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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 majority poor
 
by doing away with the urban biased distribution policy. Side
 
by side the element of food security should also be judged
 
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.
 

0 

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 relev
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 tbe ways how these 
resourcae affect the government as
 



also the people. An attempt has been made therefore, to review
 

the existing inadequacies and inefficienc:ies 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
 

staVard 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. B;ut I must appre

ciate with gratitude the cooperation and services of Messrs I
 

A.K.M.KAM ALUDDIN, SECRETARY, MOF; ALAMGIR FAROOQ CHOWDHURY, D/Gp 

Food., M.A.L.MATIN, Jt. Secretary, Finance; GOLAM MOHIUDDIN, 

kddl. 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 

Chief, FPMS and his OFFICIALS whom I used lavishly in establish.. 

ing access to the investigating points both in the field and in 
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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 a 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.
 

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

& 
Managing 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 from20,/o in
 
1979/80 to 35,6% in 1984/85 and the proportion of wheat from
 
83.5% 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 between
 
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 population to such cha
nnels. Ration cards which covered 67% of OR area population in
 
1980 covered only 4S6 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 62.5% in March, 1976 to 33.3% in May, 1980 and.to
 
25% in December, 1981 and the quantity of rice from 25Sr.
to
 
1eO Sr. and to 0.5 Sr. respectively.
 

4. Ration price of rice (SR/MR) has been increased from T'k.90
 
'/md.in 1976/77 to Tk.140 in 1979/80 and to Tk.268 in,1984/85

and the gap With the domestic procure ient price was reduced from
 

'Tk.32 /md. 
to Tk,.30 in 1979/80 and to Tk,.20 in 1984/85. Incase
 

- i 



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
 

to Tk. 165. In relation to procurement cost,
from Tk.11.3.3 /md. 


both internal and external, including incidental cost, proportion
 

of ration price ( R/MR) increased from,38.4% in 1980/81 to 74.4% 

in 1984/85 in case of rice and from 78.T1 to 93.316 in casewheat.
 

5. In.spite of narrowing gap between procurement cost and sales 

price budget subsidy increased frgm.Tk.109 crore in 1980/81 to 

Tk,244 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.
 

B. FINDINGS: 

1. Of the total food subsidy of Tk.247.2 crore, some Tk.l0.56
 

crore was on account of food distribution through the monetized
 

on account of nonmonetized
channels and Tk.36.62 crore only was 


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
 

9.1% 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%0 in 

1982/83 to Tk.64.39 crore (26.016), followed by MR accounting
 

for subsidy of Tk.58.14 crore (24.21%) in 1982/83 and Tk.49.52 

crore (20.4%) ia 1984/85 and OP where subsidy amount was Tk.45.14 

crore ( 18.80o) in 1982/83 and'Tk, 41465 crore (16.851) in 1.984/85. 

Statutory Rationing incurred a subsidy of Tk.28.38 crores (11i.44)Y, 

in 1984/85 against Tk.40.74 crore (16(96%) in 1982/83, showing 

a substantial decline. 
- ii 
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2. Besides the estimation of subsidy between channels its.alloca
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 channelgt between the urban 
(e.g. SR, EP, LE and FM) and rural (e.g. MR and FFW) sectors, 
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


remained
to the rural sector. Shares of the two sectors/almost stable bet

ween 1982/83 and 1984/85. In 1982/83 urban sector enjoyed 63.52%
 
(Tk.152.44 crore) of total subsidy (Tk.240 crore); its share
 
slightly declined to Tk.62.2C% (Tk.153.65 crore) in 1 984/85.
 

3. -In urban areas, according to the househo]l survey conducted
 
for the study, out of an average household c:)nsumption 1.57 md.
 
a month, 0.39 md. or 24.8% was received from the Public Food Dis
tribution System. Against this in the rural areas household food
 
re6eipt from PFDS was .03 md. /month (1.6%) only out of a total 
monthly consumption of 1.89 md. /month. Fo the country as a
 
whole average monthly consumRtion was 1.75 md. per household of
 
which 0.20 md. (.11.6%) was accounted by PF-S. The survey shows 
.pooraccessibility of the rural populatioj to PFDS. In urban areas
 
13.6% of rice and 59.0% of wheat consumption were accounted by
 
PFDS. 

4. 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,5Q0-1499 and above Tk.4000 were 231o and 9.0% 
respectively. Taken wheat and rice together, dependence ('percen
tage of household consumption) of the income groups, Tk.500-1499
 
/month was 3.9% against 14.4% in case of higher income groups
 
like those of Tk44000-5999 and Tk.10,CO0 - 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 childrdn the situation was worse than with the adults,
 

6. Since the budget estimates of subsidy is primarily based on
 

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 arbitrary priclng and excesdive
 
to
 

costs and wastages from estimation of subsidy. This has 
led 


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-deferred
 

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.
 

7. Food received under food aid and purchased under cash-cum-> 

deferred payment arrangements was valued ac international prices.
 

for each of the three years, 1982/83, 1983/84 and 1984/85. 

Domestic procurement prices of rice and wheat were also adjusted 

to the world price level for those year. In these years adjusted
 

value was lower than the budget numberE by Tk.70.56, Tk.26.40 and 

Tk.68.79 crores respectively. 

8. Freighthandling and transportation costs were aLso adjusted.
 

International freight rate was used for imports. With respect to
 

domestic incidental cost, the items entering into such cost were
 

examinedseparately 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 aLpproach was'followed to identify the
 

http:Tk.68.79
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contribution of various factors to different components of inci
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) seaton 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 factors# contribution.
 

9. Overhead cost was analysed by using the volumes of local pro
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'ct such hehaviour
 
of overhead cost.
 

10. Similarly average cost of storage is fouled to vary inversely
with local procurement and distribution volumes and directly with 
import, Since overhead and storage costs are incurred for the sys.

tem as a Whole a multivariate analyses was necessary to identify

impact 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 railway, followed by water 
transport and road transport in order of comparative economics. 
If oAe ton of food is moved by railway by stwitching rrom road 
transport about Tk.20 /ton can be saved in transport cost; 
corresponding saving from water to railway switching is Tke 7 
only and from road to water, Tk.13.5 /ton only.
 

12v Transit loss 
was estimated both statistically and econome
trically from data collected through godown survey. Average tra.
 
nsit loss was found to be statisticallj highest in railway,

followed by road and water transport ?espectively. Percentage
 
of loss was 1.30, 0.52 and 0.41. over the three 
modes respec
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tively. Average los& was 0.870% 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 ana

lysis of transit loss according to mode of transportdistance,
 

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 
4.sture content and frequencyconsignment, inspection frequency, mo


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 

consumers.estimates so that only true cost is chqrged to the 


Adjusted subsidy came to be Tk.199, Tk.262 and Tk.146 srores in
 

1982/83, 1983/84 and 1984/85 respectively against the correspond

ing actual subsidy of Tk.240, Tk.317 and Tk.247 crores. Subsidy on 

rice was Tk.98, Tk.79 and Tk.41 crores in those successive years
 

against the actual subsidy of Tkt.18, Tk.96 and Tk.70 crores 

respectively. Corresponding numbers for adjusted subsidy on wheat 

were Tk.I011 Tk.183 and Tka105 crore ggainst the coresponding, 

actual of Tk.I22, Tk.224 and Tk.177 crore. The adjusted subsidy 

was then allocated to vqrious channels and between 	urban and
 

rural areas on the basis discussed earlierd
 

15. Since international prices, in the calculation of ecohomic 

s ubsidy, is not relevant so long as food cannot be sold in the 

intetnational 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 elimination of subsidy for the
 

public sector employees. For this purpose shares of the public
 

employees in various channels were estimated. In case of SR this
 

-v-i 



was done on the basis of card holding. It was found that in 
1,984/85, out of the total subsidy of Tk.210.6 crore in actual,
Tk.119 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 (Tk.63.6 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 withdrqwan. 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 subs.
 
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 .3stimation of price elasticity and income
 
elasticity for each of the 3 groups, rice a±d wheat separately,

substitution elasticity was derived from price and income
 
elasticity and income effect from these two elasticitieso Com.

pensation to public empLoyees fo income effect comes to
 
Tk.1.8 crore only.
 

C. RECOMMENATIONS: 

1. 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 procurement in
 
case of domvstic procurement with adjustments 
for incidentals
 
and handling costs.
 

2. In calculating subsidy distribution of food through nonmone.
 
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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Since EP as well as OP cover both households and establishments,
3. 
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 phasest
 

5, The existing PFDS may be restructured and changed/mixed with
 

welfare consideration particularly tho maintenance of nutrition
 

level and in that case the present rationing approach should be
 

replaced by "ARGET GROUP" approach. 

6. VGi FFWI GR and even some MR recipients should be treated as 

target groups in order to ensure nutrition level. Given the eco

nomic status and purchasing power of these consumers, the level 

of subsidy for MR may be determined. 

7, It may also not be undezirable 'o abolish the SR channel 

altogether from the PFDS. 

8. A budget is both a plan and an instrument of controi. It,
 

looses its effectiveness unless perfoamance is evaluated in
 

relation to the plan objectives and criteria with utmost prompo
 

titude. It is essential to have a dependable system of finding
 

the historic costs for the purpose, Tbusha urgency of devplop

ing and installing onecould not be too eti'ongly emphasized,
 

9& In a trading budget, as in the 4 ex of food trading by
 

the state, indication of opening and closslng stocks of foodgrains
 

with their valuation would enhance %p elient of budgetary
 

control.
 

10. In the interest of budget tabil1iy, 1; is worth cons1de*
 

ihg whether the operation of"the faod lmdget should be sepa?$ed
 

from the reveaud budget tgJ4n6 kt tota:j.y 49yandent on bant
 

borrowing excapt Lor one final i04pst*xot Zrib7Adget subsiLdy as 

is the practice i some SUth East 4-sian Qourktries 
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li. 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.
 

13. If the present level of subsidies is withdrawn from almost 
all the channels, there 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 deserves special attention,
 
since loss of foodgrain is, reportedly, about 5 times of stor
age loss and 2.4 times of total storage and transit losses
 
combined together.
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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.
 



CHAPTER - I 

ISTORY AND STRUCTURE OF PFDS 

1. INTRODUCTION: 

1.01.0Scale of O-eration of PFDS: 

Public Food Distribution System, shortly known as PFDS has grown into
 
a powerful tool in meeting two needs of the country  accelerating
 
production of food cereals towards food 
self-sufficiency 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 people 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 croresi 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 th-Le government has to
 
quickly respond to food emergencies due to natural calamities make
 
such shifts in procurement and dist-ribution 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 emergenv
 
cy situation.
 

1.01.2t 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 Tk, 250 crores. The
 
amount of such subsidy was however the highest in 1984/85, the year
 
being a bad year from the point bf 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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1.01.3. 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

ly successful in narrowing down the Oifferent between procurement
 

and distribution prices, though the oyerall level of subsidy 
is still
 

high. The question of subsidy reduction raises welfare 
issues and
 

hence, distribution of subsidy between different eocio-economic
 

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 prides at which food undet aid is roceived. 
It is look
 

into these issues of .ood subsidy that the government 
of Bangladesh
 

has initiatea the present study and appointed EUREKA 
(B3angladesh) Ltd.
 

to undertake the study on its behalf under its letter No. 1056 
MB-/FD/
 

FPMS-a7/83 dated 22.11.1984.
 

of References:1.01.4. Terms 

The terms of references for the "Study on S absidies in Public Food
 

Distribution System in Bangladesh" is as follow: 

To determine the economic price of foodgrain distributed
(i) 


under PFDS showing separately each for imported and
 

locally procured foodgrains6
 

(ii) To estimate present level of subsidy given in foodgrain
 

both in rice & wheat separately taking into account
 

the mode of procurement.
 

(i) 	 To determine the share of subsidy given to 
each
 

channels of PFDS,
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(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 lose 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; 

(c) Level of consumption of foodgre.ins of 
different socio-economic group z in 
rural and urban areas. 

(i To determine actual and imputed value of subsidized 
foodgrain distribution through f.)od for works and 
other non-monetized channels. 

(x) Estimate the amount of finance required to components 
the loss of the benefit derived by the salaried offi. 
cials of the Govt., Semi-Govt. -nd Autonomous Bodies 
from subsidized rationed foodg'ain supply in case of 
elimination of existing subsidy. 

1.01.5. 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 quanti
tative and qualitative. Second chapter it3 
devoted to the critical
 
evaluation of existing method of estimation of budgetary or finan
cial subsidy. Third chapter suggest alternative 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
 

bythe government and those obtained in the neighbouring 
countries
 

and suggest ways and means to reduce the loss. It 
argued that loss
 

subsidy. Fifth chapter

due to inefficiency should not be treated as 


from the point of its minimisation. It argued 
in
 

analysed the cost 


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.
 

It dealt subsidy from economic point of view. 
Here opporturity 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 
tne welfare level
 

the sector employees and the 
unchanged particularly for public 


Seventh Chapter contilins recommendations

level of domestic output. 

of the study which emerge from the discussion of various problems
 

related to procurement, transportation, storase 
and distribution of
 

food under PFDS.
 

: CURRENT STATE - BNEFICIARY GRO;PS.- VOLUME, BUDGET: 1,02. PFDS 

commonly


IQ02.1. The distribution of foodgrains by the Government, 


known as ration system, started during the i'engal 
Famine of 1943
 

only five channels
Prior to 1971

has expanded rapidly since 1971. 


of distribution existed which has now increased 
to twelve such that
 

to form a part of a more comprehensive
the "ration system" has come 

and 

system called the "Public Foodgrain Distribution System" (PFDS) 

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.
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Table : I - 1
 
CHANNEL-WISE DISTRIBUTION OF FOODGRAIN
 

Y.ear SR IMR 
... .. " 

Ari MOOMS,oritie 
.('000' 
VGF&&tj FFW 

tons) 

, I(EPOPLE.FMI 
&

Relief 
& 

CD 
Total 

.976 ,773 584 1 ___ '.&_17
1974-75 471 578 554 - 161 - 1-764 
1975-76
1:976-77 359

377 
496
288 

584 
551 

11 
58 

11.0 
33 

116 
1.66 

1676 
1,473 

1977-78 451 353 753 6 
 30 255 184.8
 
1978-79 417 312 
 754 52 216
45 1.796
 
1,979-80 492 385 907 121 
 57 440 2402
 
1980-81 313 179 
 601 - 34950 1522 
1981-82 307 483 656 155 70 365 2036
 
1982-83 303 362 
 636 116 404
83 1904
 
1983-84 293 399 641 120
158 440 2051
 
1984-85 266 464 711 
 209 340 572. 2562
 

Source: Ministry of Food.
 

(i) Statutory Rationing (SR):
 
It was,initially started in the non-producing but densely populated
 
cities. B'y now the cities of Dhaka, NarayangE.nj, Chittagong, Ranga
mati, Khulna and Rajshahi are covered nnder this programme. B;ut from
 
1974 only the newly appointed Government, Se:,i-Government and Auto
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* 

.ear I Po uation Ration Card" .I .
 
1981 55,18,231 3691347 67.
1981 57,58,693 36i(3,805 6Wlq
1982 6Oia,o34 35v,1,9245&
1983 627,74,0 14 34,05:320 %1984 66,34,126 35, 2,450 
 53%
 . 1985 69,26.870 33.2.920 4,%


Sourc 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 government also decided to
 

reduce entitlement so as to reduce the burden of subsidy. As a
 

-result-off-ta%e-in SR has decreased.
 

At pz;5ent SR channei :covers about 36 lakh of people. Card holders 

-are srved on weekly basis. Present weekly quota for adult card
 

holdet is 500 grams rice, 1500 grams *heat and 200 grams sugar. For
 

infant card hblder the share is half of adult, except: for sugar.
 

In 1973-74,about 5.02 lakh tons were distributed which gradually
 

decreased, In 1984-85 the quantity was only 2.66 lakh tons. In
 

which declined to only 10% Qf the
1973-74 the share of SR was 2S/6 


total off-take in 1984-85. 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 

tI seers -er card holder)... a.
7'otal C;er-_ _ Sharo j ofIWe Ride WneatPeio 
oeal nuota ' Ri Ratio

1... -2 Rice I. .4 5 

Oct.16, 1976 4.00 2.5 1.5 5 : 3
 
- March 4, 1977
 

March,5, 1977 3.00 2.00 1.00 2 : I
 
- Dec, 2, 1977
 

Dec, 3, 1977 3.00 1.5 1.5 1 : I 
- May 2, 1.980 

May 2, 1980 3.0 1.0 2.0 1 : 2
 
- Jan. 2, 1981
 

Jan. 3, 1981 2.5 0.75 1.75 1 : 2o5
 
-Dec. 11, 1981 

Dec. 12, 1981 2.0 0.5 1.5 1 : 3 
- Present 

Sourc'e : Ministry of Food.
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(ii) 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 oil, 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 45% 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 account-ed only 1Z1 of the total distribution; 1984-85 it stood at
 
Ie61. With increase in volume, the share of rice and wheat has rever
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 people 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 71 
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.
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Table : I - 4 

OFF-TAKE IN ESSENTIAL PRIORITY 
'( O o  
•~~ 	 i - (I I tons), ,at: 

I Wheat (Rice/Whet
Year Total D.ist- Rice 


Y ribution ' 	 eRatio
 
S2, 	 3 4
 

1980-81 88 53 35
 

1981-82 100 61, 39 1 : 0.6
 

1982-83 99 60 39
 

1983-84 108 66 44
 

1984-85 113 69 44
 

Source: Ministry of 	Food.
 

(iv) Other Priorities (OPt:
 

All 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
 

±.ecipients are usually served twice a month.,(ff-take under OP also
 

increased over the years. In 1972-73 off-take ;ias only 163 lakh
 

in 1984-85* The share
tons which increased to 3.87 lakh tons (137%) 


of wheat is more than 3 times of rice. Presencly, about 51 lakh
 

people are served under this chanael.
 

(v) Flour Mills FM):
 

The automatic and compact flour mills are gi.ven 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 (QMSg:
 

Open market sales commenced ,ai,
1979-80. Under present operating
 

procedures OMS is initiated through graii dealers when retail mar

of
Q[e prices are 1 % above the procurement price of rice and 2(Y16 

wheat, The grain is usually sold at a prt.ce approximately half the 

way between the ruling market price and t.he OMS trigger price. 

I -8
 

1.11.2: Fertilizer 	distribution in last few years have undergone a
 

rapid increase. In 1,974-75 only 2.79 lakh tons of chemical fertili

12,62 tons in 1984-85. The
zer was di:stributed 	which stood at 




(vii) Marketing Operation (MO): 
Uonder 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 oT 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 31 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 scrutindse and sends them to 
Relief Ministry for approval. Water Developmont Board also under 
take projects under FFW Programme. Earlier il; was limited to only
 
earth workst now construction (mainly bridge, culvert, etc.) in
volving cash outlay has also been included. It covers about 20-2/o
 
of the total off-take. In 1984-85 off-take under FFW was 5.71 lakh
 
tons compared with only 1.16 lakh distributed in 1975-76 (716 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
 
3 seers of wheat for 70 eft, 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
 
FPW is an employment generating work wita emphasis on agricultural
 

I -9
 



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 on 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 I lakh tons. 

(xii) Vulnerable Group Feeding (VGF): 

The helpless poor mother and children are-provided food under this
 

category of distribution through local government 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 laih tons foodgrain were
 

distributed in this channel.
 

1.05. COMMERCIAL AND NON-COMMERCIAL ASPECT OF PFDS:
 

1.03.1. The foodgrain distribution broadly ,classifiedinto 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 as follows:
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Table : I - 5 --YEAR-WISE DISTRIBUTION IN MONETIZED & NON-MONETIZED CHANNELS 

( '000' tons ) _Y.ear IMonetized -Non-monetized-_ 'Total. 

1976-77 
 1274 
 199 
 1473
 
1977-78 
 1563 
 285 
 1848
 
1978-79 
 1535 
 261 
 1796
 
1979-80 
 1905 
 497 240
 
1980-81 
 1123 
 399 
 1522
 
1981-82 
 1596 435 2031 
1982-83 
 1417 
 487 1904
 
1983-84 
 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.
 

1,04, RURAL AND URBAN SHARE OF PFDS: 

1,04.1, As per policy of the government the Eystem of rationing havebeen benefiting the rural poor gradually. Thu distributional pattern
changing in favour of rural poor. The Table below shows the share of 
rural and urban distribution: 

Table : I - 6 
SHARE OF OFF-TAKE IN RURAL AND URBAN AREAS 

2 4 
1976-77 
 6V 
 33 
 100
1977-78 
 65
1978-79 35
68 100
32 
 100
1979-80 
 64 
 36 
 I OD
1980-81. 
 62 
 38 
 100
1981-82 
 55 
 45
1982-83 1O0
55 45 100
1o3-84 
 53 47 100 

Source: Ministry of Food. 

I - 11' 



--

FROM GREAT FAMINE TO LIBERATION:
1.05. ORIGIN OF PFDS 

1.05 01, Famine of 1943:
 

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 system
 

of controlled distribution oryhe 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 mebers 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, government'also adopted a policy of price 

control. Organisation of relief throughout the province was also 

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

lied commodities was introduced out of which subsequently-some 

areas were retained as Statutory Rationing; Area. In the rural areas 

a modified 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 thayment of tax. A being the lowest 

income group. In both the rural and urban areas the ration quota 

for rice was fixed 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 seerm only. If supplies ran short,
 

every family was to get proportionately less.
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1.05.3. The food crisis of 1943 that brought into being a network 

of food & relief committees throughout Bengal also prompted the idea
 
to set up consumers!,cp-operative stores at the union level to solve
 

many of the then age-long issues of people.
 

l.06. PFDS AFTER PARTITION:
 
I 

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
 

Force-s, 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; hernce the other priority
 

group channel had been opened to cover the government servants and
 

workers in the non-SR areas. 

1.06.2. However, at one stage in 1956 considiring the production 

and its growth rate in both the wings Of Pakistan the Food Depart

ment was abolished and the rationing system as 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 dep; rtment and all the distr

ict headquarters were taken up as SR areaco 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: 
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Table : I - / 

kVERAGE PRICE OF FOODGRAIN IN MARKET AND RATION
 

Y.ear Rice - Wheat 
Ration Mdrket I Ration Market 

1. 
Price 

2 
price

3 
Price 

,4. 
Pr ce 

1949-55 19.00 35.00 18.00 NA 
(average price) 

1957-69 20.00 39.00 19.38 NA 
(average price) 27.00 7.4*00 20.00 NA 

1969-74 31.00 92,00 26.00 60.00 

1974-75 70.00 244.40 50,00 1.50.00 

1975-80 105.00 210.00 95.00 130.00 

1980-84 190.00 260.00 1.30.00 145.00 

1984-85 260.00 300.00 173.00 200.00 

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 displa(,ed. So a major rehabili

tation programme was undertaken after the ind'ependence which include 

the reconstruction of roaqs, bridges and rehabilitation of displaced 

families. The problem of food deficit was accentuated by transporta

tion and handling problem.
 

1.07.2. The major problem was the operatioi of relief programme., The 

monthly average off-take during 1972-73 wi.s 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 lakb!,tons. 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.
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1.08. BEGINJING OF TRANSFORMATION - LOOSENING THE HOLD OF MARKET LEVY: 

1.08.1. To 3upport distribution of foodgrains and stock build-up the
 
internal pr)curement 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:
 

(i) Compulsory procurement under a statutory order. 

(ii) Voluntary procurement with cordoning and border drive. 

(iii) Voluntary procurement without cordoning the 

border drive. 

(iv) Border drive. 

(v) Monopoly purchase. 

(i) Compulsory Procurement: 
Under this system a large producer was required to sell a portion 
of his produce to government at the given price. Quantity of paddy 
to be delivered was levied at certain rates depending on the size 

of each family's holding. 

(ii) Voluntary Procurement with C ordonlng: 
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.
 

(,iii) Voluntary Procurement without Cordoning:
 
U'nder 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) Rorder 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 t~e producing family residing within 5-mile border-belt
 
are procured under the Foodgrains (Disposal and Acquisition) Order,
 
1948. 
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(v) MoQIool 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(98-59 to 1908
 

______________~A2000' LongTons)
L|._______ProcurementBasis


Year Volun- Border Y-Ldne,--vace Othe Totav hay ! h ,,,, .. Oth~er |Total
 
.. _.tar.y__ J Iurchase' F
 

1958-59 180.1 12.5 - - 24.8 217.4 
1959-60 11.6 9.0 - 3.5 g.1 24.2 
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 - 4.1 
1963-64 95.3 114 , - 4.0 14.0 124.8 
1964-65 3.4 6.4 - 0.1 2.5 12.4 
19655'6 7.0 - 82.0 - 3.0 92'.0 
1966-67 0.9 6.4 0.1 - - 7.4 
1967-68 12.0 9.4 - - 0.4 21.8 
1968-69 2.6 6.7 -- - 0.19.4 
1969-70 2.1 4.0 - 6.,1
1970-71 3.0 2.0 - - 1.0'6X0
 
1971-72 .......
 
1972-73- - - 0.05 
1973-7h 48.5 16.3 - 5.3 0.7 70.8 
1974-75 - - - 128.0 128,0 
1975-76 415.0 - - - - 415.0 
1976-77 314.0 - - - - 314.0 
1977-78 550.0 - - - - 550.0 
1978-79 355.0 .... 355.0 
1979-80 348.0 - - - - 348.0 
1980-81 1016.7 .... 1016.7 
1981-82 298.0 - - - 298.0 
1982-83 190.8 .... - 190.8 
1983-84 266.4 - - - 266.4 
1984-85 348.8 - - - - 248.8 

Source : Ministry of Food.
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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.
 
T[he 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 1975-76 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 thero 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 producers 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.
 

1.08.4. 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 spport

scheme as an incentive to encourage greeter 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
 

was withdrawn. The present
system of Approved Grain Dealers System 

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: 

Bangladesh has continued to be chronically food deficit
1.09,1. 
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 sevege 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
 

was 4./o of output it occured in lean
 the flood of 1974; though it 


and in the following famine situation taousands 
of people
 

sesson 

hat if there existed
 

died. This poignantly brought forth the point 


proper food policy, such a famine could have b;en 
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 unem:loyment 
in fact upsets
 

so when the modern techn:)logy of water, seed 
and
 

the Say's Law more 


fertilizer is more augmenting (i.e. yield increasing) 
than labour
 

using, thereby creating a gap in supply and 
effective demand. It
 

is, however, in the face of chronic food shortages that the inter

food policy. A
 
national organisations became concerned with the 


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 cul

tivable land (to require inter 3ive cultivation).
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(b). Population growth is higher than that of production
 
growth (creating food gap). 

(c) 	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).
 

(A) 	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 poor, 
but serves middle class entailing huge subsidy in
 
distribution of foodgrain.
 

1.09.3. The Mission recommended setting up a food policy unit with 
full-time professional secretariat to: 

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

(Ui)devise and operate an early warniig system,
 

(iii) 	analyse food policy issues and
 

(iv) 	advise the government on needed policy reforms.
 

1.09.4. The Bank Report recommended improv-ng the food management 
in the areas of procurement and distribution. Concerning the pro
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, 

(b) 	 the procurement price should :e 
made 	an effective
 
support price by government p.Lrchases of all grains
 
of specified standards offerel to it at that price,
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(c)) 	 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.
 

1.09.5; Concerning food distribution through the ratibning system
 

the recommendations were:
 

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

(') 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 1976 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 Prine Minister and
 

Ministers for Water, Power and Irrigation, Agriculture, Food, Finan

ce, Foreign Affairs, Commerce, Post-Shippin 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 regularly met twico 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: 

1.10.1: 
 The national food policy of Bangladesh as formulated in
 
November, 1980*aims at a rational food policy and strategy and
 
includes, inter alia, the following: 
 S 

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

(f) 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: 	 FOOD PRODUCTION: 

1.11.1: 
 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. '2he 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 

only 2,79 lakh tons of chemical fertilirapid increase. In 1.974-75 

12.62 tons in 1984-85. The
zer was distributed which stood at 


annual growth rate was 16% during the last 10 years timo. Similarly'
 

the irrigation facilities have also increased. 'oJ9 -84 about 47.4 

lakh acres were irrigated compared with 35.61 lakh acres irrigated
 

16.
in 1974-75. The annual growth rate was 


But due to frequent natural calamities like floods and droughts,
 

etc. 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 Tgn) 
TARGET 

Year As per Annually set Achievement 
MTFPP by Govt. 

1980-81 	 1154 148 147 
144.1981-82 162 162 


1982-83 173 155 151
 

161 	 1551.983-84 	 186 
1984-85 	 2-00 167 1.61 

Source: Planning Commission & BBS,,3 

1.12: FOOD PROCUREMENT: 

112.1: 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
 

fixed
to the farmers. The procurement prices of foodgrain are 


every year considering the cost of production of different crop so
 

that the farmers can be benefited through government procurement.
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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 government 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
grain 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
 

Crop i1980.811 1832-
-

1981-82 1982-834.-
I:! , , , ,I 

(Qpp't 
1983-84 
:i 

tons) 
1984-85"i ,, 

Aus 86.85 19.41 0.98 10,96 1.57 
Aman 501.29 116.97 93.38 83.77 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.C'? 266.45 348.93 

1.13: DISTRIBUTION:
 

1.13.1. Similarly a number of improvements have been made over the
 
past few years in the managemedt 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
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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 it 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.
 

1Id3.2: As policy of gradually reducing subsidies the gap between
 

procurement price and issue (,distribution) price has also been
 

reduced substantially affecting unit subsidy,
 

Table below shows the year-wise procurement and issue prices of
 
foodgrain:
 

Table : i - 11 

PROCUREMENT & ISSUE PRICE. OF RICE ....... . . . . CT k . "e r d 

Procurement Issue Prie( Gap Average 
Year I Price consumer's leve, ,(Absolute) GaD 

1 .2 3 5 
1975-76 121 70 51 42
 

1976-77 122 90 32 26
 

1977-78 -32 100 32 24
 

197&-79 132 120 12. 9
 

1979-80 170 140.00 30 1.8
 

1980-81 190 155.20 34.8 1.8
 

1981-82 210 175.00 35 17
 

1.982-83 215 1.95.00 20 
 9
 

1983-84. 225 215.00 10. 
 4 

1984-85 248 a68.00 -20 -8
 
Source: Ministry of Food.
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1.14. SUMMARY OVERVIEW: 

1. 	The foodgrain rationing system have been introduced after the
 
Great Famine of 1943 limiting to only Statutory Rationing, 
gradually expanding to the Modified Rationing.
 

2. 	 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.
 

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

4. 	 The rationing system has always been pursued in favour of the
 
consumers, particularly the urban consumers.
 

5. 	 In the domestic procurement scheme there h s been total shift 
from compulsory procurement to the volunta.'y one by 1974-75 while 
in 	1973-74 about 22 thousand tons were prcured under levy and
 
48.5 thousand tons under voluntary purchase. In 1984-85, ten
 
years after that whole amount of procure ient of 3.48 lakh tons
 
was 	 on voluntary basis. 

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

7. The domestic procurement policy had bean diverted 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 (Zion.
 
monetized) channel. The monetized cl annels include the SRMROP 
EPLE, 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 MECHANISM AND STRUCTURE:
 

2.01.1. The food:budget under Head 184 is prepared 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 construc
tive sense. As regards deferred payment purchases, both the down
 
payments on account of purchases durihg 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 &s edible oil, sugar,
 
salt, etc. 

,#01.2. A ConsolidatedView of theB udg'e:
 
As an illustration, a consolidated 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:
 



Table : II - 1 

FOOD BUDGET & GROSS OUTLAY 

Quantity '000' tons 
Value Taka Crores i
-98-86 	 19 4-8
Year 	 1t', -


I .Externa Procurement
 
Grants,.
 

Foodgrains 1480 645 1435 575
 

Non-foodgrains 10 9.
 

Own Resources
 

Foodgrains 20 8 245 129
 

Foodgrain deferred(a)200 (75) 1043 (439)
 

Non-foodgrains 59 47
 

Down payment 10 6?
 

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
 

Total(Domestic) 500 625 (37.38) 300 , , 51.6 C31.99) 

Total Cash Outlay 2200 1672 (1,00) 3013 '1.615 (100)
 

Adjustment for 150 276
 
deferred payment
 
(a-b)
 

,Gross outlay
 

Source: GOB Food Budget & Consultant.
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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.
 

2.01.3. Receipts and Recoveries:
 
On the-receipts and recoveries side, proceeds from cash 
sale toge
th,,r 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 : 
II - 2 for the two years, 1984-85 and 1985-86. 

Table : II - 2 
FOOD BUDGET - RECEIPTS, RECOVERIES AND SUBSIDY
 

Quantity 1000t tons 
-Value in Taka Crores 

(a) Commitment of funds 
from Table t II-7 

2200 1522 3013 1889 

(b) Receipts and Recoveries 
1. Cash Sales Proceeds 
2. Non foodgrain sales 

1400 
-

713 
175 

1.900 
-

867 
149 

3. Valuation of FFW/ 
Relief issues 

600 287 750 327 

46 Increase (nat outlay 200 157 363 296 
in stocks) 

Total : 2200 1332 3013 1639 
(c) Cash deficit (Subsidy) - 190 - 25Q 

Total = (a) above 2200 1522 3013 1889 

Source: Food Budget (GOB). 
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2.02. BQETARY 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 was Tk.1639 

crores. The difference between the two sides was Tk.2,p50 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 foods'ubsidy 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 

importance only in recent years, very little literature are avail

able 	in this context. Most of the reports and information available
 

from 	national and international sources have dwelt ,upon the sub'-,ct
 

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 an, aid resource constraints
 

on
became increasingly severe. However, the Rport of the Committee 


Gradual Reduction of Food Subsidy/I seems to be a relevant starting
 

point in connection with the proposed study. The aims of the referred
 
study were to:
 

(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 sufficiency in food and oti the availability of 

resources for development in the country. 
71 	: Report of the Commi tee of Gradual ,eduction-"F? F-0od ubsidy 

by Planning Commission, Ministry of Planning Commission, 
Ministry of Planning (GOB) ,Deeember, 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 r.ports without going into field investigation, rather
 
with a limited objective of resource mobilization. The focus of the
 
study was based on reduction of food subsidy without any 
 cificrefe  r 
ence to the we lfare 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 thefact the government distribution mechanism is not responsive to


market prices. People buy now from ration shops even when the
 
supply in the open market is abundant.
 

(ii) 	There is little justification for the supply of internally produced 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.
 

(iii) 	Seasonal open market operations are good substitute of statutory

rationins 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 grovernment 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 szale 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 accounted under the Head 34-Defence Receipts. There are also
 
some receipts from other EP groups but the 
former receipts are substan
tial. It may also be noted that this subsidy is inclusive of rations
 
(free food entLtlement) as part of their service contract. These re
ceipts arise b3cause food is issued by the Food Ministry at certain
 
price to varioas departments under EP channel but their beneficiaries
 
are charged at different prices. In 1984/85, for example the estimated
 

II - 5 



additional receipt on account of such price differential amounted to
 

Tk.17.75 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
 

Tk.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 Subsidy:
 

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, there may be fund commitment 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.e, which as discussed in Chapter-I, comprises both mone

tized and non-onetized channels. This dichotomy of distribution raises 

the question i - subsidy per unit value of food,
iether unit subsidy 


should be calc ilated on total food distribution or should be related to 

monetized food distribution only. From the budgetary point of view the 

former has an obvious appeal since the PFDS system is one and a single 

system for all kinds of food distribution, monetized or not, entailing 

huge overhead and common cost in its operation and maintenance7. The 

common costs include PFDS' establishment cost, transportation 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 between food distributed through 

different channels though foodgrains may be procured under different 

terms from different sources. Thus any attempt to calculate unit subsidy 

on any basis other than on the basis of overall operation of PFDS will 

involve allocation problems. An opposite position 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 (e.g. SR) and non
monetized (e.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-monefized distribution involves cash outlays for .
 storage,
 
transportation and establishment such an approach to unit sub'sidy
 
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.
 

2.02.5. Three Ways of Calculating Unit Subsidy: 

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

i) 	 First, calculating it on the basis of total fund
 
commitment expressing subsidy as a percentage of such
 
commitment. Here all costs are 
poolcd together.
 

(ii) 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 witl 
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 t ough part of such costs
 
is incurred on account of non-monetized food distribution.
 

(iii) A comparative position is 
to charge all the PFDS opei'ation
 
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.
 

2.02.6. Calculation of Subsidy: 

In the following table, the calculation of Unit subsidy under the
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three alternative methods are shown for the year 1984-85 as an
 

illustration:
 
Table : II - 3 

184-5)CALCULATION OF SUBSIDY 1 


Sl*No- Item 	 Taka inCrores 

I. Commitment 	 1934 

2. Sales Proceeds 867
 

36 Operational Cost 252
 

4. 	 Stock Increase -96 

5. Subsidy 	 244 

6. 	 Subsidy net of operational cost for 151
 
stock and non-monetized iss'ues
 

7. 	 U Sjubsidy (Percentage)Uit 
(a) 	 Cofmitment basis (5 : 1) 12.62% 

(b) 	 Benefit basis (5 : 2) 28.14% 

(c) 	Adjustment basis (6 : 2) 17* 4/ 

Source: Statement IV, Annual Budget Summary S'atements (GOB). 

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

2. Tk. 6 crores have been deducted from the total
 
subsidy figure of Tk.250 crores being attributable
 
to non-foodgrain sales. The comrn:Ltirent figure
 
likewise, excludes non-foodgrain procurement.
 

It should be borne in mind that these alternative methods of calcu

lating unit subsidy are based on the c6ncept 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 - PROCUREMENT: 

2.02.1 External Procurement: 
Food 	is procured both externally and domestioally at varying prices
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and costs. External procurement is mainly done with the help of food
 
aid, though in recent years commercial purchases have significantly
 
increased in volume and value. The type of aid and its conditions
 
vary from sburce to source. It could be (a) quantity and value spe
fied aid and grant on C&F baris, without any restrictions on ocean
 
freight, (b) 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.g. 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 fiom various coun
tries (e.g, Long Term Credit from Japan) under bilateral arrangements.
 

2.03.2; Internal Procurement:
 
Intepnal procurement of foodgrains was introduced mainly for suppor
ting the rationing system4 The objective was modified later to put
 
the emphasis on stabilizing the procurement prices at a level which
 
wouldprovide farmers an-incentive to expand -production of foodgrains.
 
To that end, the procurement prices 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 fort7
-

nightly bills for all payments madefor 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-interest charges to banks for
 
its 3 month-accommodation, a substantial 
part of which could pro
bably have been avoided with sorue procedural changes. 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/BIWTC/
 

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. 

2.03,3. Source-Wise 	Financing 

Source-wise financing of procurement of foodgrains is shown in 

Table : II - 4 below: 
Table : II - 4 

SOURCE-WISE FINANCING OF PROCUREMENT 

(a) RICE (Quantity in OO0 tons)-.. 

19807811 1981/82 1982/83 1983/84 1 1984/85
1 9 41 1 2 -L 3__ 39~8~1 6/ 

1. Total 	 - M ALI JL6 407 

2. 	 Aid/Grant 84 30 232 163 i o 
(.9.23) (5.95) (48.33) (51.58) (31.94) 

3. Cash Imports - 189 80 7 145 
(37.50) (16.67) (2&22) (35.62)
 

4. Domestic 826 285 168 146 132 
Procurement (90.77) (56.55) (35.00) (46.22) (32.42) 

(b)WHLT
 

1. Total 	 i l 56 

2. 	 Aid/Grant 697 1120 835 1320 14.05 
(59a68) (98.85) (54.14) (79.78) (51&02) 

3. Cash Imports 302 - 689 214 1134 
(25,85), (11.50) (12695) (411'?) 

4. Domestic 169 13 24 '121 
Procurement (14447) (1.15) (1.36) (7131) (780) 

Note: Figures in parentheses are percer.tages 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 4(y/. 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.
 

2.04. STRUCTURE OF PROCUREMENT PRICES:
 

2.04.1. Internal Procurement Price:
 

Table 	: II - 6 below shows the movement of procurement prices ov'er
 

the Second Plan period.
 

Table : II - 6
 
SCHEDULE OF INTERNAL PROCUREMENT PRICES
 

1979/80 to 1984/6b
 

(Taka per .d.) 
jEffect~ve- Paddy all IRice all ,
Ieadate | varie ties , varietiest Wha 

1979/80 Nov.15,1979 105 + 5 165 + 5 105.+ 5
 

1980/81 Nov.4, 1980 110 + 5 1.70 + 5 110 + 5
 

1981/82 Dec. 7,1.981 119..+ 5 185 + 5 119 + 5
 
1982/83 Nov. 7,1982 130 + 5 205 + 5 130 + 5
 

1983/84 Nov.15,1983 139-+ 5 220 + 5 139.+.5
 

1.984/85 a7Uly 1,1984. 160 + 5 243 + 5 1.57 + 5
 

'(Aus & B oro) (Aus & Boro) 
& 170 + 5 & 258 + 5 

(Aman) (Aman) 

Note: (1) Taka 5 per md. is paid as transpbrt bonus. . . 

(2) It would be seen that between 1980/81 ana 1984/85
 
domestic procurement prices have increased by 5
 
for paddy, 5(ylo for rice and 41% for wheat. 

Source: Ministry of Food, GOB. 
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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 b.elow Wo.uld
 
show thus:
 

Table : II - 6A, 
INTERNATIONAL PROUREMENT PRICES 

US dollars per metric ton C&F
 
RICE WHEAT 

Aid 
-Imports 
. 2 

CCash 
Imports 

--L 3_ 
Aid 
Imports 

Cash 
I mports 

1.980-81 493.17 - 180.96 182.23 
1981-82 392.58 247.83 151.57 -
1082-83 371.85 229.45 168.10 147.69 
1983-84 373.90 204.65 161.27 160.26 
1984-85 348.24 253.58 155.73 142.40 

Source: Ministry of Food, GOB. 

It would be noticed that 1980-81 was a year of high international
 
foodgrain prices. The differential price between procurement 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 East AsLa (Thailand and Burma) 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 Tk. 25.29 (55.54%) over 
the said period,
 

2.05, INCIDENTAL COSTS:
 

Besides cost of procurement which includes also ocean freight, PFDS
 
has t9 incur incidental costs covering inland transportation, bag
ging and re-bagging, other operating expenses, establishment coats
 
and bank aharges and interest, Total provision for such 'incidental
 
costs appeared as follows:
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Table : II -7
 

BUDGET ESTIMATES
 

' Incidental jPer ton of iAs rpercen- Subsidy 

Year costs r procurement ' tage of Tk. Crores
Tk. Crore i(n Taka)... ioutlay

2-- , 2 	 ....
 

'I0 	 10
1.980Q81 149.40 719 i 09 1.09
 

1981/82 201.43 1227 24.05t 182
 

1982/83 228.38 -1124 22.15 193
 

1983/84 140.93 715 12.47 160
 

-1984/85 252.00 	 836 1334 250
 

Note: 	A small part of the incidental costs is chargeable to
 
non-foodgrains.
 

Source: Ministry of Food, GOB and the National Budget.
 

It is to note that incidental costs as percentage af total outlays
 

show great fluctuations from as high as 2% to as low as 12.9% 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 a'e 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 wa6 also the highest. A comparison of Table i
 

11-4 and Table : II-7 brings out. close corelation between the inci

dental costs and volume of procurement. Ocean 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 distribA4
 

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)p 
Gratuitous Relief (GR) and Canal Digging (CD) . The latter is however 
discontinued now. For purposes 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 different channels from
 

1978-79 to 1984-85.
 

Table : II - 8 
CHANNEL-WISE SHARE OF DISTRIBUTION
 

(-Quaribit 
Year SR MR Priority- OMS/pM Relief Total 

S. . in 000 tons), 

Grou-os OM"/" FFW 

1978-79 417 312 754 )2 a61 1796 
(23.2) (17.4) (42.0) (2,,9) (14.5)
 

1979-80 492 385 907 
 12' 497 2402. 
(20.5) (16.0) (37.8) (5) (20.7) 

1980-81, 343 601 399
179  1522
 
(22.5) (11.8) (39.5) (26.2) 

1981-82 307 483 656 435
154 2035
(15.1) (23.7) (32.3) (21.3) (21.4) 

1982-83 307 647 495368 118 1935 
(15.9) (19.0) (6.1)(33.4) (25.6) 

1983-84, 293 399 
 641 158 561 2052
 
14o3) (19;4) '31.2) (7.7) (27.4) 

1984-85 205 342 555 138 906 2166
 
(9.5) (15.6) (25.6) (7.3) (41.8) 

Note: Figures in parentheses are percentages,

Source: Ministry of Food. 
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2.06.2. From the budget point of view, as discussed in para 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 14.50/6 

in 1978-79 to 41.87o in 1984-85. As a matter of fact, a steady shift 
in favour of nom-monetized channels is discernible. Against this,
 

the share of SR steadily declined to below 101/6 in 1984/85 from
 

23.o 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 priority groups 

has also significantly declined relieving pressure on subsidy. 

2.06.3. Besides its impact on subsidy, the changing 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 the vulnerable and the Unemployed.
 

Secondly, a reduction in the share of SR mea-s reduction of benefit 
of subsidized food for the better-off familios. 

2106.4. 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.
 

2.07. STRUCTURE OF ISSUE PRICES:
 

240701. The pricing structure of PFDS shows considerable diversi
ties with respect' of distribution channels. Issue prices are fixed
 

every year by the government. They are fixed with the objective
 
of suplying foodgrains tj the beneficia-ies of PFDS at prices
 

which are considered reasonable both in relation to the market
 

II - 16
 



--- 

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) SR. MR andOP:
 

The bulk of cash sales are made through SR, MR and OP channels. T'hey

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 : II - 9
 

MOVEMENTOF PRICES
 
= 
.i.. .. 
 .. ..
 Tk / ./TWhole sale Procureme n .R/R/O H EPrice 

Year market price rice _(ex-odon)

Rcare
cWheat Rice 
 j Wheat Rice Wheat
 

---A 
_ _ 

. - 3 . 
__ &IF_-___ -_-- ___2 

1980-81 168.44 110.46 172.25 113.29 139.6 107,61 

_
 

1981-82 220.40 
 135.09 
 183.54 120.13 162.17 11,643
 
1982-83 239.61 162.33 
 203.00 125.83 
 190.90 129.91
 

1983-84 261.63 166.67 219.58 
 140.74 209.90 139.45
 

1984-85 280.00 165.00 
 263.00 165.00 
 245.57 158.04
 

(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
 

Tk. 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/4R ratesi For example, the present rate 
for large employees is Tk.177.61i and that for flour mills is 
Tk,186.57 per md. of wheat in place of Tk.167.0D per md, under SR/MR. 
Under these channels wheat is the main commodiiy supplied by PFDS. 
In 1984/85, for example, LE received 63 thousad tons of food grains 
of which only one thousand tons were rice. 

(c)E:
 
The prices for essential priority groups are set at considerably
 
lower *lelfels than those of SR/MR. Since 1977-78 until the end of 
1984-85 EP rates have remained stationary at Tk.48400 per md.-.for
wheat and Tk58.00 for rice, when SRI/M prices have advancdd from. 
Tk.97.00 per md. to Tk.262.00 per" md. for rlbe and- from Tk.80.0O 
per ud. to Tk. 167600 per md. for. wheat. This reflects the policy 
under which inmates of hospital, jails and hostels, and members of 
-defeice forces are issued rations at particularly concessional rates 
which had not' been raised for several years. 

(d) 
Open Market Sales (OMS) is an expedient rneasure for moderating 
market--prices when they are on the rise. OMS begins when prices 
in the market rise beyond 1716 of the procurement price for rice,
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and 203% for wheat. These are called trigger points. The issue prices 

under OMS are the trigger prices plus an amount equal to 5'o of the 
difference between trigger price and market price. Based on this 
principle, different rates are fixed in advance for different slabs 

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 

subsidy, while having at the same time a smoothening effect on 

markets. 

(e) EM 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 and inventory, which is valued on a pooled cost basis.
 
The issues of foodgrain through non-monetized (jhannels are valued
 

in a constructive sense, and there is no inflow of real resources 
from the beneficiaries. But because of the higher valuation than for
 

monetized channels, the net effect is a reduction of the budgetary
 

subsidy.
 

2407.2. The following ,takle shows the issue Irices from 1975-76 to
 

1984-85: 
 Table : II - 10
 
WHOLES ALE'ISSUE-=PR! CES .UNDER SR/M 

Year Effective date I Taka per md.
 
1 Rice IWheat
 

1975-76 10 to 19 Dec. 1975 58.00 . 4800
 
20 December, 1.975 68.00 53.00
 
7 February, 1976 87.00 67,00
 

1976-77 - 87.00 67..00
 
1977-78 31 December, 1977 97.1
 
1978-79 19 May, 1979 117.00 87.000
 
1979-80 3 May, 1980 137.00 107.00
 
1980-81 13 November 1980 136.00 106900
 

11 April, 181 151.2 112.00
 
1981-82 12 December, 1981 171:00 120j00

1982-83 3 July, 1982 191.00 130900
1983-84 2 January, 1984 229.00 W900
 
f984-85 31 December, 1984 268.00 16700
 

Source: 14inistry 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 :11-9 which increased at an
 

annual rate 6f 8.% only. Similarly, in case of wheat, the whole-sale
 

issue price rose at the rate of 12.% a year against an annual
 

increase of 8,W%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 - 9. 

2.08. DIFFERENCE BETWEEN PROCUREMENT PRICES AND RA ION PRICES:
 

There has always been a difference between average procurement prices
 

and average ration prices. In spite of successiv- revisions over the
 

year, the difference still remains substantial c3 may be seen in
 

Table below: 
Table : II - 11 

COMPARATIVE PROCURE14ENT COST AND R LION PRICE 

(a) MIE CTaka rdr metric ton)-

Year impo mporT omes- Ar i ! cen
rt 

rant 

Own 

rces 

-tic Sour-
cAid/- es 

rementweighted 

((x-
1-5 2-5 3-5 4-5 

tage 

_; ....LJ2) (3) 1(4) L( I 
1980.81 8734 - 5672 5960 3481 5253 - 2196, 2479 38.4 

1981-82 9106 6201 6319 6640 4285 4821 1646 2034; 2355 64,53 

856 1677 2719 .65.751982-83 9974. 6213 6734 8148 5357 4617 

198384 10040 818 6745 8424 5916 4122 - 97 828 2508 70,22 

9643 7759 7503 8840 6581 2962 668 922 2259 74,441984-.85 


(b) A 

78.501980-81 3661 3682 3049 3684 2892 169 790 857 802 

1981-82 4269 - 4554 4373 3006 1263 - 1548 1266 7034 

1.982-83 4945 4639 4670 4901 3615 1330 I224 1055 1286 73.76 
1983-84 47 7 4712 4690 4731 391O 827 802 180 821 2.64 

1984-85 4501 4436 5169 4540 4235 106 199 9A 3P5 93,28 

Note: The figures include incidental eoss. It may be seen that
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high incidental costs per ton of procurement during 1981-82 and
 
1982-83 (Tk.1227 and 1124 respectively against Tk.719 for 1989-81,
 
Tk. 71.5 for 1983 and Tk. 836 for 1984-85) cause the procurement 

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 89.0% in the SR/MR price of rice and 
46.44% for wheat between 1980-81 and 1984-85, the ration price to 

procurement cost ratio has not changed very significantly. T'he ratio 

for rice rose from 58.42 to 74.44% and wheat from 78.50% to 93.280% 

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.o9. BUDGET SUBSIDY: 

2.09.1. The amount of subsidy which appears as a balancing element
 
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 purc'iase 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 (c) value of increase/decrease in
 
stocks. The difference is transferred fron the revenue budget to
 
the food budget as subsidy; hence the conzept of budgetary subsidy.
 
In the Food Ministry, the subsidy is calculated on foodgrains
 
procured by government from its own resouroes, 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/C. The budgetary 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. Howeer, establishment costs, being part of the cash
 

outlay, are included.
 

2 409.2. Subsidy as per budget definition for the five years uppo 

June, 1985 are given below: 

Table : II - 12 

BUDGETARY SUBSIDY
 

Unit SubsiY	Off-take Budgetted Subsidy 

000 tons subsi'dy per ton
 

Tk. Cr. of (a) (b) (c)
If0i f-take 

16.43
1980-81. 1472 109 740 10.17 21.54 


1981-82 1967 182 925 20,68 23.98 17.16
 

1982-83 1837 193 1051 18.19 26.36 18,12
 

1983-84 2051 1 60 780 12.2C 19.72 14.34
 

17.42
1984-85 2650 24i4 920 11.3_3 28.14 


Note: (a) 	 Commitment basis, (b) Benefit basis and (c) Adjustment 
basis. Stock changes ignored for (c) for the year 1980-81 
1983-84. 

Source: Ministry of Food & Consultant. 

The subsidy percentages (b) and (c) for 1984-.85 reflect the high
 

quantity procured (3,013,000 tons) and the high percentage of food

grains (41J,%) distributed through non-monetized channels. Other

wise the trend of unit subsidies by all methods is a declining one.
 

2.09.3. S~hotc-ming of B~udet Subsid: 

These estimates are based on budgetted cost of procurement, 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 about use of donor countries' flag vessels 

where the freight rates may be different from international freight
 

rates. Such deviations of rates and prict.s from international
 

standards need adjustments for calculation of the true subsidy. There
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might be also different views on incidental costs on ground of
 
efficiency. Lastlyj 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.
 
native concepts of subsidy.
 

2.10.1. 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
 

IB'1982-83 19203-84 18ge'udet
1 -- IActuaJudaet ! ctual2 I5 -31 rdeT tija1J- - 5.- I.d e ,% t a
 
A.. 0utlay on PFDS 

Quantity ((000 tons) 480 617 316 807 840 346 
Value (Tk/Crores) 340 480 257 494 652 2.30 

2r Wheat 
Quantity (000 tons) 1549 959 1.656 1,652 2173 1985 
Value (Tk/tfrores) 4.61 36,0 663 664 830 81.7 

3. Arrears (Tk/Crores) 32 - - -. 
4. Freight (Tk/Crores) - - 1133 - -
5. Other costs (Tk/crores) 228 179 141' 312 252 329 
6, Stock Decrease 

Quantity (O00 tons) - 360 - - - 243 
Values (Tk./crores) 117 " " - 142 

7. Total 
Quantity (000 tons) 2029 1936 1,972 2459 3613 2574 
(of which wheat)'

Value (Tk/trores) 
(,1548)
lo61 

(1440)
o36 

('1655)
1311 

(1652)
1470 

(2173).(2166)
1734 1,518 
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S-
B, 	 Receipts and Recoveries 

1. Cash Sales
 
Quantity (000 tons) 


Value (Tk/Crores) 


Unit 	Price (Tk, ton) 
Rice 
Wheat 


2. 	 FFW. VGF & Relief 
Quantity (000 tons) 
Value (Tk/Crores) 


Unit Price (Tk. ton) 


3. 	 Sub-total 
Q>.antity (000 tons) 
Value (Tk/Crores) 


Unit Price (Tk. ton) 

4. 	 Stock increase 

Quantity (000 tons) 

Value (Tk/Crores) 

5. Total value (Tk/Crores) 
6.'Total Subsidy (A7-B5) 
Subsidy per ton of sales 

Subsidy per ton of 

Distribution:
 

Rice: 

-Wheat: 

Table : II - 13 (contd...) 
S 1962-83 1983-84 
b udget Jctual Nudget 'Ictual 

2 - 3 1 4 1 5 

1360 1440 1490 1440 


584 585 708 594 


4294 	 4063 4752 4125 
4736 5067 
4736 3679 

477 4,96 561 560 
191 211 241 247 

4009 4254 4296 4411 

1837 	 1,936 2051 2000 

775 	 796 949 841 

4219 4112 4637 4205 


NA - NA 459 
93 - 20 312 

868 796 11.51, 1153 
193 240 IEO 317 

1,41,9 1667 1074, 2208 

1051 1240 780 1590 


3455 	 2574 3..67 2209 

245 966 2112 1175 

I 1984-8 . 
udget kctual 

1 	 6 1 7 

1900 1648 

867 792 
4563 48Q6 
6000 5849 
4050 4339 

750 927 
327 479
 

4360 5167
 

2650 2575
 
1194 1271. 

4505 4936
 

363 	 

265 

1590 1271 
244 247 
1284 1505
 
921 963
 

2685 2104
 
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.
 

.(ii) Stock decreases are treated as outlays. In 1982/83 it 
consisted of increase of-rice sltock by 103 thousand tons 
and decrease of wheat stock Iy 466 thousand tons. In
 
1983/84 rice stock increased y 333 thousand tons and
 
wheat stock by 124 thousand tons and in 1984/85 decrease 

in stock consisted of 44 thoiisand tons of rice and 180 
thousand tons of wheat. 
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2.10.2. Distribution of Subsidy ba Channels: 
Next an effort has been made 
to allocate subsidy by entitlement. 
The cost of subsidy/benefit of subsidy is broken down by channels 
of SR, LE, OP, EP and FM in the proportion of their participation 
in the distribution. *The receipt by each is shown in the table:II-14 
while the channel-wise distribution of rice and wheat have been 
shown in the table:II-15. 

Table : 11-14 
DISTRIBUTION OF SUBSIDY BY CHANNEL(ACTUAL) 

Quantity 10001 tons 
Subsidy Tk.Crores 

, 

..... .Qty 

A. Monetized 
Channelj
SR 308 

OP 343 
LE 77 

EP 98 
FM 129 

1982-83 

ubsidy % 

2 - 4 

40.74 16.96 


45.14 1.8.80 

6.58 2.74 


47953 19.79 

9.04 3.76 


Sub-total 955 149.03 62.05 
(PG) 

OMS 118 11-.01 4.58 

MR 368 58.14 24.21 

1983-84 
.Qty 3bsidy_6 

, 6 

293 47.48 


345 55.67 

60 8.62 


108 55.31 

128 16.60 


934 183.68 


107 12.87 


399 63.91 


Metized 141 I 218.18 90.84 1440 260.46

E.Non-Monetized
 

C_ha~nels 
FFW 4104 18.27 7.61 440 44.20 
Other Relief 85 3.71- 1.55 1I20 12.1l 


Total Non-ToNetized - 495 21,.98 9.13 560 56.31 


' 1984-8 
• % I Qty8 1 ubsidy I1%1 , 

C i 

14.99 264 28.28 1.1.44
 

17.57 390 41.65 16.85 
2.72 64 5.38 2.1.8
 

17.46 117 64.39-26.05 
5.24 145 974-- 3.-94
 

57.98.980 149.44 60.46
 

4.06 202 11.60 4.69
 

20.18 466 49.52 20.03
 

82.22 1648 210.56 85.18
 

1.3.96 572 22.97 9.29
 
3.82 355 13.65 5.53
 

1.7.78 927 
 36.62 1.4.82 
Grand Total: 
 1936 240.16 100,0 2000 316.77 100.00 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 19.75/6 to Tk.64.39 crores and
 
26.07/6) 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 19.8U16 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 20.0%. The share of monetized 

channels taken together has declined from Tk.218.18 crores and 90.8L% 

to Tk.210,56 crores and 85.18/6. There has been a corresponding 

increase in the share of non-monetized channels from Tk.21.98 crores
 

and 9.15% to Tk.36.62 crores and 14.82. 

Table : II - 15 

CHANNEL-WISE.DISTRIBUTION OF RICE AND
WHEAT FOR THE PERIOD 1982-83 to 1984-85 
( 0 0 0 miton) 

hannel.. 1982-83 1.98-8 1984-5 
C eice Wheat ,Potal , Rice Wheat V1otal IRice lheat Wotal 
12 35 6 __7 8 9 10 

Statutory 88 219 307 81 212 293 62 204 266
 
Rationing
 
Modified
 

400 1124 340 464Rationing 210 158 368 163 237 
Esential 60 39 99 66 42 1C13 68 44 .112 
PrioritiesOther 
Priorities 95 248 343 102 242 3,4 92 
 296 388
 

Large Employees - 7? 77 2 58 30 1 62 63 
Industries -_77_77_2__8__0_I_62 _63 

Market'ing - - - 31 20 51 1 7 8
0peration . . ...... ....._... ___... 

Flour - 128 
.. .. 1,28 - 128... 148.
M i l l s .. .128... ,... - . 1.48 

Open Market 37 81 11.8 _ 81 1,06 44 1.57 201 
S ales, 
Food for 6 404 4,10 28 413 44-I 4 567 571 
*orks 
Vulnerable '- 67 67 1. 92' 93' 

Group feeding 
Canal Digging I I1 . . . 1 1 
.Gratuity - 17 17 4 2? 27 2 107 109 
Relief
 

Total : 496 1439 1;935 503. 1548 2051- 400 2162 2562 

Source: Ministry of Food. 
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. 11. SUBSIDY AND NUTRITION: 

No 	previous studies are available correlating levels of subsidy to
 
levels of nutrition in detail, 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 Revievw' 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 

BENEFICIARIES OF PFDS BY SOCIO-ECONOMIC GROUPS 

(1982 - 1983) 

. Popula- Average Foodgrain supplied SubsidyGroups ' tion !calories Ioy PFDsduring per
millions 


1 - ._ 
per day/' year k
.Der head .. ed(Tk.)-" gs. per head head 

1. Landless farm 
worker 

S3 
19.3 1.529 Rice 

Wheat 

4. 
-
-

6.5 
20.1 

5 
68.4 

Total - 26.7 

2. Small farmers 
(1.5 acres) 

11.1 1638 Ri.e 
Wheat 

- 3.8 
3.1 

1.5.1 

Total - 69 
3. Medium farmer 

(tenant) 
(1.5 - 5 acres) 

11.3 
(12.2) 

1764, Rice 
Wheat 
Total 

- 1.9 
1. 
3.4, 

7.4 

4. Medium farmer 
owner) 

1,2.4 
(13.3) 

1965 Rice 
Vheat 

- 1.9 
1.5 

7.4 

(1.5-5.0 acres) Total 3.4 

5. 	 Large farmer 9.8 2150 
(.5.0 - 7.0 acres) (10.0) 

6. Very large farmer 4,0 2087 

(75 acres) (4.0)
 

7. 	Rural informal 10.0 1,482 Rice - 4.4 
 52.8non-agr.(Non-agr. 
 Wheat - 15.9
rural population 
 Total - 20.3 
minus rural formal) 
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Table : II - 16 (contd...) 

' ubsidyTodri sple 

Groups 

Popula-
ition 
. millions 
-.__per 

Average 
calories 
per day 

head 

by PFDS luring 
year kgs4 per 
head 

d 
Dodrar 
per 
head 
(Taka) 

8.,Rural formal 
nop-agr.permanent 

job with govt. 

6.7 
(7.2) 

2118 Rice 
Wheat 
Total 

-

-

-

13.6 
4904 
63.0', 

164.1, 

jor private sector 

9. Urban informal 5.1. 1708 Rice - 19.8 164.7 
(urban popula-
tion minus 

(5.5) Wheat 
Total 

-
-

44.1 
63.9 

urban formal) 

10. Urban formal 3.4 2080 Rice - 25.6 280.0 
(Permanent job 
with govt6 or 

(3.7) Wheat 
Total 

-
-

83.2 
108o8 

private sector) 

Total/Average 93.*0 
(100.0) 

1782 .1.4 54.3 

Note: Figure i the parenthbsis are percentages.
 

It would be observed from the above that the benefits of PFDS. are
 

heavily skewed in favour of the urban formaj class, consisting of
 

holders of permanent jobs in the government or' in theprivate
"
 

sector. The per head subsidy of Tk.280.9 per year to this group
 

was instrumental in keeping the nutrition ilevel of 2080 calories.
 

group was the urban informal
 per head per day. The next privilaged 


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
 

Tk,164.1 per.head. This particular group Uhd, however a higher
 

nutrition leVel (2118 calories per head per day) than the,urban,
 

formal class. The landless farmers and small and medium tenant
 

farmers (upto 5 acres landholding) had lowlevels of nutrition.
 

(below 1800 calories-per day)and subsidy received by them was
 

Tk.7.4 (medium farmers) to Tk.68.4 (landless farm worker) per.

yeart The large and very large farmers (14.7o of the population)
 

received no subsidy at all, but they were at the top of the nutri

tion scale (2150 and 2081 calories per -lay). The medium owner
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farmer (13.% 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 (I0.8%) of the pupolation had the
 
lowest level of nutrition (1482 calories per dar), 
and they received
 
a subsidy of Tk.52.4 per head during the year.
 

2.11 .1.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 ti 
 absence of complete

data, 9(Ylo of the OP beneficiaries is assumed as urban and the rest
 
rural, Similarly, the beneficiaries of OMS 
corer both urban and rural 
groups. The respective shares of OMS accruing to the urban and rural 
elements has been noted as 72.73% and 27.27% for 1984-83 in
 
Bangladesh Food and Nutrition Sector Review, January, 198 , World 
Bank (Table - 5, page 27 ). The beneficiaries of Modified 
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 
years
 

Subsidy dstribution by ercentage 

C-hanull Ur~banaUa

SR, EP, LE, FM 1.00 .
 
OP 
 90 1.0 
OMS 
 73 a7 
MR 
 - 100
 
FFW, VGF, GR 
 - 100
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On th-. above basis, the distribution of subsidy between rural and 

urban population for 3 years may be shown as follows: 
Tk. Orores
 
Rura
Totalr 

87.561,982-83 240.00 152.44 


(Io%) (63.526) (36 48%) 

1938 I00O)1 187.62 (40.81%)129.38(39,.5016)1983-84 317.00 


:247.00 153.65 93.35
1,984-85 (1001/) (,62.201) (37.8%) 

It would be noticed from the above table that the relative weights
 

of the urban and rural components of the PFDS subsidy have practim
 

cally not changed during the three years' period.
 

2.12. SUMMARY: 

The food budget is prepared on cash flow basis, sharing gross
 

hand and receipt & recoveries
outlay on procurement on the one 


from iistribution on the other and the resource gap to be cover

ed by claiming subsidy from the revenue account4 aecause of stock
 

adjustmerits and deferred payment purchases, the food budget has
 

unstated elements of carry over from the past and implications for
 

future budgets. 

The gross outlay includes foreign aid, purchases in pash 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 foodgrin distri.
 

huted 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 specified aids
and grants on C&F basis, with no restriction on ocean transportation, 
the same but on f~o.b, basis with obligation to transport stated 
quantities in donor countrys' flag vesels, 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 greqt fluctua
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 50% 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 because 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 14050 
to
 
to 41.8% 
between 1978-79 and 1984-85. The share of Statutory
 
Rationing, on the other hand has decreased from 23.*6 to below
 
101 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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268 for rice and from Tk.48 to Tk.167 for wheatfrom Tk.58 to Tk. 

between 1975-76 and 1984-85. The rate of increase is much faster
 

than that of the market rates, substantially reducing the 
privilege
 

accruing to the SR/MR/OP beneficiary groups. The SR/MR/OP prices 

amounted td 38.4/6 of the total procurement cost of rice and 78.50yo 

of wheat in 1980/81, but to 74.44% and 93.28/o6 respectively in 

1984/85.
 

-In absolute terms, budgetory subsidy has increased from Tk.109 

crores to Tk.244 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 EsseLLtial Prioriti

es. The subsidy on non-monetized channels has increased during the
 

period from Tk.21.98 crores to Tk.36.62 crores, but this is due to
 

an increase of 87/6 in the volume distributed. 

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 
 AD ECONOMIC SUBSIDY 

3.01. HISTORIC COSTS: 

3.01.1. The historic or actual costs of PFDS differ from the budget
estimates both for volume and outlays, and again, for receipts 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.	 .... 
A. 	Outlays on PFDS 

Quantity(OOo tons) 


Value (Tk/Crores) 


2. Wheat
 
Quai tity(Ooo tons) 

Value (Tk/Crores) 


3. 	Arrears(Tk/C rores) 
4. 	Freight (Tk/Crores) 

5. 	 Other Costs 
(Tk/Crores) 

6. 	Stock Decrease 
Quantity -(oo0 tons) 
Value (T k/C rores) 

7. T ta lQuantity(O00 tons) 

Value(Tk/trores) 


Unit Cost 


(Average)
 

12-83 
uet Actua 

' 1 8;-8L
ud euaa 

'I1-8f 
I 

. -. 

480 617 316 807 840 346 
340 380 257 494 652 230 

1549 959 1656 1652 2173 1,985 
461 360 663 664 830 817 
32 - 67 - -

- . 183 ," " -

228 179 1.41 312 252 329 

- 360 . - - - 243 
- 117 - - 142 

2029 .1936 1-972 2459 3013 572574 
1061 1036 1311 1470 1734 1518 
5232 5351 6648 5978 5755 5901. 

fitI
 



Table : III-1 (contd...) 

HISTORIC COSTS AND BUDGETARY PROJECTIONS
 

..- 2-8 1|5-98 1 
IBudget lActual 

2 1 3 
udget
4 

Actual
5 

udde tua 

B,. Receipts and Recoveries 

1. Cash Sales 
Quantity (000 tons) 1360 1440 1490 1440 1.900 1648 

Value(Tk/trores) 584 585 708 •594 867 792 

Unit Price ( Tk./ton) 4294 4063 4752 - 4125 4563 4806 

2. FW & Relief 
Quantity (000 tons) 477 494 561 560 750 927 

Value (Tk/Crores) 191 211 241 247 327 479 

Unit Price (Tk/ton) 4009 4254 4296 4411 4360 5167 

3. Sub-Tota -

Quantity (000 tons) 183? 1936 2051 2000 2650 2575 

Value (Tk/trores) 775 796 949 84.1 1194 1271 

Unit Price (Tk/ ton) 4219 4112 4637 4205 4505 4936 

4. Stock Increase 
Quantity (000 tons) NA - NA 459 363 -

Value (Tk/trores) 93 202 312 265 -

5. Total value (Tk/Crores) 868 796 1151 1153 1590 1271 

6. Total Subsidy 
(A.7 - B.5) 

193 240 160 317 244 247 

Subsidy per ton of sFes: 1419 1667 107% 2208 1284 1505. 

Subsidy per ton of 1051 1240 780 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.
 

(ii) 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 tonse
 
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 thou3and tons of rice and 180
 
thousand tons of wheat,
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3.01 .2 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
 
a net contribution to budget as a result of drawdown of stock. It is
 
to recall that the 
food budget and the revenue budget are inter
laced with on the expenditure and the receipt sides of the budgets.

Revenue budget incurs cost on account of the food budget in procure
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 budget 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 Bank6 Where the balance is 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 A/C No.2 maintained
 
with the Central Bank in its final analysis. But in between flows
 
in and out the budget may undergo considerable fluctuations affec.
 
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 tot-ally dependeat 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 caused by weather and improve
 

budgetary control.
 

3.01.3. The cash subsidy figures given above should 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 terms, 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 international 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, subsidy cannot be ter.
 

med as proper and justified unless all these also are adjusted to
 

reflect efficiency cost. These are discussed in the following
 

sections.
 

3.02. ADJUSTMENT. OF PROCUREMENT COST: 

3.02.1, Import-Aid International Price & Internal Transfer:
 

The bulk of imported foodgrains are financed under aid 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
 

(C) Value specified aid
 

An example of (a) 'above is the commodity agreement dated March 8,
 
1982 wth the US Agency for International Development under US
 
PL-480, Title III for the sale of 175,000 MT wheat and 23,000 MT
 
rice, among other things. The agreement laid dowm several conditionA
 

•including no increase in quantities if prices declined,..no export of
 
foodgrains during year of procurement, no ra-sale or diversion in.
 
transit and obligation to carry a certain percencage of "the food.
 
grains in US Flag vessels. It also required a phasing d6wrn 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 :or
 
development of the agricultural sector, which included'a manag.ed
 
security/reserve system., OMS and incentive prices among others,
 

An example of the quantity specified ai4 is tho Australian Grant 
of 55000 MT wheat for the year 1984-85 for which no value was stated. 
The agreement stated that the objectives of 'he grant were primarily 
tormeet the food needs of the poorest groups in the commWaty and ;dt. 
specifically asked for an allocation of atleAst 20,000 tons for the 
Food For Works Programme and 12,965 tons for Vulnerab e Group Feed
ing Pr~ject, The balance could be sold throygh ration)outlets and
 
opn market sales, but the proceeds were to be applie4 to develop.
 
ment projects under ADP, and costs for the improvement of the effec&
 
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 Cqnada upto Canadian
 
Dollars 60 million in each of the fiscal years 1983-84 and 1984%85,
 
subject to appropriation by the Canadian.Parliament, The transpor
tation arrangements and costs were the rusponsibility of the
 
Government of Bangladesh. This was pursuant to an amendment to the
 
memorandum of understandiing between the Canadian and Bangladesh
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Government for the provision of Canadian Food Aid Assistance signed
 

on the 28th April, 1983.
 

Prices under (a) is stated mostly on C&F basist but for a certain
 

also stated on FOB basis a provision
category of imports they are 


that 5016 of the total cargo in question be carried .in vessels under
 

the flags of the (exporting) donor country. For both C&F and FOB
 

imports, the invoice prices may not necessarily resemble prices in
 

the international 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 imported on commercial
 

basis in the same year was Tk.5235/- per MT. However, such prices
 

may vary from time to time to cause difference in average prices
 

but there is no question that import under aid is costlier than
 

jpurchasep in the world market since most of the food donors pursue
 

agricultural price sapport policy. So there is an obvious Qase for
 

adjustment of cost of food imports under aid. Pgainst this, prices
 

under (b) and (c) are imputed on the basis of commercial imports
 

and the need for their adjustment is much less apparent.
 

3..02.2. Import--Cash Purchases: 
Cash imports of foodgrains are restricted to a small number of
 

countries, usually the ones which have been ,onsistently exporting
 

foodgrains to Bangladesh over a long periodi C&F price is the major
 

cpnsideration for commercial imports. Though procurement is made on
 

a price competitive basis, source of supply, quantity consideration,
 

delivery schedule and terms of payment affect 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 within the overall objective of reaching food
 

self-sufficiency. As the following table shows, the procurement,
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prices have kept-in increasing from year to year, by 5_V1 
for rice
 
and 46% for wheat between 1980/81 and 1984/85, while the market
 
prices had advanced by 66% and 5% 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 : III - 2
 

MOroMa_ ON INTERNAL PROCUR MENT PRICES 

(Tk./md)Wholesale market, Procurement DifferenceY'e rice Price j oer rd
Year Coarse IW Whed.A
 
_ WhRiceeat Rice ' Wheat f Rice Wheat 

2 .. - = -- 61980/81 168.44 
 110.46 172.25 
 112.29 3.81 
 283
 
1981/82 
 220.40 135.09 1.83.54 120.13 (36.87) (14.96)
 
1982/83 239.61 
 162.35 203.00 125.83 (36.61) (36,50)
 
1983/84 261.63 
 166.67 219.58 
 140.71 (42.05) (25.93)
 
1984/85 280.00 
 165.00 263.00 1,65.00 (17.00) (0.00) 

Note: These are yearly average prices. Difference between higher
market prices and procurement prices have been placed within
parentheses.
 
Source: BBS & Ministry of Food. 

3.02*4. Overall Ad.ijustments forProcurement srce.: 
Table 111-3 below shows the adjustment needed to the procUrement 
prices for arriving at a fair price for the total volume of procure
ment. For the purpose of this section, a rmay be stated as the 
international price at which foodgrains were economically availablefrom the usual sources of supply. 

III - 7 



Table : III - 3
 

ADJUSTMENT FOR PROCUREMENT PRICES BY SOURCES
 

(Tk° per metric ton)
 
1982/8_ 1983/84 	 1984/8


Grant umml.Localp rant ummlLocal Prant umml ocal 

mpor mpor- Procu. I mpor4f mpor Procu-I mporI mpor rocu
ttsts ement ts Its remen ts its rement
 

1 2 3 4'9 	 1 
A.E_.e 

1. Actual 6588 5234 5628 6154 6131 601:4 7809 5286 6646 
Price of
 
Procuremen
 

-
2. 	 C&F Price - 5234 - - 6131 - - 5286 
(Cash) 

3. Price 1354 - 394 . 23 - (17) 2523 - 1360 
Difference 

4. Import 374 75 - 173 489 - 113.5 99.5 
volume 
(000 tons) 

51 	 Local Procu- - - 68 - 145 - 133.5 
rement 
(000 tons)
 

6. 	 Difference 50.64 - 6.62 .40 - (.25) 28.64 18.16 
in value to 
be adjusted 
(Tk/crores) 

7. 	 Total Adjust- 57.26 . .15 41 46.80 
ment for Rice 

B.. 	Wheat
 

1.Actual 3874 3614 3618- 4183 3862 3859 4140 4002 4342
 
Price of
 
Procurement
 

2. C&F Price 3614 - - 3862 - - 4002 

(Cash) 

3. Difference 260 - 4 321 - (3) 138 - 340 
in prices 

4. Import 511 424 - 819 712 - 1072 700 -
Volume
 
(000 tons)
 

5. 	 Local Pro- - - 24 - - 121 - - 211 
curement 
(000 tons) 

6. Difference 13.29 - .01 26.29 - (.04) 14.82 - 7.17 
in value to 
be adjusted 

7. 	 Total adjust-- 13.30 - - 25.25 - - 21.99 
m e n t fo r w h e a t ....... ... . ........ ._ ____. _. 

Total adjustment 70.56 25.40 68.79 
(Tk. in crore) 70.I6?2.__40_6_.79 
Note: Figures in parenthesis mean higher J&F prices. 
Source: Ministry of Food. 11- 8 
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Grant imports cost more than commercial imports, In 1984/.85, for
 
example, grant rice /from the US under PL 480(111) 
cost $ 335/- C&F 
per metric ton, against $ 256/- C F for commercial imports from 
Thailand, Similarly PL 480 (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 480and PL (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 per MT)±zn 
1984/85, If quality difference is allowed tk1 
 4,sxit.*f much 
significance. 

3.03. ADJUSTMENTS OF FREIGHT COSTS: 
3.03.1. 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 under 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.
 

3.03.2. For Title III imports 5% 
of the total cargo is required to
 
be carried in US flag vessels. The difference between normal inter
national f.reight and freight by US flag vessels is aupposed to be

paid by US Government, but because of the shipment in the vessels 
of Bangladesh Shipping Corporation owned 0 chartered, the actual 
freight differential may be smaller in such case, international 
freight differential is partly paid by the Ministry of FooA and the 
balance is paid by the US Govt. as actual freight differential* Suea 
splitting of freight differential is a l(;ss to the andcountry an 
extra cost to PFDS. The situation for two years, 1983/84 and 1984/85 
is shown below: 
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Table : III - 4 

VARIATION IN OCEAN TRANSPORTATION COST 

[Freight rate per ton reight- -- Differ. 

Commodity Quantity I ate paid ence 

on-US flae by Ministrj(MT) US Flag 
o..f Food1 2 __2 ._ 5 .__ _ _ _ _ _ _ ____....._ .
 

(i) Wheat 220,522 $ 76.00 $ 26.00 $ 43.00 $ 33.00 

(ii)Rice 67,164, $101.11 $ 58.35 $ 64.00 $ 37.11 

(i) Wheat 373,445 & 57.99 $ 28.95 $ 30.00 $ 27.99 

(ii)Rice 75,166 $ 99.11. $ 64.00 $ 70.05 $ 29.06 

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 rise in C&F basis, no 

fresh adjustment will be required on this ground.
 

3.04. ADJUSTMENTS OF INCIDENTAL & ESTABLISHMENT COSTS: 

3.04.1. It may be recalled (Chapter-II, Table : 11-7) 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 happe
 

either through a more than proportionate increase in sales prices
 

in comparision with the procurement price qnd/or reduction of 

operation cost of PFDS. Table : II-7, Chapter-II shows that inciden. 

tal costs show 9, rising trend along with the volume of subsidy 

partly due to inflation and partly to quantity change; so before
 

passing over the increased incidental cost to consumers under PFDS
 

in the form of higher sales prices, it is ecsential to establish
 

the reasonableness of such cost on efficiecry grounds
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3.04,.2. Incidental 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.
 

Brea-up, of IncidentalC osts._19§3-84: 

1. 	 Internaliy Procured Grains -(Rice & Wheat) 

a) Bank commission @ .79% of 

procuremont price
 

b) Bank Interest on c.c. advance for 

3 months @ 10.7% 

c) 	Gunnies @ 14.75 per two maund bag 

d) 	Internal freight and handling charges 


e) 	 Storage surcharge 

f) Margin to cover deterioration, bebagging

and depreciation of capital assets 

g) Establishment charges 

h) 	 Storage, handling and transit loss 

@ 4.2/% of procurement cost and 
incidentals
 

Total : 

2. 	 I jI_ed Grains _Rice & Wheat)Average c &Fj rce- Tk.2-92,.8pe ro. R e &T 

a) 	L/t commission and interest for 
retirement of doouments @16% 
for two months 

b) 	 Port dues 

c) 	Internal freight 


Rice Wheat 

1.69 1.08 

6.09 3.90 

7.38 6,41 
13.60 13,60 

0.29 0.29 
9.50 O.50 

3.71 3.71 
10.94. 7;34

44.20 36.83 

195 md. (Wheat') 

7.81 3,99 

0.62 0,62 

9.06 9.06-
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Rice Wheat 

d) Margi t) cover deterioration, 0.50 e 0.50 
,rebaggin , etc. 

e) Storage ;urcharge 0.29 2, 0.29 
f) Interest on c.c. advance 3 months 8.08 4.13 
g) Other inidental charges 9.65 9.65 
h) Establisiment charges 3.71 3.71 
i) Cost of sunny bags 6.41 
J) Storage. handling and transit losses 

@ 4.2/o )f procurement and incidental 
14.10 7.95 

cost 

Total : 53.82 4631 

Source: Directorate of Accounts/Pood Directorate.
 

3.043.,The important items would appear to be (i) bank commission
 
and inter6s 
, (ii) gunnies, (iii) internal freight and handling,

(iv)-est," ' q-ges,-t1J and (v) stock losses. Below are discussed
 
the possibilities of reducing the incidental costs in some areas.,
 

(a) a nk qivmi ssion and Interest: 
The bank commission at 0.7'/o on internal procurement price is the
 
payment for services rendered by the banks for making paym :z'T 
 tn
 
6rowers 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 fromthe 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 issl'inp n4r.
-1 spot. An alternative possibility is to 
h -ve i -,,.. . uesign-ted 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 di3trict/upazila treasury rather than centrally by the
 
Accountant General. Though such arrangements will help reduce fifian
ciai cost of PFDS operation, it is to be emphasized that the econo
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/C 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 796
 
of auch cost is indicated as a possibility.
 

(c) Internal handling 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 losses 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 Eeason of movement. 
For these diversity of the circumstances involving movement of food
 
it is very difficult to establish efficiency of any sifigle 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 1016 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 
sources of losses are discussed
 
below:
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(i) Ocean Trans ortation Loss: 

Such loss leading to short-landing is easily detectable. A limit of
 

1% is allowed as a more and excess shortlanding claims are to be made
 

against the carriers/their agents for lighterage operators. Actual
 

losses on this account are:
 

Table : III- 6
 

(O00 metric tons)-. 
As percentage
Yer IImported-Quantity .QuantityShortlanded ogf impoorts--_

Ye . 
2 1 4,f .. . 

22
1975/76 1.322 1.66 

1976/77 794 15 1.89 

1977/78 1649 17 1.03 

1978/79 1489 20 1.34 

1979/80 2590 57 2.0 

23
1980/81 944 2.43
 

Source: Accounts Directorate. 

Tae figures for 1979/80 and 1980/81. show an upward.trendi At more
 

than 2% of ,the quantity imported, the short landed figure is more
 

than double of the allowable limit. No figuro are available after
 

1980/81.
 

(.ii) Inland Transportation/Storage Loss: 

Standard losses as percentages of physical volume are al6ved 
for
 

movement and storage as follows:
 

For Movement:
 

BHy Rail - 140%
 

By IWT - I00%
 
By Country -O.%
 
boat
 

By Truck - 0.2% to 1.0/ 
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During Storage: 
Upto 6 months -0%
 

Over 6 
but upto - 0.751
 
12 months
 
Beyond 12 months, for- 0.25%
 
every 3 months or
 
part thereof.
 

3.04.4. 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/o of movements are carried by water, and
 

I301 each by rail and road. Losses are reported to be lowest for
 
road transport and highest for rail transport. Lss in transit has
 
been recorded as follows, in percentage terms:
 

Road Rail Eive 
 Tota
 

CSD .13 a.50 1,97 1,82
 
LSD .14 
 4.62 1,64 
 1.20
 

1980/81
 
CSD *02 
 122 1.00 I;00
 
LSD .08 
 1.63 .44, o68
 

CSD 0.23 305 
 0.76 1.84.
 
LSD 0.36 1.67 0.40 0.51
 

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

3.04.5. 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
 
loss,,,a1owed for rail and water (IWT) trnasportation. Movement loss
 

-an 
howaver be estimated from movement warrants/receipts.
 

3.04.6. The storage losses figures collected by godown survey are
 
as follows in percentage terms: 
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Rice Wheat 

1978/79 4.00 3.60
 
1979/80 3.55 3 647
 
1980/81 3.47 3.47
 
1981/82 3.02 2;39
 
1984/85 3.38 3.12
 
(Survey) 

3.04.7. An earlier study on losses at LSDs, CSDs and at Chittagong 

and Mongla godowns show the following percentages losses:
 

Pereentage
 
LSDs CSDs Chittagon Mongl
 

1978/79 2.15 .51 1 1.50 4.1.7
 

1979/80 4.27 .45 3.34 1.25
 
1980/81 2.10 .58 2.67 1.81
 

The average loss per year was indicated to be 1.67%. The causes were
 

given as long storage, unsatisfactory storage, pilferage and pests.
 

This is much lower than the standard charge allowed.
 

3.04.8. Stock losses from all causes have boon given as follows in 

World Bank's Bangladesh: Economic and Social Development Prospects, 

Vol. IV, 1985. 
Table : III - 7 

1977/78 1847 166 8.99
 

1978/79 1796 87 4a84
 

1979/80 2402 115 4.79
 
1980/81 1522 104 8.33
 

1981/82 2036 82 4903
 

1982/83 1935 96 4.86
 
1983/84 2052 97 :2 

Note: Figures for 1964/65 are from MontlLy Foodgrain Review 
for June, 1985.
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3.04.9. 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 adjustment in the loss figure to that
 
extent should be in order.
 

3.04.10. Suggested Adjustments:
 
Following adjustments are suggested under incidental costs for
 
arriving at a reasonable estimate of subsidy under efficiency
 

consideration:
 

(i) Bank interest c.c. Advance : Maximum one month 

(ii) Bank Interest 
Retirement 

on L/t : Maximum 15 days 

(iii) Establishment charges : Ten percent reduction 

(iv) Stock Losses : Maximum three and 
half percent. 

3.05. ADJUSTED COST' OF SUBSIDY: 

3.05.1. 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
 

4I...8 4 IQtI.-8
1982-85
Items of Cost 	 IQtyo IValue. Qty. IValue I auqte.u 

617 380 807 494 346 2301. Procurement Cost 

..7-2. 	Other Costs 


63 463. 	 Stock decrease 

(unadjusted costs) 

4. 	 Adjustment for: 
17 48Price 57 


Other Costs I4
 
T87 	 52 

371 	 580 273 

5. Less stock increase 121 73 334 240
 

6' Adjusted Cost of supply:
 

Cost per md. before 2 g5f
 
adjustment
 

After Adjustment 2 2AL8
L68.17 


- -JL (b)WHEAT 

1 Procurement Cost 959 360 1652 664 1986 817 

2, Other Costs 1E2 7 M 

3. Stock decrease 481 205 -, 180 95 
(unadjusted o.sts) --

144o 672 
-

1652 
-

74 166 1193 

4q Adjusted for Price 

Price 13 P6 27 

Other Costs 1 7 114: 

- 125 62 5. 	 Less stork increase 
(adjusted value) 

6* Cost per md, before 	 174.19 197940 205152
 
adjustm ent 

t97#,0After adjustment 	 167,Z1 J8604~ 

---w8 



3.06. ADJUSTED SUBSIDY: 
3.06.1. The adjusted subsidy is the difference between adjusted cost
 
of supply and receipts and recoveries. A comparative statement of
 
adjusted subsidy vis-a-vis actual subsidy for the three years under
 
study is shown in Table :III - 9 below:
 

Table : III - 9 
ADJUSTED SUBSIDY 

I t m. - - 7 . " ,. . A C T U A L -i - . . . A D J US TE D . . 
Iems 1828983-8 84-8 1982-8 11 983-84 1984-85 

A. 	 Distribution Cost: 
I. 	 Unit Costs ner md(in Taka): 

Rice .273.60 275.65 296.42 

Wheat 174.19 197.40 205.52 


2. Quantity Distributed_(00Q tons) 
Rice 496 473 409 
Wheat 1440 1527 2166 

1936 2000 2575 


3. 	 Total Cost of Distribution (Tt. crores) 
Rice 364 349 325 
Wheat _W672 119309 

1Q 	 ,1 5.. 1,52§Recei~tsand Recoveries- Cin Crores Taka) 

I. 	 Monetized Channels I 
SRI OP, POMS, 585 594 792 
LE, FM, EP 

2., Non-Monetized Channels 
FFW, VGF 21,1 247 479 

Total receipts and 841 1271 
recoveries 796 

Subsidy (A-B) 240 317 247 

Rice : 118 96 70 

Wheat - 122 22 . 177 


267.65 268.17 248.87
 

167.71 186.34 1,97.16 

496 473 409
 
1440 1527 2166
 

1936 2000 2575
 

258 340 275
 
647 763 11 .4
 
945 11031 - . . 

N.o 	 change 

No 	change
 

796 841 1271 

199 262 146
 

98 79 41
 
101 183 
 105
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3906.2. Comarison 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 198L[/85. The difference is due to the varying
 

rates of adjustment among the three years, For example the rate of
 
adjustment 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,
 
Tk. 11.06 in 1983-84 and Tk. 6.48 in 1982-83. However, the basis of
 

adjustment remained unaltered.
 

3.07. CHANNEL-WISE DISTRIBUTION OF ADJUSTED SUBSIDY:
 

L
 
Table : III' - 10 

DISTRIBUTION OF ADJUSTED SUBSIDY BY CHANNELS
 

Quantity '000' tons
 
Subsidy Tk. crores
 

Channels of ' -182-83 ' - ' 2, -8
 
Distribution ty_ Sub-1% 1 Qty jSub- % Qty ISub-1%
sidy, _, simdy,1__ sidy, 

A. Monetized
 

C hannels: 

SR 308 33-76 16.96 293 39.2.7 14.99 !264 16.70 11.44 

OP 343 37.41 18.80-345 46.04 17.57 390 24.60 16.85 
LE 77 5.46 2.74 60 7.13 2.72 64 3.16 2.18 
EP 98 39.38 19,79 108 45.75 7.46 1.17 38.04 26.05 

FM 129 7.49 3176 128 1.473 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 10.6L 4,06 202 6.85 4.69
 
MR 368 48.17 24.21 599 52.8J 30.18 466 29.25 20.03
 

Total Monetized1441 180.79 90.84 1.40 215.42 82.22 1648 124,37 85.18
 
-
-
3. Non-Monetized

Channel: I 
FFW 410 15.14 7.61 440 36.56 13.96 572 13.57 9.29
 

Other
 
Relief 85 3.07 1.55 120 10,02 3.82 355 8.06 5.53
 

Non-monetized 495 18.21 560
9.16 46 58 17.78 927 21.63. 14,82 

Grand Total 1936 199.00100.00 2000 262,00 100.0 2575 146.00 10000
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In both absolute and percentage terms the subsidy on EP has increa
sed most (from Tk.39o38 crores and 19.7N, to Taka 38.04 crores and
 
26.0%) 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 
18.8Y% 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 20.00%. 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 14.82%.
 

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. 

3.08. DISTRIBUTION OF ADJUSTED SUBSIDY BETWEEN JRBAN AND RURAL:
 

Tota Urban Rural
 
1982/83 199 126(63.52%) 73 (36.4/o) 
1983/84, 262 155 (59.19,/0 107 (40.81%) 
1984/85 146 91 (62.2?% 55 (37,8%) 

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

3.09. SUMMARY:
 

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

Historic costs may include cost of procurement at higher than
 
internationally competitive prices, loss and wastage at unaccep
table levels and costs of inefficient ororation, Subsidy cannot
 

III - 21 

http:126(63.52
http:Tk.21.63
http:Tk.180.79
http:Tk.29.25
http:Tk.48.17
http:Tk.37.41
http:Tk,33.76


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
 
procureme nt. 

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

Adjustments'have also to be made against relatively high allowances
 

for loss and wastage, more than justified provision 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 tho three year period
 
studied here. The corresponding reduction in the subsidy level is
 
seen as varying between Tk. 41 crores in 19 2/83 and Tk. 101 crores
 
in 1984/85. The channel-wise distribution of adjusted subsidy
 
tollows the same pattern as that of the unadjusted subsidy, as
 
does its urban : rural incidence.
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CHAPTER - IV 

LOSS OF FOODGRAIN IN THE PUBLIC 
SECTOR -AN EFFICIENCY CONSIDERATION 

4.01: HISTORIC STUDIES: 

4.01.1: 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 loss.
 

(i) 	 Report of the "Transit Storage of Foodgrains on 
Railway Enquiry Committee, 1964" 

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

(iii) 	 Bangladesh 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. 



While all these studies focused on loss and its sources, the
4.01.2: 


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
 

(b) storage loss. Further the survey has been so designed that the
 

transit loss can be identified by Cai) 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/irventory 

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 government foodgrains. The underlying argum'Jnt is that ineffici

ency which is avoidable cannot be transferred to the consumers.
 

Government should improve efficiency to reduce 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 suoh 

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). 

4.02: LOSS ALLOWANCE & REVIEW:
 

4,02.1: Currently in estimating the incidental cost the following
 

normal allowance for loss is made:
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(,i) llowance for Transit Loss
 
Mo9de o rnpr
1..M. Permissible limit (%)t. Marine 
 . I0/ 0 
2, Rail •.. 1.0% 
3 Barge * .. (7% 
4. Country boat o 0.% 
5. Truck .. 0.2% 
6. BullQck cart .** 0 75% 

Source:i D G Food. 

(ii) 	 Allowance for Storage Loss 'or CSD and LSD
 
Commodity 
 Period PermIssible 1imit (%) 
1. Ride : Upto 6 months 0.%
 

: Upto 12 months 0.7%
 
2. Wheat : UMpto 6 months 0.%
 

: Upto 12 months 0#7%
 
3s 	Paddy : Upto 6 months 0.79%
 

: U5pto 12 months 1.0/0
 

Source: 	D G Food,
 

(,ii)' 	 NYo allowance for storage loss in Si.o is given.
 

4.02.2: Findings .of the Earlier Studies:
 
As mentioned already a number of studies on the question of. foodgrain

loss have been completed until, recent ties. ,Their findings are
 
briefly enumerated below:
 

(U) Report of the"Transit Shortage of Foodgrains in
 
Railway Enuiry Committee, 196":
 

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

(:a) To investigate causes of high pqrcentage 
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,
 
I 

- 1.The study reveals the following losses presented in Table : IV 

Table : IV - 1, 

TRANSIT LOSS TO DIFFERENT TYPES OF 
GODOWNS BY TYPE OF FOODGRAIN 

Transit Loss in Percentage 
Ylears addy-I- I LSD 1gotal CSD ILSDJ YCD 	 - Rig _he at 

SCSD.LS ota CSD 

.-.- I.. .. "A4. 1 .1- 1 8 1109 

1960-61 0.79 0.50 0,35 1.47 1.27 1.26 2.4,8 2.16 1.97 

1961-62 2.77 0.56''0.47 2.17 1.60 1.65 1.92 1.87 1.70 

1962-63 2.10 0.80 0.77 2.49 1.64 1.99 1.42 1.32 1.50 

Overall 1.89 0.62 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 0.69%, 0.80
 

and 0.42% respectively.
 

The main causes behind transit loss were not.d to be: 

(a) 	Theft on the way
 

(b) 	Defective wagon
 

(c) 	Pilferage and wastages at transhipment points
 

(d).-Second hand bags used for carryi..g of foodgrains
 

from erstwhile West Pakistan
 

(e) 	Shortage in bulk consignment received from USA was
 

higher than consiglnent in bags.
 

Cii) 	A feasibility study of the quality control in foodgrailns 

bv P.H.Giles and D.W.Lall: 

This.study was c-onducted 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
 

made mostly on re-organization
subjective and recommendations were 
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of food management and quality control efforts of the 
food department.
 

(iii) Bangladesh Second Foodgrain Storage Pro ect1978L World Hank: 
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 
 J Godown 1 Godown 
with Dryers I without Dryers

Moisture contgnt : 14% 2c1 
2. 	Foreign materials : 
 5%
 
3. 	Admixture :50Y 
 50YP
 
4. 	 Immature grain : 3Y16 

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 f':ungus. 
 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 "equipm~ent", ;'inspection",$

"testing laboratory" and 
 "pest control". Jstimated storage loss
of paddy for difference of moisture content, as 
found in the study
 
are 	given below: 

Storage periodFacility 	 - Weighted MonthlyDec-May ne t average Percen
.... June-O t (6 months) tage(a) 	 For 1../o moisture
 

content in Aman
 
Paddy
 

1. 	Private Sector 
 4.5 9.0 64o 
 Ito

Storage
 

2. 	Hlired/Dilapidated 
 4 	 6.5 48 
tin shed 

3, Dhaka Godowns 2.5 4 3.0 0.54. 	 Dhaka with effective i 1.5 1,15 0.2
 
management
 

Contd***O
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orage Per weighted onthy
 
ac ility 1 D average percentage 

1ecy 1Jin-c. 6 riinths)l 
mF 

(b)For 17% moisture 
content in Boro 
Paddy . 

NA 8.0 - 1.351*Dhaka Godowns 

1.0 -	 0.152. Dhaka with effective NA 

management
 

a(iv) 	 Feasibility Study for Setting up of 

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 = 0.31/% 

(b) 	 21 LSD and TPC of Thakurgaon: 

1. Paddy 	 - 0o4/6 

2. 	 Rice = 0.21/0
 

= 0.28%o
3. Wheat 

of the Food Security Policy Formu.ation and(v) Report
Project Identification Mission to Bangra 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 facilitier;
 

(b) 	Strefigthening 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: 

Insti-This 	study was conducted by Bangladesh F-oject Management 

tute 	(BPMI) d[uring 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 ( b)y mode of transport can be 
seen from the
 
table : IV 
- 2 below: 

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

Mode of 
 TYP, O STORAGE 
Transport 
 CSD I SD 
 ISIO TPC 
 I-TT
 

- 1.36 1. Road - 0.54 1.65 - 0.21 
020
2. Railway 
 3.07 
 -307
 

3. River 
 - 2.61 . - 0.54 0.35 
I  1.82 1.20 
 040005 0.04 0619 
 1.20
1o Road 
 0.13 
 0.14 
 - 0.04 - 0.252. Railway 
 2.50 
 4.62 0.0005 
 .
 4.64
3. River 4497 
 1.64  0.19 0.63 
1980-81 
 0.68 0.0004
0166 0609 0.1,1 1.671. Road 
 O.02 
 0.08 
 - 0.09
2. Railway 0.10


1422 
 2.63 0.0004 
 . - 2.673. River 
 1400 
 0.44  Q.11 0930
 
Average Loss = 1.51% 

T'he study shows significant variation by mooe 
of transportation and
storage type. Roads and railways loss is highest in case of LSD$
but in case of river transport loss at'CSD 
Ls higher than for LSD.T-his 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
 

_1_978"-79 "_1979-801 1-19980-81:Tye1ofStrae, Storage 1Loss o 
Type of Storage 


1. 2 

I.CSD 0.51 0.45 0.58 

2. LSD 2.15 4.29 2.10 

3. Silo 0.0006 - 0,003 

0.484. TPC 0.22 0.54 


5.Port
 
=aChittagong 1.5 3.34 2.67
 

(b)Mongla 4.17 1.25 1.81 

1.81 3.32
Overall : 2.85 


,From the table no pattern is discernible overt:ae, but generally 

than for CSD. Taking the transit)bsS is higher in case of LSD 

and storage losses together it appears that th, main centre of 

high as in case of'CSD.loss is LSD, LSDs' loss is 4 to 9 times as 


The study also identified the causes of lossos by storage types as
 

shown below:
 

Reason. for shortages are noted below in Table : IV - 4: 

Table : IV - 4 

CAUSES FOR STORAGE LOSS BY TLPE OF STORAGE
 NO Resloo,i~ ~ %0 o... se)

fatur--TongCauses IDefec- Defec- DefecA UueI Wrong I Pil- - tI 
stormeasu fer- ture al
tive I tive tive rats 


and remen age evapo- dryinE age
Type I scalel handl-loadin 
of , Iing a and unj otherj ration 

Storage Istoragiloadinlinsect1 j 
1.CSD 57 100 43 86 43 29 43 14. 14 

2. LSD 64 100 57 100 50 29 66 14 5 

SILO - 100 - - - - " " 

!jTPC 16 - 21 53 - - 21 - -

Port - - - - - 10 100 - 100 
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The table'shows response rate in percentages. It reveals that Defective handling is the main common reason for storage loss, In LZD
insects (l0 %), 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, chemical 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. This
qualitative loss leads ultimately to quantity loss as unfit for
 
human consumption,
 

Eoodgrain spoiled in CSD and LSD during 1978-81 is shown below: 
Storage Centre J 9 Q 

LSD 
CSD 

7.6/6 
92.40Y/ 

11% 
8 4% 

5.67% 
84,66% 

(,vii) A digest of recent current anddevelopmt.nt proposed technical supportfor the Public Food Storage1984 - FAOF Sector in Bangladesh,od Security Pro ect GD )A,

This study stresses on organizational aspect: of storage and quality
control system. It has set of Refractions STccifications for quality
determination. This study also highlighted The existing system of
management of spoiled stock in terms of auction, OMS, etc. T-hisstudy has opened a new horizon for assessmcn
calculation of infestation rate. Some of the 

of loss through 
findings of this study 

are as below:
 
Storage Losses due to infestation:
 
I insect adult consumes 
 : 2 cal/day 
1 insect larvae consumes 
 : 4 cal,'day
1 adult + larvae consumes : 7cal/day
(I kg. foodgrains contain : 3,300 k cal/kg.) 
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Per qcuality over timeInfestation rate =-Loss 
10 insects/kg = 21 g/ton/day 

1000 	insects/kg = al g/ton/day 

The resulting annual loss from infestation has been estimated as
 

follows:
 

(a)% of annual loss 	 = 3s7%/6 

(b) % of insect damaged gi-ains = 0.33l'o 

This study has maintained permissible limits to transit and storage
 

losses and had compiled quantitative loss series from the documents
 

of Ministry of Food which has as below:
 

Year Loss as % of 0ff-take 

1978-79 3.1616 

1979-80 3,46 

1980-81 5.4% 

1981-82 4.91% 

L1.02.3: Other Studies:
 

In addition to the above mentioned studies the following reports
 

were 	 also reviewed in this context:
 

(i) 	 Transportation of foodgrains by Ro-:d in Public 

Sector by Dr. A. Azim, 1982. 

(ii) Report of the investigation committee regarding 

pilferage of government food stu.f - 1979. 

(iii)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.
 

(iv) 	Pest Control and stock mana&ement of foodgrains
 

by USAID - 1977. 

of Findings Pooled ToA.ther:4.02.4: Analysis 

Transit loss has been found to be highest in rail (2.631o) particu

larly from LSD and smallest in Truck (.1 %). Comparative transit 
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lowses (%) can be seen from the following statement:
 

Thble : IV - 5 
TRANSIT LOSS BY MODE OF TRANSPORT 

Mode of Transport 
 Railway Food Stock I Government 
Enquiry Management anq allowance 
Committee Inventory j (upto 1985)(1964) 
 Control
 

(128-81) I. 
. . .. 2 .. _ ... .,_.... 3 4' _______"_,____ 

1# Marine 	 NA NA d%
 
2. Rail 	 1.6lo 2.6.0.(0 
3. Barge 	 NA 0*3(/% I6%
 
4. Cc ntry boat 	 NANA 	 0'%
 
5. Truck 
 NA 	 O. 10% 0.5O% 
6. Bullock Cart 
 NA 	 NA 0.7%
 

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

Table : IV- 6
 
STORAGE LOSS BY COMMODITY TYPE
 

Foodgrain 	 Feasibility Report of Report or Government
study on BPMI World Bank ow
 
Food Corpora- (1982-83) (1978) allowance
 

1. Paddy 0.014 NA, 0*67% 1% 
2P Rice 0.29% 3.Oo NA_ 0.7% 
3. Wheat 0,2816 Z.39% NA. 0.7% 

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 o storage loss by type of storage centres are shown 

below: 
Ilable : IV - 7 

STORAGE LOSS BY TYPE OF STORAGE 

Type of Storage IFeasibility Report of Government
 
Ceatres S tudy by FAO BPMI 	 allowance1979 (1982-_8) 

t....- a . 3 .. . 4, 

1. CSD 	 NA 0.5% 0.5 to 1%
 

2. LSD 	 O.32 2.1l 0.7% to 1%
 

3. SILO NA 	 O,00Y/o No allowance
 

4. TPC 	 NA Q,4/% NA 

5, Port. NA 	 2.24 NA. 

The above table shows that according to feasibility report storage
 

loss at LSD during 1979 was within the prescribed limit but acoor

ding to Report of BPMI in the year 1982-83 it was higher than the
 

permissible limit. In case of CSD it was within limit 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. 

(,ii) 	 Thfestation 'by fungi.
 

(.ii) 	 Damages in the form of colour, chemical
 

changes and baking,and milling quality.
 

(iv) 	 Spoiled stock, 

In contrast, the FAO Food Security Project in 'its report on Public
 

Food Storage Sector in.angladesh (1981)"'has set some specifica

tions 	and gradation for quality determination including rejection
 

limits.
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4.03.1: Incidence of Loss: 
1-t will appear from the earlier studies that there are many factors
 

con.tributing to losses and they originate in both movement and stor

age. Lops 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 9ccurs to poor stprage
 

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:
 

rqable : IV - 8 

STORAGE & TRANSIT LOSSES (%)BY TYPE OF STORAGE 
-Type of |Tranit Loss I S torage Loss - Tbtal. 
Stotage 1198-.81 18-85 b 11980-81 a 11,984,, bI80-81. a)8 Mi9_84085 b

1 Z.-- _ 1 3 0 5 6. 7 

1. CSD 0.66. 1.84 0.58 0.68 '1.24 2.52
 

2o LSD 0.68 0.51 2.10 063 2.78 3.29
 

3. SILO 0.0004 0.58 0.003 0.0 0.0034, 0.58
 

4. TPC O.Q9 0.56 0.48 O.Z3 0.53 0.84
 

5, Port 0.00 0.00 2°66 2.E 2.66 a.66
 

6. Overall 0,35 0.87 3,46 " 3. " 381. 4#03 

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

The Above table shows that total loss of fcodgrains has increased
 

by about 54F% during the period 1984-85 pr bably due to adverse
 

effect of the factors mentioned above. A~s )er physical verification
 

report (PVR) the estimated stock loss will be 1.74%, 4.44% and
 

3,67% for Rice, Wheat and both Rice and Wheat respectively. Exact
 

calculation of shortages on the basia of PVR from RC Food and CMS 

Chittagong and Khulna shows the followin& losses for the year 

1985-86:
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Rice Wheat Total 

Transit Loss 2'9 .7F I I 

Storage Loss 1.06% 0.42% 0.57% 
Shop Loss 0.01% 1.02% 0.98% 

Overall 2.22 1.56% 1-e72% 

The longitudinal data of storage loss and transit loss at CSD are
 

presented below:
 
J 

Year Storage Loss 
IRice I Paddy I Wheat 

I Transit Loss 
I Rice I Paddy 

-
I Wheat 

1980-81 1.214% 2.53,/o 2.OC% 1 3l% O.97% 5.2% 

1981-82 1.47/6 2.67?% 1.4% 3.8o 8.0(6 4,22% 

1982-83 0.79% 4.6/6 0.47% 2,8516 1.121 4.62% 

1983-84. 0.77% 1 .64% 0.4 /o 3,06% 7.181% 4.68% 

1984-85 0.6% 2.2716 0.39% 4,68% 4.73% 2.,10o 

1985-86 0.9% -3.13% 0 -4% 6.01% 2.1716 0.76% 

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 l:ss in CSD are genera

lly higher than the observed figures of this study and those of
 

BPMI report.
 

4.03.2: Transit Loss: 

Transit loss originate in lighters while unloading from sea vessels 

and accumulates at the stages of loading, vaile in transit and ui

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 (1.3CY/6) 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: Storage Loss: 
Storage loss occurs at various points of storage, namely, Central 
Storage Depots (CSD), Local Storage Depots (LSD) p 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 (0.681), 

LSD (O.63) and TPC (,0.2 81. 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 is higher
 
than storage loss but including loss at port storage loss is about
 

3.15 times more than transit loss.
 

4.04.1: T2es of Loss: 
Storage and transit loss can be broken down into tio groups.
 

(i) 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 af timely
 
checking and segregation, lack of drying facilities and spraying
 

of insecticides, etc. Time series for quantitative loss of food
grain for the year 1978 to 1985 as observe4 in ifferent studies 
and records of food department are given below 

aQuantitative LOss (Qj) 

197?-78 5.48 
1978-79 3,68 
1979-80 3.51 
1980.-83 3.47 
1981-82 3*.69 
1984-85 3.16 



T'he above figures show that a cept for slight increase for the year
 

1981-82 the quahtitative loss shows monotonically decreasing
 

tendency.
 

Besides, quanlitative loss, quality deterioration occur3 substantia

lly to stored foodgrains. As a result some percentage of the stock 

become unfit for human consumption. Percentage of spoiled stocko 

declared for auction was 0.68% and thdt declared Ekdum was 0.32% for 

the year 1961-82. As per BPMI Report in 84% of CSD and 5 to 1.AIO%.D 

there had been incidence of spoiled stock during 1978-81. 

4.05.1: Qualitative Loss: 

From various studies basic causes for qualitative losses are id nti

fied as follows:
 

(i) Excessive moisture content 

(ii) Admixture of inferior varieties 

(iii) Foreign matter, and 

( iv); Damaged, grains. 

Existence of more than 12% moisture content is an impbrtant-zeason 

for qualitative deterioration of foodgrain. The impact of moistUre 

content becomes grave where there is no drying facility. Moisture 

content develops fungi infestation as well as insect infestation. 

Nutritional value of foodgrain reduces due to growth of microflora 

and isect 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 volumv 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.
 
/ 

Iv -.~6 



4.05.2: Qualitative Loss:
 
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 

addy 	 Rice 
 Wheat
 
Refraction FAQ(%) Rejection 
 AQ( 00Rejection 	 (AQ(0Rqjectionli-mit NO), limit(%O) 	 iimit(%Y,11 2 .	 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 
4. Shrivelled/ 3 Above 3 4 Above 4 1.0 Above 10 

Immature 
5. Broken grain 
 - . 25 Above 25 
6. Admixture 10 Above 10 10 Above 10  -
7. Protein 
 NA NA NA NA-	 9.5% Below 9.5% 

Minimum 
8. Living insect NA NA NA NA. NA NA
 
Source: FAO Food Security Project, 1984.
 

FAQs : Stands for fairly average quality of foodgrain6
 

4.05.3: LaboratoryTest 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 foodgrain have been
 
compiled and are placed below to see 
the impact of different
 
re fractions:
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i--' I -Wl . . 

Wheat
jPaddy Rice
Refractions 
 S(Godown) I (Godown) Port-- I G'odown 

a. Chemical Test 

1.Protein - 

2. Moisture - 9.% 144% 6.eV 

3. Living Insect - - 7 kg. 

- 0.7%4. Foreign materials 9.'/ 1.1% 
5. Damaged karnels - - 1.Y/ 6.% 

6. Helde test (Mineral oil) - Positive - Positiv 

7. Glutin - - - 8.'6 

b. Physical Test 

1. Damaged grain 1.6% - 

2. Foreign matters - i.6% 

3. Moisture 14L% 13.4% - 

4. Colour and test HBuge -

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 partly
 

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
 
(Fi .in o/V)
 

Loss due to Percentago difference
 
Foodgrain of Moisture Content
 

, I.. '1/0 I Total 
22.
 

Paddy 1.3D 0.44 
 0.53
 

Rice 0.73 0.46 0.72
 

Wheat 0.37 0.47 0.46
 

0.57
Overall : 0.73 0.47 
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Existence of moisture 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 48% cases due to
 
difference in moisture content.
 

4.05.5: Measures in Operation : Management of Spoiled Stock:
 
Quality of stored foodgrains are usually checked by the following
 
methods:
 

(i) Eye estimation - colour, coal, dust
 

(ii) Moisture test
 

(iii) Dust checking
 

(-iv) Teeth cutting
 

('v) Use of pipe'or fork
 

(,vi) Laboratory test, etc.
 

Due to longer stay in the storage and excess 'moisture content in
 
the foodgrain the quality of foodgrain deterorates 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 inforw,tion were collected
 
through a godown survey. The percentage dis:ribution of commodities
 
deteriorated as revealed by the godown survoy under the present
 
study is shown in table below:
 

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

Foodgrain S for SSteps -taken o e Stock 
Auctioned 1 Destroyed 1 Retained Overall 

1 2 3 Ls 
1. Paddy - -

_
 

2, Rice 
 0.611% - OXON 0.611$%
 
3. Wheat 0.55391'o 0.01% 0.04% 0.591% 
4. Overall, 0,57/% 0.012% 4 .02% 0.60% 
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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 O.60S/. 

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 foodgrains 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 percenta e) 

output 	 1979-801 1980-81 1881-82 1882-33 1883-84 1984-85 
..... ' 4_ 5..
2 1 1 ... 


Aus and Aman 10112 11074 10313 1050. 11250 11600 

(75.85) (75.1%) (71 , o) (69 ?) (70.3%) (69.2%) 

Boro 2427 2589 3102 340 3600 3850 
(18.2%) (17.6%) (21.6%) (23.20) (22.%) (23./6) 

Wheat 810(6. 0/) 1075?7.3%1) 95266.616) 1078
(7.1%) 

1150
(7 .2?l) 

1,300
(7 81'6) 

Total : 13349 14738 14367 1,567 16000 16750
 
(10/0) ('100/0) (1 1 0 Y%) %("00/0 (10 %/) (,I 0 %)O 

Source: Bangladesh : Economic and Social D',velopment Prospeat,1985 
- World Bank 

It is seen from the above table that the share of boro output has
 

increased from 18.2 in 1979-80 to 23.016 in 1984-85 and wheat from 

-6.% to 7.8' whereas aus-aman has decreasad from 75.8% in 1979-80 

to 69.26 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 aF drying facilities lag
 

behind government procurement will suffcr and in turn domestic
 

production will also be discouraged, on the other hand, if procure

ment programme is maintained, moisture (,oatrol will become an
 

important issue.
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4.05.7: ec-ommendations: 
For 	quality control the following measures have been recomluended
 
under various studies:
 

1. Establishment of laboratory test facilities at each
 
Zila H-eadquarter.
 

2. 	Fixation of responsibility for quality loss and adoption

of a punishment and reward policy for bad work and good

work respectively, for the concerned personnel.
 

3. 	 Control of excess moisture content from foodgrains 
through drying facilities. 

4. 	 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 shortage in godown orstorage loss. Food Division has set some tole'rable limits to both 
the transport and storage losses. 

4.06.2: Shortage in MovementiTrasIt 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 loss due to movement by lighters to

Jetties. Rails, trucks, barges, boat, cart and head-lead are the
 
usual mode of transport used for carrying foodgrains.
 

IV - 21
 



Government permissible limits to transport loss is given below:
 
Pemsi - itsi 

...... ..'' Pe r issi-le Lim-ts... . 
Type of Storage. .. R misIl.Rail i., Limit..Road• RI, ver 

LSD 1% .75 to 1% O.50,%
 

CSD 1% .75 to 1% 0.5,/0
 

TPC 1% .75 to 1% 0.5(?%
 

SILO 1% .75 to 1% 0.501%
 

To estimate lossi in 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 0.817% of the. 

goods carried. It is highest for train (1, /), followed by truck 

(O.52%), barge (.45/6),, boat (0.32%), cart ('.1716) and head load 

(101%). 

Eowever, loss varies for different kind of foocgrains with the
 

distance of movement. Since LSDs are more nume-ous than CSDs,
 

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 
PERCaNTAGE LOSS OF FOODGRAIN BY MODE 
OF 
TRANSPORT, TYPE OF COMMODITY & GODOWN TYPE 

Commodity/Type Transit Loss in %....... 
 ..
of Godown !Rail 1 Truck I Barge I Boat ICart, , ., , 2 j - -3 - I Head erall-'-4 _ 1----> I. .. z_-, -1 , ' 
I. LSD 1.67 0.36 9L .4 2&..l 
(i) Paddy : 0.23 0.34 - 0O60 - - 0e56 
(ii), Rice : 1.72 0.46 0.49 0.4O4 0.41. 

(iii) Wheat.: 2.33 0.42 0.36 0.41 - - 0.4,1 
II. CSD : 0 0.23 -Q, - 1-8 

(i)' Paddy : O.47 0.12 .... 0.30 
Cii) Rice : 2.66 2.3 0.76 - - - P00 
(iii)Wheat : 3.20 2.3 0.75 - - - 2.36 

III, SILO : -Q -.. 58 
(i) Paddy : ... 

(ii)' Rice : ....... 

(iii)Wheat : 0.58 ..... 0.58 
T1V. 060 -.- -04 Qslo 2 
(i)) Paddy : . .... 0.15 0.01 0.08 
(ii) Rice : "0.56 - " - - 0.56 
(iii)Wheat : 0.63 - - - 0.25 - o.60 
V.Overall : .2 .O._ LL r OtL 001 JQ2 
Ci) Paddy : 0.47 0.22 - 060 O. 15 0.01 0.31 
(ii)'Ric e : 1.17 0.56 0.45 O.L4 - M 1.600 
(,iii)Wheat : 1.50 0.59 0.36 0.1 0.25 - 0.99 

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 railways, probably
 
due to its urban character and managemenl. Excluding paddy, loss
 
in case of CSDs is generally higher than that in case of LSDs 
about 5W6A higher in case of railway and 1,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 belbw: 

Table : IV - 14 

TRANSPORT-LOSS (%) IN DIFFERENT STORAGE 

CENTRES BY'FREQUENCY OF CONSIGNMENT 

Frequency of -Transport Loss (%)' during Movement o 
consignment LSD I CSD SILO TPC Yearly Ay.
... , I ... ?- 12 -3 1 '.--4. 5' 

1 - 12: - - 0.85 - 0.85 

13 - 60 : 0.44 0.78 0.10 0.61 

61 - 120 : 0.45 - - -045 

121 - 180 : 0.17 2.70 0.30 0.63 0.95 

181 - 240 : 0.24 2.16 - - 0.20 

241 - 300 : 0.14 - - -04 

301 - 365 : 0,14 - - - 0.14 

366 + 0.75 - - - 0.75 

Yearly Average: 0.51 1.84 0.58 0.56 0.87 

Source: Survey by Consultant (1985). 

It has however been found that transit loss varies 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 
MONTHLY TRANSPORT LOSS BY MODE OF TRANSPORT' 

Months rTrans ort Loss (%) by Mode of Transport 

Train Truck I Barge Boat Cart I Head hverall 

May, 1984 0.64 0.50 0.41 0.16 - - 0.51 
June, 1984 0.61 0.36 0.58 0.36 - 0,40 

July, 1984 
August, 1984 

0.78 
1.39 

090 
0.78 

0,57 

0.63 
0.49 
0.45 -

- 0,73 
0.84 

September, 1984 0.70 0.65 0.70 0.37 - 0.59 
October, 1984 0.63 0.48 0.23 0.27 1.6 0%53 

November, 1984 1 12 0.73 0.14 0.20 - 0.01 0.71 
December, 1984 1.65 0.55 0.47 0.25 - 0.76 
January, 1985 1.84 0.59 0.29 0.37 - - 0.89 
February, 1985 1.72 -0.42 0.33 0.29 0.10 0.73 

March, 1985 1.25 0.37 0.35 0.42 - 0.59 
April, 1985 0.88 0.50 0.75 0.23 - - 0.54 

YWearly Average: 1.30 0.52 0.41 0.1.5 0.17 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 Auguri, A 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.
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: IV - 16Table 

COMPARISON OF LOSS BY 
CARRIER
 

O own 
of BPMI urveY 185A,Report b bEA
 

hle limit
Mode of 
1978-79 1,979-80T~anpot fFood 

0.68 0.51,
1.20 	 0.360.083.O?07 *1
7 RailI.~1.6 1% 136 	 263 164.62-


I Rai 

o084 0.364
0.21 01,64.25 to 1%
(ii) Road a,61 i.6' .4

iii) River 0. 06./o 
0.66 1.84. . 1.82 1.0I.2?- 3 05( SDNA1i ,0CSD 
0.02 0.23'NA 250


(i) Rail 1% 
NA 0.13(ii) Road .25 to 1% 	 1,00 0.764,97 	 0.'6NA0,50A' " ~0 o0 oo,0 ~5

(iii) River 

0 	 000III, TPC 	 0 0.600.0 .l

(i) Rail 1%. 	 0Q 

0.05 0.400.0 0.04(ii) Road .25 to 1% 
0,0 0.0 0.0 0.1,8
(iii) 	 River 05jq 000,o~0.0005 0.0004 

0005 0.0004 0.580.0
IV. SILO-

0.0 0005 000 0.58 

(i) Rail 1% 00 	 0.000.00.0 0.0 0,0 0.00(ii) ivr ,5 0.0 0,0(ii) Road .25 to 1% 


(,ii) River 0.54 0.19 0.11 Merged
rive
 

(v)with 

008?
0.350.7?
o.7
0.95 


Tbtal : 


From the above table 
it is seen that transport 

loss by train has
 

been consistently 
above the permissible 

limit for food carried to
 

LSD and CSD whereas 
this is within the 

set limit for SILO 
and TPC.
 

Transport loss in road transport is higher under 
the Godown Survey 

with that of BPMI; still it is within 	the permissible
compared 

limit. Transport loss 
in river transport has 

shown downward tendenc, 
tendencystudy; the 

and CSD under BPMI
to LSDmovementin case of 
under the present 

N;urvey also,
 

is found to continue 
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4.06.3: Shortage in Godowns/Stprage Loss:
 
Shortage in godown or storage loss-has been defined as loss of food
grain occured in the storage during the reference year May,84 to
 
April, 85. This is, in fact, the difference in weight of foodgrain 
desatchad for different 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 
lim*Lts to 'storage loss: 

Commodity I Permissible Limit Period 
1. Rice 	 0.731'6 Upto 12 months 

+ 	 62% for,additional 
3 months 

2. Wheat 	 0,7% Tpto 12 months 
+ 	 .251 for additional 

5 months 
3. Paddy 	 1% Upto 12 months 

+ 	*j25/0 for additional 
3 months 

4.06.3.1: Primary data on storage loss was collected in two stages: 
first, under the main survey and secondly, under a review survey. 
The main purvey was conducted over 34 godown: consisting of 2 Silos, 
4 GSDs, 26 JSDs and 2 TPCs. Main survey covered receipt and despa
tches of the reference year and then it was followed by a review
 
survey of 4 godowns which covered informatijn on initial stock, 
receipt and despatch during the reference 'ear and despatch out of
 
balance quantity during the subsequent peilods. 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 LOSS BY COMMODITY AND TYPE OF STORAGE
 

LSD I CSD SILO 
Commodity Main S Main Review Sample MainReview Sample 

Survey Survey Weight Survey Surve Weight S urvey 

1. Paddy 0.55 NA NA 0936 NA, NA 0.0
 

2. Rice 0.58 0.08 0.68 0.72 0.37 0.72 0.0 
3. Wheat 0.39 0.19 1.40 0.68 0.45 0.45 0.0 

Overall: 0.50 0.15 10004 0.59 0.41 0.59 0.0 

S. ' TPC. RECONCILED 
Review Sampl Main eview ample LSD CSD Silo TPC er 
Survey eight" Surve- urvey eight 1al9 .10 1 .2 13 :Ei 1q 11 I6 7 - T 

NA NA 0.36 NA NA 0.55 0.36 0.0 0.36 0*42
 
0,0 0.0 0.24 NA NA 0.68 0.7 0.0 0.24 0.55
 
0.0 0.0 0.25 NA NA 0.68 0,63 0.0 0.25 0.53
 

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 0.53 . Storage 
loss is highest in CSD (O.,68/%) followed by 13D (0.6_%)" and TPC (0.28y)'. 
No storage loss in Silo was observed. In re:rpect of type of foodgrain 
it is highest for rice (0.5%%), followed by wheat (0.53%) and paddy 
(O.42)'. The range of variation of storage loss both by type of stor
age and grain is 0.01% to 4.8%. 

A comparative position of the storage loss observed in the godown
 
survey as compared with official allowanco is presented in 
Table : IV - 18. 
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Table : IV - 18 
COMPARATIVE STATISTICS OF STORAGE LOSS
 

Storage Lgss in Percenftage
| Permissible 1imit allowed by Govt, Godown Surveyroodgrain Upto ' Upto JAdditional by EUREKA (Bang

6 months . 12 months * 3 months I ladesh) Ltd.1985
1 .. -4 5 

Paddy .75 
 1 0.25 
 0.42
 
Rice .30 0.70' 0.25, 0155
 
Wheat ,- -,O .50 0.70; 0.25 0.53
 

'Overa.,J -, 0.55 0.75 0,25 0.50
 

This table shows bhat-storage loss fon:rice and wheat during 1984-85
 
has slightly excaeded the permissible limit for 6 months' Storage
 
ti.me but for pady it.is within the.set limit. As compared with
 
permissible limits for 12 months and above the '3torage losses
 
observed in godown survey are remarkably small;r.
 

4.06,3.Z :Causes of Storage Loss: 
An attempt has been made to explain storage .oss, There are 3 main
 
causes of storage loss, namely, grain qualitj, godown condition and
 
management standard. The quality issue has bcien 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 const;ucticn) d,&sign and age of 
godowns. All thebe three arb f6und to"'have effect on godown loss.
 

C-onstruction Te: 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:iown (0.5%) is more than
 
the pucca one (O.5%) . Detail breakup of storage losses for different 
types of storage centres are placed in tale following table:
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Table: IV - 19 

PERCENTAGE OF STORAGE LOSS BY GODOWN CONSTRUCTION 

Type of Pucca Semi-Pucca I Overall
 
Storage tPaddARice WheaTotai~addZRice Fhea Tota]Padd Rice Wheatotal
 

I1 l' 2 1 1 1 6 1 7 1 b'-1 91 10 1 11 1 12 1 13 

1. LSD 0.53 0.37 0.36 0.42 0.57 0.79 0.41 0.59 0.55 0.58 0.39 0.51
 

2. CSD 0.36 0.72 0.72 0.68 - - 0.36 0.72 o.68 0.68 

3. SILO NA NA 0,0 "0.0 . . . . 0.00 0.00
 

4, TPC 0,36 0.24 0.25 0,25 - - - - 036 0424 0.25 0.25 

Overall:O;48 0.66 0.50 0.54 0.57 0.79 0.41 0.59 0.53 0.72 046 0,57 

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

ly modern. The following table shows the variations of loss among
 

different designs:
 

Table : IV - 20
 

PERCENTAGE OF STOR;qE LOSS BY GODOWN DESIGN-TYPE
 

Structure '7 " LSD csD 6-LO 
Design 

1 
aMM Rice 
21 3 

Wha 
4 

Pa dv IRce I 
5 6 1 

eat IPadd 
7 88 

IRica Wheat 
01 o 

1.Lahore 0.52 0.21 0.67 .
shed 

4.Dhaka with 0.39 0.33 0.26 0.36 0.60 0.68 
column 

3.FS(Dhaka
without 

0.45 0,40 0.31 .... - -

column) 

4.Twin 0,76 0.76 0.38 - - - - - -

Nissan 

5.Calcutta - 0.16 - - 3.31 2.32 

6.Others - - 0.18 . -.. -

Total: 0.55 058 0.39 .36 0.78 . - - -
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Table : IV - 20 (contd...) 

Structure I OvrPCe. ll 
Design I Paddy Rice IWheat |LSD I CSD. ISilo T Wtal 

11 1 1 14 15 11 18 
1. Lahore - 47- - 04
 

shed
 
2. Dhaka - - - 0d33 0.54 - 0.44 

with 
column 

3. FSDhaka 0.36 0.24 0.25 0.74 
 - - 0.28 0.51 
without
 
column)'
 

4. Twin 0.63 - 0.63 
Nissan 

5. Calcutta -	 0,16 0.82 - 1.49 
6. Others 	 0.180-	 -118
 

Total : 0.36 0.24, 
0.25 0.63 0.68 -e 0928 ,2.50
 

Age of Godown vs, Storage Tim: 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 coatingency
 

table:
 
Table : IV - 21
 

STORAGE LOSS BY STORAGE TIME AND EY AGE OF GODOWN
 
(a) 	 CSD .Fig. in %)

Storage time ! 3-4 565-6 - ? + "Ag1I 

of Godowns 
 months months months months 

I 	 . il 

1 - 10 years 0.48 NA 	 NA 0.4Z 
11 - 15 	 O.,75 NA NA NA 
16 - 25 " 0.40 0.46 0.65 0.30 
26 + NA -	 0,76 NA 

(b)' LSD 

1 - 10 Years 0.30 0.38 0.39 'NA 
11 - 15 it, 0,25 0.29 0.35 0.36 
16 - 25 0.35 0.46 NA Q.30 
26 , 0.36 0.72 .33 0,34 
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Table : IV - 21 (contd....)(c). TPC 

time ,rage1-2 .13-4 j5-6 7 +-
A f Godown i months months months months,, 

1 - 10 Years 0.2/- NA NA NA 

11 - 15 " NA NA NA NA 

16 - 25 "NA NA NA 

26 + 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 st6rage
 

time or between storage loss ahd 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 storago 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
 

PERCENTAGE OF STORAGE LOSS DUE TO FREQUENCY OF DESPATCHES
 

Frequency of LSD CSD SILO TPC TOTAL
 
co nsignme nt .. I
",.... 2 3 56 '..
 

II - 12 NA NA - NA NA 

13 - 60 NA NA - NA NA 

61 - 120 0.50 0.56 - NA 0.56 

121 - 180 -0.34 NA - NA 0.34 

181 -240 0i72 NA - -NA 0*7 
-241 - 300 0.36 . NA - 0.28 0.32 

301 .- 365 0.50 NA - NA 0.50 

366 + 0.52 0.75 NA 0.64 

.verdll: 0.68 • 0;50
b,63 0;28 
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For LSD it is highest (0.7%) 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 
oxrall behavior of storage loss is also same.
 

Sbasonality: Finally, storage loss has also a seasonal spread. iEur. 
ing the rainy season it iis comparatively smaller than in the dry'
 
se-ason which might to be 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 (%)


SeasonMonth Frequency of Consignment 

I - 2 3 - 5__ 6-+ Total 
2-5 -1 

A. Rainy Qeason 2.15 0.43 0.50 0.50 
May, 1984 NA 0.39 3.43 0.43 
June, 1984 3.58 0.93 3.79 1.05 
July, 1984 0.71 0,35 0.47 0.47 
August, 1984 
September, 1984 

NA 

NA 
0.43 

NA 
0.81 

0.50 
0.78 

o050Q 
October, '1984 NA NA 0.49 0.49 

B. Dry Season 0.67 0.97 0.60 i0 56 
November, 1984 NA NA 0.78 ' 0.78 
December, 1984 NA 1.71 055 059 
January, 1985 NA 0.56 .0.56 
February, 1985 NA NA- 6.68 0.68 
March, 1985 0.89 NA 0.39 0.40 
April, 1985 0.45 0,22 0.65 0.44 

Yearly : 1.41 0.67 .0.59 .0.50 

A comparative statement of storagL loss of the-current survey with
 
other stu4dy (BPMI)' is also presented in the following taple:
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Table : IV. - a4 
STORAGE LOSS BY TYPES OF GODOWN & SOURCES 

Type of Godown Survey#. 1 5 
Godown '1978-79 1 1979-80 j 1980-81 EUREKA ('Baglaesh)Ltd. 

11 2' 3 
I. LSD 2.15 4.29 2.10 0.63 
2. CSD 0.51. 0.45 0.58 0,68 
3. SILO 0.0006 0.0 0.003 0.0
 

4. TPC 0.22 0.54 0,48 0.28
 

° Overall : 0.72 1.32 ,, 0.79 0.50 

The above table depicts that stiorage losses of Godown Survey (1985)
 

are lower for LSD, SILO and TPC and higher for CSD. The overall 
storage loss is also lower than the losses found in BPMI Report. 

Storage loss data of Port has been collected from the secondary
 

source and is 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 t'ie year 1,980-81. 

4,06,.4: Other Causes for Shortage: 

In this survey the respondehts clearly identified the factors caus

ing the storage loss but failed to provide inaformation on the extent
 

of losses by each 'of these factors. Responsc rate (%) for each
 

factor is presented in the following table:
 

Table : IV - 25 

CQMPARATIVE TABLE SHOWING RESPONSE RATE ON
 
CAUSES OF STORiiGE LOSS (IN 1981 and 1985) 

.Fig. in Percentage) 

Causes 11c811F98-0I 1 8-T98 - I 1 1851 1781 1 1985 1 181 1985 

1.Rains NA 7 NA 15 - - NA NA NA 11 

2.Absence 14 10 14 - - NA NA 14 9 
of Drier 

3.Insect NA 3 NA 8 - - NA NA NA. 6 

Table IV-25 contd.,.
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Table : IV - 25 (contd....) 

Causes ' LSD . ..! 1981 19858 
1 - L 2 I 3 -

CSD-
1985 

I 

- Z"SO 
1 8115 

TPC .. 0VER7L
198i1 1985_ 19811 1985 

3 1 1 10 1 11. 
4. Insuffi- NA 3 NA 8 - - 11 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
enc e 

8. Handlinglo NA NA 100 NA NA 100 NA 
9. Others 5 7 14 - - - NA NA 1.0 4 

Source: BPMI Report and Report of EUREKA (Bangladesh) Ltd.
 

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

The causes 
for storage loss on the basis of i3ubjective indicators
 
of respondents are presented below in percertage terms:
 

Table : IV - 26
 
CAUSES FOR STORAGE LOSS BY TYPE ('F STORAGE
 

(FiR. in %)

Causes LSD CSD j SILO TPC Overall

i~~~F" ... I -'- J- '

1. B;y rain 10 38 
 - 20 
2. Absence of Drier  - -
3. Insect 25 27 - NA 26
 
4. Insufficient 10 24 - - 17 

fumigation 
5. Fungus 11 NA - - 11 
6. Pilferage 19 9 N. NA 147. Difference of 48 
 2 100 50
 

Moisture content
 
8. Others NA NA 
 .
 .
 
Source: Report EUREKA (Bangladesh) Lti. 1986
 

The table shows that difference in mois,.ure content (50%) is the
major factor of storage loss followed by insect (26%),rain (2/)'
insufficient fumigation (176) ,pilferage (14%) 
and fungus (11%).
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4.07. ECONOMETRIC ANALYSIS:
 

4.07.1. Loss Function for Transit Loss: 

It is assumed that transit loss (Y) depends on..the-explanatory 
var

iables: Mode of transport (x1), Distance (x2), Quantity 
transported
 

of operation (x4). The estimating equation for(x 3 ) and Frequency 

loss function is as follows:
 

27.170033 xI 0.13966 x2 + 0.0062089 x3
Y = 90.28482 - 

+ 0.0692223 x4
 

(t values) (0.143) (-.17765) (-.04.189) (-.9158) (.0697)-

R2 
= 0.702389
 

DW = 1.517
 

For . = 05 

dl = 1.27
 

du = 1.65
 

and For-& = .01
 

dl = 1607
 
du =, 1.43
 

equation explains that about 7/6 of transit lossd s 
The above 

explained by the explqnatory 
variables.
 

At the level of significance t = bo1 du is less than DW. From 

it we can conclude that autocorrelation co-efficient 
for the 

fitted equatdon we can also predicterror terms is zero. From the 


in "Mode of Transport" and "Distance" there
that for unit increase 


units
of 27.1700333 and 0.13966
will be corresponding decrease 

"Quantity transported"and for an unit increase inin Transit loss 
corresponding increase

and ",Frequency of operation" there will be 

of .0062089 and 0.0692223 units in transit loss. 
At .01 level of
 

significant t value for all co-efficients are insignificants.
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4.07.2. Loss Function for Storage Loss: 
Y (Storage Loss) = a1 + blx 1 (Godown type) + b2x2 (operating days)I 

+ 3x3 (Size) + b4 x4 COMS + Dealers Volume). + b 5 x5 (Inspection
 

frequency) + b6 x6 (Moisture content).
 

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

(i) Godown type
 

(ii), Number of consignment
 

(iii)OSize
 

(iv) OMS and Dealers volume 

(v) Inspection frequency, and
 

(vi) Difference of Moisture Content
 

Y= 24.24364 - 9,87262 x + 0.0062586 x2 + .0012455 x3 

.0011637 x4 - .221016 x5 + 3,77448 x6 

R2 = 0,76273 

The above equation shows that for unit increse 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 

R2storage loss. = 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 reducl°0o foodgrain a number of measures are taken during leading,
 

unloading and storing.
 

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

Ci) 	 Stitching of open/torn bags: Before loading into 

traditional mode of tranaport all the bags are
 

checked and stitching are made on open or torn
 

bags. This saves wastage during transit, loading
 

and unloading.
 

(ii) 	 Supervision: Loading operation is supervised 

to check any pilferage or theft. 

(iii) 	 Read Load: Loading is done through head load, 

This minimizes the handling loss.
 

(b) Measures taken during unloading are:
 

(i) 	 Draft survey: Before loading irnto lighter vessel 

or unloading at outer anchorage draft survy' is 

conducted by ship surveyor.
 

(ii) 	 Weighing: After unloading fr:im the traditional 

mode of transport weighing of foodgrains are done 

by the Inspector, Sub-Inspector or Assistant 

Sub-Inspector. 

(iii) Supervision: To check pilferage supervision of
 

,unloading is done by inspeptor or sub-inspector.
 

Civ) 	Bagging and stitching of bags.
 

Cv) 	 Examination of quality of Stock.
 

(c) Measures taken at the time of storing are: 

(i) 	 Dunnage: Stacking of foodgrain is done on dunnage 

made of wood or bamboo. 
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(ii) 	 Stack size: Standard size of a stack will be as 

per following specification: 

Le gth 24' to 25' 

Breadth 15'
 

and Height 14 bags.
 

(iii)) Fumigation: Fumigation and spraying of insecticide
 

to ensure quality control.
 

(iv) 	 Proper ventilation and appropriate design type
 

for godown.
 

(v) 	 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: 

(i) 

(ii) 


(iii) 

(iv) 


(v) 


(vi), 

(vii) 

Cviii) 

Eye Estimation 

Moisture test
 

Dust checking 

Teeth cutting
 

Laboratory test
 

Application of mechanical process 

Open market sale
 

Auction.
 

4.08.2. Measures Recommended:
 
Some ofo the measures recommended for control of storage loss are
 

mentioned below: 

(i) Replacement of unsatisfactory semi-pucca and 

old godowns by modern one. or upgradation of 

the same. 

(ii) Rejection of foodgrain having excess moisture 
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(iii) Introduction of incentive system to good workers 

and illustrative punishment to culprits. 

(iv) Reguiar and timely inspection of procured stock 

by honest personnel and intensification of 

pest control operation. 

(v) Strict enforcement of the inventory control. 

(vi) Rationalization of the claim for godown shortage. 

(vii) Introduction of mechanical weighment system. 

(viii) Supply of necessary machinery and tools for 

ting necessary examination of foodgrains. 

facilita

(ix) Outside influence and pressure should be stopped. 

(x) 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. 

(xA) Wooden Dunnage only should be used for stacking 

(xii) Stackihg should be done as per standard 

specification. 

(xiii) Sanitation and arrangement for frequent laboratory 

test must be ensured. 

(xiv) 	 Proper training for storage management.
 

4.08.3. Some of the measures recommended for control.,of storage 

loss at the port are presented below: 

(i) 	 Port may be equipped with adequate lighterage
 

arrangement with mechanical weighment system.
 

(ii) 	 Arrangement for spot examination of foodgrains 

before unloading from ship. 

(iii) 	 Discrepency between the manifest quantity and
 

surveyed quantity should be pointed out on the
 

spot.
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(iv) 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. 

4.08.4. Some of Measures recommended for control of transit loss
 
are presented below:
 

(i) 	 Carrying Contractors who are habitually exceeding the
 
allowances limits fixed by the government should
 

be black listed.
 

(ii) 	 Illustrative punishment to the persons or institutions
 

causing loss.
 

(iii) 	 Strong stitching' of the bags at t-'e 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 pr~seated during transit. 

(vii) 	 Ail redundant trucks under the finistry of Food 
should be replaced byreputeadzdel. 

(viii) 	 'Proper arrangement should be ma de for saving the 
foodgrains from rains while i.r transit., 

4.09. COMPARATIVE STUDY OF LOSS: 
4.09.1. 	 Cross Country: 
In order to ensure fair price to farmers, handle situation axising 
out of crop failure, maintain distribution commitment and stabilize 
prices, many countries- maintain buffe L;stock in addition to the 
operational stocks involving normal riwning of PFDS. In a way 
public 	food policy involving these issuuo characteristics both
 
developing and developed countries entailLng one or another kind 
of subsidy and transfer cost. In respec4 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.% of
 
the quantity sold as against O.%o (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 conbent", 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 LOSS
 

.ndia Bangadesh

Year Storage, Damage Transit Stora e Loss at Transit
 

%Pot(Z)0o 

S11 2- 3 5 6 7
 

1.975/76 0.3 NA NA, TA, NA NA
 

1976/77 0.7 0.45 3.57 NA NA NA
 

1977/78 0.9 0.34 1929 NA NA NA.
 

1978/79 1.0 1.01 1.87 0.72 NA 0,95
 

1979/80 1.5 0.50 0.98 1,32 NA 0.77
 

1980/81 NA NA NA 0.79 2.66 0.35
 

CLOss1o 5 (0/1)0 Lonss(% Ls s 00) oss(z) 

1984/85 NA A NA UA 050 2.66 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:
 

Mode of Commodity Transit Shortage
T ransp ort o o (%) 
By Truck Rice/Wheat 0.125 
By River " 0.4
 

BHy Bullock Cart 
 0.5
 
Bly Sea " 0,5 
By Rail " 0.5 

Wheat Product 0.375 

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 classified into two strata:
 

Stratum - I : Godowh 'accessible thro~igh waterway
 

Stratum - II : Godown accessible through road/rail.
 

Transit 1Qss for godowns of Stratum-I is about 0.4/o and that of 
Stratum-II is 0.91%. Other factors of transit losses are Rail,(1.31), 
Truck (0.52%), Barge (0.41%), Boat (0.44%), Cart (0.40/) , Head (0.01%) 
and Overall (0.8716). Transit loss varies for different foodgrains: 
Paddy (0.31%), Rice (I.001) and Wheat (0.9S). Transit loss also 
varies for different'types of godowns: LSD (0.51%1-CSD (1.84%), 
Silo (0.58%) and TPC (0.56%). Storage Loss varies with types of 
godowns, physical characteristics of godowns, the facilities available
 
to godowns, duration of storage, rains, insects, fungus, pilferage,
 
etc. It is also different fordifferent foodgrains. Storage loss for
 
LSD, CSD and TPC are 06%,
0.68% and 0.213% respectively. Storage
 
loss for paddy, rice and wheat are O.42%6 0.55% and 0.5y/o respectively.
 
Storage loss differs with age of godown v.nd 
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.
 

jol.O. SUMMARY:
 

4.10.1. 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. Laring 1984/85 quantitative loss of 

foodgrain in Bangladesh has been found to be 3,16% which is about
 

6(Y/o higher than the government allowance. Loss according to BPMI
 

Report was more than the set limit. In Bangladosh, 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 attention. Excluding port loss
 

of foodgrain recorded by Food Corporation of India (FCI) for 

1979/80 was about 2916 higher than that mentioned in the BPMI report
 

and 8W16 higher than the finding under the current godown survey.
 

4.10.2. Although overall transit loss has always been found to be
 

within the government allowance the loss iii Railway was 2y% to 5016
 

higher than the permissible limits. For the year 1979-80 the
 

transit loss in Bangladesh was 2416 lower than in India, which
 

further narrowed to IYa 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. 
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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 zas higher than that in Bangladesh reported by BPMI
 

for the years 1979/80 and 1980/81 by 1Po and 9(c% 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.
 

4.10.4. 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 0.61% out of which ..11% is due to insect infestation 
and 0.5c1% due to difference in moisture content. Existence of 

foreign material is about 2,/1 and damaged grain 2 times higher 
than the government allowance. Damaged grain in Bangladesh is Wo 

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. 
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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 distribu.
 
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 ite. 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.
 

TransDortation:
 
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 11 " 
River 

- 10.27 " if 

Total = 3259 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 by mode of transport and shown below:
 

BIWX Paisa 3 per maund per mile
-

Road Paisa 8 per maund per mile
-

Rail Paisa 5 per naund per mile
 = 


I
 

Cost due to inc/idental charges are also Lnvolved alongwith each
 
mode.
 

I/i
 



In case of ocean transport one important element in cost efficiency
 

is the pre-condition of some food-aid that necessiates the cohimodities
 

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 different for different types of transport. Loss
 

due to short landing in sea vessel is about 2.45% 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 .3c%), Truck (0.54), 

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 (0.501/6) 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 (0.65%), Silo (0.01%) and 

TPC (0.2%). It was also different for different types of foodgrains 

stored, viz. rice-0.72%, paddy-0.53%, and whoat-O.46%. Incidentally 

storage loss has been found to be high in dry season (0.56%) and low 

in rainy season (0.5016). Volume of loss in stock however varies due 

to many factors. The source of data shown here is of'godown survey
 

by the consultanti
 

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: 
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(a) 

(b) 

Average Overhead Cost 

Average Storage Cost 

= 

= 

f (Volume of business: 
Procurement and Distribution) 

f (Volume of business: 

(.c) Average Transport Cost = 

Procurement and distribution) 

f (Procurement and Distribution 

by Mode of Transportj 

5.01.1. Overhead Cost Analysis:
 
Overfsad 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-,, In 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) 
= a1 + b xI1
 
(volume of local procurement) + b2x2 
(volume of imports) + b3 x3
 
(volume of distribution).
 

RLere, average cost = Total Cost 4 (volume of local procurement + 
import + distribution). 

The fitted equation is:
 

Y'= 512.853 - 7.40352x I + 3.2153x, - 12.4651 3 

(0.2418) (-1.4698) (1.3447) (2.8078)
 

The figures in the parenthesis are the t values.
 

R2 
= 0.7418
 

DW = 2,17
 

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
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lead to a decline in overheadthe volume of distribution under PFDS 

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
 

positive i.e. for every additional
of import on overhead cost is 


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 Sucha transport bonus is allowed. 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 

more or less given, Thus an increase
 extent that the overhead cost is 


to a decline in overhead cost per ton.
in local procurement leads 


This only reflects the historical character of PFDS which mainly
 

the nature of
developed as a distribution agency, In contrust to 


effects of local procurement and distribution, rhe effect of import
 

on overhead is direct, i.e. an increase in import lead to an increase
 

its own characteristics. It is alsoin overhead cost as every deal has 

note that relative to marginal cost the constraint co-efficient
to 


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 estimate the transport
 

cost function to identify the cheapest mode of transport by 
estimate
 

using the equation shown below:
 

Y (Average Transport Cost) = a i + b 1 X1 (Movement by Rail) 

+ b2 x2 (Movement by Road) 

+ b3x 3 (Movement by River) 

Here, A.verage 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:
 

Y 1052.5183 - 36.31324 x, 16.05978 X - 29.65893 x3('5.07) .2) (-.48) (-*44)
 

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 Tk.36.31, Tk.16.06 and Tk.29.66
 
respectively. Smaller 
"t', values indicate that the regression

co-efficients are insignificant. CO-efficient of muitiple determina
tion R2 for the variables has been found to be 0.8327 which indicates
 
bhat 83.27/% of the "Transport Cost" has been explained by the above
 
explanatory variables. Durbin-Watson Statistics (DW) hqs 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 AverageTTransport Cost can be expreazed as
 
Y= 2828.8337 - 92.3439 x1 
- 103.024 x- 90,,0749 x3
 
where 
average cost means (Total Cost) f (Procurement). 

Here, Average Cost = Total Cost f (,movement by rail * road + river).
 

The estimated equation is 
-

Y (Average Transport Cost)'= 1728.5423 - 79.2932 'X
1 (Rail)
 

-13.8037 x2 (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 of. The equation shows that average cost of transportation falls
 
faster if more food is moved by railways than by river and road and
 
hy river than by road.
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5.01.3. Efficiency of Transportation: 
Transportation of food grains by different modes of transportation
 

entails two types of cost, financial cost and nonfinancial cost.
 

Financial cost is the taoriff ohatged by the carriers and nonfahancial
 

cost is the loss of food grains in transit and movement. Since in
 

handling and carting some loss is very likely to be incurred because
 

of say, breaking of bags, there is an allowance for such loss made
 

in the calculation of incidental cost (chapter III, p 13-16- IV-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. This section deals with this issue, 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 be geographical and seasonal. Secondly
 

even if the alternative opportunities may exast, one single carrier
 

may not be capable to handle all the volume of food grains waiting
 

for movement. T.hus,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 avail

able, cost of transportation will be minimum. It is from this need
 

that the total cost of transportation over different modes .is con

sidered.
 

5.01-4. It is estimated that rail is the cheapest mode of transporta

tion in financial terms than the other nodes. If one ton of food

grain is withdrawn from roads to railways transportation average
 

cost of transportation will fall by Tk. (5.49 (Tk.79.29 - 13.80) 

and by Tk.33.34 (Tk.79.29- 45.95) if wit'Arawn from river transporta

tion. On the other hand the transfer ta-oes from road to river,
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average cost will fall by Tk.32.15 (Tk.45.95 - 13.80). This it ischeapest to move foodgrains by railways, given its availability,

From financial cost point of view the order of preference is railways, waterways and roads. The actual tariffs however are not in
the same order which shows roads transportation as the costliest
 
mode and water (IWTC) as the cheapest mode per md. per mile
(Chapter V. p )* On the other hand, estimation of the transit lossfunction (Chapter V, p 8 ) shows that transit loss falls continuous.

ly if food movement is shifted from carts to boats/burges, to trucki
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.
 

5.01.5. Storage Cost Analysis:
Storage cost has also been estimated and analysed using the follow
ing equation:
 

Y' (Average Storage Cost) = a + b 1xI (Local Procurement) 

+ b2x2 (Imports) + b3 x3 (Distribution).
 
Here, Average Storage Cost 
= Total Storage Cost A TOtal Procurement 

In this equation, the effect of independent variables "Local Procurement", "Imports" and "Volume of Distribution" on the dependent

variable, "Storage Cost", has been estimated.
 

The estimated equation is thus:
 
Y = 7.22899- .14572 x I + .02357 x 2 - .10506 X3 

(2.00) (0.9933) (.33841) 
 (.81234)
 

Figures within brackets are the values of "t" 
- statistics
 
2
 = 0*3239
 

DW = 2.84
 
The fitted equation indicates that for an increase of 1 ton of food.

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
 

level

,,Imports" average storage cost will increase by 2 paisa, At 7/6 


is 1.533 which is higher
of significance the expected value of "t"* 

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 (R2 = 0.3239) indicates 

that only 3239% of variation in storage cost has been explained by 

other important explanatorythe explanatory variables and there are 

= 2.84) indicates existencevariables. Durbin-Watson statistics (DW 


of non-multicollinearity among the independent variables. It is to
 

be recalled here that the overhead cost analysis has the same relation
 

as the storage cost.
 

5.01.6. 	 Loss Function for Transit Loss: 
depends on the followingIt is assumed' that transit loss (Y) in ton 

explanatory variables: mode of transport (xI) izi terms of weights, 

distance (x2) in mile, quantity transported (x3) in tons and fre

number per year. The estimated equationquency of operation (*x4 ) in 


for loss function is as follows:
 

Y = 90.282482 - 27.170033 xI - 0.13966 x2 + 0.0062089 x3 + o.0692223x4 

("t" (0.143), '(.-.17765) (-,04180) C-,91,58)) (.0697) , 

values)
 

In the estimation procedure modes of transports were weighted by
 

the frequency of consignment. In all 34 observations having one from
 

each of the 34 storage centres surveyed wero 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 = 0.53846
 

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 highest

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 i the losses will be more

and more higher. The analytical findings isof the loss function 
given below: 

R2 = 0.702389 
DW 1.517 

F or . .5 

dl = 1927 
du = 1.65 

and For = .01 

dl = 107 
du = 1 43 

The above equation explain that about 7016 of transit loss is expla
ined by the explanatory variables.
 

At the level of significance = .01, du is less than DW. From 
this we can conclude that autocorrelation co..efficient for the error
 
terms is zero. From the fitted equation we can also prediat 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,
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5.01.7. Loss Function for Storage Loss: 

The storage loss function has been estimated by using the following
 

equation:
 

Y (Storage Loss) = a1 + blXI 1(Godown type) + b2 x 2 	 (Number of con

(0MS + Dealersisignment) + b 3 x3 (Size) + b4 x 4 

lifting Volume) + bs x5 (Inspection frequency) 

+ b6x6 (,Moisture content). 

Thus it has been assumed that storage loss in godown can be explained
 

by the following variables:
 

(i) 	 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.
 

(iii)" 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. 
I 

Observations of all 	the godowns located in the sample storage
 

centres were pooled 	together in 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.Sheet/Wood = 0.10
 

Mud = 0.05
 

For any godown the weights for Aloor, 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:
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Y = 24.24364 - 9.87262 xI + 0.0062586 x2 + .0012455 X3 - .0001637 x4 

- 221016 x5 + 3.77448 x6 

R2 
= 0.76273
 

Since x2 , 
x3 and x4 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' lifting 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 host 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 ciit back storage loss.
 

5.01.8. Management of Stock:
 
The above estimation have important significlince on stock management.

Management of stock of foodgrains is under the 
care of Directorate
 
General of Food and covers a very wide range of activities from
 
warehousing, loading, unloading, transport, stock turnover, stock
 
segregation, 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 0.501/. This varies with the type of storage viz.
 
CSD (O.66/6), LSD (0.63%) 
and TPC (0.2%), 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
ioration occurs. Pilferage, difference ii 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* Gover.nmeftt have conducted several,
 

find ways and means to improve the system of management
studied to 


of stock so that both the qualitative 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 

a(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 Rule.-* 

In the study conducted by BPMI the system of inventory turnover 
and
 

existed in 1982 was narrated. The reports of
delivery rules of PFDS 

", FAO's Food Security Project",, "Feasibility Study for Setting up of 

Food Corporation in Bangladesh" and World T9ank's document touched 

slightly on this point regarding the situE.tion which prevailed at 

their reference time. There is however no remarkable change in 
the
 

1982. The storage centres send information on stock
 system since 


of foodgrains to four directorate and Monitoring Cell daily.
 

or",First Come First Out"Deliveries of foodgrains made in either 
there are excep"Principle specified by IC&T" basis are true but 

made through delivery
tions. In exceptional cases deliveries a~e 


orders (DOI s) signed by the Director, Movement and Storage. The 

impact of OMS-and dealers lifting volumes3 have been estimated 
to
 

be negative and negligible in this study,
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5.01.10. 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 remarkable 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.IRall 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.
 

5.01.12. Physical Condition:
 
The BPMI and the FAO's study have examined impact of physical
 
condition of storage centres on the quality deterioration 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-/o of the godowns have
 
proper in-built ventilation facilities.
 

5.01.13. 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 7.716 of LSDs and 5016 of TPC do not have fumigation

facility and only 32.Wo of the godowns have drying/humidity 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.
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and Ward Facilities:5.01.14. Watch 
and also the current study the existence of guard
in the BPMI, FAO; 


of all the
 
shed was examined. The current study found that 

71% 


godowns have Watch and Ward facilities. Incidentally 
all the CSDs
 

of the
 
have 	this facility but even than the loss is highwhile 

61 ,% 


LSDs 	 have guard shed but loss is comparatively lower than CSDs. It 

may however be mentioned here that possibly the guard 
rather than
 

guard shed are responsible for loss of foodgrain.
 

5.01.15. Rec ,mpndations:
 

Depending on the overall analyses of storage loss the following 
areas
 

need 	 immediate attention: 

(1) Godowns of poor physical conditions should be replaced by 

modern ones. It may be recalled that an ideal godown 
can
 

10 tons. Therefore,cut back storage loss by about 
" 

rehabilitation of old godowns is of high priority. 
The
 

survey result shows that in consideration of wall, floor,
 

roof 	and doors and ancillary facilities only 868/6 of the
 

of the godowns
godowns are in perfect form, while 22.L1 


have moisture control and drying facilities.
 

(2) 	 Laboratory test facilities, moisture meter and other 

modern moisture control and drying facilitios 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-III dealt 'withthe procurement and distribution 
cost in
 

general and Chapter-IV detailed the loss of foodgrain 
in handling,
 

transit and storage. The current chapter.-V made statistical 
analy

sis of cost of operation of PFDS. For idontiZication of the relevant 
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ft tors the following cost and loss functions were estimated:
 

(a) Average Overhead Cost 

(,b) Average Storage Cost 

(c) 	 Average Transport Cost 

(d) 	Transit Loss 


(e) Storage Loss 


= f 	 (volume of procurement and 
distribution) 

= f 	 (volume of procurement and 
distribution) 

= f (movement by rail, road and 
river) 

= f (mode of transport, distance, 
quantity transported and 
frequency of operation). 

= f 	 (Godown type, number of consign
ment, size of godown, OMS and 
dealers volume, inspection 
frequency and moisture content).
 

The 	cost data has been compiled from the budget book of the Ministry
 
of Finance (GOB). Sophisticated statistical tools like R2(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 analysis 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.
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Management of stock has been analysed on the following points:
 

(,a) Inventory turnover and delivery rules,
 

(b) Inspection system, 

(c) Quality control mechanism, 

(d) Godown condition, 

(e) Ancillary facilities, and
 
I 

(f) Watch and Ward facilities.
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CHAPTER - VI 

ECONOMTC SUBSIDY 

6.o. 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 international
 
prices, so corrections were made in this respect also. Furthersome
 
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
 
adjustments caused substantial difference between cash subsidy and
 
cost adjusted subsidy. Such adjustments however subsume free trade
 
situation since all imports prices are adjusted to world prices.
 
However, valuation of food aid at international 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 true 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,
 
valuation of food aid at international price fuses food aid into
 
trade in so-far as valuation is concerned. Since food aid is 
not
 
free trade, use of international price in the calculation of economic
 
subsidy on food has no logical basis. The point becomes 
clear wheu
 
the position of food aid recipient who has no option for resale of
 
food so 
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
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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 importqnt 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 wherc social value of food
 
is high but the poor people can hardly afford Lt 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 ha3 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. SiLnce 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.
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6.03. PRICE AND INCOME ELASTICITIES: 

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 iLr±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
 
A 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 HOUSEHOLDS: 

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:aing, priority groups, food-for-works, vulnerable group feeding, 
open market operation and free sales and lastly, relief. They may be 
grouped into two classes, depending on price consideration, into
 
monetized channels and non-monetized channels. Because of the
 
variation in pricing mechanism, any subsidy that PFDS bears and
 
therefore benefit there of are differentially distributed among the
 
3ecipieqts *oi 'food through the different channels of PFDS. This 
chapter primarily looks into this distributive aspect of PFDS and 
its 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 opera+-Lon 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 collected the PFDS-is assess

ed here from the points of the two objectives mentioned above. Dhaka
 
City' and Khulna City were surveyed as part of SR areas whereas four 

rural villages and onie 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 given 

below: 

Number of household drawn from 

oarPosh La Mid-Income L gw-" Total 

SR Area 
Dhaka City 27 641 473 1141 

Khulna City 52 1 160 125 337 

MR Area 
Chittagong Divn. 89 49 17 154 
Dhaka Divnj 72 39 15 126 

Khulna Divn, 57 33 10 100 

Rajshahi Divn. 91 50 20 161 

6.04.3, Distribution of PFDS-1 Food by Income .Grous: 
Based on data-collected through the household survey income-wise
 

distribution of PFDS by channels is presented in Table : VI - 1. 

Table : VI - I 

ACCESS TO PFDS BY INCOME GROUPS 

(monthly)TkJ S EP 1 OP LEI MJ VG FWP access I Nos, 

000-499 - 2 -
(3.1) 

1 33 
(1.6)(51.61 

2 3 
(3.1) (4.7) 

23 
(35.9) 

64 
(100) 

500-1499 167 
(6.5) 

5 1 
(.5)' (.1)-

13 111 
(1.3)(11.L0 

2 78 
(.2)..(2.) 

634 
(62,7) 

1011 
(100) 

T abejVJ- Icontd...,P/5 
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r.... ... Table : VI - ( contd ... ),
I |T 3_
- 4 -5 -i-6 _8 189 1 10 
1500 -3999 313 2 4 3 83 --- (_0.9) ,.3). -(.-5) 9 351 765(-.4) ( O S .. .. 1.a) (45. 91 (100)... 
4000-5999 40 3 2 - 25(4 3. . - - 23 93,2)... (26-2) 2 Loo 
0o9999 25 - 5 5- - - 4 56
 
10000-19999 b - - 1
- - - 13 20 

_ A .. (5,0)_ (I00)30_,0)_ (65.,0)_
20000 + 6 - 3 10 

To, 0) 1- - 1 -- 3. (10Total : 557 12 12 17 259 4 9 100 201.9 
. .(27 ;, )_._ . ._8_L___1_2,8)_(.2) (_4.5) (52-.9) (1;00)

Note: Figures in parenthesis are row percentages.
 

The above table shows that (i) in the sample area 52,91/o 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 PFDS 71 of them no
to and received food under PFDS, 
(iii) in contrast, proportion of households earning more than
 
Tk.1500 a month receiving 
 food under PFDS was "%, (iv) density of 
household receiving food under PFDS 
is the higiest in the middle
 
income groups between Tk.1500 and Tk.9999 a mcnth - the proportion 
of such households receiving food being 58%, (v) in the highest in
came group the access to PFDS 
is also high, :.nd (vi) though the
 
access to PFDS significantly varies among thD various income groups,
 
it is to be also recognised that households receiving food under PFDS
 
are largely concentrated in the income groui s between Tk.500 and
 
Tk.3999; out of the 1158 households (6Uo of total sample), receiving
 
food 704 households or 6% of recipient hot3eholds were in this 
income groups. Thus, PFDS shows a definite bias in favour of higher 
income classes. Out of 577 households recoiving food under SR, for
 
example, 480 households (8316) were in these groups. The table also
 
shows that SP is the most dominant channel of distribution of PFDS
 
food; it accounted for over 5c% of households receiving food,
 
followed by MR (2/); therefore, subsidy on 
food is mainly accounted
 
by SR and MR, depending on pricing of food distributed through
 
different channels. 
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6.04.4. The households covered by the sample survey were also pooled
 
into two groups - urban and rural in order to identify their share 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 LA T ousehold Access to PFDS - Urban 
OmPDSM 
 F No , Total 

Income SR EP OP . LEI ! M VGF .No ss acce
Group(mm)>4 

000-499 (--d ) 18 21
.8)_17ZV - -_( _185.2) _(10o0) 
5o-1499 - 13 -1- 591 776(21.5)--(1,6) (I _. .. ..... .-(.76,2) (,.100)
 
1500-3999 313 1 3 240 557
6 2 ).- 111__( (oo)(,43.1O_ 

4000-5999 40 . 21 61
 

(65.6) (34,4) (100)

60009999' 25 .
 10 35
 

(71.0) _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _.. (.100)_ 


10000-19999 6- -
_ 

- -
_ 

13 19
 
- 1 "6 -.. - (1,00)+32.0) - .(68)20000 +  "3-- 9
 

. (67.0) _ (_ ) (100) 
Total : 557 - 117 - - 896 1478 

(7.7__(_5)_ 76( -2).0 (C60.6) (100) 

...- Household Acc-ss toSR ... I-VP
[EP_ OtP ...iLT,!-M-I--.I-M .. -R232FD.78
TP I No access !T-otal 

.
 3 2 
 3 5 43
 
(2. .. (767) 14.7) ,.7.0)_(01,6) .000)
- 1--1, 97_ 43 :21....- 4 83- -:2 - 78 1 -8- - "[08234 

.847.) (3 (.9) (33.3)_(!8.4) (100) 
1 4 - 18- 9 il 208 

(_.5)_ (1.91 132.9) ( -31 L53,4) (100)-4 2 - 25 - 2 33
 
.... (12.1_11 (66A) 1(25-. ). .. . . -(6.1) (100).. .

-- 5 -5 -- 11 21. 
.9) (23), ((2 .8) . .6) (52.4)_ (100) 

(.00) -6(100)- 1 -- -1
 

' IT1 259 4 90 172 541 
,_.9)__ _(2) (47,9) . ?., (_16.6) (31..§) C100) 
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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.4000-999 and 6000-9999 have higher
 
access to PFDS - 65.6% and 71% respectively. Main channel of access 
to PFDS in urban areas is SR; 9716 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.Fo 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 0.71 
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 &1 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 purc(hading power to afford
 
food under MR. If it 
were so, it will also mrean very limited cover
age of VGF as the number of households (5) denied of PFDS, benefit 
was 2.5 times as large as the number coverec by the VGF programme.
 
16.6% o the sample households have access to FWP. Households of 
income group 500-1499 are highest heneficir~ry (33.3%). MR intended 
for poor families, was more directed towards the families in the
 
income range between Tk.500 to Tk.1499a 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
 
88P of households having access to this channel of PFDS. This Caon
£irms the view that PFDS 
serves mainly thie middle class households
 
in both urban and rural areas.
 

VI - 7 



6.05. TITY 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 15.8/6 by MR, while PFDS as a whole acco
unted for about 3016 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,
 

family farms, market and PFDS. Table : VI - 3 below shows the source

wise consumption of food by different jiauome groups, both at nation

ql level and urban-rural level. 

Table : VI -3 
MONTHLY PER HOUSEHOLD CONSUMPTION OF RICE AND 
WHEAT BY SOURCE OF SUPPLY AND BY INCOME GROUP 

(a) National (Qnty. An Maun d ) 

N.ourceo Nice -- Wheat 

u 

Income 

P Pro-
I duc t 

iarket jation 
I j 

Total J Pro-
duc , 

arket ation Total 

Group ! 2 I 
000-499 0119 0.76 0.09 0.94 0.03 .0.34 0,16 0,53 

. O6) (80.9)(9'6?110- C5,7) _64,2_ ( 0 2) (100? 
500-1499 0.16 1.10 0.03 1,29 009 0.36 0.04 0.49 

12.4)(5.) (2,31 J1O)_. (13.4) (73.5) (8.2) (100) 
1500-3999 0*29 1.04 0.04 1.3? 0.03 0.26 0 .0 0.3721 ) (75.9) (2.9) (;3) (8..) (70.3) (21.6) (100) 

4000-5999 0.26 i.o6 0,13 1.45 o.06 0.17 0.13 0.36
 
(17.9) (73.1) (_9.0) (00) _(16.7) (47.2) (36.1) (100)

6000-9999 0.24 1.08 0.05 1.37 0.05 0.18 0,13 0.36
 
(17.5) (78.8) (3.7) (100) (13.9) (50.0) (36.1) (100) 

10000-19999 0.46 0.88 0.11 1.45 0.21 0.15 0,36 
(.31.7) (.60.7) (7.6) (..O0_. ... L ( 41.2) (X001

20000 + 0.32 0.89 0.11 1.32 - 0.21 0.12 0.33 
(24._2)1 (.6Z) (8.3) __O_( ) (63.6) (361 (100)

Total: 0.26 0.97 
 0.08 1.31 0.05 0.25 0.12 0.42
 
.(19.8) (74.0) (8.1) (100)_ (11.9) (59.5) (28.6) (100) 
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Table : VI -contd. ' 
-~.ource of Supply r 
income aroujL--=, . r Product Market V Ration iTotal 

__ - IT0 _ _ -11 .. .. I___.. 19, j .5"3 ' ,
000 - 499 0.12 1.10 0.25 1.47
 

(8.2) (74.8) (17.0) (100) 
500 --1499 0.25 1.46 .07: 1e78(-14.0) ..... (8. 0) ... ( 9) , 1100) 
1500-3999 032 130 012 1.74
 ..... ... . 0( 8.A) (.M.. 2) , (6.9) .. .. _100) 
4000-5999 
 0.32 1.23 0.26 1.81
 

( ... 7.7)_ 68it(68.8) (!4.3) (100) 
6000-9999 0.29 126 0.18 173
 . . .. .. .. ... ..... .. . ( 1 . -... ( 72 . 8) . . . ( 10 .4 ) 1 100Q ) 

10000-1.9999 0.46 1.09 0.26 1.81
.. . . .... ( 2 5 z. ... . . .(6 0 2)_) 14 . 4) .. . ( 1001O 
20000 + 
 0.32 1.10 0.20 
 17?
 .. . .... .. . (129 .4) (_66.. . .03. ) .._.. l q 
Total ", 0.31 1.22 0.20 1.75 

(17.9) -.. _(170.5)100) 
Note: Figures within brackets are the percentages.
 

At the national level only 6.1% 
of the consumrtion of rice is met
 
from PFDS; 19.81/6 from production and 74.% from market. In case of
 
wheat 28.6% is met from PFDS; 11.C/o from production and 59.% from
 
market. As expected, the popu.ation sample t:at is most dependent
 
on PFDS 
for food is the poorest group (Tk.O-499), but herQ also
 
9.6% of consumption of rice is accounted by PFDS. However, since 
rice accounts for I/% 
only of PFDS food, the dependence of poor
 
families is neglected in wheat, where 3c% 
of wheat consumption is
 
supplied by PFDS. Population of income group 500-1499 consume least
 
percentage of rice (2.Y/o) 
 from PFDS and those of income group 000-499
 
and 4000-5999 consume highest percentage of 9.6% and 9.016 respectively.
 
In case of wheat the same income group 500-1499 consume least (8.?%)
 
from PFDS and the income group 10000-19999 most (41.7%) from PFDS. 
When rLce and wheat pooled together it shows that 11.6% are 
met
 
from PFDS, 70.% from market and 17.S/o from own production. Popula
tion of income group (.500-1499) is the laast (3.%o) benefioary and
 
income, group 4000-5999 and 10000-19999 ave the highest (14.L1%) bene
ficiaries of PFDS. 
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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) 
ce- Supply _,...,. . Ric.RWheat.Wha L 

Income Pro- arket Ratior Total Pro- arket ation Total 
ctduet
2TOUDduo-V 


000-499 0.49 0.19 0.68 - 0.05 0.33 0.38 
... (71.1) (2.9) (100)- 1.2 86 8 (100) 

500-1.499 - 1.18 0.05 1.23 - 0,42 0.08 0.50 
(95.9) (4.1) (10) _ (8&.0) (16.0) (100) 

1500-3999 	 - 1.01 0.08 1Vo9 - 0.20 .16 0.36 
...-(92.7) (7.3) (100), (55.6) (-44.4) (100)

4000-5999 - 1.09 0.26 1.35 - 0.07 0.25 0.32
 
(80.7) (19.3) (100) (21.9) (781.) (100) 

6000-9999 - 1,15 0.09 1.24 - 0.11 0.27 0,58
 
-(-92.7) (7 .. (100)- (28.9)(71L.1) (100)
 

10000-1.9999 - 1.07 0.22 1.29 - 0.12 0.30 0.42
 
2... . . . 1 .) 12 00 	 (28.6) (71 4) (100) 

20000 + - 1.15 0.23 1.38 - 0,17 0.25 0.42 
.1(.833) 	 (16.?)--00) .. 40m5 (.9.5(100) 

Note: Fitures within bracket are the percentages.
 

goUrce of Supply 	 -TOTAL 
Income rou..... 	 . Product-T Market ation Total 

.000-499 	 - 0,054 0.52 1.06 - . .. -	 . ... (U 0.• 9)- ( 49.1I) (1,00) 

500-1499 	 - 1.60 0.13 1142 
.(92.5) -(715) . 100 

1500-3999 - 1.21 0,24 1.45 
....(.8 4) (16 6 1o0) 

4000-5999 - .16 0.51 1.67 
(69.5) (30.5) (100) 

6000-9999 	 - 1.26 0.36 1.62
(77.8) ( 2.2) (100) 

10000-1.9999 1.19 0.52 1.71 
(69.6) (30.k) -0_ .100) 

20000 + - 0.481.52 	 1.80
 
(73.3) (26.7) (100) 

Total : 	 - 1.18 0,39 1.57 
(-? 5.a) (24.8) (100) 
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In urban areas PFDS has a greater share of food consumption, 13.6%
 
of rice and 59.016 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 support 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 30.5% 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 4rban area income group 500-1999 is the lowest
 
(7./) beneficiary and of 4000-5999 and 10000-19999 are the highest
 

(30,jo) beneficiaries of PFDS. 

Table : VI -3 

MONTHLY PER HOUSEHOLD CONSUMPTION OF RICE AND 
WHEAT BY SOURCE OF SUPPLY AND BY INCOME GROUP
 

(c) Rural Area (Qnty. inMaund) 
Source of i hpl ..... - Rice, Wheat 

Pro- Market, ation Total Pro- Market ation Total 
Income duct ,duct -. 

_ - 1 2__ -3 4 -7 8 
000-499 0.18 1.02 

_( 5.0 _(85.O) 
- 1.20 

(100-
0.(06 0.64 

(91.4) 
- 0.70 

(100) 
500-1499 0.31 

...123.3) 
1.02 

(-6.7) . 
- 1.33 

.(100)-. 
o.19 

(38,8) 
0.29 

(59.2) 
0.01 

(2.0) 
0.49 

(,00) 
1500-3999 0.55 

(33.1) 
1.03 0.08 

(62.0)___(4.8) 
1.66 

(100)__ 
0.05 

(!-'.9) 
0.31 

(86.1) 
- 0.36 

(1I00) 
4000-5999 0.52 1.03 

(33.5) -(66.5) . 
- 1.55 

(100) 
0,12

( O 
0.26 

(65.0) 
0.02 

(5.0). 
0.40 

(100) 
6000-9999 0.44 .......7) 0.96(2(6 .9) 0.08(.5.4) 1.48(!00 0.10(27.8) 0.26(72.,2)-- -... . 0.36(100) 

10000-19999 0.93- - (57.4) 0.69,(,4 6) - . 1.62C....(IQ00)_ .. - 0.27(90 0.0.____00), 0.300I00) 

20000 + 0.65 0.6 - 1.29 - 0.25 - 0.25 
....(.50.4). (49.6) (100) (100). 

Total : 0.51 0.91 0.02 1.44 0.11 0.33 0.01 0.45 
-...(355.4) (63.2), (1.4) (100) .(24,4) (73.3) (2.2) (100) 

Note: Figures within brackets are the porcentages.
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Table : VI-3 contd...
 

ource of'Supply'I 
income group. Product 

TOTAL 
Market Ration Total 

1110 11 12 1 
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) (00) 
1500-3999 0.60 1.34 0.08 2.02 

(29.7) (66,3) (4.0) (100) 
4000-5999 0,64 1.29 0.02 1.95 

(32.8) (66.2) (1.0) (100) 
6000-9999 I4122 0.08 1,84 

(29.3) (66.3) (4.3) (100) 
10000-19999 095 O.96 0.03 192 

(48.4) (50.O) (1.6) (100) 
20000 + 065 0,89 - 1.54 

(42.2) (57.8) (100) 
Total : 0.62 1.24 0.03 1.89 

(32.8) (69.6) (1.6) (100) 
Note: Figures within brackets are the percenLages. 

Only 1.6% of rural requiroment is met from PIDS. Sample population 
of rural area purchase 65.6% of their consuuption requirement from 
market and 32.8/o6 from oWn product. 

6.05.2. Mbnthly° per household consumption of rice and wheat by 
source of supply and by broad ocio-ebonomic classe§ is shown in 

Table : VI - 4 below: 
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Table : VI - 4 
MONTHLY PER HOUSEHOLD CONSUMPTION OF RICE AND WHEAT BY
 
SOURCES OF SUPPLY AND BY BROAD SOCI0-ECONOMIC CLASSES
 - _ _ 

(Quantity in Maund)
Source of I Rice Wheat II Rice and Wheat
 

dt arket 
 ation
Pro- arket Total Pro- 4arket ation,'Total

'3I4 
 6 15 _7 8 Sduct ductIDriaka SR Area '9 10 1 ,1 1 , 1313
 

Posh Area 
 - 1.02 1.05 Iw07 .12 .27 v39 >, 1.1.4 0.32 1.46(95) (5) (1O) 
 (31) (69) (100) . (7811) (21.9) (100)Mid-I ncome .02 .96 
 .05 1.03 - .16 .23 .39 0.02 1.12 0.28 1.42(2) (95) (5) (1000 (14) (59) (100) (1.4) (78.9) (19.7)(100)Low-Income - 1.09 102 .11 - .28 .02 .30 - 9.37 .04 .41 
(98) (Z) (100) (93) 7) (!oo) (97.2) (2.8) (100) 

II. Khulna SR Area " (
Posh Area 
 - .96 .27 1.23 .15 .23 .38  1.11 .30 1.61(78) (22) (100)

Mid-Income 

(39) (61) (100) (68.9) (31.1) (100)- .96 .07 I.0? .22 .20 .42 - 1.18 .27 1.45 
I-(93) (7) (1.0 
 (52) (48) (00 (81.4) (18.6) (i00)Low-I ncom 
 ' 1.18 .03 1.21 - .37 .04 .41  1.55 .07 1.6298) (2) 100) 10) C10) 1010III.Thana HZ
 

Posh Area 
 .39 .94 .01 1.34 .11 .19 .02 .32 .50 1.15 .03 1.66
(29) (70) 1)_ (100) (34) 
 (59) (6) (100 (30,J) (38-1) (1.8) 10Q)Mid-Income 
 .20 1.14 .01 1.35 .05 .22 
 - .27 .25 1.36 .1 1.62
(05) (84)- (1) (100) (19)__ C81) (100)Low-Income .07 1.20 - 1.27 - (15.4) (84.0) (.6) 000o).19 .19 -0.07 .39 (6) (94) (1 0) 1(a) 10 (4.8) (95.?-) 100
 

IV. Rural Area 100)

Posh Area 1.05 
 .01 - 1.66 .04 .30 - .34 1.09 .91 2.(63) (4) 00) (12) (88) (10)- ( 5 it (45.5) 200
Mid-Income .63 1.06 1.69 .03 .18- .21 0.66 1.24 1.906 0 1 6
O0 (100) 7 10
Low-Income 
 .01 30 31 0.15 147 - 1. 2C'1) (89)_ (100)- (3) (97)V.Overall:Posh Area 0.36 0.88 .08 1.32 04 

(100) (9.3) (90.7) (100O).19 .07 30 0,4u 1.07 0.15 1.62C2) (67) (6) (100) (13) (63) (23) (1Q1- (24.7) (660) (9.3) (loMid-Income 0.21 1.03 .03 1.27(1 )(8 0,.-. ( 3 
* 2 1 33 0 . 23 004.1,1.. .3 0 231_250,. 1i60

(7 (8)_ (2P) _(io (3 (61) 
,6 

Low-Income .05 1.16 .01 
_(35) 1O) (14.4) (76.9) (8.7) (100)1.22 .01 .28 .02 .31 .06 1-44 0(95))_ 106 (_3) (6 0Io0( (L4,..1) 1.53 .... - . .. -,,-,.e/ ,,.9 (9 ,1) (2 .0) ( inn)
 



The table shows greater access of posh and middle income areas to
 
IFDS. In Dhaka SR area low incomu people receive only 2/o of the rice 
consumed from ration as against 71 for Posh area and mid-income area
 
people. In respect of wheat posh area 
people receive highest percen
tage (6911) and the low income people lowest percentage (7%) from 
ration. When rice and wheat pulled together it shows that slum dwel
lers receive only 2.811 of their demand from ration as against 19.7% 
by' mid-income people and 21./o by posh area people. 97.% of the
 
demand of poor people are met from market.
 

In Khulna SR area slso the consumption. behaviour is as Dhakasame 

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 area people consume mor
 
rice supplied from PFDS as against least by the poor. In case 
of whe
at, th, mid-income people eat more (351j) and lcv income people the
 
least.
 

6.05.3. Economic behaviour of sample population can be seen from 
Table : VI - 5 placed below: 

Table : VI - 5 
ECONOMIC BEHAVIOUR BY BROAD SOCIO-
ECONOMIC CLASS AND BY SOURCE OF SUPPLY 

(onsuminLMaun
So eof householdn erconsumption

Supply , rice --- ' "O io- rO'-------of k--t ofgwheatd oa _ -P----RO-M--
Ecoc roQohoim o ClasE ction Ttal I Vroau arket ation Total 

Posh Area .359 .884 .083 1.326 .035 188 .074 o297
(300) (352) C270) C308_ __C160) .l0) (175) (172) 

Mid-Income 0.210 1.029 .032 1.271 .018 .199 .323.106 
Area (280) (320) (270) (290) (150) (160) 175) (165) 
Low-Income .052 1.158 
 .012 1.222 Q001 284 016 308Area .(60) _1280) ... ( --_ ( 150)_ (L15)-160) 
Overall 
 0.30 1.03 0.05 1.38 0.02 0.22 0.09 0.33
 

(280) ' C270) _2' _(154) (163) ( 125) _(165)L 
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 com
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.
 

6.05s4. Difference of consumption behaviour of different occupational
 
households can be seen from the following table:
 

Source of 
income 
Salaried 

Monthly consumtion in 
IRce I What 
1.01 O.18 

Maund 

Farming 

ausiness 
0669 

0.85 

OI11 
0.11 

Industry 

Rented 
0.22 
0.27 

o.c6 

0.09 
Other 0.01 0 44 

Average 0.68 c.,16 

Source: Survey results by the ConsultaLIt. 

6.05.5. As per Household Expenditure Survey of Bangladesh Bureau of 
Statistics per household availability of rice is 1.81 maunds and
 
wheat is 0.35 maunds as against 1.36 maundf. and 033 maunds res
pectively observed in the above survey.
 

6.05.6. Imp~ct 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 percen
t e'and outside are the household)
 

Income Access to DS No Access to PFDS

Group Adult I Children ' A ult .Group ren
0I Eooro Avo jPoo d iAv. E07 ood I Av. Voor11'
 

000-499 9 20 
(23) (51) 

10 18 17 
(26) (44) (42), 

6 
(15) 

1. 10 
(6) (59) 

6 
(35) 

- 9 3 
(75) (25) 

500-1499 29 147 14 29 136 16 53 416 4Z. 32. 410 48 
500-1499 (15) (77) (7) (16) (75) (9) (10) (81) (8) (6) (84) (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 4 23 59 8 

(.40) (56) (4) (68) (1)(32) (64) (4) (4), (26) (65) (9) 
6000-9999 33 76 4 29 67 8 233 20 34 

(29) (67) (4) (28) (64) (8) (36) (62) (2) (,36) (61) (4) 

10009-
1,9999 

25 27 
(44) (47) 

5 
(7) 

23 26 
(44) (50) 

3 13 
(6) (31) 

29 
(69) 

- 8 18 
_...(30) (67)' 

1 
(4) 

20000+ 1,7 
(59) 

10 
(35) 

2 13 14 
(7) (46) (50) 

1 
(4) 

7 2 
(78) (22) 

- 3,O3 -
(77) (23) 

Tbtal : 257 
(29) 

579 
(65) 

53 
(6) 

226 
(26) 

575 
(68) 

50 
(6) 

197 
(17' 

870 
(77) 

66 
(6) 

144 
(14) 

834 
(79), 

81. 
(8 

In assessing the nutritional aspect for the beneficiaries of the
 
PFDS an attempt was made to find out the linkage, if any, between
 
the re'cipients 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
 
was made in this roe-peqt 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 
formd 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
 

PFDS 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 SOCIO - ECONOMIC CLASS 

(Figures,within brackets are the
 
percentage of household)


Socio-- l Access to PFDS No Access to PFDs .. 
Economic | Adult ..Children Adult Chc:ildren 
C1 ss ood I Av, Roor oG6od IAv. or ood Av. oor Iood-d AV. IEoor 

Dhaka SR~ 
Posh Area 16 8 - 15 8 1 3 - - 2 1 -

(59) (30) (56) (30) (4) (15) (7) (4) 
Mid-Income 143 241 17 1,21, 240 8 77 157 6 61 151 6 

(,22) (.38) (3) (19) (.37) (1) (12) (24) (1) (.10)'(24) (1) 
Low-Income 4 49 1 5 21 4 53 341 25 23 323 47 

(1) (10) (2), '(1) (,4) (1) (W) (73) (5) (51) (68Y (10) 

Khulna _SR
Posh Area 13 20 1 1,3 20 - 6 12 - 3 1,6 m 

(25) (39) (2) (25) ('39) (12) (23), (6) (31) 
Mid-Income 13 72 2 12 64 3 19 49 5 20 54. 5 

(8) (45) (1) (8) (40) (2) (12) (31) (3) (13) (43) (3) 
Low-Income O (25 3 - 1.8 2 F 65 20 4 92 9 

8(20) (2) (14) (2) (2) (52) (16) (3) (74) (7) 

Thana H/Q 

Posh Area 6 7 - 5 7 - 4 3 - 2 6 
(30) (35) (25) ('35) (.20) k,15) (.10) (:30) 

Mild-Income 1,0
(,25) 

1:9 
(48), 

- 13 10 
(33) (.25) 

1 
(3) 

6 
(.1-15) 

5 
(.13) 

- 4 
(10) 

9 
(2P3), 

3 
(8) 

Low-Income6 174 324 3 8 22 3 5 19 6 
(,10) (28) (7) (5) (40) (5) (13) (57) (5) (8) (32)' (10) 

Table : VI -7 contd.... 
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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)

8ocio- Access to PFDS" No Access to PFDSEconomic 
 Adult - Chidren ' Adult Child ...Class od Av. 1ooGood, Av. or ood Av. Poor Iood ALv. Ioon 
a -; 3 '_. a_ 61 8 10o 1 _12 , 

Rural Area-t-191-J2Posh Area 7 
(17) 

17 
(41)) 

- 6 
(14) 

17 
(41) 

1 
(2) 

4 
(10) 

14 
(33) 

- 4 
(10) 

14 
(33) 

-

Mid-Income 15 
(12) 

44' 
(34) 

5 
(4)' 

15 
(11) 

45 
(.34) 

4 
(3) 

10 
(8) 

49 
(37) 

8 
(6) 

10 
(8), 

54 
(41) 

3 
(2) 

Low-Income 18 
(7)-

Sample Area" 

'91 
(36) 

18 
(7) 

91 
(8) 

88 
(35) 

18 
(7) 

9 
(4) 

107 8 
(43) (30) 

9 
(4) 

95 
(38) 

16 
(6) 

Posh Area 42 52 
(30) (37) 

1 39 
(1) (28) 

52 
(37) 

2 17 
(1) (1,2) 

2, 
(. i) 

- 11 
(8) 

37 
(26) 

-

Mid-Income187 
(19) 

376 
(39) 

24 
(2) 

161 
(17) 

359 
(37) 

16 
(2) 

112 2")0 
(.12) (27) 

19 
(2) 

95 
(10) 

268 
(28) 

1.7 
(2) 

Low-Income 38 
(4). 

182 
(20) 

26 
(3) 

27 
V(2) 

151 
(17) 

27 
(2) 

74 
(8) 

535 56 4.1. 
59) (6) (), 

529 
(58) 

78 
(9) 

The above tables shows that in Posh and Mid-income areas both the 
adults and-children who have acces to PFDS 
i.ave bettbr health as
 
compared to those who do not havu access to PFDS. In low income 
group the situation is reverse. In SR area both the adults and chil
dren of Posh sub-area have better health, 
n Dhaka SR area
 
adults and children of mid-income sub-area 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 to PFDS better nutritional s3tatus 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)
 

(Qnty,1. n mdC hanel IWeeks I les- Rice. - %less 
_ jiftinI LieEnt,Lfted I less E nt ,LiftedChannels 	 61 . 2 . . lifting 

SR 2256 1780 21 42.77 19.55 54
 

LEI 72 68 6 17.87 0.89 95
 

EP 20 20 0 0.63 .37 41
 

16 12 25 2.7 .03 89,
OP 


14 42 2.37 0.75 68
MR 	 24 


20 3.92 2.26 42
VGF 20 16 


Wheat .Q.ty. in md.) ' Reason 

Et. "LiftedI Less fNo price-I Bad I ong Fantof Othersd% jue ' moners ' 8 - -1 --- .......ii . -1 -.'kfenc,alit1 11 I. 12 '' 3 14 1 15-


155 264 8 3 6
131.25 00.03 24 

(27) (46) (1) (.5) (01) 

-4.01 3.18 21 5 13 - " 

(.33) (87) 

1.19 0.31 74 

-	 -"3.89 	 1.16 70 11 

188.11 2.02 98 37 50 6 41 
(27), (36) (4). (.29), (s6) 

- 2 	 11 - 
(40) (.2o) 

The above table shows that in SR area card holders do ,not lift the 

ration in 21% weeks. In terms of week percentage of less lifting is 

(42%) and lowest in I,2I . EP card holders lifthighest in MR area 

weekly ration in 10011 cases which is prooably due to higher 	price 
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differentials. The main common reason for less lifting in SR (46%),
 
MR (36%) and LEI (.871%) 
 areas is bad quality of ration commodities,
 
Another important reason is "no 
price difference". The reason 'want
 
of money" is 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
 
lift 
 maximum wheat probably because of easy availability of good
 
qu&lity even though the ration price is higher than market price in
 
some areas.
 

6.05.9. 	Impact of Rationing on the Public
 
Sector - Subsidy & Compensation:
 

Chapter II and III discussed distribution of subsidy by channelL 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 employees 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 determining 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 cot1t 
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 seztor employees will be
 
required to buy their food from the marketF, 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 question 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 if 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 omployees should be made as they face different market
 

prices so that (a) their consumption of food reriains unchanged or
 
(b) their welfare remains unaffected. The issucs here are those of 

income effect and substitution effect of chango in price of food for
 
tha public sector employees. These issues involve 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) non
monetized channels. The latter groupfonsisting of FWP, VGF and Relief 
is addressed to people other than public sector employees while the
 

first group consists of channels covering; 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 below:
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Table.: VI - 9 
DESTINATION OF FOOD BY CHANNELS 
TO PUBLIC & PRIVATE SECTORS 

Channels FWholly Wholly Public &
Private
I Public Private n 

(A) Monetized
 

1.SR : x X _ 

2,MR :X JX 
3. EP J X X 

4. OP' : X x,
 

5.LEI : X X /
 

6. OMS : X X
 

(B) Non-Monetized
 
7. FWP :-. X * J 
8. VGF,:- X j 

9. Relief: X J X 

On the basis of destination of food under PFI)S the estimation of
 
subsidy of food going to the public sector relates 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 ,EII and
 
thus require apportionment of food subsidy going through these two
 
Channels between the public and private sectors. The exercise is
 
discussed belowk
 

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 amburIt 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. II-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 have beei
 

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 household 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 questionnaire
 

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 

SR AreasSR Aeas.. Percentae-of Cad HoldersGovernmet" S emi-Govr,!A ut-onomous I -.Total 

1 .2 IA 
1.Dhaka : 21.16% 3.*U1 24.16% 

2. Others : 24.27% 21.1 /O 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.lCY/o 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 areas. Its reason is obvious fdr 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, on the same ground that
 
Dhaka has a large number of private houlcholds the proportion of
 

public sector employees as found under the municipal survey in 4
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metropoliten areas lies in between the lower value of Dhaka and
 
higher valve for other SR areas 'as found in the HouseholdSurvey.
 

6.05.12. Uring 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:
 

1. Government,, 
 1,48,738 
 8,8a,933
 

2. Semi-4Govt/ AjO07 414,439',Autonomous Bodies , , 

2'2,221745 
 12,47,372
 

* assuming 5.6 members per family,-

That is, 34% of'the cards are held by households dependent on the

public sector,for their employment. The geographical distribution
 
of SR cards in the 5 SR areas is as follo~s: 

Table : VI *. 11 
GEOGRAPHICAL DISTRIBUTION OF SR CARDS 

Arteas . Nos*-
1 

2 

1.'(a) .Dhaka 20,12,896 
(b) Narayanganj 
 2,52,473 

2. Chittagong 4,70,401
 
3. Khulna 
 4i53,709

4. Rajshahi 150,481
 
5. Rangamati 32,930 .
 

33,72,950 

6.05,.13* Total Public Sec tor Subsidy: 
On'the basis of card held by the families dependent on public sector
 
for their employment, 3
1% of the actual subsidy for SR or Tk.i0.46 
orores are attributed to the public sector 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'mentioned earlier, the whole
 
of subsidy under EP and OP is incurred in running public sector esta

blishments including hospitals and jails. However there is a receipt
 
of 	Tk.17.75 .rores from EP category under Revenue Budget Head No.
 
34-Defence R3ceipts 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 (6 3.41%) 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 AUCr rel 

Channels 	 jTotal hare of Pretg
.zS(MQnetized ... . SubsidyJ Public Sector Percentage 

1. SR 	 28.28 10.46 34% 
2. EP : 64.39, 64.39 	 100% 
3. OP 	 41.65 41.65 100% 
4. LEI : 5.38 3.41 	 63.,4% 

!39,70 	 113.I__9_.-....1 - ..... 81 %o 

5. MR 	 49.52 - 

6. OMS : 11.60 	 

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.P/o 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. Exteit of Co*ensation: 
The extent of compensation to employees and increased cost of establi 
shments will depend on the alternative, opportunity cost of nieeting

their food de-qand. This may or may not be equal to the amount of food

subsidy. To cl-arify 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.e. Tk.300/md.
 
or buy from the open market. If open market price is, say, Tk.280/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 the market price is Tk.320/md., an

employee will have a cheaper alternative to meet hie food demand from
 
the governmen 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.
 

6.05.15. 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 198485) 

M. i C ores)Channels Quantity of SC........ Food C Budet b Subsid at av
tn I Subs vLarket Price 
1. SR 
 98 (68) 10.46 9.63
 
2. EP 117 (73) 64.39 
 46.91
 
3. OP 
 390 (290) 41.65 
 5.34
4, LEI 40 (40) 3.41 
 0.25 

Note: 
(1) Figures in parentheses are 
for wheat. (2) Budget subsidy
includes incictentals. (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 OPTk.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 by the same amount (i.e. 17.75 crores).
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Thus, the e 
"fective subsidy at market prices is substantially ,less
 
than the budIget 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 Tk.57.78 crores in budgetary resources. It is noticed that main 
source of siving 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 taken into consideration
 
for comparlJwon with ration prices, but here probably saving potential
 
may be exploited if purchases by users 
from local markets are
 
allowed.
 

6.06. MQLIC 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 3 groups, namely,(1) 
low income 
households having income from Tk.300 to 1500 i 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 Y = a + b log X + b log X
x1 b2
 

where, Y = quantity of foodk consumed in md./month
 

x 1= price of food per md.,' 

x2= monthly household incbnme in taka
 

b1= Price elasticity 

b2= Income elasticity 
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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 x I + 0.60587 x2 

(t values) (0.5518) (-1.5640) (3.090) 

(b) For Wheat : Log Y = 1.41518 - .08701 x I - 0.47136 x2 

(t values) (2.4799) (-3,1506) (2.4799) 

(2) Medium Income Households: 

(a) For Rice : log Y = 1.62913 - 0.71071 x I + 012235 x2 

(t values) (1.0204) (-1.4231) (.3722) 

(b) For Wheat : log Y = .12008 - 0.01208 x - 0,06658 x 2 

(t values) (.0579) (-.0997) (-.1087) 

(3) High Income Households: 

(a) For Rice : log Y = 1,13783 - 0,73617 x1 + 0.285424 x2 

Ct values) (.6664) (-.880) (.5022) 

(b) For Wheat : log Y = .05308 - 0.01267 x1 -0.01432 x2 

(t values) (.0729) (-.3026) (7'0717) 

Income Income Price 
Groups elasticity (.b2 ) elasticity (b,), 

EJ e Wheat El iWhea 
1. Low Income : .6059 -.4714 -.9938 -.0870 

2. Medium Income: .1224 -. 0666 -.7107 -.0181 

3. High Income : .2854 - x 0143 -.7362 -. 0127 
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6.06.2. One characteristics outcome of the above estimation is that 

income elasticity of wheat for all the three groups turn out to be 

negative, i.e., an increase in income leads to a decline in consump

tion of wheat. This clearly shows the preference of Bangladeshi 

households to rice. Given the cultural tradition and test of Bangla

deshis this is in no way a starting revelation 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 wheat 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 ldrge income households; this means that an increase
 

in issue prices under PFDS will have greater affect on the 1st group
 

than on the other two groups in respect of rice and wheat consump

tion. Generally it follows that an increase in price of food will
 

lead to higher consumption'of wheat and reduce consumption of
 

rice.
 

6.06.4 c 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 incone effect since income elasticities for rice and 

wheat have opposite sign. Knowledge of such bffect 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 substitution elasticity has also to 

be estimated. For this estimation the following standard equation
 

has been used:
 

Eij = eij - Ei Ki 

where, Eij = Price° elasticity of demands 

eij = Pure substitution elasticity 

Ei = Income elasticity 

Ki = Budget share of Commodity -i in the 

total expendi cure in all commodities.
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To estimate pure substitution elasticity 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:
 

I noQ me Groups RIe Wheat
 

(1) Low Income : 40.17/6 5.5716 
(2) Medium Income : 28.9/6 2.5% 
(3) High Income 18.17 1.88% 

Inserting these values to their corresponding equations we get the
 
pure substitution elasticities for the 3 groups as follows:
 

-Estimate- ei.1 ... 

S ce Wheat 

(1) Low Income -.7504 
 -.1133
 
(2) Medium Income -.6752 -. O13F 
(3) High Income -.6843 -0130 

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 whent. Because of the
 
nutrition effect of any change in consumption 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
 
- 1; that is a 1% increase in rice price will lead to about a 101 
decline in rice consumption, but the substitution elasticity being 
-.7504 only (7.591), 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 1016 increase
 
in rice price implies about &1 decline in income. The resulting
switch from rice to wheat will lead to a 3.8% (.4714 x 8%) increase
 
in wheat consumption. Taking the substitytion effect of 10P10 price
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increase in rice on its consumption 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-elas tlcity of substitu

tion for rice to wheat appears to be quite high - a 10Y6 increase in 

rice price appears to lead to 1R/o increase in wheat for conpensating
 

variation. A I% increase the rice price will require redcution in
 
rice consumption by 7.% even if the poor households qre to stay out
 

in their welfare, but that will reqVire a 171 increase in wheat
 

consumption given their preferences; but actual increase is estimated
 

to be 2.8% only no compensating income Variation 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
 

wheat price is also raised low income households will be under double
 

squeeze. A 1016 increase iri 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 increase-ina-irge and wheat
 

prices. It is to be noted that for the estimabe of price and income
 

elasticities t values for income elas .citie.s 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 effect 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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calculationof economic subsidy. As such opportunity cost (real
 
economic- subsidy) of PFDS, given the level of its operation, is
 
lower than international price of food implies.
 

6.06.7. Economic Compensation for the Public Sector: 
As t'here exist two effects of sale of food through PFDS at subsidized
 
rates to public sector employees, subsidy being looked on as a pay
ment in kind to them unlike transfer of income to the poorer sections
 
in private sector, V_):re arises the question how much the public
 
sector employees are to receive as compensation if subsidized food
 
is withdrawn froma 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
 
Lhat 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 cuantity he is consum

ing. The existence of income effect and substitution effect means 
that with such income compensation individu.l consumption of food
 
will change depending on the new level of iiizome and relative 
prices of commodities. It is, therefore, emphasiced that since sub
sidized food sapply to the public sector iE considered as compensa
tion in kind to its employees rather than :.s a tool of ensuring a
 
normatiLve level of consumption, compensatf.on 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 substant3.al variation in income,
 
elasticity between the groups and between rice and wheat. It is
 
significantly larger for the lower incol'3 
group than for the lerger
 
: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
 

determine the extent of requirement for price increase in both rice
 

and wheat,
 

In 1984/85 actual cost of sales for rice was Tk.8840/- /ton (T'able:

of
 

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 Tk0 4251 giving the unit subsidy of 6.37% through distri

bution and procurement cost (incidentals being distributed on 

rice and wheat on an average basis). These meae' that to eliminate
 

subsidy, price of wheat will have to be raise(J 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 comoensation to public sector eriLnloyees only 4 channels
 

are relevant, namely, 	 SR, EP, OP and LEI. U,:,±t subsidy for each of 

these 4 channels is -hown below in terms o$ 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); 
Rice t.otn gWhat c er ton)_ 

Channels AV. MarkeCost fprice ,SalepricE S biyPate in% 'Vcost arket SaleEprice price Subsi yRate in% 

(a) (b) [ 	 a) b) 

1. SR : 8840 8519 6605 25.3 22.5 4540 4,822 4251 6.37 11.8
(7209)\. 18.5) C54) (4,492)(1-.001M. 

"2. EP : 8840 7501 1560 82.4 79.2 4540 4126 1281 71.8 68.7 

3. 	 OP : 8840 7501 6605)25.3 11.9 4540 4126 4251 6.37 
(7209)(18.5) (3.9) (4492) (I.,06) 

4,. LEI: 8840 7501 - - - 4540 4126 (4778) - -

Note: (i) Sales price is shown at average price during the year: 

(ii) Figures in parenthesis is tlio latest price under PFD$. 
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The table shows that efforts toreduco 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 relation to the market price shows the
 
extent of compensation to each of these 3 groups of public sector
 
employees, since market price 6s 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 frnm the price and
 
pure substftution elasticities estimated before by using the
 
following equation: 

q/Q = (e-s). dp/p 

Where e=pxice elasticity and s = pure substitution elasticity, 
p and Q being the original price and quantity bought at that%
 

price; dQ c I dp are changes in quantity and price. 

". dQ (.e -s) (dp/p). Q 

That is, aiter an increase in price food °purchase will decline by
 
dQ as a result of income effect. Therefore consumer (pub14c sector
 
employees) vill have to be compensated by an increase in income so
 
that he cln increase his consumption by dQ. The amount of addition
al income (dY) is 

dY = dQ (p+dp) = (e-s) (dp/p) Q (p+dp) 

Since the elasticities are different for the 3 income groutps,, 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:
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(i) Incone group between Tk.300 to Tk. 1500 /p.m. : 
IIt dy= Tk.8519 x .038 x Q 

(ii) Inomne group between Tk.1500 to Tk.3000 /p.m.: 
dy = Tk.8519 x .006 x Q 

(iii) 'Incoe group between Tk.3000 and above

dy = Tk.8519 x 00I 
x Q 

The estimate the total compensation for the public sector ez
on the basis of above formula wheat are still to be known is the
distribution of employees by invome groups and the quantity of rice
consumed. As the former information is not available an alternative
method is to 
use weighted elasticities of the 3 groups. The weights
used are the sample size of each groups and the proportion of budget
spent on food for each group. The composite weight for income and

budget share is as follows: 

_L-e(i) Low Income W at 
: .0176 0.25

(ii) Medium Income 
 : .4051 
 0.2742

(iii) High Income 
 .5773 
 0.4758
 

1.00 
 1.00
 

Thus the weighted sum of price and substitution elasticity is:
(.2434 x *0176) '4 ('O355 x .4051) + 
 (.0519 x .5773) = 0.0486 

The quaitity 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 yields 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.1.61 lakhs for 68thousand tonn of wheat absorbed by the public sector through the
 
SR channel.
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The totalc6impensation for the public sector for food received 
through 'the channels menti.oned earlier is shown below:
 

Compensation to Public Sector for Income 
effect Reference ear
 

Channels Weighted Market 
 % change Quantity Compensation
*.R14ticity jwicLe/ton in rce2 Q tos (TkJn Lakh 

1. SR:Rice .0486 Tk.8519 15.4 
 30 19.13 

Wheat -.0054 " 4822 6.8 68 

98 19913, 

2. EP:Rice .0486 " 8519 79.2 44 144.28 
Wheat -.0054 " 4822 68.7 
 73
 

117 144.28
 

3. OP:Rice .0486 " 7501 3.9 100, 14.22 

Wheat -.0054 " -4126 - 290 , 

390 14.22 

4LfI:Rice' .o486 

Wheat -.0054 " 4822 - -40 

40
 

Total : 645 177.63
 

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 qp under the LE channel. Most of subsidy arises in
 
case of SR and EP, mainly the latter (vide Table VI - 131 Secondly,
there is a clear distinction between SR food recipients and others,

particularly EP. While SR recipients are 
households, others consist
 
partly of households and partly of establishments such as OP which
 
includes hospitals and Jails also beside households. EP also exhibits
this dual character involving in significant part establishments. 
Because of this cluality it might be desirable to treat the subsidy
of EP as a part of cost of particular establishment; similarly, for

hospitals znd jails requiring adjustments between food budget and
 
departmental budgets.
 

6.06.8. Sualdyand Production: 
There is a logical extension of the subsidy issue to the question

whether sulsidized food inhibits domestic production.of food, In

assessing ihis problem it needs to be recognized that subsidized food
 
sales consiitutes only one side of the picture of PFDS for it is
also engagid in domestic procurement of food at incentive prices

under the official 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 are to be taken into considera
tion for a rational view. First, production and distribution pro
blems are 
two distinct problems and they need to be addressed
 
simultaneously in view of existence of poverty on a wide scale,

the latter implying that even if production problem may have its
 
engineering solution (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 these problem6.

Within this broad limitation it is also to recognise that there
 
are both seasonal 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 lean quarters, Sept.- Nov. and Feb.-April

accounted for 6 0 of the total offtake in 1983/84 and 56% in 1980/81,

Ab6ut 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 addrossed through imports

This thooritical underpinning of the current food policy is further
 
strengthened by the fact that food production remains a sibsistence
 
economy 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 PFDS 
fluc
tuates with the level of domestic output; the 
reverse relationship

is necessarily weak. Lastly to emphasize, the spirit of PFDS is price

stabilization between 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-monetizud channels increased

from 20.7% in 1979/80 to 35.6% in 1984/85. Fu:rther, the policy to 
use 
the food aid counterpart fund for financing development projects

in the agri ulture sector has also helped promote food output and
 
compensate for whatever adverse effect distvibution 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 pQlicy 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
 
intergroup problem PFDS 
will need to be restructured lest a general
 
policy enhance the malnutrition. An urban VGF programme may resolve
 
the problem only partially given the sociocultural inhibilition
 

of households.
 

6.079 NUTRITION ISSUE: 

6.07.1. Malnutrition is a serious problem in Bangladesh. According
 
to World Banks documents less than .716 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. Poou 
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 rea:hes 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 everr year and many suffer
 
from blindness, lathyrism, etc. This survey has made limited inves
tigation to assess the impact of PFDS 
on difrerent socio-economic
 

groups.
 

6.07.2 Nutritional Status by Income Group: 
Table : VI - 6 shows this survey's observation 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 44.2% of children and 
43.45% of the have to PFDS Inadults access . mid-income group 
(Tk.1,501-3000)46.#8of the children and 45.9'/o of the adults have
 
access to PFDS and among high incume grotup 61.6% of adults and 
59.*9% of children have access to PFDS. This shows that rich 
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pebple are 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.
 

6.07,3. R-ural - Urban Dichotomy: 
Urban people enjoy different facilities as compared to rural. In
 
respect of PFDS urban people gets commodities at subsidized rate
 
through SR, OP, and some cases LEIEP in where the rural peo;le 
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 - In Dhaka SR area7. 55% of adults 
who have access to PFDS have good health as 
compared 44.S/o who do
 
not have the corresponding figures for Khulna, Thana H/Q and Rural
 
areas are(57.1%, 36.,T/) , 
 (5%, 4%) and (63.5%/, 36.%/o) respectively. 
In case of children the percentage of beneficiaries in Dhaka, Khulna, 
Thana H/Q and rural areas are (62.1%, 37.9'o), (48.1%, 51. '/0), 
(63.6%, 33.3%) and (84.1%, 15.S/o) 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 beneficiar.
 
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*08o SUMMARY:.
 

Chapter-II dealt with cash (budget) subsidy and Chapter-III that of
 
adjusted budget subsidy, adjustments neec-ed 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 

presented in this chapter. Economettic analysis of household expen

diture survey data hqs 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 elastici

ties; therefore, as subsidized food affects consumption through
 

substitution effect and income effect, so also a reduction in
 

subsidy through increase irration price will affect food consump
 

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 to 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 subzidy in the public sector
 

has been shown in Table : VI - 13. It is about half that of budget 

subsidy.
 

of the sample area population
The household survey shows that 57.L1% 


do not have any access to PFDS and about 7016 of the households whose 

income is less than Tk.1500/- per month have no access to PFDS.
 

Among mid-income people whose income range from Tk.1500-3000/- per
 

month 4% have no access to PFDS and among rich people 2L% 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 scenario exist in urban areas but in 
rural area the mid-income people are the least benefited group under
 
PFDS. At national levol only 6.1% of food are received from PFDS, 
19.% come from own production and the remaining 7L% from the market. 
Detailed break-up by commodities and by income groups ha, been 
presented in Table : VI - 3 through Table : VI - 5. 

Malnutrition is a serious national problem and only .1 of the popula
tion consume adequate quantity and quality food. Among different
 
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. Details of nutritional aspects
 
has been presented in Table : VI - 6 and V - 7. 

T'he economic analysis shows that income elasticities of wheat for
 
all the three socio-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 difforontly from rice consum
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 com
pensation for the public sector employees to be needed in case of
 
food subsidy is eliminated has been estimated to be in the order
 
of Tk. 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 

of the poor. Rather the PFDS should bemaintaining nutrition level 

the poor class gets maximum benefit from it.restructured so that 
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CHAPTER - ViI 

REC0MMENDATIONS 

7.0. GENERAL OBSERVATIONS: 

Foodgrain in Bangladesh is the dominant and essential item of
 
consumption. Since the country is still deficit in foodgrain produc
tion, its supply and price have to be stabilized to the adva'ntage of
 
of both consumers and producers. It is, however, not out of contro
versy whether interest of the consumers or producers have to be
 
.rotected. 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 30'o of annual revenue budget of the country.
 
Assuming normalacy, the size of the PFDS turnover runs into 1.5 to
 
2.0 million tons of food annually. The size goes up in a year of
 
bad crop.
 

Under such an unstable situation, formulation of foodgrain price
 
with or without subsidy is an extremely diff..cult task, However,
 
.oodgrain 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 adjust
ment of subsidy on efficiency consideration and economic subsidy
 
on the basis of opportunity cost. Budget subsidy soncerns with the
 
budgetary practices of the government given the conditions affect
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 agencies6 Therefore, subsidy reflected
 
in the budget may not be the true subsidy. Costs and prices adjus.
 
'Pd for the distortions may not also reveal 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 tie 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 storage, 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 anid feasibility within 
the current socio-economic conditions. 

7.01. SUBSIDY & PRICE ADJUSTMENTS: 

(i) 	 Subsidy & Welfare 
The unit and total subsidy on Public 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
 

considerations.
 

(ii) 	 Subsidy & Cost Qf Operation: 
The government is procuring -foodgrain (both from 
domestic and external source) at prices upon which 
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certain 	incidental charges are added. Such handling and
 

incidental costs leave scope of reduction such that uubsidy
 

could be minimized. Rly. transportation is much cheaper
 

than other modes and where such opportunity exists, it
 

should be used.
 

(iii) 	 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.
 

(iv) 	 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.
 

(v) 	 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 hiandling costs. 

(vi) 	 Subsidy Calculation: 

In calculating subsidy distribution of food through non
monetized channels, namely, FWP, VGF and Relief should be 
charged at full cost so that eash subsidy for account of 

monetized channels is correctly accounted 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 just 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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,On opportunity cost basis the total compensation for the 
public
 

sector comes to be about Tk. 8 crores the main component of which
 

well as OP cover both households and establishis EP. Since EP as 


ments, it is recommended that food subsidy be adjusted through
 

departmental budgets.
 

7.02. RFR.TUCTURING PFDS:
 

(i) 	 New Approach:
 

The existing PFDS may be restructured and changed/mixed
 

with welfare consideration particularly the maintenance
 

.ase the present rationof nutrition level and in that 


ing approach should be replaced by "TARGET GROUP"
 

from the tradiapproach. In case of such departure 

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.
 

(ii) 	 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 treated as target groups in order to ensure 

nutrition level. Given the economic 'status and purcha-

sing power of these.consumers, the level Qf.subsi4y for
 

MR may be determined.
 

(iii) 	Priority Areas:
 

From the available records it appears that the largest 

share of PFDS (about 30%) goes to "PRIORITY" groups 

ie. the armed forces, police, BDR, Mills, etc, and
 

that too with high subsidy. In case of thouseholds
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(ii) 	 Enhancement cf Budgetary Control Mechanism: 

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.
 

(iii) 	 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 on bank borrowing except for one
 

final adjustment for budget subsidy as is the practice
 

in some Sotth East Asian countries having comparable
 

public procurement and distribution of foodgrain
 

programmesi The advantage of such a mechanism would be
 

that it might free the revenue budget from pressure
 

caused by seasonal natural calamkties. It will also
 

improve budgetary control. 

(iv) 	 Uniform Rate of Issue Price: 

From budgetary/accounting point of view mi uniform
 

rate of issue price for EP/SR/M/OP channels appear
 

to be more equitable. It would also reduce the
 

inequity of the existing system. 

Cv) 	 Reduction of Operational Expenses: 

The possibilities-of cost reduction forobank charges 

and stock losses under operational expenses, as indi

cated in the text (Chapter.-IV) should be given a 

serious thought. 

7,Q44 TRANSFER OF RESOURCES:
 

If the present level of subsidies is withdrawn from almost all
 

the channels, there may be a generation of additional resource
 

which can be transferred to development budget. Grains obtained
 

from the donor agencies and the s-ame procured from the domestic
 

market should have separate account to identify level of
 

resources generation.
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falling under these groups there is no 
justification
 
for giving the subsidized food as the compensation for
 
subsidized food is found to be small.
 

(,iv) Ab litionof SR-Channe: 
From the study it could be revealed that the lowest
 
income group people (Tk. 500/- to 1500/- per month) in
 
SR area have tie lowest access to PFDS (21../) as 
against the highest access to the same (66) 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 highthe ration
 
price (rice). Less lifting of rice by the card holders
 
is also found to be 54% in SR and as high as 95% 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. 

7.03. RESTRUCTURING THE BUDGET: 

(,i), Development ofa new Aproach; 
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 purpobe. It cannot be said therefore
 

athat such system exists as of new (vide Table -II-. 
19). The urgency of develo-png and installing one 
could 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:
 

(i) 	 Uniform Weighing & Bagging System: 

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.
 

(ii) Accounting of StoraagLoss: 
From our estimate it is found that about Tk.40 to 50
 

crores are 
annually adjusted in the PFDS 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 sizable amount
 

should be charged against operatioL cost and there are
 

enough scope to reduce it. 

(iii) 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:
 

Ca) 	 The godowns of poor physical condition should be 
replaced by modern ones or properly rehabilitated
 

in no time.
 

() 	The exi.sting inspection, laboratory test, moisture
 
and pest/rodent control system should be made 
more
 

scientific and effective.
 

(c) The existing stock loss should be reduced to below
 

1.0 (one) percent beyond which the same .should be 
accounted as management ir-afficiency and thus should 
not come in any way in the. valuation exercise. 
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7.06. TRANSPORT: 

i) Preference of Trans-prt 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.
 

(ii) 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.tFtifefi of total 

storage and transit losses combinod together. 
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APPENDIX - AStatement of Tentative Transit & Godown Loss percentage of CSDs for 1980-81 

No. I', 2 1,Tan it RI NmF ures in M tonsthe C.S.Ds Los , a n lossos 
lantt uan-tityY76uanantity~ % 

T S Godown Loss Trtii 1 0 11 ani Losa ual,, l,,,,,,,1",,intiLos 
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 0.593. Chandpur 
 0.635 0.49 
 46.622 0.77 
 7.540 0-45 
 5.972 0.71 
 51.736 0.28 
 83.501 0.57
 
4. Tejgaon 

5. Dhaka 
-Z 6. Narayanganj 49-795 029 
 78.985 0.43 1287.495 5.05 
 97387 0.64 
404.853 0.95 
223070 0.55
7. Mymensingh 
 112.691 
1.45 26.502 0.41 
 478.910 2.04 152.669 1.22 
457.820 1.96 
 68,252 0.428. Khulna 
 -
 337.589 2.06 .107.204 214 
 10.937 0.82 
904.853 1.64 1612.169 3.25
9. M-Pasha 
 420.754 1.59 
551.250 1.27 1794.588 8.33 
 67.973 0.70 !,707.652 6.13 
285.031 0.40
10. Barisal 
 24,412 0.89 
 68.309 2.72 
 23.255 048 
216.163 6.09 1621.538 9.55 
 52.818 0.72
11. Muladulj 
 53.751 0.98 
 19.709 0.68 
220492 1.04 356.215 2.44 
405.226 1.91 
 70.773 0.48
12. Santahar 
 1.792 0.06 
 5.711 0.42 
 77.118 0.68 124.375 1.19 
441.470 2.96 24.636 0.56 
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, 
Statement of Tentative Transit & Godown Loss nercentage of CSDs for 1981-82
 

(Figures in M/JTon) 

PADDY I 
 WHEATTransit LWs 
 GodoT
uantt Loss ,Gd
% 76a aTransiiit Loss anituantit 'It - Godi1:own go(Loss 

0 i 
 2 1
321.538 .1 1410.94 65.435 1.25 
 109.854 0.1.9 
 989.810 1.96
 
-, 910 4.85 14.968 0.29 108.436 0.24 
762.859 1.35
 

148.339 5.13 
 28.4q, n.81 
 299.776 
1.77 209.705 0.98
 
223.591 2.00 
 27.921 0.23 4296.010 4.61 
 363.867 0.36
 

-
 - - - 210.190 0.33 211.385 0.34 
916.947 
 13.80 544.494 4.31 
 -
 - 134.057 0.78 
721.351 3.15 
309.444 0.88 
756.626 4.40 
 77.230 0.38
 
1.180 
 3.16 137.253 3.97 
 195.707 0.31 
 656.849 0.99
 
336.879 9.93 
292.758 2.08 1381.672. 2.51 
 185.293 0.36
 
11.833 0.48 
258.343 4.76 
 751..698 6.14 
518.'440 2.71
 
59.798 0.40 
196.043 0.83 
 43.001 2.46 
 49.421 0.60
 
37.850 0.44 
151.997 0.86 
642.703 7.89 
 103.471 0.60
 

S1. Name of 'I, 
No the CSDs TNo.-- t Loss Ons
oownw
ta 


2~~~~~~~I 31. Halishahar 
398.582 1.78 1039.940 1.8? 

2. Dewanhat 
 73.721 0.21 


3. 


4. 


5. 


6. 


7. 


8. 


9. 


10. 


11. 


12. 


Chandpur 250.504 2.82 

Tejgaon 5057..521 4.90 

Dhqka 297.163 0.96 
Narayanganj 647.555 3.16 


Hymensingh 


Khulna 


M-Pasha 


Barisal 


Muladuli 


Santahar 


42.441 0.46 


147.592 1.94 


602.837 1.78 


127.510 1.87 


44.867 1.07 


136.767 1.97 


289.810 0.91, 


29.680 0.63 


435.722 0.53 


124,397 0.43 


66.928 0.61 


38.634 0.51 


361.180 3.27 


506.458 1.09 


72.751 2.10 


26.876 0.49 


25.270 0.44 
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Appendix-4. cotd., P/3
STATEMENT Or TENTATIVE TRANSIT & GODOWN LOSS PERCENTAGE OF CSDs FOR 1982-83
 

S1.' Name ofIC RI.Ea------RICE(F PADDYWFT igures in M/Tons.No. the CSDs sit Loss Goown Loss rnsi

__buantity,- a t 

G
 
a t -t Lc-,it' ~uI ni t J n it r o ~ 

1 7 " an ' 1O1 'i4 51. Halishahar 89.698 0.21 309.5 8 0.55  _ -1 802 7
 
2. Dewanhat 2.Deaha 3951 05 - 185144 021 725383 0.66 

58.455 0.26 
 209.220
3.Can-r :3. Chandpur - 114334 0.22 279.619 0.47
58.231 0.52 4 
 0
J0
- 0.05 71.818 0.49 77.118 0.42
4. Tejgaon 
 1890.705 3.80 
391.601 0.49 
 - 0-150 1.02 7801.456 .O3
5D . a a147 5925. Daa1 59- 0.79 102 .277 0 -46 _ __ - 3 ? 

308.100 0.46
6. Narayanganj 173.871 178.985 0.27
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
8. Khulna 79.17128.891 0.24 322.359 1.6F 0.27
8. hu a283-


0.300 21.62 129.078 0.23 358.193 0.63
9. M-Pasha 
 115.342 0.27 
 154,797 0.37 
 2.911 1.25 10.Bars 9.5-03-9-4401
- 594550 0.35 -10. 190444 0.11Buarisi 74.319 1.01 
 30.758 0.95 
 26.801 0.66 
 41.918 1.45 
393.318 2.00 
 30.179 0.57
11. Muladuli 
 167.263 2.22 
 25.718 0.74 
 -
 - 0.336 3.20 
688
12- 12.
Satahar
S0ntahar 116-274 1-48
1.2 15.752 0.38 
 9.071 1.00 
 0.261 0.47281
0 .092 .0 35.536 0.352.97 474503 



Statement of Tentative Transit & Godown 
Appendix - A.Contd.. P/I

Loss Percentage of CSDs for 1983-84 

S . , Name ofCAD RIC DYFigures ijn Mz ons)

No. the CSDs ransi Tani r n s
 auy
OSS Goon s ansiL Loss itodown Loss10 Tast Loss LosGodown Loss
2 i
3 T4 nuantit
1, Halishahar 281.902 0.71 

b it !252.742 0.53 0 1 f2* 1
- - 0.229 3.01 1225.644 0.23 
448.545 0.64
2. Dewanhat 
 91.000 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 
 .62 70.041 0.20 
 90.373 0.36
4. Tejgaon 2592.000 3.80 381.202 0.52 242.913 1,1.00 1.748 0.10 9627.000 6.16 c59" 306 - t
5. Dhaka 157.113 0.48 
 140.719 0.42 
 - - 0.016 0.90 
401.152 0.42 
275.045 0.31
6. Narayanganj 195.449 1.89 
 63.250 0.51 
 113.781 6.46 
 8.080 0.46 
 277.186 0.50
7. Mymensingh 159.952 2.13 
174.774 0.37


58.526 0.46 
288.885 3.90 
 73.313 0.96 1425.190 2.32 
 116.581 0.25
8. Khulna 
 50.171 
0.50 47-443 0.47 
 - -- 13573230859. M-Pasha 1.355 71.32 130.98 0.28 154.559 0.37420.894 3.23 
108.588 0.54 
 54.244 0.19 
 25.325 0.86 
577.410 0.43 
314.427 0.24
10. Barisal 
 5.541 0.27 
 198.626 1.94 
 1.0.192 0.48 
 49.111 
1.57 105.187 0.68 
107.874 0.53
T.. Muladui 
 - - 58.928 0.78 13.171 0.67 
 39.291 2.06 
 295.661 
1.1.3 176.392 0.53
12. Santahar 
 45.072 0.34 
110.857 0.58 
 6.651 0.27 
 1,9.405 0.73 
727.51,0 3.05 
123.253 0.51
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AppendixStatement - A Contd...p/5of Tentative & Godown Loss Percentage of CSDs for 1984-85 
SF ures in M on 

N.tthe 

1. 


a. 

3. 

4. 


5. 


6. 


7. 

8. 


9. 

10. 


11. 


12. 


Si.Nam
ofRIC
CSDs 

Halishahar 


Dewanhat 


Chandpur 


Tejgaon 


Dhaka 


,'TransitLown 

2 ! 
280.089 0.27 


120.000 0.24 


15.169 0.23 


5120.000 5.86 


- -

Narayanganj 204.625 0.66 

Mymensingh 774.348 2.74 


Khulna 


M-Pasha 


Barisal 


Muladuli 


Santahar 


91.527 0.24 


359.015 0.77 


83.818 1.37 


407.567 7.15 


347.387 2.27 


N, %_ 


337.296 0.91 


241.000 0.83 


27.003 0.91 


246.786 0.43 


153.309 0.21 

131.679 0.59 


39.684 0.31 


41 .987 0.35 
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2 1 3 0 3
 



Appendix - A Contd...p/6 
Statement of Tentative Transit & Godown Loss Percentage of CSDs for 1985-86 

'-S. Name ofR
S.Nm 

No. the CSDs_/_y
1. Halishahar 

2. Dewanhat3 . ~~ ~a d u9. 

4. Tejgaon 

-. 2k 

R E 
L:w 

u , oso"uant ,Godow-ossnllantiy
Inost 700 

324.985 1.63 509.376 0.77 

170.000 2.95 179.000 0.,7 
~ ~ -C 7 0 14 19 65 0. 8 

",Cadu95801 9620.8 
2226.904 9.00 469.881 1.04 

22 21 0 .4 47 90 0 .7 
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TransitLoss GodownLoss rmo6 j-s~oTransi Lossuantitj 1untuanty% %910 uanti t y:1
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_ _ 400012 
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201.561 o.5' 
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35.205 0.36 
2&4j 40.2 

6. Narayanganj 272.847 -2200.54.0507-6.17 85.678 1.96 - - 2.617 -26.16 151 .260111.361 0.340.32 76. 965103.071 0.180.32 
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8. 

9. 

10. 
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Mymensingh 

Khulna 

M-Pasha 

Barisal 

Muadulin 

7.712 0.28 110.424 0.69 

67.157 3.70 95.340 0.85 

251.278 1.40 304.575 1.31 

47.453 2.00 20.877 0.53 

27843 617 5 .674510.96 

73.585 4.58 

0.7 -. 

--

- -

-

3.883 0.58 304.148 1.36 

- - 65.073 0.12 

- - 568.609 0.58 

1.467 1.54 188.701 1.49 

2.1 61 1-36--2 

82.232 0.30 

58.330 0.18 

131.984 0.34 

77.724 0.51 

0 7103 

11. 

12. 

Muladui. 

Santahar 

280.483 1.65 

969.958 4.14 

3.451 0.38 

69.391 0.35 113.943 

-

0.62 

0.848 0.36 

15.839 0.36 

135.302 1.56 

69.887 0.95 

30.515 0.35 

45.407 0.37 
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