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Report Highlights:

Pakistan’s MY 2000/01 wheat production forecast has been reduced 700,000 M T to
19.3 million metric tonsdueto dry weather and the lack of adequateirrigation
supplies. Although a19.3 MMT crop istill arecord, theimport forecast has been
increased to 25 MMT dueto low stocks, lower -than-expected procurement and the
potential for increased demand asaresult of the continuing drought in Afghanistan,
southern Pakistan and bordering areas of India.
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PRODUCTION:

Pakistan's MY 2000/01 wheset production prospects have diminished in recent weeks due to continued dry wegather in
rain-fed areas and the lack of adequate irrigation supplies. About 85% of Pakistan’swhest crop isirrigated. Pakistan
depends on snow melt for about two-thirds of its irrigation supplies and rainfal for the remainder. Although the snow
pack is reported to be normd to above normdl, irrigation supplies are a criticaly low levels because of large releases
last fal following awesk monsoon and later-than-usua snow melt due to cooler-than-norma temperaturesin the
mountains. Although the Stuation reportedly isimproving, cotton, rice and cane planting could be ddayed in some
areas with some potentid for yield loss.

The Minidry of Food, Agriculture and Livestock (MinFAL), which initidlly indicated irrigation problems would not
affect whesat, now concedes that the lack of the find watering will result in some yield loss. Reports from Sind indicate
sgnificant amounts of shriveled kernels due both to the lack of water as well as high temperatures during filling. Last
week, MinFAL released it firgt crop estimate at 19.3 million metric tons (MMT)-which is ill arecord (the previous
record was 18.7 MMT in 1998)-but well below the targeted 20 MMT. MiInFAL’sinitid estimates have historically
been high.

Table 1. Wheat Production, Supply and Demand

PSD Table
Country |Pakistan
Commodity \Wheat (1000 HA)(1000 MT)
Revised 1998| Prdiminary 1999| Forecast 2000
Old New Old New old New
Market Y ear Begin 05/1998 05/1999 05/2000
Area Harvested 8355 8355 8230 8230 8600 8600
Beginning Stocks 3211 3211 3810 3810 2481 2481
Production 18694 18694 17854 17854 20000 19300
TOTAL Mkt. Yr. Imports 2875 2875 2390 2390 2000 2500
Jul-Jun Imports 2875 2875 2209 2209 2000 2500
Jul-Jun Import U.S. 1100 1100 450 450 1000 1500
TOTAL SUPPLY 24780 24780 24054 24054 24481 24281
TOTAL Mkt. Yr. Exports 20 20 25 25 0 0
Jul-Jun Exports 20 20 25 25 0 0
Feed Dom. Consumption 400 400 400 400 500 500
TOTAL Dom. Consumption 20950 20950 21548 21548 22500 22500
Ending Stocks 3810 3810 2481 2481 1981 1781
TOTAL DISTRIBUTION 24780 24780 24054 24054 24481 24281

In addition to production problems, MinFAL as0 is experiencing difficulties procuring the crop. Severa months ago,
MinFAL decided to cancel a needed import tender and to draw stocks down to uncomfortably low levels againgt early
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procurement in Sind of 1 MMT. Thusfar, Sx weeks into the procurement campaign, MinFAL has procured only
260,000 MT in Sind and lags behind last year’' s overdl nationa procurement pace. Procurement isimportant,
independent of tota output, because it (dlong with imports) alows the government to regulate the market and moderate
flour (and bread) prices.

There are severd reasons for the dow procurement pace thusfar. Bureaucratic and other transaction problems make
farmers reluctant to sdll to the government. Secondly, the government only recently was able to fund thisyear’s
procurement. Many observers, however, believe the mgor reason for the dow procurement paceis MinFAL's
reluctance to set a"release” price.

The"rdeasg’ price is the subsdized price a which MinFAL provides wheet to mills. During the past few years,
MinFAL has st the release price about rupees 500 above the procurement price (currently Rs. 7,500 per MT) in
order to reduce its subsidy (from about Rs. 1,600 per MT to about Rs. 1,100 per MT, $1 = Rs. 54.20). Using this
formula, this year’' s release price would be around Rs. 8,000 per MT and the market would then price its wheet severd
hundred rupees higher. This year, however, as part of World Bank reforms, the Government of Pakistan (GOP) has
agreed to eiminate the consumption subsidy on whesat over the next three years. Assuming an equd reduction each
year, this year’ s release price would need to be around Rs. 8,300 per MT. However, given the dready large increase
inwhegt prices this year as areault of the 25% increase in the procurement price last fdl, the government is reluctant to
reduce the subsidy and has not announced the release price. Uncertainty over the release price causes other buyersto
be cautious, which serves to depress prices.

In past years, the government invoked Section 144 restrictions during the wheeat harvest. These redtriction ban the
inter-district movement of wheat, which depresses prices in surplus production areas and makes it easer and cheaper
for the government to procure wheat. Thusfar this year the GOP has not invoked Section 144. Ingtead, it has
declined to send the market a clear price sgnd. Essentidly, the farmer iswaiting for the market to price hiswheet and
the market iswaiting for the government to set the release price. Given the lack of on-farm storage, the government
knows the farmer cannot wait long.

CONSUMPTION:

The GOP a0 is growing concerned that drought in Afghanistan, southern Pakistan and India will place additiond
demands on Pakistan’ swheat supply. Severe drought in Afghanistan could lead to both an influx of refugees aswell as
to increased leakage of wheset across the borders. Drought in India and particularly the bordering state of Rgastan adso
could result in leakage due to the better logistics to supply parts of Rgastan from Sind than from India. Anincreasing
severdy drought in Pakistan, which currently affects about haf of Baluchistan and parts of the Northwest Frontier
Province and Sind, aso holds the potentia to place significant increased demands on Pekistan's wheat supply.

TRADE:

Pakistan’sMY 2000/01 import forecast has been increased 500,000 MT to 2.5 MMT, based on the declinein
production and potentid increasesin demand. Industry observers generdly consider this to be the minimum necessary
to maintain aminima margin of safety. Observers indicate the government’ s strategy not to buy several months ago (at
low world prices) but ingtead to draw stocks down very nearly resulted in adisaster. With Indian meteorologic officids
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predicting a weaker-than-usual monsoon, Pakistan is not in a pogtion to flirt with another disaster by deferring needed
imports for long.
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