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the farm price (auction price) was being shifted to 

the consumer through wholesale and retail prices. A 

change in the pattern of margins from 60 I S to 80 IS 

was observed. It appears that both wholesale and 

retail traders were following profit maximization 

mar'Jins during 60 I S and during 80 I s they are follo,,­

ing constant absolute margins in all the centres 

consicercc2. 

Analysis of the marketing expenses indicated 

that marketing expenses have increased considerably 

even though the quantity of crop handled was increa­

sing. An investigation into the various components 

of the costs revealed that high rise in the transport, 

storing and marketing expendi ture the main cause 

for the increase in the expenses. 

The other indicator of adaptability to stru­

ctural change in demand was studied with the help of 

output responsiveness. The results indicated that 

gross returns per hectare lagged by two years Here 

influencing the output in the short run. This was pro­

minent in the case of Arabica. 



200 

The analysis of t.l-1e distributional efficiency 

suggests Dlat the present marketing system helped 

in eliminating the middlemen and reduced the margin 

bet\'leen \oJha t the consumer pays and the producer re­

ceives. It helped in forming the standard grades. 

The impor tance of pI ace and quantity in selling the 

produce \-las also eliminated. But due to lack of 

strict control at the retail level, traders \-Iere 

gaining at the expense of Dle consumers. Though auc­

tions ensure competitive price, price increase was 

effectively shifted to the consumer through wholesale 

and re-teil prices. Consumer Via::; not gaining due to 

~he increase of releases through pool open auctions. 

Traders 2re making profit by aCl,lteration. It appears 

that the system has resulted in increasing the per­

centage share of wholesalers and retailers. 'Though 

coffee \,as costing less when supplied through coope­

rative societies, local sales dealers and Board's 

outlets; releases through these outlets showed a 

decreasing trend. When marketing costs were considered, 

the present system could not achieve cost economy in 

marketinc,l the produce. Harketing costs did not show 

decrease despite the increase in the quantity of crop 

han(lled. Because of this, though producers were 

assured of a better price, they were being charged 
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with increasing marketing costs (marketing costs 

would be deducted from the pool realization before 

distributing to the growers) • 

Analysis of output responses suggested that 

coffee output was not responsive to prices. Growers 

do not seem to respond to either domestic or inter-

national prices. The reason may be that the major 

cost of cultivation in coffee was purchasing and 

clearing the land. These fixed costs are the major 

costs and once the estate is established, harvesting 

costs would have a minor share. "The principle cost 

of cultivation to the grm.,er arises from the cost of 

purchasing and clearing land and planting trees 

rather than harvesting; and a crop will generally be 

harvested regardless of market prices".l However, 

in the short run, producer could reduce the production 

by not harvesting certain part '<Ihen prices are redu-

cing. But in the caSe of the present pooled market-

ing, returns are assured and growers do not seem to 

be responding to prices. In this system grower does 

1. Thomas Geer. An Oligopoly: The World Coffee 
Economy and stabilization Schemes, (New York: 
Dunellen Publishing company, 1971), p.35. 
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not have the choice to sell because he has to surren­

der his entire crop to the pool. This makes him to 

produce, even if the prices are falling. However, in 

the short run, Arabica output appears to be respond­

ing to the gross returns per hectare lagged by two 

years. Lack of independence of the producer to sell 

atleast part of the produce and delay in receiving 

the returns could be the reasons for the non-respon­

siveness of coffee output to prices. 

The third measure of increasing productivity 

is quantified "lith the analysis of changes in the area 

under different varieties, yields and output. 

The analysis revealed that total area under 

coffee and output were increasing over a period of 

time. There was considerable increase in the area 

under Robusta variety. output of Robusta showed 

higher growth rate. Though gr0\1th rate of area plan­

ted with Robusta was high, coefficient of variation 

was also high indicating higher variability. In both 

the cases coefficient of variation increased signifi­

cantly from the first period (1953-54 to 1963-64) to 

the second period (1970-71 to 1980-81). When total 
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ou tpu t ,",'as considered, coeffic ient of variation 

decreased in the case of Robusta indicating stability 

in output. Variation in Robusta productivity \>las 

high as indicated by large coefficient of variation. 

There \>las no change in it from the first period to the 

second period. Analysis of area and yield effects 

showed change from 1954-55 to 1984-85. During the 

period from 1954-55 to 1964-65, yield effect was pro­

minent in the case of Arabica than in Robusta. Between 

1964-65 and 1974-75, area effect increased considerably 

in the case of Arabica. During 1974-75 to 1984-85 

period, area effect dominated the yielde effect in the 

case of Arabica and interaction effect increased con­

siderably in the case of Robusta. 

Since quality plays an important role in the 

case of export oriented crops like coffee, an attempt 

Has made to analyse improvement in quality. Results 

indicated no significant improvement in the quality of 

coffee. The results also revealed qualitative diffe­

rences in the coffee pooled by big growers and small 

growers. Coffee pooled by big gro'ders showed better 

quali ty, When all the gro\-,'er s are considered 

together it was observed that there Vias 
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qualitative improvement in the case of Robusta Cherry. 

It was not significant in Arabica Cherry. However, 

in the case of plantatioD-Aquality has come down 

(this analysis is based on the basis of cup quality). 

From an analysis of the growth rates in area 

and output it appears that the present marketing 

system has been effective in increasing the area 

under coffee. Assured returns, equal accessability 

to the market (for both the big and small grovlers) 

has helped small growers and increased their number. 

In the present system the grower need not take deci­

sion regarding the time and place to sell ~is pro­

duce. But the system could not help in increasing 

the productivity. As far as quality is concerned, 

there does not appear to be any significant improve­

ment. Since majority of the growers are small 

growers without proper management facilities, this 

has apparently resulted in no significant improve­

ment in the quality of coffee produced. Another 

reason may be the delay in receiving the bonus points 

and full payment. Normally a basic price is paid to 

the grower as initial payment as soon as he surren­

ders his produce. He would have the option to accept 
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payment on FAQ basis or wait till the cup-tasting 

points are awarded. Most of the growers prefer the 

payment on FAQ basis and do not try to improve the 

quality though it fetches more returns. The pooling 

system is also one of the reasons for the reluctance 

of the growers in improving the quality. In this 

system, since entire output would be pooled, indivi­

dual grower has no identity. 

The indicator of gaining accessability to inter­

national markets was studied with the data on coffee 

exports to various destinations. The data indicated 

that Indian coffee exports have increased continuosly. 

I'lhen 17,547 tonnes of Arabica plantation was exported 

during 1980-81. In value terms, it increased from 

Rs.62389 to Rs.841,988 during the same period. Though 

quantity and value of exports increased, they were 

accompanied by large variation. Between 1961-62 and 

1980-81, Robusta exports shovled higher growth rate 

than Arabica plantation and Arabica cherry. I1hile 

Arabica plantation exports to all destinations were 

increased at an annual rate of 3.63 per cent Arabica 

Cherry exports increased at 7.32 per cent and Robusta 

10.98 per cent during the same period. Though 

Robusta exports indicated a higher grOl-Ith rate, 
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coefficient of variation was also high indicating 

instability in exports. 

Destinationwise analysis showed that quantity 

and value of coffee exports to Asian continent in­

creased at a higher rate in the case of Arabica 

Plantation. But these exports also showed high varia­

bility. In the case of Arabica Cherry, exports to 

Oceania sho\-led higher groHth rate both in terms of 

quantity and value. Unit value of exports to Asia 

Has highest during 1983-84 followed by America. Unit 

value of exports to Europe was least compared with 

all destinations. Though unit value of exports in­

creased, variability was also high indicating insta­

bili ty. 

A detailed analysis of the coffee marketing 

system showed that the present coffee marketing sys­

tem has helped in increasing the exports. Export 

market is completely separated from the domestic 

market by \-Iay of separate auctions. This along with 

controlled releases on the basis of international 

market and strict quality control resulted in 

increasing the quantity and value of exports. 
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An attempt was made to analyse the factors in­

fluencing coffee consumption in India. Lagged con­

sumption, prices of coffee, prices of tea and sugar 

and per capita income were considered as explanatory 

variables. The results indicated that among all the 

factors considered, lagged consumption which was Con­

sidered to represent coffee drinking as 'habit' was 

more influential. The statistically significant 

positive relationship between coffee consumption and 

tea prices indicated the substitutability of coffee. 

Coffee prices also showed significant influence on 

coffee consumption. 

Inter-dependence of pool auction sale prices 

"las studied using regression analysis. On the basis 

of apriori knowledge, it was assumed that the price 

sets at Bangalore auctions and the price information 

passes to the other two auction centres. With this 

assumption, an attempt was made to understand the 

effect of a change in one unit increase in the auc­

tion price of Bangalore on the auction prices of the 

other two centres i. e., Coimbatore and Vij ayawada. 

The results indicated that more than eighty per cent 

of the variation in the Coimbatore and Vijayawada 

auction prices was explained by the Bangalore auction 
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prices. All the regression coefficients tested 

against unity indicated that they are significantly 

equal to one which amounts to saying that one unit 

increase in Bangalore auction price is causing nearly 

a unit increase in the auction prices of Coimbatore 

and Vijayawada. It also suggests that prices of all 

the three centres are highly correlated and they move 

in unison indicating spatial priCing efficiency. 

Spatial pricing efficiency at the wholesale and 

retail levels was studied using inter-centre varia­

tion in the prices. Fourteen important consuming 

centres in the Southern States were considered. The 

results corroborate the findings of earlier studies 

indicating that markets at the wholesale level are 

more highly associated than the markets at the retail 

level. Even at the retail level, it appears that raw 

coffee prices are more closely associated than 

powdered coffee prices. 

To sum up, analysis of the present coffee 

marketing system revealed its efficiency in serving 

the producer as \'Iell as the consumer. Present pooled 

'marketing system has helped tile consumer by 
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ensurin<;J r~yular !:3upply dnd }J.L"U<.JUCt::::L uy o,SbU.l1n<:J lLl., 

returns. However, the folloVling suggestions could 

be made on the basis of the analysis, to make the 

system function more efficiently. 

1. (a) Internal releases could be increased to make 

coffee available at cheaper price. But this could be 

done only after acquiring a clear knoHledge of the 

potential increase in the demand for coffee. 

(b) Releases through co-operative societies and 

local sales dealers could be stepped up. It is nece­

ssary to investigate the reasons for non-lifting of 

the allotted coffee by these b'lO and corrective mea­

sures are to be taken. 

(c) During the pool auctions it Has observed that 

Hhile certain quantity of coffee remained unsold, 

certain of the auction participants vlere not able to 

buy the coffee because of too high a price. This Has 

due to a feH large firms participating j,n the auctions 

who quoted higher prices with their Hide market. 

Price determined by supply and demand forces Hould be 

the ideal price for setting up Einimum Release price 
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and this can be arrived at by making use of Dis­

equilibrium Analysis. 

2. Coffee Board has to enforce strict controls 

at the retail level to regulate adulteration and to 

reduce price variations. 

3. Growers could be given option to sell part of 

their crop independently. This would help the system 

in t\'lO \'lays. Firstly it \'lould reduce the burden of 

the Board and Board can concentrate more on explor­

ing neH export markets. Secondly, it \'lould make the 

producer more responsive to price and can improve 

the quality of coffee. 

4. Marketing expenSes of the Board could be mini-

mised by changing the present system. Analysis of 

the marketing costs indicated that expenditure on 

transportation, storing and marketing Here major con­

tributors for the increase in the expenditure. 

Efforts should be made to minimise the expenditure on 

these items by improving the present system. 

5. Cooperative system can be introduced among 

small growers SO that better management practices 
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can be made available to the small growers which 

would improve the quality of coffee. 

Limitations of the study 

With the available data, a modest attempt was 

made to analyse the working of the coffee marketing 

system. However, there dre certain limitations due 

to the non-availability and non-accessability of the 

data. 

1. The first limitation is non-inclusion of 

instant coffee market which is gaining popularity. 

2. Reliable cost of production data were not avai­

lable. 

3. Oiince export market is completely separated 

from internal market by conducting special export 

auction ';Iith reserve prices, export prices were not 

analysed. 
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APPENDIX - I 

List of Important Coffee Producing Countries and Their 

Share in World Production 

PERIOD 

Countries 1949-51 1979-81 

Produc- % in Produc- % in 
tion World tion World 
(in '000 Produc- (in '000 Produc-
tons) tion tons) tion 

(1) ( 2) (3) (4) (5) 

vlORLD 2191 100 5168 100 

SOUTH A1·\ERICA 1478 68 2425 47 

Brazil 1073 49 1403 27 

Columbia 336 15 748 14 

Ecuador 21 1 82 2 

Peru 6 0.5 98 2 

Venezuela 39 2 61 1 

NORTH CENTRAL 
AHERICA 365 17 918 18 

Costa Rica 22 1 109 2 

Els Salvador 68 3 158 3 

Guatemala 58 3 162 3 

Haiti 36 2 32 1 

Honduras 14 1 80 2 

l1exico 64 3 216 4 

AFRICA 271 12 1198 23 

i Angola 46 2 44 1 I 
I. 

Cameroon 9 0.5 102 2 

I 
I contd •• 
! 

i: 
i' 

I: 
I: 

,I 

ii 



Appendix-I (contd •• ) 

Xl) (2) (3) (4) (5) 

Ethiopia 23 1 191 4 

Ivory Coast 51 2 292 6 

Kenya 11 0.5 84 2 

Madagascar 33 2 84 2 

Uganda 35 2 124 2 

Zaire 21 1 81 2 

ASIA 165 3 416 8 

India 21 1 130 3 

Indonesia 40 1 253 3 

Philippines 4 0.5 33 1 

OCEANIA 1 0.13 49 1 

Papua & New Guinea 1 0.13 49 1 

Source: J. de Graff, 1986, p.25. 

". 



APPENDIX - II 

Total Production, Internal Releuses and EX120rts of 

Coffee. 1953-54 to 1983-84 
(In Tonnes) 

Season Production Internal Exports Releases 

1953-54 30029 19882 9767 
1954-55 25427 21446 3592 
1955-56 35028 26507 8081 
1956-57 42572 26860 15472 
1957-58 44490 29924 14281 
1958-59 46915 30120 16400 
1959-60 49790 31326 18180 
1960-61 68169 35523 32270 
1961-62 46036 25913 19829 
1962-63 56217 33414 22411 
1963-64 69320 35917 33005 
1964-65 60901 37607 23003 
1965-66 63861 34602 28843 
1966-67 78473 42940 35074 
1967-68 57331 27158 29754 
1968-69 73430 39281 33754 
1969-70 63619 31906 31202 
1970-71 110231 62178 47656 
1971-72 68948 25137 43417 
1972-73 91072 37888 52742 
1973-74 86388 33722 52232 
1974-75 92500 36066 55890 
1975-76 83982 35455 48000 
1976-77 102248 47334 54424 
1977-78 125141 53553 55813 
1978-79 110488 47208 65400 
1979-80 149835 53749 61380 
1980-81 118646 41356 86253 
1981-82 150100 62030 83817 
1982-83 130000 56774 83824 
1983-84 105000 44281 71179 
1984-85 190000 64748 121165 

Source: Coffee Statistics, Coffee Board. 



APPENDIX III A 

The Family Tree of Indian Coffee - ARABICA 

Arabica 

/ 
Washed 
(plantation) 

/ 
/ / I I I / 
plant. Plant. Plant. Plant. Plant. Plant. 

PB ABC Bits Blacks 

/ 
7 

Unwashed 
(Cherry) 

/ 
/ ;-- / -- u .. r--- / I 

Plant Ar.Chy. Ar.Chy. Ar.chy. Ar.Chy. Ar.Chy 
Bulk PB AB C Blacks/ Bulk 

BrOl-ffis/ 
Bits 

Plant. - Plantation; Ar.Chy - Arabica Cherry 

contd ..••• 



/ 
Rob.Pmt. 

PB 

APPENDIX III A (Contd .. ) 

The Family Tree of Indian Coffee - ROBUSTA 

Robusta 
I 

/ / 
Washed 
(Parchment) 
/ 

/ 
Rob.Pmt. Rob.Pmt. Rob.Pmt. Rob.Pmt. 

A C Blacks/ Bulk 
Brows/ 
Bits 

Um·/ashed 
(Cherry) 

/ 
/ / 17 I 
Rob. Rob. Rob.Chy. Rob. Chy. 
chy. Chy. C Blacks/ 
PB AB Browns/ 

Bits 

Rob.Pmt. - Robusta Parchment; Rob. Chy - Robusta Cherry 

7 
Rob.Chy. 
Bulk 

The classification of Indian Coffee as PB, A, AB and C is based on the size of the beans 
and percentage of imperfections. 



APPENDIX - III B 

Descriptions of coffee grades subjected to 

study. 

Arabica Coffee 

plantation A 

plantation B 

90 per cent by weight shall stand 

on a sieve round holes of 6.65 mm. 

Not more tl1an 1.5 per cent shall 

pass through a sieve witl1 round 

holes of 6.00 mm. 

At least 75 per cent by weight 

shall stand on a sieve witl1 round 

hOles of 6.00 mm. Not more than 

1.5 per cent shall pass tluough a 

sieve vii th round holes of 5.5 mm. 

Plantation Bits: Broken coffee beans less than one­

tl1ird of a normal coffee bean in 

Plantation 
Blacks 

Arabica 
Cherry - AB 

size. 

More than a quarter of the bean sur­

face black, deep blue or dark brOl,m. 

It includes damaged beans such as 

bleached (spongy) beans, insect 

damaged beans, spotted beans, 

stinkers and sour beans. 

At least 90 per cent by weight shall 

stand on a sieve with round holes of 

6.00 mm. Not more tl1an 1.5 per cent 

by weight sha1l pass tl1rough a 

sieve with round holes of 5.5 mm. 



APPENDIX - III B (Contd •• ) 

Arnbica Cherry - BlacKs, Browns and Bits: Contains 

Blacks, damaged beans and bits. 

Robusta Coffee 

Robusta Cherry 
- AB 90 per cent by weight shall 

on a sieve VIi th round holes 

mm. Not more than 1.5 per 

shall pass through a sieve 

round holes of 5.5 mm. 

stand 

of 6.00 

cent 

VIi th 

Robusta Cherry - BlacKs, Browns and Bits: Contains 

Blacks, Damaged Beans and Bits. 



APPENDIX IV 

Graphs relating to area under Coffee, 

Cof fee produc tion, producti vi ty, internal 

releases and exports of coffee are presented 

in this appendix. 
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