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-promises and wheat procurement
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0 benefit by intermediating: they buy Ch

jcurement policyled to . -V,.cv b.)' , from the smallerfarmers,hold the crop for som
aprettYsi~ficanHi- JIP""'" . and then sellin tllemarket,or use theircontactst

ascQ.The government had \' L ,J. h h to the government at the official procurement pric!
promised a procUrement ast year, t"oug t e If the governmentpromises to buy wheat at Rs.!
priceofRs.300per40kg, d and then even ~!le farmer willing to sell at this pri!

but had, under the guid- ~ announce pro,curement unable to get this price, this is Iiviolation of contra
anceofthe AsianDevel- i~ .'.. might not be enforceable through the-courts, b
opmentBank and othermul- 'J, pflce was Rs 300, sInce reflectsverypoorlyonagoverrimentthafclaimsto
tilateral agencies, imposed h .. . the intert<stsiof the peopleas their fITstpriority. Fu
a ceilingon how much the ,f ere was a ceilIngon mo~e, the government,or the multilateralageD
govemmentcouldspendon cannot sweep last years error under the carpetby cl
procurementof wheat. how much the . ingthatthiswasjustaresultofthetr~sitionfro,
There was a bumpercrop , ' . . marketstructuretoanother.Thisis'ridiculoustosa
andtheimposedceilingwasveryinadequateforensur- ,government was willIng least aboutit. If marketsare to..be tra'hsforme~
ingafloor.Thisledtoasituationwherethegovernmel!~ ,government needsto ensurethatevenmoremon!
hadmorewheatthanitc~uldstoreand/orhandle,aswell or able topurchase,fhe available to facilitate the transition. It shouldnot 1
as ne.sdforreserves,whIlethe farmer could not sell the '. l been the otherwayround.
crop at Rs.300to the government. Market prices fell to procurement prIce The go*~rnment is hopingthat private sectorsolul
Ihepointwhereinsomeareasthefarmerscouldnot find , ., '. canbe workedout forthis issue,.TheI;eisa ,erysiu
anybodyto buytheircrop, or had to sell it for as low as became IneffectIve. The theoreticaliythatis,marketsolutiontotheproblet
Rs. 180per40kg. ", 'the fartl!erscan have access to marketratecredit!

Whenfannershave been promised a price ofRs. 300, small farmer was the does noi'f0rce them to sell quickly, if they can 1

andtheyendupgettingapriceofRs. 180,thereis surely ... access to q~it for storagecosts, and if privatesl
a problemhere.Andmoreimportantly,it would, for maIn vIctIm. funds wereavailable for buildingstorage~apacit
sure, haveeffectson the production of wheat and other commercial basis" the problem of the small fan
crops in thefuture.Farmers look at the various rates of could be addressed. The farmer would not need te
return from competingcrops to decide which crop to -
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crop when there is a
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glut situation, and would w~
sow. lfthe rates of return were expected to be low for a . prices to come j back before bringing his crop t~
crop,onewouldexpect farmers to substitute away from drop in prices that could happeni~ demand ~d this market. The governme~t. and the multilat~ralage~
that crop.Wheatis an important crop for ,Pakistan. It is larger suPI>lyinteract. Again this canbe contras~ed with advising the go~rnmerlttwant to reach this point.!

.the staplediet,anditi~whatkeeps most Pakistanis away other products where individual manufactUrers can al- But this, is exa6tly the, problem. Our capital mal
f~~mmalnu,tritiona

,

ndstarvati9J1
,

.
,

we I)e~dw.~k.q
,

ulID
,

'1 ,w
.

ays C;O!l~i4P
,

nJh.

,

~ir'
,

PIQducy'~ 'Yb.a
,

t;~
,,

~
,

th
.

.

.

.Sfi
,

;eJ;
,

.'Q~
,

~ '
, 'Wfj

,

,a
,

'!fp
,

-
.
,~

.

jp
"

..1!!>I~baQ, e
.'

ve

,."

n t~g in
,

to acc

,

ount

,

all ~fl
~tIes of whe{itevery ~.eat, and at reasonabl~~~c~§!IBNt 5;I~pre d°m.~)~.uJ ~ff,amtyrs ,f~~~<ffit~ll!g~.'?~,~~a;r.~j~Sj' hR,.1'~~U)1.r~' ~~,eJop!:J).~np,\I4Wf. an~ other s).l1l

.

fIhe farmer cannot get a decent

,

return on wneat,ne wIlt will surely mduc
,

ecrop

,

dlverslfi IC

.

~m

,

on arthe md l'Vld'

.,

U

.,

al agenCles..Th

",

e

,

re IS no..way a small farmer can

.

geta

~.

Imoveout of it. This would be bad for Pakistan as a level. Thereisnonecessitythatthisdiversificationneed to reasonably efficient capital markets inPakistan.
whole.Toensure 'fair and decent' returns to farmers in of the individual should also be optimal for the country, is no reason for private investment to enter intobun
his market,the guaranteed floor that the procurement as a whole. Ma,ybe a higher production, with govern- storage capacity at this point in time. Investment
>ricesofferisessentialto remove uncertainty regarding ment guaranteed floors, are a better outcome ,for the been extremely low in Pakistan in'the last fewyears,
'eturnsfromwheat.But itis this 'guaranteeing' factor of country as a whole. I have not seen any analysis by the for good reason. Few investors have confidencein
floor Ihatis removedif the government puts a limit on Asian Development

,

Bank
,

' which is
.

very keen in wind- business conditions prevailing to make
.

investment w~
ow much it canspend.on procurement. ' ing up the ,role of the government from procurement, while. Why shauld pri~ate money come into stoi
Agriculturalcommoditiesare different from produc- that says that ultimately individual responses lead to capacity development? So this' solution' ,thoughag
Ig toothpasteor other consumer items in significant higher welfare for the country than state coordinated reference point, is not attainable for Pakistanin IheI
ays. They are necessities unlike a lo~'of consumer responses. future.

'terns(thoughIhopetoathpaste is too). Their production Small farmers tend to borrow heavily for ~e sowing It is bad strategy on the part of governm<:ntto ind
timeboundsothatfromcroptocropthesupplycurve season, and need to pay their creditors as soan as the ,the movementtowardsthe above 'ideal'by remo,
almost vertical.In other words once a:crop has been crop comes in. These loans can be in the form of the efficacy of the floor. The government shouldg

1

:apedthesupplyremainsmore or less fixed till the next advances from input sellers or landlords and crop trad- other way. Keeping. the floor, the government sha
rop is reaped.We are ignoring the possibiiity of im- ers, loans from the family, .or'even loans from the improve other markets so that investments start c
[)rtsat the moment.Or if one wants to aHowimports, comrhercial or informal credit markets. Whatever theing in and reliance on the floor isJess'andless.
1stthinkofwarld-supply, as'awhole,from ~ropto crop source, these loans tend to have high interest rates, and eventually. the floar becomes non-binding. 0
1d it will have the same pattern as domeStic supply need to be paid back as soon as the crop is available. If that is achieved, then.t~e floor can be removed.

'Omcrop to crop. He~ce the production d~cision of the gov~rnment pro~ises a p.articular pr?curement price this point be reached ~nPakistan when no suchde~elj
mners has to be taken IIIadvance and there ISno way at the tIme of SOWIng,whIch determInes how much ments are present m other comparable credit "
~alteringit once the relevant sowing time has passed. wheat is sown, then the farmers make their input deci- other markets? It is very, unlikely. But the gove
armers thus face an inherently uncertaip. condition sions predicated on that particular price. They expectto ment mightstill want to aim for it. Though oneobser
,gardingreturns. Contrast this to producing paper or get that price. If they do not, many are likely ta go tionshouldbekeptinmind:howmanycountriescan
,othpaste.Theproducer can always al~erproduction at bankrupt or at the 'least have significant problems in think of where there is no goveJnment interv,~ntio
fairly shortnotice. The uncertainty due to changes in paying back their loans. This is not only bad because it agricultural markets? Probably nOI)e.This, one Can
iarketconditionsis thus likely to be much less for these is tantamount to breaking a promise, it is also bad sure, is not coincidence.
oducers due to higher controls over the production because it limits how much .wheat and other craps can Promises should be honoured. Especially if onew
acess. ' , one have in the future. It is also likely to worsen the to build trust and establish goodwill.'The governm
Due to lack of control over the production process income distributian in the rural areas alld increase pov- surely wants to do' that. Last year the wheat fia~
:riculturalcommodities have another peculiarity as erty. All of the above are definitely contrary to the ,eroded government credibility due to its inability
ll. It makessense for a f~rmer to have a higher output avowed aims of the government. keep its promise to the wheat farmers. It is not j

'ana lowerone, as long as it is profitable to produce at Last year, though the announced procuremdnt price credibility that is hurt, it is also the growth prospectstl.
. So the farmer tries to get the optimal output from was Rs. 300, since there was a ceiling on how much I¥ are hurt. Broken promises, in agricultural markets,
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'stfarmersmanageto do this, this implies a very large "curement price became ineffective. The small farmer address issues.pf rural poverty and income distributi
ply (bumpercrop). With this large supply and given was the main victim. He is the one who has fewer The importance of keeping this promise cannot thus'
and, prices have to fall to clear the, market. So cont<;1cts,has lower saving and ability to store, and hence overemphasized. One hopes that the go~ernme~tda
modities have this peculiarity that if then? is a is obliged to sell quickly. The larger farmer~ can always better job this year.
:percrop,which is wonderful far theGDJ;>and the contact the procurement agents directly and have nice E-m~il queries and comments'
ntr,Yin general,individual farmer can lose due to the 'arrangements' with them. The larger farmers and trad- faisal@nation.com.pk


