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Abstract

This study seeks to carry out a historical institutional analysis of the evolution of the Nepal Food Corporation, which is a welfare measure designed to address food insecurities in remote areas. The aim of the study is to examine the outcomes of two reforms, but by first, tracing the processes that have led to their development. 

The findings of this study show that, the politics of representation of the problem within the NFC is what has been the driving its institutional evolution, rather than measures to rectify the problems themselves. As such, the institution has been pushed into two paths: a social program that supplies subsidized grains to remote areas and a commercial aspect that seeks to offset the losses of the welfare program by selling grains at commercial prices in non-remote areas. This fragmentation has inevitably affected its operations and has led to failings on its part to provide assistance to its intended beneficiaries.

Key Words 
Politics of reform, food distribution, historical institutionalism. 
Chapter 1
Introduction 
One of the most fundamental challenges facing the Nepalese state is how to meet the basic food requirements of its people. It is a social responsibility, an economic necessity and a political imperative that has long remained a central concern for policy makers.  Faced with a multitude of constraints ranging from low agricultural production and productivity, a burgeoning population
, increased reliance on foreign imports
 and shrinking foreign reserves – planners and policy makers have been confronted with an overwhelming problem, which they are struggling to overcome. 

This paper is a study of one specific state agency – the Nepal Food Corporation (NFC) - which was established as the state's main instrument to address the growing food insecurity in remote areas
. This is a welfare measure designed to sell subsidized foodgrains, primarily coarse rice, to food deficit districts to ensure availability and fair prices to rural consumers
. In addition, the corporation also acts as an instrument to influence grain prices in urban settings, hold stocks for emergencies and manage food aid from donor agencies. Presently, the distributional network of the subsidized program extends over 30 remote districts; with the system handling over 20,650 MT of grains
 in 2008, the equivalent of 15.5 percent of the total national deficit
.
Since its establishment in 1974, the NFC has under gone two extensive restructuring processes that were implemented in the early 1990s and later in 1998/99 (chapter 4). The publically stated goals of these measures were to make the distributional system more- "efficient" and "effective"; with the dominant interpretation of its failings highlighting leakages
 and the "inefficiency" of the corporation, vis-à-vis the private sector
, as the main reasons for change.
 Subsequently, the solutions advocated and implemented included a shift towards "geographical targeting" and a "quasi-privatization" system of functioning (chapter 5); which has resulted in the NFC being pushed into two paths – a social program that supplies subsidized grains to remote areas and a commercial aspect that seeks to offset the losses of the welfare program by selling grains at commercial prices in non-remote areas. 
The aim of this study is to examine these outcomes in detail, but, by first unpacking the dynamics that have conditioned their development. It seeks to do so by locating the NFC and its evolution within the boarder context of national political and economic changes since 1951. Primarily, because the reform measures coincided with unprecedented changes, as the country progressed towards multi-party democracy and policy makers left state-led development ideologies to move on to market led systems (chapter 4). 

The analytical position that I have adopted is that state policies are embedded within social, political and economic environments; and that to understand these policies and outcomes one has to unravel the dynamics that have influenced its creation. As such, there are two levels of inquiry: the preliminary and basic objective is to gain an understanding of how the NFC, its structure and institutions, have evolved. The objective is not to simply document the changes, but also to offer analysis and trace the processes that have led to their development. Building upon this understanding, the study then seeks to examine the consequences, chiefly how the NFC is functioning.
My thesis here is that - the politics of representation of the problem within the NFC is what has been driving its institutional evolution, rather than measures to rectify the problems themselves. This has inevitably affected its operations and led to failings on its part to provide assistance to its intended beneficiaries. What I hope to show is that these reform processes were based upon the filtering and diagnosis of the corporation's deficiencies by experts who sought to prescribe market efficient solutions. Their aim was to push for the reduction of public spending and the minimization of the state's intervention in foodgrain markets and distribution. These transitions, within the NFC, were however far from smooth. There were internal as well as externally points of struggle over the direction and design of its structure and institutions. As a result, the NFC found itself having to shape and re-shape according to dominant discourses and their national/local interpretations. 
Three decades onwards, these processes have led the NFC to become fragmented. Unable to forgo its social objectives, it has now also been pushed towards seeking alternative avenues to become profitable. As such, these dual and often contradictory objectives, within the institution, have led to confusion, resulting in both sets of goals not being fulfilled. More significantly, for the rural households these reform measures have resulted in the curtailing of the subsidized foodgrain program without mitigating access barriers; forcing many to become more reliant on market mechanisms, in a climate where food production is already decreasing and prices are rising. 
Research Methodology
In order to carry out this study, I have attempted to use a historical institutional approach, by locating the NFC at the centre of my analysis. Here, the focus has been on understanding the institutional changes "…formal or informal procedures, norms and conventions embedded in the organizational structure…" (Hall and Taylor, 1996:938). I started by first trying to understand why NFC was established and under what type of political and economic circumstances it arose. From then onwards, its evolution was traced through the usage of quantitative and qualitative data gathered from the field and secondary sources. The emphasis was on understanding how various forces, within certain contexts, have converged and affected the transformation of the organization. Subsequently, the role and functioning of the NFC was then examined. This involved both qualitative and quantitative data collection. In total, 19 key informant interviews (KII) along with 2 focus group discussions (FGD) were conducted. 

The process involved carrying out repeated visits to the NFC central office in Kathmandu, to conduct interviews and gather data from the planning, sales, and finance departments.  In addition, as a large part of this study is on understanding the historical evolution of the institution, interviews with former General Managers (GM), who oversaw the major transitional periods, in the late 1980s and the onset of reform measures in 1998/99 were also carried out
. 

During the study, field visits were also made to the NFC zonal office/godownns (storehouses) located in Nepalgunj, the branch office/godown in Jumla and then finally the depots where the foodgrains are distributed. At these locations, interviews were conducted with the NFC field officials, local NGOs, World Food Program representatives, local media and local traders. FGDs were also carried out with locals in Pathmara Village Development Committee (VDC) in Jumla district, where the subsidized foodgrains are distributed. 

Jumla district was selected as the field visit site, amongst the 30 subsidized districts because of four main reasons: it is located within the Karnali region which has historically been food deficit since the 1970s; the district has long been associated with NFC since it began its subsidized program in 1972; politically it has remained an important administrative centre for the entire Karnali region; and finally it also was logistically the most accessible under seasonal and time constraints. 


The map 1.1 provides a brief overview of NFC operations. It includes the subsidized program along with the location of the zonal offices. It is also helpful to show the path that this study under took in following the allocation and flow of grains from Kathmandu to Jumla, via Nepalgunj (Bardia).  
Map: 1.1.
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Organizational structure

The chapters in this paper have been structured in the following way: after laying the main thesis of this study in the introduction section, I have sought to analyse the conceptual and theoretical issues related to the politics of reform in chapter two. It focuses upon understanding the processes involved, as well as the dominant policy advices that have been advocated to developing countries since the 1980s. Chapter three then looks at the food economy of Nepal, by focusing upon the shifting dynamics of availability, access and the role of the NFC.  This is followed by a historical evolution of the NFC in chapter four. The chapter traces the corporation's development, since its creation, by classifying the transformations into broadly three phases: an expansionist stage, followed by geographical targeting, and finally a focus on its institutional nature. The outcomes of the reform measures are then analysed in chapter five; followed by a brief summary of the findings in chapter six. 
Chapter 2
Politics of Representation: Dominant Policy Prescriptions since the 1980s
This chapter explores two aspects that were briefly touched in the introduction: the politics of reforms and how these processes have been employed in developing countries to usher in policy prescriptions, largely dominated by free-market ideologies starting from the 1980s onwards. 
I begin by first turning to Ferguson (1990), who argues that it is important to understand official discourses on reforms as "…more often or not (they), provide an ideological screen for other, concealed intentions…"(Ferguson citing Heyer and Galli, 1990:17); which are critical to understand, as they play important roles in determining the choice of instruments that are used to address problems of poverty and inequality. According to him the practice of "problematizing" a problem, to identify deficiencies that need to be rectified, is intimately linked to an already existing solution (Ferguson, 1990). 
He illustrates this link in his landmark study the “Anti-politics machine”, where he analyses the developmental operations pushed by the World Bank (WB) in Lesotho. In this study, he shows how the labelling of the country as a “subsistent peasant economy” “virtually untouched by modern economic development” at the time of its independence in 1966, was not only wrong in its portrayal but that it was systematically projected in order to “deploy development” projects that came within the jurisdiction of the WB (Ferguson, 1990: 25). These primarily included standardized packages – agricultural improvement projects, extension, credit and technical inputs for the agricultural sector– in spite of the reality that rather than an agrarian economy, the majority of households were dependent upon and a major labour reserve for South African mining and industry (Ferguson, 1990).  According to Ferguson, had the latter portrayal of the economy been recognized, then this “…would leave the ‘development’ agencies with almost no role to play” (Ferguson, 1990:71).
The de-politicization of power and poverty, as elucidated by the exclusion of political-economic relations in the diagnosis of the problems and the subsequent prescriptions, led Ferguson (1990) to label the development apparatus as the "anti-politics machine"(Ferguson, 1990). Li (2007) refers to this as “rendering the technical” during which "experts" are held up to have the answers. In her study of failed projects in Sulawesi, she goes on to show how local realities are reshaped by these experts to set out the conditions for reforms. For example, in her study of project documents on "Lore Lindu National Park" in Indonesia, she discloses how the initial findings of the growing landlessness within the border areas of the park, is totally ignored by the experts and instead a project design is constructed with an image of "…modest smallholding peasantry ripe for agricultural improvement " (Li, 2007:127). 

According to Fine (2001), for developing countries, the policy prescriptions from the 1980s onwards have broadly fallen into two waves: the Washington Consensus (WC) and the Post-Washington Consensus (PWC) (Fine, 2001:xiv-xx). Prior to this, he argues most developing countries had based their hopes on state-led development ideologies, which practiced five year plans, import substitution, provision of subsidies and state control over strategic industries, amongst others (Fine, 2001:xiv). He points out that these were later replaced
 by a range of macro-economic prescriptions, famously labelled as the WC that advocated economic liberalization, deregulation and privatization. Later to be supplanted in the late 1990s, by another generation of reforms, the PWC, which focused upon "institutional" changes (Fine, 2001:xiv-xx). 

The next sections explore these two policy shifts in detail; highlighting the arguments used to usher them in, the prescriptions implemented and their subsequent criticisms. The aim here is to understand, how these broader issues, have affected the policy prescriptions implemented within Nepal, and in particularly the state-led NFC. Chiefly, because Nepal, being a highly aid-dependent country, has and continues to be a passive recipient of dominant ideologies since the adoption of structural adjustment programs in 1987
. 

2.1. Washington consensus: State needs to give way for markets

In the "African Crisis", Giovanni Arrighi, shows how anti-statist ideological prescriptions were played out, through the dominant interpretation of the problems facing Africa; even though they were not be wholly correct. According to him, the overriding explanation has been to place the blame on governments, which are composed of elites and ruling groups that have"…(the) propensity …for bad policies and poor governance"(Arrighi, 2002:6). He identifies the WB's "Berg report
" and Robert Bates's "Markets and States in Tropical Africa" as being central to the dissemination of the idea that state power needs to be dismantled and that people should be allowed to take advantage of market opportunities (Arrighi, 2002:7). 

Bates's study explored the reasons behind why African governments pursue agricultural policies which are harmful to the interests of most farmers (Bates, 1981:3).  Using the rational-actor model, he argued that the disruptive polices were implemented by political and economic elites seeking to maximize their own benefits through "…policies (which were) designed to secure, the advantages of particular groups, and to appease powerful political forces, and to enhance the capacity of political regimes to remain in power…"(Bates, 1981:5-6). This was achieved by using marketing boards, to purchase cash crops at administratively determined low prices, which were then sold for higher prices on world markets. This had various repercussions. On one hand it created "rents" which governments could use to maintain import substitution industrialization policies that supported urban industrialist. At the same time, food prices could also be kept low in urban areas, thereby keeping urban residents happy, which in turn helped industrialists to maintain low wages. For the majority of rural farmers however, Bates argued that the low prices destroyed their incentives to increase agricultural output. According to him in the long run these interventionist policies not only resulted in the contraction of the agricultural sector and led to economic stagnation, by shifting resources from the productive sector to unproductive activities, but also led towards political instability. 

Arrighi (2002) however challenges this interpretation. He contends that while his own analysis pointed towards a similar understanding that "…the ruling groups of the time, regardless of their ideological leanings, were more likely to be part of the problem, than the solution…"(Arrighi, 2002:11). His study, in addition pointed towards the global context that constrained Africa's developmental efforts as well as the integration of those economies in the "global circuits of capital" which had an equally significant influence on the patterns of surplus accumulation and absorption (Arrighi, 2002:12). According to him as the surplus extraction and unproductive use of agricultural productivity was directly related in scope and range to government activity, the solution was self evident- to roll back the state and allow market freedoms through structural adjustment reforms. 
In Asia as well, along a similar vein to Bates, Robert Wade's study of irrigation system in India also was used to criticise the rent-seeking behavior of government officials. In this highly detailed study he argues that civil servants in the irrigation department generate illegal revenue through the diversion of water and provision of contracts; resources which are then redistributed amongst senior officials and politicians with the civil servants in turn being rewarded with transfers in more desirable locations, where the potential to earn more money is higher. Wade concludes that this system of corruption-transfer is one of the most significant reasons why the irrigation canal system is poorly performing in India; and while he does not explicitly argue for the "rolling back" of the state, but, rather the need for increased social control of the bureaucracy; it has according to Mooij (1999) not prevented others from using the findings to further anti-statist recommendations (Mooij, 1999:50). 
 The study of the Public Distribution Systems (PDS) of South India conducted by Mooij (1999) also points towards corruption and the use of political power and patronage in the distribution of food. But, here Mooij (1999) does not advocate for its dismantling; rather she is more hopeful that public action and popular participation in policy implementation will make the system work for the weaker sections of Indian society.  In her study, she elaborates how food can act as a "political tool" to "…produce and reproduce relationships of power between those who are in command and those who are in need…"(Mooij, 1999:4) and that access to the grains is contingent on social, economic and political relations. 
Throughout the developing world, literature shows that the above mentioned arguments against the "rent-seeking" behaviour of states have been used, amongst others, to push through structural adjustment programs (SAPs) that have sought to minimize the state's role. This approach on has however been severely criticized for its ideological bias (Hutchcroft, 1997).  According to Levi (1988), "…(the theorists) are obsessed with demonstrating the negative impact of government on the economy. They view competitive markets as the most socially efficient means to produce goods and services…(and) they do not treat the effects of government interventions as variable, sometimes reducing and sometimes stimulating social waste" (Levi, 1988:24).
Toye (1994) points out that when these SAPs were implemented they were always accompanied by policy advices that were pushed and offered as recommendations, but imposed as conditionalities for the granting or renewable of loans. For public enterprises, he identifies three main policy prescriptions: improvement in the financial performance, improvement in the efficiency and the shift away from public investment
 (Fine citing Toye, 2001:10). Here, the dominant discourse is that, public sectors are too large because of bloated rent-seeking bureaucracies that are inefficient and draining the state's limited resources. The overriding concern was therefore is the need to trim the structures and make the system more effective. 

Targeting, as opposed to universal programs, according to Mkandawire (2005) was one way through which this was pushed. The proponents of targeting argue that it allows for greater cost-effectiveness, especially in times of fiscal constraints, and that "pro-poor" measures transfer resources to those who are the "deserving poor" (WB, 1990). They also point out that it is more redistributive because the social returns will be higher when individuals and households at the lower end receive transfers as compared to those at the upper end. Mkandawire (2005) however disagrees. Questioning its role and effectiveness, he argues that in reality, societies that lean towards universalistic social policies have less inequality than those that prefer targeting. Furthermore, he points towards out the increasing number of studies which show that targeting is not always efficient; that it entails high administrative costs and capacities that most developing countries do not possess; and that leakages commonly occur with benefits accruing to non-targeted groups (Mkandawire, 2005). 

The "perversity thesis" has also been forcefully used to argue against and limit government public initiatives. According to this perspective, even though welfare policies are well-intended, they in the end will inevitably harm the recipients, as they will install perverse incentives in the place of market mechanisms that teach the poor to work harder (Block and Somers, 2003:3). In their excellent paper "In the Shadow of Speenhamland: Social Policy and the Old Poor Law", Block and Somers (2003) shows how this argument continues to be influential in blocking government assistance for welfare measures. Focusing upon the interpretation of the "Poor Laws" in Speenhamland
, England in the late eighteenth century, they point out that this particular case has historically been used as a cautionary tale whereby an "…an income floor was inadvertently transformed into an income ceiling…"(Block and Somers, 2003:2). For example, Malthus's criticism against the assistance was that it undermined scarcity and work-discipline. His argument was that once the fear of hunger was removed, people would not be spurred to work (Block and Somers citing Malthus, 2003:6)
Block and Somers (2003) however debunk this thesis. Through the use of historical data analysis, they point out that the poor relief actually protected the recipients from structural changes in the economy
  (Block and Somers, 2003:32). Furthermore, referring to Malthus they argue that "…the morality tale about the disastrous consequences…was produced before any evidence has been gathered and too early for the Speenhamland decision to have produced its alleged consequences…" (Block and Somers, 2003:31). Equally significant, for this study, it provides compelling insights into how certain explanations, whether true or not, triumph over others through the use of "…metaphors of nature, natural laws, and the 'science' of political economy to influence how history is experienced" (Block and Somers, 2003:31), such that it slowly gets accepted as the truth. 

2.3. Post Washington Consensus: State needs to create enabling environments for the market
In recent years, the focus of the development discourse, chiefly led by the WB, has now shifted from its initial concerns about the size and role of the state apparatus to that of institutional reforms. Rather than the substituting the state by the market, according to Stiglitz, "…the government should see itself as a complement to markets, undertaking those actions that make markets fulfil their functions better" (Fine quoting Stiglitz, 2001:3). According to this perspective, non-market factors tend to play a significant role in facilitating information flows and reducing market transactions. The focus is therefore now on getting the "institutions" right.
 According to Fine (2001), while the PWS remains deeply similar to the WC in terms of fiscal and monetary matters; the difference lies in the fact that it allows for "…a 'milder' opening of the economy to the dictates of the market…(with) room left for interventionist policy by the state, in so far as such policies deal with market imperfections, thus improving the performance of the market as a whole" (Fine, 2001:xvii). 

For Evans (1992), the reconceptualization of the states role in order to undertake actions that make the markets functions better, marks the reassertion of the state as a crucial actor. Other authors however disagree. According to Fine (2001) this marks a disturbing shift, whereby the scope of discretionary intervention has now expanded to the state apparatus (Fine, 2001:xvi). 
Here, one area which policy makers have been keen to pay attention to is - how to replace conventional ideas of public administration with concepts derived from the private sector. These ideas are similar to the wave of "New Public Management" (NPM) that arose in the 1980s. According to Hood (1991), the approach consisted of a broad set of goals that included: shifts to bring about greater competition in the public sector; focus on private-sector type of management; emphasis on greater discipline and parsimony on resource use and the need to have explicit standards of performance measurements (Hood, 1991:4-5). According to Tendler (1997), this approach sought to, "…subject public agencies to market-like pressures and incentives to perform, including exposing them to the wishes of dissatisfaction of users (Tendler, 1997:2). More recently, Mkandawire (2005) notes that the rediscovery of efficiency as a policy objective, has led to the transfer of government operations to non-state entities; whereby the logic of the market is extended to state functions, such as education and health care, along with "partnerships" with the private sector or NGOs (Makandawire, 2005:4).
Critics of NPM have however argued that this trend "…in spite of its claims to promote public good, it is actually a vehicle for particularistic advantage"(Hood, 1991:9); especially for the careers of "managers" in the central departments rather than low-level staff or customers (Hood citing Dunleavy, 1991:9). Furthermore, they point out that while this approach seeks to claim "universality" in that it can be applied to various settings and for all seasons; in fact that it is not true as different administration settings having different values". As such Hood (1991) points out that this approach has in fact contrary to its goal not only been ineffective but has also damaged the public service to which it was applied. 

Chapter 3
Food Economy of Nepal: Changing Dynamics and the Nepal Food Corporation 
Historically, the government's main means to ensure food security
 in Nepal has been to focus on improving "self-sufficiency" by increasing agricultural production that is sufficient for domestic consumption (Pandey, 2009). Many authors highlight the fact that "food security" as an explicit objective was however never mentioned in any of the development plans; it was equated with increased availability due to the rise in food production (Dahal and Khanal, 2010; Pandey, 2009, Seddon et al, 2003).  
According to Guthman (1997:54) starting from the early 1970s, development planners had realized that Nepal was likely to remain predominantly agriculture, which along with worldwide food crisis and the emergence of new green revolution technologies, had led them to focus on agricultural growth. This was reflected in the Fifth Five-Year Plan (1975-79) which prioritized the sector for the first time. It aimed at increasing food production as well as cash crops, which according to Skerry et al (1990) was seen as the best possible source for export earnings (Guthmand citing Skerry et al, 1997:54). Prior to this shift, according to Gurung (1984) and Skerry et al (1991) the expansion of physical infrastructure, focusing on transport and communication, along with industrialization had been the main thrust of the plans (Guthman referring to Gurung and Skerry, 1997:50-51). 
Starting from the early 1990s, priority and expenditure for the sector however diminished, parallel to global trends (Dahal and Khanal, 2010). Whereby, amongst others the assistance for agriculture decreased from 17 percent in 1980, to 3.8 percent in 2006 to 2.7 percent of the total budget in 2007 (Dahal and Khanal, 2010). 
Ironically though, in recent years food security, has been gaining in prominence, with the Three Year Interim Plan (2007-2010) recognizing it as a basic human right. Here, in addition to availability, measures to address incomes, prices, infrastructure and cultural factors are also highlighted as being significant (GoN, 2007). Furthermore, with regards to availability the emphasis is now on "self-reliance" (Dahal and Khanal, 2010:6) by either increasing domestic production or by importing
 food. A shift which authors highlight as being reflective of the realization of the complex nature of food security and the increasing role that international trade can play as an instrument for its attainment (Dahal and Khanal., 2010; Pandey, 2009).

3.1. Food availability: Production and international trade 

The inability of the domestic production, chiefly cereals
, to keep pace with growing demands along with the need to take advantage of the country's open trade policy are often sighted as significant arguments for trade to be allowed to play a greater role to ensure food security (Pandey, 2009; Dahal and Khanal, 2010). Even though, national figures over the past decade show that while the balance of food requirements has in the past five years been negative for three years (Table 3.1.), overall there has been no long term trend of national food shortages. Rather, fluctuations from deficits from one year (2006/07) to surplus (2007/08) are seen; which considering the nature of the agriculture can be attributed towards a combination of poor weather conditions along with the failure to expand the irrigation system
 (Dahal and Khanal., 2010).
	Table 3.1.
 Food Balance Sheet between 1999- 2009 (in MT)

	Year
	Production (MT)
	Requirement (MT)
	Balance
	Balance %

	1999/00
	4451939
	4383443
	68496
	1.56

	2000/01
	4513179
	4424192
	88987
	2.01

	2001/02
	4543049
	4463027
	80022
	1.79

	2002/03
	4653385
	4619962
	33423
	0.72

	2003/04
	4884371
	4671344
	213027
	4.56

	2004/05
	4942553
	4779710
	162843
	3.41

	2005/06
	4869440
	4890993
	-21553
	-0.44

	2006/07
	4815284
	4995194
	-179910
	-3.60

	2007/08
	5195211
	5172844
	22367
	0.43

	2008/09
	5160400
	5293316
	-132916
	-2.51

	Source: Food Balance Sheet, MOAC, 2009


There is however great regional disparity within the country across the three ecological regions
: the Terai (southern-flatlands), Hills and Mountainous. With many pointing towards the hilly and mountainous regions as having persistent and chronic food shortages
 (Dahal and Khanal, 2010; Sharma, 2005; Seddon et al, 2003). The table below provides a brief snapshot of these inter-regional differences in food production and requirement across two time periods. 
	Table3. 2.
 Food Balance Sheet across Geographical Regions in 2000/01 and 2008/09 (in MT)

	Ecological Region 
	Net Edible

Production
	Requirement
	Balance
	Balance

%

	
	2000/01
	2008/09
	2000/01
	2008/09
	2000/01
	2008/09
	2000/01
	2008/09

	Mountain
	248000
	296510
	328000
	365701
	-80000
	-69191
	-21.8
	-18.9

	Hill
	1742000
	2080755
	2077000
	2426366
	-336000
	-345611
	-16.1
	-14.0

	Terai 
	2524000
	2783135
	2025000
	2501249
	499000
	281888
	24.6
	11.2

	Nepal 
	4513000
	5160400
	4430000
	5293316
	83000
	-132914
	-3.0
	-2.5

	Source: MOAC and WFP, 2009; Pyakuryal et al, 2009


Here, it needs to be kept in mind that just because a region or a district has less production than what is estimated to be required does not mean that these areas are necessarily "food insecure". Without understanding the availability of food grains, either domestically produced or imported from outside, along with the purchasing power of households of these "deficit" localities, it is not possible to conclude whether real food insecurities exist or not.  Nevertheless this has not prevented advocates of trade liberalization to utilize the "growing food insecure" rhetoric both at the national and regional levels to promote trade for ensuring food security. For example, Pyakuryal et al (2010) argues that the stagnant production along with growing regional differences have opened up the space for trade. They point out that after undergoing liberalization reforms the per capita availability has improved and advocate for further changes, though also acknowledging at the same time that other indicators related to utilization have not shown much progress. Along a similar vein, Pandey (2009) also argues for trade to play a greater role for ensuring food security. 
According to Pyakuryal et al (2010) in order to take advantages of the new linkages at the international level, there also needs to be greater spatial integration of food markets within the country along with the provisioning of safety nets in those areas where markets have not yet reached. Referring to the "winners" and "losers" of the liberalization processes, Pandey (2009) also agrees and contends that the government needs to step in to compensate for those who have been "lost out" after liberalization, which primarily includes rural households in hilly and mountainous regions (Pandey, 2009:12). It is interesting to note that both look towards the already existing Nepal Food Corporation (NFC), a government welfare program that provides subsidized foodgrains, as being the mechanism to become that safety net, albeit with certain restructuring within the state agency. For example, Pyakuryal et al (2010) argue for greater public-private partnership to ensure greater efficiency. 
But, before we turn towards the NFC and its role in providing access to foodgrains, issues which are discussed in detail in the proceeding sections, it is interesting to reflect upon the consequences that have occurred as a result of the move towards greater reliance on international markets for food supply.
3.2. Food Trade and Aid: A growing dependence 

Nepal has an open trade regime; characterised by the lowest average tariffs in South Asia and no quantitative restrictions on imports (Pyakuryal et al, 2010; Pandey, 2009). This has been a result of loan conditionalities attached to the Structural Adjustment Programs (SAP) in 1987 along with World Trade Organization (WTO) membership in 2004 (Dahal and Khanal, 2010; Pandey, 2009).

Over the past decades, national figures show that food imports have been steadily rising; with the estimated value of food imports in 1986 being $ 69 million, $ 74 million in 1998 and $82 million by 2007 (Seddon et al, 2003). Food aid, through the support provided by foreign governments
 as well as UN assistance programs
, have also contributed towards increasing availability. 
 According to Pandey (2009) the capacity to finance food imports, through export earnings either from agricultural products (food or cash crops) or other non-agricultural items, has improved after liberalization of the economy (Pandey, 2009:13). But, considering that Nepal is a capital scarce (Rana, 2010), one needs to question for how long and to what extent the country can afford to keep importing food. 

 Furthermore, greater reliance on international markets also means that the country is more susceptible to price hikes, as was the case in 2008 when growing global food prices resulted in the increase of the price of rice by 12.4 percent (GoN et al, 2008). But, according to Pandey (2009), the trade with India has also contributed towards stabilizing prices of food items in Nepal. Citing a study conducted by WFP and FAO, he argues that their price integration analysis based on long-term data shows that the market prices in the Terai corresponds those of the Indian border-market prices (WFP and FAO, 2007). He adds that this is the reason why when rice prices in 2008 surged by 100 percent above their 2007-2008, India had managed to stabilize domestic prices of rice with only 14 percent rise that was transmitted to the Nepalese market (Pandey citing Dorosh, 2009:16). However, others equally argue that this price stabilization process through imports has very minimum benefits for those living in remote areas; primarily because of the lack of transportation connectivity, small grain markets and low purchasing power (WFP and FAO, 2007). 

3.2. Access to Foodgrains: Role of NFC 
In rural areas, poverty is a major constraint for households to achieve food security. Even though nation wide poverty levels have reduced from 41.8 percent in 1995/96 to 30.8 percent in 2003/04 (CBS, 2004) and the GDP per capita at current prices has increased to US$ 461.9 (2009) from US$ 333.5 (2006)
, there are still significant sections of society who have difficulty in accessing food, especially in remote areas. Where, households can spend up to 54 percent of their incomes on food (Seddon et al, 2003). 

Traditionally, rural households in Nepal have adopted a variety of informal measures such as inter- and intra-community barter (systems), setting up of religious store houses called Dharma Bhakari, remuneration in kind and community management of resources so as to ensure a sufficient intake (Adikhari, 2009). More recently, according to Seddon et al (2003) migration has also accelerated as a consequence of growing food insecurity and the lack of local employment and non-farming alternatives. They go on to mention that the internal conflict (1996-2006) which the country under went through further exacerbated the worsening situation. 

Here, as discussed earlier, the government through the NFC has been providing food grains
 to increase availability and lessen price burdens
. Presently, its distributional coverage extends over 30 districts, which includes some of the most remote and chronically food deficit districts in the country (Pyakuryal et al, 2009). 
Organizational structure of NFC

The corporation falls under the Ministry of Industry, Commerce and Supplies
 and consists of a mixture of central government authority closely associated with regional, district and village level bodies. Overall activities are coordinated by the central office located in Kathmandu; with 8 Zonal offices, 26 branch offices and 58 depots making up the distributional system
. 
Within the NFC, the amount of foodgrains that is procured and distributed is decided by the GoN, primarily through the National Planning Commission (NPC) and the Ministry of Finance (MoF), which then authorizes the NFC accordingly
. The procurement of foodgrains is undertaken by the central NFC office in Kathmandu. This is done through the processes as laid down by the Procurement Act 2063 (2006/07)
. It involves the procurement either through the tendering procedure for rice from traders and mill owners or by purchasing of paddy
 from farmers through local pricing committees. In 2008/09 a total of 20,674 MT of rice and 1,176 MT of paddy was procured (NFC, 2010b).
Interviews and the readings of official documents showed that for the purchase of paddy, a local pricing committee, under the chairmanship of the Chief District Officer (CDO) decides upon the ceiling price of the purchase, while the amount to be purchased is set by the central office. Tenders are then called at the various zonal headquarters or the central office in Kathmandu. 
Once the grains are procured, they along with food aid supplied by donor countries are stored amongst the 155 godowns/store houses owned by the NFC. In total these godowns have a capacity of 94,770 MT
. From there, the grains are then transported through via private transport operators to various parts of the country, through various modes such as air lifting, roads and even mules
. For remote areas, which have been classified as "inaccessible" by the GoN, transport subsidies are provided. Through interviews with NFC officials it was revealed that these transport subsidies are in fact the main component of the subsidized program of the NFC, as it allows the corporation to sell the rice at prices below the market price but inclusive of an overhead and administration cost on top of the purchasing prices (please see chapter 5. for further details). In 2009, transport subsidies provided by the GoN totalled NRs 354,031 (NFC, 2010b). 
As far as the distribution mechanism is concerned, there are two modes of operations. For remote areas, officially the quota of foodgrains (chiefly rice) to be distributed depends upon the demand from the districts. However, in reality, the amount of foodgrains allocated is in turn based upon the transport subsidies provided to each district, which is set by the NPC and the MoF. Analysis of past trends in the transport subsidy show that it is not based upon demand nor scarcity of food rather it on past trends and political pressures (please see chapter 5 for further explanation). Once the grains reach the district headquarters, it is distributed under the management of the "Jilla Khaddhanya Byawasta Samiti" (Food Management Committee) which includes the CDO, NFC officials as well as representatives of political parties. This committee decides how much is to be distributed to each household, how it is to be done and when. According to NFC staff interviewed in Jumla, during times of shortages, the CDO can play an important role in the distribution processes by issuing coupons or by imposing maximum limits on how much is to be sold. Prices are however decided by the central office in Kathmandu. The other distribution mechanism includes the selling of foodgrains at commercial rates in non-remote districts
. Primarily, it is done in Kathmandu through various outlets. Here the grains are sold for profit, though the rates are less than those of the open market. 
Figure 3.1.
Schematic diagram of NFC foodgrain distribution system

     Source: Field work, 2010

Relevance of the NFC food distributional system 

Two areas need to be highlight while evaluating the relevance of the NFC distribution system on rural households. Firstly, the system provides a welcome supply of foodgrains to rural households, which are only self-sufficient for 3-5 months in a year (WFP, 2009a). This is especially relevant in light of the fact that cereal grains provide up to 80-90% of calorie requirements in the Nepalese diet (Malville, 2005). Secondly, the prices of the grains sold by the NFC are much below the market price in remote areas, which provide much needed relief to household food budgets. For example, during the course of this study, the price difference between the NFC and the open market in Jumla district was found to be 10 percent (during winter season) and 30 percent (rainy season) less (please see chapter 5 for further details).
On the other hand, the distributional system is also characterized by several weaknesses and failings. These primarily include the unequal coverage of the system across different regions, where allocation of foodgrains is increasingly biased towards the more accessible areas(Sharma, 2005)
 and the inaccessibility and insufficient access to the NFC foodgrains by locals, who require it the most (Khadka, 1985; Sharma, 2005; Seddon et al, 2003). 

Debates around the shortcomings of this system have primarily revolved around issues of corruption and rent-seeking; geographical constraints that cause shipment problems; bureaucratic hurdles that cause delays in the release of budgets and issues of unsustainable dependency similar to the "perversity thesis" caused by the import and distribution of white rice in the dietary patterns of local populations that have made them lazy (Pyakuryal et al, 2009; Sharma, 2005; Seddon et al, 2003). As a result, there have been two major institutional reforms that were carried out in the early 1990s and then later in 1998/99 to make the distributional system more effective and efficient (Pyakuryal et al, 2009). The next chapter focuses upon these reforms, seeking to unpack the dynamics and motivations that led to their diagnosis and implementation. 
Chapter 4
Institutional Reforms within NFC: Representation of an Efficient Market Hypothesis 
4.1. The beginnings of public food distribution: 1951 

State led public food distribution system in Nepal can be traced back to the onset of the first multi-party government in 1950/51 AD. Previously, the Rana oligarchy (1846-1950) which had ruled the country for over a century had set up food distribution systems, but it was only limited to providing rations to the military and civil servants within Kathmandu valley through the “Rasad godowns” (Pyakuryal et al, 2010; Gurung, 2008). Sections, whose control formed the main basis of power for the Rana family (Regmi, 1975); as their legitimacy to rule was based on the subjugation of the Shah Kings who were stripped of power but preserved to provide a façade of legitimacy (Regmi, 1975).  Actively seeking out a policy of isolation, except with India and the British East India Company, the Rana regime “…ran a deliberately backward feudal system designed to bar mass education, widespread prosperity…other modernizing influences that might have troubled their rule” (Ganguly and Shoup, 2005: 129). During this period, historians cite periodic famines and food shortages, during which the people were primarily left to fend for themselves. For example, Adhikari (2008) citing Devkota documents at least three major food shortages in Jumla district from 1915-1935, where the state provided no assistance, leaving the local population with nothing but “sisno ko sag” (nettle leaves) and “dhuto ko roti” (bread made from husks) (Adhikari citing Devkota, 2008:69) to eat. 
Political changes, the rise of the one party Panchayat system, after the overthrow of the Rana regime marked the beginning of public distribution of foodgrains (Pyakuryal et al, 2010; Gurung, 2008). A Department of Food was established with regional offices to procure food from the Terai and then distributed it within Kathmandu valley in 1951. Previously, during the Rana regime foodgrains were collected from Guthis and Raikar
. 
Later, between the periods 1951-1974 there were successive mergers and replacement of old agencies with new ones
, until the NFC was established in 1974. 

4.2. Emergence of the NFC: 1974

Nationwide food shortages in 1971/72 are attributed with the change in the states realization of the need of a specialized nationwide agency that could address the growing shortages and increased demand of foodgrains (Gurung, 2008). Before, the Food Management Corporation (FMC) had been given the responsibility; but it had been found to be lacking the organizational network (Gurung, 2008). As a result the FMC was merged with the Agriculture Supply Corporation (ASC) to form the Agriculture Purchase and Sales Corporation (APSC) in 1973. But, later it was felt that a single corporation could not efficiently carryout the dual activity of providing agricultural inputs as well supplying food. This need of a specialized institution that could cater to increasing nationwide demands led to the establishment of the NFC, under the Ministry of Industry, Commerce and Supply.
The main objective of the NFC was to procure foodgrains from the surplus regions of the Terai at fair prices to farmers and then distribute it to food deficit areas. Specifically
, it included:

1. to procure, collect food all over the country, store, transport and supply, and sales and distribution of food grains in fair and reasonable prices for the purpose of mitigating food deficit areas; 

2. to purchase food grain by securing the interest of the farmers; 

3. to ensure the implementation of price stabilization in order to prevent the interests of customers; 

4. to keep appropriate food stocks as per the policy of the government for the purpose of ensuring food security within the country; 

5. to perform tasks according to the direction of HMG in collecting, transporting, storing and making the arrangements of distributing of food stuffs obtained by from different diplomatic countries, donors and international associations and other corporations. 

In addition, the NFC was also established with the aim of becoming self-dependent
 through: 

1. the trading of non-food grains and essential consumable foodstuffs; 

2. maximization of its fixed and non-fixed assets by purchasing, selling, leasing, and renting.

Over the years, the multiplicity of these goals, primarily social objectives and profitability, has proved to be difficult to ensure. As on one hand, the corporation is expected to distribute essential commodities at reasonable prices (rates below market prices) and at the same time not necessarily make a profit, but at least break even and become self-dependent. The policy adopted by NFC to balance these dual objectives has been to supply subsidized foodgrains to only remote districts
 and sell food items in the non-remote districts at commercial rates (though lesser than market prices). While this strategy has been to compensate loss-making activities with profitable ones, this has not led to the desired outcomes; with the NFC failing on both accounts (discussed in detail in chapter 5). 

In recent years, the need to become financially viable and undertake commercial trade has now become an important aim within the institutional set-up of the corporation. It can be attributed to the government's policy as well as the need to maintain the corporations' own survival, amidst the growing criticism of budgetary constraint. These changes have been borne out of political and economic environments as well as aid policies that have conditioned its evolution. 
The preceding section attempts to unpack these changes. What I hope to reveal is that though reforms were required to make NFC meet its stated objectives, the manner and subsequently the type of reforms that were implemented in the end were more in line with promoting an "efficient market hypothesis" rather than addressing other weaknesses and failings. This process included the problematization or dominant interpretation of a bloated "rent-seeking" bureaucracy, which needed to be trimmed down, along with the prescription that put faith in markets to be more efficient in the distribution of food grains to rural populations. 
4.3. Expansion period: 1974 – late 1980s

When the NFC was first established the main sources of rice were the levies that were collected from eight Rice Export Companies that had been established by the then Panchayat government. Each company was levied up to 25% of their total exports at a fixed government price
. Through this mechanism, up to 20,000 - 30,000 MT of parboiled
 rice was collected annually
. This system continued until the 1978, when the companies were liquidated
, after which, procurement of rice was done from the local markets (traders and mills) while paddy was procured directly from farmers at a price equal or above the minimum support price (MSP) that was set up by the government (Pyakuryal et al, 2010). 
 In its first year of operations the NFC sold 12,500 MT of foodgrains (NFC, 2010b). By 1985 it had increased to 37,000 MT (NFC, 2010). See Figure 4.1. 
Figure 4.1. 
Total foodgrain sales by NFC during 1974-1985 (in MT) 
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                 Source: Planning Division, NFC (2010b)
The coverage of the organization was also spread over 55 districts (NFC, 2010b). This was due to the growing food shortages and increased demand that were being registered throughout the country. As by 1979/80, 40 districts were regarded as being 'food deficit' (Seddon et al, 2003). Politically also it was imperative. According to Blaikie et al (2001), the Panchayat government had to prove its legitimacy and authority by being committed to the welfare of the people; including those in remote areas by developing organizational structures and the setting up of networks. Blaikie et al (2001) however point towards another motive – they argue that the expansion of the state bureaucracy was motivated amongst others
, by the need to absorb the "…well-educated and potentially dissident young men…" (Blaikie et al, 2001:42) from opposing the one party system through the expansion of various departments and offices. It also provided the state with an avenue to provide jobs for its party members.  Within the NFC, this expansion had resulted in the establishment of 11 zonal offices, 21 branch offices, 25 sub-branches, 61 depots and 1 rice mill under the central office at Kathmandu. By 1985, it employed a total of 1,150 staff (NFC, 2010b).
Expansion did not however lead to greater supply of food in the remote areas, where the real need was the greatest. Figures show that during the period 1974-85, NFC was primarily serving the inhabitants of Kathmandu valley, with up to 40-50% of the subsidized foodgrains being distributed within the capital (Pyakuryal et al, 2010). Wallace (1987) further points out that the food prices were in fact lower in Kathmandu valley, even though the inhabitants were richer compared to other parts of the country (Pyakuryal et al citing Wallace, 2010:27). 
The reasons for this bias are though not surprising, when one applies the lens of centre-periphery within Nepal. Throughout history, Kathmandu by virtue of its strategic location along the Tibeto-India trading routes and later as the site of central state apparatus and government, has always been the economic and political heart of the country. Decisions with regards to the appropriation and distribution of resources, whether generated through production in the peripheral areas (such as paddy grown it the Terai) or later the influx of foreign aid (Blaikie et al, 2001) has been made by state officials located within the capital. The majority of which during the Panchayat era were all nominated by the king, none were directly elected and as such had no obligation to the Nepalese people (Khadka, 1985). Furthermore, Blaikie et al (2001) makes the important distinction that the predominance of certain sections of Nepalese society, either resident within the valley or with close connections with those that were resident there, with the higher echelons of the state apparatus ensured that disproportionately large amounts of resources were poured into Kathmandu valley and its surrounding areas (Blaikie et al, 2001:75). Within this political and economic environment, the NFC, like other state apparatuses was also not immune and hence followed practices which did not coincide with the goals it was set up for.  
In fact when the supply to remote areas finally began to increase in the late 1980s, it can be traced to the culmination of a national food shortage that gripped the country, politicization of the crisis and the introduction of macroeconomic policies that influenced the government to discontinue the supply of subsidized rice to Kathmandu valley. 

The food crisis began in 1979-80 and reached its peak in 1982-83, when over 50 districts reported severe food shortages (Khadka, 1985); with food shortage of up to 112, 000 MT (Khadka, 2005). Blaikie et al (2001) had pointed towards the impending shortages when they highlighted the increase in population, ecological collapses, declining agricultural yields, declining economy due to "…(the) retreat from the production of commodities for the market into the domestic economy and the increasing inability to pay for imported commodities" (Blaikie et al, 2001:46). According to Khadka (1985) the situation was also exacerbated by the flow of grains from the Terai to India, due to the higher prices across the border. 

As the shortages became acute, political forces opposed to the government concentrated their attention on the food question. Led by the main opposition party, the Nepali Congress organized demonstrations across the country. Even within the Panchayat system, there were dissident voices who called for the then Prime Minister's
 resignation over the handling of the crisis (Khadka, 1985:956). Initially slow to react, the government responded by first banning the export of rice and creating a Central Food Management to formulate a six-month emergency measure (Khadka, 1985). These included the import of some 40,000 MT of foodgrains and the setting of minimum prices for coarse and fine rice
 (Khadka, 1985). 

A lasting consequence of this crisis was that the state could no longer afford to ignore areas outside the valley. Moreover, with the increase of the political awareness of large parts of the population, it was vital for politicians to formulate policies that appealed to the people. Not surprisingly the supply of subsidized grains was an important issue. 
 For the NFC this meant an increase in the amount of foodgrains supplied to remote areas. For example, within the Karnali region, which has been suffering from food deficiency since the late 1960s (Adhikari, 2008), NFC had began supplying foodgrain from 1972.Figures are however only available since 1985; but what we can interpret is that while the food deficit remained constant (which only slight variations) between 1979/80 to 1987/88 (Adhikari, 2008), the amount of foodgrains supplied by NFC increased drastically after 1986/87. Prior to that year, only 202 MT of grains were supplied, but the next year it was increased to 1284 MT (535% increase). An amount which has since then gone to increase to 6930 MT by 2009
.
4.4. Onset of targeting: Late 1980s

The next phase of NFC distribution began in the late 1980s, when Nepal adopted structural adjustment programmes. The cause of this economic reorientation was due to severe balance of payment problems and budget deficits that had risen due to rising government expenditures aimed at offsetting the sluggish economic growth rates (Pyakuryal et al, 2010). 
The country underwent its first IMF intervention in 1985 and later a World Bank structural adjustment program in 1987. During this period a number of broad economic measures were undertaken; which included the devaluation of the Nepalese rupee (by 15%), liberation of trade, decrease in tariffs, facilitation of foreign investment and the increase in prices of goods and services provided by all the government corporations (Pyakuryal et al, 2010; Khadka, 1989). 
The stress was also on reducing government expenditure towards public enterprises
. It was argued that the vast sums of money, in the form of capital, loans and subsidies, flowing into these enterprises was draining the national treasury which needed to be stemmed. Manandhar and Bajracharya (1999) calculates that between1979-1998, the average flow of funds accounted for 30% of the national budget deficit (Manandhar and Bajracharya, 1999:105).
 The NFC also came under criticism as it was perceived to be expensive to the government; was going into loss; had leakages; and was widely believed to benefit only government employees and the rich recipients in the districts  along with being used as a political tool to keep Kathmandu citizens happy (Khadka, 1985; ODI, 2003; Pyakuryal et al, 2010 ). The system was also termed as being "inefficient" vis-à-vis the markets. Pyakuryal et al. (2010) calculates that the losses were largely due to the "…high marketing costs mainly due to handling costs (36% of marketing cost)…NFC prices (being) lower than the open market prices. Higher administrative costs, interest charges on past-accumulated losses, and a lower sales price…"(Pyakuryal et al., 2010:30). 
When we look at the shifts that happened within the NFC, then what is seen is that geographical targeting was regarded as the solution. First, subsidized foodgrains to Kathmandu valley were gradually abolished staring from the late 1980s. According to interviews with former GMs, the next step involved maintaining the subsidized program for only those districts that were classified as being "inaccessible" or "remote". Here, the government classified inaccessibility as primarily those districts which did not have road access. According to NFC officials, the rationale behind NFC reduction from the government was that – once road access reaches the district headquarters, the private sector would be attracted to these areas and as it is more efficient on account of its transportation and handling costs, the NFC should give way to the markets. Moreover it was argued that if food shortages do occur then buffer stocks kept at strategic locations could easily be transported to these areas due to the road access. 
But, one has to ask the question whether even if market availability increases does it translate into greater access for the locals? Are they able to purchase the grains, now at higher prices than those sold by the NFC? What is the impact of the closure of NFC subsidized grains on household expenditure? Unfortunately, this was beyond the scope of this study. However, there are other studies which show that small farmers and landless rural households do not have fair access to food at prevailing market prices (Seddon et al citing RRN and AAN report
, 2003). Furthermore, during the field study interviews with locals in Jumla district, which is still supplied foodgrains by the NFC even though there has been a road connection since 2007, point out that even after road access the availability of foodgrains is unpredictable, dependent on the seasonal nature of roads; black-marketing and hoarding of grains to hike up prices is prevalent; and that locals still turn to the NFC depots for their foodgrains (these issues are further elaborated in chapter 5).
According to the former GMs, another important change that occurred was the increased pressure on the NFC to become financial viable. Their response was to start the commercial sale of rice in Kathmandu, later to be extended to other "accessible
." districts If we look back, then becoming self-dependent was an aim with which NFC had been established (section 4.2). However analyzing the NFCs past activities
, one can infer that this component had been largely neglected, until it was rediscovered in the late 1990s.
Implementation of these policies however was not straight forward. An interview with a former General Manager (GM) who over saw the closure of these offices revealed that in many instances influential political leaders of the ruling party would pressurize the corporation from closing branch offices in their constituencies. One could argue that the motivation behind the resistance was that for many the supply of foodgrains was consciously linked with their role as "benefactors". Whereby, the supply of grains by the NFC was a means to reproduce relations of power and patronage. This applied to their ability to garner increases in the supply of foodgrains from the NFC and thereby improve their standing as well as the opportunity to provide supporters with employment at the branch offices and depot centres. Not surprisingly, there was resistance. Eventually, however the coverage of subsidized foodgrains was decreased. According to the same GM, the NFC adopted a-wait-and-see strategy whereby as soon as politicians who had been resistant to the closure was out of power, NFC closed its targeted offices. This move towards downsizing and restructuring of the NFC also later continued in the late 1990s, which are detailed in the next sections. 

Besides changes in the distribution policies, procurement processes also changed. After liberalization, procurement directly from farmers at a minimum support price (MSP) was discontinued; leaving the NFC to become reliant upon open market operations (Pyakuryal et al, 2010).  Figures between 1990- 2001 show that this process included both internal as well as external procurement (Table 4.1).
Table 4.1.
 Procurement of Rice by the NFC (1990-2001)

	Year
	Procurement (MT)

	
	Internal
	%
	External
	%
	Total 

	1990
	15602
	100.0
	 0
	0.0
	15602

	1991
	30,311
	92.4
	2500
	7.6
	32811

	1992
	23475
	100.0
	 0
	0.0
	23475

	1993
	25512
	53.3
	22336
	46.7
	47848

	1994
	13800
	28.4
	34809
	71.6
	48609

	1995
	20659
	55.0
	16908
	45.0
	37567

	1996
	17912
	75.7
	5754
	24.3
	23666

	1997
	1715
	100.0
	 0
	0.0
	1715

	1998
	19442
	57.3
	14517
	42.7
	33959

	1999
	22789
	79.2
	5975
	20.8
	28764

	2000
	2138
	100.0
	 0
	0.0
	2138

	2001
	9629
	52.1
	8858
	47.9
	18487


  Source: Pyakuryal et al, 2010
More recently, the promulgation of the Procurement Act 2063 in 2006/07 has again shifted the procurement process towards tendering. At the time of the study, the NFC was in the process of calling an international tender to procure 25,000 MT of rice
. It was reported that the reason for this was because of the limited interest shown by domestic suppliers despite three tender calls within the country. According to media reports, the main reason for this lack of interest has been the speculation by traders of prices going up in the coming months
. 
Figure 4.2.
Total foodgrain sales by the NFC during 1990-1998 (in MT)
[image: image3.emf]Total Sales (MT) 

0

10000

20000

30000

40000

50000

60000

70000

80000

90000

100000

1990 1991 1992 1993 1994 1995 1996 1997 1998

Year 


      Source: Sales Department, NFC, 2010b
Amongst these changes, the overall quantity of rice supplied by the NFC starting from 1990 – 1998 shows a gradual increase followed by a decline (Table 4.2). Politically, 1990 marked the end of the Panchayat system and the re-introduction of multi-party democracy, while 1998 was the beginning of restructuring reforms within the NFC. 
But before going into detail about these reform measures, what needs to be pointed out is that there is no doubt that till now NFC was failing in its objectives to provide greater availability and access to foodgrains in remote areas. The question is what and how were these problems identified? What was left out of the dominant discourse? The next section seeks to examine these issues as well as attempt to reveal discourses and politics of representation that sought to legitimize the institutional changes that subsequently took place. 
4.5. Re-structuring of the NFC: From 1999 onwards

In 1998/99, the NFC went under extensive re-structuring, which continues to date. Though the rationale for the changes was couched in the language of making the corporation more "efficient" and "effective in targeting" (Pyakuryal et al, 2010), these measures came into being primarily due to the Asian Development Bank's (ADB) conditionality on financing of the 20 year Agricultural Perspective Plan (APP). 
According to NFC officials interviewed during the course of the study
 as well a review of the literature on NFC, the justification provided for the re-structuring of the NFC centered around three main arguments: the higher handling cost to price ratio of supplying foodgrains by the NFC in comparison to the private sector; the need for better targeting of limited resources in remote areas where markets have not fully developed; and the need to leave the way for the private sector to supply grains in areas where road access has already reached the districts. According to a former GM, it was argued that as the APP came into implementation, the productivity of foodgrains would increase (it had aimed for accelerating growth from 3 percent from the first half of 1990s to 5 percent in the following 20 years
) and as such the supply by NFC would not be required.
Specifically, the conditionalities pertaining to the NFC included: (i) having a time-bound action plan for organizational reform for phasing out subsidized grains; (ii) limiting the activities of the delivery of grain to remote areas; (iii) withdrawal of subsidized distribution from urban and accessible areas (Sharma, 2005:403). 
 According to interviews with officials who oversaw the start of the restructuring process, a technical committee by the ADB had carried out a study of the NFC, which recommended the districts and locations from where offices should be closed and where they should be retained. Within the NFC there was both support as well as resistance to these new measures. The majority of those interviewed for this study agreed with the reasoning that due to higher costs borne by the NFC in comparison to the private sector, their operations should be decreased for accessible areas leaving competitive markets to fulfill the demand. They saw the downsizing measure as a continuation of the policy that had already been started in the last decade. 
Others who disagreed, did so on account of the fact that the closure of the branches was done too hastily without the corresponding agricultural productivity increasing. According to one NFC official in the planning section, The Karmachari Union (employees union) also put up resistance to the inevitable laying off of NFC staff; which in 1996 totaled 1,292 (NFC, 2010b). 
Externally, the closure of branch offices and depots also faced resistance from various political quarters, as had been the case during the first round of reform processes. But, ironically according to NFC officials the fact that this process was a "donor condition" made it easier for them to push for closure. They point out that politically it was convenient to deploy the language of "our hands are tied" due to the aid condition. Which in fact was true as the supply of the subsidized grains is directly tied to the transport subsidy which was provided by the GoN. As soon as this was stopped for the demarcated districts then offices had to be closed. Figure 4.3 shows the trend of the transport subsidies provided by the GoN. What is seen is that after 1998/99 subsidies gradually dropped till 2003. The sharp increase in 2008 can be accounted by the food crisis that hit the country due to poor monsoonal rainfall that caused poor yields throughout the country.

Figure 4.3. 
Transport subsidy released by the GoN to NFC 
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      Source: Planning Section, NFC, 2010b
In the end, over the next couple of years NFC operations were rolled back from 55 districts to 30; and the number of depots were reduced from 135 to 67. The contracts of temporary employees were also terminated and regular staff were given voluntary retirement; resulting in the decrease of employees to 498 by 2007. Presently, the number of districts has gone down even further to 22.
During this period, it is also important to keep in mind that the re-structuring of NFC took place at time when the country was itself undergoing civil war with the Maoist insurgency that had started in 1996. Detailing the effects of this decade long conflict on food security, Seddon et al (2003) report that it has resulted in the decline in productivity; forced migration; diminishing of household food stocks; and the de-linking of rural areas with wider market economies. 
For the NFC, the restrictions placed on physical movement as a result of security concerns led to the closure of many depots in the most severely affected districts, which also happened to be the most food deficit (i.e. mid and far-western districts). According to NFC officials interviewed in Kathmandu and also corroborated by staff in Jumla, the depots were closed as it was impossible to guarantee the safety of their personnel as well as their foodgrains and cash incomes from the selling of rice. As a result, while grains were transported up to the district headquarters, where security forces were concentrated, it was not possible for the NFC to transport further into the remote hinterlands. Skeptics and locals however point towards the fact that these depots were never functioning properly prior to the conflict anyway. Though figures on the number of depots that were closed down were not available, the lasting impact has been that since their closure the majority still have not been reopened
. 
In recent years, another issue which has been hotly debated at the national level, and which has increasingly been used to question the role of the NFC, has been whether the external supply of foodgrains, chiefly white rice, has caused dependency amongst its recipients. Similar to the "perversity thesis" the question is whether the external supply has resulted in dependency and the neglect of local crops. 

The discourse revolves around three main issues that were repeatedly brought up in media reports
 and interviews carried out with development agencies
, officials within the Ministry of Finance (MOF)
 and even within the NFC. They include: (i) food aid, in the form of white rice, has changed local food habits; (ii) the change in food habits has had a detrimental impact on the health and nutrition situation of the recipients and (iv) favoring of rice over local varieties has lead to the neglect of local food production, creating a deepening and unsustainable circle of dependence. 

Ascertaining the dynamics between food aid and dependency (or not) was however beyond the scope of this study. Furthermore, there have been other studies which have analyzed this debate, arriving at different conclusions
. But, what I would like to bring to attention is the corollary effects that this debate has had on the functioning of the NFC with respect to its subsidized program and how it has been utilized to further question its role. 
But, firstly observations and interviews with locals from Jumla district do indicate that people prefer to eat rice. This is due to a combination of social, cultural issues along with individual taste preferences. To begin with locals associate rice as being "superior" as compared to the locally available millet, maize and potatoes
(Uprety, 2008; Bishokarma, 2010). From a modernization perspective, the eating of rice is also regarded as being "modern", "progressive", "prestigious" while eating millet and maize is seen as "primitive" (ibid). It is also the preferred choice amongst women as it is easier to cook and less intensive to prepare than roti (millet bread). But, to assume that this preference has lead to "laziness" on the part of locals to neglect their traditional crops, which the media portray, is from my preliminary observations and data not fully accurate. Primarily because if we calculate the amount of grains supplied by the NFC (up to 10 kgs per household), it is barely enough for one month
 in a whole year for one individual in the household
 (please see section 5.1. for full details). Furthermore, historical trends over the last decades show that agriculture production has increased, albeit very slowly (Adhikari, 2008). 

Coming back to the dependency discourse, within the NFC, there were two distinct voices on this debate. Those interviewed at the central office in Kathmandu, were of the opinion that the external supply of rice was indeed changing food habits and creating dependency. While those interviewed in the districts, Nepalgunj and Jumla, disagreed. Why is there this discrepancy? The simplistic answer would be to assume that those in the central office have little understanding of the real issues faced by inhabitants in the remote areas, as many do not actually go to these areas for long periods of time; while those in the "field offices" who interact with locals on a day-to-day basis are more aware of local realities. Or conversely, field staff due to their own vested interests regarding the political and economic nature of foodgrains and the reproduction of power relations which it confers, seeks to maintain operations, disregarding the long term negative impacts of the supply system. 
Whether or not the dependency argument it true, what cannot be discounted is how this discourse has been used to question the role of the NFC, even within the institution itself.  One could argue that for those who seek to promote the market and roll back the state's intervention – it has provided a convenient backdoor means of attacking welfare measures. Whereby, rather than carry out a frontal attack on the legitimacy of providing foodgrains to rural populations, which is a highly political issue, the discourse has instead by focusing on the negative consequences has slowly led to people to question the existence of the NFC itself, and in the process potentially pave the way for its closure. A direction, which one could argue, that had started with the reform measures in the late 1990s. 
The next chapter discusses the impacts of these institutional reforms in detail. 
Chapter 5 
NFC's Dual Dilemma: Maintaining Social Objectives and Profitability 
The institutional changes brought on by the reform measures forced the NFC into two dual objectives – to fulfill its social objective of supplying foodgrains to remote areas, at reasonable prices, and also the need to become profitable and self-sustaining. The means through which the NFC sought to achieve these goals has been to offset its subsidized program in remote areas with the commercial sale of food items in non-remote areas and the utilization of its fixed assets. This section discusses both paths, highlighting how the reforms have or have not been successful in addressing the over arching goals.
5.1. NFC supply: Subsidized program in remote areas  

Quantity of foodgrains supplied by the NFC

The quantity of foodgrains supplied by the NFC in the remote areas varies from year to year. Since the start of the reform measures, data shows that the "quota"
 as well as the actual amount of foodgrains allocated and sold has increased. More significantly, the allocation of grains for the remote areas has also increased drastically (180 percent) since 2002.
Table 5.1.

Total food grains sold by NFC between 2002-2009 (in MT)

	Year
	Sales ('1000 MT)

	
	Total quota
	Quota for non-remote areas
	Quota for remote areas
	% Quota for
remote
areas
	Total sales
	Sales in non-remote areas
	Sales in remote areas
	% Sales in remote
areas


	2002
	20005
	13600
	6405
	32
	17555
	11902
	5653
	32.2

	2003
	24240
	17800
	6440
	26.6
	21560
	15992
	5568
	25.8

	2004
	20220
	13700
	6520
	32.2
	14072
	8190
	5882
	41.8

	2005
	28515
	21920
	6595
	23.1
	20289
	12952
	7337
	36.2

	2006
	26428
	16000
	10428
	39.5
	24363
	15414
	8949
	36.7

	2007
	28456
	16560
	11896
	41.8
	21274
	9231
	12043
	56.6

	2008
	29000
	10500
	18500
	63.8
	20650
	5565
	15085
	73.1

	2009
	27258
	9468
	17790
	65.3
	20848
	4964
	15884
	76.2


Source: Planning Section, NFC, 2010d
If we compare the supply with the overall nation deficit then what is seen is that in 2008, when the food balance of the entire country showed a deficit of 132,916 MT (Table 3.1), the NFC supplied 20,650 MT, or 15.5 percent of the requirement deficit. In remote areas, the amount that was sold was 15,085 MT in 22 districts (NFC, 2010b). Considering that the total population in these 22 remote areas was 3,778,823 in 2008; calculations show that on average 3.9 kg per person per year was supplied by the NFC
.  This is a very low amount. But, it needs to be kept in mind that the coverage of the NFC does not always include the entire district. In many districts, the grains are only sold in remote areas through a few depots and not at the district headquarters. For example in Taplejung district, NFC supplies grains through two depots in Sinwa and Dovan. In the Karnali region however, the grains are meant to cover the entire district. Here, if we calculated the per capita supply by the NFC, where the population was 370,900 in 2008 and a total of 5,715 MT of grains was supplied, then it comes to be 15.4 kg per person per year. In a month it comes to be 1.2 kg. If we assume that 615g is required by an individual to ensure a minimum intake of 2124 kcal
 per day (206 kg per capita per year), then the foodgrains supplied would be enough for just 2 days in a month or just 24 days in a year. Considering that household production in this region is enough only for 3-5 months (WFP, 2009a), a rough estimate would show that in terms of the fulfilling the deficit, NFC supplies contribute 14.2 percent
 of the households requirements
. 
Overall, the above calculations show that impact of foodgrains supplied by the NFC on the foodgrain deficit is limited. Furthermore, even though the supply may be increasing, the low per capita percentages show that it is still not adequate to meet the requirements of those who need it the most. 
One aspect which has to be kept in mind and that is that rural populations do not rely on foodgrains alone, other food items such as potato, yam, livestock, vegetables, fruits are also consumed and make up a large share of calorie requirements. Dahal and Khanal (2010) calculates that in 2008/09 when the total production of potatoes was 2,083,283 MT, then if is included in the food balance sheet then the average food availability per capita per year would be 248 kg, higher than the required 206 kg. 
According to the study carried out by Panter-Brick and Eggerman (1997) the coping strategies adopted by many households have led them to progressively more debt, economic marginalization as well as greater improvishment. As they increasingly turn towards coping strategies which include a combination of: out-migration, wage labour, petty trade, high interest loans and land mortgaging (Panter-Brick and Eggerman, 1997). 
In addition, over the past couple of years, WFP assistance has also played a key role in overcoming shortages. Through its various food for work programs, households in chronically food deficit areas are provided with up to 160 kg of rice, this would equate to grains being enough for 4 days per person per month or 48 days in a year. 
Coming back to the grains supplied by the NFC, what needs to be kept in mind is that the grain quota is dependent on the transport subsidy provided by the government. As discussed in the previous section after the reforms in 1998/99 it decreased till 2004 and has only risen recently. Officially, the basis for the allocation of the transport subsidy are the demands that are sent from the districts and past trends (eg. amount of grains that was supplied the previous year, how much is remaining). But, as authors such as Seddon et al (2003:111) and Adhikari (2008) have pointed out the government actually follows a rigid policy regardless of the sensitivity or the fluctuations in food shortages and when it does increase the allocation then it is primarily done due to political pressure. For example, Adhikari (2008) cites the fact that within the Karnali region, since the start of the NFC program Jumla has always received the largest supply of food grains in absolute terms; even though deficit is greater in other districts. He goes on to add that "…there is no pattern in food aid as a percentage of food deficit production"(Adhikari, 2008:179). Similarly, Seddon et al (2003) link the greater focus on Jumla district as being due to its historical importance as an administrative center as well as the greater influence enjoyed by the politicians in Kathmandu. 
My observations and interviews at the field site reveal that the grains supplied by the NFC have always been looked at as a political commodity, especially in those districts where the shortages are the most acute. For them, it is a means of establishing their legitimacy and power. Whereby, politicians have used the grains as a means to serve their own interests; as the issue of foodgrains is question that no party can afford to ignore. For example, even the Maoists who briefly came into power for seven months from 2008-09 used their influence to garner more supplies of foodgrains from the NFC. During an interview with a Maoist Member of Parliament (MP), of the Constitution Assembly from the Karnali region, it was reported that she had lobbied for extra supplies to be provided for a particular village in her constituency where people had died due to diarrhea. She went on to add that she herself took the foodgrains to the affected Village Development Committee (VDC) by helicopter. This one anecdote serves to highlight two facts: firstly, in spite of the claims of the virtues of the free market, in Nepal, politicians try to woo voters through government programs and secondly the ad hoc nature of the supply system which can be bent according to political pressure. 
NFC and food entitlements

During the field study in Jumla district, interviews with locals suggest that the NFC foodgrains provide a welcome addition to household food security. With households purchasing from the NFC whenever they were in a position to do so and when there were enough supplies. At the time of the field study, during the monsoons, the demand for the NFC was high. The reasons for this were: the monsoons are the hungriest period which coincides with the time just before the harvest; rice sold at the NFC are cheaper than those of the market; and seasonal nature of the road linking Jumla with Surkhet and Nepalgunj, the main supply route, had meant that the supply of grains had been blocked for the past three months.  

The NFC has three depots in Jumla district (the district head quarters, Dhapa and Sincha). Here rice is sold twice a week. As mentioned in section 3.2., the Jilla Khadya Baywasta Samiti (food management committee) determines how much is sold per household, this can increase and decrease depending upon available stocks with the NFC. At the time of the study this amounted to 10 kg per household. The prices are however decided by the central office in Kathmandu. This varies according to the type of rice (Table 5.2).

	Table 5.2.
Type and Prices of Rice Sold by NFC and the Market

	Type
	NFC Prices

(NRs per Kg)
	Market Prices (NRs per Kg)

	
	
	Winter season
	Rainy season

	Sona Mansuli
	42
	60
	75

	Aruwa Madham
	40
	50
	60

	Japanese
 Rice 
	37
	-
	-

	Aruwa Moto
	36
	40
	50


     Source: Field visit, 2010

The above table shows that the price of rice sold by the NFC is lower by approximately 10 percent during the winter months and 30percent during the rainy seasons.  These variations can be accounted due to the seasonal nature of the transportation costs as well as the profit margins that the private sector allocates. Here, with respect to the Sona Mansuli, it seems that the incentive to capture it (i.e. siphon it to the open market) seems high as the price differences are quite substantial, especially during the rainy season at NRs 33 per kg. It is even more striking when compared to the Aruwa Moto variety where the difference is only NRs 14 per kg. Furthermore, during field visits it was obvious that Sona Mansuli was the preferred variety amongst the recipients due to its finer quality
. Unfortunately, determining whether leakages occur or not, or if it does occur then to what extent, was beyond the scope of this study. 
However, what is interesting is that while "rent-seeking" and leakages were arguments with which the NFC was criticized, which maybe true
, the dominant solution that was advocated for its rectification was to limit the size of the NFC and allow the more efficient market to function. But, considering the low incentives for leakages of Aruwa Moto, one wonders whether the reforms should have also (instead) focused on changing the type of rice that was being distributed (i.e. focusing just on Aruwa Moto) in order to curtail leakages and thereby reducing a rent-seeking opportunity. An issue, which as far as available data shows, was not discussed. 
Coming back to the transportation of grains to Jumla, it needs to be mentioned that the cost of transporting the foodgrains by road is NRs 1850/quintal (in the rainy season it goes up to NRs 2030/quintal)
. According to NFC officials, this is far below the air lifting costs that the NFC was paying before the construction of the Surkhet-Jumla road, which amounted to as much as NRs 7000/quintal. The construction of this road has therefore had a significant impact on decreasing the transportation costs. Especially, for the NFC which seeks to transport the allocated quota before the onset of rains. This leads to one to question whether there has been a corresponding increase in the amount of grains to the district as the costs have gone down. Figures from 2008-09 show that there has been an increase from 10,100 MT to 16,500 MT (NFC, 2010d). But, one can not just associate this with the decrease in transportation costs; as the quotas for the entire Karnali region has increased. On the open markets, the seasonal nature of the road connection has meant that supply is intermittent. This has in turn led to the practice of hoarding and black marketing, during the rainy season. At the time of the study, locals complained that the market prices had risen as soon as the road was blocked by landslides. Even though, the traders had transported the rice before the road connection was cut. 
Another interesting aspect with respect to the transport subsidies is that in districts where subsidies were targeted to only the remote parts and not to the entire district, then in such situations the possibility of diversion of NFC grains to the markets can also take place. It occurs, when the rice intended for the remote areas gets sold in the district head quarter, thereby allowing the traders to gain a profit equivalent to the transportation costs. According to a former GM, such situations have occurred in the past, when individuals at all levels, CDO, political leaders as well as NFC personnel, collude together. 
Entitlements, social and political, also play an important role in accessing the rice supplied by the NFC. Seddon et al (2003) estimate that for the Karnali region up to 60 percent of the grains that are supplied by the NFC are in fact used to feed government personnel (the majority of which are transferred from outside the region). During this study, figures were not available to provide an estimate on how much this applies to Jumla. But, what is worth noting is that as earlier mentioned Sona Mansuli is preferred by most, but locals complain that it is usually reserved for the government officials and political leaders; thereby leaving the local population with only the coarser rice (Aruwa Moto). 
The amounts of rice that are sold to the local populations are also influenced by social and political influence. This mainly applies to the "coupons" that are handed out by the District Development Committee (DDC) and the Village Development Committee (VDC). The maximum amount that can be bought with the coupons is 50 kg; a large amount, which is why the coupons are highly sought after. The procedure for receiving a coupon is by applying to the DDC or VDC, during household emergencies such as deaths in the family. Here, social and political relations influence the access to the coupons and consequently the NFC grains. Thereby allowing those who already weld power to exercise and reinforce it through the access that they provide (or not) to the NFC grains. For locals this means that those with greater "bundle of resources" through access to local political parties and government officials are much more likely to benefit from the distribution system, than others. 
5.2. NFC supply: Commercial sales in non-remote districts 
NFC sells foodgrains at commercial price (i.e. without any transport subsidies) in 10 non-remote districts, the majority of which are sold in Kathmandu. Referring back to Table 5.1. what can see is that sales of  grains in the "non-remote" districts has gradually decreased from a high of 67.8 percent (2002/03) to 23.8 percent (2009/10). One can infer that in the former case, the prioritization of "inaccessible" or "remote" districts has led to this situation. 

Table 5.3 
Commercial sales of foodgrains in non-remote districts (MT)

	Year 
	Total Sales

(MT)
	Sales in 

Kathmandu (MT)
	% Sales in 

Kathmandu

	2009/10
	4964
	3359
	67.7

	2008/09
	5565
	4084
	73.4

	2007/08
	9231
	8242
	89.3

	2006/07
	15414
	14486
	94.0

	2005/06
	12952
	11940
	92.2


      Source: Sales Department, NFC, 2010d
Table 5.3 shows that in terms of quantity as well, the absolute amounts that are sold have decreased rapidly. It indicates an unfavorable trend for the NFC's aim to become financially more stable. It brings us to question why this has occurred, in spite of NFC rice being priced below market prices and also the implications for the financial viability of the corporation.
There could be a multitude of reasons for the decrease in the sales. Though interview with NFC officials do provide some indication that the type of rice that is sold could be one critical factor; as according to their statements people living in these regions, where markets are large, largely prefer to eat the scented variety of rice (i.e. Basmati rice) and only turn towards the NFC supply when these market prices get high. 
Another important aspect that needs to be kept in mind is that while becoming "self-dependent" was a founding aim within the NFC (please see section 4.2), it had been neglected, until the reforms pressurized the officials to become more profitability. The response was a shift towards "quasi-privatization" that subjected the NFC officials to market-like pressures to perform – but without the necessary incentives. As during the course of the study, NFC staff reported that, it "made no sense to do more than is strictly necessary" as there were no "rewards". Even at the General Manager level, it was reported that the appointments which previously used to take place from within the NFC, was now being fulfilled by individuals from outside the corporation. It was complained, that these political appointments were not only signs of illegitimate interference in administrative matters, through which relations of patronage and power were reproduced; but also that it hampers the functioning of the corporation. As according to one official, "…they (the outsiders) do not understand the functioning of the corporation, nor do they have any attachments to its future and sustainability. By, the time that they do gain some understanding, it will be too late to do anything as their allocated time, after two years, will end". 

Ironically, this lack of entrepreneurial spirit can be linked to the restructuring of the NFC that took place. Primarily, in terms of the downsizing of staff and the absence of new professionals hired into the system, which may have led to the dearth of new ideas, which officials say is lacking. As it was reported by senior NFC officials no one had been hired since 1984.  

Another mechanism which has hampered the commercial interests of the NFC, has been the need to follow government rules and procedures while procuring as well as selling the foodgrains. One NFC official expressed his frustration that, "we are expected to do profitable business, and at the same time follow government rules". He went to add that the lack of flexibility provided does not allow for entrepreneurial operations. For, example, with respect to purchasing, the NFC has to follow tendering procedures for rice; as per the Procurement Act, that is legally binding, this process does not always guarantee the lowest prices. 
According to a former GM, when it was realized that the incomes generated through these transactions would "not be enough", the corporation looked towards other avenues of earning income - the utilization of the corporation's large fixed assets to diversify their income sources. Interestingly, the initiation of this process coincided with the 1998/99 reform measures; whose justification had been the large budget expenses caused by the NFC and its over staffing problem. According to the GM who presided over the reform measures- there was a real and urgent need for the corporation to become financially profitable. Their solution was to turn towards the 1,034 ropanies of land and 166 godowns (storage capacity of 97,370 MT) which they owned. Through interviews it was revealed that this new diversified income included the selling of unused land (Myagdi and Bhadrapur) were sold to payoff bank loans as well as the start of leasing land to private housing companies. 
According to financial figures, in 2008/09, the income these "other trading incomes" amounted to NRs 2, 77,43,737.22 (2 percent of the total income of  NRs 1,31,59,53,475)
. This figure goes to show that even in this regard the NFC's objective of becoming financially more profitable has not resulted as it had hoped. 

Chapter 6
Conclusion 

The critical point that this paper seeks to highlight is how "the politics of representation of the problem" is often the driving force behind institutional change, rather than measures to address the problems themselves. As a result, instead of the institutions evolving and improving, they get pushed into various directions, leading more often than not to the original problem never getting addressed or solved; and instead new problems being created, which forces the institutions along altogether new and unexpected paths.  


This case study of the NFC, is one such example, of how the efficient-market hypothesis, grounded in the policy shifts as advocated by the Washington Consensus and later followed by the Post Washington Consensus, has led to the shaping and re-shaping of an important welfare mechanism into two dual paths: a geographically targeted subsidized program, which shows signs of further downsizing and a "quasi-privatization" commercial part, which till now has not shown any substantial profits. 
When the NFC was established in 1974, it was done in order to increase the availability of foodgrains, at fair prices, for people living in remote areas. But, the system was plagued with a number of problems; the most glaring being its focus on the inhabitants of Kathmandu valley, who were never the intended beneficiaries. A number of problems ranging from the capture of food supply by bureaucrats and politicians, to leakages, and the draining of the government's budgets were highlighted as being damaging to its functioning. Criticisms, which were no doubt valid; but what this study hopes to have shown is that they were later captured to drive through reforms that were motivated by certain ideologies and agendas, primarily those of a liberalized economy.

The entry point was the balance of payment problems that the country experienced in the late 1980s that led to the SAPs and the subsequent policy recommendations; which the country being highly dependent upon foreign aid, could not ignore. As a result, the NFC's evolution was shaped, not by transformations that sought to address its problems, but more so by the dominant discourses, and their local interpretations. The outcomes of the first round of reforms therefore resulted in the downsizing of its structure and operations, a shift towards geographical targeting and an increased reliance on open markets for grain procurement. 

What is interesting is that, the same process was repeated during the second round of reforms in 1998/99. Here, globally, the initial concerns about the size and role of the state apparatus had shifted towards institutional reforms. An agenda, which was later reflected in the NFCs restructuring, as the corporation came under increased scrutiny for its financial losses. As a result, there was the rediscovery and renewed focus on becoming financially viable. The means through which the corporation sought to achieve this was to function as a "quasi-private" agency, selling grains at commercial prices in non-remote areas as well as seeking to utilize its fixed assets, to off set the losses of its subsidized program. 

This study shows that, ten years after these reforms, the NFC is failing on both sets of its goals. Within in its subsidized program, there have been improvements in an increase in the supply of foodgrains to remote areas, but the per capita supply still remains negligible. Similarly, a variety of internal as well as external constraining factors have prevented the corporation from achieving its aim of becoming financially profitable. These include: a lack of entrepreneurial ideas, to the need to follow stringent government rules as well as other exogenous factors such as taste of consumers.

The underlining conclusion is that these reform measures, rather than rectifying the weaknesses of the system, have led to its fragmentation. Most tellingly, these changes have coincided with broader structural changes at the national level, as the country is moving away from self-sufficiency and increasingly towards a reliance on market mechanisms to ensure access to food. For those rural households, who rely on the NFC foodgrains, these shifts have undoubtedly exacerbated an already precarious existence. As on one hand there has been the curtailing of the distributional coverage through geographical targeting; while at the same time problems that originally plagued the corporation, such as insufficient availability and access, still continue to persist. 
Appendix 1: Chronological Development of Food Provision Initiatives by the Government

	1846-1950 AD (Rana Rule): State provision of food only for the military and civil servants.

During Prime Minister Junga Bahadur Rana’s rule “Rasad godown” was established to collect foodgrains (paddy) in the form of taxes from “Guthi” and “Raikar” lands to feed the army, police and civil servants within Kathmandy valley. This was also later supplanted with rice brought from the Terai. Food stores and its distribution were under the authority of the Army (Commander-In-chief). Occasionally, rice was also distributed during festivals to the local populations within Kathmandu valley 

1948 AD: Establishment of “Rice milling and Sales Company” under the control of the military.

1950 AD (start of Multi-party system): Food administration was separated from the military  

Establishment of multi-party system after the overthrow of the Rana regime led to the introduction and implementation of the Administrative law that separated food administration from military control. It also led to the merger of the Rasad godown and the Rice milling and Sales Company to form the “Sadar Paddy godown”; which came under the management of civil officials that began to supply to ordinary citizens within Kathmandu valley. 

1951-1952 AD: Sadar Paddy godown was later termed as “Pradesik Khadhya Niyantran”. Under this, regional Food Control Offices were established to procure rice from the Terai and send transport it to Kathmandu valley. By 1952, there were 32 stores within Kathmandu valley which was selling foodgrains. 

1955-1972 AD: Pradesik Khadhya Niyantran was changed to the “Khadhya Sanchya Bikri Bibhag” (Food Storage and Sales Department). Later, in order to manage the growing foodgrain demand from within the valley, the government replaces it with the “Upathayka Khaddanna Bandobast Samiti” (Valley Food Arrangement Committee) in 1961. 1964 the committee is replaced by the “Khadhya Bewasta Sasthan” (Food Management Committee) under the Corporation Act. During this time Supply is still limited within Kathmandu valley.

1973 AD: Food shortages in the previous year due to low production as a result of droughts force the government to realize that it needed a nationwide system. But, as the organizational network of the FMC was weak, it is integrated with the Agriculture Supply Corporation (ASC) to form the Agriculture Purchase and Sales Corporation (APSC). As a result, nationwide branches were established which began to supply foodgrains across the nation.

1974 AD: The APSC is split into the Agriculture Input Corporation (AIC) and the Nepal Food Corporation (NFC) under the Corporation Act. The AIC is made responsible for the providing inputs for farmers; while the NFC is mandated to handle the distribution of food grains. 




Source: Pyakuryal et al, 2010; Gurung, 2008
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Politics of Reform:  
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� According to the WFP (2009), cereal production increased by 5 percent, while consumption requirement increased by more than 20 percent (WFP, 2009).


� According to Seddon et al (2003), the estimated value of food imports in 1986 was  $ 69 million, while in 2007 it had rised to $82 million 


� Pyakuryal et al (2010), Adhikari (2008), Seddon et al (2003)


� www.nfc.com.np


� Sales Department, NFC, 2010d


� Please see chapter 5 for full details 


� Khadka (1985)


� Pyakuryal et al(2010); Sharma (2005)


� The ex GMs were chosen from the GM register that was made available from the NFC central office. Altogether two former GMs were interviewed. Both, had been appointed twice as general mangers during the major transitional phases. 


� According to Fine (2001), the rise of the WC was due to the demise of the developmental ideology, as it lost its prestige by failing to bring about development,along with the active policy recommendations by the WB and the IMF (Fine, 2001:xiv). 


� Pyakuryal et al (2010)


� WB (1981) 'Accelerated Development in Sub-Saharan Africa: An Agenda for Action', Washington D.C: World Bank 


� Others advices include: removable of export quotas, improvement of export incentives, reform of fiscal system, revision of agricultural pricing, revision of industrial incentives and improvement of marketing and other support for agriculture (Toye, 1994). 


� This involved the provision of assistance provided by the state dependent upon the price of bread and the size of the family. 


� Wrigley (1999)  in "Corn and Crisis: Malthus on the High Price of Provisions" points out that even Malthus  though a fierce opponent of the poor law system, did however later acknowledge that "…the existence of the poor laws (were) a saving grace in the face of severe shortages because they ensured a substantial transfer of purchasing power…"(Wrigley, 1999:125).


� For the purpose of this study, food security it is defined as "…a situation that exists when all people, at all times, have physical, social and economic access to sufficient, safe and nutritious food that meets their dietary needs and food preferences for an active and healthy life" (GoN et al, 2008:50)


� Nepal has always been importing food items, primarily from India, either formally or informally across the 1,400 km porous border (Khadka, 1985). Pyakuryal et al (2009) however points out that the amount of cereals imported were quite low at 4,000 MT, between 1971-75. But, which later rose to 50,000 MT during 1981-85. 


� The major cereal crops include: Paddy (56% of total cereal output), Maize (24%), Wheat (17%), Millet (3.61%) and Barley (0.29%) (Dahal and Khanal, 2010).


� Only 30 percent of cultivable land is under irrigation (ODI, 2003). 


� Nepal is broadly classified into three main geographical regions: Terai (flatlands in the south which border India, elevation ranging from sea level to 1,000m), central Hilly region (elevation range between 1,000 – 4,000m) and northern Mountainous region (elevation range 4,000 – 8,848m).


� According to the MOAC, WFP and FAO, a district is classified as being severely deficit if production is less than 30% of requirement. 


� Over the years, the Japanese government has been one of the largest suppliers of food aid to Nepal. In 2008/09 7,100 MT of grains were provided (NFC, 2010a)


� This includes the WFP which aims at supplying 30,786 MT of food over a three year period (2008- 2010). 


� Nepal Country data and statistics (www.ifm.org)


� Apart from foodgrains, the NFC also sells oil, livestock and occasionally sugar. But, as these commodities are less essential to food security concerns, the focus of this study has been limited to that of grains, primarily rice.


� In addition, the NFC also stores buffer stocks for emergency measures. As per the GoN policy, foodgrains amounting up to 19,000 MT are stored throughout the country. 


� www.nfc.com.np


� Ibid 


� Ibid 


� As reported by the Vice General Manager of the NFC during the study


� The paddy is then processed in the NFC mill in Rajapur 


� www.nfc.com.np


� As reported by NFC officials and staff in Kathmandu, Nepalgunj and Jumla. 


� As reported by the Vice General Manager 


� Data on foodgrain distribution during the 1990s shows that on average 49% of the foodgrains were distributed in the accessible hills, while only 24% were supplied to the most remote but needy areas (Sharma, 2005).


� Raikar lands belong to the state, which are rented out to the tenants (Modhi) on which they have to pay taxes (Yadav, 1984). Guthis are traditional forms of social organizational systems within the Newar community of Kathmandu valley.


� Pleas see Appendix 1 for a brief historical evolution of the food distribution system


� www.nfc.com.np/introduction.php


� Ibid


� The government of Nepal has categorized 30 districts as being remote based on road access, income and social indicators. 


� As told to the researcher by a former General Manager of NFC 


� Parboiled rice was preferred as it was cheaper and also lasted longer (up to 3 years) than raw rice


� Rice was exported primarily to India.  During times of insufficiency, it was supplemented through the procurement from the Terai. 


� Till 1978 these export companies had monopolized the rice export sector. But once the private sector had been allowed to enter the market and compete, the companies could not compete leading to bankruptcy and finally liquidation (Khadka, 1985) 


� These being "…to be seen to provide, for the more dedicated and idealistic, some chance of influencing the future of their country, albeit within the strict limits imposed nut he still highly personalized structure of the bureaucracy "(Blaikie et al, 2001:42). 


� Mr Lokendra Bahadur Thapa was the prime minister at that time 


� According to Khadka (1985), the minimum price for coarse rice was NRs 178 and for fine it was NRs 185


� Sales department, NFC, 2010d


� By 1983/84 this had amounted to NRs 963.90 million Public Enterprise Policy, NFC. www.npc.gov.np/uploads/plans/20090222104334.pdf


� RRN/Action Aid Nepal (2002) Food Security in Nepal: The Civil Society Perspective, Brief Report of the Consultation Workshops on Assessment of Commitments and Plan of Action of the World Food Summit, 1996


� Presently this includes seven districts: (Phidim) Panchthar, Kathmandu, Pokhara, (Bimalnagar) Tanahun, Gorkha, (Tulsipur) Dang and Surkhet. Sales Department, NFC (2010c)


� According to a former GM, the NFC did sell livestock and sugar for profits, but this according to him was largely at negligible amounts


� 'Government may call global tender for rice, wheat supplies' in My Republica. Accessed on 28 August 2010. www.myrepublica.com/portal/index.php?action=news_details&news


� Ibid


� This includes both former and present officials 


� MOAC and WFP (2009)


� As told to the researcher by NFC officials


� This includes foodgrains supplied by the NFC as well as the WFP. Please see Uprety (2008) and Kshetry (2008)


� These included local NGOs in Jumla as well as national ones working in the Karnali region 


� The Under Secretary of the Foreign Aid Coordination Division was interviewed for this study 


� Please see Bishokarma, (2010); Uprety (2008); Seddon et al (2003); Adhikari (2008), Dahal and Khanal (2010)


� This perception can be traced back to Hindu cultural and religious significance; whereby it has been used in cultural ceremonies for centuries (Bishokarma, 2010). 


� Assuming that one individual requires 615g to ensure a minimum calorie intake of 2124 kcal, which is the minimum amount according to the Central Bureau of Statistics


� If we were to combine the NFC food supply with WFP grains for individual households then, this would also only last for three months in a year (Please see section 5.1. for further details) 


� The "quota column" shows the allocation of grains for that year, while the "total sales" shows the absolute amount that was sold, which is inclusive of the grains it received that year plus any surplus from the preceding years. 


� Assuming that the NFC grains were distributed equally within the district and that there were no diversion of grains from the NFC to the open market


� Which is the minimum amount according to the CBS


� Here, I have taken the higher value, assuming that households produce enough for 5 months. Leaving them at least 7 months with food deficits. 


� According to Adhikari (2008:180), government food aid as a percentage of the deficit production in the Karnali region was 12.69 percent (2000/01) and 13.09 (2003/04).   


� Japanese rice refers to the food aid provided by the Japanese government. It is not sold in the local market in remote areas, but is sold in Kathmandu valley at commercial rates. 


� This was reflected during FGDs with locals as well as interviews with NFC personnel 


� During the course of one interview with a former GM, he had indicated that leakages had occurred in the past.


� As told to the researcher by traders and NFC personnel 


� The total expenditure for 2008/09 was NRs 2,23,90,29,516. Finance section, NFC, (2010e). The majority of the income, up to 60 percent comes form the selling of foodgrains. 
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