Sugar industry not to blame’
By Abdul Wajid
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ALL the guns have been directed against the national sugar industry, holding it responsible for the recent abnormal rise in sugar prices. In the excessive zeal shown for protecting the consumers’ interests, the ground realities with their current complexities, seem to have been ignored.

With numerous stake holders, including farmers, the government, the sugar industry and the consumers, no single player can dictate his terms. The price situation could be explained by key factors, generally specific to Pakistan.

The sugar industry is a processing industry operating on seasonal basis remaining limited to 3—4 months, leaving no scope for production on economies of scale.

Sugar supplies tend to spread over a year, due to inelastic demand of the commodity, which keeps stocks lying for a longer duration. The demand being inelastic, the supply factor determines its price.

Sugar is produced in fields and processed in factories. Its production primarily depends on quality of sugar cane, on online supply sequence, with no time lapse between harvest and crushing.

No substitute of sugar cane raw material is available as in other industries. Raw sugar is just a supplement.

Sugar cane forms, on average 70—75 per cent, often more, of the component of the production cost. Variable costs account for about 90 per cent which leaves fractional scope for economies of scale in containing cost of output.

Specific factors which had deep impact on sugarcane/sugar season 2005-06 are listed as follows:

The crop size in the 2005-06 season is short by about additional six per cent to 44 million tons, after a steep 13 per cent decline to 47 million tons in 2004-05 from 54 tons in (2003-04) season. The on-going season represents 19 per cent dip in the crop, impacting on the sugar production.

Sugar production at 2.922 million tons in 2004-05 fell by one million tons below 3.997 million tons of 2003-04. Other factors being the same, a six per cent fall in output for the 2005-06 season, at 2.744 million tons will mean 178 thousand tons shortfall. This means 1.178 million tons decline in production in the last two years.

The year-end carryover stocks of 759,103 tons for 2002-03, 809,357 tons for 2003-04, further reduced to 670,617 tons in 2004- 05.

The crushing season 2005-06 got delayed by 5-6 weeks due to short and unripe crop at the beginning of November, coinciding with month of Ramadhan with the workforce keeping absent, coupled with the shortage of transport due to earthquake emergency.

The middlemen operating in markets and serving as a link between the factories and the farmers disrupted the whole business which led to a free-for-all in the sugar market.

In view of the above facts, it would be unjustified to shift the entire responsibility to the sugar industry. In fact, the industry itself fell a victim to circumstances which were totally beyond its control.

With a continuous process, beginning from sugarcane input to ending with sugar output packed in bags, the in-built mechanism implies operation at 70 per cent capacity to churn out bagasse adequate to generate its own power for the mills.

Performance below 70 per cent capacity benchmark would need supplementing bagasse shortfall by highly expensive furnace oil. This gave a long hand to sugar cane suppliers to play tricks by restricting normal supplies, while the middlemen hijacked the industry, denying it an economically viable working.

Short crop: Sowing, cultivating and harvesting of crop is a forte of the farmers but the industry can play some supportive role. This has been denied since 1988, by inducting uncommitted sale/supply of sugarcane, branded as free market with no zones, and so, no securing of economic interests.

As a result, sugar cane varietal development, well-managed care of the crop stand disrupted and stands eroded over the years. Sugarcane yield has stayed put at below 50 tons/hectare on national level for years. So has been the case of recovery hovering eight per cent plus up to 2002-03 and fraction above nine per cent during the latest two years past.

Potential for sugarcane yield is estimated at 90 tons/hectare and of sugar recovery at 12/13 per cent which can to be achieved steadily with proper policy and firm follow-up, without bringing more land under the crop. This can give 90 million tons of sugarcane and sugar production at 9.72/10.53 million tons. The persisting rot and recurring rut can be attributable to absence of sugar policy.

Price rise: The spurt of prices can be attributed to absence of any policy of periodical consultation with stakeholders; non-recognition of shortages of sugar cane; lack timely information about the projected sugar situation in the international market and the concerned factories; shortage of sugar cane inland and the sugar outside the country.

Short domestic and global shortage of sugar tempted farmers to demand high price, on the plea of comparative high prices of the imported sugar, although no formula of any link between the sugar cane and sugar price and vice-versa has ever been set.

Mandatory minimum sugarcane price is being notified by three provincial governments. Besides, minimum sugarcane price notified by provinces very in between, while sugar prices float evenly! Conflict creating imbalances have persisted too long to bear and have eventually disrupted the sugar industry.

Sugar cane continues to be the most dominant component of sugar production cost. It has been in range of 71 to 75 per cent during the preceding four years. This year, it is poised to surge to around 90 per cent. Cost of sugar sale includes 15 per cent sales tax on this sole food items.

Sugar industry’s space to manage cost components is meagre 25 per cent, consisting of whole range of processing, assets depreciation, administrative, selling and financial expenses, etc. Its best of efforts to contain sugar production cost stays insignificant.

The current sugar price reflects a steep and unprecedented increase in sugarcane price. It is time to focus on reduction of cost of crops production, preferably by curtailing cost/price of several farms inputs and services.

Stocks and hoarding: Sugar industry is charged with hoarding of sugar, by not differentiating between normal stocks keeping and hoarding. Being a seasonal industry of 16/20 weeks’ working, production roll out on average per month forms 30/25 per cent of the season. Supply stretch for 12 months, gives average lifting at eight per cent.

So, during sugarcane crushing season, stocks continue to pile up by 22/17 per cent of each month. At 16/20 weeks end of season, sugar stocks with the mills workout 66/68 per cent of output. This simple calculation can be made if insight about seasonal stint of production and annual sale is in view. Hoarding is something serious which sugar industry cannot indulge in. It is out of its capability.

Sugar industry is required to pay to growers against supplies in the maximum period of a fortnight. In shortage of crop, almost instant cash down. Sugarcane and other costs are paid regularly, barring depreciation in full and financial charges in part. Such payments form 85 per cent of the cost of sales. This payment cycle leaves little in financing piling up inventory during the season. Hence, allegation of hoarding by sugar industry is a baseless charge.

Likewise, ‘investigation’ by Monopoly Control Authority (MCA) bears no justification. At present, 73 mills are functional. On average each unit’s share comes to 1.37 per cent. Some bigger capacity mills will hold two to 2.5 per cent share of sugarcane crushing and sugar production.

The law describes monopoly to having one-third (33 per cent) share of goods production and distribution and not less than 20 per cent in case of wholesale and retail trade.

Mark the difference between 33 per cent share applicable in case of sugar mills and 2.5 per cent share within the industry sub-sector. Yet omnibus clause in general being retained in relevant trade/industry acts, inclusive of LMC, action against any business can be initiated. An impartial analysis of sugar situation is required for the remedial strategy to be pursued.

Cane crushing: An impression has been created that sugar industry “delays” sugarcane crushing from October, spelt out in he Sugar Factories Control Act, 1950.

The Act explains “crushing season means the period beginning on October 1 in any year and ending on the June 30 next.

This refers to period, not particular point (date) in time. Sugarcane crushing must be carried, by this explanation, between the given two dates and not before the first about beginning and later the second about end as spelt out.

Business laws always carry inherent flexibility for enabling selection of best timings for the given economic activity.

Sugarcane recovery in October tends to be about five per cent and improves steadily each successive month up to March as given in the table.

Commencement of cane crushing by mid-November, by its switchover rolling effect, recovery of March will improve sugar production by five/six per cent.

Assuming 25/30 per cent sugarcane crushing a month, being eight/10.10 million tons, additional sugar of 400/500 thousand tons can be produced on commencement of sugarcane crushing during Nov/early December. Besides, it will considerably check widespread evil of intermittent supply of sugarcane to mills, with ulterior motive of pushing sugarcane price. This system will also diminish role of middlemen in sugarcane supply chain.

An impression is also created that sugarcane crushing if not started in Oct/Nov, land for wheat sowing will not be available. This is not correct since (a) sugarcane crushing season has been reduced to 16/20 weeks and does not extend beyond March. (b) crop intensity is rated at 30/40 per cent for varying reasons, which means entire crops land is not brought under cultivation at a time.

Sugar Policy: The policy designed for sugar industry is tricky and is delivered in piecemeal. Minimum sugarcane support price is announced by provincial agriculture department, often at variance. No single price level prevails. No minimum support price exists for sugar. No linkage between sugarcane and sugar price, either by inductive or deductive method exists.

Sugarcane price is not linked properly with sucrose content. It is being applied in Sindh alone as quality premium which creates, adverse sugar production cost to one province.

Sugarcane price, above minimum, is free to market factors determining it, influenced by size of sugarcane crop. For sugar price, affecting consumers, government concern is noticeable. But it depends on sugarcane price.

Once a sugar policy system is in place, every other aspect of its fair functioning will come on line.

(The writer is the Chairman, Pakistan Sugar Mills Association, Sindh Zone)
