A controversial step
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THE recent decision of the Punjab
Eovernment to ban the movement of
wheat out of the province until it pro-
cures 3.5 million tons of the commad-
ity, has evoked a sharp reaction from
other provincial governments as
problems of non-availability have
caused the price of wheatfarta to
SOr.

Both the Pakistan and Punjab governments
see their role in balaneing conflicring interests,
assuring farmers of 8 minimum remunerative
price for their crops, while keeping the price of
feod products low for comsumers, In this
regard, wheat, which accounts for around 30
per cent of the value-added by major agricul-
tural ¢rops and that is produced largely by
small growers, has strategic importanee hoth
economically and politeally.
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ment, storage and marketing of wheat. The
decision of the Punjab government to re-
impose a ban on the interprovincal move
ment of wheat will have put paid to any plans
of the federal government of facilitating the
private sector into becoming more active in
the market for wheat.

Moreover, the federal and provincial gov-
emments have been mowrring an annoal sub-
sidy of more than Rs. 8 billion on wheat.
However, what is classified as the atta subsidy
n budgetary allocations, is only very partatly
A consumption subsidy,

The bulk of the fiscal cost of the activites
related ro wheat operations comprises expen
ditures on incidentals — bagging, handling,
storage and stock carrying costs — Which go
towirds subsidizing the high cost of mansge
ment, wastage, processing (financial charges
and gunny bags), pilferage and cormuption
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subsidy could be used for such ransfers anc
could even be supplemented with allocation:
fram the zakat fund, '

To address equity concerns and minimize
the adverse impacts on the poor of eliminarior
of the general subsidy, the provinces shoul
either use savings from the phased withdraw
al of the subsidy 1 augment support to less
affluent households under the Food Support
Programme or formulate a food STAmps
scheme, Subsidized wheat should be sold
thraugh shops located in poor neighbourhoods
or through government agencies selling flour
from mobile shops located in trucks o dlums
and sald at subsidized rates,

The need for stock reserves of whear for
food security reasons, to avert situations of
shortage in emergencies or to smoothen out
large fluctuations in wheat prices either dur-
ing the rime lag between production and con-
sumption: or during periods of

Among the provinces, only
Punjab  produces surplus
wheat: Undl the policy ded-
sion in 2001 to allow free sales
and movement of wheat across
district and provindal bound.
aries, farmers were only theo
retically at liberty to sell their
wheat to anygne. In practice,
provincial governments {re-
quently resarted to the imposi-
ton of Section 144 to prohibit
the inter-provincislidistrict
mobility of wheat during har-
vest time. This has again been
resorted to by the Punjab gov-
ermment, which has capsed bit-
terness between it and other
provincial governments,

The restrictions on the movement of wheat
is forcing farmers to part with their whear at
depressed prices, below the miarket price of
the crop, thereby defeating the purpose of
establishing support prices, with the procure
ment price having effectively become the max-
imumicedting price. Punjab’s claim that it has
fmposed this ban partly to check the smuggling
of wheat is ill-founded.

There have to be market-orisnted solutions
o curtail smuggling, If the difference between
the domestic price of Aour and the price in
neighbouring countries like Afghanistan s
large, and the éost of smuggling and the
chanees-of being caught low, the incentive to
smuggle wheat will remain high,

Attempts to dévelop alternative means of
checking smuggling will only meet with partial
succest. In such & case, the anly effectivie solu-
tion to'the problem of smugpling is the elimi-
nation of the subsidy, the alignment of dames-
tic prices with prices on international borders
and the removal of all restrictions on the inter-
regional movement of whest.

One supports the-decision of the federal BOV-
emment o scale down public sector interven-
tion in the market for whear and allow an
expanded private sector role: All other policy
mstruments will neither eliminate the rent-
seeking opportunities for government officials
nor facilitate the achievement of a more effi-
cient allocation of résources,

However, in view of the private sector's
experience of inconsistency in and the unpre-
dictability of government palicies, the private
sector will adopt a waitand-see approach
before committing fiself to any major invest-
ment in activities pertaining to the procure-

Punjab 'government’s decision to ban the
inter-provincial movement of wheat is not
only misplaced but also fails to achieve what
are ostensibly well-intended objectives. The
Punjabi farmer is losing out on a higher price
that he would have earned if the market had
been allowed o operate freely. The price of
wheat in the deficit provinces will continue
to be high unless they are allowed to import
wheat from abroad.
h

Any relatipnship between the levels of poverty
and the allocation for atta subsidy is at best
tenuous. This is because of the definition of
this subsidy and the manner in which the
acconnting entry for the subsidy is recardid,
whereby the higher the stocks, the higher the
subsidy,

It i not the consumer wha is benefiting {in
whose name the subsidy is being incurred) but
the middlemen, the banks (lending the
money) far procuring wheat, the officiale of
Passen, the food departments and the Aour-
mills. Less than 10 per cent of the total fiscal
cost of the subsidy on wheat actually acerues

to the consumer, The bulk of the expendimure.

in the name of swubsidy for consumers is
absorbed by the inefficdiencies in and poor
mansgement of the government's wheat mar-
keting operations, Also, since the subsidy isa
general one and available in the same propor-
tion to even the more privileged segments of
society much of it accries to unintended ben-
eficiaries including those dining out in five-
star hotels and restauirints,

Therefore, if the subsidy on atta is with:
drawn completely the net adverse impact on
the consumer will be mirginal, However,
since perceptions are more poweriul than
realiies a berter strategy would be 1o phase
out the subsidy gradually, say over the next
two years of 5o, to avoid @ political or soetal
backlash.

As regards the nesd for targeting this sub-
sty T0 mMest Femiine: needs of Assistance, @
wellspucrired scheme, @ rupes for rupee
incresse in the #on: subsidy, would both
reflect and ensure a pure transfer to the poor.
A part of the existing allocations and levels of
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price volatility has been stressed.

In a world of declining interna:
tomal prices of food grains and
access to information on price and
the availability of radable stocks,
the demand for whear reserves
reflects poorly on domestic plan-
ning, information on crop tsize,
marketalle sarpliuses, domestic
consumption patterns and require-
ments and international wheat
smugeling, Therefore, buffer stock
operations should constiture a step
in the phased transition to the
development of a free; unregulat-
ed, market for wheat through a
gradual acceptance of greater Mex-
ibilicy in wheat prices, with phased
shifting of buffer stocks operations
entirely to the private secror over three to
four years.

Moreover, the sizt of such a'stock should be
timited to two months of potential consump.
Hon requiremént to sccount for the leadilag
times. of transportation of wheat from world
mirkets, althouph reserves earmarked for the
NWFP and Balochistan may be maintained for
three to four months in view of transportation
issues,

If the underlying assumption determining
the sizé of the strategic reserve is that it need
only cover the requirements of the urban pop-
ulation for two months, then the inital sire,
assuming @ consamption of 130:135 kgs per
capita per annum, may not exceed 1 million
tons and around 2.2 to 2.5 million tons if the
non-agricultural population in the rural areas
is also to be accounted for, compared to the
Funjab government’s desive to procure 3.5
million tons of the crap.

To conclude; the policy decision of the
Punjab government to ban the inter-provincial
movement of wheat is not only misplaced but
alsg fails to achieve whit are astensibly well:
intended ohjectives. The Punjabi farmer is los-
ing out on a higher price that e would have
earned if the market had been allowed to oper-
ate freely. The price of whear in the deficit
provinees will cantinue to be high unless they
are allowed to import wheat from abroad and
the principal unintended beneficaries of the
subsidy regime will continue to be the officials
of the provincial food department, the middle-
men and owners of flour mills,

The writer is a former finance minister of .
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