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FOREWORD 

This Research and Planning Paper Series is funded through the 
project, "Strengthening Institutional Capacity in the Food and 
Agricultural Sector in Nepal," a cooerative effort by the Ministry of 
Agriculture' (MOA) of His Majesty's Gove. nment of Nepal and the Winrock 
International Institute for Agricultural Developnent. This project has 
been made possible by substantial financial support frai the U.S. Agency 
for International Development (USAID), the German Agency for Technical 
Cooperation (GTZ), and the Canadian International Development Research 
Centre (IDRC). 

One of the most important .ctivities of this project is funding for 
problem-oriented research by young professional staff of agricultural 
agencies of the YOA and related institutions. In particular, funding is 
provided by the IDRC to support the activities of the Research and 
Planning Unit (RPU of the Agricultural Projects Services Centre' 
(APROSC). This research is carried out with the active professional
 
assistance of the Winrock staff.
 

The purpose of this ResearchL and Planning Paper Series is to make 
the results of the research activities of APROSC's Re'search and Planing 
Unit available to a larger audience, and to acquaint younger staff. and 
students with advanced method- of resear-ch and statistical analysis. It 
is also hoped that publication of the Series will stimulate discussion 
among policymakers and thereby assist in the formulation of policies 
which are suitable to the development of Nepal's agriculture.
 

The views expressed in this Research and Planning Paper Series are 
those of the aathors, and do not necessarily reflect the views of their
 
parent instituticni
 

Michael B. Wallace
 
Series Editor
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TRANSPORT COST MINIMIZATION FOR NEPAL'S SUBSIDIZED EOOGRAIN PROGRAM:
 

A PROPOSED MODEL
 

Tilak Rawal*
 

INTRODUCTION
 

The production of foodgrain in Nepal has not been satisfactory in
 
meeting the food requirements of a population growing at a rate of 2.66
 
cercent annually. Declining crop productivity in recent years has
 
accentuated the problem of food deficiency. Consequently Nepal, a tradi
tional exrter of grains, relies heavily on imported food aid.
 

The hill areas of Nepal suffer chronic fcon deficits, receiving a 
substantial part of the I: fccdgrain requirement from the Tarai region 
surplus. In the absence of well-developed private trading channels to 
carry. out food distribution activities in the remote areas, the public 
sector has assumed this responsibility. The major objective has been to 
provide :[rain to people in these areas as well as feWd-deficit urban 
centers such as the Kathmandu Valley.
 

In Nepal, the distribution of foodgrain, mainly rice, has been an 
important objective of government intervention policy. Though rudi
mentary, public sector involvement in foodgrain distribution existed 
even prior to the dawn of deWocracy in Nepal in 1951. But public sector 
actions were then narrowly confined to serving the army, police and 
civil servants based in Katlmandu Valley. People in chronic food
deficit areas were not within the purview of public sector intervention.
 

The Fccx- Managenent Corporation (FMC), created in 1965, is con
sidered as the beginning of a systematic foodgrain distribution policy. 
The Nekil Fcod Corporation (NEC), created in 1974, is the sole national
level agency executing the government's food distribution program.
 

The government subsidy program for fooxgrain transport, executed by 
NFC, costs His Ma-jesty's Covernment (110G) about Rs.40 million annually. 
This will increase in view of declining crop productivity and the 
resultant increase in hill area food deficits (FKhadka and Gautam, 1981). 

Transportation costs account for a large part of the total cost of 
f5ADgrain. In 191 , the transportation cost of a metric ton (mt) of
 
parboiled rice was two to six times its open market price. Losses
 
!ncurred by ihr NC on a mt of parboiled rice distributed in the most 
deficit hill areas has been estimated at Rs.4537 (APROSC, 1979). In
 
spite of trarsF-ort subsidies provided by l-ThK, the NErC continues to incur 
neav , losses whi] executing the government's fooigrain distribution
 

program. !YX creasinc available cash supplies and increasing indebtedness 
of the WV are indicative of heav ]ossrs :;uffercd by the Corporation. 

aI IProdiucts 
Center (,7'JPRS( ) . I!(! LS oi leave and working at tne Intednat ijoal Jute 
Organization, LhW0Y. A longer version of this paFar, including more 

statistica1 informat ion, %,-s published by APROSC in (<:Qober, 1984, 
titled "Study on Subsid iJd Foodgrain Distribution Pro1ram. ii Nepal." 
Readers esiring i-ovre Jrait s are reerred to this earlier papr. 

"l-ak Fawal is 5;enior honcmist at Agricultural Services 
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Inefficient distribution planning and heavy bureaucratization help
 
explain the high distribution cost. It is often said that the NFC's re
sources are used to meet short-term, political exigencies and the subsi
dized foodgrain distribution program does not benefit low-income people
 
in food-deficit areas. This calls for a closer examination of the
 
distribution system, focusing cn the cost of transporting grain.
 

The broad objectives of this study are to examine in greater detail
 
the food distribution system and suggest measures that would help uini
mize expenses incurred by transportation of foodgrain. Minimization of
 
transport expenses .rould mean a reduced financial burden to the axche
quer as well as improving the NFC's deteriorating financial position.
 

METHODOI£Ga 

The study reli.1s eavily on secondary sources of informition. TiMa 
series infonmation ,ere collected on foodgrain distributed by the NFC 
in different trpqions. in addition, time series data on the requirement
 
and production of foodgrain were collected by district.
 

The OTC afktar relies on airplanes and porters for transporting
 
grain to WA I h it arnas. iacking a comprehensive foodgrain distri
bution plI-, fccdgrain is distributed. in an ad hoc fashion, with little 
attention given to the extent of deficiency in each region. Use of
 
various alternatiive means of transport and their respective costs are
 
examinedt.
 

To urese .. ]e, St-cost transportation food-deficitI solution, areas 
were grou-U_i under ten headings. It is hoped that the formulation of a 
realistic distribution plan, based on the extent of deficiency in each 
region, would help tihe MEC reconsider its procurement and storage 
strategy, la 11 .ito a r-juction in grain transportation cost. Given 
the infor atior on costs and distance between different supply and 
receiving pints in the Tarai, attempts were made to find a cost
minimizinq solution to transpc)rtation problems. A linear prcgramming
model of fcriurain ransfx)Lut was constructed to find ways to minimize 
cost.
 

)WiXAJ!Nt Di.IPITYe SYSTi, IN NEPA'l, 

The involvement of the public sector in fcdgrain distribution, 
specifically ice, can LW. traced Lack to 1946 when the Prime Minister, 
Juno 00widuc: Rana, establishedi the Department of Rice Milling and Sales 
to ch,, a sudden rise in rice selling price. Over time, different 
instit tions ,,r- ,racte to handle foodgrain distribution, while 
:espout-w" n, interests f the ar-';~y, police, and civil service per
sonnel Av irin the 'at; l'iidu Vallec. No attention was given to the 
ied, AI pfol in th, food-deficit hill regions. The agencies
invoiv: bcA i s,,st,,kt ir [olicies and programs to effectively regulate 
is ,,iton' (."PROS( , 19 2). 



Steps toward the developm.ent of a systematic foodgrain distribution 
;? systeiV were taken in 1965 wilth 'the creation of the Food management 

Crporation (FMC). A famine that year ,and othe lack of an effective 
agenc to steaIcally regulate foodgra1iA distribution, paved the way 
for the creation of the FMC Although the FMC was created to achieve 
balanced- -and-, stabi lized, .distribution-. of_. fobdgrain - .in.- Nepal,-, its.--. ----- -- ' 

activities, on the whole, were confined to stabilizing rice prices ini.' 
the Kathmandu Valley, ' The Corporation's annual average,distribution of 
11, 000 mt. of grains went mostly, to the Kathmandu Valley, assuring a," 
regular supply of rice at a subsidized price to the local ccnsumersQ' 

This situation was not at all desirable from the standpoint of the
 
more isolated hill areas where food'.deficits were assuming alarming
 
proportions. Concerted efforts were necessary to devise an organized
 
plan'to distribute foodgrain in the hills.
 

A serious food crisis in 1971 caused HMG to seek external food 
assistance. Responding generously, external donors provided Nepal with
 
38,400 mt. of foodgrain. However, the greater availability of grain at
 
the :central level failed to solve the distribution problem as an
 
organized means of dispersing the grain did not exist. In an effort to
 
rectify this situation, HMG created the Agriculture Marketing
 
Corporation (AMC) in 1972 (Mudbhary, 1983).
 

The AMC was created by amalgamating the FMC and the Agriculture
 
Supply Corporation (ASC). An institution dealing with agricultural in
puts, AMC's foodgrain activities were directed toward stabilizing
 
prices, helping increase agricultural production through provision of
 
remunerative prices, and making foodgrain available to consumers at fair
 
prices (APROSC, 1982).
 

The AMC purchased rice from channels such as the fertilizer food
 
exchange program, rice millers, and the open market. Rice thus procured
 
and the foodgrain received through foreign aid were distributed by the
 
Corporation. Although still concentrating on the Kathmandu Valley, the
 
A1MC distributed an annual average of 16,000 mt. throughout the country.
 

'Despite an improved performance over earlier effort8, the AMC, 
dealing with both foodgrain inputs and outputs, could not do justice to
 
both functions. The Corporation had to divert its resources to handle a
 
problem of serious magnitude in one sector, most often at the cost of
 
the other sector. For example, the problem of food deficiency in the
 
hills was so acute that the AMC's major efforts were geared in this
 
direction while ignocing the input side.
 

The serious food deficit in the hills and the need for a wider
 
diffusion of improved agricultural practices called for creating two
 
specialized agencies to separately handle foodgrain and, agricultural
 
inputs. Realizing this, H1MG separated the AMC into the Nepal Food
 
Corporation (NFC), and the Agricultural Inputs Corporation (AIC) in
 
1974. Since then the NFC has executed the government-.mandated focdgrain
 

Fdistribution program. 

The NFC, under the jurisdiction of the M.nistry of'Food and Agri 
culture before 1981 and nhw under the Ministry of Civil Supplies, is the
 
government's sole ageit in maintaining a buffer stock, creating and
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managing godown facilities, and distributing foodgrain. Headquartered

in Kat!hmandu, the NFC has 950 staff members and offices (5 zonal, 4 main
 
branches, 11 branches, 45 sub-branches and 4 depots) to execute
 
activities related to food procurement and distribution.
 

The NFC has been buying foodgrain for distribution from the open

market. The Corporation initially bought foodgrain, mainly rice, from
 
private exporters at prices as low as 50 percent of open market prices.

This system of levy procurement continued even after the Rice Exporting

(7cnpanies (RECs), were created in 1974 to provide remunerative prices to
 
producers and regulate export trade. 
 These companies were dissolved in
 
1980 primarily because of declining exports and subsequent losses.
 
During their six years of operation, the RECs combined levy sales to the
 
NFC were 115,453 rt. of rice, 7137 mt. of maize, and 2397 mt. of wheat
 
(APROSC, 1982).
 

With the dissolution of the RECs, the procurement of rice at pre
determined levy prices was not possible, requiring the NFC to rely more
 
neavily upon open market procurement, as shown in Table 1. 

Table 1. Paddy and Rice Procurement by the NFC 1975/76-1982/83 (mt) 

197S/76 70/77 77/78 78/79 79/80 80/81 81/82 82/83
 

Rice Levy 33549 25743 23580 3600 - 2257 - -

Other Procurement 706 8279 6455 20092 
50148 40595 33378 43781
 

Paddy Levy 7942  - -

Other Procurement - - 2763 1341 1739 527
 

Source: Nepal Food Corporation
 

Seemingly, 
the decline in the RECs export business and the
 
elimination 
of their export monopoly in 1980 made these companies less 
reliable sources of ]evy procurement. Of a total NFC procurement of 
34,255 :t. in 1975/76, levy procurement constituted 98 percenLt.
ilowever, t-his situation dric not last. long. Levy procurement in 1978/79
 
was only 15. prcent of the total NFC procurement. The entire levy

procureilent in 1980/81 came fr 
n the private secto-. Following this 
period, no ]evv, was impos(e.s orn ctrain exported to India, while only ten 
:ercent -evic] elsewhere. Recently, IhPK introduced a proon e.pxrts 

Juct ion. r,'-rice m.ills (APROSC, 1982).
en 

ThtM NI-C nas Wxen expandinc; its procurement activities over time. 
L -u'-a buying paddy frc'.eor 
 j.aners in the western Tarai districts. 

Iowevel-, " nuantity of paddy procured is so negligible that it hardly
Vdn La-pact- oil the inc-c-e of most farmers&:s through provision of 

.emunc r.:t ye prices. Although procurement of other grains such as wheat 
nd ':- >, by ttie NC is a aelcome step, a sharp fall in paddy procure

.ent in 1 982/83 shows a lack of consistency and ability on the part of 
?he NC' management to act as a national-level agency executing the
aovermienT- 's fc(Xd [XAicy. Hlowever, this failure of the N1"C to enter 
into :ho market on a massive scale is partly explain( d by a lack of 
dequat. i inanciai. resources to procure' foodgrain direcclv from farmers. 
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The NFC uses three methods for procuring grain from the open
 
market: awarding contracts to the lowest bidder, negotiating with mil

lers in areas with few large mills, and procuring paddy from major grain
 

markets.
 

The Food Balance Sheets prepared by the Departinent of Food and
 
Agriculture Marketing Services (DFAMS) provide a basis for fixation of
 
procurement quotas by the Ministry of Supply (14)S) and NFC. Based on
 
these procuremient quotas, the NEC procures grain, relying heavily on 
local food-pricing cainittees, in the major grain trading centers in the 
Tarai: Bhadrapur, Biratnagar, Rajbiraj, Janakpur, Birgunj, Bhairahawa,
 
Nepalguni, Dhanqadhi, and Mahendranagar. 

mne 1980/81, tnie zear when the RECs were dissolved, a large 
proportiorcL of t.e NFC's procurement has consisted of rice bought fran 
the millers and traders. Starting in February, the NE'C's major 
procurelTment period ext:ends inti1 Septem{beir. Paldy procureient by the 
NFC over time has remained insignificant, illustrating its Door 
protection of farmer' s interests through the procurement, at a reason
a:ble price, cf paddy obtaincd- directly fromi them. 

Table 2. Procurement of F'cxiqraLrl by the NFC (int) 

Crops 1975/76 1976/77 1977/78 1978/79 1979/80 1980/81 1981/82 '982/83 

Rice 33549 34022 30035 24421 50148 42851 33378 43783 

.;heat 706 1792 1895 233% 608 544 245 6267 

Paddy 7942 - 2763 - - 3141 1739 527 

Maize - - 4266 5137 744 - - 748
 

Total 421 97 35814 38959 31893 51 500 44736 35362 51 325
 

Source: Nepal IFcod Corpora t Lol 

Time series infontatioi. in Table 2 reveals that the NFC bought more 
grain in bad crop years- -1 91' /80 and 1982/83--when crop production was 
below average. This Ls inicates that the NFC has the ability to buy 
more if rqjuir(X, reveal iwj -hat the Corx)ration buys only a miniscule 
mart of th( total t-aded cra , part i wja y durinq cKXgx1 crop years. 

t ion s foritin thic, NI"("s procurement 
bv region in Table 3 shows that the hiqhest quan t,,, of focdgrain is 
obtained ,it e Cent r}al Pecli on. Despite substantial rcx-tireiment- in this 
region, a ccgiiparison of prxrcrenient and sales tiguires reve]l deficit 
situation. Another 1efici t are, is the Western Ro-gion. This situation 
calls for coHcertcd ,tion v), the NE(" to procure more grai.n frcou surplus 
areas for such reions. 

An ,xa-iinat o)f _ oi 
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Table 3. NFC Foodgrain Procurement by Region (mt)
 

Regions 1976/77 77/78 78/79 79/80 80/81 81/82 82/83
 

Eastern Region 16974 9986 10754 29111 20131 14980 27540
 

Central Region 8530 9364 12429 16394 12255 6638 7766
 

Western Region 1553 4435 3332 1652 2375 3566
813 


Mid Western Region 3983 8212 4667 3890 6094 7325 
 6466
 

Far Western Region 4762 6915 - 2454 3882 5581 5987
 

Source: Nepal }'ccd Corporation
 

The Tarai of Nepal has been the traditional supplier of foodgrain
 
to deficit hill regions. Grain from the Tarai moves northward into
 
these regions while grain for the Valley moves in an east-west
 
direction. The relatively undeveloped road network often hampers both
 
intra and inter-regional movement of grain. Grain coming fr(n the far
western Tarai and destined for the Valley has to be transported through
India, using rail or rco:Yd transport. Similarly, grain for movemnent 
northward from Kinchanpur, a district in the western Tarai, has to pass
thrcugh India. There is a regular flow of grain from the Tarai into the 
Valey while other inter-regional movements of grain are infrequent.
Restrictions can be imposed on both inter-regional and inter-district 
nL-vmTent of grain, depending upon the food situation in a particular 
area. rly/,ever, such restrictions most often affect movements by private 
individuals and not movement of grain by the N'C. 

M-o.vement of griin from procurement: centers :.n the Tarai to deficit 
regions is greatly aided by the NFC's storage facilities. Currently,
the >- has storage capacity for 40,050 it. In addition, storage
Lacilities for 1 3,800 nt. are near completion, and a project for 40,000 
nIt. i coinci un in the Tarai under IDA/World Bank assistance. The 
[>resent of:istrihurio, facilities 1000 units at collectionstorage not. 
centers :. the 'JIrai, 250->)0 mt. units at relay centers, and 50-100 mt. 
units IT ci.istrihilt ion centers in the hills--have been of great
assistance i n nsu- ig 'exrcution of the qovernment-mandated foci distri
bution oegrcami. In addition to these ovwned storage facilities, the NFC 
Iso -nts storage faci ities in -Icff, r'nt places as and when required 

(,'PROS2Q, 

As catc< ear Lies-, the FC is the public sector agency executing 
tne govrrmdlL '5 subsidizc! ccdqrain distribution programut. In addition 

trt: uiLmar:du V71 ]y, ;t. is currently supplying grain to sone 50 
6r-eas 1: thv :i lis. Thk, annual food balance sheets prepared by the 

ovehe isis for f.ixing distribution quotas by the NE,'C for 
-l , i ct. iowdvei, in exceptional cases such as drought and 
iamine, i(dit iona .u1nt tie of grain ire aoved to a particular place. 
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With increasing food deficits in the hills, the NFC has no
 

alternative but to expand its distribution network. Accordingly, almost
 

all districts in Nepal fall within the purview of the NFC in terms of
 

its procurement and distribution activities.
 

G(RAIN DISTRIBUTION BY REGION 

For distribution purposes, the NFC initially divided the country
 
into three regions: Region A covering heavily-deficit remote
 
districts--Taplejunig, Panchthar, Solukhumbu, Manang, Mustang, Dolpa,
 
Jumla, Mugu, Kalikot, HLml1a, Achham, and Bajhang; Region B encompassing
 
the remaining hill and Tarai fistricts; and Region C consisting of the
 
Kathmandu Valley alone. A recent reclassification by NFC has increased
 
the ntuntbe-r of these regions, the grading now running from A to F.
 

The NFC has been carrying out a subsidized foodgrain distribution
 
proqrar: since its ince:otion. Data available from 1976/77 onwards
 
r'eveals that the NFC has !been distributing increasing quantities of 
fccdqraiv, with scxie annual variation in quantities sold. From 1979/80 
onward tnu ,FC increased irs grain sales substantially to meet fcodgrain 
shortages tnlat Llresulted ai-]y from crop failure. 

Table 4. Fcx--c ra:i Sales b' the Nf'C (it) 

PeILs,",.r 1975/76 7b/77 77/78 78/79 79/80 80/81 81/82 82/83 

Sbunta ns 1673 25"'4 3431 3008 4502 6947 6250 3285 
(6.6) (9.7) (9.8) (9.4) (9.3) (15.1) (14.3) (12.0)
 

Hills (excludinct 9117 9832 11175 10027 17718 13964 11273 6485 
Kathmandu) (36.1) (37.2) (32.0) (31.4) (36.4) (30.4) (25.7) (24.0) 

Kathnmndu 14499 14049 20347 18888 26441 24985 26284 17333
 
Valle: (57.3) (53.1) (58.2) (59.2) (54.3) (54.4) (60.0) (64.0)
 

Total 25239 26)4-56 34953 31 923 48661 45896 43807 27102 
(100) (1.110) (100) (100) (100) (100) (100) (100) 

ote: ?igjures Li brackets iiidicate p-orcentages of total. 
.lounta Ins: I up I-j unq, .))Sankhuwasabha, 3) Solukhiumbu, 4) Dolka, 

5) Ramechhap, a) Slrdlu Pa] chok, 7) :Mnang, 8) Corkha, 9) Mustang, 
10) ilpu 1iaaci,II Jumla, Muqu, Kal ikot112) Hum],i, 13) 14) 15) 

1{ ) K-Urai, I)w-)han , 1) Darchula, 19) Elit-adi.
 

hi I[.l:. ; Panc a , 2) 1ia:[, 3) li-oj pur, 4) 'erathur, 5) Dhankuta, 
,)U-lut ( 1 d, 7) Kh(tnc, d) i, ci)nhu9) Vakwanpur, 10) Dhading, 

11]) Tuw71 , ) a Syarg,, [,Imjung, 15) Tanihou, 16)1 asI , 13) 14) 
i-Pa-i.t , -)I aa c~nn 1,) Ao jhakmn hi, 19) Gulmii, 20) Pa), 21) 

S-.ufl i ,, ::!),:a- ,b: _, A i.'4) iSalyan, 25)Puk:r, 26) Polpa, 

27) a).'rln2 ) CcdL, H,, ) ) [ 1, .) Ddecl dhna. 

Ka-'tik-mndn V,- I "I: )i<. }I an;m-h, 2) in1,')tdpIIr, , ) [,IDaltp)ur. 

.- o1.rce: ';_pal icA Cor[x)Fat ion 

................... .. ..... . ... ..... .. .7. ... .. ...
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Despite growing food deficiency in hill districts, these areas have
 
not received enough attention in terms of subsidized focdgrain distribu
tion. Rugged terrain and associated difficulties in moving grain fron
 
the Tarai into these areas may partly explain the inadequate NFC atten
tion.
 

The region benefitting most from the progrAm has been the Kathrmandu
 
Valley, receiving over 50 percent of the total quantities distributed.
 
During 1976/77-1980/81, 53 percent of the total grain distributed went
 
to Region C, while Region A arid Region B accounted for five and 42 
percent of the total distribution, respectively. Lack of cultivable
 
Land, political influence and concentration of bureaucrats and elites in
 
the Valley are cited as factors influencing the level of the JFC 
support. 

While the amount of subsidy on foodgrain distributed in rcitote 
districts is high, distribution is Low. Subsidy on a mt. of parboiled
rice sold in Region A in 1979/80 was Rs.4537 while in Region C it was 
only s.1352. As shown in Table 5, the NFC-distributed grain has met a
 
very,- ins i-cificant portion of total deficits in the hills. 

Table '. "JEC Sales as Percentage of Deficits 

Belts/Yeoi 1975/76 76/77 77/78 78/79 79/80 80/81 81/82 82/83 

Mount in- 8.5 8.3 18.7 15.0 11.8 17.0 10.6 4.2 

i,iis 34.4 16.0 13.2 14.3 8.5 15.1 25.5 7.0 

Kathmandu 
Valley 32.2 28.7 
 37.0 29.4 30.9 29.3 51.8 29.4
 

Source: Nepal Food Corporation
 

As j large proportion of foodgrain has been distributed in the 
Valley and adjoining districts, considerable funds have been spent to 
subsid/i}, consumption of foodgrain, mainly rice, in these areas. More 
ithan :(, I .ercer of tlhe subsidy goes for rice--Kathmandu receiving only
ric,. o, considerable government funas to subsidize foodgrain 

iinsump. in relativel 1 affiuent area is subject to controversyon this 
and q, ies" nn. 9roIXIbl rh( only )ustification for the continuation of 
the s ' pr<cxIram in Ilh Vcalley is the need for lo;,'-income wage earn

,, no, bene f [t Ir: tn prcram. However, the Valley does not 
iese -ubsiJ ned t-ice i1 th quant ities now being received. The 
"overn fCXXi Ijrdic- is dircctc towards eliminating this 

,.screr},: but con.(n:.iderabl hcd(-wav nan %-et to bie made. 

ir1i.;: uLbuti on a- tI,, ,:istrict level is regulated by a district
level fc.,, !7,,iatqocnt: cccii c chairod b'' the district [onchayat presi
uent . 7:.: membe:,rs (,f ib :,nmI ttee include: the Vice-President of the 
7)1st r in. dancha at, tihn >uni.; C n) fh(.si, das-riya Panchayat representing
te disft.-et, di,.:trict level oresideri s of five class organizations, the 

,ef DOstric:t )fficer (CU)), and the Distric't Ag:-icu tural Officer, the 
Chief ci the, ioca] NFC office actinq as thle cormrittee's member
secreta, .. 



The dealers of the NFC throughout Nepal are the Saj ha 
Cooperative and private dealers. In sane very remote areas such as
 
Berdim of the Rasuwa district, the NFC sells directly through it
 
depots. In other areas, the Sajhas are encouraged to take up dea er
 
ship. These Sajha Cooperatives have been selling subsidized grain to 
consumers at prices three percent above the NFC's selling prices. This 
margin encourages such grassroots-level institutions to get involved in
 
grain distribution. In sone areas, especially without a proper Sajha
 
network, the district-level committee appoints private dealers and alsc
 
decides on establishing NFC distribution depots at specific points, tc
 
reach larger numbers of people within a particular district.
 

The JX) plays a. influential role in matters pertaining to c d 
distribution. DepenJing on the situation, he fixes sales quotas tor 
consumers, based in Post cases on the availability of grainstocks. 

in Rasuwa di.t rict , one NFC distribution depot located 24 kns. 
r,oT ih of Dhunche, C le district headcarteets and five Sajha CIoperatives 
are involvo<l it [c-rltgrai distribution activities. Foodgrains, maini, 
parboiled cooir-se rice and r-aw coarse rice, are nade available to the 
Sajhas hy the local PFC office at prices fixed by the Corporation. The 
Sajhas are all ow,: t,- fix retait prices at a level three percent above 
the NFC seling prices. (urrently, the Sajha Cooperatives are buyini 
parboiled c irs'. ie l0m2 the local N'C office at Rs.4.35/kq. and 
selling t tV a(nsumers at Vs.4.90/kg. 

Th° Sdjhias are issued directives by the loCcal comiIttee not to sell 
nore than 10 Qg. of fcodqrain to one person at: a tine. As in other 
districts, in R'asuwa the CUD-) was found to be playing an influer.tial role 
in actual distribution, iinp)sirg restrictions and issuing coupons as and 
when requ-i red. 

Despite the government's laudable objective of benefitting the poor 
through provision of grain at subsidized rates, it is often argued that 
the major beneficiaries of the piogram have been government official;. 
Poor people in remote areas do not have access to subsidized grain. t'% 
close observation of food uistribution reveals that the benefits accrue 
to influential people, r;ainiy government employees. While officials 
were isAire coupons for 25 kg. of rice per person per month by the CLX) 
office, no such arrangements existed for the local people. In terms of 
access to subsidi0ed focodgrain, people living around the distribution 
2oint :ad an edge over those living far away. iA differential quot_ i 
systm, and sales of lar-ge- quant ities to persons from distant: places, 
might solve same of these problems. 

The i ocx beui I \tyMission of 1"!78 O.commended the establi shinent of 
a niniinm operating stock (14dS) of 10,000 init. txo nwi-intain t he smcoth 
flow of qrain to dief ici f eas (Rawa I, 1H4). Tie idl"a I hind the 

,
creation of such a stock was to prev.nt large flctua ionS icnprices and 
contribur towards pice < i ] zatio trough oi itenn of . constanit 
flow of grain throughot t! 'yea. Tis was int:er cled as a miniimur stock 
upon whicl tie NFC woul-d i ciraw, o-.cnt in emiergencies, t o ,:cute its 
regular food dist ribut ion irqrall. 

Al tLough rt tritenance of riniintii ,)peratinqusck of , rnit,is an 
i.ntegrl port (of ITI.d-'s fhxi ii c/, latil o stc: tholdiniq !XA-:itions of 
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the NFC reveal that the Corporation has not been able to maintain this
 
stock throughout the year. A stock of 35,600 mt. held by the NFC in
 
August of 1983, including commercial purchases, food aid, and food
 
loans from India, shows that given adequate funds and facilities the NFC
 
should be able to maintain a stock of 10,000 mt.
 

In addition to the establishment of MC)S, the Mission also recom
mended the creation of an emergency reserve stock (ERS) of 5,000 mt.
 
based upon calculations that this amount ensures the minimum nutritional
 
levels required by 200,000 people for 60 days (FAO, 1978). The creation
 
of an ERS is to overcome the problem of food deficiency in emergencies.
The creation of such a stock would have special significance in Nepal, a 
country prone to natural catastrophies such as floods and landslides.
 
Phe geophysical pxosition of Nepal makes it virtually impossible to bring
Lft food from abroad for short-term relief. It is desirable, then, to 
qmintain a stock for relief operations in the afflicted areas, allowing
V1'W a reasonable period of time to m)bilize additional food supplies. 

11,'K has (z:mressed a firm commitinent to establish an ERS demon
stratd by its willingness to increase it to 10,000 mt. In view of 
problems associated with moving foodgrain into remote areas, it would be 
appropriate to establish sucn stocks at strategic points. This would 
qreatly facilitate ti'ely obilization of foodgrain to afflicted areas, 

n,. allow to cope ,' ti: such situations. With proper financial 
aupFort from iIh. , the NC should be able to maintain and operate ERS. 

PR, IJR, I IT A, Sl!,LING PRICES 

Prior to the RECs, the, NFC received foodgrain from private traders 
who were issued export licenses by HIS. These traders were obliged to 
provide the NFC with ,.percentage of their total exports at a predeter
mined levy price. Tis system of NFC levy procurement continued even 

t'Qs has the proportion of levywith the r'.- the years, HU)G changed 

exporfs, )ut thi. towy price per 100 kg. of parboiled rice remained
 
stable i - during 1972-1 981. with dwindling export
us.1 However, 


ianes,<, ~ic ", Ixcan, less reliable 
sources of levy procurement, 
f,)rcin ,-(, ',,FC to icy increasinq quantities of fcdgrain on open mar
.4s at :wices much ig cr tioan _e%, prices. Except wheat, which regis-
.ered o .5 percent ricr ,Incline in 1982/83 as comptared to 1981/82, 
orces o; a:! other arcjs ;curei by the WFC have, risen over time, as 
.6]e (6 -slays. 

icxPsra thenb , erqn. Pr ice of r ins Prrwired by NFC (Rs/100 kg) 

,.- ins 1980/81 i081/82 1982/83 

.m'nrse-, Rice 312 345 386 
,,, -. icc 309 158 391 

144 297 182 
,neL- - 284 
ParLOi, - Fine Rice - - 419 
Rao Fine .Ice  - 468 
V'oze 
 - - 190 
Source: sepal Food Corporation 
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After the dissolution of the RECs, the NFC had no alternative but 
get involved in padly procurement. Such intervention by a public sector 

agency has special sicnificance in relatively less-developed districts 

of the western Tarai where ccnpetition among traders is rare, unlike the 
eastern Tarai. Though in limited quantities, the NFC has Veen procuring 

paddy mainly from these relatively less-developed Tarai districts in the 

west. With the eiception of Bhairahawa--a major grain trading ton scie 
300 k}ns. soutnwest of 7zatrinandn, where NFC procurenant prices averaged 
Rs.185 per 100 kq. of p.ddy--the buying price in 1981/82 ranged between 
Rs. 50 in Sat of 1ailali district to Rs. 165 in Nepalgunj of EarNe 
district. Because o;f this situa'ion, the NFC should ex-pand its procure

ment activities Ln, these areas to avoid unprofitable market sales by 
farners. iiigher i.ddy pnces offered by the RECs in these areas ore a 
-',vid nifestation of bnefits accruing to farmers as a reslut of 

pilic sa'toc i nt-erventLaon. It is interesting that in Nepaigunj, the 

average price of coarse paddy ]ust one year before the RECs were created 
was Rs.].'O/,kq. increasing to Rs.1.60/kg. during thie firs, year of 

their operatior (APROSC, 1982). Thus, public sector actIivities, given 

proper supprtI:, work LCO benefit growers in areas whern farmers are 

subject to expb, ityt cnl: prvate traders. 

ieforc the Ni'C moved under the jurisdiction of the hMnistry of 

Commerce and SuppLPS I.'.,ch recently became two sepa.rate Ministries), 

focigrair distribution pr.ices were fixed by the M(UA. S i-nce Novejbler 
1981, ch NFC has Men entrusted with this authorization. As the major 
objective of the sifibsidiz'ed fcxigrain distribution pr gram is to provide 
benefits to thpiru:-mum nuini' r of people in the food-def i'it reqions, 
HNIN haz f:rit-N to bear the cost of the program. Prices of f-otodgrain-

rice accuntinu for 97 percent--distributed under he pt-oe n ,raeinbe 
Inchanted ]r i A1 75-1981, wnile selling prices of focdra in varied 
between regions A, B , and , depanding upon the cost involved in moving 

gqain into each ceqionr. iligher selling prices of focxqjrain in Region A, 

covering i-e most severe food-deficit districts, arce e'xiained by higher 
t rans[ a Ir ost. 

With a significant decline in levy procurement anid hn consequent 

Neavy reliance on the market for gra:in procurement at coxi1_xt:itive prices 
rn, the NC, an, increase in the selling prices of fLdgrain' was 
inevitable. Additiona lly, tIe precarious financial position & Heff NFC, 
itis ncrcasing reli..ance on iVU for financial support, ano the irippro-

;a iateness of nmintain;ing constant selling prices in the [at" or risirg 
prncurent pr ices, fac iitatedb an upwa;,,rd revisio. in ths .'s g.-ell ing
 

;4i ces of fcax-),-ra in durng (ctohr 198 1. eant 1 i, iNFC 
i-eiassi fie~] dofiit r n , hwit . objecti , of s,.,;tmt ical [v 
tip]ementi Lrq the f: alt ii srtibuti on pirirax]. 

(In]I Pt t i-i s when prices n'1 suClbsiciz i fOCjOra LH ri ainedl 

,constant for ,, In as sevan years, th NFC now ihas tak-n the nore 
pragm-t," app hiI , , i sinq ro K i nq prices in accodale wi th 

proc.".,-i prices. Thi s i. n('cessat5' i the a T( s to buy iHcrasrq 

quantities of f cxxic-rain (rith )ni C iralk and pirchase (xamroid] 
fcrxilgrain frcii abroad to alte the prohlmI ,of food deficierncy. S i ic 

kictober 1981 anA thi pr-esernt Me, the NFC &tiv-eas<, the sellingt ;as 

prices f foxodgrain on at teast ithree ,-difforent occas ons, IPO 1.prices 
ot fcLdgrar have r--icaine- i"IPesi in lRegi<,n A, indiatinq t-hC remote.i 

ness CA the a reas and i ch cosyt- involved i.K 1WtltVI 1raf n. 
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Within Region A, which covers the chronic food-deficit districts, 
procurement cost constituted less than 30 percent of the cost involved 
in distributing foodgrain there. The rest, ccmprising approximately 70 
percent of the total cost, was explained by other expenses,
transportation constituting more than 50 percent of the total cost 
(Table 7). However, Region E, covering the three well-developed

districts of the Valley: Kathnandu; Lalitpur; and Bhaktapur,
transportation costs constituted eight percent of the total grain dis
tribution cost during 1982/83-1983/84. During the same period,

transportation costs in Region E constituted 11 percent of the procure
ment cost, while in Region A it averaged 176 percent (APROSC, 1982).
 

Table 7. Regional Foodgrain Distribution Expenses (Rs.'000)
 

Region A Region B Region C
 
Description 1982/83 83/84 84/85 82/83 83/84 84/85 82/83 83/84 84/85
 

Procurement 11628 20767 17660 8820
5940 8835 16380 27415 24510
 

Transportation 
Costs, Loading 19412 37745 44904 
 4028 7546 7508 8198 12965 13279
 
Unloading Charge
 

Other Expenses 3802 6068 6389 1943 3034 3193 
 5141 8415 8863
 

Total Expenses 34842 64580 68963 11911 19400 19536 29719 48795 46652
 

Table 7 (cont). Regional Foodgrain Distribution Expenses (Rs.'000)
 

Region D Region E Region F
 
Description 1982/83 83/84 84/85 82/83 83/84 84/85 82/83 83/84 84/85
 

Procurement 13140 21572 19285 44730 76500 68400 87596 12645 11305
 

Transporta t ion 
Cost, Loading 
Unloading Charge 

2073 2050 1576 4480 9430 8046 490 1103 716 

Otfher Exoe-nses 4298 6625 7866 14627 23495 24730 2483 3884 3786 

Total Expenses 19511 30247 28727 63837 109425 101176 10569 17632 
Md07 

Figures for 1984/85 have been based on proposed NFC activities
 

'Source: Nepal Food Corporation 

Although Region A might have received a higher per unit subsidy to 
cover the high cost of transporting grain there, in terms of regionAl.
allotment of financial resources, the major share has gone to Region A,
Taking the average of two years (1982/83-1983/84), total expensesz
incurred in Region A constituted only 57 percent of the amount spent K,' 
execute the foodgrain distribution program in Region E. In 1979/80, VQ 
was incurring a loss of Rs.4537 on every mt. of rice distributed in I: 
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C Region A, followed by Rs.2205 in Region B, and Rs.1352 in Region 


(APROSC, 1982).
 

The high level of subsidy given to Region A can be justified on the
 
basis of low crop productivity, low purchasing power, and high transpor
tation costs. Available data for 1982/83 reveal that the NFC losses on
 
the foodgrain distribution program amounted to Rs.55 million (TFble 8).
 

Table 8. Extent of Subsidy in Foodgrain Distribution, 1982/83 (Rs 000)
 

Reg.A Reg.B Reg.C Reg.D Reg.E Reg.F 

Procure ont Price 11628 594 16380 13140 44730 7596
 

Transportation Cost, 
Loading Unloading 19412 4028 8198 2073 4480 490 

Other Expenses 3802 1943 5141 4298 14627 2483 

Total Expenses 24367 11911 29719 19511 63837 10569 

Total Sales Revenue 12938 6273 16330 10921 62645 5807 

Moss Incurred by
 
NFC as Subsidy -11439 -5638 -13 -8590 -1192 -4762 

Price was weighted by proportion of rice, maize and wheat that consti
tuted 33865 mt of foodgrain distributed in 1982/83. 

Source: Nepal Food Corporation 

A major portion (38 percent) of this was spent on subsidizing foodgrain 
distribution in Region A. Although a large part of total grain distri
buted under the program went to Region E, low transportation cost re
quired in moving grain there substantially reduced the NFC's losses. 

The NFC expenses--in particular operational expenses--have risen 
substantially. These expenses are illustrated in Table 9. 
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Table 9. Breakdown of NFC's Operation Expenses (Rs.'00)
 

1983/84 1984/85
 
Descriptions Foodgrain Oil Sheep, Foodgrain Oil Sheep,
 

(mt) (it) Goats (Wt) (it) Goats
 
(No.) (No.)
 

Procurements Costs 170013 4641 3710 152000 11250 3460
 
(4250.00)(15.47)(337.27)(3800.00)(18.75)(314.54)
 

Transportation Costs, 71242 551 575 76367 1200 350
 
Loading Unloading (1781.00) (1.84) (52.27)(1909.17) 2.00) (31.81)
 

Town Panchayat Tax 850 23 - 760 56 

(21.25) (0.08) - (19.00) (0.09) -

Godown Rent 600 50 - 480 100 

(15.00) (0.17) - (12.00) (0.16) -

Sales Commission 4735 149 - 945 240 

(118.37) (0.50) - (23.62) (0.40) -

Bank Interest 17733 523 64 28195 1119 60
 
(443.32) (1.74) (5.81) (704.87) (1.86) (5.45)
 

Losses 3453 87 124 1175 187 100
 
(88.55) (0.29) (11.27) (29.37) (0.31)
 

Administration Cost 22500 - - 20000 - 315
 
(562.50) - - (500.00) - (28.63)
 

Miscellaneous 2250 552 - 3400 1033 200
 
(56.25) (1.84) - (85.00) (1.72) (18.18)
 

Total 293465 6576 4473 283322 15185 4485
 
(7336.24) (21.92) (406.62)(7083.05) (25.30)(407.72)
 

Note: Figures in brackets indicate per-unit costs.
 

Source: Nepal Food Corporation
 

Profits Lrcn sales of non-foodgrain items like cooking oil, Tibetan 
goats and sheep have not been able to mtke up the losses incurred on 
foodgrain sales. This is [tartly explained by declining sales. Compared 
to 1982/83, losses incurred by the NFC on foodgrain distribution have 
declinc! in 1983/84. Factors contributing to this may include upward 
revision "Y selling prices of foodgrain in July 1983. 

Th:--C could improve its financial position by reducing operation 
expenses. ;sninistrative costs per mt. of foodgrain distributed in 
1983/84 was Ns.562 and losses were as high as Rs.88 per mt. Efficient 
NFC -fariaceent could curtail these e:penses. The NFC has begun thinking 
along these lines as it proposes to cut administrative expenses on
 
every mt. of foodgrain by Rs.62 in 1984/85 (APROSC, 1982).
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A drastic cut in various peripheral NFC expenses is imperative-
especially in light of the inadequate subsidy received fram HMG. The
 
subsidy given to the NFC does not cover its loss incurred by the
 
government-mandated distribution operations. The large part of the loss
 
which is not made up by profits from the N-C's non-foodgrain operations
 
is funded out of equity capital and through loans which are mostly
 
excused due to the NFC's inability to repay them.
 

HMG has been providing a substantial transport subsidy to the NFC.
 
In 1981/82, transport subsidy to the NFC amounted to Rs.44 million. The
 
transport subsidy aims at maintaining price stability and cushioning the
 
food deficit in hill areas. In addition, HMG has also been providing
 
financial support for interest payments, construction of storage
 
facilities, and increased equity participation. However, it is becoming
 
increasingly difficult for the exchequer to provide a substantial
 
subsidy to the NFC. Thus, the subsidy was cut from Rs.80 million in
 
1982/83 to Rs.32 million in 1983/84 (APROSC, 1982).
 

The increasing food deficit in the hills and subsidy expenses
 
warrant imnediate action to operate the food distribution program in a
 
cost-effective manner. This can be achieved through reduction in grain
 
transportation cost, which composes a large port on of the total
 
distributLon cost. 

TRANSPORTATION OF FY(XDGRAIN 

The major grain supply points are located in the Nepalese Tarai.
 
Grain from these centers is usually moved into the hills during dry
 
weather. Grain destined for remote areas is transported by truck to the
 
relay centers awaiting further movement by porters and animals. Exten
sive use is made of air transport to insure timely availability of grain

in remote areas, especially during emergencies. Since grain mqovement

fran relay centers is mostly by sheep, mules, and porters, large sacks 
of grain at the relay center--godowns--are broken into small quantities. 
Transport from the relay centers is handled by private contractors
 
selected or the basis of competitive bidding for different routes. 
Noruilly, a porter carries as much as 50 kg. while sheep and mules can 
-arr- 15 and 80 kg. respectively in two-bag packs (APROSC, 1982). 

Data available fraom the Department of Roads reveal that the road 
network at present consists of 5335 kOn, whereas in 1950 it was insigni
ficant. In spite of this achievement, the absence of motorable roads 
has greatly Mhndercd r iely movement of grain Lnto deficit regions.
Even in the Tarar, grain from hendranagar, Dhangadhi, and Nepalgunj 
destineo for rne Katmnandu Valley has to pass through India. 

D-ne to tre i mited road network:, animals and porters are widely 
ised to transport :{ran to the remote areas during the dry period. Lack 
of bridges across the fast-flowing rivers and the probability of 
landslides during tMe rainy season make tracks in the hills impassable. 
Under these circunstances, air transport is frequently ased to supply 
grain to the deficit areas- -particul],irly within the Mid--estern and 
Par-Western Regions. The type of aircraft (suppli1W] by LINOP and RNAC) 
tor NFC charters can carry 1.3-i .5 mt. a trip. Air lifting of fco:,grain 
ihould discouraged, however, because of hLgh costs. 
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Despite the absence of a extensive road network in Nepal, road
 
transport is the most important mode. Almost all initial movement of
 
grain from the major collection centers in the Tarai to the relay and
 
sales centers is by trucks hired from the private sector every year
 
through tender. Since road transport is the cheapest mode, followed by
 
animal, porter and air freight, it would be in the best interest of the
 
NFC to rely increasingly on overland transport. The completion of the
 
western section of the east-west highway and many other proposed and
 
ongoing north-south road projects should greatly facilitate transporta
tion of grain by the NFC in a cost-effective manner.
 

The major beneficiary of the subsidized food distribution program,
 
the Kathmandu Valley, receives grain from different points in the Tarai
 
entirely by trucks. However, loads carried by heavier trucks have to be
 
transferred to smaller vehicles at Hetauda due to weight restrictions on
 
the hilly road reaching Kathmnandu. The ropeway running from Hetauda to
 
Kathmandu, with a load capacity of 545 kg. per carrier, is the most
 
cost-effective mode of moving graio into the Valley. Compared to land
 
transport, the ropeway can save Rs.77 per mt. However, due to
 
insecurity of goods in transit and the irregularity of services, the NFC
 
finds it an undependable means of moving grain into the Valley (FAO,
 
1984). Movenent of grain to otier deficit areas such as Syangja,
 
Pokhara, and Dhankuta is by road.
 

Despite tne savings on transportation cost that could result from
 
increased reliance on overland transport to sam areas, the NFC has few
 
opportunities to reduce cost on many routes. Given the present state of
 
road development, the NEC has to rely entirely on porters and animals 
for movement of grain from the relay centers to the final sales or
 
distribution points in some highly-inaccessible regions. Air dropping
 
of food would be the only alternative in such areas. However, except
 
during energencies, this is not desirable due to costs and losses in
 
grain.
 

With IHE3's cnintment to provide foodgrain to people in the deficit 
regions that are nut accessible by modern mean.< of transport, there is 
hardly any potentiai for the NC to maneuver trans1prtation cost. 
Howe.v--, certain riu'-s on distribution cc,.t- can result from a 
proper],y-planned,- distribut ion mechanism. Althouoh foodgrain quota allo
cated for eacn di Lrn t are Lased on the extent of food deficiency and 
informction on the fcod belance situation providri, by DFIIM!S, the actual 
distribut-ion fatls to reflect these. 

A<( 'tLonal fccdcgra [n is moved into scAn, districts where initial 
dejivery, which is i.ased on foocd situation information in that parti
cular district, is found insufficient. Allccation of additional quota, 
however, depends very much on the ability of politicians and the 
district administration to influence the decision-naking authorities at 
the c'.nrter. A realistic distribution plan, LWsed on the extent of 
deficiency and demand for fcx-]grain in each region, and reconsideration 
of current procurement and storage strategies may help reduce transR.rt 
costs. Instead of a situational approach towards curtailing transport
 
expenses through the use of the mst cost-effective mode, a holistic
 
approach that calls for reshaping the NFC's distribution, procurement 
and storage strategies would be more effective. inphasis on procurement 
of grains in areas ad'loining deficit regions could help minimize 
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transport expenses. The development of a realistic distribution model,
 
then, would facilitate reconsideration of the NFC's present storage and
 
procurement strategies.
 

rTLE PROPOSED DISTRIBUTION MODE 

Based on the proximity of deficit regions to the supply points in 
the Tarai, the country is divided into ten new regions. The division 
has been made so each supply point in the Tarai supplies grain to at 
least three hill districts. A three years' moving average has been 
calculated to present a realistic picture of foodgrai requirenents and 
availability in each region. The proposed regions in the westen-i Tarai 
reveal a deficit situation while regions in the eastern Tarai reveal a 
surplus for each region. 
...............................................................................
 

Table 10. Food Balance Situation by Proposed Regions (mt./Rice)
 

Regions Availability Requirement Balance 

A. BhadrapUr 97,053 69,607 +17,446
 
B. Biratnagar 150,263 108,270 +41,992
 
C. Rajbiraj 122,029 91,807 +30,222
 
D. Janakpur 128,359 135,433 - 7074
 
E. Hetauda 273,274 252,391 +20,882
 
F. Bhairahawa 217,188 205,557 +14,632
 
G. Dangdeukhuri 36,371 51,142 -14,771
 
H. Nepalgunj 69,974 78,290 - 8316
 
I. Dhangadhi 49,442 51,330 - 1887
 
J. Kanchanpur 27,885 29,066 - 1182
 

Source: DFA;uS 

In view o - this deficiency on the western front, the proposed model 
aims at ensuring the supply of foodgrain fran the surplus areas to the 
deficit careas, incurring ninimumi transportation costs. To arrive at an 
optimtmi-cost solution, the cost involved in moving a mt. of fcodgrain 
etween different supplPy ;:oints in the Tarai has been tak ;n into ac

count. Althouqh hill areas do .ot fall within the purvi ew of the 
proposed ni:lel, the icel should also ensure availability of grain even 
in these areas as fcod ,vailabilitv in each region is calculated by 
taking into a c'oYunt the fcxy situatlon in each defic-it diistrict. 

As s onm Ln IT 1 Jhat n, >t-.-ang , Saptari, and H{etauda possess 

consideraidd, sur)imu,: rain. due transportationi However, to high costs, 
-urplisjrain in Jharm and .orang districts needs to be stored locally 

for export at -ttperprjc- to other countrLes. Sap.ari and Hetauda 
have surplus to i- dport] to Dmanusha and Bang, respectively. Bang 
needs !c- ii', rt I.,u and Fetauda. Thf, optimal_(xJgrair; frown Bh.: irahawa 
cost si., This reduces the ez.:xpanses incurred byR-.7,02 ,025. 'reat ly the 
NFC and hin,ps the (Jorrxoration devise an UltCCJrated procurement, storage, 
and cjstribution plan. 
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'''Table 11 Optimum Cost Solution (00 mth1 

Regions li 2 *~3' 4 5 6 7 8 9 10 Surplus Total 

6~~~~~~~~~~~~.........B~maa......... . ........ 22 4 ... '..... .. :-:
 
'175'1.Jhapa 696 871 

.'420'2 ,Mrang 1083 1503 

4.bhanusha 1284i 1284 
5. Hetauda 

' 

2524 115 94 2733' 
'."21726-Baiaw 2026 146 


6 airaw 250 114 364
 

8.Nepangunj 669 31 700 
9.Dhangadhi 483 12 494 

10 Mahendranagar 279 279 

Total 696 1083 918 1354 2524 2026 511 783 513 291 919 
Requirement
 

, Optimal Cost: Rs.5023025
 

CONCLUSIONS AND RECMMENDATIONS
 

adptThe model just presented provides policymak&as with a basis to 

a r Cerealistic strategies pertaining to procurement and maintena of 
regional grain stocks and their dispersion. G.ven the lack of'a road 

network between food-deficit hill areas and the fod-surplus Tarai, the.. 
NFC is left with very limited opportunities to influence transportation 
costs. However, some reduction in moving costs can be achieved by 
reshaping the government's procurement, distribution, export, and stor
age strategies. 

'The NFC can curtail transportation expenses by,,using the cheapest 
sources of grain. The Kathmandu Valley is one area that receives grain 
from several areas, including Nepalgunj, Bhairahawa, Bhadrapur, and 
Birgunj. A savings of Rs.234/mt. could result if the grains to 
Kathmandu' camE. from Birgunj instead of Bhadrapur. For grain to be 
distributed in'the Valley and adjoining hill districts, it is important 
that serious attempts be made to procure grain in the surplus Tarai 
districts: Parsa, Bara, Rautahat, and Chitwan. Ironically, the NFC has 
been concentrating more on procuring grain in the eastern and western 
parts of the Tarai while little effort is put into procuring grain in
 
the areas mentioned above. A mere reduction in the currert level of
 
subsidized grain distribution in the Valley would also help.
 

The NFC needs to reconsider its procurement strategy and emphasize 
procurement of grain even in deficit areas where grain is sold at 
depressed prices during the harvest period. Procurement of grain* at 
reasonable prices and storage for distribution during the lean period 
would be be-neficial to the NFC, producers, and consumers. Unlike the 

... NFC,' private traders have been incurring substantially lower transport 
costs by using the cheapest source of grain. 'For examiple, private 
traders bring into '-the Valley a substantial quantity of rice from 
Nuwakot, a surplus .l district 50 km. northwest of Kathmandu, 
''imsediately after paddy harvest.' As a result, the NFC has to move 
considerable quantities of grain into the area for distribution during 
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the lean period. The efforts to procure grain and store it locally for
 
distribution would save money on cross-transportation of grain.
 

To begin, the NFC should, on an experimental basis, initiate 
procurement programs in deficit hill areas where agricultural develop
ment projects are implemented and increase in is eieldexpected. Such a 
procurement plan could be backed up by a differential pricing policy 
reflecting the cost of moving grain to different places. This variable 
pricing policy would call for fixing higher crop prices in deficit 
remote regions, compared to surplus areas in the Tarai. This policy may 
also partly do away with the dampening effect that subsidized foodgrain 
distribution has on incentives to prcduce more locally. The priinary 
goal should be to achieve a balance between procurement and distribution
 
in each region. This would help curtail transportation expenses through 
a reduction in inter-region l movement of grain. 

U14/N's recent decision, as stated in the hudget speech of fiscal 
year 1984/85, directing the NFC to initiate procurement activities in 
the hill areas at: incentive prices, shculd be instrrental in providing 
incentives for local grain production, ulthnkitely helping achieve a 
Lalance beLt-wer;n recional procurement and distribution. Hoever, for 
this idca to nrterialize, the ,.PC needs I:o be adeouatelv t.cked by means 
and faci ",% a concerted effort to strenqthen the NFC,ti es. ithout 
e/ecuiLLny prc<urc-ient activities effectively zn th(, hills nm, remain 
merely wishful thinking. ft nas to be reme.mbered that more important 
than V st 'ictlr:- and t:%._f of organ i::ation invoved] are the: drive and 
enerr ;v..!h wIlicL such pal rcies are executed. Pro->eKr implementation of 
the prcrtYs.-i p rocurement prcqram and greater reliance on porters and 
animals for iimxovcment beyond the relay centers would save a substantial 
amount of amnev r'xencicx] on grain transportation. 

APROSC (1979), LNep.l: Grain Storaqe Project, ( tober, Kathiandu, 

-......c,.- ,)), ..... ,hrkct Prc-ient Poj _t, K t andu, Nepal( P"{rira 

Fed- and ,(m-u70) 1 rganization (1 ',/ ), "Rer)ort- of the Food 
Ser-c .'-.t \'i < .- raft ,"' [ ,II, c; ,j FAC. 

Khadka, ., '1 J . C. dat a' 1 ), manJ and Prczxuction 
of c' in the fills," iir e 'S .rience in IHill 

_ ur -A-I oruient , Ni.ni.tr-', of Food and Agriculture, His 
?,I, .' "" e-o ,no _9-42 Katluriancu, Nepal[ 

.,;tidhh.,, :.tt. K-r "Impact Rice inK. (1 383), of Pricing Policy 
Prcf,o"inn, ciznmpt-ri' , and Trade in Nepal," iay, Kn thmnmdu, 

Nepal :x('orpor ,t io:0n, unpuhl ishcxdt dta , IKathmandu, Nepa,. 

Rawa ., ( 1W4), "tUl)Ac ;: aton rx ;n, andTa i,'-,: o] icy, in e t-co)ra 
Di tr beIt1on of F"CCIr,ra , in Pol.icv i.n Nepal],." o i'o.. Issues 

APROSC and f-rhe n -wn opment Rerc~irch Centre,
 
pp. 1ul -1 85, AI9
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