|

7/ “““\\\ A ECO" SEARCH

% // RESEARCH IN AGRICULTURAL & APPLIED ECONOMICS

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the
globe due to the work of AgEcon Search.

Help ensure our sustainability.

Give to AgEcon Search

AgEcon Search
http://ageconsearch.umn.edu
aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only.
No other use, including posting to another Internet site, is permitted without permission from the copyright
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.


https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
http://ageconsearch.umn.edu/
mailto:aesearch@umn.edu

Bangladesh J. Agric. Econ. X, 2(December 1987) 1-23

FOODGRAIN PRICING POLICIES IN BANGLADESH:
AN ANALYSIS OF WELFARE EFFECTS

R. K. Talukder

ABSTRACT

This paper attempts to develop a market model for foodgrain, incorporating the typical circums-
tances prevailing in Bangladesh. The resulting market outcomes are measured in terms of producer,
consumer, and social benefit-cost using economic surplus approach. It can be tentatively concluded
that producers have been gaining from the existing dual price structure while consumers have been
losing substantially. The treasury has been acquiring some net gain from foodgrain operations in the
concessional market but the society has been incurring substantial loss in the open market.

I. INTRODUCTION

The foodgrain market in Bangladesh is characterized by government intervention both on the
supply and demand sides. In addition to subsidizing some of the inputs the government also
provides support price to producers. On the other hand, the government distributes the domestically and
internationally procured grains at concessional rates to different categories of consumers. Such
policy mix has resulted in segmentation of the foodgrain market into two components namely
concessional and open market. As a result of such market segmentation; both producers and
consumers are confronted with dual price structure which ultimately results in different outcomes
in terms of producer, consumer, and social welfare than what would have been the case had the
market been allowed to operate under conditions of free trade at world price or left to reach
the situation of autarky. These aspects need careful examination because in allocating scarce
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public resources among competing ends, the relevant social opportunity cost of resource
use need to be taken into consideration.

Not enough is known about the welfare effects of foodgrain pricing policies -being
pursued by the government of Bangladesh. Some studies dealt with the relative merits
of the input subsidy and price support policies in attaining self-sufficiency in food (Ahmed
1979, Tolley et al. 1982, Bayes 1984, Osmani and Quasem 1987), These studies con-
sidered attainitig or maintaining some levels of production and the impacts of alternative
policy, measures, in attaining the objectives, on producers, treasury, society and to some
extent on classes of producer beneficiaries. Few evidences are available on the compze-
hensive impacts of government intervention in the foodgrain operation system on the
welfare of producers, consumers and society as a whole. Ahmed (1979) estimated the
budgetary subsidy on account of import, procurement and distribution of foodgrain by the
government. He also examined the impact on consumption of some alternative ratio-
ning and distribution schemes. No attempt has so far been made to measure the social
cost arising out of the prevailing food pricing and distribution policies in Bangladesh.

Attempts have been made in this paper to develop a market model for foodgrain,
incorporating the typical circumstances prevailing in the country. The resulting mar-
ket outcomes are measured in terms of producer, consumer, and social benefits/cost using
economic surplus approach [1]. A conceptual model of foodgrain market is developed
in section II of the paper. Empirical procedures are presented in section ITI. In section
1V, estimated findings ate discussed and some conclusions are drawn in the final section
of the paper.

II. CONCEPTUAL MODEL OF THE FOODGRAIN MARKET

Bangladesh has long been striving to achieve food self-sufficiency by setting pro-
duction targets through the successive five year plans. Self-sufficiency, however, has
not yet been achieved and every year the country has to import foodgrains to meet her
consumption requirement. -Although the term self-sufficiency is fraught with a host of
conceptual and methodological controversies, in Bangladesh the usual practice has been
to use some administratively determined per capita level of consumption as the basis for
determining total requirement of foodgrain in the country,

It is, however, difficult to say as to whether such quantity corresponds to nutritio-
nal norm of foodgrain intake [2]. Also, given the demand and supply function, this quan-
tity need not and perhaps does not correspond to the quantity demanded at the world
price [3]. However, our objective is to identify and measure the nature and extent of
distortion in the foodgrain matket from the view point of neo-classical notion of resource
use -efficiency ‘and - as' such we shall use quantity demanded and supplied at™ the
world price as the base for comparison with othet policy outcomes, Thus; let us gengta-
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lize that under coaditions of free trade at world price, given the aggregate demand and
supply functions, the country produces certain quantity of foodgrain which falls short of
demand such that the excess of quantity demanded over supply is imported. Such a sit-
watiom for rice market is presented in Figure . It is against this situation that the outco-
mes of any policy intervention will have to be evaluated.

In Figure 1, dD is the aggregate domestic demand curve and sS is the aggregate
supply carve.  Under conditions of free trade at world price Pw, total quantity demanded
i OQ, of which quantity OQ, is supplied by domestic producers and the remaining Q,Q,
quangity is imported. Producers’ surplus is indicated by area sfPw while area dmPw
which ares dmPw represents consumers’ surplus,

I, however, the government plans to abandon import and allow the domestic mar-
ket to reach an autarky situation, domestic equilibrivm price and quantity reach at OPe
and 0Q, fespectively. Compared to the situation urider free trade, consumers’ surplus

by area PwmePe.  Producers surplus increases by area PwfePe, but this increase
Blessthanthe decrease in consumers’ surplus by the area efm which constitutes net loss
W society. Of this, area efn represents social cost of production distortion while the social
cost of consumption distortion is indicated by atea emn. Apart from the elements of reso-
urce cost both from the point of view of production and consumption, such a policy may
Dot be socially desirable because it will aggravate the already existing undernutrition situa-
tion in the country.

Although optimism is expressed in some circles that Bangladesh has a good long
1em potential for foodgrain production (IBRD 1972, Hossain 1980), given the existing
state of technology and other physical and institutional constraints the country is not
likely to achieve food self-sufficiency in the very near future, This means, in order to
maintain gndjor improve food consumption and nutritional intake of the people, she
will have to depend on food impotts for years to come. As regards pricing and
distribution arrangements, in view of the widespread undernuttition and inadequate
purchasing power of the majority of the people, government pursues the policy of dis-
tributing food at lower prices by giving subsidy to (some. category of) consumers.
Since the government intends to increase domestic production as well, by maintai-
ning domestic price at reasonable level, it also provides incentive price to producers through
procurement of grains.: This situation calls for modelling more specifically the dual market
condition in the country. "Such a market model for rice is presented in Figure 2.

"On the right hand side of the figure, aggregate domestic. demand - curve for ’fio_e gs
shown by dDT. ' The aggregate domestic supply turve, assumingno import of rice, s
represented by sST curve. However, the aggregate supply of rice to all consumers in'a
sitaation of free trade at world ptice is shown by the sif curve. Undef conditions of free
trade, market equilibrium at the world price Pw is at f. At thié point; aggregate domestic
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Figute 1. Welfare Effects of Autatky as opposed to Pree
Trade Situation of Matket for Poodgtain (Rice)
in Bangladesh,

consumption is 0Q, of which 0Q, is supplied by the domestic producets and the quantity
Q,Q, is imported,

-~ However, consequent upon the government intervention market is segmented into
government controlied and open market components, Government intervention takes
place in'the form of purchase of some limited quantity of grains from domestic producers
at:stipulated  prices and sale of .domestically and mtcrnationnlly procured guins at
concessional rates through rationing.
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At this point some comments on the nature of internal procurement are in order.
Internal procurement takes place in two forms compulsory and voluntary sale of grains
by producers to the government procurement agents. Compulsory sale implies that the
producers are bound to sell to the government a certain proportion of their output at what-
ever prices set by the procurement authoritics. However, in reality compulsory procure-
ment targets are seldom achieved except under circumstances when either the procu-
ment authorities are able to enforce the progtam in appropriate time and manner or the
procurement price remains higher than the open market price.

While compulsory procurement, by implication, is invariant with respect to procure-
ment price, voluntary procurement is expected to be an increasing function of procure-
ment price, Although this happens to be the case some times, especially after harvest,
in general and on annual average basis, farmers’ decision to sell to the government cas; not
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Rigure 2, Welfare Effects of Dual Market Model for Faodgrain
. (Rice) in Bangladesh, :
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be said t0 be dictated by the procurement price. *Historically, procurement prices have
remained lower than the annual average open market prices, except for a few years. In
reality, farmers sell their produce to the government either to meet their debt obligations
or due to proximity of the procurement centres or because the procurement price remains
temporarily higher than the open market price. On balance,we assume that the total quan~
tity procured by the government is invariant with repect to procurement price.

Thus, still on the right hand side of Figure 2, the government procures OQ, quan«
tity of grains from the domestic producers at Pp price. The government also procures
Q,Q; quantity from abroad at the world price Pw [4]. By procuring OQ, quantity at
price Pp and Q,Q; at price Pw and selling the entire OQ, quantity at price Pr, the govern-
ment incurs a net loss equal to the areas PpaePr and bede. In relation to the world
price Pw, producer subsidy is indicated by area PpabPw and consumer subsidy is repre-
sented by area PwcdPr.

Now we come to the left hand side of Figure 2. As is evident from the right hand
side of the figure, government distributes 0Q, quantity of the rice through rationing.
Consumers’ marginal valuation of OQ, is at point d’ on the dDT curve. Then margi-
nal valuation of the successive units of grains after OQ, or point d is indicated by the re-
maining d'DT portion of the dDT curve. This is the relevant demand curve in the open
market and is transferred to the left hand side of the figure as d"Do curve.

In deriving the open market demand curve the important consideration is to take
account of the income and substitution effects of rationing. As Ahmed (1979) vividly dis-
cussed, income effect will tend to shift the open market demand curve to the right
while subsititution effect will drive it to the left (assuming that the curve is on the right hand
side). The ultimate direction and magnitude of the change will depend on a number of
factors including the respective parameter values, eg. marginal propensity to consume,
marginal rate of substitution etc. However, we assume here that the demand cutve is
self-adjusted for given degrees of income and substitution effects corresponing to a given
level of ration distribution.

As regards supply, we already mentioned that the producers supply OQ, quantity
to the government under internal procurement scheme. After they have supplied OQ,
along the sST curve, s'ST is the residual supply curve relevant for the open market. This
8'ST portion is transferred to the left hand side of Figure 2 as s'So which is the open mar~
ket supply curve.

Now the resultant market outcomes are aparent. - Given that d’Do and s"So are the
open market demand and supply curves respectively, equilibrium price and quantity are
determined at Po and Qo respectively. In relation to the world price Pw, consu-
mers’ surplus decreases by PwtmPo and producers’ surplus increases by area PwnmPo.
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Thas the loss in consumers’ surplus exceeds the gain in producers’ surplus by the area mnt
which represents net loss to the society. = Area mnw indicates the social cost of production
distortion and the social cost of consumption distortion is represented by area mtw.

Although no seperate model for wheat is presented here, it is assumed that the direc-
tion of welfare effect will be more or less the same for wheat and only the magnitudes will
vary. However, depending on the observed values of the variables, the directions of wel-
fare effects are expected to vary from year to year for both rice and wheat. Such variations
will duly be captured in the empirical estimates of the model.

IiI. EMPIRICAL PROCEDURES

Detivation of Supply and Demand Functions

It is evident from Figure 2 that linear demand and supply functions have been assy-
med in the model. The algebraic derivation of aggregate demand and supply functions
for a representative year consistent with Figure 2 can be as follows :

dDT =a—bPo M
s§T=c-+dPo )
where a and cUare intercepts and b and d are slopes of the functions and Po is the open

market price.

From the above functions, values of the relevant intercept, slope and elasticity coe-
efficients can be obtained from the following relationships :

a=QDT.n+- QDT
b=QDT.n/ Po
a=b (Po / QDT)
¢=QST—QST.¢
d=QST.c / Po
e=d (Po / QST)

where, QDT = total quantity demanded ;

QST == total quantity supplied by domestic producers ;

n = price elasticity of demand ; and

e = price elasticity of supply.
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~ Assuming that the slopes of the demand and supply functions remain constant in the
open market, the relevant open market demand and supply functions and the related coeffi-
cients can be specified in the following manner :

d" Do=a'—b’ Po (3)

s" So=c'+d’ Po o)
From (3) a’=a—QR

b'=b

where QR = quantity issued under ration
From (4), ¢’'=c—QP
d'=d

where QP = quantity procured by government from domestic producets.

Given the above specification of the open market demand and supply functions,
quantity demanded and supplied in the open market at the world price is given by the

following relationships :
QDw=a'—b' Pw (5)
Qsw=c'+d’ Pw ()

where, QDw = quantity demanded in the open market at world price,

QSw = quantity supplied in the open market at world price ; and

Pw=world price.

Data and Parameters

The basic data used in estimating the functions and the subsequent welfare effects
were obtained mostly from various issues of the Statistical Year Book of Bangladesh and
other published and unpublished sources. Total quantity transacted in the open
market represented net quantity produced less quantity procured by the government.No
allowance was made for stock changes both in the concessional and open markets and thus
it was assumed that total quantities available during a given year were consumed in the
same year. While open market prices represented average wholesale prices of rice and
wheat, ration prices were the issue prices at which government sells ration goods to the
dealers [5]. World price used in this study was the cif price and no transportation costs
were considered in comparing the cif price with the domestic price.
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In order to estimate the empirical magnitude of the variables, some parameter values
such as elasticities were of crucial importance. We did not resort to the task of estima-

ting the required elasticities for the present purpose, rather looked for some from other
sources.

Estimates of the price elasticity of supply and demand for staple food commodities
are not very plentiful in Bangladesh. As regards supply elasticity, some estimates are
available for rice and a number of cash crops. Cummings (1974) found short run and long
run elasticities of rice acreage to be 0.13 and 0.19 respectively. Ahmed’s (1981)
estimate of short run and long run elasticities of rice acreage were 0.09 and 0.12 respectively.
His estimates were exactly corroborated by those of Hossain (1984) with yield effect, of
course, being taken into account. Karim (1983) also estimated a set of elasticity coeffi-
cients for both rice and wheat, His short run and long run estimates were 0.10 and 0.30
respectively for rice, and 0.15 and 0.21 respectively for wheat.

Some estimates of price elasticity of demand are also available from a handful of
studies. Alamgir and Berlage (1973) using national time seties data estimated own price
elasticity of foodgrain demand to be 0.28, Mahmud (1974) using quarterly survey
data and more demand theoretic framework, estimated foodgrain demand elasticity to be
0.39. Ahmed (1981) and Pitt (1983) using basically the same set of cross section data
estimated price elasticity for both low and high income groups of consumers. Apart from
the fact that both of them obtained relatively higher absolute values of the coefficient, One’s
estimates differed markedly from those of other, However, while Pitt estimated separate
coefficients for rice and wheat, Ahmed’s estimates were for all foodgrains together. Pitt’s
estimates for low and high income groups for rice were 1.32 and 0.83 respectively and for
wheat his estimates for the corresponding income groups were 0.72 and 0.06 respectively.
Price clasticity of demand for rice of 0.39, estimated by Karim (1983) from time series
data was perfectly in aggrement with Mahmud’s estimates from quarterly survey data,
However, his elasticity estimates of 2.28 for wheat was too high to be taken as a reasonable
estimate.

Now, if we were looking for separate elasticity coefficients for rice and wheat, it would
be evident from the above review that except for the estimates of Pitt and Karim, all the
supply elasticity coefficients were for rice alone and the demand elasticity coeffiients were
for foodgrain as a whole. In adherence to the estimates of Karim, Pitt and Mahmud, we
selected the following values of elasticities in respect of the rice and wheat

Commodities Supply Demand

elasticities elasticities

0.10
0.15

-0.40
-0.72
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Formulae for Estimation of Welfare Effects :

The following formulae were used for estimating welfare effects in the concessional
and open markets :
Concessional Market ;
A. Producer Subsidy : (Pp—Pw) QP
B. Consumer Subsidy : (Pw—Pr) QP - (Pw—Pr) QI
C. Net Treasury Cost : (A4 B)

Open Market ;
A. Gain in Producers’ Surplus :

(Po —Pw)QSDo —0.5[(Po — Pw)(QSDa— QSw)]
B. Loss in Consumers’ Surplus :

(Po—Pw)QSDo -} 0.5[(Po —Pw)(QDw —QSDo)]
C. Social Cost of Production Distortion :

0.5[(Po —Pw)(QSDo—QSw)]

D. Social Cost of Consumption Distortion :

0.5[(Po —Pw)(QDw —QSDo)]
E. Net Social Cost : (C--D)

where, QP = quantity procured from domestic producers ;
QI = quantity imported ;
QSDo = quantity transacted in the open market at the open market price ;
Q8w = quantity supplied in the open market at the world price;
QDw = quantity demanded in the open market at the world price ;
Pp = procurement price ;
Pw = world price ;
Po = open market price ;

Pr = ration price.
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IV. RESULTS AND DISCUSSION

Welfare effects of foodgrain pricing policies have been estimated in both concessional
and open matkets of rice and wheat. In the concessional market, annual economic sub-
sidy [6] has been calculated for both producers and consumers for a period of ten years
from 1975-1976 to 1084-1985. The results are presented in Table 1.

It would be evident from the table that producer subsidies were negative on both
rice and wheat for the first three out of ten year period. During this period, although the
nominal procurement prices of both rice and wheat increased moderately, they re-
mained below their. respective world prices which fluctuated to some extent (Tables
A.l, A2). In 1978-1979, although some positive subsidy was enjoyed by the wheat gro-
wers, high negative subsidy to rice growers easily outstripped the positive component,
thus resulting in a total negative subsidy for producers. The situation however, changed

TABLE 1. PRODUCER SUBSIDY, CONSUMER SUBSIDY AND TREASURY
COSTS FROM FOODGRAIN OPERATION IN BANGLADESH (197576 TO
1984-85).

Figures in million Taka

Years Producer Subsidy Consumer Subsidy Net
s ——Treasury
Rice Wheat  Total - Rice Wheat  Total  Cost
1 2 3 4 5 6 7 8=4+7

1975-76  -329.96 -1.88 -331.84  1698.22  733.91 243213  2100.16
1976-77 -7435 -1724  -8159 568.21  460.15 102836  946.77
197778  -849.52 - 1.56 -851.08  2287.96  602.37  2890.33  2039.25
1978-79  -423.00 11.88 -41L12 90280 - 134.67 103747  626.35
1979-80 10278 - 11532  218.10 508.42  -1084.91 -576.49  -358.39
1980-81  600.10 160.89  760.99  101.70  -979.43 -877.73 -116.74
1981-82 208,17 11.04 215.21 15.40 -710,64  -695.24  -476.03
1982-83 62.37 12.19 74.56 -50.99  -766.75 -817.74 -743.18
1983-84  63.36 90.62 153.98 1.54 <998:49  -99695  -842.97
1984-85. 113.12  206.70 319.82  .-433.07  -1472.41 190548 -1585.66

Source : Tables A.3,A. 4and A5
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from 1979-1980. From that year, producer subsidy on account of both rice and wheat -
have been positive and consequently producers as a whole seem to have been enjoying some
positive subsidies. ‘

In the area of consumer subsidy, it appears also from Table 1 that consumers
enjoyed some positive subsidy for years from 1975-1976 to 19781979 on both rice and
wheat, These are the years when creepingly increasing nomirial ration prices of both rice
and wheat have remained consistently below their respective world prices which have
shown some moderate degree of fluctuation. However, the situation abruptly changed
from 1979-1980. From that year, although consumer subsidy on rice has been positive in
some years, the same on wheat component has been negative for all the years which ulti-
mately has resulted in negative total consumer subsidy for the vears.

~ Thus it appears from Table 1 that although producers had been loser from mid
through late 1970’ they started to gain from early 1980’s and maintained their position as
gainer from the foodgrain pricing policies, On the contrary, while consumers used to

. gain substantially from mid through late 1970’s they started to lose from early 1980’ and
have continued to be loser, rather increasingly.

As regards implications for treasury, results presented in Table 1 indicate that
the treasury used to bear a heavy burden of subsidy till the end of 1970’s, From early
eighty however, the treasury started acquiring net gain from foodgrain operations.
If allowance is made for the fact that a substantial proportion of import comes through aid
and concessjoal rates, the magnitude of gain will increase further. However, as long as all
foodgrain distributions have been charged at the ration price and the transportation and
incidental charges have not been taken into account, revenues from foodgrain opera-
tions have been overestimated in view of the fact that the government distributes some
portion of the grains on non-monetized accounts such as Food for Works, relief etc., and
distribution of grains in any form entails some positive costs.

In the open market, welfare effects have been estimated in terms of producers’
surplus, consumers’ surplus and the resultant social cost. However, instead of covering
ten year period, only one year (1984-1985), the latest in the series considered, has been
used for the estimations. As long as the open market price has remained higher than the
world price, the direction of welfare effects are expected to have remained the same and
only the magnitudes have varied. Thus the policy implication being generated from the
analysis may be considered relevant for at least a few years preceeding 1084-1985 during
which open market prices of both rice and wheat have remained higher than their respec-
tive ‘world prices (Table A.I, A2). :

" The estimates of welfare effects for 1984-1985 in both COpceslgll‘Onﬁlr aridm open
nrkets qve presénted in Table 2. Regarding the pictuit in the 'céncession.al' market., s
has already been mentioned in Table 1, while producers enjoyed some positive subsidy,
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TABLE 2. WELFARE EFFECTS OF FOODGRAIN PRICING POL!CIES
IN BANGLADESH (1984-85)

Measures of Figures in million Taka

welfare
Rice Wheat Total
market market

Concessional Market ;

A. Producer Subsidy 113,12 206.70 310.82
B. Consumer Subsidy -433.07 -1472.41 -1905.48
C. Net Treasury Cost -319.95 -1265.71 -1585.66

Open Market §

A. Gain in Producers’ Surplus 29126.63 141442 30541.05
B’ Loss in Consumers’ Surplus 31108.70 1831.62 32940.32
C. Net Social Cost 1982.07 417.20 2399.27

D. Social Cost of Production Distortion ~ 374.35 33.68 408.03
. Social Cost of Consumption Distortion 1607.72 383.52 1991.24

consumers’ subsidy was highly negative and as a result the treasury in fact acquired a net
gain to the tune of Taka 1586 million. In the open market, it appears from Table 2 that
producers gained Taka 30541 million as surplus while consumers’ surplus decreased by
Taka 32940 million. Net social cost, which is the difference between the loss in
consumers’ surplus and gain in producers’ surplus, amounted to Taka 2399 million. Of
the net social cost bill, Taka 408 million was on account of social cost of ptoduct!on
distortion which is the cost of extra resources being devoted to foodgrain production
rather than importing grain at the world price. Social cost of consumption distortion,
which is the value of the additional consumption forgone, constituted the remaining
Taka 1991 million of the net social cost bill.

Thus it appears that producers gained in both concessional and open markets.
Consumers however, suffered huge loss in both the markets. In the concessional market,
treasury acquired a substantial net gain from foodgrain operation. In the open market,
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on the other hand, society incurred a huge loss on account of both production and
consumption distortions. : '

However, all these outcomes are based on comparison of the world price with
different domestic prices. Instead of comparing the ration price with the world price,
if it is compared with the open market price which is approximately the opportunity cost
of foodgrain distributed through rationing [7], the consumer subsidy and the associated
treasury cost would be positive as long as the open market price remains higher than the
ration price.

Limitations ef the study

The results obtained from the study are subject to several limitations. First, we
implicitly assumed that no transfer of foodgrain occurs from one market to another. In
fact, some transfer of grains from concessional to open market occurs through open market
sale by the government and resale of part of ration grains by consumers to their counter-
parts in the open market. .

Second, in addition to the substitution and income effects of ration rice and wheat
on their respective open market demand, thete is also mutual substitution effects between
rice and wheat in the form of effect of distribution of ome in the ration on the
open market demand for other, depending on the degree of their mutual subtitutability. In
estimating separate welfare effects from ricé and wheat, we did not take those effects into
account,

Third, we did not distinguish farm households’ demand from aggregate demand
assuming that both aggregate demand and supply were augmented by the extent to which
the farm households consumed their home produced grains.

Fourth, in estimating the welfare effects we used single values of demand and
supply elasticities, In selecting the elasticity values from other studies, we observed that
different authers used different methods and time periods in their studies and accordingly
their estimates varied substantially, In view of such variations, it would be more appro-
priate to estimate the welfare effects for a range of values of the demand and supply elasti-
dties, .. .. S O , o

Finally, the estimated welfare effects relate to 'aggregatc producers, consumers and
the society as a whole and as such are not likely to have reflected proper and accurate imp-
lications for policy. The basic parameter values-and the related policy outcomes are likely
to very according ta classes. of producers and consumers. Thus a more disaggregated ana~
Iysis involving different classes of producers.and consumers would have been more worth
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while, Such analysis would have given more useful clues for formulating target group
specific intervention measures. ’ o i

V. CONCLUSIONS

Foodgrain pricing policies in Bangladesh and their resultant welfare effects seem
to be at a state of transition. Both producers’ and consumers’ welfare have reversed within
a span of ten year period.

Subject to the limitations of the study mentioned earlier, it can be tentatively con~
cluded that producers have been gaining from the existing dual price structure while
consumers have been losing substantially. The treasury has been acquiring some net gain
from foodgrain operations in the concessional market but the society has been incur-
ring substantial loss in the open matket. However, the relative positions of producers and
consumers as gainer and,or lose need some further examinatoion. From a realistic pomnt
of view, it is not proper to make a clear cut dichotomy between producers and consumets
in a country like Bangladesh where more than 70 per cent farms op :rate at or below subsis-
tence level, Most of these farmers hardly produce any marketable surplus and although
they make some distress sale e.pecially after harvest, they are ultimately net buyers of food-
grain from the market. As long as the annual average open market price remains higher
than the procurement price, it can be said that whatever benefits accrue to them from the
hatvest season price rise as a result of procurement, are more than offset by the annual
average price tise and ultimately they lose from having to buy foodgrains from the open
market. It follows that it is always the surplus or big farmers who benefit from higher
prices of grains round the year.

This is not to say that producer incentives should be jeopardized by bringing prices
down. But from distributional point of view, the superior alternative of retaining producer
incentives seems to be the provision of input subsidy, the relative merits of which
have been well documented in the specific context of Bangladesh (Ahmed 1979, Bayes
1984, Osmani and Quasem 1987). On the other hand, in order to maintain or improve
food and nutrient intake level of the people, the existing food distribution systems should
be restructured and geared up to cater to the needs of the low-income, vulnerable groups
of people.

NOTES

(1) The relative merits and demetits of the economic surplus approach have exten-
sively been discussed in the litetature (Curtie et al, 1971, Willing 1976, Cochrane 1980,
Mishan 1981). Howevet, despite the limitations, it is widely tegarded as a useful tool of
social cost benefit analysis.
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(2 Administratively determined requirement is 13.5 -ounces or 455 grams of
foodgrain per capita per day. According to the existing consumption pattern, total per
capita calorie intake is 1925 kcals of which 1614 kcal or about 84 per cent comes from
cereal (BBS 1986b). The Institute of Nutrition and Food Science (INFS) estimated
average calotie requirement of 2273 kcals per capita per day (Ahmad and Hassan 1983).
Allowing for due proportions of rice and wheat consumed in the total foodgrain intake,
455 grams of foodgrain yield about 1557 kcals which is lower than the existing intake.
Thus if due recognition is taken of the fact that the existing intake itself is lower than the
requirement (by about 149, according to INFS), then 15.5 ounces of foodgrain intake
is not consistent with the calotie intake norm set by the INFS.

(3) If the existing level of consumption (allowing for the actual import) is consi-
dered to tepresent administratively determined requited quantity, then given the demand
and supply function, as long as the open market price remains higher than the world price,
it can be said that the quantity demanded or transacted at the open market price falls short
of the quantity demanded at the world price.

(4) In practice, the government procures grains from abroad under a vatiety of
arrangements namely cash purchase, purchase on credit and receipt of grains through
grants. However, for out purpose, we have considered all imports of grains as commet-
cial purchase at the ruling world price.

(5) A mote sensible proposition would be to take retail ptice as consumer price and
fatm-gate price as producer price. However, in taking world price as the cif price, we
did not consider any transportation and incidental costs of imported grains. This has
under-estimated consumer subsidy in the concessional market when ration prices have
remained lower than the world price, and over estaimated the producer subsidy as long as
the procurement prices have remained higher than the wotld price. Thus a tetail ration
ptice would have contributed more to the under estimation of consumer subsidy.

In the open market, as long as the open market price has remained higher than the k
wotld ptice, non-inclusion of transportation cost has led to over estimation of consumer
welfate loss and producer welfate gain. In this situation while use of ration price for
both would have been more inapproptiate for producers, farmgate price would have been
the same from the view point of consumers. Since we had to use a common price for
both producers and consumers, use of wholesale price may have been a compromise solu-
tion and as long as the consumer welfate loss is greater than the producer welfate gain, this
has restricted to some extent the social cost bill from being higher.

(6) By economic subsidy is meant the difference between world price and domestic
price. 'The world price used hete is the cif ptice provided by the Bangladesh Bureau of
Statistics- based on is prucedure used for compiling foreign trade statistics, Two types of
domeéstic prices have been used for calculation of subsidy—the procutement price offered
at the procurement centres and the wholesale tation issue price. The method used in this
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study corresponds roughly to the full valuation method of estimating subsidy, but differs
markedly from the procedutes used in the estimation of budgetaty subsidy commonly
used in the government documents (Details about these and other methods can be séen in
World Bank 1979). Depending on the type of data, estimation procedures and assump-
tion about the domestic and world prices, the results obtained in the present study may differ
from those obtained from other studies.

(7) ‘The actual open market price does not represent the true oppottunity cost of
grains because the sale of ration grains in the open market would cause the open market
price to fall to some extent.

APPENDIX TABLE A.l. DATA ON PRICES BND QUANTITIES.OF RICE
USED IN THE ESTIMATION OF WELFARE EFFECTS

Years Quantity in ‘000 long ton Taka per long ton

Net Intetnal Impott Ration Net Open  World Procur- Ration

domestic Procute- off avail- - market price ement issue
prtoduc- ment take  ability price price  price
tion i :

. (QSZT) (QSP) Q) (Q®) (@QDT) (Po) (Pw) (Pp)  (Pg)
4

5 6=2-34+5 17 8 9 10

197576 11305 343 396 509 11471 3389 4228 3266 1930
197677 10634 306 - 192 773 11101 3079. 3509  3266. 2368
197778 11480 560 300 597 11517 3769 5164 3647 250
197879 11381 300 . 56 561 . 11642 4145 _ 5221 3811 . 2685
197980 11283 141 903 691 11833 5482 3762 4491 3275
198081 12295 850 83 507 11952 4585 3920 - 4628 - 3811%
198182 12074 284 144 759 12549 5999 4466 . 5199 4430
198283 12592 165 316 488 12015 6522 5338 576 5444
198384 12878 161 162 514 13231 7I22 5694 6125 5689
1984-85 14041 132 729 400 14309 8014 5893 6750 6396

Soutces :  All basic data on quantites, procutements and wotld prices are from BBS 1982
and 1986a. Open market and tation issue (whole sale) prices ate from Chowdhury, 1986.

3—
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APPENDIX TABLE A2 DATA ON PRICES AND QUANTITIES OF WHEAT
USED IN THE ESTIMATION OF WELFARE EFFECTS

Years  Quantity in ‘000 long ton Taka per long ton
Net Internal Import Ration Net Open World Procut- Ration
domestic Procure- off avail- market price ement issue-
produc- ment take  ability price ptice  price
tion
QT Q) Q) (@ @D @®) @ @) @)
1 2 3 4 5 6=2—-3+517 8 9 10

1975-76 193 07 1049 1159 1345 2089 2229 1960 ‘1 534
1976-717 93 13 603 677 757 2151 2571 2014 1824
1977-78 310 12 1309 1400 1698 2490 2416 2286 1960
1978-19 437 55 1106 1225 1607 2488 2234 2450 2118
197980 729 124 1923 1711 2316 3166 1928 2858 2458
1980-81 967 177 978 1019 1809 3007 2085 2994 2933

196182 857 13 1082 1277 2121 3675 2526 3375 3175

198283 970 24 1525 1418 2364 4418 3166 3674 3661

1983.84 1072 119 1938 1588 2541 4518 3191 3920 3675

1984.85 1398 212 1805 2138 3324 4655 3434 4409 4164

Soutces : All basic data on quantities, procurement and wotld prices ate from BBS 1982,
1986a. Open market and ration issue (wholesale) prices are from Chowdhuty, 1986,



Foodgrain Pricing Policies in Bangladesh : Talukder 19

APPENDIX TABLE A3. PRODUCER SUBSIDY ON RICE AND WH EAT
FROM INTERNAL PROCURMENT OPERATIONS '

Year Taka per long ton
Quantity Total
Procure- World Unit procured subsidy
ment price subsidy (000 tons) (ml. Taka)
price
1 2 3 4=2—-3 5 6=4x5

Rice

l97576 3266 4228 962 343 -329.96
lo76:771 3266 3509 243 306 435
197778 3647 5164 1517 560 -849.52
1978-79 3811 521 -1410 300 -423.00
197930 4491 3762 129 141 ; 10278 -
1980-81 4626 3920 706 850 600,10 -
198182 5199 4466 133 284 208.17
198283 5716 5338 378 ’ 165 6237
1983-84 6125 5694 431 147 63.36
198485 6750 5893 857 132 113.12

Wheat
1975-76 1960 2229 269 o’ -1.88
197677 2014 2571 -557 13 724
1977718 2286 2416 130 12 -1.56
197879 2450 734 216 55 11.88
197980 2858 1928 930 124 115.32
1980-81 2994 2085 909 177 160.89
198182 3375 2526 349 13 11.04
198283 3674 3166 508 24 12.19
198384 3920 3191 75 125 90.62
1984-85 4409 3434 975 212 206,70

: Tables Al and A, 2
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APPENDIX TABLE A4, CONSUMER SUBSIDY ON RICE FROM INTERNAL
PROCUREMENT AND IMPORT COMPONENTS:

Years Taka per long ton Quanity Quantity Subsidy Subsidy Total

World Ration Unit  procuted imported on on subsidy
price  price  subsidy and and procured imported
. (cif) distrib- distrib- compon- compon-
o uted uted  ent ent
TSmO T a6 (0000 (ml T (ml
tons)  tons)  Taka) Taka)
12 3 4=2-3 35 6 T=4%5 8§=4X6 9=T48 .

197576 428 1930 2298 343 396 78801 91001 169#.22
197677 :3'-“‘3509 2368 1141 306 192 349.1}1- 21907 56821
197778 5164 2504 2660 560 300 1489.9‘6‘ 798.00 ~ 2287.9
197879 521 2685 253 300 56 760.80 14200 90280

1979-80 3762 3275 487 141 903 68.66 439.76 508.42

1980-81-- 3920 3811 109 850 83 92.65 9.05 101.70~
198182 4466 4430 36 284 144 10.22 5.18 15.40
198283 5338 5444 “105 165 316 1749 -33.50 -50.99

19384 5694 568 5 147 162 073 08 1.54

1984-85 5893 6396 = -503 132 729 -66.39 - -366.68  -433.07

AR I T R

Sources : Tables Al and A2

LA AT L L
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APPENDIX TABLE AS. CONSUMER SUBSIDY ON WHEAT FROM
INTERNAL PROCUREMENT AND IMPORT COMPONENTS

Years Taka per long ton Quantity Quantity Subsidy Subsidy - Total

Wotld Ration Unit  procured imported on on subsidy
price  ptice subsidy and and procused imported
(cif) disteib-  distrib- compon- compon-

uted uted ent ent

(000 (000 (ml. (ml.
tons) tons) Taka) Taka)
1 2 3 4=23 5 6 T=4%X5 8=4x6 9=T7+8

197576 229 14 695 07 1049 486 905 739
197677 25711 1824 AT 13 603 9T 45044 46015
19778 2416 1960 456 12 1369 5.47' 59690  602.37
197879 234 2118 116 55 1106 638 12829 13467

197980 1928 2458 530 124 1923 6572 -1019.19  -1084.91

1980-81 2085 2933 -150.09  -829.34  -979.43

1981-82 2526 3175 -8.43 70221 -710.64

198283 3166 3661 495 24 IS5 -11.88  T5487  -766.75

1983-84 3191 3675 484 125 1938 -60.50 937.99  -993.49

1984-85 3434 4l64 130 212 1805  -154.76  -1317.65 " -147241

'fabies 'A.l, and A3

Sources :
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