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PRICING EFFICIENCY IN AGRICULTURAL MARKETS IN PAKISTAN

INTRODUCTION AND BACKGROUND

Tt is now aiweli—recognised fact that there exists a positive
correlation between the goals of development‘planﬁing on the one hand
and the structufe, cbhduct, and‘performange of agricultural markets
on the other ZT2;7° In genefal, e#ery marketing system is supposed
to perform the function of signalling priées to consumers and prow-
ducers and thus to bring:about the allocation of available supplies
among cdnsuméré“and'of resources among‘producers..In‘déVeloping
countries one of the popular views is, that the markets for aériéui—
fﬁfal éommodifies do not operate efficiently in pricemsignaliing,
éﬁd that>£heré are great differences between prices paid by the
éénsﬁﬁers and thoselréceived by the producers (farmers), bofh bvef
"time and Space? Such 1netfic¢enc1em are said to be caubed malnly ‘
bJ monoppllstlc elements,‘and the tladltlonal marketlng practlces,
1nv01V1ng dlfferent klnds of mlddlemdn and intermediaries. Whlch B
‘result in, unduely, higher marketing costs. It is fprther malntalﬁed
that.these<markets do noﬁ have the necessary arrangementé to cﬂeék“
;eaf4tplyear fluctuations in fhe price level which ére extremely
harmfull for long run economic development. And'pénticularly.after
the Green RevoOlution, when these countries expérienced a rapid growth
in:their farm output, serious doubts wer: expressed about the‘éapaqity

-of  their marketing system to bear the added burden,

1Seé John K, Galbrath and R.H. Holton, 'Mhrketing Efficiency in Pureto
Rico, P.T, Bauer, Yest African Trade" ppe388-389 and Leaon Hirsch
"Marketing in Underdeveloped Economy" fox discussion about marketing
efficiency in developing countries.
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Such a viewihéé’véry often become the basis of governmental inter-

,,ferencéfwitﬁ.ihéffrade infthese cdunt;iqg. ,

Pakiotan is not an exceptzon to 1t During the past two decades
pollcles like compulsory procurements, flxatlon of cexling and floor prices
ratloning and falr-prlce distribution have all been used slngly or
s;multaneouslyjby 1ts,gQVernment ATE;/. Bven-the replgcement of traditional
market”%trqcturemby sqme‘gowernmental organisation has:been under consideration
for soﬁevt{ﬁe.; However it ocould never go aﬁ@ad with this type plwn as most
of its pOllCLLS ooncernlng agricultural marketxng were Laclng serious problem

in their. implementat;on.

A:part from"ﬁhé‘admiﬁié;}afiﬁe‘probleﬁs in impléﬁéﬁ%{né;fhééé policies
one ma30r ‘cause of thelr fa:lure was lack of proper knowledge about the
worklng of the exastlng marketlng system and the- degroc of 1tq prlclng
efflclenCy.‘ Pxesantly avallable 1Lterature on marketmng in Pa klstan does not
prov:de 1nsight to the problem, as 1t deals only with the descrlption of the
1nbt1tut10na1 set up, and uses 1nformatxon collected . many - years ago, and thus
negleOts current deVLlopmentb 4'3, 9, 1Qd/. It.alao neglectsznme of the
important aspects of the agrlcultural markets, relating to regionalband

scasonal varlat:ons 1n prlces,

. in %his.fi;id, aifirsﬁbgqod-atfempt?wéé m?&e by D;.uSarfrailK;;Qureshi
zfji;7<wh0'aﬂélyse&.the performance of viliage markets (onc kindfof.agricultural
markets in Pakistan) . He wanted to compare his results with the findings
of éhstﬁ&&”ddﬁe by Uma J, Eele £T§J7 in the éase‘of iﬁai;ﬁ ﬁapkété{‘therefore

he follgwéd Lele's approacii, Qureshi concludéd‘thafﬂcéﬁtféryﬂtdﬂthe



established view, our system of agricultural markets is very much
competitive in nature and the oligoposomistic structure of these
‘markets which prevailed in British India (Before “1947) ‘does not
gxist,any nore.. According to him structdralgcﬁanges:have taken
place in marketing activities due to credit and %rah&ﬁdrtafion
facilities provided by the government during the past‘twoidécédeé!

. - But, such conclusions, although quite'éppealing; caﬁ“hotbbe
accepted without further justification. Fifs%ly; bocause the scope
of Qureshils study is limited, as it covers onl& onc kind of market
‘and neglects_the.other.marketﬁc(wh16h include town mﬁrketéiand:the
terninal mnxketsa, the working3df which'is difforén%ﬁthan the
village:markets. Secondly he uséd cross section data of 6ﬁly‘oﬁé
.year which was not enough to analysc the evolution offfhe agriéﬁl-
tpral'markets,;as attempted by him,

This report attempts to ‘improve upon Qureshi's aﬁaiﬁsis 531"
studying the agricultural marketing system as a whole. Particularly
an effort is made: to determine the naturc and oxtent of pricing
efflclcncy by obsorvzng the price movement and price formatlon
‘processes of - thoae markcis not COVOIGd by hlm.

However due to the restrlctlons on the lenghth of this kind
of report, I havé carried out ny analvs1s in terms of only one B
commodity i.ea wheat, Wheat is the hﬁ st 1mportant cereal grown aﬁd
consumed by the pcople of Paklstan. In torms of area and produc—v

tion it stunds at the” top of all the crops of Paklstan. For example

2For detailed description of these markets please see scetion I,



- b -

in‘1971-?2 the arca under wheat alonc was 33.73% of the total cropped
area, whilé its production was 62.8% of the total food-grains (5 P.11)
most of the markéting practices adopted in the case of wheat are also
used for other‘commoditios° Therefore there is no much risk involved
in extendiﬁg thé conclusions. of my analysis to most .of the agricultural
commoditiesvin Pakistane

‘The report is divided into five main parts. Part I deals with
the geographical setting of the markets selected for this study.
“Part II examines different features'of the sgricultural marketing
system with a view to test the hypothesis of its competitivencess.-
Part III brings forth those aspects of these markets which disprove
the existing vicw thatfour markets are oligopolistic and not competitive
in nature. In part IV .some empirical methods. of measuring the degree
of pricing-efficiency of these markets are used and results so
obtained are interpretted. Conclusions ond policy implications of

our analysis are given in the final part.

Part I - MAJOR WHEATaMARKETS AND THEIR GEOGRAPHICAL SETTINGS

Wheat is groﬁn only in three out of four provinces of Pakistan,
However Punjab (gee figure I ) _ ‘ vis the only province where
the la;gést shave of the marketable surplus is available, and is
moved ffpm its markets to the markets in defieit areas. Table Ty
presents data on wheat production and marketablc surplus of a fewv
years forx a nunber of mmrkets belonging to different provinces of .
Pﬂk1stan. It.clearly indicates that . 10 out of 24 markets have et

potentlal for re1e351ng wheat surplus to def101t areas 11ke Knraehlo



They are Lahore, Lyallpur, Multan, Sahiwal,: Guaranwala, Sqrgodha,.
Sheikhupura, Slalkot ‘Hyderabad and Peshawar. All these are the
3

pr%mary—wholeSale markets” located in their respective district towns.
I have selected two more primary-wholesale markets which are not
’glven An: Table 1, but are genurally recoghised as important wheat
markets of~P&klstan. The reason why more markets eould not be selected
was 1nck of con31stent tine serics data, which T wanted to uss for
ompnrlcal tosts, about the rest of the markets

From . the sane Table we can, see that quachm and Rawalpindi are
among those arkets whlch do not have any Slgnmflcant production in
their own dxstrlcf areas, Since they are among the biggest consumption
centres (hQV1ng populatlon of 3,47 and 615 millions r-es;::ect.welyrl+
they import large quantltles of whgat from the primary wholesale markets
listed above. I have taken thpsoitypﬂﬁarkets 26 the' teriminal markets
(see section II below).

As we know the distance bétﬁeén the markefs is a determining

factor for 1nter-market moblllty of . the product, I have shown the

approx1mate dlstances between the solectud markets in figure II.

353

or detailed dg¢scription of those markets see section II part (&).

}+See (5)
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Figure 2 '

Approximate distances Betwéeﬁ wheat

markets of Pakistan (by roads, in miles)

Karachi (1l
125 | Hydrabad 2
555|430 | Multan

(%)

725 [600° [120 |Sahiwal

755 |630 [150| 30[ouara &

785 {660 | 180| 60| 30|Jaranwala (6)

815 | 690 | 210| 90| 60| 30 [Lyalipur (77

8251 700 | 220/ 100| 70| 80; 85|Lahore (5) '

850 | 725 '245 125 95 56 60| 25 Shakhupura ?

855 | 730| 250|130} 100}. 70| 40125100 [Sargodha (10)_

865 | 740 26071uo 110 851 95| 40} 351135 Gujrapwa1a<71)  :
(12)

895 | 770 | 290| 170| 140 115 125 70| 65] 165 30! Sialkot

1000) 875 | 395 275 é45 215 225[ 175( 165 265 135] 130 Rawaipindi(13)

(14)

1100, 975 | 495 375 345 315 325| 275 265 363 233 230 10 ?eshdwar
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Table 1
Wheat Production and Marketable Surplus in Some of the ..
Important Districts of Pakistan (1967-70)

(in thousands of tons)

(1) (22
Neme of Districts/(Provincesf f ffA . Production Markectable Surplus
(Markets) R - 1967-68 1968-69  1969-70 1967-68 1968-69  _1969-70
1. Peshawar (M.FP) 78 79 83 7 ‘ 10 12
2. Hazara " - S kot T B2 36 - - .
3. Rowalpindi  (Punjab) © 8.5 57 6 - -
4, Sargodha " 3633 38k k53 19 90 7
5. Lyallpur oo = 583.1 62 659 71 165 95
6. Sialkot " 210,920 253 16 20 2
7. Gujranwala " L 207k 236 26k 39 50 55
8. Sheikhupura 1 ) ‘ 19347 ' 218 251 10 Sk 51
9. Sahiwal " . 582.5. 642 669 47 102 91
10, Multan i 789,71 797 818 8 120 70
11. Hyderabad (sind ) © 52,5 157 - 196 31 - k2 16
12. Karachi noo B T B - - -
13. Lahore (Punjab) kg . 226 . 248 28 60 36
4. Campbellpur no R AP T - S T TS N 4 2
15. Gujrat v 438,99 k38 16 17 12
16, Mianwali a s e 19 5 - 5 3
17. Jhang W 278 286 - oz . - 12 36 31
18. D. G. Khan " 325 133 T3 45 12 "
19. Muzaffargarh ¥ o '509a8 . 330 - 363 7 19 6
20. Bahawalnogar n C155.3 - 467 © 482 L - - -
21. Rahimyar Khon "o 230.6 235 222 1 19 8
22. WNawab Shah o 46,5 173 209 9 23 40
23. Knhairpur r 76.8 71 107 4 11 12

24, Sangar " 88,6 89 o206 26 T
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A1l those markets are well connccted with railways.andfgpdd';f
system. However, some of them, like Jaranwala, Sargodha and Sialkot
markets, are located on branch lines and have comparative disadvant-
‘age in_thé shipment of goods to other markets. Figure 1 élso gives

a glimpse of the transportation network available to our markets;

Part I, FEATURES OF AGRICULTURAL MARKETING
SYSTEM IN PAKISTAN

(A) CHANNELS OF WHEAT-MARKETING

in.Pakistan a large quantity of wheat productioﬁ,'like all other
food crops, névér leaves the farm, but is retained for domestic con-
Sumptiqn, for feed, for seed and for paymenﬁs to agrioulfural labour,
The marketable surplus that leaves the farm moves from smgll markets
to large urban contres through a multiplicity gf intermediaries,
mainly in a unprocessed manner,

A complete picture of the channcls of wheat marketing is given in
figure 3,'Among'th953‘channe}s three kinds of markets can be dis-
tinguished from onc another on %he basis of markofing place and the
nature of traders involved., They are: 1. villege markets 2. primary-
wholésﬁlé markets (herein after referred to as either primary markets
or wholesale markets and 3. terminal mérkets° In tha.following‘we
discuss the features of these markets in some details,

1. Village Markets

Villnge markets are situated near the farms, generally in a

small town, where significant part of the product is sold by the



farmers. A village shop-keeper or itinerant dealer acts as buyer in
these markets. Most of the transactlons here involve small quantmtleso
Producers sell their surpluses and. purchase supplies for their:daily

requirements. A part of the product is purchased by small retailors who

in turn sell itto the non-farm population or later in of f-season back to

the cultivators themselves. Traders in these markets are not approved

by any governmenf agencys Therefore no ‘systematic record of the ‘transactions
is maintained by them., Price-formation process is very simple. A direct
negotiation between the v;llage traders and the cultlvatoro settle the
price. Since the transactions 1nvolved are very small, some under-

pricing is also noticed in these markets as the farmers QO not mind for

small price differential (compared with wholesale markets) if he can

"buy his requirements by selling a part of his produce conveniently

-

in the nearest market, Héweyer; for the larger quantities,'farmeré
prefer to go to the wholesale mafkets or at least try to compare the
price with those markets before they make the deal. .

‘As for thevshére of mafkefable surplus géiﬁg to these markets,

it has yet, not been estimated exactly in the case of Pakistan.

‘According to some studies / 8 7 quite a significant prcportion of

wheat is sold in the village ﬁarkefs. Bﬁt ﬁnfortuhétely due'to Bon=
avallablllty of any systematlc data on the transact¢ons carrmed out

in these markets they can not 'be covered by the present ana1y51so

‘Therefore from now on ward we will concentrate on the other th k1nds_

of markets.
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2. Prinary-¥holesale Narkets

o fhe%e ﬁdrkets,‘as we saw in Part I, are usually situated in
disfrict towns, or fowns having good railway and road links with the
big 56ﬁsuming’centres. They transact énlargelvolume of}business every
day brought here by the village traders and the farme;'s° .

There are two types of traders wpo opergte in these markets,

apart from the local consuﬁers aqd‘retailers:who‘occasionally ma&.
bhuy some quantitics directlyf Both-kind of ‘these traders are sometime
termed as commicsion agents. However, there is a great difference in
their activities, which is evidentlfrom the folloﬁingsq Pirst type

of traders are known as seliiﬁg—agents, Théy usually provide selling
services to the village traders and farmers who bring their produce
on their shops, and get a certain percentage §f total sales as

of
commission (at present it is 1.5%). Such a percentage[commission is

5

fixed by a market committee” created through a government law. They

also provide the facilities of weighing, bhag-filling, loading and
unloading of the produce for which they again'charge5athe selleps.l
Apart from providing the selling services:they also buy somé
quantities for themselves for keeping stocks, which they sell injthe
market during the off-season. In this way they equally compete with

other buyers, whereas their main responsibilities still rewain to buy

for others; and provide marketing facilities.

5Each primary market has a market committee, on which .growers, traders
and local bodies are represented. The commititce in their byklaw, define
wmarket practices and fix market charges payable by various parties,
Among the important functions of the committees are settlement of
disputes, licencing of market functiomaires and correct weighing of
the produce / 3 /.

o :
See Part IT (2) for details of the marketing costs involved.
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The second type of traders are knownAgs buyipglggents, they buy
major part of the wheat sold in these ﬁarkétso They are relatively
well-established traders and nalntaln themr bu51ness contacts with he
traders in o%her markets, partlcularly in the terminal marketso As
such most of the exports to the terminal markets. are made.by‘these
traders. They also act és wholesalere to ‘the local retailors,

All these traders and the agents of the flour mills (usually
éelllng*agents) taken togather represent demand for wheat in
each market on a part1cular day. They move arround different shops
vwhefe ﬁheaf is keﬁt in bags or on a épen space in front of each shop,
and buy tﬁeif désired quantity through open auction, Evepybody bids
his'price openly (or‘sometime by‘writing oﬁ a piece of paper) and
the transaction takeé place if the highestAbid is acceptable to the
farmer of the ﬁillage trader involved, This.procgss as-erradicated the
use of old practices, like Sign language and undercover methods,6
which were commén in British India, |

3. Terminal Markets

Theéé harkets'afe‘genéraily situated in 1arge;ufbaﬁ‘centres.
‘Mést of the’wheat s&ld here is brought by the tradgrswfrththevprimary-
wholesaleQmarkets raiher.théﬁ fﬁe cuiti;aférs or the village fraders,
Traders in these markets are the wholesalors who Supply grains to the
floor mllls and the local retallersn A part of the wheat from these
markots is“sent to the ad301ng deflclt areas. Marketing act1v1t1es in
these markets are very much different than the other markets-due to

the differ&nt nature of the buyers and qelleru 1nv01ved (see below)

GEn the past, sometimes the traders used to eottle the price by

putting their hands under a cover and using some sign language whlch

was not known to the farmers. This method is prohlblted now by the
market committees.,



Co 1l -

. Bar 'Rom OF INTERMEDIARTES IN INTER-MARKET FLOWS

After we have examined the features of the dlfferent klnds of
markets in Paklstan, it Wlll be 1nterest1ng to know how wheat flows
between the markets and what role is played by the 1ntermedlar1§s in
such‘flowé; - | | ’

A very importanﬁ'asp;cf'of inter-market flows:is‘theffrénéfer of
;@hgéf'froﬁléhaii;priméry marketé to large prihary mérkétéu In Pakistan
,bigvmérkets like Lahore, Lyallpur and Multan arc conside%ed is the
asSembling centres for the~“ma11-primafy’markéts, Asvﬁﬁrésultnmﬁch
’of the exports to Karach1 and Rawalplndl lmportlng markets aré made from
these narkets° However, traders in Karach1 also buy dlrectly from the
small primary marketsqwhlch keeps the prlce level in all the markets

close to each.others,

vPuﬁchases'are-made‘by”the terminaiuﬁarkets traders in three
different ways:

1. Many traders visit the major export markets and the emall primary

markets after‘the herrest séason. Such a visit iféelf, usually causes
é‘builish‘tenancy in the markets.

2°‘Every assembly market receive orders from'the importing centres for

.1éréeAsca1e purchasés, Traders in the impﬁftiné‘centresvmaké“a,eareful
survey of various price qﬁotatiohs'fcéeivéd‘from differeht mafkefs.
There is usually . keen competltlon among the assembly markets for these
’orders. This keepo price in theoe markets at a par. If a pr1ceV 
quotwtlon from thc next asgembly narket is llghtly lower an 1mporter

,usually shifts to that market As a result tne prlce Tevel 1n small
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primary.mérkets ;iéo remain at par with the prices prevéiling in: the
neaxby assembly markets, ﬁath cultivators and villageltpaders would
take their broduce to the big assembly markets-ifrthe prices in that
market were significantly higher than the pricés in the nearby small

primary markets.

3. Traders in impo;tigg.centres advise their agents in the assembly

markets and in the primary markets to pruchase grain on their account to he
lsﬁipped tolthem later in the season. This kind of purchases require
rutoal ﬁnderstanding and faith between the traderuand his égent. This
onqé again forces the traders in these markets to work on competitive
basis, otherwise there is &very chance that his fell&w traders take
over his position. |

In addition to the inter-market flows between small and large -
primary ﬁarketé and betweeﬁ primary and terninal markets, they are
direcf flows of wheat ffom the. village markets to the terminal
.markété, although“not at é very large scale. This hélps both cﬁi&ivators
and the village traders to be aware of the prices'pre?ailing in thé

termiﬁal markets.

C. FIOW OF MARKET INFORMATION BETWEEN TRADERS

-Thé metﬁods and pracfices a&opteg by the traders to get information
aboﬁt-othé? markets has an- important bearing on the inter-market .
mobilityiof“the.product.and on the Setklement oflité price. In
Pakistan'the”ﬁost'impofﬁdnt source of ‘such information is the personal
contact, Although crops and priéés dfe reported in newspapers .and

broadcast on radios, heaviest reliance is placed on information
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gathered éhrough persﬁnal conticts; Traders in prlmnry m;rketslget
1nformat10n about the crop condltlon in thelr areas by talklng to
cultlvators from nearby v111ages who usually v1q1t thelr 9hopsn

| In order to establlsh tradlng contactu traders in pr1mary and

termlnal narkets send thelr agents to wmrious magor markets. Thls

i

.,x‘-. “

alao enables then %o acqulre flrst hand reports on crop outlook and
demand cond1t1ons in lmportant oentres ihlS has been an age—old I
pvactice in tho grain tradc. Once such contacts are established there is
a mutual understanding‘about the Iree exchange of market 1nte111gence,
Traders in prlmary and terminal markets_also use post cards telegrams
anﬂ'telephone to maintain their contacts with eacﬁ ather.

Movement of fellow traders is another source of informationlfér
thé-fréaérs in the primavy marketsﬁ Every tradéf in the primapj.
market i8' oh the lookout for any orderg.thét_his fellow tpaderé'ﬁay
receive from'the'aonsuming'centres. If he notices heavy ordéfé;fdrm-a
particﬁlar: térﬁihal merket he would uéually contact his own céungér;
paft in thééJMArket to get éimilar ofder. |

As for the overall condition of market-intelligence in Pakisﬁéﬁ,
one should not he vgry.optimistic,éboutwitaTyéq'of?peréona;:contacts
remains the dominant soﬁrcé of information, and other sources like
newsbapers radlo und Ta V are either not very rellable.or 1mproperly
utlllsedq Very 11ttle responsibility is shown in collectlng prlces
for reportlng purpoqu, As a result nelther tradcrs not cultlvqtors
put much rellance on these medla of 1nformatLonq Simllarly the
communlcatlon system{lpart}oularly phe telephone-system is not very

efficient, There are many traders who do not have their own tclephone
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as it is very difficult to get it, and those who have this facility

facg nqmerqus_diffioulties in approaching the traders in distaqt

centreé dﬁe to the lack of direct telephohe lines to suchupiécesa

As a result although some, of the traders 1n the teriinal’ markets have
the;?wééénts 1n 1he _primary. markets they can not utilise. their services very
‘efflclently,3“$;h m

) This shows that there is no basic ineffieiency in the worklng of

thesg narkets orwin the behaviour of the traders, rather it is the
'iﬁa&equacy of sq@e of the basic facilities which might cause Séme inefficiency,
However, a further investigation ig required to be sure if our market
st?uéture is compétitive and not oligopolistic’in nature, Thié'l heve

doﬁé by observing, the number of traders in some of the markets under

study, the distribution of sales among the traders, and the condition of

L

entry and exit in wheat trade, in- part III.

Part IIT., COMPETTTIVENESS OF MARKETS: A HYFOTHESIS

(A) NUMBER OF TRADERS, . e o conee et e et

As we know, if the numbef!ofstfad;fs in’;-market ié very small
this could lead to some kind of collusion among the traders. However
such a policy is very difficult to pursue if the number of %traders gets
larger, Traders in this situation may find it impossible in developing
a common policy owing to the difficulties in resolving the conflicts of
interest or simply of opinion.

Table 2 shows the number of traders (both selling-agents and



- 18 -

Table 2

Number of Traders in Different Markets of Pakistan: 1965~1974

Yoars . -1 .. Gujranwala | .- Stalket .
- Selling ~ Buying Selling Buying
Agents _ Agpents - Agents Agsents.
,._1965_' : 8 | 19 105 23
1966 85 19 w03 23
1967 88 20 109 oh
1968 95 23 125 Y
1969 105 | 25 130 - 28
4970 103 s 130 28
1971 | 98 T s 115 27
972 05 26 " 120 " 29
1973 110 25 - 125 29
i 115 ‘ 26 130 30

Sowrce: Reports of the Agricultural Market
~ Committees (unpublished) -
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s ”
the buylng—agents) in the markets. of, Sialkot and Gujranwala ,‘”“'

which were selected at random from the sample of our markets, during

the lash 10 years (1965~74) It 1s eV1dent from thms table that in
"‘theSe markets the number of traders i.eq potéﬁéxal competltors has e
1been very 1arge.bIt rather shows the, ,over crowdedness of the markets,
,.whlch s0ine tlme has resulted in exit. of traders from the trade in
A{rec9581on years, llke 1965—66 and 1970-71 Howaver in general thelr

" nunber h s been 1ncreaslng as new entrants dppeared This is again

tronp 1nd1cat10n of competltlve forces in these narkets.

~(B) DISTRIBUTION OF SALES AMONG TRADERS

o

ih a situation Qhere a handful of téadérélpurchaée a major
part of the produce'séld in a market, aléertainidégree.of mgnqpolistic
pOWer”willvﬁe enjoyed by thése traders. To analyse this aspéct of ot
markets, I havé'observed:the distribution of sales of wheat among
traders. again in the markets of &ialkot ﬁga Gujranwala during 1974-75.
Table 3 sho?s the percéntage of wheat purchased by d;fferent
kind of traders in these markets. One nay conclude from this table
that there is a some degree'bf concentration of economic power, és
the number of buying-agents, purchasing more fhéhAhéif of the wﬁeat
- sold in these markets is not very léfgé; But such a conclﬁéiﬁn is

misleading to some extent,

ba . A

Selection of only these two markets were made mainly to ease the
huge task of data collection which in the case of all the markets
would have become impossible, both physically and financially, for
us to fulfil. In any case it does not make much diffcrence to our
argunent if we ignore some of the markets at this stage.
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Table 3

Distribution of Sales of \lheat Among Traders in Two
Primary Marke®s of Pakistan in 1970-75

% of wheat

Number of

i‘iﬂ of wheat

% of wheat

Markets . purchased {Traders pur- ‘fbought by jbought by Total
by Traders [chasing the |all the small baying ‘(1+3+M)
percentage commission  lagents and ‘
in (1) agents other buyers
1 2 3 ok 5
STALKOT 50 4l 20" 30 400
GUIRANVALA 52 .. 42 20 08 100

Source: Weekly Reports of “the Agricultural Market Committees.

- In the case of our markets there are so many other factors which

discourage the oligopolistic elements in spite of the fast that the

number of traders buying major portion of the produce is not very large.

Two important factors are: relatively free entry into trade and, lack of

comoperation among the traders.

Entry to Trade

Pakistan could be classified into three categories:

Social, Governmental, and Financial.

Before the Partition of India (Before 1947), social factors

were operatively very strongly, There was & particular

~ The factors that may restrict entry into the grain trade in’
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community? of traders wﬁsléogtr6110§ £Qéb§hoie:gf fﬁe é;aiﬁ-trade.
People outside ‘this communlty could hardly dare to entcr this field
dué to the hostile business tactics of the traders belonglng to that
communitys. R | :

After the partition the situation is dompletel& changed.
Almost all the traders belonging to that commumity have migrated to
India and-there is a no single-community like:that‘who'hés tried to
replace it. At present the traders in all the markets belong €o
different castes and come from»different'proféésibnal backgroundg
There are some-traders who were doing othef businesses, Llike
retailen's shop, before thetPariitign'and-now have shiftéd to the

-grain trade, whereas many other belong to the cultivating'familéSI'
This hasjmédé the grain trade like all other prbfessidné“wﬁiéh‘wAé‘
not the case about 30 years ago.

Goygrpmental restrictions @0W8 through the issuance of
1i§ence to“the traders which it does to every one who applies for
it. Thus;.in prgétige it is not a restriection. ..

| The only blg restrnctlon oould be the availability of:
cap:tdle But in the case. of graln bu51neSu thls restriction is also’
ot very 1mportént A neagre amounL of capital is required to.
enter the busmnes&..Therefore anyone who owns 20 to 30 thousand "
Rupees wxll find no preblem in going to this business. This shows
that entry in to grain trade is very easy, which discourages the

big traders to use any monopolistic power.

7This community is known as Bunyas in India which is a business
class among the Hindus.

gMany traders to whom I interviewed in different markets gave
this figure as low as 10 thousand Rupees.
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b. Lack of Co-operatioh Among, Traders

The seCOnd magor factor whlch seoms to make ol:gopoly
-unworkable is the 1ack of d951re on the parf of the traders to co-
operate for mutual rewardso Thls is ev1dent from a number of

factors.

1. Nature and Exte#f of Partnership

A familiar feature of the grain trade in Pakistan is the
predominance ofvséngle.fgmily firms. Most of the firms are
partnership bet@een immediate‘members of a family<(as.between
bréthersrof between a father and his son), and a very few of them
involves memggrs of different family. For instance, in the markets of
Sialkgt‘out_of 20 firms I investigated only 4 were partnership between

different families. In Gujranwala this ratio was 1 out of 8.

2. Absence of Trading Organization
Lack of active co-dperation among the traders is also
evident from the absence of any major traders organization.
Some of the associations like Punjab Traders Association and
Karachi Traders Association which exist at present are simply'theri
spokesmen of the trading interests and act as pressure gfoupsu
Even this kind .of. obgect*Ve is not being served properly by such asso-
ciations as magorlty of the traders remain indifferent to thelr

activitiess
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" 'Lack of mutual co-operation amépg frédeps;ianot:gg?y;surpyising
if we look étithe extfé&é;self inte;est by whi?hﬁtheylare guided and
the extreme secretiQé;éés whiqﬁ they'mgintéin.about'their profit-loss
stéfemeﬁ£a Oligopoiiééic férgéé can not sur&iye under these circumstance.

Part IV, PRICING EFFICLENCY: SOME EMPIRICAL RESULTS

Tho_preéeding sections were aimed at examining those aépects
of the agripﬁltura} markets which could affect the priceufofhaﬁioh
procésa for wheét, in one way or the other. However we are's%iiivnot
in a position to draw some definitg conclusions about the level of
pricing efficiency attained as a result of the marketingnéctiyifies
discussed above. For this_pu;posq, I havegusod“the'followiﬁé_

9

efficiency.criteria which are adopted by many otherrstudiesn_

(A) ﬁarket«Integrafionfu

In a competitive=market“structure,>prices in geographicélly
seéarated markets arce expected to move in a uniform manner in
response to changes in cconomic forces like supply and demand. Thé
speed énd accuracy with which prices react and adjust to these
stimull can be taken.as_an indication of the degree of interrelation-
ship between the markets. To find this degree a commonly used method -
is to compute the ¢oefficients of correlation between prices prevailing
in different markets at differeﬁt points of time. This will give the

extent to which the markets are integrated.-

9See Lele (&) and Rarruk (1),



-2k -

(B) Intermarket Price Differential

Again in a market-structure.satisfying the pre-conditions of
lperfocf product mobility not only the correlation coefficicnt should
ﬁe véry high yut‘alsouintermarket price differentials should be equal
?; 1eés than the transshipment costs (which inolude all costs of
'éhifting goods frpm one market to the.other)o Any difference in prices
of vafiousfﬁarkets in excess of these costs will result in arbitrage by
the‘tradefé_unfiii this is eliminated, Thus by cohputing the trans-
shipmnent cqéts on éﬁe'one ﬁénd and price differeﬁtiaisfbetween_the
mérkets, on tlhe other, oﬁé couid detérmiﬂe as t§ héw fq£ théy satisfy

the conditions of a competitive marketing system.

'(C):InterQTémpbral Price Differential

Similarly under a competitive market structure the offw
seapsonal rise in price of a comﬁodit& sﬁould be just equal to the
stofagc costs and normal profits of the stockist. Thus'by computing
the actual costs iucurfed in the operation of storing a commodity,
one could compare thém with seasonal variations in prices of that
commodity, This comparison will detéfmine the extent of.efficiency

of prices over time in various markets.

(D) Data
To test pricing effigiency according to the above stated
criteria, I have made use of the following data:
1= Averagé weekly wholesaie prices datg on wheat;for‘
20 years, from 1961~70, ‘_ , e st
2~ Data én transshipment costs, -

%~ Data on the storage costs.



- 25 -

Time-series data were taken from a monthly publlcatlon of the
Marketing Adviser Govt. of Pakistan, namely harke t and Price (6)
which‘contains thg reécord of prices in a;number’of primary and
»termiﬁalcmérkets. . -

Data on storage and trqnshlpment coets were not available
from any publlahod source in a 00mplete forma Therofore, I had to
get ﬁhemvdigectly by interviowlng a cross-section of traders in a

number of markgts¢10

(F) Resﬁitsiand Their Interpretation -
(1)rMarke£ Integration |

Before presentlng the empirical reuults, I must point out that
the degrec of market-intergration is not likely to be perfect i.e.
correlation coefficient (r) will not be equal to one, bocause the
ideal situationvof peffect competition does not exist in actual trade.
There are a 1argc number of Tactors whlch make its volue less than one. The
stronber the effecf of these factors the lower the degree of market integra-
tion and V1Qe'versa,'However, if the vulue of the correlation-coefficient
is much less than one’this indipates,grgss imperfébtipnsiin the market-
structure. The importéht féétors which limit the degree of market
1ntegrat10n are:

1. Lack of perfect 1nter-markct product mob111ty -

If transportation and communication is slow and underdeveloped

-quick arbitrage by the traders is not possible ‘which may result
in dissimilarity in the direction of price movements in various
marketsq Imperfect knowledge about supply and demand situation
in various markets is another factopr Whlbh réesults in imperfect
moblllty,.

a

10 .
The markets surveyed were Sialkot, Gujranwala and Rawalpindi.



- 26 -

1i Magnltude of.. the transshipment. cost.«;

‘ Tho magnltude of the transshipment costs setq the range

" within which.price between the markets can move without
calling any movement from other markets Greater the
transshipment costs between two markets lower the value
of correlation-coefficients and vice versa; 3 Institutional
rigidities such as governmental restrictions on free
movement of commodities can be an additional barrier in
the way of perfect mobility and may result in lower correlation
“between inter-market price formation.,

Keéping in view all these factors I have computed
the coefficients of correlation hetween 12 primary-whole-
sale and two terminal markets, which are prescnted in
table 4. Table 5 shows the frequency and percentage
distribution of these coefficients. To compare our
results with those found in the case of India by Uma J,
Lele (4), I have also given the results of Indian case
study in table 5. From table 4 and table 5 we find that:

8. Correlatlon among primary markets (Prlmwry—Prlmary)v'
. is higher than between primary and terminal marKets’

(Primary-Terminal), in the case of Pakistan.

b. Market integration among the markets of Punjab is
greater than between the markets of Pungab and. tho
markets of other provinces, This was very much
QXpectod_as the distance within the Punjab markets

- is less than the distance between the markets of

Punjab and the malkcta of the other pr0v1nceb,

Co Karachl has a higher degree of market- 1ntegratlon
with the mqu@ts of’ PunJab than Rawalpindi has
wlth them. |

dq_“Cerelaﬁion among primqrf markétg:ahd.betﬁgen:primary
" and terminal markets of Pakistan is lower &han that
~ computed by Lele for wheat markets of?ihdiép ZT.It
iy Be pointédout Here that Tiele estlmﬂted the
T coefficient of correlation betwsen the. prlcc ‘of the
primary wholesale markets of Bast Pun jab (Indlan
“part of Punjab) and Delhi’ términal market#?
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Table & - Matrix of Correlation Coefficient {r) Between Prices in
Various Primary and Terminal Markets of Pakistan

Hydsr— | M-

T - Raras Sehi-.. | Okara | Jaran-Lyali- | La- [oheikdsargo-rujrad Sial-jPesh- | Rawal-

MWH Km&ﬁ.m chi abad tan wal - wala | pur hore Epwwr dha mwala | kot | awar | pindi
| _
<. - Karachi 41,00
2. < Hyderabad .26 | 1.00 .mw 80 | .81 .78 ] .86 | .85 (.80 | .82] .79 | .81 | .20 | .66
3, 7 Multan 279 1,00 | W87 | <911 93 1 .99 | .99 [ .85 | 86] 86 | .85 L.5) | .65
L, zmmesmw .78 ) 1,00 .93 .95 88 1 .90 | .86 851 .89 | .86 | .ok 72
5. = Okara. .78 1.00 | .98 | .99 | .97 | .88 89] .92 | .88 .65 | .69 )
6. Jaranwala .75 1,00 | .99 | .98 | .85 | .8%| .90 | Bk | 61 | .63
7. - Lyallpur .82 i 1.00 | .92 | .89 | .95 .89 | .92 | .66 | .72
www Lahore - .82 1,00 | .94 | .93 .89 | .92 | .68 | .70
fm. -Sheikbupura 77 11.00 | .89] .87.1 .90 | .65 | .66
0. Sargodha .| 76 | 1:00] 293 | 92 | 165 | -7
11.. Gujranwala .. 75 o M 1 - Luoo .umm:_ .mm.w 63
12. Sialkot 475 4 | 1.00 | .61 | .65
1%, Rawalpindi .qw » A,oo_t-
i L i




m.m.ﬁ.m ,

=

-28 -

S < Frequency znd Percentage Distribution of Correlation

Coefficients Between Primary-Primary and Primary-Terminal
" Markets wholesale Prices in Pakistan mm.m India

All Kinds of

Total e

15 100

100

avo_HHv.mHm..mMon ) mmwam«wwwwwwaw%ﬁ mnwam_ﬁwl. 4. m&am&?. . : mmwwaﬁsnogu.ﬂ mu.psmudfwwvsmww
oomwmwopmwwn Markets in Rarachi Rawalpindi { Markets in al Markets in Markets in India
(1) Palcistan Markets Markets (1) | Hsﬁm (2) | wmwmmmﬁ ommm a. Case of Wheat.
- Frequens| ‘% | Frequen- | % | Frequend % | Frequ-| % Fregi= requ- %
*m;owmm N . .. cies cies encies - mmﬁnu.mm _’mwowmm
.nmmw than +60 1 | ,ﬁ,.ma o 0 0 G 0 - - - -
o.mop. o._ma_ L ,_ m.om C. C 2  45.32 ¢ 0 - - - -
65— .69 4. 6,06 0 0 5§ 4615 1 1.0 - - - -
70 ~ 7 2 3.03 1 7.69 & 30.77 7 6.0 - - - -
@...Nm - 79 2 3.03 9 69.24 .1 7.69 7 . 60 - - - -
wymo_w .84 7 10.64 2 15.38 o o 15 13.0 . - - -
uwmm,u<.wm . 93 3485 1 7.69 0 0 20 17.0 1 20.0 - -
90 - ol % 221 0 0 0 0 % 27,0 2 ko A 40
‘wmm . .99 9 | ,ww.mr o o o0 33 28.0 2 4o - 6 60
- 100 13 400 - M7 5 .100. 10 . “Aoo “

‘momn.nmn For (1) e.wﬁ.m : b

For (2} see £ & / a
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A.questibn nowarisea,what'aré thé'pqssible factors which
have caused, compargtively; lower deg¥§§“§f'mafkét integfatioﬁ
between yrimaxy ~terminal markets bf_Pakiétéﬁ;‘To us £ﬁé:ﬁésf
limpgrtqnt faqtor i§T£ﬁ§;?%éemﬁgnghitudg OfJ?f§9§Pﬁ?¥é£i°¥,9°$t;n‘
'bnishipment of wheat to our terminal mérket ffom oﬁr primary ﬁéﬁkéts
than between Delhl and Dust Pungab's markets, ThlS is true partl—‘

cularly in thc case of Karabhl tﬁrmlndl market S;nce Karachl is

located at a far more dlstant place from our prlmary»markets than,.w
Delh1 is from East Punjab's marketsf:TL;é at one hand slows down
.the.inter»market product-mobility and ¢n}the other enlarges the ' -
sizewof the transport costso IR

* From Table §, we cah see that av;rage, per maund (82% 1b. )
transport costs by truck to Karachi in 1967 68 from all the
markets were more than three Rupees, whereds between Delhl and _
Dast Punjab market the oomparablb rates werc about Rs. 1 NG

In the case of Rawalpindi terminal market thore are some
other factors which explain the lower degree of market of marketv‘
Jdntegration. First,. for most of the traders iﬁlPunjab;JRawalpindiﬁis-
not a well established termiﬁal market whén it is comﬁéred with
“Karachi market.. ansequcntly, not much tranufor of wheqt have been
taking place from the.primary mquetb to thls market durln; the
pericd under study, Many economic and non-~economic factors hnve'led
to this kind of impression amongjthe traders.'éne of them is the
incapacity of this city fo cdnsumé-large guantities of wheat as is

done by Karachig Second, this city has no significant commodity to

offer to other places in exchange of wheat which it receives from them,
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Table -~ 6

Per maund Transportation costs (By Truck) from various

Primary Markets to terminal markets in Pakistan and
India in 1967-68: A Comparison

. Pakistan (2)

Tndia (3) Rupees per maund

S.No. From : TQMLﬁRates' . From . -~ To Rates
(8) Lahore Karachi 2.83 (1)'Khanné  Delbi 1620
) ‘ : B (East Punjab) R
(7)  Lyallpur " 3.12 '
' (2) Moga ,
(3) Multan i 2.12 (East Punjab) " . 1.36
(4)  Sahiwal " 2.56 | (3) Barnala | )
L (East, Punjab) - 1.53
(5) Okara N 2.56 .
: (4) Kapura ' '
(11)  Gujranwala - 3.12 (1) 1" 1.28
(6) Jaranwala " 3,12 (5) &ggrﬁbﬂ 1f
, '  (Past .Punjab) " 1.20
(10)  Sargodha " 3.4
(9) Sheilkhupura " _'5.12
(12)  Sialkot " 3.25
(1) Hyderabad " 0,90
(14)  Peshawar " h.62
Source: (1) Rated for India were cbnverted.frdm‘péf'quinﬁal to

per maund basis,

(2) For Pakistan Table 9.

(3} £ weeodioes. Pa100 7 for Indias
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Karachi, on the other hand, being the biggest port as well as industrial
cityﬁof'Pakistan,'réleages‘many imported. and locally ﬁrddﬁcéd’iﬁﬁustrial
.gbods to countries inland :in exchange of foodgrains which it received
from surplus areas. Due to.this exchange pattern ‘of goods both the
transporters and the traders hayg developed_some preference for trips
t§ Karachi than to other p}acg; This.phenbmenon is particularly observed
when there lo a huge tockféf industrial and imported goods blocked at
K%T&Ohl to be t?anuféred to ofher parts of the country..ln a situation
llke thls, the‘truck owners are found W1111ng to.accept a much less
fare for trlps to Kaféchi, as they expect to! ™t higher fare on their
return pabsage than they usually get Buf this is not . the p051twon
:of the Rawalpindi market It has nothing 61pn1f1cant to offer in-
exchange to other markets, Thus the owners hesitat to carry. goods
to a place from where the rlgk of returnlng empty is very obv;ous.
ds a result fransportatlon has bePn comparatlveBy cost]ler for.
Rawalpindl than for Kaxachn. AnoLher factor which seens. to have. .
affected product mobllmty to Rawalplnd1 is the government restr:cflon
imposed from t:me to tlma on movementb of foodgraln by road to
Northern areas of Pakmstan w1th a v:ew to check sumggllng of food -
to Afghanistan. Since Rawalplndl is 1ocated on the way from Punjab
to N.W P Pj? any restrlctaon on this. route also. hlnders bmooth and
unchecked movement of wheat to this 01ty.,

Government restrlctlons are also responsible. for a.very low

degree of market integration between PeohaWar and the. other primary

1
North West Frontier' Province.
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wholesale markets. Since Peshawar is located near the border of
Afghanistan in the north, strict checking is done of the truck " .
.éafryiné whégt>dr other foodgrains toﬁthis‘ibity° fﬁié'dgééourges ;he
braders from‘@oving'goods to this market. |

(2) Inter-Market Price Differéntial_

As mentioned earlier a lower correlation ma& also result if
ipter-market price differences héve frequently increased beyond trans-
'pqrtation costsrand‘have ndt been porrected by increased shipments from
surplys to deficit regions. To obsérve this RSPQCtHI have egtimafed
the differences betwgen prices of the markets of the surélus regions
(primary markets) and of the deficit regions (terminal markets); Such
estimates are prssented in Taﬂle 7 and Table §J réspecti&ely fér
Karachi and Rawalpindi terminal markets. The frequegcy.distribﬁtion
and percentages given in Table 7 and Table 8 are arfived atlsiﬁﬁly
by deducting the price of each p;imary-market in a particular week
from the price of a terminal markets‘in a corresponding @ggk,_and
then classifying the resulting,price—differentials'in.differeﬁt ranges.
Tn the case of both of these terminal markets price-differemtials
range betwegn’Rs.ﬂuSO.to *Rs.7.50. Negative price differentials |
signify tpat prices in the terminal markets were less than the
price'in'the pr?mary markets whereas the converse holds for the
positive priCe-differentials;

To compare the price~differential with the transhipment
costs I have estimated total costs of shipment on one maund

A82% Ib.) of wheat to the terminal markets -of-Karaehi and Rewalpindi.
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Table 7 - Trequency Distribution of Differences Between Wholesale Prices of Wheat at
Karachi Termiral Market and Prlmary Wnolesale Markets (Janaary 1961-December 1970)
FREQUENCIES
Price Differentials Upto- From-1.50 0,00 to 1.50- 3.00~ L,50-  6.00 to 7.50 & Total No.
- (in Rupees) '090 to 0,00 ' 1.50  3.00. L4.50 6.00 7.50° above of weeks
Markets v . L A » -
1~  lahore (Absolute) 31 87 182 . 102 2oﬂ L4 o o Lag
. (Percentage) (7.28) (20.42)  (h2.72) (23.95) (4.69) (0.9 - - (100)
2- Lyallpur (&bsolute) . b éO 169 - 101 - 25 12 o e Bys
(Percentage) (7.89) (20,88} (39.22) (23.54) (5.80) (2.78) - o= . (100)
3. Multen (dbsolute) 19 21 85 185 Ly 1 2. 0 370
' (Percentage) (5.1 (5.68) (22.97) (50.000 (12.70) (2.97) (254 - (100)
4.  Sahiwal (Absolute) 26 50 o oashk - 36 21 2 0 k29
| (Percentace} - (6.06)  (11.66)  (32.63) (35.53) (35.90) (8.39)  (0.47) - (100}
5. Okara (Absolute) 25 32 121 ' 561 Lz 8 ' 3' 0 393
(Percentage) (6.37) - (8.15)  (30.79) (he.97) (10.95)  (2.04)  (0.77) - (110}
& Gujranvala (Absolute) 33 61’ 26H 89 13 5 0 o %65
| » - (Percentare) (9.0%) (16,71)" (44,92  (24.38) (3.56) {1.37) - - ;iOO)
7~ Jaranwala (Gbsolute) 15 26 106 128 71 17 1 o - 358
: . (Percentage) &.19)  (5.59) (29.61) (35.76) (19.8k) (k.75)  (0.28) - - . - (100)
8- Sargodha (Absolute) 27 28 - .15 116 89 - 18 0 | 0 L2z
o (Percentage) (6.25) (8,728 (33.49) (26.79) (20.36)  (4.16) - - (100}
9~  Sheikhmpira (4bsolvte) L7 74 ck6 112 & 11 0 0 433
- : (Percentzze) (10.86) (17.09) . (33.72) (25.87) (9.9%) {2.54) - - {100)
10~ " Sialkot (4bsolute) 31 - B2 k9. ... 425 . .55 . 17 el 0 - 429
|  (Percentage) (7.23)  (12.12)  (34.73) (29.1%)  (12.82)  (3.96) - B (100}
11~ Hyderabad (Absolute) L 50 . 223 - 105 . 17 L 1 0 Lok
(Percentage) (c,39)  (42.38) ~  {(55.20) " (25. 9971'(4 21y (0.99) - (0.25) ¢ (100}
12- Peshawar (Absolute) _ 30 55 . ako 0% . bk © 17 2 & 395
(Percentage) - C{7.59)  (13.92) - (35.45)  (26.09) (11.14) . (h.20) - (0.51)  (1.02) (100)
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Table & ~ Freguency Distribution of Differences Between Weekly wholesale prices of wheat at
: Rewalpindi Terminal Market and some 1mportant prlmary whol;sale Markets of
Fakistan (January 1961 - December 1970} - . :

FREQUENCY TABLE

—~PriceDifferemces - Ty B BT +O,COtof“+1,50to 13.00t0 +E.50t5 760050 T 5%, Total oo
(in Rupees) . Upto =1.50 +0.00 +1.50  +3.00 +4.50  +6.00  +7.50 above of weeks
(Markets) = “1""' o R _ SEE . .
1. Lahore (Absolute) . S 152 0t 67 78 . 0. c e 382
- - (Percentage).. (14 .74) (39.79) (26.44) (17.34) (2.10) - - - (100)
2e Lyallpur (Absolute) - 55 139 123 6 3 -« . 3 .0 0 390
: , (Percentage) (1%.10) (35.64) (31.5%) (17.18) (0.77)  (0.77) - - (100) -
% Multan (Absolute) 18 - 66 112 119 6 . & 0 0 335
| | (Percentene}'- (5:.37) . (19.70) (33.43) (35.52) (&.,78) - (1.19) ' - - - (100)
k. Sahiwal (Absolute) by 95 128 103 20 1 0 0 394
(Percentage) . (11.92). (@41 (32.9%) (26.1%) (5.08)  (0.25) - - (100)
5. Okara (Absolufe) - . . 3 - 89 131 97 - 16 2 0 0 369 . -
\ (Percentage) (9.21) (2., 12} (35.50) (26.29) (4.34)  o.54) - - (100)
6. Gujrenwala (Absolute) 70 103 99 s0._ 6 1 0 o - 329
(Percentage) (21.28)  (31.31) (30.09) (15.20) (1.82) - (0.30) - - (100)
7. Jaranwala (&bsolute) W 83 108 8 - F. 6 0 o 328
- -1 {Percentage) &.27) (25.30) (32.93} (26.22) {(9.45) (1.83) = - (100}
8. smgmma(Mmdﬂm) 2 90 147 © 121 - 15 7 . -..0 0 - Lob
. - (Percentage) _ (5.94) (22.28) (36.39) {29.93) (3.710 (1.7%) ~ - (100)
9. Shelkhupura (Absolute) 69 108 136 5k 20 3 8 o} 390
, (Percentage) {17.69) (27.69) (34.87) (13.85) (5.13) -(0.77) = - - - (100)
10. Sialkot (Absolute) : bz 10k 123 65 27 30 0 379
(Perceatage) (11.35) (27.54) (35.09) (18.21) (7.13) ~ (0.79) - - (100} -
11 Hyderabad (Absoiute) 47 95 13- 66 - 19 1 0 0 362 -
o . (Percentage) - - (42.98) (26.24) (37,02} {18.23). (5.25)- (0.28) . = - N & [v'o) SR
12 Peshawa_ (absolute) Lo 199 131 . 55 12 2 1 1 361

(Percertage) (41.08} (32.96) (36.29) [(15.2%)  (3.32)" (0.53) (0.28) -(0.28) = (100)

- Source: Computation based. on data,t&kenﬂfrom'é?%L?l_
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Major component of $uch costs are the transpdt cost, héwever; there
are many other costs which a trader has to bear for. moving the
pfoduce from one market to thelothers,‘Thefe are some handliné
charges'which he incﬁrs as buyér'in a pfiﬁéfy markeéts and other which
he bears as seller in the termihal‘markets; I have shown all these
coéts-separately again there are some costs which he pays as a
percentage of the total produce and the other which are paid on per meund
basis. In this way to convert those percentage to per maund Basis-;
‘have_assumed that during the period of our study the average wheak
price is Rs,ZO,OOE3 Then by taking all these costs component:togeéher
T have estimated the total shipménf costs froﬁieach priméry market
to the terminal markets of Karachi and Rawalpindi. They are ;
presented in Table 9. ‘ )

‘This table sﬁéws that total sﬁipment costs from Lahore
to Karachi are Pa.b.b1, Ffom other mafkets these costs are: Lyallpur
‘Re, 4,60, Multan Rs.3.60, Sahlwal Rs.4,02, Gujranwala Rs. 4,58, |
Okara Rs k.02, Jaranwala Rs, 4. 58, Sialkot Rs, 4,70, Sargodha Rs by 92
Shelkhupura Rs, 4 .58, Hyderabad Rs. 20,30 and Peshawar Rs, 6 00, Now ‘
when we conpare-these’ COth with the prlce-dlfferentlal between'
»these two %1nds of markets given in Table 7 and 8 we flnd that the
prlce dlfferentlals have remalned well below the %ranshlpm;nt rosts.
They hqve remalned -even negatlve for all the markets for some tlme,
For Lahore and Shelkhupura as much ‘as 28% of the time they have
remalned negatlve. Even when they'wo?e posxtlve they remagned most

of the time below Rs. 3,00 per maund wh1ch is not enough to bear the

costs of shipment, For the rest. of the time, they remaine@ between

3We have made this assumption after observing the actual price
data from 1961~70.
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lable 9 - Estimate of Costs on shipment of Wheat from primary wholesale
markets to the terminal markets of Karachi and Rawalpindi at
1967-68rauee ,
Compoﬁénts of Costs . , Lahore = Lyallpur - Multan : .Sahiwal Gu jranwals
T T2 3k 5
1. Commission at Primary Mk. A.56% T 1.56% _ 1.5 % “ 1.56%.. 1.56%
2. Market Fee - 0.05% . 0.05% 0.05% "~ 0.05% 0,05%
3. DPortage to Carrier - 0.06 T 0.,06 L0406 . 0.05 0.05
b, Loading - 0.6 0.6 . 006 0,05 0.05
5. Sewing and Heardling of bags 0.04 0.04 B 0.04 0.04% 0.0k
6. Total Costs as buyer - 10.16 0.16 . 0.16 - 0.1 0.1
(1+242+4+5) . 1.61% 1.61% 1.61% 1.61% 1.61%
7.  (a) Transrort Cost to Rawalpindi(by truck)1.25 1.69 . 2.000 7 1.8 . 1.12
_ (b) Transport Cost to Karachi (by truck) 2.95 3.12 S22 - 2.56 3412
8. Octrio R | 0.06 " 0.06 0.06°  0.06 . 0.06
9, Unloading (in terminal merket) 0.06 | 0.06 0.06 0;06;: 0.06
10. Cartage {in terminal market) ; " 0.10 0+10 0.10 0210 . 0.10
1.  Waightment { w9y 0.06 0.06 © 0.06 . 0.06 ! 0.06
12, Commission at términal Mkt. . E ?oﬁé% S 1.56% g 1.56%1 : 1.56% 1.56%
15. Depreciation of bag " 0.20 - - 0.20 0.20 0 . 0,20 0.20
140 Other Cocts Minor tabour Costs, on the 3 : ' L -
may 1osses, ete. _ _ - 0,20 0.20 . 0.20 0,20 0.20
15. Total costs as seilsr (for Karachi)  3.62 3.80 S2.80 324 2,80
| .(8+9+1°f11+ b)+1?+13+14? s o ;;56%' . ;§56%, ;,56% .56
16. Total Costs as s@ller (for Rawalpindi) 1.93 2,37 2.68 2.49 1.30
(7(a)+8+9+1o+12+13+14§ ' ?.56% :.56% | :.56% :.56 1.56%
17. Total Shipment costs (for Karachi)(15+6) 3.77 3.96 2.96 3.33 3. 94
*17.b Assuming whaat %.17% §,17% §°17% §°17% %.17%
price = Rs.2( i = (441) (4 . 60) (300) {4, 02) (4.58)
18. Total Cost including {(for Rawalpindi) 2,09 2,53 2.8k -

Total = | . 13:2% e - (g 43?
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Table ¢ (Cont'd..) (In Rupees per maund)I

Okara Jaranwala Sargodha Sheikhupura Sialkot  Hyderabad Peshawar
: 6 f ? 8 9 10 11 a2
1. - 1.56% 0 1.55% 1.56% 1.56% 1. 56% 1.56% o 1.56%
2. . 0.05% - 0,05% C0.05% - 0.05% O.05% . 0,055 0.05%
3. 0.5 005 . 0.06 0.05 © 0,05  0.06 . 0.06
4. 005 | 0.5 0.05 . 0,06 - 0,05 - 0,06 0.6
5. 00k Too.0k T 0.0F 0.0 0.0k 0.0k 0.0k
2 P o P L 0.4 . 0.6 0 0.1 . 0.16 . 0.6
S 6T 1.81% T 1818 161 .61 1.67% 1.67%
. 1,69 1,75 S 1425 - C 425 2.87 . 1,00
ST 2.56 3.12 L Bk 3,92 3250 - 090 . 4,62
8. 0.6 006 006 . 006 . 0,06 - 006 0,06
9 - . 0.6 0.06 S 0406 0.06 . 0.06  0:06 - = 0.06
10 T.0.10 0,10 0.0 . 0w - 0% . 0410 . . 0.10
1. 0,06 0 006 0,06 T0.06 0506 . 0406 0,06
2. G158 1.58% 1.56% M.56L 1.56% 156 . 1.56%
3. ¢ 0,20 . 0,20 - 0,20 0,20 = - 0.20 0220 . 0:20
e . 0.20 0,20 ~0.20 0.20 0 020 ©  0.20 . 0:20
R Al 2% 2% oAk AR
6. 237 203 N 13.80 0 3.93 © 1.8 . 5.30
o maser Taser o Tagser sy ¢ Tases 0 Tused 1.6y
17, 3.33 3.8k L 428 3 o 97 [ g +5,..-46
170 Tmaw +,3.1?%;_ R 5@7 o Sam o s 378
T G O E O U =) S (4.703 <2~38> o (6410
8.0 21287 208 207 0207 - 31 ¢ 18
oo g s o U sipy 0 T 0 Tz s am
(3.15) (3.21) (2.90) (z.0m) (2.71) (4.35) (2.48)

* Bracketed figures represent total costs of shipment of one maund of _
wheat, from different primary markets to the Terminal markets.
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Ré,yj.oo and RS} 4;50 just enough to cover the shipme#t éosgs.vThé
price differances above 4.50 which means excessive profit to the
&radersvha&e existed for .a very small period,

?Qmpafing the £;di§iaﬁai markets, the pgiceidiffefenc;s have «
remaiﬁéd more in line with the costs particularly in‘case of
»Lahore and Lyallpur markets. Thms is attrlbuted mainly to the
comparatlvely better transportatlon fa0113b1es avawlable from
these cities. Since both of these cities are among the blggest
industrial centres of the country, they have the best possible
.?&il aﬁd!road links with Karachi and other parts of- the country.
This shgws é ﬁoSitiﬁe correlation between the cﬁmpetifivenéss
of the markets and the transportation facilities. Another proof
of this is the markets of Jaranwala, Sargodha and Sialkot. Since
_aii thgsé markets avéflbcatedron Branch'raiIWay{iiﬁes and at -
distant places from the main roads more frequencies are placed
in higher limite of the price-differentials in the case of these
marketSn » |

As regards feéﬁawar market , tﬁé ﬁfiée:différeﬂfiéls are
more evenly distributed, implying a lower degree of its relation-
Shlp W1th termlnal as well as pr1mary markets.
| Let us now take the _cage of the Rawalp1nd1 termlnal marketsaé ;
Pfioe dlfferentlals between this and the other markets have been |
negative for some time and positive for most of the time. There
is however one notable point about the positive price differentials
in the case of this market, A very hlgh porcentage of price '
dlfferentlal lics between Rs 1 50 to Rs.3, OO 17, 5/ in the case‘

of Lahore 19,2% for Sialkot, 26,22% for Jaranwala and 35.52% for Multan).
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This showsfthat thé traders héd the chanqes:to:egrn abnormal profit ‘
even'dﬁring'this éefiod; beééﬁsé the transhipmenp costs to Rawalpindi"
from most of the markets havé been arround Rs.2.50. -

Similariy for a cdnsidergble number of §imes.pricg—differential#
was‘abOVebRé»B.bo; a 1imitv8éjond'which oppoftunities for eérning
excessive‘prbfit existed.‘fhié i; nq? fhe case with Karachi market
where most of the time pricegdifféfence has remained well below the
transler costs.tThis once agaih shqws a comparatively move Gompew
titive nature of the Kafachi market than of the Rawalpindi..lIn .
généfél fﬁis‘comparison 6f the price-differentials and the
tréhsshipméht ;osts Bhows quite a high degiee of pricing éffiqiency"
in our‘mafkets, .. l_ |
(3) Inter-Termporal Pr{ce‘Differégtial

T analySe:thiS aspéct 6f‘pficing efficiency,‘the.usual procedure
is to‘gompare‘tge:prices at Both ends of the assumgd.storage‘period
after discounting the end‘price by the estimated storage costs. The
correct'identification and quantification of‘the‘gcpual storagelcosts
as Qellpas‘delineation of the storagé ﬁeriod are the crucial aspects
of this zmalysis. To define exactly the period of wheat storage is
very difficult in the case of Pakistan. Since it requiréé tﬂe knowledge
of monthly Stock%lof thé traders which very from ycars to year depending
on the pfodpctioﬁ;énd consumpfioq position of the qguntry, it is very
hard tojget‘suchlknowledéé fr§mfany source&t present. Traders never
reveal correct informatiqh about‘their‘stock position. To overcome
this prdblem I have assﬁmed that the traders complete their purchases
within two to three'months of the pistharvest period and then come

out with their stocks two to three months before the next crop.
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The period betwecen these two points has 5eéﬁ considered as the storage

period. Accofdiﬁgly I have taken average of . May and:Junevprices as the

harvest frice the price on which traders purchase fur stpcks) and |

average of January, February and March prices as the offseaéon price.

The stofage period in this way comes out to about eight ﬁonths.
Storage>costs; on the other. hand have been estimated by takiﬁg"v

into account four major components of such costs. They are: 1. the

costs of rent of the warchouses 2. shadow inerest rate, i.e. the

amount a traders has to pay to the bank for the money he may take

as loan for stéckihg wheat, or in case of his own capital; the

amount he would have earned:by investing. it SOmewhere_glsgﬁ I have

taken such avrate as equal to the rate of interest charged by commércial

banks on short term loans to simplify the estimates; 3. depreciétion éf

bag in which wheat is to be stored and . losses during the storage

process. However, I have not included :qualitative losses, as they

were diffiéult‘to estimate properly. Thus the estimated‘storagg cost

per maund of wheat are given in table 10.for the period 1960-71.

In Table 11, I have presented the estimates of seasonal *ariation
in price and gross profit rate earned by the §tock—holde;s frqm4f£e_
storage process. The methods used for estimating these variables“aré
as below: -

1 vV =P -P° . ¥ where

8 o) h . 100 ‘

Ph . ‘ VS = Seasonal variation in

L - . .Price as % of the

2o Mg‘ E Po - (Ph_sd) W ‘ harvest price (Ph)

‘ P = Off-seasonal Price
3, mg}‘= : Mg "o 100 : S Mg = QGross Profit margins

B 5 " m® = Rateé of Gross Profit. .
(Ph+sc - : & margins
and S = Storage Costs.
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} Table '

-

10

“'Storaégjgoots Per Maund of Wheat (1960~71) Components
of Storage Costs.

Year %mbme>
196061 0.8
1961=62 0.48
1962-6% 0;§8
1963-64 0,56

| 196465 0.56‘
1965-66 0,56
1966-67 a.mmgféq;“m“h
196768 0.6k
1968~69‘  0;64;} L
1969-70  0.72
1970-71 0,72 .

Shadow Deparcw Lcss\ ’in_’ Total
integrest ciation storage storage’ cost
rate - _of hag . T ’ ‘
-0.70' - 0.ko 0438 1496
0.70 0.ho 0,38 1.96
,6.63 0.h0 0.35 1.86
073 0.40 0.35 2.0k
0.7 0.b5 0,78 2,10
“f5;80”" 0.45 70,38 2424
0.83 od5. . oko.. 2.3
 1.14 0.45 vpoﬁj 2476
0.92 0.50 o5 2?$1v
,0,8? 0,50 0.43 . 2052
' 10.50 0.45 2.?4

1.07

Sdurce‘“Inte?viGWS“of’the Traders,

(13) Bach compenent of the storage costs is estimatad

on the basis of average harvest price for each

year.
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Table 11 - Seasonal Variations and An Estimated Gross Rate of

Margins from wheat Storage .(An.average of 10 Primary
Markets) from 1960-71.,

Year Off«séaéohal rise .- Absolute gigiit a5 |
in Price as % of o Gross - % of Total
the Harvest Price Profit (in Rs.) investiont

1960-61 19,80 L 1,02 5,99
1961462, 5,48 E “1412 «6.63
1962-63 11,97 | ~0.2h ~1.40°
1963~ 64 2368 | 1.68 9473
1964465 19.90 6.90 5,55
1965-66 7.63 “1.13 -6.3h
*1966;67 104, Ol U a1 78,8k
1967-68 0,51 , ~9.75 ~11.39
1968-69 9.62 ... .. . ..=0.85.. . o - t_uo16;
196970 19.18 0.5 3425
1970-71 774 Sz s
Average = 21.13 o9 6.8

Computation based on Average weckly wholesale
Price from/ 6_/ and table : 10.

(1) See Appendix (A4) For the individual market

fe This was an abnormal year due to war and drought
(Also see the text),
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The estimates gzven in table 11 afe an average of about

10 primary markets. Since 1t was dlffloult to show such estlmates
’relatlng to oach market in the toxt I have glVen them in the  h”NV
;Appendlx (A) of thls papero From thls table, we can, observe that ‘;
;&easonal Narlatlons in prlces have rumalned generally 1ow, thus
;aIIOW1ng a'very nominal profits to the tradurs from storage B
_operatlon. They have remaincd below 10@ for flve uut of 11 years

and below 25% for 10 out of 11 years. "As & result for 6 out of 11
years gross profit rate has beon negatlve. Even for those for

which the profit is positive it has remalned very low oxcept for

the year 196667, In fact thig’ qu ‘an abnormaJ year in the marketlng
history of Pakistan. There was exceptionally low produCtlon in this
and the year proceding to this because of 1965 War with India and
drought following it. This created dncertainty about Supply and .
‘demand cond:tmon 1n thls COuntrye Congequentlyy iprices moved up and
down S0 abruptly that no. dogree of competitiveness could have
presented thase varlatlons from taklng place. This enabled the
tzaderg to earn w1nd«fall profits from wheat storage durzng this™

- year., . .
: ﬁé“;ay.501ﬁt ;ut here thai our method shown above, of relating
profit maré¥n.ﬁlth thc seasonal variations is not necessarily to
"be- aupported by the real world situation. W1thout having the knowledge
of the»actual-stock-pqsxtmon and the proflts.earned‘byzthe traders,
wﬁiéh is-extremelyAdifiicult,to ggt at present, we can not draw

-any final cénclusionlagout the market's position in this réspect.-

However, we should be very clear that the traders attitude towards
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stock-taking and storage operation is a very complex phenomenon. There
is no generalisation about when a trader will take on stock and sell it
again. It is also not known what. costs does he incur on such operation.
The main reason for lack of information on this aspect is the absence
of regﬁléfeé'and bfopeb"storage'faoilifies. Neither government nor
.prifate'inveéfors have shown much of their interests in providing
this hiﬁdvof fﬁciliiy?ﬁptiil now .

"As a result we hdve to be very careful in using our results

on this Aspects.

V. CONCLUSIONS AND POLICY TMPLICATIONS
The main objectives of our study Qere io-ﬁest varioué
hypothesxs regardlng the competitiveness of the agrluultural
,markets in Pakistan and to identify those factors thoh mlght have
cagsed gross imperfactions in that system. | )
The abUVe tasks was accémplished first bj direct obsefvatién
of the market structure used for marketlng of wheatn This was.
necessary to check the validity of the prevalllng 1mpre551on that
this structure is ollgopollstlc in nature and not cometitive. As for
as our 1ny§stlgat;on goes, it does not confirm the prevalllné impressiona.
A large ﬁumber of traders operating in each market,.virtugl;y free
entry and exit condition and competition among the traders in geéting
orders from dutside.markets are phe'factorS'which indigate(thev
competitiﬁe nature of this market structure° Howevér,.saﬁe.imper-
fcctlons were ébuerved in the dissemination of knowledge to tradelu

and cult;vators. This requires proper use of the ex1st1ng media of
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information like radio and T.V,”éﬁd ; reliable communication network,
whichuoﬁijfgdvergmeﬁf can provide in this country. Scope also exists

for“priVate firms which can help in spreading market information both
't6 the traders and cultivators.

" Our hypothesis ig further confirmed by the empirical tests
which we used-in this study. They deﬁonstrate”a high degrec of market
integration among ull the pfimary markets, as well as between the‘
Karachi terminal market and the important primary warkets, This is
supported both by high values of 'r!' and inter-market price differen-
tial being less than transshipment costs for most of the time,
Rawalpindi terminal market is an éxoeption to this, TheerQ;e steps
should be te ken to increase marketing fa0111t1es in this warket. An
1mproved transportatlon system should be made avallable for all the
prlmary markets exportlng wheat to this 01ty° In tho short-run this
can be done by a381gn1ng more ra11way care for thlq market s0 that
the traders have not to depend on trucks for most of the tine as they
do at present, and in the long-run by setting direct rail and road
routes to this city. Special arrangements should also be made for
increasing franéportation‘faéilities‘fOr'ail the export-markets diuring
the harvest seaSon when there is a glut of grains in these markets,

Again, our es tlmatea of seasonal vérlatlon alogldo not conflrm
the existing view that the traders earn undue profit from the storage
operation. However a further investigation is required to strehgten
the validity of these estimates, which can be done if the knowledge
about the actual stock position of the individual traders and the profit

margin earned by them is available. -



Some other policy implications of our atudy ave as follow:
"1, The system of market-regulation should alsc be extended to
those areas vhere presently it has not.made any msjor stridee
Particularly the village traders who are not?registeréd at
present, should be asked todo so. They should also bé;rﬁ'
required to keep‘a systematic rocord of prices and thoir
- transactions.
24  harket regulation should be made strict with respect to
stock-position andvprofit~loss'statement'of the traders in

~ primary as well as in the terminal markets,

. oyt »
3.. To control seasonal variations in prices government should

. provide storage facilities to the fdfﬁe?s in the rural arcas
.exactly on those lines on which it provides other agricultural
- facilitles like bettdf‘énd éhoap‘seedé, subgsidised fertilizeérs
~and’ 80 Onle | ’ |
In short, our study.e¥pects ﬁore-favqﬁrable results‘if the -
policy of giving incentives to the traders and the cultiVatqfs
is adopted and:ddﬂnbf fihd\fhe replacement.of the existinglsystem

by a government organization an economically rational policy.
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APPENDEX - (A)
;(j)Estimafés offSeasondl&Varidtiohs and Gross Rates of Profit in storing one
. maund of Wheat in various.primary markets of Pakistan

" From 1960 ..7'1 ‘ . (1n Rs. per mcmnd )
LAHORL ' . g LYALLPUR D S MULEAN -
S Se&Sonal Cross - Gross’ ' e e S
©.i variations Profit. " Rate of - Lot NS i
R a8 % of margins . profit
Year-' . harvest (Absolute) on total
eyt o S U invest- o ; e
o S0 - ment o B o P
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Estimates of Secasonal variations and Gross: Rates of Profit in storlng one
maund of of wheat in various primary markets of Pakistan.

From 1960-71 T (4n Rs. per“maundj';jh

1) (2) (3) (1) (2) (3) 3 (3)
SAHTWAL GUJ RANWALA SARGODHA
1960~61 25.92 1,83 11,0k 22,07  1.48 8.43 15,59  0.35 2,08
6162 7.13 -0.96 -5.71 4,03 «1.33 ~9.57 5,15 «1.,20 7,17
62-63 13.55 «0,711 ~0.74 - o - 9.63 =0.53 3,38
6364 3762 2,99 1940 17.99  0.71 k.12 18.96 0.72 4.3
64-65 23.65 1.53% 8.70 - - - 23,50 146 8.h49
65-66 3.71 . «=1.,76 -10.12 - - - 1,85 «2,52 -14,.52
66-67  120.73 16,1k 91,65 - - - 133,20 17.62 101,91
67-68 - - - - - hind 1038 _qu{.’? "10036
68-69 8.63 -0.97 ~4,91 - - - 6,76 =131 =647
69-70 18,19 0.25 1.4 - - - 17,87 0.33  1.79
2071 - - - - - - 8.8%3 ~1.24 -6,28
Averages 28.79 2,10 12,31 .70 0,29  1.66  21.72  1.02 6.40

Source:- Computations based on monthly price data taken from / 6 7/

(1) Methods of estimating these figures are given in the text.
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STATKOT SHETKHUPURA HYDERABAD
(1 (2) (3) (1 (2) (3) 1) @ (3
1960~61 17.97 = -0.85 - h.78 19.82 1.10 - 6.32 16,49 ',6d, "3;43
61-62 2.2k -1.61 i =9.16 5,17 «1.10 =646 - 2.78 =1.,53 8,77
62~63 " 11.79 0,21 ~1.32 20.16 0.73 L,96 21,59 1.0+ 6.80
63-64 27.49. . 1.85 1143 30,69 2.4 14.57 15,66 28 - 1.66
LBEBS. 210420 T - 1,17 - - 6.8h 21, 1,25 76,99 8,200 =85 -4.%0
65-66 ... 15,52 ~0,03 -+18 19.36 0.61 ~L.62  16.51 .15 .90
- 66-67. . 409.51 .. . 15.19 .  82.96 102:52 13.12°. .49 65.56°° 9,13 48.00
67-68 30.66 ~3%.49 -10.68 9.44% 0.85. -3.,70 2.86. -2.15 -8.92
68~69 11.22 ~0.6% ~3.27 9.22 -C,86. k.22 9,52 =0,33% 4,12
6970 32.05 2.49 13.72 7.03 =117 =5.53  30.36 2,11 11.87
7071 8.66 ~1.15 ~5.45 3,39 ~2.09 =9.55  S.M -1.79 -8.43
Average  23.06 131 8415 21,64 1.07  6.75  17.70 0,56  9.41
| . o PESHAWAR . N
. S (1}11 ) . 3y
1960-61 - - 10,12 -0.49 2,84
Co61-62. 9,80 . -0.4k9 - -2.89
6263 9,81 =046, -2.85
6364 - 18.23 - 0.58 3.53
665 26,88 S 1.91 T 1M.22
65““66 oo 17@96 c : 039 ) 2"31 [
- 66-67 - 26.90 2,04 . 11.01
67-68 . " 9.62 =505 . - =19.01
G869 T T 5L6Y -1.87 ~Qah2
f 6970 - - - e
“70L7 T 2. .57 -2.82
Average m6,2§

12.62

1,68

So}urces—:f Compu‘l:aitions' based on data taken from [-"6_7
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