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PREFACE

The Government of‘Bangladesh has long been pursuing a policy,
mainly, of consumers welfare in respect of foodgrain distribu-
tion. Accordingly a large amount of food subsidy has to be
given with a particular intention to safeguard the interest of
consumers falling under low income groups.,

——

The continuance of subsidy on PFDS and its Justification’has
been questioned seriously in view of growing need for resources
-in the development of the country. Nevertheless the issue of
subsidy has become controversial one from donors' as well as
‘recipients! point of view. Although present PFDS involves a
heavy cost, it can be structured to benefit the ma jority poor
by doing away with the urban biased distribution policy., Side
by side the element of food security should also be Jjudged
outside the narrow economic considerations, Thus it is desirable
to bring about a harmonious link between the two contrusting”

consideration of welfare and monetary gain,

'

In the backdrop of the situation, Ministry of Food, (GOB) under
its Food Planning & Monitoring Unit has launched this study
which has been undertaken by us. The study has been accomplished
primarily through collection of data by field survey as also the
review of available studies of similar nature, holding periodi-
cal sessions with the learned members of the Functional Committee
headed by Secretary Finance and analysing extensively the releve-
ant data/information collected from various sources,

It would be quite clear from our deliberations and analyses that
the present method of subsidy calculation, by all considerations,
is inadequate to reflect the resource position vis=-a=vis explai-
ning utilization by the beneficiaries, Exhaustive studies were
made on the subsidy issue, classes of people enjoying the sub-
sidy-and the ways how these resources affect the government as
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also the people. An attempt has been made therefore, to review
the existing inadequacies and inefficiencies of the current food
management, Our findings, we believe, will open up a new direc-
tion for adopting policies regarding subsidy, It is also worth-
mentioning here that there is no change of viewing food sector
without going into social welfare considerations which have been
evershadowed in the mere accounting exercises. In the report
stagdard methous have been suggested, very carefully, to calcu=
late the subsidy in PFDS with alternatives along with a set of
recommendations so that different social and economic considera-
tions are reflected.

I am extremely grateful to Mr. M, MUSTAFIZUR RAHMAN, Secretary,
Ministry of Finance & Chairman, Functional Committee of the
study, the learned MEMBERS OF THE FUNCTIONAL COMMITTEE and the
USAID MISSION in Bangladesh, For their wise and kind decision
we were honoured to conduct such a valuable study., We were also.
immensely benefited in accomplishing this study by their valued
contributions during the periodical review meetings and their
written comments on the Draft Report.

Successful completion of this study was the result of co~opera=~
tion of many individuals, It is difficult therefore, to write

an individual acknowledgement to each of them, But I must appre=
ciate with gratitude the cooperation and services of Messrs '
A.K.M,KAMALUDDIN, SECRETARY, MOF; ALAMGIR FAROOQ CHOWDHURY, D/G,
Food; M,A.L,MATIN, Jt. Secretary, Finance; GOLAM MOHIUDDIN,

Addl, D/G, Food; and their subordinate officials who were instru~
mental in supplying us huge quantity of relevant data as also
listening and replying patiently to our lot of querries on
different aspects of the study,

I woe a special word of gratitude to MR. GIASHUDDIN, Section
Chier, FPMS and his OFFICIALS whom I used lavishly in establishe
ing access to the investigating points both in the field and in



different Ministries & Directorates. Their timely and prompt.
response, in the matter and also making us available relevant
data, helped a lot in conducting the study smoothly.

I will not be faithful to my duties if I fail to express my
heartfelt thank to DR, A, H. SHAHADATULLAH, Team Leader of the
study, who organised and guided the other team members very
efficiently, He also took much pain in editing the whole report
critically and with utmost care,

Finally I would submit, most humbly, that the outcome of the
study is & mere diagnosis, not any treatment, If I have been
able to sensitise the authorities to the need of appropriate
treatment I will consider that my efforts have not gone in vain.

Ld

Dhaka, the 30th October, (HAFIJUR RAHMAN, Ph,D,)
1986 Progect Manager

Mana ing Director
EUREKA (Bangladesh) Ltd,
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EXECUTIVE SUMMARY

A+ GENERAL:

‘1« The present study - "Study on Subsidies in Public Food Distri-
bution System in Bangladesh' has been undertaken by 'EUREKA
(Bangladesh) Ltd, under an assignment from the Ministry of Food.
Public food distribution started as a rationing system in 1943,
After 1971 the existing 12 channels are regrouped into two primary
classes on the basis of pricing system, namely, into monetized

and non-monetized channels. Food -distributed through the Public
Food Distribution System has changed both in quantity and compoSi =
tion, Quantity distributed during the Second Plan (1980;85) varied
between 15,2 lakh tons and 25,6 lakh tons; the share of non~mone-
tized channels (e.g. food for works) has increased from.20,7% in
1979/80 to 35.6% in 1984/85 and the proportion of wheat from

83.F% to 99.3% over the same period.

2, Within the monetized channels (e.g, Statutory Rationing)
there has also been increased emphasis to reduce the gap hetween
procurement cost and sales price, This has been attempted by re-
ducing the share of costlier food element i.e. rice by increasing
sales prices and by containing access of Jopulation to such cha-
nnels, Ration cards which covered 67% of 3SR area population in
1980 covered only 4% such population in 1985, Their number even
declined from 36.9 lakhs to 33,7 lakhs over the same period,

3. Entitlement of food has been reduced from 4 Sr, per head in
1976/77 to 2 Sr. now. Share of rice in ration entitlement was
reduced from 62,% in March, 1976 to 33.%% in May, 1980 and. to
2% in December, 1981 and the quantity of rice. from 2:5.8r,. to
1«0 Sr. and to 0,5 Sr, respectively,

4+ Ration price of rice (SR/MR) has been increased from Tk,90
/mds in 1976/77 to Tk.140 in 1979/80 and to Tk,268 in 1984/85
and the gdp with the domestic procure ient price was. reduced from
'Tka32 /mde to The30 in 1979/80 and to Tk,20 in 1984/85, In case
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B.

of wheat ration price was raised from Tk,107.6 /md. (average) in
1980/81 to Tk.167 in 1984/85 and the domestic procurement price
from Tke113+3 /md. to Tk 165. In relation to procurement cost,
both internal and external, including incidental cost, proportion
of ration price (SR/MR) increased from, 38,4% in 1980/81 to 54 4%
in 1984/85 in case of rice and from 78. %% to 93.3% in case, wheat.

5. In spite of narrowing gap between procurement cost and sales
price budget subsidy increased from.Tk.109 crore in 1980/81 to
Tk,2L44 crore in 1984/85 as per the revised budget estimates, The
increase was due to both increase in the volume of food distribu-
ted - from 1472 thousand tons in 1980/81 to 2650 thousand tons

in 1984/85, and increase in subsidy from Tk.740 per ton in 1980/81.
to Tk.920 /ton in 1984/85. Since the revised budget is primarily
based on estimates, actual outlay on and receipts from the dis=
tribution of food appear to be different, Ir 1984/85 actual
subsidy was Tk.247 crore against the revise. budget estimate at
Tk.244 crore and per ton (rice & wheat taken together) subsidy
was Tk,963 against revised budget estimate of Tk.921. ‘

FINDINGS:

1, Of the total food subsidy of Tk.247.2 crore, some Tko210456
crore was on account of food distribution through the monetized
channels and Tk.36.62 crore only was on account of nonmonetized
channels, Because of the shift in share between the two sets of
channels in favour of non-monetized channels, in recent years
share of the latter in the subsidy amount has increased from
9.19% in 1982/83 to 14.82% in 1984/85 - from Tk.21,98 crore to
Tk.36.62 crore, Within the monetized channels subsidy on account
of EP channel has increased from Tk.47.53 crore (19,74%) in
1982/83 to Tk.64.39 crore (26.,09%) , followed by MR accounting
for subsidy of Tk.58.14 crore (24,21%) in 1982/83 and Tk.49.52
crore (20,036) ia 1984/85 and OP where subsidy amount was Tke4De14
crore (18.80%). in 1982/83 and'Tk, 41.65 crore (16. 8%%) in 1984/85.
Statutory Rationing incurréd a subsidy of Tk.28,38 crores (1?.4#%)
in 1984/85 against Tk.40.74 crore (16,96%) in 1982/83%, showing
a substantial declihe.
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2. Besides the esgimation of subsidy between channels its:qlloca-
tion between urbar and rural population was also attempted, The
effort followed two courses - one, according to the characteristic
of channels and another based on household survey, According to
the former method, which allocated the channelg hetween the urban
(e.g. SRy, EP, LE and FM) and rural (e.g. MR and FFW) secfors,
either wholly or partly, the amount of subsidy going to the urban
sector was Tk.153.65 crore in 1984/85 against Tk.93,.35 crore going
to the rural sector. Shares of the two sectorg/dimo%t stable bet-
ween 1982/83 and 1984/85. In 1982/83 urban sector enjoyed 63.52%
(Tke152,44 crore) of total subsidy (Tk.240 crore) ; its share
slightly declined to Tk.62.20% (Tk.153.65 crore) in 1 984/85.

3¢ 'In urban areas, according to the householl survey conducted
for the’ study, out of an average household cinsumption 1.57 md,

a month, 0,39 md. or 24,8 was received from the Public Food Dig-
tribution System, Against this in the rural areas household food
receipt from PFDS was ,03 md, /month (1.6%) only out of a total
monthly consumption of 1,89 md. /month., For the country as a

whole average monthly consumption was 1,75 md. per household of
which 0,20 md. (11.6%) was accounted by PF)S, The survey shows
poor accessibility of the rural population to PFDS., In urban areas
13.,6% of rice and 59.0% of wheat consumption were accounted hy

PFDS ,

4L, The survey also reveals that the lowest income group (upto
Tk.499 monthly income) is most dependent on PFDS for rice = 9.6%
of its consumption coming from PFDS. Corresponding shares for
income groups, Tk.500-1499 and above Tk.4000 were 23 and 9,0%
respectively, Taken wheat and rice together, dependence (percen=-
tage of household consumption) of the income groups, Tk,500-1499
- /month was 3,% against 14.4% in case of higher income groups
like those of Tk,4000-5999 and Tk,10,(00 = 19,999.
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5. Nutritional impact of PFDS was based on observation of health
condition of the children and adult members of families surveyed
classifying the households first into two groups, having access to
" PFDS or other-wise and then according to income level., Within the
same income level both the adults and children were better off in
terms of health condition in households having access to PFDS,

In case of childrén the situation was worse than with the adults,

6, Since the budget estimates of subsidy is primarily based oﬁ
cash flows with some imputed values for food received under food
aid and food distributed under non-monetized channels prices as
well as costs of transportation and handling Was required to be
closely examined to eliminate arbiicary pricing and exXcessive
costs and wastages from estimaticn of subsidy. This has led to’
an adjustment of budget subsidy. Three sets of adjustments were
found necessary: first for food received from aid donors for
which donors' domestic market price rather than world market °
price was used; secondly, for food pruchased on cash~cum=de ferred
payment basis which also tends to show some variation from world
prices and thirdly, for external and internal handling and trans-
portation cost and losses, the latter incl.ding storage loss,

?. - Food received under food aid and purcﬁased under cash-cum=: "
deferred payment arrangements was valued ac internatlonal prices. |
for each of the three years, 1982/83, 1983/84 and 1984/85. ’
Domestic procurement prices of rice and wheat were also ad justed’
to the world price level for those year. In these years adjusted |,
value was lower than the budget numbers by Tk.70,56, Tk.26.40 and
Tk.,68,79 crores respectively.

8, Freight ,handling and transportation costs were also ad justed,
International freight rate was used for imports. With respect to
domestic incidental cost, the items entering into such cost were
examined‘separately in 3 groups, namely, cost of handling, loss in
handling and in transit and godown los.es, Since there are no
competitive information on these components, like international
freight, an analytical approach was'followed to identify the
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contribution of various factors to different components of incie
dental costs. For this purpose a godown survey was undertaken to
collect information on (i) transit and godown losses, (ii) mode
of transportation, (iii) frequency of consignment and despatches ,
(iv) secason of movement, (v) godown types and sizes, (vi) vintage
of godown and existing facilities, (vii) inspection frequencies,
etc, Sample weight of bags was also taken, Besides calculation of
statistical averages for all the components of incidental costs,
econometric method was used to identify factbrs’ contribution,

9. Overhead cost was analysed by using the volumes of local Pr'Ow
curement, import and distribution as explanatory variables,
Average cost tends to decline with increase in the volume of
local procurement and distribution but increase with the increase
in international procurement. As PFDS has an extensive internal
net-work in existence, it is rational to exp ¢t such behaviour
of overhead cost, '

HO. Similarly average cost of storage is fou:d to vary inversely
with local procurement and distribution volumes and directly with
import, Since overhead and storage costs are incurred_for the syse
tem as a whole a multivariate analyses was necessary to identify
imbact of procurement, import and distribu:ion on such cost,

11» Transport cost analysis shows that average transport cost
falls if more quantity is moved by railwayv, followed by water
transport and road transport in order of comparative economics,
If one ton of food is moved by railway by stwitching from road
transport about Tk,20 /ton can be saved in transport cost;
corresponding saving from water to railway switching is Tk, 7
only and from road to water, Tk,13,5 /ton only.,

12, Transit loss was estimated both statistically and econome=
trically from data collected through godown survey, Average tra=
nsit loss was found to be statisticalls highest in railway,
followed by road and water transport cespectively, Percentage

of loss was 1,30, 0,52 and Oe41. over the three modes respecm
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tively. Average loss: was 0.87% by all means including boats and
carts, There is tendency towards reducing transit loss with
increased frequency in consignment, but seasonal variation in
transit loss does not appear to be distinct, The econometric anae
lysis of transit loss according to mode of transport ,distance,
quantity and frequency shows that with increase in quantity and
frequency, transport loss increase and with distance and railway
mode in declines.

13, Storage loss was explained by godown type, size, number of
consignment, inspection frequency, mofsture content and ‘frequency
of despatch/sales. Generally bigger size godowns tend to raise
loss; so also frequency of sales; on the other hand inspection
frequency reduces loss, Improved godown construction reduces
storage loss, while moisture content increases it. Increase in .
the volume of sales also reduces godown loss.

14, Incidental costs were adjusted on the basis of efficiency
estimates so that only true cost is chgrged to the consumers,
Adjusted subsidy came to be Tk.199, Tke262 and Tk.146 crores in
1982/83, 1983/84 and 1984/85 respectively against the correspond=
ing actual subsidy of Tk.240, Tk.31?7 and Tk.247 crores, Subsidy on
rice was Tk.98, Tk.79 and Tke41 crores in those successive years
against the actual subsidy of Tk.118, Tk.96 and Tk.70 c¢rores
respectively. Corresponding numbers for adjusted subsidy on wheat
were Tke101, Tko183 and Tk;105 crore ggainst the coresponding
actual of Tk,122, Tk,224 and Tk,177 crore. The adjusted subsidy
was then allocated to various channels and between urban and
rural areas on the basis discussed earliery

15. Since international prices, in the calculation of ecohomic

s ubsidy, is not relevant so long as food canhot be sold in the
international markets, economic subsidy was estimated on the basis
of domestic prices, This was particularly carried out with a view
to assessing the likely impact of elirination of subsidy for the
public sector employees., For this purpose shares of the public
employees in various channels were estimated, In case of SR thls
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wes done on the basis of card holding, It was found that in
1984/85, out of the total subsidy of Tk,210,6 crore in actual,
Tke119 crore was on account of public employees and public sector
establishments. Thus the share of the public sector was 37% only.
On the basis prices prevailing in the markets as alternative
opportunity for acquisition of food the economic subsidy in’ the
public sector came to be Tk.68.6 crore, most of it (Tke63.,6 crore)
being on account of EP channel,

16. The study also looked into the question of compensation to
public sector employees in case subsidy is withdrgwan, Since
subsidized food is viewed as a transfer of income/compensation
in kind, only income effect of any increase in price of food
under PFDS become relevant, To estimate income effect and subse
titution effect a household Survey was carried out; later on
households were grouped into 3 classes namely, low income,
middle income and high income. The two effects were estimated
through econometric estimation of price elasticity and income
elasticity for each of the 3 groups, rice aad wheat Separately,
substitution elasticity was derived from price and income
elasticity and income effect from these two elasticities, Come
pensation to public employees fo - income effect comes to
Tke148 crore only.,

RECOMMENDATIONS

1. Subsidy for imported and local grain should be calculated
through appropriate ad justments in cost for inefficiencies,
Adjusted subsidy should be clearly arrived at by valuation of
grain at international price - preferably average of say 3 such
exporting countries' price and actual cost of procurement -in
case of domestic procurement with ad justments for incidentals
and handling costs,

2e In calculating subsidy distribution of food tlirough nonemonee
tized channels, namely, FWP, VGF and Relief should be charged at
full cost so that cash subsidy for account of mohetized channels
is correctly accounted for,
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3, Since EP '‘as well as OP cover both households and establishments,
it is recommended that food subsidy be adjusted through departmental
budgets, '

4, The unit and total subsidy on Public Foodgrain Distribution
may be reduced in phases,

5, The existing FFDS may be restructured and changed/mixaed with
welfare consideration particularly #he maintenance of nutrition
level and in that case the present rationing approach should be
replaced by "TARGET GROUP" approach,

6., VG, FFW, GR and even some MR recipients should be treated as
target groups in order to ensure putrition level. Given the eco=~
nomlc status and purchasing power of these consumers, the level
of subsidy for MR may be determined.

7. It may also not be undesirable "o abolish the SR chaunel
altogether from the PFDS,

8, A budget is both a plan and an instrument of controi. It.
looses its effectiveness unless perfowmance ig evaluéated in
relation to the plan objectives and eriteria with utmost prompe
titude, It 15 essential to have a dependable system of finding
the historic costs for the purpose, Tbus the urgency of develop-
ing and installing on%?%%uld not be too steongly emphasized,
9. In a trading budget, ‘a5 in thg lcmtext of food trading by

the state, indlcation of opening and clossing stocks of foodgrains
with their valuyation would enhance Wap element of budgetary
control, B

10. In the intepest of budget étability, it 1s worth consideps
ing whether the operation of “the food budget should be sepawated
from the revegue budget making it sotally dependent on bank
boprowing except for one final adjwstment for budget subsidy as
16 the practice ih some Sputh East Asian gountries ,
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11. From budgetary/accounting point of view a uniform rate of
issue price for EP/SR/MR/OP channels appear to be more equitable,
It would also reduce the inequity of the existing system,

12., The possibilities of cost reduction for bank charges and
stock losses under operational expenses should be given a serious
thought,

15 If the present level of subsidies is withdrawn from almost
all the channels, theré may be a generation of additional
resource which can be transferred to development budget, Money
thus saved may be allocated in development programmes exclusively
on agricultural production, nutrition & child welfare, rural
infrastructure, etc, This new step, suggested, is likely to give
better and more visible welfare service to the target group.

14, Uniform weighing and bagging system should be introduced
throughout the country so that physical verification becomes
easier,

15+ In the subsidy calculation handling, storage, & other losses
should be charged against operation cost and there are enough
scope to reduce it.

16. In order to increase the efficiency of the management of
stock and thus to reducing stock loss various measures have been
recommended,

17« To reduce transit loss dependance on Railway has to be
reduced and truck as a substitute with accountability should be
preferred as usual mode of transport, unless Railway would
improve their trafic/commercial management,

18, Control of loss at port point des¢rves special attention,
since loss of foodgrain is, reportedly, about 5 times of store
age loss and 2.4 times of total storage and transit losses
combined together.



19. Since the godown life of all grains handled through PFDS are

not the same, maximum shelf life of the grain (may be, 3 months
for wheat, 4 months for rice and 6 months for paddy) should be

ensured,



CHARPTER =~ T
HISTORY AND STRUCTURE OF PFDS

1.01¢ INTRODUCTION:

1,01.1t" Scale of Operation of PFDS:

Public Food Distribution System,  shortly known as PFDS has grown into
a powerful topol in meeting two needs of the country - accelerating
production of food cereals towards foed selfesyufficiency and satis-
fying the food entitlement of people, First is being addressed by
PFDS through procurement of food grains at incentive prices and the
second through distribution of food at prices which peaple can afford,
At the extreme end of the latter are free feeding of vulnerable groups
and free distribution of food at time of distress. In 1984/85 for
example 348,8 thousand tons of food grains were procured out of
domestic output at a cost of Tk, 181 crores, in addition, as in
1984/85 government procured 2589 thousand tons of food from outside,
partly under aid and partly under commercial purchases, Thus, the
total quantity of food procured internally and externally amounted to
3013 thousand tons valued at Tk.,151,8 crores, On the other hand, PFDS
distributed 2562 thousand tons in 1984/85, Because 1984/85 was a year
of natural disasters / both procurement and distribution were above
their normal levels in the range of 1600-2000 thousand tons and
1500-2000 thousand tons respectively, That the government has to
quickly respond to food emergencies due to natural calamities make
such shifts in procurement and distribution of food enhance the
importance of PFDS rather than reduce it., This is reflected in the
huge stock of food that PFDS is required to maintain to meet emergeny
cy situation,

1.01.2% But it has a cost to the government exchequer as cost of
procurement and distribution of food far exceeds, the sale price of
food grain under PFDS, In 1984/85, the financial cost to the budget
called budgetary (or cash) subsidy amounted to Tke 250 crores. The
amount of such subsidy was however the highest in 1984/85, the year
being a bad year from the point of natural disaster, recurrent
floods first followed by a cyclonic storm which devasted a large
tract of coastal land; but it had been above Tk,150 crores in the
preceeding 3 years,
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10143, The Nature of the Subsidy Problem:

The government has been pursuing a policy of reducing food subsidy
with a view to mobilizing domestic resources and has been also large=
1y successful in narrowing down the different between procurement

and distribution prices, though the overall level of subsidy is still
high, The question of subsidy reduction raises welfare issueé and
hence, distribution of subsidy between different socio-econonic
classes having access to different channels of distribution of PFDS,
The problem is sharpened by the fact that different prices are charg-
ed for food distributed through different channels raising issues

of equity and nutrition in the distribution of subsidized food. Fur=
ther as subsidized food implies income transfer in kind, it consti-
tutes a fringe benefit and therefore a compensation for services
rendered by public sector employees, Because the questions of equity,
nutrition and income transfer on the distribution side of PFDS and
production incentive of procurement subsidy appears as a complex
issue. The issue is further complicated by the differences in prices
between the domestic market and world market and between world

prices and prices at which food under aid is rcceived, It is look
into these issues of .ood subéidy that the government of Bangladesh
has initiatea the preseht study and appointec EUREKA (Bangladesh) Ltd,
to undertake the study on its behalf under ils letter No. 1056 ME/FD/
FPMS -27/83 dated 22,114,198k,

1.01.4. Terms of References:

The terms of references for the ngtudy on Subsidies in Public Food
Distribution System in Bangladesh" is as follow:

(i) To determine the economic price of foodgrain distributed
under PFDS showing separately each for imported and
locally procured foodgrains.

(11) To estimate present level of subsidy given in foodgrain
both in rice & wheat separately taking into account
the mode of procurement. .

(1i1) To determine the share of subsidy given to each
. channels of PFDS,



(iv) To identify socio-economic groups showing the extent of
) benefit enjoyed by each group in rural and urban areas,

(v) To calculate the present cost of the foodgrain with
break down of its components including the capital cost
and suggest measures for reducing them,

(vi) Estimate total sale proceeds and the amount available
for reinvestment,

(vii) To estimate the extent of loss of foodgrain in handling,
transport, stock and deterioration in any other way and
suggest maximum allowable limit for each category.

(viii) To assess the impact of subsidy on -
(a) Production of foodgrains;
(b) Loss of income of the farm families;

(¢) Level of consumption of foodgreins of
different socio~economic group: in
rural and urban areas,

(i To determine actual and imputed value of subsidized
foodgrain distribution through fsod for works and
other non-monetized chanrels,

(x) Estimate the amount of finance required to components
the loss of the benefit derived by the salaried offie
clals of the Govt,, Semi-Govt, and Autonomous Bodies
from subsidized rationed foodgrain supply in case of
elimination of existing subsidy,

1401454 Plan of the Study:

Chapter one of this study introduces the scope of study starting
from the genesis of the problems and its development, both quantie
tative and qualitative, Second chapter i:s devoted to the critical
evaluation of existing method of estimation of budgetary or finan-
cial subsidy., Third chapter suggest alteirnative methods of estima-
tion of budgetary subsidy., Fourth chapte:* addresses the sources
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of losses and evaluates such losses against the standard prescribed
by .the government and those obtained in the neighbouring countries
and suggest ways and means to reduce the loss, It argued that loss
due to inefficiency should not be treated as subsidy. Fifth chapter
analysed the cost from the point of its minimisation, It argued in
the similar fashion of chapter Four that the lost that could be
avoided through efficiency improvement should not be treated as a
part of subsidy to the extent. Sixth chapter has treated subsidy

in a different way than that dealt in Chapter Two and Chapter Three.
Tt dealt subsidy from economic point of view. Here opportunity cost
of PFDS food grain was assumed as the ruling market price of the
country - not the international price for obvious economic reasons,.
Estimation of price elasticity, income elasticity and substitution
elasticity were estimated in this chapter suggested for different
income groups to measure the effect of increase in the prices of
foodgrain of PFDS on different income group and also estimate
amount of compensating income that would keep tue welfare level
unchanged particularly for the public sector enployees and the
level of domestic output. Seventh Chapter conteins recommendations
of the study which emerge from the discussion of various problems
related to procurement, transportation, storese and distribution of
food under PFDS,

1,02, PFDS_; CURRENT STATE =~ BENEFICIARY GROES, VOLUME, BUDGET:

1,02.1. The distribution of foodgrains by the Government, commonly
known as ration system, started during the iengal Famine of 1943

has expanded rapidly since 1971, Prior to 1971 only five channels

of distribution existed which has now increased to twelve such that
the "pration system' has come to form a part of a more comprehensive
system called the "Public Foodgrain Distribution Systen" (PFDS) and
the volume has increased from 7.2 lakh tons in 1964/65 to 25,62 lakh
tons in 1984/85. The distribution of food under different channels
is shown in the following table to be followed by a detailed discu-
ssion on each channel.



Table : I = 1
CHANNELWISE DISTRIBUTION OF FOODGRAIN

e : Q0 0Q0! tons)
Year SR R AT Mo, oms I E T
5%% SMS Relief |CD

1 2 3 5 6_ 7 8
197475 471 578 554 - 161 - 1764
1975-76 359 496 584 1 110 116 1676
197677 397 288 551 58 33 166 1473
1977-78 451 353 753 6 30 255 1648
1978-79 417 312 754 52 45 216 . 179%
1979~80 492 385 907 121 57 440 2402
1980-81 313 179 601 - 50 349 1522
1981-82 307 483 656 155 70 365 2036
1982-83 303 362 636 116 83 Loy 1904
1983-84 293 399 641 158 120 440 2051
1984-85 266 L6 711 209 340 572 2562

Source: Ministry of Food,

(i) Statutory Rationing (SR):

It was,ihitially started in the non-producing but densely populated
cities, By now the cities of Dhaka, Narayangenj, Chittagong, Ranga~
mati, Khulna and Rajshahi are covered under this programme., But from
1974 only the newly appointed Government, Seai-Government and Autow
nomous Bodies' servants are entitled to get the ration card as new
holder though some of the above cities experienced a rapid increase
of population, As a result the proportion of ration card holders to
total population declined as shown below:

' Table : I - 2

YEAR-WISE POPULATION & RATIONCARD HOLDER'

Year Population Ratlon.Card %

% 551853 — ;
1980 55, 18,231 "~ 38,91, 34 0%
1981 57,58,693 36, (3 805 6L%
1982 60.12,03L 35,.1 ' 921, 5%
1983 62,74,01! 34,05 520 . 56%
1981, 66,34,12 35, 2,450 5%

_g__JgggLﬁ_g 69,26,870 3312920 L
ource: BBS & Ministry of Food,
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But with the increase in food price and increasing gap between
ration price and procurement price the govepnment also decided to
reduce entitlement so as to reduce the burden of subsidy. As &
result off-take in SR has decreased, |,

At present SR channel 'covers about 36 1akh of people. Card holders
*-are sérved on weekly basis Present weekly qu¢ta for adult card
holdet is 500 grams rice, 1500 grams Wheat and 200 grams sugar. For
infant card holder the share is half of adult, except for sugar.

Tn 1973-7L about 5,02 lakh tons were distributed which gra&ually
decreased, In 1984-85 the quantity was only 2,66 lakh tons, In .
1973~74 the share of SR was 29 which declined to .only 10% of the
total off-take in 198485, The quota of rice and wheat has also
undergone changes several times. Table below shows the composition
entitlement for the last few years: '

Table : I = 3
CEREAL QUOTA PER CARD HOLDER UNDER STA“UTORY RATIONING

\In seers er card holderE ,
i otal Cer4______ohar. Shar

. ce
Period leal quota ! Rice  Wheat | Rat{o
1. T2 3 L o
Oct,16, 1976 4,00 2.5 1¢D 5t 3
- March L, 1977
March-5, 1977 5400 24,00 1,00 21
- Dec, 2, 1977 -
Dec, 3, 1977 3,00 1¢5 165 11
May 2, 1980 3.0 1,0 240 112
- Jan, 2, 1981
Jan., 3, 1981 2.5 04,75 1,75 13 2,5
—DeC. 11’ 1981 : .
Dec, 12, 1981 2,0 045 165 | 1¢ 3
- Ergsent .

Source k Ministry of Food.



(1i) Modified Rationing (MR):

It is mainly operated in those areas of the country which are not
covered by SR, The eligibility for MR is in principle inversely re=
lated to income of the rural people. The rural people are classified
on the basis of tax payment into A,B,C,D classes and accordingly
foodgrains, edible 0il, sugar, etc, are distributed dependent on
their availability giving first priority to 'A' class who in the
bottom in the income group. In the post independence period the
share of MR was highest, In 1973-74 the share of MR was 4% of the
total distribution. Later on distribution gradually decreased, But
recently as a policy matter the distribution in MR has increased for
the greater benefit of the rural poor. In 1980-81 distribution under
MR accounted only 126 of the total distribution; 1984-85 it stood at
18%+ With increase in volume, the share of rice and wheat has reverw
sely changed in recent time. In 1980-81 wheat and rice distribution
was 86 and 93 thousand tons; in 1984-85 wheat distribution was 3,40
lakh tons and rice was only 1,25 lakh tons. Through MR foodgrain is
distributed once in a month, About 65 lakh psople are benefited
through MR at different point of time in a year,

(iii) Essential Priorities (EP):

This group includes members of defence and law and order enforcing
organisations, hospital patients and residents of student hostels
and orphanages, The requirement is determined by the receipient as
per their demand, The prices of foodgrain under EP are less than
from other categories, Off-take under EP has been more or less
constant, During the last five years it varied between 0,90 to 1,10
lakh tons accounting for 4% to %% of the total off-take, Compared
with other channels of off-take rice constitutes a greater propor-
tion, Table below shows the year to year distribution of rice and
wheat,



Table : I ~ L
OFF ~TAKE IN ESSuNTIAL PRIORITY

(1 000! ,
Total Dist- . Wheat &ic %Wheaf

Year ribution Rice Rai;g
1 ¥ z I 5
1980-81. 88 23 35
1981-82 100 61 39 11 0.6
1982-83 99 60 39
1983-84 108 66 42
1984~-85 13 69 Ll

Source: Ministry of Food.

(iv) QOther Priorities (OP):

A1l employees of Government, Semi-Govt,/Autonomous and Nationalised
Bodies including teachers of all categories who are resident outside
the Statutory Rationing areas are served under chis system.' The
recipients are usually served twice a month, .dif-take under OP also
increased over the years., In 1972-73 off-take wvas only 1463 lakh
tons which increased to 3.87 lakh tons (137%) in 198485, The share
of wheat is more than 3 times of rice., Presently, about 51 lakh
people are served under this chanael,

(v) Flour Mills (FM):

The automatic and compact flour mills are given some allocation of
wheat under this channel., Earlier price was same as statutory ration
price and now the open market sales price s followed for this pur-
pose. Flour is sold to bakeries for making loaf, biscuit, semai,

etc. At present 15000 tons of wheat are allocated for flour mills per
month, . .

(vi) Open Market Sales (OMS):

Open market sales commenced +inf1979-80,. linder present operating
procedures OMS is initlated through grai: dealers when retail mar-
<t prices are 1% above the procurement price of rice and 20% of
wheat, The grain is usually sold at a price approximately half the
way between the ruling market price and the OMS trigger price.
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1.11.2: Fertilizer distribution in last few years have undergone a
rapid increase. In 1974-75 only 2.79 lakh tons of chemical fertili- .
zor was distributed which stood at 12,62 tons in 1984-85. The



(vii) Marketing Operation (MQ):

Under this channel foodgrain is sold through rationshops at SR
prices, The beneficiaries do not need card for entitlement., The
marketing operations comes in operation only when market price goes
up suddenly., In 1984-85 only 8 thousand tons of foodgrain were
distributed under MO,

(viii) Large Employers(LE):

The establishments with more than 50 workers outside the SR areas
are served under this channel, The workers get 33 kg, of wheat per
month, Some time rice is also given to them, At present 2,42 lakh
industrial labourers get this facility. In recent years about 60=70
thousand tons of foodgrain were distributed under this channel
annually., In 1984-85 the off-take under LE was 63 thousand tons
compared with 371 thousand tons in 1980-81,

(ix) Food For Works (FFW):

In 1975 this new concept of providing food against some specific
work was introduced in the rural areas to provide temporary employ-
ment, The projects are drawn by the Union Parishad. by forming pro-
Ject committees, The Upazila finally scrutinise and sends them to
Relief Ministry for approval., Water Developmont Board also under
take projects under FFW Programme. Earlier it was limited to only
earth works, now construction (mainly bridge, culvert, etc,) ine
volving cash outlay has also been included. It covers about 20-2%%
of the total off-take. In 1984-85 off=-take under FFW was 5,71 lakh
tons compared with only 1,16 lakh distribuied in 1975-76 (7% of the
total off-take), Mostly wheat is offered for the work, Only a neg-
ligible quantity of rice was distributed in FFW, 10~12 crore man=
days yearly are utilised under this programme. The male worker gets
5 seers of wheat for 70 cft, of earth work and the female workers
gets the same amount for 50 cft, earthwork.

(x) Canal Digging (CD):

At present this channel is not in operation, Canal digging like
Fﬁw is an employment generating work wita emphasis on agricultural
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production. At the beginning of eighties 5-10 thousand tons of food
were distributed under CD,

(xi) Gratuity Relief (GR):

In case of any natural calamities people are‘provided with a specific
gratuity of foodgrains for a short period under this channel in
order to overcome distress and save life. Just after liberation off-
take in GR was substantial but presently its volume depends oh the
extent of natural hazards, In 1971-72 about 4,21 lakh tons of food-
grain was distributed as GR followed by 2 lakh in 1972-73, During
eighties it was only 20-30 thousand tons except 1984-85 fiscal year
when it stood at 1 lakh tons, '

(xii) Vulnerable Group Feeding (VGF):

The helpless poor mother and children are provided food under this
category of distribution through local governmeat institution like
union parishad. It is one of the Govt, policy to help the rural
poor to overcome the nutritional problem. The listed mothers get
the foodgrain once in a month, Presently they get 33 kg, wheat per
month; Now about 10=12 lakh mother/children are benefited under VGF
programme. In the year 1984-85 about 2,31 laszh tons foodgrain were
distributed in this channel, - '

1.03, COMMERCIAL AND NON-COMMERCIAL ASPECT OF PEDS: \

160341 The foodgrain distr;bution broadly :lassified into two
groups (a) commercial (monetized), (b) non-commercial (non-moneti-
zed) , Under monetized channels ( SR, MR, CP, EP, LE, FM, OMS, MO)
the Ministry of Food distributed foodgrains, On the other hand
Ministry of Relief and Rehabilitation distributes through non-mone=-
tized channels (FFW, CD, VGF, GR) as relief. The year-wise distri=
bution in these two groups of distribution were gs_follows:



Table : T - 5 ..
YEAR-WISE DISTRIBUTION IN MONETIZED & NON-MONET;ZED CHANNFELS

‘ (*1900' tons )
Year Monetized Non-monetized |’ Total

Marmesitapr—

1 2 3 n
1976-77 1274 199 1473
. 1977-78 1563 285 1848
1978~79 1535 261 1796
1979-80 1905 497 2402
1980-81 1123 399 1522
198182 1596 435 2031
1982-83 1417 , 487 1904
1983-8L 1491 560 2051
1984-85 1650 912 2562

- Source Ministry of Food,

The share of non-monetized off-take increasing as much stress have
been given in FFW programme which alone constituted about 20=2%% of
the total off-take,

1404, RURAL AND URBAN SHARE OF PFDS:

140441, As per policy of the government the eystem of rationing have
been benefiting the rural poor gradually, The distributional pattern
changing in favour of rural poor. The Table helow shows the share of
rural and urban distribution:
Table : I - 6
SHARE OF OFF.TAKE IN RURAL AND URBAN AREAS

Year Urban basis (%) Rural basis (%) Tota] (%)

1 2 3 n
1976=77 67 33 100
1977-78 65 35 100
1978~79 68 22 100
1979-80 64 36 100,
1980-81. 62 38 100
1981-82 55 L5 100
1982-83 22 L5 100
1083.8], 53 47 100

Source: Ministry of Food,
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1,05, ORIGIN OF PFDS - FROM GREAT FAMINE TO LIBERATION:
140541, Eamine of 19h3:

The industrial revolution around Calcutta immediately after First
World War and the establishment of military bases during the Second
World War led Calcutta to occupy a position of  priority consumption
area, But the war condition and the famine as a result of the cyclone
in October, 1942 that swept over Bengal resulting in crop failure led
the Govt. of Bengal to made arrangements for distribution of food-
grains, food-stuffs, kerosine and other essentials through a systen
of controlled distribution onthe basis of economic groups establish-
ing priority lists of families. Initially, this food operation was
carried out by the local govt, through Food Committee consisting

of 12 members comprising the bureaucrats, advocates, politicians,
teachers, public representatives, etc, ( for every block of 100
houses or so). In support of this distribution programme the Deptt,
of Civil Supplies was set-up in 1943 and the "Foodgrain Enquiry and
Control Order 1943 with powers to make enquiries and to. take census"
was passed,

1.05,2. With the deterioration of the food situation and rocketing
of prices of foodstuff, governmentfalso adopted a policy of price
control. Organisation of relief throughout the province was.aiso
undertaken to avert famine and the food committees were brought both
into relief as well as price control works. In all the important
urban areas of the then province of Bengal cationing of all contro=
‘"1led commodities was introduced out of which subsequently some
areas were retained as Statutory Rationin; Area, In the rural areas
a modlfled scheme of rationing was introduced in 1944 where distri-
bution was made after classifying the families into three economic
groups -‘A,B & C based on thepayment of tax, A being the lowest
income group, In both the rural and urban areas the ration quota
for rice was tixed at 2 seers per person per week and the total
quantity of foodstuff (rice, wheat, flour, millets, etc,) that may
be given to any person shall not exceed 4 Seers per person per week,
The quota, in areas which though defici~ but produce substantial
quantity of food, was limited to 2 seers only. If supplies ran short,
every family was to get proportionately less.
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14053 The food crisis of 1943 that brought into being a network

of food & relief committees throughout Bengal also prompted the idea
to set up consumeré!,cpéoperative stores at the union level to solve
many of the then age-long issues of people.

1,06, PFDS AFTER BARTITION:
t

1,06,1, The Government of Pakistan inherited the Civil Supplies
Department from the Government of Bengal after the partition of
India in 1947¢ The channel of distribution was limited to Statutory
Rationing Area and Modified Rationing Area, The Statutory Rationing
Area comprised the municipal area of Dhaka, Narayanganj, Khulna and
Chittagong. But a new channel was introduced as Essential Priorities
under the civil supply department to meet the supplies for Defence
Forces, Jail, Police and other para-military forces. In course of
time -orphanage and other groups were covered under this channel.,
Rationing system had always been considered as income support to the
industrial workers and government servants; hence the other priority
group channel had been opened to cover the govirnment servants and
workers in the non-SR areas,

1.06,2, However, at one stage in 1956 consid:ring the production

and its growth rate in both the wings 6f Pakistan the Food Depart-
ment was abolished and the rationing system wag withdrawn, But this
created repercussions in the form of price hike of foodgrain and
resentment among the workers and government servants equally, So

the government had to re-establish the depurtment and all the distr-
ict headquarters were taken up as SR areats for a short period. The
. rationing system had always been in favour of the consumer if the
ration price and market price of foodgrain are compared, This is
shown below in a table:



Table ¢ I - /
AVERAGE PRICE OF FOODGRAIN IN MARKET AND RATION

Year . Rice . Wheat
Ration Médrket Ration Market
Price price Price Price
1 2 .

1949~5 19,00 35.00 18,00 NA

(average price)

1957-69 20.00 39,00 19,38 NA

(average price) 27.00 74,00 20,00 NA

1974=75 70.00 244 40 50,00 150,00

1975-80 105,00 210,00 95,00 130,00

1980-84 190,00 260,00 130.00 145,00

1984-85 268,00 300,00 173.00 200,00

Source: Ministry of Food,
Directorate of Agricultural Marketing.

1,07, PERIOD OF REHABILITATION:

1,07.1, During the War of Liberation all sectors of the economy were

affected and million of families were displaced, So a major rehabili-
tation programme was undertaken after the infependence which include

the reconstruction of roads, bridges and rehabilitation of displaced

families. The problem of food deficit was accentuated by transporta-

tion and handling problem, T

1.07.2. The major problem was the operatio: of relief programme., ?he
monthly average off-take during 1972-73 wes 2,18 lakh tons which is
the highest record of off-take and at one stage the stock of grain
came down to 1,36 lakh tons in the month of December, but was soon
replenished, However, the average stock during the year under dis-
cussion was 3,22 lakhytons, The relief operation was supplemented by
a number of NGOs and the Freedom Fighters also worked with the
government food department in order to maintain the situation with-

in control.



1,08, BEGIN.JING OF TRANSFORMATION - LOOSENING THE HOLD OF MARKET LEVY:

140841, To support distribution of foodgrains and stock ﬁuild-up'the
internal procurement scheme was introduced from 1944, Different
methods wer: adopted in different years for the internal procurement
of rice and paddy. They fall in the following broad categories:

(1) Compulsory procurement under a statutory order.
(i) Voluntary procurement with cordoning and border drive.

(iid) Voluntary procurement without cordonlng the
border drive,

(iv) Border drive.

(v) Monopoly purchase,

(1) Compulsory Procurement:

Under this system a large producer was required to sell a portion

of his produce to government at the given price, Quantlty of paddy
to be delivered was levied at certain rates depending on the size

of each family's holding,

(i1) VYoluntary Procurement with Cordoning:
In order to intensify internal procurement, the surplus districts

used to be cordoned prohibiting movement of foodgrains from surplus
areas to deficit areas. The price were artificially pushed down to
the government price. set at uneconomic level for the farmer,

(1ii) Voluntary Procurement without Cordoning:

Under this method any body can sell rice/paddy to government at a
price fixed by the government for procurement of foodgrain, This
system has become the normal procedure now,

(iv) Berder Drive:

This is an anti-smuggling measure intended to prevent smuggling of
rice and paddy across the border, Under this scheme the surplus
stock of tre producing family residing within 5-mile border-belt
are procured under the Foodgrains (Disposal and Acquisition) Order,

1948, I 15



(v) Monopoly Purchase:

Under this scheme, directives are issued on the Major Rice Mills
prohibiting them from purchase of paddy for any purpose other than
for sale of the resultant rice to government at predetermined price.

Method of procurement undertaken in the various years in the past
had been different which is reflected in the table given below:

Table : I - 8
BASIS OF FOODGRAIN PROCUREMENT IN BANGLADESH (1958-59 to 1984-85)

('000' Long Tons)

v R Procucement Basis
ear Volun- ¢ Border ! Levey JAdvance
tar ] ‘ urchase Other | Total

1 2 3 L 5 6 7 -
1958~59 180.1 12,5 - - 24,8 2174
1959~60 11.6 9.0 - 3¢5 9,1 2,2
1960-61 12.2 9.1 - 5.0 - 26.3
1961~62 2,1 6.0 - 2,0 - 10,1
1962-63 0.1 ' 3.9 - 0.1 - ka1
1963—6’4’ 9503 110’4" - L|..O ILI-.O 12’4'08
1964~65 3ok 6.4 - O.1 25 12.4
1965-56 7.0 - 82,0 - 3.0 92,0
]966-‘67 O.9 6.’-}- 001 bl had 70’4’
1967"68 12.0 9!"" - - OOL!‘ 21 .8
1968~69 2.6 6.7 - - 0.1 - elt
1969"'70 201 L}.O -~ - -" N 6.11
1970~-71 3.0 2.0 - - 1.0 6.0
1971.72 - - - - - -
1972-73 0,05 - - - - 0,05
1973%-7L 48-5 16.3 Yo 5,3 0,7 70.8
197475 e - - - 128,0 128,0
1975=-76 415.0 - - - . - 415,0
1976-77 214.0 - - - - 31440
1977-78 550.,0 - - - - 550,0
1978-79 355.0 - - - - 355.0
1979-80 348.0 - - - - 348,0
]980"'81 1016.7 - - - - 1016.7
1982"83 19008 .- ' . - - 19008
1983““81{- 26611{- - ke - ad 266 .l.l.
1984-85 348,.8 - - - - 248,8

Source : Ministry of Food,



1,08+2.' It would appear from the official figures on procurements of
foodgrain that the maximum procurement was 10,16 lakh tons in 1980~81,
and the minimum was 50 tons in 1973, in terms of rice and other,

Under the system of levy the maximum procurement was 1,22,432 tons

in 1949, During the year of 1966 when country was at war wide univer-
sal levy system was introduced, the procurement was 92,000 tons only,
The wide variation in the procurement was mainly due to' crop condition
and prevailing prices, During the year 1974-75, the method of pro-
curement was compulsory, aided by cordoning and a quantity of 1,27,138
tons of Aman rice was procured., On the otherhand, in 197576 the
method of procurement was voluntary, but the target of 3 lac tons

was reached by February, 1976 and government had to suspend further
procurement due to storage problem, paucity of fund, etc, Compulsory
procurement was always resented by the producers,

1.08.3. Under enforced purchases i.e, levi ther: is always disconte-
ntment among the farmers about wrong and unjustifiable assessment,

A large number of civil suits, including writ petitions, used to be
filed against government for wrong assessment of levy., Government
also file a number of cases against the prodvcers for non-delivery
of assessed stocks. The procedure of enforce: purchases rather deve-
loped not only into an unhealthy relation becween the producers and
the government but also had dampening effect on food production,
Therefore since 1974-75 the procurement had been conducted on vol-
untary basis only,

1408444 The objective of government grain procurement in recent year
has been to keep "the farmer prices at an incentive level" in order
to accelerate the production of foodgrains on the one hand and to
secure as much of foodgrain for distribution from domestic supply

as possible,

The procurement scheme was recast after the famine of 1974 and the
voluntary procurement was given emphasis followed by price support
scheme as an incentive to encourage greecter use of modern inputs,
Procurement centres were made easily accessible to small farmers
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by opening a large number of temporary purchase centres and the
system of Approved Grain Dealers System was withdrawn. The present
procurement policy is more concerned with price support policy than
procurement of food for distribution.

1,09, FAMINE OF 1974 ¢ BEGINNING OF FOOD POLICY PLANNING:

1.09.1, Bangladesh has continued to be chronically food deficit
country in spite of efforts for food autarky since the beginning

of 1960's, The country has also been frequently facing severe food
crisis arising from droughts, floods, and other natural vagaries,
These crises are often accentuated by the balance of payment crisis,
A sevepe food crisis was faced in the post-flood period of 1974
when the government stock position in the month of October came down
to 1,06 lakh tons. About 5.35 lakh tons of foodgrain were lost in
the flood of 1974; though it was L.& of output it occured in lean
sesgon and in the following famine situation taousands of people
died. This poignantly brought forth the point .hat if there existed
proper food policy, such a famine could have b:zen avoided, but it
came to be realized only slowly as the national policy of food autar-
ky was pursued, Since 1960s official policy continued to maintain
its emphasis on production in isolation from distribution as if
supply produces its own demand; but production does not necessarily
tends to a distribution that meets demand of every household. Lack
of purchasing power due to poverty and unemployment in fact upsets
the Say's Law more so when the modern technnlogy of water, seed and
fertilizer is more augmenting (i.e, yield increasing) than labour
using, thereby creating a gap in supply anl effective demand. It

is, however, in the face of chronic food shortages that the inter-
national organisations became concerned with the food policy. A
World Bank Mission visited Bangladesh in 1977 reviewed the overall
food sector position and produced a report,

1.,09.2. The 1977 World Bank Report identified the main problems
as follows:

(a) Foodgrain production is constrained by scarcity of cule-
tivable land (to require intersive cultivation) .
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(b). ‘Population growth is higher than that of production
growth (creating food gap).

(¢) In addition to natural constraint like flood, drought,
etc. some physical constraint like inputs supply,
irrigation facilities, credit facilities hampared food-
grain production (at the intensive margin),

(d) For building the stock level government depends mainly
on import and aid,

(e) Domestic procurement is much less due to inadequate
storage and purchasing centres and lack of transport
facilities,

(f) Public foodgrain distribution does not help the ﬁdor,
but serves middle class entailing huge subsidy in
distribution of foodgrain.

160943+ The Mission recommended setting up a fcod policy unit with
full-time professional secretariat to:

(1)  Monitor and project food production, prices, stocks,
off-take, procurement and imports,

(ii) devise and operate an early warniig system,

LN

(iii) gnalyse food policy issues and

(1v) advise the government on needed pollcy reforms,

1409.4+ The Bank Report recommended improv.ng the food management
in the areas of procurement and distribution, Concerning the pPro=-
curement of foodgrain its suggestions were:

(a) the procurement price should provide adequate incentive
to encourage greater use of high yielding varieties
of seeds, fertilizer and irrigation water,

(1) the procurement price should se made an effective
support price by government p.rchases of all grains
of specified standards offerei to 1t at that price,
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(¢); © access to procurement centres should be easier for small
farmers; and

(.d) the procurement 1—ice should be based upon more accurate
data from periodic surveys of farm costs and returns,

b
;

1.09,5% Concerning food distribution through the rationing system
the recommendations were:

(a)' reducing the subsidy elements in ration system;

(b) 'directing a greater proportion of the ration distribu-~
“* " tion to the poor; and

(c) using government rice stock for open market sales to
reduce seasonal and annual market price fluctuations
rather than for ration system.

These recommendations were endorsed in the 197§ Food Aid Group
meeting, The Government realised the need for execution of the
Bank'!s recommendations in the face of food crisis of 1979 following
the prolonged drought., In the same year the cabinet level council
committee on food was reconstituted with the President as Chairman
and the Minister for Planning as Co-~ordinator (vide memo no,.4/22/78
committee/109 dated May 23, 1979) . The other members of the commi-
ttee were (1) Prime Minister, (2) Deputy Priue Minister and
Ministers for Water, Power and Irrigation, Agriculture, Food, Finan-
ce, Foreign Affairs, Commerce, Post~Shipping and Inland Water
Transport and Railway, Roads, Highways and Road Transport,

1.09,6: A Food Planning .and Monitoring Unit was also set up under
the same notification with Planning Minister as Convenor and Secre=
taries of Ministries of Food, Agriculture, Finance, Statistics and
the Member of Planning Commission as members, To provide staff
service to the unit a secretariat was established.

1.09.7: The committee regulariy met twicu a week and reviewed food
stock, distribution, transportation, arr.val schedule of import
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and identified the areas for the special need of Food For Works,
Modified Ration, Relief, etc, With these measures the severity of
crisis of 1979-80 was substantially mitigated.

'1,10: FOOD POLICY OF THE 1981:

1410412 The national food policy of Bangladesh as formulated in
‘November, 1980 ‘aims at a rational food po;icy and strategy and

includes, inter alia,tthe fBilowiﬁé: Lo

L2EY “f
' [

'
0

(a) Food production and its distribution to consumers
with least possible use of resources,

(b)  Production, distribution and consumption of food to be
integrated in a way as to avoid extreme fluctuations,

(c) Remodelling public distribution system for attainment
of a measure of fairness in food distribution and
ensuring food for the needy, Reduction of ration quota
gradually and increase in distribution price in view of
lowering down the amount of subsidies,

(d) Accelerated production for attainment of food self
sufficiency in the shortest possible time,

(e)y Adequate stock building for stabilising market and
meeting unforeseen emergencies,

(£) Proper incentive to growers by ensuring economic price
through procurement and market mechanism,

(g) Encouragement to private trade for increased production
and self-sufficiency,

1+11: EOOD PRODUCTION:

1e1141: Measures for increasing production for self-sufficiency in
foodgrain .were further strengthened, As a logical step of the food
policy a medium term food production plan (MTFPP) was adopted with
a production target of 20 million tons., "he target was revised
downward at 17.5 million tons because of severe resource shortfall,
Efforts were stepped up in supplying HYV Seeds, fertilizer, irriga-
tion equipment, etc,
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1.11.2: Fertilizer distribution in last few years have undergone a
rapid increase. In 1974-75 only 2.79 lakh tons of chemical fertlli- \
zor was distributed which stood at 12,62 tons in 1984-85. The
annual growth rate was 16% during the last 10 years time. Similériy"
the irrigation facilities have also increased. IQ‘J9§3-84 about 4744
1akh acres were irrigated compared with 35.61 lakh acres irrigated

in 1974~75, The annual growth rate was 2% o

But due to frequent natural calamities like floods and droughts,
otc. production of foodgrain could not reach its targeted level., The
yearly target and achievements of foodgrain production during Second
Five Year Plan were as shown below:

Table ¢ I = 9
TARGET & ACTUAL PRODUCTION OF FOODGRAIN

Lakh Ton
TARGET
Year As per Annually set Achievement
MTEPP by Govt,

1 : 2 2 b
1980~81 154 148 147
1981-82 162 162 . 144
1982-83 173 155 151
1.983=84 186 161 155
1984-85 ‘ 200 167 161

Source: Planning Commission & BBS,

1.12: FOOD PROCUREMENT:

1.12.1¢ Procurement of foodgrain from domestic production introdu-
ced mainly for building up the reserve stock for support to the
ration system changed under the new policy for stabilising the
prices in favour of consumers as well as givening incentive price
to the farmers. The procurement prices of foodgrain are fixed

every year considering the cost of production of different crop so
that the farmers can be benefited through government procurement.




Prices of inputs, labour, irrigation, etc, are important determinant
of procurement prices, The major improvements in policies over the
past few years have been the announcement of procurement prices in
advance of crop planting in order to have maximum impact on farmers
decisions, Procurement price sometimes increased twice in a year
considering higher market price. In 1984-85 aman procurement prices
first fixed at Tk,165 per md, of paddy and Tk.248 per md, of rice
later were changed to Tk, 175 per md, of paddy and Tk.263 per md, of
rice in the face of higher market price,

1.12,2: After the shift in governmené policy procurement from domes-
tic output has increased. In the year 1980-81 more than 10 lakh tons
of foodgrain were procured, But in the past few years continuous
flood/drought problems and rising, market prices, have caused increa-
sing difficulties in procurement, Domestic procurement has been very
low compared with 1980/81's, In 1983=84 only 2.66 lakh tons of food-
graln were procured, in 1984-85 it picked up little (3.49 lakh tons).
Crop wise procurement for the last 5 years were as below:

Table : I - 10
CROP-WISE PROCUREMENT OF FOODGRAIN

(1 000! tons)
Crop 1980-81 1981-82 1982-83 1983-84 1984-85
] 2 3 N 5 4
Aus 86.85 19.41 0,98 10,96 157
Aman 501,29 116,97 93.38 83477 75.82
Boro 252,78 148,32 74.12 50,66 56,08
Wheat 175,08 13,31 23,59 121,06 215,46
Total : 1016.00 298,01 192,C7 266,45 348,93

1.13: DISTRIBUTION:

141341 Similarly a number of improvements have been made over the
past few years in the management of public foodgrain operations,
Shifting its focus from that of providing subsidized foodgrain to
the urban and other protected sectors towards the poor and stabili-
zing market prices throughout the year ac levels which are within



the reach of the poor and consistent with the objectives of providing
adequate economic incentives to producers, In keeping with these
objectives, entitlements and quotas for some preferred groups have
been reduced and the shares of rice and wheat in the quotas have

been shifted in favour of lower cost and less subsidized wheat, The
sale prices of grains sold to preferred groups have also been increa-
sed gradually to reduce the gap between procurement as issue prices
so as to reduce the size of food subsidies, shift the better-~off
consumers from ration system to market and reduce the seasonal

spread in market prices., These changes have made it possible for the
government to embark upon and expand the open market sales of food-
grain, particularly of rice and increase the share of Food For Works
and other target groups, The shift in these directions has already
been shown at the beginning in Table:I-1, As under non-monetized
channels foodgrains are valued at cost the shift away from commer~
cial channels helped reduce financial subsidy.

141342t As policy of gradually reducing subsidies the gap between
procurement price and issue (distribution) price has also been
reduced substantially affecting unit subsidy,

Table helow shows the year-wise procurement and issue prices of
foodgrain:
Table : I -~ 11

PROCUREMENT & ISSUE PRICF. OF RICE

N . Clhﬁgaaimhd.___
Procurement | 1ssue Pricelat|] Gap verag

Year | Price consurer's level) (Absolute) }Gap -
19’7"15:76 —5 '370 ' %1 42
197677 ‘ 122 90 32 26
1977-78 - -132 100 32 2L
1978~79 132 120 - Co12L 9
1979-80 170 140,00 30 18
1980-81 190 155,20 3448 18
1981=82 210 175400 35 17
1982-83 215 195,00 20 9
198384, 225 215,00 10. 4
1984~85 248 268,00 =20 =8

Source: Ministry of Food,

T
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1el4e SUMMARY OVERVIEW:
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The foodgrain rationing system have been introduced after the
Great Famine of 1943 limiting to only Statutory Rationing,
gradually expanding to the Modified Rationing,

After the Partition of India in 1947 a new channel of rationing
was introduced known as Essential Priorities which was followed
by other priority group channel,

Rationing System was abolished in 1956 which was followed to a
food crisis within a few months and the rationing system was
re-introduced by bringing all the district headquarters under"
the Statutory Rationing (SR) areas for a short period,

The rationing system has always been pursued in favour of the
consumers, particularly the uvrban consumers,

In the domestic procurement scheme there h s been total shift
from compulsory procurement to the voluntary one by 1974«75 while
in 1973~74 about 22 thousand tons were prccured under lewy and
4845 thousand tons under voluntary purchese, In 1984-85, ten
years after that whole amount of procure ient of 3,48 lakh tons
was on voluntary basis,

The Food policy planning was given due veightage after the Famine
of 1974 and in 1979 the Food Planning and Monitoring Unit was
set up,

The domestic procurement policy had be.n d}verted towards price

support policy for accelerated production rather than for procure-~
ment to support distribution,

8.

The policy of foodgrain distribution has been shifted from that
of providing subsidized foodgrain to urban and other protected

sectors towards the poor and market price stabilization,

9. The foodgrain distribution channels increased to 12 and may be

classified as commercial (monetized) and non-commercial ( non-
monetized) channel. The monetized clannels include the SR,MR,OP
EP,LE, FM, OMS and MO while the nor.-monetized channel only
include the FFW, GR, VGF and CD,
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CHAPTER -~ II
STATE OF FOOD BUDGET

2,01, FOOD BUDGET . ITS MICHANISM AND STRUCTURE:

2e0141, The food: budget hnder Head 184 is preparéd‘on cash basis and
it shows (a) the gross outlay on procurement programme, (b) the
receipts and recoveries on account of foodgrain distributed through
the different channels and (c) the net outlay for transactions during
the year together with adjustment for subsidy to be claimed from the
revenue account. The budget is concerned with cash flows ~ ins and
outs during a year, including food aid which, though involve no actual
cash inflows is nevertheless treated as a cash flow in the construce
tive sense. As regards deferred payment purchases, both the down
payments on account of purchases during the budget year and the pay-
ments on account of earlier purchases are included in the budget, In
respect ‘'of deferred payment purchases there is thus deviation between
costs and benefits of the food budget operation in a year, The two
will differ to the extent of the difference between the down payment
on current deferred -payment -purchases and arrear payment on purchases
of Earlier years, Gross’outlay includes cost of food purchases and
food aid freight, incidental cost, losses and overheads., It is to
note that food budget also includes such items as edible oil, sugar,
salt, etc. :

240142, A Consolidated View of the Budget: -

As an illustration, a Cphsolidated view of the food budget for 1984/85
and 1985/86 showing the funds committed in local currency and in
foreign exchange classified into aid and Commercial imports is pre-
sented in Table : II - 1 below:

ne.f



Table : IT -~ 1
FOOD BUDGET & GR0OSS OUTLAY

Quantity '000!' tons
Value Taka Crores

Yoor 1985-86 198485
Qty Value % Qty Value - 1+ %
1 2 3 L 5 ) vd
I.External Procurement

Foodgrains 1480 645 1435 575
Non-foodgrains 10 9.

6% 039,17 —58n (3%.50)
Qwn Resources
Foodgrains 20 8 245 129
Foodgrain deferred(a)200 (75) 1043 (439)
Non-foodgrains 59 L7
Down payment 10 67
Arrears (b) 225 163
Freight 90 117

220 392 (23.45) 1278 523 (32.42)
Total (Foreign): 1700 1047 (62.62) 2713 1097 (68.01)
II. Internal Procurement

Foodgrains 500 298 300 165
Non~foodgrains 119 99
Operating expenses 208 252 B
Total(Domestic) 500 625 (37.38) 300 . U516 (31.499)
Total Cash Outlay 2200 1672 (100) 3013 1615 (100)°
Adjustment for
deferred payment (=) 150 . 276
(a=b)
,Gross outlay

1522 1899

Source: GOB Food Bﬁﬁéet & Consﬁlgant.
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The freight figures include freight on PL 480 Title III imports and
that on imports under deferred payment terms. It is to be seen that
deferred payment imports have implication for subsequent budgets
for payments of arrear and interest, It is also to be noted that
food budget includes non~-foodgrain items like edible oil, the sale
of which is also subsidized,

240143, Receipts and Recoveries:

On the.receipts and recoveries side, proceeds from cash sale toge-
ther with value of food issued for Food for Works Programme, relief
and vulnerable group feeding and stock decreases/increases are match-
ed against the gross outlay. The difference between the two sides -
fund commitments and receipts & recoveries, is the subsidy to be
transferred from the revenue budget to the food budget. The receipts
and recovery side of the budget operation is shown below in Table :
IT - 2 for the two years, 1984-85 and 1985-86.,

Table : II -~ 2
FOOD BUDGET - RECEIPTS, RECOVERIES AND SUBSIDY
Quantity '000!' tons

Value in Taka Crores
19 5-55 198L-85 °

Quantity Value PRuantity | Value
1 2 3 L

(a) Commitment of funds 2200 1522 3013 1889
from Table t II=~}

(b) Receipts and Recoveries

1o Cash Sales Proceeds 1400 713 1.900 867
2. Non foodgrain sales - 175 - 149
3+ Valuation of FFW/ 600 287 750 327
Relief issues
44 Increase (nat outlay 200 157 363 296
in stocksy :
Total : 2200 1332 3013 1639
(c) Cash deficit (Subsidy) - 190 - 250
Total = (a) above 2200 1522 3013 1889

Source: Food Budget (GOB) .
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2,02, BUDGETARY SUBSIDY:
2,02.1, As may be seen from the above budgeting system subsidy is

derived as a balancing item between the commitment of funds and
receipts & recoveries, Thus in 1984-85, total funds commitment was
Tk, 1889 crores and total of receipts & recoveries waé‘Tk.1639‘ .
crores. The difference between the two sides was Tk,2s50 crores being
the food subsidy charged against the revenue budget,

2.02,2, Theoretically, though subsidies may not be unnecessary or
unjustified, there surely remains a scope to examine how far
Bangladesh can afford such volume of subsidy as the resources so

used for consumption support have alternative uses. The main argument
in favour of food subsidy is that it has a positive welfare effect,
as it makes cheaper food available for consumption. The impact of
subsidy on different socio-economic groups of population and the
amount of subsidy received by different socio-economic groups, parti-
cularly the low income'groups constitute the main focus of the study.
The effects of food‘sub51dy on the nutritional aspects of consumers
also need to be assessed. .

2.02%3, As the question of subsidy has becom: an issue of great
1mportance only in recent years, very 1l.ttle literature are avail-
able in this context. Most of the reports and information available
from national and international sources have dwelt upon the subj,uct
only in combination with other aspects of problem of development of
the economy, particularly in the context of domestic resources mobi=-
lization as in a stagnating world trade and aid resource constraints
became increasingly severe, However, the Rzport of the Committee on
Gradual Reduction of Food .':";ubsidy/1 seems to be a relevant starting
point in connection with the proposed study. The aims of the referred
study were to: ' ) . h

(a) Estimate the actual amount and nature of subsidy that is
being paid on account of food and examining the economic
consequences of the subsidy bo:h on the objective of the

~ -

self sufflclency in food and on the avallablllty of

resources for development in the country.

71 : Report of the Committee of Gradual neduction of Food Subsidy
by Planning Commission, Ministry of Planning Commission,
Ministry of Planning (GOB), December, 1979.
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(b) Suggest a strategy and a programme for steady and gradual
reduction of food subsidy,

(c) Make policy recommendation that may be necessary to check any
undesirable consequence that may follow from the changes
suggested and to ensure a smooth transition,

This study was made at the expert level, possibly, based on the available
statistics and rgports without going into field investigation, rather
with a limited objective of resource mobilization., The focus of the

study was bascd on reduction of food subsidy without any specific refer-
ence to the welfare cost of pursuing such a policy,

The major findings are however as followings:

(i) A reduction of the present volume of subsidy was thought essential
on the grounds that more money is needed for development and the
fact the government distribution mechanism is not responsive to
market prices, People buy now frou ration shops even when the
supply in the open market is abundant,

(ii) There is little justification for the supply of internally produ-
ced and procured items like rice and sugar at subsidy because it
depresses the price artificially (except in the lean season) and
acts as a disincentive towards increased production,

(1ii) Seasonal open mariet operations are good substitute of statutory
rationinsg in normal times.

(iv) At present the low price is being partly compensated by another
heavy subsidy on farm inputs. Savings in the two kinds of subsidy
will improve the revenue position of the government considerably
to help Jovernment financing.

Thus their major recommendation was to reduce subsidy to the minimum,
not to eliminate it all together. They further recommended that it has
to be done in a manner that private trade cannot take advantage of the
poor harvest in a year and with reduced s:zale of business the Food
Ministry must reduce its cost by reduction of employment that would be
unnecessary. On the basis of these recommendation the government has
been taking some measure since then such as increasing of ration price
almost every year and some are yet to be implemented.

Finally it may be mentioned here that in addition to the receipts and
recoveries directly under the Food Budget there are receipts from EP
groups accountzd under the Head 34-Defence Receipts. There are also
some receipts from other &P groups but the former receipts are substan-
tial. It may also be noted that this subsidy is inclusive of rations
(free food entitlement) as part of their service contract, These re-
ceipts arise b:cause food is issued by the Food Ministry at certain
price to various departments under EP channel but their beneficiaries
are charged at different prices, In 1984/85, for example the estimated
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additional receipt on account of such price differential amounted to
Tkae17.75 crores - Tk.12,05 crores on account of rice and Tk,5,70 crores
on account of wheat, The average issue price was Tk.,58/md, for rice and
Tk.52,7/md. for wheat, but the beneficiaries were charged on an average
Tke.124,80/md, of rice and Tk.94.30/md, of wheat, Though the food budget
showed a cash deficit (subsidy) of Tk.250 crores in 1984/85, as have
been stated in other sections the net subsidy was Tk.232.25 crores
because of receipts on EP channel out of the Food Budget.

2.02,4. Unit Subsicy:

It is to be recognized that all funds commitment and all funds received
during a particular year do not relate to foodgrain distributed during
that year; less so to food distributed on a commercial basis through
monetized channels, Thus, for example, there may be on the commitment
side, arrear piyments which have no relevance to food distributed during
the budget yea-~. Similarly, therc may be fund commitmenl for food which
may not be dis.ributed during the year of purchase, but which is used

for stock buil .-up; on the other hand, stock may also be drawn down to
augment curren: supply. A similar situation arises on the receipts and
recoveries sid:, which as discussed in Chapter-I, comprises both mone-
tized and non- wonetized channels, This dichotomy of distribution raises
the question viether unit subsidy - subsidy per unit value of food,
should be calc i1lated on total food distribution or should be related to
monetized food distribution only. From the budgzetary point of view the
former has an obvious appeal since the Pi'DS system is one and a single
system for all kinds of food distribution, monetized or not, entailing
huge overhead and common cost ain its operation and maintenance, The
common costs include PFDS' establishment cost, transportztion cost and
godown storage costs including wastages. A second argument in favour of
this view is that foodgrains, both rice and wheat, being fungible by
type, it is difficult to differcntiate betucen food dastributed through
different channels thouzh foodsrains may be procured under different
terms from different sources, Thus any attempnt to calculate unit subsidy
on any basis other than on the basis of overall operation of PFDS will
involve allocation problems. An opposite posaition can be take: from

the point of view of benefit., The argument underlying is as follovs:
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As there are two primary channels - monetized (esge SR) and non-
monetized ke.g. FFW) and valuation of food distributed through the
latter channel can be based on full cost, budget subsidy arises from
monetized distribution only and accrues to receipients for such food.
But as non-monetized distribution involves cash outlays for.. storage,
transportation and establishment such an approach to unit subsidy
calculation will require charging an appropriate share of incidental
costs to non-monetized distribution also, but still keeping valuation
of food distributed through the two channels separately because of
food aid received for specific purposes such as under World Food

Programme.,

240245, Three Ways of Calculating Unit Subsidy:

There are thus three ways of calculating unit subsidy as follows:

(1)

(i)

(iid)

First, calculating it on the basis of total fund
commitment expressing subsidy as a percentage of such

commitment, Here all costs are pooled together.

Secondly, calculating it from the point of beneficiaries
expressing subsidy as a percentage of monetized distri-
tion only. This will imply charging food distribution
through non-monetized channel wit! its full cost;

but it does not happen in reality as food received under
World Food Programme is physically committed to such
programme in full; thus all incidental costs are charged
to monetized distribution even trough part of such costs
is incurred on account of non-moaetized food distribution,

A comparative position is to charge all the PFDS opexration
costs among the three components, namely, monetized dis=
tribution, non-monetized distribution and stock increase

and calculate unit subsidy for monetized food distribu-
tion only. The compromise method will require charging
food transferred to stock for proportionate share of

PFDS cost as well as its proper valuation.

240246, Calculation of Subsidy:

In the following table, the calculation of unit subsidy ﬁnder the
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three alternative methods are shown for the year 1984-85 as an
illustration: '
Table : II -~ 3
CALCULATION OF SUBSIDY, (1984-85)

S1l.Nod Item Taka in Crores
1 z__. 3
1¢ Commitment 1934
2. Sales Proceeds 867
3« Operational Cost 252
4o Stock Increase 296 |
5, Subsidy 24l
6. Subsidy net of operational cost for 151

stock and non-monetized igswes

7. Unit Subsidy (Percentage)

(a) Commitment basis (5 : 1) - 12.62% -
(b) Benefit basis (5 : 2) 28 1%
(c) Adjustment basis (6 : 2) c o 17442%

Source! Statement IV, Annual Budget Summary Scatements (GOB) .

Note : T The stock increase valuation of Tk. 296 crores
includes its share of operational costs,

2. Tke 6 crores have been dcducted Irom the total
subsidy figure of Tk.250 crores being attributable
to non-foodgrain sales. The commitment figure
likewise, excludes non~foodgrain procurement,

Tt should be borne in mind that these alternative methods of calcu=
lating unit subsidy are based on the concept of budget subsidy,

for no adjustments have been made to prices and costs on any economic
and efficiency consideration and all costs and prices are taken as
they appear in the Budget, For such adjustments a detailed discu=-
ssion of procurement and distribution is necessary as they differ

in price, costs as also the objectives, an exercise to be under=-
taken in Chapter - III,

2 03. STRUCTURE OF PFDS = PROCUREMDNT'

2e 02,1 External Procurement:
Food is procured both externally and domestically at varying prices
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and costs, External procurement is mainly done with the help of food
ald, though in recent years commercial purchases have significantly
increased in volume and value. The type of aid and its conditions
vary from sgurce to source. It couvld be (a) quantity and value spe=-
fied aid and grant on C&F baris, without any restrictions on ocean
freight, (h) quantity and value specified aid on FOB basis with
obligation to transport a certain percentage of the quantities in the
flag vessels of the donor country (e.gs PL 480 Title III, aid from
USA), (c) value specified grants and (d) quantity specified grants,
Though the negotiation for procurement of food under aid is done

by the External Resources Division of the Ministry of Finance with
donor countries/agencies, actual procurement is done by the Ministry
of Food. All food aids are grants and shown together in a consolida-
ted form in the budget, Freight for type (b) imports is included
under freight in the budget. Since most food aid is bilaterally
arranged, terms and conditions vary from donor to donor in respect
of price, freight, distribution and use of sale proceeds, Food is
sometimes also imported under loans and credits from various coune
tries (e.g, Long Term Credit from Japan) under bllateral arrangements,

2.03.2; Lnternal Procurement:
Intennal procurement of foodgrains was 1ntroduced mainly for suppor-

ting the rationing systems The objective was modified later to put

the empha51s on stabilizing the procurement prices at a level which
would .provide farmers an.incentive to expand - production of foodgralns.
To that end, the procurement prlces are annually fixed by the Gover-
nment at the beginning of the sowing season. The financing. of pro-
curement is done under 3 months cash credit arrangements with

various banks, Payments are made by banks to growers/approved dealears
against "weight, quality'and stock_certificates" (WQSC) issued by’

the purchase officers at the purchase centres. The banks send fort-
nlghtly bills for all payments made,for purchases to the Directorate
of Food Accounts for checking and recording. The bills are then

sent to the AG's Office for settlement of the banks' claims, The
present system entails payments of- 1nterest charges to banks for

1ts 3 month-accommodation, a substantial part of which could pro-

bably have been avoided with some procedural ghanges. Though the
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method of financing domestic procurement is outside the scope of

this study, it cannot be overlooked that the method has bearing on

the cost of PFDS' operation, There are also laid down procedures

for payment/adjustment of transportation bills of the Railway/BIWIC/
other carriers and for the payment of other incidental charges.

Again stepping into the accounting procedures is not the purpose of
this study though a good accounting system can contribute of the
efficient operation of PFDS. In fact, a study on the accounting system
was done in 1981 by the FPMS.

2.0343, Source-Wise Financing:
Source-wise financing of procurement of foodgrains is shown in
Table : IT -~ 4 below:

Table ¢ II - 4
SOURCE-WISE FINANCING OF PROCUREMENT

(?1_5395 (Quantity in 00Q tgns)
1980/81 § 1981/82 ! 1982/83 | 1983/84 | 1984/85

1 2 3. 4 9 6
1. Total 910 204 480 216 407
2. Aid/Grant 84 30 232 163 136
(9.33)  (5.95) (48.33)  (51.58) (31%94)
3, Cash Imports - 189 80 7 145
(37.50) (16.67) (2422) (35,62)
4, Domestic 826 285 168 146 132
Procurement (90.77) (56.55) (35.00) (46.22) (32.,42)
' (b) WHEAT ‘ '
1. Total 1i68 L1133 1568 1622 2754
2, Aid/Grant 697 1120 835 1320 1405
(.59468) ' (98.¢85)  (54.14)  (79.78) (51402)

L 1134

3. Casbh Impérté 689 21
(11,500 (12495) (410179

302
(25485).

L, Domestic 169 13 2l 121
Procurement (14447) (1415) (1436) (7431) (% 20)

Note: Figures in parentheses are percertages of total,
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It is to be seen that between 1980-81 and 1983-84, share of rice in
total procurement had declined to less than one-sixth and its quanti-
ty had more than halved while that of wheat has increased by more
than 40%. This coupled with the fact that ton for ton of wheat had
been consistently cheaper than rice ranging from between 42% of the
price of rice in 1980-81 to only about one-third in 1983-84, which
had significant bearing on food subsidy.,

2,044 STRUCTURE OF PROCUREMENT PRICES:

2,041, Internal Procurement Price:
Table : II - 6 below shows the movement of procurement prices over
the Second Plan period.

Table : II - 6 _
SCHEDULE OF INTERNAL PROCUREMENT PRICES

1979/80 to 1984/65
(Taka per md,) -

Effective | Paddy all} Rice all | 3
Year date varicties ] varieties Wheat ‘L -~
1979/80 Nov.15,1979 105 + 5 165 + 2 105 + 5
1980/81 Nov.4, 1980 110+ 5 1720+ 5 110 + 5

1981/82 Dec. 7,1981 119+ 5 185+ 5 119+ 5

1982/83 Nov, 7,1982 130+ 5 205 + 5 130 + 5

1983/81 Nov.15,1983 139+ 5 220+ 5 139 + .5

1984/85 Jly 1,1984 160+ 5 243+ 5 157 +'5
- ‘(Aus & Boro) (Aus & Boro)

& 170+ 5& 258 + 5
(Aman) (Aman)

Note: (1) Taka 5 per md, is paid as trénépbrt honus, T e
(2) It would be seen that between 1980/81 and 1984/85
domestic procurement prices have increased by 5%
for paddy, 50% for rice and 41% for wheat,

Source: Ministry of Food, GOB.

IT - 12



2¢04,2. International Prices:
The international prices of foodgrains have, on the other hand,
moved downward during the same period as Table : II - 6A below would
show thus :- : ‘ )
Table : II -~ 6A,
INTERNATIONAL PROCUREMENT PRICES
US dollars per metric ton C&F

RICE —__ WHEAT
Aid Cash Aid Cash
Imports Imports Imports Imports
1 o2 b b ';£
1981~82 392.58 247483 151457 -
1983-84 373490 204,65 161,27 160.26
1984~85 348.24 253458 155,73 142,40,

Source: Ministry of Food, GOB,

It would be noticed that 1980-81 was a year of high international
foodgrain prices, The differential price between procurément of

rice under aid and on commercial basis is attributed to the fact that
procurement under aid is done from countries other than lower price
sources in Fast Asla (Thailand and Bupma) or under special terms

like long term credit from Japan. For wheat, however, the difference
are much less pronounced. The benefit of declining prices could not
be passed on to consumers because of depreciation of Taka in rela-
tion to the US dollar, from Tk, 16.26 to Tke 25.29 (55.54%) over

the sald period,

2405, INCIDENTAL COSTS:

Besides cost of procurement which includes*also ocean frelght, PFDS
has to incur incidental costs covering inland transportation, bég—‘
ging énd re~-bagging, other operating expenses, establishment costs
and bank charges and interest, Total provision for such ‘in¢idental
costs appeared as follows:
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Table : II - 7
BUDGET ESTIMATES

Incidental Per ton of |IAs percen- Subsidy‘
Year costs rocurement tage of Tk, Crores

Tk, Crores in Taka) outlay

1 2 3 . ’4;* L 5
1980481 149440 719 15409 109
1981/82 201.43 1227 24.054; 182
1982/83 228,38 “ 112y 22,15 193
1983/84 140,93 © 715 12,47 160
1984/85 252,00 - " 836 13.34 250
Note: A small part of the incidental costs is chargeable to
non~foodgrains,

ASource: Ministry of Food, GOB and the National Budget,

It is to note that incidental'costs as percentage of total outlays
show great fluctuations from as high as 24% to as low as 12.% of
total outlay. Explanations underlying such fluctuations are the
nature of costs entering incidental costs and the volume and cost

of food procured. First, some costs such as transportation are var-
iable and depend on the volume of transactions while some costs such
, as establishment costs are more or less fixed ~ independent of the
volume of transaccions. Secondly, total outlay depends on volume and
price. It is to recall (Table:II-4) that in 1981/82, the volume of
transaction was at its minimum (16,3 lakh tons) when the percentage
of incidental costs was also the highest, A comparison of Table ¢
II-4 and Table : II~7 brings out. close covrelation between the inci=
dental costs and volume of procurement, Occan freight is not included
under the existing practice of calculating incidental cost, as it is
included in external procurement cost, It is to be stressed that
incidental cost is not for proourement alone but also for distribue
tion. In view of this dual nature, such cost may be viewed as cost
of food delivery from the ports and purchase centres to final

points of distribution (LSD/CSD) of the PFDS system, The subsidy
figure is mentioned as comparison to indicate that the subsidy is,
in effect, a charge to cover incidental <osts,
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2,06, STRUCTURE OF PFDS - DISTRIBUTION CHANNELS:

2,06,1, There are 12 channels for distribution of food under PFDS
of these eight are monetized and four non-monetized, A monetized
channel means a channel through which food is sold at a given price,
A non-monetized channel means a channel through which food is dis-
tributed for no money value, The monetized channels are statutory
rationing (SR), modified rationing (MR), essential priority group
(EP) , other priorities (OP), large employees (LE) , flour mills (FM),
free sale (FS) and open market sales (OMS). The four non-monetized
channels are Food for Works (FFW), Vulnerable Group Feeding (VGF) ,
Gratuitous Relief (GR) and Canal Digging (CD). The latter is however
discontinued now. For purposas of the budget, sale proceeds through
all eight monetized channels are shown togather as a consolidated
amount in the budget. Food distributed through non-monetized chan-
nels is shown separately at their imputed values, Table : II - 8
below shows the volume distributed through diffcrent channels from
1978~79 to 198485,
Table : II - 8
CHANNEL-WISE SHARE OF DISTRIBUT'ION

(Quantity in 000 tons)
Priorit Relief/
Year SR MR e§$3£§ Y I oMs /M Fgwle Total
1 2 z I e & 7
1978~79 L17 312 754 52 261 1796
1979~80 492 385 907 121 497 2402
(2075)  (16.0)  (30.8) 5 (28%7)
1980-81. 343 179 601 - 399 1522
(22.5) (11.8) (39.5) (26,2)
1981-82 307 483 656 154 4,35 2035
(15.1) (23,7) (32,3) (2143) (21.4)
1982~83 307 368 647 118 495 1935
(15.9). (19,0) (33.4) (6,1) (25,6) .
1983-84. 293 399 641 158 561 2052 ¢
(14.3) (19:4) 131,.,2) (7:7) (27.4)

1984-85 205 225 138 2166

342 06
(9.5) (1546) (25,6) (73) (21.8)

Note: Figures in parentheses are percent'ages,
Source: Ministry of Food,
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2,06.,2. From the budget point of view, as discussed in paré 2;03,

it is the monetized channels which are directly conserned with the
subsidy issue as food distributed through the non-monetized channels
is valued at cost, The ratio of distribution between the two basic
categories of channels changed significantly between 1978-79 and
1984~85, the share of non-monetized channels increasing from 14,.50%
in 1978-79 to 41,8%% in 1984~85. As a matier of fact, a steady shift
in favour of nom-monetized channels is discernible. Against this,
the share of SR steadily declined to below 10% in 1984/85 from

23,5 in 1978/79. This change in the distribution structure has
obvious implication for subsidy as non-monetized channels are
charged at full cost. The share of OMS has also improved; as its
price rule is different from SR, increase in its share has also
helped lessen the burden of subsidy. The share of the prioritv groups
has also significantly declined relieving pressure on subsidy,

2.06,3, Besides its impact on subsidy, the charging structure of the

PFDS distribution system has also significant welfare implications,

First, the increase in non-monetized channels' share means more

- food for poor people such as thegvulnerable an& the unemployed,
Secondly, a reduction in the share of SR means reduction of benefit

of subsidized food for the better~off famili:s,

'2406,4, However, an increase in the share of non-monetized channels
means incidental costs of PFDS operation have to be borne more by
the monetized channels as the former are charged actual cost of
procurement; so it would mean an increase in subsidy depending on
the gap between issue price and full cost of distribution.

2407, STRUCTURE OF ISSUE PRICES:

2407414 The pricing structure of PFDS shows cdﬁsiderable diversi=
ties with respect of distribution channels. Issue prices are fixed
every year by the government, They are fixed with the objective
of supplying foodgrains tg the beneficiaries of PFDS at prices
which are considered reasonable both in relation to theimarket
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prices and the purchasing power of the target groups of consumers.,
Prices under monetized channels are fixed explicitly while under
non-monetized channels they are implicit as their beneficiaries are
not to pay in cash for food received, Pricing for different channels
is discussed below:

(a) SRy, MR and OP:

The bulk of cash sales are made through SR, MR and OP channels, They
have similar prices. The considerations underlying their prices
include provisions of foodgrains at prices which are within the reach
of consumers, the procurement cost, social equity and the moderation
of seasonal fluctuation in market prices, Over time one can observe
the tendency of the three sets of prices ~ market prices, procurement

prices and issue prices to come closer to each other, Table:II-9
below shows the position of SR/MR/OP prices in relation to market
prices of coarse rice and procurement price,

Table :

IT -9

MOVEMENT OF PRICES

Ti,/md
gR7M§75P Price

Whole sale Procurement
Year market price price (ex~godown)
ggg;‘ se Wheat Rice Wheat Rice Wheat
1 2 b N )7 b 7
1980~81 168444 110,46 172.25 113.29 139.6 107,61
1981=82 220.40 135,09 183454 120,13 162,17 116,43
1982-83 239,61 162,33 203,00 125,83 190,90 129,91
198384 261463 166,67 219,58 140.74 209,90 139,45
1984-85 280,00 165,00 263,00 165,00 245457 158,04
; (avge,) (avge,)
268,00 167 .00
(high)  (high)

Note: These are yearly average prices,

Source: Ministry of Food & Directorate of Agriculture Marketing,
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It is to be noted here that in 1984/85, the issue price crossed over
the procurement price. This means that issue prices covered part of
the, PFDS's operation cost in 1984/85, while in earlier years issue
prices were lower than the procurement costs, indicating a level of
subsidy exceeding the cost of PFDS operation. A point that must not
be overlooked is that in 1984/85, issue price of wheat even exceeded
the market price. This should not however be construed as earning
profit on wheat account because full cost of wheat including inciden-
tal costs (Tk. 192.87 per md.) was higher than the issue price of
Tke. 167,00 per maund,

(b) LE and FM:

The price for large employees is about 6% and that for flour mills
is about 11% higher than SR/MR rates. For example, the present rate
for large employees is Tk.177.6% and that for flour mills is
Tki186457 per md. of wheat in place of Tk.167,0) per md, under SR/MR.
Under these channels wheat is the main commodiiy supplied by PFDS.
In 1984/85, for example, LE reccived 63 thousand tons of food grains
of which only one thousand tons were rice.

(c) EB:

The prices for essential priority groups are set at considerably
lower levels than those of SR/MR. Since 1977.-78 until the end of
1984=-85 EP rates have remained stationary at Tk,48,00 per md,. for --
wheat and Tki58.,00 for rice, when SR/MR prices have advancéd from, .
Tk.97.,00 per md., to Tk.262.00 per md, for r.ce and from Tk.80,00
per md, to Tk 167,00 per md. for- wheat. This reflects the policy
undé? which inmates of hospital, jails and hostels, and members of
defencé forceés are issued rations at particularly concessional rgtes
. which had not been raised for several years.‘

(d) oMS:

Opeﬁ'Market Sales (OMS) is an expedient neasure for moderating

market--prices when they are on the rise, OMS begins when prices
in the market rise beyond 1% of the procurement price for rice,
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and 20% for wheat, These are called trigger points. The issue prices
under OMS are the trigger prices plus an amount equal to 50% of the
difference between trigger price and market price., Based on this
principle, different rates are fixed in advance for different slahs

of market price over the trigger price. The OMS price for non-SR areas
is slightly lower than that for SR areas, the difference being of

the order of about five percent, In case of rising market prices OMS
prices can earn profit and can contribute to the reduction of food
subsldy, while having at the same time a smoothening effect on
markets.

(@) FIW, VGF and Test Relief:

Valuation for issues through these non-monetized channels were shown
in the budget at a price equal to OMS rate plus Tk.10/- per md. This
price has no relation to the procurement price, nor to the valuation
of the year end inventory, which is valued on a pooled cost basis,
The issues of foodgrain through non-monetized ¢ aannels are valued

in & constructive sense, and there is no inflow of real resources
from the beneficiaries, But because of the higaer valuation than for
monetized channels, the net effect is a reduction of the budgetary
subsidy,

2,07.2, The following tahble ‘shows the issue frices from 1975=76 to

1984-~85: Table : II = 10 ;
WHOLESALE'ISSUE PRICES UNDER SR/MR
Taka per md
Year Effective date ~——-§e33~lL~r~jiE:ag——-
1 P2
1975-76 10 to 19 Dec, 197/ ‘3%:&5 48 00
20 December, 1975 68.00 53.00
7 February, 1976 87.00 67,00
1976-77 87,00 67.00
1977-~78 31 December, 1977 97 8 .
1978-79 19 May, 1979 11728 87,00
1979-80 3 May, 1980 137.00 107.00
1980-81 13 November, 1980 136.00 106,00
17 April, 1981 151,20 112,00
1981-82 12 December, 1981 171.0 120.00
1982-83 3 July, 1982 191,00 130,00
1983=84 2 January, 1984 A 229,00 1 9.00
198485 31 Decemher, 1984 268,00 167,00

— TR Wwhwo ¢ v

Source; Ministry of Food, GOB,
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It is impressing that between 1975/76 and 1984/85 there was nearly

a fourfold increase in the wholesale issue price of rice, giving an
annual increase rate of 16%, while over the same period whole sale
market price of rice is shown in Table :II-9 which inc¢reased at an
annual rate of 8,% only. Similarly, in case of wheat, the whole-sale
issue price rose at the rate of 12,9 a year against an annual
increase of 8.4% in market prices. This means that the gap between
the market and the rationing system had declined rapidly and the
privileage of SR/MR beneficiary groups much reduced, as could be
seen in Table : II -~ G,

2.08, DIFFERENCE BETWEEN PROCUREMENT PRICES AND RATTION PRICES:

There has always been a difference between average vrocurement prices
and average ration prices., In spite of successiv: rcvisions over the
year, the difference still remains substantial ¢s may be seen in

Table below:
Table : II - 11

COMPARATIVE PROCURE“ENT COST AND R: IION PRICE

(a) BI°E (Taka i

rer metric to

AVERAGLE S MR D_?FFERENC'E"—“QL" Por

Year | Impoqlmportpomes- ALl rice cen-~

rt {Own ! tic Sour- (¢ x— tage

Aid/ Resou4Procu-ces dowd 175 | 2=5 | 3-5 | 4=5 | 5.0

Grant {rces rementgeéghqg .
e

(D €2 13 1 ¢35

1980~81 8734 - 5672 5960 3481 5253 = 2196 . 2479 38.4
1981-82 9106 6201 6319 6640 4285 4821 1646 2034 , 2355 64,53
1982-83 9974, 6213 6734 8148 BH357 L4617 856 1677 2719 .65,75
1983~84 10040 5818 6745 8424 5916 4122 =~ 97 828 2508 70,22
198485 9643 7759 7503 8840 6581 2962 668 922 2259 7hkk

(b) WHEAT

1980-81 3661 3682 3049 3684 2892 169 790 857 802 78,50
1981-82 4269 .~ 4554 4373 3006 1263 -~ 1548 1266 70434

19828 1639 4670 4901 3615 1330 1224 “1055 1286 73.76
1985m8 Ladp U532 igbo Lss1 3913 'us 504 180 82l 2.4

1984»85 4501 L4436 5169 L4540 4235 206 199 954 305 93.28

= Ty o gt - Py
Note: The figures include incidental cos:s, It may be seen that

II - 20


http:1984-.85

high incidental costs per ton of procurement duriag 1981-82 and
1982-83 (Tk41227 and 1124 respectively against Tk.?19 for 1986-81,
Tke 715 for 1983 and Tk, 836 for 1984-85) cause the procuremegt
prices of these two years to appear inflated,

Source : Ministry of Food, GOB,

Commercial imports appear to be the least expensive method of pro-
curement both for rice and wheat, It would also be noticed that
inspite of an increase of 89,09 in the SR/MR price of rice and

L6 J4L% for wheat between 1980-81 and 1984~85, the ration price to
procurement cost ratio has not changed very significantly. The ratio
for rice rose from 58,42% to 74.4L% and wheat from 78.50% to 93.28%,
One reason is the depreciation of the value of Taka (from Taka

16,26 to 24,94 to the Us Dollar) over the same period affecting the
cost of imported food, particularly aid/import, which is by far

the most important source of food procurement.

2,09, BUDGET SUBSIDY:

2409414 The amount of subsidy which appears as a balancing éieﬁent
between cash outlays and cash receipts from sale of foodgrains is
the concept of budgetary subsidy. It is the net resource loss to
the government treasury as a result of purciase and subsequent
re-sale of foodgrains through PFDS, Against the gross outlays are
matched (a) the cash sales proceeds, (b) value of food issued to

FFW and Relief Programmes and (¢) value of increase/decrease'in
stocks, The difference is transferred fror the revenue budget to
the food budget as subsidy; hence the concept of budgetary subsidy,
In the Food Ministry, the subsidy is calculated on foodgrains
procured by government from its own resoupges, whether external or
internal, and on food received under aid if such aid to be valued
at given prices plus freight cost and incidentals. In respect of

PL 480 Title II and III food aids, for example, sale proceeds below
the agreed value need to be made up by transfer from the Revenue

Budget to the special A/, The budgetar, concept of subsidy does not
take. into account non-financial charges like depreciation on owned
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storage buildings/godowns and the transport fleet of the PFDS and
stock losses, HoweVer, establishment costs, being part of the cash
outlay, are included,

2 (09,2, Subsidy as per budget definition for the five years upto
June, 1985 are given below: ’

Table ¢ II -~ 12

BUDGETARY SUBSIDY

voar | Qigtake | Buseetiad sumiay | Goreenieadl
Tk, Cr, of (a) () (c)
0ff-take

1 2 2 L ) 6 7.
1980-81. 1472 109 740 10,17 21454 16,43
1981-82 1967 182 925 20,68 23,98 17.16
1982-83 1837 193 1051 18419 26,36 18,12
1983=~8L 2051 1 60 780 12,2C 19,72 14434
1984-85 2650 2hly 920 11432 28,14 17442

Note: (a) Commitment basis, (b) Benefit basis and (c) Adjustment
bagiséustock changes ignored for (c) for the year 1980~81
19 3" ° B

Source: Ministry of Food & Cconsultant,

The subsidy percentages (b) and (c) for 1984-85 reflect the high
quantity procured (3,013,000 tons) and the high percentage of fdbd-
grains (41,.85) distributed through non-monetized channels. Other-
wise the trend of unit subsidies by all methods is a declining one.

2409,3. Shortcoming of Budget Subsidy:

These estimates are based on budgetted cost of procuremeng, but
prices of food received under aid are different from world market
prices as the Table : II-11 clearly shows. Similarly, some food
aids carry conditions aboutuse.éfdbnor countries! flag vessels

where the freight rates may te different from international freight
rates. Such deviations of rates and pric.s from international

standards need adjustments for calculatisn of the true subsidy. There
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might be also different views on incidental costs on ground of
efficiency. Lastlyy domestic procurement price may be above market
prices such that the former ceases to be a market clearing price.
All these problems are discussed in Chapter-III along with the alter-
napive concepts of subsidy,

241041, Historical Costs and Subsidy:
The historical or actual costs of PFDS and subsidy are different

from the budgetted outlay and subsidy, because whereas the former
represent facts, the latter are estimates. The two sets of values
are shown for comparison:

Table : II - 13
HISTORIC COSTS AND BUDGETARY PROJECTIONS

1982-83 1983-8L 8li=
41§udget ActualBudget ctual Budget Actua
1 2 3 L i 5 7
A, Qutlay on PFDS
1+ Rice
Quantity (000 tons) 480 617 316 807 840 346
- Value (Tk/Crores) 340 480 257 Loy 652 230
2¢ Wheat , .
Quantity (000 tons) 1549 959 1656 1652 2173 1985
. Value (Tk/Crores) 461 369 663 664 830 817
3. Arrears (Tk/Crores) 32 - €7 - - -
4, Freight (Tk/Crores) - - 183 - - -’

5. Other costs (Tk/crores) 228 179 141 312 "252 329

6. Stock Decrease -‘ .
%uanfity (000 tons) - 360 - - - 243

Values (Tk./crores) - 117 - .- - 142

7+ Total o .
Quantity (000 tons) 2029 1936 1972 2459 3013 ' 2574
(of which wheat): (1548) (1440) (1655) (1652) (2173)(2166)
Value (Tk/rores) 1061 ﬂ036 1311, 1470 1734 1518

'1
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Table : II - 13 (contd...)
! 1082=8% 1083~-8L 108485

udget JAictual Budget Actual PBudget Actual
1 2 3 L 5 { 7

B, Receipts and Recoveries

1. Cash Sales
Quantity (000 tons) 1360 1440 1490 1440 1900 1648

Value (Tk/ rores) 584 585 708 594 867 792
Unit Price (Tk. ton) 4294 4063 4752 4125° 4563 L4806
Rice 4736 5067 6000 5849
Whecat 4736 3679 4050 4339

2e FEW, VGF & Relief
Quantity (000 tons) 477 496 561 560 750 927
Value (Tk/Crores) 191 211 241 247 327 479

Unit Price (Tk. ton) 4009 4254 4296 441 4360 5167

BOM V7 . ,
Quantity (000 tons) 1837 1936 2051 2000 2650 2575

Value (Tk/C rores) 775 ° 96 949 841 1194 1271
Unit Price (Tk, ton) 4219 4112 4637 4205 3505 4936

L, Stock increase .
Quantity (000 tons) NA - NA 459 363 -

Value (Tk/ rores) 93 - 202 312 2§5 -
5. Total value (Tk/Arores) 868 796  11£1L 1153 1590 1271
6., Total Subsidy (A7=-B5S) 193 240 1€0 317 24l 247

Subsidy per ton of sales 1419 1667 1074 2208 1284 1505

Subsid r ton of ‘
DZst;i%uggon: n___ 1051 1240 780 1590 921 963
Rice: 3455 2574  3%67 2209 2685 2174

_Wheat: 245 966 2112 1175 580 770

Note:, (i) These figures are compiled from data made available to us.
They may differ from figures compiled by other authorities,
because mainly (1) year and shipments may not be shown in

. the same year and (2) there could be some cost variation,
particularly under other costs,

(41) Stock decreases are treated as outlays., In 1982/83 it
consisted of increase of.ricc stock by 103 thousand téns
and decrease of wheat stock ty 466 thousand tons, In
1983/84 rice stock increased 5y 333 thousand tons and

wheat stock by 124 thousand tons and in 1984/85 decrease
in stock consisted of 44 thousand tons of rice and 180
thousand tons of wheat,
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241042, Distribution of Subsidy by Channels:
Next an effort has been made to allocate subsidy by entitlement,
The cost of subsidy/benefit of subsidy is brokén down by channels
of SR, LE, OP, EP and FM in the proportion of their participation
in the distribution, Bhe receipt by each is shown in the table: IT-14
while the channel-wise distribution of rice and wheat have been
shown in the table:II-15.
Table : II~14
DISTRIBUTION OF SUBSIDY BY CHANNEL(ACTUAL)

Quantity '000' tons
Subsidy Tk, rores

1982-8% 1983-8L 198685
Qty Bubsidy ! % ty Subsidy ! % ! Oty Subsidy | %
1 2 13 415 4 71 8 ) 19
A, ggnetized
anne;
SR 308 40.74 16,96 293 L47.48 14,99 264 28,28 11.4L
OP 343 L5414 18480 345 55,67 17,57 390 L41.65 16.85
LE 77 6,58 2.74 60 8.62 2,72 64 5,38 2,18
EP 98 47,53 19.79 108 55.31 17.46 117 64439 26,05
Ty ot 955 149,03 62,05 93l 183.68 57.98.980 149.4k 60.46
OMS 118 11,01 4,58 107 12,87 4,06 202 11.60 L4.69
MR 368 58414 24.21 399 63,91 20,18 466 149,52 20,03
ﬁOtS%:éed 1441 218,18 90.84 1440 260.46 82,22 1648 210.56 85.18
B.Non-Monetized
Channels
T 410 18427 7.61 LL4O 44,20 13,96 572 22,97 9,29
Other Relief 85 3,71 1.55 120 12.°1 3.82 355 13.65 5.53
monetized. 495 21498 9.13 560 56.31 17.78 927 36.62 1h.62

Grand Total: 193§ 240,16 100.0 2000 316.77 100.0Q 2575 247.18 100,0
Source: Ministry of Food, GOB & Consultant,

In both absolute and percentage terms, the subsidy on EP has increa-
sed most (from Tk.47.53 crores and 19,79% to Tk.64.39 crores and
26,0%%6) over the three year period analyzed above, The shhre of SR
has declined from Tk,40,74 crores and 16.96% to Tk,28,28 crores and
11.46%, and OP from Tk.45.14 crores and 19.80%6 to Tk.41.65 crores
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and 16.8%. The share of MR has also declined from Tk.58.14 crores
and 24.21% to Tk.49.15 crores and 20.05%. The share of monetized
channels taken together has declined from Tk.218.18 crores and 90.,84%
to Tk.210.56 crores and 85,18%. There has been a corresponding
increase in the share of non—monetizéd channels from Tk.21,98 crores

and 9,19 to Tk.36.62 crores and 14,82%.

Table : II - 15

CHANNEL-WISE:DISTRIBUTION OF RICE AND
WHEAT FOR THE BPERIOD 1982-83 to 1984-85

('000! m,ton)
1082=8 19838 :____Jgﬁﬁzﬁig_____
Channel Kice Wheat l'otal | Rice Wheat Total | Rice Wheat Total

1 2 3 Iy 5 1 6 7 8 9110
Ration: o 88 219 307 Bl 212 293 62 20k 266
gggﬁi‘fm 210 158 368 163, 257 400 124 340 6k
Drtorstiss 60 39 99 ' 66 L2 1CA 68 4 112
ggggiﬁiioyees 92 24§ 343 102 ah2 3;4 92 296 388
Industries - 777 2 58 50 1 62 63
Mk 5 0 5 17 s
g%zzgm __ - 128 128 = 1287 128 - 148 148
Sales - 57 81 1m8 25 81 106 Ly 157 201
§8§§5f°r 6 u4O4 410 28 413. 4 - 4 567 579
Vulnerable - 67 67 1. 92+ 93 33T 33T
Group feeding . .

Canal Digging - 1 1 - - - - 1 1
Sratulty - 17 17 4 2F 27 2 107 109

Total : 496 1439 1935 503 . 1548 2051 L4LOO 2162 ‘2562
Source: Ministry of Food. '
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2.11, SUBSIDY AND NUTRITION:

No previous studies are available correlating levels of subsidy to
levels of nutrition in details However, the benefits of subsidy
accruing per head in a year to members of 10 distinct socio~economic
groups in the social scale, from landless farm workers to the for-
mal urban class as published in the World Bank Publication "The
Bangladesh Food and Nutrition Sector Review' of 31st January, 1985,
have been quantified, This particular study (Table~6 of the
publication cited) also gives the average daily calory intake and -
the foodgrain s upplied during year per head for each of the 10
groups. The table relating to the year 1982-83 is reproduced below:

Table : II ~ 16
BENEFICTARIES OF PFDS BY SOCIO-ECONOMIC GROUPS

(1982 -~ 1983)

. Popula~ | Average | Foodgrain supplied | Subsidy
Groups tion calories { by PFDS during per
millions | per day/ | year kgs, per head | head
per head (Tky
1 2 3 L 2
1, Landless farm 19.3 1529 Rice = 665 684
worker Wheat «~ 20,1
Total = 26-7
2o Small farmers 11,1 1638 Rite - |, 3,8 1541
(1.5 acres) Wheat - 3.1
Total - 6.9
3, Medium farmer 11.3 1764, ; -
(tenant) (12,2) ﬁﬁgzt - }'g 7ok
145 - 5 acres) Total =~  3uf
4, Medium farmer 124 1965 Rice = 149 7ot
owner) (13,3) Wheat = 1:5
145=5,0 acres) Total = 3k
5. Large farmer 9.8 2150 - -
(540 = 7,0 acres) (10,0) '
6. Very large farmer 14,0 2087 - ; -
; acres) 4 40Q) ' '
7. Rural informal 10.0 1482  Rice = L  52.8
non-agr,(Non-agr, Wheat - 15,9 °
rural population Total - 20,3

minus rural formal) ) ;
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Table : II = 16 (contd.ss)

1
Popula- |} Average | Foodgrain supplied B ubsidy
Groups tion calories | by PFDS quring per
millions | per day | year kgsd per head
per head | head ; (Taka)
8..Rural formal 6.7 2118 Rice - = 13,6 164.1
nop-agr permanent (72 Wheat =~ 29;4
job with govt, Total = 340 -
’or private sector
9, Urban informal 5¢1 1708 Rice = 19,8 164,7
(urban popula- (5.5) Wheat =~ - 24.1
tion minus . Total - 3.9
urban formal)
(Permanent job (3.7) ' Wheat =~ 83,2
witnh govts or Total -~ 108,8
private sector) -
Total/Average 93.0 1782 . , 214 She3
(100, o) i : ”

Note' Figure in the parenthesis are percentagcs.

!
PR

It would be observed from the above that the benefits of PFDS. are
heavily skewed in favour of the urban formai class, con51sting of
holders of permanent jobs in the government or in the private
sector. The per head subsidy of Tk.280.9 per year to this group
was instrumental in keeping the nutrition level of 2080 calories.
per head per day. The next privilaged group was the urban informal
with an annual subsidy of Tk.164,7 per head, Second next group was
the rural formal non-agricultural group w.th an annual subsidy of
Tks164.1 per. head. This particular group had, however a higher
nutrition level (2118 calories per head per day) than therurban
formal class, The landless farmers and small and medium tenant
farmers (upto 5 acres landholding) had low, ‘1levels of nutrition
(below 1800 calories- per day)and subsidy received by them was
Tke74 (medium farmers) to Tk.68.4 (landless farm worker) per
years The large and very large farmers (14, 5% of the population)
received.no subsidy at all, but they were at the top of the nutri-
tion scale (2150 and 2081 calories per day) . The medium owner

- . .-
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farmer (13,3 of the population) receive only Tk,7.4 as subsidy in
a year, ,but their average calory intake per day is 1965, The: rural
informal non-agricultural class (10.8%) of the pupolation had the
lowest level of nutrition (1482 calories per da&), and they received
& subsidy of Tk.52.4 per head during the year,

2el141, Distribution of Subsidy between Urban and Rural:

The beneficiaries of (SR) in Dhaka, Chittagong, Khulna, Rajshahi,
Narayanganj and Rangamati (covering more than four million people)
may all be classified as urban, The beneficiaries of the LE, EP

and OMS channels should also be classified as urban, The OP group

. covers government and semi-Govt, employees outside the Statutory
Rationing area. The primary school teachers come under this group,
But the larger member of these teachers in village schools should
be classified as rural beneficiaries, In t':, absence of complete
data, 90% of the OP beneficiaries is assumed as urban and the rest
rural, Similarly, the beneficiaries of OMS cover both urban and rural,
groups, The respective shares of OMS accruing to the urban and pural
elements has been noted as 72,73 and 27,25 for 1982~83 in
Bangladesh Food and Nutrition Sector Review, January, 1985, World
Bank (Table - 5, page 27 ). The beneficiaries of Modifiad
Rationing should all be classified under "rural", The beneficiaries
of food for works programme are also all rural, It has been
stated in the World Bank Report cited above that on the basis of

98 million man-days generated under the programme, 2,3 million
families or 15 million people received its benefit during 1982-83,
The VGF and GR channels, also rural, have been stated to have
benefitted 50,000 persons in the same year,

sidy distribution b ercenta

Chanpel Urban Rural
SR, EP, LE, FM 100 -
oP 90 10
OMS 73 27
MR - 100
FFW, VGF, GR - 100
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On the above basis, the distribution of subsidy between rural and
urban population for 3 years may be shown as follows:

Tk, Crores
Iotal Urban Rural
198283 240,00 15244 87 456
(100%) (634,52%) (36 .48%)
1983-~84  317.00 187.62 129438
(100%) (39,1.9%) (40.81%)
1984~85 * 247,00 i 153.65 93435
(100%) (,62420%) (37.80%)

It would be noticed from the above table that the relative weights
of the urban and rural components of the PFDS subsidy have practi=-
cally not changed during the three years! period,

2+12, SUMMARY:

The food budgéﬁ is prepared on cash flow basis, sharing gross
outlay on procurement on the one hand and receipt & recoveries
from 1istribution on the other and the resource gap to be coverw
ed by claiming subsidy from the revenue account) Because of stock
ad justments and deferred payment purchases, the food budget has
unstated elements of carry over from the past and implications for
future budgets. '

The gross outiay includes foreign aid, purchases in cash foreign
exchange and taka expenditure on domestic procurement and opera-
tional expenses., The receipts and recoveries include cash sales
through monetized channels, and a valuation for foodgrain distris
buted through non-monetized channels, Subsidy is equal to the net
cash outflow, often adjustments for changes in years and stock
levels, Different views may be taken of the nature of subsidy.
The question of consumer subsidy has been engaging much attention
of late., Three ways of calculating subsidy have been noticed,
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There are four types of food aid, Quantity and value epecified aids
and grants on C&F bhasis, with no restriction on ocean transportation,
the same but on f,o.,b, basis with obligation to transport stated
quantities in donor countrys? flag.vessels, value specified grants
and quantity specified grants, Some food is also imported under
loans and long term credits, Foreign purchases may be for cash or
under deferred payment terms, Domestic procurement is primarily
aimed at providing a reasonable price for growers under well-defined
'procurement procedures. Source-wise procurement shows gregt fluctuae-
tion from year to year. Share of domestic procurement has signi=-
ficantly declined since 1980-81. The share of rice in the total

food' procurement shown a declining trend,

The internal procurement prices have increased by 5% for rice and
41% for wheat between 1980/81 and 1984/85, but international

prices have moved downward (in dollar terms) during the same period,
The advantage could not be passed on to consumers hecause of the

5% depreciation of the Taka's exchange value during the period,

Incidental costs are a significant item in the total of procurement
costs, There are wide variations in their per ton incidence from
year to year,

Foodgrain is distributed through (a) statutory rationing, modified
rationing, open market sales and six other monetized channels, and
(b). through Food For Works and three other non~monetized channels,
The share of non-monetized channels has increased from 144500 to

to 41,85% between 1978-79 and 1984-85, The share of Statutory
Rationing, on the other hand has decreased from 23¢2% to below

10%6 over the same period,

Tariff for the monetized channels show diversity interse, the rates
for the Essential Priority channel being much lower than for others,
MR/SR/OP prices are uniform, and these are lower than both the

market prices and the procurement prices, The prices have advanced
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from Tke58 to Tk. 268 for rice and from Tk.48 to Tk. 167 for wheat
between 1975-76 and 1984-85. The rate of increase is much faster
than that of ihe market rates, substantially reducing the privilege
accruing to the SR/MR/OP beneficiary groups. The SR/MR/OP prices
amounted to 38.40% of the total procurement cost of rice and 78,50
of wheat in 1980/81, but to 74.44% and 93.28% respectively in

1984/85.

-In absolute terms, budgetory subsidy has increased from Tk.109
crores to Tk.24l crores between 1980/81 and 1984/85, though

subsidy per ton of off-take has only increased from Tk,740 to
Tk.920, On historic costs, subsidy per ton distributed has actually
decreased from Tk,1200 in 1982-83 to Tk.963 in 1984/85. The level
of subsidy has decreased for most of the monetized channels during
the period, the major exception being that for Esseutial Prioriti-
es., The subsidy on non-monetiged channels has increased during the
.period from Tk.21.98 crores to Tk,36.62 crores, but this is due to
an increase of 87% in the volume distributed.

e
In the absence of adequate data, correlation between subsidy and
nutrition of the target groups may not be meaningful, But assump-
tion have been made about the relative weights of the rural and
urban components of the PFDS, On this basis by far the  greater

advantage of PFDS accrues to the urban component,
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CHAPTER - III
HISTORIC COSTS, ADJUSTMENTS AND ECONOMIC SUBSIDY

-

3401, HISTORIC COSTS:

3401414 The historic or actual costs of PFDS differ from the budget
estimates both for volume and outlays, and again, for recgipts and
recoveries, The differences arise from shortfall/excess in the
procurement as well as in the distribution programme and difference
in unit prices from the budgetary projections. The position may be
seen as follows:
Table : III -~ 1
HISTORIC COSTS AND BUDGETARY PROJECTIONS

1.982-83 1983-84 198485

udget | Actuall Budge nggtua% Bu ge% Actual
1 12 Sa b 2 7

A, Outlays on PFDS

1, Rice
Quantity(000 tons) 4L80 617 316 807 840 346

Value (Tk/Crores) 340 380 257 4oy 652 230

2, Wheat
Quantity(000 tons) 1549 959 1656 1652 2173 1985

Value (Tk/Crores) 461 360 663 664 830 817

3+ Arrears(Tk/Crores) 32 - 67 - - -

ke Freight (Tk/Arores) - - 183 -~ . - -,

5. Other Costs 228 179 141 31z 25 329
(Tk/Crores) ‘ ‘

6. Stock Decrease

Quantity (000 tons) - 360" a - - 243

Value(Tk/C rores) - 117 - - - 142

7. Tota] : . .
Quantity(000 tons) 2029 1936 1972 2459 3013 2574
Value(Tk/AL rores) 1061 1036 1311 1470 1734 1518
Unit Cost 5232 5351 6648 5978 5755  5901.
(Average)
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Table : III-~1 (contde..)
HISTORIC COSTS AND BUDGETARY PROJECTIONS

1982-83 i .1983=-8L ! 1964=3
Eﬁdge%jéctual!Budget Actual Budget Wctua
1 1.2 3.1 b 2

B, Receipts and Recoveries
1. Cash Sales
Quantity (000 tons) 1360 1440 1490 1440 1900 1648

Value(Tk/ rores) 584 585 708 . 594 867 792
Unit Price ( Tk,/ton) L4294 4063 4752 - 4125 4563 4806
. FFW i
: mﬁ%o tons) 477 494 561 560 750 927
Value (Tk/Crores) 1N 211 241 247 327 479
Unit Price (Tk/ ton) 4009 4254 4296 4411 4360 5167
3. Sub-Tqtal - .
Quantity (000 tons) - 1837 1936 2051 2000 2650 2575
Value (Tk/Crores) 775 796 949 841 1194 1271

Unit Price (Tky, ton) 4219 4112 4637 4205 4505 4936

L. Stock Increase
Quantity (000 tons) NA - NA 459 263 =

Value (Tk/Crores) 93 - 202 312 265 =
5. Total value (Tk/Crores) 868 796 1151 1153 1590 1271
6. Total Subsidy 193 240 160 317 aul 247
(Ao7 - Bos)
Subsidy per ton of sales: 1419 1667 1074 2208 1284 1505
Subsidy per ton of 1051 1240 760 1590 921 963
distribution

Notes: (i) These figures are compiled from data made available to

to us by MOF, They may differ from figures compiled by
other authorities, mainly because (1) yearend shipments
may not be shown in the same year and {2) there could be
some cost variations, particularly under other items

of cost, ¢

(11) Stock decreases are treated as outlays, In 1982/83 it

consisted of increase of rice stock by 103 thousand

tons and decrease of wheat stock by 466 thousand tone,
In 1983/84 rice stock increased by 333 thousand tons
wheat stock by 124 thousand tons and in 1984/85 decrease
in stock consisted of 44 thousand tons of rice and 180
thousand tons of wheat,
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3401424 This deviation between the budget estimates and actuals have
two important implications both for PFDS and the government expendi-
ture and revenue, First, deviation implies either an excess or lower
demand on government revenues as increased cost of operating PFDS or
& net contribution to budget as a result of drawdown of stock, It is
to recall that the food budget and the revenue budget are interw
laced with on the expenditure and the receipt sides of the budgets.
Revenue budget incurs cost on account of the food budget in érocure-
ment of food and receive revenue on account of sales ~ the net of
inflow and outflow after adjustment for stock is treated as surplus
or subsidy, These ebbs and tides of the budget cause ups and downs
in public fund; that, food hudget may work as a source of instabili-
ty of the budget in years of good and bad harvests, particularly

in the year of good harvest when domestic procurement and sales
would tend to deviate Significantly. In a year of bad harvest there
will be pressure on budget for external procurement to be compensa-
ted by increased domestic sales, but only at the cost increased
subsidy, The second point which follows from this is that the role
of the budget as a control on public expenditure is much weakened

as a result of deviation between the food budget estimates and its
actuals, With food production largely dependent on weather it is
difficult to protect the revenue budget against weather for its
two-day linkage with the food budget and it has to take the full
impact of fluctuation in domestic output and distribution of food
under PFDS, Such impact is not fully known until the close of the
fiscal year such that the budget ends up with an unexpected debit

or credit with the Central Banks Where the balance 1s a debit it
means unwarranted deficit financing and where it is a credit

balance it means resource remaining idle which would be available
for stock replenishment in the following years, Thus in actual
operation-adjustment it takes place through AL Nota maintained
wlth the Central Bank in its final analysis. But in between flows

in and out the budget may undergo considerable fluctuations affece
ting budgetary allocation and its control. In view of this as also
in the interest of budget stability it is worth considering whether
the operation of the food budget should e separated from the
revenue budget making it totally depende.t on bank borrowing except
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for one final adjustment on budget subsidy as is the practice in some
of the South-East Asian Countries having public procurement and dis-
tribution programmes. The advantage of such mechanism is that it will
free the revenue budget from pressure cgused by weather and improve
budgetary control,

3,013+ The cash subsidy figures given above shouid appear to be
the final magnitudes except for items not ascertained conclusivily.
Such an inclusive item is stock adjustment which is residually
.determined in quantitative ferms, the quantity so determined may
not exist wholly because of actual loss in movement exceeding the
standard estimate. In other words, the loss in movement is credited
to stock, even though such loss is incurred in maintaining the PFDS
system of which stock and distribution are components., As a result
stock may be over-estimated and cost of distribution under-estimated
to the extent loss is attributable to distribution. It is also to
note here that such losses are allowed on an arbitrary basis at a
rate 4,2%. There are other reasons why the historical or actual
cost figures materially differ from what they would have been under
competitive condition,

Some of food aids are costly exceeding internatiohal prices while
the standard of domestic operation may be considered as less than
efficient one, There are wastages in movements and storage which
may be considered unduly high. Consequently, subsldy cannot be tere
med as proper and justified unless all thesec also are adjusted to
reflect efficiency cost, These are discussed in the following

sections,

3,02, ADJUSTMENT OF PROCUREMENT COST:

3.02,1, Import-pAid, International Price & Internal Transfer:

The bulk of imported foodgrains are financed under ald and their
implications for subsidy vary with the nature of agreement with the
donor countries/agencies, The three usual types of food aids are:
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(a). Quantity and value specified aid
{b) Quantity specified aid
(¢) - Value specified aid

An example of (&) ‘above is the commodity agreement dated March 8,
1982 with the US Agency for International Development under US
FL«480, Title III for the sale of 175,000 MT wheat and 23,000 MT
rice, among other things, The agreement laid down several conditions
.dncluding no increase in quantities if prices declined,-no export of
‘foodgrains during year of procurement, no re-sale or diversion in
transit and obligation to carry a certain percencage of ‘the foode
grains in US Flag vessels., It alspo required a phasing déwn. of the
ration system, a reduction of the rice portion of ration and a-
lowering of the ration quota., It also spelled out a programme for
. development of the agricultural sector, which included a managed
security/reserve system, OMS and incentive prices among others.

¥

!

An example of the quantity specified aid is tho Australian Grant

of 55000 MI' wheat for the year 1984~-85 for which no value was stated,
The agfeement stated that the objectives qf‘ﬁhe grant were primaprily
to meet the food needs of the poorest groups in the commanity and.lt.
specifically asked for an allocation of atleast 20,000 tons for the
Food For Works Programme and 12,965 tons for Vulnerabﬁe Group Feed-
ing Project. The balance could be sold throygh ration; outlets and
open market sales, but the proceeds were to be applieh to developw
ment projects under ADP, and costs for the improvement of the effeci
"tiveness of the FFW Programme, Freight and lighterage were to be
borne by the Government of Bangladesh.

An example of the value specified aid is the provision for the
import of wheat and other foodstuff from Canada upto Canadian
Dollars 60 million in each of the fiscal years 1983-84 and 1984w85,
subject to appropriation by the Canadian Parliament, The transpor-
tatlion arrangements and costs were the rosponsibility of the
Government of Bangladesh, This was pursuant to an amendment to the
memorandum of understanding between the Zanadian and Bangladesh

IIT - 5


http:manag.ed

Government for the provision of Canadian Food Aid Assistance signed
on the 28th April, 1983.

Prices under (a) is stated mostly on C&F basis, but for a certain
category of imports they are also stated on FOB basis a provision
that 50% of the total cargo in question be carried in vessels under
the flags of the (exportinyg) donor countrj. For both C&F and FOB
imports, the invoice prices may not necessarily resemble prices in
the 1nternational market. For example, the average price of rice
imported under aids during 1982-83 has been Tk, 6889/~ on C&F basis
per metric ton, while the C&F.cost of rice lmported on commercial
basis in the same year was Tk,5235/- per MT, However, such brices
may vary from time to time to cause difference in average prices
but there is no question that import under aid is costlier than
purchaseg in the world market since most of the food donors pursue
agricultural price suapport policy. So there is an obvious case for
ad justment of cost of food imports under aid. Against this, prices
under (b) and (c) are imputed on the basis of commercial imports
and the need for their adjustment is much less apparent. .

3402424 Import-Cash Purchases: ,

Cash imports of foodgrains are restricted to a small number of
countries, usually the ones which have been :onsistently exporting
foodgralns to Bangladesh over a long period: C&F price is the major
cpnsideration for commercial imports. Though procurement is made on
a price competltlve basis, source of supply, quantity consideration,
delivery schedule and terms of payment affoct price actually paid
 for commercial imports, As a result such price may also show some
deviation from the world. price, '

3.02¢3+ Local Procurement-Cash:

Local procurement is done on cash basis at prices fixed annually
by the government These prices are a function of the internal
production plan given input and output prices prevailing in the
domestic market withln the overall objective of reaching food
self-sufflciency. As the following table shows, the procurement
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prices have kept?in increasing from year to Year, by 536 for rice
and 46% for wheat between 1980/81 and 1984/85, while the market

prices had advanced by 66% and 50% respectively over the same period.
In 1980/81, the procurement prices were marginally higher than the
wholesale market price, but since then they have remained at lower

levels. Table : IIT = 2
MOVEMENT ON INTERNAL PROCUREMENT PRICES
. (Tlkoe/md )
Wholesale market Procurement Difference
Year _price Jbrice per md,
gg?gse Wheat Rice Wheat Rice Wheat
1 _ 2 3 n 5 & 7

1980/81 168,44 110.46 172.25 112,29 3,81 2483
1981/82 220,40 135.09 183.54 120,13 (36,87) (14,96)
1982/83 239.61 162,35 203,00 125,83 (36461)  (36450)
1983/84 261.63 166,67 219,58  140.7! (42,05) (25.93)
1984/85 280,00 165,00 263,00 165,00 (17.00) © (0,00)

Note: These are yearly average prices.,
market prices and

parentheses,
Source: BBS & Ministry of Food,

54024444 Qvera

Adjustments for Procurement 2rices:

Differeace between higher
procurement prices have been placed within

Table III~3 below shows the ad justment needed to the procurement
prices for arriving at a fair price for the total volume of procurew
ment. For the purpose of this section, a faigyﬁégebe stated as the
international price at which foodgrains were economically availabile
from the usual sources of gupply.
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Table ¢ III ~ 3
ADJUSTMENT FOR PROCUREMENT PRICES BY SOURCES

1985/8L

(Tk

er metric to
19

T mpor-Froc v
ementy

G rant

ts

C umml JLocal
I mpor-{L mpor+
ts

[Procud
remen

ocal
rocu=-
rement

Grant L umml
lmpor~@mpor1

1

2

6

Z

ts
9

8 1Q

A.Rice

1.

2
3,
o

2,

3
b,

Se

6.

7o

Actual
Price of
Procurement

C&F Price
(Cash) .

Price
Difference

Import
volume
(000 tons) -

Local Procu~ -
rement
(000 tons)

Difference

in value to
be adjusted
(Tk/crores)

Total Adjust-
ment for Rice

225k
1354

374 75

-
.

168

50.64 6.62

57.26 ..

Wheat

Actual
Price of
Procurement

C&F Price
{(Cash)

Difference
in prices

Import
Volume
(000 tons)

Local Pro-
curement
(000 tons)

Difference
in value to
be adjusted

Total adjust—-
ment for wheat

3874 3614 3618.

3614

260 4

511 L2k

24

13.29 01

13.30

394

23
T 173

40 |

4183

321

819

26429

6588 5234 5628 6154 6131

6131

489

15

3862

3862

712

25425

601:L|.

(17)

15

(.25)

s 1

3859

(3)

121

(»08)

7809 5286 6646

5286

-
.

2523 1360

11345 99.5

13345

[ 3

28.64 | 18416

146 480

4140 4002 4342

4002

138 340

1072 700

211
14,82 7417

21499

Total adjustment

70.56

254,40

68.79

g ke in crore)
ote: Iigures in parenthesis mean higher L& prices,
Source:

Ministry of Food,
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Grant imports cost more than commercial imports, In 1984/85, for
example, grant rice sfrom the US under PL 480(III) cost § 335/- C&F
per metric ton, against § 256/~ C F for commercial imports from
Thailand, Similarly’PL 4L80 (III) wheat cost § 163/~ C&F per MT as
against § 157/~ CF per MT from Australia on commercial basis. Grant
imports of wheat from all EEC countries, WFP and PL 480 (II) have
all been value at the GSM Rate of § 160,75 C&F per MT,

There is difference between the free market rates of Burma Rice
($212,50 C&F) ,and that for Thailand Rice ($256.00 C&F por MT)4in
1984/85, It quality difference is allowed thals<is-not- of much
significance,

3403, ADJUSTMENTS OF FREIGHT COSTS:

340301, The second area which require adjustment of actual cost is
on account of ocean freight paid by Government of Bangladesh for

' deferred payment import and imports from USA undsr PL 480, Title III,
Although deferred payment imports are also mostly made from USA

they suffer from no restrictions regarding the use of particular
flag vessels, and they are shipped at usual international freight
rates between USA and Bangladesh, If such procurement is revalued

at international C&F price the excess freight on account of distance
is automatically covered but where FOB price is used even there
freight would need to be adjusted because of distance,.

540342, For Title III imports 50% of the total cargo is required to
be carried in US flag vessels, The difference between normal inter
national freight and freight by US flag vessels is sunposed to be
paid by US Government, but because of the shipment in the vessels
of Bangladesh Shipping Corporation owned or chaprtered, the actual}

freight differential may be smaller in such case, 1nterndtiona1
freight differential is partly paid by the Ministry of Foo& and the
balance 15 paid by the US Govt, as agtuai freight differential. Sueh
splitting of freight differential is a lcss to the country end an
extra cost to PFDS. The situation for two years, 1983/84 and Y984/85
is shown below:
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Table : IITI - 4
VARIATION IN OCEAN TRANSPORTATION COST

Freight rate per toqrie_'ight ) ]Dif‘f@r-
. a ai ence
C ommodity Q“?}?Tt)lty US Fleg Non-US flagby Ministr
of Food
1 2 3 n 5 6
1983/8k
(1) Wheat 220,522 $ 76,00 $ 26,00 $ 43,00 § 33.00
(ii)Rice 67,164  $101.11 $ 58,35 § 64,00 $ 37.11
1984/83 '
(1) Wheat * 373,445 & 57.99 $ 28,95 % 30,00 § 27,99

g

Source: Ministry of Food,

It will be seen that the Food Department paid §17 ($43=26) extra
per ton of wheat and § 5.65 ($64-58,35) for ri:e in C&F basis, no
fresh adjustment will be required on this ground.

' 3,04, ADJUSTMENTS OF INCIDENTAL & ESTABLISHMENT COSTS:

3,04e1, It may be recalled (Chapter~II, Table : II-7) that actual
subsidy has come to be close to the actual cost of operation of
PFDS as sales prices were moved along with procurement prices.
Therefore, any further reduction will have come from narrowing the
spread between the procurement and sales prices, This can happeh
either through a more than proportionate increase in sales prices
in comparision with the procurement price gnd/or reduction of
operation gost of PFDS, Table : II~7, Chapter-II shows that incilden-
tal costs show @ rising trend along with the volume of subsidy
partly due to inflation and partly to quantity change; s0 before
passing over the increased incidental cost to consumers under PFDS
in the form of higher sales prices, it is casential to establish
the reasonableness of such cost on efficiency ground,
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3,04,2, Tncidental costs include many things in PFDS. These cover
port dues, insurance, handling expenses, internal transportation,
bagging, storage expenses, bank interest on cash credit and commis-
sion on letters of credit, depreciation on capital assets and stock
losses, establishment charges are shown separately. Break up of
incidental costs for 1983-84 is given below for local procurement
and imports (both rice and wheat). The data in the form of per maund
costs have been obtained from the Accounts Directorate. Item-wise
total costs for the year were not available,

Break-up of Incidental Costs, 1983-84:
1. Internally Procured Grains (Rice & Wheat)

Procurg‘mpg;pe 225/= per md, (Rice) & 14h/= per md.(Wheat)

Rice Wheat
(Tk,/md,) (Tk./md,)
a) Bank comaission @ 7% of 1.69 1.08
procurement price
b) Bank Interest on ¢.c. advance for 6.09 3.90
3 months @ 10.,7%%
¢) Gunnies @ 14,75 per two maund bag 738 6441
d) Internal freight and handling charges 13,60 13,60
L
@) Storage surcharge 0429 '0.,29
f) Margin to cover deterioration, bebagging 0450 0.50
and depreciation of capital assets Cl AN
g) Establishment charges S TYA 371
h) Storage, handling and transit loss 10.94. iPa 3l .
@ 4,2% of procurement cost and
incidentals
Total : ’+’+.20 36 c83

2. Imported Grains (Rice & Wheat)
Average CI&F price Tk.292.83 per md. (Ruce) & Tk,149,%9 per md, (Wheat)

a) L/ commission and interest for 7.81 3499
‘retirement of documents @16%
for two months '

b) Port dues 0.62 04,62 -
¢) Internal freight 9,06 ‘9406
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Rice Wheat

(Tko/md,) (Tko/md,)

d) Margin t> cover deterioration, 0450 0.50
. rebagging, etc, -
e) Storage::urqharge N 0.29 ., 0.29
f) Interest on C.C. advance 3 months - 8.08 hel3
g) Othér in:idental 'charges 9.65 . 9465
h) E§tébliS1ment éharges 3.71 3.7%
i) Cost ofigunny bags - 6441
J) Storage, handling and transit losses 14,10 7495
?ogsai% >t procurement and incidental '

Total : 53,82 46431

Source: Directorate of Accounts/Food Directorate,

340443..The important items would appear to be (i) bank commission
and- interés:, (ii) gunnies, (iii) internal freight and handling,
(1v)-esta’  “mert shanges, and (v) stock losses. Below are discussed
the possibilities of reducing the incidental costs in some areas,.

(a) Bank Commission and Interest:

The bénk commission at 0.7%% on internal procurement price is the
payment for services rendered by the banks for making paymcat~ tn
growers and authorized grain dealers, Bank also charge interest on
temporary (3 month) accommodation provided by them, The rate of:
interest on local procurement is 10.7%%. If payments were made direct~
ly from the government treasury to the growers etc,, there would
have been no interest charges payable, But administration of such
payment may be difficult as this may require purchase officer having
cheque issning anthars s+ a4 gpot, An alternative possibility is to
heve 1 3 = -v esvn uesignated banks on an imprest system so
that it is the government money that may be used by their branches
for payments to growers/dealers, Otherwise, the terms of accommoda-
tion could be reduced to one month, if the banks can be re~imbursed
from the district/upazila treasury rather than centrally by the
Accountant General, Though such arrangements will help reduce finan-
cial cost of PFDS operation, it is to be emphasized that the scong=-
mical cost of procurement will remain unaffected on ground of

interest on working capital,
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(b) Interest on Retirement of Documents @16%:

This is. the interest charged by the banks on L/ value for the period
between their payment to their foreign correspondents against the
shipping documents and their getting reimbursement from government
account, Two months are too long a period for the purpose, Fifteen
days should have been in order. An adjustment to the extent of 7%
of much cost is indicated as a possibility,

(c) Internal handlinz and freight costs:

Handling and freight costs show considerable variation, between
different modes of transport, Some modes are cheaper than others
both in terms of cash cost and losses, Railway transport proved to
be most costly in terms of logses and trucking most efficient, In
considering the cost of freight however one has to take into account
the length of the haulage, the point of origin, the capacity of
individual mode of transport and the time and scason of movement,

. For'these diversity of the circumstances involving movement of food
it is very difficult to establish efficiency of any single mode of
transportation but it cannot be denied that scme of the losses (e.g.
Rly. Loss) can be minimized by improvement of management, Physical
losses are discussed under a separate section on loss,

(d) Establishment Charges:

These are mainly personnel costs, the balance being maintenance and
operation of facilities, As efficiency in office management in
Bangladesh is usually low, (Ref, FAO Report on Food Corporation) a
saving of at least 10 should be possible through improvement and

a cost adjustment of that order should be justified,

(e)_Stock Losses:
Physical losses arise from/during ocean transport, internal move-
ment and in storage., These three sourcés of losses are discussed

below:
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(1) Ocean Transportation Loss:
Such loss leading to short-landing is easily detectable, A limit of

1% is allowed as a more and eXxcess shortlanding claims are to be made
against the carriers/their agents for lighterage operators. Actual
losses on this account are:

Table : III = 6
(000 metric tons)

Yoar Quantity Quantity As percentage
- Lgpgr;ed Short%anded of 1mpﬁrts
1975/76 1322 22 1466
1976/77 794 15 1,89
1977/78 1649 17 1405
1978/79 1489 20 1.34
1979/80 2590 57 2420
‘1980/81 oLL 23 2443

Source: Accounts Directorate,

‘PHe figures for 1979/80 and 1980/81 show an upward. trend, At more
than 2 of the quantity imported, the short landed figure is more

than double of the allowable limit, No figurc are available after

1980/81.

(1i) Inland Transportation/Storage Loss:

Standard losses as percentages of physical volume are'al16Wéd for
movement and storage as follows:

For Movement:

By Rail - 1 00%’

By IWT - 1,0%

By Country - 0,5

boat, :

By Truck - 0,2% to 140%
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During Storage:

Upto 6 months - O
Over 6, but upto - 047F%
12 monEhs

Beyond 12 months, for- 0¢25%

every 3 months or
part thereof,

3404 oYy Every time foodgrain is moved, the standard loss could be
claimed, regardless of how many times a shipment is carried during
a year. On an average 4% of movements are carried by water, and
30% each by rail and road, Losses are reported ﬁo be lowest for
road transport and highest for rail transport., Loss in transit has
been recorded as follows, in percentage terms:

Road Rail Lver Total
1978773
CsSD 13 2,50 1497 1482
LSD o1l he62 1464 1,20

80/8

CSD 02 1422 1400 1.00
LSD «08 " 1.63 bl .68
1984/85
CSD 0.23 3:05 0,76 1.84
LSD 0.36 1,67 0440 0,51 -

Note: The figures;for 1984/85 have taken from godown éﬁrﬁéé
carried out for the current study while those for other
years have been taken from BPMI Studv (1982-83),

‘340445, Losses are usually claimed as a matter of course on stand=
ard allowed, These may have no relation with the actual shortage,
It is to note that the survey result is lower than the standard
1ossﬁéi¥6wed for rail and water (IWT) trnasportation., Movement loss
=Tan howéver be estimated from movement warrants/receipts,

?.Ou.6. The storage losses figures collected by godown survey are
as follows in percentage terms:
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Rice Wheat
1978/79 4,00 3460
1979/80 3455 © 347
1980/81 347 Se47
1981/82 3.02 2439
1984/85 3.38 3612
(Survey)

3.04474 An earlier study on losses at LSDs, CSDs and at Chittagong
and Mongla godowns show the following percentages losses:

Percentage

LSDs CSDs Chittagong Mongla
1978/79 2415 21 1 . 1.50 Le1?
1979/80 4,27 4t5 3434 1425 -
1980/81 2410 58 2467 1.81

The average loss per year was indicated to be Z.67%. The causes were
given as 1ong storage, unsatlsfactory storage, pilferage and pests,
This is much lower than the standard charge allowed,

340448, Stock losses from all causes have hscn given as follows in
World Bank'!s Bangladesh Economic and Social Development Prospects,
Vol, IV, 1985.
Table : III - 7
STOCK LOSSES 1977/78 to 1984/85

, Tgtal. _ LOSE""X"QQEEE%?Z% percentage
Distribution of distribution
1 2 3
1977/78 1847 166 8499
1978/79 1796 87 484
1979/80 2402 115 Le79
1980/81 1522 104 8433
1981/82 2036 , 82 44,03
1982/83 1935 96 1486

1983/84 2052 137 g.ag
Not ﬁigures for 1§8§;§? are from MbntﬁLyTFodagraln Revliew

for June, 1985,
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540449, The average for the past eight years is 5,86% and for the
past 4 years is 4,97%. Although the trend is towards lower levels,
the figure for 1984/85 is against the trend, and the stock loss
figure is still substantial, A total loss figure of 3% from all
causes, as had been the assumption in previous budgets should be
accepted as the norm in absence of any critical analysis of actual
loss and its justification and ad justment in the loss figure to that
extent should be in order.

5404410, Suggested Adjustments:

Following adjustments are suggested under incidental costs for
arriving at a reasonaple estlmate of subsidy under efficiency
consideration:

(1) Bank interest c.c, Advance : Maximum one month

(11) Bank Interest on LA ¢ Maximum 15 days
Retirement

(1ii) Establishment charges : Ten percent reduction

(iv) Stock Losses ¢ Maximum three and

half percent,

3405, ADJUSTED COST  OF SUBSIDY:

34051, It will appear from the foregoing discussion that both pro-
curement and operational costs of PFDS are more than can be Justified
and so need to be adjusted, The adjusted cost of supply works out

as follows:
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Table ¢ III - 8

ADJUSTED COST OF SUPPLY

Qty. 000 metric tons

(a). RICE Value Tk, crores
1982-83% 198%-04 1984~8
Items of Cost OEy. 1 Value L Gty, 1 Value | Qty, fzéggg;
1 1 3 i 5 3 7
1. Procurement Cost 617 380 807 Lo 346 230
2, Other Costs 0
755 3% Fria
e ?\tocgjdegrgase ¢8) - - - - 63 46
unad justed costs
T L5 BT 59 IT 3%
4, Adjustment for:
Price 57 17 L8
Other Costs — U
5 7 5
371 580 273
5. Less stock increase 121 73 33 240 ‘
: e G B
6. Adjusted Cost of supply: ' .
Cost per md, before 223,60 275,65 296,42
ad justment S
After Adjustment 224,36 268,17 248,87
Te s d (b) WHEAT
1. Procurement Cost 959 360 1652 664 1986 817
24 Other Costs 0 210
15 7% i
3, Stock decrease 481 205 - - 180 95
(unad justed gosts) — — e
W40 672 1632 874 2166 1193
L4 Adjusted for Price
Price 13 26 27
Other Costs
o o T
5, Less stock increase - - 125 62 - -
(ad justed value)
6, Cost per md, bofore Phael 0 205452
\ agjusggenrg . 0 174419 19744t v
After adjustment 167,21 186434 197216
v - — Mg 2]
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3406, ADJUSTED SUBSIDY: ]

3.06414 The adjusted subsidy is the difference between ad justed cost
of supply and receipts and recoveries. A comparative statement of

ad justed subsidy vis-a-vis actual subsidy for the three years under
study is shown in Table : III - 9 below:

Table : III - 9
ADJUSTED SUBSIDY
ACTUAL ADJUSTED
Itams 1982-83 11983~84 | 1984~891982-8% 1198381, 198485
] 2 3 L 5 8. 7

Distribution Cost:
Unit Costs ver md(in Taxa):

Wheat 174419 197,40 205.52 167.71 186,34 197.16
2o Quantity Distributed (0QQ tons)
Rice 496 473 409 496 473 409
Wheat 1440 1527 2166 1440 1527 2166
; : . 1936 2000 2575 1936 2000 2575
5o Iotal Cost of Distribution (Tk. crores)
Rice 364 349 325 258 340 275
" Wheat 672 809 1193 6l 76 114k
- 1036 158 1598 qtgsf 11 HetE -~
B Receipts and Recoveries (in Crores Taka) .
1., Monetized Channels
, SR, OP, MR,0MS, 585 594 792 No change
LE, FM, EP
2+ Non-Monetized Channels
FFV, VGF 21 247 479  No changs
Total receipts and 841 1271 796 841 1271
recoveries 796
Subsidy (A-B) 240 317 247 199 262 146
Rice : 118 96 70 98 79 41
Wheat 3 122 22y . 177 101 183 105
III‘ - 19



3406.2, Comparison of Adjusted with Actual Subsidy:

It may be seen that the adjusted subsidy would be lower from the

actual subsidy by Tk.41 crores for 1982/83, Tk. 55 crores for*1983/84
and Tk.101 crores for 1984/85. The difference is due to the varying
rates of adjustment among the three years, For example the rate of

ad justment was Tk. 47.43 per md, in 1984-85, compared to Tk.5.,95 in
1982-83 and Tk, 7.48 in 1983-84. For wheat, it was Tk, 8,36 in 1984-85,
Tke 11,06 in 1983-84 and Tk, 6,48 in 1982-83. However, the basis of

ad justment remained unaltered,

3,07, CHANNEL-WISE DISTRIBUTION OF ADJUSTED SUBSIDY:

Table : III' = 10
DISTRIBUTION OF ADJUSTED SUBSIDY BY CHANNELS

Quantity '000!' tons
Subsidy Tk, crores

Channels of 1982--83 1983-84 1984-85
Distribution Rty Sub~-! % Qty lSub=-} % Qty | Sub=-} %
sidy sidy sidy

A, Monetized

Channels:

SR 308 33.76 16,96 293 39427 14499 1264 16470 11,44
-~ 0P 343 37.41 18,80 - 345 46,04 17,57 390 24,60 16.85

LE 77 546 2,74 60 7.13 2,72 64 3,16 2,18

EP 98 39.38 19.79 106 45,75 7.46 117 38,04 26,05

FM 129 7449 3476 128 13473 5.24 -145 5,75 3.94
Sub-total - 955 123,50 62,05 934 151,92 57,98 980 88.27 60.46
{PG) ‘

OMS 118 9,12 4,58 107 10,61 4,06 202 6,85 4,69

MR 368 48.17 244,21 399 52.8. 30,18 466 29,25 20,03

Total Monetized1441 180,79 90.84 WO 215,42 82,22 1648 124,37 85,18
e NOn-Monetized -

Channel: \

"FEW 410 1514 7.61 L4O 36456 13.96 572 13.57 9.29

Other

Relief 85 3,07 1.55 120 10,02 3,82 355 8,06 5,53
Total 495 18,21 9416 560 46 58 17.78 927 21.63 14482

Non-monetized

Grand Total 1936 199.00100,00 2000 262,00 100,0 2575 146,00 100400
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In both absolute and percentage terms the subsidy on EP has increa-
sed most (from Tk.39.38 crores and 19,79 to Taka 38,04 crores and
26.03%) over the three yearsperiod analyzed above., The share of SR
has declined from Tk.33,76 crores and 16,96% to Tk.16.70 crores and
11.46%, and OP from Tk.37.41 crores and 18,80% to Tk.24,60 crores
and 16,85%. The share of MR has also declined from Tk.48.17 crores
and 24,21% to Tk.29,25 crores and 20,05 . The share of monetized
channels taken together has declined from Tk.180,79 crores and
90.84% to Tk. 124,37 crores and 85,18%, There has been a correspon-
ding increased in the share of non-monetized channels from Tk,18.21
crores and 9.,1% to Tk.21.63 crores and 14,8%%,

The distribution of adjusted subsidy by channels shows the same
characteristics as in the distribution of actual subsidy by chann-
els as in Chapter-II,

53,08, DISTRIBUTION OF ADJUSTED SUBSIDY BETWEEN JRBAN AND RURAL:

Total Urban Rural
1982/83 199 126(63,52%) 73 (36.48%)
1983/84, 262 155 (59,19%) 107 (40.81%)
1984/85 146 - 91 (62.20% 55 (37.800%)

This distribution also follows the same patt rn as for the distri-
bution of actual subsidy between urban and r.ral as in Chapter-II,

3409, SUMMARY:

‘Historic costs of PFDS are the actual costs, They differ materlially
from the Budget Estimates in most respects, The deviations imply
higher/lower demand on government revenues than budgetted, weaken-
ing the role of the budget as a control mcchanism for public
expenditure,

Historic costs may include cost of procurement at higher than
internationally competitive prices, loss and wastage at unacce pw
table levels and costs of inefficient oreration, Subsidy cannot
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be termed as proper and justified unless adjustments are made for
these factors, '

Foodgrains received under aid, particularly rice, are usually priced
at higher than world trade prices, It may include element for higher
freight charges for obligation to transport a certain quantity of
foodgrains in donor country's vessels., Cash imports are made on com=
petitive basis, but delivery and quantity consideration and terms

of payment have their detracting effects, Domestic procurement
prices are a function of the internal production plan, but they

are usually lower than open market prices, A fair price may be
stated as the cash international price at which foodgrains were
available from their usual sources of supply during the year of
procurement,

Ad justment have to be made for freight for imports under US PL 480
Title III, and for imports .under deferred payment on FOB basis,

\

Adjustments-have also to be made against relatively high allowances
for loss and wastage, more than justified prcvision for bank inter-
est and for administrative overheads,

The adjusted cost of supply per md. is appreciably lower than the
historic cost for both rice and wheat for the three year period
studied here., The corresponding reduction in the subsidy level is
'seen as varying between Tk, 41 crores in 1¢32/83 and Tk, 101 crofes
j.n 1984/85. The channel-wise distribution of adjusted subsidy
follows the same pattern as that of the unadjusted subsidy, as

does its urban : rural incidence,
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CHARPTER - IV

LOSS OF FOODGRAIN IN THE PUBLIC
SECTOR ~AN EFFICIENCY CONSIDERATION

4,01: HISTORIC STUDIES:

4401.1: Currently both procurement and distribution of foodgrain
are widely spread out, Aid imports originate at ports thousands of
miles away such as in America, Europe and Australia; that is, food
under aid is moved over long distances, Even domestic procurement
and distribution involve criss - cross movement of foodgrain across
the country, This is obvious from the existing network of storage
points consisting of silos, central supply depots and local supply
depots numbering 619 units altogether, Storage movement and handling
of an agricultural commodity like foodgrains risk all sorts of loss-
es from natural perishability to theft, Since the establishment of
the rationing system under The Bengal Rationing Order, 1943 efforts
have however not been wanting to reduce the system loss, This is
clear from the number of studies (completed untill recent times as
listed below) directly addressing the question of 1oss.

(1) Report of the "Transit Storage of Foodgrains on
Railway Enpquiry Committee, 1964"

(11) Feasibility Study of the Quality Control in Foodgrains
by P.H,Giles and D,W,Hall; 1967

(1ii) BRangladesh Second Foodgrain Storage Project, W,B.,, 1978

(iv) Feasibility Study for setting up of A Food Corporation
in Bangladesh, 1979

(v) Report of The Food Security Policy Formulation and
Project Indentification Mission to Bangladesh, 1982

(vi) Study on Foodgrain Stock Management and Inventory
Control System, 1982/83

(vii) A Digest of Recent, Current and Proposed Technical
Support Development for The Public Food Storage
Sector in Bangladesh, FAO; 1984,
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4L,01.2: While all these studies focused on loss and its sources, the
scope of the present study,'it is to stress, is wider, Its purpose is
to assess the implication of loss for subsidy calculation and there-
fore to decompose such loss as natural to the procurement and distri-
bution system from loss due to system inefficiency, It is from this
point of view that the existing practices allowing for loss and the
findings of various studies as mentioned above will be first review=
ed. The present study, to strengthen its analysis, has also carried
out a sample survey of godowns with the dual objectives of assessing
(a) transit loss in between points of origin and destination and

(v) storage loss, Further the survey has been so designed that the
transit loss can be identified by (lai) carrier (aii) season and
(aiii) distance and the storage loss due to (bi) natural factors
(e.g, moisture content), (bii) physical condition of storage and
(biii) management factors (e.g. frequency of delivery/inventory
control) . The sole purpose is to identify avoidable loss, if any,

and adjust "loss allowance" accordingly to arrive at a more
reasonable estimate of such subsidy as benefiting the recipients of
of goverament foodgrains. The underlying argum.nt is that ineffici-
ency which is avoidable cannot be transferred to the consumers.
Government should improve efficiency to reducs actual loss and
should treat the unavoidable losses in the form of subsidy so that
the consumers are not over burdened by high orices. For such
transfer will not only be unjustified as a public policy but also
indefensible for if full-cost pricing is used. Such price will
exceed the opportunity cost to consumers unless market mechanism

is more inefficient than the Public Food Distribution System (PFDS),

L,02: LOSS ALLOWANCE & REVIEW:

4,02,1: Currently in estimating the incidental cost the following
normal allowance for loss is made:




(1) Allowance for Transit I,gss
Mode of transport ﬁgrmissggle Limit (%)

1+ Marine vos 1.0%
2¢ Rail voe | 1.0%
3+ Barge vee : 1:0%
4, Country boat coe 0%
5. Truck XX Oo‘a%
6. Bullock cart oo 04756

| Sources D G Food,

(ii) Allowance for Storage Loss for CSD and LSD
Commodity Period Permissible limit (%)

e Rice : Upto 6 months 0.5%
: UWpto 12 months 0756
2¢ VWheat : Upto 6 months 04T
¢ Upto 12 months 0,756
3¢ Paddy : Upto 6 months 0.7
: UWpto 12 months 1.,00%

Source: D G Food,

(114) No allowance for storage loss in Sio is given,

4e02,2: Findings of the Earlier S tudies:

As mentioned already a number of studies on the question.of. foodgrain
loss have been completed until. recent times, ‘Their finﬂings are
briefly enumerated below:

(1) Report of the"Transit Shortage of Foodgrains in
ay Enqu Co ttee s

The study was conducted in 1964 on the following terms of
reference: -

(a) To investigate causes of high bqrcentage' of shortage of
foodgrains while in transit on railway and the ways and
neans of reducing such shortages, ’
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(b) To suggest ways and means to expedite disposal of each
claim of food department against the railways.

1

The study reveals the following losses presented in Table ¢ IV = 1,

Table : IV « 1

TRANSIT LOSS TO DIFFERENT TYPES OF
GODOWNS BY TYPE OF FOODGRAIN

Transit  Loss_ in Percentage

Years | Daddy Rice Whea
CSD_ L LoD Ihotal { CSD 1 LSD tal | CoD 1 LSD
1 2. 1.3 N 5 7 8 9 10

1960=61 0.79 0,50 0,35 1,47 1,27 1.26 2.48 2,16 1.97
1961-62 2,77 0,56 0,47 2417 1460 1,65 1,92 1,87 1.70
1962-63 2,10 0480 0477 2449 1464 1499 1442 1432 1.50
Overall 1.89 062 0,46 2,04 1,50 1.64 1,94 1,78 1.62

Source: Report of Railway Enquiry Committee, 1964

The percentage shortages for Flour, Suji and A.ta were 0,696, 0.8%%
and 0.42% respectively.

4

The main causes behind transit loss wéré'notud to be:
(a) Theft on the way
() Defective wagon
(¢) Pilferage and wastages at transhipment points

(d)..Second hand bags used for carryirg of foodgrains
from erstwhile West Pakistan

(e) Shortage in bulk consignment received from USA was
higher than consignment in bags.

(1i) A feasibility study of the quality control in foodgrains

by P,H,Glles and D, W,Hall:
This study was conducted in 1967, It surveyed the extent of food
handling and detailed the existing organ .sational machinery to
minimize losses and deterioration of quality. The study was very
subjective and recommendations were made mostly on re-organization
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of food management and quality control efforts of the food department,

(iii) Bangladesh Second Foodegrain Stora e Project,1 L World Bank:

This document embarked upon the reorganization of procurement and
storage system of foodgrain in Bangladesh, It has suggested the
following criteria for minimum acceptable quality (MAQ) of foodgrains
for minimization of loss and deterioration of quality:

Factor 3gggﬁ§rvers 3gggg3t Dryvers
s Moisture content : 14% 200
2+ Foreign materials Fb T
3. Admixture : 50% 5%
L Immature grain : % % .

It is observed that in addition to sub-standard nature of storage
facilities in some locations environmental conditions of Bangladesh
are favourable to rapid growth of insect and fungus, The Project
proposals were limited to pest control, expansion and modernisation
of testing laboratories and staff training, For control of storage
loss, recommendations were focused on "equipnrent, ﬁinspection",
"testing laboratory" and "pest control", I'stimated storage loss
of paddy for difference of moisture content, as found in the study
are given below:

: Ttorage Poriod Weighted | Vonthly
POy [Teoywe] gemes | Ferven:

(a) For 13 moisture
content in Aman
Paddy

le Private Sector Le5 9.0 640 1.0
Storage

2. Hdred/Dilapidated L 6.5 48 0.8
tin shed

5+ Dhaka Godowns 2.5 4 340 0.5

4te Dhaka with effective 1 1, 1415 042
management

o1

‘—ngtd... [ ]
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Storage Period Welghted | Monthly

e average percentage
Dec-May June-Oct. } (g months)

Facility

(k) For 17% moisture
content in Boro

Paddy
1., Dhaka Godowns NA 8.0 - 1435
2. Dhaka with efifective NA 1.0 - 0.15
management

(iv) Feasibility Study for Setting up of a
Food Corporation in Bangladesh, 1979:

The FAO Mission visited some godowns, Percentage variations of the
storage loss observed in those godowns were as follows:

(a) LSD of Modhupur = 0319

(b) 21.LSD and TPC_of Thakurgaon:
1. Paddy w 0,406
2. Rice = Q2%
3, Wheat = 0.28%

(v) Report of the Food Security Policy Formu.ation and
Project Identification Mission to Bangla esh, 1982:

The mission identified some measures thought to be important,
preventive as well as curative, for food security. The measures

suggested are:
(a) Improvement of storage facilities
(b) Strefhgthening of grain quality control
(c) Establishment of information system

(d) Establishment of crop forecasting and early
warning system.

(vi) Study on Foodgrain Stock Management and
Inventory Control System:

This study was conducted by Bangladesh F ~oject Management Insti-~
tute (BPMI) during 1982-83 with special reference to spoiled stock
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and inventory control, The study highlighted the quantum of transit
and storage loss in details carefully touched qualitative deteriora-
tion and identified causes for quantitative loss, Findings of this
study are noted below:

(a) Transit loss (%) Yy mode of trqnsport:can be seen from the
-table : IV = 2 below; B

Table : IV - 2
TRANSIT LOSS BY TYPE OF STORAGE AND BY MODE OF TRANSPORT

Mode of TYPL QF STORAGE :
_Iransport CSD LSD SILO TPC Total _
1 Z 3 L 5 4 i

1978-79 - 1.36 - - 0454 1,65
1. Road - 0.21 - - - 0.20
2. Railway - 3407 - - - - 3.07
3+ River - 2461 - - 0454 0.35
J1979-80 1.82 120 00,0005 0.04 0.19 1.20
1+ Road 0.13 0,14 - 0.04 - 0.25
2, Railway 2450 4,62 0,0005 - - L.64
3+ River L4497 1.64 - - 019 0,63
1980-81 0.66 0.68 0.,0004 0.09 Ol 1,67
1. Road 0.02 0.08 - 0.09 - 0.10
2+ Railway 1.22 2.63  0,0004 - - 2,67
3+ River 1400 Ouliy - - Q.11 0430
Average Loss = 1,51% ‘

The study shows significant variation by mode of transportation and
sforage type. Roads and railways loss is highest in case of LSDs
bﬁt in case of river transport loss at'¢SD ﬁs higher than for LSD,
This difference could be due to location and distances,
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(b) Storage Loss (%) is presented in Table : IV = 3.
Table : IV - 3
STORAGE LOSS BY TYPE OF STORAGE
Storage Loss (%)
Type of Storage 7q78-79 1979-80 T980=B1
1 2 3 n
1. CSD 0.51 0«45 0,58
2., LSD 2415 4429 2.10
3, Silo 0.0006 - 0,003
4L, TPC 0.22 0«54 O.48
5. Port 5
(a) Chittagong 1.5 3.3 2,67
(b) Mongla LI-.]? 1 025 1.81
Overall : 2.85 1.81 3.32

gﬁyom the table no pattern is discernible overtiue, but generally
Thss is higher in case of LSD than for CSD. Taking the transit
and storage losses together it appears that th: main centre of

loss is LSD, LSDs!

loss is 4 to 9 times as high as in case of"CSD,

The study also identified the causes of lossas by storage types as
shown below:

Reason for shortages are noted below in Table : IV = L:
' Table : IV = 4
CAUSES FOR STORAGZ L0SS BY T.PE OF STORAGE

Al (% of Response)
Causes | Defecd Defecd Defecq Due td Wrong} =~ | Mois-] Natur4 Long
tive | tive tive rats | measuq fer- | ture | al stor-
Type scale ! handl4loading and rementf age evapo~ | drying age
of ing atland und other ration
Storage storagdloadinginsects
8entrecs —
il 2 L 5 3 7 8 9 5.0
1. 68D 57 100 43 86 43 29 43
2, LSD 64 100 57 100 50 29 66 14 5
s SILO - 100 - - - - - - -
2o Port - - - - - 100 190 - 100




The tablé‘shows response rate in percentages. It reveals that Defec-
tive handling is the main common reason for storage loss, In LSD
insects (10@%), moisture content (66%) and defective loading (57%)
are other factors of storage loss, This is also true for CSD,

Quality loss is primarily due to excessive moisture, heat, moulds
and fungi, lack of timely checking and drying facilities, Quality
deterioration‘to foodgrain occurs due to physical damage, biological
damage, chemica)l changes, loss of palatibility and heating., Infec-
tion of paddy karnel by different fungi and rates of insect/pest
infestation on stored foodgrains in different types of godowns under
various duration of storage are enumerated in this report, Thig
qualitative loss leads ultimately to quantity loss as unfit for
human consumption, .

Foodgrain spoiled in CSD and LSD during 197881 is shown'below:

Storage Centre 1978-79 197980 1980-81

LSD 7.60% 11% 5.67%
CSD 92, 4% 84% 84.,66%

(vii) A digest of recent current aad proposed technical support
development for the Public Food Storage Sector in Bangladesh,
1984 - FAO Food Security Project/BaD /020 /AT, ,
This study stresses op organizational aspect: of storage and quality
control system, It has set of Refractions Srocifications fop quality
determination, This study also highlighted :he existing system of
management of spoiled stock in terms of auction, OMS, etc, This
study has opened a new horizon for assessment of loss through
calculation of infestation rate, Some of the findings of thig study
are as helow: .
Storage Losses due to infestation:
1 insect adult consumes . 2 cal/day
1 insect larvae consumes ! 4 cal‘iday

1 adult + larvae consumes 7 cal/day
(1 kg, foodgrains contain 35300 k cal/kg,)
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Iggesﬁat;og rate = Loss per guality over time
10 insects/kg = 21 g/ton/day
1000 insects/kg = 210 g/ton/day

The resulting annual loss from infestation has been estimated as
follows:

3475
0.3%%

(a) % of annual loss
(b) % of insect damaged grains

This study has maintained permissible limits to transit and storage
1osses and had compiled quantitative loss series from the documents
of Ministry of Food which has as belnw:

Year Loss as % of Off-take
1978-79 3,186

1979~80 3alith

1980-81 54449

1981-82 4¢91%

{,02.3: Other Studies:

In addition to the above mentioned studies the following reports
were also reviewed in this context:

(i) Transportation of foodgrains by Road in Public
Sector by Dr. A, Azim, 1982.

(1i) Report of the investigation committee regarding
pilferage of government food stu.f - 1979

(1ii)Report of the committee on the various problems relating
to pilferage of stocks and other malpractices resorted
to by different agencies at Mongla Port ~ 1981,

(1v) Pest Control and stock management of foodgrains
by USAID -~ 1977.

4,02.4: Analysis of Findings Pooled Tog;ther:
Tpransit loss has been found to be highest in rail (2.63%) particu-

larly from LSD and smallest in Truck (.13%). Comparative transit
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lomses (%) can be seen from the following statement:

Table : IV = 5
TRANSIT 1.0SS BY MODE OF TRANSPORT
Mode of Transport Railway Food Stock Government
‘Enquiry Management and allowance
Committee Inventory (upto 1985)
(1964). Control
(1980-81)
2 2 L
1, Marine NA NA 1.0%
2, Rail 1,610 2.67% 1.0%
30 Barge NA 003% 10@6
4, Country boat NA NA 0¢5%
5. Truck NA 0.6 10% 0.2
6+ Bullock Cart NA NA 0.75%%

In both the above studies transit loss in rallway are excessively
higher than the government allowance. In case of barge and truck
the quantum of transit losses is within the permissible limite,
Except for port, storage loss has been seen to be comparatively
higher for paddy and smallér for wheat, A comparative statement of
storage loss (%) for different foodgrains is presented below:

Table : IV = 6
STORAGE LOSS BY COMMODITY TYPE

Report ol

- Teasibility | Report of
Foodgrain | stygy on BPMT World Bank | G@yermment
Food Corpora4 (1982-83) (1978)
on (1979) 1A
1 2 3 I ki
1. Padd 0,0LE% NA. 0.67% %
2, Rice 0.2%% 3,02% NA. 0s7%%
' 0'02% 21 3% NA. 007%

3. Wheat

1/ Includes storage loss at the’ port, =
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The above table shows that storage loss including loss at ports are
excessively higher than the government allowance but the losses at
storage centres are within the permissible limits. A comparative
statement of storage loss by type of storage centres are shown

below:
' Table : IV = 7
STORAGE LOSS BY TYPE OF STORAGE
Type of otorage Feasibility Report of Government
Centres Study by FAO BPMI allowance
1979 (1982-&%)
1 2 L
1. CSD NA 0.58% 0.5 to 1%
2, LSD 0432 24100 0.7 to 1%
3. SILO NA Q.00%5 No allowance
4. TFC NA Q. 48% NA.
5. Port. NA 224 NA

The above table shows that according to feasibility report storage
loss at LSD during 1979 was within the prescribed limit but accor-
ding to Report of BPMI in the year 1982~83 it was higher than phe
permissible limit, In case of CSD it was within 1imit but in cases
of TPC, Silo and Ports the losses appear on the higher side. The
study of BPMI has also identified the following causes for quality
‘deterioration: :

(i) Rates of insect/pest infestation.

(1i) Infestation by fungi,

y

(iii) Damages in the form of colour, chemical
changes and baking and milling quallty.
(1v) Spoiled stock.

In contrast, the FAO Food Security Project in its report on Public
Food Storage Sector in:Bangladesh (1984) ' has -set some specifica-
tions and gradation for quality determination including rejection
limits,
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4,03.1: Incidence of Loss:
It will appear from the earlier studies that there are many factors

contributing to losses and they originate in both movement and stor-
age., Loss in the stage of movement occurs due to unsatisfactory
packing, poor packing materials, careless loading and unloading,
lack of supervision, insecure mode of transportation, pilferage/
theft, etc, On the other hand storage loss qccurs to poor storage
facilities, unscientific stacking, longer storage time, absence of
sufficient pest control facilities, lack of supervision and moral
control and the presence of excessive moisture content. Loss incurr-
ed during 1980-81 to 1984-85 in both transit and storage is given
below: .

Mable : IV - 8

STORAGE & TRANSIT' LOSSES (%) BY TYPE OF STORAGE

. . F n %
-T_s_u_s._ygfaf Efé;ﬁﬁwﬁgﬂiﬁﬁﬁﬁ?ﬁﬁﬁ%m !
1. CSD 0466.- 1484 0.58 0.68 12 2452
2, LSD 0.68 0.51 2.10 0463 2,78 3,29
3, SILO 0,0004 0458 0.003 0.0 0,0034. 0.58
4, TPC 0.09 0,56 0.48 04Z 3 0453 0484
5, Port 0,00 0,00 2,66 2461 2466 2,66
6. Overall 0,35 0487 346 " 3.5 7 3,81 44,03

Source: (a) BPMI Report and (b) Godown Surve: by EUREKA (Bangladesh)Ltd

The dbove table shows that total loss of fcodgrains has increased
by about 5,8% during the period 1984=~85 pr- bably due to adverse
effec’s of the factors mentioned above, As jer physical verification
report (PVR) the estimated stock loss will be 1.,74%, LJ4l% and
3,67% for Rice, Wheat and both Rice and Wheat respectively, Exact
calculation of shortages on the basis of PVR from RC Food and CMS
Chittagong and Khulna shows the following losses for ° the year

1985~863
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Rice Wheat Total

Transit Loss - 209 7% , 1,10%
Storage Loss . 1.,06% 0 42% 0.5%%
Shop Loss 0.01% 1.02% 0.98%
Overall 2.2% 1456% 1.e72%

The longitudinal data of storage loss and transit loss at CSD .are
presented below:

3

Year ‘ﬁ;ﬁ%ﬁgﬁéﬁaddis T Wheat R§§§2§13;§E§§$ [ Wheat
1980~81 1.20% 24536 2.,00% 1430% 0.97% 5.2%
1981=82 1e47% 2 .67% 145 3.8% 8.00% lye22%
1982-83 0.,7% L 607 O47% 2,830 1.12% L 62%
1983-84. 0.70% 1.64% 0.40%  3,06% 7.18% Ly o6 8
198485 0,69 2,276  0.3% 468 473 2.106

1985"86 009% '3013%7 OOLI-CP/6 6001% 2017% 0076%

Source: D G Food.

This shows that the figures of D G Food on stock loss for the year
1985-86 is slightly lower than that of EUREKA (Bangladesh) Ltd, but
the time series of storage loss and transit loss in CSD' are genera=-
11y higher than the observed figures of this study and those of
BPMI report. - '

3

4,0%,2: Transit Loss:

Transit loss originate in lighters while unloading from sea vessels
and accumilates at the stages of loading, vaile in traqsit and un-
loading from traditional transports for ultimate storing at the
godowns, In case of local procurement transit loss originates while
loading into traditional transport at the procurement centres and
accumulate in the sameway as it is for imported grains, Transit
loss is highest for Railway (1,30%) followed by truck (0,52%) and
smallest for headload (0,01%). 24.,1% of tie total loss of foodgrains
occurs as transit loss. Transit loss is h.ghest for movement of
foodgrain to CSD (1.84%) and smallest for LSD (0.51%),,
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4.03,3: Stora 088!

Storage loss occurs at various points of storage, namely, Central
Storage Depots (CSD), Local Storage Depots (LSD) , Temporary Procure=
ment Centre (TPC) and SILO: and at the port, Storage loss has been
found to be highest at port (2,66%) followed by CSD (0.68%),

LSD (0.6%) and TPC (0.2 &). Storage loss at LSD and TPC has shown
decreasing trend since 1980 but it has shown increasing trend in CSD
for the same period. Excluding losses at port transit loss 1s higher
than storage loss but including loss at port storage loss is about
3¢15 times more than transit loss,

4OL.1: 5 Loss: ,
Storage an@ transit loss can be broken down into “two grguﬁbi

(1) Quantitative Loss
(ii) Qualitative Loss,

Qualitative loss if not abated merges into quantitative loss,
Quantitative loss occurs due to unsatisfactory packing and packing
material, mishandling of loading and unloading, insufficient pre=
caution against theft, pilferage, insects, birds, rats, rains,
moisture content, etc, On the contrary, quality deterioration is
due to excessive moisture content, heat, fungi, lack of timely
checking and segregation, lack of drying facilities and syrayiné
of insecticides, etc, Time series for quantitative loss of food=
grain for the year 1978 to 1985 as observeqd in different studies
and records of food department are given belowf

Year a ative Loss
197778 2e48
1978-79 3,68
1979=80 5¢51
298081 3ek?
198182 3,69
198485 3416
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The above figures show that gxcept for slight increase for the year
1981-82 the quantitative loss shows monotonically decreasing

L '
tendency.,

Besides, quantitative loss, quality deterioration occurs substantia-
11y to stored foodgrains, As a result some percentage of the stock
become unfit for human consumption. Percentage of spoiled "stock "
declared for auction was 0.68% and that declared Ekdum was O, 32 for
the year 1981-82, As per BPMI Report in 8% of CSD and 5 to 10% 'LSD
there had been incidence of spoiled stock during 1978-81.

4+05.1: Qualitakive Loss:

From various studies basic causes for qualitative 1osses are 1d8hti-
fied as follows:

(1) Excessive moisture content

' (1) Admixture of inferior varieties
(1ii) Foreigﬁ mdttep,~and

"(1v)) Damaged grains,

Existence of more than 12% moisture content is an important.ireason
for qualitative deterioration of foodgrain, The impact of moisture
content becomes grave Where thére is no drying facility. Moisture
content develops fungi infestation as well as insect infestation,
Nutritional value of foodgrain reduces due to growth of mioroflora
and insect infestation. Admisture of spoiled stock or inferior
quality with normal grain gradually spoils the whole stock. Presence
of Coreign matters is favourable to fungal growth and hazardous to
health and nutritional value of foodgrain, The amount of. damaged
grains depends on volumes of pest infestation and damages by water,
heat and fungi., Damages can be classified in three ways: Physical
damage, biological damage and chemical damage. Design type and
physical structure of godowns, sanitation and fumigation have also
impact on the quality of foodgrain,
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4,05,2: Qualjtative Lgss:

It is highly critical and difficult to determine loss due to quality
deterioration., Specification for quality determination of paddy,
rice and wheat is placed below:

Table : IV « 9
QUALITY SPECIFICATION

Paddy Rice Wheat
Refraction>!FAQ(AN Rejectlon FAQ(%)] Re jection [FAQ(%)] Re jection

limit (%) llmlt(/) limit(%)
11 2 3 L 6 7
1. Moisture 15 Above 15 15 Above 15 14 Above 14,
2. Foreign 2 Above 2 0.5 Above 0,5 3 Above 3.
material
3. Damage grain - - 2 Above 2 3 Above 3
4o Shrivelled/ 3 Above 3 L Above 4 10 Above 10
Immature - ,
5. Broken grain = - 25 Above 25 - -
6. Admé xture 10 Above 10 10 Above 10 - -
7. Protein NA NA NA NA. 9.% Below 9.%
Minimum ’
8s Living insect NA Na NA NA NA NA

Source: FAO Food Security Project, 1984,
' FAQs : Stands for fairly average quality of foodgrain.

ke05.3: Laboratory Test for Quality:

Under the present study a number of samples were collected for
laboratory test, but the test could not be carried out, As an
alternative to the laboratory test of the sample. foodgrains some
past reports of physical and chemical tests of fobdgrain have been
compiled and are placed below to see the impact of different
refractions:
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Refractions

Daddy
(Godown)

a, Chemical Test

1. Protein
2., Moisture

3, Living Insect

L4, Foreign materials
5. Damaged karnels
6, Helde test (Mineral oil) ~

7. Glutin
b, Physical Test

1., Damaged grain
2., Foreign matters

3. Moisture

4, Colour and test

149
Huge

Rice ‘ Wheat
(Godown) | Port Godown _
943% 14 4% 6%

- 7 kso -

0.5 0.7%% 1.1%
R IS 2 N
Eositive - Positiv
- A 848%

1.6% - -

1.6% - -
13.¢% -

Source: Directorate of Inspection and Control.

It will appear that there are large gaps in existing information.

4,05,4: Quality Loss due to Moisture:

It has been observed that both the qualitative as well as partiy
quantitative losses of foodgrains occur mainly due to differences o
moisture contents, The following table witnesses the above statemen

Table :

IV - 10

LOSS DUE TO MOISTURE CONTENT

(Fige in %)

Foodgrain

~T0s8 due Lo Percentagc difference

‘ f Moisture Content —
— 1% Total
] 2 3 L
Paddy 1.30 Oolily 0.53
Rice 0.73 0046 0072
Wheat 0.37 O.it? 0.46
Overall : 0473 047 0457
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Existence of moiéfure content in the foodgrain had direct bearing
on the rate of insect infestation and fungal growth in the stored
grains, According to the Godown Survey, in 11% cases qualitative
loss had been reported to be due to fungus and 484 cases due to
difference in moisture content,

L4s05.5: Measures in Operation : Management of Spoiled Stocks:

Quality of stored foodgrains are usually checked by the £ollowing
methods:

(1)  Eye estimation ~ colour, coal,vdust
(4i) Moisture test

(12ii) Dust checking

(iv) Teeth cutting

'(v)  Use of pipe or fork

(vi) Laboratory test, etc,

Due to longer stay in the storage and excess woisture content in
the foodgrain the quality of foodgrain deter,orates and in many
cases grains become unfit for human consumpt:on., Some percentage

of such stock is sold in the open market through auction, some
destroyed and the rest retained, Such information were collected
through a godown survey, The percentage dis:ribution of commodities
deteriorated as revealed by the godown survsay under the present
study is shown in table below:

Tabhle : IV - '11
HANDLING OF SPOILED STOCK IN SAMPLE AREA BY TYPE OF FOODGRAIN

Foodgrain AuiEigiedtak%%ag%%§;%§gglg%5%i§ggg Overall
1 2 b b
1. Paddy - - - -
2. Rice 0.611% - 0,003% 0.614%
34 Wheat 0.,53% 0,012% 0.04% 0.591%

Ly Overall 0,57% 0,012% . 0,022% 0,60%

| ¢
t
1
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The table shows that quality deterioration is highest for Rice
(0.614%) followed by Wheat (0,591%) » The average quality deteriora-
tion to foodgrain is 0.,60%.

4,05,6: Seasonal Shift in The Structure of Foodgrain Production
and Procurement:

During the past 5 year there has been significant change in the
contribution of various fpodgrains to total output in respect of
harvest season, The shift as shown in the table below has been away
from aus-aman harvest to boro-wheat harvest and therefore harvest
season away from dry to wet season resulting in storage problem,

Table : IV =~ 12
YEARLY AGRICULTURE PRODUCTION BY TYPE OF CROP
(Figures within brackets are the percentage)

Output
1979-80} 1980-81] 1881~82 1} 1882~33} 1883-84 | 1984~85
crop )

1 = 2 3 L 5. 6 7
Aus and Aman 10112 11074 10313 1050, 11250 11600
(75.85) (75 1%) (71.9%) (69 %) (70.3) (69.2%)
Boro 2427 3102 3400 3600 3850
(18 %) (17.6%) (21 6/:) (2%.2%) (22.F6) (23.0%)
Wheat 1075 1078 1150 1300

(6.0%) (7.2%) (6.6%) (7.1%)  (7.26) (7.86)

Total : 13349 14738 14367 15967 16000 16750
(100%)  (100%)  (100%) < 00%)  (100%)  (100%)

Source: Bangladesh : Economic and Social Development Prespect, 1985
- World Bank

It ié*seen from the above table that the share of boro output has
increased from 18,2% in 1979-80 to 23,0% in 1984-85 and wheat from
'6.,0% to 7.8% whereas aus-aman has decreas:d from 75.8% in 1979-80

- to 69,2% in 1984-85. This has significant implication for moisture
content because the harvest time of boro (May-June) concides with
the rainy season. Therefore, moisture content will become important,
If measures for moisture control such ar drying facilities lag
behind government procurement will suffcr and in turn domestic
production will also be discouraged, on the other hand, i1f procure-
ment programme is maintained, moisture wontrol will become an

important issue,
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4,05,7: Recommendations:

For quality control the following measures hgve been recomhended
under various studies: ‘

1+ Establichment of laboratory test facilities at each
Zila Headquarter. ‘

2, Fixation of responsibility for quality loss and adoption
of a punishment and reward policy for bad work and goad
work respectively, for the concerned personnel,

3« Control of excess moisture content from foodgrains
through drying facilities,

ks Separation of inferior quality grains from that of
superior quality,

5. Ensuring strict routine fumigation and other pest
control measures in the godowns,

4.06: LOSS DUE TO SHORTAGE:

4+06,1: Loss due to shortage occurs at two stages viz, shortage in
movement by carrier or transport loss and shartage in godown or
storage loss, Food Division has set some tolcrable limits to hoth
the transport and storage losses.

4406,2: Shortage in Movement/Transit Loss:

Transport loss is defined as the difference in weight recorded at
port or procurement centres before loading into local transport
media and the weight found at storage centre after unloading from
transport, Hence it does not includes the loss that occurs at the
port shed/godowns and the 1loss due to movement by 1ighfqrs to
Jetties. Ralls, trucks, barges, boat, cart and head-lead are the
usual mode of transport used for carrying foodgrains,
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Government permissible limits to transport loss is given below:

Type of Storage | Rg;;m seible Légégs | ___River

LSD 1% «75 to 1% 04506
CsD - 1% «75 to 1% 04505
TPC 1% 75 to 1% 0. 50%
SILO 1% 075 to 1% 04506

To estimate lossiin movement a godown survey was carried out which
inter alia, asked questions at the receiving points about difference
in deliveries and receipts, In this study 38 storage centres Were
covered, The survey reveals that transport loss is 0.,87% of the.
goods carried. It is highest for train (1.3%), followed by truck
(0452%) y barge («4Fb), boat (0.32%), cart (.17%) and head load
(.01%) «

However, loss varies for different kind of fooczrains with the
distance of movement, Since LSDs are more numerous than CSDB,
movement to LSDs generally involves shorter h uls than in case of
CSD, Variations in transport lo's can be seer from the Table:IV-13
below:
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Table : IV - 13

PERCENTAGE LOSS OF FOODGRAIN BY MODE OF
IRANSPORT, TYPE OF COMMODITY & GODOWN TYPE

“Commodity/Type Transit Loss_in %
of Godown Rail | Truck] Barge] Boat | Cart | Head Dveral]
1. 2 3 L 5 3 7 18
I. LSD : 1.67 0.36 Q.36 Q.lLk - - Qa21
(i) Paddy : 0.23 0.34 - 0,60 - - 0,56
(1i) Rice 1672 046 0,49  O.44 - - Q441
(iii) Wheat.: 2e33 0442 0,36 Ot - - 041
II. CSD : 2402 0,23 0,76 - - - 184
(1) Paddy : 0.47 0.12 - - T - 0430
(1) Rice 2,66 2,3 0.76 - - - 2401
(iii)Wheat 3.20 2,3 0.75 - - - 2436
IIT. SILO Q.23 - - - - - 0.58
(i) Paddy : - - - - - - -
(ii) Rice i - - - - - - -
(iii)Wheat 0,58 - - - - - 0.58
IV, TPC Q.60 - ~ - Q.40 0,10 0,56
(1) Paddy : - - - -~ 0,15 0,01 0,08
(ii) Rice “0456 - - A . - 0.56
(iii)Wheat 063 = - - 0,25 = Q.60
V.Qverall 1230  0.252 0,41 Q.4 Q.40 0,01 0,87
(1) Paddy 047 0422 = 0,60 0415 0,01 0431
(1i)Rice : 1417 0,56 0445  O.b4 - - 1..00
(1ii)Wheat

1s50 0459 0436 0..1 0425 - 04,99

Source: Survey of Consultant (1985),

Table ¢ IV -~ 13 shows that loss of rice and wheat is generally
higher than that of paddy, except in case of boat transport, Again
between wheat and rice the loss of wheat tends to be higher than
for rice except in case of transportation by rallways, probably
due to its urban character and management, Excluding paddy, loss
in case of CSDs is generally higher than that in case of LSDS =
about 50% higher in case of railway and “wo to five fold in case
of movement by barges and trucks respect.vely.
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Transport loss is not found to systematically vary with the number
of consignments received but in general probability of loss declines
with the increase in frequency; that, there is no systematic element
of loss in individual consignment, This will be evident from
Table : IV « 14 placed below: ‘
| Table : IV = 14
TRANSPORT LOSS (%) IN DIFFERENT STORAGE
CENTRES BY FREQUENCY OF CONSIGNMENT

Frequency of Transport Loss (%): during Movement t
B P S8

consignment CSD TPC Qiearlx AV,
1 2 3 L 5

1 - 12 ¢ - - 0.85 - 0.85
13 - 60 Oy 1 0.78 - 0.10 0.61
61 - 120 0.45 - - - O.45
121 - 180 0.17 2470 0.30 0,63 0,95
181 - 240 0.24 2416 - - : 0,20
241 - 300 O.14 - - - Ol
301 - 365 0.14 - - - O.14
366 + H 0.75 - - - 0.75
Yearly Average: - 0,51 1.84 0.58 0,56 0.87

Source: Survey by Consultant (1985).

It has however bheen found that transit loss variss considerably
‘from month to month. Monthly variation of transport loss can be
seen from the Table : IV < 15 placed below:
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Table : IV ~ 15

HLY TRANSPORT 10SS BY MODE OF TRANSPORT
M—m

_Eransgort Loss (%) by Mode of Transport

Months
1 Tr;if Truck dﬂéﬁﬂga_ﬁgéi_. Cart ~§g%g__gxg§gll
May, 1984 0.64 0,50 0.41 0,16 = - 0451,
June, 1984 0.61  0.36 0.58 0,36 - - 0,40
July, 1984 0.78 0,90 0.57‘ 0.49 - - 0.73
August, 1984 139 0,78 0.63 0445 - - 0.84
September, 1984  0.70 0.65 0.70. 0.37 - - 0.5
October, 1984 0.63  0.48 0.23 0.27 1.6 = 0n53
November, 1984 1,12 0,73 0.14 - 0,20 = 0.01 0,71
December, 1984 1,65 0s55 0u47 0,25 = - 0.76
January, 1985 1284 0459 0,29 0.37 - - 0,89
February, 1985 1472 -0s42 0433 0429 0,10 = 0,73
March, 1985 1,25 0,37 0,35 0.42 = - 0.59
April, 1985 0.88 0,50 0475 0,63 = - 0454
Yearly Average: 1.30 0.52 0.41 O0sl.5 0417 .. 0,01. 0,87

Generally loss appears to be at its peak during November to March,
a period of procurement (Aman) and also distribution including

Food For Works and again in July and Augunt, & period of lean

economic activities,

In the following table a comparative position of the findings
under the survey and Bangladesh Project Management Institute'

(BPMI) study is described,

IV



Table ¢ IV = 16
COMRARISON OF 10SS_BY CARRIER

Mode of n Report of BPMI j:}§53°wn .
Transport (%;vg%RE§Z)
1978-79 | 1979-80 1980-81 |
1 ) 2 Ly 5 6
I, LSD 1436 1.20 0468 0451
%TT Rail 1% 3,07 L.62 2,63 1.67
(ii) Road 25 to 1% 0.21 041k 0,08 0436
(1ii) River 0.50% 2461 . 1464 Oolth 0.40
IT, CSD - | NA® - 1482 0.66 .18k
(1) Rail 1% _“NA 2450 1.22 3,05
‘(1) Road 25 %o 1% ..NA 0413 0,02 0.23
(iii) River  0.50% CNA O b7 1,00 0476
I1I. TPC 0.0 0.0 0i05 0.5
(i) Rail %. 0,6 " 040 0,0 0400
(1i) Road .25 to 1% 040 0404 0,05 0440
(1ii) River 0,504 0.0 0.0 0,0 0,00
1y, SILO- | .. 040 0.0005 0,000k  0.19
(1) Rail 1% 0,0 0.0005 0,000k 0458
(1i) Road .25 to 1% 0.0 0,0. . .00 0,00
(1ii) River 0.5% . 040 0,0 - 040 0,00
(iv) Ghat : 0.54 0.19 0,11 Merged
R with river
Total ¢ 1 09% 0495 0.7/ , 035 0,87

From the above table it is seen that transport 1088 by train has
peen consistently above the permissible 1imit for food carried to
1SD and CSD whereas this is within the set 1limit for SIL0 and TPC.
Transport 1088 in road transport is higher under the Godown Survey
compared with that of BPMI; still it is within the permissible
limit. Transport loss in river transport has shown downward tendenc!
in case of movement to 1LSD and CSD under BPMI study the tendency
is found to continuc under the present aurvey also.
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L,06.3: Shortage in Godowns/Storage Loss:

Shortage in godown or storage loss.has been defined as 1loss of food-
gfain occured in the storage during the reference year May,84 to
April, 85, This is, in fact, :the difference in weight of foodgrain
despatchad for. d:fferent off take .from the weight recorded in the
godoWn at the time of receipt, Storage loss has been computed as
shortage in storage as percentage of quantity received.

" Loss Allowance: Food Division has set the following permissible
limits to storage loss:

Commodity | Permissible Limit I _Poriod
1+ Rice 0.7 Upto 12 months
" + 2% ’ for .additional
3 months
2. Wheat 0,7 Tpto 12 months
‘ : + 2% for additional
t "3 months
3. Paddy 1% Upto 12 months
: ; . W25 for additional
. ‘ . 3 months

Ls06,3,18 Priﬁary data on storage loss was collected in two stages:
first, under the main survey and secondly, uxder a review survey,
The main survey was conducted over 34 godown: consisting of 2 Silos,
4 GSDs, 26 ".SDs and 2 TPCs, Main survey covered recelpt and despa=
tches of the reference year and then it was followed by a review
survey of 4 godowns which covered informatisn on initial stock,
recelpt and despatch during the reference vear and despatch out of
balance quantity during the subsequent peiiods, Storage loss was
computed on the basis of shortage accounted at the end of total
despatch., Storage loss has also been measured through weighment of
bags of foodgrains in LSD, CSD and Silo on sample basis., A compa~
rative statement of storage loss observed in these operations are
given below;
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Table :’IV - 17
STORAGE IL0SS BY COMMOﬁLTY AND TYPE OF STORAGE

15D CSD SILO
Commodity ; Main Review! Sample | Main Review | Sample | Main

Survey ; Survey ! Weight ! Survey | Survey | Weight Sgryex

1 2 3 Iy 5 7
1. Paddy 0.55 NA NA 0,36 NA. NA 0,0
2. Rice 0058 0008 O.68 0072 0937 O.?Z 0.0
3. Wheat 0.39 0.19 1.40 0068 0.45 Oe45 0,0
Overall: 0,50 0,15 1,04 0.59 Ou41 0.59 0.0
S1L0 ~ TPC, RECONCILED
Review | Sampld Main [Review pample "

ver-
Survey Weight | SurveySurvey Weight LSD CSD Silo { TRC
9 10 11 12 13 1 1k 15 16 17 11

NA NA 0.36 NA NA 04,55 0436 0,0 0636 0442
0,0 0.0 0.24 NA NA 0,68 0,72, 0,0 0.24 0,55

0,0 0,0 0,25 0,63 0,68 0,0 0,28 0,50
(Figures are in percentage)

The above table reveals that overall storage loss is 0.5@5. étofage
loss is highest in CSD (0.68%) followed by ISD (0,63%)' and TPC (0,28%) .
No storage loss in Silo was observed. In respect of type of foodgrain
it is highest for rice (0.5%)/, followed by wheat (0,5%) and paddy
(0.42%) . The range of variation of storage loss both by type of stor-
age and grain is 0,01% to L4.8%. ,

A comparative position of the storage loss observed in the godown
survey as compared with official allowance 1s presented in
Table : IV = 18,
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| Table : IV - 18
COMPARATIVE STATISTICS OF STORAGE 1.OSS

Storage Loss in Percentage — —
Permissible limit allowed by GoVvt, Godown Survey
pto

Foodgrain Upto Additional | by EUREKA (Bang-
6 _months 12_months 3 months adesh) Ltd
1 2 3 4 5
Paddy B »?75 1 0,25 Ou42
‘Rice 30 0.70" 0425, 055
Wheat . . - -10,50 . 0.70 0.25 0¢53
N DI S "
[OVerall Lt . 0,55 0475 0,25 0450

ThlS table shows that -storage loss for rice and wheat _during 1984-85
has sllghtly exceeded the permissible limit for 6 months? storage
time but for paddy it.is within the.set limit, As compared with
permissible limits for 12 months and above the storage losses
observed in godown survéy are remarkably smallcr,

4,06,3,2 t Causes of Storage Loss:

An attempt has been made to explain storage loss, There are 3 main
causes of storage loss, namely, grain qualit,, godown condition and
management standard, The quality issue has bzen already discussed;
we will focus here on the physical facilities of storage i.e, the
condition of the godowns, though, it is recognised that all the
three factors are interactive in character. Physical characteristics
of godown depend on the type of constpuctlcn, désign.and age of
godowns, All thebe three are féund to” 'have effect on godown loss.

gnstguct;on Iype; Storage loss varies as obtained from the survey,
with the type of construction of godowns. Construction has been
divided into two types, pucca and semi-pucca., A Pucca godown has
the floor, wall and roof of cement construction while semi-pucca
means pucca floor with wall/roof made of other than cement cons-
truction. Storage loss for semi-pucca go:lown (0.5%) is more than
the pucca one (0,54%) . Detail breakup of storage losses for different
types of storage centres are placed in tie following table:
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Table : IV - 19
PERCENTAGE OF STORAGE L0SS BY GODOWN CONSTRUCTION

Type of Pucca A4§ Semi-Pucca ! Overall
Storage PaddyRice WhealilotallPaddyRice WheatflotalPaddyRice Wheatflotal
] 2 2 b 2 6 7. 1.8 9 110 111 112 313
1, LSD 0453 0,37 0.36 0.42 0,57 O, 79 Ouk1 0459 0455 0,58 0439 0451
2, CSD 0,36 0,72 0.72 0,68 = - - - 0436 0,72 0,68 0,68
3, SILONA NA 0,0 0,0 = - - = 0,00 0,00

Ly TPC 0436 0,24 0,25 0,25 = - - - 0436 0424 0,25 0425
Overall:Oy48 0466 0,50 0454 0457 0,79 0,41 0,59 0,53 0472 Ouslsb 0457

Design of Godowns: It was also found that storage loss depends on
the type of design of godowns, Storage losses were found higher for
Twin Nissan and Calcutta types, while lower for Dhaka with column
and FS (Dhaka without column) design of godowns which are comparative-
1y modern. The following table shows the variations of loss among
different designs:
Table : IV - 20
PERCENTAGE OF STOR"3E LOSS BY GODOWN DESIGN-TYPE

Structure 1. T.3D T3D Wh‘ - - SILO ——
Design 1 Rice 1 Wheat addy | Rice eat | Paddy Bjc% nea
1 2 3 L 2 6 7 8 9 110

1 .LahOI‘e 0.52 0021 0067 - - - - - -
shed

A.Dhaka with 0,39 0,33 0.26 0,36 0.60 0,68 - - -
column

S.FS(Dhaka ' O.L|-5 O.Ll-o 0031 - - - - [ ] [
without
column) .

L"OTWin 0076 0076 0038 - - -, ~ - - -
Nissan . -

5.Calcutta = 0,16 - - 3,31 2,32 - - -

6.,0thers - - 0,18 - - - - - -

Total: 0,55 0,58 0,39 0436 0,78 0,68 - - -
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Table : IV = 20 (contdee.)

Structure [ _ _TDC — Ov%§gl;__
Design addy { Rice | Wheat! ISD CSD _;%g_d
11 12 1% 14 15 1
1. Lahore - - - 47 - - -
shed .
S Dhaka - - - ' Ou}} 0054 - - 0044
with
column
3. F&fDhaka 0,36 0,24 0,25 O.74 - - 0,28 0,51
without .
column)
L, Twin - - - 0,63 - - - 063
Nissan . )
5. Calcutta = - - 0,16 0.82 = - 1449
6, Others - - - 0,18 = - - 1418
Total 0.36 0424 0,25 0,63 0,68 = 0,28 .2,50

Age of Godown vs, Storage fyms:

Thirdly storage loss was tried to

be explained by the age of godown and storage time. Behaviour of
of storage loss can be seen from the following 2 x 2 coitingency

o e¥heany)

table:
Table : IV - 21
STORAGE L0SS BY STORAGE TIME AND LY AGE OF GODOWN
(a) CSD (Fig, in %)
Storage time 1-2 - 56 7
ﬁ%eGOdOWnS ot months months months months
— 1 2 3 L 5
1. = 10 years 0.48 NA NA Ou4e
11 a 15w 0475 NA NA . NA
16 - 25 040 0446 0,65 0430
26+ K NA - 0,76 NA
(b) LSD ‘
1 = 10 Years 0430 0,38 0,39 “"NA
1M1 =~ 15 0425 0.29 0435 036
16 - 25 " 035 O.46 NA ~ 0430
26 - .. 1 0.36 0,72 . 2.33 . 034
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Table : IV = 21 (contd,eee)

(c)- TRC

Storage Time | 1 - o ’ - T —
Age_of Godown months L months - | months ! months’
' 1 F 2 ' 14_;_ L 5
-1 - 10 Years 0,286 - NA NA NA
1. 15 NA NA A N
16 - 25 " NA NA NA NA
26 + n NA NA NA NA

Note: There is no storage loss in case of Silo.

None of the above panels show any trend in the relationship between
storage loss and age of godowns or between storage loss and storage

time or between storage loss and interaction of age of godown and

storage time except in the extreme case of very old godowns (above

26 years) . It is to be emphasized that storage loss is influenped

by so many factors, any bivariate relationship will be.found diffi-

cult to explain the storage loss,

Frequency of Despatch: Fourthly, in CSD storag: loss is found to be
directly proportional to the frequency of despatches whereas in LSD
it behaves irregularly. Percentage variation of storage loss can be
seen from the following table:

Table : IV = 22

EERCENTAGE OF STORAGE 10SS DUE T0 FREQUENCY OF DESPATCHES
ggig;;g;gngf ) 1LSD CSD SILO TPC TOTAL

T z 3 N 5 3

o= 12 NA NA - NA NA.

13 -~ 60 NA NA - NA NA
61 = 120 0450 0456 - NA 0456
121 = 180 ~0434 NA - NA 0434
181 = 240 0,72 NA - " "MA 0,72
241 = 300 0,360 . NA - 0,28 " 0,32
301 .~ 365 0,50  NA - NA 0450
366 + 0.52 0.75 - NA " 0464
Overall: T 0463 0,68 - 0:28" 0;50
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For LSD it is highest (0372%6)' for frequency group 181-240 and smallest
(0.34%) for the group-121-180, In case of CSD it is highest (0.75%)
for frequency group 366 + and smallest (0.56%) for 61 to 120, The
ovérall behavior of storage loss is also same,

Seasonality: Finally, storage loss has also a seasonal spread, Dur-
ing the rainy 'season it;is comparatively smaller than in the dry
season- which might to bé due to absorption of more moisture by
foodgrain during the rainy season. The following table shows the -
monthly break-up:
Table : IV ~ 23
SEASONAL BREAK-UP OF STORAGE LOSS (%)

"~ Season/Month ____Tgfféggggx_ggi%ggglgrmeng T Total.
1 2 b} L 2
A, Rainy Season 2415 Oult3 0,50 0,50
May, 1984 NA 0.39 Delt3 043
June, 1984 3458 0.93 J.79 1405
Juiy, 1984 0,71 0,35 0,47 0.47
August, 1984 NA Ou43 - 0,81 . 0,78
September, 1984 NA NA 0.50 0,50.
October, 1984 NA + NA 0449 0449
B. Dry Season 0,67 . 0497 0,60 i’ 0456
November, 198L NA NA 0.78 © '“'0,78
December, 1984 NA 1,71 0455 1 0:59
January, 1985 NA N ‘0,56 . ..0456
February, 1985 NA - NA - 0,68 ‘0,68
March, 1985 0.89 NA 0439 0.40
April, 1985 Oul4b 0,22 0,65 Oulily
Yearly : 1elt1 0,67 0459 0450

A comparative statement of storage loss of the current survey with
. other study (BEMI) is also presented in the following taple:

Lok
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o Table : IV. - 34
STORAGE LOSS BY TYPES OF GODOWN & SOURCES

Type of — Godown Survey, 1985
Godown 1978=~79 1979-80 | 1980-81 EUREKA (Bangladesh)Ltd.
] 2 3 n 5

1, LSD 2.15 L4429 2,10 0.63

2, CSD 0451 0,45 0,58 " 0,68

3, SILO 0,0006 0,0 10,003 0,0

4, TPC 0,22 0,54 0,48 0,28

Overall : - 0,72 1e32 - 0.79 0,50 e

The above table depicts that st%ragé losses of Godown Survey (1985)
are lower for LSD SILO and TPC and higher for GSD, The overall
storage loss is also lower than the 1osses found in BPMI Report.

Storage loss data of Port has been collected from the-secondary’
source and i found to be 2.66%. Including storage loss at port,
aggregate storage loss stands at 3.16% which is less than the
losses -found at the BPMI Report (3.46%) for the year 1980-81.

4,06.4: Other Causes_for Shortage:

In this survey the respondents clearly identified the factors caus-
ing the storage'loss but failed to provide iaformation on the extent
of losses by each of these factors. Responsc rate (%) for each
factor is presented in the following table:

Table : IV -~ 25

CQMPARATIQE TABLE SHOWING RESPONSE RATE ON
CAUSES OF STORAGE LOSS (IN 1981 and 1.985)

(Fig, in Percentage)

Causes 1981 | 10851 198111085 | 1981 ] 19851 1961119851 19811 1985
T > 3 I, 5 B 7l 8 9110 111
1.,Rains  NA 7 NA 15 - - NA NA  NA 11
2.ibsence 14 10 W 8 - - NA  NA 14 9
of Drier *
3.Insect NA 3 NA 8 LT = NA NA NA. 6

Table IV=25 contdess
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Table : IV « 25 (contd...,)
LSD CSD o LLO TPC UVERALL
Causes 7981119851 T0AT [ 19851 TORT L 1985 1981 1o 1981 1 7085
1 2 3 L 5 6 7 9 10 11

Lo, Insuffi- NA 3 NA 8 - ~- NA NA NA 6

cient

fumiga~

tion
5. Fungus NA 3 NA 8 - - NA NA NA 6
6. Pilfer- 29 7 29 15 - - NA NA 29 11

age
7+ Moisture 66 24 43 3 - 100 21 NA 55 14

differ- ‘

ence
8. Handling100 NA NA - 100 - NA NA 100 NA
9. Others 5 7 W - - -~ NA NA

10 b

Source: BPMI Report and Report of EUREKA (Bangladesh) ILtd,

From the above table it is seen that loss due .o handling is common,
Insect (36%) is another major factor for storage loss, followed by
difference of moisture content (14%) and rain (11%).

The causes for storage loss on the basis of subjective indicators
of respondents are presented below in percertage terms:

Table :
CAUSES FOR STORAGE LOSS BY TYPE (‘F STORAGE

IV « 26

- (Fi in 9
Causes LSD CSD SIIO TPC Overall
1 2 2 4 2 6
1. By rain 10 38 - - 20
2+ Absence of Drier - - - - -
3. Insect 25 27 - NA 26
4o Insufficient 10 2L - - 17
fumigation
5. Fungus 11 NA - - 11
6. Pilferage 19 9 NA NA 14
7. Difference of 48 2 100 - 50
Moisture content
8, Others NA NA e - -
Source: Report EUREKA (Bangladesh) Ltd, 1986

The table shows that difference
major factor of storage loss fol
insufficient fumigation (17%)
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4,07, ECONOMETRIC ANALYSIS:

o071, Loss Function for Transit Loss:
It is assumed that. transit loss (Y) depends on.the-explanatory var-

" jables: Mode'of transport (x ) Distance (XZ)’ Quantity transported
(x3) and Frequency of operation (xu). The estimating equation for
1oss function is as follows:
= 90,28482 ~ 27.170033 x, = 0.13966 X, + o.oo62989'x3
+ 0,0692223 XI+
(t values) (0.143) (=4+17765) (-,04189) (=49158) (.0697)

R® = 0,702389
DW = 1,517
For i =,0
dl = 1,27

= 1.65

and For d;_ = ,01

dl = 1,07
du =, 10""3

The above equation explains that about 70% of transit loss.is
explained by the explenatory variables.

At the level of significance &= .01, du ie less than DW. From
1t we can conclude that autocorrelation co-cfficient for the

error terms is zero. From the fitted equation we can also predict
that for unit increase in "Mode of Transport" and "Distance" there
will be corresponding decrease of 27. 1700333 and 0,13966 units

in Transit loss and for an unit increase in "Quantity transported"
and "Frequency of operation there will be corresponding increase
of ,0062089 and 0,0692223 units in transit loss. At ,O1 1eve1 of
signiJsicant t value for all co-efficients are 1n81gn1flcants.
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4,07.2, Loss Function for Storage Loss: _
Y (Storage Loss) = &1 * b,x, (Godown type) + b,X,5 (operating days)

+ b i 2 , ; i
b3x3 (S}ze) + 04x4 (OMS + Dealers Volume) + b5x5 (Inspection

frequency) + b6x6 (Moisture content),

It has been assumed that storage loss in godowns can be explained
by the following wvwariables:

(i) Godown type

(1i), Number of consignment
(iii)Cize

(iv) OMS and Dealers wvolume
(v) Inspection frequercy, and

(vi) Difference of Moisture Content

Y = 24,24364 ~ 9,87262 X, + 0,0062586 x, + 0012455 X3

The above equation shows that for unit increcse of "Godown type'
"OMS and dealers volume" and "Inspection frequency" there will be
corresponding reduction in storage loss of 9,87262 tons, ,00016337
ton and .221016 tons.

This curve also reveals that for unit change in "Number of consign~
ment", "Size" and "Moisture Content" there will be corresponding
increase of ,00062586 tons, ,00112455 tons and 3.77448 tons in
storage loss, RS = 0.76273 indicates that 76,27 of the factors of
storage loss is explained by the above explanatory variables,
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4,08.1, Measures in Operation:
To reduce%%% foodgrain a number of measures are taken during leading,

unloading and storing,

(a) Measure taken at the time of loading are:

(1) Stitching of open/torn bags: Before loading into

: traditional mode of transport all the bags are
checked and stitching are made on open or torn
bags., This saves wastage during transit, loading

and unloading, .

(ii) Swupervision: Loading operation is supervised
to check any pilferage or theft,

(1ii) Head Load: Loading is done through head load,
This minimizes the handling loss.

(b) Measures taken during unloading are:

(1) Draft survey: Before loading ,into lighter vessel
or unloading at outer anchorag:s draft survéy‘is
conducted by ship surveyor.,

(ii) Weighing: After unloading from the traditional
mode of transport weighing of foodgrains are done
by the Inspector, Sub-Inspector or Assistant
Sub-Inspector,

(4ii) Supervision: To check pilferage supervision of
unloading is done by inspector or sub-inspector,

(iv) Bagging and stitching of bags.
(v) Examination of quality of Stock.
(c) Measures taken at the time of storing are:

(1) Dunnage: Stacking of foodgrain is done on dunnage
made of wood or bamboo,



(11)

(1id),
(iw)

(v)

Stack size: Standard sise of a stack will be as
per following specification:

Le gth 24 to 25!
Breadth 15!
and Height 14 bags.

Fumigation: Fumigation and spraying of insecticide
to ensure quality control.

Proper ventilation and appropriate design type
for godown.

Examination of infected foodgrains,

(d) Quite a large percentage of cases spoiled stock ultimately
result in quantity loss, Thus the following measures, for
checking and quality control, are in practice:

(1)
(ii)
(1ii)
(1iv)
(V)
(wi)

(vii)

Eye Estimation

Moisture test

Dust checking

Teeth cutting

Laboratory test

Application of mechanical process

Open market sale

(viii) Auction,

44,08.2, Measures Recommended:

Some of the measures recommended for control of storage loss are

mentioned below:

(1)

(1)

Replacement of unsatisfactory semi-pucca and
old godowns by modern one. or upgradation of
the same,

Rejection of foodgrain having excess moisture
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(iid)
(iv)
(v)
(vi)

(vii)
(viid)

(1x)
(x)

(x1)

(xi1)
(xiid)

(xiv)

Introduction of incentive system to good workers
and illustrative punishment to culprits.

Regular and timely inspection of procured stock
by honest personnel and intensification of
pest control operation,

Strict enforcement of the inventbry control,
Rationalization of the claim for godown shortage,
Introduction of mechanical weighment system,

Supply of necessary machinery and tools for facilita=~
ting necessary examination of foodgrains.

Outside influence and pressure should be stopped.

Godowns should be free from deteriorated stock of
foodgrains which are already infested by insect and
be cleaned and properly disinfested before storing
any fresh stock,

Wooden Dunnage only should be used for stacking

Stackihg should be done as per standard

specification. '

Sanitation and arrangement for frequent laboratory
test must be ensured,

Proper training for storage management.

4,08,3, Some of the measures recommended for control.of storage
loss at the port are presented below:

(1)

(11)

(iii)

Port may be equipped with adequate lighterage
arrangement with mechanical weighment system.

Arrangement for spot examination of foodgrains
before unloading from ship.

Discrepency between the manifest quantity and
surveyed quantity should be pointed out on the
spot.
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(4iv) The loaded barges must be guarded by reliable
guards on transit status,

(v) Proper supervision during loading and unloading,

(vi) Fixation of responsibility for unreasonable
shortage and arrangement for capital punishment.

4408.4, Some of Measures recommended for control of transit loss
are presented below:

(1) Carrying Contractors who are habitually exceeding the
allowances 1limits fixed by the government should
be black listed,

(11) ° Illustrative punishment to the persons or institutions
causing loss,

(111) Strong stitching of the bags at the time of loading.

(iv) Appointment of skilled labour for loading and
unloading.

(v) Vigilant supervision and administration at the
time of loading, unloading and transit,

(vi) ‘Reliable guard should be presented during transit,

(vii) A1 redundant trucks under the jiinistry of Food
) should be replaced by reputed. rodel, |

(viid) ‘Proper arrangement should be mnde for saving the
foodgrains from rains while ir transit, .

4409+ COMBPARATIVE STUDY OF LOSS:

4e09.1. Cross Country:

In order to ensure fair price to farmers, handle situation arising
out of crop failure, maintain distribution commitment and stabilize
prices, many countries maintain buffer stock in addition to the
operational stocks involving normal running of PFDS. In a way
public food policy involving these issuci characteristics both
developing and developed countries entailing one or another kind

of subsidy and transfer cost. In respec’ of cost of operation of
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the policy very limited information are available for the developing
countries, Among that developing countries India has a large public
sector food stock., In.1981 India had annual storage capacity of above
7.7 million tons covered and 1,2 million tons cover and plinth as
compared to 1,8 million tons of Bangladesh in covered LSD, CSD, Silo
and TPC, Indonesia has a programme of building up'of buffer stock

of 2,00 million tons - through internal procurement, Philippines
maintains, 7,10 million tons as buffer stock in 20 modern storage
centres, In India storage loss during 1979/80 was about 1,9 of

the quantity sold as against 0,5 (excluding loss at the port) in
Bangladesh, Cyclones, floods and longer periods of storage to meet
the buffer stock requirements are the main contributories of the
storage loss, Storage in cover and plinth does not guarantee
protection from insects and rodents, In Bangladesh "difference of
moisture content'", insects and design type of godowns are the main
causes of storage loss, A comparative statement of storage and
transit loss of foodgrains in India and Bangladesh is given below:

Table : IV = 27
COMPARATIVE STORAGE LO0OSS

India Bangladesh
Year Storage | Damage | Transit ] Storage] Loss at | Transit
Loss(%) (%) Loss(%) _Logg,ﬁ%) Port(%) 1 Loss(%)
1 2 b 4 2 6 7
1975/76 0.3 NA NA IA NA NA
1976/77 0.7 Oel5 5457 NA NA N&
1977/78 049 034 1429 NA NA NA
1978/79 1.0 1401 1487 0,72 NA 0495
1979/80 165 Q.50 0,98 1432 NA 0677
1980/81 NA NA NA 0.79 2,66 0.35.
1984/85 NA . NA LA 050 2466 0,87

Source: Food Corporation of India,

From the above table it is observed that both storage and transit
losses figures of Bangladesh for 1979/80 and for 1984/85 are
smaller than the corresponding figures of India for the year 1979/80.
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Food department's recent revision of allowable transit shortage is
placed below:

g;ggsggnt C ommodity Transé;)Shortage
By Truck Rice/Mheat 0,125
By River u. 0.4
By Bullock Cart " 0.5
By Sea ". 0.5
By Rail " ; 0.5
Wheat Product 04375

The transit loss observed in the godown survey conducted by
EUREKA (Bangladesh) Ltd., and also the Food Corporation of India
are higher than revised allowance limits of the Food Department of
Bangladesh;,

4,09,2, Cross Section:
In godown survey, the godowns have been classiiied into two strata:

Stratum -~ I : Godowh ‘accessible through waterway
Stratum -~ II : Godown accessib;e through road/rail,

Transit loss for godowns of Stratum-I is about 0.43% and that of
Stratum-II is O 91%. Other factors of transit losses are Rail (1430%) ,
Truck (0,52%) , Barge (0.41%) , Boat (0.4L4%) y Cart (0,40%), Head (0,01%)
and Overall (0,87%)  Transit loss varies for different foodgrains:
Paddy (0.31%), Rice (1 .00%) and Wheat (0,9%%), Transit loss also
varies for different’ types of godowns: LSD (0.51%) CSD (1,34%),

Silo (0,58%) and TPC (0,56%) . Storage Loss varies with types of
godowns, physicallcharacteristics of godowns, the facilities available
to godowns, duration of storage, rains, insects, fungus, pilferage,
etc, It is also different for different foodgrains, Storage loss for
LSD, CSD and TPC are 0-6%%, 0.68% and 0.,2i% respectively, Storage

loss for paddy, rice and wheat are 0.42%, 0,5% and 0,5% respectively.
Storage loss differs with age of godown end frequency of assignment,
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Transit and storage loss at the port are shown together, Loss of food-
grain at Chittagong Port (2,50%) which is different from Mongla Port
(2.41%) « Quality of foodgrains deteriorate in the godowns and in some
cases become unfit for human consumption. Foodgrains declared unfit
for human consumption are either damaged or sold by auction, Quality
deterioration also varies with types of foodgrain, types of storage
centre, facilities available, difference of moisture content, insects
and quality control efforts, etc,

iy, 10, SUMMARY:

441041« In this chapter the findings of previous studies have been
analysed and compared with the government allowances and the resul-
ts of the godown survey carried out under the present study., Attem-
pts have also been made to compare them with the experience of the
Food Corporation of India, Luring 1984/85 quantitative loss of
foodgrain in Bangladesh has been found to be 3,16% which is about
60% higher than the government allowance. Loss,according to BPMI
Report was more than the set limit. In Bangladesh, loss of grain
shows a downward tendency over time, Loss of foodgrain in the port
is about 5 times of storage loss and 2,4 tim:s of total of storage
and transit losses. Besides, there are shortage due to short land-
ing at port points deserves special attenticn, Excluding port loss
of foodgrain recorded by Food Corporation of India (FCI) for
1979/80 was about 20% higher than that mentioned in the BPMI report
and 80% higher than the finding under the current godown survey.

441042+ Although oversll transit loss has always been found to be
within the government allowance the loss in Railway was 2% to S50
higher than the permissible limits. For the year 1979-80 the
transit loss in Bangladesh was 22% lower than in India, which
further narrowed to 10% in 1984/85 according to the godown survey,
To reduce transit loss,dependence of railway has to be reduced

and truck as a substitute with accountability should be preferred
as usual mode of transport, unless Railway would improve their
traffic management,

IV = 44



4,10,3, Storage loss in godown exceeded the government allowance only
in 1979/80 which was a bad year of harvest but was within the limit
during 1978/79, 1980/81 and 1984/85. Storage loss observed by FCI
during 1979/80 was higher than that in Bangladesh reported by BPMI
for the years 1979/80 and 1980/81 by 1% and 90% respectively and
about 3 times higher than the finding of the godown survey for

1984/85.,

This may be due to preservation of huge quantity of foodgrain under
cover and plinth in India, BPMI report. has recorded storage loss
in LSD as 4 to 8 times higher than that of CSD but godown survey
recorded storage loss in LSD 8% lower than in CSD, As per godown
survey storage loss for rice has exceeded the government allowance
whereas it is within the limit for paddy and wheat, It has been
observed that difference in moisture content, insect infestation,
bad handling and pilferage are the main factors of storage loss,

4410444 As deteriorating stock ultimately become unfit for human

and animal consumption some part of such stock ultimately becomes
quantitative loss, The godown survey shows that the average quality
deterioration is 0461% out of which ,11% is due to insect infestation
and 0,50 due to difference in moisture content, Existence of

foreign material is about 2% and damaged grain 2 times higher

than the government allowance, Damaged grain in Bangladesh is &%
higher than that found in Indian. Thus, control of insects, moisture,
foreign material and damaged karnels deserves special care to ensure
quality of stock and ultimately, to reduce loss,

IV - 45



CHAPTER -~ V
COST_OF OPERATION OF PFDS

5,01, ANALYSIS OF COST OF OPERATION OF PFDS:

In the preceeding two chapters cost of operation of PFDS has been
discussed from the point of view of its cost efficiency, Chapter«III
dealt with the procurement cost, external and internal, and distribue-
tion cost in general while chapter-IV dealt in detail with the cost
of handling and storage. The cost of handling and storage covered not
only monetary cost i.e. outlays but also losses of grains that occur
in the operation of the PFDS, It appears from the present as also

the earlier studies that there are considerable diversities among
different methods of transport and storage systems as to their cost
of operation, ' ’

Lransportation:
In the year 1984-85 the transportation cost was Tk.13107 lacs for

handling 32,6 lac tons of foodgrain, The volume of foodgrain handled
by different modes of transport was as follows:

Rail = 7.47 lac tons
Road ‘ = 14,85 n "
River . | = 10,27 v u
Total = 32459 lac tons

It is revealed that the freight rate and actual cost varies with the
mode of transport. In this study cost of internal freight has been
estimated hy mode of transport and shown below:

BIWSC = Paisa 3 per maund per mile
Road = Paisa 8 per maund per mile
Rail = Paisa 5 per maund per mile

Cost due to incfidental charges are also involved alongwith each

mode,
Lt



In case of ocean transport one important element in cost efficiency

is the pre-condition of some food=-aid that necessiates tlie commodities
to be shipped through flag vessels of the donor country, thereby
preempting competetive bidding and the difference in freight being
borne by the donor country, Here such competing freight is based on
the quotation of BSC and the difference is reduced increasing the

cost of freight to that extent,

Besides transportation cost, there is also transit loss to reckon.,
Transit losses are -1ifferent for different types of transport, Loss
due to short landing in sea vessel is about 2.43% whereas in internal
transport the loss is to the tune of 0.,87%. Internal transit loss
also varies with mode of transport, viz, Rail (1.30%) , Truck (0.52%) ,
Barge (0,41%), Boat (0,44%), and Cart (0.,40%). Total volume of trans-
port loss for 1984-85 was however found to be about 95,000 tons,.

Storage loss on the other hand occurs at the godown (0,50%) and at
the port (2,66%). Total volume of storage loss for the year 1984~85
came to 1,75,000 tons. Storage losses by types of storage facilities
were estimated to be at CSD (0,68%), LSD (0.,63%), Silo (0.01%) and
TPC (0,28%). It was also different for different types of foodgrains
stored, viz, rice-0,72%, paddy-0.53%, and whcat-O.46%, Incidentally
storage loss has been found to be high in dry season (0.56%) and low
in rainy season (0.,50%)., Volume of loss in stotk however varies due
to many factors. The source of data shown here is of ‘godown survey
by the consultant.

In this chapter a regorious attempt has been made to identify
factors contributing towards cost of handling and losses, Under the
constraint of non~availability of related full set of information
the following equations were used for estimating various cost func-
tion for identification of the more relevant factors on the basis
of 7 years data for the period 1978-79 to 1984-85:


http:whoat-O.46
http:paddy-0.53
http:rice-0.72

f (Volume of business:

(a) Average Overhead Cost
Procurement and Distribution)

f (Volume of business:

(b) Average Storage Cost
Procurement and distribution)

f (Procurement and Distribution
by Mode of Transport)

(c) Average Transport Cost

5.0141, Qverhead Cost Analysis:

Overkzad cost include all fixed cost in respect of establishment,
technical, storage, machinery and equipments costs., Overhead cost
has been estimated using equation (a) mentioned above, Tn this
equation the impact of volume of local procurement, imports and
distribution of PFDS on the overhead cost has been analysed,
Estimated equation is Y (Average Overhead Cost) = a, t b]x1
(volume of local procurement) + bax2 (volume of imports) + b3x3
(volume of distribution),

Here, average cost = Total Cost ¢ (volume of local procurement +
import + distribution).

The fitted equation is:
Y = 512,853 = 7040352}(1 + 3.2153}{2 - 1204651}:3

(042418)  (=1.4698)  (1,3L47) (2.8078)

The figures in the parenthesis are the t velues,
R® = 0.7418
DW 2417

]

Smaller values of "t" mean that the estimated comefficients are not
significant except for volume of distribution but it needs also to
be emphasized that the estimates were based on 7 years! observations
only. D.W, statistics show existence of nonmulti-collinearity
between the 3 explanatory variables., The above fitted equation indi-
cates that an increase in the volume of local procurement and in



the volume of distribution under PFDS lead to a decline in overhead
cost, Thus for an increase of 1 ton in volume of local procurement
and volume of distribution there will be corresponding reduction

in overhead cost of Tk. 7.40 and Tk. 12.47 respectively, The effect
of import on overhead cost is positive i.e. for every additional

ton in food import there will be corresponding increase in overhead
cost by Tk,3.22. There are two obvious reasons for this, First,‘
current procurement procedures is based on fixed points under which
farmers and traders are required to bring foodgrains to the procur-
ement centres for which a transport bonus is allowed. Such transport
bonus is a fixed element of procurement price, not of cost of opera-
tions. Secondly, the PFDS had a large network in existence to the
extent that the overhead cost is more or less given, Thus an increase
in local procurement leads to a decline in overhead cost per ton,
This only reflects the historical character of PFDS which mainly
developed as a distribution agency, In contrust to the nature of
effects of local procurement and distribution, che effect of import
on overhead is direct, i.e., an increase in import lead to an increase
in overhead cost as every deal has its own characteristics. It is also
to note that relative to marginal cost the constraint co=efficient
is quite large indicating a large permanent element in the overhead

cost.

5.01,2, Transport Cost Analysis:

In this section an attempt has been made to cstimate the transport
cost function to identify the cheapest mode of transport by estimate
using the eguation shown below:

Y (Average Transport Cost) = a; + b1x1 (Movement by Rail)
+ box, (Movement by Road)
+ b3x3 (Movement by River)

Here, Average Transport Cost means Total Transport Cost
- (Procurement + Distribution).

In this equation the average transport cost has been estimated with
the information on movement by mode of transport,
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The fitted equation is:
¥ = 1052,5183 - 36.31324 x; ='16.05978 %y - 29.65853 x,
(.5007) (:"1 025) : (\"048) (\-oll'-l'l-)

This equation indicates that for increase of 1 ton in the volume of
"Movement by Rail'', "Movement by Road" and "Movement by River"
transport cost will decrease by Tke36431, Tk.16,06 and Tk,29,66
respectively, Smaller "t" values indicate that the regression
co~efficients are insignificant, C@~efficient of muitiple determinae
tion R® for the variables has been found to be 048327 which indicates
that 83,27% of the "Transport Cost" has been explained by the above
explanatory variables, Durbin-Watson Statistics (DW)- hgs been found
to be 2,02 which is greater than the upper tolerance lomit and thus
indicates that there is no serial correlation among the independent
variables, The negative co-efficients of explanatory variables pushes
for an alternate equation, Average transport cost = t (movement by
mode of transport),

The equation for Average Transport Cost can be expressed ‘as’

. IS .

Y= 2028.8357 ~ 92,3439 %) - 103,024 x, = 90,0749 x5

where average cost means (Total Cost)‘e (prpcuremeﬁt).

Here, Average Cost = Total Cost 4 (movement by rail & road + river),

The estimated equation is -
Y (Average Transport Cost) = 1728,5423 = 79,2932 kl (Rail)
=13.8037 %, (Road) - 45,9516 X3 (River)

The situation did not improve, Of course, in this the impact of loss
of foodgrain due to different mode of transport has not been taken
care ofs The equation shows that average cost of transportation falls
faster 4f more food is moved by railways than by river and road and
by river than by road,
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500143, Efficiency of Transportation:

Transportation of food grains by different modes of transportation‘l
entails two types of cost, financial cost and nonfinancial cost.
Financial cost is the tariff c¢harged by the carriers and nonfanancial
cost is the 1loss of food grains in transit and movement, Since in
handling and carting some loss is very likely to be incurred bhecause
of say, breaking of bags, there is an allowance for such loss made
in the calculation of incidental cost (chapter III, p 13=-16, I¥-21),
In movement abnormal losses may also be incurred and the risk of
such loss is different over different modes of movement., Movement

by water, for example, entails risk of bad weather. Food Directorate,
therefore, allows variable rates for standard loss to different

modes of transportation (Chapter III p 15 ). Since transportation
charges are also different (Chapter V, p 1), choice of the cheapest
mode should depend on the minimization of the sum of the financial
and nonfinancial. Thie section deals with this {ésue, However, there
are two binding constraints on such choice, Fir.t, there may be

such locations of government godowns where options for movement by
alternative carriers may not exist# i,e. roads, railways and water
ways may not be competing carriers. In such a situation choice in
inique. Such limitation to may te geographicezl and seasonal, Secondly
even if the alternative opportunities may exist, one single carrier
may not be capable to handle all ‘the volume of food grains waiting

. for movement, Thus,sudden rush of food impor. may require use of all
the three modes even though they may entail different cost, In a
competitive situation however, where alternative carriers are avalle
able, cost of transportation will be minimui. It is from this need
that the total cost of trangportation over different modes is cone-
sidered, W

5.,01s4e It 15 estimated that rail is the cheapest mode of transporta-
tion in financial terms than the other modes, If one ton of food-
grain is withdrawn from roads to rallways transportation average

cost of transportation will fall by Tke 65.49 (Tke79.29 = 13.80)

and by Tke33.34 (Tke79¢29- 45,95) if wit:drawn from river transporta~-
tion, On the other hand the transfer ta<es from road to river,
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average cost will fall by Tk.32.15 (Tkoli5,95 - 13,80), Thys it is

cheapest to move foodgrains by railways, given its availability,
From financial cost point of view the order of preference is rail-
ways, waterways and roads, The actual tariffs however are not in
the same order which shows roads transportation as the costliest
mode and water (IWIC) as the cheapest mode per md, per mile
(Chapter V, P 1), On the other hand, estimation of the transit loss
function (Chapter Vy, p 8) shows that transit loss falls continuous
ly if food movement is shifted from ¢arts to boats/burges, to truck:
and to railways, Thus considering the financial and nonfinancial
costs railways is the cheapest mode of transportation followed by
waterways and roads (excluding short haulage by carts) in that
order,

5401,5. Storage Cost Analysis:

Storage cost has also been estimated and analysed using the followe
ing equation:

¥ (Average Storage Cost) = a, + b‘]x1 (Local Procurement)
+ b.ax2 (Imports) + b.3x3 (Distribution),

Here, Average Storage Cost = Total Storage Cost 4 Total Procurement

In this equation, the effect of independent variables "Local Proe
curement", "Imports" and "Volume of Distributlon" on the dependent
variable, "Storage Cost", has been estimated,

The estimated equation is thus:
T = 7422899 - J1L572 %) + 402357 x, - 410506 x,
(2400) (049933) («33841) («81234)

Figures within brackets are the values of "t" . statistics

RZ = 043239
DW = 2084

The fitted equation indicates that for an increase of 1 ton of foode
grains in "Local Procurement" and "Volume of Distribution"
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the average storage cost will decrease by paisa 15 and paisa 11
respectively. It also.indicates that for every increase of 1 ton in
nImports" average storage cost will increase by 2 paisa. At F% level
of significance the expected value of "t 1is 14533 which is higher
than the observed "t" values of regression co-efficient presented
above indicating that all the regression co-effients are insignifi-
cant, Co-efficient of multiple determination (R® = 0,3239) indicates
that only 32.,3% of variation in storage cost has been explained by
the explanatory variables and there are other important explanatory
variables. Durbin-Watson statistics (DW = 2.84) indicatee existence
of non-multicollinearity among the independent variables, It is to
be recalled here that the overhead cost analysis has the same relatlion
as the storage cost,

5.01.6. Loss Fugct;on for Transit Loss:
It is assumed’ that transit loss (¥) in ton depends on the following

explanatory variables: mode of transport (x,) in terms of weights,
distance (x ) in mile, quantity transported (x ) in tons and fre-
quency of operation (xu) in number per year, The estimated equation
for loss function is as follows:

= 90.282482 - 274170033 X, = O.1 3966 %, + 0,0062089 X5 + 0,0692223%,,
(g (0.143),  “(=e17765) (=404180) (=e9158) (40697):

values)

Tn the estimation procedure modes of transports were weighted by

the frequency of consignment, In all 3L observations having one from
each of the 34 storage centres surveyed werc considered. In these
storage centres maximum consignments were carried out by railway

and thus "railway" mode was given the weight 1. As compared to this
weight the following other weights were, claculated: )

Truck = 0.923
Barge/Boat = 0453846
Cart - = 0,0269



Modes of transports were precoded, For analytical purposes these
were assigned relative weights on the basis of the frequency of
consignment, The frequency for Rail was 14 assigning the highesﬁ
weight ' 1,0 ', The frequency for Truck was 13 assigning the weight
0.923. In the same way the weights for Barge/Boat and Cart were
estimated, The closer this weight towards | the losses will be more
and more higher, The analytical findings of the loss function is
given below:

R = 0.702389
DW = 1,517

For = .0
dl = ]|27
du - 1065
and For = ,0]
dl = 1.07
du = 1443

The above equation explain that about 7% of transit loss is expla-
ined by the explanatory variables,

At the level of significance = ,01, du is less than DW, Fronm

this we can conclude that autocorrelation co-efficient for the error
terms is zero. From the fitted equation we can also predigt that

for an unit increase in the weight of "mode of transport" and the
distance by one mile, transit loss will decrease by 27,1700333 tons
and by 0,13966 tons respectively. In the same way for an increase

of one ton in "quantity transported" and ""frequency of operation"
there will be corresponding increase of «0062089 tons and 0,0692223
tons respectively in transit loss, At 01 and ,05 level of signi=-
ficance "t" value for all co~efficient are insignificant,



5.01e76 Loss Function for Storage Loss:
The storage loss function has been estimated by using the following
equations

Y (Storage Loss) = a, + b, X, (Godown type) + boX, (Number of con=-

signment) + b3x.3 (Size) + bhxq_(QMS + Dealers’
1ifting Volume) + be5 (Inspection frequency)
+ b6x6 (Moisture content),

Thus it has been assumed that storage loss in godoﬁn can be explained
by the following variables:

(1) Godown type : Weighted average of the combination of material
of construction of wall, floor, roof and door.

(ii) Number of consignment: Number of consignment handled by each
godown per month,

(1ii) Size : Capacity in metric tons,
(iv)' OMS and Dealers volume: per month in metric tons,
(v) Inspection frequency, per year in number, and

(vi) Moisture Content in percentage.

Observations of all the godowns located in the sample storage
centres were pooled together {n this survey. In this equation godown
types were assigned relative values on the consideration of cons=
truction material of the floor, roof, wall and door, The weights for
construction materials assigned is as follows:

Cement/Iron = 0.25
C.I.SheetMNood = 0,10
Mud = O 005

For any godown the weights for floor, wall, roof and door are added
together to derive the weight of the godown, The closer these weights
towards 1 the losses will be the less., The highest weight for any
godown can be 1, Thus, the loss equation can be expressed as follows:



Y = 24,24364 - 9,87262 X, + 0,0062586 X5 + 40012455 Xy = »0001637 X,
- 221016 X5 + 3.77448 xg
RZ = 0.76273

Since X5, X3 and :ch+ do not appear to have large co-efficient their
effects in respect of loss function may not be conspicuous,

Therefore the above equation shows that for unit increase of
"Godown type', "OMS and dealers' 1lifting volume" and "Inspection
frequency’ there will be corresponding reduction in storage loss

of 9.,87262 tons, ,0001637 tons and ,221016 tons. In principle,

the nearer the weights towards 1 the loss should be less., Thus it is
clear from the fitted equation that out of the six factors, "godown
type'" and "moisture content" are the two most important factors
affecting storage loss. In ideal godown type storage loss can be
reduced by 10 tons per godown while reduction of moisture content
can reduce storage loss by 3 tons per godown. Next to these factors
is the "inspection frequency" which can also cut back storage loss,

5.01.8. Management of Stock:

The above estimation have important significance‘on stock management,
Management of stock of foodgrains is under the care of Directorate
General of Food and covers a very wlde range of activities from
warehousing, loading, unloaaing, transport, stock turnover, stock
sBegregation, grain inspection, fumigation, management information
system (MIS), and training and development of the concerned
personnel, Both quantitative loss and qualitative deterioration
occurs to stored foodgrains, Overall storage loss in godowns has
been found to be 0,50%. This varies with the type of storage viz,.
CSD (0.68%), LSD (0.63%) and TPC (0,28%). There was no incident of
storage loss in Silo. In addition to storage loss in the godown
there are major incident of loss at the ports (2.66%). At the
transit stage also quantity loss (0.82%) as well as quality deter-
loration occurs. Pilferage, difference i:a moisture content,
mishandling, insufficient fumigation, fungus infestation, absence
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of drier, insect pest attack and rains have been found to be the main
reasons for loss of food at godowns, Management of spoiled stock and
its disposal is another serious concern in this matter since such
stock may have spread effect unless it is quickly separated, Spoiled
stock is generally sold. out by auction, disposed off through OMS,
destroyed or partly retained, Governament have conducted severalk.

studies to find ways and means to improve the system of management
of stock so that both the gqualitative and quantitative loss of food-
grains remain within tolerance limit. These studies along with some
other major studies have been undertaken in respect of the following
points:

(a) Inventory turnover and delivery rules
(b) Inspection System

(c) Quality Control Mechanism

(d) Godown condition

(e) Ancillary facilities

(f) Watch and Ward facilities.

§

Finally, recommendations on the basis of analytical findings of
those studies have been discussed in the following subsections,

5,01.,9. Inventory Turnover and Delivery Rules:
In the study conducted by BPMI the system of inventory turnover and

delivery rules of PFDS existed in 1982 was narrated, The reports of
. FAO's Food Security Project", "Feasibility Study for Setting up of
Food Corporation.in Bangladesh" and World Tank's document touched
slightly on this point regarding the situec.tion which prevailed at
their reference time. There is however no remarkable change in the
system since 1982, The storage centres send information on stock

of foodgrains to four directorate and Monitoring Cell daily.
Deliveries of foodgrains made in either npirst Come First Out" or
nprinciple specified by IC&T' basis are true but there are excep-
tions. In exceptional cases deliveries are made through delivery
orders (DO's) signed by the Director, Movement .and Storage., The
impact of OMS-and dealers lifting volumes have been estimated to

be negative gnd negligible in this study.
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5.01410, Inspection System:

The FAO's report on "Technical Support Development for the Public
Storage Sector in Bangladesh" describes the practice of inspection
that prevailed in 1984, The BPMI report and the feasibility study
also have touched upon the inspection system like some other previous
studies, Some femarkable irregularities are found to prevail in the
godowns, In the present'study however the impact of inspection
frequency on the storage loss has been found to be negative and
remarkable.

5.01.11, Quality Control Mechanism:

The quality control mechanism has been examined’ in details by the
FAO's studies, In the BPMI study and "A feasibility study of the
quality control in foodgrain" by P,H,Giles and D,W.Hall subjective
recommendations were made on the quality control mechanism, In this
study the impact of "Moisture Content" on both the qualitative and
quantitative losses have been found to be negative,

5401412, Physical Condition:

The BPMI and the FAQ's study have examined impact of physical
condition of storage centres on the quality dcterioration and quanti-
ty loss of foodgrains in subjective way, In this study the impact of
"Physical condition" of godowns on storage loss has been estimated
to be negative, The study also showed that 55.% of the godowns have
proper in-built ventilation facilities,

5401413, Ancillary Facilities:
In the BPMI study the existing ancillary facilities available to

different godowns were also examined., The FAO's study also touched
upon the available facilities, In the current study it has been
observed that 7,7 of LSDs and 50% of TPC do not have fumigation
fadility and only 32.4% of the godowns have drying/humiﬂity‘control
. facility. The impact of the size of godown on the storage loss has
been found to be positive which means that storage loss increases
with the size of godown except for Silos.




5,01¢14. Watch and Ward Facilities:

Tn the BPMI, FAO¢ and also the current study the existence of guard
ghed was examined, The current studj found that 71% of all the
godowns have Watch and Ward facilities, Incidentally all the CSDs
have this facility but even than the loss is high,while 61.3% of the
1LSDs have guard shed but loss 1s comparatively lower than CShs, It
may however be mentioned here that possibly the guard rather than
guard shed are responsible for loss of foodgrain.

5.01.,15, Recommendations:
Depending on the overall analyses of stgrgge loss the following areas
need immediate attention: o

* (1) Godowns of poor physical conditions should be replaced by
o modern ones. It may be recalled that an ideal godown can

... gut back storage loss by about 10 tons, Therefore,

# pehabilitation of old godowns is of high priority. The
survey result shows that in consideration of wall, floor,
roof and doors and ancillary facilities only 8486 of the
godowns are in perfect form, while 22,4% of the godowns
have moisture control and drying facilities, |

(2) Laboratory test facilities, moisture meter and other
modern moisture control and drying facilities must be
made available to all ‘storage centres.

(3) The existing inspection system is not effective. For
effective control and inspection system the facilities
should be modernized and expanded"upto upazila level.
The inspection system should also be strictly monitored
by supervisory level personnel. ’

5.02, SUMMARY:

Chapter-LII dealt with the procurement and ‘distribution cost in
general and Chapter=IV detailed the loss of foodgrain in handling,
transit and storage. The current chapteruv made statistical analy-
sis of cost of operation of PFDS., For idontification of the relevant
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f. tors the following cost and loss functions were estimated:

“(a) Average Overhead Cost f (volume of procurement . and

distribution)

(b) Average Storage Cost = f (volume of procurement and
distribution)

(¢) Average Transport Cost = £ (movement by rail, road and
river)

]
H

(d) Transit Loss (mode of transport, distance,
quantity transported and

frequency of operation).

n
L)

(Godown type, number of consign-
ment, size of godown, OMS and
dealers volume, inspection
frequency and moisture content).,

(e) Storage Loss

The cost data has been compiled from the budget book of the Ministry
of Finance (GOB), Sophisticated statistical tools like Ra(co-efficie
of determination), t (Hotteling's test statistic) and DW (Durbin
Watson) Statistics were calculated for diagnosis of the factors of
association, dependence and goodness of fits of the equations,

This chapter also dealt with the existing procedures and ‘practices
of management of stock,

Cost of operation incurs directly as overhead cost, transport cost
and storage cost and indirectly due to storage loss, transit loss
and handling loss., In this analysis handling loss has been merged
with storage loss and transit loss. For ovcrhead, transport and
storage cost analysié basic data in complete form could hardly be
procured for 7 years., So any limitations, if any, might be due to
use of small set of data, Loss functions were estimated on the basis
of the data of whole godown survey by the consultant, There might
also have some limitations because of quality of data which suffers
to some extent by wrong response, non-response and non-availability
of adequate information in the godown,



Management of stock has heen analysed on the following poihts:

(a) Inventory turnover and delivery rules,
(b) Inspection system,

(¢) Quality control mechanism,

(d) Godown condition,

(e) Anciilary facilities, and

(f) Watch and Ward facilities,



CHAPTER - VI
ECONOMTIC SUBSIDY

6,01, CONCEPT OF ECONOMIC SUBSIDY:

In Chapters II and III we were concerned with the quantification of
budget subsidy; Chapter II dealt with the cash subsidy as a differ-
ence between the actual or imputed cost of food on one hand and the
actual or the imputed sale proceeds on the other, Some food aids
have imputed values and so also some uses of food since imputed
values of food and reflect the value of food in the home markets of
donors rather than international prices, in Chapter III imputed
values were corrected to reflect international prices, To a certain
extent cash imports, because of special terms to be entered into to
circumvent financial strain may also deviate from internationa]
prices, so corrections were made in this respect also. Further ,some
food aid stipulates shipment by donors flag ship in which case
freight happens to be higher than international freight charges., All
these have been discussed in Chapter III, It is found that such

ad justments caused substantial difference between cash subsidy and
cost adjusted subsidy. Such ad justments however subsume free trade
situation since all imports prices are adjus‘ed to world prices.
However, valuation of food aid at internatioaal prices raises the
basic question whether such prices are relevant from donor's or
recipient country!s point of view or not., The implication of the use
of international price in food subsidy calculation is that both
donor and the recipient have option to sell food in the world market
in a constructive sense for subsidy in truz economic sense is the
difference between the actual sale price and the price at which food
could be sold i,e, the opportunity cost, If this definition is used,
Valuatlon of food aid at international price fuses food aid into
trade in so-far as valuation is concerned. Since food aid is not
fres trade, use of international price in the calculation of economic
subsidy on food has no logical basis, The point Wecomes cleapr when
the position of food aid recipient who has no option for resale of
food s0 received in the world market is recognized; for her that
opportunity does not simply exist, As such world price is not the
opportunity cost of food distributed through PFDS., Cut off from the

v~ |



world market the economic subsidy has to be evaluated wholly on the
basis of domestic market opportunities for only practicable alterna-
tive to sell through, say the ration system is to sell the open
market.,

6,02, RESOURCE COST VS, ECONOMIC VALUE OF FOOD:

From the above concept follows an important distinction between
resources cost and economic value, Resources cost is the cost of
production and procurement through distribution and is derived
through valuation of factors of production, foods and services
associated with production, procurement and distribution of food-
grain, Economic value of food is on the other hand the value of
foodgrain to the consumers, the price they will be ready to pay
rather than to forego its consumption,

It is not necessary that the two are same or should be always same
less so in case of a merit want like food where social value of food
is high but the poor people can hardly afford it to the desired
extent. A second distinction to make is the difference between
resource cost and opportunity cost as the former is often viewed
expost as historic cost. That some amount of resource has been used
to produce a certain commodity or service has no relevance to oppor=-
tunity cost, The opportunity cost of using a commodity (or a resource)
in a certain way is the value of that commodity in the best alterna-
tive use foregone., Thus the opportunity cost for food distributed
through the ration system, for example, is the market value at

which such food could be sold otherwise. S.ince food is a merit want
a restrictive definition of opportunity cost will be is the price
which a ration food recipient would have paid for such food rather
than foregc .it. As such capacity is different for different consu~
mer groups, market price has no unique virtue for a merit want,
Hence no attempt would have been meaningful had subsidy been esti-
mated on the basis of market price in the same as world price has

no relevance,



6.03. PRICE AND INCOME FELASTICITIES:

Recognition of the importance of food as a merit requires understand-
ing the consumer behaviour in relation to price and income situation
for a consumer's intake of food is dependent on his income and price,
A change of income changes consumption of food as it changes the
budget line, the magnitude of change in food consumption depending

on the extent of change in price or income and the price/income
elasticity. Subsidized food, it is to note, affects consumption in
two ways as is well known, namely, through substitution effect and
income affect, therefore a reduction in subsidy through increase in
ration price will affect food consumption jip both the ways., Given

a change in ration price, the extent of change in food consumption
will depend on substitution and income effect, Therefore, in pursuing
. & subsidy reduction policy, it is important to have clear understand-
ing how an increase in ration price is going to affect the various
consumer groups. As a corallary it is also to measure the consumer
surplus that accrues to a consumer group due to sale of food at
reduced price,

6,04, ACCESSIBILITY OF HOQUSEHOLDS :

6.04.1, PFDS, it is to recall, has many channels for distribution

of food. They consist of statutory rationing in 5 areas, modified
rati: uing, priority groups, food-for-works, ~ulnerable group feeding,
open market operation and free sales and lastly, relief, They may be
grouped into two classes, depénding on price consideration, into
monetized channels and non-monetized channels., Because of the
variation in pricing mechanism, any subsidy that PFDS bears and
therefore beneflt there of are differentially distributed among the
recipients of 'food through the different channels of PFDS This
chapter'prlmarlly looks into this distributive aspect of PFDS and
ts impact on nutrition., The main objective is to arrive at an
estimate of subsidy from the' point of economic definition of subsidy
vis-a-vis the earlier estimates which concerned with budget subsidy
and 'its rationalization from efficiency of operation and market
opportunities from purchasers' point of view,
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6.04.2. Keeping these two.objectives in view, namely, distribution

of subsidy benefit by channels and income groups of households and
estimation of economic subsidy, a household survey was carried out

to a limited extent. In all 2019 households were surveyed in SR and
20 MR areas and on the basis of data so collecled the PFDS. is assess-
ed here from the points of the two objectives mentioned above, Dhaka
City and Khulna City were surveycd as part of SR areas whereas four
rural villages and one thana headquarter village from each division
were surveyed as part of SR area,

Samples were drawn proportionately from Posh area, Mid-income area
and low income area, Distribution of sample households are giwen

below:
Number of household drawn from

Iype of area Posh Arga Mid-Income Low~Encome Tptal
SR _Area

Dhaka City 27 641 473 1141

Khulna City 52 1 160 125 337

MR _Area

Chittagong Divn, 89 L9 17 154

Dhaka Divn, 72 39 15 . 126

Khulna Divn, 57 33 10 100

- - $,

Rajshahi Divn, 91 . 50 20 ~~ 161

6.04¢3, Distribution of PFDS! Food by Income Groups:
Based on data:collected through the househnld survey income=-wilse
distribution of PFDS by channels is presenced in Table : VI - 1,

Table : VI - 1
ACCESS TO PFDS BY INCOME GROUPS
Income Grou Channels ___1No Total
(monthly)Tkt SR EP OP I LEI MR [ VGF ! FWP laccess } Nos,
] 12 b b 2. 6 Z 8 9 10
000~499 - 2 - 1 33 2 3 23 64
" (3.1) (1.6) (51461 (3.1) (4.7) (35.9) (100)

5001 167 5 113 111 2 78 634 1011
499 (16,5) (%) (,1) (1.3(11.0: (,2) (7.7) (62,7) (100)

Table:VI-1 contd P
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Table : VI=1 (contd.,.)

1~12}3}4!5J6J7181£]10
1500 =3999 313 2 L - 351 765
e (A969)(%5)(.5) (,4) (1233 (N4_L(ug 9)(1go)
£000-5999 L 2 -
55 §999 Lgég) (5.2)(aga) (26;9) (2442) ( oo
- (14426) (829) (829~ " (He (B
10000-19999 ~ & - - - 1 - - 13 20
.(30.0) (5,0) (65,0) (100)
20000 + ' 6 - - - 1 - - 3 10
' (60,0) _L10LQ) (30,0) (1oo)
Total : 55 12 12 1 90 1068 2019

7 7 4
(27,6) (.6) (.6) (,8) L1218) (2) (4 5) _(52,9) (100)

Note: Figures in parenthesis are row percentages,

The above table shows that (i) in the sample area 52,% of the house-
holds do not have any access to PFDS, (ii) over half of the popula-
tion sample falling in the income range of 0-1499 taka had only
limited access to PFDS and 70% of them received no food under PFDS ,
(iii) in contrast, proportion of households earning more than
Tko1500 a month receiving food under PFDS was %6, (iv) density of
household receiving food under PFDS is the higiest in the middle
1ncome groups between Tk.1500 and Tk.,9999 a mcath - the proportion
of such households receiving food being 586, (v) in the highest inw=
come group the access to PFDS is also high, :nd (vi) though the
access to PFDS significantly varies among th> various income groups,
it is to be also recognised that houscholds receiving food under PFDS
are largely concentrated in the income grouns between Tk,500 and
Tke3999; out of the 1158 households (60% of total sample), receiving
food 704 households or 60% of recipient hotseholds were in this
income groups, Thus, PFDS shows a definite bias in favour of higher
income classes, Out of 577 households recciving food under SR, for
example, 480 households (8%%) were in thesec groups, The table also
shows that SR is the most dominant channel of distribution of PFDS
food; it accounted for over 50% of houscholds receiving food,
followed by MR (23%); therefore, subsidy on food is mainly accounted
by SR and MR, depending on pricing of food distributed through
different channels.
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6.04.4s The households covered by the sample survey were also pooled
into two groups - urban and rural in order to identify their shafe in
the benefit of food subsidy., Urban and rural break-up of PFDS are
shown in Table : VI - 2,
Table : VI - 2
ACCESS TO PFDS IN URBAN AND RURAL AREAS BY INCOME GROUPS

ccess to ) (I) Household Access to PFDS -~ Urban
PFDS o
Income ! SR EP oP LEI MR VGF ‘1 Total

Group(mmf\\g access

@ ae 8 et ot ot et

1 i 2 1 < L 5 6 7 8 9
000-499 - 2 - 1 - - 18 21
(915) (4,8) (85,7) (u%?
500-1499 167 - 13 - - 591 77
(21L5) C 6) (1) (76,2) (1000
1500~3999 313 - 3 - - 2L0 557
- (56.2) (,21, (D) 1. (u3,1)  (100)
1,000~5999 4O - - - - - 21 61
; (65.6) i & 3 (3&-0’-&) (LOQ)
6000-9999~ 25 - - - - - 10 35
(71.0) , (29) __(100)
10000-19999 6 - - - - - 13 19
(32,0) (68) (JOO)
20000 + 6 - - - - - 3
. (67.0) ) (33) (1Q91,
Total : 557 8 - 17 - - 1478
(37.7)_(.5) (1.2) o (6QA§) (100)

(II) Household Access 10 Erbls = Rural .
SR ED 03 IEL 1 MR VGF T TP ] No access ] Total
2 2 b 2..1..8 ya 8 9

- 23 2 3 ) L3
(76,7)  (4.7) 12,00  (11.6) (100)

—

- - - - 1. 2 78 43 234
(U472.4) (.9 (33,3) (18,4) (100)
- 1 L - 83 - 9 111 208
(w2 (149 39,9 (Le3)  (53.4) (100)
- - 25 - - 2 33
(12,11 (6.1) (2%.7) (6,1) (100)
- - 5 - 5 - - 11 21.
(23.8) (23.8) (52,4) (IOO)
- [ - - 1 - - -
(100) (I;LD_,
: (100) (199)
- 5011 - 259 4 90 172 S5k
o (2) (472.9) . 7. (16,6) (31.8) (100)
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In the urban area (i) 39,4% have access to PFDS and 60.6% have "no
access to PFDS", (ii) 85,7% of ‘the households in the lowest income
group, Tk,000-499, have no access to PFDS and (iii) medium income
households of income group Tk.4000-~5999 and 6000-9999 have higher
access to PFDS - 65,6% and 71% respectively, Main channel of access
to PFDS in urban areas is SR; 9% of the urban households having
access to PFDS were accounted by SR. In the sample urban areas no
MR, VGF and OP card holders were found,

In rural areas (i) 31.8% have no access to PFDS, (ii) highest per-
centage (53.,4%) of the households who have "no access to PFDS" falls
in the income group Tk.1500-3999 and lowest percentage (6,1%) in the
income group Tk,4000-5999. In the rural areas MR accounted for about
92% of the households having access to PFDS. VGF covered only 0,7%
of all rural households and loss than 2% of households having access
to PFDS, The two priority groups covered only 3.4% of households
receiving food under PFDS, It is found that though MR is intended
for poor households in the rural areas only 1% of the recipient
households fell in the lowest income group (Tk., 0-499) ; however, they
accounted for & of the rural households, It appears that there is
significant denial (15 to 70%) of PFDS! food to the poorest house-
holds; this could however due to lack of purchasing power to afford
food under MR, I'f it were 80, it will also m:an very limited cover-
age of VGF as the number of households (5) dcnied of PFDS! benefit
was 2,5 times as large as the number coverec by the VGF programme,
1646% o1 the sample households have access “o FWP. Households of
income groub 500~1499 are highest beneficirry (33.3%) . MR intended
for poor families, was more directed towards the families in the
income range between Tk,500 to Tk.1499 a month; three-fourths of the
households enjoying MR fall in this income range., One therefore,
finds a close correspondence between MR and SR from the point of
households income groups. In case of SR’ this group accounted for

88% of households having access to this channel of PFDS, This con~
firms the view that PFDS serves mainly "the middle class households
in both urban and rural areag,
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6,05, QUANTITY RECEIVED BY HOUSEHOLDS:

6.05.1, While the above section looks at the accessability of house-
holds, in this section a closer look is taken at PFDS from the point
of quantity of food received by households of different income levels.
As SR and MR are the dominant sources of food for urban and rural
households respectively under PFDS it may be recalled (Chapter II)
that of the total food distributed under PFDS in 1984/85, 9,51% was
accounted by SR and another 15,8 by MR, while PFDS as a whole acco-
unted for about 30% of the national food budget., Even at this low
level of PFDS' operation it could still have differential imract on
nutrition and welfare of households in different income groups;
therefore the household survey also collected data on food consump-
tion by different income groups and its sources, There are 3 sources
a household may have to meet its food consumption need, namely, i
family farms, market and PFDS., Table : VI -~ 3 below shows the source-
wise consumption of food by different jucome groups, both at nation-
21 level and urban-rural level,

Table : VI = 3 !

MONTHLY PER HOUSEHOLD CONSUMPTION OF RICE AND
WHEAT BY SQURCE OF SUPPLY AND BY INCOME GROUP

( (a) National

) (Onty, in Maund)
heat

(19,8) (74,0) (8.1) (160)

VI -

Source of Rice
Supply Pro- Market Ration| Total Pro»AIMarket Ration | Total
Income duct duc:
Group .
] 2 3 L 5 6 d 8 9
000-499 O 09 0.76 0,0 0,0 0.3 O 16 0,5
(0,63 (80,9 (9. __LlQQlu_Li, __L. 4 0.2) (100
500-1499 0,16 1,10 0,03 1.29 09 36 0449
‘ (1244) (85,3) (2,3) _ (100) us )_(7%,5) (8.2) (100)
1500-3999 0.29 1,04 0,04 1,37 0,0 0,26 0,08 0,37
. ' (1 2,9 (20 (8, (20.3) (al*é) (100)
4000-5999 0,26 1,06 0,13 1,45 0,06 0.17 0,13 0,36
(12,9) (73,1 (9.0 (100} (16. 6 Q0
6000-9999 0.24 1,08° 0,05 1,37 0> 0, 1 0.3
. (17 5) (78 8) (3.7) (100) (13 9) (50 0) (36 1) (100)
10000-19999 0,46 0,88  0.11 Te45 - 0,21 0,15 .36
(31.7) (60,7) (7,6) (100) (58,3) (4]
20000 + g.}g 8.89 0.11 1682 - g 2& O6 0 33
Total : 0.26 0,97 0.0% 131 0,05 0.25 O, 12 0, 42

\1119) (59,5) (28,6) (1002

8
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Table : VI « 3 contd,.,

‘\jiéEffﬁ‘ff'supply TOTAL
Income group —~—_ Product Market Ration Total
i 10 11 12 13
000 -~ 499 0.12 .10 0,25 1e47
j (84.2) (74 8) (17.0)  (100)
500 --1499 0,25 1446 1 0,07 1478
(14,0) (82,9) (3 9) . ng)
4000~-5999 0.32 1 23 0.26 1.81
(1217) (6&}8) (14,3) (100)
6000~9999 0,29 1.26 0.18 173
(J6,§) (72 8) (10,4) (1.00)
10000~19999 0,46 .09 0,26~ 1.8]
(25 L) £6ola) (141 (100)
20000 + 0,32 ol 0,20 ‘?
(19.4) (66.7) (13.9). _LL,Q
Total & . 0,31 1,22 0,20 1.75

. (129 (20.5) (11,6) {100)

Note: Figures within brackets are the percentages,

At the national level only 6.,1% of the consumrtion of rice is met
from PFDS; 19.8% from production and 74 0% from market. In case of
wheat 28.6A is met from PFDS; 11,0% from production and 59,5 from
market., As expected, the population sample taat is most dependent

on PFDS for food is the poorest group (Tk.0-499), but here also

9.6% of consumption of rice is accounted by I'FDS. However, since

rice accounts for 13y only of PFDS food, the dependence of poor
families is neglected in wheat, where 30% of wheat consumption is
supplied by PFDS. Population of income group 500-1499 consume least
percentage of rice (2,34) from PFDS and those of income group 000-499
and 4000-5999 consume highest percentage of 9.6% and 9.0% respectively.
In case of wheat the same income group 500-1499 consume least (8e2%)
from PFDS and the income group 10000-19999 most (41.7%) from PFDS .
When rice and wheat pooled together it shows that 11.6% are met

from PFDS 70.%% from market-and 17, % from own production, Popula-
tion of income group (500~1499) is the least (3.9) beneficiary and
income. group 4000-5999 and 10000—19999 are the highest (14, 46) bene~
ficiaries of PFD§,
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Table : VI -~ 3

MONTHLY PER HOUSEHOLD CONSUMPTION OF RICE AND
WHEAT BY SOURCE OF SUPPLY AND BY INCOME GROUP

(b) Urban Area

(Qnty, in Maund).

‘Segagglgﬂm‘ Rice Wheat
Pro- Market | Ratiorn} Total | Pro~ Market Ration| Total
énggTe duct duct h i
1 2 3 L ) 6 7 8 9
000-499 - 0.19 0,68 - 0,05 0.3 0,38
(71 1) (27.9) (100) (13.2) (865 8) (1oo)
500-1499 - .18 0,05 1.23 - O.42 0,08
L95 Q) (4,13 (100 (8l ). (16.0) (100)
1500~3999 - 1.01 0.08 1209 - 0,20 0,16 0,36
— (92 0 (55 OO
4000~5999 - .09 .35 - 0,07 0.,25 0,32
(80 7) (19 3) (100) (21.9) (78,1) (100)
6000-~9999 - 15 0.09 1624 - 0,11 0,27 0.58
(92L7) (741) (100) (28 9) (721
10000-19999 ~ 1,07 0,22 1.29 - 0,30 0.4
(@.9) {171 Uool 1:2_21*6) (713k) (100)
20000 + - 1¢15 0.23% 1e - 0,17 0.25 O.42
(83,3) (16,7) Uoo) (40 100
Note: Fitures within bracket are the percentages,
Source Of Supply TOTAL i
Income group ‘ Product Market Ration _Total
_ 210 11 12 15
000-499 - 0454 0,52 1,06
: (50,9 (49L1). (150)
500-~1499 - 1,60 0.13 h.??
' - ! (95&5) (7249) (100
15003999 o, - 1,21 0.2 1045
— (83.4) (léltl (100)
L000-5999 . - 1416 0,51 167
, S (69,9) __ (30,5)  (100)
6000-9999 " - 1.26 0.36 1..62
‘ i (727.8) (22,2) (1_9)
10000~19999 I 1,19 0,52 1471
s (69461, (39,59 (100)
20000 + . - 1432 0,48 1,80
. ' (75.3)  (26,7)  (100)
TOtal H - - 1.]8 0.39 105?
(75,2) ____ (248) (100)
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In urban areas PFDS has a greater share of food consumption, 13,6%
of rice and 59,0% of wheat consumption being met from PFDS, It means
that urban people receive highest proportion of wheat for consumptio
from PFDS. In urban area also population of low income groups Tk,500.
1499 (slum dweller) enjoys less suvpport from PFDS in respect of both
rice and wheat. Population in income group of Tk,4000-5999 (middle
class) are the highest beneficiaries of PFDS, It is also observed
that 30,56 of the overall requirement are met from ration and 69,%%
from market., Urban people generally do not consume rice and wheat
from own product, In ﬁrban area income group 500-1999 is the lowest
(7.5%) beneficiary and of 4000-5999 and 10000-19999 are the highest
(30,3%) beneficiaries of PFDS.

Table : VI =*3

MONTHLY PER HOUSEHOLD CONSUMPTION OF RICE AND
WHEAT BY SQURCE OF SUPPLY AND BY INCOME GROUP

(¢) Rural Area

(9nty, in Maund)

Source of . ‘
Supply Rice VWlheat

Pro- Market .[Ration [Total | Pro- Market Ration{ Total

Income duct duct

group e

1 2 3 L 5 6 7 8 9

000-499 0,18 1.02 - 20 0,06  0.64 - 0,70
(15,0) (85,0) Uoo) (81 ,)_ (QLQLLL (100)

500~1499 0.31 1,02 - 1433 0,29 0,01 0,49
(2373) (76.7) (100) (58 &L (59,2) (2.0 (100)

1500~3999 0,55 1,03 0,08 1,66 0,05 0.31 - 0,36
(33,1) (6__._) (4,8)  (100) (1-,9) L8@) (1.00)

4000-5999 0,52 .03 - 1,55 0,12 0,26 0,02 0440
(33,5) (66.5) (100) (104@165.0) (5,0) (100)

6000-9999 Oty 0496 0,08 1,48 0,10 0,26 - 0,36
L29.7) (6L1L9) (Sel)  (100)  (27,.8) (72,2) (100)
(57.0) (42 6) (100) (90, (10)___ (100)

20000 + 0,65 2 - 1.29 - 0.25 - 0,25
(50.4) @9 ) (100) (100) (100)

Total : 0,51 0,91 0,02 144 0,11 0,33 0,01 0445
(35.4) (63.2) (1,4 (100) (2 2,2 100

Note: Figures within brackets are the p.rcentages.
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Table : VI-3 contd,..

ource of Supply TOTAL
Income group Product Market Ration Total
‘ ] o

10 11 12 13
000-499 0.24 1..66 - 1,90
(12,1)  (87.4) (100)
500-1499 0,50 1¢31 0.01 1.82
(27,5) (72,0) (0,5) (100)
1500-~3999 0.60 1e34 0,08 2,02
(29.7) (66,3) (4.0) (100)
4000-5999 ) 0,64 1,29 0,02 1495
(32 8) (66.2) (1.,0) ( 100)
6000~9999 0.54 1,22 0.08 1.84
(29.3) (66,3) (4.3) ( 100)
10000~19999 0i95 0.96 0.03 1.92
(48.4) {50.0) (1.6) (100)
20000 + 065 0.89 - 1654
(42.2) (57.8) ( 100).
Total : 0.62 1.22 0,0 1,89
(32.8) (69,6) (1.6 (100}

Note: Figures within brackets are the percenlages,

Only 1.6% of rural requircment is met from PFDS. Sample population
of rural area purchase 65,6% of their consumption requirpment from
merket and 32,8 from own product,

6.05,2., Monthly per household consumption of rice and wheat by

source of supply and by broad bocio—eponomic‘classéé is shown in

Table : VI -« 4 below:
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Table : VI - 4

MONTHLY PER HOUSEHOLD CONSUMPTION OF RICE AND WHEAT BY
SOURCES @QF SUPPLY AND BY BROAD SOCIQ-ECONOMIC CLASSES

¢l = IA

- (Quantity in Maund) -
Sourcse Ofl Rice ) Wheat Rlce and Wheat
Socio- UPPLy gig; Market §Ration Total | Pro- gMarket ration § Total § Pro- Market ,'Ratlon‘ Total
Economic Clas duct duct |} H
= 1 2 UL 5 T 6 7 1 8 9 101 11} 12 13
1 .,Dhaka SR Area
POS’I Area - 1-.02 3 .05 1'07 -, 012 02? '39 : -. ] l]'ﬁ- 0032 1 .’+6
{(95) (5 __ (100) (31) (69 (100} -1 (7811) (21 100
Mid-tncome céia (5;93)6 Gy ey T 4'1? (35 ('39) (iom (38 1,222 4092,8) 1605
O; 14 9 100 1.4 7 100
Low-Income - 1009 »02 1el1 - .28 .02 .30 -"‘ 037 .OZ ( .LI-)‘I
(98) (2) (100) (93)  7) (100) (97.2) (2.8) ( 1 00)
IT. Khulna SR Area
Posh Area - 096.. 027 1 -23 - 0]5 023 038 - ol .30 1 .6]
(78 (22 100 (39 (61) (10D (68 9 (31.1) (100)
Mid-Income - <96 07 1.0 - 22 .20 o442 - 1.18 27 L5
(93) (D (100 (52)_ (48)  (100) (81;&1,(18 6) (100)
Low~Incom2 - 1.18 003 102] - 03? .OL{- o’-l-] - 055 007 1 62.
_ (28) (& (100) (90) _(10) (100) (95 100
III.Thana H/Q
Posh Area .39 094 001 1 034 .1 1 019 002 032 050 1 015 003 1 .66
_ (29) (70) (1) (100) (31 (59 (&) (100) _ (30.1) (38.1) (1 ,§) (100)
Mid-Income 020 1.]4 «01 1-35 005 022 - .27 .25 1 3 1.62
(15) (84 (1 (100 (19 (81) (100)  (15.4) (84,0) ( 6_1 (100)
Low-Income (ég)? Zéig) - (1.(2)')7 - ( .1)9 - «19 .0,07 1,39 - 1.46
10! 100 100 . .
IV, Rural Area cc ¢ ) (4 & (95 2 (100)
Posh Area 1.05 001 - ]0 .OLI- 030 - .34 1.09 s 1 - 2.
i (63 (37) (100) (12) (88) (100) (5L,5) (45?5) ( 108?
Mid-Income 63 1,06 - 1.69 <03 18 - 21  0.66 1.24 - 1.90
(37) _ (63) (100) (1) (86) (100) (34,7) (65,3 (100)
Low-InCOme o]ll- 1.17 - ,1.31 .O] .30 - .31 O 15 1047 - ] 62
(1) (89) (100) _ (3) (97) (100) 19.52 ggo,z) (100)
V.0verall:Posh Area 0,36 0,88 LO8 1.32 <Ol 19 .07 30 0440 1,07 O 15 1,62
(273 (67) 6) __(100) (13) (63} (23) (i00) (2h.7) (6e.0) (o 160
Mid-Income 0,21 1.03 <03 1.27 02 «20 o1l 33 0,23 1423 O 4 - 4)
(17) (81 (& (100 (3) (61) (35 (100) (14.h) (76 100
Low-Income ,05 1.16 o Q1 1.22 <01 28 .02 31 06 1.ul Q3 .53
(L) (9% (D (100) (B (90 (&) (15D (3 ,(2'0) (1687



The table shows greater access of posh and middle income areas to
I¥DS., In Dhaka SR area low income reople receive only 2% of the rice
consumed from ration as against 9% for Posh area and mid-income area
people., In respect of wheat posh area peuple receive highest percen~
tage (6%%) and the low income people lowest percentage (7%) from
ration, When rice and wheat pulled together it shows that slum dwel-
lers receive only 2.,8% of their demand from ration as against 19.7%
by mid-income people and 21,%% by posh area people. 97.2% of the
demand of poor people are met from market.

In Khulna SR area slso the consumption . behaviour is same as Dhaka
SR area, with greater share of Posh area in PFDS' food.

Thana Headquarters and rural population receive negligible percentage
of rice and wheat from PFDS, In general, Posh arca people consume mor
rice supplied from PFDS as against least by the poor., In case of whe-
at, thg mid-income people eat more (3%) and lc'v income people the
least,

6+05.3+ Economic behaviour of sample populatnon can he seen from
Table : VI = 5 placed below:
Table : VI - 5

ECONOMIC BEHAVIOUR BY BROAI' SOCIO~,
BCONOMIC CLASS AND BY SOURCE OF SUPPLY

L (Consumption .n Maugdz
osource of Per household consumptlon I'er household consumption

s Supply of rice of wheat

0Cio~ Frodu- A Produ .

Eeonomio Clasdction Market Ration{ Total ctionﬁMarket ation! Total
L 2 3 L 2 6 Wi 8 9

Posh Area 0359 088L|- 008 1 0326 0035 ol 88 0074 0297
(300) _ (352) (2zo§ (308) (160 (180) (179 (1722)
Mid-Income 0.210 1,02 «032  1.271 ,L018 ,199 ,106 323

Area (280) _(320) (270) (290) (150) (160) (175) (16%)
Low=Income 052 1,158  ,012 1,222 Q.01  .28L 308
Area (260) (280) (2720) _ (270). (180) (150) C175) (160)
Overall 0,30 1,03 0,05 1,38 0,02 0,22 0,09 0.33

(280) (318 _(270) (290" _(15L) (163) (175) (165)
Footnote: Figures within brackets are th: prices per maund,
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The above table shows that Posh area people pay more for unit price
of rice as compared to Mid-income people who also pay more as CONi=
pared to low income people. Per household consumption of rice is
highest in Mid-Income household and lowest in low income household
whereas for wheat it is highest for Posh Area people and lowest for
low income people. High and Medium income people pay more for unit
price of wheat as compared to low income people, This may probably
be due to preference of rich towards quality grain and the poor
towards comparative advantage of prices,

\

6405.44s Difference of consumption behaviour of different occﬁpational

households can be seen from the following table:
Source of Mt_h_ly_c_q_n_&_li__mn in Maund
income Rice Wheat
Salaried 1.01 . 0.18
Farming 0.69 0,10
usiness 085 0.15
Industry 0,22 0.(b
Rented 0427 0419
Other 0,01 0 44
Average 0.68 C.16

Source: Survey results by the Consultaut,

6405.5. As per Household Expenditure Survey of Bangladesh Bureau of
Statistics per household availability of rice 1is 1,81 maunds and
wheat is 0,35 maunds as against 1,36 maunds and 0,33 maunds rese
pectively observed in the above survey,

6.05.6. ImpAct. of PFDS on nutritional status can be seen from
Table : VI « 6 placed below:
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Table : VI =~ 6
IMPACT OF PFDS ON NUTRITIONAL STATUS BY INCOME GROUP

(Figures within brackets are the gercen-
~and outside are the househ

to P%ﬁgg

)

Income Access . 0 Access to PFDS
a Adult Children Adult Children
roup ‘0od T AV, Poor Good | Av, Poor Bood ! Av. Poor Bood | AV, Poor
1 2 3 L 5 b 7 8 9 10 1.1 12113
000-499 9 20 10 18 17 6 1 10 6 - 9 3
(23) (51) (26) (44) (42). (15) (6) (59) (35) (75) (25)
500~1499 29 147 14, 29 136 16 53 416 L2 32 410 48
(15) (77) (7) (16) (?75) (9) (10) (81) (8) (&) (8L (10)
1500-3999 ‘95 229 13 77 235 15 72 318 13 51 301 19
(28) (68) (4) (24) (72) (5) (18) (79) (3) (14 (81) (5)
4000~5999 49 70 5 37 80 1 28 56 L 23 59 8
7 (40) (56) (&) (68) (1) (32) (64) (&)Y (4). (26) (65) (9)
6000-9999 33 76 L 29 67 8 23 39 1 20 34 2
(29) (67) (4) (28) (64) (8) (36) (ﬁa) (2) (36) (61) (&)
10008~ 25 27 5 23 26 3 13 29 - 8 18 1
19999 (&) (47) (7)) (4L) (50) (B) (31) (69) (30) (67) ' (4)
20000 + 17 10 2 13 14 1 7 2 - 1.0 3 -
(59) (35) (7) (46) (50) (&) (78) (=22) (77) (23)
Total : 257 579 53 226 575 50 197 870 66 144 834 81
(29) (65) (6) (26) (68) (&) (17 (?7) (6) (14) €79). (8 )

In assessing the nutritional aspect for the beneficiaries of the

PFDS an attempt was made to find out the lirkage, if any, between

the recipients of foodgrains on ration (under any category) and their

general nutritional aspect, It is, however, a difficult problem to
identify the nutritional aspect only on visual experience, for the
people with poor health may also be due to worm infestation or any

other wasting diseases, During the survey on-the-spot identification

wee made in this resyeqt based mainly on general appearance of the

person concerned, These were categorised under three broad classifi-

cation - good health, average health and poor health., In doing sd

the available members of the particular household were summoned dur=-
ing the survey and a gross idea was form.d thus, by the investigators,
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The above table shows that among adults who have access to PFDS have
better health as compared to who do not have. This is also true for
children, More adults and children who do not have access to PFDS
have “average health" than who do have access to PFDS', Impact of
PrDS is more adverse to children who have no access to PFDS.

6.05.7. The impact of PFDS on nutritional status of SR area and
rural area people can be seen from the Table ; VI - 7 below:

Table : VI -~ 7

“IMPACT OF PFDS ON NUTRITIONAL STATUS
BY BROAD SOCIQO -~ ECONOMIC CLASS

(Figures, within brackets are the
percentage of household)

Socio- Access to PFDS. No Access to PFDS
Economic Adult Children Adult ! Ch% dren
Class Good | Av, fPoor IGood | Av, JPoor Good | Av, Poor jGood ] Av, Poor
1 2 3 L 5 6 7.1 8 9 110 I'11 12 11
Dhaka SR
Posh Area 16 8 - 15 8 1 3 - - 2 1 -
(59) (30) (56) (30) (4) (15) (7 (B

Mid-Income 143 241 17 121, 240 8 77 157 6 61 151 6
(22) (38) (3 (19) (37) ' (1) (12) (24 (1) (10)(24) (1)
1
2

LoweI L 49 5 21 L 53 341 25 23 323 4
I D T @ D Uy (h Ty By D (B & (1

Khulna SR
Posh Area 13 20 1 13 20 - 6 12 - 3 16 -
(25) (39) (2) (25) (39) (12) (23) (6) (31)

Mid-I 13 72 2 12 64 3 19 L9 5 20 54 - 5
@ G (D (B G D) (d GN DG @D (B

Lows=I m 0 25 3 18 2 c. 65 20 92
ov-treone 1B (3% (3 an 3 G G GO G 9 9

Thana H/Q

Posh Area - - - -

6 7 5 7 4 3 2 6
(30) (35) (2%) (35) (20) (19). ¢10) (30)
M4d=L 10 19 1 10 1 6

A=ERCONE 25y (4B) 33 2 & ad a3 (1 (29 (B)

6 17 2 8 22 6
(10) (28) (%) (g) (48) (g) (13) (57) (\%) (g) (%g)‘ (10)

Low=Income

Table ¢ VI =7 contdeees
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Table : VI

- 7 (contd,.)

IMPACT OF PFDS ON NUTRITIONAL STATUS
BY BROAD SOCIO - ECONOMIC CLASS

(Figures within brackets are the
percentage of household)

Socio- Access to PFDS No Access to PFDS
gionomic : dﬁé:lt — Cgi Eren - ﬁdgﬁt Ch%ldggg
ass 00 v, 001G o0 V. P00or Boo Ve PPoor Good § Av, Poor
] P I T - O B B S 110 111 112 113
Rural Area
Posh Area 7 17 - 6. 17 1 Lo 14 L 14 -
(1?7) (1) (1) (41)  (2) (10) (33) (10) (33)
Mid-Income 15 4l > 15 45 L 10 49 8 10 54 3
(12) (34) (&) (17) (3L) (3) (8) (37) (6) (8) (41) (2)
Low-Income 18 91 18 91 88 18 9 107 8 9 95 16
(7)(36) (?) (8) (35 (7) (&) (43) (30) (L) (38) (6)
Sample Area . .
Posh Area 42 52 1 39 52 2 17 29 - 1N 37 -
(30) (37) (1) (28) (37) (1) (12) (c1) (8) (26)
Mid~Income]87 376 24 161 359 16 112 250 19 95 268 17
(19) (39) (2 (17) (37) (2) (12) (27) (2) (10) (28) (2)
Low-Income 38 182 26 27 151 27 74 535 56 L1 529 78
(&), (20) (3) L2) (17) (2 (8)*i{59) {(6) (5). (58) . (9)

The above tables shows that in Posh and Mid-income areas both the
adults and-children who have acces to PFDS l.ave better health as
compared to those who do not have access to PFDS. In low income
group the situation is reverse. In SR area ooth the adults and chil-
dren of Posh sub-area have better health. -n Dhaka SR area

adults and children of mid-income sub-are: behave in the same way
but in Khulna SR area the performance is ceverse, For low income
sub-area adults and children who have "no access to PFDS" have better
health than who have access to PFDS but in Khulna SR area it is true
for children only. In rural areas both the adults and children who
have access Lo PFDS better nutritional status than those who do not
have access to PFDS,
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6.05.8. Current status of ration entitlement and lifting can be seen
from Table : VI - 8 placed below:

Table : VI - 8

RATION ENTITLEMENT AND LIFTING BY CHANNELS
FOR BROAD SOCIO - ECONOMIC CLASSES

(Figures within brackets are the percentage)

, # Weeks . Rice (4nty, in q?.)
Channels Ent. | Lifted 1?gi332 Ent. |Lifted |~ L1558
1 2 3 L 5 6 7
SR 2256 1780 21 42,77 19.55 o4
LET 72 68 6 17.87 0.89 95
EP 20 20 0 0.63 o 37 L
OP 16 12 25 2.7 .03 89
MR 2L, 14 L2 2,37 0.75 68
VGF 20 16 20 3,92 2426 L2
Wheat (Qty. ﬁn/gg.) ReasonB - e
o . % Less | No price a Tong ant o
Ent., Lifted iftin diffgrence quality: que money Others
&) 9 10 11 12 13 14 12
131.25 00,03 2l 155 264 8 3 _6
(27) (46) (1) («5) (1)
L|'001 3-18 21 5 13 - nd -
(33) (87)
119 0,31 4 - - - - -
3.89 1 .16 70 1‘ ': - - -
88411 2,02 98 37 50 6 L1 1
(@) (36) (B (29 (46)
% - - 2 1 - - -
(40) (.20)

The above table shows that in SR area card holders do not 1ift the
ration in 21% weeks. In terms of week percentage of less lifting is
highest in MR area (42%) and lowest in LI, EP card holders 1ift
weekly ration in 100% cases which is prooably due to higher price
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differentials. The main common reason for less 1ifting in SR (46%) ,

MR (36%) and LEI (87%) areas is bad quality of ration commodities,
Another important reason is "no price difference"., The reason “want
of money" 1is predominant in MR area only. In case of VGF and OP area
the main reason for less lifting is "no price difference', In case

of SR, LEI, OP and VGF less lifting is dominant for rice and in case
of EP and MR it is dominant for wheat, In SR and LEI area card holders
iift maximum wheat probably because of easy availability of good
quality even though the ration price is higher than market price in
some areas,

6405,9, Impact of Rationing on the Public

. Sector - Subsidy & Compensation:
Chapter II and III discussed distribution of subsidy by channelec of

food distribution and urban and rural areas, In this section distri-
bution of subsidy by public and private sectors is discussed, Since
supply of subsidized food to public sector empl.oyees constitutes a
compensation in kind for services rendered, it has obvious implica-
tion for public sector compensation policy; that is, withdrawal of
subsidized food will need to be compensated by enhancement of cash
salary of the public sector employees. In detcrmining cash compensa~
tion few theoretical issues need to be posed even if the amount of
food subsidy going to the public seetor employees is known., While
the subsidy estimate may be based on full cost to the government in
maintaining the PFDS, its implications for pablic sector compensation
policy may be different, First, required compensation may be differ-
ent from cash subsidy for, as the public se:tor employees will be
required to buy their food from the markets, price they will be
required to pay may be different from the full-cost price of PFDS.
Market price may be higher or lower at the time of withdrawal of
food subsidy. Secondly, with the withdrawal of food subsidy PFDS

may be required to sell food from its stock in order to avoid

' deterioration in competition with the markets; in such =a case, if,
market price is lower than the full cost of public sector's food,

the queestion of subsidy will reappear as one of trading loss; as a
result the overall cash position of the government may not improve,
What will be actual position will depend on the relative level of
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market price and full-cost price of PFDS, Therefore, in this section
the compensation is estimated on the basis of both full-cost and
market prices, while a higher compensation at market prices will
imply increased cost to government for compensation of public sector
employees, the reverse may not be true; that is, a lower market price
will mean just trading loss., However, since a part of food subsidy
also accrues to the private sector, withdrawal of subsidy may lead to
the improvement of government budget position, since there is no
immediate implication for compensation to private sector, except
probably for the very poor classes of the society, provided the ration
price is less than the market price, The third issue which is theore-
tically more involved is whether compensation should be fully allowed
by enhancement of cash salary of the public sector employees. The
question here is the standard economic question of price-compensated
variation of income. It has two facets: whether compensation to
public sector cmployees should be made as they face different market
prices so that (a) their consumption of food renains unchanged or

(b) their welfare remains unaffected, The issucs here are those of
income g ffect and substitution cffect of change in price of food for
the public sector employees. These issues invoive estimation of
income elasticity and pure substitution elasticity which has been
discussed in details later in Sec, 6,06 of this Chapter, Finally,

it must be recognized in considering compensation that a public
sector employee may have also family members earning income from
other than public sector employment or may have more than one member
dependent on public sector employment.

6.05.10, Estimation of food subsidy going into public sector has

been derived on the basis of channels supplying food to the Sector,
It is to recall that the various channels have been earlier classi-
fied into two broad classes as (i) monetized channels and (ii) none
monetized channels. The latter grouptonsisting of FWP, VGF and Relief
is addressed to people other than public sector employees while the
first group consists of channels coverin; either fully or partly
public sector employees. On the basis of such destination of food
supplied under PFDS, the classification f all the channels is

shown btelow:
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Table : VI = 9

DESTINATION OF FOOD BY CHANNELS
T0 PUBLIC & PRIVATE SECTORS

Wholly Wholly Public &
Channels Public Private Private
1 2 3 I
(A) Monetized
1e SR H X X _/
20 MR ;. X _/ X
54 EP . ¢ W4 X X
’-I-c OoP - H _/ X X\v
5, LEI ' X X v
3 . IRy
6. OMS 3 X /. X
(B) Non-Monetized ;
7. FWP - X .S
8. VGF , :- S )
9. Relief: 1 X Py ~

y J

On the basis of destination of food under PFDS ‘the estimation of
subsidy of food going to the public sectdr r2lates to the first 5
channels of the monetized group. From the above classification it
appears that the channels, EP and OP, are entirely servicing the
public sector while MR and OMS the private sector. The channels
which address both the public and private sectors are SR and LEI and
thus require apportionment of food subsidy going through these two
¢hannels between the public and private sectors. The exercise is
discussed below,

6.05.,11, Distribution of Subsidy under SR:

In 1984/85, an-amount of 264 thousand tons of food was distributed
through the SR in a total of 1648 thousand tons distributed through
all the 6 monetized channels and an amount of Tk,28.28 crores as
actual subsidy (cash) on account of SR in a total subsidy of
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Tk,210,56 crore for the monetized channels (vide Table II - 14,

p. II1-29); thus approximately 14% of the subsidy was incurred under
the SR system. The number of participants (card holders) in this
system are 33,22,950, distributed in both the public and private~
sectors, How many of these cards are held by public sector employees
are difficult to estimate in any direct way as these cards havé been
issued over such a long time that their identification on the basis
of application is no longer possible nor is realistic because the
nature of houschold might change over time; so the estimate was based
on a questionnaire to households for which a sampling survey of house-
holds in both urban and rural areas was carried out, The questionnaife
covered nature of employment and source of income of households, From
this survey the proportion of households dependent on public sector .
employment was estimated as follows:

-

Table : VI - 10
PERCENTAGE OF PUBLIC SECTOR CARD-HOLDING HOUSEHOLDS

Percentage of Card Holders
SR Areas Government I Semi-GOVE,/Autonomous Total
i 2 3 L
le Dhaka : 21416% 3600 2o 16%
2, Others : 2l 2% 21413 45.42%

‘

The above number may be compared to the results derived from the
municipal survey (unpublished) of BBS under the Agricultural Census
of 1984, According to this Survey the proportion of households depen-
dent on government service appears to be 29,3% in all municipal
areas of the country and 23.10% in the 4 metropolitan areas of
Dhaka-Narayanganj, Chittagong, Khulna and Rajshahi, Few observations
may be made on these two sets of data, First, the households survey
shows a lower concentration of official card hardholders in Dhaka
than in other SR arecas. Its reason is obvious for Dhaka has large
proportion of private households who had access to SR while in some:
new SR areas such as Khulna the system was restricted to public
employees after independence. Secondly, »n the same ground that
Dhaka has a large number of private houtcholds the proportion of
public sector employees as found under the municipal survey in 4
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metropoliten areae lies in between the lower value of’Dhaka and

AN

higher value for other SR areas as found in the Household Survej.

6 05.12 Utcing the Household Survey results as the proportion of_“
card holders and the total cards in all SR areas the number of’SR
card holdirg families in the public sector has been derived as .
follows:

Families Lards

it ;

1a Government” 1,48,738 1 8,82,933
2, Semi<Govt,/ 7L;’.QQ7' g1l 439
.-Autonomous Bodies , N
' o2 22.745 12,47,372

» assuming 5 6 members per family”

L

That is, 34% of the cards are held by households dependent on the
public sector. for their employment The geographlcal distribution
of SR cards :Ln the 5 SR areas is as follows: ‘

Table : VI .. 11
GEOGRAPHICAL~QJSTRIBUTION OF SR CARDS

P

. Areas Nos,
] < 2

1. (a) Dhaka . 20,12,89
(b) Narayangan} 2,52,473

2. Chittagong ' 4,70,401

3+ Khulna . 4453,709

4+ Rajshahi 1,50,481
5« Rangamati 52,930 .
35,72,950

.05.13. otal Public Sector Subsidy:

, On the basis of card held by the families dependent on public sector
| for their employment, 34% of the actual subsidy for SR or Tke10,46
ororOS are attributed to the public eector for SR. But this is only
a small part of the total subsidy enjoyed by the public sector
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employees and institutions as a whole, As'mentioneg earlier, the whole
of sﬁbsidy under EP and OP is incurred in running public sector esta-
blishments including hospitals and jails. However there is a receipt
of Tke17475 crores from EP category under Revenue Budget Head No,
34-Defence Raiceipts on account of food, as discussed elaborately under
Section 2,01.4 (Chapter-II), This means net subsidy to.EP is Tk.46.64
crore, With this adjustment public sector's subsidy falls. In addition,
it is estimated_that about two-thirds (63.4%) of subsidies on account
of L.E, channel are due to public sector enterprises. LEI card holding
private enterprises had 1,48,426 employees including transferred jute
mills against public sector's employment of 2,06,585 accordingly LEI
cards were distributed between the .private and public sectors. The
share of public sector in the total of monetized channel subsidy for

1984/85 is shown below:
Table ¢ VI -~ 12

SHARE OF PUBLIC SECTOR'S SUBSIDY
(Taka in Crore)

e Totee | e s | Fements

1. SR : 28,28 10.46 3u4%

2. Ep : 64.39 . 64,39 10086

3, Op : 41,65 41,65 : 100%

4. LEI : 5,38 341 63 %
139,70 11991 - 85 .5

5. MR : 49,52 - -

6. OMS : 1160 - -

7« F.M, : 9.74 - -

Total : " 210.56 119.91 57 « %%

* F.M, means flour mills; there is only one flour mill in the public
sector; hence its share is considered negligible,

It follows that out of the total subsidy of Tk.210.56 crores incur-

red in 1984/85, Tk.119.,91 or 57,0% was incurred for the public sector.

Since this subsidy was either incurred in running some government

establishment (e.g. hospitals/jails) or as payment in kind for public

sector employees, any withdrawal of such subsidy under food budget

will correspondingly lead to an increase of the cost of operation

of the government departments, '
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6.05.14, Exte 1t of Compensation: "

The extent of compensation to employees and increased cost of establi-
shments will Jdepend on the alternative, opportunity cost of meeting
their food deand. This may or may not be equal to the amount of food
subsidy, To clarify the point, an example is shown, If full-cost of
PFDS is, say, Tk,300/md., and ration price is Tk,250, subsidy is Tk,
50/md,; but as soon as subsidy is withdrawn employees will have a
choice to buy food from government dealers at full cost i.es Tk.300/md.
or buy from the open market, If open market price is, say, Tk.286/md.
then in order to meet his food need an employee will have to be compen-
sated by Tk.30/md, the difference between the ration price and market
price, not by the difference between the ration price and PFDS full-
cost, which is Tk,50/md. If however *he market price is Tk,320/md,, an
employee will have a cheaper alternative to meot hie food demand from
the governmentc dealers and the compensation should be Tk,50/md, The
qualitative difference between the open market and PFDS is not mater-
ial, since the employee had been buying food from the government dea-
ler, Thus the actual compensation to employees will depend on the market
opportunities, It must be reemphasized here that true (economic) subsi-
dy is the difference between market price and the PFDS price,

6405.15, In the following table the two estimates of subsidy, one on
actual cost of PFDS and the other on market price are shown for the

public sector,
Table : VI -~ 13

PUBLIC SECTOR'S FOOD SUBSIDY (198L/85) .
(Tk, in Crores)

uantity of Budget - Subsidy at av,
Channels %ood (Q_gg_tgnzJ Subsidy gaz&zngarket?price
1. SR : . 98 (68) 10.46 9.63
2, EP : 17 (73) 64,39 146491
5. OP : 390 (290) 41,65 D434
L, LEI : 40 (40) 3el41 0.25

Note: (1) Figures in parentheses are for wheat, (2) Budget subsidy
includes incidentals, (3) Retail market price of rice is Tk,8519 /ton
and wheat Tk,4822 /ton in SR and EP based on urban areas and for OP
Tk,7501 and 4126 respectively based on rural prices. (4) Since there
is a recovery of 17,75 crores under channel EP from the beneficiaries
arising from higher average prices charged, the actual subsidy both
budget (64,39 crores) and at market price subsidy (46.91 crores) will
be lower Wy the same amount (i.e4 17,75 crores),
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Thus, the e fective subsidy at market prices is substantially 1less.
than the budget subsidy - Tk.62.13 crores against Tk.119.91 crores "
or about 5Z. In other words if public sector employees are compen-
sated in ca:h for loss of subsidized food there will be net saving
of Tks57.78 crores.in budgetary resources. It is noticed that main
source of s.ving is OP, where, because of its ‘diffused charactor
there is be:ter opportunities to buy food cheaper directly from tae
market, It :.s also to note that there practically no saving on account
of EP as he.'e urban market prices have been talken into consideration
for compariion with ration prices, but here probably saving potential
may be exploited if purchases by users from local markets are
allowed,

6.06, ECONOMIC ANALYSIS:

6.06.1. Price and Income Elasticities:

In this section an analysis of consumer behaviour with respect to
prices of food and income is covered, The analysis uses econometric
method in estimating price and income elasticities and substitution
and income effects of price changes, The estimates are based on the
household expenditure survey carried out under the present study.
Households have been classified into 5 groups, namely,(1) low income
households having income from Tk.300 to 1500 = month; (2) medium
income households with income between Tk.1500 to 3000; and (3) high
income households with income more than Tk.3000 a month, The equa~
tion used for the estimation of price and income elasticities is:

log ¥ = a + p1 log X, * b2 log X5
where, Y = quantity of food; consumed in md ,/month
Xy= price of food per md.’i
X5= monthly household income in taka
1_ Price elasticity‘—
b2~ Income elast101ty
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Because of the double log transformation b1 and b2 are the price and
income elasticities respectively. Both elasticities have been estim~
ated for rice and wheat separately. The estimated equations for the
3 groups for rice and wheat are given below:

(1) Long Income Households:
(a) For rice : Log Y = 0,81185 - 0.99376 Xy * 0.60587 X5

(t values) (0.5518) (=1,5640)  (3.090)
(b) For Wheat : Log ¥ = 1.41518 - ,08701 X, = 0.47136 X5
(t values) (2.4799) (=3,1506) (2.4799)

(2) Medium Income Households:
(a) For Rice : log Y = 1,62913 - 0.71071 X1 + 0412235 X2

(t values) (1,0204) (=1.4231) (.3722)
(b) For Wheat : log Y = ,12008 - 0,01208 Xy = 0,06658 X,
(t values) (,0579) (-,0997) (=41087)

(3) High Income Households:
(a) For Rice : log Y = 1,13783 = 0,73617 X, + 0.285424 X5
(t values) (.6664) (~+88%0) (:2022)

(b) For Wheat : log Y = ,05308 ~ 0,01267 Xy = 0,01432 %,
(t values) (,0729) (=,3026) =0717)

Income Income Price

Groups elasticity (ba) elasticity (bll

) : . Rice Wheat Rice Wheat

1. Low Income : L6059 -,4714 -+9938 -+0870
2. Medium Income: ,1224 -, 0666 -,7107 -,0181
3. High Income : 2854 wy 0143 ~e7362  -,0127
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6.,06,2, One characteristics outcome of the above estimation is that
income elasticity of wheat for all the tkrece groups turn out to be
negative, i.e., an increase in incomc leads to a decline in consump-
tion of wheat. This clearly shows the prefcrence of Bangladeshi
households to rice. Given the cultural tradition and test of Bangla-
deshis this is in no way a starting revclation but it has very
significant implication for the management of PFDS since the larger
part of food distributed through PFDS consists of wheat rather than
rice., So if food price is raised including that of whcat a reduced
real income will affect wheat consumption differently from rice
consumption, It is to note that income elasticuty of rice is positive
i.e, a reduction in income will lead to reduction in rice consump-
tion. It is also to notice that income elasticity of wheat is rela=-
tively much large in case of low income households than it is with
medium and idrge income households; this mcans that an increase

in issue prices under PFDS will have greater affect on the 1st group
than on the other two groups in respeet of ricc and wheat consump-
tion, Generally it follows that an increase in price of food will
lead to higher consumptioﬁ’of wheat and reducea consumption of

rice.

6.,06,5. "ncome and Substitution Effects:

How a price increase will affect consumption of wheat and rice re-
quires a further analysis of consumer behaviour in terms of substi-
tution and income cffect since income elasticities for rice and
wheat have opposite sign. Knowledge of such éffect is important if
the nutrition level of the various income groups is to be protected,
So in addition to the estimation of sample price and income elasti-
cities of demand for food pure substltutlon elasticity pas also to
be estimated, For thlS estimation the follow1ng standard equatlon
has been uﬁgd

Elj = eij - E1Ki

where, Eij = Price .elasticity of demands’

- ei1j = Pure substitution elasticity
Ei = Income elasticity
Ki = Budget share of Commodity «di in the

total expendicure in all commodities.
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To estimate pure substitution olasticity from the above equation the
only element to be determined is the budget share as the other two
elasticities have already been estimated. Share of food budget of
rice and wheat for the 3 groups are:

Ingome Groups * Rice Wheat

(1) Low Income : 40, 17%% 5.5%%
(2) Medium Income : 28 ,98% 24.52%
(3) High Income : 18417% 1.88%

Inserting these values to their corresponding equations we get the
pure substitution elasticities for the 3 groups as follows:

Estimate el j

Rice Wheat
(1) Low Income ~-47504 -e1133
(2) Medium Income -o6752 ~-e013¢
(3) High Income -,6843 -.0130
RN T )

The estimated substitution elasticities show that the issue price
policy will have different impact on theconsumption of food cereals
by the 3 groups, particularly in case of wheat, Because of the
nutrition effect of any change in consunmption it is important to
examine the pure substitution elasticity closely with a little bit
of serious concern, It may be recalled that in case of low income
households price elasticity of rice is ~-0.,99378, close to about

- 13 that is a 1% increase in rice price will lead to about § 10%
decline in rice consumption, but the substitution elasticity being
~+7504 only (7.%%), only a quarter of the decline is accounted by
income effect, being relatively poorer now than before the increase
in rice price, With reduced income poor families will shift to
wheat consumption even if the relative prices of wheat and rice
remain same, It follows from the income effect that a 10% increase
in rice price implies about &5 decline iu income, The resulting
switch from rice to wheat will lead to a 3.8 (.4714 x 8%) increase
in wheat consumption, Taking the substitution effect of 10§ price
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increase in rice on its consumbption and its income effect on consump=
tion of wheat it appears that consumption of food cereal will decline
among the low income households as the cross-elasticity of substitu-
tion for rice to wheat appears to be quite high -~ a 10% increase in
rice price appears to lead to 17% increase in wheat for conpensating
variation, A 10% increase the rice price will require reduction in
rice consumption by 7.9 even if the poor households are to stay out
in their welfare, but that will require a 17% increase in wheat
consumption given their preferences; but actual increase is estimated
to be 2.8% only no compensating income yariation is adopted for the
poor families with increase in ration prices,

-

6.06.4., But the above conclusion is based on the assumption that
only issue price of rice is raised, In real situation however issue
prices of rice and wheat are raised, If along with rice price

wyeat price is also raised low income households will be under double
squeeze, A 10% increase in wheat price will also reduce consumption
of wheat though only marginally, by about 2%. Hence it follows an
nondiscriminatory price policy will hurt the low income households
quite significantly, taking simultaneous increafe-in.rice and wheat
prices, It is to be noted that for the estimate of price and income
elasticities t values for income elas’ .cities are quite large for
the low income groups,

6.06,5, Since for the other two groups income elasticity of wheat
is relatively low (t values also low) the evfect of an increase in
rice will be less pronounced than with the poor families, It is
also to note that the price elasticity for these two groups is
also relatively lower. Therefore, general increase in price will
affect the low income households more than the other two groups,

6.,06.6. In absence of compensating income transfer {e.g., VGF) an
increase in price will reduce for consumption, In other words, the
new price will not clear the market at a given supply level and
consequently such price is not the price that is relevant for
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calculation of economic subsidy, As such opportunity cost (real
economic- subsidy)of PFDS, given the level of its operation, is
lower than international price of food implles.

6.06.7. Economic Compensation for the Public Sector:
As there exist two effects of sale of food through PFDS at subsidized
ratgs to public sector employees, subsidy being looked on as a pay-
ment in kiad to them unlike transfer of income to the poorer sections
in private sector, L' re arises the question how much the public
sector employees are to receive as compensation if subsidized food
is withdrawn from PFDS or subsidy is eliminated, In this context it
may be recalled that in para 6.,05.15 an estimate of subsidy was made
on the basis of opportunity cost of PFDS i.e. based on the difference
between market prices and PFDS! prices, One way to determine compens-
ation to the public sector employees as already estimated in the
above para will be to use this economic concept of subsidy, but
that overlooks the distinction between income «ffect and substitu-

tion effect as such estimate implies that after price increase to
the level of market price a consumer will continue to consume
(purchase) same quantity of cereals as before if his income is raised
by the extent of price difference times the suantity he is consun-
ing. The existence of income effect and substitution effect means
that with such income compensation individue.l consumption of food
will change depending on the new level of inzome and relative
prices of commodities. It is, therefore, emphasiged that since sub-
sidized food supply to the public sector is considered as compensa~
tion in kind: to its employees rather than !s a tool of ensuring a
normative level of consumption, compensat:ion in economic sense is
the loss of income that will follow from the increase in PFDS!
prices, ‘

|
Estimated income elasticity for each of the 3 income groups has been
shown in para 6,06.2, It shows substantial variation in income .
elasticity between the groups and between rice and wheat, It is

significantly larger for the lower incow> group than for the ldrger
income group, Further it is negative in case of wheat while it is
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positive in case of rice showing a strong preference for rice; this
complicates the issue for as subsidy in kind is replaced by money
income a consumer moves from wheat consumption to rice. The ques-
tion of budget subsidy has therefore to be considered both from the
point of income groups for income effect and substitution between
rice and wheat simultaneously. Since the current subsidy is distri-
buted rice and wheat and unit subsidy is different, first issue to
determire the extent of requirement for price increase in both rice
and wheat,

¢

In 1984/85 actual cest of sales:for rice was Tk,8840/~ /ton (Table:
VI-14) against the pooled sales price/Tk 6605; thus the unit subsidy
was 25.%, In case of wheat the cost was Tk,4540 /ton and the sales
" price was Tk.4251 giving the unit subsidy of 6.37% through distri~
bution and procurement cost (incidentals being distributed on

rice and wheat on an average hasis), These meen that to eliminate
subsidy, price of wheat will have to be raised higher than that of
rice. Though this reflects the overall position there are signifi-
cant var ations between the various channels of PFDS, Since the
concern is compensation to public sector employees only 4 channels
are relevant, namely, SR, EP, OP and LEI, U«rt subsidy for each of .
these 4 channels is chown below in terms of both (a) official costs,
and (b) market prices for rice and wheat:

Table : VI - 14
UNIT SUBSIDY BY CHANNEL IN THE PU.LIC SECTOR(1984/85)

ice (por t Wheat (pe }Q?!
Av, {Marke ,u‘aJ_.eS’Qs ubsidy i ..Vve Marked Saleq oubsidy
Ghapnels Cost{price priceg Pate in % | cost Jprice | pricd Rate in.%

i (a) 1 (D) | (a) 1(b)
1, SR 8840 8519 6605 25,3 22,5 4540 4822 4251 6.37 11.8
- (7209).18.5) (15'4) (4492)(1.06) 16,8
. 2. EP . 8840 7501 1560 82.4 79,2 4540 L4126 1281 71.8 68,7

3, OP i 8840 7501 6605 25,3 11, o 4540 4126 4251 6,37 -
(7209)(18,5) (3. (4492) (1.,06)

L LEI: 8840 7501 = - - 4540 4126 (4778) - =

Note: (i) Sales price is shown at average price during the year:
(11) Figures in parenthesis is tho latest price under PFDS.,
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The table shows that efforts to .reduco subsidy will largely affect
the EP group as this is also'th group that accounts for about half
of the subsidy (vide Table : VI ~ 13), From the point of compensation
to the public sector there are 3 distinct groups namely, SR and OP
where thet unit rate of subsidy was more or less same for rice under
both the options (PFDS & market), EP where the rate is high and LEI,
The unit rate of subsidy in reletion to the market price shows the
extent of compensation to each of these 3 groups of public sector
employees, since market price is lower than PFDS! cost price .

The income effect of an increase in price from lower PFDS! distri-
bution price to market price can be eStimated frem the price and
pure substatutlon elasticities estimated before by using the
following equation:

€3/@ = (e=s). dp/p

Where e=price elasticity and s = pure Substitution elasticity,
p and Q being the original price and quantity bought at that'
price; dQ ¢ 1 dp are changes in quantity and price,

[

o's 4@ = =~ (e =8) (dp/P) . Q

That is, aiter an increase in price food .purchase will decline by
dQ as a result of income effect., Therefore ccnsumer (public sector
employees) vill have to be compensated by an increase in income so

that he c¢n increase his consumption by dQ, The amount of addition-
al income (dY) is

= dQ {p+dp) = = (e=s) (dp/p) Q@ (pt+dp)

Since the elasticities are different for the 3 income groups, the

amount of compensation will be also different If market price of
rice is 'used as the opportunity cost of PFDS‘for‘SR areas rather
than selling rice at subsidized rates to public sector employees the
compensation formula for each of the 3 groups will be as follows:



(1)  Incoxne group betwsen Tk.300 to Tk, 1500 /Pete ¢
, r'dy.= Tk,8519 x ,038 x Q

(11) Indoune group ‘between Tk,1500 to Tk, 3000 /Pemmy:
‘ : © “ dy = Tk,8519 x ,006 x Q

(111) Tricone group between Tk.3000 and above
A dy = Tk,8519 x 007 x ]

The estimate the total compensation for the public sector er

on the basis of above formula wheat are still to be known is the
distribution of employees by income groups and the quantity of rice
consumed, As the former informatlon is not available an alternative
method is to use welghted elasticities of the 3 groups, The welghts
used are the sample size of each groups and the proportion of budget
spent on food for each group, The composite welght for income and
budget share is as follows:

Rice Yheat
(1) Low Income : 0176 0.25
(11) Medium Income : 4051 0.2742
(111) High Income : «5773 0.4758

1.00 1.00

Thus the weighted sum of price and éubstitution elasticity is:
(e2434 x 40176) + (.,0355 x ,4051) * (40519 x 45773) = 0,0486

‘The quantity of SR rice for the public sector was about 30 thousand
tons, Therefore, the amount of compensation is estimated at Tk.19,13
lakh only, '

Corresponding procedure for wheat Ylelds the weighted elasticity of
of =,0054 and on the basis of‘a market price of wheat at Tk,4822
/ton the amount of Compensation comes to Tk,1,6! lakhs for 68
thousand tons of wheat absorbed by the public sector through the

SR channel,
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The totalconmpensation for the public sector for food received

throughxthe channels mentloned earlier is shown below.

Compensation to Publlc Sector for Income

)t

gffect (Reference Year 1984/85)

Channels Weighted Market % change Quantity Compensation
wme—e. glasticity price/ton in price (000 tons) (Tik.in Lakh)
Te SR:Rice 00486 Tk.8519 15.1-’- 30 19.13
Wheat «-,0054 " 4822 6.8 68 -
98 19,13,
2. EP:Rice ,O486 " 8519 7942 AN 144,28
'Wheat ~,0054 "ou822 68,7 93 -
17 144,28
3. OP:Rice 0486 " 7501 349 100. 14,22
" Wheat -.0054 " 4126 - 290 -
| 390 14,22
4 LET :Rice ' ';04§6 e . - -
. Lk N
Wheat -,0054 "oou822 - 40 - v
l . 40 .
' St
Total : 645

It is to note that 81% of compensation will be

on account of EP,
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In deciding on compensation for the public sector employees two
points need to be mentioned, First, there is no subsidy in economic
sense for distribution of food such as through the OP channel or
very little of it gs under the LE channel, Most of subsidy arises in
case of SR and EP, mainly the latter (vide Table VI 13) Secondly,
there 1s a clear distinction between SR food recipients and others,
particularly EP. While SR recipients are households, others consist
partly of households and rartly of establishments such as OP which
includes hospitals and Jails also beside households, EP also exhibits
this dual character involving in significant part establichments,
Because of this (uality it might be desirable %o treat the subsidy
of EP as a part of cost of particular establishment similarly, for
hospitals :nd jails requiring adjustments between food budget and

. departmental budgets.,

6.06,8, Sul sidy and Production: (

There is a logical extension of the subslidy issue to the qﬁestion
vhether sulsidized food inhibits domestic production.of food, In
assessing this problem it needs to be recognized that subsidized food
sales consiitutes only one side of the picture of PFDS for it is
also engagcd in domestic procurement of food at incentive prices
under the «fficial food policy. As PFDS is addressing two issues

of product: on and consumption simultaneously, conflict of the two

is appareni, But a number of factors ape to be taken into considera-
tion for a rational view, First, production and distribution pro-
blems are iwo distinct problems and they need to be addressed
simultaneously in view of existence of poverty on a wide scale,

the latter implying that even 1f production problem may have its
engineering soiution (i.e, HYV technology) , distribution problem
ensures from lack of income and employment which may not have quick
solution, Say's Law does not respond adequately to thesec problems,
Within this broad limitation it is also to recognise that there
are both scasonal and geographical diversities in food supplies and
prices which require intervention by PFDS through both the levers

of procurement and distribution not coextensively, geographically

and seasonally,., In fact, seasonal and geographical variations are
reasons for frustration of Say's Law in the food sector, Public food
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offtake during the two iean quarters, Sept,- Nov. and Feb,~-April
accounted for 60% of the total offtake in 1983/84 and 56% in 1980/81.
About 11 districts .- - 4 in Khulna, 2 in Dhaka, 2 in Rajshahi

and 3 in Chittagong are categorised as deficit districts (WB Memo-
randum, 1986, Vol, II, p,70) Against this the overall situation

is also food deficit which needs to be addrassed through import,

This thnoritical underpinning of the current food policy is further
strengthened by the fact that food production remains a subsistencg
gconomy to a large extent such that surplus food market is very
limited; in other words, public food distribution may have, if any,
very little effect on production, The rate of growth of food during
the last ten years tends to prove this view. A further point to
stress is that the level of food distribution through FFDS fluc-
tuates with the level of domestic output; the reverse relationship
is necessarily weak., Lastly to emphasize, the spirit of PFDS is price
stabilization be.ween the harvest and lean period as reflected in
greater emphasis of the food policy on OMS in rocent years, If so
viewed the apparent conflict between production and consumption
evaporates,

The scope for conflict has also declined in racent years because of
the change in the composition of PFDS', shifting in favour of non=
monetized channels., Share of the non-monetized channels increased
from 20.7% in 1979/80 to 35,6% in 1984/85. Further, the policy to
use the food aid counterpart fund for financing development projects
in the agrizulture sector has also helped promote food output and
compensate for whatever adverse effect distribution of subsidized

food may have,

6.06,9. Recommendations:

In this context of differential impacts of price policy' it is to
recall that except for VGF and Food For Works Programme and to a
certain extent the MR, the other channels are not household income
depedent. SR system caters to the need of all the three groups,
Therefore any general price policy aimin; at reduction of food
subsidy will be undesirable from the point of maintaining the

*
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nutrition level of the low income households. To address this
intefgroup problem PFDS will need to be restructured Jest a general
policy enhance the malnutrition. An urban VGF programme may resolve
the problem only partially given the socio=-cultural inhibilition
of households,

6,07, NUTRITION ISSUE:

6407.1. Malnutrition is a serious problem in Bangladesh, According
to World Bank!s documents less than 9% of the population consume \
adequate quantity and quality food. In addition to unequal distri-
bution of food in one family to other calorie intake has been
consistently decreasing since 1962-66, Poor health, blindness,
goiter, lathyrism etc, are linked with malnutrition. At present
number of steps are in practice to minimise malnutrition. Rationing
system was originally introduced to provide cheap food to the poor
but in reality in provide more subsidized food ro higher income
groups. Food For Works Programme generate employment and payment at
lean agricultural season so that foodgrain reaches the landless
rural poor. The vulnerable group feeding programme aims to provide
food to the high-risk group. Inspite of these efforts approximately
2,50,000 children die from malnutrition every year and many suffer
from blindness, lathyrism, etc., This survey las made limited inves-
tigation to assess the impact of PFDS on different socio-economic
groups,

64072 Nutritional Status by Income Group:

Table ¢ VI ~ 6 shows this survey's observalion in respect of the
impact of PFDS to different income groups,

In the poor income group whose income is within Tk, 300~1500/~ only
43.5% have access to PFDS, In this group 4k.2% of children and
43,4 of the adults have access to PFDS. In mld-income group
(Tke1.501-3000) 46 48%0f the children and 45.%% of the adults have
access to PFDS and among high incume group 61.6% of adults and
59.% of children have access to PFDS, This shows that rich
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pebple'ére the highest beneficiaries of PFDS., The percentage distri-
bution of Table : VI ~ 6 also shows that percentage of '"good health'
is more to both the adult and children who have access to PFDS, In
mid-income and high income group percentage of good health have
fluctuated, Adults and children who have no access to PFDS mostly
reported to have average health, '

640743, Rural = Urban Dichotomy:

Urban pedple enjoy different facilities as compared to rural, In
respect of PFDS urban people gets commodities at subsidized rate
through SR, OP, EP and in some cases LEI where the rural peorle

gets benefits from MR, FFW and Vulnerable group feeding programme,
Urban - Rural break up and the impact of PFDS on nutritional status
can be assessed from Table : VI - 7« In Dhaka SR area 59 of adults
who have access to PFDS have good health as compared 44,9 who do
not have the corresponding figures for Khulna, Thana H/Q and Rural
areas are(57.1%, 36.36), (5%, 476) and (63.%%, 36.5%) respectively.
In case of children the percentage of benefic¢iaries in Dhaka, Khulna,
Thana H/Q and rural areas are (62,1%, 37,%%), (48.1%, 51.%%) ,
(6346%, 33.3%) and (84.1%, 15.9%) respectively. This, shows that both
adults and children who have access to PFDS have better nutritional
status than: those who do not have,

Average nutritional status of both adults and children ‘have been ob-
served to be among more mid-income people in Dhaka SR area as
compared to Rural areas where people access to PFDS, In case of Posh
area and low income area the situation is reverse, Among beneficiare
ies poor nutritional status-is lower among urban children-as to
compared rural but the situation is reverse to these who access to
PFDS ,

6,08, SUMMARY:.

Chapter~II dealt with cash (budget) subsidy and Chapter-IIT that of
ad justed budget subsidy, adjustments neeced. for distortions in
prices and costs. The current chapter ma_nly deal with Economic
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Subsidy. In this chapter the concept of Economic Subsidy, and Economic
" value of food and their relation with resource cost based on price and
income elasticities have been discussed, The accessibility and impact
of PFDS on nutritional status of households as observed by the
"Household Survey" conducted for this study has also been analysed and
pregented in this chapter, Econometiic analysis of household expen=
diture survey data hags been carried out in this section to estimate
income and substitution effects, Economic behaviour of different
socio-economic classes given income, consumption and prices, has been
determined for 3 broad socio-economic classes,

Changes in priceor income affect food consumption depending on the
extent of changes in price or income and the price/income elasticie
ties; therefore, as subsidized food affects consumption through
substitution effect and income effect, go also a reduction in
subsidy through increase in‘ration price will affect food consumpe
tion in both ways,

Subsidy in true economic sense is the opportunity cost which is

the difference between the actual sale price and the price at which
food could be sold. International price for calculation of economic
subsidy though suggested by some, has no logical basis as the world
price is not the opportunity cost of food distributed through PFDS
since there is no option Lo sell food on the world market while
receiving food aids. Thus, economic subsidy has to be evaluated
wholly on the basis of domestic market opportunities for only prac-
tical alternative to ration system is to sell through open market,
Economic subsidy in contrast to budget subsidy in the public sector
has been shown in Table : VI = 13, It is about half that of budget
subsidy, !

The household survey shows that 57.4% of the sample area population
do not have any access to PFDS and about 70% of the households whose
income is less than Tk,1500/- per month have no access to FFDS,
Among mide=income people whose income range fron Tke1500=-3000/~ per

month 45% have no access to PFDS and among rich people 24% do not -
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(or did not) like to have access to PFDS, At national level largest
beneficiaries of PFDS are the high and medium income people but not
the low income people. The same sconario exist in urban areas but in
rural area the mid-income people arc the least benefited group under
PFDS. At national level only 6.1% of food are received from PFDS,
19.86 come from own production and the remaining 74% from the market.,
Detailed break-up by commodities and by income groups hasn been
presented in Table : VI ~ 3 through Table : VI =~ 5,

Malnutrition is a serious national problem and only % of the populaw-
tion consume adequate quantity and quality food. Among differsent
income groups unequal distribution of food has been increasing over
time but calorie intake has been decreasing consistantly, This

survey shows that among adult and children of high and mid-income
people who have better access to PFDS have better health as compar=-
ed with those of low income people., Detalls of nutritional agpects
has been presented in Table : VI « 6 and V - 7,

The economic analysis shows that income elasticities of wheat for
all the three soclo-economic groups are negative which clearly
indicates the preference of traditional Bangladeshi households for
rice over wheat. Therefore, food price is raised or reduced real
income will affect wheat consumption differently from rice consume
ption. Income elasticity of rice is positive i.e, an increase in
income will lead to increase in rice consumption., The income and
substitution affects has been detailed at page VI - 29 and 30.

Using the concepts of income effect and substitution effect come
pensation for the public sector employeces to be needed in case of
food subsidy is eliminated has been estimated to be in the order
of Tke 8 crore, Most of it is on account of food distributed
through EP, Since EP and OP are partly supporting establishments
along with households it has been suggested to adjust food subsidy
on these accounts throughthe departmental budgets,
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Recommendation of this chapter is that any price policy aiming at
reduction of food subsidy will be undesirable from the point of
maintaining nutrition level of the poor, Rather the PFDS should be
restructured so that the poor class gets maximum benefit from it.
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CHAPTER - VII
RECOMMENDATIONS

7.0+ GENERAL OBSERVATIONS:

Foodgrain in Bangladesh is the dominant and essential item of
consumption. Since the country is still deficit im foodgrain produc-
tion, its supply and price have to be stabilized to the advantage of
of both consumers and producers. It is, however, not out of contro-
versy whether interest of the consumers or producers have to be
rrotected, Any food policy in Bangladesh may run into contradiction
with regard to welfare of certain groups of people, However, since
the middle of 1970s PFDS has moved away from its old role as a ra-
tion system to increasingly support the production system, The
present study concerns its role in food distribution with the focus
on food subsidy, Today public foodgrain distribution system (PFDS)
claims a significantly large segment of financial resources of the
government,'about 3% of annual revenue budget of the country,
Assuming normalacy, the size of the PFDS turnover runs into 145 to
2,0 million tons of food annually., The size goes up in a year of

bad crop,

Undér such an unstable situation, formulation of foodgrain price
with or without éubsidy is an extremely diff.cult task, However,
foodgrain pricing, in other words, the subsidy in public foodgrain
distribution has been viewed from different socio-economic angles,
The study concentrated on the estimation of budget subsidy adjuste
ment of subsidy on efficiency consideration and economic subsidy
on the basis of opportunity cost. Budget subsidy eoncerns with the
budgetary practices of the government given the conditions affectw
ing its operation, Food is received by PFDS under various terms and
condition of food aid actual cost of food may be different from
that reflected in the budget. Problem is compounded by the level

of efficiency of the public agencies., Therefore, subsidy reflected
in the budget may not be the true subsidv, Costs and prices adjuse
"ed for the distortions may not also rev:al the economic subsidy,
Economic subsidy has been defined as the difference in price between
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PFDS and markets, since markets constitute the alternative opportuni-
ty for both PFDS and consumers for sales and purchases of foodgrains,
Chapter I and II dealt with the history of PFDS and budget subsidy,
Chapter III, IV and V dealt with efficiencies*and adjustments in
budget subsidies, Chapter VI dealt with economic subsidies and the
impact of any withdrawal of subsidy on consumption and nutrition.

One particular point in it was the estimation of compensation to
public’ sector employees in case food subsidy is withdrawn,

Information for Chapter I and II were collected from published and
unpublished documents of the government and international agencies.,
In preparing Chapter III, IV, V and VI in addition to using secon=-
dary data two sets of surveys were carried out - one of food godowns
and the other households both in urban and rural areas, Household
information on income and consumption have been used for analysis

of consumers behaviour in terms of income effect and substitution
effect. Analysis of the problems led to a numbers of findings about
the budget practices, foodgrain handling and siorage, distribution
of benefit of food subsidy among different socio-economic groups

and likely effect of elimination of food subsidy and to a set of
recommendations, In the following sections rccommendations are ‘pool=-
ed together to ensure focus on consistency and feasibility within
the current socio-economic conditions,

7.01, SUBSIDY & PRICE ADJUSTMENTS :

(i)  Subsidy & Welfare
The unit and total subsidy on PPublic Foodgrain Distri=-

bution may be reduced in phases, It is, however, to
mention here that complete elemination of subsidy
without looking to the different recipient classes!
interest is neither desirable nor feasible because of
social (e.g. food to hospitals) and nutritional
consiqgrations.

(ii) Subsidy & Cost of Operation:
The government is procuring roodgrain (both from
domestic and external source) at prices upon which
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(1i1)

(iv)

(v)

(vi)

certain incidental charges are added. Such handling and
incidental costs leave scope of reduction such that cubsidy
could be minimized, Rly. transportation is much cheaper
than other modes and where such opportunity exists, it
should be used,

Godown Losses:
Godown losses are also found to vary significantly with the

age, structure and facilities of godowns. So old godowns
should be rehabilitatea wich improvement of structures
having better facilities,

Shelf Life:

In calculating the prices of stored grain the godown rental
should be calculated and added to the economic price of
foodgrains, Since the godown life of all grains handled
through PFDS are not the same, maximum shelf life of the
grain (may be, 3 months for wheat, 4 months for rice and

6 months for paddy) should be ensured,

Concepts of Subsidy:

Subsidy for imported and local grain should be calculated
through appropriate adjustments in cost for inefficiencies.
Adjusted subsidy should be clearly arrived at by valuation
of grain at international price - preferably average of say
3 such exporting countries' price and actual cost of pro=
curement in case of domestic procurement with adjustments
for incidentals and landling costs,

Subsidy Calculation:

In calculating subsidy distribution of food through none
monetized channels, namely, FWP, VGF and Relief should be
charged at full cost so that eash subsidy for accdunt of
monetized channels is correctly accouqted for,

(vii) Subsidy Adjustment:

Public sector's share in subsidy is only about 57 percent
of the total on cash basis and on opportunity cost basis,

it is Jjust as half of that on cash basis, The main element
of public sector's food subsidy is on account of EP,
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,0n opportunity cost basis the total compensation for the public

sector comes to be about Tk, 8 crores the main component of which
is EP, Since EP as well as OP cover tocth households and establish~
ments, it is recommended that food subsidy be adjusted through
departmental budgets.

7.02. RESTRUCTURING P¥DS:

(1)

(11)

(111)

New Approach:

The existing PFDS may be restructured and changed/mixed
with welfare consideration particularly the maintenance
of nutrition level and in that case the present ration-
ing approach should be replaced by "TARGET GROUP"
approach, In case of such departure - from the tradi-
tional PFDS to a new approach - there may be two
operational spheres of PFDS i.e., urban and rural:

(a) in the urban area supply should be maintained with

a price very close to market price and (b) in rural
areas arrangements should be made to supply at prices
with a wider difference between OMS and the prevailing
market price, in order to ensure access for the target
groups,

Refixing the channels of Distribution:

Subsidy elimination/reduction should not be equally
viewed for all existing channels of PFDS, as the
economic status of all recipients are not necessarily
the same. VGF, FFW, GR and even some MR recipients
should be ireated as target groups in order to ensure
putrition level. Given the economic 'status and purcha--
sing power of these .consumers, the level of. subsidy for
MR may be determined,

Priority Areas:
From the available records it appears that the largest

share of PFDS (about 30%) goes to "PRIORITY" groups
i.e. the armed forces, police, BDR, Mills, etc, and
that too with high subsidy. In case of thouseholds
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(11)

(1i1)

(iv)

(v)

3

Enhagcement of Budgetary Control ltechanism:

In a trading budget, as in the context of food trading

by the state, indication of opening and clossing stocks
of foodgrains with their valuation would enhance the
element of budgetary control. This should also apply

to the non-foodgrain items of food.

Seperation from Revenue Budget:

In the interest of budget stability, it is worth
considering whether the operation of the food budget
should be separated from the revenue budget making it
totally dependant cn bank borrowing except for one
final adjustment for budget subsidy as is the practice
in some South East Asian countries having comparable
public procurement and distribution of foodgrain
programmess The advantage of such a mechanism would be
that it might free the revenue budget from pressure
caused by seasonal natural calamities. It will also

improve budgetary control,

Uniform Rate of Issue Price:

From budgetary/accounting point of view a uniform
rate of issue price for EP/SR/MR/OP channels appear
to be more equitable. It would also reduce the
inequity of the existing system.,

Reduction of Operational Expenses:

The possibilities .of cost reduction for bank charges
and stock losses under operational expenses, as indi=
cated in the text (Chapter~IV) should be given a
serious thought,

7.04¢ TRANSFER OF RESQURCES:

If the present level of subsidies is withdrawn from almost all
the channels, there may be a generatlon of addltlonal resource
which can be transferred to development budget Gralns obtained
from the donor agencies and the same procured from the domestic
market should have separate account to identify level of
resources generation,
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(iv)

falling under these groups there is no Jjustification
for giving the subsidized food as the compensation for
subsidized food is found to be small,

Abglition of SR Channel:

From the study it could be revealed that the lowest
income group people (Tk. 500/~ to 1500/~ per month) in
SR area have tle lowest access to PFDS (21.%%) as .
against the highest access to the same (68%) by the
income groups between Tk, 4000/~ to Tk. 10,000/~ per
month. This fact is an indication that it does not
serve one of the main objectives of PFDS to the extent
of maintaining nutrition level and general welfare of
the target group.

Furthermore, it is found that the fixed income group
(salaried) consume more rice (1,01 md., per month/
household) than any other groups. Under the prevailing
situation the market price is not 'so higp}%ﬁg ration
price (rice). Less lifting of rice by the card holders
18 also found to be 54% in SR and as high as 9%% in
LEI channels (as per the study). On the other hand it
is found that the amount needed for compensation of
public sector employee is quite small.

Based on these facts it would not be undesirable to
abolish the SR channel altogether from the PFDS,

7403, RESTRUCTURING THE BUDGET:

(1),

Development of a new Approach:

A budget is both a plan and an instrument of control,
It looses its effectiveness unless performance is
evaluated in relation to the plan objectives and
criteria with utmost promptitude., It is essential

to have a dependable system of finding the historic
costs for the purpose, It cannot be said therefore
that such a syétem exists as of new (vide Table ~II=

"19). The urgency of developzng and jnstalling one

gould not be too strongly emphasized.
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Money thus saved may be allocated in development programmes exclusi-
vely on agricultural production, nutrition & child welfare, rural
infrastructure, etc, This new step, suggested, is likely to give
better and more visible welfare service to the target group.

7,05, STORAGE:

(1) Uniform Weighing & Bagging System:

(id)

(iii)

Since turnovers are continuous and segregation of one
consignment is not practically possible from the other,
the actual loss has never been estimated, To streamline
the situation, to some extent, uniform weighing and
bagging system should be introduced throughout the
country so that physical verification becomes easier.

Accounting of Storage Loss:

From our estimate it is found that about Tk.40 to 50
crores are annually adjusted in the FFDS for handling,
storage, etc. for the stock of 1,5 to 2,0 million tons
foodgrain. It may not be out of scope to mention here
that, in the subsidy calculation this sizaeble amount
should be charged against operation cost and there are
enough scope to reduce it,

Management Efficiency:

In order to increase the efficiency of the management of
stock and thus to reducing stock loss the measures
recommened are described below, in brief:

(a) The godowns of poor physical condition should be
replaced by modern ones or properly rehabilitated
in no tinme.

(b) The existing inspection, laboratory test, moisture
and pest/rodent control system should be made more
scientific and effective,

(¢) The existing stock loss should be reduced to below
1.0 (one) percent beyond which the same should be
accounted as management jirsfficiency and thus should
not come in any way in the valuation exercise.
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7.06. TRANSPORT:

(1) Preference of Transport Mode:
Every year a sizable quantity of foodgrain is lost
during transit including short landing at the sea
ports. Although overall transit loss has always been
found to be within the government allowance limit the
loss in Railway was found to be 25 to 50 percent
higher than the permissible limits,

To reduce transit loss, therefore, dependance on
Railway has to be reduced and truck as a substitute
with accountability should be preferred as usual
mode of transport, unless Railway would improve
their trafic/commercial management.

(1i) Control of Loss at Port:
Control of loss at port point deserves special
attention, since loss of foodgrain is, reportedly,
about 5 times of storage loss -and 2, tifies of total
storage and transit losses combinced together., .
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Statement of Tentative Transit & Godown ILoss pbercentage of CSDs for 1980-

APPENDIX - A

81

' (Figures in M/to s)

- RICE PADDY ‘ﬁwﬂ
Sle ¢ Name of Iransit Loss } Godown Joss ! Transit T.o5s Godown L.oSs | Transit Loss Godown Loss
No.; the C'S‘DS'Quantity . % RQuantity] % Duantity! % Quantity ! ¥ Qvantity ! 9% PDuantity 1%
1 > T O A A O S 8§ i 9 1101 11 tis i3 14
1. Halishahar 835.013 1.33 641 <956 0.85 109.668 4.06 12.952 0.73 227,398 0.25 331,206 0.53
2. Dewanhat 30.720 0.18 361.441 1.30 12.579 1.43 5.263 0,68 180.105 0.32 224,300 0,59
3. Chandpur 0.635 0,49 L4L6.622 0,77 74540 045 5.972 0,71 51.736 0.28 83.501 0.57
4, Tejgaon

5. Dhaka ,

6; Narayanganj 490795 Ou29 780985 0043 ]287-495 5005 970387 0064 4040853 0095 2230070 0055
7. Mymensingh  112.691 1.45 26,502 0.4 478.910 2,04 152,669 1.22 1457.820 1,96 68.252 0,42
8. Khulna hand - 3370589 2.06 - 1070201-[- 211“- 100937 0082 90“-0853 1064 16]2.169 3.25
9. M-Pasha 420.754 1.59 551.250 1.27 1794.588 8.33  67.973 0.70 k707.652 6.13 285,031 0.40
10. Barisal 2k k12 0.89 68.309 2,72 23255 0,48 216.163 6.09 1621.538 9,55 52.818 0,72
11. Muladuli 53.751 0.98 19,709 0.68 220.492 1.04 355,215 2,44 105,226 1.91 70.773 0.48
12, Santahar 1.792 0.06 2711 0.42 77,118 0.68

4i1.470 2,96

24.636 0,56
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Statement of Tentative Transit & Godown Loss percentage of CSDs for 1981-82
gtatement Qi Jlentaci L1 10down I,

(Figures in M/T on)

H RICE PADDY WHEAT
Sl. | Name of - —— .

No.-' the CSDs ITransit Loss Godown Hloss | Transit Loss Y Godown Loss | Transit Loss? Godown Loss

Duantity | 9 Ruantity ¥ ¢ Quantity v 9 Ruantity ! 9 Quantity ! 9 uantity ! %

7 2_ 3 N 5 6 7 8 9 110 1112 T 13 aIn
1. Halishahar 398.582 1.78 1039.940 1,82 321538 10,94 65.435 1,25 109.854 0.19 989.810 1.96
2. Dewanhat 73.721 0.21 289.810 0.9, o+ 970 4.85 14.968 0.29 108.436 0.2 762.859 1.35
3. Chandpur 250.504 2,82 29,680 0.63 148.339 5,13 28e4n, D81 299,776 1.77 209.705 0.98
L. Tejgaon 5057.521 4.90 435,722 0.53 223.591 2.00 27.921 0.23 4,296,010 4.61 363.867 0.36
< 5. Dhgka 297.163 0.96 124,397 0.43 - - - - 210.190 0,33 211.385 0.3y
:\ 6. Narayanganj 647.555 3.16 €6.928 0.61 916.947 13.80 SLL 49 4,31 - - 134,057 0,78
8. Khulna 147.592 1,94 361,180 3.27 1.180 3.16  137.253 3,97 195,707 0.31 656.849 0,99
9. M-Pasha 602.837 1.78 506.458 1.09 3364879 9.93 292.758 2,08 1381.672 2.51 185,263 0.36
10. Barisal 127.510 1.87  72.751 2.10 11.833 0.48 258,343 4,76 751.698 6.14 518,440 2.71
11. Muladuli 44.867 1.07  26.876 0.49 29.798 0.40 196.043 0,83 43.001 2.46 49,427 0.60
12. Santahar 136.767 1,97 25.270 O0.44 37,850 Oolty  151.997 0.86 642,703 7.89 103.471 0.60
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TENTATIVE TRANSIT & GODOWN LOSS PERCENTAGE OF CSDs FOR 1982-83

(Figures in M/Tons,
[]

T : RICE PADDY ] WHEAT
Sl‘; ﬁﬁmﬁch Transit Loss ! Godown Lioss Transit Lcss T Godown Loss | Transit Loss Godown Loss
No.! € S guantity 7 ouantity ! %*ﬁuantity: % _RPuantity I 9 Ruantity VT 9 Quantity ! %
1 T 2 : 3 1 41 2__ 316 1 7 1 8 9 10 11 12 13 114
1. Halishahar 89.698 0.21 309.518 0.55 - - - - 185.144 0,21 725.383 0,66
2. Dewanhat 58.455 0.26 209,220 & 78 . - - - 114.334 0,22 279,619 0.47
3. Chandpur - - 58.231 0.52 - - L.N0 0.05 71.818 0.49 77.118 Q.42
L. Tejgaon 1890.705 3.80 391.601 0.49 - - 0.150 1.02 7801.456 5,50 5200820 0437
5. Dhaka 147.592 0.79 102.277 0.46 - - - - 308.100 0.46 178.985 0.27
6. Narayanganj 173.871 2.04 191.639 1,09 6.122 0,50 180.291 6,98 179.507 0.43 102.986 0.26
7. Mymensingh 118,477 0.75 42.404 0.31 176.334 1,22 75.849 0,72 1119.186 3,50 79.171 0.27
8. Khulna 28.891 0.2y 322.359 1,6¢ - - 0.300 21.62 129.078 0.23 358.193 0,63
9. M-Pasha 115.342 0.27 1544797 0.37 2.911 1,25 - - 594.550 0,35 190444 0.11
10, Barisal 74.319 1.01 30.758 0.95 26,801 0.66 4L1.918 1.45 393.318 2.00 30.179 0.57
11« Muladuli 1674263 2,22 25.718 0,74 - - 0,336 3.20 688.092 2.97 35,536 0.35
12, Santahar 116.274 1.48 15.752 0.38 9.071 1.00 0.261 0,04 742.814 3.80 47 .405 0,38
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Statement of Tentative Transit & Godown Loss Percentage of
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CSDs for 1983-84

(Figures in M/Tons
H WHEAT

Sl'{ Name of Transit Lo§£CEGodown Loss [ Transit LogéDDéodown Loss :Transit Loss | Godown Loss
No. | the CSDs Quantity ™ % Duantity ! % Quantity "% Duantity I 9 uantity I % Ouantity 5
1 2 1 b L 2 b ¥ 3 9 10 ;11 12 13 HIN I
1. Halishahar 281,902 0.71 252.74,2 0.53 - - 0.229 3.01 225.644 0.23 448,515 0.64
2. Dewanhat 21.000 0.29 220.000 0.58 34,000 2.26 6.000 0.41 222,000 0.25 233,000 0,36
3. Chandpur 7¢499 0,16  27.892 0.43 - - 0.201 0,62 70,041 0.20 90.373 0,36
d Le Tejgaon 2592.000 3,80 381.202 0.52 242,913 11.00 1748 0,10 9627.000 6.16 5045 305 C_4e

5. Dhaka 157113 0.48 140.719 0,42 - - 0.016 0,90 401.152 O.42 275.045 0,37
6. Narayanganj 195.449 1.89  63.250 0.51 113.781 6.46 8.080 0.46 277,186 0.50 174,774 0,37
7. Mymensingh 159.952 2.13 58,526 0.46 288.885 3,90 73313 0.96 1425.190 2,32 116,581 0.25
8. Khulna 20.171 0.50  47.443 0,47 - - 1.355 71.32 130.985 0,28 154,559 0,37
9. M-~Pasha 420.894 3.23 108.588 0.54 Sh.2hl 0.19 25,325 0,86 577.410 0,43 314,427 0.24
10. Barisal 54541 0.27 198,626 1.94 10.192 0.48 149,111 1,57 105.187 0,68 107.874 0,53
Tle Muladuli - - 58.928 0,78  13.171 0.67 39.291 2,06 295.661 1.13 176.392 0,53
12, Santahar 45072 0.34 110.857 0,58 6.651 0,27 19.405 0.73 727,510 305 123,253 0,51
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Statement of Tentative & Godown Loss Percentage of CSDs for 198L-85
ratement ol Tentative & Godg

(Figures in M/Ton)

¢l-hA

e . RICE — PADDY WHEAT
S1, tﬁmﬁch Iransit Loss | Godown Loss | Transit Loss ! Godown Loss | Transit Loss ! Godown oS3
No. < S Duantityl % Quantity | % Duantity! % Huantity % Buantity T % Buantity 19

1 2 L 5 3 7 8 E) 10 11132 1 33 3%
1e Halishahar 280,089 0.27 337.296 0.91 - - - - 104,285 0,24 332.284 0,47
2. Dewanhat 120,000 0.24 241.000 0.83 - - - - 74.000 0,23 264,000 O0.47
3e Chandpur 15.169 0,23 27.003 0,91 - - - - 4L.731 0,22 103.474 042
L. Tejgaon 5120.,000 5,86 246,786 0,43 2.819 20,00 1104 0,54 2928,000 2.00 672.536 o444
5. Dhaka - - 153-309 0021 - - - - - - 331 0712 0034
6. Narayanganj 204.625 0.66 131,679 0.59 - - 0.118 14,96 362.340 0.55 294.052 0,43
7 Mymensingh 774.348 2,74 39.684 0,31 19.606 2,74 4L.726 0.68 560.601 1.19 186.313 0.34
8. Khulna 91.527 0,24 41,987 0,35 - - - - 174.148 0.25 212,019 0.28
9. M-PaSha 3590015 0077 62.491 0.20 - - 20722 1.25 11‘81 0997 0074 155-318 O.]O
10. Barisal 83,818 1.37 17,015 4,02 0.898 0.36 6.405 3.94 328,827 T4 50.687 0,30
11, MU.ladU.li 407‘567 7.15 50386 0035 - - #-806 2.27 5760994 5‘35 260039 0031
12, Santahar 347.387 2,27 18.282 0,41 - - - -  1216.688 3.81 82.173 0,32
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Statement of Tentative Transit & Godown Loss Percentage of CSDs for 1985-86

(Figure in M/Ton)

1 RICE PADDY WHEAT

S1. | Name ggh iransit Loss ! Godown LoSs Transit Loss ! Godown LoSs Transit Loss ! Godown Loss
No. | the CSDs Buantity 1% Luantity ! % RQuantity ' 9 Quantity ! 9% Quantity v 9 uantity ' 9

] 2 i3 b 2 6 7 8 9 10§ 11 12 § 13 1 14
1. HaliShahaI‘ 3240985 1-63 5090876 0-77 00997 0096 - - 43-538 0012 201 056] 0057
2. Dewanhat 170.000 2.95 179.000 0.7 - - - 34.000 0.12 182,000 0.6¢
2. Chandpur 9.578 0.14  19.625 0,48 - - 0.232 0,37 7.122 0,12 35,205 0,36
L. Tejgaon 2226.904 9.00 469.881 1.04 0,046 0.10  .0i418 0.45 516.165 G.5; 204 UCY $.26
5. Dhaka 224210 0.45  47.905 0,71 = - - - 151.260 0.34  76.965 0.18
6. Narayanganj 272,847 6.17 85.678 1,96 = - 2.617 26.16 111.361 0.32 103,071 0.2%
7. MymenSingh 70712 0028 11001-}24 0069 730585 4058 3.883 0058 301-}011-}8 1036 82.232 0.30
8. Khulna 67.157 3.70 95.340 0,85 - - - - 65,073 0,12 58.330 0,18
9. M-Pasha 251,278 1.40 304.575 1.31 - - - - 568.609 0,58 131.98L 0.34
10. Barisal 1+70L|'53 2.,00 20.877 0053 - - 10Ll-67 1051} 1880701 10’-'-9 770724 0.5]
11, Muladuli 280.483 1,65 3.451 0,38 - - 0.848 0,36 135.302 1.56 30.515 0.35
12. Santahar 969.958 4.14 69.391 0,35 113.943 0,62 15.839 0.36 69.887 0.95 L5.407 0,37
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