali, however, the situation is somewhat less clear-cut. In some of
the regions of Mali to which Ghanaian white maize was shipped under the trilateral, millet
is the generally preferred food. Millet is also a more frequently produced cereal in
Burkina Faso. Still, white maize is eaten in both countries, particularly in the south of
both countries (white maize can be found in markets in the north, but it is not common),
whereas rice is a food more characteristic of urban tastes. Yellow maize, in any event, is
not generally available or eaten anywhere in either country.

To some degree, despite the nutritional arguments, and the realities of taste preference,
the type of commodity provided remains more a political question than anything else. As
we noted in the background section, there are many American farmers who feel positively
about their surpluses reaching hungry people in disadvantaged countries, but who are not
so positively inclined to providing the produce of other countries and other farmers. At
the same time, there are many who share the point of view that if people are really in
need, they should take whatever is offered, like it or not.

Subsidiary to these political questions, or perhaps underlying them all the while, are the
questions of market development that have been addressed above. But it seems fairly
clear that even if people will eat U.S. yellow maize when they are starving, they will drop
it as soon as they have an alternative. Thus, unlike the evidence for U.S. wheat, practice
encouraged by PL 480 and other import sources does not seem to have much potential to
encourage a lasting change in taste preference to yellow maize. The lesson, therefore,
seems to be to develop markets for wheat and rice instead, and for yellow maize where it
can be imported for animal feed.

Infrastructure Development

A theme often stressed by those who support regional development in A.LD., and the
SADCC initiative in particular, is that of infrastructure development within the region.
At a recent conference on Southern Africa, a number of papers addressed this issue, from
several points of view. During our field visits, we raised this question in each country, but
it was regarded as most significant only in the cases of Zimbabwe and Mozambique, in
terms of the impact of the Republic of South Africa—and Renamo (MNR) insurgents—on
the ability of Zimbabwe to export its surpluses, and of Mozambique to receive and
distribute them. Zimbabwe commercial farmers also discussed with us the problem of
limitations to irrigated wheat production, and matters of irrigation in general.

The impact of the Republic of South Africa on agricultural trade in the region is discussed
in some detail in a recent paper by Michael Lipton. In the end, Lipton argues for greater
resource allocation to agricultural research in the SADCC region, rather than to attempts
to circumvent the virtual South African monopoly on transportation infrastructure in the
region.d Certainly, it is beyond the means of the Front Line States at the present time to
duplicate the infrastructure controlled by the Republic. They are presently
spending—especially the GOZ—quite high percentages of their limited budgetary resources
to protect the Beira Corridor, and contribute to the Corridor project.

9. See ipton, September 1986 and H.H. Patel, 1985 for a discussion of the influence
of South Africa on Zimbabwe's foreign policy, and Patel, 1986 for a discussion of
the Republic's influence in the region.



In terms of the trilateral transactions discussed, South African decision-makers had the
ability to decide to divert ships bringing the U.S. wheat for Zimbabwe or Malawi from
Durban, the intended port of entry in both transactions, to Port Elizabeth or some even
more distant port, either on the basis of real congestion issues or simply as a nuisance to
the intended recipients. It was felt by representatives of the Zimbabwe GMB that this
might pose problems for the profitability »f further trilaterals.

The discussions regarding irrigation development in Zimbabwe to enable increased
production of irrigated winter wheat tended to center around the cost of such
infrastructure development, and the resultant increased costs of production, as well as
Issues of equity as between white commercial farmers and communal farmers (Blacks). A
new loan program had, in fact, recently been initiated by the government to enable
communal farmers to develop small scale irrigation for wheat production, but loans were
apparently not being taken up with too much enthusiasm. A further issue was the ultimate
limits to irrigation development in Zimbabwe, regardless of cost.

Generally, even the representatives of the Commercial Farmers' Union indicated that
they realized that there were definite limits to the development of irrigation in the
country—they are quite concerned with conservation in general—and also knew that
irrigating wheat is not cost-effective, given world prices. Still, they are not keen about
an import policy that would favor importing cheaper wheat and thus encourage
diversification of irrigated production. There is a remnant of the "bunker mentality" that
arose during the UDI (Unilateral Declaration of Independence) period, which in part

relates to contemporary worries about South Africa's control of the long-distance
transport infrastructure.

Somewhat ironically, given the present problems with Renamo, Mozambique is the SADCC
country charged with infrastructure planning for the region. In this context, it benefits
from the services of some expatriate technical assistance from the U.N. as well as from
AlLD. To the extent that emergency conditions continue, and that the many donors
providing food aid to Mozambique become increasingly frustrated by limited transport and
storage capacity, these donors may become more inventive ard more supportive of
funding to resolve these problems in Mozambique itself and in the region as a whole.

Meanwhile, the EEC has designed a regional food security project which is estimated to
require $200,000,000 in donor contributions. The EEC is guaranteeing the costs of the first
year or two, including setting up an office in Harare and costs of technical assistance.
This project, if fully funded, will have a significant impact on storage infrastructure, and
might have a spin-off effect on transport. To the extent that Zimbabwe surpluses keep
going to feed Mozambique—and are also exported commercially—this project, and the
trilaterals themsclves, may be seen as providing further impetus for such regional
projects. These kinds of price-tags, however, are certainly inhibiting.

In Francophone West Africa, there have already been a number of efforts to initiate

regional trade incentives, including those of ECOWAS, the West African Economic

Community. There are tariff sgreements and other incentives already in place, and the

CFA zone also facilitates intra-regional trade. However, there are also

government-regulated price differentials for freight rates that have, as may be seen in

Annex C, deleterious effects on the abilities of some of the countries, such as Mali, to get
st service for delivery of their imports from coastal ports.



while one of the sectors under the original Clu:-CILSS agenda was improvement
regional transport infrastructure, donors have not been able, on the whole, to come
with funds in the magnitudes required. Improvement of roads under the A.D.
appropriations was a nbete noire" for several years, although such improvements were
the top of the list of each host country. It was felt that infrastructure investments w
inappropriate under the A.D. policies then in place. Rural roads for farm to m
purposes are the exceptions. The Parakou-Niger border road in Benin is another.

aterals tend to encourage infrastructure development

will, in turn, tacilitate intra-regional trade seems to be neither confirmed nor denied
the evidence from these four cases. The problems encountered in the dclivery
trilateral maize from Zimbsbwe to Mozambique are endemic to the present situation
the latter country, and cannot be resolved by increased frequency of trade along '
routes. Donors in Mozambique are, however, experimenting with various means
delivering relief food to shallow ports between Beira and Maputo, so as to mind
problems caused by the MNR insurgents. According to those with whom we met,
experiments were extremely expensive, and not very successful. In West Africa,
problems of the policies of the land-locked Sahelian states in terms of port co
rail rates and competition for rail and truck capacity are unlikely to be resolved
additional use of the already-strained infrastructure, since funds and—in
instances—the political will are lacking to alter the present situation.

In summary, the idea that tril

vidence from the West African trilateral cases that the recipient coun
have done better to receive U.S. commodities shipped from the Gulf
trucked over more normal routes, e.g., from Lome. Yet, as the case study points out,
of the major advantages to the economy of Ghana was that the national truck fleet
Ghana was greatly improved. High rates paid to contracted truckers in CFA
allowed them to purchase spare parts and new tires, as well as fuel for which little forl]

exchange would have been available without the transactions.

There is some €
might, in fact,

The "Con's"
Lost U.S. Export Opportunities

All of the cases included in this study have similar basic charecteristics. The tat
country (e.g., Mozambique, Mali, Burkina Faso,) had an acute food shortage of a prele&t

staple food commodity but lacked the foreign exchange to purchase necessary quan
on world markets. In the case of Sudan, there was not an acute food shortage in
e of civil strife.

country as a whole; rather, there is a problem in the South becaus
U.S. decided, for various humanitarian reasons, that food aid to the target country
appropriate but it did not have (surplus) stocks of the preferred commodity available

immediate shipment.




An adjacent or close-by developing country had stocks of the preferred commodity but
could not afford to give the surplus away and would not accept its neighbor's local
currency for commercial purchases.l0 This adjacent country also had the need for a
commodity the U.S. had available. To meet the target country's food aid need, the U.S.
had at least three options: (1) ship a non-preferred commodity directly to the target
country; (2) purchase for cash the preferred commodity from the adjacent country and
ship it to the target country; or (3) trade (barter) a U.S. commodity to the a development
issues. It is noted that the U.S. really only considers options 1 and 3. Therefore, it is
really a comparison of bilateral versus trilateral food aid. But it is noted that other
donors use option 2 extensively (see Section M). This factor is recognized in the
subsequent discussion of trade competitiveness issues.

The immediate issues are: (1) the effectiveness, in terms of development assistance (aid)
and diplomatic advantage, of shipping the non-preferred (U.S.) commodity versus a
preferred commodity (adjacent country); (2) the speed (efficiency) with which the needed
food can be delivered; and (3) the cost effectiveness of each option. The issue of the
delivery of a non-preferred commodity has two parts - first, how will the target country
react to a less-desired food product and second, whether a non-preferred commodity
shipment has any significant potential for long-term market development. This first part
is better answered in aid and diplomatic terms reflecting field and program judgments
which are beyond the scope of this study. The second part is addressed above and in
Annex E where the general issue of market di:velopment potential is discussed in more
detail.

The Barter Terms of Trade

The issue of efficiency (speed) has already been discussed. The issue of cost-effectiveness
hinges on two critical factors. The first is relative transport ard handling costs. This is
addressed in Annex C. The second factor is the price paid by the U.S. for the preferred
commodity. The price could either be cash or a barter swap of a U.S. commodity. This
point deserves a fuller discussion as it is critical to the relative costs of bilateral versus
trilateral transactions.

The cost of a bilateral transaction is the U.S. price of the commodity plus transport and
handling costs. The cost of a trilateral involves these but also must include the relative
price of the U.S. versus the adjacent country's commodity. Unfavorable terms of trade
significantly increase U.S. costs and involve an implicit aid transfer to the intermediary
country. This issue is best illustrated in the Southern African cases involving Zimbabwe.

10. Zimbabwe has given surplus maize to Mozambique and to Ethiopia. All of the
countries in the SADCC region are probably willing to contribute surplus grain to
a grain storage activity for regional food security as and when they have
surpluses. It does not seem, from the evidence provided by these case studies,
that trilaterals in which the U.S.G. swaps surplus cereals for surplus cereals of a
developing country act as a disincentive to self-reliance of individual countries or
regional entities.



In Round I transactions, it appears that the beginning point was to value U.S. wheat at
FOB gulf (U.S. price) prices and to use internal Zimbabwe support prices for white maize.
As world and U.S. prices have fallen, the wheat cost of maize has risen. Stated
alternatively, the price of U.S. wheat relative to Zimbabwe maize has fallen, such that in
the most recent transaction, unit prices for a ton of wheat are less than that for maize, a
price ratio at variance with world and U.S. prices. In Round II transactions, the terms of
trade were further distorted by giving an implicit subsidy to Zimbabwe in terms of
inflated maize prices to compensate Zimbabwe for transporting the maize to Mozambique.

In evaluating the "appropriate" terms of trade, several critical questions arise if internal
Zimbabwe prices ,are above world (U.S.) prices. The primary one is - what are the
appropriate commodity prices to use—world prices for both, internal (Zimbabwe) prices
for both, or some alternative negotiated set of prices? From the U.S. point of view, world
prices for both would be most appropriate because then the cost-effectiveness question
could be directly addressed by comparing transport and handling costs of bilateral versus
trilateral cases.

However, bartering at world prices when Zimbabwe has higher internal prices means that
the Grain Marketing Board suffers a financial loss on the maize transaction which could
reduce or eliminate the willingness of Zimbabwe to participate. On the other hand,
valuing both at internal Zimbabwe prices means that Zimbabwe is paying a premium for
U.S. wheat, more than Zimbabwe would pay at world prices if it had the foreign
exchange. Also, valuing at internal prices would reduce U.S. wheat shipments for a given
quantity of maize.

Thus, there are clear disadvantages to Zimbabwe of using either world or internal prices
for both commodities. It has therefore appeared to be necessary to reduce relative wheat
prices to induce participation. (This appears to have happened in all cases in Africa
except the pending U.S.-Kenya-Mozambique swap where Kenya seemed willing at first to
accept lower maize prices to move burdensome surpluses.) As the price ratio of wheat or
rice versus maize falls relative to world (or U.S.) prices, these transactions involve an
implicit aid transfer to Zimbabwe (or Malawi or Ghana). This consideration should be
factored in to any cost-benefit analysis of bilateral versus trilateral shipments if
comparably based relative commodity prices are not used. The same issue would arise if
option 2 (purchases) were used. It is the judgment of the authors of this study that
negotiations of barter terms of trade have been location- and time-specific. It is difficult
to determine if considerations of implicit aid transfers to Zimbabwe were taken into
account. In future transactions, they clearly should be. :

Loss of U.S. "Identity" of Food Aid Commodities

During our visits to the field, we tried wherever appropriate to address the issue of the
loss of "identity" of food aid commodities since it is a common concern to those who are
wary about the value of trilateral versus bilateral food aid arrangements. Since we did
not visit end-users and were conducting our study substantially after the West African
food had been distributed, we do not have direct evidence from the beneficiaries
themselves. We do, however, have the comments of representatives of the recipient
governments, as well as those of PVO representatives who distribute the food. While both
sources may be considered to be biased, it would also have been likely that had we visited
beneficiaries and been announced as Americans, they might have answered questions with
what they thought we wanted to hear.



From the evidence we have, this seems to be a non-issue. Despite the efforts made in all
cases to mark the containers of the trilaterally provided relief goods "Gift of the United
States", in one language and form or another—and in letters sufficiently large to be
noticeable—it seems that end-users did not necessarily distinguish the source and origin of
food aid received. We have no reason to believe that bilaterally provided food aid is
better marked, or that it is somehow seen as more clearly "American" by end-users. In
both types of food aid transaction, end-users probably do associate the food received with
the PVO that distributes it. In fact, World Vision was interested in changing the terms
under which it had to mark all grain bags to be able to include "gift of World Vision", or a

similar phrase. To a large extent, labeling of this kind seems to be for the benefit not of
the end-users, but of the contributors "back home™,

Host government officials interviewed—as well as in-country USAID staff—indicated that
there was no confusion at all initiated by trilateral versus bilateral arrangements. In both
"rounds" of the Zimbabwe transactions, there were formal signing ceremonies and
attendant press releases, and the U.S.G. probably got more favorable publicity for this
effort than for a number of others—that is, credit was given both in Zimbabwe and in

Mozambique. The A.l.D. Mission in Mozambique is also active in ensuring proper coverage
for deliveries of U.S.-funded relief food.

In the absence of evidence to the contrary, the benefit in terms of good press for the U.S.
is, then, probably increased rather than decreased by trilateral arrangements, and to the
extent that the end-users know that the food they like to eat is being provided by the
US., whereas foods less preferred may be provided by other donors, this would also
amount to an added plus. The fact that the U.S.G. takes the regional strengthening
aspirations of the SADCC states into aceount and provides aid trilaterally is also a point
ot missed by the concerned governments. This is an Instance in which U.S. signals are
probably significantly less mixed than in other policy areas in the region.

On the down side, however, is the matter of expectations which were raised by initial
greements to work trilaterally. One thing that was made clear during our Zimbabwe
visit was that the Ministry of Agriculture staff interviewed, as well as the farmers and
other private sector representatives we met, felt that it was very odd that U.S. policy
®emed to be veering away from supporting further trilaterals with Zimbabwe, whose
Surpluses were, meanwhile, increasing radically. From their vantage point, nothing had
thanged ¢xcept that their surpluses were larger, they were willing to sell (trade) at world
Darket prices rather than artificially high prices as before, and the U.S.G. had evidence

that the two trilaterals already agreed to worked very well. Why, then, we were asked,
the change of policy?

T"’e representatives of both GOZ and private sector organizations were very much aware
= overall U,S, policy in the region, and the reason why the bilateral A.I.D. program had
X deen restored. They were in close touch with both A.I.D. officials and Embassy
f"-‘sonnel, including the Ambassador, and tried hard to make suggestions to the study
an for the design of trilaterals that might contain more of interest to the U.S.G., such
Yasort of combination Com modity Import Program (CIP) and food aid trilateral.



The impact of the trilaterals in West Africa on perceptions of the origins of the aid are
less apparent. Given the benefits to the Government of Ghana of the trilaterals, it is
clear that the GOG is likely to remember the arrangements quite positively, especially
given the sort of windfall that they received in terms of the foreign exchange rates over
the life of the agreements (See Annex B).

For Mali, the impact may be less clear. In Mali, the food aid donors have come together
to deal with the GRM on a variety of policy reform issues related to liberalization of the
grain market. As of 1985, the U.S. was again providing Title II bilateral aid to Mali,
although it had ceased doing SO for several years because of problems with GRM
accounting for sales proceeds. The then-U.S. Ambassador had, however, played an active
observer role in the multi-donor group even when the U.S. was not coatributing, so his
visibility was high to the GRM throughout the period in question (see Newberg, Morton
and Harmon, op. cit.).

During 1985, there was considerable concern on the part of the USAID Mission that the
capacity of the GRM institutions responsible for food aid delivery was very low, and that
there weré great possibilities for corruption. Therefore, the Food for Peace Officer
(FFPO) was trying to identify an international organization, such as the Red Cross, that
could be brought into action once commodities reached Mali. what impact this may have
had on end-user perceptions of the source of trilaterally-provided food aid is, however,
not clear. World Vision, as we have noted, was new tc the country, and therefore probably
had little name-recognition or identification with the U.S. as against any other country.

In Burkina Faso, the Red Cross and the Baptist Mission, as well as Essor Familial, had
greater longevity, and were probably well-known to beneficiaries by the time the
trilaterally provided food was distributed. Certainly, the Burkina Government was aware
of the source of the grain, and the relative responsiveness to Burkina's emergency
situation by the United States given already-strained U.S.-Burkina Faso relations due to
U.N. votes against U.S. positions. This would have applied to bilateral as well as trilateral
donations, however, so once again, it seems unlikely that the trilateral nature of the
arrangement had any major effect on the "identity" of the U.S.G. as donor. Burkina
officials commented favorably on the enhancement of regional commercial relations.

The identity question, it seems to us, is a more relevant question in the intermediary
country (Zimbabwe, Kenya or Ghana). If the above analysis Is correct, it is in these
countries that greater potential exists anyway. Here the development of trading patterns,
commercial use of U.S. products and trading interactions, seem to be potentially positive
elements for market development. In sum, the more relevant concern with product
identity should be in the intermediate country in most instances.

The Complexity Attributed to Trilateral Negotiations

As we will see in more detail in the next section, in the four case examples negotiation!
were neither particularly complex nor very lengthy. On the other hand, the review &
approval process in Washington (from the time the frilateral idea was first put forward
the time DCC approval was given) is complex and has, so far, been lengthy, although ff
seemns to be speeding up with practice.
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program is approved, whether it be a trilatera] or a bilateral one. These steps may,
obviously, be achieved more or less rapidly, depe::ding on a humber of factors most of
which are beyond the <ontrol of the field Mission(s) and host country(ies) concurned, What
further steps are necessitated if the proposed arrangement is trilateral rathep than
bilateral? Arguably, more information must be provided to A.LD./W, and from A.LD. to
the other members of the DCC Subcommittee, Once in receipt of this information,
ALD./W and the other members of the Subcommittee will have to digest it, and
determine what policy issues, if any, are raised by the adcition of the third country in and
of itself. If these are few or none, as was the case, essen tially, in all four cases examined
here, then the policy question remains the trilaters! nature of the proposal itself,

The suggestion made, given the recent signing of the trilatera] agreement, was to assist
both parties to reach satisfaction by the following mechanism:

"If...the USG were to pay only the foreign exchange costs (of the trilateral) and
the GOG to pay the cedi costs of the transport, the OPIC account could be offset
and credited with the equivalent of the $1.60 million in cedis which js near the
equivaleit of the accumulated interest and one of the outstanding notes. In the

then the Government of Ghana's payment of cedi costs of transport could be used
to cover additional OPIC payments, Both governments can also jointly search for
other cedi uses whereby the GOG could credit the OPIC account.

"This proposal would have the following advantages:

— The GOG could make an immediate demonstration of good faith in meeting
its OPIC commitment; ‘

— The foreign exchange impact on the GOG would be a pet wash — g
bookkeeping transaction with neither foreign exchange inflow or outgo, but
a reduction in external arrearages; and

which will, in turn, benefit Ghana's future foreign exchange position by
permitting partial repayment of PL 480 Tijtle I loans in cedis rather than
dollars." (U.S. Embassy/Accra)
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FIGUE II
Major steps in the Approval of Title I Emergency Aid
A/A.LD. may offer or instruct a Mission to offer emergency food assistance, or

Any cooperating sponsor may request food for emergency assistance to USAID and
forwarded to A.L.D./W with appropriate recommendations.

Missions may propose emergency programs for consideration by A.I.D./W prior to
required receipt of formal host-country requests.

Mission Director makes determination regarding ability of the ecooperating sponsor
to perform A.I.D. Reg. 11 record keeping and other requirements.

Mission provides information on: other-donor actions; location and nature of
emergency; administrative provisions for management and control of the
emergency program; adequacy of storage facilities, and assurances that
distribution will nof. result in substantial domestic production disincentives nor
disrupt normal marketing.

Where a PVO is involved, a Plan of Operation or an amended Plun of Operation
and supplemental AER are required.

PVO calls forward the commodities.
Mission cables a program summary.

A.L.LD./W prepares Transfer Authorization (TA) for signature by recipient
government.

USDA contracts with independent cargo surveying firm to obtain discharge report.

Ocean freight information provided by Mission, including schedule, port, consignee.

A.LD./W approval may also include the Office of Foreign Disaster Assistance (OFDA)
participation in the review and approval process. Emergency projects take precedence
over all other matters.

"It normally takes 90 days from date of program authorization to arrival of commodity at
nearest recipient port".

Source: A.l.D. Handbook Nine, Ch.9, p.4-5.




While this memo was written after the trilateral agreement was signed, signed, it seems
clear that the excess currency issues faced by the Embassy itself had an impact on the
favorable view taken of the trilateral suggestion made by AJ.D./W by the U.S. country
team in Ghana. This seems to be the sort of pre-condition to approval of a trilateral that

was perhaps missing in the case of the Southern African trilateral(s) that were put to the
DCC the following September.

In the latter case, the matter was taken up to the level of the Administrator of A.LD. and
the Under-Secretary of Agriculture, as we have mentioned above. Thus, it went

substantially beyond the level of the respective representatives on the Subcommittee
from the relevant agencies.

In retrospect, it is not entirely clear, at least to outsiders, why this had to be the case.
The respective representatives to the Subcommittee from A.JI.D. and USDA were voicing
substantially conflicting points of view and were not themselves authorized to be very
flexible. But there is no evidence to support the idea that in all such instances, the
decision is passed up through the decision-making hierarchy in each agency,

What is also somewhat confusing is how the issue was actually resolved in favor of
approving the Southern Africa trilaterals. At - ‘e point, within A.L.D., the decision was
made that further pursuit of *he matter with JUSDA would be disadvantageous. This
position seems to have been successfully countered by senior management of the FVA
Bureau who felt it was important to proceed. Perhaps in part this was the result of strong
lobbying from the concerned field missions.

We have no evidence of similarly high-level negotiations leading up to the approval of the
West African trilaterals. It may be inferred from documentation and interviews that the
fact that the U.S. Ambassador to Ghana was strongly behind the trilateral proposal was of
importance. Further, the excess currency issue, which the proposed trilaterals would help
to resolve, meant that Treasury, as a member of the DCC Subcommittee, as well as OMB
were probably on board. Otherwise, both agencies might have been opposed for the sorts
of reasons outlined in Section II.

On the face of it, it seems strange that the earlier approval for Southern Africa was
somewhat easier to achieve than the later one. The problem seems to have been related
to the Southern Africa Round I transactions. Since then, approval has come more quickly,
although it has not necessarily been less problematic. Opportunities have arisen for
review of the issues involved outside of the context of specific DCC approvals: for
example, the report prepared by a Presidential Task Force on Hunger in Africa argues
fairly strongly in favor of trilaterals, given certain conditions. The recommendations of
the Task Force were recently signed by President Reagan in the form of an Executive
Order, including a recommendation for greater use of trilateral transactions. The policy
decision said to be lacking on the subject would thus, now, seem to have been made. It
remains to be determined how it will be operationalized.
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m. PROGRAMMING US.G. TRILATERAL FOOD AID

Programming issues arising from a close examinaticn of the four cases included here can
be divided into three broad areas. These would then be: design (including policy
questions), negotiation, and implementation and monitoring, both by the relevant field
posts and by A.L.D./W.

While we will try to be as balanced as possible, we do not have a way of measuring or
weighing those aspects of each trilateral that seem most and least successful in any but
the most rudimentary terms—such as prompt delivery of the commodities, for example.
Thus, in our assessment of what lessons may be learned, it is possible that we may seem to
be taking a pro-trilaterel position in some parts of the discussion, and an anti-trilateral
one in others. Given the presentation of our views on the "pro's and con's" above, this
should not be surprising, however.

Approval Trends

Although the trilateral transactions we are examining here represent less than .121% of
overall Title II food aid for 1983-86, if one includes those approved in 1986-87, the
proportion seems somewhat more significant (see Table 5), Whether this really reflects a
tendency for the DCC Food Aid Subcommittee to continue to approve such individual
agreements more readily on an ad hoc basis or not, however, remains to be seen. The
recent Zimbabwe Round Il agreement for a swap of U.S. wheat for Zimbabwe maize to be
delivered to Mozambique, and that for a similar swap with Kenya represent a total of
approximately 18,250 metric tons of wheat, or nearly two-thirds as much U.S. grain
equivalent as the five prior agreements combined. However, this may be merely an
artifact of the continuing Mozambique emergency rather than a reflection of changing
opinions on trilaterals per se.

On the other hand, these approvals have been somewiiat more swift, if one starts with the
first request from the field, than were the first ones we examined in more detail in our
case studies. We return to a discussion of approvals, the policy matters which underlie
them, and the amount of time they take, at the end of this section.

Desi@l

The Regional Food fcr Peace Officer/Lusaka provided us with a summary of design and
implementation steps for trilateral transactions, as well as checklists for feasibility
determinations on the Zimbabwe and Malawi Round I trilaterals with the U.S. and
Mozambique. These seem to us to be well thought out, and to summarize some of the key
points to be taken into account when designing and negotiating—and seeking approval
for—trilaterals.

Step One: Approve in Principle

Under the heading of "Design Approval®, is to "get DCC Subcommittee to approve the
idea in principle, demonstrating a willingness to entertain the proposal of a trilateral”.
This assumes that there has been some prior assessment and/or formal analysis that has
led concerned governments and USAID Missions to believe that a trilateral arrangement
may be mutually beneficial to at least two countries, aside from the U.S.
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TABLE §

USG FOOD AID THROUGH PL 480 AND SECTION 4i6
FY 1981 - FY 1988

($ MILLIONS)

Fy Jonl &/ Fy 1982 a/ FY 1983 a/ FY 1984 a/ FY 1985 FY 1986 FY 1987 FY 1988 h/

Title 1 3.4 122.6 049.5 850.0 1,099.7 ¢/ 288.7 928.9 [/ 852.0

(of which Title I11) (21.9) (123.0) (139.4) (96.0) 1119.5)‘ (117.0) (87.0)" (95.0)
Title 11 760.3 623.9 599.5 724.0 b/ _1,060.0 d/ 158.7 e/ 534.1 535.0
wwbtotal P.L. 480 I,500.7 1,416.5 “1,449.0 I,57. 0 2,159.7 “1,747.4 “1,463.0 1,367.0
Section 416 - - 087.2 164.1 163.7 146.4 NA g/ NA g/
Food Security wheat

fleserve - - - - 21.5 - - -
Total Food Ald: - -~ 1,536.2 1,738.1 2,414.9 1,093.8 1,463.0 1,387.0

(METRIC TONS) GRAIN EQUIVALENT (000)

Title 1 3,009 3,506 4 133 4,466 5,636 6,070 6,290 5,900

(or which 1itle 111) (4 3) (611) (766) (503) (--) {--) (I-) (--)
Title 11 1,008 1,004 1,950 2,241 2,978 2,344 2,163 1,900
Suttotal P.L. 480 5613 ~5,39%0 ~6,003 =&, 707 8,614 8,414 8,453 7,600
Section 416 - - 90 179 199 293 650 g/ 650 g/
Food Security Wheat

Rleserve - -— - - 292 - - -
Total Food Ald 5,672 5,390 6,173 6,886 9,105 0,707 9,103 8,450
a/ P.L. 480 based upon Congressional Presentation (igures.
b/ Jitle 11 level Includes 1v0 million of 3150 million CY 1984 supplemental for African emergencies.
e/ 1itle 1 level includes 3175 milllon supplemental of which $90 million was transferred to Title 11 for African

Vs
Y
v

emergencles.

ltle 11 level includes 190 willion transfer from Title 1 supplemental (sce footnote c/), $60 million of $150
million CY 1984 supplemental for Africon emergencies; and $260.3 million of obligations from CY 1985 $400 million
African supplemental.

lHtle 1i level is derived from a base budgel of $650 million plus $139.7 million carryin from CY 1985 African
supplemental minus $27.95 willion resultbig from Graham-fudnan legislation and a $3.0 milllon transfer to Title 1.
Incluies a $94.2 milllon transfer from title 11,

Future year cost estimates nol avaldlable for Section 416 however, legislation mandates tonna
s *0 aldi : s t level,
£Y 1208 Congressional Piesentat fon, . P ” l



This assessment, in turn, is likely to have been based on a number of assumptions. These
assumptions focus on: disposable surpluses in on< country and complementary deficits in
another country in the same region (for another region which is accessible in terms of
transport); the availability of reasonable transport possibilities; an estimation of how long
it would take to mobilize the two developing country governments to agree to such an
arrangement; whether or not there is an available institution—probably a PVO—t¢ ~ot as
facilitator and freight forwarder; and, finally the appropriate ratio between U.S.
commodities and exporting country commodities that would be swapped under the
proposed arrangement. These kinds of assumptions are spelled out and listed as items to
check in the checklists presentcd as Figures IV and V below.

In fact, when we go back to the case study narratives, we find that there were a number
of policy considerations entering into the initial calculus behind each of these trilateral
transactions at the field level. These policy considerations include but are not limited to:
producer price supports; subsidies to parastatal marketing boards; excess currency
implications for the U.S.G.; competition amoig surplus-producing "friendly" countries in
the region, and problems associated with monetization apart from excess currency
considerations. Of these, perhaps only the issue of competition among those
surplus-producing countries having good telations with the U.S.G. is unique to trilateral
transactions as opposed to bilateral ones. The potential for political benefits of trilaterals
i terms of U.S. relationships with the exporting country seems to be one of the few
aspects of such transactions that is rarely questioned.

Step Two: Identify Participating Countries

Assuming, then, that these policy and practical concerns have been assessed, and the DCC
Subcommittee is seen by A.J.D./W to be at least potentially favorably inclined, what is the
best way to continue with the design process? Returning to RFFPQO/Lusaka's list, the
next step is to identify the third country or countries to participate. This may seem
somewhat odd—why would one be proposing a trilateral arrangement without first having
identified these countries in advance? In fact, as the case studies show, there was a great
deal of time spent deciding, and communicating about, which countries should participate
in Round 1 in Southern Africa once the basic idea of a trilateral had been broached.

As we see in the case study in Annex B, quite a bit of political pressure was exerted from
time to time during this process to ensure that Malawi would be included. Similarly, in
the more recent Kenya-Mozambique approval, cost and timeliness alone were certainly
not the only criteria involved in the eventual selection of Kenya over Zimbabwe. Malawi
did not want to participate in Round II, otherwise, the competition and political trade-offs
might have been even greater.

For the West African cases, the focus of political concern in country identification seems
to have been more on the intermediary or exporting country that was
chosen—Ghana—rather than on an array of possibilities. In all four cases, the recipient
countries seem to have been somewhat less relevant from a decision-making point of view
since, by precedent, only Title II emergency food aid recipients could be chosen. In all
four cases, solving the exporting countries' problems was at least as critical to the
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FIGURE IV
TRIANGULAR EXCHANGE: MALAWI/ZIMBABWE—USG

CHECK LIST FOR FEASIBILITY DETERMINATION—MOZAMBIQUE

1.

3.

4.

9.

Review results of Tuck assessment of immediate food needs to determine whether
or not triangular swap is needed, and can be justified solely on the basis of unmet
emergency requirement.

Verify that GPRM has no objections to maize from Malawi or Zimbabwe;
determine whether they have strong feelings about the choice of the supplying
country. If there are any perceived problem, determine to what extent these
should influence decision making re: our choice of countries to supply the maize.

Make a determination on whether or not the GPRM is willing to make the (what is
probably extra) effort to be very cooperative and businesslike, to minimize snags
that could wreck the whole deal, or cause significant implementation problems.

Make a determination on whether or not bringing maize in by rail (to Maputo,
Beria or both) would create significantly more documentation/logistics/internal
coordination problems within Mozambique than would sea delivery: i.e., can they
handle rail receipts as effectively as sea receipts, and if not, is the difference
significant.

Does the MIC have the ability to adequately determine (tally and collate) what is
received ex-rail wagons? Or is there a good chance that receipt figures will be
confused to such an extent that there will be unpleasant differences of options,
which are the results of poor record keeping by MIC and which could lead to
claim/counter claims? If the answer to the second questions is "yes" is the MIC
amenable to an independent surveyor, ané will they agree to accept his finding
provided there is no prima facia evidence that these findings are flawed.

Is the MIC amenable to all three parts agreeing on a method for reconciling any
differences of shipment/receipt figures? (For the bilateral part, a tolerance of
plus or minus 2% is standard practice, and the GPRM will probably not complain
about plus or minus 5% (1,000 MT), so that is not problem. But,if we find
ourselves in a situation where Zimbabwe says it shipped 20,000 MT, and the MIC
says we got only 19,000 somebody has to pay. Will the MIC agree on a
reconciliation methodology and be helpful?)

Can MIC agree with the supplying country's Marketing Board on who is to do
what, and will MIC clear the way bureaucratically for the shipment to come in
and be unloaded as expeditiously as possible: i.e., determine whether MIC can and
will truly, meaningfully, and actively cooperate and coordinate to the extent
possible to smooth the way for the transport.

Will MIC high level decision makers, and other appropriate GPRM officials be
willing to travel to Zimbabwe or Malawi to meet with supplying country
representatwes and USAID, or receive such visitors here for the purposes of

agreeing on all details?

Has a political risk/vulnerability assessment been done by USAID and/or Embassy
to give at least an amber light to proceeding with these arrangements?
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FIGURE YV

TRIANGULAR EXCHANGE: MOZAMBIQUE—MALAWI/ZIMBABWE--USG

CHECK LIST FOR FEASIBILITY DETERMINATION—-ZIMBABWE

1.

3.

4.

6'

Review results of Tuck assessment of immediate food needs in Mozambique to
determine or not triangular swap is needed, and can be justified solely on the basis
of unmet emergency requirement.

Determine if Zimbabwe can deliver faster, cheaper and with more guarantees the
quantities desired to the points desired, than Malawi can (technical criteria).

Verify independently GMB's ability to deliver food to Maputo through rail system,
by querying RSA, SATS, and the freight forwarder. Also, get a reading on how
much muscle the GMB can bring to bear on the timely delivery issues vis-a-vis
Zim RR and SA1s.

In light (2) and (3) and other considerations {political) that may be important,
identify Zimbabwe as the (or one of the ) supplying country (ies).

Determine if we can expect that the GMB's performance and cooperation will be
such to minimize problems, and contribution to finding timely and rational
solutions to the problems that do arise.

Determine why the pipeline of maize in Zimbabwe (U.K., Japan) has not been
delivered.

Determine whether or not Zimbabwe is willing to cooperate fully with the GPRM,
and an independent surveyor, to reconcile the receipt documentation.

Determine whether GMB and the GOZ will 'be willing to travel to Maputo to work
out arrangements, or receive the Mczambicans and USAID in Harare for the same

purpose.

Agree upon a method for determing the liability of the parties re the maize
shipment, dealing with insurance considerations. Explore performance
guarantees, and their implication on the Mozambique side of the border,



decision to organize a trilateral arrangement as was the emergency deficit situation in
the ultimate recipient countries. Put somewhat more elegantly, the developmental
concerns were, indeed, at least as important to these transactions as were the food aid
and humanitarian concerns.

Step Three: Identify an Intermediary Organization

Where an intermediary is likely to be required, this is the next step after country
selection. The two may, obviously, be related, since not all PVOs that are experienced in
Title 11 emergency food aid logistics are active in all countries. In fact, in Southern
Africa, the question of exactly where World Vision actually had offices and staff in the
region became a serious—and ultimately determinant—issue in terms of their being
selected to act as intermediary the second time around. As a result, if there is a Round
I, they will be likely to have positioned their staff and resources closer to the
administrative/governmental source in Mozambique than was the case last spring.

Conversely, in the West African cases, the fact that World Vision was selected in addition
to other PVOs, parastatal organizations, and Marine Overseas Services (MOS), related
more to their presence in the exporting country, than, their relationships in the recipient
countries.!l They did, however, express a willingness to start a feeding program in Mali.

One of the most interesting areas that was not included in the scope of work for this study
is, in fact, the whole matter of selection, actions, and payment of PVOs in these and other
Title II activities. Since the use of PVOs is mandated by the minimum tonnage provisions
of the PL 480 legislation, this becomes potentially as salient for trilateral as for bilateral
transactions, depending on when the agreement is approved and negotiated. While it is
not appropriate to explore this set of issues here at length, we do wish to note that some
basic standard of comparison should be established if the pro's and con's attributed to
trilateral are as much conditioned by the behavior of PVOs as was the case in West Africa.

Step Four: Amend Intermediary Organization's Country Agreements

A subsidiary step is to ensure that all amendments or updates to any relevant existing
country agreements for the selected PVO(s) are taken care of, so that such agreements
will allow for trilateral transactions.

Step Five: Define the Barter and Allocate Costs

This is when the Missions involved work out in detail with the third countries what they
will supply, where, who will pay freight to where, of the surplus commodity to be exported
and swapped for the U.S. commodity.

11. At some points in our data gathering on these trilaterals, it began to appear that
there were so many indigenous and expairiate organizations involved, that A.L.D.
was at risk of having paid twice for all the freight forwarding, transportation and
facilitation involved in the two trilaterals in question. As will be seen in the
annexed narrative, it is still not certain whether some duplication of payment did
not actually occur (see Annex D).
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Step Six: U.S. Costs

The sixth step is the same, but for the transport of the U.S. commodity to be received by
the exporting country. Here, consensus may be reached at the field level, but the
ultimate arrangement may be reworked or completely changed when approval to conclude
the agreement is given by the DCC, since there are a number of aspects of the Title II
legislation and attendant regulations that enter into play, especially the requirement that
a particular proportion of ocean freight for the program as a whole in any given year, to
be shipped in U.S. bottoms ("cargo preference").

Thus, if a trilateral is being negotiated early in the fiscal year, it is more likely that it
can make a better deal on the ratio of the swap if it offers to pay ocean freigi.. or inland
freight, for example. But such negotiating strategies may become of less interest to the
CCC later in tue year, if the U.S. bottoms quota has not been met. That is, sometimes it
is in the interest of the U.S.G. to make a more expensive rather than a cheaper deal,
although it is to be hoped that what is spent on the freight will be made up in other
aspects of the agreement.

Step Seven: Establish Consensus on all Terms

Here, the point is to get consensus from all parties at the field ievel for the trilateral
arrangement, given that all prior steps have been accomplished. We may note that this is
probably an iterative process, not once for all. Here, we are including the agreement of
the PVO, although in some or even most instances, this will also involve approval from the
PVO's headquarters in the U.S. or Europe.

Step Eight: Obtain Formal AID Approval

This step is crucial—"send in proposal to A.L.D./W...detailing all the arrangements...that
have been informally agreed upon, and suggesting language for the Transfer Authorization
(TA) and the letter(s) of agreement (LOAs) to be signed with the third country(ies)".
(RFFPO/Lusaka, n.d.)

Step Nine: Finalize Barter Terms of Trade

Next comes the critical question of determining how much of the U.S. commodity (wheat,
ete.) is to be supplied to the third country(ies) and under what conditions, on the basis of
some predetermined criteria. This is usually referred to as the "ratio", but more properly
should be called the barter terms of trade. As trilaterals in the Southern Africa region
have followed one upon the other, later ones have clearly benefited from prior examples,
and there is increasing competition among USAID Missions and their host countries to
become involved as supplier countries in trilaterals.

Step Ten: Obtain Formal DCC Appraval and Sign Agreements

Obtain DCC approval for the program, and the TA and LOA(s) language. If this is
achieved, the next step is to sign the TA and LOA (s), and ensure that the PVO
intermediary, if a party to the agreement, is protected by appropriate documentation.



Negotiation

Our data are better for the negotiation of the Southern African trilaterals than for those
in West Africa. As we have seen, it took about fourteen months for the DCC to approve
Round I. After that, negotiations with the respective exporting countries took relatively
little time. To quote the Mission's self-assessment for Malawi:

"All parties entered negotiations for the agreement with enthusiasm. The GOM
was pleased to have the opportunity to reduce what at that time was a surplus of
close to 100,000 MTN of maize above its strategic reserve of 180,000, World
Vision International was anxious and hopeful that Malawi would be able to deliver
the food to points in Mozambique's Tete Province...that were hard to service from
other points within the country. A.LD. wanted to assist Malawi and to determine
if Malawi could be an efficient source of servicing these areas in Mozambique and
assess whether or not the GOM's system could respond to this challenge. The
negotiations were held in a very collegial and efficient manner. GOM officials
demonstrated a high degree of professionalism in working out the details of the
exchange agreement on a range of matters from calculating the maize for wheat
ratio to working out the details of payment and shipping cost reimbursement
procedures. No significant problems were encountered in the negotiations and
this stage of the program was generally implemented very smoothly." (Lilongwe
01039)

According to the cable traffic at the time, USAID/Malawi's Director and the RFFPO met
with ADMARC to begin negotiations on April 30, as authorized by Washington.
Negotiations were reported concluded in a message dated June 5, 1986, and :uggested
language for the letter of agreement was provided. There was then almost a month during
which exchanges followed among the concerned A.l.D. Missions and the RFFPO and
‘A.LD./W about the wording of the agreement. Final language was suggested in Lusaka
3189 in early July, and the final agreement was signed at the end of the month.

These were characterized as "long negotiations” in a subsequent cable from
A.l.D./Maputo, probably referring to the whole approval a::1d negotiation process (Maputo
3252, October 22, 1986). When the negotiations themselves are considered alone, they
seem relatively quick, as is argued by the Malawi Mission.

In the Zimbabwe portion of Round I, the formal recommendation for a 10,000 ton
trilateral came from Maputo in mid-April (the start-off date, in a sense for the Malawi
trilateral as well). World Vision presented its operational plan for 10,000 tons on the same
date. This plan subsequently had to be revised, when it became clear that 3,000 tons were
to originate in Malawi. The revised plan was available May 7, the date on which the
7000/3000 ton split was approved in Washington. USAID/Zimbabwe and the RFPPO were
ready with a cable with proposed language for the agreement. Amended proposed
language was sent to Washington in Harare 2264 on April 21. The positive response came
back from Washington in State 171219, dated May 31, and the agreement was signed on
June 13. This seems to be, again, a quite expeditious procedure given the types of delays
that are necessitated simply by the exchange of cables between Washington and the field.
What is even more impressive, however, is the fact that deliveries began on June 19 from
the GMB to World Vision,



As a point of reference, we may note that in Round I, the turn around time from DCC
approval of the transaction on December 24 through signature of the agreement on
February 20 is only about six weeks. Thus, in none of these three instances does
negotiation appear to be a significant bottleneck in the trilateral process.

For the West African trilaterals, the relevant period is April 12 to June 21, when the
subsidiary transport agreements were finished for Burkina Faso and Mali. These seem to

have been negotiated as essentially one transaction from the U.S. and GOG points of view,
despite the fact that there were two different recipient countries.

Implementation

There is evidence that implementation has been smoother in the most recent transactions,
if one takes as examples Rounds I and I with Zimbabwe. In both cases, all the maize has
been dispatched quite quickly—and with a minimum of difficulty—even though during our
visit to Harare, there were complaints from WVRO that the GMB's system was becoming
overloaded given commercial sales of surpluses, and a variety of trilateral arrangements
with other donors, including the WFP,

Looking back at the two trilaterals with Ghana, it is clear that there were a number of
obstacles to smooth implementation. Obstacles arise where the arrangements are too
complicated, either because they involve too many players, and/or because the logistics
that must be designed and followed-up are more convoluted than would be the case with
"regular”, bilateral food aid. The adage "keep it simple, stupid", as USAID/Ghana was
advised, would have been advice well taken, given the benefit of hindsig'ht.12

Once implementation begins, the U.S. country team in the exporting country theoretically
has relatively little to do, especially where a U.S. PVO is the intermediary responsible for
taking title to the commodities and transporting them to the recipient country
government and/or to the end-users in the recipient country. As one such A.lLD. official
put it when asked why he was not sometimes more helpful to local staff of such a PVO in
resolving problems, "this is what the PYO is supposedly there for in the first place". In
reality, however, in at least two of the cases examined, ex_‘orting country USAID/Mission
staff did considerable monitoring and follow up.

In Zimbabwe, despite the fact that World Vision was virtually a party to the agreement in
Round I, the Mission Agriculture O/ficer and his Assistant kept in close touch with the
Grain Marketing Board, with World Vision, and with relevant Ministry of Agriculture and
other GOZ officials, to make sure that deliveries took place on time, that local currency
funds contributed by the GOZ to WYRO were made available on schedule. It is worth
pointing out that there was considerable enthusiasm within the Mission, as well as on the
part of the GOZ about the trilateral, and that relations are traditionally good between the
Mission and Ministry of Agriculture entities.l3

et t—————————

12. In its cable commenting on the draft of this report, REDSO/WA points out that
had the port congestion problems been solved at the time the food was needed,
bilateral arrangements would have beei cheaper (Abidjan 11977, May 18§, 1987).

13. USAID/Zimbabwe staff point out with some pride that part of the Round I
agreement was that the GOZ would contribute about Z$ 290,000 from local
currency sales proceeds of prior PL 480 agreements to support WYRO's costs in
transporting and delivering the Zimbabwe maize to Mozambique. This was seen as
a gesture from Zimbabwe to its neighbor and fellow member of SADCC, and as an
indication that the GOZ was reglly a full partner in the agreement.
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In its case study narrative provided for this study, USAID/Malawi assesses its own
performance somewhat sternly:

nUSAID/Malawi Performance: As the Mission's first tripartite program, our
retrospective observation is that this Mission should have realistically expected to
assuine much more of the implementation and follow-up responsibility than it did.
At the time the program was concluded the Mission did not have the staff
resources to provide monitoring and backup support to the implementing agency.
The lack of frequent Mission follow up in the early weeks of the program no doubt
also con)tributed to delays in program implementation.” (Lilongwe 01039, March
11, 1987)-

In discussions about the Malawi portion of Round I, World Vision staff based in Harare
indicated that they had traveled to Malawi numerous times in order to try to free up the
bottlenecks that were causing severe delays in maize deliveries. As the Mission points
out, one of the problems was whether or not there was any one to talk to at ADMARC,
the Malawian grain marketing organization. Just after the agreement was signed (July 24,
1986), ADMARC and WVI concluded a delivery schedule and worked out the logistics for
delivering the maize to agreed points in Mozambique. Just after that, however, there
were significant management changes made at ADMARC, and the organization was
"virtually in limbo". (Ibid.) There was nearly a three-month delay before deliveries
began. The Mission indicates that this was a sort of blessing in disguise, as the Movimento
Naciona! do Revalucas' (MNR) insurgents took over the aress into which this maize was to
have been shipped in the interim. This allowed alternative delivery points to be
determined, and only 60 tons were lost to the MNR all in a single shipment.

World Vision, on the other hand, points out that had the initial approval process not taken
so long, the MNR would still have been at staging points in Malawi, and not where the.
deliveries were to be made in Mozambique. This matter of the insurgency in Mozambique
cannot be ignored in assessing implementation of Round I trilaterals. Which countries in
the region were really supporting the MNR, or at least were seen to be doing so by the
GPRM, is also an important factor for understanding the context of implementation.

Strictly speaking, there would have been no Round I if there had been no emergency in
Mozambique, and there might not have been an emergency in Title II terms but for the
MNR (Renamo) insurgency. Further, one reason why Malawi was included more or less
toward the end of the whole Round I approval process is alleged to have been the earlier
refusal by the GPRM to accept maize from Malawi since it was giving shelter to the
MNR. Certainly, the presence or threat of the MRN insurgents has added signifcantly to
the real transport costs of Zimbabwe and Malawi maize, since trucks must go in convoys,
and the GOZ pays large sums to provide military f)ersonnel to accompany shipments on the
railcoad and on trucks through the Beira corridor.[4

14. Also, it is worth noting that because of the insurgency ("Civil Strife" conditions,
the U.S. Ambassador to Mozambique has severely restricted in-country travel by
official Americans. This has hampered efforts of the A.LD. office in Maputo to
follow up on deliveries and end use. Rather, they have relied more heavily than
might otherwise have been the case on the reports of CARE, who are assisting the
DPCCN (Department for Prevention and Controi of Natural Calamities of GPRM)
and WVRO. This, in turn, has contributed to hard feelings, since AID/Maputo's
staff feel that World Vision/Mozambique should have staff located in Maputo as
well as in Tete City, and not in Harare, as was the case when the team Vis!ted
Maputo. Since World Vision is billing AJ.D. only $33,000 out of a total project
management cost of $100,000 for "project management - Maputo" and does have
staff where deliveries are being made, this seems & moot point—again, given the

insurgency.
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Implementation lessons for cases in which there is no intermediary PYO can be assessed
only indirectly here, through the beginnings of Round I involving Zimbabwe and
Mozambique. From WVRO and A.LD. comments alone, USAID/Harare is able to deal well
with GMB, and GMB is able to be more efficient as an exporter since it is part of the
GOZ. World Vision, both on behalf of A.L.D. and on behalf of other donors, had been
experiencing considerable difficulties in obtaining clearances from the Central Bank, and
other concerned bodies, in order to continue exporting relief grain from Zimbabwe. These
problems disappear for the GMB, as a GOZ entity.

From what we have learned since our field visit, deliveries have been going smoothly
under Round II, in which they are consigned to GPRM agencies (Harare telex, April 18,
1987), We are not able, to assess the quality of implementation for this trilateral once
the grain is consigned to the GPRM given the timing of our study. Since CARE has been
working with the DPCCN for some time, it is likely that DPCCN is able to achieve

delivery readily, especially since this maize is for feeding in the Beira area, and thus does
not have to be moved far within Mozambique.

For the West African trilaterals, the case study provides a number of examples of
problems in implementation some of which may be attributed to problems in design
already alluded to. The FFP Officer in USAID/Ghana indicated that he had spent about
six months on the work leading up to the trilateral, whereas he spent very little time when
he was dealing with a bilateral arrangement, but we are not clear on how much time he
had to spend monitoring implementation. On the recipient country side, there were a
number of 3ctors

and agencies involved as has been noted in the case study. Transportation and freight
forwarding was done or facilitated by so many organizations it is hard to reconstruct what
reelly happened. Nevertheless, the relief maize did reach the end-users at the
agreed-upon points in the recipient countries.

Washington Approval

What remains to be discussed is the matter of the approval process which pre-dates the
negotiation process. Here we will try to discuss both the facts as they are available to us,
and the perception of those facts by the A.L.D. field Missions, as well as the recipient and
exporting country governments that became involved in approved trilaterals.

The Fact Situation

We have seen earlier that in the case of the Southern African trilaterals, the ultimate
decision to approve the proposal went up to the level of the Administrator of A.L.D. and
the Under-Secretary of Agriculture. This occurred only six months after the Ghana
arrangements had been approved with what seems to have been little problem. The main
reason for the difference seems to be that Mozambique is a Marxist country, and the idea
of providing that government with U.S. food aid, even in emergency conditions, was not
popular with a number of people in the U.S. Congress, as well as in the Administration.

Available documentation indicates the following decision-making benchmarks:

- September 26, 1985 - DCC asked to approve the two trilaterals in principle;
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- October 2, 1985 - FVA/FFP attempts to avert USDA sending a letter from
the Under-Secretary to the Administrator of A.L.D. strongly arguing against
any further trilaterals;

- October 4, Letter from Secretary Amstutz received in A.L.D.;
- A/A.LD. and Under-Secretary have lunch and discuss further;

- November 7, Letter from A/A.LD. to Under-Secretary of Agriculture is
drafted following luncheon discussion;

- March 21, 1986, A.1.D./W proposes FFP/W Pearson and OMB/G Moser travel
to region;

- April 2, 1986, Visit by Pearson/Moser;
- April 15, DCC approves 10,000 M.T. trilateral; and

- May 7, 1986, A.L.D./W cables field that 7000/3000 ton split in the proposed
10,000 M.T. trilateral has been approved, including Malawi as well as
Zimbabwe.

The issues as presented by the USDA in the Under-Secretary's letter to the A/A.LD. were
expressed this way: :

" wish to iterate [sic] that the Department of Agriculture does not believe that
PL 480 is an appropriate tool to use to help other countries find markets for
excess production. The Department of Agriculture views the use of PL 480
resources in tripartite barter arrangements as appropriate only in exceptional
emergency cases after careful consideration by the DCC Working Group.

In the Department of Agriculture's view, PL 480 authorities are not intended to
relieve surplus supply situations in other countries. The PL resources are designed
to support development efforts based on the direct use of U.S. agricultural
commodities which remain in a surplus situation causing severe problems in the
U.S. farm sector. Furthermore, experience in implementiag and monitoring such
arrangements demonstrates that the.2 arrangements are more difficult to
undertake successfully than bilateral programs. Tripartite arrangements often
result in disputes concerning commodity quality, condition or other aspects which
cannot be provided for within the framework of PL 480 agreements and
regulations". (Amstutz-MePherson, October 4, 1885)

The draft response from Administrator McPherson, after the lunch discussion, was a
careful statement of the A.L.D. arguments most likely to appeal to interests represented
by the USDA:

"One major reason for the U.S. to support a tripartite barter arrangement is the
development of a new market for U.S. grain such as wheat or rice. A good
exam:le of this kind of arrangement is the proposed
Zimbabwe-Malawi-Mozambique trilateral barter proposal.



In these three countries, demand for wheat totals about 450,000 metric tons
annually,  while production is about one-half this level. This
production-consumption gap is likely to become larger as demand increases
rapidly with urbanization, rising incomes, and increased foreign exchange
earnings. Local production, however, will not grow as quickly. The proposed
emergency trilateral arrangement, which would provide 43,000 MT of white maize
from those countries to Mozambique, presents a unique opportunity for USDA to
enter the growing wheat market in the southern Africa region,

In addition to emergency programs, such as the one described above for
Mozambique, there may well be regular Title I or Title II tripartite barter
proposals which USDA would wish to support for market development purposes. In
the long run, A.LLD. and USDA share a common interest in using &ll possible
mechanisms to support economic development and trade approaches based on
comparative advantage. These approaches will result in increased trade with an
expanded role for U.S. exports to Third World trading partners. Thus, we beljeve
that the DCC should have a measure of flexibility to approve on a case-by~case
basis both emergency and non-emergency tripartite barter proposals which
strongly serve U.S. interests.” (Draft McPherson-Amstutz, November 7, 1985)

What seems to have broken the logjam was the trip of Pearson and Moser to the region,
during which they visited Zimbabwe, Mozambique and Kenya, but did not, in fact, visit
Malawi as originally planned. Their reading of the emergency situation in Mozambique,
combined with their discussions with local A.LD. and host government officials appears to
have convinced them of the value of the trilateral transactions requested by the field.
Shortly after their return, the 10,000 ton trilateral was approved. To the extent that
OMB had been against the trilateral proposal along with USDA, Moser's participation in
the regional visit appears to have been crucial to the ultimate approval by the DCC.

While such visits are often extremely useful, they are also somewhat high-risk for the
Missions in question, since the visitor may not come away with the impression the Mission
wishes to convey for reasons completely out of its control. Still, in this case. it seems to
have worked superbly, as did a subsequent visit to the region by the A.l.D. Administrator.

Developing Country Perceptions

Such visits by American officials to the field may also prove to be more persuasive than
visits of host country officials to these same persons in Washington. The Permanent
Secretary of Agriculture of the GOZ indicated that when he spoke with senior officials in
Washington trying to generate support for Round I, given the success of the
Zimbabwe-Zambia transaction, he was certain that policy had changed, although no one
would tell him this directly. Where as reception >f his arguments had been quite warm on
an earlier visit, there was a distinet coolness the second time around. He concluded, as he
told us, that there was a stronger lobby against such transactions by the time of his
second visit,



The GOZ has been very positive about both trilateral transactions and actively seeks a
third round with the U.S.G. In Ghana, the trilateral produced the most spectacular gains
for the U.S.G., particularly from a foreign relations perspective. It was emphasized that
prior to the 1985 trilateral, Ghana-U.S. relations were, if not strained, certainly only
lukewarm. The trilateral produced results because of iie financial gains to the Ghana
Government in foreign exchange savings, reducing surplus maize supplies, refurbishing a
large part of the national truck fieet, producing profits to the GFDC, and reducing the
cedi balances in U.S.G. accounts. It was also clear, when talking to Ghanaian officials,
that there was a degree of satisfaction in having been able to be a partner in assisting
their neighbors. Both U.S. and Ghana officials noted that relations had improved a great
deal after the trilateral. Whether or not that improvement was worth the cost, or could
have been obtained at a lesser cost, must be answered elsewhere.

Various people interviewed in the region—although not in Malawi itself—indicated they
felt that the GOM was fed up with the whole thing by the time the trilateral was finished,
and that this is why USAID/Malawi did not make a strong case to be ingluded in a
potential Round II. We have no evidence that this is the case, however.l° We were
unable to visit Malawi to interview GOM officials, and the Malawi case study doesn't
provide much information in this area.

The Government of the Peoples' Republic of Mozambique, represented by the Director of
International Operations in the Ministry of Commerce, indicated strong GPRM support for
trilaterals because of the sense that they "help rationing and distribution within the
region". He also indicated that, if the GPRM had the money to purchase cereals in the
region, they would certainly buy from Zimbabwe and/or Malawi, because to do so is
easier, nearer, cheaper and supports regional initiatives. However, he indicated that
hypothetically, if the money were available, and if U.S. yellow corn were offered on
favorable concessional terms, the GPRM would buy from the U.S. In the same
conversation he pointed out that the GPRM has had to stop its PL 480 Title I program and
will have to begin paying for the earlier Title I commodities next year at the rate of $1
million a year. They owe $498,000 interest on the more recent Title I agreements as
well. He mentioned IMF and World Bank strictures currently in place, and indicated that
Title 11 was certainly easier for them in the present circumstances since it is simpler to
arrange, the commodities are donated, and the ocean freight is paid for.

USAID Missions' Perspectives

Here, we have rather more evidence given the extensive cable traffic that reflects the
exchange of views to and from the field. We made the point earlier that in Southern
Africa, at least, Round I of the trilaterals with Zimbabwe (and ultimately Malawi) seems
to have been basically a field initiative, one in which the RFPPO and the
USAID/Zimbabwe Mission Director took the lead, but which also involved other posts in
the region in a fairly intensive dialogue.

15, Our data for the 57 perceptions of officials of the GBF and GRM are poor as visits
are very brief.



All of the Missions involved in the Southern African trilaterals have been positive about
their merit in developmental and humanitarian terms under emergency food aid
conditions, but also under other conditions. Even A.l.D./Maputo, while pointing out with
some asperity how long the approval and negotiation process took, supports the trilateral
approach in principle. USAID/Ghana staff stated that they were "overwhelmingly positive
on the overall barter program even though it took a great deal of time and patience to
negotiate", and that they "considered the barter agreement a very positive achievement
and were pleased with the outcome".16 Division staff in Mali and Burkina Faso did not
seem to be nearly as involved as was AID/Maputo, for example. Perhaps this is because
the regional dialogue that took place in Southern Africa among the Missions did not have
an analogue in the West African case.

One thing on which all field posts seem to agree is that there should be a definite policy
and/or guidelines for trilateral transacvions. As USAID/Malawi put it in the cable
prepared for this study, and as the Representative in Maputo put it to us during an
interview, the hope is that there will be a policy, and that it will be made clear to the
field:

"...USAID/Malawi believes that A.I.D. would be well advised to further develop
and refine its trilateral food aid policy. An important consideration in this regard
is the need to establish as clear U.S. policy, part and parcel of our economic
development assistance strategy, the practice of using tripartite arrangements on
a routine and not exceptional basis when it makes sense to do so. It is noteworthy
that, despite several precedents, because of the lack of a clear policy regarding
tripartite arrangements it required almost nine months for AID and USDA to
agree to proceed. Additional time was then required to clear texts of trilateral
agreements. Obviously the potential for using the tripartite mechanism would be
considerably enhanced if a policy and procedures were established. Again in this
regard the Southern Africa region offers an opportunity for use of trilateral food
aid programs as a development tool." (Lilongwe 01039)

The A.LD. Representative in Maputo pointed out that the country experiencing the
emergency is caught in the middle, waiting to find out whether a trilateral proposal has
been approved or not. By the time the answer is available, as he put it, it will be too late
either for the commodities to be shipped directly from the U.S. in time or for them to be
available for delivery from the proposed neighboring exporting country.

The Representative also made some interesting points about the ways in which trilaterals
could be integrated into other A.L.D. activities in a country like Mozambique, even under
emergency conditions. Here, he was primarily discussing the implications of
unprogrammed the large amount of local currency that A.I.D. and other donors currently
have in accounts. His suggestions included assisting the GPRM to improve its financial
management and control over its own financial situation and future by insisting that in
any future trilateral, the GPRM be a party to the agreement, and pay the exporting
country—or at least reserve the medecais (currency of Mozambique) for such a
payment—up front. Since tiie A.I.D. program consists of a CIP aside from food

16, (Accra 03429).
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aid, this kind of approach to the local currency problem may make considerable sense.
The outcome, however, must await the results of a local currency study that was
requested by A.L.D./W.

An equally interesting suggestion was put to the study team by a representative of Lonhro
in Zimbabwe, on behalf of the commercial farming interests. Here, the principle was to
use the trilateral model to help get U.S. wheat to Zimbabwe, to draw down on Zimbabwe
maize surpluses, but also help Zimbabwe to mitigate the foreign exchange constraints it is
currently experiencing. Thus, the suggestion was to combine the best features of a
trilateral swap and a CIP. By trading maize for wheat and U.S. agricultural equipment,
Zimbabwe was helping to support what was believed to be U.S.G. private sector
orientations, and sweetening the deal for the U.S. by 1mporting more U.S. equipment.
This effectively created & market in the region, whilz at the same time avoided the
necessity of using scarce foreign exchange. These ideas give an indication of the extent
to which A..D. officers, host government and private sector individuals in Southern
Africa are interested in seeing the further use of trilaterals contribute to other
developmental objectives. Where the surplus conditions are right, it is likely that a good
deal of creativity might be applied to the developmental use of the trilateral mechanism,
once A.LD. and the DCC can agree on the appropriate policy guidelines.



i¥. CONCLUSIONS AND RECOMMENDATIONS

General Conclusions

1.

The cases examined show that trilaterals can be at least as timely as "average"
bilaterals, but may also be slower where logistics are too complicated and the
food must be transported over long distances by truck. Where civil strife is the
cause of the emergency which justifies the ald, (e.g.,, Mozambique),these
constraints are likely to be most severe, although traditional intra-regional trade
barriers can be as constraining, as was the case in the U.S.-Ghana-Mali
transaction. Participation of a PYO may be a help or a8 nindrance, since in some
cases, where export policies in the intermediary country are very inhibiting, the
government marketing agency may be able to meet export regulations more
readily than the PVO, as was the case in Zimbabwe.

The cost-effectiveness analysis carried out indicates that the cost to the U.S.G.
of trilaterals is usually greater than the <cost of equivalent bilateral
arrangements. This depends on the price of the commodity exchanged for the
U.S. commodity (the barter terms of trade) plus transport of both commodities.
In the Zimbabwe case study, Zimbabwe paid for the shipment of the U.S. wheat
ex-Gulf, and was able to get cheaper rates than the U.S.G. would have paid given
the cargo preference regulations of PL 480. Subsequently, however, the U.S.G.
paid and additional $730,876 because of these regulations, making the cost of this
trilateral artifically high. In the 1987 trilateral with Zimbabwe, however, the
barter terms of trade seem at first less favorable since Zimbabwe asked for more
wheat in exchange for covering the costs of shipping its maize to Mozambique.
The Ghana trilaterals cos* more than bilaterals since extra costs for

- intermediaries were covered by the U.S.G. in a.. attempt to ensure that the food

would arrive intact under difficult conditions, and given high transport costs. The
Malawi trilateral was less costly than o bilateral would have been despite high
inland transport costs. Assuming increased experience in designing and
negotiating trilaterals, as well as competition among potential intermediary
countries such as Zimbabwe, Kenya and Malawi, the terms of trade are likely to
become more favorable to the U.S.G., and the transactions, therefore, cheaper.

The concern about loss of donor identity under trilaterals appears to be largely
mispleced. Despite labelling, the ultimate beneficiaries are probably unaware of
the source of most cdcnated food aid. There is no confusion in the minds of
recipient government » ficials as to the source of assistance, however, It is clear
that the U.S. gained considerably in improvements in relations with intermediary
(and recipient) countries as a result of the trilateral transactions studied. It is at
this level that there is much to be gained using the trilateral approach, Al<o,
volume or quantity of donated food may be mcre readily adapted to end .er
needs and preferences under trilateral arrangements than is usually the case under
bilaterals.
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4.

e

6.

8.

Trilaterals do not necessarily have an impact on infrastructure development.
Such development may be fostered by trilaterals, as may be the case in
Mozambique despite the insurgency, but systematic development can only result
from infrastructure-oriented food aid projects such as those envisaged by the EEC
and France.

The danger of trilaterals reinforcing government parastatal bureaucracies to the
detriment of private traders is recognized. To date, most trilaterals have been in
response to shori-term, emergency deficit and surplus situations, and have sought
to maximize short-term goals, such as speedy delivery of the aid being provided.
Even so, private transporters have been used in the Ghana and Malawi trilaterals,
and the emergency stricture were removed, more attention could be given to
private sector marketing alternatives.

The impact of trilaterals on market share development has two aspects. First, the
study analysis indicates that the negative impact of trilaterals on U.S. trade is
marginal if any. In recent years, the total volume ¢! food aid has not been
sufficiently large to impact on world prices. Trilaterals as a portion of that
volume are insignificant, and are likely to remain so. To the extent that food aid
ties the recipient country to the donor and there are emerging markets for wheat
in Eastern and Southern Africa, U.S. participation in trilaterals will keep th2 U.S.
in the game where competitive exporters are a'ready practicing trilaterals
(Canada, Australia, the EEC). There is some risk that donors may bid up the
prices of grain in surplus-producing countries if too many trilaterals or local
purchases are made without coordination.

The second aspect of the market development question is that of finding outlets
for developing country production. In this regard, the fact that this production
finds a market complements and reinforces the results of the significant funding
of production projects that all donors have provided in recent years. The
acquisition of real purchasing power on the part of farmers in these countries
develops a potential market for U.S. products, including cereals, both for human
and animal consumption.

Pre-design analysis can ensure that trilaterals support or reward positive policy
changes in the intermediary country, in the context of on-going policy dialogue.
Where food aid is commercialized in the recipient country, as in Mozambique,
policy provisions can be associated with the use & local sales proceeds, as under
Title 1. These sorts of policy considerations can ve more heavily stressed outside
the context of Title II programs.

In none of the cases was the recipient country a party to the formal trilateral
agreement. The arrangements with the recipient country were left to the PVO
intermediary in most instances. A.LD. officials interviewed strongly suggested
that the reciplent country be a signatory to future agreements, so that the
matters of taking title, and coverage of costs can be clearly determined at the
outset. This would also facilitate the use >f trilaterals for policy influence in the
recipient country, while helping to avoid misunderstandings after the fact.



9.

For implementation, given the cases examined, government-to-government
arrangements seem as expeditious or more so than some that involved one or more
non-governmental organizations as intermediaries. Too many actors tend to
complicate the logistics during implementation, and to make accounting and
payment difficult. This is not, however, intrinsie to trilaterals.

Lessons Learned about Management of Trilaterals:

The following lessons are derived from our four case studies, all of which were approved
and imnlemented under Title i emergency situations. They may apply, we believe, to an
expanded arena for trilateral food aid that would not be restricted to emergencies,
however.

ll

2.

Pre-design analysis, both in terms of the surplus commodity situation in the
potential exporting country and of the deficit in the potential recipient country,
should be done as expeditiously as possible, so that the basic fact situation can be
relayed to Washington early in the design process. A second part of this
pre-design phase should be an assessment of the policy leverage that may be
available in each country as a result of trilateral negotiations. These must be
carried out in the context of an on-going policy dialogue to be effective, however.

For design, once there is an initial indication that Washington may be
sympathetie, the policy performance criteria for approval, the barter terms of
trade, the points of delivery and all other logistical arrangement should be
reviewed and determined. This should go on simultaneously with the potential
exporting and recipient countries, and wherever possible, should involve private
sector entities—grain merchants, truckers, freight forwarders, or others—so that
there will be a positive impact on "normal" trade channels. This does not,
however, necessarily mean that a PVO is the best channel for this kind of
transaction especially if the Title I emergency limitation is removed for such
transactions.

For negotiation, it seems that the case studies indicate relatively little that is
surprising. The smoothest negotiations seem to have been those where the
developing country government had been on board from the beginning of the
discussion of a trilateral, and was pushing for such an arrangement as it would be
to its own advantage. Whether Missions must take the time to cable back and
forth suggested agreement language, and/or whether this needs to take as long as
it sometimes does to attain final approval will depend on A.L.D./W staffing
patterns and the perceived "normality"” of t-ilaterals. If trilaterals increase in
number and frequency, boilerplate wording can be developed.

For implementation, given the cases evaluated, government-to-government
arrangements seem as expeditious or more so than those involving one or more
non-governmental organizations, whether expatriate-based or indigernous. Too
many actors tend to complicate the logistics and especially the payment and
accounting process. This is not, however, something that is necessarily intrinsic
to the trilateral sort of transaction per se.
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S. Where more than one U.S.G. office must be involved in monitoring and
reimbursement, such as AID/FVA/FFP, OFDA, and the appropriate Regional
Bureau Development Programs Divisions, and in USDA and A.LD., those
responsible for shipping and accounting, there should be an attempt to organize
compatible data gathering and retention systems, including with other donors.

8. Evaluations should be carried out of trilateral and bilateral programs that have
innovative features, both those that are approved under emergency situations and
those that are not. The possibilities for innovation, given A.L.D.'s current
mandate to use food aid more creatively and to integrate it more fully into its
country development programs provides a good opportunity for new thinking, and
for developmentally sound mixes of food aid and dollars for programming. Some
of these opportunities can be based on trilateral models, especially if problems
associated with monetization can be resolved.

Recommendation

On the basis of the findings of the report it is recommended that the U.S.G. expand
trilateral transactions, in line with the Executive Order signed by the President. This
should be done within the framework of market development projects which are designed
to encourage the production of indigenous cereals for supply to chronically deficit
countries or regions while at the same time, raising the living standards of producers.
This type of development would improvz the purchasing power of producers, thus
providing markets for developed country products over the medium term. Long-term
development projects would allow carefu: design to encourage private trade participation
and to reinforce rather than disrupt existing commercial networks. U.S. participation in
this development process will ensure its ability to take advantage of market opportunities
- as they occur as well to exert an influence on the policies of recipient nations.
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ANNEX A
STATEMENT OF WORK

The contractor will provide a report on trilateral food aid transactions as described under
the "Purpose" section above, and will made a presentation of study results at an informal
consultation among major food aid donors in the spring of 1987 in the Washington, D.C.
area. The study will be prepared on the basis of independent research and analysis,
existing program documentation, the academic literature, and interviews with officials
experienced with tripartite agreements in the United States and selected European and
African countries.

Specifically the contractor will:

l. Identify and evaluate the pro's and con's of U.S.G. trilateral food aid transactions
from the perspectives of the U.S.G., the developing exporting country and the
recipient country. Pro's and Con's might include the following among others:

Pro's
a. create additional effective demand and help develop agricultural markets in
developing countries with agricultural surpluses;
b. provide food commodities for beneficiaries consistent with their food
production and consumption habits;
c. promote the development of regional trading relationships;
d. encourage investment in improved transport and logistics infrastructure in
the developing countries involved; and
e. reduce transport costs and delivery time.
Con's
a. promote developing country exports at the expense of U.S. agricultural
exports;
b. inhibit the development of regional trade that would otherwise occur;
c. entail negotiations that are too complex and time-comsuming;
d. incur more costs than bilateral food aid transactions; and
e. lose the U.S.G. identity as the food aid donor among the beneficiaries.
2, Describe the U.S.G.'s past experience with tripartite programs.
3. Describe the policies and experience of other food aid donors most active in

trilateral food aid transactions. This will entail visits to London, Paris and Rome,



4, Identify lessons learned from past U.S.G. experience in terms of program design,
negotiations and management.

5. Examine the timeliness with which the U.S.G. can respond to a food aid request
under a trilateral as opposed to a bilateral program.

6. Assess the recipients' perception as to who donated the food under trilateral
programs. Does the U.S.G. lose its "identity" in such transactions?

7. Prepare a cost-effectiveness anaiysis of U.S.G. bilateral vs. trilateral food aid
programs. The recent U.S.-Ghana-Mali, U.S.~Ghana-Burkina Fas3o, and
U.S.~-Mozambique-Zimbabwe programs will serve as case studies.

8. Assess the likely impact of (rilateral food aid transactions on U.S. short-run and
long-term market development objectives. Assess the likely impact on regional
trade and economic development. Identify trade-offs between U.S. and regional
market development.

9, Items 4 through 8 will entail travel to Ghana, Mali, Burkina Faso, Zimbabwe,
Malawi, and Mozambique.

10. Recommend whether or not the U.S.G. should expand trilateral transactions, and,
if so, how might they be improved in terms of design, negotiation, and
management,

A suggested outline for the report is attached.

Personnel Requirements and Tasks

The contract requires four consultants ¢s follows:

Food Aid Specialist (2)

The food aid specialists will examine past U.S.G. and other donor's experiences and
policies regarding trilateral food aid transactions. They will identify lessons learned from
past experiences with respect to the design, negotiation and implementation of tripartite
programs. The food aid specialists should have had previous experience with U.S. food aid
programs and should be familiar with PL 480 terms and policies.

Agricultural Economists (2)

The agricultural economists will prepare a cost effectiveness analysis of U.S.G. bilateral
vs, trilateral food aid programs. They will also assess the likely impact of such programs
on U.S. market development objectives and on the regional trade and economic
development of the developing countries involved. One of the agricultural economists
should be familiar to the U.S. agriculture "community" in Washington and have a gnod
understanding of U.S. agricultural export policies and issues.

Both agricultural economists must be knowledgeable about commodity and non-commodity
accounting issues that are likely to arise in undertaking the cost-effectiveness analysis
and have experience working in developing countries.
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Reporting Requirements

A draft report will be submitted to FVA/PPE within three months after the contract is
signed. It is anticipated that the contract will be signed about mid~-December, 1986, A
final report will be submitted to FVA/PPE no later than 30 days after receiving A.L.D.'s
comments on the draft report.

Ti ming

The preparation of materials and reports required under this contract will be completed
within four months after the contract is signed.
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ANNEX B
CASE STUDIES -~ WEST AFRICA - 1985
SUMMARY

On April 12, 1985 the DCC approved a proposal for a trilateral transaction in which the
United States Government would provide 9202 metric tons of U.S.

rice to Ghana' ! and in return the Government of Ghana would provide 15,000 metrie tons
of Ghanaian maize (corn) to be shipped to Mali and Burkina Faso.l® Of the 15,000 metric
tons of maize, 5,000 tons were to be delivered to Ouagac’»ugou, Burkina Faso and 10,000
tons were to be delivered to designated places in Mali. A barter agreement was signed in
Accra on April 25, 1985 to this effect.

Of the 5,000 metric tons for Burkina Faso, the first shipments arrived on July 12, and the
last on August 3. The Ghanaian white maize was officially received by the Office
Nationale des Cereals (OFNACER). After receipt, however, it was immediately
transported to tne warehouses of PVOs (Private Voluntary Organizations) where it was
directly discharged as follows:

Metric Tons PVO
1,000 Red Cross (Croix Rouge)
3,015 Baptist Mission
984 Essor Familial

The grain was used by the PVOs to feed needy families in areas where they had
established programs, and generally only low or nominal fees were charged to help defray
the costs of transport within Burkina Faso.

Transportation of the grain to Ouagadougou was handled by the Ghanalan Food
Distribution Corporation (GFDCQ), the Ghanajan agent for the barter trade, through a
contract directly from A.LD.19 with subcontracts by GFDC to the Ghanaian State
Transport Corporation (2,000 MTN) and The Progressive Transport Owners Association
(3,000 MTN), a group of independent Ghanaian truck owners. The GFDC handled freight
forwarding within Ghana and USAID/Ouagadougou contracted with SOCOPAO in Burkina
Faso to handle freight forwarding beyond Ghana. A private marine surveyor was
contracted with by USAID/Ouagadougou to inspect the condition of the shipments upon
arrival, Internal transport in Burkina Faso was apparently the responsibility of the
individual PVOs. Reports, for example, from the Baptist Mission indicate that they paid
the internal freight charges. It is likely that at least a portion .of this cost was funded
under OFDA or other U.S. Government programs funds, but it is not included in the CCC
costs,

17, Transfer Authorization number 641-XXX-000~5603.
18, A number 688-XX-000-5622.

19, Contract number 641-000-C-00-5004-00 executed by the USAID Mission Director
in Ghana.
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The 10,000 metric tons of maize shipped from Ghana to Mali was also furnished by the
GFDC out of Kumasi, Ghana. It was shipped to four locations in Mali: Ansongo, Bamako,
Gao and Meneka, via Burkina Faso and Niger. The grain was consigned directly to a PVO,
World Vision Relief Organization (WVRO0)20, who received the grain, inspected it and
stored and then distributed the grain in Mali. The first shipments went out on June 6, 1985
and the last on November 23, 1985.

The shipment of Ghanaian maize to Mali was included in the agreement between USAID
and the GFDC for the shipment of the maize to Burkina Faso.2l The inland transport
costs of the maize shigments to Burkina Faso were covered by a Procurement
Authorization from A.LD.¢2 A separate agreement was established between World Vision
and the GFDC to incorporate this arrangement, and World Vision paid the GFDC a fee for
handling the grain in Ghana.23 World Vision then contracted with Marine Overseas
Services (MOS) to handle the shipment of the maizz to Mali, which in turn contracted the
shipment of grain to four points in Mali with Super Scientific Farms, Ltd. of Ghana. World
Vision's direct cost, an internal transport cost between Bamako and Nioro for
approximately 1,768 metric .ons of grain, and freight forwarding costs through Burkina
Faso and Niger, were included in a separate agl'eement.24 The latter also included freight
forwarding costs of Marine Overseas Services, Inc. (MOS).

BACKGROUND

The concept of a barter arrangement appears to have its oriflns in discussions dating to at
least October 1. 4.25 It was noted in a cable from Ghana%S that discussions by the U.S.
Ambassador date . to the previous October. Later, in working notes apparent!; prepared
by Bill Lefes on 1-8-£6 it was remarked that the idea was developed in November of 1984
and serious consideration was given it in February of 1985. By December of 198427
A.L.D./W shows favorable interest and notes that FVA/FFP "has supported similar
arrangements...which have proven to be successful in meeting African food needs and
reducing U.S.G. costs."

20. PA/PR number 899-950-XXX-5784 in the amount of $3,040,000, June 4, 1985.
21, Contract 641-000-C-00~-5004-00.
22. PA/PR number 641-48-000-5701 in the amount of $677,000, June 28, 1985,

23. The fee was $3,.60 per m.t. as established in the USAID - GFDC contacted noted
above,

24, PA/PR number 899-950-XXX-6784. This PA was issued in June of 1986 following
requests by WVRO to cover additional costs incurred with the shipment,
particularly the fees to MOS. This request was made in December of 1985,
approved by the USAID Mission in Ghana in January, but because of various delays
was not issued until June of 1986.

25, Memo from DAA/FVA Walter Bollinger to C/FFP Thomas H Reese IIl and DC/FFP
Steve Singer, October 4, 1981.

26. Accra 02994, 26 April, 1985,
27, State 375790, December 21, 1984.
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In late 1984 or early 1985 it was becoming clearer that a serious food shortage was
developing in both Burkina Faso and Mali. CRS was requesting faster deliveries of relief
food to Burkina Faso. A.L.D./Ouagadougou had requested 19,000 metric tons of sorghum,
Of this, 7,000 metric tons were to be loaded in the U.S. in late January, to arrive in Lome
on/a March 19. Two shipments of 7,000 metric tons and 5,000 metric tons respectively
were called forward on January 15 to arrive in Lome in April. CRS had 8,790 metric tons
of cornmeal and 525 metric tons of oil ordered in mid-February to arrive in May or June.
A..D. suggested that Ouagadsugou consider a barter arrangement with Guana28 to
accelerate deliveries of food aid,

Meanwhile, the Mali situation indicated that there was a deficit of 230,000 metric tons of
cereals of which the U.S. and other donor commitments accounted for 125,000 metric
tons. USAID/Bamako asked A.lD, to increase assistance by 35,000 metric tons, raising the
U.S.G.'s total for Mali to 80,000 metric tons.29 The "looming disaster" terms of this
request elicited a response from A.L.D./W to consider a barter arrangement, although
clearly Bamako had been communicating to Accra on this matter as early as January 25,
1985,

USAID/Ghana, in consultation with the Government of Ghana, felt that as much as 40,000
metric tons of surplus maize could be provided.30 It was later determined, however, that
this figure was high, and that only about 20,000 metric tons would be available. A major
reason for this was that the GFDC, after examining the situation, found that large
quantities of maize were already moving across the border into Burkina Faso through
clandestine trading operations. The 20,000 metric ton figure was retained in the DCC
approval of April 12, whereby the J.S.G. would exchange 12,258 metric tons of rice for
the maize. Apparentiy, Ghana further reduced its estimates of what it could supply as
Mali agreed that the quantities of maize targeted could be reduced to 10,000 MTN for
Mali (8,000 for Gao and 2,000 for Nioro).3!

THE TERMS OF THE BARTER

The determination of the exchange rate of Ghanaian white maize for U.S. rice was
established in negotiations between USAID/Accra and the GFDC. The value of Ghanaian
maize was established at $190.00 per metric ton, Including bagging in jute, 100lbs. net,
loading "free on truck" and marking bags "gift of th2 United States Government. Not to be
sold or exchanged." The price of U.S. No. 5 medium-grain rice, bagged, 100 lbs. net, was
put at $310.00 per metric ton. This establishel a ratio of 1.63 tons of maize per ton of
rice. According to Paul Russell32 who undertook most of the negotiations on behalf of
A.LD., there were several possibilities to use in pricing the exchange. Ghana used

28, State 045624, February 14, 1985,
29, Bamako 0605, January 29, 1985,

30. The figures of 40,000 to 50,000 metric tons came from the Ghanaian National
Mobilization Committee.

31, Bamako 2638, 25 April, 1985,

32. Paul Russell was a private consultant to A.LD. in the early stages of the barter
program. He later was employed under the MOS contract with WVRO when the
maize was shipped to Mali.
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procurement prices, world market prices, sales prices, etc. The price decided upon was
the procurement price (to GFDC) plus the cost of fumigation, rebagging and loading,
converteg3 at the official exchange rate obtaining at the time the agreement was
reached.

Apparently the U.S. price of rice was set as the market price in the States.34 Although
these exchange rates were originally calculated for the 20,000 tons level, they were
maintained for the actual 15,000 tons that were finally agreed upon. One problem with the
values used here for exchange of commodities is that the rice tonnage was calculated on
an approximate world market price while the maize was valued at a Ghanian protected
market price. For example, at the end of 1984, the price of U.S. corn was $2.56 per
bushel,39 while the figure used above puts the value of Ghana maize at $4.83 per
hushel.36 A second problem with the exchange formula is that it did not take into
account the market rate of the cedi versus the U.S. dollar. At the time of the agreement,
the cedi was about 50 to 1. Shortly after the arrangement was made, the cedi was
devalued to 53 to 1, and before the grain was shipped the cedi had reached 57 to I. The
final payments made by WVRO to the GFDC (for their handling charges) were converted
at 90 cedis to the dollar. In February of 1987, the cedi had been devalued to 154 to the
dollar. This issue is important not only in terms of the exchange of maize for rice, but will
also be seen to affect the transport costs and handling charges levied by GFDC.

THE TRANSPORTATION OF MAIZE FROM GHANA TO BURKINA FASO AND MALI

The trilateral agreement between the U.S.G and the Government of Ghana called for a
separate transport agreement to be reached to ship the maize from Ghana t» the inland
countries. The negotiation, costing, administering and accounting for the transportation is
the most complex and confusing aspect of the Ghana agreement. In the cable to
Washington laying out the terms of the barter,37 the proposed language of the letter of
agreement in Section 1.5 stated "DELIVERY OF THE BARTERED MAIZE AND RICE
SHALL NOT COMMENCE UNTIL THE SEPARATE TRANSPORTATION AGREEMENT
BETWEEN THE GOG AND THE USG HAS BEEN

33. This figure is approximately 9.5 cedis per kilogram. There is sonie inconsistency
here with the figures given to me by the GFDC which were quoted as 18 cedis
purchase price for the maize involved in the barter. If the 9.5 cedis figure is
accurate, then the net benefit to the GFDC noted elsewhere in this paper would
be considerably higher. In 1984, according to a cable from Accra (09172, 24
December, 1984) wholesale maize prices ranged from cedis 3,227 to 3,755 and
wholesale rice prices from 7,506 to 8,844 for 220 1bs., or a ratio of about 2.35:1.

34. It should be noted that the CCC actually paid $291.00 per ton for the rice that
was shipped under the agreement.

35. USDA Agricultural Prices: 1984 Summary, June 1985.

36. The March 21 price given for number 2 yellow corn from the U.S. was $120.00 per
ton delivered Gulf ports, and $222.00 for Thailand white rice 5% f.o.b. Bangkok,
according to the FAO Food Outlook, April 1985. Using this basis the change rate
should have been 1:25.1.

37. Accra 02495, April 4, 1985,
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EXECUTED, EXCEPT AS THE PARTIES OTHERWISE AGREE IN WRITING." In this cable,
the cost basis for the inland transport was based on 5.5 cedis per ton-mile. Using this rate
and Kumasi as the marshaling point for the maize, the cost estimate was $212.00 to Mopti
(6,000 MTN), $248.00 to Gao {6,000 MTN), and $103.00 to Ouagadougou (8,000 MTN). The
estimated total cost was $3.6 million. This is based on a shipment of 20,000 metric tons.
This figure was approved by the Inter-agency DCC Subcommittee on food aid,38 and was
broken down as $2,160,000 for inland transport to Mali (Gao and Mopti) and $1,440,000 for
inland transport to Quagadougou.39 In the same cable it was noted that FFP had been in
touch with World Vision Relief Organization (WYRO) which had expressed its willingness
to undertake a feeding program of 10,000 MTN in Gao/Meneka and 2,000 MTN in Nioro.

USAID/Accra, on April 30, 1985 requested permission to negotiate a fixed-price contract
with the GFDC for the transportation of the Maize to Mali and Burkina Faso. This vas
described as a contract with GFDC "to assume complete responsibility for the delivery
and discharge of the foodgrain at the inland points of entry in both Mali and Burkina
Faso." Later, on June 14, REDSO cabled for clearance for this contracting
arrangement as well.4l This culminated in a contract that was drawn up in Accra and
handled through the Contracting Officer, A.L.D./REDSO in Abidjan. This contract, dated
June 21, 1985, was in the amoun* of $3,503,450.00 and covered the shipment of the entire
15,000 tons as follows:

Contract to the GFUC for inland transport based on mileage from Kumasi, Ghana;

To Ouagadougou, Burkina Faso 470 miles
To Ansongo, Mali 1,154 miles
To Bamako, Malj 1,048 miles
To Meneka, Mali 1,026 miles
To Gao, Mali 1,327 miles

38. State 114065, 16 April, 1985,

39. Why these figures were approved is unclear given that the Mission estimated
$824,000 for Ouagadougou and $2,760,000 for Mali would be needed.

40, Accra 03072, April 30, 1985.
i1, Abidjan 10039, June 14 1985. It is interesting that this cable also refers to the

complex arrangements for the use of OPIC-generated cedis. See below for further
discussion of this issue.
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The following rates in U.S, dollars were to apply:
CALCULATION OF FREIGHT RATES FOR INLAND TRANSPORT

INUS. $
Destination Metric Trans- Hand- Total Total
Tons port ling per to

per per m.t dest.

ton ton
Cuagadougou $5,000 $106.50 $7.00 $113.50 $567,500
Meneka 2,500 251.70 3.60 255.30 638,250
Ansongo 1,500 283.00 3.60 286.60 429,900
Gao 4,000 325.50 3.60 329,10 1,316,400
Bamako 2,000 257.10 3.60 260.70 521,400
SUBTOTAL $3,473,450
Freight Forwarding to Ouagadougou $30,000
TOTAL CONTRACT $3,503,450

The contract was to be for 120 days and included loading in Ghana and unloading at
destination.42 The $30,000 for freight forwarding services in Burkina Faso was included at
the recommendation of the USAID Mission in Ghana. 43 which felt that the GFDC would
have a difficult time handling those responsibilities in Burkina Faso.

Prior to signing this contract, a separate PA44 was issued in favor of World Vision, to
cover transport costs of 10,000 metric tons of maize from Ghana to Mali. This PA in the
amount of $3,040,000 was signed by WVRO on June 6, 1985. This apparently caused a
great deal of consternation on the part of the GFDC, and it was only through the good
offices of the U.S. Ambassador to Ghana who intervened with the Minister of Finance that
tue issue was resolved. The resolution was in the form of a separate contract from the
GFDC to WVRO for the transport of the maize te Mall. Under the terms of this contract,
the GFDC reserved the right to transport 5,000 tons of maize to Burkina Faso with WYRO
paying the $3.60 per metric ton handling charge to GFDC. The transport rate was set at
13 cedis per ton mile with 40% paid in cedis and 60 % paid in CFA.45 The requirement for
partial payment in CFA francs was pushed by the Ghanaians due to the need for spares
and fuel outside of Ghane. The ratio of cedis to francs had been established as a funection
of the ton-miles of the entire 15,000 metric tons and total distances within and outside of

42, Appropriation: 72-12X4336. Allotment: 782-38-099-53-51 (Burkina Faso) and 59-5]
(Mali). BPC: ECCX~85-13830-KG-34 (Burkina Faso) and 35 (Mali). Because WVYRO
was unable to handle the grain this fast, the 120 day period had to be extended.

43. Accra 04217, June 14, 1985.

44. PA 899-950-XXX-5784

45, The CFA is the West African Franc and is a hard currency backed by the French
Franc,



Ghana. In order to cover the grain shipments to Burkina Faso, a separate PA/PR46 was
issued in the amount of $677,000 which included $647,000 for transport -ud $30,000 for
freight forwarding fees in Burkina Faso.

It is not clear when or how the original DCC-approved amount of $3.6 million for inland
transportation was amended to increase the total figure by the additional $117,000 in the
two PAs. It was noted earlier that any amount over the $3.6 million would require DCC
spproval.47 It appears, however, that this amount was approved later when the amended
FA to cover additional costs to WVRO was approved by the DCC. It is also interesting to
note that the GFDC contracted with WVRO to transport the grain o Meli even though
payments for these services went directly from AJI.D. to WYRO, whc in turn paid the
GFDC for the $3.60 per ton handling costs.

At this point WVKO engaged the szrvices of Marine Overseas Services (MOS) to organize
and handle the shipment of the maize from Ghana to Mali. However, no funds were
available for this service. Therefore, A..D. issued an amended PA/PR48 to cover this as
well as WVRO's direct costs in Mali. This included, for example, the additional cost of
shipping the grain delivered to Bamako and on to Nioro du Sahel. Other items included
freight forwarders in Burkina Faso and Niger who were engaged to facilitate Mali-bound
grain shipments through those two countries. Finally, an item was also included for grain
unloading at the destination in Mali. The total amount of this amendment was $748,181,
and it was finally approved in June of 1986.

The actual transporting of the grain was done with Ghanaixn trucks. MOS, on behalf of
WVRO, contracted with Super Scientific Farms, Ltd. to traasport the grain to Mali. The
rate was 13 cedis per ton mile with 40% paid in cedis and 60% paid in CFA. The GFDC
contracted with the State Transport Corporation to haul 2,000 tons to Ouagadougou at a
rate of 12 cedis per ton mile with 65% paid in cedis and 35% paid in CFA.19 The GFDC
also contracted with the Progressive Transport Owners Association (PTOA) to transport
3,000 tons to Ouagadougou, presumably on the same terms as the State Transport
Corporation received.

46. PA/PR 641~48-000-5701
47. State 185218, June 18, 1985,
48. PA/PR 899-950-XXX-6784

49, The contracts for transport, according to officials at the GFDC, were written in
cedis and apparently the cedi portion of the payment was held at the contract
rate. However, payments to GFDC were made according to dollar amounts so that
the GFDC received increased amounts of cedis as devaluation occurred. Fe¢r
example, the contr.ct amount to the State Transport Corporation for 2,000 MTN
of maize at $106.50 MTN was $213,000 and to the Progressive Transport Owners
for 3,000 MTN at $106.50 per MTN was $319,000. These amounts were paid to the
GFDC. We could not verify the GFDC's payments to their contract transporters.
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Meanwhile, the A.LD. Mission in Ouagadougou contracted with SOCOPAO for fieight
forwarding services in Burkina Faso. The contract was for 2,200 CFA per ton to (1) pass
goods through customs, (2) cover border crossing costs, (3) unload in Ouagadougou, 4)
recondition broken sacks and (5) survey arrival of grain on a daily and weekly basis. At the
time this contract was written the exchange rate was approximately 460 CFA to one
dollar, making the cost $4.78 per ton. MOS contracted with SOCOPAO in Burkina Faso to
facilitate grain movement across Burkina Faso in t:ansit from Ghana to either Mali or
Niger, and with Nitra in Niger to facilitate movement of grain ccross Niger in transit
from Burkina Faso to Mali (particularly the grain going to Meneka), SOCOPAO received
$13,289.47, or $1.33 per metric ton and Nitra received $15,733.05, or $4.13 per metric ton
for these services. It appears that MOS received a total of $488,893.16 for their services
in connection with the Mali shipments, or $48.89 per metric ton, although at ore point
;hey subrsnoitted a summary accounting to WVRO which included their charges of
516,632.

Under the originai plan of a fixed price contract to the GFDC, freight forwarding and
handling costs were budgeted, includiig unloading at destination. With the actual
operation, therefore, it appears that both freight forwarding and unloading costs were
paid twice, first to the GFDC (the GFDC received a total of $71,000 for handling costs),
and then again to MOS, SOCOPAO, Nitra and WVRO.

The basis for contracting the hauling on a ton-mile rate was to have been no more than
the highest rate permitted by the Government of Ghana. At the time of negotiations, this
rate was 6.5 cedis per ton mile for a one way trip. USAID/Ghana indicated to the team
that if the truck was required to return immediately without having time to arrange to
haul anything on the return journey, it was normal practice topay half ihe rate again for
the return journey. Thus, the 6.5 cedi rate per ton mile translates into a rate of 9.75
since the trucks were required to return immediately to avoid any delays in the shipment
of the maize. This rate was unacceptable to the transporters, however, who were arguing
for a rate of from 13 to 19 cedis per ton-mile because of the poor roads and long distances
invoived. Approval of a 17 cedi rate (paying 6.5 cedis for each part of each rouid trip
journey) was sought from the Secretary of Transport. The Secretary of Finance was asked
to indicate the percentage of foreign exchange to be paid to truckers hauling to Mali and
Burkina Faso respectively.

s0. The evidence for the lower payment is that the PA number 6784 which included
MOS fees was completely used up in April of 87, while the PA 5784 had funds left.
The difference between MOS summary of costs and actual payments made by
A.LD. was $241,813.20. See cost factors below. According to the MOS summary,
three acccunt items covered the fees to the truckers, (1) $110,000 listed as
trucking fees, presumably within mali for the Nioro shipments, (2) $2,155,578 as
dollar transfers, and (3) $868,088 as dollar equivalent transfer, or a total of
$3,133,666. If WYRO paid MOS the additional amounts as noted in their summary
of accounts or not is not clear. If they did they additional funds had to come from
WVRO's own Zunds or other (possibly OFDA) funds from the U.S.
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The Mission also notes that the main reason Ghanaian freight rates were considerably
higher than in neighboring countries was that the cedi was still extremely overvalued at
the time the trilateral was implemented. The parallel rate was approximately three times
the official rate in April 1985.51 By the time the transport contract was negotiated with
the GFDC, the rate had apparently increased to 13 cedis per ton-mile. During this same
period, some devaluation had taken place, the cedi going from about 50:1 to 57:1 in
relation to the U.S. doliar, or about a 14% devaluation. At the same time the freight
rates increased by 230%8. At the first devaluation which occurred at COB 4/1 8/85, setting
the rate at 53 cedis to the dollar, fuel prices were increased effective the following day,
apparently by 14% (against a 58 devaluation).52

By comparison, freight rates in the neighboring Francophone countries were significantly
less. In the Ivory Coast the rate in the spring of 1985 was givern as 38 CFA per
ton-kilometer, which would equal from 11.4 to 13.7 U.S cents per toa-mile depending on
exchange rates over the period.53 By comparison, the rate peid for shipments to
Ouagadougou ranged from about U.S. cents 21 to 22.8 while the Mali rate would have been
from 22.6 to 24.5. In Burkina Faso the Baptist Mission paid an average cost of $20.78 per
metric ton for transport inside of the country, or an average of 42.12 CFA per
ton-kilometer; 9 to 10 cents per ton-kilometer, or 13.7 to 15 cents per ton-mile. They did
have in their budget 45 and 55 CFA francs depending on road, although in their report to
USAID they cite figures of 38 CFA on all-paved road haulage, 40 CFA on hard-surface
(presumably laterite surface) and 45 CFA on unimproved roads. This would translate into
ton-mile (from ton-kilometer) rates of 11.7 to 14.25; 12.3 to 15.0; and 13.95 to 16.875 for
the three rates depending on the exchange rates over the period.

Mali rates were conutrolled by the National Transport Office (ONT) and rates for freight
were set at 20 CFA for paved roads, 30 CFA for hard-surface roads and 40 CFA for sand
and bush roads.54¢ However, the report giving these figures noted that the low rates
allowed by the ONT was a major cause of the backlog of cereals in Abidjan awaiting
shipment to Mali. It does seem, however, that the contracts with the Ghanaian truckers
were at least 4 cents per ton-mile higher than those four” elsewhere and in some
instances could have been double rates paid in neighboring countries.

sl. Accra 03424, May 22, 1987,

52. Accra 02994, April 26, 1985.

83. Adams, Robert L. and W. Benton Hoskins, "A Report on the Drought Situation In
the Republic of Mali and Recommendations for a USG Response", Office of
Foreign Disaster Assistance, AID/Washington D.C., March 1985,

54. Adams and Hoskins, Ibid, March 1985.
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The argument here, of course, will be made by some—including USAID/Ghana—that the
over-valuation of the cedi required higher rates. This would be true except that in this
instance the contracts were written in dollar terms and payments were made in dollar
amounts at whatever rate prevailed at the time of payment, Finally, it is also true that
the payments were partially made in CFA (608 in the case of Mali, 35% in the case of
Burkina Faso). Further, in several cases the roads were paved for the greater part of the
trip. For example, transport to Meneka through Burkina Faso and Niger would not have to
leave paved road until after Ouallam, leaving only about 100 miles of unpaved road. The
route to Gao is paved from Kumasi except for about 150 miles in the north of Mall, The
Ouagadougou and Bamako routes are paved in their entirety, unless the short-cut from
Hamale to Bobo-Dioulasso is used on the way to Bamako and Mopti.5% However, in
fairness it should be noted that trucking was in short supply at the time of the shipments,
most trips had to be made during the rainy season making any non-hard-surfaced travel
difficult and trucks had to dead-head back to Ghana. Additionally, there is ample evidence
of the difficulties with border crossings, and with various authorities which make travel
slow. In the OFDA report cited above, they noted that there were at least 50 checkpoints
between Abidjan and Bamako. In addition to causing delays, these checkpoints often cost
money as well. In fact, special stickers had to be used on trucks coming to Ouagadougou
from Lome in 1985 to assure easy passage, and some problems were noted on the
Ghana-Burkina Faso border for the shipments made under this trilateral arrangement.

TIMING AND SPEED OF SHIPMENTS

Once the DCC approved the transaction in April, the movement of grain began fairly
soon. Some delay was experienced due primarily to the cumbersome shipping agreements
noted in a previous section., Negotiating this agreement took about six weeks, and was not
finalized until June 21. However, shipments started immediately, and 167 trucks in 14
convoys carrying 5,290 tons of maize were sent to the four destination points in Mall in
June. The Mali shipments were held up after this, mainly because WVRO in Mali was
unable to handle the shipments at this rate. Consequently, WVRO requested a delay;
shipments were not resumed until late September, and were completed by November 23.

For the 5,000 metric tons of maize shipped to Burkina Faso, the first shipments arrived on
July 12, and the last arrived on August 3. Thus it was fairly clear that the GFDC was
capable of organizing and moving the grain expeditiously.

It is difficult, however, to determine if thé duration of the barter arrangement was faster
than would have been the case of a bilateral PL 480 program. For example, tne shipment
of the rice in the trialteral was accomplished in a little over 6 weeks. One shipment was
sent out of Freeport, Texas and the other out of Lake Charles, Louisiana. Both shipinents
were loaded by the 4th of October and the ship arrived in Tema, Ghana on the 15th of
November. Hypothetically, we could assume that the same trucks that hauled maize to
Burkina and Mali would have been organized to evacuate the rice (or maize if that had
been the food shipped), then the U.S.-shipped grain could have been in Burkina Faso in 8 to
10 weeks from U.S. ports, and in Mali in 8 to 14 weeks.

55. Note that a cable from Ouagadougou, 01244 of March 11, 1985, says that the
Hamale/Ouessa border point to Bobo road, 146 knis. of 188 kms. had recently been
improved. ‘



However, neither the trilateral arrangement nor the direct bilateral arrangement take
into account the time factors prior to the approval~ and agreements. In the case of the
trilateral we have evidence of discussions, reports .d requests dating to late of 1984.
Therefore, we have to consider that the entire project began at least 3 months before the
DCC approval was obtained. In the case of bilateral aid, we note that calls-forward from
January were not expected to arrive in Lome before mid-March, and February calls were
expected in mid-May. The timing seems to be very close to the same by these dates.

THE JUSTIFICATIONS FOR THE BARTER ARRANGEMENT

Several arguments have been put forward to justify the trilateral arrangement undertaken
in West Africa in 1985. The primary one was that the ports of Dakar, Abidjan and Lome
available tc Mali and Burkina Faso were congested and delays would be experienced when
shipping grain through them. In the case of Mali, 808 of the freight traffic was being sent
through Abidjan because of the deteriorated condition of the Dakar to Mali railroad, both
in terms of the line and the rolling stock. The OFDA report cited above reviewed a UNDP
report on deliveries of food aid to West African countries. They noted that over a 5 month
period only 1/3 of the food aid requested for Mali, Senegal, Niger and Burkina Faso could
be delivered. In the previous year tonnage of food aid handled at the three most commonly
used ports were Dakar 102,000, Abidjan 118,095 and Lome 40,508 (Lome figures were onlv
for a three month period).

Generally, however, the studies did not indicate that it was the ports themselves that
were the problem. In the case of Abidjan the UNDP note< that the maximum offtake rate
of the port was between 5,000 and 6,000 metric tons per week, which was double the
current usage. The backlogs, rath~r, occurred at EMACI (Enterprise Malien au Cote
Ivoire) which operated under the dir:~tion of ONT in Bamako. In early 1985 they had a
backlog of 60,000 to 80,000 tons of freight in warehouses in Abidjan of which 25,000 MTN
was cerez:lls.Sl5 Evacuation of cargo was taking place at the rate of about 4,000 MTN per
week to Mali. The UNDP noted that "this is primarily due to the extremely low trucking
rates paid to truckers by ONT to carry Malian goods." As we have noted, set rates for
Malian goods were 20 CFA per ton/kilometer compared with an Ivory Coast rate of 38
CFA per ton/kilometer on paved roads, while Malian rates for laterite roads were 30 CFA
and 40 CFA on sand and bush trails. In addition, EMACI had to econform to a ratio of 2
Malian truckers for each non-Malian trucker engaged. Very few of the truckers were
interested in hauling food aid commodities at these rates. Foreign aid Missions in Mal{ had
tried to get the Government of Mali to raise these rates but this was refused. If these
rates were raised, then the Government would be required to pay higher rates on
government-imported goods.

From Dakar, the only transport available to Mall is the railroad. Mali has about 185
extremely worn out freight cars (versus 338 fc¢ the Senegalese). EMASE (Enterprise
Malien au Senegal) controls shipping from Dakar under Lie supervision of ONT. Their firs:
responsibility is to ship goods required by governing Malian government bodies. The rate
structure for freight to Mali is 10 CFA per ton kilometer. This compares with a rate for
Senegal cargo of 20 CFA per ton kilometer on the same line. Thus, generally the Mallans
operate at a loss and cannot maintain their line nor replace their rolling stock.

S6. The WFP on 2/10/1985 cited 52,800 MTN total freight in Abidjan.



In the case of Burkina Faso, the main ports of entry are via the port of Abidjan and then
by rail through Bobo-Dioulasso to Ouagadougou, or through the port of Lome and then by
truck north. Most grain coming by rail will be off-loaded in Ouagadougou and trucked
north to the chronically grain-deficit areas such as Yatenga and Dori.

Shortage of raflcars and heavy demand for the use of the railroad to haul exports for Ivory
Coast often cause bottlenecks on the Abidjan-Ouagadougou railroad. In 1985 much of the
food aid was being sent through Lome and trucked north. Burkina Faso had a freight rate
structure similar to that of Mali, but ylelded to the demands of foreign donors to raise
rates sufficiently to compete with private cargo. Burkina almost doubled its rates, and the
result was that the congestion in the port of Lome was eliminated in a few weeks.

Another argument advanced for the use of trilateral arrangements is that food more
preferred by the local populations will be made available. In this case, that would mean
that Ghanaian white maize would be preferable to U.S. maize or sorghum. For this
particular case the argument is weak. Most of the grain sent to Mali and Burkina Faso
went to the northern parts of those countries. The maize-producing and consuming regions
of the two countries are in the south. The north consumes primarily millet with some
sorghum eaten wher= climate and soils permit its growth (although in Burkina Faso raost
sorghum is made into a lcosl fermented drink). Therefore, it would seem that the taste of
white maize would be as foreign as red sorghum to the recipient populations.

THE IMPORTANCE OF U.S. GOVERNMENT-OWNED CEDIS

Several references are made to the U.S. Government-owned cedis particularly those that
had accumulated through an OPIC-guaranteed investment in Gm, as a factor promoting
the trilateral arrangement. On June 1, 1981 the GOG and Firestone Tire Company of
Akron, Ohio signed an agreement for the sale of the company's shares in Firestone Ghana
Ltd. and Ghana Rubber Estates Ltd. to the GOG. The sale was covered by 20 notes of
$359,400 each bearing an interest rate of 6.5% payable to the Overseas Private
Investment Corporation (OPIC). The first note was paid in cedis in September 1982. As of
March 31, 1985 there were two other outstanding notes due. There was therefore,
$1,078,200 in cedis suppor- dly available to use for the Ghana grain transaction. The
balance of the funds plus interest were to be paid, at OPIC's request, in doliars.

In addition to the OPIC cedis, there were cedis being accumulated through the repayments
of loans from Title I safes and other locally-managed cedis from reverse accommodation
and sales proceeds, special deposit accounts and host country contributions to the Pcace
Corps. There seemed to be some concern, primarily on the part of the US. Embassy and
A.L.D. Mission in Ghana, that the Treasury Department would declare Ghana an Excess
Currency Country.57 There was also some concern that a demand from the U.S. for
repayment of outstanding debts in dollars would have adverse effects on Ghana's
Economic Recovery Program (ERP) in which economic policies promoted by the U.S., the
IMF and the World Bank were beginning to be implemented. The U.S. Embassy in Ghana
felt that the trilateral arrangement offered a viable alternative to dispose of some of the
excess cedis in U.S.G. ;accounts.58 It was suggested that the portion of the transportation
of Ghanaian maize that was to be paid in cedis (estimated to be $1.6 million) be paid from
the OPIC account.

e —————————

57. A country can be declared an Excess Currency Country where the U.5. owns more
local currency than needed for normal requirements in that count*v for two fiscal
years following the year in vshich determination is made by the Tre. sury.

58. U.S. Embassy, Working document entitled n"OPIC Collection of Notes,” May 15,
1985.
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The actual holdings of cedis by the U.S.G. were apparently considerably less at the time
of the trilateral agreement than was presumed by the U.S. Embassy. In late June, balances
in the OPIC account59 were 11,021,473 cedis,80 and the Treasury account contained
23,636,507.93 cedis.6] The two accounts, together with other U.S. Government-owned
cedis totaled approximately 42 million ($U.S. 840,000 at 50:1). This amount was evidently
the level set in agreements by A.LD. for use by WYRO/MOS for local trausport as MOS
confirms this in a telex to USAID/Ghana in October. They noted at that time that it had
agreed to use 42 million cedis and had already spent 33 million. Therefore, they planned to
take 9 million additional and purchase any further cedis on the open market.

There is evidence in cable traffic, notes and reports that the cedi question was of
importance to the Ambassador as far back as mid-1984. How muci Influence it had with
the DCC's decision to approve the trilateral transaction with Ghana is not clear. The best
we can say is that it appears to have provided a vehicle by which Treasury was able to get
rid of a large amount of cedis that were rapidly devaluating, for a purpose that the U.S.
Government would have funded in any case.

BENEFITS TO THE VARIOUS PARTIES TO THE TRANSACTION

In assessing the benefits accruing to the various parties, the stated advantages or
disadvantages—or "pros" and "cons"—of the transaction were used as the basis of
consideration. In this sense we look at the individual gains and/or losses rather than the
transaction as a whole, where total pluses may be greater than total minuses. The total
transaction will be discussed in summary to temper comments made about individual
aspects.

The recipient countries for the food aid, Mali and Burkina Faso, obviously gained in that
they both received food at little or no cost to their respective governments or to the
populations or end-users. With current policy in Mali, the national grain company
experienced no costs as they were not required to handle or store the grain sent there.
Under normal bilateral food aid programs, OPAM, the national cereals company, receives
the grain and stores it. Tuen, as PVOs request food, OPAM releases it to them for
distribution. In the Ghana-Mali arrangemert, the grain was consigned to WVRO, and
OPAM had no role in the tran-action. Hourever, W¥RO did not have adequate storage for
all the maize it was to receive from Ghana.62

59. Accra 05185, June 24, 1985.
60. Account 20FT 470
6l. Account 20FT 400.

62. In fact, WVRO apparently rented space from OPAM on one occasion to handle
storing the maize.
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In Burkina Faso, OFNACER, the government grain agency, officially received the grain as
would be the case in a normal bilateral arra:. rement. However, in this case it ‘was
immediately sent to the warehouses of PVOs who distributed the grain. In one sense we
oculd say that OFNACER lost in this arrangement. In most bilateral food aid shipments,
grain would be sent to OFNACER, which would distribute it to deficit areas. OFNACER
would sell the grain and recoup its operating =osts from the sales. As this income is
OFNACER's sole source of operating funds, it is important for them to maintain a certain
level of flows of commodities through their system each year. Thus, food aid that
by-passes OFNACER h%%os meet food needs in the country but contributes nothing to

meintaining the agency.

In terms of the FVOs, WYRO was the greatest winner, as Al.D. covered its expenses in
the transaction and helped them to establish a presence in Mali, where they had previously
done little work. It also enhanced their position to a certain extent in Ghana, although the
negative impact of their transport agreement with AJ.D. as seen by the GFDC probably
offset those gains. In Burkina Faso, the three PVOs involved apparently coveced their ~wn
costs f{rom regular budgets so that there was neither gain or loss in rerms of this
arrangement versus & straight bilateral arrangement that ‘would have consigned food to
them from the U.S. The Baptists, for example, spent a total of $145,286.58 for internal
handling and transport costs of 6,991.8 metric tons of food which included the 3000.9 MTN
of Ghanaian maize, ot $20.78 per MTN. This money would have been spent regardless of
the mechanism by which food was gen: to them. :

Benefits ‘c Ghans

The Ghanaian Food Distribution Corporation (GFDC)

The transaction had clear benefits to the Ghanalan GFDC. In- discussions with them,
several important benefits were mentioneau: '

1. The GFDC was able to sell gtored maize, for which the market was weak, at a
good exchange rates;

2. The sale emptied warehouses of grain that could conceivably have spoilzd;

K The sale of rice used in the exchange vastly improved the liquidity of the
organization;

4. The GFDC was able to meet commitments to commercial banks; and

5. The GFDC was able to undertake further commodity buying campaigns from

proceeds of rice saivs.

e ———

63. See Warren Enger, An Analysis of the Marketin Position of the National Cereais
Office (OFNACER) Upper gofta, RONCO L’éngﬁt{ng Torporation, 1981, Because
the national grain}fo% companies in west Africa, for the most part, are funded
from a percentage of the sales receipts of food, there is a need to have large and

regular flows through their gystem and a tendency to overstate the need for food.

80~
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To demonstrate the impact of the maize-for-rice exchange and subsequent sales of rice on
the financial situation of the GFDC, we have calculated the net benefits to the GFDC.
These are given in low and high estimates. Figures for purchase cost of maize, overhead,
handling and storage of maize, and sales prices for rice used for the calculations were
furnished by the GFDC, but we were not able to inspect GFDC's accounts for
verification.b4

The figures used for overhead, handling, storage and distribution costs of the rice are
estimated from two sources. The first figure is the negotiated ecost for handling paid to
the GFDC for the maize sent to Burkina Faso, o1 $7.00 per metric ton. The second figure
is the calculated overhead figure of 8,100 cedis per metric ton given as an overhead,
handling and storage cost for the maize to the GFDC (this figure was 45% of purchase
cost of grain). The figure used for transportation, 1,625 cedis per ton, is based on the 13
cedis per ton-mile set with A.L.D. for the WVRO transport and an average haul of 125
miles from the port of Tema. The 125 miles would include the cities of Takoradi, Secondi
and Kumasi as well as Accra and the lower lake region, and should cover almost all of the
rice sales zone.

The following would give estimates of the net benefit to the GFDC according to the
assumptions made above:

ESTIMATED COSTS AND RETURNS TO GFDC
FROM TRILATERAL FOOD AID - 1985

Low High
(in cedis per MTN)
Purchase cost of maize by GFDC 18,000 18,000
OH, storage, handling (458%) 8,100 8,100
Ex storage cost of maize 26,100 26,100
Value of rice sales
2,800 cedis/250kgs. 56,000 56,000
Less handling '
Tema port to distrib. point 2,017 8,100
Net return for rice sales 53,983 46,275
Estimates of rice handling
Transport at 13 cedis/ton-mile 1,825 1,625
OH, storage, handling ($7/MTN) 392
OH, storage, handling (45%) 8,100
Total handling costs 2,017 m
64. In fact we suspect some figures may not have been for the period of the

transaction in 1985. For example, the figure for maize used in calculating the
exchange ratio was about 9.5 cedis per kilogram, and we were told the cost to the
GFDC was 18 cedis. However, the magnitudes of financial benefits will remain
applicable.



Net returns to GFDC from exchange

Gross cost of maize x 15,000 MTN . 391,500,00
High return torice X 9,229 MTN 4_98,209,110
Low return to rice 'x 9,229 MTN 427,071,980
Net return in cedis (High) 106,709,110
Net return in cedis (Low) 35,571,980

Value in U.S. dollars at 57 cedis = 1.dollar
High return 31,8;12,089.60
Low return $ 624,069.52
The high benefit values to the GFDC come mainly from the fact that the exchange of
maize for rice was based on the Ghanaian cost of maize and US. price for rice rather

than on the Ghanaian buying or selling price for both commodities.

Benefits to the economy of Ghana and the GOG

Direct benefits accrued to the Ghanaian economy | ys:

1. The economy saved a considerable amoutn of foreign exchange by receiving rice
at no FX cost. 1f we use as an international price f.o.b. Bangkok for Thai rice at
$210.00 per ton, plus shipping costs of $50.00 per ton, tha c.i.f. price Tema woudl

be $260.00 per ton. That would make the FX cost of 9,229 MTN of Tice
$2,399,540. This FX value accrues directly to Ghana as it would nto have
received the food under a PL 480 Title II program without the trilateral

arrangement.

2. The above savings would have to be offset by the quantity of maize that would
have gone out of Ghana through clandestine exports into the CFA zone. If we
estimated 2,000 MTN65 would have moved in this way in the absence of the

trilateral arrangement, at a value of 10,000 per MTN st an exchange rate of 57
cedis = 1 dollar, then the loss in FX would be $356,877. Reports by both the
GEDC and OFNACER that Ghena maize was selling on the market in Burkina Faso
would support this assumption. The volumes can only be guessed at.

3. The national truck fleet of Ghana was greatly improved. The high total payments
made in CFA to contracted truckers, approximately $2,155,578, allowed the
truckers to purchase spare parts, new tires, etc., as well as fuel for which little

foreign exchange was available without the transaction. :

65. There is some indication in reports and cables that the GFDC did not have in
storage the entire 15,000 m.t. Some appears to hava been purchased after the
barter agreement was signed. This open market grain would have been available

to private traders for shipment north. Sanctioned commercial exports required an

export permit.
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4. The Government of Ghana was aklz to support the price of maize at the farm
level without large inputs of cash. In addition, the government benefited from the
lquidation of grain stocks for which there was little or no market. In fact, the

GFDC was concerned that the maize in store would have spoiled without the
transaction.

S. The GOG was able to reduce som of its debt obligatioins to the U.S. Government,
with the money going directly back into the economy of Ghana. This refers to the
$868,088 worth of payments made in cedis from U.S.-held cedi accounts. In fact
the transport contract as originally negotiated called for payments of $1,531,255
in cedis (81,156,515 cedis, based at that time on 53:1) out of a total of $3,473,450,
which exceeded the amount of USG-owned cedis.66 However, additional cedis
were to be paid into USG accounts in August in the equivalent of $441,000.67

Benefits to the U.S, Government

Benefits to the U.S.G. are difficult to quantify. In fact, given the cost of the
operation—that is, the portion that is contained in the inland transport cost of maize—the
U.S.G generally lost a great amount: at least $100 per MTN on the Mali shipment of
10,000 MTN would be a reasonable estimate. From other perspectives, it is more ¢ fficult
to judge. It is probably safe to say that in Mali and Burkina Faso the U.S. neither gained
nor lost using the trilateral arrangement as opposed to a bilateral arrangement. The
Secretary General of the Ministry of Commerce, the Ministry directly responsible for
grain marketing and food aid in Burkina Faso, did express certain positive feelings for
using regional sources of food in emergency situations, However, this may have been more
a strong concern for the surplus position of Burkina Faso in 1987 than any strong position
about the 1985 arrangement.

In Mali, the trilateral food aid of 1985 was of little concern to the Government other than
that it provided food aid in the northern regions during a period of massive shortages.
However, the GOM had absolutely no involvement in the transaction other than permitting
the maize to enter the country.

In Ghana, the trilateral produced the most spectacular gains for the U.S.G., particularly
from a foreign relations perspective, It was zmphasized that prior to the 1985 trilateral,
Ghana-U.S. relations were, if not strained, certainly only luke warm. The trilateral
produced results because of the financial gains to the GOG in foreign exchange savings,
reducing surplus maize supplies, refurbishing a largz part of the national truck fleet,
producing profits to the GFDC, and reducing the cedi balances in U.S.G. accounts. It was
also clear, when talking to Ghanaian officials, that there was a degree of satisfaction in
having been able to be a partner in assisting their neighbors. Both U.S. and Ghanaian
officials noted that relations had improved a great deal after the trilateral. Whether or
not that improvement was worth the cost, or could have been obtained at a lesser cost,
must be answered elsewhere.

e s —

66. Accra 05648, August 9, 1985,

8. Paris 32523 from RAMC, August 13, 1985 and State 134706, May 8, 1985,
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as positive. There is,

The overall impact of the trilateral -would

however, 2 distinct difference in the cost petween the shipments to Burkina Faso and
Mali. The most negative part of the transaction 1s the high cost of the inland transport,
and the Mali portion is the highest per ton of all.

‘have to be fudged
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CASE STUDIES - SOUTHERN AFRICA - 1985 - 1987
SUMMARY

On April 21, 1986 the DCC approved a barter agreement in which the United States
Government provided 11,000 m.t. of wheat to Malawi and Zimbabwe in exchange for
10,000 m.t. of white maize (corn) to be delivered to Mozambique. World Vision
International was to receive the maize in Mozambique to use in its program to feed people
affecte. by the drought and civil unrest in that country. This barter exchange was split
between supplies of maize coming from Zimbabwe and Malawi.

An agreement was signed between the U.S. Government and the Government of Zimbabwe
on June 13, 1986 under which the Government of Zimbabwe was to provide 7,000 m.t. of
maize delivered to Mozambique in exchange for 9,600 m.t. »f US. wheat delivered to
Durban, South Africa. On July 24, 1986 a similar agreement was signed by the U.S.
government and the Government of Malawi under which the Government of Malawi was to
deliver 3,000 m.t. of maize to Mozambique and the U.S. government was to deliver 1,400
m.t. of wheat to the government of Malawi in Durban, South Africa. In southern and
eastern Africa, USAID officials referred to these barters as "Tripartite Round L" In both
cases World Vision International acted as the intermediary, receiving the shipments of
maize for its Title Il emergency food distribution programs in Mozambique.

Shipments of maize from Zimbabwe began in five days aﬁd were concluded by August
1986. By contrast, the shirments from Malawi to Mozambique were considerably delayed,
and final shipments were not completed until June of 1987.

In another barter agreement, the DCC approved an exchange of wheat for maize with
Zimbabwe under the PL 480 program on December 24, 1986. On February 20, 1987, the
U.S. Government and the Government of Zimbabwe signed an agreement whereby the
Government of Zimbabwe would deliver to Mozambique 2,700 m.t. of bagged white maize
in exchange for 3,372 m.t of U.S. wheat delivered to Durban, South Africa. This "Round m
barter was based primarily on the successful and speedy implementation of the Zimbabwe
portion of the "Round I" barter, and the continuing emergency situation in Mozambique.
Nevertheless, two morths were taken up with approval of the agreement language
between the field and Washington. All shipments were to Government of Mozambique
agencies. World Vision International, who acted as intermediary for feeding programs in
Mozambique in Round ], was not included in Round II. Again the shipments were rapid, all
grain had arrived by late March 1987, three months after DCC approval was obtained, and
only one month after the agreement was concluded.

Another barter transaction of wheat from the United States was established in order to
provide maize from Kenya to be used in feeding programs in the Sudan. In this case the
U.S. delivered the wheat to Kenya in exchange for maize to be delivered to designated
intermediaries at Kenyan grain storage depots. An agreement to this effect was signed on
September 26, 1986 in Kenya. Although this barter was not one of the cases included in
this study it is noted to demonstrate the acceptance of a barter arrangement for another
region of Africa.



Subsequently, and partly based on the above experience with Sudan, the DCC approved an
.exchange of U.S. wheat to be delivered to Africa for African maize to pe delivered to
Mozambique. This exchange was with the Government of Kenya, which was to undertake
to deliver approximately 22,000 m.t. of maize to Mozambique. The agreement to
{mplement this transaction has not yet been negotiated. The intent was for Kenya to ship
jts grain down the coast to Mombasa, saving transport costs. -

At the time of this study, the deliveries of grain tn Round TI from Zimbabwe to
Mozambique had been completed. Grain from Kenya to both Sudan and Mozambique still
remained to be shipped. The first round of the grain from Zimbabwe had all been
delivered, and the grain from Malawi was finally all delivered by the time this study was
completed. The most complete documentation on the southern and eastern Africa barter
arrangements was on the 1986 shipments to Mozambique from Zimbabwe and Malawi.
These were, therefore, the main cases the study team was dirscted to examine.

BACKGROUND

The cases studied for this report {nvolved trilateral arrangements with Zimbabwe and
Malawi in 1986, generally referred to as "Round I" by AID in Southern Africa, and another
involving Zimbabwe in 1987, which is referred to as nRound IL" The background to these
transactions, as well as other trilateral arrangements predates the 1986 arrangement. The
United States Government had been involved in two parter or tripartite arrangements in
Southern Africa prior to the cases examined in this study. These were a 1979 arrangement
with Tanzania and Zambia, and a 1983 arrangement with Zimbabwe and Zambia. A brief
review of these cases provides some background to the reception that the 1985 and later
trilateral transaction proposals received in Washington.

A barter arrangement that had been established in 1979 among the U.S,, Tanzania and
Zambia appears to have had problems. In this transaction, The National Milling Company
(NMC) of Tanzania was to have supplied 40,000 m.t. of bagged white maize to tae
Zambian grain agency, NAMBOARD, at Bwana Mkubwa, Zambia no later than October 31,
1979. In return the U.S. was to deliver to NMC, extackle Dar es Salaam, approximately
14,280 m.t. of milled white rice within three months of the delivery of the maize to
Zambia.68 Existing documentation is fragmentary, but it suggests that the maize was
either only partly delivered or not delivered at gll. This experience &S well as others
involving PL 480 commodities on other continents 9 ereated a reluctance on the part of
some DCC members to involve the U.S. in further barter trades. »

s

68. Letter of Agreement dated 14 September, 1979.

69. specifically, 8 barter arrangement with Burma was mentioned.
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Two years before Round I of the Mozambigue trilaterals, an agreement had been
concluded among the United States Government, the Government of Zimbabwe and the
Government of Zambia. That agreement, signed March 28, 1983, called for the exchange
of 20,000 net metric tons of bulk US, No. 2 wheat for 31,000 net metric tons of bagged
A-B quality Zimbabwe white maize, an exchange ratio of 1.55 to 1.0. The agreement
called for the maize to be delivered to the Government of the Republic of Zambia (GRZ)
through NAMBOARD free-on-road at the Government of Zimbabwe Grain Marketing
Board's depot at Karoi, Zimbatwe. Transport was contracted by NAMBOARD to haul the
maize to Zambia. The U.S., in turn, agreed to deliver bulk No. 2 wheat to Zimbabwe
free~-in-elevator at Durban, South Africa. The U.S. also agreed to reimburse the GMB of
Zimbabwe ug to $57.00 per metric ton for transporting the wheat from South Africa to
Zimbabwe.’0 Apparently, there were no major problems with this agreement and its
implementation,/! and concequently that fact helped ease the acceptance of the 1985
tripartite arrangement. The estimated export market value of the wheat was $3,420,000
and the estimated ocean freight and inland transport cost for the wheat was $3,140,000.
By July 29, 1983 all of the 31,000 MTN of maize had been shipped to Zambia. The U.S.
wheat had arrived in Durban in June and 16,500 MTN had been shipped by rail to
Zimbabwe by the end of July, 1983. '

In September of 1985, the A.I.D. Office in Maputo, Mozambique recommeuded a trilateral
transaction of 40,000 metric tons of white maize from Zimbabwe and Malawi. The issue of
Malawi's participation seems to have been one that shifted position over the months
preceeding the actual agreements. Although the Lilongwe Mission argued for including
Malawi as a supplier as soon as the issue of a barter trilateral transaction was broached,
the strong position of Zimbabwe as a surplus producer and traditional regional grain
exporter made it more difficult to justify including Malawi's participation in the
arrangement.

JUSTIFICATION FOR THE BARTER ARRANGEMENT

A dialogue began in early 1985 among the A.I.D. Missions in the East and Southern Africa
region, with some input from A.LD. in Washington, regarding the possibility of
undertaking a trilateral barter transaction for grain. It appears that the 1983 agreement
involving Zimbabwe and Zambia set the tone for the discussion.

70. Letter of Agreement dated Maren 28, 1983.

71. The inland cost of shipping the wheat to Zimbabwe from S.A. was billed as $57.05
per MTN additional to the .05 having been apparently absorbed by the GMB. One
of the issues that arose from this transaction was the terming of the agreement.
Although the USG, represented by the American Ambassador and USAID Mission
Director in Zimbabwe, had agreed to deliver the wheat "free-in-elevator™ at
Durban, SER/COM/TR in A.LD. Washington contract transport on "full berth"
terms. Thus warfare charges at Durban were not covered in the shipping
contract. [Harare 6808, 19, Oct., 1883.] In fact, according to the RFFPO,
wharefage is always to contract transport "free-in-elevator" through the shipping
agent. The charge was made to the consignee, i.e. the GMB of Zimbabwe who in
turn "added it to" the inland freight costs.

-87-



To a considerable degree, this dialogue was initiated and orchestrated by the Regional
Food For Peace Officer (RFFPO) based in Zambia. It is worth citing at aome langth the
text of an introductory cable drafted by him and sent to a number of A.L.D. Missions in
the reg-i,?zn. This cable makes the general case for trilateral (tripartite) transactions as
follows:

"In 1984/85, Zimbabwe grew enough maize to provide for domestic consumption,
and keep a security stock of 800,000 mt for 86/87. The country also has at present
in excess of 600,000 mt for export. The GOZ is currently seeking buyers for that
exportable surplus. _
"gSAID/Zimbabwe, AID/W/FFP, and R/FFPO are very interested in the possibility
of entering into tripartite Title II arrangements involving Zimbabwe maize, for
the following reasons:

(A)...If Zimbabwe is unable to dispose of its surpluses, the decision may have
to be taken (for pragmatic economic reasons) to curtail production by
reducing producer incentives...It would appear to as that our most
promising option (since the USG eannot purchase Zimbabwe maize directly)
is the tripartite barter arrangement.

(B) Zimbabwe is centrally located in Southern Africa, and for various
reasons can be expected to produce marketable surpluses in reasonable
years, when most neighboring countries will only be able to satisfy domestic
requirements or, more likely, be in an import posture. Accordingly, surpluses
in Zimbabwe are in many ways tantamount to regional food security stocks,
and have been used as such in the past by WFP, the EEC and USAID, which
have all used Zimbabwe white maize in feeding programs in third
countries....It is in the interest of the USG, (especially insofar as indications
are that the Southern Africa drought cycle has several more years to run,
despite good weather In 84/85) to encourage Zimbabwe to continue to play
this role. .

(C) Zimbabwe maize can in many cases be moved to locations in East and
Southern Africa faster, and at less cost than corn from the U.S...

"It is obvious that the ability of the USG to help move Zimbabwe's exportable
maize surplus through PL 480 Title II tripartite arrangements is quite limited."

Other posts were asked to comment and to indicate interest, specifying tonnages that
might be needed for Title II activities, including commodities approved ind not yet called
forward. As appropriate, the cable indicated that A.IL D./W would be informed that the
possibility for a trilateral arrangement had been identified and approval to negotiate was
then sought by the Zimbabwe Mission. Project design was to be a collaborative effort
among all concerned parties.

72. Lusaka 2513, May 25, 1985.
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There was considerable response from addressee posts. In replying, the Malawi Mission
indicated that it accepted the RFFPO's offer to explore the possibility of including
Malawi in tripartite programs as a supplier, indicating that the Government of Malawi was
very concerned about a large surplus which_might go from a current 200,000 m.t. to
400,000 m.t. by September or October of 1985.73

Other A.l.D. Missions were quite supportive of the general idea, as well as of the
particular proposal to do another trilateral transaction with Zimbabwe as the source of
white maize. This was felt to be particulary eppropriste given Zimbabwe's role in the
Southern Africa Development Coordinating Committee (SADCC) as Zambia, Botswana,
Lesotho, Mozambique and Swaziland. Nziramasanga (1986) noted in a recently delivered
paper on food aid, intra-regional trade and economic development in MAA responsible for
food security planning.?4

Although this planning role for Zimbabwe is broadly recognized as appropriate within the
SANCC region, there is also a certain amount of latent hostility toward Zimbabwe
surpluses, based on a "big brother" sort of reasoning. This came out in many of the team’s
discussions both in Zimbabwe and in other countries in the region. On the other hand,
when suggestions began to be made that Kenya maize was cheaper, and could be delivered
more cheaply und expeditiously to Mozambique than could Zimbabwe maize, the SADCC
ideology was raised to support the view that Zimbabwe was crucial as a supplier for the
region, and it was pointed out by some of the same people that Kenya was not, after all, a
member of SADCC. Therefore, the price consideration, even if real, should not
necessarily be determinant of intra-SADCC policies, issues and actions as they saw it.79

Although timing and cost were raised in the discussions about employing a trilateral
cransaction, they seem to be almost secondary to the main issue. That is that regional
trade could be enhanced and it was important to assist Zimbabwe in pursuing its
agricultural policy reforms. The fact that Zimbabwe was a major surplus producer of
grain, and that it was in surplus position, made the regional trade issue even more
interesting. Two policy goals could be achieved at the same time within the scope of U.S.
pregram goals, i.e. promoting regional cooperation and reducing U.S. farm surpluses. U.S.
tracde issues do not seem to have been considered, or at least to have been given little
attenticn,

73. This figure was later given by the A.LD. Mission .as 100,000 MTN above its
strategic reserve of 180,000 MTN [Lilongwe 01039, 11 March, 1987). ‘

74. SADCC is comprised of nine member states; Zimbabwe, Malawi, Zambia,
Botswana, Lesotho, Mozambique and Swaziland. Nziramasanga (1986) noted in a
recently delivered paper on food aid, intra-regional trade and economic
development in SADCC, that "The SADCC countries have agreed in principle to
formulate a common food security strategy and Zimbabwe has been charged with
the responsibility of formulating a food security programme. However, national
considerations still dominate the internal pricing decisions of each country...There
still is yet to be a common definition of what food security means and the least
cost method of attaining it for the region as a whole."

75. For detailed discussions of food security policy and agricultural policy in SADCC,
see Ejcher and Mangwiro, 1986.
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ISSUES RELATING TO THE 1986 TRILATERAL

The main issue that the early discussions raised was the logistic and administrative
complexity of undertaking a trilateral barter transaction. These discussions seemed to
center mainly around the 1983 trilateral arrangement among Zimbabwe, Zambia and the
United States. Apparently, either the earlier Tanzania barter was unknown or was ignored,
as it is not mentioned in the record of discussion leading up to the 1985 arrangement. In
commenting on a cable from another Mission deseribing the Southern Africa trilaxeral
involving Zimbabwe and Zamtia, USAID in Harare seeks to refute the impression that the
1983 triangular exchange was terribly difficult and of questionable management
effectiveness.’®

»This is not the Mission's view. It is true that negotiations were protracted and
time-consuming. However, thic was expected as the tripartite exchange between
the three parties was unprecedented. Zimbabwe and Zambia took the transaction
very serfously, hence negotiations were detatled. This is in part why the exchange
went very well after the negotiations and signing. It would be misieading to leave
the impression that the work was not worth it. We would do it again and the
Zimbabwe Ministry of Agriculture would gladly do {* again. .-

n..we already have an official request from [the] Minister of Agriculture for
gimilar triangular programs and with the success of the earlier program we are
confident that the Grain Marketing Board and the Ministry of Agriculture would
move expeditiously and responsibly to complete negotiations and assure early
maize delivery."

The cable sent by the RFFPO?! made the point that, obviously, tripartite
programs were "necessarily more complex than straight bilateral programs and
that the difficulties may appear, at first glance, insurmountable. However,
tripartite programs have worked well in the past, especially those involving
Zimbabwe, as the GOZ approach is very professional indeed. Logistiecs and
management considerations are real, and will be dealt with to ensure a practical
and workable program design and effective implementation. we request that
addressee Eosts not dismiss this initiative out of hand as unworkable or too
complex.“7

The issue of Malawi's participation as a supplier of grain shifted somewhat over the period
before negotiations were completed. At one point the question was raised as {9 the ability
of Malawi to supply the grain. There was also the troubling question of Malawi's tacit
support for the "Renamo” insurgents (MNR), who were using southern Malawi as a staging
area for incursions into Mozambique. A number of those interviewed in Africa indicated
that the Government of Mozambique did not want to be party to an agreement that would

76. Harare 1743, March 27, 19885,
71. Lusaka 2513, May 25, 1985
78. Ibid.
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have included Malewi as a source of food eid commodities unless Malawi's policy
concerning the MNR changed.?9 USAID/Lilongwe however, persisted, and at one point
enlisted the support of a U.S. army general who was visiting Malawi and with whom the
apparcat reluctance of others to include Malawi in the proposed trilateral was discussed.
As the Mission pointed out in one cable, his contacts in Washington were "high and
wide."80 A subsequent cable indicates that the General did, in fact, bring the Malawi's
Mission message back to Washington and apparently in persuasive terms.3! In the end,
Malawi was included, but as the source of only 3,000 metric tons of maize, with Zimbabwe
providing 7,000 metric tons. In fact, there seems to have been more of a reluctance on the
part of the national grain company in Malawi to participate in a larger degree than on the
part of the A.L.D. Mission. '

At least one post, USAID/Kinshasha, raised a policy issue concerning producer price
supports and then-current A.l.D. policy. On the one hand what was being recommended
‘was using an A.LD. program to assist Zimbabwe in maintaining price supports while
general A.LD. policy was seeking, on the other hand, to promote the "free market." This
issue was not effectively addressed in the available document,

THE BARTER TERMS OF TRADE

As was the case in West Africa, determining the barter terms of trade in a trilateral
transaction required difficult negotiations in all of the east and southern Africa cases. It
is -also interesting that the shifting barter terms of barter, starting from the
US.-Tanzania transaction of 1979 to the recent U.S.-Zimbabwe transaction of 1987, have
not paralleled the international ratios for the same commodities. If we can assume that
the African white maize in each case was equal in quality, and given thet the U.S. No. 2
hard red winter wheat would be of consistent quality, then some similarity of ratios should
have existed among the various barters. Several points arise in reviewing the barter terms
of the transactions. First, the basis of costing the grain varies, both by country and in
time. Second, the inclusion or exclusion of transaction costs varies, i.e., including delivery
in the price basis. Third, costs may vary due to competitive conditions among suppliers
vary. Finally, the position of the participating country in regard to exchange rates and
hard currencies also varies., The following shows the ratios for each of the transactions:

1979: United States - Tanzania - Zambia.

() U.S. delivered 14,280 MTN No. milled white rice ex-tackle to Dar-es-Salaam.

79. This is one of the areas in which it is probable that more information exists in the
record, but was classified and unavailable to the study team. In most cases
assertions were made off the record.

BO. Lilongwe 04381,

81. Lilongwe 04951,



Tanzania supplied 40,000 MTN Tanzanla grade A white maize delivered to Bwana
Mkubwa, Zambia.

Ratio of exchange: 2.80 MTN maize: 3 MTN rice.

Delivery Costs: Included.

1983: United States - Zimbabwe - Zambia.

U.S. delivered 20,000 MTN No. 2 hard red winter wheat n{ree-in-elevator" to
Durban South Africa. ' :

Zimbabwe delivered 31,000 MTN A-B white maize to the Government of Zambia
nfree-on-rail” in Zimbabwe.

Ratio of exchange: 1.55 MTN maize: 1 MTN wheat.

Delivery Costs: US. delivered wheat to Zimbabwe including reimbursement of
inland freight costs from Durban to Zimbabwe up to $57.00/MTN. Zambia paid
freight costs from Zimbabwe to Zambia.

1986: United States - Zimbabwe - Mozambique.

U.S. delivered 9,600 MTN No. 2 hard red winter wheat £.0.0. vessel U.S. Gulf ports.
Zimbabwe delivered 7,000 MTN A-B white maize to WVl "free- on-road or
tree-on-rail" at Rusape, Zimbabwe.

Ratio of exchange: 1.0 MTN wheat:0.73 MTN malize.

Delivery Costs: UJS. delivered wheat F.0.B. US. Gulf ports. ‘World Vision
International paid delivery costs from Zimbabwe to Mozambique.

1986: United States - Malawi - Mozambique.

U.S. delivered 1,400 MTN No. 2 bulk hard red winter wheat nfree-in-elevator”
Durban, South Africa. :
Malawi delivered 3,000 MTN A-B white maize to WYI warehouses in Tete
Province, Mozambique.

Ratio of Exchange: 2.25 MTN malze:l m.t wheat

Delivery Costs: U.S. paid all ocean freight costs to Malawi for the wheat, and
reimbursed Malawi up to $145.00/MTN for inland transport and handling costs
from Durban to Malawi. Malawi paid for the freight costs of shipping maize to
Mozambique. WV1 paid for unloading in Mozambique and securing all import
permits and documents.

1986: United States - Kenya = Sudan.

U.S. delivered 2,180 MTN hard red winter wheat to Mombasa, Kenya.

Kenya delivered 3,000 MTN of K-3 Standard white maize to organizatious chosen
by the USG at depots in Kitale, Kenya.

Ratio of Exchange: 0.73 MTN maize: 1.0 MTN wheat.

Delivery Costs: U.S. paid delivery costs of wheat to Mombasa. PVOs paid freight
costs of maize to Sudan. Kenya paid freight costs of wheat from Mombasa to
inland destinations, and was responsible for any costs at the Port of Mombasa
includiug wharfarage, demurrage, handling, etc.

1987: United States - Zimbabwe - Mozambique.

US. delivered 3,372 MTN of No. 2 hard red winter wheat "free-in-elevator”
Durban, South Africa.
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P Zimbabwe delivered 2,700 MTN of A-R white maize to Beira, Mozambique.

° Ratio of Exchange: 0.80 MTN maize : 1.0 MTN wheat, .

° Delivery Costs: U.S. paid Ireight costs "free~in-elevator" to Durban, South Africa
for the Wheat. Zimbabwe paid all handling and freight costs of shipping wheat

from Durban to Zimbabwe. Zimbabwe paid shipping costs "free-on-rail” of maize
to Beira, Mozambique. ‘

What is clear from the examples above is that past negotiations have usually taken into
eccount more issues than the market exchange ratios between commodities. First, market
values for the maize supplied from African grain agencies has usually been negotiated
taking into consideration the cost to the agency at the official exchange rate of local
currency to the U.S. dollar. Often the market value of the U.S.-supplied commodity is
either the c.i.f. cost to the importing country for usual market requirements or the price
f.ob. U.S. Sulf ports. These calculations, however, mask price subsidies that may be in
effect in participating countries. The exchange ratios may also mask over-— or undervalued
eurrencies in the participating countries, Second, the value of local grains in Africa may
be calculated on a less than efficient cost basis. For example, Zimbabwe valued its maize
sturting with a producer cost of approximately U.S.$ 108.00/MTN plus handling and
rlorage costs of U.S.$35.00/MTN.82 Thys a cost of U.S.$145.00/MTN was used as a basis
to establish exchange rates on the principle of no benefit/no loss to the agency. However,
USAID in Harare noted that the GMB in Zimbabwe had been

offered U.S.$74.50 per metric ton on tenders from exports,.."which GMB appears willing
to accept."83 Finally, transport and handling costs are included or excluded in various
ways. For example, for the 9,600 m.t. shipment of wheat to Zimbabwe in 1986, the ratio
was calculated on an f.0.b. price at Gulf ports. This was because GMB in Zimbabwe was
Instructed tn meet its wheat import requirements through barter. However the GOZ
&greed to pay transport costs of bartered wheat. Thus, the GMB combined its Section 416

more favorable exchange ratio than is seen in the Malawi transaction of the same period.
In other cases, as can be noted above, inland transport costs have been included such as
the transport cost of wheat from Durban to Zimbabwe, or the cost of transporting maize
from Malewi and Zimbabwe to Mozambique. Trying to determine what an appropriate

ntio should be for any transaction is difficult, and may require guidelines for future
transactions. . o

TIMING AND SPEED OF THE GRAIN SHIPMENTS

D{scussions relating to a trilateral transaction which ultimately led to the "Round m
trilaterel began in early 1985, It was almost a Year, however, before the DCC approved

,000
Ri. from Zimbabwe and 3,000 m.t from Malawi was not approved by AID until May 7,

1986. This led to agreements with the Grain Marketing Board (GMB), signed June 13,1986
®d ADMARC national grain company of Malawi, signed July 24, 1986.

\_

n By wav of comparison, the U.S. Government pays farmers an annual storage fee of
$0.26 per 56 lb bushel or $10.22 per m.t. for Farmer Owned Reserves, or grain
Stored on the farms.

R Harare 00296, Jan. 20, 1987.
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The shipments of maize from Zimbabwe to 2jozambique began one week after the
agreement was signed, on June 19, 1936. These shipments were expeditious and regular, so
that the sgreed upon quantity had reachcd its destination by August 31, 1986,84 -

The deliveries from Malawi were not so smooth. In both the Zimbabwe and the Malawi
cases, World Vision International was the intermediary that had operational responsibility
for implementing the program and receiving the grain in Mozambique. USAID/Harare was
satisfied with the operational procedures of WVL However, this was not the oase in
Malawi. The main problem in the case of Malawi seems to bave been that operational
control was vested in WVI headquarters {n Zimbabwe, beth for shipping the grain and
receiving the grain in Mozambiqué. However, other issues outside of WVI's control seem
to have been the major factors causing delays in grain deliveries. The first deliveries ol
grain were delayed from July 1986, when the agreement was signed, until September,
Even then, further deliveries were slow. Although the grain company in Malawi,
ADMARC, indicated that they could effect deliveries of the 3,000 MTN to Mozambique In;
three weeks,85 by October 15, 1936 only 7 truck loads of approximately 210 MTN -hed
been delivered.86 The main reason given initially for this delay was insurgent activity in
the areas of Mozambique where the grain was to have been delivered. However, it s
clear that the deliveries from Zimbabwe were timely; in fact, ahead of schecule. Yet,
shipments of the maize fiom Malawi to Mozambique were not completed until June of
1987, almost a year after the agreements were signed. In the meantime, US. wheat
destined for Malawi was delivered to Durban In September of 1986.

USAID/Lilongwe, in a summary cable for this study, reviewed the logistics and delivery by
ADMARC. In their view, the major probiem was due to top management personns
changes in ADMARC shortly after the agreement was reached. In fact they -ztato;
n...These changes were not made public for several weeks after they had been made,
During this period, ADMARC was virtually in limbo. Phone calls were not returned, it s,
very difficult to arrange meetings .and correspondence went unanswered....Despitg,
constant prodding from both WVI and the Mission, these management changes ef{ectively,
resulted in several weeks delay in moving the agreed program forward. During August,
September and part of October, virtually no action twas taken by ADMARC to lnltiat;o\i
maize shipments. After several tries by the Mission and WVI, the bottleneck was bro
and the maize began to move. Unfortunately, by this time, one of the critical areas
7ambesi Province where the food was needed most had been overrun by insurgents and th
maize could not be delivered to these destinations."87 ‘

84, The actual delivery was 6,450 MTN, allowing for a portion to be held back »!mtE
final shipments of US. wheat were done and the maize quantities could bg
calculated against the agreed upon ratio of exchange.

85. Lilongwe 01710, May 5, 1986.

86. Maputo 3552, October 22, 1986.

87. Lilongwe 01039, March 11, 1987.
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CONCLUSIONS

The trilateral transactions with Zimbabwe clearly worked well, were timely and appear to
have been economically efficient. The trilateral arrangement with Malawi seems
questionable. Given the small amount of grain involved, it is doubtful if the “ransaction
with Malawi was advisable. The original idea was to supply all of the grain from
Zimbabwe, which clearly had supplies available, had experience in exporting grain, and
where WVI was well established. The inclusion of Malawi seems to have been more a
political choice than one based on recognition of the country as a sourae of grain suitable
quickly to relieve "emergency"” conditions in the region. One has to question the wisdom of
promoting Malawi's participation given that they were at least tacitly harboring
insurgents from Mozambique. Surely, they did not seem to be overly enthusiastic about
the program given their performance. This brings out a final point made so well by the
RFFPO in Kenya. That is, a major concern when evaluating a potential trilateral should be
the willingness and enthusiasm of the supplying country.

For “Round II", the 1987 trilateral involving Zimbabwe and Mozambique, the deliveries
were again timely and efficient. This trilateral, as noted &bove, did not involve a PVO as
intermediary, but rather provided for shipments ¢f maize from the GMB directly to the
Government of Mozambique. The entire delivery of grain was completed within three
months of receiving approval from the DCC for the trilateral.

BENEFITS TO VARIOUS PARTIES TO THE TRANSACTIONS

The recipients of the food aid in Mozambique definitely gained from the program. In as
much as these people had a clear preference for white maize from neighboring African
countries over U.S. yellow maize, the gain to them was even greater. Without this
distinction, however, it is not certain that any greater gain came from a trilateral
arrangement as opposed to a bilateral program.

Clearly Zimbabwe gained in the first transaction. The Grain Marketing Board was able to
sell 7,000 metric tons of maize at a price far above the world market price. The fact that
they paid this price for this grain does not alter the fact that the grain recovered, via the
US. wheat, a high return. In turn, Zimbabwe was able to convest the value of its own
maize into a commodity that it needed to import, while using foreign exchange only for
the shipping. By contracting for the shipping itself, it also was able to utilize low-cost
non-U.S. flag vessels, something that would be difficult for the U.S. to do. In the Round II
shipments, Zimbabwe again received a high price for its maize. This is most clearly seen
in the fact that it appeared to be willing to export other surplus stocks for about one-half
of the price used in the exchange ratios.

It is nct easy to ascertain if Malawi gained as much as did Zimbabwe. Contrary to earlier
optimistic reports, it appears that Malawi did not have the immense surpluses that existed
in Zimbabwe. Therefore, selling off excess stocks was of much less concern to Malawi.
However, it is clear that in Malawi, as was the case in Zimbabwe, was able to bring in
wheat at virtually no foreign exchange cost. In fact, as the U.S. paid all of the shipping
costs for the wheat guing to Malawi, the only foreign exchange cost to the latter was the
small amount that her truckers may have had to pay while transporting maize to
I\‘Iozambique.8

88, Trucks went in convoy. Only in one instance, according to WVI, was a shipment of
60 tons lost to the insurgents.
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Gains for the U.S. are hard to measure. Most of these are in poiitical good will. At a time
(1986) when the U.3. bilateral foreign aid program to Zimbabwe had been suspended, this
trilateral provided a means of keeping up the possibility of improving relations further, at
a time when the U.S. was openly supporting contra-government UNITO forces elsewhere
in the region, and secn as indirectly supporting the MNR, the trilateral reinforced the
commitment the U.S. claimed to have to SADCC, end to democratic government in the
region as a whole. One gain that may be longer-term and hard to quantify would be the
potential for marketing wheat in the Southern (and Eastern) parts of Africa. Clearly that
would not have Leen the case if yellow corn had been shipped. The latter is considered an
inferior food in Africa, and although it would be accepted under emergency conditions
such as existed in Mozambique, it -would have no lasting impact as a foodstuff. Wheat, on
the other hand, is not only in demand in most aress of Africa, but that demand is growing.
Good quality wheat, imported at competitive prices, entering the markets of southern
Africa, could have an impact on decision-makers and future imports.

It is not as clear that the truckers and raflroads gained substantially as was the case in
Ghana. Freight rates appear to have been competitive and normal. There is not the
evidence that local operators needed the foreign exchange to repair trucks. Indeed, the
local government grain agencies contracted trucking without the use of U.S. funds
directly, so that anv foreign exchange gains would have accrued to the governments.

In summary, it would appear that the clearest and most substantial gains accrued to
Zimbahwe, both in terms of foreign exchange savings and support for its agricultural price

policy.
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ANNEX C
COST EFFECTIVENESS ANALYSIS
Introduction

This annex compares the U.S.G.'s costs of the trilateral barter programs examined in this
study to the costs it would have incurred had emergency food assistance been provided
bilaterally. The unit of measurement is the cost per ton of food delivered to the target
groups in Burkina Faso, Mali, and Western Mozambique.

The analysis does not address important non-quantifiable factos that are usually
considered when determining the merits of program alternatives. For example, the
timeliness of deliveries may be an overriding consideration where emergency food needs
exist and food is readily available in a neighboring country. Or the achievement of U.S,

program may be worth the additional cost such a trilateral may entail. Cost
considerations are nevertheless important, and the study team recommends that a cost
effectiveness analysis by an integral part of any trilateral program proposal.

Flndlng
General

Table C-1 shows that the costs of trilaterals, as well as those of bilateral alternatives,
can vary considerably. Table C-2 shows the actual costs incurred by each party to each of
the transactions, The U.S.-Ghana-Burkina Faso/Mali trilateral was 71 8 more costly than
a bilateral program would have been; the U.S.-Zlmbabwe—Mozambique trilateral cost 18 %
more; and the U.S.-Malawi-Mozambique trilateral was 628 less costly. The major factors
accounting for cost differences were inland transport in the West African program and the
overall unfavorable wheat for maize exchange ratio in the Zimbabwe transaction. The
more favorable trilateral with Malawi and Mozambique is attributed to the value the
Government of Malawi placed on the opportunity for foreign exchange savings and the
latter's contributions towards finanecing transport costs. These results suggest that
generalizations are difficult to make on the cost effectiveness of trilatera] vs bilateral
programs and that a comparative analysis should be done on a case-by-case basis for each
trilateral program proposed.

U.S.-Ghana-Burkina Faso,/Mal| Trilateral

The 71 8 higher cost of the U.S.~-Ghana-Burkina Faso/Mali barter - $507 vs $296 per MTN
- was due mainly to higher inland transport costs. These higher costs are largely
explained by the longer route entailed in trucking the maize from Kumasi Ghana, the
depot area for Ghanian white maize; rather than from Abidjan, ivory Coast, the port of
entry had yellow maize been provided bilaterally. Other factors were the poorer road
conditions of the Kumasi route and the more limited opportunities for "backhauling" goods
to Kumasi rather than Abidjan, ,
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TABLE C-1

Comparative Cost Analysis
Trilateral vs Bilateral Pood Aid Transactions
( U0.S. Dollars)

Ghana - Mali/Burkina: Zirbabwe - Mozambique: Malawi - Mozamaique:
Trilateral Bilateral a/ Trilateral Bilateral a/ Trilateral Bilateral a/

U.S.G. Rice Yellow Maize Wheat Yellow Maize wheat Yellow Maize
(Metric Tons)y (9,202 MIN) (15,000 MIN) (9,792 MIN) (7,000 MIN) (1,409 MIN) (3,000 MIN)
Intermediary White Maize NA White Maize NA White Maize NA
{Metric Tons) (15,000 MTN) (7,000 MV} (3,000 MIN)

Commodity Value 2,688,000 1,350,000 1,034,039 630,000 149,454 270,000
Ocean Freight £02,964 b/ 1,633,500 730,876 427,000 142,983 222,300
Storage Savings ¢/ (55,044) (47,628) (28,740) (22,226) (4,191) (9,526)
Sub-Total 3,135,920 2,935,872 1,736,175 1,034,774 288,246 482,774

Inland Transport 4,465,181 1,500,000 ¢/ 315,000 e/ 700,000 £/ 210,000 g/ 637,000 h/

Total Costs 7,601,101 4,435,872 2,081,175 1,734,774 498,246 1,319,774

Cost Per Ton 507 296 293 248 166 440

SOURCES:: USDA, Commodity Credit OCorporation, Report No. PM-301R and Baltimore Form C. Berth

b/
c/

d/
e/

£/
g/

Term Grain Bill of lading.

USDA, Foreign Agriculture Service, PL 480 Operations Division, Rate Analysis and
Statistics Area, and USDA, ADCS, Warehouse Divisian.

AID, Bureau for Food for Peace and Private Voluntary Assistance, Office of Food for
Peace, Program Operations Division.

Bilateral Program Assumptions:

Ocean Freight = 70% U.S. flag and 30% foreign flag.

Qomodity Value = $90.00 per metric ton or $2.29 per bushel.

100% foreign flag.

Based on 90 day OCC storage. Costs range fram a high of $5.96 per MIN for the rice
shipred to Ghama, to a low of $2.99 for the wheat shipped to Malawi and Zimbabwe. The
storage savings are higher for rice than for wheat, which in turn is higher than for corn
according to USDA. In both cases, the commodity was hard red winter whest. Note that
the lowest storage costs to the OOC are for Farmer Owned Reserve corn where farmers
receive $0.26 per bushel, or $10.23 MIN per year.

$100 per metric ton; A.I.D. estimate,

Qosts of transporting the wheat by rail fram Durban to Barare totaled $55.70 per MIN and
were paid by the G0Z. WVI paid the costs of transporting the maize by rail from Barare
to Tete ($45 per MIN) and were reimbursed by the U.S.G.

$100 per metric ton by rail; WVI estimate,

Represents transport costs of $§149.07 per MIN for transporting the wheat by truck fram
Durban to Malawi. Inland transport costs for transporting the maize by truck fram Malawi
to Tete (estimated at $130-135 per MIN) were subsumed in the exchange ration of wheat for
maize.

Represents costs of transporting the maize by truck from Durban to Malawi ($149 fer MIN)
plus truck transport from Malawi to Tete Province in Western Mozambique ($130 per )e
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TARLE C-2
Cost Analysis
U.S.G: Trilateral Program,
(U.S. Dallars)
U.S.=Ghana-Burkina FasoMali U.S.-Ziﬂbabde-Marbique: U.S.-mlm-lbzarbique:

U.S. Costs Ghana Costs U.S. Costs  Zimbabwe Costs U.S. Costs Malawi Costs

Qammodity 2,688,000 2,850,000 1,034,039 1,015,000 149,454 435,000
(Rice) {Maize) (Wheat) (Maize) (Wheat) (Maize)
Ocean Freight 502,964 0 730,876 131,250 142,983 0
Storage Savings (55,044) NA (28,740) N (4,191) NA
Sub Total 3,135,920 2,850,000 1,709,175 1,146,250 288,246 435,000
Inland
Transport 4,465,181 C 315,000 534,720 20,000 390,000
(Ghana to Malj & (Harare to  (Durban to (Durban to Malawi to
Burkina Faso) Mo ambique) Barare) Malawi)  Mozambique)
Total Csts 7,601,101 2,850,000 2,051,175 1,680,970 498,246 825,000
—_————
SARCES: USDA, Comodity Credit Corporation, Repor' No. M~-301R and Baltimore Porm C. Berth

Term Grain Bill of Lading.

UsDA, Foreign Agriculture Service, PL. 430 Operations Division, Rate Analysis and
Statistics Area, and USDA, ADCS, Warehouse Division.

A.I.D., Bureau for Food for Peace and Private Voluntary Assistance, Office of Food for
Peace, Program Operations Division.

NA not available.

The
paid

(02 paid the ocean freight in the amount of $131,250. However, the UsG subsequently
$730,876 differential to meet U.S. cargo pilference requirements.
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The trilateral would have been even more costly ~ $587 per MTN vs $296 per MTN, or 98 %
higher - had the U.S. rice been shipped under the same shipping arrangements assumed for
the bilateral alternative. The analysis assumes that the bilateral alternative would have
been shipped 70% U.S. flag and 30% foreign flag. However, the bartered rice was shipped
on 100% foreign flag vessels. Had the bartered rice been shipped on 70% U.S. and 30%
foreign flag bottors, the ocean freight costs would have been $135 per MTN instead of
the $55 per MTN ac.ually paid, or an additional cost of $80 per MTN.

A closer look at the negotiated inland freight rates shows that the Burkina Faso
component of the transaction was less costly than the Mali component . Transport rates
negotlated with the Chanian Transport Company show that the cost of trucking Ghanian
white maize to Quagadougou was $106 per MTN (see Table C-3). This is abou{ the same
as the $100 per MTN estimate for trucking bilaterally provided maize from Abidjan to
Quagadougou or Bamako.

The most economical mode for transporting maize to Burkina Faso would have been by
rail from Abidjan to Ouagadougou. This route costs only about $30.00 per ton. However, -
port congestion was a problem in Abidjan in 1985 and much of the food aid shipped under
bilateral programs that year went through Lome. We can only conclude that tie cost of
trucking the Ghanian maize to Ouagadougou was reasonable, Rates paid were only
slightly higher than were the prevailing rates for Burkanabe truckers.

The Mali component of the U.S.-Ghana Burkina Faso/Mali trilateral

was much costlier. The negotiated transport rates show that the cost of trucking the
Ghanian white maize to Bamako was $257 per MTN compared to the $100 per MTN
estimate for providing maize bilaterally. The negotiated weighted average cost of
trucking the maize to all of destination points in Mall (Bamako, Menaka, Ansongo and
Gao) was $287 per MTN.

As in the Buridina Faso case, more economical routes for transporting the maize to Mali
were unavailable in 1985, These routes werz from either the port of Abidjan and then on
by road, or from the port of Dakar and then on by rail. Port congestion impeded the flow
of food aid through Abidjan; government-controlled low freight rates permitted truckers
from Abidjan to Mali were also a problem. The rail line from Dakar to Mali was not an
option due to the poor cciditior »f the rail line and its rolling stock. On the other hand,
A.L.D.'s Regional EconomicDevelopment Services Office (REDSO) in Abidjan felt that the
issue of port congestion, etc., was overstated and that the grain could have been shipped
on a bilateral basis through Abidjan and Lome.

The study team also compared the unit cost of the Mali component to those of a Title I
Sention 206 program which provided 10,000 MTN of rice the previous year. The costs of
ocean freight and inland transport for the latter was $293 per MTN compared to $403 per
MTN for the Mali component of the trilateral. The $403 per MTN figure included
prcrated costs of $349 per MTN for the portion of the barter trucked to Bamako and $54
per MTN for the actual cost of ocean freight from the U.S. to Tema, Ghana.
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U.S.-Zimbabwe-Mozambique Trilateral

The U.S.~Zimbabwe-Mozambique barter cost 18% more than a bilateral program would
have. The totals of ocean freight and inland transport costs between the two program
alternatives were about the same. This suggests that the hsgher cost of the trilateral can
be attributed to the wheat for maize exchange ratio. Cost estimates at the time of
negotiations indicated that the trilateral would be less costly. However, actual costs
turned out to be higher.

U.S.-Malawi-Mozambique Trilateral

The U.S.-Malawi~-Mozambique barter was less costly than a ‘bilateral would have been
owing largely to the value the Government of Malawi placed on foreign exchange savings
and the GOM's agreement to pay inland transport costs from Malawi to Tete Province.
The value placed on foreign exchange savings is reflected in Table C-2 as the difference
between the costs to each party. The inland transport costs to deliver the Malawian white
corn to Tete were subsumed in the exchange ratio of wheat for maize.

The World Vision Regional Office (WVRO) and the local governments used truck transport
for most of the 1986 maize shipments from both Malawi and Zimbabwe as rail transport
was unreliable. In fact, WWRO noted in its 1986 operations report that the Western areas
of Tete and Manica Provinces had to be supplied from Zimbabwe "as these areas are for
all intents and purposes cut off from the rest of Mozambique by the activities of the
insurgents.89 -

The following sections present more detailed breakdowns of the costs and obligations
incurred by the various parties to the trilateral transactions.

The Cost of the U.S.-Ghana-Burkina Faso/Mali Trilateral

Table C-3 shows the freight rates negotiated with the. GFDC and Ghanaian truckers to
transport meize {rom Ghana to destination points in Burkina Faso and Mali.

Table C-2 illustrates points made earlier; namely: . .

) The transport costs for trucking maize from Ghana to Quagadougou are
comparable to those for trucking maize from Abidjan to Quagadougou; i.e.,
$106.50 per MTN vs $100.00 per MTN respectively; and

° The transport costs for trucking maize from Ghana to Bamako was about 2.5
times more expensive than trucking it from Abidian; i.e., $257.10 per MTN vs
$100.00 per MTN respectively.

89. Bruce Menser, Mozambique Program Director, World vision International, May
7,1986.
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TABLE C-3
U.S.~Ghana-Burkina Faso/Mall Transaction
Calculation of Freight Rates for Inland Transport

(US. $)
‘Metric Transp. Handling Total Total

Destination Tons ‘Per Ton Per Ton Per Ton To Dest.*
Ouagadougou 5,000 106.50 7.00 113.50 567,500
Menaka 2,500 251,70 3.60 255.30 638,250
Ansongo 1,5G0 283.00 3.60 286.30 429,900
Gao 4,000 325.50 3.60 329.10 1,316,400
Bamako 2,000 257.10 3.60 260,70 521,400

SUBTOTAL . 373,450
Freight Forwarding to Ouagadougou 30,000

‘TOTAL CONTRACT. - 3,503,450
Source: Transport Agreement.
. Mileage from Kumasi, Ghana was negotiated as follows:
To Ouagadougou, Burkina Faso 470 miles
To Ansongo, Mall -1,154 miles
To Bamako, Mali 1,048 miles
To Menaka, Mali 1,026 miles
To Gao, Mali 1,327 miles

CCC records show that the following costs were incurred in the Ghana-Burkina Faso/Mali
transaction:

TABLE C+4

U.S.~Ghana-Burkina Faso/Mali Transaction
- Costs Incurred
(US. $)

U.S. rice (9,207 metric tons) $2,688,000.00
Transport of rice from U.S. Gulf to Tema 502,964.00
Inland freight and handling charges:
10,000 MTN maize Ghana to Mali $3,040,000.00

748,181.00
5,000 MTN maize Ghana to Burkina Faso 677,000.00
TOTAL COST $7,656,145.00

SOURCE: USAID reports, USDA reports.
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Table C-5 shows A.LD. payments against the Purchase Authorizations for inland transport
as of April 13, 1987,

TABLE C-5
U.S.~Ghana-Burkina Faso/Mali Trilateral
A.LD, Expenditures for Inland Transport

(Us. $)

Transaction _ Total Dollars -Dollars /M.T.
10,000 MTN to Mali:
PA/PR 899-950-XXX-5784 $3,040,000.00 ) $304.00
Payments against 5784 2,970,849.90 297.08

Unused balance _L'B'Q',LI'S'O'TU 6.92
PA/PR 899-9§O-XXX-6784 $ 748,181.00 $ 74.82
P%):lrz:en;sbzlg:r:rcxzt 6784 7482180:?3 74.82
5,000 MTN to Burkina Fasos
PA/PR 641—4?-000—5701 $ 677,000.00 $135.40
" g o g 2

SOURCE: USAID reports, invoices, and USDA reports.

Payments reflected in Table C-f may not be complete. USAID/Accra records (Accra
07651, October 15, 1985) indicate that a total of $575,163.20 had been authorized for
payment against PA/PR 5701. However, four vouchers approved for payment indicate
that $545,163.20 is correct (Abidjan 14764, January 27, 1986). Bills in question against
PA/PR §701 for inland transport tc Burkina Faso include payments to SOCOPAO to handle
customs clearances, reconditioning, rebagging and unloading in Burkina Faso.

Cable traffic also indicates that the $30,000 freight forwarding bill to SOCOPAO could
not be paid as the cost had increased by about $5,500.00 due to the decline of the dollar
against the franc (the contract with SOCOPAO was denominated as 2,200 FCFA/MTN).
This amount would have to come out of the residual funds in PA/PR 5701. .

Table C-6 breaks down the shipments of maize from Ghana to Quagadougou and the four

points in Mali. The mileage figures are based on the contract terms with GFDC. The tons
shipped are based on the actual records of dispatches.
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TABLE C-6
GHANAIAN WHITE MAIZE SHIPMENTS

TO MALI -~ 1985
Date (1985) Convoy No. ‘No.of Trucks MTN Destination
JUNE 6 1 8 150 GAO
JUNE 6 2 6 180 BAMAKO
JUNE 6 3 6 180 MENAKA
JUNE 6 4 7 200 GAD
JUNE 6 5 13 455 GAO
JUNE 6 6 8 260 BAMAKO
JUNE 6 7 7 215 MENAKA
JUNE 6 8 6 180 MENAKA
JUNE 6 9 14 450 GAO
JUNE 6 10 11 355 GAO
JUNE 6 11 14 455 BAMAKO
JUNE 6 12 1 350 ANSONGO
JUNE 6 13 ‘30 975 GAO
JUNE 6 14 28 885 BAMAKO
SEPT 28 15 7 210 GAO
SEPT 28 16 7 210 GAO
SEPT 28 17 7 210 GAO
OCTS5 18 5 150 ANSONGO
OCT 5 19 7 210 ANSONGO
OCT S 20 -8 180 MENAKA
OCT 11 21 7 210 GAO
OCT 11 22 7 210 GAO
OCT 11 23 7 210 GAO
OCT 11 24 7 210 GAO
OCT 11 25 7 210 MENAKA
OCT 11 26 7 210 MENAKA
OCT 27 27 7 245 GAO
OCT 27 28 8 280 GAO
OCT 27 29 7 210 MENAKA
OCT 27 30 7 210 MENAKA
OCT 27 31 7 210 ANSONGO
OCT 31 32 8 250 ANSONGO
NOV 16 33 14 425 MENAKA
NOV 20 34 10 300 MENAKA
NOV 23 35 S 150 MENAKA
TOTAL TO MALI 321 10,000
SUBTOTALS BY CITY: 1,170 ANSONGO
1,780 BAMAKO
‘4,580 GAO
2,470 MENAKA

SOURCE: MOS REPORTS
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The Cost of the Zimbabwe-Mozambique-Malawi Trilaterals

Table C-7 shows the CCC's contributions to vl;he Malawi-Mozambique and the
Zimbabwe~Mozambique trilaterals. '

dTABLE C-7
CCC Costs of Zimbabwe/Malawi/Mozambique Trilaterals
(U.S. Dollar) |
Zimbabwe-Mozamb. Malawi-Mozamb.

Commodity (wheat) Value $1,034,039.00 $149,454.00
Ocean Transport 730,876.00 142,983.00
Inland Transport - 315,000.00 210,000.00
TOTAL $2,079,915.00 $502,417.05

Source: A.L.D. and USDA reports, invoices and B.O.L.'s.

Actual chipments of bulk wheat to Zimbabwe were 9,792.13 MTN. The average purchase
cost was $105.60 per MTN ($2.88/bushel). Actual shipments of bulk wheat to Malawi were
1,408.7 MTN at an average cost of $101.50 per MTN ($2.77 per bushel).. Inland transport
costs paid by the Government of Zimbabwe for transporting the .wheat from Durban to
Harare were $ZW 88.56 per MTN including port handling and clearing charges of $ZW
21.83. This would be equivalent to US$ 55.70 per MTN calculated at the current exchange
rate of $ZW 1.59 to US$ 1.00. The costs of transporting the maize from Zimbabwe to
Tete ($315,000) were paid by WVI and were reimbursed by the U.S.G.

Inland transport costs paid by the CCC for transporting the wheat to Malawi were $149.07
per metric ton ($4.04 per bushel). Inland transport costs thus exceeded the commodity
value and.were about 72% of the commodity’'s c.i.f. value in Durban, the delivery port.

Costs incurred by the Government of Malawi for transporting the local maize to points
within Mozambique were picked up by the U.S. government and PVOs. These costs are not
explicitly identified in Table C-1 as they were subsumed in the exchange ratio of wheat
for maize. _

Figures supplied by World Vision show inland transport costs of African-purchased maize
ranging from $27.78 for deliveries from Rusape to $45.00 per ton for deliveries from
Mutoko. By comparison, their figures for deliveries of U.S. bilateral aid from South
African ports to Mozambique points of entry are $89.00 per metric ton.90

0. World Vision International working document, Mozambique, using FY 1986 prices.
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Considering that the cost for Zimbabwe—destined wheat was a total of $55.70, all
inclusive, from Durban to Harare, and adding to that the $45.00 for Zimbabwe to
Mozambique points of entry, we would have a comparable cost of $100.70, or $11.70 more
than for direct South African ports to Mozambique points of entry. That is to say, the
cost per ton on & trilateral would be about $11.70 per metric ton higher than a bilateral
program. On the other hand, if rail could be used for at least part of the Zimbabwe to
Mozambique shipments, then the cost of the inland transport costs of a trilateral could be
made equivalent to the bilateral costs.8l -

91. World Vision International indicated the following rates would have applied had
the maize been transported by rail or boat: .

Mutare to Chimoio (Eastern Zimbabwe to Western Mozambique) by rail; $12.23
per MTN.

Mutare to Beira (Eastern Zimbabwe %o Mozambique coast) by rail; $20.16 per ‘MTN.
Chicualacuala to Chokwe by rail; $13.44 per MTN.

Incomatiport to Muputo by rail; $7.44 per MTN.

Beira to Inhambane by boat; $12.50 per MTN.
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ANNEX D

“TRILATERAL FOOD AID: POTENTIAL IMPACTS ON MARKET DEVELOPMENT
REGIONAL AND INTERNATIONAL TRADE AND ECONOMIC DEVELOPMENT

Trilateral food aid to date represents a relatively small part of total food aid. -Food aid in
turn is a small portion of total world transactions in grains and oilseeds. Thus, it is
generally considered appropriate to attribute little or no impact on world market prices to
these transactions. This is probably appropriate in the short run. There are, however,
broader questions to be addressed. In this annex, we will deal with three such questions,
These are:

1) implications for world and regional market.,

2) the potential advantages and disadvantages of trilateral food aid transactions jor
U.S. market development; and

3) potential contribution to nationai and regional economic development,

Each question is considered in turn, using mainly U.S. experience in Southern and Eastern
Africa to illustrate the issues.

1. WORLD AND REGIONAL MARKET IMPLICATIONS

All U, trilateral transactions in Africa have involved the trading (bartering) of U.S.
surplus commodities (wheat and rice) with a ‘second country for - locally-produced
commodity (white maize) which is the apparent preferred commodity in a third country.
These cases have been dis~ussed in the body of this report. The issues for world markets
relate tc potential impacts on world prices and trade volumes. Using the cdase of the
United States trading wheat to Zimbabwe for white maize for shipment to Mozambique as
an example, the following issues emerge. World price impacts could arise from several
parts of the transaction. :

Recall that Zimbabwe is a deficit country {n wheat. There is an apparent water and
irrigation .development constraint on increased winter wheat production. Production at
present is unlikely to exceed 250,000 tons. Domestic consumption is rationed by the Grain
Marketing Board to level around 300,000 tons. However, rising incomes and increased
urbanization are creating increased (but quantitatively unknown) excess demand for
wheat. At the time of Independence support prices for white maize were increased and
nide available to communal as well as commercial farmers. Output of maize has
incrcased significantly, particularly on ecommunal farms. For example, in 1980, 108 of
maize production occurred on communal farms. Last year, 428 came from communal
farms where output totalled nearly 700,000 tons. The result is a surplus of white maize of
nearly 2 million metric tons of maize. Support prices this year have been reduced for
individual farm production in excess of 91 tons. But increased surplus will still accrue.
Similar trends have occurred in Kenya which also has a surplus of white maize and a
shortage of wheat. It is therefore in Zimbabwe's and Kenya's interest to increase
domestic availability of wheat and reduce costly stocks of white maize.
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With the above stylized facts in mind, it is possible to explore potential world market
price and volume impacts. It must be remembered, however, that trilateral transactions
are a small part of U.S. food aid and that food aid is a small proportion of total world
trade. If the shipment of wheat to Zimbabwe is additional to total trade (i.e. Zimbabwe
would not have bought as much wheat commercially, presumably because of foreign
exchange constraints), this would reduce U.S. stocks and potentially lessen downward
pressure on world prices. If on the other hand Zimbabwe {and Kenya) would have
purchased wheat commercially, there would have been direct upward pressure on world
wheat prices and increased U.S. shipments. Thus, the wheat side of the transaction would
have potentially positive (though clearly small) impacts on world markets. However, the
more that the trilateral replaced (lower additionality) commercial purchases, the relative
increase in world prices would be less.

In maize markets the potential forces are more complex. If the U.S. had shipped yellow
maize directly to Mozambique, that transaction would have redured U.S. stocks and, given
Mozambique's total lack of foreign exchange, would have represented an addition to trade
volume and put upward pressure on world prices. Thus, the relative benefits of potentially
higher wheat prices and lower maize prices would depend crucially on the additionality of
wheat shipment to Zimbabwe versus maize shipment to Mozambique. (These outcomes are
not influenced by the fact that yellaw maize is not a preferred product in Mozambique).
However, there are additional implications which depend on what Zimbabwe would have
dot.e with surplus white maize in the absence of stock-reducing trilaterals. If Zimbabwe
(or Kenya) dumped surpluses on world markets at very low prices as Zimbabwe did just
before Independence, this would tend to depress world maize prices. Thus, the impact on
world maize prices of a direct maize shipment by the U.S. to Mozambique would depend
on Zimbabwe behavior. To the extent the trilaterals by the U.S., Canada, Australia, and
triangular deals by the EC and Japan have taken pressure off Zimbabwe stocks °
potentially price depressing effects of Zimbabwe dumping are reduced.

Thus, there are offsetting effects on world prices. Wheat prices would tend upward, while
maize prices would tend downward. In the absence of a trilateral, pressure on wheat
prices would be downward and maize prices could go either way, depending on whether
Zimbabwe dumped its surpluses. These tendencies are discussed to show the potential
impacts on prices if larger transactions were to take place. We can safely say however,
that given magnitudes to date, world price impacts have been marginal at the most- )

A second set of market considerations relates to the potential for developing a regional
market in Southern and Eastern Africa for white maize. There is considerable interest in
the SADCC (Southern Africa Development Coordination Conference) region for
developing a regional food security scheme which would focus on production, distribution
and trade of basic food-stuffs (see paper by Carl K. Eicher and Mandwamba Rukuni,
"Developing a SADCC Food and Agriculture Strategy: Objectives, Components and
Process"). Such a plan would encourage Southern African countries to develop their
agriculture in terms of their comparative advantage. This presumably would result in
increased productivity, better prices, and could serve as an engine ~{ positive economic
growth. Clearly in the long run, sustained rural based economic growth and raising
incomes are both in the interest of the countries themselves and for potential exporters
such as the United States. This is so because with rising incomes, the region would
experience rising demand for food and, in particular, wheat. Given constraints on wheat
production, such policies could expand wheat imports for example.,
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In addition, the development of regional trade in, say, white maize would not likely be
directly in competition with U.S. exports of yellow maize. This is so because white maize
iIs primarily used for direct human consumption. Further, rising incomes would shift
demand patterns toward meat consumption which might increase ‘more rapidly than
Indigenous or regional feeding stuffs production. “This was clearly the case in Taiwan and
South Korea. It is also argued that the development of Tegional trade would be more

likely if transportation and trading infrastructure were encouraged by initial trilateral
transactions.

These potential developmental impacts in emerging regional food markets we discussed at
length in the body of this report. However, cne must be cautious about excessive
expectations. Regional trade depends, as does international trade, on the capacity of
importing countries to pay for commodities they import. This requires foreign exchange
of a sort that exporting countries are willing to accept. While there is incomplete
information available on the convertibility of local currencies, what evidence there is
suggests significant difficulties here. Most countries in the region would strongly perfer
to earn hard convertible currency rather than inconvertible local currencies. ‘Thus, at this
point the potnetial for developing a viable commerical regional market of any magnitude
seems limited. About the most that can be said is that if trilaterals moved countries in
that direction it would be a positive development. Yet, on the basis of our analysis, this is
much more a potential rather than an actual benefit of already-consummated trilateral

2. THE POTENTIAL ADVANTAGES AND DISADVANTAGES OF TRILATERAL
FOOD AID TRANSACTIONS FOR U.S. MARKET DEVELOPMENT -

A continuing objective of PL 480 has been long-term development of commercial export
markets for U.S. commodities.. A necessary question to address, therefore, is whether
trilateral transactions:

a)  contribute to market development activities and,
b) whether more traditional methods would do the job as well.

Compared .to a bilateral food aid transactions, trilaterals are more complicated. On the
surface the basic question appears to be whether the potential is greater with direct
shipment to the ultimate beneficiary country of avallable food stocks or with bartering in
an intermediate country. In the Southern Africa case this would be the choice of shipping
yellow maize to Mozambique versus trading U.S. wheat to Zimbabwe for white maize to
be shipped to Mozambique. Our analysis plus interviews suggest that long-term market
development for U.S. maize 2Xports to Mozambique are limited. This is so both because

disarray in Mozambique do not bode well for sufficient economiec development to generate
& commercial market. On the other hand several factors suggest the potential for market
development for wheat exports to higher income countries in Southern and Eastern
Africa. Both Zimbabwe and Kenya have deficits of wheat. The deficit is contributed to
by both lack of comparative advantage in wheat production and by rapidly expanding
demand fueled by income and population growth and by accelerating urbanization. Thus,
the argument that trilaterals should be looked at in terms of market development in the
intermediavy country rather than in the final recipient country,
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Several issues still require further exploration. First, is the U.S. product properly
identified in either the intermediary or final recipient country? We have argued
elsewhere in the report that final recipients in Mozambique are unlikely to identify the
product with the donor, whether shipped directly or indirectly. Even Zimbabwe majze Is
labelled as a gift from the United States. Evidence suggests that illiteracy and language
difficulties prevent strong identity. On the Zimbabwe side, U.S. wheat swapped for maize
Is mingled with other wheat and so is not identifiable to the Yinal consumer. But clearly
final consumer identification is not the major issue. The more critical question is whether
those responsible for food procurement recognize the source of the commodity. This is
clearly the case in Zimbabwe where the Grain Marketing Board is well aware of the U.S,
source. Similarly, food distribution agencies in Mozambique know the original source of
the food aid shipment. Thus, it was concluded in the body of the report that physical
identification of the commodity is largely a non-issue. * . '

If the above identification issue does not prevall, it is clear that in the foreseeable future
the potential for U.S. wheat exports to Eastern and Southern Africa (and probably rice and
wheat exports to West Africa) is greater than that for yellow maize. But trilaterals are
not the only way to develop wheat marketing in Eastern and Southern Africa. As argued
by USDA officials interviewed, an additional relevant question is—why not use Title I
bilateral food aid to Zimbabwe and Kenya directly? Looked at in this way the relevant
comparison is the cost to the U.S. of delivering a fixed amount of wheat to Zimbabwe
under Title I s opposed to the costs of the trilateral. As argued in the body of the report
this comparison hinges directly on the barter terms of trade of wheat for maize. If the
wheat price of Zimbabwe maize is higher than the world price of wheat, then the
trilateral would involve an important subsidy to Zimbabwe. Our analysis suggests that
there are not significant transportation and handling cost differences, at least in Eastern
and Southern Africa; therefore the terms of trade are crucial to the comparison, as is the
concessional sales aspect of Title I.

An even broader question is whether Zimbabwe would commercially purchase U.S. wheat
in the absence of either trilateral or Title 1 programs. The answer to this question cannot
be rigorously determined. Obviously, increasing difficulty with foreign exchange in
Zimbabwe, for example, suggests a real foreign exchange constraint on commereial
purchases. Futhermore, as our export competitors Canada, Australia and the EC are
actively engaged in trilaterals, Zimbabwe could turn elsewhere for ever-larger quantities.
In fact this reality of trilateral competition suggests that if the U.S. is to benefit from
longer-term market development it has to be involved in trilaterals as long as competitors
are. :

Given "trilateral competition™, then, the preferences of Zimbabwe and Kenya would have
heavier weight. Our interviews in Harare clearly suggested that officials in Zimbabwe °
were very pleased with trilateral arrangements. They got them the wheat they needed
without having to expend hard eurrency in the short term or incur long-term dollar debts
(Title I). They reduced burdensome and very expensive maize stocks and generated
business for handlers and the transportation industry. (The flip side could be that it puts -
stress on over-burdened infrastructure). In fact it appears that Kenya is now willing to
reduce maize prices to compete for trilaterals with Zimbabwe. Thus we must conclude
that, given the clear preference of African countries for trilaterals and the active roles
taken by other exporters, the U.S. should be actively involved in trilaterals if longer-term
market development is an objective. . .
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This conclusion, coupled with the unlikely possibility of developing markets in the final
recipient with direct shipment of a non-preferred product, suggests that in market
development terms trilaterals have the potential of being useful. -When one factors in
development objectives and potential diplomatic gains in both countries, the conclusion
seems clear that properly structured and efficient trilaterals have significant potential
advantages. Of course all of the above is premised on the initial case of the emergency
food aid need being for a commodity not available from U.S. 3tocks. If the food need
could be met with U.S. stocks, the main reason for using trilaterals would have to be for
economic development and diplomatic objectives. It is unlikely, unless the intermediate
country gave very favorable terms of trade, that a trilateral would compete on
cost-effectiveness and efficiency grounds with a well-formulated bilateral. In sum our
conclusions are that in the short-term competition from other exporters in the trilateral
business probably necessitates U.S. involvement at least on a limited scale. Further, this
short-term imperative is s necessary precursor for the longer-term potential outlined
above.

3. REGIONAL ECCNOMIC DEVELOPMENT OBJECTIVES

The issue of contribution to regional and national economic development is discussed at
length in & number of places in the report. Here we draw the major impacts together in
summary form. I{ seems no longer necessary to argue extensively for the general
proposition that the most critical element in developing commercial export markets for
U.S. commodities in developing countries is rapid economic growth and rising per capita
Incomes. Growth and development create employment and purchasing power. They also
seem to stimulate rural to urban migration. This necessitates the development of
marketable surpluses (or increased imports) of basic food stuffs. Thus, in countries with a
preponderance of employment and GNP generation in agriculture, commercial growth in
agriculture is critical. For example the rapid expansion of market surplus by communal
farmers in Zimbabwe in response to price incentives is having practical impaets on income
improvement in that country.

It is quite likely that if Countries pursue agricultural development on the basis of
comparative advantage they will develop national surpluses of some commodities and
shortages of others. If comparative edvantage is to be capitalized upon, an export {open
economy) oriented development strategy is clearly preferred to more typical
import-substitution approaches with over-valued currencies. The old adage that "you have
to export to import" is as true for developing countries as it is for rich countries.
Therefore, to the extent that trilaterals encourage increased economic activity in
developing countries and that they develop patterns of regional trade which are
economically viable, they must get positive marks in both development and market
development terms. However, given their limited magnitudes and intermittent nature,
they would have to be integral parts of broader and sustained development efforts. To the
extent that development eiforts are successful in improving income generation and
distribution, then it would be contributing to solving critical food needs (see World Bank,
Poverty and Hunger, Is: tes and Options for Food Security in Developing Countries, Feb.
1986)
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SUMMARY

The analysis in this annex has addressed several related issues regarding market, trade,
and development issues. The conclusions are that, given the current magnitudes of U.S.
trilaterals, they are unlikely to have significant world market impacts. However, even if
the volumes of transactions were larger, the nature of the trilaterals analyzed would not
necessarily be contrary to U.S. interests. The market development potential is more
complex than with bilaterals, but can be analyzed. The analysis suggests market
development potential. Further, the presence of other exporters prepared to engaged in
trilaterals almost forces U.S. participation. .This is so because trilaterals are very
attractive to countries such as Zimbabwe and Kenya which have periodic surpluses of
some commodities and chronic shortages of others. Foreign exchange shortages at home
limit commercial imports and similar shortages in neighboring countries limit commercial
exports. In terms of development objectives, trilaterals, properly designed, can
contribute to an overall development program in a positive fashion. However, as lone
program their limited magnitudes and intermittent nature constrain their individual
effectiveness.
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ANNEX E
OTHER DONOR'S EXPERIENCE AND POLICIES
INTRODUCTION

Before an assessment of other donors' experience, terminology should be clarified.

Trilateral transactions, as defined in the statement of work for this study, are those
involving three countries. The first country supplies commodities to the second country
which, in its turn, supplies a third country with commodities which the first country is
unable to provide from its own resources.

The term used in Europe and the multilateral agencies is "triangular” rather than
trilateral, and even this is interpretated differently between FAO/WFP usage and French
terminology. The French use the term "triangular” to include arrangements within one
country. In these cases counterpart funds from commodity sales, or money, are provided
by the donor country for the purchase of food to be supplied in a deficit area of the same
country. This type of transaction is described by WFP as a local exchange (swap)
arrangement or "local purchase”.

In FAO/WFP terminology triangular arrangements are those involving three countries and
may be either by cash purchases in the supplying country or, in a few cases, by exchange
of commodities. The latter arrangements may involve selling the commodities to

To sum up, the FAO/WFP terminology generally understood by the Committee on Food
Aid (CFA) is as follows:

Triangular transactions are those involving three parties and, in practice, usually
involve a cash purchase by the donor country or agency from an exporting
developing country, for use as food aid in another developing country. This would
not include purchases in a developed food exporting country.

Local transactions are those conducted within one country and in practice usually
involve cash purchase of commodities by the donor country or agency rather than
the supply of commodities by the donor. :

Exchange transactions are practiced and can be triangular or local and can involve
the generation of counterpart funds or be conducted on a barter basis.

UN/FAO/WFP

For some years it has been the declared policy of the World Food Programme that food
purchases should be effected in developing countries to the greatest extent possible. The
Committee on Food Aid (CFA) has repeatedly urged all donors to increase triangular
transactions, local purchases, and exchange arrangements. Recommendations for the
triangular transactions in food aid were made at the World Food Conference of 1974 and
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fncorporated in the "Guidelines and Criteria for Food Aid" approved at the seventh session
of the CFA in 1979. The benefits of triangular transactions are seen by the Committee
"both as a means of stimulating food production and trade among developing countries and
in order to make food aid more effective”. The advantages of triangular transactions
were set out in more detail in the information paper presented at the twenty-second
session of the CFA by the WFP Executive Director. He was reporting on the joint
WFP/African Development Bank seminar on food-aid for development in Sub-saharan
Africa. Advantages were said to include:

- - support for the balance of payments and for food production and agricultural
policies of the supplying country;

- support for the export demand and, therefore, a stimulus for the development of
regional food markets;

- speedy delivery to neighboring countries; |

- the provision of more appropriate foods than are often available from traditional
food-aid donors;

- the promotion of regional cooperation;

- a reduction in transport costs: and improved transport links among neighboring
countries.

The total amount of food-aid handled by WFP in 1986 was 2.4 million tons. Of tius
567,446 tons (23.6%) were purchased, the balance being commodity donations. Table 2
shows the level of purchases from developed and developing countries by funding source ln,.’.
the years 1983-86. A level in-excess of 70% from developing countries has been ,
maintained except for 1986 when 69.82% was reached. There have been changes fn "
percentages between the various funding sources. These are dictated by changes in
policy, - e.g., in the case of the Food Aid Convention {FAC) relaxing its source
requirements to allow developing country purchasing, or by changes in availability or
delivery costs from developing country sources from one year to the next.

The totals purchased from developing countries include purchases within a country for
supply to another region of the same country ("local purchases” in FAO/WFP terminology)
and so not all purchases from developing countries in the Table involve a third country.

DETERMINATION OF THE COMMODITY PURCHASE SOURCE

The decision as to whether a purcnase should be made in a developing country or not is
based on cost-effectiveness. This is determined by the price, the timeliness of
availability and the appropriateness of the commodity to satisfy a particular need, which
depends on erd-use and country. The Resources Division prepares a submission to the
Purchasing Committee, which is chaired by the Executive Director. The submission sets
out the alternative sources of supply and the reasons for recommending & particular
choice. Resources Division admits that this choice does not normally take into account,
developmental considerations, except the broad one of providing an outlet for developing

country produ~e.
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Within the broad class of transactions involving three countries come some which are
dictated by motives other than cost-effectiveness or development. The purchase of

American wheat using Japanese funds to assist the Japanese/American trade
disequilibrium is an example.

Over the years there has been an increasing tendency for some countries to stipulate the
destination of their donations, thus restricting WFP's freedom of action in its
programming operations. On the other hand, some donors have untied their aid and allow
the use of their bilateral funds to be used at WFP's discretion rather than by purchase

from the donor country's own stock, e.g. the United Kingdom, the Netherlands and the
FAC.

PURCHASING

Purchasing procedures vary according to supply avallability. From developed countries
international tendering is practiced and the Purchasing Committee is informed what the
cheapest offers are. The director of the Resources Division has discretion as to whether
purchases go to international tender and his decision is usually determined by the scale of
the transaction. In developing countries responsibility for purchase is delegated to the
WFP representative in some cases. Local competitive tendering is used, if there is a
competitive trade. If this is not so the purchase is made from the state marketing board.
It is estimated that some 20-25% of WFP purchases are made through the private sector.
Final autnorization for purchase rests with the WFP Rome office. In the case of
emergency operations field staff are authorized to buy directly.

STAFFING

WFP field offices in those developing countries which are regular exporters have extra .
staff to cope with this function. Offices in countries which generate intermittent
surpluses and are only occasional exporters do not carry extra staff, but it was felt that
the more triangular trade is encouraged, the more food trading specialist staff will have
to be engaged. It was also felt that the field offices would have to have greater data
resources than they have currently. The view was expressed that Rome headquar;ars
staff could handle three times the volume of purchases were they all to be from developed
countries or from traditional developing country exporters, e.g., Thailand, Argentina or
Pakistan. The size of purchase in the case of most triangular arrangements, and almost
all local transactions, is small.

THE DEVELOPMENT PERSPECTIVE

The benefits accruing to triangular arrangements have been listed earlier. The WFP
Operations Division has not generally designed projects with these development eims
specifically targeted nor has it evaluated these aspects, and sc is not in a position to
demonstrate that the hoped for benefits of triangular or local purchase transactions have
been realized. Currently WFP would have difficulty in designing a marketing development
project because cash could not be earmarked specificilly for triangular transactions as
part of the project design. The new WFZ Project Cycle involves new procedures and a
more coherent conceptual framework for the use of food-aid in development but WFP will
continue to be constrained in its actions. The major constraints are that the final decision
as to source of supply is weighted towards financial advantages; that many projects
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require a cash/food-aid mix which is outside ¥ FP's mandate; and that WFP does not have
long-term command on its resources and 80 cannot enter into long-term commitments. It
s admitted by the Operations Division (which iIs -responsible for project design and
execution) that WFP must husband its resources in the most economical fashion from a
food brokering point of view and that this, together with the fact that the bulk of WFP
resources come as food donations, will override development considerations.

In a recent (October 1986) WF?? review of the Japanese experience with food aid policies
and programmes one of the iszues for the future was seen as the considerable scope and
opportunity for Japan's food aid to be more effectively linked tu the financial and
technical elements of its food aid programme in a comprehensive approach to helping
developing countries.

The concern that A.LD. has expressed about the extent to which triangular or local
purchases might inhibit rather than strengthen local trading uciworks has not been
determined up to present. WFP does concede that by the nature of its organization it has
most usually to buy from parastatals rather than private merchants and that this could be
to the disadvantage of the local trading network. On the other hand, by the nature of the
demand to -which WFP is responding the need is for a homogeneous product assembled
quickly and in large quantities, a demand which loce! merchants frequently cannot readily
satisfy. It can be argued, however, that they never will be able to do 80 if they are not
given the opportunity.

There have been relatively few exchange (ewap) arrangements and these have been largely
confined to local exchanges rather than trilateral arrangements. In Kenya, wheat has
been supplied to the National Cereals and Produce Board which then supplied beans and
white maize to WFP projects. This has amounted to some 14,000 tons of wheat per year
for the last six years. A similar arrangements in Uganda will involve about 10,000 tons of
wheat in 1987 and 1988. In India and Mozambique WFP graia is supplied at the port and
local grain provided to WFP projects inland by the government, which saves WFP the
overland transport costs. Such arrangements depend, however, on the availability of grain
at the project site or the willingness of the government to meet costs. In one case in
Ethiopia the constraint of internal transport costs was relieved by the supply of extra
produce which was sold locally to generate counterpart funds. An evaluation of this
arrangements concluded that the local market had not been disrupted, but sich
arrangements would obviously have to be made on a case-by-cas- basis, depending upon
the local macket conditions.

COXNCLUSIONS

1. The WFP experience in trilateral arrangements is predominantly in buying
foodstuffs for cash from one developing ccuntry to supply another.

2. Local purchases, while many in number, have been of limited size—a few hundred
tons in most cases and down to five-ton transactions. There are considerable
benefits perceived as flowing from these transactions, -and scope for many
mecre—particulerly in Africa.

3. Exchange arrangements using inputs from the fonor are even more limited but can
be valuable in alleviating chronic deficits and assisting production areas.
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4. Effects on developm:- .. are unclear. Since trade-flows within and between
countries are ill-defined and often clandestine, the impact of transfers effected
by food-aid flows is difficult to evaluate. The davelopment effect of purchases
from some traditional exporting developing countries is probably marginal but for
some which have the potential to become regular exporters, e.g. Zimbabwe, the
effect of food aid purchases is possibly greater.

UNITED NATIONS FOOD AND AGRICULTURE ORGANIZATION (FAOQ)

The Food Security and Information Service of FAQ favors triangular trading transactions.
The initiation of trading opportunities in surplus areas and the consequent rise in living
standards is considered a vital element of development. It is conceded that triangular
arrangements, whether between or within countries, might incur greater costs and more
complex logistical problems than bilateral operations but these are viewed as investments
in long-term development. Futhermore, the view that the promotion of the export of food
commodities by a country, or a region of it, will compete with the exports of the donor
nations is not considered valid. It is argued that the economic development of a country
or area as a result of trading opportunities will raise its buying power and thus increase its
real demand, and in turn raise its import demand. _

The Food Security and Information Service staff agreed that the opportunities for
longer-term development projects based on triangular transactions were limited at
present in that many of the opportunities were relatively ad hoec. There are currently a
small number of localized deficit areas which could be supplied from neighboring
countries but the FAO Global Information Early Warning System, in cooperation with
A.LD. among others, is trying to generate an assessment of cross-border and localized
needs on a longer term basis. As these data are accumulated, together with a monitoring
system to generate information on current cross-border trade, it is felt that the
opportunities for marketing development projects, based on triangular transactions, will
develop.

The Food Security and Food Aid Policies Group has accumulated information on the
triangular transactions in wheat, rice and coarse grains. (Table 4a., 4b. in main report.)
The Global Information Early Warning System has prepared a table demonstrating the
1986/87 cereal surpluses in sub-Saharan Africa. (Table la in main report.)

THE EUROPEAN ECONOMIC COMMUNITY (EEC)

The food aid policies of the European Economic Community have evolved over its lifetime
from being seen largely as a means of disposing of surpluses to a programme which looks
more and more to the development effect of food aid provision. The objectives of food
aid operations were stated in the 1982 Couneil Regulation (EEC) No0.3331/82 as:

- to raise the standard of nufrition of the recipient peoples;

- to help in emergencies;

- to contribute towards the balanced economic and social development of the
recipient countries,
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The regulation went on to elaborate the conditions upon which food aid should be granted.

Included in these conditions ‘were the implementation of annual or multi-annual

?evelopment projects, priority being given to projects which promoted the production of
ood.

The source of the food aid was to be the Community market except that,".... in an
emergency or if products are not available on the Community market, the products
supplied as aid may be bought in another developing country, i{ possible belonging to the
same geographical region as the regipient country" (our emphasis).

A series of critical reports by the .European Court of Auditors on the EEC food-aid
machinery and the program's inability to -cope with emergencies, together with some
highly publicized criticism of official -rellef by Bob Geldof, stimulated the Africa
Committee of the Commission to prepare new policy ‘proposals. In December 1986
Council Regulation (EEC) No. 8972/86 was published. In the statement of the
development objectives the major change is that of support for efforts by recipient
countries to improve their own food production, as well as the promotion of food security,
have been added to the three primary objectives originally set out in the 1982 regulation.

The most important change for the execution of the EEC development program, and the
use of food-aid as a development tool, is the change in the requirement as to the source of
the commodities supplied. -As before, the regulation expects that "products shall normally
be mobilized on the Community market", except when unavailable, or in an emergency, as
in the 1982 regulation, but the important addition is, "where the following conditions are
met"™

a. stocks or surpluses of the necessary products are in fact available in a developing
country, if possible one of the developing countries in the indent of Article 4 (1),
(which requires that the Council shall determine the countries and organizations
to which food-aid may be supplied on an annual or multi-annual basis), at a total
cost, including transport, which compares favorably with the cost of similar
products mobilized on the Community market, taking into account the beneficial
effects of the purchases to the developing country from which such purchases are
made;

b. such purchases are not liable to disrupt the market of the supplying countries nor
have any negative effects on the food supply of the population;

c. such purchases remain in aggregate at a level compatible with the principle that
aid should be mobilized on the Community market;

d. such purchases in a developing country shall be integrated as thoroughly as.
possible into Community development policy towards that country, in particular
as regards the promotion or its food security.

The removal of the imperative that the food aid be obtained on the Community market is
seen as new starting point for development and not as a panacea for all developing
country problems. The major effect is to remove from the food aid programmers the
pressure to rid the Community of its surpluses.
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Triangular transactions now constitute some 5-7% of the value of the total food aid
budget. There is no explicit ceiling on triangular transactions but it is not anticipated
that this will become a great deal higher because there is an internal agreement in the
EEC Commission that they will be restricted, and because such transactions are often
more complicated to arrange and more costly, than bilateral arrangements.,

The EEC would be interested in more exchange (swap) arrangements but fears were
expressed about the complexity of such deals. It is pointed out that some of the
triangular transactions have taken some years to conclude.

Most EEC missions do not have staff dealing solely in food aid and the execution of the
trunsactions is frequently Gelegated to the host country organization. The view was
expressed that the Community should not control too tightly the funds generated by food
aid sales except where the host country parastatal was clearly ineffective.

Considered important by the EEC officials concerned with food aid and its use as a
developmental tool, is the capability, granted under Councll Regulation (EEC) No. 1755/84
of June 1984, of substituting cash for food aid when circumstances warrant it.
Substitution allows for flexibility in project design and is aimed at supplying inputs for
food production, financing food production projects or the development or storing,
transporting, processing and marketing of agricultural and food products.

EXECUTION OF TRIANGULAR TRANSACTIONS

The EEC has been practicing triangular transactions for some years. One of the first was
in 1978 when beans of a type not available in Europe were required and it was considered
important not to change the dietary habits of the recipient population. Similarly,
triangular transactions have been used to satiify emergency needs.

The food aid division has a good deal of liberty to make its own decisions as to where to
place contracts, within the overall requirement that comparable offers be taken within
Europe and in developing countries and the most cost-effective opportunity chosen. The
division is ultimately answerable to an overseeing committee. Largely, food aid is
arranged in response to requests from “he host country and the local EEC mission does not
generally attempt a rigorous analysis of the nutritional impact nor of the
cost-effectiveness of the food aid. The possibility that local purchases will disrupt the
market either in price or functional terms is not considered very important given the
relatively small amounts involved at present. For the same reason it does not see a
problem of buying from parastatals as opposed to private traders. However, EEC is
sufficiently concerned about the impact of several donors bidding against each other that
it is currently trying to devise machinery for coordination. Questionnaires have been sent
to all the donors but response has been slow. The feeling in EEC is that the WFP would be
the most appropriate body to coordinate buying.

The experience of triangular arrangements has been that inland transport poses the most
problems, although the cost of products on local markets as compared to world market
prices causes difficulties. In cases where local prices are above world market prices the
developmental aspects weigh heavily in deciding where contracts will be placed.
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THE DEVELOPMENT PERSPECTIVE

EEC food aid has now been "untied” to some extent. This, combined with the flexibility to
switch from food aid to cash aid, should enable the EEC to develop projects which can be
based on purchase of agricultural products in developing countries. Until now, however
there is no experience of long-term projects designed on the basis of triangular food
transactions and EEC is really only in a position to point to the potential benefits which
should accrue to the vending country in terms of increasing the market opportunities~-and
therefore the prrsperity—of the farmers and the general economy of the country. As yet
no formal evaluations have been attempted.

The EEC currently undertakes a number of trade promotion projects and the view was
expressed that, armed with the new regulations on the use of triangular food aid purchases
and the cash substitution system, the way is now open for the design of long-term trade
and marketing development projects which will have a direct impact on agricultyral
development.

LE CLUB DU SAHEL

The Club du Sahel personnel with whom discussions were held, were very much in favour
of triangular food aid transactions, regarding them as a stimulus to development in
providing marketing opportunities, and thus increased revenues to the vending country.
Unfortunately, as with the other organizations practicing this type of transactions, there
are no evaluations of particular operations which can verify their value.

The Club du Sahel has, however, initiated a number of studies on the cereal trade in the
Sahelian region, most notably "An Appraisal of Triangular Transactions (Purchasing Food
Aid on Local Markets) in West Africa” by M. Stephane Jost, CILSS/Club du Sahel meeting
October 1985, and a series of studies for the Conference on Cereals Polities in Sahelian
Countries held in Mindelo, Sao Vicente, Rept slic of Cape Verde in December 1986.

In the former study M. Jost discusses the problems encountered in the execution of
triangular transactions. He divides these into technical problems and political problems:-

a, Technical problems
Localization of surpluses:

M. Jost points out that triangular transactions, whether between countries or
local arrangements within country, cannot be conducted if the information is not
available regarding the whereabouts of saleable surpluses. He points out that
whereas in the past the objectives of information collecting missions were to
identify shortages, FAO and CILSS were now collaborating in identifying surpluses
also. As has been discussed under the paragraphs dealing with FAO, the Food
Security and Information Service of that organization, in addition to identifying
the local areas of deficit and surplus, is trying to accumulate information of
existing regional trading networks. This information source, when it is
sufficlently developed, should enable donors to undertake triangular transactions
which are effective and fit into local trading patterns.
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-The release of finance:

M. Jost raises the question of the response of the donors in the event of changed
production patterns. As he says, when the problem was one of deficit the donors
poured in food aid. However, when surpluses arise there remain areas of deficit
which could be supplied from neighboring areas or countries but which demand
finance to mobilise the transfer. He points to the need to refine procedures for
the transfer of funds and of the rapid mobilisation of funding. These are problems
which are being addressed by the positive approach to triangular transactions
which the changes :in policy in Europe now allow. 'The administrative problems
within the developing countries will probablv diminish as more experience of this
type of "aid trade" develops.

Logistical problems:

M. Jost comes to the conclusion that the delays which can be ascribed to the
difficulties of inter-country transfer between developing countries are no greater
than those encountered in shipping food aid direct from a developed -country.
Furthermore, the food aid provided under triangular arrangements is frequently
following different routes from the normal food aid and commercial imports, and
so does not compete for transport facilities. Again, the advocates of triangular
transactions would point out the beneficial development effects of this trade on
the logistical capabilities of the developing countries.

Administrative problems:

The problem posed by the use of transfer routes not habitually used for the
provision of food aid are mainly those of administrative delays. "The Club du
Sahel/CILSS advocates the creation of a "common market" throughout the West
African region in order to facilitate intra-regional trade. In the short term,
however, the increased use of triangular transaction should bring some
improvements as administrators become more accustomed to applying the
procedures.

. Cost:

The duration of the study did not permit M. Jost to make detailed cost
compearcisons between triangular transactions and bilateral food aid arrangements.
It must be emphasized, however, that those donor agencies which are practicing
triangular transactions are always required to compare alternative sources of
supply and only if the development imperatives are very strong may they use the
more expensive option. The increasing number of triangular transactions suggest-
that there are many cases where developing country purchase is competitive.

Delays in execution:

As with costs, comparisons of speed of delivery were not specifically made in M.
Jost's report. He points out however, that the delays in delivery of even
"emergency” assistance from the developed world have been, and are,
considerable, and have been the subject of much official and unofficial criticism.
Those triangular transactions which M. Jost did examine were more swiftly
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b.

executed than many bilateral transactions, although one must see this against the
reported long delays of some EEC triangular transactions. These have been
attributable to the inability of the developing country to fulfill the contract due
to its difficulty in purchasing the product. Again, as with administrative delays,
it is likely that increased experience should bring improvements.

Product quality:

A major reason for the use of produce bought locally is that it satisfies the eating
habits of the local populations. As M. Jost says, however, this consideration
should not be allowed to impede proper tontrol both as regards quality and
quantity. On the whole he. feels that quality has been satisfactory and the
organizations practicing triangular transactions exercise control -of this aspect.
This is, however, a major aspect of marketing development which projects based
on triangular transactions could possibly address. -

Political Problems

M. Jost points out that the concept of triangular operations poses problems for
the donors as well as the recipients of food uid.

The policies of the donors:

M. Jost makes the point that the separation of the "push™ motivation of food aid
as a way of getting rid of surpluses from the "pull" effect of satisfying a need is
unresolved. He indicates also the differences in attitude between those parts of
the administration and orgenizations which are responsible for production and
those for development, as well as between those in the field and those at
headquarters. :

He suggests that triangular exchange arrangements are the best way of
reconciling the interests of all and cites the U.S.G.~Ghana-Mali transaction.
However, as has been discussed in relation to the operations of EEC and WFP, the
scope for these "swap" arrangements is regarded as relatively limited. Greater
possibilities lie in selling grain from a developed country to generate counterpart
funds for the purchase of food on the local market to supply some other deficit
area either in the same country or another—the example most frequently cited is
that of Kenya.

_The policies of the beneficiaries:

M. Jost did not find unanimity of view among the developing countries on the
desirebility of triangular transactions nor their efficacy. This may be attributed
to the fact that until now triangular transactions have been largely experimental
and "ad hoe™ for the countries which are not regular exporters. M. Jost makes the
point that triangular transactions appear to be an evolved form of food aid but
that the transactions are not commercially viable because the products are
distributed at a subsidized price. The risk is then the one which A.LD, bas
expressed in the scope of work for the present study, that existing trade chanbell_‘,
will be disrupted.
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Among the studies prepared for the Cape Verde Conference on Cereal Policies in
Sahel Countries one is of particular relevance to triangular food aid transactions,
and concerns the point made in the last paragraph. This was prepared by Johnny
Egg and John Ogunsola Igue on the food trade between the Sahelian and littoral
countries. The report emphasizes the importance of the trade which is conducted
by the traditional trading network but which goes unrecorded in the official
statistics. An attempt is made to put some broad orders of magnitiide on these
trade flows. .

At the conclusion of the conference in Cape Verde several recommendations were
made. Among them was the proposal that a study be made of the ways to create

safeguarded but where international trade would be encouraged. This community
would have to be sufficiently large, consist of contiguous countries and include
some littoral nations. The executive secretariat of CILSS was charged with
identifying the obstacles to inter-country trade and suggesting means of
overcoming them, as well as proposing that the countries themselves and the
donors, promote trade, processing and transport of local grain, particularly by the
private sector.

Conclusions:

Tﬁe Club du Sahel/CILSS countries are clearly in favor of stimulating local trade a3 a
contribution to agricultural development. There are many obstacles to be overcome not
least of which has been difficulty that many donors had of "untying” their aid. Given the

FRANCE

The Ministries of Agriculture, Foreign Affairs, Economy, External Commerce and the
Treasury are represented on an inter-ministerial committee which supervises French
food-aid activities., The execution of food aid policies and actions are the responsibility
of the Ministry of Cooperation. Despite a very strong farm lobby, and the desire to rid
itself of the surpluses built up under the Common Agricultural Policy, France has favored
the triangular food aid approach to development. The development of these operations
has been fairly recent, resulting from a reform of the French bilateral food aid program
at a meeting of the Council of Ministers on May 30, 1984. The reform had as its
objectives:

- to achieve better integration between food aid and the agricultural policies of the
country concerned on the one hand, and the nutritional needs of the population on
the other;

- to accelerate and rationalize execution procedures.

Regarding the first objective the text of the ministerial proposals offers the following
explanation concerning local purchases:
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"It is sometimes possible, in the region of the requesting or the recipient countries, to find
food surpluses, either local cereals (sorghum, millet, maize....) or legumes (haricots...) and
various products, which would permit a more rapid and appropriate response to specific
needs, at the same time creating trade between neighboring countries, benefitting the
populations and the countries.”

It was proposed:

- To fulfill the undertakings of the French government to the Food Aid Convention
in the framework of the allocation defined within the European Community, to
create an element of additional flexibility in the present mechanisms;

To increase to the maximum the value of local or regional products by assisting
"triangular” transactions by the purchase and transport of food products between
deficit and surplus countries or region;

From the date of these proposals a sum of 15 million Franes was allocated to finance
triangular transactions and diversification of production.

To assist in the realization of the second objective of speeding and rationalizing the
execution procedures, a unit was set up which is under the joint tutelage of the Ministries
of Foreign Affairs and of Cooperation. The unit has the task of mobilizing assistance
within the framework of a program of aid, with Freneh assistance being coordinated with
that of the European Economic Community and of other donors. The "Cellule d'Urgence
et de Veille" (literally the Emergency and Wakefulness Unit) has three sub-sections: one
dealing with strictly emergency -aid, one for food aid and one for information
dissemination. The Non-governmental Organizations and the official bodies actively
pursued the possibilities for triangular operations during early 1984 but with the stated
reservation that care should be taken to make sure that other national or regional plans do
not exist (i.e., the displacement of trade which would have taken place in any case) and
that the assistance provided does not destroy local marketing opportunities for producers.

The French NGO's have played a very active role In promoting debate on food aid by their
own actions; in their role in the Commission of Cooperation and Development, which is
the forum at which the government and NGO's meet; and by mobilizing public opinion,
parliamentarians and members of the administration.

The transactioi executed:

Before the reform one small triangular transaction was carried out. This involved the .
purchase of cereals in Mali for Burkina Faso destined for the refugee camps in Ghana.
This was not notably successful, however, because owing to poor supervision the cereals
supplied were of such poor quality that they ended up as poultry feed.

The finance provided under the reform allowed triangular transactions to be arranged at
the suggestion of several NGO's. In 1985 several transactions were performed, in Senegal
(800 MTN of millet & rice), Mall (300 MTN of millet & several other products), Burkina
Faso (40 MTN of millet), Chad (seed & rice) and Zaire {seed & rice). Table la in the main
report shows the extent of the transactions and it will be noted that the majority are
local purchase, i.e. that they are purchases in one country to supply a deficit in the same
country.
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To put French experienc: of triangular food aid transactions into perspective, the total
bilateral aid is 200,000 tons of wheat equivalent and 960,000 tons through the European
Community. The ceiling on triangular transactions is set at 10,000 tons but until now this
has not reached 5,000 tons. Given that France's total export of cereals is of the order of
7-9,000,000 tons the French Ministry of Agriculture representative with whrm the policy
was discussed expressed the view that the triangular food aid transaction is not s2en as a
threat to the French farming interests, - -

The problems of triangular transaction execution: .,

In most cases the bodies executing triangular transactions are the Non-Governmental
Organizations. The experience of the French Ministry of Cooperation is that these bodies
ére not professionals in gra.n trading or in food aid administration. There were also
criticisms o the lack of evaluation of the transactions but it is admitted that the
triangular transaction is still at the experimental stage, and that as yet the Ministry of
Cooperation has not an analytic methodology for their design and implementation.

The Ministry of Cooperation admits that it has not had very good experiences in dealing
with government bodies but that purchases through private merchants are complicated too.

The possibility of long-term contracts is being considered which might take the form of
support of contracts between one country and another by the donor country, or a price
guarantee scheme for the selling country {n its transactions with a third country.

THE UNITED KINGDOM

The food-aid program of the Urited Kingdom is fairly small at some 110,000 tons per
. year. Of this about 30% only is handled bilaterally by the Overseas Development
Administration (ODA) and the balance is directed through multilateral agencies, with the
FAO/World Food Programme handling some 50 % of the whole.

The policies directing British food aid have changed over recent years and the United
Kingdom claims to have influenced the policies of the European Con:inunity considerably.

During the 1984-85 parliamentary session the Foreign Affairs Committee of the House of
Commons enquired into famine in Africa, concentrating on the issues of the United
Kingdom and European community relief efforts and the role of food aid.

The controversy surrounding the use of food aid as a development tool was examined,
Starting from the basic rationale that food aid—other than for emergencies—is an
available resource which can be transferred to a country in need as beneficially as
financial or technical assistance. This resource can be used either as project or program
assistance in various ways to relieve constraints imposed on governments by the need to
import cereals commercially, &t great cost to their balance of trade. What is describen
by the Committee as the major charge against food aid is the disincentive effect %
Provides to local food production. Additional criticisms are that food aid is motivated by
the self-interest of the donor, financial inefficiency,. that food aid
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displaces more effective forms of aid from limited aid budgets, that abuse of food aid
projects is rife, that provision of food for wvork is inherently unsatisfactory and that much
of the food being provided is of an inappropriate type. It was accepted that there was
some degree of truth on both sides but that carefully designed food aid projects can avoid
the problems suggested.

Those in favor of food aid claim lessons have been learned from past mistakes, and point
to changes in European Community policy and practices under the 1983 guidelines as an
example. Here it is claimed that better policies for choosing recipient countries and
projects and programs and incorporation of food aid Into well-desigr°d multi-annual
strategies have improved matters. "The 19884 regulation .allowing the substitution of
financial assistance instead of food aid had also played its part.-The British Government
claims credit for applying pressure for the acceptance of the latter regulation.

The Committee report describes the British Government as having adopted a broadly
anti-food aid position, but that it accepts that such aid can have a useful role to play on
occasion. As a member of the European Community the United Kingdom has an obligation
under the Food Aid Convention but it seeks to reduce its share when the opportunity
arises—as for example upon the entry of Greece into.the Community.

As with most European countries the food aid budget is a part of the overall aid budget, so
that an increase in food aid reduces funds for -other purposes. The United Kingdom
government therefore tries to devote as much food aid as possible to emergency
purposes. The Committee therefore concluded that as long as food aid displaces other
forms of aid, "...we support the Government's broad approach on food aid policy and
accept their doubts as to the effectiveness of such aid for other than emergency
purposes.” This, the Committee said, was not that it accepted that food aid could not be
effective if care were taken with the administration of such aid, and that the weaknesses
of food aid policies are avoidable.

In its consideration of the policy of the treatment of the overseas aid budget, the House
of Commons Committee accepted that, on the assumption that food aid was regardedas
beneficial, greater resources could be devoted to food aid from a separate budget for that,
purpose; France, the European Commuity and the USA were cited as treating their aid
funding separately. For the United Kingodm this was considered inappropriate and food
aid should be considered outside the aid budget only 8if it was not regarded as aid, as
such, at all. The argurment for a separate budget could be founded ont he basis of food
aid becoming an item of agricultura policy, perhaps to eliminate the surpluses built up
under the Common Agricultural Policy. Alternatively, food aid could heregarded as a
foreign policy commitment and it could be argued that were it not for the United
Kingdom's commitment under the Food Aid Convention, food aid would rot, on merit, find
a place in the aid budget at all. THis stance is modified, however by the need of
emergency ald even in non-crises years. The Committee concluded therefore that, "...80
long as food aid is given for reasons of aid policy there is not reason for it not to be

included within the aid budget.” ‘
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Earlier, the high proportion of the United Kingdom food aid channelled through the
multilateral agencies was indicated. In addition to this, WFP handles most United
Kingdom food donations not channelled through them in terms of transport, and on
occasion Britian pays transport costs when WFP transports Britain's bilateral donations.
The Committee supported, "...the increased concentration of the UK bilatera] programme,
and the commitment of the major part of the programme to WFP,"

Part of the evidence considered Dy the Committee consisted of memoranda submitted by
various Non-Governmental Organizations. In its memorandum the Save Children Fund
discussed the types of aid needed saying, "it is rarely the case that food shortages affect
an entire country, and therefore the provision of cash or transport to assist in distribution
from food surplus to food deficit areas should first be considered. If this is not feasible
tﬁanﬂar purchases should be explored (i.e. the purchase of food in neighboring
countries), ood shipments are the final solution. Oxfam took a similar line
saying,".. we would submit that the key to any solution is to recognize that particular
sections of the population, not countries, have a food crisis.....then it follows that we wiil
look for the solution at the level of the affected groups and their need", ‘Oxfam coneluded
their memorandum by saying that,"....first of all, no country should ever rely on the
redistribution of world surpluses to solve its own shortages". A memorandum submitted

damaging uses for food-aid, confirming that domestic production seldom benefits from its
importationn. They do concede, however, that some more sensitive uses of aid are now
being developed within EEC programs and cite the benefits of the development of
triangular operations, with Malawij becoming a food exporter with the use of European
Community funds as an example,

permitting purchases of food ald from third country sources, thus allowing the
development of triangular transactions freed from agricultural policy imperatives. “The

acceptance of this regulation during the British chairmanship of the EEC in 1986, In
addition, United Kingdom aid donations through WFP have been untied, 8o that WFP ean
use these donations for triangular transactions, if it wishes to do so, rather than
purchasing from the UK.

CONCLUSION

There is clearly a strong feeling among all the agencies with whom discussions have been
that the triangular transaction has a good deal to commend it. This would appear to
represent a recognition that people respond to market demand and that the triangular
transactions is one way of creating effective demand. From the point of view of a

real demand for their production because the in-country urban demand was often satisfied
by imported products, either food aid or commercial, has been disappointing, to say the
least. The triangular transaction, whether it fs within one country (local purchase),
involves three countries, with the donor country providing the funding, or
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tripartite in the sense of the donor country providing product, say wheat or coarse feed
grains, to generate funds for the purchase of a locally produced and preferred foodstuff,
can create a real demand for the local farmer's produce and start him on the path to
"development". Until fariners can rely on finding & rewarding outlet for their produce the
uptake of inputs and the acceptance of the extension packages will remain low and all the
persuasiveness of extension workers and of politicians will fail. Given the uncertainty of
the climate and the past uncertainties of policy in many countries fluctuation in
producticn will be a feature for some long time. The opportunities to build a project on
the basis of food aid only will therefore be limited, a fact recognized in the EEC
regulation permitting flexibility between food aid and funding. Its inability to change
from product provision to funding could handicap WFP as is seeks to broaden its
development role and its involvement in triangular cransactions. '

As can be seen, the size of the triangular transactions carried out so far remains limited
in comparison to the total food aid provision world-wide. Moreover it is likely to remain
so, as many of the markets which are likely to be sources of grain for provision to a
deficit country or region are frequently relatively thin.

The disruption of local trade patterns is a distinct danger, but probably not much more so
than the effeet of selling food aid from overseas. It would seem desirable to integrate the
purchases and sales of food products into the local commercial network. Unfortunately,
few of the aid agencies are in a position to deal other than with government agencies. It
is for this reason that, if the various benefits claimed for triangular transactions in
building up local infrastructure an:t expertise are to be realized, this has to be within the
framework of a carefully designed multi-annual project and not on "ad hoe" purchases, as
is often happening at this stage.

There is considerable danger of disrupting local trade if too many agencies are seeking to
purchase produce on the same market and compete with each other to the point of foreing
up prices. This danger was raised by both EEC and WFP (each accusing the other of being
prepared to buy at whatever price was asked). The EEC is seeking the views of other
donors on creating a mechanism for avoiding this situation.

Currently none of the agencies does any formal analysis of proposed triangular
transactions, but given the fragmented, ill-doct'mented, (and in some cases clandestine)
nature of many of the markets this would be an extremely difficult exercise. Similarly,
there are only a limited number of evaluations of the effects of triangular transactions.
Both WFP and EEC have commissioned studies on triangular transactions and these are
currently being undertaken. Possibly, they will reveal the costs and benefits of the
concept as applied.

Until now the majority of the transactions undertaken by the agencies visited have
involved a cash injection by the donor and it is the view of most people that this is likely
to remain so. The possibility for supply of food grains to generate funds for local
purchase is seen as growing in countries such as Kenya and the view has been expressed
that the market for animal feed grains in Southern Africa could expand to provide
opportunities for tripartite transactions involving commodities rather than cash input by
the donor.
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