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ABSTRACT

P - ‘ 3 - . '
‘This study focuses om (a) the nature of price forwation in

agricultural nmarkets in Pakistgﬁ, {b} structure of markets and

conduct of traders, and {c) ;perfotlance of markets. HMNajor.

‘inperfections in the existing systes are pointed out and policy

pre§Criptions to remove them are suyggested.

Using monthly data on wvholesale ard retail prices of wheat,

rice (Bassati) -and grae froe Janpuwary 1955 to- June 1979, - five . .

major hypotheses are tested.

1. The existing agricaoltural marketing structure in Pakistan 1is

not oligopolistic as 1s often suggested;

2. There exists a high degree‘rof integration between price
structures” “6f differert regions and between harvest and
post-harvest priées, vhich 1is a characteristic of a

perfectly ccopetitive marketing system;

3. The 'markes.rargins earned by traders at different stages of

marketing are consistent with their costs; VN‘

4. Fluctuoations in off-season prices, vhich aré a najor'rsource
of risk in stopage activity, have decreased over time,
probably due to improved performance of agricultural
iarkets;

S-Eﬁg%e Green Revolution of the late sixties, when the yield

levels :of vheat and rice increased significantly, bLas

o

alloved farmers +to get relatively better prices for their

produce than before.




_______ The study employs methods of logical analysis of facts -

related to differemt aspects of markets, and

techniques 1like regtession; correlation, calculation of Theil's

Inequality Coefficient and Coefficients of Variation. .
The results generally support the hypotheses stated above.
Hovever, they are not conc}ugive on market integration, vhen

based on rice (Bassati) prices. Sigilarly, significant increases

statistical -~

in prices received by farszers are observed orly in the case of =

vheat during the Green Revolution period.

The study concludes that the prevailing view of

-agricuityral——@sarkets—inh Pakistam as  exploitative and

oligopolistic is not necessarily true. Exodus of the traditional
trading class im 1947 and 1its replacezent with traders fros
diverse sociofécono:ic backgrounds, coupled with governzent
efforts in the areas of transportation, conzunications, credit

and agricultural development, have brought about  mainly

i bt e R b

i

favourable changes in the nature of agricultural markets in

Pakistan.

SENNIPIEY
i

e
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Introduction

A close relation uspally exists betveen the level of
economic developmernt and the structure, conduct, and performance

of .agricultural sarkets.! 1In. geneg?l a marketing syster is

' supposed to functlon as a prlce signalling dev1ce foerconsumensfu~”

apd producers to facilitate efficient allocation of resources.

In Pakistan, as in many other developing countries, one of the

——— " popular views 1is that markets for agrlcultural commodltles do
not perform these fonctions efficiently, and that there are
gredt- differences bet#een the prices péid by consumers and
received by farmers. [75, 81, 84) rSome of the othef qnajor
probleas frop which the existinpg rmarketing systep is believed to

g <
suffer are:'

_
\

=
2

_ - — g, [T -

N .

1. inefficiencies caused by the monopolisti¢ power of a few
- # . i

traders;
2. existence of a 1long chain of intermediaries resulting in

high per unit marketing costs;

3. vunnecessary year-to-year fluctuations in prices, harmful to

the long-run econoric developrent and political stability of

the country;

e

%, —inadequate physical capacity to handle the rapid growth of

———— . —— — —t e

1 See for exasmple Folton [31], Jones (39], Behren [50], Nellor
{51, 523, and Mueller [ 54].
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agricultufal surplus as was experienced in the late sixties -

in the provinces of Punjab and Sind. [3, .44, 81)

Such criticisas of fhe existing marketing system in
Pakistan have led to a number of suggestions for ,altergative
arrangements.? Soae of these reéommendations, if implemented,
could radically alter the organisation of the present system and
impose large demands on the country's financial and
administrative resources. -

- The central theme of this study is that to formulate an
effective policy on agricultural parkets we need to investigate
~carefully the costs and bernefits of alternmative arrangements. It 7
is essential that wve first have a proper knowledge of the

existing marketing systez, i.e. its level of perforaance and the

nature of its igperfections.

The existing literature on egricultural earkets in Pakistan
is an i1nadeguate guide to public policy. (12, 20, 43, 78, 79,
80] For one thing, few studies have been conducted since
pakistan hecane an independent state in 13947. These studies are
limited 1in their scope and analysis. Most of them deal uiih onli

the description of soze aspects of the institutional

S p . N v o p ———— e e ———— —

2 "EZstatlishzent of the ©Pakistan Agricultural Storage and
Sapplies Corporation  {(PASSCO)  -is one resualt of the
recommendations for alternative arrangements. This organization
vas established by the governzent to replace private traders in
the agricultural markets of Pakistan. [58 ]




arrangements, vwithout analysing such  isportant issues as the

regional and intertemporal nature of prices or — how - the

development process may have been influenced by then.

S A report on the efficiency of markets in Sind financed by

g.S. A.I.D. estimated gross margins only by‘ taking the
dif ference between prices paid by consumers and the prices paid
to farmers by the prirary traders [74 ). Such estimates tells
nothing about net margins. Secondly, it does not shed any 1light
on factors which =zight be‘re5ponsible for the apparerntly high
gross wargins. Is the village trader or town parket trader
responsible for "excessive" margins? This and many other related
guestions have not been answered by these reporis. ‘
Another stody for the Punjab province tried to reach at
certain similar conclusions, which are not supported even by its

own findings [B1]. For example, the authors maintain that there

are generally four categories of intermediaries bLetween the

grower and the consumer. They are (1) village dealers
{beoparies), (2) commission agents, (3) wholesalers/millers, and

(4) retailers, each of wvhich 1s supposedly making undue profits

and is responsible for manipulating prices [81, p-. 9] Again
they ¢Say "... our survey has brought out the disconcerting fact
that the grower gets half or even less than half of the price

vhich the wultimate consumer has to pay. This large difference

goes to the Iéng' chain of widdlemen who often resort to
. ’_\_\ .

gnethical practices which have the effect of robbing the grower

of his legitimate share and also creating conditions by which




the consumer has to pay nnduiz high prices" [8%, po iiJe 7

In the above tuo siatenéhtsfLthehng;és—uaée;iineé——in&ie&te—*———

a very specific nature of these markets. These statements try to

create the impression that traders have the ability to set or

-manipulate prices in order to make "excessive profits." As it is

well known in economic theory, this 1is possible only if the

traders have some monopoly power. One finds no explanation of

such power ir the cited report. Similarly, the 'study uses a
tern, ‘'undue profits rate', which hLas no meaning uhless we know

what is a 'due profit rate?'.

It appears that these studies are part of the rhetoric
which considers tke existing marketing system inherently bad and
exploitative. Market traders are usually blamed for poor market

perforcance. ., For instance, the Punjab Agricultural Product Act

1939 states that "the objective of this act is to give

protection to the growers from unscrupulous businessmen and to

—

afford facilities to thep sé that they may obtain a fair price

for their products."3 However it will be argued in the next

chapter that the present situation in Pakistani 1is quite

dif ferent because (a) almost all wmembers of the traditional

P

trading class vwvhich allegedly used oligopsonistic practices

=

moved to India after 1947 and (b) transportation agh credit
f N
facilities have expanded impressively.. '

There are studiES'vhiEh‘Héﬁé*§ﬂﬁiﬁ'fﬁﬁf’agtxcultural trade

- —— ——— . —— —— . —————

3 Reported in Ali, [3].
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has 1indeed improved remarkably since 1947.¢ Por example, S.K. o

res ! a dgLaileﬂ,analysis;ofﬂu1illagef—4e#el——hafkets—'aﬂd———4—¥*

(=
(=7

Qureshi d
found that they were highly ccmpetitive. [75]) He also pointed
out that migration of the traditional trading class froe the
villagei has contributed significantly to the improved
per formance of village zarkets. However, Qureshi's work, and
others similar to Eis, is ﬁot vithout serious shortcorings.
First, Qureshi uses one—yéar cross—sectionél data Hhich,ate
certainly not sufficient to getA a full view of the market

performance. Secondly, he limits Lis study to village markets,

which are only one of many markets in Pakistan. There are town
and city markets, which influence the functioning of lower-level
parkets and must therefore be studied to get a complete picture
of the parketing systerm.S Similarly, he provides no information

on the size-distribution of traders or their conduct in arriving

at a price and dealing with their COWPe?iEQES;,EEE_QEWEEESEHEEEW,,

important factors whkich determine the level of ‘perforszance of
any nmarket.

In view of the deficiencies in the existing 1literature on
agricultural markets in Pakistan, we believe that further

investigation of this subject is in order.

———  —— . ——— ———— o ——— -

® See, Javid [35] and Qureshi [75].
5 See Chapter IY belov for classification of different markets.
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Objectives of This Study

The . purpose of this study is to conduct a detailed
investigation of the existing marketing system for major

(non-perishable) agricultural goods in Pakistan. The commodities

are: wheat, rice {Basmati) and gram, which accognt for about 60

percent of the value of total a’ricultural crops.® An attenmpt is
X

also =made to evaluate the performance of thesa markets as

revealed by their pricing behaviour. Some ©policy measures to

isprove their performance are then explored.

Hesearch Methods

Conceptual Fraaework

kasearch - on the -organisation of-agricultural markets gained

—
prozinence in the 1930s vwith studies investigating the nature of

corpetition. Attempts to improve the guality of- agricultural
matketing in§estigations led to empirical observations aboGt the
agricultoral iandustry.? The resulting analytical framework
became kpown as ™market structure research®%. J.S. Bain léter
provided researchers with an analytical framevork vhich has been

teraed "amsarket research analysis®. [6] More recently, N.T.

&p

. —— . ——— S ——— —

¢ In 1979-80 the share of these three commodities in the value
3

of aajor agricultural crops was 64%. See [62, 63} A
Table 1.1 of this study.

7 See R.G. Bressler (Jr.) [11, p. 1], R.L. Clodious and ¥&.F.
Mueller [ 14, p.-515].




Pr&tchard“h35“1dehtif166”féﬁfwéiéiggg§vnéEggggry to fd??EiZZZgla 7
:e5ea:ch~—££aGEiﬂfk**fot"thE‘KTiIY§i§'af/5EfIEEifﬁ?EI*;;EigzigalglAfi
Vsysteas in developing countries. [72] The first of these is
»narket’structnre analysis. It proéides a model which nay‘be'used
to'assess the perfornance of an agricultural =marketirg systei. i)
The key -elements of this model are those of market structure,
conduct and performance. |

“Market st:ucture;.refers ‘ﬁb 7those characteriéiiéé"bf'“”ﬂ

—

organisation of a sarket wvhich influence strategically the

The characteristics most éﬁéﬁ;;;;;awgge the degree of buyer and
seller concentration, the degiee of product differentiation and
the conditions of entry and exit. Market conduct refers toc "the
Fattern of behaviour which fires followv in adapting or’adjustihg
to the rmarkets in which they bﬁy or sell" [6&, p. 10]1 Iaportant
dirensions of conduct Hincludéwﬁmeihodsgﬂeaf}eyedmeyffirNS“in‘”*’*”ﬂ
determing the price of an output and sales prozotion policy,
including the presence or absence of coercive tactics directed
against either established rivals or‘potential entrants. "Market i
performance refers to the economic results that flow *from the
industry and howv wvell it performs in terms of efficiency and.
progressiveness, given its technical environment" [6, pe 12].

The second elewent pertains to micro-economic theories

relevant  to agricultural marketing. These are related to

-consuzer nd, production and resource use, and pricing :

behaviour of the firm. The economics of agricultural marketing




.~ . to which these theories apply are the consuzer's demand for farm

-

products, the price syst

<

distributors, and producers, and the nethods or practicg uSGQ,:
in"exchanging titles and getting the physical produc from
cultivators to consumers in the form and at the time and place
desired.

The third element ébncerns the theory of effective
competition, which is a result of nodification of the tﬁébr}wof,l:;;,
the firm, representing coﬂtributions of. Robimson, Chaamberlain

and Schumpeter as found in Batepan [7])], Fellrer [22], Kohls

"~ [%S], NeIsom [55] and Sosnick [89]. The basic attributes of the

competitive market wmodel mpay be used as a standard to evaluate

_ ! - .
market performance as modified. The concept of a perfect nmarket //

implies that all buyers and sellers have perféct <nowledge of

deiand, supply and prices, and act rationally upéér this

that if all the buying and

knowledge. The 1implications are

selling is carried out at a particular point in space ard at a
single 1instant of tilé\a onifoxm price will prevail. To be aore
realislic, however, one must expand this coancept to consider the
fact that marketing is carried out over a geographical area and
over a period of time. The expansion of the concept of a market
to 1include _space requires an -analysis of transportation and

handling costs betveen buyers anad sellers at different

—--———locations. Time can be included by considering storage costs of
y
- N > ‘\
————carrying products froa one period to another.

~




—~

¢

- "Thé”’fbﬁrtﬁfﬂéléiéif“’Eﬁﬁiéfns “with the general theory of

economaic growth-and its relevance to agricultural smarketing. An

effective agricultural marketing system facilitates optimuﬁv
allocation of resources in agricultural production and pro;ideé
a direct contribution to total product as it increases place,
time and form utility of agricultural products. Therefore, yav
progressive and technologically adaptive marketing sy;tgnrcén
promote economic,érauﬁh. This agilitf tovmodernise-and~expand*is“
™

acquired as favourable changes take place in tebhnolqu,

econoric and social institutions, and structures of production

;nd demand. -

Pritchard*s framework, hovever, has heen crit;cised on the
grounds Vthat; it eaphasizesi the st;uctuce, conduct, and
perforerance of markets and ignores the specificvrequiremeﬁts_ of
the development pfocesses in these countries.® Agricultural
P@Ekﬁ?ﬁ,ShQﬂldant“rgw§tgdiédminWisnlatinn_ixcn¢gth92—sect0£slef;——ufb
the econormy. Interactions aaong the sectors should be a matter
of prieary concern for econoaic developrment. This means that we
rust design criteria to judge the performance of agricultuaral
marketé in creating, both within their structure and among those
sectors which are related to thesa, conditibns vhich accelerate

the process of deieloplent-

Smith [ 86 ] suggests that ve should evaluate the performance’

SR A Gt 25 1T P bl S Tt e AL 001

o iate

of markets in terams of-their ability to (a) create and rapidly

diffuse new techaologies and nanagérial inpovations resulting in

8 See for example E.D. Smith [86], M. Solomon [88] and G.BR.
spink [ 93].

fapy o e s mrn e



e ﬂr~~inctease&'~proﬂnctivity”ﬂanﬁ“"reﬂuceﬂ*t6§f§71}b) minimise market

risk to producers and sarketing firms, (c) increase —reliability —

of export product guality and develop functionmal expért gradfs
vhich could be rigorously enforcegd, and (d) mininise
opportunities for corrupiion of governument officials supervising
marketing activities and gradeienforcement.

 Hypotheses to be Tested in this Study . . .. ... . .

In this study ve will test five main hypotheses®

“TTT T 7. That the existing agricultural marketing structure is not
“oligdpolistic" in nature;

2. That there exists a high degree of integration between price
Sfructﬁres of different regions and between harvest ani Y

post-harvest rices: a characteristic of a perfectly

- ~competitive\g;;&gtingsystem; - - B

3. That the margins earﬁed by tréders at different stages '6f
narketing are consistent with marketing costs;

B. That fluctuvations in off-season prices, which are the rajor
source of risk in stofage activity, have decreased over time
due to improved perforaance of agricultural markets;

5. That the Greem Revolution in the %ate sixties, which

S ———— —— —— —  — ———

® Some of the hypotheses stated here have also been tested for
other underdeveloped countries during the past decade. In the

case of Pakistan this is the first time it is being done. As the
folloving chapters will shov we have tried to avoid some of the

thodology of the earlier vork in
this field. For a critical evaluvation of the earlier work see
Barbara Harris [24] and Peter Tiammer [100). Por similar studies

- see Farruk [21], Hays {28], Jones [40] aad Lele {48 ).

10
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7 7 'resulted in substantial increases in yield levels of wheat

—-——————and rice, —has enabled farsers to receive relatively better -

prices for their produce.

Theb first hypothesis is tested by using facts based on
direc; observation and study of thé functioning of wmarkets in
Pakistan. Estimates relating to the'numbef of traders in various
markets, their size distribution, and their agggggmpqrﬁfiquc;all, o
and . inpﬁtkL mérietsr greéxamined.‘ Informaticn on business

- practices, price fcrmation processes, and traders' attitude

tovards their rivals allows us to assess market conduct.

Using the perfectly competitive market model as a standard,

‘Hypofheses 2 to 4 are evaluated by analysing interregional‘and

il

intertemporal relationships between prices. In =aost cases,

regression esticates are used. In other cases, Theil's Partial

Inequality Coefficients and market amargins are used to test

b o] ittt Hoh

__these hypotheses. Regression methods are —also —employed to———
evalvate the response of wmarkets and prices to the Green

Revolution. ' =

e Aol B A SO L 1 st o],

Data Collection:'Problegg and Prospects

Selection of Coemodities and Markets

P — A4 ———

This study focuses on th;gg4441ﬁjnx4.4non:perishah4e»——'—f*f*

agricultural commodities, vheat (average quality), rice

IT o
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1B§§iaii)'”iid””grail'(bfouﬁj;l° The main reasons for selecting
”Wﬁ""444¥W*“these‘thIEE‘cviibﬂitiES‘Kréff(i) they constitute about ©60% of

the valve of aajor agricsltural crops and cover about 50% of the

cropped area of Pakistan, and (2) the availability of consistent
price data over a long period.!! These compodities are handled
by all agriculturai markets in Pakistan.  However,: the
corclusions reached from studying these commodities may not

L .apply . to- dfher coaso&i&ies,r aitbough' fhey would certainly - -
indicate the overall nature of agricultural markets.

B

The three cosmodities under study are gtown maxnly in three

"of the four ptov1nces 'of Paklstan (see Plgure 1 1 and Table.
>1-1). However, the largest share of the marketable surplus is
produced 1in Punjab and Sind. It moves through their markets to
markets in the deficit areas of North—-west Frontier Province
(N¥FP) and Baluchistan. We have, therefore, . selected a sample of

m!§£kgi§,mgsilxulpcatedhinmthg;ijofmsnrplus:pxoducing,ﬂproyinces,wmfmﬂm
These markets are Faisalabad, Gujranwala, Hyderabad, Lahore,

-Xultan, Okara, Sahiwal, Sargodha, Sialkot, Aﬁd Sukkur. From HEKFP
ve have selected Peshavar, which produces relatively large
amounts of wheat, gram, and rice, and for which time-series
price data wvere also available. W®e have also selected the
Karachi and Rawvalpindi markets from those regions which do not

have significant agricultural production of their own, but are

arong the largest consumption centres in the country. They are

. —— — A ——— i ————

10 Hereafter the t5§l *rice' refers to the 'Basmati' variety

only.
11 See Pakistan (1975) [ 62, p. 140] and Pakistan (1975) [ 64, pp-
2-50 and 154-165].

7

12



SIFE a7 S Tl Al S Whilo W 61 LA VR

o e O T e

fr v -

- e ——n —

A¥OllvHRL gaipdsia )
i W IKWNHSVY ! mowT e e
' |
| . , L
, O HNYT h
i A , URISTHOJ UT wjojawy
i * auusuﬁsu.n..,;& uFuuawuﬂn Jo uoyjesoq ayy
: o T 1 9an8yq |
| |
. |
ey - e m— e ————— Wﬁ
I !
ﬁ ~ W , . :
|
|-
| |
| |
S TR .

13




10} »du>uwuun-eu 00°LS

‘wexp puw (pluwmdog) o2ty ‘adouy

ey puo ‘00°0Z1°8Y 'Op'Sy 8y JO gadjad oBWiA¥ Q8N 3A GNTVA 3I0TADTUD OL |
” {cg *z9)|woaj wiwp uo peswq wuotawandwo) :mdInog
‘83130 QO ueyl ssuy *ﬂ V91V S3F 10TII8FP IVAUYBIY :w ‘puts :m uso1¥ j0u €7 8Oyy FavusEg
! j ﬂ X1°0 uByl £837 = JSN
i
< ”
69°LT | 0L°0CES Z9°50€| . 80"SNIT 0*08€y | L0°9% 568 0°9y8 $°6L09 ™oL g1
66°0 Sy'G61 | 95778 i - £€6°911 VN 2°90% - 1°€9t aepyng g1
S6°1 0S° %59 8°§ L0Lt9ve BZ°zZ0¢g 9%°29 00°91 0°L52 0°%65 1041CES 1
56°1t £€6°299 71°991 655y 0z 19y Sv°Es 06° 18§ 0ot 0°cc9 eypofaes *01
792 z0'988 Z0°0l || 66°5B 10°06¢ 0z°LC 02T 0°'sY 0°568 TURATNTS "6
9Z°0 91° L8 ot'c - 96° €8 58° 9y £t - ocrze Tputrdiramy *g
9€'0 90°021 850 87°611 VYN [ - LA In4 anacysag */
€8z Sy L%e €S 'A% Y4 yL'616 [ AY 6°11 0°st 0*2Z601 ueITnN ‘9
L4 M v9°E8Y 886 26691 L2l 11y STLY g*1z 0°911 0*eLy daoMen *¢
O8N €e'o - - £z°0 VN - - 90 TuswIey cy
79'0 tL'got AN | - 88°9n2 VN . L't - 9t LLT prqranpiyp ¢
99°7 $6°168 X0 8 B IR o 19 76'95¢ 8n L9 n*oc 0'0s¢ 0°E%s upuaunzing *3
104 14: M 172 0f'é W Ey*Ly 60°Z%¢L 20Ty w' el 0*1¢ 0258 praRTesTag °
i , | .
an (o1) 6) (i (1) (L) ) ¢} € ) (m
, ] (8) + i I9F1I8TY b
w300pod | (g)+(L) i " ) N
a1n3 ‘noodny i uy ooay | +(0)!
-1n27a8y jo , paddoun ._.,AmvA
Jo enywp *TTTW v Pa0]
T#iI0l joO uy Ktiazacnv jo ollv (¥ 3umBug) . 832723830
ofejudding| Twioy | wean ﬁ 0271y moyy  (-3ud330] [Tuael [wuxy 021y LU
(soodny SUOTITIN WI) A 01V A T T (eeay 000,) VAWV :
1

T

L ¥SLmRL6T HpIRTANY
7O B12T1383Q P2220T0S U Wwa) puw (Tarusuf) adjy ‘Ivsyy Jo IniwA puwv woay

I=1 2yarh

14



considered - terainal sarkets.1?

__Since the distance betwveen markets is an important factor

affecting intermarket mobility of products, approxinate
distances by road between the selected markets are shown in

Table 1-2.

Sources and Procedures of Data Collection

Perhaps the single most difficult problem ir_doing a study

~on a developing country like Pakistan is access to/%atay In the
T T - . - - - T ~——
area of agricultural marxeting the problem is even Jreater, as

neither the governsent nor any other agency concerned with such
activities has collected the information mnecessary to do a
comprehensive analysis. Portunateiy, however, a long series of
veekly anﬁ monthly average prices is available 1in "Market and
prices, a publicatiﬁn”gnf*the*ﬁgricvitvrai*ﬁarketing*kﬁvisorr¥*~f *****
Government of Pakistar [53]. Although the prices reported in
this publication are averages, a recent sthdy of the quglity of
these data found that they provided reasonably accurate
information on prices. 13

Por price data we have relied completely on this source.

For other data, we have used the published and unpublished

—— - — - ——— o

-¥3*See~€ﬁapter*“ii"4bei0ﬁ—4for44ciassification44ofggagritﬁitvraiggggggf

garkets in Paklstan.

the publlshea data wlth those he collected through a szmple
randoa saample. The correlation between the two prices was close
to one and their differences were insignificant.

15



APPROXIMATE DISTANIES EZITWEEN AGRICULTURAL MARKETS IN PAKISTAM (BY ROADS,

TABLE

i

T}
I~

[N MILES )

135

Gujra~~ala

30
135
235

¥arachi
156  Hyderabad
630 k30 Multan )
750 600 120 Satiwal '
780 &3D 156 30 Crars
Blo 650 130 60 30 laromuals
€4 650 210 30 €3 30 Faisalebad
853 700 220 130 7T B3 B3 Lahore
@?S 725 245 325 %5 3% 83 25 Sheiitugpura
550 730 250 133 66 75 L0 125 123 Sargodha
890 740 260 14T 1iG BS 35 kD 33
$520 770 290 375 155 115 325 TG 45
1625 875 355 275 55 25 zi3T 175 1583
1923 573 k33 373 383 313 323 273 25§
53j37E:  {3h]
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A\l

Sialkot

i30

230

Fawalnandi

100

Peshesar




records of the Market Coammittees which the government created to

supervise markets in each

region. !4 Data regarding the size

v N - S

distribution of traders and their number in each narket  were

2

obtained from Market Compittee's records.

“A sample survey of farmers and traders and other market

functionaries was conducted to gather information -on sales

practices, marketing costs, sources of finance and other-inputs,
and other related aspects of marketing activities. Details of
the survey are presented 1in Chapter II, Appendix A. This survey

included direct observations of price formation processes and

activities such as weighing, packing, loading and unloading of

copzodities.
The plan of the study is as follows. Chapter II presents an
historical review of existing rarketing instituticns and examine

critically marketing channels, sales practices of traders angd

farmers, marketing intelligence, transportation facilities, and

-

the number and siie—diétfibhfféarrdfwwifaégfs.” éhaéféi' ITT

discusses some of the wmaip criteria which we have used to
evaluate the performance of the selected markets. GEmpirical
results relatiny to those <criteria and their analysis are
presented in Chapter IV. Chapter V examines the performance of
markets by observing the 1izmpact of the Gfeen Revolution on

prices received by farmers. Finally, in Chapter VI, the findings

————— i —— — —— —— ——

14 ¥arket comamittees are composed of government officials,
farmers and +traders, and they maintain records of weekly sales

by individuval firms and keep information on the number of
traders in a =arket. Licensing of the traders is also done by
them. See A. Ali [31]. - -

17



of this study are summarised and some policy implications are

drawn. . =
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CHAPTER IXI =

Soae Peat;tes of the Agricultural uarketﬁng Systea in Pakistan:
A Critical Evaluation

One of tﬁe main objectives of this study is to present an

outline of the existing agricultural marketing system in

Pakistan. This will allow us to evaluate its performance and the

role played by various =market functionaries in the price"

formation process. In other words, we examine the conditions

which farmers and consumers face in arriving at a market price.

-

ve first look at the historical background.

t

Historical Background

A prominent feature of the socio-econonric structure of the
Indiar sub-continent has been the class/caste system, . which is-
generally believed to have been established by the Aryans, who,
invaded India in the 6th Century B.C. In this system the sotiety
¥as rdivided inté four caste groups (classes)to perforrm various
fonctions. At the top was a religious class, called Brahrin.
Next in order was the fighting class, called Eshatriya. The
trading and working <classes, were third and fourth in the

kierarchy, and known as Vaisya and udra respectively.! In

theory farmers vere part ofgﬁaisxg, the same caste group to

vhich traders belonged, but in reality they were a separate

T . ——— —— i —— o ——

1 D.D. Fosambi [46]..
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sub-caste group, and, generally, regarded as less than equal to

the trading class.? Such class boundaries vere so strong at

times that one could not cross them without facing severe social
and economic reprisals or in some cases losing one's life. [5]

It vas due to the strength, and also to some extent the

L

sanctity, which this system gained over tire, that the working

classes in particular remained attached to their professions and

to their castes even after the introddction of a new order, such

- -

as Islam which opposed the caste system and preached social
equality. It appears that this may have been Lecause of
insufficient access to alternative economic opportunities.. . -

One of the mwmajor outcomes of the caste system was that

-
-

peasants saw‘ﬁo role other than working on the 1land. They had
very 1little <contact with the outside world and had practically
no knowledge of réading-and writing common among ;he people
belonging to trading professior. Lack of transportation and

to possible

‘comnunication facilities was yet Sh'bft’ii’éfr" barrier
change. Conéeguently, Hheéher agriculture was merely a
subsistance sector or started gemerating some surplus to nmeet
cash revenue requirements of the rulers, farmpers remained in the
"production line"™ whereas the marketipg of produce was carried
out by the trading class. Thke major characteristics of this
trading class vere: .

1. it consisted mainly of findus (and Sikhs after the 16th

 century), whereas the cultivaters were mainly Muslims in

2 Baden-Powell [5].
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areas which are now Pakistan-fhﬂfv , [

it bad soc1a1 and bqs1ness contacts both at the village and
czty levels, or it was easy for thea to establish such
contacts; |

it had ready cash which they'aLsé used for lending;

its members sold prsduce to vsrious markets and provided

nonfarm merchandise to farmers; they were knouledgeable

about the handllng of accounts and scales, about uhlch the

' masses were ignorant.3

In the village, the cultivators were largely illiterate, often

ignorant about prices prevailing—in touwns outside—their own—

limited circle, constrained by lack of transportation and

communication facilities and pressured by their cash needs.

had

low

The result vas poor marketing conditiorns in which a farmer
to sell his produce. Such marketing conditions along with

agricultural productivity 1led to the worst kind of

indebtness of cultivators.® Prlvate traders vere to be partly

responsible for this situation as they interacted with farmers

through their triple functions of merchandizing, moneylending

and niddlemanship.

To improve the working of agricultural markets the British

government introduced various 1lawvs regarding veights and

nea sures, and created urban "regqulated markets", which wvere to

be

regulated by marketing committees composed of farmers

—— e ————— - ’

I See India [33]./
s Accordlng,to’ﬂichael Darling peasants were bormn in debt, lived
in debt and died in debt [17].
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traders and governeent officials. Hovever, the marketing systeas

in areas nov in Pakistan remained unregulated, hence poor in

naiure;rréof one thing; the road, rail, and other transpottatidnv

- facilities were still very unsatisfactory. Secondly, gofernment
credit exfensibn facilities continued té be less thah suffiéient‘
due to which farmers vere still depehdent on traditional noney

lenders.

- Partitidh of British India apd Agricultural Markets in Pakistan

_ The partition of British Ipdia in 1947 and subsequent

developments in  Pakistan brought major changes in the

agricultural marketing system.S

Due to the communal nature of Partition, the traditional.

%l

moneylending class migrated to India. The emigration of HRindu

and Sikh moneylenders had at least four major effects on the

"~ markets.’ First, all debts owed to moneylenders by the peasantry

vere wiped out. The previously indebted peasants becane free
agents and could choose market outleis for their Surplus produce
based on private profitability. Second, the Jeparture of the
entire trading class ied to a diseguilibriun’in agricultural
trade. Profits were high, which attrécted newv peoéle to the
tradihg profession.; Tbe'response vas quick and massive. Thirqd,

the nev entrants came froer diverse backgrounds. Wealthy

landovwners started assembling produce for sale in the wholesale

- — —————

5 Iapressions  based on personal communications with traders.
Also see .Qureshi [75] for some of the points discussed here.

L
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primary narkets. Buslinm il-igraqg§ vere compensa ted for

properties left in India in the form of titles to Hindu and Sikh

éﬂops{wthus entering into agricultural trade. Former eiployees
of the Hindu traders also stﬁrted bu§iness on theif own account.
Fou;th, the functicns of moneylending,;buying of produce, and
7nerchandizin§ vere npot cozbined in bne person in the new setup.,
The =ain reasoh for the separation of functions lies in the’

attitude of the new ertrarcts. nerchandizing~vas—considereﬁ'a'Iori

profession by wealthy landowners. HOneylgnding, prohibited by

Islam, was looked down uvpon in the society. Produce buying was

the least objectionable outlet for _investahle funds.—All —of
these forces interacted 1ia radically alteting the role of
traders in agricultural markets after the partition of British

India.

—— e e ——— v —

The separation of wouneylending, produce buying and
merchandizing was an important element in the improvement of |
zarketing activities in Pakistan as traders ability to
ranipulate price due to their triple roles if existed before,
was less likely to be present now. BHowever, another important
factor ués governmental policy to expand transportation»and

-

credit in rural areas.

23



The role of trénsportation in deternining market structure
is importanmt, as the cost of ttansportion between two markets
usually determines how large the price spread can be without
attracting shipmehts betwean thém. Availability of cheap and

~easy transportation resmoves an impoatant barrier in breaking up

oligoposony in any particular region.

7 Tablé 2.1 A prrrésen'ts VSVODe data on t}ie gtOHtil ” Of -

transportation facilities in rural Pakistan simnce 1947. During

a

.. this period, rail freight pore than tripled, mileage of better

quality roads 1increased and the number of trucks rose from 823
in 1947-48 to 57,219 in 1975-76. The rapid spread of tractors in
the late 1960s had also keen an important factoq\in fostering
coepetition in rvral markets. It kas increased - sellinag

alternatives to farrmers, as many tractor owvners started bringing

- produce from the farm to urban markets.

Credit

Table 2.2 gives a comparative picture of the sources of
rural credit in Pakistan and India after 1947. The decline in
the share of moneylenders in Pakistan is quite obvious vhile the

soneylending class in India is still the major source of credit.

The three coabined categories of shopkeepers, marketing

intermediaries and moneylenders account for only 6.2 percent of
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1

Scurze [ 75

] up to 1965-66.

Roads having cesent concrete surface.

zRoads generally of scones, bricks, gravel or ordinary earth roads
with drainage structure provided.

*
Provisional escicates

‘Aver.age of

-

1967 and 1968.

Table 2.1
Some Indicators of Transportation Facilities Available
in Pakistan for Selected Years since 1947-48. -
Years Rail Road Mileage Sub~ Trucks Toral
Freight 1 2 Total Tractors
Carried High Low (Imporced) !
Million . ‘ .
Ton Miles a '
1 2 3 C4 o5 4 o
1947-48 1408 ‘5053 8768 13821 823 HA
1950-51 . 2223 6150 10176 16326 3020 NA
1955-56 2892 8038 11386 19424 14004 ~ NA
e —1960-6). - ——4¥29— —88XF IISSH  2038L 20472 191 i
. t
1955-66 4743 10934 11902 22036 31203 1665 5
1967-63 5237 10704 8974 . 19678 f.'.l.532a 21466 ;
1975-76 5611 12867 8520 21387 57215 60395
1979-80 5192* 15619* 9428* 25047% 58000% 121952
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Sources of Rural Creditr in the Punjab (Pakistan) and

— - Cowparisoni with India after Partition (1947)

+

Board of

Socio- All India
Economic Economic Rural
Ingquiry Research Credit
Punjab Project Survey
(Percentage) Punjab (Percentage)
University
(Percentage)
Serial # Sources (1951) (1957) (1954)
1. Relatives § Friends 63.2 62.8 14.2
2. Yell-to-do Rural B
People /Landlords 16.9 0.2- 1.5
3. Cooperatives 13.2 14.3 3.1 .
§ . i
4. Govarcaent 1.9 13.4 3.3
5. Shopkeepers 2.5 0.4 5.5 o . _ _
T80 Farketing Intermediaries - 4.7 - _
7. Meney-lenders 1.3 1.1 69.7 i
i
1
8. Other Sources - 3.1 2.7 i
Source: Table adapted from [75]. .
- £
-
f £



the credit supplied in Pakistan as compared to 75.2 percent in

India.

Thervacan céé;tedﬁbf tgé departure of moneylenders uﬁs-not
filled by instituiional s&urcés of credit. Cooperative socieiies
and the governrment have supplied only a small fractiom of total
credit. Credit societies were deprived of the services of
skilled managers who migrated to India. The government was slow
to recognize the role played vby credit  in agricultural
develcpment; The gap 1left by the mdneyienders wés fiiled by
relatives, friends ﬁnd landlords. This source of credit did not
hé'é the sﬁmgwwéﬁEligatiQns~WfQEdwiQIiQQl&glgl;Wﬂmiiﬁisfasftheff:f:f;:
moneylender's credit had, since farmers nov¥ did not have to make
concessiors 1in price as would probably be the case if they were
to borrow from a trader who was also a'moneylender. |

“Irn the 1950s government came to recogni;g/the critical role

of agricultural credit in financing investeeént in ragricultare. -

=

Various specialized backs and institutions were designed to
extend loans to farmers difectly or indirectly through ihcreased
fnnding for creéit societies. The Agriculturél Development
Finance Corporation was set up by the federal goverrment in
1952. The Agricultural Bank of Pakistan vas established im 1956.
The tvo banks vere amerged in 1961 into the Agricultural
Development Bank of Pakistan (ADBP).KThe increasing isportance

of the government in the credit field is reflected in Table 2.2,

. A
vhere the share of government in the supply of credit rises froa

2.9% in 1951 to 13.4% in 1957. Table 2.3 shows the total credit o

27
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i

supplied by institutional sources to the agricultural sector

during 1947-78. The spectacular rise in 1lending by the

sbecialized banks in the 1960s as compared to earlier periods is

clearly brought out in the table.

organization of the Marketing Systen

We now turn to examine the existing marketing structure in
Fakistan. The information contained in this section is based on
. N , . . . 1
our field investigations and has been cross checked with some of E
i

‘the literature available on the subject.® Apperdix A discasses

the pature of the sazple and the guestionnaire used for this %
purpose. |

The agricultural rarketing system‘in Pakistan 1is conposed
of various types of exchange points where assembly, storage, and = ..

transportation are perforzed. The marketing process ranges fronm

‘sicple exchange between households at the village level to the
"rovement of grain to rural and urban -markets and to _final
cCOonsuners. ¥e examine different channels of marketing of

agricultural coammodities, the nature of the traders involved and

the process of price formation at various points.

¢ See [19, 35, 42, 44, 81] for the description of various
aspects of the market structure in Pakistan.

‘
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I Table 2.3 o e . -
P . - - T S mmm 1
: - Flow of Credit to the Agricultural Sector in Pakistao
i N froz Institurional Sources for Selective Years.
!} In Million Rupees at Current Prices)
| : L TurTent Trices. .
, Year Agriconlrural  Srate _ Cooperative Total — . )
- - - Development Credit Societies — 1.~ Credic-- . s I
R o “Bank of - . " Knowm as
o Paxistang
LT S S T2
o T B 194748 N1 7
ST T LT agsoosyTT T gt -
“imE e e e R i s - Ei . e O S %) 65.6 12.4 ’

- - 1,963.61 30.% 13.7 . 1;21'.-5.}:‘,;1. - ~3169,.15—- 2,08 - : -
St - - o IR S AUt o BEEE B
R o 1965-68 - 8.0 S+ 20 B 58,2 .- 178,97 - " 149 T - -
e "1957-58 106.2 13.0 129.6 242.8 1.74

1525-76 $32.2 25.7% 92 6457 1695

N ) 197797-—&0 , 70918 9722 677.19 -_12962_‘— - 232

- Source: [ 63 ] for columms 2 to 5 2nd {762 } for calculating column 6. . .}
I LD T I - (3) V. lue of agriceltural ‘produgt. -

i
LT T T TT LT il -
- ¥
T ) +
[
B T T
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Marketing Channels

A substantial portion of agricultural comrodities,
particularly food crofs, never leaves the farm; it 1is retained
for aosestic consunption, feed, seed, and payment to
agricultural labour.? The .proportion of &warketed surpluf in
total production of various crops 1is difficult to estimate
accurately as the guaptity retained for ﬁse on each farrc degpends
on factors such as the size of farm and fawrily, the proportion
of foodgrain in total farm production, and the proportion of
hir=d labour. The absolute quantity retained for hbme use ailiso
varies from one year to another. In 3 year of poor <crops, with
consequent Ligh price, the absolute amount brought to the market
may f£all, Lkut it may go up whken the harvest is bumper ard prices
tend *o fall. The response of farmers, however, cseers tc vary
alsoc accordirg to their fara 'sizes andrrgtoragg ;apagitigs.

——— ———— ————— .

7 we will concentrate rere on rarketing chabpnels involving only
private traders. In the recent years, howvever, the governument
has assumed a 2ajor role in agricultural marketing. Public
corporations such as The Pakistan Agricultural Storage and
Supplies Corporation (PASSCO) and Rice Export Corporation buy
largje guantities of marketable surplus of major food corrmodities
for local distribution and export [6l1]). Governzent procurement of
agricultural coaaodities 1is done through different channels
including private traders [; ). In the case of rice, however, the
governzent intervention in marketing activities is different
from other comzodities suck as wheat and gram. To help meet its
procuresent target the goverrment maintains restrictiors on
aovezent of rice from one district to another and soretimes
vithin a district thtooghout the year {I06]. Such restrictions on
othgr commodities are minieal. Again the governzent applies
restricticas on processing of rice, which is not the case of — {
other comaodities. All these &measures could influence price
structure of rice, relative to other commodities, differently in
different smarkets.
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Generally, 1large farmers wmarket little vhen prices are low and

hold stocks in anticipation of future higher prices.®

Table 2.4 shows that on average about 56% of the wheat
produced in the major wheat producing regions is égld.AThe
proportion is as lov as 27.2% for small farmers (less than 6.25

acres) and as high as 71.3% for large farzers (over 25 acres).

‘For rice, about 70% of output 1is sold in the nmarket. An

izportant feature of the rice surplus is that, except for those

districts where rice is used as a major food iter a relatively

greater share of output is sold even'by small cultivators. The

v

average portion held by smwall cultivators 1is 45.5%, «which is
approximately double the share of wheat marketed. The marketable
surélus of gram, seexs highly unpredictable, as it depends very
zuch on the gproluction of other lentil crops; In our survey,

faraers were selling on average about 50% in the rarkat.?

The rmarketed Vsurplus moves through various charnels, the

sizplest one involving only the farzmer and the consurer, aud
others ipvolving a multiplicity of intermediaries. Wheat is
usoally zoved in unpraceséed forz to the ccnsumer, whereas gram
and rice are marketed both in processed and unprocessed forms.

A complete picture of marketing chanmels of the compodities

is given 1in Figuyres 2.1 {(vheat), 2.2 (rice) and 2.2 (gram).

Toree kinds of markets can be distinguished on the basis of

. ——————————— ——— - —

# Por evidence of this in the literature. See for exarple [ 66,
77 3. S s
® For scae other studies on the proportion and nature of

rarketed surplus see [66].
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place of marketing and the nature of traders involved, namely:

1. ‘village markets; ;1o

2. Primary wholesale nmarkets (hereafter referred as either
primary markets or wholesale markets); and

3. terminah&;arkets.

ke will now discuss the features of these markets in soze

detail.

Village Markets

Village markets are often situated clése to farmgate,
generally in a small town, where the major portion of the
marketable surplus is brought by farmers. A village shopkeeper
or an itirerent dealer acts as a tuyer in these markets. Most of

the _trarnsactions involve small quantities of agricultural

produce. A zart of the product is purchased by small retailers . = . .

vho in turo sell it to the nohfarm population or backh to
cultivators 1in the off-season: Traders in village markets are
not approved by any government agency, although 1im some cases
town comrittees created By the local self-government system have
started charging am entry fee from traders. Usually, no
systedatic record of transactions is maintained by traders. The

crice formation process 1is very simple. Direct negotiation

between the village trader and the cultivator settles the price.

- —— - —— ———————

10 "he tera 'markett (ard narketsfrinrthigi Siﬁafﬂ refers to a
particular 1locaticn vwhere buying and selling of any comamodity
takes place, unless othervise specified. -
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Figure 2.1

Marketing Channels for Wheat in Pakistan

1980-81
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Marketing Channels for Rice in Pakistan

Figure 2,2

l Milled Rice
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’ Figure 2.3 I
Marketing Channéls'for Gram in Pakistan ,
‘1980-1981
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Since the quantities involved are small, a farser say osot wmind

small

e A LS S T - - - -~ - TEeomeee

prtcef‘ﬁtffefentta%sffeeapafe&—to—vha%esa}e—:afket}—1£—he———4———e

can buy his requlreaents by selling !r;mrt. of his produce in

these markets.!! However, for larger quantities farmers prefer

to go

to wholesale markets, or at least try to coapare prices

vith those markets before striking a deal.

Independence. Xore

and

véllage parkets were important in the first few years after

,recently, due to better tramsport facilities

availability of larger gquantities of marketable surplus, it

has become feasible tc take produce to wholesale markets. A-

largje

[ - — e e — 2 e - R

portlon of the copmodities vnder study are sold in the

primary wholesale markets. Our survey results sumparized in

Tables 2.5 to 2.7, reveal that farmers with larger quantities of

marketable surplus generally sell in the primsary markets or to

t he

Fowever, rice is more often sold in primary or terasinal =zarkets
or wmills. PFarmers with small holdings, who have a relatively
spaller proportion of output to sell, prefer to do so at village

level.

mills. This is true for all three commodities upnder study.

RO P T

B

e s

wnin e

On average, about 60% of the farmers sold their vheat

outside village markets, wvhereas about 65% of them did so for

rice.

The corresponding figures for gram was only 45%. Froa the

same table, we can see that uswvally s»all and pedius size’

faramers

"sell in a village emarket or to itinerant dealers. In

Table 2.3, we sav that such farmers have a relatively smaller

proportion of their output to sell in the market. We may,

o — —

11 See Chapter IV of this study for'\ analysis of the =market
margins earned by the traders in these markets.

———— ——— e - ————
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therefore, conclude that, contrary to the assumption in some of

the earlier studies, a major portion of the marketable surplus

is so0ld in the primary market and not.in the village market.1!2?
Furthermore, a village market of today bkas very little
resemblance to the rural market in pre~Par£itipn days, when the
moneylendér/ merchant was the principal dealer. At ~that ti;e,
farmers vwere 'invman§ cases forced to sell at the QillEQe level

as they wvere fettered in debt. Now a farrer chooses to deal with

village traders in three main circumstances: vhen he has a small

amount of marketable surplus; when in the early stages of a
haréﬁstiﬁg"seassn,’he has to sell a limited guantity tsif&ifili'””f”’f

. ‘ |
his immediate cash needs; and with relevant price inforrmation in

his

#ds, he may still sell in a village »arket -out of sheer
convenience or favour to a trader belonging to his own village.

In .all other «circuastances, given easier access to transport.

facilities, prlmary markets or other lternatives (like selling
dlrectly to the mllls) are(géed. 7 S
In Table 2.8 and 2.9, we have presented the reasons giveh
by farmers for selling at the village level. On ierage, 49.17%
of the farhers sold to village traders because of small
gquantities of surplus. About 38% of them did so because they
found ptacticallj no difference in the prices offered by village

traders and others. Traditional reasons such as 'credit ties'

\

12 According - to  some of %he~e&f%%e{—5%ﬁd%eS—#}i&&gG—!&er%S———————
handle relatively lesser share of marketable surplus. See for
exazple Ahmagd [1 ]} and Qureshi [25). A recent study by . -
Agricultural Ministry of Pakistan however found proportion of
marketable surplus and the agencies to which it was sold siamilar

to our findings. See [65, 66]. # :
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seem to have very litfle 1lpact on thelr selling options, which

goes against the long—held view that farlers usually sell to the‘

village and stber ‘dealers because of thexr 1ndebtedness.l3 only

22.11% gave this reason\forvselllng to 11llage traders.

in Table 2.9, ve Lave also surmarised the reasons offered
by farmers for selling in primary mirkets and mnot 1in village
mquets. A majority did so on the basis of better price
eipectations in prisary markets relative te the village” hackeﬁ.,
:Availability 'of relatiiely bettef transport facilities ua;”ihé°
next ‘most 1npottant reasonh given by about 56% of the farmers.
Both thesq Teasons Sﬁé&%&"é&%ﬁﬁi a €€@%ﬁﬁi¥'hﬁiﬁf¥iﬁ¥r¢$ﬁ4:ji:;
‘traders in these markets ckeat faroers by offerirg them a low
price " [u44]. Xlso, a ﬁajorit; of farmers find it easier to go to
primary markets as they believe they éan‘;rrangé° transportation

more easily. A likely reason 15 the avalilability of trdctors as

a means of transportation In the nast farmers had to elther

contract out to professiona& movers or depend on their ox*drlven
carts, which wvere very slow and expensive. It is interesting to
¢
note that there were only a feu (2.3%) who thought that 7111age
B /ﬁg\\\
traders vould che§£ them either in welghing or pricing thelr
produce. - I ‘ ' ,

The results of the survey indicate thet primery wholesale

markets are more important than village markets.

—— s —— - —— -

13 This is the view expressed in studies 11ke India E33], and
Qureghi [74). However contrary to this view ve wvere: told by
several farmers of traders borrowing froa vealthy landouners on
regulat basis.
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Primary ihdlésalg Markets

APriiary"wholésale sarkets are usually located in district
tovns or in najb; sub-divisional towns such as Jéranuala in tke
Faisalabad district. As noted in Chapter I, most of the markets
selected aée located in areas which pfoduce'large quantities éf
marketable .surplus. They are tte main assembly points for the
marketable surplus Of.surrounding'areas. !

Prigary vholesale markets have better storage,

transportation, communication and working condiltions for = both

buyers and sellers than those at the village level. Since zany

of these markets are located in specially zones areas permanent
offices and auction floors Lkave been built by traders wko hold
official peraits for their activities. Aloost every trader

(commission ajent) ktas facilities to Storerproduce for a feu

?

days (free of cost) or for longer periods for a nominal charge.

Some ' Comzmission agents also provide lodging and . diring
facilities to farmers and village traders. In these zarkets,
arrangements also exist to settle diéputes over'priéing,and

veighing of produce, over amarket charges ard other wmarket

practices. A Market Cosmmittee oversees the activities of traders . .

in each market.!'* Traders are required to keep records of their

|
SOOI SRR I

transactions and report them to Market Cormittees. Market

14 Sych rarket ; ,
known as the Agricultural Product Market Act enacted in 1939 in
the undivided Punjab. In 1964, the Governmert of Pakistan

extended it to the whole country after certain amepdments. For .

details of this Act see {3, 44].

a
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functionaries such as weighing men, who play a‘;ajo: role in the

!

.:gﬁ’

orderly completion of a tramsaction are also registered witk the

over or under-veighing, which wvwas one of the probleas of the
pfeéPdrtition‘natketing systes. [ 3] Furthermore, the veighing
system 1in most sarkets has bLeep revolutionized in recent years.

Until recently, manual scales vere used, i.e. they reguired one

person taking the scale in his hand to weigh the produce, uhich.

usuilly led to diSputes.'Nou sémi;automdtxc scales are used,

vhich =make it auch easiet for the parties invclved to observe

e

veights without outside assistance. Consequently, the role of

veighing-®an it now no more thap putting bags of produce on the

veijhing mackine and dictating total weight to recording clerks.

Finally, these rarkets usually have transport cospanies located
eitbher 1nside or adjicent to the prezises, which rikes it easier

for faraers and traders to move their produce to other wmarkets

_where the pfice tay be higher.

A e " o St

Primary markets transact a large volume of business every

day, brought here by the farmers, village traders and traders

from other primary markets. There are thrce types of traders who

operate, apart from 1local consuasers and retailers who can also

buy - £femff&fﬁefs~andﬁviiiaée*tradérsT‘TﬁéY’are known as Selling

Agents (Kacha Arhatyas) and deing Agents (Pacca Arhatyas). A

47
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generic term, "Coasmission Agents®, is also used for all of thes.

Hovever, a-significagt difference exists in the nature of the

aciiiifiésﬂrof e;ci type of cosmission ageat. A Kacha Arbatya
usually provides selling services to viilageltradefs and firnec§
vho btipg their produce on his:- shop, éud gets é certain
‘percentage of tot#i sales as his Hconnissioﬁ"dr vggégm;' This

commission is fixed by “arket Copzittees, and is alloved for

étavidiag the avction floor to display a seller's ~produce and

"~ helping the ajent to find the highest bidder. The‘selling agent
‘ ' ' : ”

also provides weighing, bag-filling, 1loading, ‘and unloadihq

£a£%iities;wwﬁ@f*~#%%e#ﬁ separate chatges are-¢oTTected frot #he
sellers. : | _’. i T ) _
Buying Agents, on the other hand, play aore than one role.
They are usually vell established ira&ers and buy a epajor part
of the produce either for thersplies or for othefs.'Tﬁe; act as

agents for the mills and traaers in other {usvally ‘teraminal)

markets. In this way, they jet a éoamission fror those tor whowm-
they work. They also act as wholesalers feor local retailers.’
Morcover, they keep major stocks of foodgrain, both for
interrarket and intertemporal arbitrage. Stock taking is doné by
all kinds of traders in thesé zarkets, however in viewv of =ore
guantitites of marketable surplus purchased by Buying Agents

thano Selling Agents, the forner.isvexpected to hold relatively

" more stocks. The exact volumes of stock held at different levels

of wmarketing in Pakistan is difficult to determine because of

traders reluctance to release such inforamation and lack of data
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on stocks heid by farmers.

-All these traders, agents of the flour mills, and outside

traders along witk 1local consumers and retailers, indicate
demand for anj agricultural commodity on a particular day. They
move around different shops, where the produce is kept in bags
or in open“spaces in front of each shop and bﬁy their desired
quantigf. In =2o0st of these markets,”opén bidding methods are
used to settle +the price. However, 1in some places bidding
through a piece of:a paper is also observed. In any ca#e, the
transaction takes placé only if the highest bid isvacceptable to
the seller. Thkis bhas decreased the use of old ?LE#C%#EE%‘H dike

the sign language and undercover pricing methods.!S
/

Terzinal Markets

Terxinal cirkets are Jenerally situated in laryge urban. .. .. . ..
centres. Karachi and Rawalpinodi are the best exasples of this
kind of @sarket. Most of the marketable surplus of agricultural
cozazodities, 1is anltizately routed to these ®markets. Foreigr
trade 1is another reason for the flov of the marketable surplus
to Karachi. Traders in terminal markets are uswvally Qholesalers

¥ho supply grain to mills for processing and to retailers. The

15 In the past the traders used i ¥
their hands under a cover and using some sigp language which was
not Xknown to the farmers., This method is prohibited now by

sarket cosmittees. Howvever A. Ali [3 ] in his survey of s=markets
in the early sixties fouond that in about 20% of the cases prices
are still settled by sign lang=age.

49



sajority of traders are Buying Agents, who buy from other

parkets through their agents or directly when produce is brought

there fronr other regions. These markets are tﬁe' best
vell-equipped in the country. Since traders here are well
established and depend on Supplies from other narkets, they have
access to all the modern faci;ities for approaching their agents
in lover level markets. Many iraders have their own trucking
corpanies. Telegraph and telephone  services are easily

available.

e o e Sty

Cther Marketing Channels

¥e have sSo tar deait with three charnels of rarketing wkich
are traditionally considered to be the most izportant links in
the agricuvltural iarketing syster of the country. Also, these
are the only toree channels for which data and inforzation are
gen=2rally availab;e. GCne of therﬁleast explored zarketing
channels 1in ?akistan, however, 1is ther exchanje between a
cultivator (or iillage trader) and the wurbam corsumer. During
the course .of our survey a large number of'village traders
(particularly those dealing in rice) revealed that thkey sold a

significant portion of their produce Jdirectly to city consuzers

or retailers. This:practice has several implications. Pirst, it

identifies the people who keep stocks of foodgrains other than

the traditionaliy peréeived ‘traders like vholesalers. Nany

consumers who buy in bulk also sell to other consosers in urban
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areas vhen profitable opportunities arise. Second, such

marketing ouotlets enable cultivators and village traders to

overcome official restrictions on selling coamodities like rice
in the open wmarket. Third a major portion of narkefed’surplus
may not pass through a large chain of middlemen. It 1is quite
possible that a significant g[portion involves just one or two
intergediaries. For our purpose, however, the "visible" channels

of marketing are more izportant.16

Interrarket Arbitrage and Flow of Informati

IS

4

So far wve Lave exaczined various channels of marketing
agricultural commocdities and the role played by different
functionaries withir a  particular marke?. Before closing our
discussion on this aspect, 1t is important that we look at the

nature of 1intersarket flows of these cosmodities, the role

played ty traders iﬁ"shéh7flo§§;wgﬁdrﬁﬁé”iay information about
sarket conditions is disseainated.

- ——— e — - —— T, ———

¢ Becently, goverdment agercies such as the Provincial Food
Departsents, Pakistan  Agricultural Storage and Supplies
Corporation (PAS5CO), and ration shops have become important
channels through wvhicn a sigaificant asount of "essential®
foodgrain items reach coasuwsers. However, for most of the period =
covered by this study (1955-1979), all the aajor agricultural
comaodities, except rice (Basmati}, were handled by private
marxeting systeas, and government agencies bought their desired

stock froam the markets. for further coaesents on this point see
Chapter ¥ of this stuody. - —— TN
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Bole of Intermediaries in Inte;g;rketwflois

—— p—

The village trader's primary Jjob is to asseable produce
froa rural areas and take it to primary or terminal markets.
Because his scale of operation is seall he plays a relaively
small role in intet;narket flows.

Flovs between primary and terminal markets are significant
in influencing prices at evep¥ level. Some prizary markets are
relativeiy more inpoftant because they are assembly points for
smaller prinaty markets. We may distinguish them by calling thesm
'‘assembly parkets®. In the Puniab, for exaaple,  Lalkore, —— .
Faisalabad, and Multan and inr Sind, Hyderabad, Nawabshak and
Sukkar, are proninent‘"assenbly markets." They attract customers
from terminal =azarkets who make their ‘pufcbases in threé

different wvays:
P 3
1. Traders from terminal rarkets visit these markets in harvest

season because of thelr rerputatiorn as assesbling centres.

These visits usually causeréxpullish—teﬂﬁéﬁéi in the market.

2,7—The”“3§é§ibi§; “;;kets reéeive orders fror terminal rarkéts
for large;scale purchases, Traders 1in the "izporting"
markets (terainal =markets) make a careful survey of price
quotations received from assembly markets. There is usually
keen cospetition -azong . asseably wmarkets for orders froa

tersinal sarkets. This keeps prices in assembly earkets at = |

par vith one another. 1If a price juotation froo the next

asseably aarket is slightly 1lower, an “importer™ -usually -~ -
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shifts to  that market. The price level in small sarkets is

dete:i%ned sainly by the prices prevailing in the nearby

assembly markets. Both cultivators and village traders would
take their produce to the assembly sarket if °‘the rprice in
that market offers a grofitable opportunity.

3. Traders 1in terainal markets advise their agents in-assembly
markets to purchase produce -on their own account to be
shipped to thea later in the’ season. Thié reqguires cutual
trust between a trader Hand his agent. For this reason,

traders 1in the asseably and primary markets are induced to

Pracpiqes,adoptéd by traders to get 1nformation about other

ar«ets Lave-an isportant bearingﬁoaAthewiatex3a£ketwaoéility—of

v

products and on prices. In Pakistan, personal contact isi the
most isportant source of such information. Although <crop
production and prices are reported 1in nevwspapers and are
broadcast oz radi;, heavy reliance 1is placed og information
gathered through personal contact. Traders 1in primary earkets

get ipformation about crop conditions by talking to cultivators.

In order to establish trading contacts, traders in primary

and terminal markets send their agents to various major markets.

They 2bllect first hard inforaation on crop outlook and demand

conditions in 1important «centres. This 1is one of the old

!
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ptactices vhich is still very widely used. Once such contacts.

are established, there is sutual understanding-about the free
exchange of market intelligence. Traders in some nmarkets. also
use postcards, telegrams and telephone to =saintain their

~

contacts with traders in other markets.

Jovement of fellow traders is another scurce of
information. Every trader ir a primary market is omn the look-out
for any order that his fellow tradegs may receive from other
rarkets. If he notices a heaQy order from a particulér terminal
parkxet, he would. usually contact his own counterpart in that
zarket to get similar orders. | o

HYowever, the overall condition of market 1intelligence in
Pakistan is  not very encouraging. Jse of personal contact
repains the dogminant source of information. Other sources such
as newspapers, radio and T.V. are either nof very reliable or
gpder-utilised. very little responsibility is shovwn in- -
coileqting prices for reporting purpaoses. As a result, neither

traders nor cultivators put much reliance on media information.
Similarly, the eOIIUDicatiQp system, particularly teiephone
service, 1s not very efficieré. In“primary markets, there are
many traders who do not have their own telephone and those who é
have this facility face nuzerous difficulties in approacking
traders in distant centres due to lack of.direct lines to such

places.!? Poor coamunication facilities explain to,  sofe extent

why many underdeveloped countries lack futures.aarkgts and quick

T e

———— . —— ————————

17 Je vere told that it took two to three years'tO*getJ a phone
connection in some cases.
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intermarket arbitrage, which is commonly observed in QE!E;QEQQ,”W,,,,

countries.

3. Findings Related to the Structure of Markets in Pakistan

Yhether existirg market practices lead to an efficient
marketing systea will depend to a great extent on factors such

as 'the number of traders operating 1in various markets,

cbnditions of entry to the trade, and ‘the ability of some
traders to influence prices through their share in total sales.
A1l these factors are usually cited awong the @a jor é%%e{aiﬁaﬁfs
of performance of any sarketing system»Lb]- However, we examine
these factors here as preliainary informationhgo evaluate the
competitiveness of market structure. Sﬁatistical tests will be

uysed ip Chapters III, IV and V.

H

Although the number of traders is not considered to be one’

of the central cbaractg;istifgﬂbf a particular market structure,
1 fac ™

I
tradggg/iﬁ/géﬁeral behave more independently of one another when

,//f;?””’ . their members are large. Altermatively, a policy of collusive

behaviour becomes relatively difficult to achieve as the number

of traders increases. . , [

Table 2*10,shoxs,the nusher of traders (both selling and

tuying agents) in various markets for selected periods. It is
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evident from this table that the number- of*“traders*h1i:e:”*”“*

potential competitors) is large. This number has increased over

time vith the exception of recession years such as 1965-66 and
1971-72. An impoitant ites to noie is the relatively greater
increase 1in the numbeg'cf traders after 1967-68 compared with
the earlier period. This may be due to a dramatic increase in
production of two main agricultural commodities, vheat and rice,
since 1967-68, providing profitable opportunities. This, of

course, was rade possible by '"easy" entry conditions which

prevailed in these rarkets. - .

o e e i

In general, tkere are three kinds of factors wkich may

restrict entry: social, governmental and financial.

In agricultcral markets in Pakistan, social factors were

thought to be relatively =rmore important before 1947, due to
caste barriers or thostile business tactics of the existing
traders. "However, pno such picture emerges when we look at v%able

2.11 shoaing the distribution of traders by communities in

<

different wmarkets in Pakistan in 1981.1® an important aspect of

e - ———— - -

18 It may be menticned here that even today in most parts of the
Pun jab and Sind people are known by their castes which are based
or the professions with which their families were associated in

the past. & person belonging to a shoemaker's family will be
called by his family profession even if he has rmoved to some

other trade. Such a e%a531f1cattonfIS“contrarygtU*IsIam the
domirant faith of the people of Pakistan, and is a remnant of
the Hindu social structure, of which Pakistan was part only 35
years ago.
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this distribution is that the majority of traders. come from
those corsunities which are generally considered to have no
association with the 'trading profession'. 0f ¢the 109 traders
intervieved the fanmily profession of ten were shoemaking or
carpentry, 10 wWwere pottery-makers, and part-tinme grain povers in
their village, 13 caze from fasilies who are c;lled Tteli
(edible o0il sellers), upich is a job done by some part-time farm
workers to supplement their inccme. There were 40 who used to be
farzers themselves, azxd 25 who still have their families
operating their faras. There were only 37 cozzission agents who
cace froz families traditionally associated with ‘retail or
wholesale trades.

A conparison of the distrabution of traders in Pakistan

with trat 1in Xakarashtra State of India is presented in Table

2.12. 1t reveals that in India one or two =2iadjor cowzmunities

still <control this +trade. Very few of the tra&&%§ come frcm

faraing cormunities, or professions which are traditionally not
3 . 3

related to the business class.

The composition of traders in Pakistan, therefore, reveals

s
‘

a relatively greater social freedoa of entry and, the existence
of both vertical and horizontal =nobility in the agricultural
marketing systesm. People from all backgrounds were able to enter

agricultural -trade.

Governmental restrictions in Pakistan cone fﬁféﬁgﬁ the

issuvance of licences to traders, which are available to everyome — - -

vho applies. Thus, in practice it is not a restriction.
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Table 2.12

Breakdown of Traders by {aste or Comunitles in
Prizary Marxets of Hatarashtra (India), 1909,

Markets

Czste or . B
Community Latur  Parli  Parbhani Nanded  Saflu  Jalna  Toral 2
1. Marvari 79 3s 15 43 30 121326 39.90
2.. Gujrathi 12 A 3 6 10 B 96 9.30
3. Vari 60 16 6 o] 4 T4 G2 12.6
4. Jain 2 I 1€ G 4 o 27 7.8
5. Foati 3 ¢ o 200 0 0 23 2.82
6. Muslezan 5 3 o 0 0 5 13 1.59
7. Elaz Reddi 4 o 0 0 0 0 1 1.7
5." Maratha 77 22 15 10 16 1% 15§ 19.42
$. Raiput 5 o o 7 0 0 12 1.47
1G. Brahmia 5 5 4 2 3 [ 1% .33
11. Dhaugar 1 ¢ 2 o 0 ¢ i 0.3
12. Mali 3 G 0 0 0 e 1 0.3
13, Teld 1 5 ¢ 0 0 o 1 0.12
iZ. Tamilian 1 G G 0 0 G 1 G.12
13% Cooperazive

Sccieties 15 2 0 2 0 €1y 2.32
1£. Crther 0 & [ 22 4 s} 34 4.16

Tozal 283 93 n 112 7 187  &17 1002

Y

Source: Lele i3
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FPipancial requiremepnts are often the most stx%fgent limits
on entry to any industry. In the case of agricultural msarkets in
Pakistan, this restriction is not operative. According to sonme |
traders, vhoa He' interviewed, p:acticaily no capital was

; \\

regquired to be a selling agent aboue\\twenty years ago. The
goodwill of amn individual trader or\his farily was enough to
attract custosers from rural areas, vho not only would sell
through their favorite traier bqt also lék\him use their cash
revenue for a lizited period. This happened because for a farmer
the traler was a very isportant social link inxéhg city, which
ke oould utilize for loiging and dining needs and fgf\ exergency
lcans. \

¥ore recently, howsever, the social linx is on the 5e¢line
becsuse of other alternatives suchk as hotels for lodging\and
anxs for loaniﬁg whkich are now zore easily available to farmers

and

2]

1so because of the rapid trarnsformation of agriculture from
tasically a su:sisten:e—srientedrto surplus-creating activity.
Capital reguire=zents, hovever, have increased significantly over
tize. Due fo changes.in technology, fixed capital requireaents
tave particularly increased in recent years.!? Pixed assets such
as autozatig weighing =rachines, steel-made safety lockers,
telephone sets, and soze wmodern furniture have all becoxe
recessary itees. In soze cases, one might have to pay a large
suz to "buy the goodwill of a particular firw: Genmerally, the —
price of goodwill of ar average fira @may not  exceed—-a few ———

- ——— - —— ——— >

19 See Table 2.13 Ie: ow.
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The Xature of Fixed Costs in Uperating a Commission Agency
in & Primary Agricultural Marzers in Pakistan 1980-81.

Table 2.13

Cooponents Azount in Z
of Fixed Costs fupees
1. Furmnirurel 1000.00 6.02
2. Safery-locker 1200.00 7.23
3. Scale 306.00 1.81
L. Jute-tag 1096.00 6.02
5. Teleprone £00.00 3.61
6. Pcrrzarens 6000.00 36.14
Worker
7. Shop Eent 500,00 3.01
&. Cash ic Fand 5450.00 30.12
9., Miscellazreous 1000.00 6.02
YBEDL .00
Total 160.00

Tems 4

inzl.des a few chairs, a table and sooe carts (for the

casizc=al vse of rralers).

Arour 225 o0 peerage.

N
3 ‘s
Farraneat latour force

in
Ciner lakour seryises ran

Source:

cludes ccly cae 'Palledar’ (loader/helper).
be hired as and when needed.
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bundred ruopees.

Table 2.13 provides a breékdoun of the fixed costs to open

a coamission agency in a prisary market in 1981. These are
average estizates based on our survey. Total fixed cost of
Ps. 16,600 (approximately U.5. $1400) regquired to enter this
:trade is not a very large agount, compared to other altermnatives
such as manufacturing cr foreign trade.

Pinancial constraints, however, tend to be more severe for
the newv entrants when judged from the point of view of their

ability to raise carpital from external sources (i.e. financial

markety. In this case, the new entrants are put imto a . _

relatively less cospetitive position and may be forced out of
business. However it 1is ironical tc note that very little
opportunities exist for rcost traders to borrow from the
firancial market. They usually borrow from their own sourées,

sach as friends, relatives and ir many cases wealthly farners,

+ho allow thez to defer their payrents of sale proceeds for a

linited period, either free of interest oy for such benefits as
occasioral lodqiﬁg and dininj facilities.

Tralers who can porrow froz the financial market, hovever,
are very likely to reap econoaies of scale more than their
coapetitors, and fhus can gain a larger share of the ngrket. In

our survey results, presented in Table 2.14, vwe found. that most

of the traders relied on their own funds, and borrowed capital

+as less than 25% of the total capital used. There’ were only

16.9% of traders whose share of borrowed capital vas bétwveen 25
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to 40% and 8.12% of them used 40-50% borrowed funds. Not a

single trader wvas found to have borrowed ;ore than 50% of his

total outlay.//—

Tvo sain factors can explain this situation. One of thenm
obviously 1is the relatively lisited availability of such funds
from comzperical banks at rates acceptable to traders, as the
banks usually hesitate to lend outside the relatively advanced
sectors of industry and foreign trade. Secondly, most- of the
traders do not like to expose their trading activities such aé
keeping of stocks to others, for fear of governmént inspections _
and checks,20 -Dealing with the state-owned banks, and — _
particularly borrcwing froa thes, could resuvlt 1in such an
exposure.

As far as village traders are concerned, their major costs
are on a few jute bags, scales and‘ueights and soa2e wmeans of
transportation to move arourd in rural areas. The most isportant
factor determininjy entry into trade at the village level,
therefore, 1is entreprereurial ability ;hich depends on several
factors iﬁ a village setting. Zducatiocnal level, family
rackground and coepositior, and the nature of land-holding are
some of these factors. Since these barriers are apparently not
the creation of agricultural amarkets, we do not consider then

~

mrarriers to entry”.

- ———— - —

20 governmental inspection is disliked since smost traders try to
avoid taxes. -
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Distribution of Sales Among Traders

et e e s am

One of the important criteria applied very videly in

identifying market structure is the distribution of sales among
traders in an industry [B8]. A competitive market structure is
characterized by the existence of traders enjoying only a small
share of the total business such that any change in price by the
individuval trader should have an insignificant effect on tﬁe

price-quantity decisions of other traderé. A certain degree of

- qeh-

sonopolistic power will be enjoyed if, other things being equal,

only a few traders control a pajor share of total sales. -

Concentration ratios or the ratio of individual firm's sales to
total sales of an industry is one of the widely-used neasureé to
estizate degree of =monopoly povwer. |

Table 2.15 presents the percentage of wheat, rice and grar

purchased by different categories of traders in various primary

sarkets of Pakistan during 1973-1976. Data on sales were

collected from the weekly reports of Market Committees.

In Table 2.15 are presented the shares in total sales of
three ®ain cogzodities enjoyed by the top five and top twenty
firas in ten major mBarkets of Pakistan. It is apparent fronm
these sales ratios that the distribution of sales 1is not

syssetrical. In some cases the top five firams control as much as

twent1,§irlsWareﬁggpné to control a minimum of 35% of total

-sales of wheat. In the case of gram, the sales ratio of the top

e
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tventy fires is as high as 52X in one of the wmarkets.  Hovever,
this cannot be interpreted as a proof of monopoly power. fe must
look at these ratios in conjunction with other factors which may
or may -mot allow the top firms to influence price br act in a
collusive manner. Such factors are:

1. the nature of entry into trade;

2. the nature cf cooperatiocn among traders; and

3. the availability of funds from financial instituotions.

-~ o .
In an earlier section, we have shown that entry into grain trade

is relatively easy almost at every 1level of marketing. The
chances of such entry are very real because neither governmental
cror firancial restrictiopns are very stringert. The second
izmportant facgor wvhich indicates why traders may not act in a
collusive manner, desfpite some ot then bolding
disproportionately 1large shares‘of total sales, is the lack of
cooperation'among traders even for motual rewéris, which may be

evident fronm {a) the nature bfipértnersbip and (b)) absence of

trading organisations.

Nature and Extent of Partnership

. 2
In the agricultural markets of Pakistan the single family

fira 1is still the dosminant edtity. Most of the firams are

partnerships betveen icmediate members of a family (betvween

brothers or between a father and his son{(s)}, and very fewﬂbf
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thea involve members of different families.2! Qf the 109 traders

Ve surveyed, only 15 vere partnerships  between diffefgg@ﬁ

families, and even these were due to the_ﬁact that the traders
belongéd either to the same village or ethnic group. Traders in
these markets are so distrustful of each other that no . one is
villing to show his records to anyone other, than his partner. So
ruch so that the accountants employed are usually from the
immediate family. Such an arrangement both helps‘and hinders tkte
efficiency of the fpresent system. It helﬁs to the exteht that it
does 'not encourage collusive behavior which could weaken
coppetitiveness. On the other hand, this reflects a very

inward-looking attitude of +traders as a ccnseguence of which

‘they may not be able to wmake the best use of available

resources. Since Dbusiness operations are kept undisclosed to

others, any weakness in management may go unchecked, resulting

s

in business failures.

&~

Absence of Trrading Organizatiorns

Lack of active cooperation among traders is also evident
fros the absence of any majcr or strong trade organizatiom. The
fev traders' associations vhich do exist are simply spokesmen of

traders? ineirests at the governzent level and thus act as a

political ©pressure group. Even this kind of objective is not
21 Je may point out, howvever, that in the Hyderakad market of
Sind partnership between individuals of distant faailies is
relatively more cozmon than in the Punjab markets.
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served effectively, as ‘thg_a majority of traders remain

‘indifferent to the activities of such organizations. Except’for

two ‘or three narketé; most of these organizationé do not have

P

their own office premises.

Pinally, we &rzust also note that compared éO' other
activities agricaltural marketing 1in Pakistan has always
remained “a less sophisticated and not so-well-respected economic
activity.22 For one thking, thke people who function as ‘traders
here are pnot well educated. Many of thenm vere farmers who lived
in a village area where the educational level vas very low.
Ctéer patticigants in this trade may someti}e'be categorized as
part of the so-called "inforzal sector" of a developing econony,
a sector ;ﬂich usually grows _as a periphery of the advanced

..sector. There were many traders in the rarkets we visited who

B -

“.had struggled for smany years as loaders or as weighing men

. before trying their luck as inderendent coazrission agents. They

a

used their own labour along with the human capital they acguired

to further their ca%eers. Hovever, due to Ebeir lack of
avagsness of business smsethods wused 1mn other sectors, their
approach to tbusiness is based on *adhoc principles."
Consequently, ve see few advanced npmethods of accoonting or
\ cost-benefit analysis‘applied by many of the fires operating 1in

these markets.

22 This is reflected in numerous warnimngs and sometizes threats

———— —————

issuved by governaent officials to grain traders to behave (1.e.

to follow official pricing directions and not - "hoard"). For
exaaple see Dawn, [13].
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Secondly, the fact }hat prices of foodgrains:,playi a_very. ... .
significant political role, in an underdeveloped country, has
pade thé agricoltural traq; a target of more governnment
inspections and checks than other activities. Treatment given to
"hoarderé" of foodgraip may sometimes be haréher than that given’
to coemon criminals. Traders with eratively large business C s
oper;tion are kept under greétec vigilance, which in many ways
limits the extent to which such traders would like to expand
their business even within légal limits. As a result, we do not
see signifiéant flows of investmént from any advanced sector to
ghis trad@j Rather many‘traders, fearing that further expansion
in grain trade could be dangerous would prefer to move ouf to
"other trades, like nsanufacturing industries, where goverament
restrictions are less onerous. Consequently, most of the firms
in this trade are of relatively moderate size conmpared to the
leading firms 1in other industries. Monopsornistic power, either
" created by price leadefship or byr célluéivé gegééibﬁg, Nis;
theteforé, very -unlikely to persist under these circunstances,

even though some firms hold relatively large shares of total

syl es.
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S - CHAPTER III

Some Criteria To Test The Perforsance Of ] : :

Agricultural Barkets In Pakistan

3

The preceeding ‘chapter has examined those aspects of

ST T DTS S | Ry S CON TS ]

agricultural =markets in Pakistan which significantly influence

e T T

the price formation process. In this chapter, we discuss some of"

‘the criteria we have used to evaluate the perfcrmance of these E

|
|
|

garkets as revealed by their price structures.

PP R NP T | R

Competitive Market as a Standard to Evaluate Performance

— —

R e

AW E e

In é private enterprise écono:y the nmodel of perfect

I

competition is often used as a standard to evaluate the

R NS

-perforzance- of  any —3Iirdustry.l It -—-assunes-an--industry with-a- - —--
large nuamber of firas, selling perfectly honbgeneous products
and having complete information of supply and dezand conditions. ‘ g
Since each firm is assumed to be a profit maximizer and a price :
taker, and if the buying and selling are carried out at a
particularApoint in space and -at a single instant of time, a
uniform price will prevail in the market [15]; This behaviour

allows the most cfficient use of factors of production and the

——— . ————— e —

I See Paul [687].
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highest levg;ioffqglgg;gwggwgherspciety.zlv

-

e will use this coapetitive market model as a standard to j

evaluate the perforsance of agtitultural markets in . Pakistan.

Hovever, actual =markets are such more complex in nature. Tﬁey

are sitvated in different geographical locations aﬁd in this wvay

are wmore Jlike rarts of a @marketing systen thanrpoints in a

single market. Buying and selling of farm products continues
;hroughout the year adding another complexity into their pricing - -
structﬁre; Hhiie siudyingrptices in these nafkets, ve pust tdké |
into account the effects of both location and time. To do this}

>W,f,!gﬂii;sgwg;@;inem4LM1?4uic§rgggi;ih;4;ngk74gn;gss:ihgf;@;xa;s:::::::

located in different regions and then deduce some criteria which
' can /be used to evaluate their performance. This is followed by
tests on the behaviour of prices in markets separated by 'time!

such as 'harvest' versus '"post-harvest' and by the ‘'nature of

transactions' such as ‘'wholesale’ and 'retail’.

Deterainants of Price in a Regional Market

For analytical convenience, let us assuze that there are
only tvo markets, A and B, located in tvo different,régions, and
each handling =more tham one non-perishable farm ;toduct.
Intermarket arbitrage 1is free and there are no restrictions on

product mobility or on flow of information between the markets.

2 Por detail f, hov this is achieved see Bilas (8, ﬁpi'
30“"325) - o %
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these markets, and consumsers or traders vwho buy, respond to

changes in supply and demand not only of their pwn,larkét.bhif

also the second market. Under these conditions, the supply and

demand functions in markets A and B vould be:

(Supply in Market A) QASt = f(p;ﬁ, ZAt, ZBt) (3.1)
(Demand in Market A) QADt = g(PAt, ZAt, ZBt) ,;3.2) ‘
(Supply in Market B) (QBSt = f (PBt, ZBt, ZAt) (3.3)
' . = §(PBt, ZBt, ZAt)  (3.4) -

{Demand in Market B) QBDt.

"vhere: QASt and QBSt are the quantities. supplied and QADt_aﬁd

QBDt are the quantities demanded respectively in market .A

and B, Agfﬂﬁjbbigbéii}iatrtimé t. Similarlyrbkt and PBt are
prices in sarkets A and B at'tiAe t.

ZAt refers to afiafactors'other than own price of a commodity
influencing sgpply in market A. Such factos can 5e price of
otgér commé&iiies, tbtgl cropped area, crdpping_p;ttérn and

‘inventory levels of different commodities in region A, all

of which  influénce the supply inimarket A. ZBt refers tq 4
similar factotrs in region B. At this stage, no assuhption'is  
being made about the degrce of ZBt's iﬁfluencé on QAt (orl
ZAt's influence on (QBt). However, we believe that 2Bt
affects supply n;t onlj in markét B but aisoAin larket’A.
This applies egua%ly to ZAt. ;

ZAt refers to all factors other than own price of a comamodity

vhich may influence demand in market A at time t. These

factors are per capita income, prices of ‘other goods,'

/
population and taste in region-A. 2ZBt stands for similar

R 7A




'factqts in ,tégion} B.. We beljeve that demand in tradipéi'

iarkéts is also influenced by factors other than own ‘priCe

of both regions A and B. Hence we include ZAt and ZBt in the

demand functidns of both markets.

Setting individual supply egqual to demandrin each narket ve

- get:3
_ CPAt = ¢ (ZAt, ZBt) (3.5)
and _ _ ‘ '
L - PBt = v (ZAt, 2BY) 3.6) ]
where ) S i o
—_— Vs '
y ‘ZAt = ZAt and ZAt ' (3.7)
and _ . , ' '
2Bt = ZBt and 2Bt B (3.8)

Equations 3.5 and 3.6 state that egquilibriue prices of a
7cbnmodity in markets A and B depend on a number of exogenous
factors associated either with supply or demand of both markets.

' Figures 3.1 and 3.2 display the equilibriue positions of both

rarkets at any time. Initially prices in A and B are PAt and PEt

- ————— i - —— — — -

3 Here we have implicitly assumed that demand in each market
includes purchases for shipsents to other markets. Hovever that
may not necessarily be the case. Traders in most of these
parkets also make purchases for fuature trade. As a result
changes 1in inventory levels become an iasportant factor in
deteraining the nature of price adjustments in different
sarkets. Therefore, in a situation where one is interested_in
studying intersarket frice responses to exogemnous factors (ZAt
and ZBt), one may observe some differences in price movements
even though exogenous changes have occuted by the same amount in
tvo marktes. Hovever to study the effect of inventories om
prices one may have to use a relatively complex ' model working )
————————out the dymamic behaviour of inventories at different levels of |
marketing. We have avoided such a venture due to lack of data

therefore may be present in the estimates obtained on the basis
of our model here. Hovever the direction of bias is unknown.




-

(due_to exogenous forces) price ig‘l,!ovég gpr'ilt. This.,vil; R

T " have a spillover effect on sarket B a;ﬁtraﬂers fton\bothflatkets{

A and B tend to buy more from market B and  sell in market A. -

Pinally PBt is established in market B.*

Figure 3.1 ' ) Figure 3.2

Interaction of Supply and Interaction of Supbly and
" 'Demand in Market A Demand in Market B )
, . i
PB¢
Paty

&DA
’ A
Gt Qag 4
... A sipilar process of —price change vould take place 1f -
supply vere to shift in either of the markets. .

R o

VA

L

. — . ——— - —

-path vhigh the egquilibrium process may take. It is however quite
probable that a series of shifts take place in both nmarkets

befor , , ‘
simply to shov that a shift in desand in any of the markets,

holding other i ;
markets in the same direction if not by the same magnitude. Also

see footanote 3.
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Intermarket Price Relatjonship as a ggggg;g .{ n;g&gs
N

el nteggat;on and g_ _g, gdicatoz of’g_;gg;i;i_ggggg _j 55;!#;5

One of the mainm implications of the foregoing model is that
as long as there is arbitrage amsong different markets 'one can
observe soame degree of integration between these parkets. Fros

equations (3.5) and (3.6) this inplies:\:v

3ZBt
and '
3FBL 4 o -(3.10)
- , 3 ZAt

Equ;tion5>‘(3.9) and j(3.10)7 definé  wh§t Ge, call ,'mérket
integration'. 4The degree of integration between two markets may
e be strong or weak. The extent to uhiéh two markets are
 _integrated %mf,mufwmm%wfm;;;f
| of any commodity react and adjust to various stipuli in oiher,
ldrkéts (i.e. ZAt and 2Bt). The speed and accuracy of’adjﬁsfnént
in prices in turn depends on the degree of product mobility,
availability of trapsportation and comaunication facilities,
transporfation costs, degree of hoﬁogeneity_of a produci, and
the relative degree of -ondpoly pover enjoyed by traders in the

markets. As the speed and accuracy of adjustment in prices

increases,®PBr/dZAr approaches BPAt/dZAtand similarly OPAt/dZBt




approaches to DPAt/0ZBt .5 In §~§itnagion vheté,

3PBt aPAt

3ZAL 3ZAL - , T {3.1Y) )
and ‘
. 3PAt  _ - 3PBt

3ZBE 3ZBt

(3.12)

:arkets;&;aadfa—caa bE‘t€9%f§eﬂ as ”perfectly rutegrateﬂ*mf‘ B

Market integration is, therefore,.a desirable property of

any w®marketing system. It @wmeasures closeness in the ptice

"integration between markets may indicate that the amarkets are 1

_sufficient condition for the ‘A;Le;sgg,;g;gbefggefgeetifgkgfff%

competitive.? ' ' ;

be true only under extreme conditions of zero inventory 1level .id

structures of different regions and the extent to vhich market

Lo b, Pl Lo 2 b b e

margins amay be drivean dovn’Ey\beittage betveen markets. Perfect

perfectly competitive: an ideal state of a lafketing systes.

Rovever, perfect market integration may Le a necessary bdt'not a

. - ——— . —— ———

$ This 1is possible only when QSAt=0EAtand NQS3Bt=QDBt which may

each market or alternatively under rational expectations about ;
inventories and other aspects of markets,  See footnote 3 for !
effects of inventories on market prices. .
¢ Ve assume throughout this study that trading does bnot take
place at some pre-determined price and the forces of supply and o
demand are allowed to interact freely. !
7 Barbara Harr1s [2!] has rightly pointed out that nost of the

earli

vith "perfect coampetition.” It is anortant to note that if %
perfect market integration is observed then it becomes difficult

for anyone to reject the hypothesis %hat narkets are perfectly
cospetitive. -




“Estissting Harket Inteqratios .. -

Narket integration, can be measured by using ‘the reduced
foras of eguations (3.5) and (3.6) or by leasuring the degree of
‘association betveen prices in any tvo sarkets. Re haveu adopted 
the seéond course to avoid data pf;blens involved in the first

course. Three kinds of estimates are obtained for this purpose.

erst.,tevrxt}nq equ:txons (3-51 anﬂ (3 64 in a linear form .

“and adding a randoa ters in each ‘equation, ue get-
PAt = ao + alZAt ¢ a2ZBt + et . - (3. 5)

and

PBt = bo ¢ b1ZAt + b2ZBt + et : L (3.6)

If there exists *perfect integration' betwveen markets A and B

then:
, _ 3PBt : .
o . o - 3PAtIBZAt = alr - BEAt ~ = bl ‘ o ] (3“ 1)
and similarly . a2 = b2 (3.12)

2 o

Substitnting (3.11] and (3.12) 1nto f3 5). Plt cahn be shovn
to h? related to PBt as:

| PAt = (a0-b0) + PBt + (et-ét) | (3.13)
Bq&gtion 3.13 can be restated to cover both *'perfect' and 'less
than perfect®' market integration cases as: R )

PAt =%0 +Y¥1 PBt + Bt : | (3-18)

Hheré¥0=(a0-b0) and et (et-et) ; Y1 is greatet than zero : but

not egual to one if there exists some integration between




markets A and B. If the ad justseat in prices isgpgrtéctrjih the

T T - L4 . g A -
sense described by equatioans (3.11) and (3,12)¥H vill be egual.

to one. The intercept tera, (J0) for the former case differs

>
either because of transportation costs or because of imperfect

adjustesents of markets in respoﬁse to éioqenous éhaﬁgé?. In the

‘"significantly froa zerdH‘aS'prices in tuo markets could differ

case of perfect sarket integrationYO is assumed to be éqdél, to -

transportation costs. Eguation (3.74) 1is estimated by using

“"absolute price levels®' in different markets taking two markets

at a time.

Second, we use the ‘*first difference in prices?* and

estimate eguation:® ' <

F 4 5o
apat =Yo +Y14pBt +vt (3. 15)

There&PAt andd?Bt are the *first differences'! in PAt and PBt

# ’ ,
_respectively, and Y0 and §1 are regression coefficients to be

I

estizated. Once again,f! is assumed to be positive for the case
of integration between markets A and B and egual to one if they
aré,perfectly integrated. ¥:  igﬂinttsdﬁéed ié ”aiiéﬁ ,f;t
possible changes in trangporta{ion costs. 1f traﬁsportation
costs do not change over a short period of ti-e;!o vill b e&ual

to zero in the case of perfect market integration. VYt is randoa

error tera.

L i ———

® writing (3.14) for two periods (t and t-1) and subtracting

P get:
APAt =¥1 PB} + 13:
vhere vt = et - et-1. -




S . One of the 351&3&1993&3‘}%&%{3.144—&5%{—1{:—2%———
.. our estimates, at leasf partially, ftog;;hg;gfigci;;nf;#size of

dbsolute prices prevalent in eguation 13:15)- Secondly, it has a

dif ferent error structure vhicﬁ influences the significance
level of a coefficient. It is possible that the degree of
integration cbaﬁges significantly when *firsft differences"'
rather than 'absolute price ievels' are used in esti;ation.

'~ Finally, the third, or a reljgtively more-effective, method
of resoving the effect of.size om our estimates is to use fhe
‘rate of change® in prices; rather than 'absolute'differenée' in

estimating  the coefficients. ThisS iS a standardized measure of

changes in price variables and provides another basis for

comparing them. We do this by estimating:

v “
~ ~ 'd
pat =¥0 +¥1 PRt +vt (3-16)
——  — where - - - -
e APAE S ——APBt — —
PA'PAt 1 s and PBt = PEL-1

o
and as 1in the earlier cases x|> 0 for A simple inte%fation
sitflation and =} f;t a perfect integration case.‘#p if.
transportation costs - also chaﬁge vith prices. Gt is the random
error ters.

' The ordinary 1lLeast Sguares (OLS) estimation method was

found suvitable to obtain the estimates of the paraseters |




,spec1f1ed in,egnatlonshjj.ijein jleﬁ4,eensingeaxe:agee,jnnth114*4

sholesale (real) prices fros Janvary 1955 to Jume 1979, these

equations are estimated for three major cosmodities and efor' 13
prisary and terminal markets in Pakistan. Real prices are used

3
¥

to remove the effect of inflation.

Criteria to Evaluate Market ‘Performance

To evaluate. the perforrance of the selected markets, we

first test the hypothesis that Y1=ﬁ, as this is one of our

- f
Then ve explore the =®ain causes of divergence betveen the
obeerved and the hypothesized values ofx1, focussing especially i
on the'comparative positions of markets in different regions. By
relating deviations of‘1 from one with factorsf vhich could cause

- thew, ve try to drav some inferences about the policy steps

needed to anrove the performance of these markets.
Secondly, ve compare our estimates of the deg:ee'ofirlatkep
integration obtained fros ~equations 3.13 to 3.15 with those

obtained by others for soge other countries {(UDCs) in Asia and

® There aight be some ptohlel of auto correlation in our
estimates based om ‘absolute prices' (i.e. in the case of
eguation (3.148) as the Durbin-Watson statistics vere in
‘inconclusive range'. However only marginal differences were

noticed in the values - of the coefficients when altermative =
estisation technigues such as Cochrane-Orcutt method was used -
for i

on time ard cost grounds to,use only,OLS. s ,
3}° Hereafter we call ‘6,‘,1_ and ¥, as ¥, ; and Y, , ¥, and

]ﬂas ‘m
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X rhirdlyiﬁjggmégﬁpa;g7lépggrlatkeg price differences vith

transhipasent costs betwveen sarkets. This is to .test the

hypothesis that, onder perfect market integration, ©prices

betveen markets -differ only by transhipment costs. One simple
rethod could Le to compare trarshipeent costs between the

markets under stady with their reSpectivefO- Rowever, such a

comparison is too sieplistic to be ‘correct for eoamparing the

Y

level - of prices - in different markets. First ofﬁall;ﬁoraSAanf

A 3

”aiezége figufe can cnly be a suitable measure of the differences

in prices between wmarkets A and B if A's prices are always

with »most of our sarkets which buy froz and sell to other

markets and hence their prices could be sosetizes higher or

lover than the others., Sirilarly, a simple comparison of

transhipment costs witk 0O may ignore the fact that prices in

-

sarkets could differ either because of differences in their nmearn
o ‘ .

values, their variances or their covariances as shown ;;
eguation (3.17) below. A»significant différence in the variance
éfithei: prices does not Vindicaté- perfect market integration
even though the mean prices of two n&rkets differ by a margin
egqual to transhipaent c;sts. siliiariy; a ;:ior difference in

two price series may be observed even though their means and

variances are very close, sieply because of a less than perfect

degree of correlation. Therefore, when testing is on

price differentials vis-a-vis the transhipsent costs, an atteapt

is wmade to go‘into details of suchiﬂiffetentials'by decomposing
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. 'To decompose intermarket pricé differences, ve foilov'a_

pzethod used by Henri Theil in the éonte¥t tof a forecasiing

rodel.t! According to Theil the méan sguaréd'difference between

any tvo series such as PAt _ and’Pgt can be expressed as:

— I B . B ;e I s

2 2 2 : 2 a

T (PAt - PBt)“/n = (PA-PB)° + (SA-SB)° + (1-r) SA.SB (3.17) ;

=] o . o ' !

PA-PB)Z | 2 ) . : . :

{PA-PB) - + (SA-SB) + {(1-r) SA,.SB ) i

1= 7 2 B 2 n 2 3.18 ;

e . (PAt-PBt) /n . Z __ (PAt-PBt) " /n_ T {(PAr-PRt)“/n (3.18)
t=1, _ t=1 : t=1 o

(Bias Proportion) (Variance Proportion) (Covariance Proportion) é

—————— e : !

1t Theil used a measure called Theil's 1Inequality Coefficient
(0) to test the accuracy of forecasts fros any ecomometric
‘model. He sugjested the use of actual (A) and predicted (P)
series to obtain: ’ ' ’

(At-Pt)%/n

z
U= }t=1
> A%t/n _
vhere if U = 0 the forecast is perfect. The further *0' is from
zero the poorer is the forecast ability of a model. According to

him, the numerator of *U' can be expressed as (3.17) to see the
sources of difference betveen At and Pt. Altkough we are not

— em as such, his formula is
general enough ta be used vhere the decomposition of differences
in tvo series is imvolved. See Theil [{95] and Koutsoyiannin [47,
Pp- 482-485].
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”43,}§¥,;u7,

vhere PA and PB are the means, SA and SB_are the standard

deviations of PAt 59! PBt and r is a partial correlation

- -

e

coefficient betveen the two price series. The term on +the left:

hand ~side is vhat Theil calls "Bean Square £r;o:“,(HSE). Taking

4 square root of this gives us a Root Mean Square Error (RSSE).

- Ihe first term on tke 'tight vhand"sidé‘ of‘(3.1i}‘is;“Bias'

Conponent‘, the second is the '"Variance"Component", "and fhe

fhird is the *Covariance Component™. In equation (3. 18), they

are called Bias, Variance and Covariance proportions, the suz of
whiéh is equal to one. The bias Proportion ({OUs) represénts the
”&%se;epa&ey*betﬂeetg?%t*a&d*?%t"é%eftef—&ﬁ~éi££efeaeemffﬁ*it#e££ff:a

‘mean values; the Variance Prdportion (0s) shows the discrepancy

& : .
between the tvwo prices due to the differeance in their variances;

the Covariance Proportion (Uc) represents the difference in then

due to ieperfect covariance. According to Theil, the thirad

spurce of difference is the zost serious in the sense that not

ruch car be done about 1it. Since r is generally less than one,

the covariance cosponent aay never be egoal to zero. Even a-

slijht variation of r froz one car result in a large value .of

the covariance coponent as long as SA and SB are aore than one..

12
¥e then test the following hypotheses aktout the nature of

intermarket price differentials as expressed by (3.17) and

o —— A . . Pt .

Lo .
12 This happens because any value of SA and Sh exceeding one,
after multiplying with each other and then with (1-r), can be
very different from zero.




costs. 13

If warkets are perfectly integrated, then the RASE between

PAt and PBt is just equal to the average transhipment costs

between markets A'and B. This is one of the vays of checking

vhether on average the price differentials have stayed in

line with transhifment costs.

The Bias component 1is close to zero for all those markets

‘which both receive and send shipments of TCommodities to

other wmarkets. If primarmearketgrare petfectlyiintegrated
no one market should “ have capSistently higher or lower
prices than the other oyef a long period of time even though

differences were within the range of —transhipment costse——

However, 1in terminal markets {(which in general omnly receiwve

supplies from other wmarkets);  prices could alwajs stay

higher than others by a margin of transhipment costs. The

bias cozponent in these cases, therefore is assumed to be

wo b Bt e 1 TR ]

equal to or less than the squared value of the transhipnment

The Variance component, however, shouldrbe equal to zero for
all those &=markets which are perfectly integrated with one
apother, except for terminal pmarkets which generélly receive
shipeent froa other markets.

The Bias and Variance proportions (n;t components) are also
close to zero for the primary narkets,andj felatively small
coapa;edm4Lo—4Lhe44Co1ariance4p:opo:ticmgﬁoﬁgallgcasék$4$his~4444ﬁ4;
implies that the i t i nces in prices due -to

A ——— - ——— -

13 This is so because the Bias Component = (Pa -PB) 2.
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d1fference 1n thexr means and varxances are smaller relative:.’

to differences because of 1nperfect covariance betveen thea.

14 In the case of teriinal markets, the Bias and Variance
proportions, however, may not be zero because of hypothesis

2 and 3.

Performance of Markets: Intertemporal Dimensions

The seasonal behaviour of priées constitutes the second

important indicator of the performanmce of a Bmarketing system.

~w~f~~w%ﬁIh@fﬁiﬂﬁalrpﬂ££9£13££efisfset:sﬂee:agaia~b¥:a:eeﬁﬁétit%;e:ggf*e*::;:;:;
b R o

structure. If all conditions stated earlier of this systen

prevail, traders and farmers are expected to allocate their
supplies over time in such a manner that the off-season rise in
prices (compared -with karvest prices) is just equal to storage

costs, plus sore risk premium to stock keeping. Any opportunity

dfwrééfiiﬁg;r'abnornal' éiééif will attract wmore traders and

elizinate "undue® differences between'tvd kinds of prices. A

test on the lntertenporal performance of larkets, therefote,'

- - - —

14 It really does not matter how much smaller the Bias and the

Vvariance proportions should be compared to the Covariance -

proportion as long as they are significantly 1less than the
latter. 1If our hypotheses 1 to 3 in this section are true, then
there is no real need to test 4. If not, then it becores
important to see vwhat 1is the relative 'strength of each
component. Mean and variance components if higher in relative
strength indicate systematic effect of factors such as markup or
differences in the structure of mar

the covariance component is relatively higher, that could be due

to imperfections in wmarkets caused mainly by problems in’

transportation, coamunication and similar other facilities. The
implications for the performance of a market are different if
one or the other phenomenon is more significant.
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shonld*involve/to-paris&n"betveen“thE“aff;seiéén variations in

= prices - JLtb—EeieiaJ}t—s%eE&ge—eﬁs%sr—te—see—tf—the—mmi

requirement of an efficient. market is fulfilled. However,

agricultural narkets’in Pakistan, seasonal price-hovements raiSe
"more than one issue which cannot be handled simply by comparing

intertemporal price _differentials with storege costs.'in the

N
b

follouing, ve 'fitst dlSCUSS those isshes br;efly and then
7present the hypotheses to be~tested in thxs respect.’.‘,hd,”,m,.“”;x“ﬁ
In Paklstan the tradxt10naI’v1ew of -storage activitY“ is .

‘that farners:’are 'conpelled to sell their prcduce durlng the

“harvest season as they have llmlted "hold1ng capac1ty" ane to

their loan ' needs and nonavailability of storage fac111t1es-
T ®

Accordlncly, prlces 1n the harvest season are "unduly" depressed

and stock—keepers earn "abncrmal"_proflts, by sellan ‘produce in

}he off-season.' [ 74, 81, auj As e result of this anress1on, a

,99?#?%9?,w999599¥1 asked is what proportion of total productxon
of fara cennodities- is sold -in the harvest vis—a-v;s_ the
off-season. 15 A fall in 'this’propoition is takenrto'inply an
increaée in the holding capacify of farmers and. an improveeent’
ﬁgh their borrowing positien. Some stddies, like Quteshi's [75).
have also tried to deal with the duestion "of whether" harvest
prices vere undnlyrdepressed compared to off-season pricesQ

The traditionally-held view of *holding capacity' iay . not

~be relevent in a farmer's decision to sell in the harvest

— - ——period. Tf a farmer is vieved as an entrepremeur, it is the net

. ——— — - ——— —— ———

1S See Parruk [21], Lele [43], Qureshi [75], and Ahmad [2].
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. ]
associated with thee vwhich determine the optimum amount to he

'sold in the harvest relative to the off-season period.
" To evéluate intertemporal price relationships ve ‘neéd to
- address ourselves to three main gGuestions: - |
Pirst’-éfe prices i 'ihe‘ harvest .moanth signifiqénily 
diffe;eht “from fo-seaSOn'“PfiééS? ' This 'may*rbeAi;‘reqﬁndaht
© | exercise, as o ’

prices uwduld be“higher by'the margin of s{oraéefcosts. We do -

thisnby using time-series data to .check Qureshi's conclusion

ne would expect on. priori basis that off-season.

~~ ~ based on cross-section data that there are no significant
differences in these prices. [75)
The following equation will be used to estirate the

»

aiffgrence:'

Pt = d0 + 41T + d2H + et ' ' (3.19)

LT o iy

o

where Pt is the'avefaQe vholesale price,,of a comaodity in a
sarket at time t; T =1, 2, eeey 252 (time in months) H = 1 for
‘the harvest sonths and zero‘otheruise, *d1*' is expected to vbe
positive. as nosinal prices dsually ,rise over tise; and *d2'
should be nega;ive if the hypothesis that prices aré depressed

during the harvest aonth is true.

»JT&EiﬂHﬂiﬁdgﬂiﬁ?tioni!fﬂbyhtnrIﬂchihfUffFQREISUIFPIiC@EF
4f44444;444di££etg—igon——pxiceS——in——the——hafvest——aeath%—%e—deal—vith—this——————f

guestion, we hyrothesize that under perfect interteamporal market
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. ___integratiom: ... -

E mkm =0 (3.20)
vhere (uqapti = (Pt - E(Pt)) (3.21) 1
and E(Pt) = Ph + t(R #//I’+ L + D) (3.22). {
NORPt = Net seasonal rise in the average », %
wholesale pfice-of'a;cbmaodity"'>
in ahxﬁnﬁtket'iﬁ tpe‘off-éeasén ( .
| "?t = Averggeiﬁholesaiévpricenbf'ag'A g»
e S counvﬁxfy‘In‘Hny‘ﬁérket 1h»tne é
' » | off—seaSon months'(t); / i
Ph = Average uholesale'pticé.of a ;
b commodity in any market in the ?
! harvesting months {(h): %

t = Time in months (August to April

for vheat and gram; and froa

éebruary to October for rice.);

h = May to July for wheat and granm

and November, December and Janvary

[ S —

for rice;

R = Rent per month per unit of storage;




3

I = Interest on capital needed for storing

>

~a unit of-good for one month;

L = monthly losses in storage.
(Calculated as. one percent of the
= ) »U, , ".Vva;ue 6f tgerstbred cdnnodity)i andf
D = Depreciatiom on bags and other material

used in storage.’

.

The hypothesis that the expected net off-season rise in average
vholesale price of a commodity in a market [i.e. E(NOBFt)]'is
equal to zero was ‘tested fotrall sarkets and commodities in our
,sanple_uﬁing‘the student's t-test.

: S X . » ,
it may be noted that in,our calculation of storage costs we

B ha!gr'lefi oﬁt fge *risk preniui' portion of such costs, because
;n exact guantification of thisféé;orrreéhires kn6ﬁ1edgé of the
attitude of trader toward risk, which is beyond the scope of
this study. The net Vseasonal rise in prices (NORP) nmay,
therefore, overstate the profit margins earned Sy traders 1§ 7

this operation. While using the criterion stated in aeéuatidq

3.15, we must bear this factor in mind and look at the magnitude’

. of deviation of (NORP) from zero.

The third gquestion deals with the magnitude of risk in

_storage activity. Ome of the.commonly used estimates of risk is



~

;the standard deviatlon' of the 'varlahle"under stu',’wm

rCoefflczent of Variatiom (CV) in lany vays is a still -better vay

of, expte551ng this para-etet as 1t q{ves a nn1t free neasure of )

the spread of data around its mean. This peasure lay not. be an

accurate indicator of rlsk, but 1t 1s usually enployed because

L T
xt 15 an e3511y quantlflable measure. of ‘.a gualltatlve factpt

3f11ke rxsk.l‘- Since the phenomenon 'of"risk is dée to the

'

varx&b&lxty “im: ptices xn the**off-season}“¥vem“compute tﬁéﬁ”“

o e g e e e e T

vcoeff1c1ent of var1at10n .ih off-season prices. Formally we

v

i

| calculate:x

# n:B _ 2 n=8 - i+

I (Pt-P) : I Pr - - : "f’

. t=1 -t=1 o

CY = o o - (3.23)

_ I i - ;
» ,

where Pt =. nonthly~ vholesale price of a %

"copzodity im any market in the off-season month (t);

t=Augost to April for wheat and grae, ‘and Pehruazy to

October for rice;

‘18 See Seo and ixnger [82, pp- 22—25]-

y — N

e e / LA S et b - g



k.

off-seasonal periodé

ez
b 4

P = Mean of Pt'comlodity ig;jthflarketwfor*the SR |

- CV = Coefficient of variation in Pte

Eguation 3.23 is'comfputed for each yéaf’Separately'fér‘the'

Period 1955<56 to  1978-79 for all uarkets 'andv camwod1t1es.7

. 1arkets are then coapared andAcontnasted vtth %ﬁe another.;~ .L*T”j

The fourth gnest1on is hou the ElSk factor has behaved over‘

tine. Slnce,~ the risk largln‘ls usually added to the costs of

comnstant, a. declipe in its lagnitﬁdé would indicate a decrease . ...

- in marketing costs and an improvement in the perfornance of a

market. In the case of markets under study, there are several

. reasohs for the rxsk factor to decline. Froa Chapter 11, we knou

“that /;hese markets sade a start under a‘nev*sécio-econonic

L

setting in Pakistan. Most of the traders entering into trade did

not have backgrounds Hell suited to understanding the

-

intricac1e5'of the intetregxonal and 1intertemporal nature of

atbxtrage. Honever, ovet time they would learn and respond more .

accntatelx to;iarions changes in market forces. This in turn

vould affect changes im prices in the off-season, as traders

understand stock positions inm vafious markets better than

before. As a result, it is expectéd that over a c

off-season price fluctuations would decrease over tinse.
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‘Secondly, as shown in Chapter i1, facilitiesrlikeestotege,

transportation and cowmunications have increased signiﬁiéantly

in., the iiast 35 years. lbsenée of these facilities creates

- : ) . 4
‘barriers to the smooth allocation of supplies both over time and

space, which could result in 'abnormal' fluctuations in prices.

Increased availability of such facilities, other 'things being

equal, results in reducing extreme price fluctuatlons. One may,

hOvever,~argue that- factefsrsueh—asfthe—war with- Indxa —in —196°

and 1971 and the rapld increase in productlon of wheat and rice

in the late s1xt1es could have dlstupted exxstxng marketlng

Fa;;l;;;gs 44:esn1t1nq41n4qreater4f1ncLnaL1onsslnsnrlceslslnsonnsssss

view, if markets were functioning eff1c1ent1y,"these' factors

should not have created a permanent shift in the rate of price

fluctuations. It may also be p01nted out that relatively smaller

prlce.fluctuatlons nay not necessarlly be due to a higher degree,

of iatertenpotal market 1ntegrat10m. They wmay -be due to an

: incﬁease in collusive behaviour of traders. This argument,

thongh theoretlcally plausable, does not concern ns, as there
exists no evidence that collusive hehaviour indeed ;ncg eased
over té:é:

To see time trend in the risk factor, ve therefore Eegress

CY on time for each market and for each commodity. The best fit

is giveh.hy:

CVi = a ¢+ bT + cT2 + ei A (3.24)

where
as defined in (3.23

o
i 1. aee 22
time in‘zears i.e. 1, 2, eos 22

Wonn

1
T




and for the risk factor to decrease over tlle b02CT<0 nust hold.,

Bvalpating the Performance of leferent LeveLs of narket;ng

Tbe pature of dlfferences betueen prices at various levels
of aarket1ng in any reglon is apother 1mportant indicator of the

perfornance of a narket, In a perfectly 1ntegrated marketlng;

,systeu,;prlces at any two levels dlffer only by a m1n1mum amountf;W7w:m

of handling costs plus a "normal' rate of retutn to the traders”“”'M“'

1nvolved.17

Re will calculate such -differences betveen the average

monthly retail and wholesale ?rices. Estimates of handling costs
vere also obtained. An,attenpt'then is made to derive estimates
of the ‘net rate‘gf return® which all traders (from wholesalers

ve earned on average in various years. Sore

to retaile

estimat are also made of the rates of return earned by village

traders who buy frox farmers and sell in city markets.1®

Ideally one should check price differences at each staqe'of
‘the wmovement of a connodity.1Unfortﬁnate1y; no infof;ation ise
available on tﬁé exact nuaber of times a commodity chaﬁges
hands. The sdle'end purchase priées at every stage ef nafketing
are almost impossible to get as in lanj cases trqders- do jﬂot
keep proper accounts of thexr transactlons, ‘and in other cases

- ——— N ——— — - ——

17 the ters "normal® rate of return as used in textbooks

9 , ! Aves ,
from alternative opportunities in riskless undertakings. See,

18 See Chaptet II for details of the larketlng channels of farm
commodities in Pak1stan.



they are reluctant to release‘shch_inforlation, to "outsiders®.

Government agencies whick collect price déta thns»depend»on two

sonrcésf marketing &gents (arhatzas),anﬁAfetaiiets. Information

L~
keep their

those stages of "marketing ‘for‘which'infornation on prices is

‘on theit prices is opem to all as it is in their ovn interest to

customers informed. Conseqnenily, ve are confined to

available. The estimation method used here is as follovs:

4

-GN = (397-ﬂué)‘" ,,,w»,ﬁ,J,ff,,l,fﬁ'
i'g;g';’(¢g”;‘5¢;“ Ty o  (3.26)
ﬁs = GM - (HC + Bj ‘ " {3.27)
7,;Rﬁ_jif(EﬁJ4QLEP§ (3;28)
and qnl;(uﬂn)/fnp)' {3-29)

uhe;éﬂcu =

-

RP =
WP =

BAM =

HC =
E =

BRG

RR =

t:

NM =

Gross margin;

Avérage monthkly Retail price;

Average monthly ﬁhélgsale_?ride:

‘Net accourting margin;

Net pargin;

Transportation and handling costs;

"Normal profit";
Rate of gross margin;
Rate of net accounting nardin:

time in years = 1,2 ... 22.

To see 1f marketing at the retail level vas" perfectly

integrated

with the wholesale level, one

would like to test the

hypothesis that E(N¥)=0 to test the long-rum behaviour of market

rargins. One of the basic problems in testing this hypothesis,
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houever, is the deflnltlon of 'nornal proflt' We may say that

it 1is the average rate of return which a trader expects to earn

from riskleSs'altexnatives.i’ But usually it is ﬂot‘possib1e to
: flnd out a ttader's expectatlons. ’T; avoid this ptoblel, rue'
1present only 'gross amargins‘ and-sﬁne estinates‘of Jhahdling’
charges'. The differggce between the two dététminés the ‘'net
. ;ccounting margin® . (NAH) “earned be iqy t;pdér. Hagﬁitndes'of
;hoSefnargins,aIlbw usté»detgri§ne;'afgieastfqualiﬁaiivély;hthe.‘,,-_
IévéiﬁafkﬁérfdtiéhéeAbf hatket§: "7 - : B | )

Sl&llarly, a conparlson of our estlnates of market margirs

mvith those obtalned by some _of the eanller,studles,lq dnnp fnr -

the putpose of coaparat1ve ana1y51s. -

=

Secondly we observe thg timew'trend of both the net and
'g;OSS’margins.rIf these’mafgins {in percep{age term) decline
over time, then, other thkings being egumal, market performance

- has improved as it implies that the cost per unit of marketing a -

”pfcdﬁéfw’ﬁéé”déEféégéﬁ- Cn the other hand if one obseérves these
rates to be increasing, then, ‘it ulll*slgnlfy "deterioration in

market performance.20 - , Vi

L T

——’———’———*‘4458641f0t/‘thrs“ﬂEfIﬂItIUH‘Uf‘HUTial rate of returmn [82Z, PE- o
21-221.
20 A similar viewv is expressed by Warrack [10 3].
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Marketing Marqgins Barned by village Traders in Pakistan

|

~

"ihiS'”qmount. ‘For this purpose,ye;neédﬂto;conpa

_prices in Pakistan.

our calculations of marketing margins above are based on

wholesale price 'data from primary markets but not from village

markets. The traders who earnlsuch‘margins are those who move

the' produce from a ccmmission égenf's shop~to4the‘consumet. The

¥

‘market margins earned by village traders are noﬁké;ncludéd in

village market with  those in" a primary yholesale market.

‘However, no systepatic data are‘available for village market

>f prices in a

dost of the earlier attempts;to deal with the subject dé
not give'any clear picturé of‘the lmarket margins 'foc village
traders;21- §ccording to these studies, they are as hiéh as bO%
in the caSe'of graz, but only 10% or less in the case of ;heat

and rice. [75, 84] Some studies have comncluded that village

"traders should be elizinated as they earn "abﬁornal proflts"'and

provide _practically no service [82] Bo K such conclusion,

hovever, eemerges froz other studies [35, 75}

®e think that part of the confusion on this issue is due to

the lack of exact-figures about prices paid and  received by

village traders all the studies Have‘used indirect methods to

estimate such prices. To overcose this probler, we have taken

steps to obtain information about the trading activities of,a 

- - ] :
cross-section of village -traders in the districts -of Faisalabad

#

o

21 See [35, 74, 81 and 84].
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and Sialkot.22 Purchase and sale price and net ma /fglnseatne&bylf
30 tradezs,uereucollecxed4£r017thefxecaxdsﬁoif , i

#e will present the estimates of both gross and net margins

" calculated on the basis of this information and cdmpare then
s . , T

&

with earlier findings.
In Chapter IV, we present our statistical results and their

analysis.

22 ye used our personal contacts with some of the copmission
agents 1n these two markets to persuade 15 village traders in
their areas to let us see their account books for 1980.
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- " CHAPTER IV
Performance of Markets: Results and Interpretation

»

¥e now turn to empirical findings and analyse their main

implications.

for different pairs of markets are summarized in Tables 4.1 and

4.2,

Market Integration

The results of our estimates of equations (3.14) to (3.16)

vhereas details of these estimates are presented in Tables

B.1 to B.33. From these tables we <can make the following

Y
observations about the nature of 1integration between the

selected markets. A discussion of some of the factors explaining

these results follows.. - U S

1.

The hypothesis thatxaz1 can be accepted in a large number'of
cases: 74.24% and 58.97% respectively for prices of vwheat
and gram when the relationships are estimated on the basis
of absoiute price levels. In ; few cases, aﬁout 25% for
wvheat, this hypothesis 1is rejected, indicating that even
though the intermarket intergration is significant in the

sense of Egquations 3.9 and 3.10, its degree is not perfect

for all cases.

The'valaégﬁéfrihgxg'coefficient are significantly different

fros one in most of the cases, when estimated by using other
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variable, e.g. changes in prices or rate R

foras of the price

of change in prices for both of these coamodities.

3. In the case of rice, the values of J1 are less than those for

2

vheat and gram everywhere, and much differeni franrggg, even 
vhen thg estimates are based on absolute price levéls-A ’
4. The degreg£ of iarket integration, though notiéerfecé=for
every case; is relatively higher bétueen primary markets
, z than between primary and terminal markets. . i
N 5. Integration is. greater among markets in the Punjab than
between markets in the Punjab and other provinces.

6. Xarachi as a terminal market has a higher degige of nmarket

integration than Rawalpindi with the markets in the Punjab;'ﬂ
particularly in wheat. |

7. The Peshawar zarket is very weakly related with most of the
,others' rarkets, whereas Faisalabad, Labore, Huitan and

-Sahiwal are the best integrated markets .@othv vith one

;

another and vith the rest of the markets.

8; Among th; markets of the Punjab, Sailkot and Sargodha are
relaéively veakly integrated with otherinafkqu.r‘ o

9. 1In Sind, the Hyderabad market is relaiively loré strongly

integrated wvith Xarachi and vith the markets of the Punjab.

This is not the case for the Sukkur market.

10. The intercept teras (xp) based on absolutp price levels for

vheat and gram are generally less than the transportétion

costs presented in Tables B.37 and B.38.’Ihis, however, is
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not true for rice prices.!?

11 The estlnates of'%obased on 'flrst dlfferences' and tates of

change in prices are statistically 1ns191n1facant for wheat
~and gram indicating no differences between 'changes' and

'rates of change' in pricesf of these two commodities in

different markets. For rice prices, however, intercepts are

significantlyk di fferent from zero indicating relatively

lover degree of integration between markets for rice. .

poe L

' Oﬁé'df’tHé"EOSf“iipdfﬁanf"aspééts of these estimates is

that they all show a highly sighifiéant relationship between

prices in various markets, supporting our hypothesis that these

sarkets are “integrated". The degree of market integration is,
however, obviously not perfect. But it is not reasonable to
conclude from these results that lack of perfect narket

integration, as indicated by the value ofrxl,' is caused by a

single factor 1like manipulation of prices by traders. In fact,

~—--———1f ye-look—at the sti'ﬁctﬂremfffﬁ&utﬁans%fﬁﬁﬁfnf'ﬁﬁrﬂﬂ?*"i%

find that the value orf ¥i depends on the relative magnitudes of

al, b1, a2, and b2, which in turn depend on a number of factors.

2 Soze of these factors are:3 ' ' .
1. transportation &osts;

2, 'differences in the guality of a product; o

- ——— y —— — —— —— —— - -

1 For more on Comparison of intermarket price differences with
transportation costs see a section below on Root Hean Square

S X T PRV S T

Errﬁr—fi&SEy—vetSﬂs—ttansportattongcosts

See Chapter III egquations (3.5) and 3. 6) for deflnltlons of
aJv—a;,L,—bl—a..ﬂ b2.

See U.J. Lele [48], H.B. Hays [27] and M.O. Parruk [21j for
soze of these factors.

“oh



3. product mobility;

4. nature bfrproduction in différent regions; and

‘5. -differences 1in

" relevance of these factors to our empirical findings above.

various markets.
All of these factors influence the nature of arbitrage between

markéts in such a =manner that contrary to conditions (3.11) and

(3.12), a1 and a2 are likely to differ from b1 and bZ;XI will =

he =monopoly povwer enjoyed by traders in

not be egual to one under these circuastances.. We discuss the =

.

Transportation cost ~

—_— . oy

Transportation Costs are a function of factors such as

ghysical' distance, qudfziy’ of rail and rtroads, frequency of

service, and so\on.»Thé magnitude of such costs between any two

parkets usually sets the range within which prices may change

vithout causing any movement of commodities from one market to ]

the other. The higher the absolute transébrt costs the smaller-

is intermarket arbitrage. As a resdlt,Xi will be less than one.
In our vieu,'transpdrtation costs. is one of the most important
factors influencing the degree of integration between markets in

Pakistan. A reason why°aatkets in the Punjab, for example, have

~a higher degree of integration vith one another compared to .-

sarkets like Hyderabad is their closemess in distance.

The same factor should also explain a high degree of narket’

integraiion between the markets of Sialkot and Gujranmnvala which




3

arevouly 30 niles apart. Howéiét; as the sialkot larket is

, located on a relatlvely'less convenlent transportat;on route, it

has a much lower degree of 1qtegrat10n v1th other markets, even

in the Punjab.

‘The perfect degree of parket integration between the
Sahiwal and Okara. markets that we therved-for'uheat'and'gram is

another example of the significant inflbence of transportatlon

costs and distance on 1ntermarket prlce relat10nsh1p.j ‘Since

“'both - of‘these ‘markets are 1ocated on the samé pational’ hlghuay,”

and ~on1y 20 mlles apart we observe almost no difference in
3 .

their price movements.

Differences in Quality of Produce

This is another sajor reason which may result in a 1low

degree of integration betveen nmarkets. Since no scientific

grading system exists in the selected markets, the quality of a.

~fMﬁ~efepvr—is~—de%efaine&—ﬁby~—its—feﬂle&f7——pefcentage——af——foreign—*————*g

elements, degree of brokenness (as in rice), or according to its

place of its origin. For wheat and gras, the seeds are usually

categorised as 'superior', ‘average' or 'ihferior"quality. The
price data used im this stndyrrefer only to average quality
produce, e.g. dara vheat.

However, the main problem is that so-called ‘'average

quality' differs from region to region. Wheat grown on soft

non-rice growving lands is likely to be of diffétent quality than

[EVSNS R




vhat is grown in-rice—gr&iing fields. Gram froa . Sargodha and =

Hianwvali are considerd to  hbe of better guality compared to

Sialkot or Gujtqnwala; Such qualitative differences becone
furthér complicated in the case of rice (Basnati)._niée sonetiné
differs in its guality franfarn‘to»farn because of the amount
of wétet, rainfall, fertilizer and dthgr inputs. During the
husking process, its guality can change accordingf;g§thé we£hess_
‘of paddy, and the kind of machine used in ‘husking. Some ,,hus,kingk,;,,, o
- rachines break more than éfhér’é’, '6’tli:rs'c1eain‘ and shine better.
Similarly, rice (Bassati) can differ in its taste ﬁecause of

differences in aging. If stored properly, one to two-year old

rice usually tastes better than freshly husked. These are just‘a
fev of the numerous factors which determine the guality gnd
price of rice in eachrtegion. The érices used in our study refet
to -(Basmati) rice but this ray have different ipplications for

3

prices in each region duef to qualitative differences:

Consequently, ve observe an evidently 1low , market integration

vhen prices of (Basmati) rice are used.S "

Restrictions on Product Bobility
Varietal differences alone canmnot explain fhelvety low

degree of integration observed in the case of (Basmati) rice

prices. 'Why should rice prices barticularly- exhibit such a

markedly different battern? This cin be explained\XnOte by the

- s Other main varieties of rice grovn in Pakistan are Kanpgni,
Sugdasi and Irri-Pak [ 63, 65]. ~
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&

fﬁmﬁ;ﬁf47mWexisteaceﬁnfﬁcontrol_h}u901étnnentfongtheminte;districtgaha;e#en;;;;;;

intradistrict movement of rice. [70])

Rice has been a major source of foreign ex{éahge earnings
from Niddle Eastern and Eastern European countries. [62] To
increase exports the government buys its desired stocks from the

’tice—producing areas first, before allowing any movement to

3

otker markets. The Government also intervenes with respect to

vbeat, but not to that extent as it does in the case of rice.

Rice is transacted both in the processed and unprocessed (paddy)

<

formss. Therefore it takes more time before the surplus stocks of

rice with farmers and village traders are exhausted. Govermment .,

therefore, imposes restrictions om rice movement for a longer

period tQJZbe able t& buy its desired quantities. Restrictions
usually remain in effect throughout the year for rice, vwhereas
for wheat this happens only occasionally during the harvesting

months. [ 70}

The result of logility restrictions obviously is that the
arbitragé among markets is reétticted; Prices in,#o-eugreas,mmaxﬂ
continue to rise without causing any movement of goods frca
other markets. As a result, prices in different markets nmay
become completely . ﬁnrélated. This is vhat has happened to the
marketing of rice. Although the government has been allowing

private traders to buy and sell whatever stocks they might have




The Rature of Productiop in Different Regions

: ‘Due to differences in the gquality of 1land, cropping
pattetgs and weather conditions, crops are neither sown notf
hatvestéd at the sane'tile in every region. A 3 a resulf, the
flow of ‘marketable surplus to markets differs from region to
region. Wheat and gram, for exasple, -sﬁatt arriving 1in the

~parkets of~non‘ricerqxbwiag—ateasreazlier than-in--the aarket$~of~
rice-growing areas.® Similarly, the rice crop is usually ready
earlier im those regions where it:igation\\gﬁcilities are

- 5!’ I;il,l!ls — &M’ 3 e ————

markets is, therefore, quite unpredictable. This may affect the

de%ife of integtétion between markets.

Differences in Monopoly Power of Traders in

Different Markets

This is onother isportant reason why responsiveness of

prices may differ betveen iny tvo markets. Factors associated
with nop-ptice conpetitibn make traders and farmers Préfer one
nafket over the other, even though ptice'changes) are the sanme
everyvhere. Traders in some markets may therefore enjoy a degree
of monopoly power not available to traders 1in other parkets.

Bowvever, it 1is important to find out wvhether such a honopoly

pover is due to manipulation of larfgﬁfforces by a few traders

¢ #Wheat bharvesting is usuvally late in the rice-groving area as
the fields in which rice is grown take some time before they are
ready for recultivation. -
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or due to imperfections caused by some of the factors mentioned

earlier. A <closer 1look at differences in the \degree of

intégration of different markets will alloyw us to identify the

aain factors.

in the degree of integration among markets can be explained as

Factors explaipning comparative differences-in the‘gegree of

market integration of g;ggefent markets

In the light of the foregoing considerations, differences

fﬁllows.

5

;\f—J 2

. a radius of 300 niles, whereas their average distances from

the Karachi terminal market is more than 1000 miles in some
cases (see Tapble 1.2). Since transport costs usually

increase with distance, ‘the degree of integration betveen

the primary markets of the Punjab vould likely be more -than

" that betveen the primary nmarkets of the Punjab and the

Karachi market. -
However the relationship of the Punjab =markets is

telatively stronger with Karachi than with the Ravalpindi
market which is closer. This can be explained by the
following factors. Pirst, to most of the 'tréders in the

Punjab, Rawvalpindi is not as wvell-established a terminal

market as Karachi. Being relatively smaller in population,
: Y

it absorbs only a small share of the totai surplus available

for terminal markets. Also, Rawalpindi does not offer in
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exchange any significant ccamodities to other places in the

Véouriry. on the other hand Karachi offers in exchange most

of the imported and locally produced industrial goods to the
country.? Duoe to this pattern of exchange of goods,
transporters and traders have developed a preferénce for

trips to Karachi rather thaﬁ’%to‘places like Rawalpindi.

Transporters usually expect to get attractive shipment -

contracts ~on their return trips £from Karachi but; not

necessarily~frot”Bavalpindi;'Ihey are,  therefore, uilling to- -

charge 1less per eile for a trip to Karachi from the Pnnjab

markets compared to what tbey would ask for a similar trip

- the data on

¥ 4

to Ravalpindi.

Government restrictions may have been responsible for a

lowver degree of market integration between Peshawar and the

other rarkets. -Because Peshavar is lccated near the border
of Afghanistan, strict checking is done of vehicles carrying

--goods- -to -and -from this city. This discourages traders from . §

goving godds to the Peshawvar market. Differences in
languages’ may also be a barrier to smooth trading contacts

bet ween markets of the two regions.®

Another intérestinq aspect of our results is the case of the

Sialkot and Sargodha markets. Compared to markets like

———— —————— —— ———

Although no data are available aLout the actual flow of

manufactured goods frozx Karachi vis-a-vis Rawalpindi to other

parts of the conntrj, one can easily get some 1dea by looking at *
nt cities =}

given in [62}. Karachi's share in total industrial production of
Pakistan is eany tises more than any other city.

& In Peshavar markets the traders ususally speak Pushto, whereas
the language spoken by traders in Punjab is Punjabi.
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Lahore, Paisalabad, Sahiwal, and Multan, these tuo markets

have shown wveaker integration with other markets. [See Table

4.3]. Relatifely poor transport facilities appear to be ”the -
main factor respéisible- Both Sialkdt’ énd Sargodha are

. located dn 'bfanch lings“ of thé railways and are also awvay
from the Grand Trunk Road (the national highvaj linking
vafious cities ip Pakistan). Railvay service to these cities
is less freguent atd slow. Poor”ttanSpdttéiippfﬁépﬁg;tp;;;ﬁ""

increase costs. Truck companies charged a higher rate if

they had to pass througbh a low guality or branch road. -
**L'”*#;W”?hezfﬁaiﬁfo%&saE::vﬁfjtke:5ﬁtkvf%ﬁfrkét:ﬁﬁg:réiﬁfivéfy—pbur/—————f

}pteg:a?ion vith Pénjab markets is ‘thé diffe;ence Ain' thg
/timing of arrival of marketable surplus in the markets in
two regioﬁs. in BmOost areas of Sind, wheat arrivg%% iate
cozpared to the rarkets in the Punjab!’The Hyderabad market

(Yblch ‘is also in° the and) has bettet transportatlon and

communlcatlon llnks wlth other cities, and 1is more closely

related with other markets.

Comnpdarison with esti#eates for other countries

—-——

Table 8.4 summarizes estirates of the «CorreLAtion">
Coefficient (r) obtained by Parruk [21],vuays [27], Jones [QOJ,_'

lele [48], Southworth [92] and TLaker [ 94 ] respectively for East

112 e S I
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estimates of 'rt'.®

As we. can see from Table 4.4, none of the correlations is

above O.éb;gnijZﬁwméte than 50% of the cases it is 1less than

0.50 for 'Higerian Markets studied by Hays. Jones's estimates.

based on prices of several commodities present more or less a
similaf picture of the Nigerian wmarkets. Values of *r' for
rarkets in one district of Ghana are slightly higher than those
for Nigerian markets but still mostly in the range of .5 to .80.
In the case of the Gujrat markets of India, more than 50% of the

. values of 'r* are less than 0.50 denoting poor market

integration. In the case of Farruk's study of East Pakistan,

(novw Bangladesh), more than 40% of the values are below 0.90. In
the case of Lele's study of Ipdian markets, the value of 'r' is
less than 0.90 for 43% of the cases. However, her values for the
qunjab markets in India wefe generally close to 0.90. 1In our

rarkets, tftore tham 90% of the valuaes based oh "absolute prices"

are ‘above 0.90 and rnome are 0.B0 OF 185&. Even when the rate of~

change in price is used to estimate this coefficient, our values
generally remained above 0.80 and §n1y in 25% of the cases wvent
below 0.80. (Not shown in Table 4.4).

| One of the main reasons for higher 'r' values in our study
cozpared to others is the kind of ' data base used. We used
monthly average prices, which tends to nake‘pfices in different

markets relatively closer to one another compared to veekly

prices used by Farruk, Lele and Thakur. Secondly, our sample

ES

? ¥e did this by taking the square root of the values of 'R2!
presented in Appendix B, Tables B1-B27. )
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size (=264) wvas larger than Fattuk's (=52), Hays' (=96), Jones'

(=148), and Southworth®s (=96), vhich by adding ‘more information

into our estimations resulted in high values of 'r® [47].
Nevertheless, our high estimates show that in relative
terns< Pakistan's =markets are more Strongly integrated with one
another than in other underdeveloped countries. This may be
attributed partly to the 1lack of any traditional trading
comnmunity (compared to places like Gujrat in India)’ and ﬁartly,
to relatively better transportatio; %aciiitie; (cohpéfedrtoﬂihe
rarkets studied by Hayé'and Jones in Nigeria). Hays included

postly rural @=arkets which did not have good transportation -

links with major cities. The system of regulated markets which
exists 1in Pakistan and not in Nigeria, and which allows guicker
and better dissemination of dnformation as the w@markets .are

located 1in specially marked rremises, may also be responsible

for a relatively higher degree of narket integration aamong
P

ra

Pakistanl markets.

An interesting case is that of the Indian markets in Punjab
as compared to the markets iﬁ‘sone other péovinces of India.
Since that part of India exrerienced a higher rate of growth in
its agricultural productivity and yad'relatively better road and
railway facilities, the l;rkets were found to be more integrated

than 'in the rrovinces of Tazil Nadu and West Bengal [48, pp.

89-50]. The effect of increased agricultural product{}gty on the
T T ~F

performance of aqricnlturél markets, 1in f&gt, needs separate

treataent. We, therefore, study it for Pakistan in the next

Iieé



chapter.

~

/'Deco:gosing the Intermarket price Differecrtials into Neafi,

VYariance and Covariance Components

In Chapter III, we pointed out that'to explore the nature

of relationships betveen rarkets wve should also examine neans,

~standard deviations and correlaticn coefficients betveen prices
in these markets. We now presént the statisticél :ésults,
Tables 4.5 shows the frequency distribution of Root Mean

~

Squaré Error (RYSE), values based on absolute levels of prices

respectively of wheat, gram and rice im selected rarkets of
Pakistan. A detailed picture of these estinates is given in
Tables B37 to 339. The essence of RASE estimates is to find
absoldte differences between prices in different rarkets over a

giver period of time, which then can be compared with “per unit.

_transhipment costs over the same period, a distribution of which

is ygiven 1n Table 4.6.

rThe results ir Table 4.5 show that in the case of wheat
prices the RMSE is betweer 1.0 to 3.0 for most of the primary
zarkets of the Punjab. Por the markets of Hyderabad and Karachi,
which are asore thanm 500 miles away from the Punjab markets, the
_RASE value is betveen 3.0 to 5.0. Comparing these values with

transhipment costs, we find that except for the Peshawvar emarket

 the RNSE values are always less than the transhipmeant costs.

e pattern

. Tt

our regression estimates discussed in the preceding section.
; i i

-
-

-
no
-v.a
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TABLE 4.5

DISTRIBUTIGN BF ROOT MEAN SQUARE ERROR (RMSE) IN AVERAGE WHOLESALE PRICES
OF SELECTED AGRICULTURAL COMMODITLES 1N AGRICULTURAL MARKETSGF PAKISTAN
ROM JANUARY 1955 70 JUNE 1979

RANGE OF RHSE VALUES _. WHEAT S . .GRAIN . . I

“RILE

FREQUENCY  PERCENTAGE  FREQUENCY PERCINTAGE = FREQUENCY  PERCENTAC

1.00 / 2.00 - 12 18.18 9 11.5h 0 0
2.00 / 3.00 26 39.39 14 17.55 0 0
T Boskee 2 nm 2 %2 o ‘0
4.00 / 5.00 3 §.55 17 21.79 0 -0
5.00 / 6.00 3 .55 16 .51 1 C1.82
6.00 / 7.00 0 0 0 .0 | 0 0
7.00 / 8.00 0 "o 1 1.28 1 1.82
: 8.00 / 9.90 ¢ 0 o 0 3 5.45
; 9-00 / 10.00 0 o 0 9 3 5.45 :
o 10.00 + [ - B Y  E 0 L7 85.45 -
TOTAL 66 100 78 100 55 100

SOURCE: TABLES B.3h to B.36




SN

Table 4.6

N .

Distribution of Minimum Avetage_ftanspor; and Randling Costs
on Transfer of one Maund (B2 lbs) of Different Commodities
from One Agriculrural Market to Another 1955-56 teo 1978-79,

Costs in WEEAT RICE
Rupees
. (Maund) Frequency | Percentage | Frequency | Percentage
1.00 / 2.00 1 1.28 0
- 2.00 / 3.00 5 .41 I R S U0 S B B _
B ) 3.00/ 4.00" 35 44 .87 g - 5.13 o
4.00 / 5.00 24 30.77 17 21.79
5.00 / 6.00 12 15.38 33 42.31 -
- 6.00 / 7.00 1 1.28 17 21.79
R 7.00 / 8,00 4] o 6 7.69
Total 78 100 78 100 »
Source: Tables B.37 and B,38
k]




- ' ~ Once again the markets of Lahore, Faisalabad, Multan, Sahiwval,"

and Gujranwala shoved relatively better integration im their

prices than the wmarkets of S;alkot, Sargodha, Sukkar, 7§nd
Ravalpindi. It is also interesting to note that the RMSE values
.-seen nét to depend only on one partlcular factor. They have
generally increased with the distance between markets, but fheré

are several cases vwhere some other factors ‘appear to have

- -

exercised greater* influence. Karacht, for example, is further’f*” -

fron u3ranwala conpared to Gkara, ‘but stxll the RMSE for

Gujranvala-Karachi iS*’sEEEI;}, {(in the case of wvheat prices)

far awvay from Punjab markets as Karachi,\the‘RHSE values for

Peshavar versus the Punjab parkéts are higher than for the
Karachi versus Punjab markets. On the other hamd, in the case of
‘gram prices, the RMSE values are generally bhigher than those

* Qbsenved for wheat prices, although still not more than the

transhipment costs. The values of RMSE for rice Erices are stlll,

bhigher than those for wvheat and granm. Ihey are also higher than

. \“ + 3
the relevant transhipment costs by a significant proportion.

Rty A b o

These are just a few examples which support our hypothesis
in the above section, that differemces in price relationships
among markets have been influenced by more than one factor.

¥hereas the effect of transportation costs, or distance, is more

___ obvi L4ﬂS4%1n44Lkg4QiSﬁ4Qf4all4pIlCﬁS4StndLed4heIBfgthegeffectS—Oﬁ———————




othet factots is hovever less clear.10 Ihe exception, "however,.

is rice ptlces in which case the governsent restrictions oa

mobility appear to be a major factor influencing price trends.

This is the oniy factor which can explain very high valees of
RASE for rice observed here. oiﬁerwise it seems! highly
improbable that other factors which vere aore or less egually
operatiie for all commodities could result in huge intermarket
differences in rice alonme. L S

Bias, Variance and Covariance Componentsi!

The values of Bias, Variance and Covariance components, in

proportion form, for wheat, grar and rice are sumparised in

Table 4.7.

Our hypothesis that the Bias comfponent is close to zero in

the case of primary markets is trve for vheat and gram prices as

v

p
its values are less than 5% of RMSE im 71.21% and 79.49% cases

~ . €
for the two products respectively.- The same is ¥rue of the .

Variance Component for these markets: in 86.36% of the cases, it

isr less than 5% of the RASE estinates for uheat; Lsra resuif.
the éovariance Components are around 90% of the BRMNSE fi
all of these cases, uﬁich suprorts our earlier hypothes s that
the intermarket  price differences 'have been mainly due to

less-than~-perfect covariance in prices for our markets.

. . —— o . ———— ——y =

19 Otker factors which we have discussed above are differences
in the cropping pattern, guality of product, prodnct sobility,

b=
11 Por definitions of Bias, Variance and COvarlance Components
see Chapter II1, equation 3.18. -
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- ;githe;ggsghpgﬁquachifgggwﬂydérahad markets, howvever, the

‘Bias Compoment is gemerally more than 10% of BMSE, when their

uheﬁt anﬂ,grai prices are compared with other markets.  But onée‘
agai@i it »is consistent with our hypotheses stated in Chapter
ITI. éince Karachiiﬁs one of the maiﬁ terminal markets, located
far from major producing areas, iﬁs prices may alua!s remain
ﬁigher relatiie to other harkets due to transportation costs and
the one—ﬂay' flow of ~aiﬁ1cultural goods to thlS market. Ther::
lByderabad market, bglng the closest to Karachi, appears to ~have

followed it <closely 1im its pricing behaviour, and hence the

[

prizary markets.
Somevhat unique is the case of the Peshavar =market. Its
Bias Component figures for wheat do not show any consistent

pattern. It some cases, they'areh far 1less than 5%, but for

others they are clqse-'to 10%. Looking at gram prices, the

réiéggfe prléing tehaviour of this market becomes further
coeplicated. 1Im w®most cases, the Bias Component is very small,
but the variance compoment is scmetimes as high as 40.70% (e.qg-

the Peshavar-Sialkot case). Whatever may be the reason for this

phenozenon, one thing seeas clear: the risk df‘dealing with this
market due. to  the - greater variability in its prices has been

larger tham in other markets. Thus it is not surprising that we

market compared to transhipment costs, indicating a possibility

.. - of higher risk premiua applied by traders.
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_Not so surprising, however, are ‘the results for rice -

t

i

i
g
|
_;
;

- 7
e

among other narkets, 1nd1cat1ng a relatlvely slouer response of

,snpply"and denand in other regions to changes in Peshawar

prices. - For almost- all markets, the Bias Component is very

large, implying that the rice prices in various -markets. .have.

[FNEPRENITERTI PN

stayed systematically different from one another.

Bt et

The above .results have izportant implications for our
analysis. For most markets, smaller values of the Bias and ‘
Variance Components in the case of wheat and gram indicate that

traders vere "not able “to keep prices of these commodifies

conSLStently dlfferent in one aarket from another. Whatever

intermarket price differences we have observed were because of

-

SR _

7 ‘ ;
. .
J Aiepd By pr s thrl b e k) e

factors 1like . transportation costs and cropping pattermns. These
results also explain why, for example, Peshawar mparkets showed
relatively lover values of ¥1 in the case of wheat and gram

prices. It 1is because the correlation cceificients between

g bl

Peshavar and other market prlces were generally lover than those'

—_ ————— e =

PR

: : /
prices. This neans, in light of our Equation (3.11) and (3.12),

R R v

low values of 31. From these resnlts; we also learn that even
though movements in prices between Sukkur and other-markets have
not beer very close, because we obtained relatively smaller

valoes of §1 for this sarket, the average trend in 1ts prices was

close tof4Lhegothezfp;;aa;ygnazke%sf—seth/the—B1as—aad/¥af1aﬂcmr———~———

Components are less than 5% of the BRNSE values for Sukker

S . -
.

market.
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Similarly, the structure of rice prices becoses ‘cleaxer

after we deconpose price differences into various components.

WLarge ;;1qes of the Biés Component indicate. that »the relative

degree vof> mdrket integration betueén ficerpricés is much lower

than signified by the redression esfimates shown in Table 4.20.

There the ¥1 values for rice prices vwere only marginally

different from those obtained for wheat and gram. Howvever, the

~estimates of RMSE and the Bias and 1ariance'Conponents,show that -
ricé éticesrin'varidué'markgts vere significantly different from
\Lne another.12 |

Intertemporal Performance of Markets: Empirical Findings

off-season Rise ip Prices Versus Storage Costs

In Chapter III, we pointed out that there were four major

_questions about the interterporal aspect of market performsance:

1. >whéther prices in the "harvest season were significantly
lowver tham the off-season prices?:.

2. ifvryes, then uhat>was the nature of'“prdfit margins”" earned
by tréders vho bought at harvest and soid in the off-§ea50n?

3. what vas fhe nature of risk associated with iheA 5tofage
operatibn 'as measured by the coefficient of variatiom (CV)

in prices of off-season periods?;

8. how did risk in storage activity behave over time 1in

. ——— ———————— —— ———— ————

I2 Comparison of RESE with the transhipment costs showed that.
RASE values for rice prices vere many tipes more than
transhipsent costs. ) o - |
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R,

In Table 4.8, we have summarized our results -of the

ré ression of avérage vholesale monthl prices of “thT ain
g v thly  pr }\ﬁé@

commodities on the time variable (T) ‘and a dummy variable (H),

Hhiéh is equal to ope for the harvesting months (May, -Juné and

~July for wheat and gram; Bcvember, December and January for
rice), and zero otherwise, in selected markets of Pakistan® for i

—_— C

~

the perioqwq§gg§qxd19554to.Junev]?79.rTgese«estihates show that

—

___ --there is some evidence of significamf Umderpricing in the case

of wheat. The coefficient b2 of variable ﬂwiéuéiéniiicant at the

5 level or less for acst of the cases and at 1% for Faisalabad,

okara, Sargodha and Sialkot. Por gram and rice prices, the

RN

evidence is %e;y weak. All values of the coefficient b2 are

insignificant at the conventional 1levels "of significance.

Vi . Lok s g

|
|
|
|
i
|
f

_Fowvever, the sign of these coefficients is negative, supporting

the hypothesis that prices do yo down éuring the harvest months
cogpared with the off-season. This was not unexpected as prices

in the off-season vould be somewhat higher than the harvest

0 s R el 16 10

prices due to storage costs. However it 1is wnot sufficient to
conclude that farmers are paid "unduly" lowv prices during the
harvest periods. To be able to drav some definite conclusions on

this aspect, ve compare the off-season vrise in prices with

The estimates of the rates of off-season rise in the

average wholesale monthly prices, computed according to the
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method already explained 1in Chapter III, are summarised in

Tables 4.9.

~5e§efa1 interesting features of the off-season price
variations can be observed frox these estimates. Pirst, the rate
of dff—season rise remained geneféily low: below 10% for about
50% of the cases and below 15% in about 65% of the cases for
vheat. Only 7.19% of the times were they above 30%. The nature
of off-season price.variations in the case of grap was similar
to wheat. However, in the case of rice prices there was either a
sharp decline or sharf increase in off-seasons, indicating a
relatively greater degree of randommess in off-seasop -behaviowr - — -
of its rice prices. Substantial government intervention in trade
may be responsible for this_béhaviour of rice prices. In its
atterpt to meét the demand of deficit regions, the govérnment
keeps changing its zoning and interdistrict restricticrs policy,
creating uncertalinty about the behaviour of pricesvin different
"m;rkéts. Private tradersrwhdwma; éiérémibzséiiiiiﬁfhéwaf:seagbﬂ
could face heavy losses or high rates of return if in the
=zeantime government changes the 1level of its supply to a
particular market. In fact, the creation of PASSCO rgcentl} may
have also led to a similar situation for other comaodities.1?
Since PASSCO 1is one of the biggest wgmarketing and storage
organisations in the country, it can change the nature of prices

oy sarket by its trading activities.

13 This opinion is based on the views expressed by several
traders. However, to reach a proper conclusion further research
is needed to study the effect of PASSCO on the stability of
prices in priasary markets. - .
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Table 4.9

Distribution of Gross and Net Off-Seaso'nal Rise in Prices of
Different Commodities in Pakistan. 1955-56 - 1978-79.

Pez%; of 7 Vheat Gram Rice (Basmati)
seasonal =
increase Gross Net Gross Net Gross Net
(2)
Below zero 10 131 6 110 10 106
percent L (3.79) (49.62) (2.09) { (38.46) (L.13) (43.80)
.0 - 5.00 15 53 40 57 13 36
(5.68) | (20.08) (13.96) | (19.94) (5.37) (14.88)
5.0 - 10.0 93 40 52 40 41 35
- ©V 3573 (15.15) (18.18) | (13.99) | (16.9%) (14.46)
10.0 -~ 15.0 49 22 44 10 18 19
(18.56) (8.33) | (15.38) (3.50) (7.43) (7.85)
15.0 - 20.0 35 7 41 12 42 12
(13.26) (2.65) (14.33) (4.20) | (17.38) (4.96)
20.0 - 25.0 ., 28 : 0 40 14 26 8
(10.51) (13.99) (4.90) | (10.72) (3.31)
25.0 ~ 30.0 15 2 32 25 41 s
(5.68) (0.76) (11.18) (8.74y | (16.94) (3.72)
30.0 - 35.0 7 0 8 5 35 12
(2.65) (2.79) (1.75) | (14.46) (4.95)
35.0 + 12 9 23 13 16 5
(4.54) (3.41} (8.04) (4.54) (6.61) (2.07)
Total ? of 264 264 286 286 242 242
Observations| (100) (1060) (100) (100) (100) (100)

a

Source: Tables B.44 to B.46 and B.48 to B.S50
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The second iaportant feature of our results is that they

indicate a great deal of fluctuation in off-season prices from.-

one peti;arto the other. A year of large off-seasom price rise
vas usually followved by two or three periods of very small rise.
This to some extent looks naturalvas;the "high®* naréin in any
one year wouldrrinduce more traders into the storage operation
and elisinate the premiur. However, compared to a few years in
the mid-fifties, the off-season rise wvas generally low betveen
1961-62 to 1970-71, with the exception of i966—67 ﬁﬂén ihe

off-season rise was phenomenal. In faét,v1966f67 was an abnormal

year in. the fQALkgijJﬁi, history of Pakistan. — There _uwas . .

exceptionally low production in that year and the year
preceeding it, because of the war with 1India and the drought
folloving it. This led to uncerfainty about supply conditions in

the country, creating a spectacular rise 1in prices in the

off-season as people were trying to hoard foodgraimns for fear of

shortages. Shortages created by crop damage due to a flood in
1973-74 also seenm to have been responsible for a high off-season
rise in 197#-75, vhen the effect of these shortages was felt in
the marketplace. The price rise in 1977?78 seems partly due to
the political crisis in the early months of 1977, culminating in
the .imposition of- Martial Law in July 1977. Once again, the
uncertainty created by a 'transitory' governzment in terms‘of its

attitude  toward = the private sector affected the swmooth

functioning of every econoric activity, including agricultural

sarketing, in the country.
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The net off-season rise in prices remained close to zero

for the three commodities, except for yearsrlike 1966-67. The

7 i}efééeiraiéggbfihet off-season rise in price, are close to zero
for ﬁheat. Bgf gram and rice, the rates are slightly higher tbén
those for wheat, 1indicating perhéés the 'riskier nature of
storage operation. Tiaders maust expect a higher risk premiuam to
be able to allocate their supplies to the off-season months.
¥hile calcuvlating the net off-season rise, we did not add the
risk premium and the return to traders' services. to storage

costs. Any positive value assigned to these factors would have

pade the average net off-season rise in price virtuvally zero.

Despite of the fact that we did not net out some components of
storage costs, the hypothesis that E(NORP) =0 can be accepted at
the 5% level of significance for a majority of the cases but at

the 1¥ level only for a few markets.

o I "z_ﬁsk ‘in Storage Activity

¥e now examine the pature of risk involved in storiug a
comaodity for off-season sales. ke have used the coefficient of
variation (CV) of average whbolesale monthly prices in off-season
months as a measure of this risk.!* In Tables 4.10 we present a
sumsary of the annual estimates of Fhe CV respectively for
vheat, gram and rice. A look at these estinapes reveals that,

except for a fev Yyears, the magnitude of the coefficient of

variation for all three commodities has been gquite 1lcw. This

14 See Chapter IIXI eguation 3.23 for the method wused to
calculate CV. - :
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Table 4.0

Frequency Distribution of Coe{ficient of Variation (CV) in Average
) Wholesale Prices of Selected Commodities in Off-Season Period
.® for Various Agricultural Markets in Pakistan. 1955-56 to 1978-79.

Estimate WHEAT (BASMATI) R1CE GRAM
of CV Freguency ;Percentage | Frequency | Percentage }‘requmcyl Perceatage
Below 0.05 | 68 25.76 | 104 42.97 22 ‘ 7.69 e
0.05 / 0.10 1s6 59.09 99 40.91 ‘180 : - 62.93
0.10 / 0.15 20 7.58 3 9.50 49 ‘ 17.13
0.15 / 0.20 9 3.41 13 5.37 29 ‘1 10.13 s
0.20 / 0.25 6 2.27 3 1.24 5 | 1.7
T Yo+ 1 s T 18 | o | o | 2z v o.ee | R
Total 264 100 242 100 286 100 3
: |
:
Source: Tables B.5]1 to B.53. i
3
4
=
2
S — i
F
i
:
4

»
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indicates that the overall amount of risk faced by any

stock-keeper wvwas not very high and as a result the cost imposed

by the risk factor on consumers wvas lov.

The second important feature of our estimates is that the !
coefficient of Vvariation shows fluétuations from one period>to
another. Such fluctuaticns could resulé in a higher deg:ee of
risk, as this Qould mean that a trader faced an unpredictahle
range of wvholesale prices in the off-season months. Although
true for all three commodities, gram prices in particular showed
large off-season fluctuations. Rice has the lowvest values of the

coefficient of variation, but the fluctuations are more severe

than‘sililar estivates for wheat and gram prices. Relatively
saaller off-season fluctuations for rice once again may be due
to a greater degree of goverament regulation of its trade,
vhereas the swvings 1in 1its prices are 1likely due to abrupt
changes in zoning by tke governlént.
"*”*'*"in”"inportant”*gvestivnwtO”bé‘exptéréﬂ“iS“tﬁE‘gatﬁrE”bf’thé”W’*”"”

trend and magnitude of swings from year to year in the
coefficients of wvariation of ,off'seasbn prices. For this
purpose, we have plotted 1inm estimates for selecied parkets.
Beg;ession estimates were obtained to observe the trend lines,

- whereas the graphic analysis vas used to see the négnitude of
svings in their values.

The ordinary least square estimates of quation 3.24 . 'qre

summarised in Table #.1%. Our hypothesis that the coefficients

of variation have not increased over time can be accepted in the

) . 133 7 . T
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gagermgfwfftgg}ﬁng;yiﬁugggre the £ values of 'b' are generally

negative and significant at 5% level. However, since the ‘¢!

 ______ _However, this trend is statistically insigpificant.

values are positive (though not large enough to make the trend
line positively sloped) the ove;all tinme trend ini the
coefficients of variation for all our markets is represented by
~a gradually deciiniﬁg cﬁrvature simila to Figure 4.37. Our
kypothesis, hovever, cannot be acceptéd in the case of gram and
Tice. Norsystenéiiq’trgp& could be observed in;phemrcvrrofmmrieer;

- IS

prices. The estimates of the coefficients 'b' and 'c' are such

" that they show a positive trend in the CY of gram prices.

A positive trend in off-season price fluctuations for gram
is not surprising if we look at the specific nature of this
cdmnoﬁity. Gram is one of the sﬁpplementary food items. It is a
good substitute not only for other lentils but " also for

vegetables and meat. Changes in supply and demand conditions for

“all of its shbsiifﬁtesigffedi its éﬁuilibrium pricezyghe humber'
of substitutes for vwvheat and rice are far mo;% limited.
Secondly, as most of the cropped area is devoted;t; crbpé like'
wheat and rice, gram is grown mostly on lands without access to
good irriéation facilities. This makes the output of gram more
volnerable to changes in weather and rainfall, and 'h@?ce thg

fluctua tions. *

The results related to rice prices'are consistent with our

earlier fiﬁdings. There is not much similarity in off-season

floctuations of its prices in various marke except for the
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absence of a systematic trend. For some markets, the sign of the

i

trend'coefficient is negative; it is positive for others. This

\J

could be either because of poor fit which the data on rice
prices have béen giving us so far or because of' the relatively
sttonger degree of control 6f thefgovefnment on its prices aé
discussed earlier. |

" FPigures 4.2 to 4.9 reveal that _there was not only a

downward trend in the values of the coefficient of wvariations

e extent can be taken to indicate a declime in the degree of

risk in storage activity  as smaller swings mean a relatively

or wheat baut also the svings became smaller over time. This to =

T T O

lover degree of unpredictability about off-season prices. In the
case fof gram and rice, houeﬁer, the situation was quite the
opposite. The trénd in the offﬁseason fluctuéfions'for gram wvas
genérally positive which 1indicated the possibility'pf growing

riskiness in storing gram. For rice, even though there 1is no

more abruptly from time to time, indicating once again a higher
degree 6f unpredictability in its prices;‘The added risk due to
this factor i's reflected in our estimates of profit margins
shovn earlier. A part of +the positive off-season net profit
rargin could be due to a highef_risk premium neéded*rin ‘storing
this commodity. |

In'general, the results about the nature ard behaviour of

”fcIear'”cut"'trend;*mfiuctuations“have*been”changingmin*magnitude***”***ﬁ

T

A R e B Ty Vi Bk ot ety

the risk characteristic of markets support our hypothesis that

they have responded favourably to those factors which reduce the
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amount of risk in storage activity. We have seen that in the

case of wheat, which is one of the most iamportant commodities

traded in these markets, the trend in off-season price
coefficients for granm prices was postive but imsignificant,
which does not necessarily ®mean an inerease in the risk

associated with storing gram.

Marketing Margins Earned by Traders at Different Stages of

Marketing

'variationsjyas negative in almost all cases. The sign of the.

In this section, we examine the nature of net margins

ecarned by traders Bt different stages of marketing. Our
estimates . here are hypothetical, for they were based on
secondary data which governmentragendies collected for differént
markets and could be different from margins actually pafd by

consumers and received by farmers. The exact éstimates of

*Wmarginswcanhoniy4bewobtaiﬁéd’if“iéﬂknov at what prices traders

bought and sold any commodity. This information is usually
difficult to obtain through nofnal channels in Pakistan. We
have, therefore, used the average wholesale and retail prices in’
primary wholesale markets to calculate the net margin which all
traders between the coupission agent and retailer would have
earned. A distribution of such margins is esented in Table

3.12 along with gross differences betvween the average vholesale

and retail prices in various markets. BEstimates of

transportation and handling costs from farm to primary vwholesale
© 137 /




T
7 Table &.12
Gross and Net Harkeilng Margins Earned by all the Intermediaries
betveen a Commission Agent and a Retailer in Wheat and Cram in
Pakistan . 1955-56 - 1978~79%
Range of Wheat l Cram All Cocmodities
~  the
© Margin Gross Ket Cross Net Gross Net
Below Zero 0 52 ) 30 0 82
(21.52) | (21.69) |
0- 5.0 17 69 s | a2 22 m |
o (8.99) (36.50) } (2.65) {22.22y { (5.82) €29.37) ]
5.0-10.0 71 42 1 78 B2 120
-1 (37.58) T (22.22) | (5.82) (41.26) | (21.69). (31.75)
10.0-15.0 54 19 14 23 68 &2
(29.57) (10,05) | (7.40) (12.17) | (17.99) | (11.11)
15.0-20.0 £ 2N NS B R - T N ¢ W ENY-T SN ST S S S —————
T TTTTUTasSEn [ (3.70) | (11.64) (6.87) | (13.76) (5.29)
20.0-25.0 10 0 28 3 38 3
(5.25) (14.81) (1.59) | (10.05) (0.79)
25.0-30.0 7 0 38 0 . 45 0
(3.70) (20.11) (11.30)
30.0-35.0 0 o 24 0 24 0 |
(12.69) . (6.35) i
35.0-40.0 0 0 19 0 19 0
. (10.05) (5.03)
£0.0-45.0 . 0 0 17 0 17 0 ‘
: (8.90) (5.50) l
45.0 + 0 0 ] n {1 e + M} e {4
T o R I G 373 (2.91) i
Tatal 188 189 189 189 378 378 ‘
x) (100) (100) (100) (100) (100) (100)

B.A.: Retafil price data ware not available
Source: Computations based on data from [59} and Appendix D. ¢

#*Figures in brackets are percentage of total observation -
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The margin earned by village traders, is estimated on the

basis of 500 observations on sale and purchase prices~for vheat
and rice froam the 1980 account bocks of 15 village tréders each
in the districts of Faisalabad and Sialkot. Prom these traders,
ve also gathered'infbtnation on  their actual profit/loss and
costs o0of selling . to a primary wholesale market. A summary of
these data is presented in Table 4. 13.

Our estizates of the net pargins tend to reject the claims

_that they were Mexcessive". Even the gross differences between
wholesale. and retail prices are less than 10% in 37.51% of the
cases and less thap 20% in about 70% of the cases. Only in
18.75% of the cases Qére such differences more than 30%, vhiqh
could be attributed to abnormal conditions faced by Pakistan in |
certain years due to war, droughkt and other natural calamities. |
If we exclude handliﬁg and other charges frorc these margins then
the net accounting margins —-‘margins from which the return to
traders for ardertaking a risky/venfure are not excluded‘-* are
very close to zero. Except for 17. 19% of the cases, net margins
did not exceed 10% of averaéelrvholesale prices for Jall
conmodities.. In about 50% of the cases such margins wvere below

51‘

~ However, even if we do not use the figures for handling’

costs, on the ground that most of the traders in a city do not

get their supplies after they pass through more than ome hand,
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Distribution of Gross and Wet Margins Earned by Village Traders

in Wheat ané Rice T;?de ‘in the Districts of Sialkot and Faisalabad,
Pakistan, 1980 - Bl.

Range of WEEAT R I CE (Baspati) | BOTH COMMODITIES
Margin in
4 Gross Ket Gross Ket Gross Ket
t
Kuzber and (percentage) of cases i
=
Below zero 12 © 25 8 | n 20 42 }
{5.09) (12.69) (4.06) | (8.63) (5.08) __ ] (10.66)
0 - 5.0 24 60 14 32 38 . 92
B {12.18) (30.46) (7.11) {16.24). (9.64) {23.35)
5.0-10.0 31 42 37 67 68 109
{15.74) (21.32) (18.78) {34.01) (17.26) (27.68)
10.0-15.0 40 41 48 50 88 91
(20.39) (20,81) {24.37) {25.38) (22.34) (23.09)
| 15.0-20,0 | . 33 29 40 A 3 fag F s o T T
{18.80) (14.70) (20.30) (15.34%) (20.05) (15.23). '
20.0-25.90 31 - 25 - 56 - !
{15.78) {12.69) 14.21)
25.0-30.0 20 - 18 - 38 -
(10.13) (9.14) (9.64) !
30.0 +. - - 7 - ? - :
(3.55) {1.78) ’
Total - 197 197 197 197 394 394 ‘
X (120} (lo00) (100) (100) (100) {100) 5
1. Fer narpins here refer Lo ner accounting margin because the tradery ——— 7T T T
decuzze2 only the transportation and handling charges froa their
profit «zd not all kinds of costs.

Figores in brackets are percentages of rtotal observations.

K.A. TDaca oot availabdle,

Source: Ioterviews with village traders

w1
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the gross differences between wholesale and retail prices are =

not as high as some of the earlier studies have tried to

project.!3 These differences varieﬁ betveen 5 to 20%, except for
a few <cases vwhere they exceeded 30%. On  the other hband,
acCording to the estimates of scre éf the earlier studies shown
in 'Table .14, the T'"gross margins" earned by traders in the
prisary market were generally close to 30%. But the problem with

these estimates is that they were based on one or two year data.

The chances are that those ware atbnormal years as evenk 1in our.

estimates the wmargins for 1966-67 and 1973-74 were zmuch higher

thap those for other years. The irzportant guestion is whether

the phenomenon of high margin was persistent or short-lived. On
this, we find that the high rates never stayed for zore than two
years 1 a ro¥. Usuvally a hijh rmargin period was followed by a
period with very srall =argin. In years like 1967-68 and
1968-69, the - net parjins zust have been negative, as the gross
differences betweer whclesale éﬁdrréféiimpfiééé?wéfér;ér§775105é
to zero. Even 1969-70 was not a good year for traders, when the
average g4ross iifferenceé were below 10X for all markets.

A s1zilar picture egerges when we look at the margins
earnred by village traders. Pro® the data éresented ’in Table
4.14, we find that Ehe "net accounting margins" were not more

than 20% for aany case.!® In fact, these margins wvere belov 10%

in sixty percent of the cases and between 10 to 15% in about 25%

1% 5See Qureshi [74] Sattar [82)] and Siddiqui [84].
18 Por definition of rnet accounting margim see Chapter III,
fgquation 3.26. :
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Croas Markering Margins Earned by the Vholesalers, Mills and

. S S
Retailers, all taken together, zx reported by sowe of Thé ; N
T . earlier studies om Pakistan., i
‘Kane of the ‘ “heat Cram Rice (Basmati) ?
Study B z R 4 - o
1. Janid, W.A. ‘ 18.15 xA 31.79 i
1 ¥
: (Chohrian) B | = 31
R B _ « o
— T 2. Satrar, S.A. XA 50.53 A |
e e s 197425 GO S
3. | Qureshi Tosha XA )
1969-70-1972-73
i. Flour mills A 6.00 36.00 :
Ho—Ilrxders 73 1Z2.00 12,90 l
Total {1 + i1) = XA 18.00 42,90 - !
L, Siddigl, S.A. XA 40.3% Ki :
1977-78 ’ :
{5ind) .
R r
EA : Ko estimates available
Scurces: (I} 35} (2) 81} (3) (741 {4) [Bk)
%
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of the cases. They were above 25% only in 15% of the cases. If

wve exclude from these estisates costs like expenditure on food

-

and the like, which the traders usually do'ghot exclude froa
profits shown in their books, the net accounting profit margin

would on averaje be less thaun 10%.
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Figure 4.1

A Ceneral Picture af the Trend in Coefficisnts of Variarion

in Off-Seascnal Average Wholesale Prices of Wheat $n
Different Agricultural Markets in Pakistan. 19%5-56 to
Y197E-79,
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CHAPTER V
The Impact of Greem Revolption on the Performance of
Ag:icdltural Barkets-in Pakistan

No observer of rural life in Pakistanltoday can disregard

the fact that farmers are no Iongerv aSMWfEQPQFé!}f,WEPQ!PWW",

powerful trading community like ‘the Agggias (Hiﬁdu traders)

befopﬁ) the creation of Pakistan in 1947. Their awareness of the

'r~wxarketing”“tbeir*“frbduceb'és*“they' ohice were vhen they faced a

e

;a:kef hasrincreased-significantly in the‘last 15 to 20 ' years,
particularly followiﬁg the iﬁtroduction.of high-yield varieties
of 3dexi-Pak wheat and IERI rice iurthermid-sixties, a phenomenon
componly teramed as the Green Revolution;’ie see 'a much larger

pumber of farmers selling directly to primary wholesale markets

;mf,mﬁﬁ,ggggixomaiiis—thaa—uas~%he~ease—evenwa—ﬁecaﬁe9agﬁrgﬁe see rapidly
increasing numbers of tractors used to move thé.produce from the
fare to city markets. We also QbServe“a larger number Qf”farners
takin§ the role of co-nis§ion agents (Arhatyas) in primary
vholesale“-arkets,Vesfhblishing a direct contact of fatmers‘ﬁith
aarkets and the *sec:ets' vhich these markets may contain.

It bas Dbeen pointed out that an jincrease in intersectoral

*1inks"™ plays aq’i-portaﬂ@ role in the economic development of a
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~country.! It 1is, therefore, isportant that we study the nature

and impact of these interactions, - when evaluating the

.

performance of agricmltural narkegs, As a pfelinihary effort, ve
vill study fhe response of zarkets to the Green pevoiutioh in
thé l;;-sixties, The mainvhypbthesis.to bertésted is that durihﬁj
the Green Revolntion farmers were able to get relétively better

pricns, even though an increase in marketable surplus would

_norually have resulte& in falllng prlces.

Ve Hlll first present .sqme. facts related to the Gféena\
- Eevolution and develop a framework to study the impact on

e ?tiéesswﬁfieaAJ%Eb. ve—will—ewmpirically test—the hypothesis that

farzers were able to receive higher prices in -the Sreen.

Revolution period thaﬂ'before,

" The Green nevolution an \:Zrlcultural Markets 1n Pakistan

Table 5.1 shous that in "Pakistan total output of wheat and

rice 1increased 51gn1f1cantly between 1967-68 and 1970-71.

Complete information or marketable surplus are not avgilgble,in 

O P e,

Pakistan. Table 5.1 presents data obn arrival of marketable

surplus of wheat in Punjab markets only. With increase in output

AR T bR 2

Q marketable surplus also increased during the Green Revolution

Vperion The introduction of high-yielding varieties of wheat and

I See E.D. Ssith [86]. .
e f*~“~1—%%—%S—%lﬁaftaat—tﬁ—fﬂete—'that—/1f——eiastxcxty——of/—aeuanu is

-greager than ome, a decrease in price . would result in an i
. .. _increase in total revenue for farmers and vice versa. However, —

our concern here is with the proportion of - -Consumer Price

received by farmers. A farmer is alvays relatively better if hlS

share of Consuger Price inareases.

ke .
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Table 5.1

* Production, Argrival of Marketable Surplus and Yield Per Acre

- cf Wheat and

Rice .1

Production ! arrival of Surplus Yield per Acre
i in Markets
Year {‘3"3‘3 loﬂf) l {000 tons) (Mz2unds)
wheat Rice § Vheat Rice Wheat Rice F
1955-56 337 828 A RA 8.0 9.4
| 56-57 3385 4 831 | v T R
L s7-58 3308 L ez 1 = » gL = S R
58-59 1845 976 " " 8. 3.37 4
59-60 3847 979 " " 8.7 10.30 ,
60-61 3754 | 1014 " " 8. 0.5 3'
4+ 61-62 BT T T L L e e e
62-63 4104 1678 " " 0.0 10.6 -
63-64 4096 1173 » " 9.0 it.1
64-65 1 oasis 1329 ° 1 201 " 4 10.5
65-66 1854 1296 258 - " &2 10.2
66-67 . &266 1343 245 " 8.8 10.5
67-68 L ea17 1478} w29 " 11.60 1.7 B
68-69 6513 2000 869 - " 13.62 14.2
) 69-70 7179 2363 655 " 12.62 . | 16.00
o _70-n _bh76 2200 ! 657 " 11.83 15.98
71-72 6290 2262 670 " 12.97 1;6.(%
72-73 7442 2330 A " 13.60 | 17.19
. 73-74 ] 7629 2455 " " 13.62 17.69
74-75 7673 2316 . ] " " 14.40 15.69
75-76 8690 2618 " " 15.50 16.69 ,
J6-77 9144 2737 " " 15.60 17.06
77-78 - 8367 2950 " " 14.34 16.93
78-79 XA ®A " " NA NA
N
N_A. : Data not available f

Source: {63) Ei 173 )

tAx"ri\ral data are for Punjab only

- Batx for orher provinces notr available,
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rice durlng this perlod 1ncreased the average yief& of wheat

from 8.8 w®maunds in 1966-67 to 11.60 naunds per acre in 1967-68

and - to 12.62 maunds in 1969-70. The yleld for rice  increased

from 10.5 maunds in 1966-67 to 11.7 maunds in 1967-68 and to

14.2 @maunds = ip ;1968-69.3 As a result, total output of wheat

I'ncreased from an annual average of 4.08 n@million tons during

1960-67 to 6.32 mllllon tons in 1967~ 68 Rice output went from

an average of 1. 19 pillion tons in 1960 67 to J 47 m&llxon ‘toms -

in 1967-68. Tbe marketable surplus durlngj this period also

increased significantly, as shown by the figures on. Arrival of -

surglus 1n ‘parkets for wheat in Punjab in the same table.

Figures 5.1 to 5-3 show the equ111br1um between supply and-

demand for marketakle sorplus of a commddity in (a) the village
market/(Channel A), (b) the primary wvhkolesale nmarket (Channel

B), and (c) all other  markets, say }termlnal markets, city

. consumers, mills, or government agencles (Channel C). As skown

in C.hapterr~ I1, the supply of , marketable surplus is brought by
(a) farmers in a v1llage market, (b) ,by ,farmers, and - village

traders 1in the primary wholesale market, and (c) by village or

city traders into other markets. Imn all cases{‘the supply curve -

- represents various amounts of marketable surplus of a commodity

2

uhlch sellers are u1ll1ng to offer at different prlcesﬂ iéf rhe‘

market. Like the usual supply curve, if the price offered by

-~ ~~buyers goes —up, the sellers are uilliqg/ to Esuppiy “higher

kA

3

varieties of rice. The Green Revolution, however, was relatively
more pronounced in the case of coarse rice, and less in the case
of rice. One maund equals 82 1/2 1lbs2 '

-
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quantities of theh; surplus and v1ce ‘versa. The demand curve
AN I ' :

(pDD), on tﬁy/other hand, reflects guantxtles of the narbetable
surplus‘ of -a commodlty vhich traders in a givennmarket are

wllllnq to purchase at various prices. Since a  1lower price

\

enables the: vrllage traders to get a higher prbfit uhen,such

surplus is sold to the nextalxnk in the marketlng channel, they
\

buy - more of the marketable surplus 1f prlce is lovered and v1ce;ﬁ,
versa. Both o6f these curves have the usual propertles. ‘of the

ordinary supply and‘demand relatlons, except that they relate to-

\

. a semi- flnal product {or thch the demand is not from the final

consumer but from 'market, 1ntermed1ar1es» who purchase it for

a5

;esale purposes. o : ‘ ' ' a

In draulnq these figures, ~we have assumed that as the

agricultural product moves from a village market to_*a primary

vholesale market and from there to other narketlng channel

and other handling charges,rvlike transportation and
loading/unloading. As a result;rPc (the price received by a
trader' who sells tq the highest link in the marketing'channel)
is higher than PT, the price,received by a trader or /a/ farder
vho sells?inxarprinary wholesale pmarket, which in t?rn‘is higher

. . . \
thanHPP,rgpe price received by a farmer by selling his produce

,ihrthe village market.* Forwally:

- — > — . — —— —— e, . .

(

[

(

-sope-pargin is added— b¥rtradeES—te—ee#efmthe—ueest——ef——ser%&eeswﬁ—m——

ock b e L St abiei bl el e i 882

ke v,{u-u‘m

Cin

4 In the cases where produce is sold to the C from A (the

village market) PT may be > Pc depending on the amount of

_marketing costs in 'C* vis-a-vis *B'. However, to keep our
analysis simple, we assume that commodities moved from A to B to
C before the advent of the increase in agrlcuitural
productivity. : ’ - ‘ ° L

|

1 - e M
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S

PF < (PT = PF + NT ¢ HCT) < (BC = PT + NC + HCC) .  (5.1)

‘uhere’nrlis the profit margin earned by a t;ader'b].seliing in a

, priiary, vholesale ia:keti and HCT are the'handling'costs'fdt

sélliné to this market. Sisilarly, MC is the profit margin
earned by«‘é trader who sells to the marketing channel 'C' and

~
¢

Hcclafé the costs of bringing supfliés to this market.
gnder these simplifying conditions, one may expect that an -
- \ - . - - - [ - - - - - - PR - - e - - R — e il e e

'1h¢féa§§“1ﬁ”marketabrétsnrplusTvoUid'Shift the supply (55) -curve -

to the right to (ég,) in each market and depress the equilibridl

" prices, PF, Pt, and Pc to éF, Pt, and Pc. This fall in prices

marketable surplus within their scale of operation, unies;bprice'

‘'shift in the supply curve for the couatry as a whole shduld haﬁe

g g o : ) N R 7 .
may result because traders in the village and city markets have

limited storage facilities and cannot'bhy the additiomnal amount
without discounting the price down to meet extra storage costs.
It may be that there are few ' traders who usually buy from

faraers and they cannot handle ‘a dramatic increase in the

is scaled down to compensate for the rising ma:ginal costs of
handling additional guantities beyond an optimum point.

As it is shown belogjit'is, however, not necessatg that .a

‘f“;

resulted in a fall in price in every kind of market in Pakistanm. -
Under the changed situation, the demand curve could have shifted -~

upwvard (to oD ) and the shift in supply curve, particularly in

/ P

the village market, could be tp,é S rather than to S5 5, as

v

farsers may have found it feaSiﬁiE4HUY4tU4tHkE4th€it‘ﬂﬁtk€t&bi€4‘44f4*

surplus to higher level wparkets rather than selling in a
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R lou-prxce'"Filiage‘hiarket. Conseguently, the~prices reCeivedbbyv

ners—coui&*go*np*ratﬁer‘tﬁzn‘fa11, Thls conclusion is 5ésed  "'§
on the following cons1derat10ns- o
- Popgone, agrlcultural psarkets have exhihited a considerable . - ;
degree_'qg f1611b111ty‘4 in itransfeeting trading act1v1ty in. |

) Paklstanlfron one 1ong eCfablxshed trading communlty toA a mere  ‘
heterogeneous. and broad—based tradlng gcoup after 1947 e haver

o L . T el R o -—
_also seen .Ehé,t.,,,_:r,&,l,a Liyg‘l\,y .. easy. entry exists  in = ,,,_M;‘,,“MM,;,;I, I il

this tcade.' It uas;,<therefore, eipected that in responseito

2

short- term proflts in this trade, generated by higher quantities

- of marketable surplus,, a larger ‘number of traders vould join :

prlmary uholesale markets-durlng this perxoa. Thls is cpnfirmed

bty et

by ‘our statistics -in Chapter II, as the number o£ traders
increased significantly after 196?—68 1n almost every:market-

Secondly, an 1mportant ;mpllcatxon of the Greep Revo1ution

st el Rk bt

o was to release some family labour which icbdld; beu£gaiﬁfﬁ1ly
employed,(at least part time) in profeséioﬁs other thenlfarmiHQ; ;
“trading in fara produtts and cattle being the mofe important ,”,EM

among them. This may have happened because not all the fanlly

labour was required tc produce a given amount'of foodstuff,s The

i? surplus family labour could be used either to get more land

L : ,
which may - or mayw:not be available, in other professions. And
H

51nce not all farme:s may like to work for others, some kind of- BRI

of land w111 result ,in relatively greater use of 1land and
relatively lesser use of lanour (L) at a given level of output. |
This happens because,at equilibrium(ﬂPN/Pl) = (MPL/PL) and any
increase in H#PN must tend to 1ncrease use of N (land) if the
equality is to be maintained [8]. '
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—r-'?*fbusinestxacttyity*“t§f‘cﬁﬁ§ideted 3 better alternative. Such a

'trajsit;pnfggas;efaeilite&——by——the4—31aila‘ility of Vcapital
;,generated “by the ‘higher amount of marketable surplus ava11able.

In v1llage markets ve see not only tradltlonal non-farm families

who used to deal in farm ;roducts but also a large number of

farming families dealing in farm produce. In our survey, we

found ihat in almost every village more than Soi»oflthervillage

' phenomenon of reécent rorlgln iﬁ Paklstan. 'This.rehows that,

although larger quantities of marketable ‘surplus vere available,

== c:eatiug perhaps a [problem for. factmers to dispose of-at-the

“"desired" price, the Green Revolutionralso,increased'thév'numbefl.

’

of traders by a significant margin. This'mean$ thet.a farmer had ’

- a relatively better chance of getting a better price offer as

~ there weref now more people to bid for'his produce. In terms of

Figure§'5.1 to 5.3, this 1mplles that the demand curve ‘fdr‘fthe

marketable surplus in a’ ‘village market =h1fts to- the right. as’

there are more traders. o B I )
V'The - third reason whj 'market- condltlons,ﬂmay ha§e beeﬁ
. favourable to'fatmers wasrthe change in technology iﬁ relafeﬁ
areas, particularlf,ethe’Jincceased availability ef,tractors in

rural areas. Fron about the m1d~51xt1es, the government started

selling tractors to farners on"a subsxdlsed basis. Excess
: . _b - " e

rcapacity in tractors. nsually“lreéulfing{ fcQm;%l%mited;faseg—éaé;’f—/f

farms, has been used for tramsport, haulhq?. etc., This facility"®

 convenience shops were ouned ‘and operated by farm fam;lles, A

has created opportunity for farmers to sell in city nmarkets




.

. rather than-accept ‘inferior' offers from village traders.

S .z‘fgettxng a,‘relativel; lbetter ‘prxce—lls the hxghet degree of .
7ienterpreneurshlp and "select1veness" shovn by them in dlsp051ng

of - thelr produce. It is usually observed tpat farmers witﬂ : .v$
smaller quanrities do~not search for a better price as - mucﬂ es

farsers with relatlvely larger guantities of marketable surpluSi'

oo o do Thls 0bservatlon can ‘be conf1rned by our evxdenge um_thle%uuLMi

4 L e e e

_2.2, vhere vwe found that farmers with smaller land holdlngs, vho-

are li;ely to have smaller'marketable'surplus, generally sold to

o consﬁﬁEEEr;Eﬁrhe cities or to
urban mérkets where they could receive,a.relative;y ﬁigheri net
price. On pr1ce—theoret1c grounds, it:vould be correcrrro‘ergue'
thar the return (or cost) ‘to search for a better prlce 1s hlgher'7
(lower) ‘per' unit for a farmer u1th a larger narketable surplusv

i

. than for the one v1th a relatlvely smaller quant-ty._rﬁe( can,

- - . ¥

therefore, say that the arount. of search for a better.briceﬂig‘
an increasing function of mqueteblg;;SQEBLQSL;,The,Qelargen”,W[e,ﬁ

(swaller) the gquantity of surplus the greater (smaller) is the

-
g A b PR 6

'search for a better price.

| Search in thie context ﬁay take ti6 fbrns.'Oneuiseto.sinplyl
waltlng until a better offer is ﬁade by traders.' Another _i;‘
cross—checklng vith various market functlonarles, not only aboutJ 

- . the price but,also about ot

as weights and scales involved, transportation

conditions, possibility of loans from various agencies, and




T to enhance the ility of

~has relatlvely larger guantltles to sell. T s '

',,,,,,,,,,,,expectatxonsfabeut {uturt prrce@ctatqerkrﬁfse fa—cTor—s FW

Search costs 1n ‘this prOCess are the ‘costsu of ohraiﬁing
\ informatlon Vsuch as - travelllng to c&fies and the opportunltyA»
costs of holding produce or the return foregone on cash which a[

farmer ‘cOuld have recelved by: selllng kis produce rather than

hi _
I I e

—e holdlng it Tbe former ~costs are flxed " whereas the Clattep .

increase with the quantlty of narketable surplus. The overall

costs, therefore, shoald: bel lower 1if  a- relatlvely larger

SR 4k4:ﬁﬁﬁﬂ£&£¥:i3:$9%d::35:%#3:ff
a larger quantity. L  j’ o . S
The impact of higher rarketable surplus, therefore; uas not

necessarily to shift the supply curve in a villoge or Jcity
market to (Sé).'The farmers in search of a,beéteerriée,can sell

their commodities to markets oth%r than those Vherer'they_ have .

".'lﬁ«:en‘umg) “tra ait ;pnally.m?c);; to sell in the
village'ma!ket noy take;their suéplies to oity\ﬁarkets, or'thoseg;,
who 7usedrrto<'se11 in the city narket may sell dlrectly 2: the > .
miils or government agencies, and in thls uay avoxd paylng 'for: A
the marketihg services rhey nsed torget fronrothers.

Consequently wve may observe the supply curve in the Lower‘

level markets .(Channels A and B)shlftlng to the left rather to

the right,

even though for the econo

‘curve has shifted to the rlght. Hhether this shift in the s

curve is real or potential, traders in lover level markets are-



Y

,~4w27w¥wlxkel] to bxé~up'thetr prtce offers*terfarners (and reduce thelr_{‘ B

rofit margins1atn,re1a1n,the1r4narket,—shares—eand»—te——eeipete~—a~fa

a';ulth those ,alternatlve channels whlch farners have found to be'

A,more'attractlve- They can do so as long as they can coyer thelr"
variable costs. This along ulth the 1ncreased number of traders -:‘
in leqer level markets will shift'the demand curVe to 'DD. "This

gives us a new set of relationships among prices in various

L

- markets. - - B R
M_ - | PF < PF7<[PT = (:;'F + §T + H'r)] : ) t : - (5-2)
,z’r' L, oo, 7 A
PP PC= [ PT+ NC ¥+ HCCT < PC — (5.3)
e <e s
- NT < BT . o - : (5-5)
'This impreﬁement in farmer's ‘éhare -of« priceQ'would be -
- stronger and much more unamblguous 1f ve :assume that an lncrease
in  the 'marketable surplus also helped Vremove M$0me »market
o "*‘*"iE;éEEébilons, like lack of information ?en market prices;
credit, trapsportaion ‘and “etoragerVfacilfties: jas;;$y9ﬁnQKin7'
Chapter II, these imperfectionsthave.inﬂeedp decreased to .eone
éxtent  inm Patietan.- The net price‘ receiﬁeé"by* farmers,
_,‘btherefore, may have inereaseghdariag the Green_ Revo;utien; In

our opinion, this fcould' have 'happened as markets ehoved
flexibility in accommodating the added amohnt of narketable"
surplus' uithout ~increasinq th7, market1ng4narglns,nfetraders.eleeeﬁf

Free entry into trade and the lack of prlce-settlng ability of

the existing tra&ersT alloved nei entrants to operate in the,'

- ”1/671;; I




__ commodity, Prom the

- which'either'dirdctly cr indirectly lnfluence prlce 'oﬁ ’ahYdd

_ !a r},gt§1 R I

ing the Effect of the Green Revolutlon on Eg;ges Rece;vgd 21

Farners in leferent g_gLog_ f Pakistan‘

Prices of any compodity depend ba51ca11y on the supply of
and demand for that commodlty, wh;ch_;n turn may depend on ‘a‘
number of factors llke qosts and technology in the case of

supply, income, tastes'or futUIE'pr1ce expectatlon 1n'"fh case

of demand. Time is a Proxy varxable uhlch embod1es all factors 'e

that ve are interested in observing the interaction of ;éuppiy'
aéd demand curves during a particular time period, i.e. during:
‘the Green Revolution. This can be achieved by dsingv a“?simple

net hod estim;ting the relationship betveen prices and the .

time variable 1in geﬁeral and . treating the Green FRevolution

S CTo testroﬁt hypothesis, 'Qe have“regreSSed the nontbiyﬂrﬁi-
7;pti¢est of kheat’ahd rice7(Basnati)‘(boeh,in‘nominalfand ih‘reel
terms)fid each‘market on time (t{ and a dhmny ,variable: (D),
=uhich takes the value of one for nonths in those years in which
the new varletles vere 1ntroduced /or vhen bigher marketable
‘sdrplus was available and zero for montbs of other years. The -)\

perigd for which'D¥1 was. June 1967,to June-1971. If the,'markets;

have helped farmers to get a better prlce durlng this period,

then the coefficient of *D* should be positive and slgnlflcantd

U165
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r<w9”didMnotjn$effEéf§§f363‘iftef»1971 because thegPakisfgni.Rupeé

uasede#aleed¥iﬂ—19?2~—chanqing*the‘prtcé‘3ttucture of do-estlc

;and' iipbtted goods. To further ensure that the coeff1c1ent of

the dunny varlable 'D' does4,not take. ‘ut hypotheéxzed valde :

erroneously,‘_ue also estxmated tuo more egnatxons, one u1th D=1

" for the period Janvary. 1955 to December }960~and,the other uhere

D=1 for JanUary:1961 to Decembet'1965”ﬁ}.1t turns out that the -

significant, then our. hypothesxs_ about the Green Revolutxan

periodv(1967 to 71) loses auch of -its value, as this inplies

'_coeff1c1ent of ij 1n these two eguatlons Ls‘also pOSLtLle ande*kwm

“that there could be some other factors which influenced prices

relatlvely nore strangly in one petlod. ouar hypothESLS, however,

is that the coeff1c1ent of the dummy varlahle 'pr ln perxods‘

other thag the Greem Kkevolution ‘qre',either ’ statlstlcally

inSignificent"or much less significant than value of thlq

_CO@fflClent for the Green ‘Revolution perlod. Formally:

bo + bit + b2D ¢ ¢ L o T (5.8)

NPt =
RPt = c0 + c1t +C2D + 0O ' T O (5.T)
where KPt = Nominpal price of a commodity in any market

at time t minus transportation and handling

costs;

RPt = Redl price of iih cgnmgdit¥/in/aena:ketf

- at time t wminus transportation and handling

~ | . 166
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e e - costs;————— —
2t = Taiiiot0eeaea192 . -
D = 1 for June 1967 to June 1971

-

0 otherwise

‘In two other formulations’ot'Eguations (5.7) andvggj;:f

N e e —

D = 1 for January 1955 to Dec. 1960.

0 othervise

——apd—— s — e e

“U M
il

1 for January 1961 to Dec.: 1965 o

1

0 otherwise.
" This method is only an indirect way of testing the effect
of hiyher emarketable surplus on 'pfices,received\hy farmers.

There are other methods, more ‘direct and .conbep{ually"mofe

- - —

acc&gdte. W%or—/exgmplef welggould “have compared the ptiCés} !

received by farmers before and after the Green Revoiupionrpefiod :
of say 4 to 5 years. Unfortunately, no such faranevel data
exist in Pakistan, and it is impossible to . find them
- E . ) ¥ - <

retroactively. Another method could'ﬁavevbegnxtO—ptoperly-pount'

_the nugber of village traders before and after tbe; Green

Revolution period and also estimate the net market margins

earned by them in both peridds.'This could'telllus how far fhé'

farwers relied on village traders relative to other channels of

marketing. If their rpumbers have increased proportionate: to

L .-
g
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'«uould 1nd1cate that ‘farmers wvere able to *qet the ,manketing;geﬁ);

serV1ces at relatlvely lower cost, and the net pr1ce recelved by
‘i” then,would be higher than before. Agaln very lxttle .1nformat10nr
of th;s' nature exists in Pakistan.-Onr est1mates of the market

- margins of village traders in Chapter IV may be"compatedyzwith‘Jh

some earlier periods, but this comparison could not\be ﬁade,due

to the absence of historical data on marglns recelvea'by””
S P e et
. traders. . , ,33*“”' : -

We have hovever,examined the marketing margins “of traders

\,:their historical trend for the periods of the GreenvﬂBevdluiiom'

and before from Chapter IV. Similarly, to avoid the influence of
other factors on our conclusions from Equations 5.7 andVS.Q, we
have also looked at all those factors which might havelincreased

prices in this period Hithout.the,interpiéy of market forces.

5

+ —

‘“”Sbﬁé””Bf”fWH”WmE&j&f”ffiélbrs of this nature could be (a) the

government f1x1ng a 51gn1f1cantly hlgher 'floor prxce"hin this

2 period and buylng most of the marketable surplus at that prlce .-
and (b) price jumps due to unexpected changes’ln demahd for food»'

during this period ‘because of internal erextetnal shocks. We

- - “a

would, howvever, argue that as long as these “factors. increased
productfvity, our hypothesis is valid. We want to showv that.to

all those factors, which increased Yield,pet ‘acre . during this:

e

tide, ourfagrlcultural_market responded “ppsitively(" ' : i
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Empirical Resu ts,agd gggi; A!ill§i§

Theydtqinary*ieastrsquares est1lates of Eguatxon 577 and_‘
5.8 are presentéd‘ in- Tables 5.2 to 5.7zfor vheat and ricé;"’
fespéctiigly; The reéuits based on nqllnairptidé$ (tab1és 5.2 £9  .
535) éuppbrt ‘ouf 'hypotyégis “that prices_loved significantly'
,quard from their trend ”ialueS‘ during the Gfeen Revdlution*

per1od (1967~1971) compared fo the eat11er perlods (1955—1960 or-

- 1960—%965%5wThls;xsuevtdent»ffonuthewcoeffxcient (h2i~mfor ~~~~~~ kthem~w~_mf
dummy variable *'D' for. d1fferent time. perlods shovn in these

'tables.'This coefficient is 51gn1f1cant at the 5% level for most

of 'thef,markétsf both for wheat and rice. In the case of vheat
prices in Eaisalahad, Sujranvala, axdngSQd,nokara, 5qhiﬁal,‘and
Sialkot, it isrsighificqnt ai the 1% level. This is an iméértapt
result"becavSe thislshous'tha{ increased productivity ‘brought
about relatlvely more lmprovement 1n smaller narkets (llke Okara

‘and Sxalkot) than in the relatlvely 1arger markets (11ke Karachl

i # el T

and Lahore). ' Our results imply that due to the impact of'the
_Green Revolution on farmees' abili{y?ngwsget;—a~1pette:;f§ricef*f~'

average <vholesale nopinql  prices, particularly of?iheat and

rice, vent up by the value of the coefficient 'h2* ' in different

e T VR DL S SN SoT

markets frop their trend values.

The estimates based on real prices (Tables 5.6 to 5.7)

provide relatively véaﬁpr evidence in favour of our hypothesis. B

The coefficient of the dummy variable *'D' is significant at the

[ - _a -
=) , »"Q’ \ " ¥ r

Okara and Sahiwal markets. Ik some other cases; - it is
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The Regresscions of Average Monthly 55?27_ Prices Azoapnn: of Stu..-n Received: ¢< the - ,
Farmers in Pakigtan, on a Time Varnhle (1), and a Dummy Variable .mu : . ” :
e , a oy | , v : g
. MARKETS Intercept Term - |  Cocflicient for ; nv&:n::ﬂ for ,
, Ehuation where ” A Time Vanriable . , m:asanw Variable 'D’
D= 1 for: ; S o W ¢ }
: _ § | : . |
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significant at the 10% level or less. For Karachi and lahore

sarkets, the siga of this coefficient is segative, inmdicating
that real prices of wheat declined in these markets during the
Green Revolutiomn, For the real prices of rice, ounur coefficient
wvags significapot at the 10% levei only in Sialkot and Hyderabad.
In other cases, 1t wvwas either insignificant or negative,
_implying that in some of these »arkets real prices of rice
decreased during the Greer Revolutiom. .

However, a close look 3t all of these results reveals that

ip many vays they support our hypothesis, though rnot very

strongly. Pirst of all, the sign of the dumsy coefficient is
positive for wvheat prices in all the smaller larkets: These #ere
the smarkets uhere,» the ghenomenon of price izproverent was
bhypothesised ts be stronger.

Secondly, it 1is not., surprising if the real prices in
e markets like Karachi —and lLahore —decreased —ip —this period — —
coapared to otker parkets. Additional suprlies of the aarketaﬁle
surplos should have moved to these markets aore than to other
markets due to factors sentiorned earlier. .

Thitdly, at least for wheat prices, vhen we compare thLens
with the other periods (1955-60, and 1960-65), the Aduany

variable is positively associated vith real prices only during

the Green Revoluotion period (1967-71). 1In other periods,

compared to the Green Revolution period, the -coefficient for

dummy variable wvas either megative or insignificant. For rice

prices, it appears that govetnnent?restrictioné on its =movezent




T TR T TR [ T e TSR - - b o C2 3 PR Bl e v B e Bt e

%
¥

fros surplus districts did not let the farmers and traders sove

their produce to cther sarkets. Instead productivity of rice led
to a stromger hold of government on its trade due to greater
oﬁportnnities of exporting. Also, since vwe studied bere only
Basmati rice which di2 not experience a very significant
increase in its yield as cozpared to other varieties markets may
aot have responded as favourably as it did to wheat. 117

Sarketing Margins During the Sreen Revolution Period

our hypothesis that the Green Revolution enabled the

farzers to get a better price than before can also be tested by
coerparing the profit =sargins earned by traders vho buy fros
framers and sell it primary or secondaryysarkets. Unfortunately,
as we pointed out earlier, ie did not have any historical data

on profit marjins for all kimds of traders. The orly historical

figures one could get vere those we obtaired in Chapter IV om o
the "éross xargins®™ of uholesalefs and retailers.

These margins, presented in Table 5.8, evidently wvert doun
significantly in all wmarkets doring 1967-1971 cospared to
1955-60 and 1961—€£:‘ be average rate of ®gross margin® in wheat
for all markets during 1967-71 wvas 7.02%, whereas the fiqures
for 1955-60 and 1960-65 were B.95% and 11.46%.’ The differences

among these average rates are significant at the 5% 1level ip

v

o Py ey
- *OSt cases.




o I . ___Table 5.9 al
Correlation coefficient between "floor prices” and private
- - w&et—p‘rit“—w and rice—in diffcxtﬁf .sliuu1tui¢1
; ’ markers in Pakistan
Markets Correlati;:r?oeffic?m:
Uheat * _  Rice
1. TFaisalabad 0.132 * 0.106
2. Gujranvala 0.121 0.135
3. Hyderabad | ©.136 0.128 .
4. Ratracht | 0.142 . 0.097 :
- 1* R, 5.0 o S S S DR e
5., Lahore o 0.139 0.103 i
6. Hultan 0.127 0.098
7. Okara 0.125 WA
S ] 8. Peshavar | 0.108 | .06 | c
T T T - ; - 7 ST T T T - - - — T I N T T T T - = B - — - T R I ’7'""
9. Rawalpindi 0.143 0.12{9 o
10. Sahival . 0.129 0.094 .
.11. - Sargodha 0.123 NA E
12. Slalkot 0.122 0.132
12, Suldur KA 0.125
. ;,
o : f
§ _ - - __ _Source: Floor price data from [ 631 . .. _ -t
Other data [ §7 1
/v \ e i
\ !
-\p; )
t:-"\\
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of these factors could be the 1ncrease 1n 'floor prlces' by the

governnent. It can be argued that prices of these commodltles

increased during 1967~71 not because the markets—encouraged this

to bappen, but because government raised 'floor prices'-and

bought most of the marketable surplus at this price. We w#ill

~ argue.here that nothing unusual like this latter happened duTing

this period(“

- prices of wheat and rice may be confounded by other factors. One“

?irsf of all, “there is a very weak rela tlon hip between. the

prlvate market and government procurement prices, as the

correlation coefficients, shown in Table 5.9, are‘very close to

Zero. Secondly, government procurement prices, presented in.

Table 5. 10 have generally been lower than prlvate market: prlces,

presented in Table 5.11 and. 5.12. This 1mp11es that there was

very 11tt1e 1ncent1ve for farmers to sell "to goterﬁment

procurement agencies, except under some 'threat' by officials or

under conditions of debt. The impact of lower procuremert prlces: ’

is reflected clearly in the proportlon of marketable serplus of-

vheat uhlch the governmedi ¥as able to nuy in dlfferent years,

given 1in Table 5.10 for the prOV1nce of the Punjab orly.s The

proportion was very snall up to 1969-70. From then oh, the

governeent bought a relatively larger share of the total

. W o ———— . T T . i o

¢ Unfortunately, data for other provinces are not available.

—— ~—————— Hovever, as Table 1.1 (in Chapter I) 5hows, more than 75% of

wheat in Pakistan is produced in the Punjab, so procurement of

- this comrodity is done mainly from this province.
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rnatketable surplus,“ perhaps due to“*gteatet*“*econOIIC*““aud

politiealf uace;ta%nt&eS——exeated——byf%he—eveaté%ésoané—the—{914ef%—%—

Bangladesh CtlSlS, and the accession of a ‘;elativeiy more .

Lnterventlonlst governnent in 1972.

Slnce the proportlon oé total output Hhxch theﬁﬂgoiernheht
pu:chased, was small, ano the prlvate.market,?riceseuebehiery»r
weakiy related to officiel 'floor prices', no ocleer: eﬁidehoe
reiisgsdthat'the gove:nment's produrement-p:iceé‘ﬁege'respooéihie;“
'for bringing a significant shift in prices received eﬁy farmers

during this period. We can, therefore, conclude thag,the prlvate

"market response to 1ncreased agrlcultugal productxvxty, allowed

"the farmer a better price than before.
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~economic historians is that the traditional marketing system in °

\p,_

Su-uaty; Conclusions and Policy IiplicationS"
The';main  objeétivg;;of ‘this .study - uasftb ekaimine riCef7'

formation processes in some primary and terminal = markets of,

o

Pakistan since 1its ‘creation _in  1947. Popular opinion amohg» -

British India was characteristically 'bligopSOnisticpahd;that'

It is, therefore, important to: evaluate the

farmers were offered unfavourable prices for their prddncts.?Thef

wapti-social® -activity 1is probably due to this ;historical o

notion. In fact, this view of the trading profession in'PakiStép
is taken for granted <and public” policies to curb "so-called
‘anti-social activities of traders are often suggested. [74, 81]

»

private markets in agricultural tréde;

er ‘investigation of the backgtdund 'ofl therv?eiiSting
iarkefing structure reveals that poor marketiﬁg’cdndiiions_inv
British India resulted froz (a) inadeguéte and expéhsivé;
transéortafion~ systens, énd {b) dominance by' avhohogeneousv
class/caste of non-Muslim niddleheﬂ, vho perfornéd "tﬁe'vtriple

functions of merchandising, produce buying and providing credit

_performance of = . -

facilities. The almost total exodus of this class in 1947 and

the 1nab111ty of new trading claSses to combine these three

functions led to the disintegration of e oligopsonistic market
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4,1ggu,§ryh1;h agcgmbanxed_thgzggpcess,of,gegelgpmentfu_ef;f

"structure. Government policies on ‘agricﬁltura}ﬂk credit,'

Vtrdnsportation‘and agriculturél growth conpleted this process.

The re3p6hse of traders'andréultiéatqrs'to tradingtopportnnities

rernfbrced this result. The performanee of 'the 'agricﬁlturai

otker sectors. .These 1nputs comprlse o transpoftatlon ';ahd

-

"'CommunicatIOn," credit f facxlltles; ;,andf»=morel' 1mportant1y’

' technologlcal grouth and changes in agrarlan relatlons. Hostr'offwf“

the t’marketlng - changes,~iﬁ- Paklstan sxnce 1907 have beéﬁj'fr,ﬁ7

‘narketing ‘Systen is a functlon prlmarlly of 1nputs supplled by,'“

stralghtforvard adjustnents to 1mprovements 'in the supply f'(';'

=

' _grlcultural Harketlng stteg

To evaluate the agrlcultural marketlng system in Pakastan,

ve first desc1bed—the marketxng*channel§r~for' uheat,x'gram and

rice.v‘Inférnation ‘was gathered on how much mquetable“surplus

'farmers usually sell and th they sell t’,”bne or the otherv

‘ marketlng agency. Hethods of settllng prlce, getting infOrmatlon,_.'

~ on market forces and deallng’ with compet;tors» weretxndted”'tO‘;>‘

deternxneAthe conduct of traders in a'market;'Information;en;theut'

number of traders, their size distributionr and 'cbhditions kof.'

-

entry into trade ‘was cbllected to evaluate the structure of .

- markets. We can- nake the following conc1u51ons from our ana1y51s,’

,ggf;;he_strnctnreranﬂregndncigeffnar, te;f"

1. Contrary to the viei-,held in some earlier studies, a

relatively greater share of wheat and rice (peddy)'kis ‘sold

R

186




%

in  primary than in‘village'larkets. For exalple, of«the 302

farlers weisarveyed, 36 30% sold their uheat exclusively in

e

> p
P A

o

prlnary-.markets 'and 'only 11 88% 1n 1111age narkets. About
'29.37% sold 1n both the v111age and prlnary narkets. Small_ﬁ

farners ’depended more on the v111age market as compared to

~ megdium and 'large .farmers., Once agaln,r contrary to thé{‘f

'popular Vviei, few Afarners _sold to partlcular market

because of credxt ties . vith' 2. trader.fl great_“majorlty

(ug 2!)‘ sold “in a 71llage market only uhen they “had small _U'

quantltles to sell or because the] (37. 951) thought that the

- Wprice dif ferential betueen-brhe vv11laqe and hlaher levpl

-market was ﬁverj*—smallu._ It is na' longer' true that

significanr ‘portioﬁ of - marketable4 surplus passes through
every 11uk in the market chaln. Farmers select ‘a ,marketlng
channel on the« basxs of its. profltablllty and a vxllage

trader 15 not a dominant element in marketlng actlvrtzes.'

" The numher of traders in both prlmary and - terminal. markets

is apparently too large to pern1t nonopol1st1c practlces._’
Unegual‘“dietributxon:Jof 'sales among traders dqes"'hota7'
indicate, any 5e1ear:e§idence of\Ebntrdl4by a few traders eff"a
qraln marketing. Prieesﬂin'generaiearevsettled in aei'openi
—auctlou {in- ther presence of aylarge auaber of traders aﬁd”

local'bayers. Intermarket 1nformat10n, perfect flovs quite

f‘rapidly -as traders fron ternlnal and prll,_

different larkets freguently to’ deternlne trends in priCES'V

and stock .posxtlons in, evetyrrreg1on. Thls enhances



internarket ‘and  intramarket eonpetition* atohg  the

1nterleﬂ1ar1es, whlch greatly 11n1ts the proflts that can be' 

earned desplte the relatlvely strong bargainlng 9051§;9n$

enjoyed by Soue rtraders ‘v1s-a—v1s btoducets ‘and’feliod:’ o

traders. Due to th91t dxverse soc10-econom1c backgrounds and

llnlted access to f1nanc1al markets, He observed no tac1t or'

overt collu510n among traders,vor prlce 1eadersh1p 1n these '

‘market simply because, of ‘thelr 'greater .commgnd "ofv»owned

. . );ﬁ," 3‘ . .
capital, a scarce resource  in Pak1stan s traﬂe. The high-

’:narkets.,Some trad rs enjoy a relatlvely larger share of the',. x

BRI PO

ptofits of a few traders can be expla;gggvby,their skill in

—

3.

cprtectlj " judging narket trends and by their ability ior

speculate in short-ters imventories.

One of the important features of the rmarketing system is

that avlarge{number of:fraders; both at the village and city

1evels, either belong to smallrlandowning families or were

*”Iaﬁﬁfé§5”jbéf”"’ moving to agricultural marketxng. This

51gn1f1es, a p051t1ve ‘change in social IOblllty and p01nts
to  the 'nece551ty - for government to evaluate' ‘the
distriputional aspect of its pollcy towards agricultural
markets. It is often ,net a situation vhere the'“poer"

farmers need protection frorg "unscrupulous"” traders.l
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Regiona; Harket Integ;afign

P

-

vheét, gfaif and fiée»in one narket on‘pticeé;iﬁ.other'!a:ket§1
vfron January 1955 to June 1979. The regressxon cééfficient vas 

then taken as an 1nd1cator of market 1ntegrat10n. It vas assumed

.that 1f makets behaved in a perfectly 1ntegrated nagngt the”'

| regre551on - coeff1c1ents : vould "bg ' egual tﬁ‘f.uﬁiij;{a:a“'
7'chatactex:1,st1,c of A perfectly comgetxtlxe narketxng system.ﬂu

Estlnates for the -degree .of 1ntermarket relatlonshlp vereifj

obtained by‘.using . 1absolute Price',i"first"differencés*'in'
& . S ‘

prices', and ‘rates of change'in éricesf;5 o o

S T  gaiﬁ additional 'insiéhti inio‘f infettegiéhal gpritef
;elationships, ve computed 'Root Mean Sguare Errors (RHSE) andw
corpared them uxth transhlpment costs. An attenpt vas also  lade

to deconpose éthese est1nates of PHSE based on absolute prxce .

-

,”dlfferentlals_lnin,neanudlfferencesV431a5u4Component;fggxaﬁiancegf 77777 _
dxfferencesr (Yarlance Component) and covarxanqe_,difference
‘(Covariance Conponent). Tﬁé VGeCOnposifibﬁ”iof*‘ﬁHSE‘“héIped; in
LGentlfylng— the‘,factoré which may have,influencéajpriCevtrends'

inr dxfferentv‘reglons.‘ Lérget valués _qf Bias"and VarianCe'i
conp;hents relat1ve to Covarxance» conpo#ents uerer taken to
1ndlcate the 1nfluence of nonopollst1c elements, caused  éi£héf§

'by governnental resttlctlon on product mobility or nonopollst1c

hold of a few tradefs on supply and demand or related factors.

- On  the other hand, a relatively large covariance component was




~ : f
, . ~

L
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taken to 1nd1cate poor transportatlon and 'KGOlnunicationﬁ~

faCilities' or differences in cropplng patterns Jhich’uould'

FS

1nf1uence prlce lovelents dlfferently in different. reglons.

- AR v'exallnatlon of‘v our estinates of the regression :

f‘relationships between prices suggests that rarkets for vheatradd

vere- based onv}abéolute prlces' In about 75% of the cases,; er

B
g -

hypothe51s ofw—perfect ‘market. 1ntegrat10n vas aecepted'and‘ourfP%ﬂ~f

estinates vere much hlgher thqn estlmates obtalned 1n countrles:,

~§r5m vere closely related ' to each other, vhen such'estinqtés~- :

llke;Indla,wﬂlger;a, Bangladesh and Ghang: Tﬁe results based on:w'

'Acases;rthe,vhypothe51s of perfect 1ntegrat10n could not be

acéepted This, indiéates' that our ‘markets uere not perfectlyﬁ

B conpet1t1ve as- descrrbed generally in the economics textbooks.r

-

Hovever,-”0ur~-regre551on results coupled with the estimates of

gﬁh%ten&mﬂ:&tﬁ—*

',hovever, reflect as hlgh degree of- market 1ntegrat10ﬂ. In noet”

EMSE and its components could mot = be construed to mean that

’ there vas ollgopollstlc hold of'tradersrgn ne{kers. The RMSE

-behavior.

values{j:regenerally lover than transhipmen XS and the Blasv~

and Variance 'cémponents' vere spall compared to the covarlance

| components, which indicate that traders have responded to price

_ dszerences in a way in vhxch_prlces in one_reglon‘dld not stay

>

hlgher than,in’others for a long PéFiOd,7 iﬁpiydngd competitiﬁe‘

The case of rice, which [i

}

supervision, is however different from. wvheat and gram. The




regtession cdéfficients betueen“ricé'pti in nost cases shoved

Wlarge devlatlon froa a one-to—one relatlonsth hetween latkets.

Internarket pr1ce d1fferences for thxs con-odlty vere also :nany

. e
-

"tiles greater than transhlplent costs,ﬂ 1ndicating ‘a strong'" o

p0551b111ty of traders deallng in black garkets and mak1ng hugé~*’f

profit when they wvere able to sell to a "hlgh prlce“,market.

. - b 'F‘, . *
. R . . 5
Fl - . . R A . b

aJﬂg;‘,fuf,r' o Seasonal Ptlce Varlatlons

'~“ﬁe~“have treated’the foiloV1ng major lssﬂés about seasonaI*““;”

var1at1ons 1n prlces., ':,; "

1."Bhether prices durlng the harvesting 7Season Aare,'"ﬁnauiy*

”“depressed conpated to thé post harvest perlods,: as is
sometlmes belleved 1n Paklstan.
»”,2., Hhat is the nature ‘of proflts ~in StOrage~‘activi£y shen

intertemporal price différéntials'are compared. with Siorage

costS’ : .
&

'*3:~'anee”thefrtsk attacned~t04saies*In‘fvturé”Is —an. 1mporfa t
factor influen¢ing an 1ndLV1dua1's dec1510ns to sell in

harvest vis-a-vis post-harvest ﬁéfiods,'i,uhati is = the
magnitude of such risk in,storage'abtivity? o T,
4. since the risk of offseason fluctuations in prices affects

the total cost of aliocating Supplies to thg—futuré, what 1is

‘

~ the "nature of this> cost over tiae? The performance of a

’nafkefing systerm should improve if, the average cost of

intertemporal supplies declines ovec'tiié;

b 1*91"'7'*'1"" e



In answering these-guestions, ve'used-the’average wholesale

7Ti6h£hij’”briééé 'of'iheat “gram and rice (Basnatlr,‘fron"daﬁuiry“f”**f;

W"fk;f "’41955 fb Juane 1979

!

It ‘vas found that prlces in havest perlods vere, loaer then:
" in post—harvest: perlods. 'Bovever, when storage costs were
"56btrected - from intertemporal prlce differences;‘:the net.
'!dlfference betbeen harvest and post-harvest prlces of wheat and
fgran 'verer generally ‘very lou- Differences in the case of gram '
- Were slightly nore than for uheat, Lndlcatlng rxskfer naturej of:ré,;f
storlng gran dne to greater 1nstab111ty 1n 1ts supply and demand,
'condltlons. For rice prrces, ftg gross 1ntertempora1 prlce‘,

dlfferences ‘vere very lov for some :yearS'and very;hlgh for

ethers. Also, there was no uniform%tyvaerqes_'merkets. {Tﬁel neﬁ
eargihs; though not very large on average, alseishovedvméjer’
luctuatlons fron year to year._ﬁ major reason for this could be
government 1ntervent10n"inr the rlce trade- In 1ts attempt to
i—ﬁgm!fur _meet- deﬂand 1ned1fferent,reglons+,1he,gnxernment keeps changing
‘its- pollcy of zomning and restrlctlons on 1nterdlstr1ct moveément |
of rice whlch alters prlcesg'in an unpredictable mamner in
dlfferent markets. | | | V‘ |
‘We have neasured’riék‘by the value efe the coefficient. of
tvgiariation of'teverage' iholeSa}e ronthlyrpricesfin postiharveetﬂ
ponths. This measure was obtainea.fqr eaehmarket_andvfer everf‘

‘ yearr frOl 1955 to 1979. It was assuned>that a higher (lower)

value of thlS coeff1c1ent for -the post-harvest gprices,-:ueu;d,'

reflect greater (snaller) risk in storing a commodity. Farmers



o

vho are expected to take 1nto account the nature of prices in

the offseason will he encouraged to- sell in the harvest perlods"

T,

- 1f pr1ces in the post—harvest perlods fluctuated #"too - much.”
This would depress prices further in the harvest,re;atiye to.the
poet—ﬁarvest period. P | 7. ”
T S _ _ r .
‘The annuar"estimatese.ofb the coefficient of variation ‘in

offseason prlces were gulte hlgh in the early years for nost of~

Y narkets; Thelr values generally declxned 51n"e 1960- However,.vxr_ff

o there Eas been a rlslng trend since 1977. For the‘*tuenty*rive*f'

';year 'perlod (1955—1979),7 ve observed a s1gn1f1cantly negatlve

trend in the values of CV for uheat, 1nd1cat1ng‘ that

fluctuations in the_offseason prices of this comeodity decreased
overrtime. in‘the case of grasm, the°'coefficient of variation
seems to have gone up over the period, though not 51gn151cant1y-

"Eor‘rice, we could not obServe‘any'clear'trend: ‘the trend vas

negative ' in ' some "markets and positive in others, bat

”ihéigﬁificantminfall‘caees:’"“”* -
An important conclusion here 'is that traders appear toihave
iiproved their understanding of the storage operation over time.
This is evident from tke decllnlng“tfendA in tne values'dfa’
coefficients of variation in the offseason prices of vheat. Alsc
1ack of any trend 1n off—season varxatlons 1n prlces of gras and

rice Insplte of several destab1151ng factors, such as the 1965

vsar with Indxa and the drought followlng 1t, fluctnatxons in

prices did not increase.rrhls lS'&fSlgn of the abiiity' of ‘the

agricultural markets to cope vith internal and extermal shocks

' , . 1&3 L ,7 r B ,,,;,_,;,,,,,,;,,,,,,,,, e



 'Pr6fitfmafginS, Computed from the account bookS VQL

'v1thout lnp051ng h1gher costs on the ecenomy.,

Prlce Relat1onshlp§ Betueen D1fferent Levels'_g ket1ng

To analyse proflt marglns earned by' tradersjein‘«different

e

markets, Ve compared average uholesale monthly prlces Hlth the;

e

'average monthly retall prlces of Hheat and_ gram' from 1955 to -

Coin
'T Ses!

by traders, were only sllghtly abovev zero. Bven the =gross;:r

dxfference between thesei prlces,, except for a few years wheﬁJ"u'

1979. By subtractlng hand11ng charges froa gross d1fferenceS~7"
between prlces at dlfferent levels we obtalned the net marketlngf‘ﬂ}ﬂgi

”marglns.. bur est1mates show that the net market marglns earnedfiLf“*

there was:- elther a polltlcal or economlc CElSLS 1n the"country,,

was ;usually less than 15% ﬂore 1mportantly, hrgh,margihs,never ?-‘“

lasted for rore than a year or S6."

A -s1p11ar plcture- emerges uheu vwe look at e,tlmates of’{5 §7

~traders. Féihere dld’ flh&'thafﬁtﬁélr "gross margl?s" weref;ff&*f

4;)

more than 25%, and on average were cloSe yto 15%. If handllngffi¥7ﬁ

charges 'were excldded' from' these flgures, the net accountlngi-f

nargln vould be close to 5%. Re cannot consxder thése profitsbbzr_

-larglnsr as unduly hlgh ParthUIarly Hhen ve look at the amountif{

of time and effort uhxch these traders have to put 1n,«market1ng~‘:

-

connodltles. Durlng the'"course of our 1nvest1gat1on,,we fpund»

that a viliage trader~uorked_a5»hard as anybody:;n”jthew;viiiage}

setting. He must travel long distances in sea;ehrqf'ma;kétabié;;;f&-“

1 Retall prlces for r1ce vere not available,



cR

wtake—advantage* of—~tﬁe1r*rnff1c1&1dom* for* excraCtlng 1rrega1

rsurplus- It'takes'himidays or evenf,weeks before "a sufficient -

guantlty 1s collected to be taken to prlmary markets. Even.this

N e ¥

- the trader can do ‘only if his uomenfolk and chlldren help him

'sewing bags, loading andrunloading. Arranglng transportatlon and

takrng the product to markets are not easy ]ObS elther. There lS

aluays}'a danger :of losses if transportatlon 1s not readlly .

1\»‘

avallable, and vhen the product is- carrred by donkeys or mules a

trader sometlmes ,walks 10 to 15 mlles Hlth the anlmals so that T

-

he can prevent losses on the way- Flnally, he may be harassed by

‘7‘fth Octr01»,(mun1c1pa1 tax) ;and pollce off1c1als,_vho tend to

donatlons and brlbes. These 'are Just a fev examples'of'the

nature of hlS task for whlch a b to 10% 1s not "unjustlfled" by“ff"

'any standard. o , : ‘fﬁ

- - : - - N .
Y E— R R e ;. . - 7;_«——'

Aquculturalaﬂarxets and the Ggeen Revolutlon,' o

’to, 1nvestlgate the, response rof agr1cu1tura1 mar?ets to

technologlcal cbange in agrlculture we examlned the behaV1ourA‘uﬂ

L

of prlces in ‘the perlods before and durlng the Green Revolutxon.’_
Our main argument was that these markets allowed entry_ to new’
‘traders ,and' showed fIEXIbllltY _and*adynamlsm, 13£§¢fﬁga the
addltlonal marketable surplus rulthout the share of conénmer

e

price recelved by farmers decllnlng. In response to the Green

'fBevoiutron"ﬁc0mpet1tronramong*traders 1ncreased as ,nei traders

Aenteredf/thelsgrarnstfade—and—pushed~market1ngrmaLgrub uown. The

net price received by farmers (part1cu1arly{1n'vlllage markets)




increased even though the total supply of agricultural surplus

vent up. Our observation of the changes in net prices received

'by farners ,dnring the Green Bevolution period largely confirmsfj”
our,hypothesis., Nominal wheat priqes,*uent up 51gn1f1cantly'
during 1966-67 to i970;71 cempared ito earlier years of ourv'
study. ﬁeal prlces elco went up in some markets such as Sahlwal,
Okara, Sargodha and Sialkot. In the case of (Basmati) rlce, ourC'
hypothe51s:vas not confirmed as strongly. It was perhaps. becauseii:”
(a) the Green Revolution affected coarse rice more than pati

-—...-

rice, ard (b) the control exerc1sed,by-the government on ‘ricei*f5ff

‘The Nature of Imperfections in the Marketing System
Despite the general competiriveness'bf,the mérkets;‘tﬁey e
are obviously deficient in several areas and neced vimprevement.

,o,, RS

“market intelligence. We found that traders and farmers "rely on

Among the most imp@nrigi veaknesses is thevpresentssySteu'isg~ s

personal coutacts. for market ,1nformat10n as other means aree
either not réediiy available or”not’reiiable.iThere is uo system’]
of ‘displaying current daily prices on the premises of'a_marker;i
Earmers, therefore, usuaily uisit different commission‘fagenciess;
and learn about prices through theiga;ersonAIlinks.bThis'is:sr;:

poor arrangement, as farmers may either get incomplete or. wromng'

1nformat10u.f«?rices 'reported _on radio and published in thev,'

nevwspapers are only averages of daily quotations, \hich may 'uetf'

be very helpful. One of ‘the reasons uhy average Prlces are_“s~* .

196

3




reported  is ‘the lack’uof standard1zat10n ,5o£;. agrxcultural"“

'comnoditiesA 1n Pak1stan. The guallty of a product 1s deternlnedf.

onrthefﬁasis.of;vftsl'colour, dryness, proportron»vofb'forelgn
elementsd5andl soa;on;;‘andjlis not un1form among markets. Thng
arhitrarinesSQi’lu:f4standardlzatlon.' sometlmes_;;results' inf N
v unnecessary dlsputes. B ’ ‘ o v

The lack of telephone and telegraph llnks iS'kone of che’
major Vproblems ‘vhlch traders deallng in more than one market.
face. Several traders ‘in prlmary markets visited did' notf have

any telephone ,serv1ce.» Those who had such facilities found it

dlfflcult to get free llnes uhen thexrwere Amost needed As a

result, 1t is not’ easy or possible for traders to respond to
changes ,ln ?rices in other markets. ] short?runi profit
3:opportunities 'areirtherefore created'hin some (markets'atvthe ”
expense.ot traders andofarmers in other regiOnsv because fbf'ranvr
lnefficientV:information* system.' fhisealso happensrdue to poor

transportatlon partlcularly durlng harvest “season. Sincér*

harvestlng brrngs relatlvely large quantltles of surplus to the//—\g*\

market, transportatlon fac111t1es are usually the least adequate

in those perlods. Of course,fsupply of transportatlon fac111t1e5'
depends malnly on government pollcy,_ as it controls rallway

‘routes and determlnes the number of trucks, tractors and other

‘vehlcles through its lmport pollcy.

Another problem uin_ tradlng relates to maklng payments to

B P

farmers. Host - of _the tradersv—and -farmers ve intervieved

P

Vcomplalned.”abdufzrthé-‘lack‘ of sufficient' funds, during the
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haréesting months. Accordlng to maJorlty of'vth traders  ue o

1nterv1eued banks do not prov1de enough casb on demand durrng';

thls perlod thCh results 1n de}ays in payments to: farmers- This
means, that some farmerS"may sell to a trader who qan arrangeteb’
ready cash. Once agaln thlsvls a problem \thch :thej government
largely controls as it now owns tne banklng system. Inadequate»a
‘access of agrlcultural trader to:ﬁtbe:.caprtal marketsdlznr’tbe
country »mayv have hlndered progress.’Banks:andﬁothertflnancial”
1nst1tut10ns usually do ’not* encourage f;ﬁvé;tméni by orirate m.fk

tradérs. They -would rather, prov1de creditV' kf 1ndustry andf
' \

forelgn,tradefmlblch are- tbe adlanced_sectorslla tbe:eceaam¥f, S

do not :therefore see modern technlques used in: domestlc
agricultural markets on the'same'scale uhich one observes in the
industrial sector.A | e |

Finally, the generallyblou leuelyof,education of traders,

particularly in tbe v111age and prlmary markets, also seens .to

be ‘a major drawback of txe e11st1ng marketlng system. Host of

‘thes traders we 1nterv1ewed were hlgbschool dropouts. ‘Not all of

theu knew about the exact role of the market commlttees which
the government has establlsbed to.regulate marketing activities.
Couseqnently,vtbey'do uot show mucb care in reporting prices and
guant1t1es to these committees. Nor do tbey fully understand

thelr r1ghts and dutles in relatron\to various laws enacted by

the gosernnentrm7Tb1s—may—ailou—the—market—eemm&ttee—e%ﬁieials——————s—f
,,andﬁoIIicia1s4o14food4depar1mentscandcpnlicefcctoccmisusecctheirr;rr;rrﬂ

authority.
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The flndlngs of this study should be of 1nterest to pollcye',:f‘i

pakers in Pakistan. It demonstratesvthat, although agrlcultural*’

[P ge3

maikets in Pakistan do not function’ like textbook perfectb
markets, they have shown a hlgh degree of 1ntegrat10n and appear57
to have contributed s1gn1f1cantly to _positive cbanges #hlch took«

place in the agrlcultural sector dur1ng the vpastm,tuo,ﬁdecades,

Agrlcultural traders‘ are general;y ﬂfrom thevmiddiexotfieﬁet

giddle income groups of the SOCiety.»'The rural traders

Lheogqrieg);'fuhqugggfsometlmes CODSlﬂﬁEEﬂ?ﬂﬁDtl:SDCJal" dge:Logﬂggng

historiCdl reasons, ir fact belong to that segment of the ‘rural

b umiw:»m.n

‘society whom the government should be kelping the most as they
are either landless _labourers or very small ’1andowners and
supplement their income by trading.

Fronm this study it also appears that private ﬁatkets Lave

responded favddfaﬁijfib’changes in. 6ther sectors of. the economy.

Socio-economic chénges in rural areas may aISO,'héve been
encouraged ,by. these,markets, as people with diverse social and . i
economic backgrounds vere able to enter the grain tgede with
relative ease. The ~case of ‘rica marketing, en,the éonttaty;
shows that direct confrol of trade by the government 7has ﬁot
always produced the desifed"results; it wmay in vfaet have
7Qi§§g§§ggggfigggggu_;ggffafour o£,7ih£lneniial4/gtonpsegliiheutgg,——g—f

resultlng MEE higher efficiency. No evidence could be found for

"excessive" profits by private traders in agricultural aarkets
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-”for'vheat'and‘grai.fv

aceas in'thlsvrespectfare::)

N — . — PR O —

| Based on the above flndlngs it uould not be adv15ab1e for e

voublic éectortarranjeoeotehé 'Ihﬁs step is 'not varranted by .
;either":efficiencyv Sr, e§uity arguments./It-iould be'desirable
ﬂ.1nstead that the government concentrates on prov161ng fac111t1esw~
v vhlch,’contrlbute to the'overall development ‘of the agr1cultura1»

sector and, 1mprove the performance of ,markets.”,Somei SPElelc

;21, ,Improvement .i"'telephone, and telegraph ~serfices,betueen

*fmarké%s. Agrlcqltural markets seem. ‘to _have not °receiged'vA

thr‘,governnent, to ireplace the e11st1ng ,marketlng system bytffy

' egual. priority vis-a-vis the industrial sector in getting

these faéf!ities;

2. cExpansibn in transportation facilities need immediate

';attention. In the short-run, government can provide more‘

railuay uagons'to surplus—produc1ng areas during the harvest

- season. Ihwtheklcng run, both ‘railvays and roai 11nks should

be improved to all 1nportant prlnary markets,_ partlcularly
to Sargbéha,' Mianwali, Slalkot Sukkur and Peshawar; as at
present“tbese markets are located on branch lines or tave
poor road links.

3. HMarket committees should be required to make it obligatory

for traders in the primary and terminal markets to display'

prominently the daily prices of all commodities on market |}

. —— T Y M — .

s

2 Pakistan Agricultural Storage and Supplies Cbrporation‘
{PASSCO) is one example of how the publlc sector is trying to

replace prxvate markets.
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:”greaises. To improve narketW1ntelllgence* goxernlentA shoﬂid~—l—/*

accurate-

undertake vstudzes to gather lnforla

stook position ofueaohAconmodity every.year.fThls should be

done for"'each'-region’;and should be avaxlable to~traders,"
farmers'ahd consumers alike, so that they ‘nay, all ,adjusi
'their erpectations accordingly. A'regular.neus bulletin on
' market condltlons contalnlng 1nformat10n on each variefjr,of
‘commodltles. should be broadcast ton radlo, as‘fhis'{sffhej;;;“'

ronly medlum ea51ly avallable to farmers and traders‘allke.,:

4. Standardlzatlon of,major commadities shogldu'be‘ done as - a

‘5. The role of government credit should be extended;' At
present, loans are provided to farnets for various 1nputs,
and ‘they usually go first or nostly t& lnfluentlal farmers._
small farmers and village traders, uhO»generally serve small'-,_

farmers; get few loans for thelr needs. A =cheme can be o

VGEVLSEG whereby loans are extended to small farmers and
Illnked with storage facilities. Eroviding 'faraers with-
,aaequate sforage'facilitiesj so that they de not “Rave :to L
vseil in the harvest season under compulsion of repaying the
loan, is a stated governnent .goal. But in real1ty thls' is
: possible only 1if the ‘basic need (wvhich is cash) for vhich H
the surplus is sold by a farmer is also fulfilled. It ish

B Asesseatiaifforfthe“govern o expand storage fac111t1es to
Yy

provl 1ng

credit along with these,facilities. A side benef1t of this
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S

posxtlons of important connodltxgiglhrgngv_

>

with farners.

'kﬁscheme,ulllmhe,thatuthe go¢ernnent—canflea£n'about~themsteek-v~——

The ,role of prlvate traders shouidv”bgvvteC6gﬂizéd as -

K

basically p051t1ve and Jnecessary; ,They shodld bewttéétéd

1f?§ entrepreneurs in other sectors and have egual access to

credit fdcilities,

-

cannot  bé ~isolated fronL oierall'i development »'bf' the

agricultural sector. our ‘study of the effects of the Greenr'

It should be recogrised that the problems of mirketing '

Revolution on »agrlcultural “markets _shows  that  the
;performéncé of agriéultural marketing is a function of

(féctdrs Hhich‘h:ing~aboﬁt changesA ""férm outpni Thesef

P

factors could be technologi’¢al, as the Green Bevolutlon, or

institutionél as agtarian ’feﬁorm. Therefore, if -~ the

"‘j objectlve 1s to develop agrlculture, and thereby the econ0my

as a-whole, government should allécate its scarce resources

to thé»activities'ment@oned above and not tdltaking ovet—theb

'fnhctionsx of relatively skilled” but  not ‘so-well-off

individvals in the pri@ate marketing sector.”




'?'W, o Appendix A - R .

§angle Survex of ggrlcultnral Markets in ﬁ%klstan 1980 81‘“’

' ‘{'9' A survey of selected farners 'and tradersr;iasd conducted
durlng December 1980 to January 1981 to collect 1nforuat10n on:

agr1cultural narkets 1n Paklstan. e descrlbe here Athe ‘sample

-and" questlonnalre used in the survey.
The thirteen selected primary and fterminal ’merkets ,ar%'

S -located in - six—rofw*the twelve"admlnlstratlve diﬁisibﬁs 1n’wmw’

Paklstan. Ue plcked one dlstrlct from each d1v151on, except from,'”

Karachi, and then tuo v1llages from each dlstrxct randomly. From‘A
7 ‘:}com“sampieff‘fff

of 20 farmers. The sample size of farmers was %00, but this was

not a simple'rahdom,sahple‘ of_'alﬁﬁfgﬁgmers; Given thef large -
" number of—ffariers,_'our .resources did not permit us to'have a -
bette% sample. Out of the . UOO rarners selected, only 302 could

~ be’ 1nterv1ewed. " The rest were elther nct avallable for e

1nterv1evs or refused to grant one.

Ve also.'selected '120 traders frod our markets, except,e,
Peshauar, Sargodha and Sukkur. The selection of markets vas done.
zore onjathe basis of convenlence. in travel. The nupber of
,traders sblectedrdifrered from narket tp?narket. 10 to is.V-ére
‘picked from eech>narket/for;intervieus, l09 treders'resfonded to

our guestiomnaire.

given below.




e

L Q_._,ue__.l_st omnaire W uam
grlgu;tugg; ;; ;g Pakégtan; 1980-31

Name (Voluntaty)
2. Villages: o
3. Land ownershlp; -
v 4. Total output in 13980-B1 of:
~a) wheat : - - b) paddy/rice
c) gram .d) maize '
‘e) cotton @ =~ f) sugar cane B ) » )
- gy others 7 T T om - -
5. Marketable Surplus of: a) wheat _
o S b) paddy/rice
) c) granm -
o : d) maize |
.f e) cotton:
o f) sugar can
_g),others

9.
10.

1.

Time of disposal of marketable surplns
of various commodltles. o

"a) How much in the first month of harvest?
b) In the first three months?
c)  In the first six months?

I}f ?rfte  ng SIIW onths —— 77 T

a) wheat (1), (2), (3), (4), (5), (6)
b). paddy/rice (1), (2),(3), (8),(5),(6)
C) gram (1) ,(2),(3),(4),(5),(6)
d) maize (). (2), 3), (4), (5), (6)
e) others (1) ,(2),(3), (4), (5), (6)

: Agency‘to ﬁhlch various cqnnbdities are.

/ ) T : . ]
,Reasons for sellz.ng to various agenc:.es'

sol;d:l

or (7) -
or (7)) .
or (7).

or (7)
or (7)

(1,210 3), (4), (5, (6), (7) and/or (8)"

Sources of 1nfornat10n on prlces and narket 1nformat10n’

. How often prices ate checked fron other'places

before selling to a village trader or primary market

I3

1 See Table“ZQS for desctiptioh of the nuambers lehtioned here. _

2 See Table 2.6 for deSCtlptlon ‘of the nunbers nentloned bere.
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12. Number of price offets recexved beforelv I
se111ng a connodxty’ o o ’ S e e

13. Kind. of storage fac111t1es avallable/ul}g’

14, Anount of credlt needed per year’ - W Qf; .

- 15, Tlue<of cred;t~needs?

16. Souvrces. of credit? S _

S0 .. . Bank Landlords - -

: - Village traders Relatives . .
Friends Others Coee o e

17. Interest paid cn loan? ’ - V:; o -

I - B — - .- {‘F R S e .
" 18.. SOU rces- Of obtalnlng tertllg,zers' a) Arh atyas el e

b): Fertlllzer agency.
c) others

19. Sources of obtalélng seéds: a) Home

- = fﬁ—fﬁf———fmfﬁ&v&rﬂmﬂgeﬁe Y
: ’ c) others et

120. Means of transportat1on used in taklng
goods to a prlmary market

21. What are the usual problems yod’faCe in
arranging transportation?

. .
. - <« S .
. ; . :
s - (




Que
]

arke in Paklstan 1980 81

stlogpalre for Traders in various agrlcultural &
S . .

oo

10.

'11.

14

15,

16.

17,

18.

20.

Nane (Voluntary)
Place -

fIf-Kacha'or Pucca Arhatya?
_Are you a sole cwner or. have a

partner in this business? ' -

How many total arhatyas are in thlS

market in your oplnlon’

‘How many of them buy major shares of

various goods in your opinion?
In wvhat commodities do you
gefierally deal?

:How much. initial 1nvestnent dld youv

put in this business? :
Hov much initial capital is required

if one is to start business today?
Can you please give us “the break-down

of flxed cap1ta1 requlred to open a

1. 2. : B
u‘ ’ ’ 5- ’ | ) . 6.
»7. - . B 8. ‘ 9-

oo . 2

What proportlon of your tbtal bu51ness
‘'capital is borrowed? .
iWhat are the major sources of 1oan'
a). banks - b) government agencies
" ¢) friends and relatives d) ‘others
~Do you-have any farm land of your own? -
- What was your family profe551on before
joining farm trade?

Do you sell fertlllzers or other 1nputs
to farmers: :

a) regularly - b) occasionally

Cc) rarely d) never
Do you extend loans to farmers:

a) regularly  b) occasionally

c) rarely d) never

what kinds of benefits do you expect from a
farmer if you extend a loan?

Have you ever bought land

from farmers who are

“your clients?

Hovrmauy‘of ~your clients are farmers’
How many of your clients are non-farmers’

¥ho are they? Any idea?

- —_— . —— —

3 See Table 2.13 for description of the numbers mentioned
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21.

Do you have contacts in other markets? L
-~ Wbhich markets and-of which nature? - -

22. How do you get information about other

24,

25.

26.

27.

28.
29.

23. 1

larketsLi

Do you .have" your own telephone systen’
Teleprinter?
Hov often do you call on a telephone your
contacts in other markets to check
-about price and stock changes?:
Do you get’any business newspaper

or magazine to learn about other

markets conditions?
Do you keep stocks of any: commodlty’ ,

a) regularly . b) occasiomnally e ' SR

C) rarely ~d) never
Bou much? a) Hheat _b) rlce/paddy
'Cc) gram d) others

For how long? -
What are the charges for a farmer or a v111age'_w

30,
3.

32,

33.

34,

,,,35.,,

36.

38.
39.
40.

41,

Beopary' to sell his produce through your , v
__agency? o 77MAW' S
- a) Comm1551on--. " b) Loadlng—Unloadlng..-

c). Helghlng cosSts...- d) other charges...
Is there any difference between the - )
amount you charge a farmer and
~a 'Beopary'?
‘Do you take market charges in kind or cash?
Are markets charges fixed -
or do they vary from time to time?
Is there any organisation of traders
in this market?
Are you active in any traders!
What Xind of henefltsﬁ&EWYOh get from
your organisation?
How many total employees are uorklng
for you at present?
a) permenent b) part-tinme
How many of your employees are your
- a) relatives b) others ?
Do you report daily prices and sales"
volume to your market committee?
How often do- you report prices and sales
to the market committee?
Is there any penalty for not reportlng
to the market committee?

organlsatlon’ B
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APPENDIX B

' Details of the Estlmates Related to Chapte,rj'IV,

‘Tables 41- to 8.27 show the ordlnary 1east square estlmates Of-. fi ,i

nthe coeff1c1ents specxfled 1n< Eguatlons 3 1ﬂ to 3 16 for3f3§¥?"

. d1fferent pa;rs of larkets. _Th flrst nlne of theseﬁtables;~f75fﬁ‘

(Tables 5'1. to B. 9) contaln ;estlnates based "“'absoluteo};“““‘

?wholesale (Real) prlces of three COnnodlties in Varlous markets.

Tables 'B.10 to B18 shou the relatlonshlps between q'changes' iih;“,*}f¥i

'such prlces.'The next nine. tables (Tables B.19 to B.Z?) prov1de}f’°

estlmates of these relatxonshlps for 'rates qf change' 1n prxcesi%f

of the selected‘ COEmOdlt1355 For' economy of space, ‘we have‘

-m-

WUWWWQLQSgnf d;f;ereni, companents of kthe quatlongL 11ke he;i+f%;;;
iﬁte£Cept term XO or the slope X1 etc. separately in. dlffergnt};fﬁiyﬁ”
'taﬁigs,l ' :

'&éﬂlocate a barficulafj e§uaﬁi6#,ﬂichouin 4 relat10nsh1ps¥: o
‘bétween> prices in any rtidiﬁéfkets, thepefofe;‘ue’have‘£§ nsg; ﬂ

-three  different' tables 3afnfa"tine. :Fbr example;, shdh a

'relatlonshlp betueen averége wholesale (real) prlces of uneat in

Faislabad and Gujrarwala ”would be determlneﬂ by taklng hv

intercept (YO) term from Table B.1, the value of ‘the SIOPe (xiyg
from Table B.2, and the DuFbln Watson Statlstlcs from Table 8,3 R

¥e have /enc1tcled such valnes in these tables to read as PAt #;;ﬁf)jiﬁ

1.05 + 0.97 PBt . o o /

(3-01) (28. 26) S '

1 ye also estlnated ‘a detlgnﬂeﬂAIQISlQn _of eguailnn43!1£441le.?ﬁn]aiil
by adding time as. an additional 1ndependent -variable alomg. with .
the. respectlve price variable). However, since no significant
change in the values of our coefficients (§1) was observed in
this version compared with the simple regressions equatlons, we»
. do not report the detrended estlmates here. :

,,: N B ) . - . N ,77777;,,' . ] - T -'A ‘V" ’E":"if?ﬁ ’ : VV A o . “ )
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D.H=178

AF'= ( SSEr -~SSEu)/v T

Fﬁere t fIgures 1n brackets are t—values of the respectlvev

coefflclents. A 51m1lar eugatlon for Karach1 and Lahare u111 be.
PAE = 2. 27 + 0. 937 PBt

A . L. - . ~ I I

R2-= 0.945 - - R TR e

' D.¥=1. 98'9‘

¢ Bl

Equatlons sbov1ng relatlonshlps among other categorles of prices -

, , CoE
can. be formulated 1n the same mannper from Tables B.1 to- ghg7.€77%:?:i::§

R i =

Now 'to, test the hypothe51s' of X1 -1, 'aé,'spec1f1ed in

Equatlons ‘3. 14 to 3. 16 we computed ‘an F-stat1stlcs‘

SSEu’/vz

vhe:e SSE L = the sum_ of sgnared re51duals obtalned as “
o e e g R e e S e e e e

'fgggr.;°2;[ (pxt-PBijz
| =
Ssﬁu‘# the sum of sguared re51duals obta1ned fron our
,’estlmates of eguatlon (3 8).1- |
;J,

V1 = namber of restrlctlons imposed on the values of theA'

— — — p— - -—

2 See Koutsoyiannis [47].
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‘¥2 [(nunber of observatlons) - (nunber of 1ndependent7;'

varlables) ,(1)], which is egual to (252-1 1) = 250.

‘Estlmates of P—statlstlc for regress1on 'results presentedir

Tables B.i  to B. 27 are glven in Tables B-28 to B.33 along u1th‘

its cr1t1cal value at the 52 level of sxgnlflcance.-lThus, 'in

Tables B.ZS to B.33,‘Hhe;eve: thervalue of‘F is smallef'ofgeguai'

‘;to 37éU, fe accepf the hypOthesis thatx1 for ‘fhose"markets iis. R
eguel rfo, one, i.e. there is perfect market 1ntegrat10n between*jf*s>i
rprlces of a good in those markets, and wherever 'thls vvalue‘ is ;ﬂ:
larger than 'OU: crltlcalr value wve re;ect the null hypothe51s;¢f

that $=1. I A S ,,,

7.

The’followingrTables°contain the details of the estiﬁates

7 related to Chapter IV.
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= Faisalabad

v,GUjran&alg B T :; S .

- Lahore

- 'EXPLANATION OF SOME OF THE. TERMS- USED-IN -~ ' ol

. TABLES B.l TO B.53

Hyderabad

Karachi-

6. Multan
7. OK = kaara )
75; PR = Peéhawar"
5. RP1 - Rawalpindi * S
10. vs;_f;~saﬁiwai. :
11. s¢ s "*Sc"i%‘g’ocjl'bé‘
12, ST =Slalkot
13. SKR = Sukkur"
Y . B i
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