COMPETITION REGULATION AS A TOOL TO CONTAIN FOOD PRICE INFLATION IN SOUTH ASIA

Dr. Anusree Paul
Senior Policy Analyst


Regional Seminar 
on 
Emerging Issues on Trade, Climate Change and Food Security: Way Forward for South Asia

31 May-1 June 2012, Colombo, Sri Lanka















Introduction 
Objective
Literature Review
Competition Characteristics of Agro-Food Sector
Examples of Anti-competitive Practices 
Summary, Conclusion & Recommendations
Contents
5/31/2012
IPS, Colombo, Sri Lanka 
2









The South Asian countries are dominated by agro-based (food and food processing ) industries.
 
Enormous significance for economic development. 

Food market structure is an important determinant of food prices.

Distortions in terms of its competitiveness leads to a market failure and hence price instability. 

Competition Policy and Law – a tool to alleviate market failure. 
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The aim of this paper is:
    To discuss the role of competition regulation in  containing food price rise in South Asia.

We have considered five major South Asian countries: Bangladesh, India, Nepal, Pakistan and Sri Lanka.

To address the objective we need to concentrate on the following issues:
 Food market structure and conduct.
Causes and consequences of food inflation.
Competitive characteristics of agro-food sector in South Asia.
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Food Commodity Price Spikes since 2004
World Market Scenario
Source: FAO Statistics
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As a background of the study, let us take a quick look of the world market vis-à-vis S-asian countries’ food inflationary situation.

World’s macro economic scenario reveals price rise took place across food categories.
international food price: higher+volatile in recent years. 
volatility is an intrinsic characteristics of agricultual commodity market.
5

Food Price Index	2004	2005	2006	2007	2008	2009	2010	2011	105.14332032147794	109.71230356014992	116.58596229818501	139.55794633422209	164.63842868076213	134.992366037533	158.27090135283657	200.19080049504598	Meat Price Index	2004	2005	2006	2007	2008	2009	2010	2011	106.32018430816395	112.36760387461649	109.08187233074334	109.98950423373827	126.26143119329281	114.34040677077408	130.03473043707444	155.26999837555752	Dairy Price Index	2004	2005	2006	2007	2008	2009	2010	2011	114.7044420330608	126.58685476324622	117.78543594122141	186.72991727544832	180.9163808711244	121.74771506500639	171.19737562779534	193.98372088280789	Cereals Price Index	2004	2005	2006	2007	2008	2009	2010	2011	100.52319785731378	96.840829551589678	111.98360694747906	146.73749114322987	195.90637809033734	149.37665569535358	155.95515931493097	217.13571266305587	Oils Price Index	2004	2005	2006	2007	2008	2009	2010	2011	104.90711715446405	96.931183909961931	103.52276968316592	149.49753235530667	187.19264508056906	129.78019445428822	165.86964312835912	221.89910465366441	Sugar Price Index	2004	2005	2006	2007	2008	2009	2010	2011	95.099213049304197	131.23320467426299	192.90450696219494	125.73374512512538	149.62957518271102	221.33170568650775	257.981038048247	324.53462522787925	



The Trajectory of Food Inflation in South Asia

Growth of Consumer Food Price Index in Major South Asian Countries
Source: FAO Statistics.
Growth Rates* (in %)
	2000-2011	2007-2011
Bangladesh   	    7.0	    8.3
India	    6.0	    10.5
Nepal	    8.0	    13.3
Pakistan	    11.0	    15.4
Sri Lanka	    8.0	    10.0
* Significant at 5 % level of significance.
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Bangladesh	38353	38384	38412	38443	38473	38504	38534	38565	38596	38626	38657	38687	38718	38749	38777	38808	38838	38869	3889	9	38930	38961	38991	39022	39052	39083	39114	39142	39173	39203	39234	39264	39295	39326	39356	39387	39417	39448	39479	39508	39539	39569	39600	39630	39661	39692	39722	39753	39783	39814	39845	39873	39904	39934	39965	39995	40026	40057	40087	40118	40148	40179	40210	40238	40269	40299	40330	40360	40391	40422	40452	40483	40513	40544	40575	40603	40634	40664	40695	40725	40756	40787	40817	122.44000000000032	123.8	124.73	124.61999999999999	125.3	126.35	127.69	129.13999999999999	131.33000000000001	134.01	133.66999999999999	131.02000000000001	130.6	130.65	132.33000000000001	134.93	136.44999999999999	137.47999999999999	137.16999999999999	138.72	142.16	146.07	143.4	140.30000000000001	139.29	141.57	143.62	147.05000000000001	147.84	150.97999999999999	152.83000000000001	154.84	157.94	163.19999999999999	163.22999999999999	160.58000000000001	159.07	159.58000000000001	162.16999999999999	161.49	162.07	172.26999999999998	174.10999999999999	173.98000000000027	177	176.4	174.14	171.54	169.93	169.4	169.45000000000007	169.23999999999998	170	172.7	179.93	182.55	185.82000000000087	190.13	187.8	187.83	187.88000000000127	187.92000000000004	187.75	186.97	188.22	191.49	195.60999999999999	200.16	203.88000000000127	206.16	206.2	208.51	210.26	211.92000000000004	213.8	213.82000000000087	212.99	215.45000000000007	India, agri wrkrs	38353	38384	38412	38443	38473	38504	38534	38565	38596	38626	38657	38687	38718	38749	38777	38808	38838	38869	38899	38930	38961	38991	39022	39052	39083	39114	39142	39173	39203	39234	39264	39295	39326	39356	39387	39417	39448	39479	39508	39539	39569	39600	39630	39661	39692	39722	39753	39783	39814	39845	39873	39904	39934	39965	39995	40026	40057	40087	40118	40148	40179	40210	40238	40269	40299	40330	40360	40391	40422	40452	40483	40513	40544	40575	40603	40634	40664	40695	40725	40756	40787	40817	108.47	107.82	107.49000000000002	108.14	108.47	109.45	112.05	112.7	113.36	114.01	115.64	114.66	113.67999999999998	113.03	113.36	114.66	116.61	118.57	119.22	120.2	122.48	124.76	126.38	126.06	126.06	126.38	126.71000000000002	127.04	127.36	128.99	130.62	132.57	133.22999999999999	134.53	134.85000000000107	134.53	133.55000000000001	134.85000000000107	137.46	139.73999999999998	140.07	141.37	144.63	147.56	149.19	150.81	150.81	149.84	150.49	150.49	150.81	152.44	155.69999999999999	158.96	164.82000000000087	168.4	171.01	173.94	178.18	180.13	181.43	179.15	177.52	177.52	178.18	180.78	183.39000000000001	183.70999999999998	185.99	186.97	188.26999999999998	192.18	195.10999999999999	191.86	190.23	190.55	191.53	193.16	195.10999999999999	196.73999999999998	198.05	199.67	India, industrial wrkrs	38353	38384	38412	38443	38473	38504	38534	38565	38596	38626	38657	38687	38718	38749	38777	38808	38838	38869	38899	38930	38961	38991	39022	39052	39083	39114	39142	39173	39203	39234	39264	39295	39326	39356	39387	39417	39448	39479	39508	39539	39569	39600	39630	39661	39692	39722	39753	39783	39814	39845	39873	39904	39934	39965	39995	40026	40057	40087	40118	40148	40179	40210	40238	40269	40299	40330	40360	40391	40422	40452	40483	40513	40544	40575	40603	40634	40664	40695	40725	40756	40787	40817	111.5	110.84	111.06	112.16999999999999	112.61	113.27	116.14999999999999	116.59	117.26	119.03	121.24000000000002	119.25	118.57	117.54	117.54	119.59	122.66	125.72	125.72	127.77	128.79	131.85000000000107	131.85000000000107	131.85000000000107	130.83000000000001	131.85000000000107	131.85000000000107	132.88000000000127	133.9	135.94	139.01	140.03	140.03	142.08000000000001	141.05000000000001	140.03	140.03	141.05000000000001	144.12	147.19	148.20999999999998	150.25	153.32000000000087	156.39000000000001	158.43	162.52000000000001	162.52000000000001	158.43	159.44999999999999	159.44999999999999	159.44999999999999	162.52000000000001	165.58	168.65	175.81	177.85000000000107	179.89000000000001	185	191.14	192.16	190.12	187.05	185	186.03	188.07	192.16	196.25	195.23	197.26999999999998	199.31	201.36	207.49	209.54	201.36	200.34	201.36	202.38000000000127	205.45000000000007	208.51	209.54	213.62	Nepal	38353	38384	38412	38443	38473	38504	38534	38565	38596	38626	38657	38687	38718	38749	38777	38808	38838	38869	38899	38930	38961	38991	39022	39052	39083	39114	39142	39173	39203	39234	39264	39295	39326	39356	39387	39417	39448	39479	39508	39539	39569	39600	39630	39661	39692	39722	39753	39783	39814	39845	39873	39904	39934	39965	39995	40026	40057	40087	40118	40148	40179	40210	40238	40269	40299	40330	40360	40391	40422	40452	40483	40513	40544	40575	40603	40634	40664	40695	40725	40756	40787	40817	112.64	113.84	115.41000000000012	116.46000000000002	117.13	119.9	123.41000000000012	125.66	126.25	126.63	124.61	121.16999999999999	120.64	120.94000000000032	123.34	127	127.82	129.32000000000087	130.89000000000001	133.13	136.05000000000001	135.53	133.66	130.89000000000001	131.26	132.01	133.06	134.78	135.22999999999999	138.22	143.53	147.63999999999999	148.99	146.9	143.16	140.39000000000001	141.59	144.43	149.89000000000001	152.28	152.81	156.02000000000001	162.75	168.59	171.58	171.88000000000127	167.76	166.04	167.17	169.19	172.03	177.34	181.83	185.79	191.7	196.04	198.28	200	197.68	196.04	197.42000000000004	198.30500000000001	200.97499999999999	203.755	206.125	207.78	216.79	220.79	224.54	226.42000000000004	227.17	229.55	227.67	227.42000000000004	229.92000000000004	230.17	230.42000000000004	233.05	238.18	243.06	246.18	Pakisthan	38353	38384	38412	38443	38473	38504	38534	38565	38596	38626	38657	38687	38718	38749	38777	38808	38838	38869	38899	38930	38961	38991	39022	39052	39083	39114	39142	39173	39203	39234	39264	39295	39326	39356	39387	39417	39448	39479	39508	39539	39569	39600	39630	39661	39692	39722	39753	39783	39814	39845	39873	39904	39934	39965	39995	40026	40057	40087	40118	40148	40179	40210	40238	40269	40299	40330	40360	40391	40422	40452	40483	40513	40544	40575	40603	40634	40664	40695	40725	40756	40787	40817	126.07	127.16999999999999	129.93	134.15	131.72	130.57	134.41999999999999	132.93	132.9	134.47	136.22	134.5	136.37	136.69	136.97	139.03	139.09	140.72999999999999	144.41999999999999	147.65	147.86000000000001	148.63999999999999	150.69	151.6	148.22999999999999	150.34	151.68	152.10999999999999	154.82000000000087	154.35000000000107	156.65	160.38000000000127	167.04	170.44	169.46	170.1	175.28	174.47	182.94	190.9	198.91	203.82000000000087	209.63	215.06	217	224.41	221.05	217.59	213.15	214.42000000000004	219.03	223.42000000000004	222.99	225.20999999999998	232	237.84	238.75	241.31	245.65	241.36	246.17	246.43	250.87	255.92000000000004	256.01	257.83	261.64999999999998	274.98999999999899	289.45999999999964	289.72999999999894	296.12	290.48999999999899	296.44	290.10000000000002	295.95	300.01	296.66000000000008	298.24	307.64999999999998	Srilanka	38353	38384	38412	38443	38473	38504	38534	38565	38596	38626	38657	38687	38718	38749	38777	38808	38838	38869	38899	38930	38961	38991	39022	39052	39083	39114	39142	39173	39203	39234	39264	39295	39326	39356	39387	39417	39448	39479	39508	39539	39569	39600	39630	39661	39692	39722	39753	39783	39814	39845	39873	39904	39934	39965	39995	40026	40057	40087	40118	40148	40179	40210	40238	40269	40299	40330	40360	40391	40422	40452	40483	40513	40544	40575	40603	40634	40664	40695	40725	40756	40787	40817	162.44999999999999	163.15	159.97	159.54	162.38000000000127	161.44	162.58000000000001	159.86000000000001	161.52000000000001	162.16	167.25	174.05	174.05	171.7	166.92000000000004	171.52	182.69	191.65	187.47	183.87	185.83	190.22	201.56	208.04	151	152.1	151.19999999999999	151.9	153.4	158.5	161.4	164.9	168.2	175.8	185.4	187.3	196.3	203.6	207.3	213.1	219.1	222	218.6	217.8	217.2	214.5	214.6	215.6	216.3	215.6	212.9	210.8	217.7	223.2	222.1	219.1	219.5	220.6	223.7	228.6	232.1	232	227.3	222.7	227.9	230.6	230.2	232	236	241.3	246.3	251.5	256.7	262.2	259	254.5	255.6	



General Inflation and Food Inflation in Major South Asian Economies
(y-o-y change in percent)
Source: Bangladesh Bureau of Statistics, Reserve Bank of India & Office of Economic Advisor, Nepal Rastra Bank, State Bank of Pakistan &Central Bank of Sri Lanka
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Food price inflation	2004-05	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2004-05	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2006-07	2007-	08	2008-09	2009-10	2010-11	2004	2005	2006	2007	2008	2009	Sep-10	Sep-11	2005	2006	2007	2008	Bangladesh	India	Nepal	Pakistan	Sri Lanka	8.7000000000000011	8.8000000000000007	9.8000000000000007	14.1	7.2	8.5	11.3	2.2999999999999998	3.9	6.9	7	6.6	20.6	9.5	7	9	17.3	15.1	14.7	6	12.5	6.9	10.3	17.600000000000001	23.7	21.3	9.9	11.4	8.9	20.3	30.3	General inflation	2004-05	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2004-05	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2006-07	2007-08	2008-09	2009-10	2010-11	2004	2005	2006	2007	2008	2009	Sep-10	Sep-11	2005	2006	2007	2008	Bangladesh	India	Nepal	Pakistan	Sri Lanka	7.4	7.5	9.2000000000000011	10	6.7	7.3	8.8000000000000007	7.4	7.5	9.2000000000000011	10	2.2999999999999998	10.200000000000001	9	5.9	6.7	12.6	9.6	9.6	4.5999999999999996	9.3000000000000007	7.9	7.8	12	20.8	14.9	10.5	11	10	15.8	22.6	



Food Market Structure :

Coexistence of organised and unorganised structure.
Imperfectly competitive structure.
Traders/ intermediaries dominance, more market power.
Increasing integration influences competitiveness and market structure through linkages.

Literature Review
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Food Price Inflation:

Causes of Food Price Inflation in South Asia
Structural & Cyclical
Demand and Supply
Policy Failure
Consequences of Food Price Inflation
Food insecurity has been intensified in South Asian region.
Larger decrease in real income.
Increase in poverty
5/31/2012
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Structural and cyclical: cost push inflation
9

Market distortions in the food market lead to anti-competitive Practices.

     Increase the price differential between farm gate and the retail level
     in South Asian countries. 
The typical  market distortions  include: 
barriers to entry in domestic trading services, 
barriers to intracountry commodity movements, 
state intervention in the market ,
inadequate marketing and transport infrastructure. 
South Asian countries suffer from all problems at different degree. 

Competitive Characteristics in Agro-Food Sector
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Bangladesh : collusion of the middlemen or intermediaries of the sector
Price differences between farm-gate and retail varies from 60 to 150 percent. 
    Source: The Daily Star, 2 February 2012, ‘Gloomy Winter for Farmers’.

Pakistan:  Collusion among ghee and oil manufacturers and their association to fix their prices at a higher level.

 	Source: Enquiry Reports, Competition Commission Pakistan. Available at: http://www.cc.gov.pk/images/Downloads/enquiry_report_ghee_cooking_oil.pdf


Examples of Anti-competitive Practices 
(Collusion)
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India :  Existence of cartels in onion trade across Maharashtra, Punjab and Haryana. 
The farm gate price of onion varies between Rs. 25-30 per kilo
Retail prices  are hovering over Rs. 70-80.
Mark-up:Rs.5-6 for storage and transport. 
Source: KG Narendranath , Sandip Das : CCI to investigate onion cartel, Indian Express, New Delhi, Fri Jan 07 2011.


Pakistan: Vertically integrated poultry industry made a cartel in all markets of day old chicks, poultry feed,broiler chicken,  eggs and grandparent stock.
Source: Enquiry Reports, Competition Commission Pakistan. Available at: http://www.cc.gov.pk/images/Downloads/poultry_14_july_2010.pdf)

Bangladesh: Entry barrier by large conglomerates in Sugar Industry.
 Source: Ellis, Karen et al (2010): Assessing the Economic Impact of Competition, Overseas Development Institute, UK


Examples of Anti-competitive Practices 
(Cartelisation & Entry Barriers)
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Competition policy: affect structure and conduct of firms.
Competition law: prevent anti-competitive business practices or market failure and unnecessary government intervention.
Food sector: mostly unorganised, limited  scope of  competition regulation so far.
Growing participation of private sector in food market chain.
In the present structure, competition regulation can potentially play a vital role to check anti-competitive market behaviour and hence price distortions.
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The food inflation issue in South Asia is a structural one.
Need for structural transformation. 
watchful competition and regulation system under an effective competition law-policy framework.
Necessary government intervention.
Addressing food inflation requires a strong governance of the food production and policy system. 



Summary, Conclusion & Recommendations
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Thank You
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