Sugar crisis: the consumer view 

By Arif Azad 
Tuesday, 27 Oct, 2009 | 01:10 AM PST 

THOUGH by now the lineament of the sugar crisis is too well-exposed to bear repetition, there is a strong whiff of a direct linkage between the current situation and the previous one. 

In 2006 there was a similar crisis which showcased structural issues besetting the sugar industry and the weak regulatory regime governing the industry. Behind these weak regulatory mechanisms lies the deeply-rooted nexus of political power and the sugar industry, which has wreaked havoc on the consumers. As in the present situation, structural issues underscored by the previous crisis were not addressed for fear of antagonising the political elites whose support the military dictatorship badly needed to prolong its artificial life. 

The National Accountability Bureau report submitted to the Supreme Court recently on the 2006 crisis shows the depth of the nexus between the sugar barons, politics, protection and patronage of the sugar industry. As no lessons were learnt from the previous crisis and hard policy prescriptions avoided, we have a replay of the old game, but with acutely sharp consequences for consumers already burdened with inflation. 

Like in the previous crisis, this time too there was advance intimation of a growing mismatch between sugar production and demand in the country. As in the past this shortfall was to be bridged through the import of sugar. The task of deciding how and when to import sugar fell to the Trading Corporation of Pakistan (TCP) and the federal industries ministry. It is now suspected that collusion between the TCP, the ministry and the powerful sugar lobby delayed the import of sugar until world prices rose to an all-time high. 

This suited the sugar industry as it gave it the excuse of increasing sugar prices in line with rising international prices. Here the irony of an industry heavily protected by the government seeking to raise prices on the pretext of international prices is not lost on consumers. When sugar prices went up the shortage ensued. 

In Punjab, administrative hyper-activism also contributed to hoarding, which accentuated the shortage. The government resorted to its old and tried placatory policy of making a limited supply of sugar available through utility stores at reduced prices to calm consumers. This resulted in long queues outside utility stores, causing immense inconvenience to the consumers. 

Beyond the utility stores sugar prices continued to climb, signifying lax governmental control. The result was a field day for both retailers and the sugar barons. One estimate has put profits made from this artificially created crisis at Rs50-80bn, with each consumer contributing more than Rs550 to this mountain of profit. 

With the government abdicating its responsibility in providing relief to consumers, the judiciary — which has lately become the repository of popular aspirations — stepped up to rein in the profiteers. When the Lahore High Court fixed the sugar price at Rs40 per kilo, the sugar lobby practically revolted. 

The Punjab government, caught between a rock and a hard place by virtue of its pro-judiciary credentials and its closeness to the sugar barons, played both ways. It tried to implement the court-fixed price decision while encouraging the federal government to take the sugar case to the Supreme Court. 

Though it is not the function of the courts to set prices of commodities, the federal government sanctified its price-setting role by seeking the intervention of the Supreme Court. The spectacle of a popularly elected government going to the court to plead on behalf of the sugar barons flew in the face of the governmental role of protecting consumers from powerful interests. 

The case is making it way through the Supreme Court. Until the court remains seized of the sugar price-fixing matter, the interim order of the LHC of selling sugar at Rs40 per kilo remains in force. Whatever the outcome of the Supreme Court’s decision, the sugar crisis has pinpointed, yet again, serious issues of governance and the regulatory role of the government. 

It seems that in the current crisis — like in the previous one — the government has failed to effectively mediate between the interests of consumers and powerful sugar barons who form the nucleus of the ruling political elite. The net result has been a raw and rotten deal for unorganised and voiceless consumers. 

It is the basic function of the government to protect consumers, which includes every citizen, from engineered price hikes resulting from collusive business practices. With the government standing firmly behind the sugar lobby, its reputation has touched an all-time low. 

All is not lost, however. There are a number of policy measures the government can institute to address the sugar crisis on a long-term basis. 

The government has set up a sugar board to identify the problems of the sugar industry. Will it investigate the causes of these recurring crises and address the structural flaws which underpin the crises? Will the board draw representation from all stakeholders, including consumers? The board should formulate a national sugar policy to address long-term structural issues. 

The unholy nexus between political power and sugar barons should be seriously looked into and the monopoly of ownership reduced to provide relief and introduce competition. 

Fair competition should be introduced so that consumers benefit from low prices and more choice. This also requires beefing up the role of the Competition Commission of Pakistan rather than seeking to dilute it. Fair competition in the 

mobile phone sector has worked to the benefit of consumers, offering them choice and competitively lower prices. 

The government should also make sure that there are incentives for sugarcane growers to grow cane and that they are paid adequately and speedily by mill owners. UN guidelines on consumer protection should also be adhered to while active steps to protect consumers should be taken. 

A consumer education campaign should be launched advocating a reduction in the consumption of sugar, which is already the highest in South Asia. This step would also go a long way in reducing the public health budget, which is incurred on account of diseases caused by the excessive intake of sugar.

