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WHAT ARE

CONSUMERS

SPENDING ONE

nearly

36%

of an average Pakistani
household's budget is spent
on food

Most
consumed
food items -

» Important commodities that drive
consumption include milk, wheat products,
vegetables, meat and sugar

CONTEXT

RECENT CHANGES IN

FOOD PRICES

« In recent years, Pakistan has seen high rates of food
inflation and price volatility, exceeding that in other
neighbouring countries

Overall Increase

14.83%

Rural Increase

Urban Increase

Increase in price of food and non-alcohol beverages
in Pakistan between May 2020-2021

IMPACT OF
PRICE CHANGES

« Consumers’ purchasing power, especially
amongst poor households, can significantly
reduce leaving them with fewer resources to
spend on other essential goods and services
(such as health care and education)

Lack of Nutrition in
Pakistan

of the population can not afford
a healthy diet, which can lead
to malnutrition




FOOD INFLATION IN PAKISTAN

Year-on-year % Change in Food Prices
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Source: Pakistan Bureau of Statistics Monthly Price Review
(August 2019 - July 2021)




FIVE YEAR TREND IN FOOD PRICES

Il Onions Il Tomatoes Milk B Urban (YoY % change in the food price index)
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(June 2016 — June 2021)

-~ i



Low Agricultural _ '~
and Livestock :
Productivity

Inefficient use of scarce resources can
keep supply of domestically produced
food below potential & raise food price.

= =

Effects of
Climate
Change

Farmlands routinely affected by floods,
locust swarms, and droughts that reduce
farm output, can impact supply and food
prices.

Shortage of
Warehousing

Lack of storage facilities can lower prices
below the cost of production in seasons of
excess supply & raise prices in seasons of
shortage.

WHAT CAUSES FOOD INFLATION?
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Artificial Spikes

Speculative behaviours like hoarding can lead to
artificial shortages that can drive up food prices.

Flawed Rules
& Regulations

Inappropriate policies
and regulations can
distort markets, inhibit
competition & discourage
private investments, leading
to price rise

Artificial Spikes

Limited investment in research, innovation and
technology transfer results in higher costs of
production.




GOVERNMENT POLICIES & FOOD INFLATION

Production
Mix Issue

i A suboptimal .
Private Sector production mix Scarcity of

Participation Resources
-_— :
= Low private sector

participation, as such

policies disincentivize
efforts to increase

agricultural
productivity

Distortionary

pricing pOlICIES Inefficient use of scarce
can lead to resources, as there are
no market incentives
for greater
productivity

Low integration

in global value chains,

as the lack of sufficient
profit margins dissuades
investment in high-quality
products that can compete in
the international market

Global Value
Chain Integration
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Distortions in the
market due to
government

interferenceis a
significant factor of
food price inflation.




IMPACT OF
GOVERNMENT POLICIES
IN THE MILK, MEAT
AND FRESH
PRODUCE MARKETS
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Milk

Collection

Dairy
Farmers

PRICE CAPPING IN MEAT & MILK MARKETS

MILK VALUE CHAINS

Milk
Processing

Secondary
Milk
Collection

Milk Value Chain. Adapted from “Analysing Pakistan’s Modern Dairy Value Chain Innovation”, published by
the Collective for Social Science Research (CSSR), funded by UKAID.

In these markets, prices are
often set by a committee
formed under the district
commissioner, based on
production costs & market
conditions

Prices are rarely monitored at

the point of sale, which results

in consumers having to pay higher
prices, unless they are willing to
buy poor quality adulterated
products at government prices

ﬁcecaps imposed by the

government do not incorporate
changes in production cost, and
promise insufficient returns for
farmers to allow investments in

storage, value-addition or
production improvements

Profits are maximized by the
intermediary, while the
producer ends up receiving
the capped price




Producers

Livestock
farmers

Aggregators

Wholesaling/
Semi-wholesaling
by beoparies'in
urban + rural
mandis, rural

Processors

Government
abattoirs, private
slaughterhouses,
Illegal
slaughterhouses

MEAT VALUE CHAINS

Wholesalers

Meat wholesalers
and beoparies

Retailers

Butcher shops,
retail distribution,
restaurants,

meat processors

slaughterhouses
and butchers

Meat Value Chain. Adapted from “Political Economy Analysis on
Livestock Sector (2020)”, funded by FCDO.

RETAIL
PRICE

LARGE-SCALE
INVESTMENT

The imposition of the retail
price regime around meat is
uneven as district administrators
(Deputy and Assistant
Commissioner’s office) are often
found enforcing fines on small
retailers as well as larger branded
ventures like Meat One and Zenith

Livestock producers
do not get a fair price
for their cattle

This dissuades large-
scale investment and
formalization in the
livestock sector



FRESH PRODUCE VALUE CHAIN

VALUE CHAIN
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Commission Agent
Farmer /Middleman
/Wholesaler

Retailer

{

Fresh Produce Value Chain (Asian Development Bank, 2019)

Despite being an agro-based economy, Pakistan
remains a net importer of fruits and vegetables,
with little investment in high-value agriculture

High price volatility in the fresh produce
market is due to fluctuations in domestic
supply, exchange rate, international price
& trade policy decisions

Government’s approval process of seeds for
new & better varieties put forth by the private
sector is long, cumbersome, biased & inefficient.
Thus low value & low yield varieties seeds end
up being used which limits productivity and
export potential

Fresh produce markets allow commission agents,

arthiyas, who conduct auctions, to bid up prices

leading to high retail prices. Arthiyas offer farmers low

prices or informal credit in exchange for their produce.

Commission agent’s profit is
directly linked to the information
asymmetry between market actors

PRODUCE




HOW TO THINK ABOUT POLICY REFORM?

Q-2

What are the key policy changes
necessary for government to play
a more supportive role in ensuring
stable prices and supplies?

Q-3

How can the supply chains &
the services provided by the
transporters, middlemen,
wholesalers, and retailers be
improved?

Q-1

What are the
channels through
which government
intervention impacts
food prices?

(-4

How are supply and demand
shocks in food markets managed
in other countries?
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