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Sunil Mani

The role of the astate in inddstrialisation ise & much
fiscussed topic these days. Specifically this role has
fnifested itself in tha form of direct intervention by the stats
through owning the means o©f productiorn and distiribution of
epecially  industriael products cthrough the establisnment of

state-owned enterprises, Currsaitly, ithere ic  of course, certain

anount of rethindinc on tha raed to roll back the state from socme
# Lhese activities'. The logical underpinnings  ©f  this
rethinking is largeily oDased on the "evidence that moust

fevernments (or for that matter most economics of less developed
ceuntries with ocr without state intervention have performed
rather badly"®. In the context a auch less understood and
researched upon aspect has been the role of the Indian state in
agriculture. It is pelieved, by and large, and rightly so that

ayriculture is largely 1in the hands of the private secior and

d

11 end marginal farmers. Stat

)§]

that too domirated by sm

1,

intervention hes been rostricted to agricultural resesarch  and
extension activitiss and sometimes Lo regulating the market for
certain agricultural products. This 1is ovident froem  the
following table which maps out the relative share of oublic

sector agriculture in total GDP. GSee Table 1,

Y
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(in 2Er cent)

Year Agriculture Registered Manufacturin|
1951-63 a.80 15.83
1966-70 1.50 19.30
19271-75 1.8 18.70@
1976-69 2.8e 28.7¢
1981-9% 2,148 21.19
Source: R. Nagaraj, "Incr=ase in India‘'s Growth Rate:r A

Comment” Ecppomic_and Poiiticai Weekly., 1995,

While these data vrefesr only to the output emsnating from
public sector agriculture {i1.e., when the means of praoduction ig
directly owned by government) and that too at the agQregate leve)
it does not adequalely portray the nature and extent of state
intervention in the promoticn of & nrumber of commercial cropge,
The government have overtime created a host of what is cal)]eg
commodity boards for the systematic development of a number of
commercial crops like Tea, Coffee. Spiree, Coconut, Nzatural
Rubber and Flue Cured Virginia Tabacco®. The commodity beards
are charged with the resoonsibility of developing thess «ropsg
along systematic lines witn the ultimate goal of promoting either
exports (as in the case of Tea, Coffee, Spites and FCV Tobacco)
ar 1import substitution (a3 1n the case of Natural Rubber ang
Coconuts) ., The experience of these different governmental
institutions towards the achievement of this goal has been ratner
mixed, thou@h there are not any systematic studies. as vyet, on

this thewns,

What +0llows is &n «nalysis of the nature, extent and wiffo t

of government intervention in cne such commercial crop. Thz2 crop
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chesen is Fluecured Virginia Tobacco where the government
intervention has been directed towards enhancing the =2vport
cempetitiveness of this commodity. Trne nature of Qovernment
intervention in the croo has at least two facets which is worth
mentioning. First, it is all porvasive in the sense that it
tavers both br‘nduction and marketing as well. Second, it has
been quite recent and infact the crop had a rather too long &
history of private intervention, unlike in mast other commercial

crops mentioned above.

The purpose of the paper is essentially to understand the
extent and consequences aof government intervention on at .1east
three aspects of thz crop’'s «conomy. This 1is all the mare
impartant as this commodity had a2 rather long 'history of private
intervention whicn was raplacey by explicit government
intervention® since 1984-83. The three aspects examined arel (1)
long term trends 1n productivity: (1l) the working of the tabacco
martet with an emphaesis on the behaviour of the trader s marqgin
in the pnst—intervention phase; and (1ir) the mc:vam_ents in export

competitiveness of Indian tobacco during the same period.

The paper 1is structured into three broad sections, with a
number subsections within each of them. We begin with the first

sectlon,



Section I
Structure of FQV Tohaccg Praduction and Trends in Producing

Tobacco 1is an agricultural raw material used  in
manufacturing industry. There are two types of tobaccos that an
grown in India. viz., Flue Cured Virginia thereafter FCV). and
non-virginia. ‘The farmer is used in  the manufacture of
cigarettes while the latter is wused to manufacture a host of
products like beedles, cigars, cheroots snuff, hookah etc. In
this study we are concerned only with the FCV tobacco. This
choice is essentially dictated by the fact that FCV 'accounts for
nearly 99 per cent of the totsl exports of unmanuf actured tﬁbacn
from India. In this study we concentrate anly on FCV tobacco as

it is the type which is most iaeportant from the point of view of

exports.
Table 2
Varietal Prodquctiop of Tehacco in _India
(As ot 1986-87)
Variety Ar e Production
(A0 ha.? Million ¥g.)
4. Virginia ' 114,18 (29.73) 106.70 (23.19)
B. Non-Virginia 26%.70 (70.27) 353.50 (76.81)
of which,
a. Bidl 129.00 (I3.739) 185.00 (4@.20)
b. Chewing 65.00 (156.949) 78.00 (16.9%)
c. Natu .00 (9.9 44,028 (9.56)
d. Hookah ’ 24.89 (&.2%) 28.8@ (&£.Q@8)
e. Cigar % Cheroot 18.89 (2,61) 11.00  (2.39)
'F- Snuff 4-.7@ (1-22) 7-50 ) (1-&3)
C. Total (A+R) 383.83 (100.00) 4460.20 (100.08)
Notes: Figures in brackets indicate percentage share of the

total.

Source: Jobagco Production _in India, A Handbok of Statistics.
Diractorate of Tabacco Development, Ministry of
Agriculture, Madras, 1989, p.Zd.
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fs mentioned <2arlier, its share in Lotal exports of all
uwmanufactured tobacco from tie country is as high as about 90

per cent though there has been a fall in that share 1n the 1980s.

m T'E".L"l. (] 3 n
Table 3
SHare of FOV. Tehacco Exparts
Az a percent cf As a percent of
Year domestic output 2l)l unmanufactured
ot FLy' tobacco exports
fraom India“
1975-76 57 93
197777 70 o1
1977-75 38 89
1978-79 44 94
1974 -3¢ ] a9
1989-81 54 93
198:-82 72 94
1992-87 44 95
1963-62 o3 B89
1964-B3 %4 =12
1985-86 A2 o0
1936-87 47 91
1987-68 p 81
Netes; 1. This series is based on output in physical quantity

praduction minus exports ne2d not be equal to damestic
cansumption because of stock holdings.

2. This series is based aon exports in value teras.

Seurce: 1. Annual ___Admipnistrative Report, Tabacco Roard,
Varioug Issues.

2. Ichasca Production in JIpdia, 1789, op.cit., p.id

From the above Table it is claar that nesrly ane-half{ of the
total output s exported. FCVY tobacco is thus an expart
cemmodity and finds ite usage mainly in the 'nrganised
manufacturing industry, namely the cigarette industry. 1In fact

{t is said that the cultivation of this crop in most of the



present day producer countries has been introduced by the leading
trangnational cigarette manufacturing companies®. For I[nstance
in India, the crop was tntroduced by e subsidiary of the MNC,
namely the British Amerlican Tobatgo Company (BAT)®. It is also
shown that in the initial vears the cultivation of the crop was
closely supervised and.contrnlled by BAT and this control wags
achievaed by ite monopoly of ‘the new technology and through a

system of contracts betwsen the coinpany and the cultivator’

The comme&rcial cultivation of FCV tobacco can be traced to
the marly part of this century when BAT piconeered its cultivatiorn
in the Buntur district or Andhra Pradesh. The primary imoetus
for the indigenous production came from the imposition of tariffs
an imported leaf' tobacco and cigarettes in.191a—1911. This leaq
to the large scale commercial cultivation of FCV  tebecco.  As
mentioned earlier +or a very 1long time: till the 19%5¢s, tne
production and marketinq af FCV tobacco was controlled by &
subsidiary ot the BAT, namely the Indian Lwaf Tobacco Development

Corporation (ILTDC).

India occupi@s &n important position in the World's= ouilput
and export of FCV tobacco. Table 3 maps out the rclative
position of India in the total area, output and exports of FCV

tobacco.



Relative Share of India ip_the World Ecaonamy of FCY Teobacco

(in 1987)
Area Production Exports Erporis
;082 ha) (Million k@) (Million K@) as & per-
Cauntry cent of
damesgtic
output,
1. China 972.00(48.03) 1640.20(50.23) 18.00(3.04) i.1¢@
2, UsA 1531.3@ (6. 77 J1T.48(?. 60 1337.80(22.96) 47,08
3, Brezil 155.90(7,99) 263.00(3.83) 122.@8(22.73) 46.39
4, Limbabwe 63, 5@8(3.27) 128.00°3.92) 192, :@4{17.44) 77.92
3, India 113.1015.688) 106.70(3.27) 59 . B2 (g, 58) 46.036
Total World 175°.%0 3269, 30 587.9¢Y 18.00

Notet 1. Figures in brackets indicate percentags share of the
total world area, production and erxporis.

2, Thie share has since come dowh to 1.76 percant in 1988.

The Tab!e snows that while India ranks fifth in the total
world output of FCV tobacco, it 18 fourth largest 1n terms of
oports. This is bacause the largest .roducer Chine 15 actually

anet impurter of its FOV towacco reauirznents,

there ara four aspects of FCV tubacco output that warrant a

Clower or detairled analywis, Thay are as folliows:

a) axtreme regional spacirficity 1in its cultivation and
production:
b) more or less staqnancy in 1ts praductivity over the

1ast three decades:

o) Jovernment ‘v cuntrol over hoth 1its production as well
as marketirg throcugh @ speclally created agency, name2ly
the Tubaccou Board: and

d? deceleration in India’'s share 1in world exports of FCV
Ltobacco and the declining competitiveness of Indian
exXpo” .



In this section, we analyse the issues concerning production
and productivity and thase dealing with marketing and expart

competitiveness will be discussed in the subseguent sections.

(i) Regional gimensions af Tepacca Outout:

There is extremes regional so=aciticity in the cultivation and
production of FCV t&baccu i the country. Froduction is mastly
restricted to the twu southasrn stetes of AP and Karnataka,
Infact, over 92 percent of the total output of Tobacco is
accounted +for by the farmer while the latter accounts {+or the

rest. This regional dimensian 15 oresented in Table S.

Table 3

Regleonal Dimensions of Flue Cured Virginia Tobacco
Quteout _in Indisa
(in percent;

- e W RS A S P Vel 508 L et P Bl e S G A S % ¢ Sy P B e e g B G R Y T S S Py Y e W S e e S S S s e e B B P ey e Y Pt M S et et el S

Year Andinra Fradesh Karnataka Dtheres
1981-82 92.39 7.93 .88
1982-83 9T.91 3.88 @. L
1983~84 2.54 723 D.23
1984-85 8. 55 g9.82 Q.63
198586 87.1%9 11.81 1.2&
1986-87 91.14 8.31 ]
1987-88 9A.82 7.31 1.89%
198859 72,97 &L.70 .73
Average ?1.33 795 .67
Saurce: L. Tahacco_ in _Indis <179499), op.cit., 0.22

2. Annual Adminlistrative Report, Tobacco Board, 1985~

89, pp.117-3.

The concentration of ogutput in the atrea cen in turn  De
traced to the specific agro-ecological conditions inclueding the
type of soils that are reguired for the ogiisum orowth of  the
tobacco plant. Specifically based essentially on the aoil

pattern, the tobacco growing regicons are classified into four



reas or

Table &

Flue fured Virginia TQRaccs Srosing. Redl ans lo Indiz According to

Nﬁﬁ&fﬂ&jﬁﬂ

J. Nerthern Light
211 (NLS)

2, outhern Light
So1ls {SLS)

faraclimsiic Reginns
f8ndhra Pradesh and 1Karastakal

e ey e e O A A A cae - e e vl bm s e e b AR P = e G B PR e e fu e e S Sm et B G T B = v Se G Ep R M S R G M Y Pe O Y e e W

Districtis Per - Produ~ Characteristics
inciuded centage ctivity
zhara fin kg/
._-,"- ””Q‘.&’"
dast fOadavar: [ 12%8  Soil is of sandy losm, The
East Godavar: ciraa is grown under irrigated
fpart: and Khammam cenditions., The source of
(giniscule? wirrigatian is mainly ground

watar, Since irrigation is
reguiated, the response uf
fertilizer to the yield is
guite high., Thiz is the hesgt
suited region for FEV preduct
~ign, In this region. the
sbeds are ralsed in July
through August; planting in
Dctober-Noveaber: harvasted in
Japuary-fFebruary and marketed
in February-May. This fype ar
tebacco contain aediua ta high
in nicotire and nitrogen and
1t is exported mainiy to ths
United Kingdom.

Light Spnils of

Fravasasm and Neilore 17 728 Clay is almost I8 io &5 por
cent apd sa2qd is abowet 18 to
1S nercent., &n ieportant
characteristic is the +ac:t
that the ferrous urowaide
content in the snil is very
high end betause of this the
whole plant orowth 15 stupted
legding to extremaly iow
levels of aroductivity.
Proftile of ths cirosping

calendzr ig exactiv Lhe same

ag 2hoye, This teeaccd is low-
in nicotine, asdiug in
nitrocen and sugers with high
fillirg valiw. Most of it is
srparted 1o tuz UK. other
West Eurooean countries and
Japan,
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3. Black Cotton S5o0il Xhawemar, Krishna

Guntur, Prakzsae 52 1269 Manageaent of tke crop 1s
{part) East and extremely difficuli due
West Godavari essentially to the rainfall
(part! pattern. The soils zre clay

loams to silty clav lcems
pattern. Profile af ths

cropping calender 15 ecactly
the sape as above. This is

ronsidered to bhe neutral and
blends itsel¢é very favourabl
with gther tabaccos.,  The hul
of thig tobacco 15 2xportedt
the USSR, Easter: Europe a0l
the Middle-East, The calante

is used by the dogzsi:¢
cigarette industry.

E. KRRNATAKA
4, Light Soils Mysore, Hassan, The crop is grorn ia ths
(XLS) Shimoga, Chikeagplur 16 740 traisitional belt astwean the
Kelar, Coorg, Dharwar Eastern slopes c©f heoztern
Mandya, Chitradurga ghats and the plz.nz in Id

state under AGnsCon Ccona!l -

tions. The soils are sandy
loass and loamy ceads. 1z iy
low to medium in this tadace

nicotine and e2d1v2 L4 o
sugars and it is zxzartad
mainly to U.¥, &ag CTuogps:
countries.

- T D R N R P P Bn e S T T M e S g B 8 et i om S M M B e e ey e e S B0 MR B S M S W e B vy Y P G = O W v et M R e e S 0R m  E he ov ar  m w U v W

kote: Annexure-1 maps out the region-wise area under FCV fobacco sincs 1972-7L
Spurce: 1. Tobaccao Buard

2. Indian Tpbacce, Yobacco Board, Guntur, undated, {Paaphlet)
3. Annual Reports, Tokacco Board, Various Issues.

regions, namely (1) Northern Light Soily (2) Souther-n Light Swiljg
(3) Black Cotton Soil; and (4) Light Sails of Karnataba. 0Of the
four, in terms of share in totel production, the Elack cotton

Spil area is the most impartant. A detalled profile of these

10



four regions appear inn Taocie &.

It 18 seesn that the wdorthern Light Seoil area  though
aczaunting for only 2 smell  share of the owtput is  the most
productive, But the exnancion of area in this region is clearly
restricied. The racher leavy concentration of tobacco 10 the
Elack cotton areas pave had a deleterious effect on the
praductivity of thie crop. This aspect, is analysed i detail

oelow,

(i) Trends in Froduction . and Preduckivity

Tovacco is mainly 2 small-holder crop. The avarage  size of
a tabecco plantation is 1.74 hectares, The naoldings in  AF are
slightiy htgher {(average size = 2.8% ha) compared tag the ones in

-

Karnateka, faverage size = 1.46 ha). See Table 7.

Tabhis 7

Average Size of FOV_ Yohscon Plantations I India
(Si1ze in hectares)

- __Andhra Pradash . Karnataka __
Year tight soil Black %orl Cyarage Light Sail
1984--85 9.&9. 1.3¢ 7,99 1.49
1985-84 2599 A 2. 49 1.45
193687 7. 28 2,33 2.32 1.47
178789 i.897 L. &3 1.7Q 1.35
1998-89 R | 2.4Y 2.7 1.93
AVEFRQE 2.“]1 o WCJ .Zhg-f- 1-46

e e G (s S ——— T  f— sy P —— T G A S S £ i e P PP S S o A A S e P D P M S e T e e S e (e A i S S ol S Sae

Source:  Annual Adrdnisivrative. Report. Tobaccy Board, Ministry
of Coummerte, 1984-5% and subseguent Issues.
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Tahle B
Trends in Area. Praoductian and Productivity_of
lndian FEY_Jabatco

Grec

Year Production Productivity
("282 hza (Million k@) (kg/he.)
195@-31 51.3¢17.20"° 42,7 (16.357 o) SR §
1960-61 89.4(22.29) 7@.1¢22.83) 784C. 0w
19651 ~62 35.9(23. 5% 62.7(18.3Q) 730, s eunal
1942-673 7.1 (27,.98) J.021.49) 752
19463464 145, 6(32.59) 114.4¢31.8@) 797
1946465 107.7(24.99) 9L.B(25,79) 637
1965-64
1946667 125.6(29. 686) 182.5(29.22) 514
19247-48 144,1(34. 9% 185.1¢(28.51) 729
1768-69 167.95(38,29) 1533, 3(36.93) 76
1269792 132.3(34.76) 89.9(26.67) =90
197671 139.@ (35, 36} P6.2(26.,58) AUT
197172 173.41.37.84) 139.4(33.29) g8a4
1972-7% 169. 2(3%.03) 12¢0. 1 (32.27) 1@
197%~74 156.4(35.@87) 144,9(32.85) QP26
1974-7% 119.@31.27) 99.3¢(27.48) 824
1975~76 121.9¢3F.1L1) F6.8(27.67) 794
1976-77 142, 1 152.86) 95.7(22.8%) 673
1977-78 202.5¢42,11) 164.8(23.79) 813 (135048)
1975-7% 165.1(4@.34) 142.8(51.47; 86 (14464)
1979-82 140.35(33.0%) 10@.7{25.01; 718(1513)
198@8-81 142.4(31.354) 117,824,253 B22{14633)
1981-82 158.9 (34, 09) 135.5(26.85) 898(1624)
1982-83 202. 6040, 7)) 188.7(32.44) 231 (1654)
198>-84 1592,3(34,.464) 1730,@(24.4Q) 334 (1834)
1984-85 135,138, 49 110.8 (22, 44) Q26 (1785)
1785-86 116.5(29.17) 79.46(19,04) a?5(1361)
198487 109. 6 (3R, 29) 129, 5{23.71L) 1865 (16684)
1797-89 &8.427.17) A8.3(17.92) 871 (NA)
1988-89 105.0(28.11) 1le,3(23.71) 1184 (NA)
1789~-9@ 102.3(24.41) 162.2{17.73) P73 (NR)
Notes: 1 & 2: The figures i1n orachkets indicete production of FLCV
tobazcn as a per c=nt Qf all tobacca grawn 1in the
country.
3. Figures in brackets indicate estimated average

vield in the warid.
Indign Tobacuo Statistics,
Develapment, HMinistry of

Divecturate ot Tobaccoe
Agriculture, Madras,

Sources 1

1975, p.18.

< Tobagcco . in. _Ind:ws, A _hendbook of Statistics,
Directorate of Tobacco Development, Ministry of
Agriculture. Madras, L1937, p.lL7.

3 proual . Adminigtrative  Repart, Tobacca Board,
Ministry ot Commerce, Guntur, 1989-90, pp.107-6.

This virtual absence of large holdings ar 1argQ2 =sstates 15 an

important characteristi. of FCV aroduction.
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A second aspect of FLCV  groduction is  the absence of any
grawth in area, production and aroductivity. See Table 8§ for

trends in area, prodguction and productivity.

The co-efficiant of vartation in the productivity of FCV
wark aut to sbouk 11 per cent, thereby shawing high variability.

The virtual stagnacion in tabacco outnut and productivity can be

attributed to at least thres factorss

{(n Cbntinuous matacultore of the crop in an area which is not
mmctfy suited for iabacco cultivation (Nata Duvvury, 1986). In
sddicion, the wealher tas oeen anather factaor. FCV  tobacco is
meinly & rainfed crcp as only cen per cent of the area under
tobacco is irrigated. Much at the tobacco graving regions in AP
have been subjiect to the vagaries of naturel cyclones andg
praolanged summery
(2) the shartage of critical inputs and the slow response of
tabacco farmers to naw methods of cultivation and processing; and
(3) the prectice of controlling the area and production through
fixation of quotas. However, this policy has been in voque anly
since 1984-8% and s0 one cannot argue that this " has actuaily
caused the variability in productivity over the entire periad
under considerstion.

The view hes been expressed that though there has been no
increasa in productivity, the quality of ithe dutput has actually
increased. Whether it has indeed or not is axamined further in

section an axport competitiveness.

oy
7



(i1i) Cootrols on Production;

It was seen above that there has been some enplicit controls
on tobacco praoduction since 1284-335. The rationale <for this
control! was essentiaily to requlete the output of tobacco in tune
with the likely demand (both domestic and expart) and alsao to
promote the cultivation of +the crop along scientific 1lines sO
that it daoes ulitimately result in good export quality nroduce.
Once the total output during an vyear is estimeted by the Tobecco
HBoard it is =zpportioned among the various growers by allocating
individual production quotas. The specific conditions uwnder
whicihh & grawer becom=2s eligible for a guota depends on at least
four tactors.

(a) the grower should have clear title to his l1and:

(b)) he should have a curing barn of bis own for curing (the
linit is 4 harns per 1light soil areas and 2 berns in black
soil areas):

{c) he shouid have adeqguate experience; and

d) the s011 110 which it is proposed tno be grown should be

sultable,.

Since the targets for area as well as output are fixed more
on the basis af heourilstics than oan any scientific projections
(statistical or ecunometric) they have repeatedly been off the

mark. See Table 9.

14



Taols 9

Targets Vis-a-vis focual in FOV Area and _Production

{(Orea i "BOB hay production in Million
kg)
Year e PR e JEEQUUCR OB
Target ARctuest  Divferents Target Actual Difference
1985-86. 116,80  116.88 (+, 4,84 1158 8,88 (-)1T5.0&
: ' ' - : (—15.31)
199687 .1i1.08 L, 04 (=14, 74 1. @8 113,22 (#3522
. {+2.84)
1947-88 g3, 86 3.11 {1 14.89 8.3, 02 9,14 (23,84
(4@ .34)
1948-39 a8g.7a@ Th.BY (43T, 59 ?7.78 110.91 (+)16,21
' {(+135.98:

Nete: 1. Tecludes Dottt AF and Narnatasa.
- 2. Figuras in Dracrats indicate the percentage of
shortfall or eicess
Seurce; Tobacoe Boaced,
Ancther dimension of figing targets vor  area and oroduction
is that it alae act zu & constesial on ynoreasing productivity.
Infact, since the targets are frequently revissd upwards  and

dswrwards 1t ailsn affect the vield movements leading to

fluctuations in 1t over time.

Though the Tobkacco Board has peen regulating the production
af FCV tobacca, unlike in other commerciel craps like Natwral
Rubher this regulaticn has not lead to - any  increases  in
praguctivity®, On  the contrary, the regulation seem 10 have
adversely affected vield growth, [ is of cgurse glarmed there
have béen signi{icant qualitative imptrovements which i
substantiated by the +{tach that there 15 2 higher proportion of

right grades in the ouutput than before’.

13



section XI

(1) Evelutien_ _of ihe Auction Sysiem _and . the Controls. on

Marketing:

The eveclution of the tobacco market can be divided inte
three phases. The first phase 13 the perio& from the beginning
2F the century upto about the 1998s when the Entire tabac@o
cultivation and trade was under the direct control of a campany,
naneiy the Indian L=af Tobacco Developpreni Corporation (ILTDC)";‘
The control over product:on and marketing manifested itself in
the +{orm of a contractual ralationship with farmers. This
‘control systen’ could be described as  followse Farmers waﬁ
suppliag with all the requisitie inputs (ike seed,'fertilizer hp&
work:ng capital and they ia tuwrn had & compulsory obligation te
s2ll Lhe produce *to the campany at prices determined by it after
adijustinrgy +or Lhe (nput  piricas, Though the contract systes
asgurad a ready market for bthe grower s groduce it was conaidered
to be highly explortative. This is because it has been shown
that Qi1 an average cthe producer s sharz in the final expaort price
was onlv 30 to 48 percent. In other words, the company enjoved a
gross margin working out Lo nearly 70 pércént. 1t should of
course be mention=d  thet this wystem hed also it’'s own merits,
This 13 because =van during the depression days of the 1930s FOV
tobacco was one of the anst prufitable crops in the ragion. This
state of affairs wes to a great ertaent Facilitéted by the steady
increase in the dempand tor this product emanating pnth from

domestic asw wall as foreign sources.
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However , by the early 1958s this contract system came to an
smd, This was tq a2 qreat extent determined by changes in  the
ldirectian of export-demanc tor FCOV  tobacco. (R4 whict'-t" had
wcourted for a lion's share of the @&ipart. from India came down
te account for only about two-thirds. The share vacated by UK
vas taken up by Soviet uUnion and octher East Euwropean countries.
This diversification of the expart trade opened up new
passipilities for the new aspirants in the tobacco trade, which
led to the emergence of a set of new traders. Infact, a number
af trecars came up specialising especially in expcw'ting' to thése
new markets in the Soyiet Union and the Eastern Europe and this
alse resulted in &an increase in  the number aof exportaers whi-c:h
finelly eroded the monopoly of ILTD in the purchase of leat
tabacca from +the growers, Second, with the increase in the
supply of FOV tobacce and ‘also with the diffusion of ,thé
tachnology of nroductian and processing \‘c_:uring). it was ﬁo
lengar necessarvy to have any direct links with the growers of the
sert embodied . i the earlier ‘contract’ system. Slawly an
alternative form of margeting system had evolved. Tnis came to
be known as the depat.  system where all the leading traders had
their purchase depots located within the villages.  Soon enough
even this system becane éxplaitative: del ayed payments Lo the
growers, down grading &t the time of purcha.sé 2tC. Were ccmmdn
tomplaints. Attempts by the government to regulate the rﬁarket
through an auction:ing systénu also did not succeed. lt wt\s also
faund that the ofter made by the buvetr is_almdst final and the
graver is requir"e.d gither to accept the price or to take it to
anather platform. This ‘ he normally could not do on accaunt of

additional transport costs and bhandling iosses inpvolved.
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Eventually tha grower has to accept the price offered bv the
trader. This couplad with the absence of statutory minimur
prices had an  extremsly cdeleterious effect on the farmer. Tre
excessive prafiteering by the traders (quantitative evidence on
protfit margine ’is heard to come by and the consequent hardships
suffered by the growers during neriods of glut finally resultsd
in the government introducing an auctioning system throuch tne

Tobacca Board in 1984-85.

(ii) Tre Arctign System

In the above we hau seen the factors that finally resulted
in the establishment of this system. We first discuas the main
features 0t this sys=tem and then go on to discuss whether it 18 2
real improvement from the point of view aof the growers.

A. Epaturee of the Auction System:

The system was introduced in the crop season of 1984 in
Karnataka and 1985 in the cese ©f Andh-a Fraocesh, 1t is
conducted fraom variuus olatfaorms estaplished by the Tobacco
Board. DOn an average thera2 have be=n 21 such platforas in AP and
8 in Karnataka, The significant featur=2s of this system are as
follows:

(a) Prompt_pavment of the sale proceeds Lo the growers

One of the most important weoblams faced by tne growars in
the earlier marketing regimes were conclderenle delays in the
recaipt of sale proceeds. This rangad From & @inimum of two
months and to maﬁ:mum of even a vyear. This prompt payment was
accomplished by the Hoard paying the farcers 0y way of two paost
dated cheques. The syetem diftered slughily across the two

states of AP and kKarnatara. In the zase o€ AF, the payment of
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the nei sale proceeds net of cervicsE charges and cess) ise by way
o two nost-dated chegues (13 and 43 days respectively from the
date éf coaclusion af sale) which are issued on the day of sale
to the nrowers. While in thz case of Harnetaka the grower is
patd by the Board through a2 cheque post dated by 15 davs +or Lhe
stire vaiue of his» sale procesds after deducting one percént
tawards service charges on the vaiuve of tobacco and tobacco cess
it the rate of Re.2.41 per kg. For thie purpose, the buyars are
reguired to make payment Yo the Board in settlement ot the
invoices issued to them by means of a cheque post dated by .ten
days. fnie precédure of auarantesed payments to  tihe growets
within 3 tFeasanable periad of  hime and is tnus  an important

positive aspect of the auction system,

) Stapdardisation of agrading: One imoariant souwrce of arower-—

[}
ift

aduse’ during: -the pra--alctioning HEYE W the extreme
abitrariness in grading by the bradere  which zalways worked to
the disadvantage of the growsre, dndet L'h.e guctioning system
there have been two broad types of graﬁiﬁg b;a'».-sed ezsantially upan
the soil conditicns: farm grades (_F'J. e F19 for tbba.c_'c:o grown in
black =otton sails and plant position grades for tobacco grown in
Northern iight-8Gils. The actial Qra&oing L% don'e by the +tarmer
it his oun premises with some assistance Yrom the field staff of
the Tobacco Bozard. Though thiQ as r'“e*sulted in some
standardisation at tne auctiom ieval, a view has been expreassed
mainiy oy the expourters that theres i3 reaily no correspondence
between the aucbtior grades and the mm grades at which the
mercha.nujsé is esporteds. Cledact, there is & multiplicity of

grades at  th2 auction leavel determined by +the Tobacco Board and
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at  the export level determined by the AGMARK. Finaliy the
merichandise is e)ported at  grades prescribed by the USDa (US
Degartment of Agriculture) which has very little relaticn to the

*AGMERK T grade.

¢y Ensvwcing Minimom Sopport and Guaranteed Frices

e

In order Lo pravent the prices from falling below 2 mLOimuBd,

the government through the Commission For Agricultural couuts and

Prices (URCF)  fixes the minimum prices for  various girsda: of
Tohacco. These are of course statutory minimam prices. This

would mean that the tobacoo that does nat attracht a b.2 avace an
above the floor price will he purchased at the mininwm support
price (MSF) by» the hoard or any other sgency nominated  {foac the
purpose. The MSP  aznnounced by the government from tims Lo time
are oresentad in Annexure 2, In addition tg thig MaF, since
1989-98, the Tobacco Board have been ablé to prevaii: Joon the
participating traders to adhere to & wialmum  guaranteed price
(MEF7 through essentially "= gent;eman‘e aqgreement" betwesn  the
TWOe Since it is & gentlemen’s agreement it is not exactlf
hinding on the traders t¢ purchass at that price,  The Mo for
the ditferent grad=s during 1939-99 is presentad in anexure 3.
It was expected thet with $he ‘mposition of these miniwuem support
and guaranteed prices will ensure a remunerative price to the

Qrower .

Thus these three componentse of government  intervention,
viz., ta) the prompt pavment of ssle proceeds guarantesed by the
Boardy (@) the enparent standardisation of gradesy and {c) the

minimud Guarantesd prices were expecied to clear the earli#



goss imperfzctionte and distortions a0 the market for FCV

tebacco.

3. The Auctron Frocess.

The 'CV growing regions in AF and farnataka are divided into
a number ¢ Slattarms frgm where the actual process af auctiaoning
i condusted. Tne viliages under the Jurisdiction of ‘ee.ch
platform are arguped Lobo what are Lermed clusters) each cluster

oneEiseiag LY Aarednd Lriree nundred growers  from contiduous

villagaes. Tae:  gromers  faliing 1nto the cluster are given
duthorizatiorn to deliver their quota or produce on & particular
dav fcr szie''.  The bales so received es per the quota allotment

are unlcadid, waelahed, sSanples drrasdn and classified 10 terms of
standard arading svstem and are offered {or sale (halewise).
Onca this oicusiftication process of the bales are over, an
aféiciel af the Tobacca Board termed 'starter’ aftter appreising
the quaiicy, arade, Lhs MBP notified {for that particular grada
Wili annowncy & gtartinu price. Eventually the bale will be sala
{n favorr of the highest bidder. Once the grower/seller is
satisfied witn the orice quoted and the trader/buyer is setistied
with the gonciness at the contents of the bale, the sale i3
confirmad. The built-in mechaniems for preventing wEiaye in

payment tu tha growes etc. were segen abova.

C. The Actuai Working ot The Auction Qysteas

We discuss the warking of the auction system in terms af the
following:
(2) the number of growers and traders who have participateds

(b) the quantity and vaiue of tabacco transacted;



() the average price received by the grower; and

(d) the varietal composition of the quantity transacted.

We discues the, AP and Karnatake cases cegaratzly as thore are

certain issues which are speacitic to each region. See Table 1@.
Tabie 1@

Working of _the Auctigpn Systenm in AR

et B T A Bt i e 8 i e S s P e S e O M St B P W et B 0 A e d P B e s A b kA D S S R M S e v S S e o et il et S i B e e et S g e e e
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1. Ng.of auctian
platforms 2 a1 15 17 18

2. Ma.of eftective

auction davs per

platform oo e 75 39 57
3. NG.of Growsrs wno

Darticioateg it

thouzands? 36 =7 34 24 33

4. Ng. of traders wnoa

particinsaced it 152 178 146 245
. Buant:ty of tobacoco

tiraneactea (in 0. Ho 8. 47 27.51 47.63 185, 63

MiLilioeo Kg? (85’ (13G%) (12a) (190 (100
G. Yailue oy tovactu

transacted (Rs.

in crores) FEL2E7 148. 55 a6, 06 77.64 175.28
7. Average Prico

{(Re/ky) 1 AT 12.49 3,22 16.33 16.359_

(27.9@)°

fi. Denaity of traders

par 1082 tonnes

af teanceo

transected 1.22 1.7 1.83 >.89 2.32

e e 4 vw ¢ e b - e § S e A e =@ @ e U M S me B M b S e A i Sl A S 44 W Gt S S S A Y e S e S S T S A S e < e ¢ T W et et Rt o D St O

Nrtes‘ 1o bioures i brechkets indicate the quantiity of tobacaoe
trangsacbesd as  a oeir cent of the actual pragusgies
puring the vear.

Zo Thiy shawe the highest blid during 1989 auction.

sourc2s: § Tubacco Auctian STatistics, 17984 teo 1989, Tobaccs
Board., Gundtuer, 1989, p.l
2 anpual  Adminrstrative  Repart, Tabacco Board.

Various Issues.

Tne tollowing salient points emerge from Table 1@.



(a)

(b)

(c)

(d)

(@)

Almost all the growers who have been granted registration to
produce FCV tabacco have been taking part in the auctions
Wwith the exception of 1938 and 1789. Infact 1988 does seem
to be problem year with the number of effective auction davs
coming down drastically. This shows that sales of tooacco
autside the auction alatform, if any, is likely to be
minimalyg

It seen th&at, by and lLarge, ‘with the exception of 1283, the
antire guantum oOf produckicsn during & vear 1s marketed
duriny that yearr itself. It is not clear as to how‘the 19

per cant of the output 1988 (whicn was not marketed during

that vear) was disposed of subsequently. Thic snows that

-some@ sales do take place outside the auction gtream. It is

aleo & DbLit Bwprising that the ntire Quantity produced is
disbnsed of curing that vyear iteself implving trhers2by zero-
inventories., This aspect nepds to be researched further.
There has Geen significant variaoility 1in the prices
actually received by the growers; the coeff;cienf of
variation in it has worked out to almozt 29 pér cent during
the pericd unaer consideration.

There have 2lso been larae variabiiity in the quantum of
tobacco transected; the cosificient of variation has worked
out to 24 per cent,

The nunber ¢! troders have ncressed over timep deneity of
dealaﬂs which ig a rough orowy for the extent of compatition
between the tradere does show an  increase. However, aone
ghould be careful in intarpreting this  index. Thig is
because there (= Ffaler amount of concentration in  the

domestic purctiase of FOV tobacce'”. In addition there are a

P
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large number ,EIF conmission agents who actually purchAﬂ
tobaceco on bshald of  larger connanies. In any caze in
absolute terms Lhe averagé quantity of tobacco transacted is
very large:

(£) It is now important to compare the prices received by the
growsrs  pre  and  oost auctinn. Sea  Table ti far

comparative glocture,

Table il

Actusl Prices Received oy FCY _Growers: Pre and Post Auction

ananhra Pradesh) (Rs.per 102 Lg)
Yaay Frice Fre/Post Auction
197677 26y
1977-76 . B0
1678--7%9 794
1979-8 _837 Fre-auction (9@7)
158691 297
1981-82 1152
19892-83 1026
1983-34 1059
1984-85 : 1@29
1985-86 1249
1984-97 : g422
1987--88 1633 Post-auction (1394)
1988-89 . 1659 ‘
1989-~-98 1449
199891 : X500
Notes: 1. For the pre-—auction perind we have relied on th
weighted average Farm Harvest Pricesg ot Fev
taobacco, .
2: For the post-auction period it is the weighte
average prices of all grades, :
3. Figures in brackets indicate the averags for the
pre ard mast avction periods,
Sources: 1 Tobaceo _ in._ Indra, A Hapdbogk. of  Statistics

Directarete of Tobacco Devalopment, Ministry o
qgriculture, Madras 1985 © 1989,
2 Table 10. "

) e
-

It is seen that while the actual prices received on &

average have increased by a&s much as 74 [ er cent during the post

o
F



actien period (pre-—-auwction average is Rs.l1079/100kg while it is
R, 12781/10@kg during the post-auction period), the inter-vear
viriability has also increased very much (the coefficient of

viriation in the latter period works out to 47 compared to anly

2 in the former period).

Tablle 12

vYarigtal Compasition of FRV_TIohacca ‘
(fuantity in Million kg’

—— ) = . D D ] Y M S Y A S g ¢ e i e Al G e g M s U Y U PP R n P R B e ot B R £ St A e A0 =y § e A S At Al A S Eat £ T EM B S P = Py S e e S

Varimty 1935 19686 1987 1988 1909

A, Farm Grades  20.35 TN /2. 79 37.50 £8. 45
gr.aa)’ (82.22) (635.11) (70.34) (§3.7&)

a) F1 through F4 49.85 47.683 S1.9¢ 2%5.77 44.87

GL.0%5" (72.74) (62, 60! {69.14) (73.32)
B Plant Positign

qrades, 7.93 14.351 1432 i@, 39 17.14
of whicht (i1, e8) " (16.03) (14,89, (21.81) (16.2%)
i) XIL through X5L 1.44 2,24 3.@04 1.47 2.92
») LIL through 1.5L  @.81 2. 469 2,47% 3.82 6.54
¢) LIO through LSO  2.52 2.96 - 1.37 1.83 2.79
Tatal A 4.79 7.739 A.83 632 12.25

(48.24)° (5@.97%) 147,18 {(5@.83) (73.8@)

C. All Grades (A+B) 99.28 8. 51 F7TLl 47 .49 105,62

o e ey <t T e G G M e S T ¢y W A Sy G Ot RS 8 e e " e i e e e e P e om e § S el e M e i g e e Y U - VR e S Y W S e DU S B

ths:l. Fiqures in brackets indicate arm Zrad2 tobeacCo as &

percent af all grades transached.

2. Figures 10 brackets 1ndicete Lhe 5pe;1+;c +arm grades
as & percentage of all farm gyrade tobacco. There are
incidentally ten arades of farnm yrade tgbacco
desigratud as F1 through F18, Yn additiaon there 1s one
called nograde (NOG)

3, Figures .n brackets ind:izate plai position grades as &
percent OF all arades (ie. farm + plant pasition)
trangecterd. ' :

4, Figures in brackets indicate fhe share of specific

plant gesition grades in  all alant position grades.

There ar:t saventy—-one plant pogi tion grades.
Source: Tobacgo,  Auction Statistics, Tolyacco Board, Ministry of
Commerce, Guntur, 193%.

It would ncw be instructive te, analysa the varietal

cemposition of the :géent.iy transacted to +find out the grades

~
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that are most populec. Ses Jable iZ.

It is geen ftrom the sbove that the farm grades are
more popular  hhan the plant nosction grades as can be expected
This ig hecausa grading at pls=ot nosition is'appliéable only for
tobhatoco Qrown  in Mo e Light Soils (NLS) which account for
only a small percantage or the totsl cutput of FCV tobacco. It
ie also seen that though theee (s multiplicity of grades much of
the transacticns 'on an avarage nearly & percent) falls inte
four farm girades (vii., F} chirough F4) .,

Tha prices ob.ainsd during an auction are inter alia,
function ©of the pertisalar grade of tohacco produced an
markatad, In arzee o understand this, we analyse below the

arade—-wise prices obtained during the auctions. See Table 13

Tesnas in_Brede-Wise Prices Obtained in_A.P. Augtion

(Rs Per Kg)
Averaye FPrice 17835 1986 1987 1938 1985
&. Weighted
avarane prices
of the specific 12.41 13.7% Do 5! 18.60 18.239

farm grades 19,961 (11.97) (7.7 (14.83) (1687

b. Weighted average
prices of the
specific plant 16.04 17.81 13,95 21.33 21.72
position qrades (12.98:7  (14.37) (1€.61) (17.38) (19.3b

o e e it e T At Bt M S TV P e i e e S i P 34 P e i e ke e S G e S e e ke g e et i S e i B 8 st T S S S P i e ML S b e Pt BN, B ey e B

Motes: 1. Figures in brackets indica'.e weighted averag
price o all farm grades.

2. Figures in brackets indicate 'the weignhted average
nrices of 2all plant paosikion ¢rades.
Source: Tehacco Auction Statistics. Tobacco. Board, 1999.



There are two aspects +that can be analysed.  First the
rglative leve]l o+ the twn series of prices and second the
firectioo. Of mavement ot the wwo series, As far as the first
et is concerned it is seen thal the anlant position grades
fetches, on an averagQe, 20 percent, more than the farm grades.
The dirsction af mavers v In th=s twd price serias is_exactly the
saee iaplying tae +act  Lnat Liie market {or the two grades is
prfacily integratod, We now analyse similar issues for the

auctions In Karnatska,

There are twe asdscts which distinguishes Karnataka from
A.P. auctions. Fiest of alli che crop —alendar in Karnataka being
earl.er, the awct:one there are pormeily held during the months
of Sentember through Decembei: al least four months earlier to
the &.P. ane. Second, since tn2 entira quantity aof tobacco grown
tn sarnataka enanates from light soils, there 16 only one grade
of tha produce that 1s auctioned. The basic features of the
werking of the auction system in karnataka are summarised in

Tab.@ 14,

The competition in the Karnataka auction appears to Oe
higher than that of AF as judged by the density of dealers.
However , tna number ot growers participating in the auctions have
seen mteadily daclining over time and so also .the quantity of
tobacco transactes. The prices in Karnataka auction appear Lo be
more variable: the co-efficiant of ;/ariation WOrks out to almast
34 pqrcont 48 compared to only about 29 percent in the case of
AP, Firally, the diftarence bhatwean the hiaghest bid and the

dvEraga bid hes also increasss over ~ime.

27



Table 14

wrirking of tne Auction System in_Karnataka

S e e 0 D e e f D A i PR B 6 i bl = R 0 MR et e ¢ e 8 0 4 v = i S S 4 e SR S e P e S s P S P G el e Bt e A T e R e M e S e M o 4 e A

Particul-.prs 1995 L9984 1987 1988 1989
1. No. S+ auction
slatftorms 9 2] 7 7 ‘/

2. N, aof effpctive
auvction days per .
piatform 1S} 0% te13] Y] 4y

3. o, of qrouers whoe
participated

{in bhpusgends) 117 114 189

[
o
E-)
=

Y]
[

4., oo of Lraders
wha perticicated 29 47 61 e 99

Gae LIy LIy

tobav o brang-

et oa in

My iian o Kl 16,77 17.97 15.22 levo7 13.54

A« Yalue of “abacy
tronsactod
(R (i Crarasy 22,5 19.47 17,122 11.97 22.84

7. @verags Price
(RU K3, 13.41 1.3 11,79 19.25 21.61
PRGLT@ T L2G.7m (28.53) (A6, 60) (37,08

8. Denci .y oy tradery
n-=r L3ALTE tranes of

et co Lronzacw=d Yoio 2.68 D.TE 2.3 2.3
Motesy @ Figuwre. in bracksts Lrwicate the highest bid

during each yaar.

Sour cet  Qaiitz as Tauls 12,

Vit nw Lompare the ’prlces obta:na2d  in  the two auctiom.
fhils tndertawing such a comparisan, a fuwmoar of points will haw
to be. borne in miiid. First +=1nce the Karnataka auctions ane
conducted warlier tTharn 2 ane in AR, the prices obtained in th
Karnatakd auctianﬁ for @ specific perivd :zay 't’ w»ill have to b

comgared »ity oricee astalned 1n AF auction for  the subsequet



poriod, i.8, t+1. To llustrate, the kKarnataka auction prices
for the vear 1984 shuuwld be compared with the AP auction prices
for 196 and so onh. Second, the entirs cuantity of tobacco grawn
in Karnataka confoirms to the light soil grades and so it should
b compared only with the average price obtained for pilant
msition grades (which are essentially light soii  tobacca) in

Af, auctions. See Table 15,

Teble 15

Pricas_in Karnataka Auctions Vis-a-vis Aodbra Auctions

e o B e T e S Bt D e e St et T £ A P S R 2 S S S e B B - S Bt G < D E N D S s e S e (e A ot A W Fnd ke S 8 B T G O 00 s e 4 G e B e S

Year fKarrnataka Andhi-ra Pradesh
auctions auvctions

1984 (198%5; 13541 16,82 (18.29)

1985 (1986) 11.98 17.81 {1Z2.4%)

1986 (1987) 11.7 13.9% (8.22;

1987 (1988) 10. 25 21.93 (16.33)

1988 (198%9) 21.61 21.72 (16.59)

Note: Figures in brackets indicete Lhe «eighted average price

for all agrades.

Scurce: Table 13 and 14.

While +the level of prices in the two situations vary
considerably for most yvears there i1ig o real correlatian between
the diraction of movement of the time series implying the low
level of integration between the two. fhe precise reasons as Lo

whv it is not is bevyond the scope uf ow present axercise.

So far our discussions have centred only on one aspaect of

the natwre and form of government intervention in  the tobaccoe



market, viz., tne requiation of the phvsical process of

mar keting., We naw discuss the cantrols on tobacco prices,

D. Contrgls con Tobacge Frices ang the Trader s Margin

The qavernment nas oeen rIgulating not only the domestic
prices but alst the pricec 21 which exports are effected,. In
fact, the restrict:cns on export prices preceqged tne anes an
domestic nrices. These regulations have manifested Lhemselves in
the fYorm of: {a) Minimum Export Prices (MEP): and (b) Minimum
Support Frices (MSF). The MEP hes beer 1 exi1stence since 1963,
wihiile tne MSF has be2n introduced along with tne  comnencaement af
aucticons iin 1984-85. The MEPR ig fined by the Jobacvoo Boxrae and
announc2d by the governmenkt. In addition to these {wc statutory
prices. as seen above, there jis  2lse “he voluntar 2 Minimum

Guaranteed Frice (MGFR) siies (799-94/7 in dician to these,

Py

thare 1s the actual auction wrice anag <he ettuel urit vaiue of

exnorts, There acre thus +ive difrerent kinds of prices in the
mar ket. This structors of FCv btonacco grices 1< napped out in
the following tahle (Tanle 1457, Sl thaere are a .arge number

wroduction level

m

of gQrades {(all in all about eiognty grac=s &t ih

)

ana aimost ore hundred and Lhirty graces at zhe sxport level) we
have seisacted a representalive Grade &b the production and export
levels, These are F3 agrade ot the auction level and its

equivalant exvorit grade, ramneiy LDvYZ-R4.



Table 16

structure ot LGV Tupaccu Prices
: (Re Fer Kg)

St Bt P o S T R b7 s e v A MLS W LS e M et 4 AR An B P e 8§ e g e A M et P W@ et W P e S bt s B B e MRS VD S M S S

Yoar Mird anm Miramum Sus i an Mira mui aActual
Support Lidarantesd Price Expart tinit value
Fricae Frice Price of Exports
{MSE) {MGP) LAE) {MEP) {AUE)

Gr ador 3 Grade: LRY2-RS

4-85 7.09 f1l 11.93 23.25 25.29
~Bh 9.0 N1 & 13,01 23.25 26.27
Ne-87 .78 Wi 9,354 23.29 25.20
IM7-88 9.9@ N1l 17.64 24.55 24. 64
[see-35 5.92 Nii 15,5 27.00 31.37
|965-90 9.v@ PR ULS. 16 1S.81 27.00 30.41

Nete: Figures o braciats indicate the MGF for Southern Liaht

Soils. )
Seurce: 1. Arvieel | Admin:strative  Reports. Tobacce  Boarc,

{a)

(b)

17 04-3% and subsequent isques

Z. Tube o ARelion Statistics, 1984 to 198%. Tobacco

3. Direscrorate of Markteting and Inspection, Guntur.

The followina salient poinls emerge from the abave table.
Tnere is absoiuvtely ho correspondence between the Minimum
Suppart Pirice and  the actual auction prices. In fact in
1987, the actuel auction prices are even lower than the
former, which osg  against the basic rationale of a fioar
price. n 1awit, price support operations by at  least three
agenci=s, viz., the Tobacco Board, the Stats Trading
Carporation. tire A.F« Tobaczo Growers Co-operative Union,
the actual prices realised are even lower than the MSP;

YThie raises the important guestion about the lavel of MEF
fived by the governmant. The view has been oxpressed in the

trade circles that tne MSF 15 deliberatelvy kept low,



infreguently revised to prevert  any  feeabangrul market:
asupport operations, Intact, this is «l2ariy borne out ov
the above anelysia?

(c) Tnere 15 also no correspondense batwesn Lhe actual  auction
prices and Lhe actual  unii vaio® 0f SMporis. ThE view that
onz of the prime detersirants of  Lhe auction price is ihe
exnore price does noft emeryge  Jcam  en  analvsis aof the
direction of movement of Lre Lwo peices |

() The wvariability in auction prices ace mech more than the
exporc unlt values; the co-efticient of varistion in the
toarmer 15 =25 hidh &8 20 gercant whels  in the latter 1t is
aisly % percenis

(e} Thetre 13 oiy amount of  Correlebron between the mindmum
erport price anmd  the actual unit vaiue of  ewports. This

means tnat the MEF 15 fised felvrly well,

Thas o this secrian, 50 far, we have seen the natdre,
process and effect ot governmens intervention in  the FCV tovacdo
mai- b et . Thner2 are esssEnbizily Lwg components +tao  this
intervention: firal, on e ohvsical wrocess of marketing icseif
and seconc on Tovaccou 5r1ces. while these interventions have
unroubcedly clzared  Lhe mark2t of @ number of distortione that
were 1n eiistence 1t has not schiweved 1ts avowed object:ves.
Firet o all, fthe oveotem uFf ewciioning have onlvy added to cfie

existing confascon it the market and have also aoensed  UF

pusasibiltivs of vontinuse abese o©of growers. Grading wetny

gdependent essentiaslly  Upon visual 1nspection it can be aalce

subjechive. Second.  cthe %F  has shown itself ta be oudte
mzaningless. ite failur=es o stem the turbulence in the market
e

-



wring 1987, the extreme low levels of MSF (1t 1is said that the
P does not even cover the paid out costs of the farmers, though
woprr empirical substantiation of this proposition s hard to
coee by) and its i1nfreguent revisian etc. have rendered it a

maningless instrument.

But on one count where significant impraovements have been
ichisved is {in the area of offecting prompt payment of cale

proceeds to the farmers.

An im.portant area where {urther reforms are necessary is 1in
the physical conduct o+ the auctions itsel+€. During our fireld-
work. it had teen pointed out to us that some of the traders who
participate in the auction process are mere speculatars whose

pravence marely exacerbates the fluctuations in auction prices.

As & corollary of the abave discussion, wa now analyse tne
behaviour of the trader 's margin during the post-auction period
and attempt to ccmpare its size with its estimates during the

pre-auction phase.

ftructure of Tobacco Market and Exporter's Hargin the Post—
auction Phasen

It was seen in our tracing of the evolution of the FCV
tobacco market that & recurring thema in the literature 1s che
high margine retained by the trader/exporter. However proper
quantification of this margin is t-aught with severe problems,
conceptual as well as measurement-rgiated. Again, the estimates

relate to varying time—-points. {onseqaantly, though it would
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have been ideal to compare the treader s margin during private and
government intervention phases, we are constrained Lo present our
estimates of it duwring the phase of aqovernment intervention

alone,

At  the outset, 1t is essential to clerify the concept of
what w2 mean by the trader 's/expaorter’'s margin. Thare are two
variants of it, viz., (a) Gross Merging and (b) Net Margin. The
taormer is essentially the difference obetween the actual unit
value of exports (EF) and the auction price (AF), expressed as &

percentage af the expoart price. To put the above in symbols:

Gross Margin (GM) at time Period 't’ is
GM, = EP, - AP. /JEP x 100

We need to clarify at least one issue here, viz., all prices
in the taobacco market are grade~suecific;- So 1n order to satisfy
the general rule we have to compare the like with the like'.
For AP, , we take the weighted average price of the two prominent
grades, viz FZ and F3. GSimilarly for EF,, we take the weighted
average prices of ejuivalent export grades like LBY and LBY(2).
The difference between the two gives us an estimate of the gross
margin. From the gross margin (GM,) we derive the Net Mzargin
(NM, ) by deducting the varicous casts incurred by the ewxporter (C).
This is s because atter the topececo is purchased at the auction
platform it undergoes a fair amount of value addition before it
is finally expori=a. ,Thése costs consist of ten comporents.
They are charges +oc (1) Yobacco Board Servicag (2) Buying and
primary handling; +2) Insturance and interest;- (4) Transport at

various stages; (3, Grading; (&) AGMARK) (7) Stripping; a)



fedrying; (?) Peacking; and (12) FDB. We have been able to obtain
ah average estimate of these various components from Tabacco
dard as well as prominent exporters 1n Guntuwr (the leading
centre for Tobacco trade). So finally,
NM, = GM, —C
We now provide the estimates of the exporter ‘s margin below.

fee Table 17.

The gross maragin, oh an average works out to 47 percent
vhile the net margiin 1s about 24 per cent. The variations around
both the margins are Quite low. The year 1987-88 is an exception
when there was a sudden increase in the auction prices the
margine have tended to be gquite low. The variations in the
margin can be attributed, by and large, to variations in the
auction prices, with the enpc:n?t prices and the cost of exports

remaining mare or less stable during the period.

An analysis of the size of the margin tends to suggest that
it does reflect some market power on the part of the buyers. In
facty, there is considerable buyer concentration in the sense that
the four-firm buyer concentiration ratios have worked to about &6
percent. But this needs to be researched into in detail before

one can draw from conclusions.
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Table 17

Exporter s Margin: Post Auction Phage
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Particulars 1984--8% 1985~86 19864-67 1987-88 1988-89 1989-7¢
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1. Average
uriit value

of Exports 29, & 27.55 37,02 28,09 33,04 33.08
EP,
{Rs Per sg)

2. Costs to the
exporter.(C,) 6.5 &, 60 a.74 &£.70 7.44 3. 00
(Rs.petr Kg)

X. Average auction

price, AP, 13.18 14.04 10.28 18.87 17.63 14,67
(Rs Fetr Kg)

4, Gross Margin,

GM,

48,572 4%.94 72.2% R2.82 446,64 47.61

(in per cent)

MM,

9. Net Margin,
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These are estimated costs of aexports and not actuall
incurred expenditure.

1t is known that the tobacco that 1is purchased in th
auction suffers some loss in its weight while it is in th
process of being readied for exports. This weight LOSE 1
not accounted for in ocur abave calculations. But it is al
xnown that the stems etc which are stripped off the leaf &
also sold. So the fall in the value of the produce asd
result of weight loss ls offset by the sale proceecs froed
these bye-products. Consequently we do nat wake &b
adjustments for these on the prices.

1. For average unit value of exportst Directorace f
Merketing and _Inspegstion, Guntur.

2. For average auction pricer TORAGEO _ AWGLign Huabishigs

1984~1989, Tobacco Boerd, Guntur.

Sacand, the only way one can say whzther the net maryin is

high or low is to convert it into & rate of return on capital

employed

and then compared this rate of return with soma horm
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like the cne wused by the FEureau of Industrial Costs and Prices
(8ICP) to judge the reasonableness or otherwise of price
revisions effected by an industry. It 1s of course difficult to
toopute the rate of return in aractical terms as we do not have
My idea on the working capital requirements of a typicel tobacco

trader.

S0 far we have been discussing the actual margin obtained by
the exporter directly from the trade. In addition to this the
«porter 1= entitled to a whole series of direct cash subsidies
najor components of which are Caste Compensatory Suppart (CCS)
and Replenishment Licences (REF licences)) and other incentives
like income tax exemption and concessional export credit. a+
tourse with the recent trade oolicy reforms announced recently
{in July 1991) the cash subsidiegs have been reduced to REP
licences (to _be subsequently tnown as EXIM scrips) which warks

ot to 3@ percent at the FOB vaelue ot exports.

We will now attempt to estimate the effective margin for the
tobacco trader/expurter. This gffective margin has two major

components., The following equation speilts ocut the details of it:

Etfective Margin Actaal Net Effective Export

as a parcent ot FOL ¢ = ! gargin &3 &t +  jincentives as @&

value H 1 nercent ot 1 'percent of FOQE
FOB value ¢ tValue

Of the right hand side of the above equation estimates af

the actual net marqgin are provided in Table 17. Sob we have to

N
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der.ive the other component, viz,, the effective expart
incentives., There are several asgpects of this that needs further
clarification. First of all we are aonly cansxuer1ng the post-
interventiaon (i.e, 1934-3%) and pre--tresde reform (1.0., prior to
July 1991) period. Second, some 0f the incentives lixe the REP
licence for instance which are tradeable enjoy a premium. So one
has to derive the etfective value of thae REP licence, which 0
ezsence 1is the actual value times the graaium. The faollawing

£able derives the effective value of the REF Licence.

Tatrle 13

Effective value @f the REF _licence for FCVY._Tobacco
(as a nercent af £0B value;

) S 0 et 7w g e e e e = ot e et e Y T = 4 T e = ot M B e e b B ¥ R Rmn = H e O et e A g R M a8 S e St B 8 Mt ey e M ey e e gy S S e S e R e

Actual Yatimated Effective
Y e ar value of Fremium value af the
REF licence (average) REF licence
(1) (2 (%) (8)L2+(2x3) /1041
19837-85 10 5. 00 10.50
1988 -89 hRY] 12.'30 11.25
1989 -8 14 27,00 12..50

e e i s i P e o e e = e ot = n g M A bagm G ke A s R - T S e hy e S At P e e N e S e EA et i e b S ey S S i e S S S

Source: Own compilation,

Cf the other thrze maior incentives like CC5, income tax
exempiion, and evport credit at laower interest rates, we consiosr
oniy the CCS, which works out to about 3 percent of the FOB
value; oC5 nnt being tradeable cors not enjoy any premium at all
and it 13 applicable only to certarn grades of tobacco for which

the export price is less than the domestic price.



He define the =ffective marqQin as « sum of actual net margin
ol the effective value aof the ReP licence. Gee Tahle 19 far the
fective margin for a typical tobacco exporter for three years,

j¥a7-88, 1988-8Y and 1987-99.

Table 19

Wet Effective largin For A Typical Tohacco Exparter

{as a perreng of FOB value)

Year Ac_tual E€ffective Net eHecu ve
Net margin incentives margin
1987-83 £l.97 1@.50a 19.47
1988-8"7 24.12 11.25% 35.37
1987-92 2%.472 12.3@ 37.72

et o = ¢ .S e et 7 e S A e Y | O S G W e M mew B A e e M i e o Bpm ot M M S (e B e B > e B (i e S S S S S D S St ef B e MR b e

Th2 above caomputations show that the effective margin to a
tobacLt: trader is quite high {in an absolute sense). The iigh
profit rates would have attracted a large number af new entrants
inte the trade: This is borne out bv the fact that the number of
traders 1in both the AF and Karnataka auctions have tenged to
increase  tremendously {(see Tables 1@ and 14). But given thes
higely concantrated structure of the markat, the entry daes not
seam to have made the industry very competitive as the actual net
marqin {wWwith the exemption of 1987-88) has been virtually
stagnant over the vyears.

A meaningful comparison of the margin 1n the pre ana post
auction phases is precluded by the lack aof good quality estimates
of mérgin in the qQre auction period. What ever estimaces  Lhat
ara availsble for the former period suffars from serious

methodological inadequacies. The fragmentasry evidence that is
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avairlable shows that the exporters margin (ie. profit as a
percent of sale value) ranged from 2.4 percent in 1938 to 6.7
percent in 1969 to 7.4 percent in 1980'F. There is ‘however ne
tlues as to whether thece are gross or net margins. Whatever be
it the margins have shawn phenomenal increases in the post-

auction period.

After having seen the working of the tobacco market, we now

turn to the export competitiveness aof the producrt.

111

Expart Competitivenes é__mi_ Indian Flue Cured Yirgania Tgbacco

As seen earlier FCV tobatco is mainly an export commodity
and a lion’'s share of India’'s exports ot unmanufactured tabacce
is compased of this variety. I this sub-section we measure the
trends in export competitiveness of this crop. especiaily in the
198@s. We deal with twa aspeéts af competitiveness viz., the
potential as well as actual competitiveness of {ndian FCV tobaccs
exports. As a meanianulvbacqueund to this discussion we begin

with the trends in «nd direction of Indian exports.

(a) Yrends_in_and Direction of_ Indian FCY Tobarcq Exports

Tha trends in FUV expoarts (baoth in guantity and vaiue in

terms) are presented in Table 2@

4Q
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Year Tctal quannlgy Value Average Unit Value
(in mill:on kaq’ Ke.in crores) {in Rs/kg)

Y|-76 64,390 (85,9315 25,20 (92...-7', 13.36
1976-77 £7.82 (84.C4) 27.51 (7L.82) 13,11
1m-78 62.80 (TE. S0 3.8% (B9.I8) 19.74
199879 E5.20 {33.97; 1; ”_1 93,54 15.9@
1979-80 OR AR (A58 72,67 (138,97 15.99
1998-91 4F,60 Q3.5 1}.5.‘;/!21 {73.03) 17.69
1132 97.98 (5%5,43) 1GH.TF (94.15) 19.50
199287 T.78 69,25 195,11 (1.9 23.351
1996-84 2.30 (Y301 161,85 (89.40) 22.38
Arage 73.86 128,87 17.43
1975/76-1985/84;

1984-85 58.20 (;7.91) 13%,57 88.41) 23.98
1985-96 SH. LG W UBUTT7) 124,87 (98, 86) 24.93
[Ms-87 SL.70 \FTLET) 131,58 (98, 83) 25. 44
1997-&8 I1.93 Ll 50 78.596 (81.21) 25,32
[o88-89 29.43 (F3.77 c‘," T4 (82.19) 28.92
1989-58 35.37 (43,7 .42 <7,~.19> 31,50
Mmga 42.73 110,78 26,33
{1984/85 -

1789/790)
Nites) 1 % 2 riguirse in brackets indicate percantage share

of FCV sxvoris in gquantity and value of total exports
{ie., FCV + non FOV) fram the country.

Ssurce: Annual Adminislrative. Reports, Tobacco Board, 1984-8%

{a)

)

and subseguent 1ssLES.

The following salient points emerge from the abave Table

There have been considerable variability in the guantum and
value of FCV tobacco exports. In fact with tluctuations the
quantity of exports have aeceleratad overtiae. On  the
contrary the value 0f exporte, though ¢#ftay  showing an
increasing trend for some time has virtual.ly stagnated;

As a carollary of the abov2, the aver-age unit value of
exparts have increased considerably; t.ne compound average

annual growth rate works out to almost - per cent during the
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period under consideratiocing and
{(c} The share of FCV tobacca exports, both in quantity and is
value terms, in the total uwmanufactured tobacco exports

from the country has alsa come down overtime.

The airection of Indian FCV toracco 2xports are presented i»

Tahle 21.

Table 21

Directian_of Indian FCV Tobacco Exparts

M e T AR e G e 3 B e T s P TR BN e D Gt e S M D W e R e S MR W W e N e B e M h S S S S A e S e T S e it R E e b M S B e S

Country/Area fercentage _Share. Qf value of exportis
196U0-61 1985-86 1989-76
{. United Kingdom 78,431 26.86
2. USSR 6,23 28.76
3. EgQypt ST .27
4, Jther Western
curocopean Countries 4,57 12.13
3« South and South
East fAsia .72 10.04
6. JOthers 4,764 16.74
Total: 129,09 100.28
Source: 1 Indian Jobhacgo Statisticyg, Directarate of Tabace
Devel apment Ministry of Agriculture &M

Irrigation, Madras, 1975.

Arnual_ _ _Administretive _Repert, Tobacco Eoarg
Ministry of Commerce, Guntur, 1988-89%.

9]

The direction of FCV exports have undergone major changes.
USSR has now emerged as an important market f.ar Indian tobacce
while the share of India i1n the major market. UK hes come dOWn
very mucn avar tim=. The reasons as to why the share of India in
the UK market has come down chould pe traced tc its competitive
position vig-a-vig tabacco from other competing countries. We
analyse the competitiveness of Indian tobacco expworts. There are

two dimensions of competitiveness thet we consivdert first, the



ptential competitiveness of Ilndian tobacco exporis and second,
its actual compnetitiveness. We measure potential competitiveness
in terme 0t estimates of rates of protection on tobacco output
(both Nominzl and Effective) and the actual competitiveness is
masuwred in terms of a number of indices like the price commanded
by Indian tobacco in the UK (which is one of the majar markets
tor FCV Tobacco in the world) and trends in India’s share in the
wirld FCV tobacco trade. :NeAbeqin with the rates of protection

on tobacco output.

(d) Rates gf Protection on Tobaccg Qutput and  Paolential
Coppetitiveness
There are two measures of protection that we analyse here,
namely th= Neminal Protection co-efficient (NPC) and the
E¢fective Protection Co-efficient (EFC). We first spell out the
methodological aspects of computing these measures and thereafter

oresents the empirical results.

e Methadologys.

The NPFC to tobacco output is defined as the ratio of
gomestic price of that commoadity to its world reference price.
The implicit assumption here is the fact that the commodity under
guestion 13 freely traded sd that by comparing the prices the
producer of that commodity is actually receiving to the price he
would have received under free trade conditions, would indicate a
measure of protection to it. In symbols:

NPC, = P° /P, ciraaacesieens (1)

Where,



NPC- = Nominal Protection Co-efficient On Tobacco

output;
P’, = Domestic price of Tobaccoj end
Py = World refererce price of Tobacco.

Thus, nominal protection is a measure of the extent teo which
the price of a product is raised or lowered by incentives ar in

other words, it 13 concerned with the impact of incentives on

praduct prices.

The Effective Frotection Co-efficient on the contrary tekes
the analysis a step further by attempting to measure the impact
of incentives on the value adding process of production by teking
inta account the incentives to the outputs and to the

intermediate inputy of the activities.

Empirically speaking EPC is defined as the ratio or value
added of the ith output at domestic prices to its world rererence

price. To put thie in symbols

EPC' = VA? ,/VR, iceivsercacrnnarsnnnannana(2)

Where,
vat, = Value added of the ith output at domest:: ¢ iCesg
VA", = Value added of the ith output at referents rlcCes

(adjusted for internal trarnsport ana handling
expenzes, as also for market.ng and distributien

margins) .
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There ara several computational aspects of (2) which needs
te be spelt out in clear teras. First, value added here is
firet as the valuz of output at domestic/reference prices minus
smly the traded inputs. So it is at variance with the normal
Nticnal Accounts definition which measures value added as the
fitference between sales value of output and all purchased
imputs, which cen be both traded as well untraded. Second, va:ue
awded in domestic prices (i.e., VA®) is estimated from acuserved
atual values of ouwtput and inputs of domestic activities.
TMrd.valué added in reference prices (1.e., VA" ) is imputed by
deflating the values of output and inputs in domestic prices by
sstimates of nominal protectian to these. Thus, valus added in
reference process is a notional one rether thean real sgogregate.
Incorporating these three propositions into 2 we have

EPC, =F" = Tl i iiiinncaanes (D)
P> =~ TT /NFC ~ NPC.'
ﬁhera,
EPC, = Effective Protection Cou-efficient of the Dutput
{(Tobaccw)

=

o Domestic price of output
TI1® = Value of tradeable inputs measured in domestic
prices

NFC, = Nominal protecticon co-efficient of the output

I
4

NFC,' = Nominal protection co-efiicient of the tradeable

input.

Since FCV tobacce 1s ar export commodity it should be
mertioned that both these measures are computed under the

exportable mhypothesis.



In the abtove Wwe have spelt out in some detail the method of
computing the two measures of protection. It is now essential te

elucidete on the operational aspects of the above concepts.

We consider ftwo variants of the domestic price -of taobacce
viz. P'; and P°T. Whiletrhe former is the weighted average price
of all grades, the latter PDT is the weighted average prices of
specific farm grades, F2 and F3 which together account for about
G0 percent of all farm grades auctioned. Similarly, we have twi
variants of thé rererence prices, P, and PRT. The former refers
to the weighted average unit value of exports of all grades while
the latter refers to the-weiqhted average unit value of exports

-of twd specific farm grades LBY and LBY(2) which are équivalent
to the yrades F2 angd F3 resprctively at the auction level. These
unit value of exports are adsusted tor transport and marketing
costs.

In short,-

%, = Weighted average prices of all grades at the

auwctions

D, =Weighted average prices of farm grades F2 and F3

at the auction,

Py = Weighted average unit value of exports of ell
qQrades (fob) at Kakinada/ﬁadras port minus
intarnal transpart and marketing coste
including distribution margins from Buntur te

takinada/Madras.
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P", =Weinhted average 'nit vslue of exports of grades
LBY and LBY(2) {fob) at Kakinede/Madras ports

minus the above charges.

while P°, is available for Andhra Fradesh and Karnataka
sparately and for various agro-climatic regions within AFP. 0On
the contrary P"T, Dy and P, are svailable only for AP, Roth
F., and PR, have Guntur as the refer2nce point because though
Tohacco is purchased from various interior points, it is +1na119
sade ready for exouorts from Guocor. I any case almost all the

#)or exporters are headaguartered in Guntur.

We now spall out the empirical steps involved in  the

amputation of Effectiive Frotection Co—-efficients (EPCs),

The first stzn 1nvelved i the computation of EPCs is to
derive the value aduoed (uvr the numerator of eguation (3)). For
thha, as noted above, one has tu substract the value of tradeable
inputs from th; gomestic price of tobacco. This would give us
the value added 1n domestic pricas. The data on tradeable inputs
have been obtained from the Tomprehensive Cost 0Of Cultivation
fu-veys of FCV Tabacco conducted by the Ministry of Agriculture
an1 reproduced by the Directurate of Tabacco Development’'*. In
wder to understand which of the tradeable inpute are important,

we prasent below the structure of cost of cultivation of FCV

Tobacco in AP. Sew Table 2.
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Table 22

Structure of Cost of Culrivatiaon of FCY Tobagce
{Average for 1981-84 in perceant)
Particulars Share of Cost in percent
A. Variable Cast 74.00
(14+24+344+5)
O0Ff whichs -
1. Lahour 19.900
a. Human 12.00
b. Bullock 4.00
¢. Machine 3.00
2. Material) 21.00
a. Seed 11.0Q
b. Fertilizer 19.00
c. Insecticide 2.40
3. Irrigstion Charges 2.93
4. Curing _Cost ' 30.00
a. Material 19.33
b. Labour 11.0@
9. Inserest.on Working Capilsl 2.00
B. Fixed Cost 26.99
(a+h+c)
a. Rental 16.00
b. Interest 6.09
c. Depreciation 3.0
Total Cost (A+R) : 100.00

Note: 1. The total may not add upteo exactly 100 due te
appraoximation at a number af stages,
2, See Annexure 4 fur actual const of producticn

Source:  Tobacco In lodia. A _Handhook af Statistics, Directorate
of Tobacco Development, Ministry of Agriculture,
Madras, 1989.

From Table 22 it is clear that the three most imporiant
tradeable inputs are seed, fertilizer and the material wnich is
used for curing. namely coal. Df thase three, the particuler
variety of coal (grade D produced by SinQareni Collieries in the
state of AP) is not traded internationally and, thereforz, does
not have a raference price. We therefore, restrict our anaivysit

to the tradeable inputs, namely seedlings and fertilizer.
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Having spelt out in some detlail the various aspects of the

(ats, we present beiow the results.

he Results:
la) Nominal Protectign Co-efficient Op Tabaccgo Output

In order to derive the NPCs, we {irst dérive the reference
prices {(viz., P, and PR ). As mentioned earlier this 1s
shtained by adjusting the unit value of exports for the various.
cests and transportation char‘ges.. We have been able to obtzin an
average @stimate of the various costs through discussions with
sfficials of the Tohacco Board, and the leading exportars at
kntuk, These estimates were used earlier in Section 1 to derive

the trader 's margin.

Tablie 2%
Average Expart Costs Duriig tng 1980s
(From Suntur to Madras/kakinada)’

e e e § S0 8 g G . T 0 e A e et M — —

Particulars : Cost as a percent of Fob price
1. Tobacco Board Service Charges” @. 48
2, Buying and primary handling charges 1.323
. Insurance and interzst charges 3,40
A, Transport at various stages ~ 1.20
3, Grading charges 1.68
%, 20

6. Agmark charcges
7. Stripping charges

8. Redrying charges 2.4@

?. Packing charges 8.a0

10.F0B charges 5.00
Total 20,48
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Noies: 1. Both these ports ire =2guidisiait from Buntur at about

S0P kms,
2., These charges :se only sinze the introduction of

auctions, i.e., s.ince 1784-85.

Sourcey As mentioned in the text.

We are essentially coiwuting two sets of NPCs: the €irst

series based on P*°  ang £ . anu the sacond series based on PD,
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and FR;. While with the first geries we have been able to
compute NFCs for AF and FarnaLava a5 well as +or the various
Tabacco growing reqions witnin ALF, with the latter series we

have estimates of NFCe only for A,

NPCs based on the firsy prices saries (PP, and P )
The state-wise NFLs tave oceen worked out under the
hyputhesis that FCV  tLobacco is an exportable. The results are

presented in Teble

l’«J

e

Table Z4

State-wise Momipal Frotection Co-efficienis On_ Tobacco Qutput : First Seriss
{Hypothesis. Tovacco As Fxportable]

brate 1781-82 1782-23 1983-3+ 1984-85 1985-8& 1964-87 1987-08 19
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Andhra Pracesh 92.28 £.56 '8.448 g.58 8. 69 @.44 6,87 ]
9.72} (.74 (@.83) (2.84) {8.83) (8.89) (@.82)

Karnataka 2. 64 J.49 £.99 B.63 g.64 8.5% 1,16
(e80! (D. 86, (0,171 (B.18) (9.17) (8.11) (d.1a}

Weighted Avﬁraq° 2.7% .99 8.63 e.39 8.48 B.45 0.92

Note: Figures 1n brackets indicate valuze weights

For Reference Pricel Annexure 9

Sources !
2. For Value weights: Annexure 4

3. For Domestic Price: Annexure 7.

The growers 1n both the states are disprotected all through
the years with the snle exception of Karnataka for the yvear 1987-
88. The deyree of disprotection has remained more or less 2t the
same rate pre and post anction at abﬁut (~) 32 parcent. There 1is
also no major differsnce in the deéree nf disoprotec:ion to the

growers in both the states., With the relative upward ooveanent in



the domestic prices there has been reductieon in the degree of

disprotection since 1987-83.

The intra-state variations in NFCs are analysed now. Since
tha regianal variations are m=aningful cnly in the context of AP,
we restrict our analvsié to that state. Second the intra-state
prices are available only since the introduction of auctions in
1984-85, and so the analysis is restricted to post 1984-B%

prriod. Bee Table 5.

Table 2%

Intra-State Nominal. Protection Co-efficients of FCV Tobacco:
Firgt Series
(Andhra Pradesh)
(Hypoihesis: Tobacco As Exportable)
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Magion 1984-85 1985G-86 1986-87 1987-88 15688-89

Northern Light

Boil (A&P) &.74 8.81 0.57 .93 9.94
(0.11) (@.18) (0.15) (@.22) (@.15)

Southern Light

Soil (AP) @.60 Q.65 @. 42 2.84 v.78
(a.22? @.1%) (2.1%) (a. 20) @.22)

Black Cotton .

soil (AP) 8.955 8. b6 2.41 @.86 .7
0.67) (Q.&67) (a.70) (08.38) (@.62)

3 Regions Combined @.58 B.469 @.44 2.868 .81

Note: Figuras in brackets indicate the value wWeights which is

basically the share of each region in the total tobacco
transacted multipliea by the reference prica.

gource: Annexures 5, 6 % 8.

This once again confirms the state-wise pattern observed
sarlier, namely that the growers in all the three regions are
disprotected. There is of cource significant differences in the

rate of disprotection between "Northern Light Soil ' (NLS)



region and the other two regions. This as seen earlier in
Section I that NLS region is one of the most efficient regions
for FCV production &nd, therefore, the quality of tobacce
produced by the growers is much superior to the other two regions
which finally fetches +cr  them a higher grice. On the contrary,
there is very little difference between the NPCs of the othetr twe
regions. The two exercises show us that the FCV  growers are
dispratected though there has been some fall in the rate ‘of
diéprotection since late (980s. We now estimate the WC on the

basis of the second series (viz. F°, and PR )

NPCs based on the second price series

Table 26

Nominal Prptection Co-efficien of Tobacco futput: AP
Second Series
{Hypothesis: Tobacco As Exportable)

S et G B et e et e 7 T v WD AT BT N Y D NG G0 MU a8 s B Sm G SR WA S e A v e e R A T G ME R A e W e ey A e D PN G e G e —n S e m E  E Sm S G0 o O

Price tinit 1984 B3 1985-86 1984~87 1987-88 1988-8% 1989-98
Domestic

Price, PD, Rs/quintal 1318 1405 1858 1886 1763 1467
Transport

and other .

charges " 665,68 726.78 962.52 736.34 458.38 B860.08
Raference

Price,FR~ b 1894,48 2069.3@ 2739.38 20878.66 25435.62 2447.952
NPC., (2 3) g.78 8.648 2.39 2.9 8,62 9.48

(6.38) (8.69) (8.44) (8,87) (@.81) -
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Source: [ Domestic Price s fAnnexure 9la)
2 Reterence Price .. Annexure (&)

Note: Figures in brackets indicate the equivalent NPCs according to the first
sgries, §&ee the last row of Table 295,
while the NFCs based on both the series have moved more or
less in the same direction. Excepting for 1984-8% and 1988-89,

the differences in the magnituwde of NFCs are quite small. This

R
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turther conftfirme an earlier +inding that the tobacco farmers have

hepr disprotected all through the years of  government

intervention and also that it is quite coapetitive, (potential).

Effective Protection Co-efficients on Tobacco Quitput

EPCs aé noted before is a better measure of protection, (or
cempetitiveness) as it capturss the incentives not only on-tﬁe
final product but also on the inputs as well. 0f - courée we
cansider only the ttadeable inhuts, i.e. those inputs fdr ﬁhich
there is a clear énd unambiguous world  reference ﬁrice'which is
also | tangible. The input atrgcture‘ of FCV  tobaceo is clearly
mpped out in Table 22 above. & perusal of the.Tablé shows thét
the three significant tradeabls inputs are seedlings, fertilizer
and the curing material (Qiz,, coaly.  These three inputs
togethier account for sbout 40 per cent of  the total cost of
producticon é* FCV tobacco. Among the three material ipputs, the
curing material which is a specitic grade of coal (viz., grade D)
produced by the state-owned Singareni Colliieries is not traded
nﬁernatignally. Hence wae treat it along with the nén—tradeabla
inputs. This 'leaves us with only two tradeable inputs, viz.,
saadlings and fertilizer. Since se=dlings are' once again not
traded internationally, we sort of approximate it with the NPCS
on output prices'®, For fertilizer we compute the NFCQ in the
usua; mannel” by comparing domastis with international reference

prices'® .

We haa already seen aliove that EFCs are computed by taking
the ratio of value added at domestic prices to the value added in

werld prices. Value added in domestic prices are derived by

oS3



subtracting from the ocutput prices, the value of tradeabls .nputs
(in this case seedlings and fertilizer). On the contrary the
value added 1irn world prices is derived indirectly lsee the
denaminatar of equation (33 by deflating the prooucce and
tradeable input prices with their respective NPCs. Theretor e, we
reqguire the NPCs of- all tradeanls inputs and in our case this
include only seedlings and fertilizer. These thave been workad

out and presented in Table 27.

Table 27

Nominal Protection Co-etficients On _All Tradeapls Innols
(Hyputhesis: Tobacc1 As Exportablel

Year Seeds Fertilizer® All Tradeaole
Inputs’

1981-82 , Q.79 8.82 Q.30

1982-83 2.5 0.97 .84

198%-84 0.63 0.89 @.75

1984-8% 2.9 @.72 B, &b

1985--84 8.683 .69 C 4,468

1986--87 .45 0.91 0.8

1987-88 8.92 8.70 Q.9:

1988-89 0.81 2.90 @.86
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Notes: 1 As mentioned in the text the NFCes on seeds have been
approximated to the NPCs on output.
2 Theseg are taken from, Gulati, Hanson and ¢Fursell
(1990), .10@.
X These are weighted averazges using vaiue weidhts.
The NPCs an tradeable inputs. though lower than antty all through

the vears have been higher tharn the NFls on Tobacco outpur.

We are now in & oosition to compute the EPCs  on output.
These have been computed uvs:ing tlhhe two series of ogomestic and

reference piices. These are presented in Tables 28 and 29



respectively.

Teble 289

Effective Praotection fo-zfricienus _on Tobacco Jutput (AT
(Firost Series)
CHypothesis: Tobaccd As Evportablel

D o o o e e 8 @ - P e & Vi M S Gt e S e e IR R 4 R B e B R e 8 e e el RS MR M W i T SMs MO )R8 ek M M 87N e e G - e S S

farticulars 1981-32 198233 1983-d4 1984-87 1987-88

B i i nm e T e+ St e e e e M e o ¢ Sy e s el So S g O O @ S S S
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1. Dompstic Price

ot Tabacco Qutpuxt .
(F*.)-Re/quintal 1152.00 1226.00 1@57.00 ©517.40 1624.00

2. Value of traedeabl=

inouts (71,) .

{Rg/quintal’ 187.87% i25.54 163.91% 291. 85 262.63
3. Vaiue added in

domestic prices

{1-2)-(Rs/quintal) 9Y04.2¢ ONZ. 46 375. 19 525,13 1361.37
4, Value added in

Worlag Prace:

tRe/quintal ) 1285.2. 1362.97  1839.15 1427.63 1578.06
3. Eféective Prote-

Ltien Co—efficrens

.y 2.8a %.53 Q.62 &.37 9.86
Notes: 1 Trauveabie inpoets “re essentially seealings and

fertil:.zer. See Annaxure-—-3 ror details.
2 Thuis 15 bazically Lne denominator of equation (3)

The cPUs accordinc Lo bLotl, the series have confirmed our earlier
tinoing that the tovazcu farmers are indweed disprotected duraing
the 199Qs. The iFCs  are aiso iowar than the NPCs primarily
Beczuse of the hiclhisr ®NRCe  on tradeable inputs, though the
difference is small. 1t ane ware to use these measures ot
growection as 1ndizes of potential  export competitiveness of
Indian FCv tobsceoc 1t snows that Indian tobacco is quite
competitive as an exportabile commodity. We now see the trends in

its actual competitiveness using a variety of other indices.



Table 29

Effective Protection Co~efficients On _Tobacco Output (AP).
iSecond Series).
{Hypothesis: Tabacco As Exportablel
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1. Domestic rrice of Tobacco
AQutput - PD,

(Rw/quintal) 1@58.%9 1886.9@

2. Value of Tradeahble
inputs (T/D)
(Ks/quintal) 291.85 262.63

F. Value added in
domestic prices. A,
(1-2) (Rse/gquintall 7646.1% 1623.37

4. Value added in world
price VA" (Rs/quintal) 2283.63 1783, 73

9. Effective Praotection
Co-efficient, EPC..

{3 4) DARGY- Sa.9]
(@.37) (0.86)
Note: Figures in brackets indicate EPC accordine to the first
serieaes
Source: Same as Takle 28.

Normally, @ triird measure of protection is comuled., namely
the Effective Subsidy Co-efficients (EGCs). ESCs basically
captures the various 1ncentives on non-tradeable inputs like
electricity, credit and water. However, we ardue that as far as
FEV tobacco is concerned these non-tradeable inputs are not at
all significant. This is because oanly a small propurtion of the
total area under FCV tobacco is qrown unaer irrigated conditions.
In any case irrigation charges a#ccount ror only @8.73 percent qf
total cost of production (see Tabie Z2). Since irrigation is
insignificant so does electricity too. This leaves us with the
only other non-tradeablz input, nemely. credit. During our field
work it was observed that ouch of the credit, viz., the working

capital requirements ot the FCV growers are met by the various

S5¢



vnds of non-canking financial inLtermedieries like tne village
level money lenders etc. It wes nat at all clear as te what
extent these reguirements were met by the nurmal banking stream.
The interest on working capital, on an average, works out to
aaut 2 per cent uf the cost of production. Su a meaningful
ctesputation pf the ESCs is rendered absoloutely ditficult in this

Casi.

). Actual Revealed Competitivepess of In FCV Exparts

The trends in acztual competitiveness oy Ilnaran FCV  exports
shauld be analysed ajainst trne context of declining market for
FCY tobacco world over. This 15 due to the increasing
censCiousness of the deleterious effect of tobacco on  human
health., 5o the fulure demand tor tobacco is quite uwncertain.

in this sub-<ection we tirst analyse Lhe trends in actual
cempatitivaress of indian Tabacca erparis, The actual
cempetitiveness is measured i terms three 1ndices: (i) share of
Indian esports ko worla exportsy (1i) trends in the unit value
index of Indian exports; and (11i1) trende in the relative price
ot Indian FCOV tobacco exports i the UK market which incidentally
is the largest marwet for FOV tobacce i the world. Thereatter
we attempt to provide an sxolanation,
) Irends 10 inGle o Shacrz in World Sxports of ECY

The trends in Indisa s share in world exports are mapped out

in Table 3@.
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Teble 30

Irends In_India’'s _Snare ot World FCY Exports

(Buantity in Million Kg)
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Year Total Share of Share of
Wor ld The Top India
Exporis Four Exporters
(in percent) {in petrcent)
19260-64
(Average) 300. 20 gv. 0 13.208
1965-69
{Average) 156. 70 82.00 -12.00
1970 367.40 71.00 11.94
1971 495. 10 56.00 12,00
1972 47%.80Q 72.0Q 15.00
1973 449.10 69.020 14,00
1977 =61.849 &8.00 12.0@
1978 619.76 &7.00 11,00
1977 S56@. 50 66.00 11.0a
19680 6HQ1, 5 75.08 11.00
17981 6d4 80 72.0€ .00
1982 32.20 71.00 15.00
1983 blg,aw 467.28 i1.@28
1934 642.5@ 70.00 10.00
198E 442,490 72.00 7.0@
1986 S95.50 &5, 0@ 8.02
1987 o87. 96 70.00 9.00
Source: Datailed cnuntry—w1se share and their reltative rank
are presented in Annexure—i1i9.
Indie is one among the top-four exporters: UusA, Canan

(till 1976), Brazil (since 1977) and Rhodesia/Zimbabwe are the

other three producers in order of ranks.

While India exports to large number of countries, theire {s
considerable concentration in the direction of her exparts in th
sense that two countries account for about fwo thirds of it
total ewports (viz., UK and USSR). Howeveaer, the share of thes
countries have conme down in the 1980s showinge thereby

diversification of India exports. South and Soutn-East Asia it



werging as & new market for India. Table 31 presents this

fiversification in Indian FCV exports.

Table 31

Diversification of Indian FCV Tabacco Export Market
{per cent shares)
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Year = Jraditional Market . _
USSR UK Total Rest af the world

1988-31 43,99 26.91 70.350 29.%50
1981-82 35.74 21.87 97.61 2,39
1982-83 51.12 24.043 75.16 24,84
1983-84 59.85 23.57 81,72 18.28
198485 47.48 2Q.08 &£7.56 32.44
1985-86 bl.16 18.86 90.02 V.98
1986-87 48.02 25.48 73.50 24.50
1987-88 S.16 29.04 74,20 25.80
1988-89 42.10 26. 40 6b.50 33.59
1989-90 28.76 26.86 °59.62 44,738

L D G S 58 A e S S SRS S B T M S e M D W B | W G Pain N sy et ey N e e G e B S Vo R e TR ey Y Pt e S e e et e e S e Wy el S

Nete: Shares are based on exports in veliue terms
Sourcet 1 Tobaccn in _Indig, Vericus Issues
2 fpnnual ___Administrative _Repart, Tobacco Roard,
Various lsszues.
In +act, in both the traditiocnal markets India has heen
loosing ite share qguite rapidly. A way of quantitatively
capturing this is to analyce the trends in the share of lmports

from India in the total imports (pof FCV tabacco) by USSR and UK.

%ee Table 32,



Table 32

Ralative Importance of lndian FCV Tobacca_lmparts
In _JImports into USSR _and UK

Year Parcapntage Share 2f Imppris from. lnqLaﬁln.IotnL_lmnncil
In the UBER market In the Uk market

1984 36.06 13.463

1985 34,467 8.63

1984 37.28 18.72

1987 26.00 9.751

1989 29.63 7.00

e — A P P B M, vy D WP o Bl S et St e B it By B ek e e e ¢ e e e et S At e e e e el B e ey S et . e B P et e g g SR (P G S S Sy v

Sourcet Computed from Tobacco Quarterly., Global Commodities
Intelligence Survey, No.14, 199@, np.26-31.

In the USBR market, the major competitor to Indian Tobacce
is PBulgaria and in the UK market it is Brazil, Zimbabwe and USA
and Canada. ltaly is alep emerging &s a major supplier to the UK
market. It should be added that the sales to the USSR market is
on the Minimum Export Price. Intact, during 198@s, average unit
value aof exports €rom Uk, on an average, higher than that
realised from USSR by about 12 percent. This vitiates the
popular hypothesis that the unit value of exports from UK is
considerably higher than from the UEBESK. Infact, the direction
and the extent of movement of both the unit values are in the
same direction as indicated by the zero-order correlation co-
efficient between the two which works out to about (+4)8,92. Gee

Table 33.



Table 332

Avarage tinit of Value of FCV Tabacgo Exparts

Dt 08 e 2 e e e e e+ e e e - ——— o P W S b = Gy S S T S E— S R e o S S MR e I R b4 Smr G S B S P S S Tt e M N e S S e S ——
Yousr LIK USSR Average unit Ratio of
realisation UK to
from all USSR
countries Prices
Em-sl X.".' -.;7 17158 17169 1-10
|981-82 21.31(410.02)" 20.53(+16.78) 19.50(+10.23) 1.04
1982-9= 24,29 (+13.78) 18.9246¢-7.6%) 23,31 (+19.54) 1.28
1983-84 24.40(+00.93) 22.91(+20.87) 22.23(-4.42) 1.87
1984-85 25.B2¢(+5.63) 24,26 (+5,89) 23.98(+7.463) 1.@7
198586 2R.41(+9,.19) 24,89 (+2.60) 28,93{+3.96) 1.14
1986-87 28,47 (+B. 21 20.27(4-1.,33 25.44(4+2.0%) L. 14
1987-38 25.86(-9.,17) 25,34 (45, 28) 23.32(-8.47) 1.922
1988~-87 26.30(+2.89) 26.47(+34,48) 28,02(+10.66) 1.0
1999-90: DY.84(+49, 397 F2.78((+23.84) I1.9A(+12.42) 1.20
Anuel
Averaye .
fowtn +9. ZD(+4.18)7 4T 6HZ 5.0 +7 .83 (+7.25) -
rate (in
percenc;
Note: Frgures i1n brackets indicate annual percentage changes

i
2 riqures 1n bDrackets indicate the average growth rate
=y=ludiag 19859-92 {(1.2., for the period 1988/81 -
1589-20)
Source:l  Tobecco. In India, Various Issues
2 Annual . Administrative Report. Tobacco Baard, Various
l1salUEs.
The Tat:le= shows that tne average unit value realisation has
increasaed durina the period across all the markets. But as
indicaier already in Table Z&d above the quantity exported had

renistered 5 steady decline dwing the same period. (With the

eicention of 198.-82 and 1989-90;.

However , sxpart competirtiveness of Indian tobacco should be

considersd 11 relation to that of India‘s competitors'’ in the
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major world market for Fluecured Virginia Tobacco, viz. the WK
market'®. Ses Table 34.
Tabie 34

Average Unit af_VYalue of Tobacco Imparts Into LK

of. Flue Cured (Stripped) Leaf Tohacco
(Cif price in UK pounds/kg, exclusive of duty)

s i et S . Wt
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Year/Country india usa Brazil Zimbabwe
1982 1.5 5.@9 1.87 1.65

19875 1.70 3.99 1.90 1.94

1984 1.78(14) 4.36(14) 2.02¢(23) 1.99¢12)
1985 2.86(9) 4.96(B) 2.39(27) 2.36017)
1986 1.87¢(11) 4.49(11) 2., 15(22) 2.45(13)
1787 1.54(9) 3.97<(7) 1.97(29) 2. 18(11)
1988 1.34(¢3) 3.14109) 1.9Q4(31) 2.@7(12)
Notey Firaures 1in brackets indicate the market sha~=s in

percent

Source: Tohacce. GQuarterly, Global Commodities lntel iirg2nce
Survey, No.i, 1989, p.42.

It is se&en thxt lndiarne tobacco is the cheapest in the
market, despite that its share has been fallina. an the
contrgry, Brazil which is the next cheapest has actually managet
to increase 1ts share and USA which is the costliest (ratic of
Indian to -US prices, on an average, during the perioc 15 W.44).
It 15 some times argued that this low price coupled w:th low
market share for India can be attributed to the poor ouaialy of
Indian tobacco. To elaborate, Indian tabacco 1is always used in
blends as a filler i1n cigarettes and therefore low prics could
not have induced buyers to increase tha proportion of [ndya FCV
tobacco an the final blend. I+ this 1s a valid argumeni. then
government intervention can play an effective role in inzreasing
the quality of the Indian produce. However, not much of efvorts

L ]
have been made by the Topacco Board to address to tnis neoblem' .



We have thus scen that the Indian FCV tobacco expurts are
patentially competitive (as measured by the NPCs and EPCs being
less than unity) in the 1988s but its actual competitiveness has
been rather 1low, The precise reasons as to why the actual
towpatitiveness is low needs to be res‘earched further to find out

the real factors behind this declining competitiveness .,

We had noted in Table 20 that the actual quantity of FCV
eports (barring 1990-81, 1981-82 and 1982-83) have actually
declined. Thie can be due to two ¢factors (i) pressure of
domegtic demand; and (ii) rate of profitability in th2 domestic
sale i much larger than on export saies. We do not  have any
icga on the relative rates of profitability of domestic vis—a-vis
export sales. This is because the major expor<er (viz. ILTD
divieion of the cunglome}'ate firm ITC) 18 also thr largest
domastic purchaser and the& largest domestic consumer 25 well. We
do not have any data on these intra-firm transactions and
specifically the price at which ILTD (which is the tcbacco leaf
trading division of the Cigarette manufacturer [TC) sells it to
the rnnufacturinq wing. In fact, since the profits whether based
on domestic or export sales remain with the same firm, the amount
to be exported should be dictated more by the pressure +from
domestic demand. The relative importance of domestic demand vis-

a-vig., exports is presented in Table 33



Table 35

Pradustion,.-Romestic Congumptian. and _Experits of FLV . Tebazco
(In million Kg)

D EY A e S e P S M v R g B D S S e g At s Rt RS (R St S P o H = 8 M e S e M e v O M b g S D M P Y Ad M et e G e S S S ey O W e ) Yo . e (g

Year Domestic Domestic Exports
o Production Consumption
1980-81 117.00. 47.7@ 6%. 69
1981-82 135.50 51.10 ?7.99
1982-83 183.7@ 54,79 83,70
1983-84 }3@.@@_ 57.50 72,30
1784-85 10.00 50.90 58.20
198586 61.00 '51.90 50. 60
1986-87 112.50 5. 29 =1.7Q
1987-88 299. 60 31.00 31.03
1788-89 1146. 50 52.22 29.45
1989-9@ 160, 20 TS, 00 35.37
Note: The sum of domestic consumption and exports need rot

equal domestic production because of «changas in the
level of stocks, eand variations 1n  the weight of
tobacco, resulting from the amount of moisture
contairmed in it Sze in this connection, Deepak

Nayyar . Ingia’'s. EBrparits and | Expart Folicies _In the
19605, Cambridge University Press, Cambridge, 1974,

p.128.

Source: Status_ _Paper _on  JT2p2CcCQ.. Directorate of Tobacco
Development, Ministry of Agriculture, Madras, 1994,
P.19

This stowe that while the quantity exported has steadily
{will exceptions) fallen domestic consumption has been virtually
stagnant. Both production and exports have been fluctuating.
Thougn not 1n clear terms exports seems to have been affected by
a constant domestic demard and & fluctuating domestic production.
Governmant intervention has in a  way ;ontributed ta the
fluctuation in procuction though its precise et fect on production

is difficult to quantify (zee Section 1)

Thus, in this section we have examined the export
competitiveness nf Indian Tobacco. While 1t was potentially
found to be competitive it was not so in  attual terms, The

precise reasons for this needs to be researched into future.



Summing Up

In this study we have examined the extent and consegquence oy
pwmmmﬁ intervention on three +acets of the crop’'s economy:
h)lmm term trends in productivity; (ii) working of the taobscco
NMreec and the trader "s marginy and (1ii) export competitiveness,
fvernmant interventian has not really helped to intcreass
podurtivity levels: it continues to fluctuate anc i1s amond
lwesz  in the world. This 1is because rasearchh on the
productivity aspects of crop are done by a different agency 2and
there does seem to be administrative and economic difficuwities in
transserring the necessary technology to the farmer. Some
tforts in this directicn have been made by the Tobacco Board to
@wly critical inputs like fertilizer and plant protection
themicals to selected farmers. But its caverage helng very low -
less than & per cent of the total area under FOV  its effect on

mpraving yleld across the country 1s guite doubtful,

AN area where qovernment intervention had a perceptible
inpact i on the warking of the Tabacco marvet, Farmers have
cttzined a higher price during the post-intervention period and
that too‘promptly. But grading 1is not yvet scientitic and the
actual conduct of the auctions needs lmprovement, Specifically
the practice of stipulating that the grower sell kis produce on a
specific date has introduced som= arbitrariness because it is
found that over the sixty day auction period, prices rule guite
high during the initial weeks znd goes on declining towards the
end. SO a grawer who has to -sell his produce in the beginning
reaps & better price than thne one who has to do 1t towards the

end, Theoretically speaking, 2 grower need not sell his produce



if he is not happy at the bidding price. But in practice he is
forced to sell even though he may not be happy because af
resource constraints. Further, we alsc noted an increase in the
variablity in actual prices received by the graower during tha

post —-auction period.

The tradaer's margin 1is found to be quite high. Due to the
lack of good quality data on cost of production we were howevar

constrained to estimate the farmer’'s profitability.

Though difficult to quantify 1in precise terms, there does
seem to be some room to believe that not all the quantity that is
praoduced is transacted - through the auction system: there
continues to be some direct grower to exporter/trader sales. The

Tobacco Board should endeavour to put an end to such sales.

Finally, government intervention may be necessary to enhance
the quality and therefore the actual competitiveness of tobacce

exports.,

On +the whole, based on the evidence presented,”'it can br
argued that government intervention did have a positive effect in
the crops economy, especially when seen with the fact it has been
in existence only during the last seven vyears. The specific
areas where government intervention has not been successful er

did not have the desired effect has been identified.



Annexure-13

Trends in Region—wise Area Under FCV Tobacco
(Area In ‘@322 ha)

o Dt e M Y S S D S T S G e g ot b P S (St e B S ey S T R S S S e ST G e S S G e N G ey Sy G ey e S e s S

Year Black Southern Northern Karnataka
Cottan Saoil Light Soil Light Soil Light Soil

1978-71 143. 20 8.85% 2,83 1.6@
1971-72 15@. 20 14.36 4,09 2.26
1972-73 142.40 15.31 6.79 3. 81
1973-74 138,50 17. 69 8.77 5,88
1974-75 81.00 23.39 8.60 s. 50
1975-76 74.20 32,30 . B.10 5. 39
1976-77 87.70 41.10 8.90 6.36
1977-78 85. 40 52.80 12.50 12.80
197879 NA 42,95 17.09 16. 468
1979-89 NA NA NA 23.34
1984-85 77.19 38.14 19.98
1985-864 =4.70 43.65 17.86
198687 53. 36 35. 45 17.22
1997-88 31.29 21.7@ 15.38
1988-B9 54, 4% 89. 42 15.82

Seurces: 1

Perspective Flan For ] Tqba;.cn_nmlonmm&. National
council of Applied Economitc Research, New Delhi,
1979. )

Annual __ Administrative  Report. Tobacco Board,
Ministry of Commerce, Buntur, 1984-85 and
subsequent 15s5uURS.
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Annexure~2: Mipnimum Support Price of Virginia
Flue-Cured Tobacco
(Rupees per a7’

Minimum Suppart Frices Minimum Suppart P-1c=b

recommended by CACE nungun;gqnnx_hnﬁ;ﬁovta
Crop Year L2 F2 . L2 z
1978-79 - 7.50 - 7.5%
1979-80 - 7.5@ - 7.50
1980-81 - 8. 25 - 8. 7L

7.50% 8, 203

1982-83 11.29 8.75 %.50 8.75
1983-84 11.50 9.25 11.50 Mot
announced
1984-8% 11,590 9,25 12,00 11.19
1995-86 12,00 11.15 12.00 11.15
1986-87 ‘ 12.008 11.15 12.00 11.15€
1987-88 12,20 11.25 12.20 11.295
1988-89 12.80 11.73 12.80 11.75

Note: MSP was anriounced for leaf grat'c - L2 since 1982-83X.
# Light Soil

$ Black Soil :

@ Reviced to Rs.11.25 in the middle ot the marketing season

Source: Ministry of Agriculture, Guveir'nment af India.



Annexure-3:

Andhra Pradesh

Minimum Guaranteed Frices (Grade-wisa)
For 1989-98 Ssason

L, Farm Grades (Selected) (Re/Kg}
S Grades  Southern Light Soils  Black Sails
S T 18.60 17.m8
F2 17.808 16.60
F3 19.18 14.02
F4 10, 30 9.70
mrage for all farm grades  14.00  13.00
% Flant Fosition Grades (Selected)
T srade wep Grage wee
Tl 21,00 e 22.00
X2L 19.5@ L2u 20.350
X3L 17.00 L3L 18.09
AaL 7.5@ LAL 12.00
LSL 6.10
merage ior arl piant
position grades 13.78

0 e 0 e, e g Rt e e el G o Y W A G | T SR e Grdn o S i St S ey SR B P M e St G S S D M D S SU EDe S U P G e g T P08 S CH SR e e o e e e B L

Source:

1989-9Q, pp.96-7.

&9

Annual_ Administrative Report,

Tobacco Board, Gunitur.



Annexure—-4: Cost of Production of FCV Tobacco in A.P.
{Rs/Quint=1)

T e EEL N S e S EE S G0 B e S L R € S A S . R 4P e P T SR G T B e S ) S St B e e N S S S S S — Y G St e S R . |

e G B G e = 7 M S S G ¢ S G G S B S ERe § S ST e S St A D el S e W | M M = e i P St S e S S A S A Bt B - S A D WSS G G Gt B B & e 8 S

A. Variable Cost
of which: 506.98(74) S5@08.97(72) 684.12(7%) 1588.31 1715.25

1. Labour
of which: 125.19(18) 144,.73(20) 185.64(20) 359.50 4 /2. 2
a. human 75.28¢11) 21.71(13) 114.59(13)
b. bullock | gl.éi(ﬁ) ’31.24(4) 39.34(4)
c. machine 18.38(3) 21.608(3) 3L.71(4)

2. Material
of whichi 187.83(27) 123.54(17) 1£3.81(18) 291.8% 262,63

a. seedlings 117.36(17) 4Q.87 (&) 82.18(?)

b. fertiliser
and manure 67.47(10) 7?2.34(11). 79.12(

c. insecticides 3.Q0@(@.4@) 3I.31(0.5Q) 2.51<@.37

3. Irrigation

charges 7.39¢1.1@) 5. 16(0.78) 9.18(1.0%) 21.33
27 .48
4, Curing cost

of which: 171, 6%9(25) &19 93{31) A4, 56 (3% 915.63
9S2.72

a. material 111.94(1&) 182.3D(20) . 197.31(22) 255.96
244.8@3

b. labour 59.11(9) 77.45¢5L1) 167, 250123 &59. 67
7056, 469
5. Interest on

Working

Capital 19,522 15.959(2) 20.93(2 - -

e e o D
e o L e = B S S A e St = R G S D ~Ad S ey S-t EEN S . iy D Y S a iy e T i) et St S 0 Sk L St Gy D e Bare e GRS et M W S G S T M B S - %

(CONtCeaaos)



(Coantinuation a f)
Cost of Froduction of FCV Tobacco in A.P.

{Re/Quintal)

D - e U M S S g S T S e ot e P Yt S Bt S e e R e ¢y R e e S R S e e bt et e e B i A e Y S B e ey W o

Annexure—-4:

- s e ot S e N e e s o —— v —— m— ot
- - o o . A L ) S A DY S {5 S e et S T e e G W e G f S B 6

Fixed Costs 178.96(26) 203.32(29) 227.94(25) 300.00 350.20

a. Rental value
of owhed

lend 114.34(17) 133,691 148.34 (160

b. Interast aon
Fixed

Capitel 41.38(6&) 44,42 (4) 29.41 (7N

€. Depreciatian
on rtarm
pui ldings %

Timpienents 22,04 (X)) 25.21(4) 20.17(D)

Cast af

Production 665, 94 712.2 912.06 1988, 31
B65. 25

e — e S A S o e e (R N . e SO U St oy A S e S P et @ S e M A e P G (o S W < e M s e i R i St S S S S i B e e B et S et S My W

wte: Figures in bracketsg indicatz percentage shara of the total
purce: lobacco in_Ingia (1989, Oo.cit., pp.8e-99.

nnaxure-3: Refsrence Prices ot FCV Tobacco (.} - Series
(Hypothesjs; Tobacco as Expartable)

o R S R Y T 05 0 B e e M W Y R R e o A e G T e S G e ey e T o s e N e SR e e mm e G M R e Mm% S e R A e e e b SR SN MM R M G S D D e A A

pfarence Unit 1981-82 1982-83 :983-B4 1984-85 1985-86 :198b-87 1987-88 19808-89

= e S TR TR e A E P G Y S A e T MR S e T D W e e e Pm e R . M e e B= TR MR Ae v e ST S S el G 5 SR e Tm S wm TR R DR An we B W WD Sm G- R S G e

, Rverage
Unit vaiue
axports re/

(FOB) guintal 1932.8@  2551.82 2233.89 2398.00
H89.08

23937.98 2%44.08 2532.9Q
b. Transport

and othe/

costs fs/

quintal 587.8¢ 286,86 Dal1.38 03£,99 660,10 673.63 470.47
743.82

8. Reference

Price

- Pr-, RBI

quintal 1443.99 .726.94  1656.12 1763.81 1832.85 1870.33 1BH1.53

2065.18

{1-2)
Spurce: . Table-1,:3

. Table-2.2.



Annexure-6: Derivation of Yalue Weights

o S e R o Mm R e e e S G0 T M WD Hn W R A s m 6 B N R R ) R Gy e P A g i Am D B o e e e e T e AP MR e L AR NS D = = e e e B P e S ar

- - N Y S SR D v e B e #% P - S N s S - - mA VR e . e M e e e = T M TS N Sm W MR N e G AA - 4 M e e mm P Se e e Gm WS S e

i, Production/fty,
transacted' in AP
tin million Kpg) 1295.28 177.28 128.30 98. 66 89.47 97.5! 47 .63

185.63

t.2.value of Prada.”

in AP

(in Rs.million) 1886.64 3094,93 1992.17 1396.34 1475.82 1823.44 886,14

2181.26

(8.92)" (2.94) @,88) <(9.84) (9.83) (2.89) (8,B2)

2, Production/Bty,
transacted in
Karnataka®

ttn omitlaen Koo 19,20 $1.18  16.77  17.97  16.22 11,67 10,59

2,1,Value of Pradn,
in Xarnataka”
{iri Rs. million) 147,19 191.48 277.7%1 3089.76 297.3%1 218.23 157.89

(8.88)° (D.86) (B.12) tR.16) (B.17) (B.11) (8.18)

Total Value of
Production/6Guantity

transacted

{in aillion Kg) 1953.83 3246.41 2269,80 1988.1@ 1772,33 2841.67 1083.87 -

Notes: 1.

6.

——————————————————————————————————— nom s v o wn i R e e D R e e W A ST A WD Ve B D e we SR S B e A

Upto 1983-84 it the actual production and thereafter it is the quantit
transacted,

This is obtained by multiplying the vyearly production/quantit
transacted with the respeciive reference prices,

These are the value-deights for &, F.

uoto 1987-84 it is the actual oproduction and thereafter it as ¢t
quantity transacted.

This is otrtzined by multiplving the years production/quantity transact
with the respective reference prices.

These are the value weights for Karnataka.

Bource: . Annexure-4.
2. Totacco In india, {1989}, Op.cit., p.22.
3, Tobacco Auction Statistics, (1989), Ou.cit., p.f.



‘Mowxure-7: GState-wise Domestic Price of Flue-cured Virpinia Tobacce (PY;) - First
i . :

e e B e v s - T = e e P = o T e T = o . SR R e e A An W ER B e e A A PR P Sm o A =P Mm e e e R W e e e W P D = — A

L bnit 1981-82 1982-B3 1983-84 1984-85 1985-84 1986-87 1987-88 1988-89

= 0 e e o e 0 G S = S P A e R AR R e G A AR AR ER e R S A T W rw S e v O e = e S= S L e o G @GP b A A e b A M S e e oo &0 D S Er am P S wn Em e

L Andhra
Pradesh Rs/ .
Quintal 1132,09 10246.98 1099.90 1029.80 1261.08 B17.08 14624.88

. 00

L Karnstaka  ° 927.08 846,80 979.00 1106.08 1:79.20 1823.09 21461.49 -
1 Neighted

Average " 1134,00 1015,20 [B49.48 1041,64 1247,.86 B3IT.88 1728.664 -

9 0 0 o ot e e i S o v v T PR e B iy ve P S ad wn B P P Y W S Gt L R e A e S G MDA e v S R N RS A e P WP S e N S G S e D G S G am D A

Mneiure—aa Intra(AfF)-State Domestic Price of FCV Tobacco
First Series

Rate Unit 1984-49% 198u-86 1936-37 1987—88 1988—89
I, AP Rg/
quintal 1298 1487 1061 1738 1931

1 Black
- Cotton soil " Q77 1210 770 1600 1620
3 Southern

Light svil " 1853 1198 721 1566 1616
®ightea Rverage 1229 1261 817 1624 1669

Nte: 1. The weights are based on share 1in the year-wise
quantity auctioned.
2, The figures in brackets indicate the weights,



Annexure-9: Domestic and Reference Prices of FCV
Tabacco (AP) — Second Series

a. Dg_riur._lqn of _Domestic E’ru;
(Rs /KQ)

Grade F2 + F3 1984-85 198u”8b 1980-57 1987-86 198&49
Price of F2 14,49 14,77 12.22 19.39 18,92
Price of F3 11.98 13.01 ?.3 17.84 5.98
Weightad Average

domestic price 13.18 14,29 19.583 iB.86 17.63
Notesa: Weighte are based oun relative shares of the grades in

gquantity transacted.

Source: Tobacen.. Auctian. . Statistics, Tobacco Board, 1989,
{mimen)

b. Derivation_of referenve pricis -Second series

. e - o e p ) e D PR N Sk St Sn S D G WA R A e S Geed Bt S Ay D S L Er e M At vt B B —— e - — A v S

Grades 1984--85 198585 198687 1987-886 1985-89
LBY & LEYZ2

——— A @ e v st e 20 B0 4 G Py S P2 T 1SN reA i Mt M Ga W= T s o - —— e or e

Unit Value .
aof LBY 28,87(.11) 28.51(.66) 38.41(. 1) 30.31¢(.48) 33.47(.54)

Unit Vaiue
of LBYZ2 25.29(.89) 26.27(. 34 27.22{.99) 26.63(.62) Ti.37(.48)

I g Y S et it o B P o S G £ e Ml e e b £k RS e d A% 4B B N Bt Pt M B S e P R 51 e et R W Al M e S Pt B0 e S D i i A S G e TR A e e ey R

Weighted

avarage

unit value

of export Zh.b@ 27 .95 37.8% 28.09 33.04
Note: F;gures in brackets indicate relative weights b@gﬁ

value of avporis.
[Sourcey Directorate o+ Markailing end Inspection, South Central
Region, Guntur.
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Annexure 1@: Structure cf the World Export Market
For FCV Tobacco

(Quantity in aillion Kg)

TEEBE M Y WA Gn W m v WD P - GRS e D R G R = I D S DR 4% WP G A da G5 iy e W R e S B SR S v D YN 6V P R @0 WD AT M 4P —m o m MR M W T e S GY e e

Tota! ~—ahare pt_The Jop-Four Exporting Cpuntries jotal
(11 World {in percent) Share of
txports ot the
tap
3 expGriing
countries
{in
parcent)
-5
wirage)  I50.28  1,USA(49), 2.Rhodesia(z2), 3.India(13), 4.Canadatld) 89
Wi-69
derage) 356,98  1.USA(S3), 2.Rhodesia(l2), 3,Indial12), 4.Canadald) 82
m 367,40 1.USA(45), 2.1ndialil), Z.Rhodesia(9), &4.Canada(é) 71
" 405.19 1.USA(38), 2.1ndia{12), 3.Rhodexzial(ll}, 4.Canadald) bé
m 475.80 1.USA(41), 2.India{13), 3.Rhodesiatll), 4,Canadaid) 72
LM 449.18 1.UBA(42), 2.Ind:aild), I.Rhooasia(8), 4.Can;da(5) 69
im 361.80 l.USA(SS). 2.Indiat¢1?2!, 3.Brazil(12), 4.Rhodesia¢if) - &8
1478 519,78 1.USA(33), Z.Rhodesiall2), J.breziltil;, 4.Indra(il) 67
m 568.5@ 1.USA{32), 2,Brazil{is), J.lndra(fl), 4.Rhodesiatl®) bb
1] 601,58 1.U654129), 2.limbabwe’iB), J.Ere2il(1d), 4.Indialll) 73
1181 684,88 1.USA(26), 2,1iababwe(l1?7), 3.Brazil(ld), &,Indialld) 72
m 632,28 1.USA(25), 2.Brazil(2@:;, 3.Iimbabwe(i3), 4,1nd1a(1}) 71
1M 613.38 1.USA(23), 2.0razil(21), S.limbabwe(l4), 4, India(lt) &9
14 642.30 1.U3A(25), 2.Brazil(22), 3J.ilimbabwe(13;, 4.India(i®) 7@
1983 682,80 1.4YSAC24), 2.razil{Z4}), J.limbabwe(13), 4.India(® 72
I 595,38 1.,Brazil(22). 2.USR{22), 3.limbadwe(1d), A,India(d) 63
117 987.93 1.USA23), 2.Brazil(2l), 3.limbabwe(17}. 4.India(9) 78
htes: Figuras in brackets irdicate percentage share of eath country,

bhurce: Indiap Yobacco Statistiis, 1973, 198% and 1989,
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This process has now come to be kKnown as privatisation and
there is a wide range of literature on it. For a very
recent survey see,

Strinal Datta-Chaudhuri , "Market. Failure and Government

Farlure", Jauwrnal _of. tconomic Ferspectives, Vol.4, No:ii,
1998, pp.25-39.

The Tea, Coffee, Rubber, Spices and Tobacco Boards are under
the administrative purvizw nof the Ministry of Commerce while
the Coconut Development Board is under the Ministry of
Agriculture. Excepting far the Tobacco and Coconut Boards,
all the other Bocards conducts both developmental as well as
reasearch activities oan the commodities under their
Jurisagiction,

Yor a very detailed account of the nature and extent of
private intervention see Nata Duvvury, Cpomercial Capital
and__ Gararian Struciures A | Study_of  Guntur JTehasco _f£conomy.
Unpublished Fh.D theslis, Jawaharlal Nehru University, New
Delhi, 1985, Ch.3 and 4.

Ibid., <h.3
Ibid., ch3.

Ihid, ch.3

The Tobacco FEoard is merely an agency for regulating
production and does not have a separate research wing. The
research on various aspects of the Tobacco plant is
conducted at the Central Tobacco Ressarch Institute (CTR) at
Rajamundy. The CTRI is under the administrative set up of
the Indian Council of Agricultural Resesrch. Though the
research efforts at CTRI on high vielding varieties have
resulted in certain varieties like Hema(witn a vield
potential of 1700 Kg/ha! its coverage across the tobacco
growing regions is not significant enough to produce any
tangible results. GSecond, since the regulation and conduct
of research is at different institutions f(unlike in other
commercial crops like Natural Rubber) the transference of
the research output from the lab +*ta the field involve
considerable time lag.

See Annual Administrative Repart, Tebacce Board, Ministry of
Commerce, Guntur, 1988-89
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11.

This enumeration 1s largely bpasad dNata Duvvuri (1989},
DD.Cit-, pDn 168"":\23.

I+ the grower ie not savistied wath +the bid that he ha
received for his producs, b ie at liberty to take it back
However, in attuality 1t dees not happen because the grower
always has & resouwrce constraint.

The folr—firm concentration in Lobacco purchase work out te

7% percent in 19789,

Nata Duvvury (i9%83) pp.ocit. Oh.4

Directorate ot Tobaccmmbevelupment, Ministry of Agriculturs,
Madras, 1989, po.36-95.

Following Bulavi we heve spproximated the NPCs of FG
tobacco seadlings by NFUs of FOV tobacco output itseif dw

1O oeta Cconstraints. See Gulati,  Ashok with James Hanso
and  Garry Furselt, Etfective  Ingentives in Indias’

Agricul ture, Cotion,  Grovodnuts, . Wheat and  Rice, Policy

Flanning and Research Worting Fapers, WPS 332, The Warld
Bank, Washington, . 1920, p.iid.

For a measurements of competitiveness of Indian FCV export
in the 1960s, s=e Deenak Nayyar. [ndia’s Exporis and Expos
policies in.  ths 194Rs Camdivridge University Press, Cambridg
1976, pa.l26. The analysis in  the study was based .
compearifgd the average unitt value of tobacoo exporits.

Lk, accounts  {for about ? oercent of the total world impart
of unmanufacitured tobacco {(average 1985%5%--1988). Ges Tabagt
Quarterly, Biobal Commodities Intelligence, Survey, No.li
1998, p.2Z8.

The Tubacco Beoard has sent a delegation of scientists to t
majio oroducing countries like Zimbabwe and Brazil in Ha
to study the performance of varieties cultivated. productn

techriologies and agronomical gractices hesides curi”
techhiques adopted in these countries. The suQQestionsg é
recommendations  of this delegation o improve the quaiﬂ
and productivity of lndian tobacco was ftao have b

implemented fram the cropping season of 19839-98.
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