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THE current spike in the prices of basic food items and their scarcity are the outcome of external and domestic factors. It seems that a disproportionate emphasis has been placed on external factors, important though they are, and not the internal factors.

What are these internal factors? On the demand side, low-income groups spend about two-thirds to three-quarters of the family budget on food without meeting their nourishment needs. Any increase in the price of food, without a concomitant increase in income, translates into increased food insecurity. It seems that these groups have experienced little if any increase in their income: rising prices have more than offset the increase in nominal incomes.

However, perhaps the more serious constraint has been on the supply side, namely the production and distribution of food.

Both farmers and consumers are understandably unhappy about the state of agriculture in Pakistan. The reason is that overall productivity in agriculture is low and has not increased by much in the last decade at least. In the meantime, the cost of doing business has been rising as has the demand for agricultural products. What should be done to make agriculture more productive and profitable? There is no simple answer.

But one thing is almost indisputable: governments should leave greater space for the private sector to produce and distribute agricultural products and limit their role to providing public goods, facilitating farmers in raising farm productivity, regulating markets and protecting the interests of low-income consumers. Given this principle, public policy should focus on several fronts to let agriculture make its desired contribution to the economy and society.

1. Stop wasting water since water and not land is the binding constraint. Water should be treated as a private good, whereas its infrastructure (dams, canals and watercourses) is a public good. Make the irrigation system demand-driven to reduce waste this should apply equally to surface as well as ground water. Water users should pay the scarcity value of water or the value it adds to their well-being. Investment in the irrigation infrastructure should be adequate and the assets well protected.

The centralised supply-driven irrigation system has been a massive failure no matter how you look at it. Start from the top: restore trust between provinces about the distribution of river waters; hand over the canal commands to autonomous and privately managed organisations; and move from time-based to volume-based supply of water to farmers at the watercourse level.

2. Since the quantity of land available for agriculture is limited, it is necessary to rationalise its use. One way to do this is to help activate the land market and reduce costly disputes: give owners proprietary rights to land with titles, entrenched in law and well recorded. Another way is to reduce the concentration of landownership and protect the rights of tenants (variable or fixed rents): a well-designed and well-administered land reform programme can do this. A related issue is the protection of land quality: reduce dependence of farmers on chemicals and excessive tillage and make the supply of water reliable.

3. Increase investment in the production and transfer of technologies that increase the productivity and profitability of crops and livestock products. But investment alone is not the answer: make the public-sector institutions engaged in research and extension services responsive to the demand for new technologies. Co-ordination and collaboration are important within the public sector and between public- and private-sector agencies and enterprises.

The important point is that technology packages must focus on good crop seeds and breeds of livestock, reduced dependence on chemicals, and increased use of labour-intensive and resource-conserving technologies. It is absolutely essential to respect the intellectual property (or patent) rights of entrepreneurs, be they in the public or private sector.

4. Governments should not control the input and output markets but regulate them prudently. They should have no monopoly on mandis (markets for grains, fruits and vegetables, and live animals) and abattoirs. Also, they should not try to ‘cap’ the price of milk or meat or any other agricultural product. All of these intrusions are counterproductive and tend to encourage rent-seeking, and perverse mafia-like behaviour among the stakeholders.

Let the private sector run mandis, abattoirs and the rest as long as the government does its job well. This will help reduce the number of intermediaries and their margins: the gains will be shared by farmers and consumers. The primary task of governments should be to keep the markets fairly competitive and protect the quality and safety of agricultural products, pesticides, fertilisers and other chemicals.

5. Cut down on subsidies for farm inputs (private goods) since they tend to distort incentives and are unfairly distributed. If necessary, provide targeted support to producers and consumers but make sure that leakages are minimised and incentives not distorted. But this is easier said than done. What most farmers, especially the small ones, want is reliable access to capital from institutional sources, provided the cost is not quite as high as that of loans available from other, non-institutional sources.

6. Do not transfer the agricultural surplus to the rest of the economy through insidious (indirect) taxes or price discrimination, but do tax agricultural incomes and wealth as is the case for other forms of incomes and wealth in the economy. Getting prices right will reduce the burden of indirect taxes on agricultural producers and create the necessary incentive for increased production and productivity.

7. Increase public investment in building and maintaining the rural physical infrastructure and give fiscal and other incentives to the private sector to invest in transport, storage, cold chains, abattoirs, etc. However, governments should not create enterprises (corporations) that give little help to the private sector and drain the government budget.

8. Invest in farmer field schools to enhance literacy and numeracy. It is well known that education makes a big difference to farm productivity. In addition, the curricula for schools in rural areas should reflect the practical importance of farming to reduce youth alienation. Also, invest in creating non-farm skills which can help the landless improve their well-being.

9. Governments should facilitate production of niche products and support the export of horticultural and livestock products. In this context, their basic role is to provide market information, regulate the quality of products and maintain grades and standards.

10. Governments should not ban the movement of agricultural products across district and provincial boundaries. They lead to undesirable outcomes. Regulate foreign trade in agricultural products through rationalised tariffs while maintaining the internationally required standards for product quality and safety.

