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INTRODUICTOIN

Pakistan’s Agriculture is required, more than ever before, to grow at a
faster rate in order ta feed rapidly growing pepulation with basic as well as
protective foods; to supply raw meterials to the growing industiral sector; to
increase purchasing power of agriculture sector for buying finished goeods; te
augment production for export &s well a5 for import substitution. It would be
beyond the capacity of traditional and subsistance oriented agriculture to fulfill
these ¢nds, Reasonable prices for agricultural cormmodities ¢an provide a pood
incentive to farmers to use modern inputs for increasing their production, So
agricultural pries policy can play an important role in sheping the development
pattern of a country.

Pakistan introduced a system of support prices in 1960, Initially itz cove-
rape was limited and government was supposed to enter the market only in case
the price ofwheat will go below Rs, 13.50 per maund. Aftec-wards Rice, Cotton
and Sugarcane were alse ingluded in the programme. presently almost gll the
major ¢reps are covered in the progromme,

Though there are several alternative metheds to determine support prices
such as cost of production, value éost ratio, ¢rop price in relation te wholssale
price index. international price structure, ruling price ¢riterion, intercrop parity
criterion and parity criterien ete.; an appropriate method for determitihg the
level of support prices has yet to be devised. In this paper parity price approach
has been used to determine the support prices because it will provide a yard-stick
designed to represent the fair price for the commeodities which farmers produce
in relation to the price of commaodities which they buy, The prices so determi-
ned will help to improve the terms of trade of agriculiure and thus will provide
a good incentive to farmers for avgmenting their production.

Main Objectives of the study are:.
1) To compare the price status of the farmer as 2 producer with his stetus as a
COAsUmET.



2) Ta compare the calculated parity prices of major agricultural crops wilh the
procurement and open market prices of these erops.

Methodclogy: To compute the parily prices, at first the prices received by the
farmers and prices paid by them were calculated to comput the index of prices
received by farmers and the index of prices paip by them.

Prices Received: Total quantity sold of a commodity was muhiplied with its
price ta gt the prices received by all the farmers for that commodity. prices
received by the farmers were estimated to reflect sales of all classes and grades of

the commadity being sold.

Prices Paid: These included the average prices of production inputs and basic
consumption items that farmers buy. Some items like transistor radios, watches,
sewing machines etc have been excluded from the list of items that farmers buy
because the price data for thess commodities were not available. Prices paid
alsa reflect the average annual prices of items that farmers buy. The universe
of inquiry for prices paid by the farmers was the sum toial of all important
purchase transactions made ty the farmers to acquire the pgoods and services

used for family living and farm production.

Index of Prices Received: The index of prices received revealed the everage
yearly change in prices of agricularal products, Laspeyre’s index formula hes
been used ta compute the index of prices received, 1975.76 has been taken as

the base pericd.
Pi;
L= & X Wiy
Pij
Where 1 == [odex for a particular group.
Pi; = Refers to the current price for commedity i
Pi; = Refers to the base period price for commaodity i,
Wi, = Rafers to the base period weight for commedity i.
Index of Prices Paid: Index of prices paid by farmers was computed to measure
the changes in prices of goods and services bought by the farmers® and to
determine wheather the prices of agriculiural commodities have stayed in step

with the prices of commoditiss bought by the Farmers.

From the indices of prices received and paid by the farmers, parity ratios
and parity price: have been computed according to the following formulae,
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Index of prices received by farmers
X 10

Parity ratioc =
Index of prices paid by farmers.

AP X IPP
100

AP = Average price received in the base period,
1PP — Indsx of prices paid in the year for which parity price is calculated.

RESULTS AND DISCUSSION

Parity Price =

The major results of the study are discussed as under -

A —— Puarity prices for Major Apricultural Commoditles:
Parity prices, caleulated, for major agricultural crops namely wheat rice, cotton
and sugarcane are given in Table-1, -

Table |. Estimoted parity prices with base priod 197576 = 100 (Rs. per 40 kg}

Year  Wheat  Rice Rice  Rice Rice Seed Cotton  Supar-
paddy (fine) paddy {coarse} collon lint cane
tfine) grains {coarse} grains

1976.77 48.38 - 60,36 155,40 4,82 6835 14509 303,57 6.34
1917-78 49.32 68.33 164,83 2693 7230 16%.89 32198 720
1978 19 5197 77.24 173,70 3892 T640 17903 3391 7.63
1979-80 58.66 87.86 196503 4393 RB6.23 20007 383.97 R.64
1980-81 66.80 116,71 223.27 60.03 9820 24358 436.14 9.83
163182 7209 144,52 24394 T6.Bl 10730  289.03 476.53  10.76
19%82.8% T7.12 15%.09 237.76  BB.O2 11338 31438 0282 1133

Table 1 ahows that parity prices of all the major crops depict an increasing
trend from 1976-77 to 1982-23 and during this period there has been about 633

increase in these prices,

Wheat: Comparison of parity prices with the procurement and open market
prices for wheat are given in Table-2, Though the procurement prices of wheat
increased by 22.7% in 19748-79, yet these were lower than the parity as well as the
ppen market prices,
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Table 2. Camparison of party prices of wheat with oper market and proctirement
Prices ( Prices in Rs,[40 kg).

Year Parity Procure- Procuye- Open Cpen
prices ment ment market market
prices prices as prices prices us
percent of percent of
parity prices parity prices B
1976-77  46.50 39.53 45.21 43,45 21,40
1977.78 49,32 39.65 80.39 49,65 100.47
1978-79 51.97 48.23 92,80 55,40 1{8.60
1979-80 .66 30.00 85.23 55,24 84.34
1980-31 66,80 &£8.00 £6,82 33.83 36,57
1981-82 72.99 58.00 79.44 6938 85.03
1982-83 T2 64.00 8293 70.11 a0.91

Rice : In 1976-77 the procurement price of rice pady (fine) was 92.3 percent of
parity price, but in the following year: thoug'h the procurment price was increa-
s¢d almost every year except 1979-30; the dercentage declined as a congequence.
Parity prices registsred an exorbitant rise of 183.3 percent from 1976-77 to
1982-83 while there was only 60 percent increase in the procurement prices for
the same period. 1In 1981-82 it increased from Rs. 33.58 to Rs, 45.00 but it was
still 41 percent lower than parity prices as is shown in Table-3.

Table 3. Comparison of parity prices of rice paddy (Fine and Course) with procure-

ment prices
Rice Paddy (fine) Rice Paddy (coarse)
Parity Procure- Procure Parity Procure- Procurement
Year  prices ment ment price  prices tenat Prices as
Prices a5 percent prices percent
o ~ of parity prices e of parity prices
197677 60.36  055.73 97,32 34.82 82.45 92,33
1977078 £8.32 52,48 B7.04 36.93 2.1 B7.05
1978-79 77.84 64,30 #2.60 3s.92 3213 B2.60
1979-80 £7.36 &4.30 73218 43,93 3z.15 73.18
1980-81 114,71 71.00 64,25 60.03 38,58 04.26
1981-82 144.52 85.00 58.31 76,51 45.00 58.81
198283 158.09 28,00 63.66 28.00 4202 0586
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To the year 1976-77 procurement prices of rice grains (fine) were 77 percent
of the parity prices, these declined further with the pastage of time and were
only 3% percent of parity prices in 1952-83. The procurement prices of rice
grains (coarse) were R4 percent of the perity prices in 1978-77 and the peTcentape
further decreased aver time as is shown in Table-4,

Cofton: Table.5 shows that during 1976.77 the procurement price of seed eottan
was § percent lower than the parity price. In 198283, though opeén market
prices were 14 percent higher than the pProcurement prices but were 33 percent
lower than the parity prices,

Table 8. Coparisen of Parity Prices of Seed Coiton, with open Market{ Procurement

Prices,
Year Parity Procure- Procurement Open  Open market
pricas meat prices as market  prices as
prices .percent of Prices percent of
PArity prices parity prices
197677 14509  113.96 92,32 * S
1977-78 163.39 147.89 . 87.05 185.64 109.27
1978-79 175,03 147,89 82.80 175,63 23.11
i979-30  302.07 147,89 73,18 151.20 74.82
1930-81 248,98 160.00 6424 178,74 71.79
1951-82 289,98 170.00 58.62 194.53 &7.08
1932-583 314.38 175.00 5573 194,490 64.99

*Open market prices for 1978-77 were not available,

The comparison of parity prices of catton lint with the open marke! prices
and procuretnent prices from 1976-77 to 1982-83 is given in Table-6. The level
of support prices for cotton lint was higher than the parity prices except for 1he
years 1981-82 and 1882-83. The open market prices also showed a similar trend.

SUGARCANE

Tabie-7 shows that the level of support prices for sugarcane though remained
lower than the parity prices during all the vears considererd in the study, but
remained more thano 80 per cent of the parity prices,
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Table &, Comparisort 6f Parity Prices of Cottan Lint with Open Mrurket{ Procire-
srent Psices. (Rs, per 40 Kg.)

Year Parity
prices
197677 303.57

1977-78 32198
1978-79 339,31
1979-80  382.97
1980-51  436.14
1981-82  476.53

T 19%2-83 503,52

Procurement Procure- Open Open market
prices ment market  prices as
prices as prices percent of
percent of parity prices
parity prices
434.04 142 9% 366.38 120. 6%
339.00 111.30 34B.40 108.21
389.00 104,64 461.12 135.90
410.48 10717 398,28 104,00
442,61 101 .48 442,76 101.52
44900 04,22 466.24 97.41
4453.00 BOLLY 497,433 98.71

Table 7. Camarison af parity prices aof sugar-cane with fhe procuremeni prices
(Rs, per 40 kg).

Year Parity prices Procurement® Procurement prices as

prices per cent of parity prices,
197677 6,84 6.16 99,00
1977-T8 7.26 6,16 84.85
197319 7.63 #.16 8052
1979-80 B84 7.50 88,81
1980-81] 0.83 9,65 98.17
1981-82 10,73 u.65 £89.77
19E2-83 11,33 T.63 85,02

*Punjab

B+ Parity between Agricultioral and non-agriculiural commodiiies

The parity ratios between agriculterzl and non-sgricultural sectors reveal
the terms of trade between the two sectors and is of great inportance in the discu-

ssions of price policy. The rato of agricultural prices to non-agricultural prices
from 1976-77 to 1982-83 were computed as shown in Table-3 :
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Table 8: Parlty ratls between the prices of major agricultural commodities {Wheat,
rice, coften, sugar cang) and non-ggriculmiral commoditiey dwing 1976-77
te 1083283 (1075-76 = 100}

Year Tndex of Index of  Combined Parity Ratio of
prices prices parity
received paid ratio Wheat Rice Cotton Suparcane

1576-17 110.61 108.7) 192.12 98.67 106,47 107.%7 92,32
1977-78 123.32 114.88 109.25  101.67 117.27 124.02 £87.04
1978-19 13912 121.06 11492 107.1% 9344 140.24 82.80
1979-80 138.99 138.64 100,26 9832 B89.83 11297 9518
1980-81 148,84 155.61 03,60 86,81 46794 10722 93,28
1981-82 165.06 170.02 07.08 92,78 100.0% 10312 v2.36
1932.83 171.43 179.63 035,45 D150 S4.28 101.94 89,74

The table shows that the térms of trade remained in favour of farmors
for the years 1976-77 to 1979-80 and then turned against them. The terms of
tra de remained unfavourasle for wheat growers in all the years except 1977-73
and 1978-79, whereas for sugarcans ths parity ratio remained unfavourabls
dyrigg all the years. In case of cotten the parity ratio remained favounrable in
this peried and for rice the parily ratio fluctuated from year to year and remained
favavrable only in the years 1978-77 and 197778,

Table & :  Parity between prices received of the farm products and prices paid for
Ffarm inputs, ( Fertilizer).

Yecar Tndex of prices Index of prices Parity ratio
received paid
1976-17 114.32 88.43 129.27
1977-78 125.24 £8.60 144,62
1978-79 134,53 82.57 162,93
197080 137.35 821.80 148 00
1980-81 151.85 116.57 130.27
1981-32 165,42 118,74 142.63
1932-23 171.22 135,82 126.06
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C: Farity between prices recefved of the farm Preducts and prices paid for farm

inputs,

‘Table-9 shows that the parity ratio bstween prices
Prices recived of the farm products remained favoura

considered decanse the data were not avallghble,

D: Cropping patierns and parity.

In a multicrop economy, the
depends on the movement of interg

patlerns prevailing in various areas of Pakistan have been selected to

the parity ratios by considering cach of these cropping pattérns,

Table-10 ilustrates that parity ratio for all the ‘cropping patierns

deteriorated in 193283 as compared to 1981-82. The table furthier reveals
Inore suitable for the farmers

the cropping patiern of wheat-sugarcane-cotton, is
as compared to the other cropping patterns.

Table 10:  Parity ratios Jar the mafor cropping patterns in Paklston (197 5-76 = I,

paid fer-fertilizer and
bie dueing all the years

considered in the stpdy. Pesticides, the other in-portant input, could not be

allocition of land between different crops

Fop price ralatives., Sbine common cTopping
compuie

have
that

Year Cropping pattern  Index of prices  Index of prices Parity

rectived patd ratis

" 198182 Wheat-Maize-§.Cane 158.61 176.02 93.08

1982-83 -do- 164.81 179,85 91.73
1981-82 Wheat-Maize 158.90 170,02 93.15
1982-83 -do- 185,48 179,65 92,11
1981-82 Wheat-Rice 160.00 170,02 94 15
1962-83 -do- 166,00 175,45 92,40
1981-82  Wheat-5.Cane-Cotton 164,47 17008 96,73
1982-83 -do- 171,30 119.65 95.53
CONCLUSION :

The parity price approach, along with the

and other methods, can pravide a better lnsight to policy miakers for chalking

out a rational support price policy.
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The study shows that the procurement prices of rice (finel were 40 pear cenl
lower than the parity prices in 1982.82; Although the procurement prices were
lower in cﬁtton, wheat and coarse rice also but the gap was less. While the
Government earns a reasonabls profit through the export of fine rice, the farmers

"do expect their share in this profit. _

There is therefore, a strong ease to incrense the support price of rice (Fine),
As regarde the other crops, because the domestic prices of these crops are clese to
the international prices therefore, ieave no scope for an increase in support prices.
The only option we have is ta reduce the cost of production of thesc crops by
increasing yield per acre through ensuting the better and timely supply of water
and modern inputs and better use of agronomic techaiques. Considerstian

_should alsobe given to review the cost of marketing and 10 bring it down, -

In order to take care of the yearly price fluctuations in the exporiadie and
other commoadities, the feasibility of establishing & price suppert fund for all
crops should be stodied,
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