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Table 5.6 (contd...)
ARABICA CHERRY & EP-

Season Upto i QUARTERS B
Nov, bec, T TTTToTTEETTmTOTETEOTETTTTT
I I1 ITT Iv
1963-64 0.34 5.35 84,42 8,79 0.91 .19
1¢64-65 0.09 0.56 73.83 22,89 1.37 0.85
1965-66 0.23 1.24 87.85 10.68 - -
1966-67 0.18 1.57 77.47 19.56 0.72 0.09

1968-59 0.68 7.43 81.75 9.80 0.06 -

1969-70 - 0.96 83.61 12.37 2.46 0.6

1970-71 0.05 5.08 82.67 9.38 1.82 1.00
1971-72 0.10 0.63 g81.84 12,10 4,82 0.51
1972-73 0.04 1.21 83.28 10.44 5.03 1.00
1973-74 0.02 0.87 84,10 11.88 3.00 0.13
1274-75 - 2.83 84.64 10.22 2.00 0.31



Table 5.6 (contd...)
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ROBUSTA CHERRY AB

Upto QUARTERS
Season Nowv. Dec.,  —_ —TTTTTTTTETETTOoTTmTTTTTETT
I IT 11T IV
1963-64 - 0.10 72.61 22,56 3.50 1,23
1964-65 - 0,05 52.87 42.81 32.00 1.27
1965-66 0.03 0.04 56.87 40.44 2.00 0.62
1966-67 - 0.01 45,78 50.39 3.50 0.32
1967-68 0.01 0.07 64,87 321,73 2.000 1.32
1968-69 0.02 0.04 77.41 19,36 2.00 1.00
1269-70 - 0.08 60,33 37.33 1.06 1, 2¢
1970-71 0.004 0.03 58.86 35.64 5.00 0,30
1971-72 0,05 0.10 63.39 32.76 3.00 0.50
1972-73 0.01 0.02 62.03 32.25 4,00 1.50
1973-74 - 0.01 55.56 38,41 5,00 1.00
1974-75 - 0.03 51.70 34,62 10.50 3,00
Source; Coffee Statistics, Coffee Board.
Note: I Quarter: January,

1T

February, March

Quarter: April, May, June

III Quarter; July, August, September
IV Quarter:

October, November, December,
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The data presented in table 5.6 reveals the
seasonal nature of the coffee receipts. Nearly 60 to
70 per cent of the entire receipts are completed by
the end of the first quarter i.e., by the end of March,
Only in the case of Robusta nearly 30 per cent is
pooled during the second quarter also i.e., during

April, May and June.

When these pool receipts are compared to the
internal releases of coffee it is evident that the
effect of seasonglity is effectively counteracted. In
the absence of this controlled system entire coffee
would be in the market by March of every yvear which
would depress the market. Since majority of the coffee
growers are small estate owners with limited or no
withholding capacity, they would be at a vexry disadvan-
tageous position like their counterparts of paddy and
other foodgrain growers. Even in the years of very
bad crop internal releases are maintained from the

reserves which controls undue rise in coffee prices.

567, Domestic Coffee Prices

Movement of wholesale prices in comparison with
other products shows the relative stability of the

coffee prices. Index number of wholesale prices of
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coffee and certain other products are presented in

table 5,7.
Table 5.7.: 1Index Number of Wholesale Prices of
Coffee and certain other products in
India (1960 to 1984 ; Base 70-71 = 100)
Year Coffee Tea Cereals ingcles ééimodities
1960 47.00 89,30
1961 47,20 89.50
1962 49,40 86.70
1963 52.60 89.20
1964 58.10 87.80
1965 62,10 g8, 30 72,32 69.28 72,73
1966 74.00 92.90 82.75 78.99 81.41
1967 70.00 94,50 104.04 99,73 93.66
1968 78,60 92,90 100,74 97.83 93,26
1969 7750 91,70 100.10 94.31 94,79
1970 97.20 87,50 102,42 99.19 101.11
1971 74,60 113.30 100.90 101,00 105,00
1972 78.80 109.60 111.40 107.90 113.00
1973 83.20 107.20 128.80 128.60 131,60
1974 102.70 148,80 178,10 165,30 162,20
1975 115,30 172.40 185,76 170,20 175.80
1976 128,00 192,00 151.60 152,20 172,40
1977 133,10 262,30 161,20 170,80 185,40
1978 121.10 220,30 158,10 173,50 185.00
1979 127,10 221.30 167,10 181.40 206,00
1980 126,70 231,70 189,50 200.70 243,00
1981 136.40 237.80 213,10 230.30 278,30

contd.. .
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Table 5.7 (contd..)

Food All
Year Coffee Tea Cereals Articles Commodi ties
le82 141,00 263,60 229,40 244 .50 284 .80
1983 158,10 407,10 259,20 275,70 307.70
1984 211.80 494 .00 247.00 294,70 334,00
1985 220.60 434,30 255,50 312,40 353.40
Change
in 1975
over
1965 53,20 84,10 113.38 100.92 103.07
% change
in 1985
over
1975 105.30 261.90 69.80 142,20 177 .60
% Change
in 1985
cver
1965 158.50 346,00 183.18 243,12 280.687
Source: Coffee Statistics, Coffee Board.
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From Table 5.7 it appears that rise in Coffee
prices over a period of 20 years was less than the
price rise of other alternative products, Tea 1is
another plantation c¢rop which showed the greatest rise
over the past twenty years. Though rise in tea prices
was less in the first decade i.e., from 1965 to 1975,
later it increased considerably. The lower rise in the
wholesale prices of Coffee was due to the controlled
system of marketing in which releases were spread over
the years compensating for the lean crop and regulat-
ing the bumper crop. Coffee is 2 crop in which short
term cycles of two years in production are very promi-
nent, Every alternative yvear there would be a bumper
crop which requires regulation. The effect of these
cycles and irregular movements in production are effe-

ctively counteracted through internal releases.

5.8 Variation in the wWholesale and Retail Prices of

Coffee -~ Centre-wise Analvsis

In order to understand the variability in the
wholesale and retail prices of Coffee in various imp-
o;tant consuming centres, co-ecfficients of variation
was calculated. It throws light on the variation in

the prices in different states.



Table 5.8: Co-~efficients of Variation of Wholesale and Retail Prices

Years Bangalore Chikmagalur Madras Coimbatore Madurai Salem Vijayawada Kottayam

1963-64 to PLANTATION A - WHOLESALE PRICES

1965-66 7.37 9.13 4,78 7.52 £6.81 7.51 6.12 5.78

1980-81 to

1982-83 £.89 B.12 7.90 8,26 8.30 8.74 7.51 7.59

RETAIL PRICES

1963-64 to

1965-66 6.62 - - 6.75 4,99 8.59 4,23 5.67

1980-81 to

1982-83 6.01 2,04 7.04 9.61 6.66 9.65 11,16 5.92
ROBUSTA CHERRY AB - WHOLESALE PRICES

1963-€4 to

1965-66 11.89 12,87 12.28 11.75 12.05 12,09 12.58 11,95

1980-81 to

TOT



Table 5.8 {(contd..)

Years

Bangalore Chikmagalur Madras Coimbatore Madurai Salem Vijayawada Kottayam

ROBUSTA CHERRY AB - RETAIL PRICES

1963-64 to

1965-66 7.66 13.26 10.81 8.72 11.96 10.73 8.43 15.53

1980-81 to

1982-83 11.06 - 6.61 9.10 11.33 8.86 8.05 8.75
ARABICA CHERRY AB- WHOLESALE PRICES -

©

1963-64 to

1965-66 6.57 6.33 - - - - - -

1980-81 to

1982-83 6.53 - 4,49 - - - - - -

- No sale of this variety.
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In this chapter, consumer &s the market part-
icipant was given importance and efficiency of the
system in serving the consumer was analysed using
data on internal releases, domestic prices and prices
of alternative products. The results showed that
Coffee consumers are assured cof regular supplies of
Coffee at economical prices compared with other pro-
ducts. Increase in Coffee prices was less than the
increase in the prices of other products. The effect
of seasonality was reduced. In the following Chapter,
producer and traders as the merket participants was
analysed. Efficiency of the system from the view

point of consumer and wholesaler/retailer was assessed.



CHAPTER VI

The second indicator of stimulating and facili-
tating efficient productiorn and distribution is dealt

in this chapter.

It is considered in two parts i,e,, efficiency

in production and efficiency in distribution.

6.1 Production Efficiency

-Efficiency in production was quantified by using
producer prices and producer prices relative to cost of

production.

6.1.1.Returns to Grower

On the bhasis of the secondary data (Coffee Stati-
stics), growers' returns were calculated. Gross returns

per hectare are presented in Table 6,1.

Gross returns per hectare are increasing steadily
in both the cases of Arabica and Robusta, The percent-
age increase during 1978-79 to 1982-83 period when com-
pared to 1963-64 to 1967-68 period was high in the case
of Robusta than in the case of Arébica. While Arabica
returns increased by 315.65 pexr cent, Robusta returns
increased by 361.30 per cent. Grower's returns decreased

during late seventies and early eighties when compared

to early seventles. But there was considerable increase

in growers' returns over a period of 20 years.
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Table 6.1: Average Gross Returns to

the Grower

(Gross Returns in Bs/ha)

Arabica

% change Robusta % change
Period Gross over the Gross over the
Returns previous returns previous
(8s/ha) 5 years {Rs/ha) 5 years
1963~64 to
196768 2321.20 - 1836,00 -
1968-69 to )
1972-73 3449.40 48,60 2514.80 36.97
1873-74 to
1977-18 7740.80 124,41 6273.00 149.44
1978-79 to
1982-83 9648,00 24,64 8469, 40 35.01
Change in
1978-79 to
1982-83 over
1963-64 to
1967-68 - 315,65 - 361,30
Source: Coffee Statistics, Coffee Board.
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The sudden increase in the returns during early
seventies is due to the Brazilian crop failure because
of severe frost. Brazilian frost decreased the output
considerably which resulted in price rise in the inter-

national market.

'If growers' returns in India are compared to the
growers' returns in other coffee producing countries,
it can be observed that Indian growers are receiving
lesser than their counterparts elsewhere. Prices to
Indian growers worked out to be only Fs.14,.82 per Kg. in
1978 when the price received by other coffee growers
producing the same grade was s.26.42 in Honduras, Fs.
24,79 in Nicaragua, and Bs.18.45 in Papua and New CGuinesz.
Even when compared to the countries like Kenya and Costa
Rica where the pooling system of marketing prevails, the
prices to Indian growers are relatively low, with Kenya
paying Rs.29.44 per Kg. and Costa Rica Rs.18.18 in 1978.1

These differences may be due to lower domestic

coffee prices. Indian domestic coffee market is

1. AZnon, Submission on Cost of Production of Coffee_,
The United Planters' Association of Southern India,
Coonoor, 1982 (p.12).




107

completely separated from the international market
in the form of seperate auctions. Though it is
helpful in protecting domestic consumer from the in-~
fluence of international price fluctuations, it
reduces the growers' returns. Growers' returns depend
on the Minimum Release Price which would be quoted at
the internal auctions. Though it is necessary to use
upto date cost of production data to decide MRP, in
the present coffee marketing system, only old cost
data is used, The MRP was revised twice (in 1977 and
1980) on the basis of 1975 cost of production study

and again in 1983 on 1981-82 cost study.2

6.1.2 Growth Rates and Variability in Growers' Returns

Compound growth rates were calculated to under -
stand the rate at which growers' returns were increas-
ing. Coefficients of variation were calculated to
measure variability in the gross returns. ine entire

data was divided into two periods, each one of a

2. Anon, Coffee Policy, United Planters®' Association
of Southern India, Coonoor, 1984 (p.22).
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decade i.e., 1960-61 to 1971-72 and 1972-73 to 1982-
83 and compound growth rates were calculated  for

each decade. (Table 6.2).

Table 6,2: Compound Growth Rates and Variability -

Growers' Returns

Compound Growth Coefficient of

Period Rates variation (%)
Arabica Robusta Arabilca Robusta

1960-61 to

1971-72 7.28 9.44 25.17 39,78

1972=-73 to

1982-83 7.96 11.32 31.690 39.20

Robusta returns appesr to have increased at a
higher rate than the Arabica returns. Growth rate
in the case of Robusta increased between 1972-73 to
1982-83. Though Robusta growth rate was high,gross
returns showed more variability. The high coefficient
of variation in the case of Robusta returns (nearly
40 per cent} shows the relative instability of Robusta
returns. There was considerable increase in varia-

bility in Arabica returns, Robusta returns did not
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show increase in the variability. The result indicated
that coffee grower's returns are relatively stable over
a period of time., Variability in the returns can be
attributed to the variability in the production and

international prices.

6.1.3 OGrowers' Returns - Cost of Production

Growers' returns cannot be justified without in-
formation about cost of production. According to the
study of Coffee Board cost of production of coffee is
increasing steadily. & ton of Arabica coffee was pro-
duced at a cost of Rs,3306 during 1960-61 but it was
costing Rs.11,975 during 1580-81 seascon. However, cost
of production of Robusta coffee was less compared to
Arabica coffee. Production of a ton of Robusta was
costing Rs.2,416 during 1960-61 and Rs.10,620 during

1980-81.

From the data presented in Table 6.3, it can be
observed that percentage of growers' returns over cost
is unstable. The main reason is variability in the
grovers' returns. Though there is sudden jump in the
net returns during 1975-76 period,net returns show high
variability. The study shows that Arabica producers

were at loss during 1960-61 and 1970-71 also.



Table 6.3: Cost of Production and Average Compensation Accruing to Planter

(Rs. per ton)

ROBUSTA

T e A s e e e e S oy ) e e e S Ay ———— . bl . e A e o, i Nk

ARABICA

il i3 T T — T T — T f— S (o T g T i S s Y

Year
Cost of Average % Excess Cost of Average % Excess

Production Compensation Over cost Production Compensation over cost

1960-61 3306 2978 -9.9 2416 2211 -8.5
1965-66 4186 4642 10.9 3015 3942 30.7
1970-71 5279 4781 -9.3 3722 3722 2.1
1975-76 7459 13015 74,5 14077 14077 137.4
1980-81 11975 14584 21.8 11948 11948 12.5

Anon, Additional Notes to the Background Paper on Coffee, Coffee Board,
Bangalore, 1985, Annexure 1.

Sources

0Tt
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6.1.4 HNature of Grower Returns

Unliike the growers of other agricultural and

plantation products, coffee grower does not receive

his returns immediately. This 15 due to the surrender

0of his crop to the coffee marketing system which acts
as a marketing representative for him. Though he
receives part of his payment immediately, the remain-

ing payment will be distributed only after the auctions

have taken place.

In this respect & study conducted by UPASI

is worth mentioning.3 According to this study, on an

average, it takes more than 25 months for the grower

to receive his full payment and each payment is being
given in not less than 6 instalments. Total number of
instalments and number of months taken for final pay-

ment as observed by UPASI study are presented in Table

6.4.

3. Anon, "Coffee: Cost of Production", The Planters'
Chronicle, Vol.B80, No.9, Sept,1985 (p.297) .
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Table 6.4: Total Number of Instalments and Number of

Months taken for Final Payment

Total No.cof No.of months taken
Season Instalments for final payment
1074-75 6 20
1975-76 8 41
1976-77 S 35
1¢77-718 6 a5
1978=79 7 36
1979-80 8 32
1980-81 8 55
1s81-82 8 39
1982-83 6 25
1983-84 7 22

Because of this delay in receiving the full
amount, growers find it difficult to manage the work-
ing cepiteal. The grower is loosing in two ways be-
cause of the delayed payment. Firstly he would not
be paid interest on the delayed payment and secondly,
he has to pay higher interest rate for the money bor-

rowed from the moneylender to meet his working capital.
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In this particular type of marketing system though

grower is assured of his returns, he has to wait for

(=4

long time. In a country like India where growers are
large in number, it will be beneficial if the delay can
be reduced. Another alternative is that growers can

be given choice to retain part of their produce either

to sell directly or to surrender to the pool.

6.2 Distributional Efficiency

Efficiency in distribution is studied using pro-

ducers' share in consumers' rupee, market margins &t
various centres, nature of market margins and margins

through varicus channels.

Unlike the marketing system of other crops.,coffee
marketing system is a completely controlled one. Because
of this, at this stage it may not look relevant to cal-
culate the margins, but if we look into the working o=
the system it can be observed that the control is only
upto the auction level. Though Coffee Board also sells
coffee through its outlets at concessional prices,
major trade is in the private hands. Since the only
major task of the Coffee Board (in the very early stages)

was to get remunerative prices to the producers, the



marketing systgm was evolved accordingly. A critical
analysis of the producers' share and marketing margins

will indicate the efficiency of the system,

Producer's share in consumer's rupee, marketing
margins, marketing costs are calculated for a period of
20 years and these results are compared with the situa-
tion before the establishment of the present marketing

system,

6.2.1 Producer's Share in Consumer's Rupee

Analvsing the share of the producer in what the
consumer pays is one way of looking into the distribu-

tional efficiency.

Producers' returns are calculated on the basis
of the points awarded for each variety. Auction prices
are considered as the buying price for the wholesale
dealer. Average retail prices at major consuming centres
was considered as the retail price the consumer pays.
Producers' share was calculated for both superior and
inferior varieties of coffee. The results are presented

in Table 6.5.
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Table 6.5: Producer's Share in Consumer's Rupee
{1963-64 to 1982-83)
Year  ation Pl BB Chy. Chy.  Ong. BB
A AB B/B AB
1963-64 57.55 28.78 60.00 27.65 57.47 30.56
1664-65 54,05 27.03 55.00 25,51 58,41 27.94
1965-~66 58,18 34,95 65.00 38,00 60,26 35,55
1966-67 52.86 31.67 54.00 44.33 48, 20 32.22
1967-68 57.61 32,59 60.00 36.69 58,71 35.09
1968-69 58.56 32,93* 54,00 28,07 52.20 30.25
1969-70 67.14 40.29 77.00 40.05 60,17 42.43
1970-71 41,15 23,70 42,00 22,08 36.86 23.63
1971-72 33,10 30.08 55.00 28.33 53,13 33.58
1972-73 62.05 36.22 69,00 34,76 64,17 41,43
1973-74 79.80 44,47 90.00 47.00 78.31 50.57
1974-75 61.99 37.21 74.00 33.69 65,56 38.40C
1975-76 90.45 54,24 94,10 48.95 - 55.80
1976-77 96.80 58.10 95,50 54,79 - 73.09
1977-78 95.56 57,16 95,20 54,65 - 60.16
1978-79 97.39 57.73 95.50 54.84 - 62.78
1979-80 98.56 58.95 96,20 5%.76 - 80.37
1980-81 84.53 47.55 94,20 56.21 - 64.73
1981-82 87.27 47.70 89,30 52.31 - 61,90
1982-83 74.47 43,15 71,30 42.41 - 51.98
Note: '-' No sales of Robusta Cherry AB.
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From the results presented it can be observed
that producer's share has been on an increasing trend.
The grower was receiving only 57 per cent of what the
consumer was paying during 1963-64 season for Planta-
tion-A, But he received 97 per cent during 1978-79
season. The same tendency can be observed in the case

of other varieties also.

Producers' share was very low before the orga-
nisation of the present marketing system. It used to
vary with the place of sale, quantity and grade of the
produce. ©Small farmers used to get lesser share than
the big planters. Planters who were able to deal with
retailers directly were getting better price. In India,
of the price paid by the local consumer in Mangalore,
the planter used to get only 66 per cent. In Virudhu-
nagar it was still less i.e., 55.5 per cent. The
planter in Wynad used to get about 58.5 per cent. While
a planter in Palani was getting 55.5 per cent of the
consumer price if it was sold in Virudhunagar, he
used to get 66 per cent if sold at Mysore and Coorg.
Returns to the planter out of the price paid by the

consumer in Bombay was only about 46 per cent.
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A study of the coffee warketing in India and

Burma  revealed the following observations:

a) Producers were getting higher return when they

sell their coffee in Londeon.

b) The share was relatively less when coffee was

shipped to other continental markets.

c) The costs of distribution were very high apart

from freight, for the coffee s0ld in India.

d) There was lot of waste in the form of unnece-
ssary charges for sampling, re-garblings
reqrading and polishing because of no standard

grades.

With the establishment of the organised system,
the distinction between big planter and small grower
disappeared., &All the growers get the same price
depending on the quality of the produce delivered. It
ensured equal returns per unit and eliminated the dis-

advantages of the small growers.

4. Coffee Marketing in India and Burma, 1940, op.cit.
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A study conducted by Market Research Division,
Coffee Board,5 during 1969-70 revealed that gfowers'
returns were quite fair when compared to the pool rea-
lisations and growers were getting maximum benefit out

of the present marketing system.

Chengappa et a1,6 in their study in the case of
Tea found that producers' share was nearly 80 per cent.
In Czlcutta and Bombay centres this share was high
during June through August and was highest at 97 per
cent during the month of July. Since these are the
months when auction prices at Calcutta are high, it was
concluded that margins are inversely proportional to

prices.

In the present study though it can be observed
that producers were able to get larger share, this was
only in the case of superior varieties of coffee i.e.,

Plantation-A, Arabica Cherry-AB and Robusta Cherry-AB.

5. Anon, YRelationship between Returns to Growers
and Wholesale/Retail Prices'", Indlan Coffee, No.36,
Feb~-March 1972 (p.105).

6. Chengappa et.,al, 1984, op.cit., (p.83).
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When it comes to the inferior varieties like Planta-
tion ~B/B, Arabica Cherry - B/B and Robusta Cherry -
B/B the situation is different. Producers' share was
less in the case of these varieties. Since coffee
powder is sold to the consumers in the form of

blends, it loses its identity. Traders are making use
of this advantage to make extra normal profits. Be-
cause marketing charges will be same for all varieties,
vholesalers and traders make their own blends to gain

profits.

6.2,2 Market Margins

By calculating gross margins and percentage
shares of both wholesalers and retailers at various
centres in southern states, market margins in different
centres are compared. Percentages of wholesaler's
margin to the wholesale price and retailer's margin to
the retail price were calculated for selected centres,
Eight important centres in southern India were selected
and gross margins were calculated for two periods of
three consecutive years. Firct set consisted of
1963-64, 1964-65 and 1965-66 and the second set

1980-81, 1981-82 and 1982-83. 7This was carried out to
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understand the changes in the percentages of margins
charged by the traders from 60's to B80's. Results

are presented in Table 6.6,

From the results presented in Table 6.6 and

6.7 it can be observed that percentage of margins
charged by both wholesale and retail traders have in-
creased considerably from 60's to 80's. Another imp-
ortant feature that can be observed is that the margin
of the retail trader (in percentage terms) was higher
than that of the wholesaler during all the periods. In
the case of wholesalers, margins were high at Kottayam
during 1963-66 period though they were same along with
other centres during 1980-83 pericd. Wholeszlers wers
charging more in the case of Plantation-A during 1963~
66 period. This varietal distinction is not observed
during 1980-83 period. Both wholesale and retail

margins were considerably low at Chikmagalur.

6.2.3 Price Spread Through Various Channels

In the above analysis only gross margins were
calculated. Since it was done on the basis of the sec-

ondary data reported in the 'Coffee Statistics',various



Table 6.6: Wnolesalers' Margin as Percentage to the Winolesiale Price During 1963-66 and

102033

Period Banoclore Chickmaaalur Coimbatore Maarags Madurai Salem Vijayawada Kottayam
(PLAITATTON=A)

G3-584 7,21 8,45 2.61 11.43 10,26 10.60 6.55 15,28

6:4=-65 5.86 3.69 a.08 7.03 B.75 9.93 4,063 12.20

65-66 T.241 5.06 H.19 6,82 8.10 9.63 i.81 11.24

80-81 11.74 11.13 12.93 14,03 12.85 12.10 15.95 11.50 (i
~o

81-37Z2 15,29 12.91 15.40 16.66 14.59 i5.672 14.87 12.39 =

832-83 11.48 10.75 14,77 15.21 16.22 16.49 15,35 13.25

{ARABICA CIHERRY AB)

63"“64 8042 14061 w8 “s e sc e a0 a s w s aao

64‘-‘65 7-36 7.49 - e e w F Y b a e o8 @ LI -

65—66 11.49 8-79 o % e as e . e ® -0 o ®e0 o e &

80-81 15.39 16.22 LR A ) L L 3 IR L I ) (-3 W) L -

81‘-82 18.90 16.31 -8 8 ey L I ) * s e Ccoe » e« 0

B2-82 19.27 15.12 ‘e cve cow aea °oo0 e

Note:- ... - NO sale of this garticular varicity.

Contd...



Table 6,.6. Continued

Period Bangalore Ghickmagalur Coimbatore Madras Madurai Salem Vijayawada Kottayam
(ROBUSTA CHERRY-AD)
63—‘64 5012 2068 8.06 5.62 7-35 7.77 4902 15.04
64=55 8.56 6.08 9.86 7.28 11.18 12.43 5.79 8. 30
65-66 6,30 5.09 8.76 9.54 10.00 7.46 6.96 11.14
80-81 14,04 12.96 14,94 17.93 15.68 13.66 14,10 14,10
81-82 15.13 11.33 15.91 18.50 15.03 16.93 15.91 13.28
82-83 14,20 10.23 14.34 17.16 14.08 15.91 14.77 15,15

(A



Table 6.7: Retailers' Marains as Percentaqge to the Retall Prices burinn 1963-66 and 1980-83

Period Bangaleore Chickmagalur Coimbatore Madras Madurai Salem Vijayawada Kottayam

(PLANTATION-A)

196364 26.96 - 26.95 e 30,10 22.24 24,18 290.72
1954-65 26,07 . 23.07 v e 23.77  21.26 23.48 27.74
1965-64 26,55 ... 27.39 ... 25.17  24.96 24 .06 31.25
1980-81 33.00 25.04 32.15 33,72 33.93 30.01 30.76 33.56
iegi1-.82 30.77 20 .89 34.46 30.49 31.03 24,69 34,59 31.37
1982-83 32.16 192.60 37.41 32.59 31.37 29.54 30.13 31.27

(ARABICA CHERRY-AR)
1263-64 . .. R . . .. .. c e,
1964-65 e s .. . .o .. . .. - e . e
1965-66 . . .. L. L .. ... .o . .
1980-81 31.34 - ... - .o .o .o caa
1981-82 32.18 - . e - . ‘e ... .
1982-83 36.87 .. .. . ... ... ..

(ROZUSTA CHERRY-AR)
1963-64 25,22 .. 28,04 19,11 26,18 23.44 28.96 23.10
1964-65 22.472 .- 26.79 20.50 17.59 21,38 31.03 28.86
1965-66 22,54 .. 24.77 15,89 27.14 24.39 23.20 28.86
1980-81 21.50 ... 29.88 30.68 29,86 30.90 28.00 36.40
1981-82 31.59 . e 31.18 29.42 30.44 30.38 28.20 36.44
1982-83 34.74 - 35.45 33.66 38.54 34.60 30.87 38.95

.-« NO sale of this particular varietyv.

£ZT
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components of the gross margin Charged by the traders

could not be highlighted. To fill +this gap, primary

datz was collected from traders at Bangalore and Chik-
magalur centres with pre-tested questionnaire. This
throws some light on the various cost components of
the traders' margin. Since not much difference was
observed in the costs, except in the case of transpor-
tation charges, average of both centres is presented

in the Table 6.8.

Unlike other consumer products, coffee requires
processing before it reaches the consumer in the form
of coffee powder. Because of this character and also
its unigque system of marketing, there are two types of
wholesale traders,

1) Auction Participants

2) Non-Participants

Another important feature is that the distinc-
tion of wholesaler and retailer is not very clear. Some
traders owerate both as wholesalers and retailers.

Grocers are the real retailers.



Table 6.8: Price Spread through Various Chiannels

Raw Coffee Supplied Through

Powdered Coffee Supplied Through

Price Components Auction Won- Co-Op. Auction Non- Co-0p.
Partici- participant Society Partici- Participant Soceity
pant (wholesaler/ pant (Wholesaler/

Retailer) Retailer)
1. Purchase Price 18.00 22.00 19.30 18.00 22.00 19.30
2. Transportation 0.60 0.08 0,30 0.60 0.08 0.30
3. E.B. Charges 0.20 0.40 0.10 0.50 0.40 0.10
4, Labour 0.50 0.30 - - 2.00 G.50
5. Power - - - 1.00 1.00 1.00
6. Packing - - - 1.00 1.00 1.00
8. Miscellaneous 0.12 0.20 0.10 0.50 C.20 0.10
Total costs 3.40 2.48 0.50 6,10 .88 3.00
(15.45) (09.92} (2.44) (21.78) (22.93) (12.00)
Profit 0.60 0.62 0.70 3.90 1.12 2.70
(2.73) (2.48) (3.41) (13.93) (3.73) (10.80)
Selling Price 22.00 25.00 20.50 28.00 30.00 25.00
Note: Figures in the brackets indicate percentages.
Source: Primary data collected from traders.

STAN
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amon: the auction-participants there are whole-
sale traders who deal exclusively with raw coffee.But
some of the participants sell coffee powder as well as
raw coffee. These are the roasters who participate in
auctions for thelr requirements and sell both in whole-

sale and retail.

Non-participants get raw coffee from the whole-
sale traders. These non-participant traders also sell
coffee both in raw and powdered form making their own

blends.

The other two channels of releases are:
1) Co-operative Societies, and

2) Propaganda Department

Fifty per cent of the auction~-participants, and
50 per cent of the non-participant wholesalers/
retailers, 40 per cent of the local sales permit
holders and 90 per cent of the co-operative societies
that receive coffee from the Coffee Ecard in Bangalore
city were interviewed through cuestionnaire. 3ince
there is not much difference in the costs of the local
sales dealers and suction-participants, they are not

presented scparately in Table 6.8.
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From the table it can be understood that coffee
1s costing less to the consumer if it is supplied
through the co-operative societies., Coffee supplied
through non-participsnt wholesaler/reteiler is costing
the highest. 3ince the auction participant purchases
his requirements through open auctions, his purchase
price is less than that of the non-participant, even
though he chaerges to the consumer, he is making 2.72 per
cent profit ;.or Kg. For non-participant it is 2.48 per
cent., But & consideration of the cost components shows
that transportotion and taxes are the major costs. In
the case of non-participants transportation costs are
relatively less because he need not 1lift the produce
from the =storage place. He purchases from his nearest
auction participants., 1In the case of co-operative socie-
ties and India Coffee Depots purchase price is less
because ¢f the direct allotments. Transportation costs
arec also less bLecdause they usually 1lift the allotment

from the nearcst local depot.

Price spread is high in the case of powdered
coffee because it involves processing. HNormally, both
auction-participants and non-participants roast the

beans and sell the powdered coffee. But in the case of
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non-participants sales are limited to particular loca-
lity only. Though non-participant roaster is making
only 2.48 per cent profit, his selling price is higher
than the price through any other channel. Auction-
participants are gaining maximum profits through the

sale of vowdered coffee.

Rccording to a study conducted by NCAER7 on
loose tea utrade, it is mainly in the hands of indivi-
dual tracders and partnership firms,whereas packeted
tea trade 1o entirely in the corporate sector. The
study revealed that in the case of packeted tea, the
margin ¢f prciit of the retaller was about 4 per cent

of the consumer price during 1977=78.

The profit margin c¢f the Mational Council of
Consumer Fedoeration in loose tea distribution was
slightly more than 4 per cent of the consumer price in
1977 comparcd to over 10 per <ent margin accruing to

the private trade in the same year.

7. Anon, "Doumestic lMarkcting of Tea", NCAER, New
Delhi, 1379 (p.36).
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The study concluded that loose tea supplied by
the NCCF costs less to the consurer than the same sup-
plied by a private tea trader. Costs and margins
through all these channels are calculated and pre-
sented to understand the relaetive efficiency of the

channels.

6.2.4, Internal Releases through Various Channels

Percentage share of various channels in the

total releases is calculated and presented in the Tzble.

Froem the Table 6.9 it can be understood that
nearly 90 wmer cenit of the internal releases are through
pool auctions. Releases through co-operative soclieties
was three per cent during 1860-61 period. But it has
come down to nearly one per cent subsequently. Nearly
eight per cent of the releases are through propaganca
department. Releases through local sales dealers wac

nearly six per cent.

Though auvctions are the best way to ensure com-
petitive sales, in the case of coffee it cannot ensure
competitive price because of the setting up of a

minimum release price. As explained earlier, the entire



Table 6.9: Internal Releases through Various Channels

Through Through Co- Through Through Local
v Total Propaganda operative Pool Auctions Sales Dealers
ear RN

Releases Societies

Quan-~ % to Quan- % to Quan~ % to Quan- % to

tity Total tity Total tity Total tity Total
1960-61 35523 2024 5,70 11023 3.10 30510 85.89 1886 5.31
1964-65 37607 3391 9.02 2842 7.56 26056 69.28 5318 14.14
1970-71 62178 3209 5,16 1444 2.32 55542 89,33 1983 3.19
1974-75 36066 1661 4.60 466 1.29 31713 87.93 2226 6.17
1980 47683 3562 7.47 €90 1.45 35656 74.78 3775 7.92
1981 56756 1385 2.69 607 1,19 45856  94.27 2969 5.84
1982 539290 4582 8,49 574 1.06 45739 80,72 3095 5.73
1983 56079 4828 8.61 622 1.11 46792 B83.44 3837 6.84

1984 53544 4435 8,26 657 1.23 44619 83,33 3833 7.16

0gT
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Price increase at the auction is being shifted to the
consumer. Because of these two reasons, though releases

through poel open auctions are increased, it would not

benefit the consumer.

Among the other channels, releases through pro-
paganda department are prominent. But in the case of
this ocutlet major part goes in the form of servings at
seminars, exhibitions and complementaries. Though it
serves the purpose of premeoting coffee consumption, it
would not help the regular consumer. India Coffee
Depots and India Coffee Houses through which a consumer
can gett reliable quality of raw and powdered ccffee
at reasonable rates are not large in number. Cities
like Beangalore and Madras have only 5 or 6 Coffee Depots
which are insufficient. Majority of the Coffee
drinkers are depending on the wholesaler/retailer for
their purchases becasuse of non-accessibility to the
depots. Co-operative societies are one of the sources
through which consumer can get coffee at lower prices,
Though there are 68 Co-operative socleties getting
allotments from the Board, only 2 per cent of the

releases are going to this channel.
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6.2.5 Quantities of Coffee Allotted and Accepted/Sold

An enquiry into the quantities of coffee
allotted to the various channels and the quantities
accepted/sold, shows a large gap between these two. It
has widened over time. Percentages of the guantity
accepted/sold to the totzl quantity released through
each channel is presented in Table 6,10. The gap bet-
ween the allotments and acceptances was wide in the
case of Co-operative societies and local sales dealers
than in the case of other channels. While on an
average more than 50 per cent of the releases were
accepted during 1965 by the Co-operative societies,
during 1985 only less than 20 per cent was accepted.
in the case of porpaganda and also local szles dealers
the same kind of declining tendency could be observed
from 1965 to 1985. In view of the above declining
trends in the acceptances, a thorough investigative
study into the problems is necessary. Unless these
problems are studied in depth, proper measures cannot

be tsken to increase internal cconsumption.



Table 6,10: Percentages of coffee sold/accepted to the total quantity of coffee
put up/allotted - channelwise

Co-operative

vear Month Pool Sales Local Sales Propagande Societies
1965 1985 1965 1985 1965 1985 1965 1985
January 99,36 - 98.14 - 88,23 - 43.53 -
February 99,47 93,26 85,13 35,24 100,00 64.00 47,76 13.15
March 99,29 91.29 93,71 24,89 100.00 63.45 47.53 5.85
April 100,00 - 96,04 - 100.00 - 52.71 -
May 99,92 77.80 97.06 34.91 100.00 90.18 51.76 7.21
June 99.54 77.61 96.47 40.62 100,00 84.00 51.76 12,97
July 99.95 72.24 97.76 46,55 100.00 50,18 51.53 8.83
August 98.58 68.70 94,46 - 100,00 - 53.07 -
September 99.70 61.32 94,24 33.08 100.00 79.64 43,86 7.75
October 99,44 58.74 93.99 39.01 100.00 55.82 55,26 24,32
November 100.00 67.06 95.95 34.70 100.00 57.64 60,74 6.85

December 99,59 - 98.49 - 100.00 - 60.74 -

€ET
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6.2.6 Pattern of Market Margins

Results relating to the pattern of margins on

the basis of the regression analysis are presented in

Table 6.11.

The regression coefficients in all the equations
were found to be significantly different from zero at
1 per cent level, The results indicate that the retail

and wholesale prices are related to the auction prices.

Table 6.11: Results of Regression Analysis

1963-64 to 65-66, Bangalore 1980-81 to 82-83,Bangalore
P = 152.5% + 0.84 PF PR = 372.39 + 1,04 PF
rR? = 0.58 RZ = 0.71
Ew = 56,27 + 0.86 PF Pw = 69.06'+ 1.03 PF
rR? = 0.81 R% = 0.68
Chikmagalur Chikmagalur
Pw = 49,13 + 0.87 PF PR = 709.34 + 0.22 PF
rZ = 0.51 R% = 0.41
P = 72,57 + 1.01 P

F

R™ = 0.85



Madras

= |
Pw 141,92 + 0.56 PF
rR% = 0.79
Madurai
PR = 242,07 + 0,58 PF
R2 = Q.42
Pw = 71,33 + 0.83 PF
R2 = 0.84
Salem
PR = 32.10 + 1.32 PF
R® = 0.78
Pw = £5,36 + 0.94 PF
R2 = Ou87
Coimbatore
PR = 146,19 4+ 0.92 PF
R% = 0.59
Pw = 60.58 + 0.86 PF
R% = 0.76
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Madras

P, = 300.59 + 1.22 P
R® = 0.67

P, = 152,05 + 0.91 P
R% = 0.64

Madurai

P, = 318.76 + 1,17 P,
R = 0.62

P, = 53.65 + 1,08 P_
rR% = 0.73

salem

P, = 188.03 + 1.31 B_
R = 0.41

P, = 4.06 + 1.17 P_
rR% = 0.76

Colmbatore

P, = 125.32 + 1.58 P_
R%=0.49

P = 54,83 + 1,07 PL

pou
It

0.73
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Viajayawada Vijayawada
= 2 - - -_

PR 07.32 + 0.60 PF PR 411,83 + 1.02 PF
R® = 0.72 R% = 0.17

P = . . =

W 100,10 4+ 0.67 PF Pw 403,27 + 0.48 PF
R% = 0.75 R = 0.18
Kottazam Kottazam
PR = 182,37 + 0.94 PF PR = 591,71 + 0.65 PF
R% = 0.66 R® = 0.43

Pw = 118.71+ 0,70 PF PW = 335,27 + 0.56 PF
rZ < 0.70 R%= 0,42

When 7% to 80 per cent of the variation in the
wholesale price was explained by the farm prices
{auction prices), only 65 to 70 per cent was explained
in the retail price. It indicates that wholesale
prices were depending more on the auction prices. Par-
ticularly in the case ¢f Chikmagalur, Salem and Vijaya-
wada,retail prices appear to be depending more on
other factors like demand, stock position,etec, than on

the farm prices.
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The null hypothesis to test whether the co-
efficients are significantly different from unity
revealed that during 60's exXcept in three centres
i.e., Bangalore, Coimbatore and Salem the 'b' co-
efficient was less than one, but it was nearly one
(1) in almost all the centres during 80's except at
Kottayam. The results indicate that while nearly 0.70
to 0.80 of the unit increase in the farm price was
passed on to the wholesaler and retailer during 60's,
almost the entire increase was passed on in the 80's.
It showed that most of the increase in the farm
price was shifted to the consumer through wholesale

and retail prices,

Results relating to the market margins equa-

tions are presented in Table 6.12.

Table 6.12: Marketing Margin Equations

1963-64 to 1965-66 1380-81 to 1982-83
Bangalore Bangalore

Mp = 152.55 - 0.16 Py MT=372°39 + 0.04 Py
M, = 56,27 - Q.14 Po MS = 69.06 + 0,03 Pr
MR = 96.28 - 0.02 PF MR = 303,33 + 0.01 PF



Chikmagalur

Data not available

Madras

Data not available

Madurai

4T 242,07 - 0.42 PF

1l

71.33 - 0.17 PF

IS
=
I

MR 170.74 - 0,25 PF

|

Salen

MT = 32.10 + 0.32 PF
MW = 45,36 ~ 0,06 PF
MR = 13.26 + 0.38 Po
Coimbatore

Mg = 146,19 - 0.08B Po
Mw = 60,58 - 0.14 Po
Mp = 85.61 - 0.06 Pp
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Chikmagalur

My, = 709.34 - 0.88 P

M, = 72.57 + 0.01 Pr

Mp = 636.77 - 0,79 P
Madras

MT = 300.59 + 0.22 PF
M, = 152,05 - 0,09 P
Mp = 148.54 + 0.21 P
Maduradl

Mp = 318.76 + 0.17 Ps
Mw = 53.65 + 0.08 PF

M. = 265.11 +.0.09 Po
Salem

MT = 188.03 + .31 PF
Mw = 4,06 +0.17 Po

M, = 183.97 + 0.14 Po
Coimbatore

M, = 125,32 + 0.58 P
My = 54.83 + 0.07 Py

MR 60.49 + 0.51 PF

]
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Vijayawada Vijayawada

Mp = 207.33 - 0.40 Po My = 411.83 + 0.02 P
My, = 100.10 - 0.33 P M, = 403.27 - 0.52 P
Mp = 107.23 - 0.07 P M, = 8.56 + 0.54 P
Kottayam Kottayam

MT = 182.37 - 0.06 PF MT = 591.70 - 0,35 PF
Mg = 118.71 - 0.30 Pr M, = 335.27 - 0.44 P,
MR = 63.66 + 0.24 PF MR = 254,44 + 0.09 PF

From the results it appears that there is a
change in the pattern of margins from 60's to 80's.
The results show that both wholesalers and retailers
were following profit maximization margin during 60's
as indicated by the negative sign that farm price is
taking with all margins i.e., total, wholesale and
retail. This tendency was seen in all centres except
Salem where farm price was taking positive sign with

retail and total margins.

There are wide differences in the base margin
being charged in all the centreg. In Kottayam base

margin being charged at wholesale levels was the highest
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being Rs.118.71 per 50 Kg This base margin was legg:
at Salem, Rs.45.36 per 50 Kg. At the retail level
baoe margin was highost at Vijayawada with [0, 107,24
per 50 Kg. Though there were differences in the base
margins, rate of decline of the margins to the rate

of increase in the auction prices was less than (0.35

on an average in all the centres.

But if we look into the margin pattern during
80's,it is ¢lear that the type of margin being chargeg
has taken a change. During 80's traders in almost all
the centres were following constant absolute margin.
This is indicated by the 'b' value and the sign that
farm price has taken with wholesale and retail margins.
In this type, margins would be insensitive to the
prices. This nature of the margins is well indicated
by the low value of ‘bi's of farm prices. However., in
the case of Chikmagalur angd Coimbatore 'b' value was
relatively more indicating the sensitivity of the mar-
gins to the farm prices. It appeared that ﬁhe traders
were following profit maximization margins at retail

Jevel.
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6.2.7 Marketing Expenses of the Board

Coffee Board, through its marketing department
takes care of the marketing of the coffee both inter-
nally and internationally. Expenses incurred in col-
lecting the coffee from innumerable small planters,
transportation, administration of marketing and other
expenses come under the cost of marketing. Average
cost of marketing and the quantity handled are pre-

sented in Table 6.13 for a period of over 20 years from

1960~61 to 1982-83.

From the data presented in the Table 6.13 it
can be observed that marketing costs are increasing
at a8 higher rate when compared to the cquantity of crop
heandled. During.1970-71 to 1974-75 period when quan-
tity of crop handled increased by 33.65 per cent over
the previous five years average, marketing expenses
increased by 145.19 per cent. Though average marketing
eXpenses declined during 1975-76 to 1979-80 period
when compared to the previous five year average, they
increased considerably during 1980-81 to 1982-83 period.
While the increase in the quantity of crop handled was

122.32 per cent during 1980-81 to 1982-83 period over



Table 6,13: Changes in the Quantity of Crop handled and the Marketing Expenses

Average % change % change Average % change % change
Periog crop over the over cost of over the over 1960-61
e handled last 5 1960~61 to marketing last 5 to 1964-65
tonnes years 196465 Rs./50 kg. years period
period pericd period
1960-61 to
1964-65 59674,60 - - 9,67 - -
1965-66 to
196970 66903 12.11 12,11 12.67 30.51 30.51
1970-71 to
1974-75 89419,40 33.65 49,84 30.94 145,17 219,96
1975-76 to
1979-80 11646700 30.25 95.17 24,37 -21,23 152.02
1980-81 to

1982-83 13266.67 13.91 | 122,32 31.44 29.01 - 225,13

A
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1960-61 to 1964-65 period, the increase in the market-

ing expenses was 225.13 per cent during the same period.

The same kind of tendency is observed in the
case of Food Corporation of India's operations also.
Total administrative cost per tonne of volume of opera-
tions increased from Rs.12.74 in 1972-73 to Rs. 21,43
during 1977-78. It is concluded that Food Corporation's
operational strategy does not testify to the principles
of economy of scale. In the words of Garg "the staff
and administrative costs per tonne should have come
dowvn with the increase in business. In this case how-

ever, they have been growing up."8

6.2.8 Various Components of Marketing Costs

An enquiry into the various components of market-
ing costs reveal the reasons for the increase in the
marketing costs, As explained earlier marketing costs
consist of agency remuneration for running the collect-
ing agency to collect coffee, transpd}t, sforing and

other marketing expenditures, administration of marketing

8. Vipin K.Garg, State in Focodgrain Trade in India: A
Study of Policies and Practices of Public Distribu-
tion System, Vision Books Pvt. Ltd., New Delhi,
1987 (p.56).
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interest on cash credit etc. In order to understand
the share of each component in the phenomenal growth
of marketing costs, percentages of each of these com-

ponents to the total expenses are calculated.

From the data presented in Table 6.14 it can
be observed that trensporting, storing and marketing
expenditure are the major part of the total marketing
costs. Percentage of the expenditure under this head
to the total cost of marketing is increasing steadily.
Share of agency remuneration has come down considerably.
Per cent remuneration share also has come down. Though
interest on cash c¢redit was an important component till
1974-75,1later it has decreased. Share of transport,
storing and marketing expenditure to the total cost
has increased from 26.32 per cent during 1960-61 to
1964-65 period to 67,26 per cent during 1975-76 to
1978~72 period. It can be said that this is the major
reason for thé tremendous increase in the overall mar-
keting cost. Share of expenditure on administration of
marketing was also high till 1969-70 (17.27 per cent).

But 1t nhas come down later.



Table 6,14; Changes in the various components of marketing expenses
(in percentages to the total expenses)
Agency °% change % Remune- % change Transport, % change
Period Remune- over 1960- ration over Storing and over
ration 61 to 1960-61 . Marketing 1960-61
1964-65 to 1964-65 Expenditure to 1964-65
1960-61 to
1964-65 18,14 - 12,32 - 26.32 -
1965-66 to
1969-70 13,05 -28,05 15.70 27.39 24,08 - 8,52
1970-71 to
1974-75 6.40 -64,71 7.98 -35.25 43,28 64.41
1975-76 to
1978-79 1.39 ~-92.34 3.15 -74,44 67.26 155,51

contd...

SPT



Table 6,14 (contd...)

Adminis- % change Interest % change Miscella- % change
period tration of over on cash over neous over
Marketing 1960-61 to 1960-61 to 1960-61 to
1964-65 1964-65 1964-65
1960-61 to
1964-65 ‘ 13,91 - 12.08 - 17.22 -
1965-66 to
1969-70 17.29 24,14 18.80 55.63 11,10 - 35.54
1970-71 to
1974-75 10.48 - 24,67 28.58 136.59 6.86 - 60,16
1975-76 to

1978"‘79 9.90 - 28.84 9004 -25016 8.45 - 50.93

9%T
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6.3 Output Responsiveness to Prices

Adaptability to structural changes in demand
is one of the characteristics of efficient marketing
system. Prices should act as indicators for produc-
tion. Though acreage responsiveness is stﬁdied gene-
rally to indicate changes in prcduction, in the case
of perennial crops output responsiveness is more rele-
vant. In the case of perennial crops where large gap
exists between the planting and yielding, output
responds quickly to prices in the short run. On the
9

basis of the model suggested by Rajagopalan et al. an

attempt is made to study output responsiveness.

In the case of coffee where many kinds of
prices exist it is difficult to know exactly which
prices are influencing the output. Hence a combination
of 24 equations are tried and the best among these
equations which were significant are presented below.
Log linear functions gave good results., These functions
were fitted to the vearly data starting from 1960-61 to

1984-85.

9. V.Rajagopalan, 1971, op.cit., (pp.421-426)
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OQutput Responsiveness - Gross Returns per ha as
explanatory variable

Arabica
(1) Y. = 8,3440 + 0.2828 p}¥¥*, + 0.0711 T
R® = 0.8099; T2 = 0.7840

(ii) v, = 8.3563 4+ 00,2832 Po_ 0.0845**PI+ 0.0643 T

(‘f’

2

R = 0.8152; ﬁz = 00,7800

Robusta

]

(1) Y, = 7.4379 + 0.3492 P¥ , + 0.1150 T

R% = 0.5656; RZ = 0.5063

(1i1) Yt = 7.1359 4+ 0,3904% p 00,1137 P+ 0.0929 7

t-2

R = 0.5722; R° = 0.4907
Y, = Output in thousands of tonnes
Pt_2 = price received by grower {Gross returns)
T = Time
Pt - 2 .
P = = Price Relative
P

* Sigpificant at l1loper cent;
** Significant at 5 per cent.
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Total receipts into the pool, price received per
point as explanatory varlable

(1) Y. =a+ b P, + Dbz + b
- *%
Y, = 10.5948 + 0.4350%* P_ . + 0.0776 2 +
9.89% X
2 2
R = 0.8037; R = 0.7575
(J.l) Yt = a + blpt-l -+ b2T

= . o ¥k
Yt 10.5751 4+ 0.5108 p £ .1 F 0.0037T

r2 = 0.7895; R% = 0.7544

bd'—bfr

(ii1) Y_ = a + bP
- . ke
Y, = 10,6536 + 0.4546 px* - 0.2713 p_

R% = 0.8344; R2 = 0.8066,

Gross returns per hectare lagged by two years

appear to be influencing the output in the short run.
Lagged varjable was significant in zl1 the equations.
But returns lagged by two years appear to have more
influence in the case of Arabica than in ﬁhe case of
Robusta, While laggéd prices, price relative and trend
together explained nearly eighity per cent of variation

in the output of Arabica, only 40 per cent was explained

* Significant at 10per cent level;
** Significant at 5 per cent level.
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in the case of Robusta. Price relative was not signi-

ficant in all cases.

Prices recelved per point lagged by one year

appear to be influencing receipts into the pool. Price
relative and lagged price together explained 80 per

cent of the variation in the total receipts into the

pool.

Since the other two prices i.e., internal
prices, export prices do not seem to have influence on

production in the short run, those results are not pre-

sented.

Marketing efficiency from the view point of
producers and other market participants like whole-
salers and retailers is studied in this chapter. It
is presented in the form of production efficiency
and distributional efficiency. The results indicate
that the coffee producer is assured of his returns and
returns are increasing. Margins of the wholesaler and
retailer also increased, The results also show increa-

sing marketing expenses despite the increase in the
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quantity of crop handled. Study of supply responsive-
ness indicated the non-responsiveness of coffee
growers to the price. In the following chapter, effi-

ciency of the system in increasing the output is

analysed.



CHAPTER VII

The third indicator of increasing productivity
is discussed in this chapter. It is indicated by
changes in the production and productivity over a

po

period.

7.1 Area, Output and Yield of Coffee:

In order to understand the changes in the area
and production of the two important varieties i.e.,
Arabica and Robusta,data from 194546 to 1984-85 was

analysed. The results are presented in Table 7.1.

From the table it can be observed that cover a
period of 40 years area under Robusta has increased
considerably. When compared to the growth in the area
under Robusta, growth in the area under Arabica was
lagging behind, Most of the increase in the total
area was contributed by the increase in the area
under Robusta. Area under Arabica has started incre-
asing from early eighties. While the area under
Robusta increased by nearly 4C0 per cent during the
period 1980-85 when compared with 1945-50 average, the
area under Arabica lncreased only by nearly 77 per

cent during the same period. DBut in the case ©of both



Table 7.1: Averaqge Area, Output and Yield of Coffee {1945-46 to 1984-85)
_ARADICA ROBUSTA . . TOTAL _ ______
Period ;verage % 1ln- Average % in- Average % in-
crease crease crease
(AREA (in hectares)
1945-46 to 1949-50 67079.13 - 21252.08 - 88331.22 -
1950-51 to 1954-55 67819.28 1.10 29424,31 38.45 99241,59 12.35
1955-56 to 1959-60 67402.48 0.48 42276.33 98.93 109678.81 24,17
1960-61 to 1964-65 73777.60 9,98 52313.00 146,15 126090.60 42,75
i965-66 to 1969-70 78049.,00 16.35 51361.00 141.67 129410.00 46 .50
1970-71 to 1974-75 86806.60 29.41 59811.00 181.43 146617.60 65.99
1975-76 to 19279-80 101514.00 51.33 88116,00 314, &2 189630.00 114.68
1280-81 to 1984-85 118510.40 76.67 105655,00 397.15 224165,40 153.78

CONtdesecenas
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Table 7.1 (contd..)

Period ARABICA ROBUSTA TOTAL
average % in-  Average % in-  Average % in-
crease crease crease
QUTPUT (in tonnes)
1945-46 to 1949-50 13954 .00 - 5899.00 - 19853.00 -
1850=51 to 195455 16117.00 15.50 7288.00 23,55 23405.00 17.89
1955-56 to 1959-60 27383.00 96,24 15290.00 159,20 42673.00 114.94
1960-61 to 1964-65 36814.80 163,83 23312.00 295,18 60126.80 202.86
1965-66 to 1969-70 41016.00 193.94 26326.00 346.28 67342.80 239.21
1970-71 to 1974-75 54188.€60 288.34 35640.40 504.18 89829.00 352,47
1975-76 to 1979-80 62003.40 344 .34 52335.40 787.19 114338,.80 475.93
1980-81 to 1984-85 72119.60 416,84 67760.60 1048,67 139879.,60 604,58

contdeeseee
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Table 7.1 (contd...)

ARABICA ROBUSTA TOTAL
Period TTTTTTTTTITTOTTTTT TTomTmmoTTTToTTTooTT mommommomomommmmmm
Average % in- Average % in- Average % in-
crease crease crease
YIELD (in Kg per hectare)
1945-46 to 194950 210.40 - 272.41 - 225,96 -
1950=51 to 195455 242,28 15.15 243.54 10.60 242,78 7T.44
1955-56 to 1959-60 418.91 99,10 369.13 35,50 399,31 76.72
1960-61 to 1964-65 498.52 136.94 446,23 63.81 475,80 110.57
1965-66 to 1969-70 525.15 145,60 512.80 88,24 520.07 130.16
1970-71 to 1974-75 623.72 196.44 598.49 119.70 615,89 172.56
1975-76 to 1979-80 609.91 189.88 5é6.87 115.44 599.30 165,22
1980-81 to 1984-85 707.40 236.22 686.60 152,05 697.20 208.55

Source:

Coffee Statistics,

Coffee Board,

SST
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varieties, area started increasing at a greater
rate only in the early eighties. The reason for
the differential increase is the nature of the
Robusta plant, Robusta variety involves less cost
in raising and is resistant to many diseases and
pests. This along with organised marketing stru-
cture encouraged the plantirg of Robusta., Though
Arabica produces good quality coffee it involves
major costs and 1s very susceptible to diseases
and pests. Total area increased by 154 per cent
during 1980-85 period when compared to 1945-50

period.

The same kind of disparities are seen in the
output pattern also. While Robusta output increased
by 1049 per cent during 1980-85 period when com-
pared to the average output of 1945-50, Arabica out-
put increased only by 417 per cent during the same
period. Total output increased by 605 per cent
during the abo¥e period. One interesting observa-
tion is that differences in the growtﬁ of autput
between these two varieties was not as wide as diffi-
erences in the area planted. This can be explained

with the help of differences in the productivity.
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Changes in the yield per hectare revealed
that Arabica yvield was 1lncreasing at a greater
rate than Robusta yield. Though Robusta yield per
ha., was high in a particular year (it is presented
while analysing area and yield contribution) it
was not consistent, Because of this, Arabica
vield has increased by 236 per cent during 1980-85
period when compared to 1945~50 period and Robusta
average vield has increased conly by 152 per cent

during the same period.

At every stage of each five year interval,
arabica yvield has increased more than the Robusta
vield. Total yileld per hectare haslincreased by
208 per cent over a period of 40 years under study.
Due to the greater variation in the yields, growth
in the total yield was alsc not consistent, During
late seventies growth in the yield per hectare was
1ess. This can be observed in the case of both
arabica and Robusta. Though growth in the yield
per hectare has decreased, because of the Increase

in the area planted, output did not suffer. The

greater increase in the yield of Arabica was the
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result of release of Arabica selections. Against
an average area increase of only 76.67 per cent
during 1980-81 to 1984-85 Arzbica output increased
by 4i6.84 per cent. In the case of Robusta 397.15
per cent area increase resulted in 1048.67 per
cent increase in output, During early sixXties only
10 per cent increase in the average area under
Arabica coffee resulted in nearly 164 per cent in-
crease in output. The correspbnding figures in the
case of Robusta are 146 per cent and 295.18 per

cent respectively.

7.2 Trends and Variations in Coffee Production

Though it was observed from the above analysis
that area under coffee and output are increasing
steadily over a period of time, an attempt was made
to estimate the rate of growth in the area under
coffee, output and vield per hectare, Consistency
in the above three variables was studied with the
help of coefficient of variation. For this purpose
data on area, output and yield from 1953-54 to
1980-81 were considered and compound growth rates

were calculated. Compound growth rates along with
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coefficients of variation and F-ratios are presen-
ted in Table 7.2. Entire data are divided into

two periods: first period from 1953-54 to 1964~-65
and the second from 1970-71 to 1980-81, The break
was necessitated because of sudden jump in the out-

put.

From the table it can be observed that com~-
pound growth rate of production of Robusta was
higher than Arabica in both the periods. During the
whole period from 1953-54 to 1980-81, Robusta
average production was growing at 5.94 per cent per
annum angd Arabica was growing at 4.03 per cent. But
high growth rate was associated with higher coeffi-
cient of variastion in the case of Robusta. When co-
efficient of varlation was 32.76 per cent in the
case of prabica it was 50.20 per cent in the case of
Robusta, Decrease in the co~efiicient of variation
from the first period to the second period was sig-

nificant in the case of Rchusta.

Area planted with Arabica coffee has grown
at an annual growth rate of 2,54 per cent during

1953-54 +to 1980-81. Growth rate in Robusta area was



Table 7.2:

Trends in Coffee Production

Average Production/Area

Compound Growth Rates

‘Coefficients of
variation

Planted/Yield /ha F-
. Ratios
I Period II Period % I II Whole I i1 Whole
change period period period Period Period Period

Production
Arabica 31893.72 623B0.51 95.58 5.78 3.26 4,03 18.95 12.43 32.76 1.64
Robusta 19367.17 4965%3,97 156.38 9.24 7.14 5.94 28.25 27.73 50.20 6£.34%
Total 49760.89 112034.02 125.14 5.92 4,91 4.88 19.78 1B8.69 40.69 4,.53%%
Planted Area
Arabica 70001.58 95550.64 36.50 1,36 2.91 2.54 5.40 9.18 17.50 5.38%*
Robusta 44909.45 76222.73 69.72 5.03 7.05 4,94 16,78 21,58 33.55 4,76%
Total 114911,00 171773.36 49.48 2.72 4,71 3.52 9.37 14.59 24,04 5.41%
Yield
Arabica 430.59 610.91 41.87 5,13 -0.22 3.11 20.62 13.61 24,11 i.14
Robusta 378.86 591.43 56.11 5.69 0.07 3.80 28.87 28,07 36.46 2,30
Total 410.61 603.69 47,02 5.15 -=0.22 3.33 21.20 15.93 26,44 1,22
Note: I Period: 1953-54 to 1964-65; II Period: 1970-71 to 1980-81; Whole Period: 1953-54 to

*

Significant at 1% level; **%

1980-81 with break from 1964-65to 1970-71

Significant at 5 %level.

09t



161

nearly 5 per cent during this period. Though growth
rate in the area has increased in the second period
in the case of both varieties, Robusta area was
growing at a higher annual growth rate. Total area
planted was growing at an annual growth rate of

3.52 per cent. In the case of area planted also co;
efficient of variation was high in Robusta than in
Arabica. During the whole period coefficient of varia-
tion was 17.50 per cent in Arabica and 33.55 per cent
in Robusta. In both varieties coefficient of varia-
tion has increased significantly from the first
period to the second period. F-~ratios are significant
at 1 per cent level in both cases and also for the

total area.

When growth rates in the productivity are con-
sldered, it can be observed that growth rate has
decreased considerably during the second period. Both
Arabica and Robusta yields were growing at almost the
same annual growth rate during the whole period.
Though growth rates in the yields appear to be same,
coefficient of varilation was high in the case of
Robusta than in the case of aArabica. While it was

36.48 per cent in the former case, it was 24.11 per
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cent in the latter case., Though there appears

to be considerable reduction in the coefficients

of variation from the first period to the second
period, the insignificant F-ratios show that varig-
tions have not reduced. It appears that during

the second period most of the increase in output
was contributed by increased area only rather than

by increased yields.

7.3 Contribution of Area and Yield t0o the

Production

Following the model suggested by Sharma} an
attempt was made to measure the extent of yleld and
ared contributions to the total production. It was
carried for each ten year period starting from
1954_-55 +to 1984-85. Results are presented in the

Table 7,3.

From the table it can be observed that there
were changes in the area and yield effects on
production from 1954-55 to 1984-85. During the first

decade i.e., from 1954-55 to 1564-65 period yvield

1. Sharma, 1977, op.cit., (pp.349-351).
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Table 7,23: Area, Yield and Interaction Effects on

Production of Coffee {in percentages)

PERIOD

Variety

195455 1964-65 1974-75

to to to

1964~65 1974-75 1984-85
Arabica
Area effect 9.26 36.05 71.05
Yield effect 79.24 54.20 21.51
Interaction
Effect 11.57 9.45 7.43
Robusta
Area effect 47.85 41.03 22.73
Yield Effect 34.43 47,23 44,99
Interaction

Effect 17.52 11.74 32.37
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effect was very prominent in the case of arabica
than in the case of Robusta. Yield effect was 79.24
per cent in the case of Arabica and 34.43 per cent
in the case of Robusta. Yield effect was more than
area effect in the case of Arabica. Area effect was
more (47.85 per cent) in the case of Robusta than

in Arabica (9,26 per cent). Interaction effect was
11.57 per cent in the case of Arabica and 17.52 per

cent in the case of Robusta.

During 1964..65 to 1974-75 period area effect
has increased in the case of Arabica and reduced
very little in the case of Robusta. 8till yield
effect was more than area effect in the case of
Arabica. Yield effect has increased considerably in

Robusta.

The situation during 1974-75 to 1984-85
period is completely different from 1954-55 to 1964-
65 period. During this period area effect increased
considerably and dominated yield effect in the case
of Arabica. Yield effect is 21.51 per cent and area
effact 71.05 per cent. But in the case of Robusta,

vield effect dominated area effect. Yield effect
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was 44,99 per cent and area effect 22,73 per cent.
In the case of Robusta interaction effect also in-
creased to 32,37 per cent., Though yield effect has
not increased in 1974-75 to 1984-85 period from the
previous period, due to the increase in the inte-
raction effect, area effect has come down consi-

derably in the case of Robusta.

Ted Qualitative Improvement

Not only the quantity, but also the quality
of the crop is important, particularly in the case
of export oriented crops like coffee, tea, etc.
These crops should be improved gqualitatively to stand
in the world competition. Here an attempt is made
to study the efficiency of the present coffee market-

ing system in improving the quality of coffee.

In order to understand the improvement in
the quality of the coffee pooled, percentages of
plantation grades out-turned to the total planta-
tion receipts were analysed. (Details about the
grades of coffee are presented in Appendlx No.III-B.
Percentages of each grade starting from 1961-62 sea-
so0n are presented in Table 7.4 for a five year

interwval.
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Tabhle 7.4: Percentages of Plantation Grades Out-turned

Season iizgfz_tiii?gaﬂ Triage iiggfg; giisz/ Total
1961-62 57 14 16 12 1 100
1866-67 54 13 18 14 1 100
1971-72 57 13 19 9 2 100
1976-77 59 10 20 9 2 100
1981-82 64 8 16 10 2 100

Source: Coffee Statistics, Coffee Board.

From the table it can be observed that there
was not much increase in the percentage of Plantation
-A, which is the superior grade, over a period of

twelity years.

On the basis of this preliminary observation
an attempt was made to understand the differences in
the quality of the coffee pooled by small and large

growers. Results are presented in the Table 7.5



Table 7.5: Percentages of points awarded in each group to the total points awarded

LARGE GROWERS

—— i —————— — i — . T T T o . S i it . SR Py B il W i S . - el e . L Y e . R iy B D e I st . M ik i g g TR TR L Sl it e R e S

Year GRADE
FAQ +4 FAQ 43 FAQ +2 FAQ +1 FAQ FAQ -1 FAQ -2 FAQ -3 TFAQ -4
PLANTATION - A
1963-64 0.01 0.72 11.02 31.28 17.06 5.35 3.59 3.02 3.15
1968-69 0.49 5.06 24.21 23.20 15.99 7.75 4.69 2,23 2.35
1973-74 3.73 17.56 25.31 24,02 8.69 5.42 2.93 3.05 1.82
1976-77 - 0.74 14.59 33.05 23.09 10.02 5.40 2.79 2.41
ARABICA CHERRY - AB
1963-64 0.91 0.77 4,23 16.09 43.27 16.61 9.06 4.90 3.18
1968-69 3.53 B. 56 20.80 19.50 17.42 9.14 4.94 2.38 2.06
1973-74 0.02 0.99 11.32 30.84 28,09 13.50 5.69 2,94 2.49
1976-77 0.92 4.59 - 18,74 32.52 22,91 8.75 3.81 2.29 2.00
ROBUSTA CHERRY - AB
1963-64 0.03 0.03 0.67 6.69 57.87 21.36 8.40 2.94 1.43
1968-69 3.43 12.38 29.61 21,84 17.03 6.16 2.04 1.91 0.99
1973-74 1.42 23.29 31.27 23.75 8.05 4.04 2,72 1.88 0.46
1976-77 - 2.21 18,99 43,27 22,49 6.07 2.08 i.06 0.55

contd. ..
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Table 7.5 (contd..)

SMALL GROWERS

o S T e . i S ek P g e e ey P TR i T P T e e S S oty A — i Ly S S S By T A A S S gy e S — ——

Year GRADE

e A it B e ey o — . —— e} bt By P e e} T W T . S . A Ay o e S S S o T oy WA o o b e e St e Sk T S i S e . A " = —— A —— —

FAQ +4 FAQ +3 FAQ +2 FAQ +1 FAO FAQ -1 FAQ -2 FAQ -3 FAQ -4

PLANTATION - A

1963-64 - 0,39 7.06 19.61° 12.94 8.24 12,16 7.84 8.63
1968""69 - 1-66 10063 18.27 20093 10.63 7031 3.65 3.32
1973-74 1.80 10.00 19.60 22.80 13.60 11.80 6.80 4.00 4,00
1976-77 - 0.84 13.01 24,16 22.13 14.36 8,78 4,73 1.18
ARABICA CHERRY - AB
1963-64 - - 2.27 11,36 32,95 30.68 9.09 9.09 3.41
1968-69 - 4.76 8.73 13.49 22.22 10.30 7.14 3.17 5.56
1973-74 - 0.44 7.49 33.92 24,67 15,42 3.52 5.73 4.85
1976-77 0.25 1.49 13.12 31.19 20.54 13.37 9.90 4.46 0.99
ROBUSTA CHERRY - AB
1963-64 - - 5.06 2.53 44,30 29.11 17.72 1.27 -
1968-69 - 2.70 10.81 32.43 29.73 10.81 2.70 - -
1973-74 - 21.83 34,51 26,76 12,68 2.82 - - -
1976~77 - 4.44 17.33 43,11 19.11 13,33 0.44 - 0,45

891



Table 7.5 (contd...)

TOTAL GROWERS {( SMALL AND LARGE )

—— - — ik, W S S S o g T e S A S W W L P A D bk S R Wy At St o ot S G ot S gy o B B A A A et S e ke B S gy A T S S . -y i A T T S g g

Year

. e T ks S e e e gy S ) . . P8 S e i ) S A el oy Y e e S S8 P grw W A o Sk g T e S g T A e o e S W e ey S e Aok ek ke e ey b

FAQ 4+ 4 FAQ 43 FAQ 42 FAQ 41 FAQ FAQ -1 FAQ -2 FAQ -3 FaQ -4

PLANTATION - A

1977-78 0.08 0.25 5.37 33.15 26.58 11.05 5.72 3.81 3.86
1980-81 0.11 3.83 0.27 31.22 29.42 17.28 7.10 4.11 2.13
1982-83 0.06 0.78 0.05 33.31 37.03 14.62 5.79 3.59 2.16

ARABICA CHERRY - AB

1977-78 - 0.52 8,22 26.07 27.08 16.89 6.92 3.82 2.89
1%80-81 0.05 5.08 0.07 35.29 23,66 13.52 8.65 5.06 2.94
1982-83 0.04 3.66 0.24 35,33 28,77 15,19 7.62 3.27 2,35

ROBUSTA CHERRY - AB

1977-18 0.17 0.19 10.10 41.18 28.79 9.52 3.61 2.23 1.31
1980-81 - 2.79 - 47.65 30.06 10.32 4.00 2.15 1.20
1982-83 - 3.41 - 44,65 33.07 9.54 4,39 1.78 1.37

691
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From the table it can be observed that there
was a distinct difference in the quality of the
coffee delivered by the big growers and small growers.
This distincticon can be observed in the case of both
Plantation-A and Arabica Cherry. However, it was not
very prominent in the case of Robusta. While 31 per
cent of the samples pooled by big growers fall into
the FAQ +1 category during 1963-64, it is only 20 per
cent in the case of small growers. The percentage
of below FAQ gréde was high in the case of small
growers than in the case of big growers. In the case
of Arsbhica Cherry also, 16 per cent of the samples
from the former group have fallen into FAQ +1 category,
when it was only 11 per cent in the latter group during
1963-64. This tendency could be observed during the

entire period considered.

When the qualitative improvement from 1960's to
early 1980's is considered it can be observed that
there was no much improvement in the samples coming
under FAQ and above category. Though there was some
improvement in the peréentage of samples falling into
FAQ +1 category, it was not considerable. But in the

case of Robusta Cherry there was considerable
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improvement in FAQ +1 category. The percentage of
FAQ +2 also increased in the case of Robusta Cherry
indicating qualitative improvement in the case of
Robusta Cherry. In the case of Plantation-A, FAQ +3
percentage has come down indicating decrease in the

quality.

745 International Market

Efficiency of the marketing system in gaining
accessibility to international market is assessed
with Gata on exports to various destinations. Market-
ing system should be able to adopt itself to the
changing international market situations., This aspect
becomes particularly important for crops like coffee
where dependency is more on international markets than

on domestic market.

Export auctions for coffee are being conducted
by the Coffee Board once in every wonth at Bangalore,
Licenced exporters participate in the auctions. Board
also directly exports coffee tc some of the countries,
Total coffee exports to quota and non-quota countries

and to USSR are presented in the Table 7.6.



Table 7.6: Coffee Exports to Quota and Non-Quota Countries and their Percentage

Total Exports

QRUOTA NON-QUOTA USSR
Year Exports Total % to Total % to Total % to total exports
(Tonnes) (Tonnes) Total (Tonnes) Total (Tonnes) to Non-quota
countries
1976-77 50557 31225 61.8 19332 38.2 14109 73.0
1977-78 55812 29097 52.1 26725 47.9 21945 82.1
1978-79 65400 42044 64,3 23356 35.7 16261 69.0
1979-80 61959 33648 54.3 28311 45.7 19287 68.1
i980-81 89270 41830 46.9 47440 53.1 30652 64.6
198182 83817 52941 63.2 30876 3€.9 26065 84 .4
1982~83 83784 46805 55.9 36979 44,1 35898 97.1

Source: Coffee Policy, UPASI (May 1984), p.Z27.

AAN
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The data presented in the table shows that
coffee exXports to quota countries was increasing.
With the increase in the total output and strict
cquality contrel, India was able to get increased
quota from ICO., However, nearly 50 per cent of the
exXports were geing to non~quota countries.- Among
the non-cquota countries, exports to USSR were very

high and its share is increasing.

7.6 Quantity and Value of Coffee Exports:

Destination-wise Analysis

Quantity and value of coffee exports to all

destinations are presented in the table.

Plantation exports have increased from 17547
tonnes during 1961-62 to 29721 tonnes during 1980-81.
Value also increased from Rs.62389 to Rs.841988 cduring
the same period. Though cuantity and value were in-

creasing, they were associated with large variation.

During the 20-year period (1961-62 to 19S0-81)
Robusta exports were showing hicher growth rate
(Table 7.7) than Arakbica plantation and Arabica cherry.

While Axabica plantation exports to all destinations



Table 7.7: RQuantity and Value of Coffee exports from Indla

Arabica Plantation Arabica Cherry Robusta
Period W @~ e —————— e
Quantity Value Quantity Value Quantity value
(tonnes) (in Rs.) (tonnes) (in pRs.) (tonnes) (in B&s.)
1961-62 17547 62389 3201 12542 B242 15061
1962-63 1i138 50459 2984 10657 6253 14761
1963-64 l4664 57118 4213 13066 4442 12703
- 1964-65 19190 90113 3033 12795 8415 30251
1965-66 20573 105237 4161 17219 1696 6150
1966-67 13298 78706 5060 26443 7377 37443
1967-68 13601 82447 6977 35829 13365 63190
1968-69 17378 109963 6245 32169 4787 26954
1869-70 19990 126161 9080 43458 2959 15728
1970-71 15226 121482 7645 58184 9004 60228
1971-72 14984 97052 14628 82666 5816 31541
1972=73 18375 133324 13681 79739 186364 102071
1973-74 26398 245797 13830 117284 12228 88499
1674-75 19401 219042 7954 81820 21890 202605
1975-76 34503 381341 13760 146184 10653 113656
1976-=177 26326 733911 11044 244330 12912 264364
1977-"18 31875 1171981 11744 296147 1le34 642942
1978-79 17089 441028 8342 190171 39496 838858
1979~80 © 23856 664090 12054 286280 24106 605502
1980-81 29721 ‘841988 9000 181619 46558 1022756

Sources:

Coffee Statistics,

Coffee Board.,

PLT
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were growing at an annual growth rate of 3.63 per cent
those of Arabica Cherry were growing at 7.32 per cent
and Robusta at 10.98 per cent. Though Robusta exports
were showing high growth rate,it is associated with a
large coefficient of variation (179.87 per cent) indi-
cating instability in exports, The main reason for th

variability could be variability in production.

Destinationwise analysis revealed that quantity
and value of exports to Asian Continent were showing
higher growth rate in the case of Arabica Plantation.
But these exports were also highly unstable indicated
by the larger coefficients of variation both in quanti
and value, Next comes Oceania in which case growth
rate in the guantity of expoxts was 13.55 per cent per
anmam and 28.32 per cent in value. In the case of
Arabica Cherry, exports to Oceania were showing higher
growth rate both in quantity and value. Robusta export
to Asia were also showing a higher growth rate. But in
all these cases high instability could be observed as

indicated YWy coefficients of wvariation.

Analysis of Coffee exports by Dass, et al.,

corroborates the above results.2 According to their

2. Shiv Ram Dass, et al, "Quantum, Unit Value and
Export Value of Coffee Exports", Agricultural
Situation in India, Vol., , No. , Jan. 1985, {pp-
751-755) .
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study, coffee eXports, both quantity and value

show higher fluctuation than general exports during
195657 to 1982-83 period. variation in the coffee
exports was higher than the variation in the domes-~

tic output and domestic wholesale prices of coffee.

7.7. Unit value of Coffee Exports

In the international classification
Indian éoffee comes under 'other milds'. Due to
strict quality control, Indian coffee has high unit
value in the international market when compared to

the other countries.

An analysis of the unit value of exports
showed that unit value relization in the case of
eXxports to Asia was the highest during 1983-84 period
followed by America. Unit value of exports to Europe
was least compared to other destinations. Though
unit value was Iincreasing, large wvariability could

be observed (Tables 7.8 and 7.9),.
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Table 7.8: Growth Rates for Exports of Raw Coffee,
1960-61 to 1980-81
. Compound Growth Co-efficlent of
Contiment  ______ Rates______ _.._ Variagion _____
Quantity Value Quantity Value

ARABICA PLANTATION

Europe 2,37 14,89 27.89 102,85

Asia 24,57 41.18 130,04 157.86

America 4,30 17.82 64,56 140.61

Uceanla 13.55 28,32 lod.31 143,22

Total 3.63 16.54 31.55 106.93
ARABICA CHERRY

Europe 6.77 19,47 46,85 102.48

Asia 4,33 18.41 100.08 175.92

America 9.40 23.81 61.58 86.90

Oceania 18.76 36,01 180.69 170.02

Total 7.32 20.38 44.94 93,37
ROBUSTA

Europe 5.48 21.39 58.18 135,49

Asia 54 .41 79.34 227.74 235.93

America 34.39 S6.11 146.92  162.13

Total 10.98 26.85 179.87 143,19




Table 7.9: Unit Value of Coffee Exports Destinationwise (in rupees per tonne)

Period America Europe Asla Oceania Total all
countries
1968-69 5015 69.66 6211 81.67 6282 73.59 4987 80.20 5925% 79.09
1969-70 4622 64.20 5130 80.60 6493 76.07 5182 83.34 5787 76.89
1970-71 7199 100.00 7605 100.00 8536 100.00 6218 100.00 7526 100.00
1971-72 5691 79.05 6053 79.59 6148 72,02 5643 90.75 5963. 79,23
197273 6723 93.39 6170 81.13 6897 80.80 6914 111.19 6250 83.05
1973-74 8172 113,52 8839 116.23 9707 113.72 7501 120.63 8609 114.39
1974-75 8765 121.7% 10623 139.68 10851 127,12 9451 151,99 10224 135.85
1975-76 10164 141,19 11099 145.94 12747 145,33 10570 169.99 10883 144.61
1976-77 24274 337.1%9 22987 302,26 35244 412,89 27377 440,29 24713 328.37
1977-78 31200 433,39 39418 518.32 42601 499,07 32834 528,05 38207 507.67
1978=79 20845 289.55 23317 306.60 29092 340.82 23434 376.87 22641 300.84
1979=80 28882 401.19 28693 377.29 30356 355.62 29752 478.48 28886 383.82
1980-81 19605 272.33 25691 337.82 25065 293.64 21768 350.08 24171 321.17
1981-82 17252 239.64 21294 280,00 19942 233.62 19740 317.47 19886 264,23
1982-83 24837 345,01 23154 304.46 25335 296.80 22107 355.53 24282 322.64
1683-84 26565 368.98 21285 279.88 26792 313.87 26202 421,39 24593 326.77

Source:

Coffee Statistics,

Coffee Board,

8LT



CHAPTER VIII

Promotion of the sale and consumption of Coffee
in India and elsewhere is one of the functions
assigned to the Board under the Coffee Act (VII of
1942). Propaganda Deparfment of Coffee Board is mak-
ing efforts to promote internal and external sales.
In this context an attempt is made to study the factors
effecting coffee consumption in India to suggest

measures to increase domestic consumption.

6.1 Factors affecting Coffee Consumption in India

Factors affecting coffee consumption in India
are studied in order to suggest measures to increase
consumption. Following is the result of the function

with six explanatory variables.

log C_ = 0.252 + 0.757 log Ct** + 0.017 log Y

(5.,28) - (0.05) t
- 0.528 log Cif* + 0.350 log Tk%®
(=3.33) P (3.41)
- 0.150 log S e F 0.128 log*# Tt
(-1.80) P (2.36)
R? = 0.805
§2 = 0.708 w¥% Significant at 1 per cent level

Multiple R = 0.897 #*#* Significant at 5 per cent level.
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All the variables got the expected signs. Co-
efficients of lagged consumption, prices of coffee
and prices of Tea came out to be statistically sig-
nificant at 1 per cent level. Taste variable was
also found to be significant at 5 per cent level.
The only other two variables which did not seem to
be influencing coffee consumption are income and sugar

prices.

Among all the factors, lagged consumption which
was considered to represent coffee drinking as habit
appeared to be more influential than other factors,

In southern states people prefer to drink coffee as

a habit just like the habit of tea drinking in North
India. Previous period consumption has significant
effect on present consumption. Price of coffee has
negative relationship with coffee consumption. With
every unit increase in coffee price per capita consum-
ption reduced by 0.53 per unit. These results indi-
cate that, though coffee drinking is only a habit, it
is also depending on the prices. When.prices of

coffee are high consumers shift to other cheaper beve-
rages like tea. The statistically significant positive
relationship of coffee consumption with the prices of

tea indicate this shifting. For every unit increase
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in the price of tea, other things being constant,
coffee consumption increases by 0.35 units. Simi-
larly when prices of tea cowme down, consumption of
coffee also comes down because of shifting from
coffee to tea drinking. Taste variable which is sig-
nificant at 5 per cent level indicates that change
in taste also has influence on coffee consumption.
Taste towards coffee consumption was also one of the

facteors influencing coffee consumption.

Since increasing the consumption of coffee
both in Indiaz and elsewhere is one of the major tasks
of Coffee Board, it is trying generic promotion
through its propaganda department. Despite its
measures, per capita coffee consumption is not increa-
sing. Unlike tea which can be prepared with less cost,
coffee requires more of other supplementaries like

good milk and sugar,

In the light of the above analysis, it can be
suggested that measures should be taken to influence
the habit of coffee drinking. Through generic promo-
ticn, coffee drinking should ke made a habit, which
can take care of any amount of production.Particulafly

in the northern parts, efforts should be made to
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change the taste from tea to coffee, The other
factor which is more influential is the price. Though
coffee marketing 1is a controlled system, from the
wholesaler level, 1t is a free market. Increased
supply of coffee through cooperative societies and
propaganda units reduce the retail price which in-

creases consumption,

Though coffee consumption appears to be vary-
ing with coffee prices, tea prices do not appear to
have influence on tea consumption. A study by
Shaxmal et al. during 1950-51 to 1967-68 revealed
that tea consumption was not responsive to tea prices
during that time. Inéome was the factor influencing
consumption., A recent study by Dhindsa2 about the
determinants of tea consumption in U.K and U.S.A
revealed that previous period consumption has great
influence on present consumption in U,K.., Unlike in
in the case of coffee, income variable showed nega-

tive coefficient indicating thet with the increase

1. J.S5.8harma et.al., "Domestic Demand Function For
Tea in India", Indian Journal of Agricultural
Economics, Vol.24, No.4, 1969 (pp.220-223).

2. Dhindsa, 1983, op.cit., (pp.487-494).
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in income people shift to other superior beverages.
In the case of U.S.A. results revealed that taste
variable is the most influential factor in increas-
ing the tea consumption. Since taste variable showed
greater influence on coffee consumption, efforts
should be made to influence the taste. Increased
consumption of tea in U.S.A. which is attributed to
the successful campaign pursued by the US Tea Council
in altering the taste of the consumer from coffee to

tea stands as best example.

8.2 Interdependence of Pool Sale Prices

In the present analysis, an attempt is made to
understand the influence of one unit increase in the
price at Bangalore auctions on the prices at
Coimbatore and Vijayawada auctions. It is assumed
that prices set at Bangalore auctions and information
passes from Bangalore to the other centres. With the
above assumption, the following regressions are cal-

culated:
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Plantation -A

I. P = 21.80 + 0.96 P
(1.10) (24.99)

R? = 0.84
IT. B, = 16.73 + 0.97 Py
(0.98) (29,20)

R% = 0.88
IIT. P, = 59.85 + 0.88 P
(2.84) (21.57)

R% = 0.80

Arabica Cherry - AB

I. PC = 15.73 + 0.94 P

(1.10) (30.0)°

R” = (0.88
II. PV = 23.93 + 0,91 P
(1.40) (30.00)
R? = 0.83
ITI. Py = 28.84 4+ 0.92 P,
(1.86) (26.41)
R2 = 0.85
PB = Prices at Bangalore auctions
PC = Prices at Coimbatore auctions
P, = Prices at Vijayawada auctions
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Robusta Cherry - AB
I. Pc = 52.62 + 0,88 PB
(2.79) (20.05)
R% = 0,77
IT. PV = 24,00 + 0.94 PB
(1.16) (19.53)
R® = 0.76
ITT, PV = =10.79 + 1,02 PC
(-0.78) (21.97)

From the results presented above it is evident
that Bangalore prices are showing positive relation-
ship both with the Coimbatore and Vijavawada prices.
Coimbatore and Vijayawada prices are alsc showing

positive relationship with each other.

The high R2 value in the case of Plantation-A
and Arabica Cherry-AB indicated the explanatory power
of the independent varlables taken. It was less in
the case of Robusta Cherry-AR, particularly in the
case of Bangalore-Coimbatore and Bangalore-Vijayawada

regressions.
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While 84 per cent of the variaticon in the pooll
sale prices at Coimbatore auctions was explained by
the variation at the Bangalore auctions, 88 per cent
was explained in Vijayawada prices. It indicated the
relatively lower influence of Bangalore prices on
Coimbatore prices than on Vijayawada prices. Coimba-
tore auction prices were explaining only 80 per cent
of variation in the Vijayawada auction prices. In
the case of Arabica Cherry, Colmbatore prices appear
to be depending on Bangalore prices. Bangalore prices
were explaining 88 per cent variation in the Coim-

batore prices.

211 the bi's tested against unity indicated
that they were significantly equal to unity which
means one unit increase in Bangalore auction prices
was causing nearly one unit increase in the prices of
other two centres. In the case of Plantation-A, one
unit increase in Bangalore auction prices was
causing 0.96 units increase in Coimbatore prirces and
0.97 units increase in Vijayawada prices. But one
unit increase at Coimbatore prices was causing only
0.88 unit increase in the prices at Vijayawada. In

the case of Arabica Cherry variety,every unit increase
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at Bangalore auctions was causing nearly 0.90 unit
increase in both Coimbatore and Vijayawada prices,
The same was the influence of Coimbatore prices on
vijayawada prices. When Robusta Cherry-AB was consi-
dered, Bangalore price was c¢ausing only 0.88 unit
increase in Coimbatore prices while it is causing
0.%94 unit increase in Vijayawada prices. Every unit
increase in Coimbatore prices was causing nearly one

unit increase in Vijayawada prices.

Though the above explained simple analysis
cannot explain which series is causing which series,
it appears that Coimbatore and Vijayawada prices are
depending on Bangalore prices, which means that
price information 1s effectively passing from Banga-

lore to the other centres making the prices to move

in unison.

2.3 Inter-Centre Price Variation

In order to understand the price wvariation
among the selected centres considered, coefficient
of variation with yearly average prices was calculated.
Altogether fourteen centres are considered comprising

three from Karnataka (Bangalore, Mysore and Bellary),
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seven from Tamil Nadu (Madras, Coimbatore, Salem ,
Palamcottiah, Trichy, Madurai and Virudhunagar), two
from Kerala (Kottayam and Kozhikode) and two from
Andhra Pradesh (Guntur and Vijayawada). Since Arabica
Cherry-AB retail prices are not available in many of
the centres both for raw and powdered coffee, only

Plantation-A and Robusta Cherry-AE results are pre-

sented.

Relatively lower coefficients of variation
presented in the Table 8.1 indicate the cleoseness of
the markets. The variation among the centres for the

wholeszgle and retail prices remained steady over the

vears.,

One of the important points emerging from this
analysis is that coefficients of variation were low
for the vnholesale prices. Wnen the coefficients were
compared they are less in the case of wholesale
prices than the retail prices. Even in the case of
retail prices they were high for the powdered coffee.
This indicates that coffee markets are highly asso-
ciated at the wholesale level. The relatively

high coefficient of variation in the case of
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povdered coffee indicates the lower association.

The main reason for this is that at the retail

level Coffee Board's control over trade is very
limited. Prices change according to the local demand
in the Centre. In the case of powdered coffee, co-
efficient of variation was high because traders make
their own blends for the local markets where it is
50ld in the powdered form. Very few big traders ex-
port to the other markets, particularly to the other
states, in pOWaered form. Because of these reasons

price variations were high among the centres. Another

reason could be differences in the taxes paid by the

trader.

These results support the observation by
Chengappa that coffee markets are highly correlated
at the wholesale and pool sale levels than at the
retall level. The study revealed that pricing effi-
diency at the retail level also varied with the
markets; more integrated for raw coffee compared to
powdered coffee. He attributed this to the lack of
Board's supervision at the retail level. The study

also pointed out that markets within the state are

highly associated than between the states.



Inter-Centre Price Variation (% of Coefficients of Variation)

Table 8.1:
PLANTATION -A ROBUSTA CHERRY-AR ARABICA CHERRY -
AB !

Season Raw Coffee Powdered Raw Coffee Powdered 5§gigzg§§e \

Wholesale Retail ig;iii wholesale Retail igii?f prices

prices prices - ool prices prices /4o

1963-64 3.04 4,75 5.46 2,14 5.86 8.66 2,67
1964-65 3.72 5.16 8.15 2.62 3,77 8.67 D0.91
1965-66 710 5.55 7630 3.80 3.94 5.66 5,11
1966-67 3,33 5.22 7.38 2.18 3.67 5.16 3.83 -
1967-68 3,28 6.95 6.15 2.00 4,58 7.19 6.55 -
1968-69 2.58 6.16 8.32 1,18 6.08 8.44 4,07 .
1969=-70 2,31 2.80 6.70 1.86 5.23 8.13 2,15 g
1970-71 2.98 2.64 4,25 1,93 6,02 7.59 8.59
197172 4,00 3,91 5.20 4,46 5.69 4,36 2.41
1972-73 3,93 4,63 7 .58 1.75 4.25 6.78 4,73
1973-74 5.19 4741 6.31 1.88 3.16 4,78 6,60
1274_75 2.33 4,40 4,17 2,34 4,85 9.13 4,34
1975-76 2439 3.08 5.99 1.89 4,38 6.53 3.92 i
1976-T77 2.32 4,25 5.32 1,19 6.02 4,90 6.34 :
1977=-78 3.99 T.38 7422 4,49 8.03 7.07 6,61
197879 2.52 5.53 5.89 6,74 8.08 8.17 6,13
1979-80 2.59 - 4,10 5.63 2,52 3.20 7416 6.05
1980-81 2.22 3.36 5.16 3.55 5,70 8.03 6,49
1981-82 2.09 5.61 7435 2.76 5.55 9,40 5.71
1982-83 3,10 4,38 7.78 2.63 4,48 6.09 5.75




CHAPTER IX

SUMMARY, CONCLUSIONS AND SUGGESTIONS

Coffee marketing system has undergone several
changes since the inception of Coffee Board. The
Board was created at a time when the crop was @ mea-
gre 30029 tonnes, and its main interest was to pro-
tect the producer from fluctuating prices. At
present, with International Coffee Organisation at
the international level and stiff competition among
the producing countries, the marketing system needed
to be geared up to the new and complexXx environment.
How far this has been achieved keeping in view the
interests of the producers as well as the consumers
is an important cquestion. While it is claimed that
the Board has been successful in streamlining the
coffee marketing system the producers claim that
their interests are not fully protected by the Board.
To come to any judgement on the efficiency or other-
wise of the working of the present system of coffee
marketing, a clear and fuller understanding of the
working of the system is called for. It is in this

context the present study was undertaken.

The studies so far have mainly dealt with

analysis of coffee prices, growth in area, production
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and exports. Also, a few studies have attempted to
analyse the various problems associated with cost

of production of coffee and resource management.The
various aspects of the marketing system like market-
ing costs, improvement in the quantity and quality,
channels of release etec., have received scant atten-
tion and centred around certain minor aspects. A
holistic approach towards understanding the coffee
marketing system as such was lacking. A modest attempt
was mace in the present study to understand the work-

ing of the present marketing system in its wvarious

aSpects.

The main objective of the present study is to
meacure the efficiency of the coffee marketing system
in serving the producer as well as the consumer.
Since it is felt that the traditionsl methods of mea-
suring the marketing efficiency (Market Margin Analy-
sis and Structure-Conduct-Performance Approach) are
inadequate, marketing efficiency is measured with
selected indicators suggested by Larry Mértin. Certain
modifications are made to the original model to make
it adoptable to the coffee marketing system (Pooled
Marketing) . The other objective of measuring the

factors affecting coffee consumption in India is
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studied with regression analysis. Interdependence
of pocl auction prices, inter-centre variation in
the wholesale prices are alszo studied. Sunmary of
the indicators along with the resulté are presented

in the following paragraphs of this chapter.

The first indicator of efficiency of the system
in serving the consumer was quantified using the data
on internal releases of coffee and coffee prices in
relation to other commodity prices. Growth rates
were calculated and variations were noted using the

coefficient of varistion.

The results showed that internal releases were
not growing alcong with production and exports. The
share of internal releases in the total output was
decreasing. But the effect of seasonality in the pro-
duction was eliminated through pooling and contrelled
releases. When pool receipts were highly seasonal,
concentrating only in a few months of a calender
year, internal releases were spread out evenly
throughout the yvear. The effect of bi-annual cyclical
nature was also counteracted through this system of
releases. This resulted in relatively stable coffee

prices. Smaller coefficient of variation in the
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wholesale and retail prices of coffee in selecied
centres indicated this. Coefficient of variatiocon
was relatively uniform in all the centres consi-
dered indicating the absence of distinction between
producing and consuming areas. But coefficient of
variation was relatlively high in retail prices of
cofifee, It showed the lesser control of the Board
at the retail level, Coffee prices were showing
lesser rise compared to the prices of tea, cereals
and foodgrains., From the foregoing discussion it
could be inferred that the present coffee marketing
system has been able to achieve efficiency in serv-
ing the domestic consumer by providing stable

supplies at economical prices.

The second indicator of stimulating and faci-
litating efficient production and distribution was
eXamined under two headings, namely, production

efficliency and distributional efficiency.

Production Efficiency

Production efficiency was measured with

growers' returns., As explained earlier, coffee grow-

ers’ returns depend on the domestic and international
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prices. Average gross returns per hectare were con-
sidered for the analysis. Analysing growers' returns
indicated that thelr returns increased considerably
over time. Coffee growers were assured 6f stable and
increasing incomes through the pooling system of
marxeting. But, it was taking more than two years

for the grower to receive the full payment for the
crop surrendered. Despite this delay it could be
said that the system has been able to achieve produc-
tion efficiency by providing stable and increasing
income t0 the producer. Since most of the growers are
small growers with limited holding capacity, the
system helped them from the post-harvest distress
sales. The system also helped in eliminating the dif-
ferences in the returns of big and small growers.
When growers are assured of regular returns, a little
delay in receiving the returns is tolerable. How-
ever, it is necessary to reduce the delay to the
minimum extent possible because of the growers' need

“or working capital.
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Distributional Efficiency

Distributional efficiency of the coffee market-
ing system was examined using the producer's share
in the consumer's rupee, profit rates of wholesalers
and retallers, pattern of margins followed by traders
irn the various centres and margins through variocus
channels of rleases. In addition to the above, per-
centage share of various channels to the total
releases, marketing expenses of the Coffee Board were

also analysed.

The results of the analysis of producers share
in consumers rupee indicated that it was lncreasing
over time. But this was observed only in the case of
superior grades (Plantation-A, Arabica Cherry-AB and
Robusta Cherry-AB) of coffee., In the case of
inferior varieties (Plantation Blacks/Bits, Arabica
Cherry Blacks/Bits and Robusta Cherry Blacks/Bits)
producers share was only fifty per cent., This indi-
cated that producers who could produce superior varie-
ties only were able to get major share. This is due
to the nature of the coffee powder. Since adultera-
tion was not possible when the superior varieties of

coffee was s501d, market participants were not getting



197

major share., But in the case of inferior wvarieties,
since they were normally sold in the form of blends
along with other varieties, market participants were

able to take large share from the consumer.

The results, compared to the producer's share
before the introduction of the centralised pooling
system, clearly indicated the efficiency of the pre-
sent system. It eliminated the differences in the
vroducer's share on the basis of the place of sale,

quantity of sale and time of sale.

Gross margins and percentage share of the whole-
salers anad retailers trading in various centres in
South India revealed that gross margins of both whole-

salers and retailers has increased considerably from

60's to 80's,

The results of the analysis of margins through
various channels, on the basis of the primary data
collected at Bangalore and Chikmagealur centres indi-
cated that place ¢f sale was not significant in decid-
ing the margins. The study revealed that coffee is
costing less to the consumer if supplied through

co-operative societies. Coffee supplied through
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non-participant wholesaler/retailer was costing

highest. Margins were high in the case of powdered

coffee,

An attempt to understand the pattern of re-
leases revezled that ninety per cent of the internal
releases were through pool open auctions and only
two per cent were through cooperative societies. The
share of local sales dealers came down from eleven
per cent auring early 60's to three per cent during
the later part of the 60's and it was eight per cent

during the later part of the 70's,

Analysis cf the cquantities of coffee allotted
and accepted indicated that the gap between these
two was high in the case of the local sales dealers

and cooperative societies.

The pattern of market maryins indicated that
prices at the wholesale and retail levels were asso-
ciated with the auction prices. Wholesale prices
appeared to be depending more on auction prices,but
retall prices were depending on the other factors
like demand, stock position etc., particularly in
the case of Chikmagalur,3alem and Vijayawada. The

results also indicated that most of the increase in
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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's to 80's
was observed. It appears that both wholesale and
retall traders were following profit maximization
margins during 60's and during 80's they are follow-
ing constant ebsolute margins in all the centres

consicered,

Anplysis of the marketing exXpenses indicated
that marketing expenses have increased considerably
even though the quantity of crop handled was increa-
sina. An investigation into the various components
of the costs revealed that high rise in the transport,
storing and marketing expenditure was 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 were
influencing the output in the short run. This was pro-

minent in the case of Arabica.
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The analysis of the distributional efficiency
suggests that the present marketing system helped
in eliminating the middlemen and reduced the margin
between what the consumer pays and the producer re-
ceives. It helped in forming the standard grades.
The importance of place and quantity in selling the
proauce was also eliminated. But due to lack of
strict control at the retail level, traders were
gaining at the expense of the consumers. Though auc-
tions ensure competitive price, price increase was
cffectively shifted to the consumer through wholesale
and retail prices, Consumer was not galilning due to
the increase of releases through pocl open auctions.
Traders are making profit by adulteration. It appears
that the system has resulted in increasing the per-
centage share of wholesalers and retailers. Though
coifee was costing less when supplied through coope-
rative societies, local sales dealers and Board's
cutlets; releases through these outlets showed a
decreasing trend. When marketing costs were considered,
the prezent system could not achieve cost economy in
markxeting the produce. Marketing costs did not show
decrease desplte the increase in the quantity of crop
handled. Because of this, though producers were

assured oI 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 mincr share. "The principle cost
of cultivation to the grower 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 when 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. 1In this system grower does

1. Thomas Geer. An 0ligopoly: The World coffee
Economy and Stabilization Schemes, (New York:
Dunellen pPublishing Company, 1971}, p,3s.
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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 with 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 growth rate of area plan-
ted with Robusta was high, coefficient of variation
was also high indicating higher wvarisbility. 1In 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



203

output was considered, coefficient of wvariation
decreased in the case of Robusta indicating stability
in output. Variation in Robusta productivity was

high as indicated by large coefficient of variation.
There was 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 yvielde 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
was made to analyse improvement 1n 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 growers showed better
quality. When all the growers are considered

together it was oObserved that there was
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qualitative improvement in the case of Robusta Cherry.
It was not significant in Arabica Cherry. However,
in the case of plantation-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 growers)
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 hls 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 pointg
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 walt 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
cf the growers in improving the cuality. 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.
When 17,547 tonnes of Arabica plantation was exported
during 1980~81, In wvalue terms, it increased from
Rs5.62389 to Rs.841,988 during the same period. Though
gquantity and value of exporis increased, they were
accompanied by large variation. Between 1961-62 and
1980~81, Robusta exports showed higher growth rate
than Arabica Plantation and Arabica Cherry. While
Arabica pPlantation 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

Robustsa exports indicated a higher growth 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-
kility. In the case of Arabica Cherry, exports to
Oceania showed higher growith rate both in terms of
cuantity and value. Unit value of exports to Asia
was highest during 1983-84 followed by America. Unit
value of éxports to Europe was least compared with
all destinations, Though unit value of exports in-
creased, variability was also high indicating insta-

bility.

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 way of separate auctions. This along with
controlled releases on the basis of international
market and strict cuality 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
varliables. 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
was 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 Vijayawada.
The results indicated that more than eighty per cent
of the wvariation 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 <¢losely associated than

powdered coffee prices.

To sum up, analysis of the present coffee
marketing system revealed its efficiency in serving
the producer as well as the consumer. Present pooled

‘marketing system has helped the consumer by
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ensurling regular supply and producer by assuering Ll
returns. However, the following suggestions could
ke 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 knowledge 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 two and corrective nmea-

sures are to be taken.

(¢) During the pool auctions it was observed that
while certain quantity of coffee remained unsold,
certain of the aucticon participants were not able to
buy the coffee because of too high a price. This was
due to a few large firms participating in the auctions
who quoted higher prices with their wide market.

Price determined by supply and demand forces would he

the ideal price for setting up Hinimum 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 two ways. Firstly it would reduce the burden of
the Board znd Board can concentrate more on explor-
ing new export markets. Secondly, it would make the
producer more responsive to price and <¢an 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 were major con-
tributors for the increase in the expenditure.
Efforts should be made to minimise the expenditure on

these ltems 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 growesrs which

would improve the quality of coffee,

Limitations of the Study

With the available data, a modest attempt was
made to analvse the working of the coffee marketing
system. However, there are certain limitations due
to the non-availability and non-accessability of the

data.

1. The filrst limitation is non~inclusion of

instant coffee market which is gaining popularity.

2. Reliable cost of production data were not avai-
lable.
3. Since export market is completely separated

from internal market by conducting special export
auction with reserve prices, export prices were not

analysed.
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APPENDIX - 1

List of Tmportant Coffee Producing Countries and Their

Share in World Production

PERIOD
Countries 1949-51 1679-81
Produc- % in Produc-~ % in
tion World tion World
(in '000 Produc- {(in '000 Produc-
tons) tion tons) tion
(1) (2) (3) (4) (5)
YWORLD 2191 100 5168 100
SOUTH AMERICA 1478 68 2425 47
Brazil 1073 49 1403 27
Columbia 336 15 748 14
Ecuador 21 1 82
Peru 6 0.5 98
Venezuecla 39 2 61 1
NORTH CENTRAL
AMERICA 365 17 918 18
Costa Rica 22 1 109 2
Els Salwvador 68 3 158 3
Guatemala 58 3 162 3
Haiti 36 2 32 1
Hondur as 14 1 80 2
lexico 64 3 216 4
AFRICA 271 12 1198 23
Angola 46 p 44
Cameroon 9 0.5 102

contd..



Appendix-I (contd..)

X1) (2) (3) (4} (5)
Ethiopia 23 1 191 4
Ivory Coast 51 2 292 6
Kenya 11 D.% 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
Indonesia 40 1 253 3
Philippines 4 0.5 33
QCEANIA 1 0D.13 49 1
Papua & New Guinea 1 Q.13 49 1

Source: J. de Graff,

p.25.
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Total Production, Internal Releases and Exports of

Coffee, 1953-54 to 1983-84

(In Tonnes)

Season Production Internal

Releases Exports
1853-54 30029 19882 9767
1954-55 25427 21446 3592
1955-56 35028 26507 8081
195657 42572 26860 15472
1957-58 44490 29924 14281
1958.5¢% 456915 30120 16400
1959~60 49790 31326 18180
1960-61 68169 5523 32270
1961~62 46036 25913 19829
1962=-63 56217 33414 22411
1963-64 69320 35917 33005
1964-65 60901 37607 23003
196566 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
1975-7¢ 83982 35455 48000
1976-77 102248 47334 54424
197778 125141 53553 55813
1978-79 110488 47208 65400
1879-~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 IITI A

The Family Tree of Indian Coffee -~ ARABICA

Arabica
=
/ /
Washed Unwashed
(Plantation) (Cherry)
/

/ / / -/ / / a4 / / / /
Plant. Plant. Plant. Plant. Plant. Plant. Plant Ar.Chy. Ar.Chy. Ar.chy. Ar.Chy. Ar.Chy
PB A B C Bits Blacks Bulk PB AB C Blacks/ Bulk

Browvms/
Bits
Plant. - Plantation; Ar,Chy - Arabica Cherry

contd. . ...



APPENDIX III A (Contd..)

The Family Tree of Indian Coffee - ROBUSTA

Robusta
/ /
Washed Unwashed
(Parchment) (Cherry)
/ /
/ /S / / /
Rob.Pmt. Rob.Pmt. Rob.Pmt. Rob.Pmt. Rob.Pmt. Rob. Rob., Robk.Chy. Rob. Chy. Rob.Chy.
PB A C Blacks/ Bulk chy. Chy. C Blacks/ Bulk
Brows/ PB AB Browns,/
Bits Bits
Rob.Pmt. - Robusta Parchment; Rob. Chy - Robusta Cherry

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 :

Plantation Bits:

Plantation

Bl acks

Arabica
Cherry - AB

90 perx cent by weight shall stand
on a sieve round holes of €.65 mm.
Not more than 1.5 per cent shall
pass through a sieve with round
holes of 6.00 wmm.

At least 75 per cent by weight
shall stand on a sieve with round
holes of 6.00 mm. Not more than
1.5 per cent shall pass through a

sieve with round holes of 5.5 mm,

Broken coffee beans less than one-
third of a normal coffee bean in

size.

More than a quarter of the bean sur-
face black, deep blue or dark brown.
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 hcles of -
6.00 mm. Not more than 1.5 per cent
by weight shall pass through a

sieve with round holes of 5.5 mm.



APPENDIX - III B (Contd..)

Arabica Cherry -

Robusta Coffee

Robusta Cherry
~ AB

Robusta Cherry -

Blacks, Browns and Bits: Contains

Blacks, damaged beans and bits.

90 per cent by weight shall stand
on a sieve with round holes of 6,00
mm, Not more than 1.5 per cent
shall pass through a sieve with
round holes of 5.5 mm.

Blacks, Browns and Bits: Contains

Blacks, Damaged Beans and Bits.



APPENDIX IV

Graphs relating to area under Coffee,
Coffee production, productivity, internal
releases and exports of coffee are presented

in this appendix.
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