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introduction

Government failure is the topic of discussion these days. 1In
i Indian context government intervention in the sphere of
fmodity production has a long history. Production support is one
if'the area where government has played a very import?ant role. But
mthe case of many commodities product market failﬁre had bfought_;
prernment intervention at various points of time and it had taken
Bricus forms. Market regulation is the most comfnon form ofl
fitervention. But in the case of coffee, government intervention
B8 turned it the sole buyer of the entire crop.! This has
Bplications to the price realised by the producer and its 1oﬁg

lfm movement. What has been the experience? Has the government

failed?

Coffee prices are no exception to the ‘violent fluctuations’
o which many internationally traded commodities are subject to.
me of the main aims of many producing countries over almost a
Eéntury now has been to achieve some degree of price stability. At
Hhe international level commodity agreements have been entered into
lor this purpose. The stabilisation policies, commodity agreements

jiid the functioning of the organisations have become subjects of

Very recently a 30 per cent sale outside the government
body is allowed.



intense debate.? Although there is disagreement on the ben um
of stabilisation of prices, one important conclusion of Newbery il
Stiglitz (1981) is that the reduction in risk to producers ug
major welfare gain. .

In the domestic niarket different organisational forms hiffj
evolved indifferent countries. In Brazil, the Brazilian Cofill
Institute under a high ranking government minister carries il
market intervention; in Colombia, the Federation of Coffee Groifll
is the body which buys coffee from the producers. In Uganda, Kenjill
Tanzania and India government controlled marketing boards are
sole legal buyers of coffee from the producers (Mwandha et.:lll
1985) . The outcome of intervention in the marketing of commoditill
in Africa has been disastrous " since power-holders requliill
exercised opportunism in an extreme form, including time wastimg
corrupt payments and outright theft. The end result was
impoverishment of growers, a decline in exports and qreifll
increased inequalities"(Brett,1993,-p.287; also Brett,1970,150
Mpdrogomyi,1988). These disastrous outcomes in tropical Affill
"characterised by low levels of formal education, public debate
institutional developments"(Brett,1993) do nbt allow usll
generalise because the environments are different in Asia or Lifl
America. In this context an analysis of the performance of cotfl]
Board, the marketing board for .c'offee under ’the government

India, was thought relevant. This paper makes a modest attempt]

World Development 1987 (No.5) which is entirely devdl]
to the discussion of commodity agreements.



lat direction.

How do we evaluate the market intervention by the Board? Going
f the concern with the stablisation of the price of coffee, one
Bst of intervention is the degree of stability of the prices
#ceived by the producer (Section 3). A related question is the
fabilistion of incomes. Does stabilisation of price ensure
tablisation of incomes or earnings? (Section 4). Recent studies
Bsing themselves on the producers’ share of the consqmers' _rupee
Bamachandran and Ray, 1991; Indira, 1993), have been critical of
fle Board. In a situation where a varying part of the consumers’
fipee flows out as tax, won’t it be more appropriate to draw
hferences on the performance of the Board on the basis of the
hare of marketing cost or the share of the cost of running the
Brketing department? (Section 5). One of the studies has also
irgued that the ‘auction’ system prevailing in the case of cardamom
By be more efficient. Hence a comparison with cafdamom is made
Merever relevant. A specific issue, price discrimination for the
mall producer, has been taken up for comparison (Section 6). The
background to and the nature of government intervention in coffee

frade is provided in Section 2. Section 7 presents the conclusion.

ove ent Interventio
Coffee was grown systematically from about 1820 in India, and
by 1860 it had come to establish itself as an industry. Area under

foffee increased till about 1896 but the sharp drop in prices in



the international market - owing to the massive planting of ffciill
in Brazil that doubled her productive capacity - made for areiljij
shift away from coffee. Area under coffee which ha;l reached 111l
thousand hectares in 1896 dropped below 100 thousand hectares ol
1900 and 47 thousand hectares by 1920. There was, however, a sldlill
revivail in the 1920s and the early 1930s. Area under the crofill
reached 75 thousand hectares by 1935. But the depression of thill]
1930s - again because of a near doubling of productiye capacity il
Brazil - put a stop to the area expansion. An increase in the arq-
under the crop came about only in the late 1940s and the 1950s. _

1960 the area under the crop had reached 119 thousand hectares.

In India, coffee developed as an export. crop. Till the secollill
World War home demand was very small. During the depression year.
the need to develop a domestic market was felt. Governneiill
initiative on this front came in the form of the Coffee Ceflll
Committee in 1935. This did help in creating a small home markdiill
for coffee. Thermarket grew over the next 15 to 20 years and Hil
the late 1940s the entire domestic production was used up in til
domestic market. In some years a ban had to be imposed on t.
export of coffee. The growth of domestic demand had been steillill

upto the late 1970s, but had slowed down considerably in r.-

eighties.

The destination of Indian coffee was mainly Europe. Duriiill

the 1920s and the 1930s, the United Kingdom and France accounti]



{r between 50 and 60 per cent of the exports. The 1930s had seen
the share of France increasing to over 38 per cent from abbut 24
pr cent in 1927-28. The war and the fall of France cut off this
urket, The producers then appealed to the government and thus
mMein government intervention in the marketing of coffee:

"The Indian Coffee Market Expansion Board is a product of

the present war. The occupation by Germany of Holland,

Belgium, Norway and France in the first half of 1940 had

disastrous consequences on the Indian Coffee industry.

it lost its important fofeign markets and a great slump

in the prices of coffee followed..."

(Annual Report 1940-41}

The government jntervention was in the form of the Coffee
hrket Expansion Ordinance of 1940, the subsequent amendments in
41 and the Coffee Act in 1942. The Act vested the government
vith control over thenindustry by designating the Board as the sole
hyer of coffge. Although while enacting the Act it was made clear
tat it was to expire at the end of 12 months commencing on the
first day of July, the regulations continued beyond and have been
inexistence for over five decades.
he marketing organisation as it has evolved may be presented as

sewn in the next pége. -



Figure 1

Present Marketing System of Coffee
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As per the Coffee Act, the Board has to decide the propo

of the annual crop every registered grower is to hahd over to
Pool. The proceeds from the sale of coffee received in the
are to be distributed among the producers after deducting
involved in the collection and disposal of coffee. The retu:
the grower is usually referred to as so many rupees per point
point is a value unit of uniform applicability to all varieti
grades of coffee on a price differential scale. The sale-
into account all changes in markét value to broadly r

intergrade and varietal differences on the basis of

performance.



The coffee grower is paid an advance on delivery of coffee at
the Pool against future sale‘proéeeds. An int_erest is collected on
this advance. The Board has evolved a method‘of c_osting and sets a
'"minimum release price" for the release of coffee in the internal
market. The minimum release price is like the seller’s reserve
price made known to the auctioneér. If the market .i's weak the
rinimum is revised downwards ’and there hés~been occasions when the

ainimum has been fixed below the estimated cost of production.

3. Production, Export and Eriqes of gggtee

Prodﬁction of coffee in India has grown ai: ‘an average rate of
4.45 per cent per year over 1953 and 1991 ('I‘able.l) . Export, which
was seriously affected | dﬁring the _Sécond World War due to
disruption of trade and later in the late 1940s and early 1950s due
to the .non-avai.lability of a surplus after meeting> the domestic
consumption,' has grown at the rate of 6.78 per cent per year.
Consequently, the share of exports in doﬁ\estic production has
increased, from an average of 35 per cent in the late 1950s to over
70 per cent by the late 1980s. As against such spectacular growth
of expo.rts, the domestic coAnsumption has grown only at around 2.57
per cent a year. Further, ‘__;i.t has shown a tendency to stagnafe in

the 1980s.

Growth is only one dimension of the story. An equally
important dimension is the instability. Going by Cuddy and Della

Valla’s (1978) index of instability, they are 18.27 per cent for
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coffee production, 19.35 per cent for coffee exports and onlv 8.9
per cent for the domestic consumption of coffee. As is evuident,
aithough the growth rate is lower for domestic consumption, it has
shown remarkable stability. But both production and exports have
shown much higher instability.

Turning to the movement of prices, the New York price of
Santos 4 in dollars has shown a growth rate of 4.65 per cent over
1953 and 1988. Compared to it, the price paid to the Indian grower
per point has grown at a rate of 5.25 per cent over 1953 and 1991,
However, the export price in rupees has grown at 8.93 per cent
largely because of the steady devaluation of the rupee during the
1980s. The wholesale price of coffee in the domestic market ha
grown at 5.31 per cent which is closer to the rate of growth of the
price received by the grower.

Table 1 : Grow sta ty Indices } io :

Variable Coefficient Linear Log Linear Instability Growt
of Index Rate
variation(®) 2 1, RZ 1, (%)

Coffee (1953-1991)

Production 52.06 0.80 23.08 0.88 18.27 18.27 4.45
Export 65.48 0.91 19.35 0.90 21.24 19.35 6.1
Domestic 28.82 0.90 8.95 0.87 10.41 8.95 2.5
Consumption
Producer Price 61.09 0.83 -25.21 0.88 21.00 21.00 5,25
Export Price 79.39 0.58 51.45 0.82 33.68 33.68 8.9
Wholesale price 63.43 0.85 24.57 0.82 26.91 24.57 5.3
Price in US 72.22 0.46 53.07 0.55 48.45 48.45 4.6
dollars i



Cardamom (1964-1989)

I{roducProduction 27.19 0.28 23.07 0.25 23.55 23.07

. 1.99
Export 50.05 - b= - - 50.05 -
Auction Price 68.85 0.51 48.20 ©0.71 37.08  37.08 _  7.55
Export Price 56.30 0.56 37.35 0.66 32.83 32,83 7.20
e e e e e e o e
Source:Indian Coffee (various jissues).
Cardamom Board, Ca Statistjcs arious issuesg).

8plces Board, Splces Statistics (varjous issues).

Fote:Ix is the index of instability devéloped by Cuddy and Della Valla. They
argue that coefficient of variation (CV) and related measures of instabllity are
ill adhoc. They use regression model and define
I, = 100 SEE = cV V(1-R%) (N-1) = cV V(1-R7%).

Mean (N-K)
it is bounded and takes values between O and CV. Iy is used only if the

fegression model is appropriate and F and the coefficients are significant. If
¥ 19 insignificant then CV is used as the index.

Cemmodity prices are known to be highly unstable and coffee is np
exceptiqn to this rule. The New York price in dollars reported an
instability index of 48.45 per'cent and the Indian export price an
index of 33.68 per cent. 1In contrast, the Indian wholesala price
sthowed a much lower value at 24.57 per cent. The index for the

Irice paid to the grower is 21 per cent.

In sum, production and export of coffee had shown higher growtﬁ
rategs and higheriind-ices of instability in comparison with domestic
cansumption. International price in dollars and export price in
tupees had also shown higher indices of instability compared to the

Welesale price in the domestic market and the price paid to the
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grower. Although Indian export price in rupees has shown a higher
growth rate ~the growth rate for the wholesale -price and the
producer price are comparable to the price increase in th
international market. Thus, domestic consumption, wholesale pri
and the producer price have all shown remarkable stability in t

Indian coffee market.

The remarkable stability of the wholesale price and in t
the producer price has been achieved by the controlled supply
coffee in the domestic market. Supply in the domestic market h
not been allowed to fluctuate with production. An example of th
is the disposal pattern followed by the Board in 1983-84 and 1984
85. 1In 1983-84, the domestic production was 105,000 tonnes, exp
71,179 tonnes and domestic supply 56,079 tonnes. In 1984-85
production was significantly higher at 195,000 tonnes and exp
lower at 68,896 tonnes; but domestic supply was pegged lower
53,544 tonnes. The controlled supply was made possible by

monopoly position of the Coffee Board.

4. arket Intervention and Sta t o rice

It was shown in the previous section that the producer pf
of coffee had shown a remarkable stability in compariseon with
export price. But how does one use this information to evaluate
performance of the Coffee Board. The cfiterion used here is

comparison with the free trade situation.

10



India is a small producer and exporter as far as world
production and export of coffee is concerned. India’s share in the
ﬁmﬂd production and export are below 3 per cent and India can in
mo way influence the world prices. Given the small producer status
of India, the world prices can be taken as given. Under free trade,
Indian domestic price would have equalised with the world price or
the export price. This 1is broudht out in a comparison with
cardamom.

In order to estimate the relationship between the producer
Pﬂce and the export price an equation of the following form was
ﬁm for both cardamom and coffee.

Producer price = a + b export price.

Mhe estimated equations in logs Qere the following:
e =199
LN price = 0.149 + 0.63 LN Exp. Price
(13.85%)
(0.87, 0.87, 2.03, 191.88]
R?2  RrR-2 W F

[Dependent variable is the éool payment per.point]

cardamom (1964-1989)

LN Auction Price = 0.125 + 0.963 LN Exp. Price

(14.65%)

(0.90, 0.90, 1.55, 241.71]

Etomparison of the two equations showed that the auction price
Ped sympathetically with the export price in the case of cardamon

Miich was not so in the case of coffee. When the coefficient b was

Beted for its value to be equal to one the hypothesis was rejected
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in the case of coffee but could not be rejected in the case of
cardamom. This is not totally unexpected as the domestic wholescle
price of coffee moved on its own rather unrelated to the export

price which is not the case with cardamom.

How has the wholesale price (or the price paid by the domesti¢

wholesalers) behaved in comparison with the export price in the
case of éoffee? As is evident from Figure 2, the export price (in
rupees) has shown cyclicality and the wholesale price has remained
above the export price during the downturn and below it during the
upturn. The exception is the 1980s largely because of the stead
depreciation of the Indian rupee. Such a behaviour of the wholesal
price considerably moderates the fluctuations in the producet
price. In Figure 2, the producer price is shown below the wholesal
price because the former is per point and the latter is
kilogram. In actuality, the producer price would be between
wholesale price and the export priée. It may safely be aruged fIe
the figure and the indices of instability shown in Table 1 that
market intervention has considerably moderated the fluctuationsi

the producer price.

It is often argued that stabilisation of price need
necessarily stabilise incomes or earﬁings. How has the mark
intervention affected the jincomes of coffee growers as a whole? K
this purpose, a hypothetical sales value realisation (HSVP)

been compared with the actual sales value realisation (SVP).
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Fig 2: Export Price (EP), Wholesale Price (WP) and Producer Price (PP)
of Coffee, 1965-1988 (Rupees per kg.)
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Fig 3: Export Price (EP) and Index of Hypothetical Sales Valus

Realigation (HSVP) of Coffes, 1965-1988
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Fig 4: Export Price (EP) and Index of Sales Value Realisation §f
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_ Fig 5: Indices of Aciual Sales Value Realisation (SVP) and Hypothetical
Sales Valua Realisation (HSVP) of Coffee, 1965-1988 (1960 = 100)
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ffhetical value is computed taking the price under free market

jation. As the free market price is the export price, the
_hetical value realisation is taken as a product of export
¢¢ and production. It is evident from Figre 3 that HSVP
ctuates with the export price. But SVP does not tluétuate with
b export price (Figure 4). When SVP is superimposed on HSVP
ore 5) it becomes evident that market intervention has brought
ot a remarkable stability in SVP. The same is also brought out by
ginstability indices. They are 15.02 per cent and 38.57 per cent

' SVP and HSVP respectively.

It may be concluded that the intervention by the Coffee Board
marketing of coffee has not only stabilised the producer

of coffee but also the total earnings of the coffee

rs.

of Coffee and the Cost of Administration

‘As already indicated market intervention by the Board involves
for running the administration of marketing and transport,
age, and other changes. One of the ways of analysing such costs
:computing the producers’ share in the consumers’ rupee. There
le problen in computing such a ratio in the case of coffee
lse the difference between the sales value of coffee and the
it to the grower consists of three broad heads: (i) total
Bting cost; (ii) taxes, 1levies and cess going to the

; and (iii) remuneration to growers on account of
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commission and curing charges. The share of taxes in the @
cost of administration shows considerable variation dependingill

the rate of tax charged and this affects the computed margins

As 1s well-known, one of the ways governments interveilll

agriculturai commodity markets to stabilise prices is by imp_.
a variable tax - high rate during high prices and lower rate dunll
low prices. In India, this has not been done very efficientlymm
tax both on internal sales and exports )has been an absolute a2l
per quintal which has not varied over long periods. The cenflim
excise duty for arabic variety of coffee which was raised to

rupees per quintal in 1972 remained at that level for alnoill
decade. Similarly, the export duty which was raised to 300 rufjj
per dquintal in 1976 remained at that level for a dedill
Consequently, export duty as a percent of export price vall
between 4.95 in 1977 to 15.08 in 1981. Hence, the producers’ sl
in the consumers’ price is not a very good measure to assesi

efficiency of the marketing organisation. The studies

Ramachandran and Ray (1991) and Indira (1993) are subject to till

limitations.

We have computed the share of marketing cost in the #ll
sales value. One of the components of the marketing cost il
administrative cost of the marketing department; its share iill
total sales value has also been shown. As is evident from Tabill

the total marketing cost as a share of total sales value whichll
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around 5 per cent in the 1950s and sixties increased to about 10
per cent in the early seventies. But the eighties have seen a

sharp fall in it; it has come ‘down below 5 per cent.

Table 2 : ghare of Marketing Cost in the Sales Proceeds
Year Share of Marketing Cost Share of the cost of
' Marketing Department
(per cent) ' (per cent)
1950-51 ’ 5.20 0.90
1955-56 5.24 0.66
1960-61 6.46 0.66
1965-66 4.71 0.77
1970-71 . 3.55 0.80
1971-72 10.47 1.34
1973-73 7.46 0.90
1973-74 8.93 0.84
1974-7% 9.84 0.96
1980-81 3.28 0.53
1981-82 3.18 0.79
1982-83 3.51 0.81
1983-84 2.40 1.08
1984-85 5.16 0.91
1985-86 4.63 0.61
1986-87 4,00 0.79
1987-88 5.90 0.89
1988-89 7.15 , 0.77

Source:  Coffee Board, Anmual Report (various issues).
The share of the cost of running the marketing department in the
total sales value has generally been below one per cént. No
perceptible increasing trend can be observed here. The tendency is
one where the share falls when the price of coffee tends to rise
and the share rises when the prices of coffee tends to stagnate.
The rate of growth of the cost of running the marketing department
(in nominal terms) at 13 per cent over 1965 to 1985 is well below
the sum of the rate of growth of production at 4.36 and the

wholesale price in the domestic market at 10.60 per cent. Thus, it
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may be concluded that the rather ‘inflexible’ marketing depa-tmend

has not become an undue burden on the producers.

6. Production, Export and Prices of Cardamon

Cardamom has many similarities with coffee 1in terms of
production and export characteristics. But in the product market
there are significant differences. In the case of cardamom primary

sale is through the auction centres.

Cardamom like coffee is sensitive to weather conditions. The
production of cardamom showed an index of instability of 23.07 per
cent and the annual growth rate itself was only 1.99 per cent
(Table 1) The period considered was 1964 to 1989. The export of
cardamom during the period did not show any trend. The average was
1619 tonnes and the coefficient of variation was 50.05 per cent
The export price of cardamom in rupees had increased at the ratgw
7.55 per cent and the average auction price at the rate of 7.20 per
cent. The {hstability index was 37.08 per ceht for the auction
price and 32.83 per cent for the export price. It is instructiw
to note here that the export price instability for coffee ﬁ(
cardamom were more or less comparable but the average auction pric
of cardamom had aéjinstability index of 37.08 per cent which is

almost double the instability index of the producer price of coffee

at 21.00 per cent.

In the case of coffee the producer price does not show an
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istematic variation across lot sizes; for comparable varieties and
gdes the small growers and the large obtain the same price.3 In
M case of cardamom the price realised for lots of different sizes
re different. We quote from an earlier study of ours:

"Ags vegards the price obtained in the auctions by
the different lots, the study by K.J. Joseph (1985) shows
that there existed a positive relationship between lot
size and average price. The average price obtained tends
to increase with the increasing lot size. The price
obtained by the largest lot is 12 to 87 per cent higher
than that obtained by the smallest lot, depending upon
the season and year of sale" (Nair et.al., 1989, p. 30).

kcomplete the picthre, the relationship between price and quality
40 needs to be estimated. The estimated relationship between
fce, quality (quantified as weight per volume mneasure) and
intity of the lots showed that price was determined both by the
Elity of the product and the lot size._. What is of significance

'}the importance of the two explanatory variables. We quote from

eph (1985):

"The partial correlation coefficients show that,
while 68 per cent of the price variation is explained in
terms of quality in the peak season, only 32 per cent of
the price variation is due to quality in the slack
Sseason. On the other hand, in the peak season quantity
varlation accounts for only 6 per cent of the price

variation, whereas it increases to 42 per cent in the
slack season".

s, lot size explains a significant part of the variation in

£es obtained at the auctions. The price discrimination against

8 of smaller sizes is sharper in years of higher production,

The price obtqined by the small growers are different
from that obtained by the large growers.
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In the case of coffee, the modalities of sale does not exi
any size class of producers. But in the case of cardamon,
small producers are practically excluded from the aucti
Joseph’s study showed that the share of small lots (lot size b
20 kg.) in five years from 1979-80 to 1983-84 was less thané
cent, except in 1979-80. Data collected from the producers i
showed a similar pattern. We quote the conclusions of an earl

study:

“On the whole, it is seen that planters owning less
than 7.5 acres do not make use of the auction centres.
Further, most of the sales from the lower size classes
are to local traders, part of which is in the form of wet
sales. And the price obtained on wet sales is less than
65 per cent of the price obtained at the auction centre'.

(Nair et al., op.cit. p. 89).

On the whole, the auction system in cardamom excludes
small producers and the price obtained by the smaller producex
also significantly 1lower ¢than that obtained by the la
producers. Such discrimination is not to be found in the marke

of coffee. 'Y

7. conclusion

It may be seen that the producer price of coffee has &
remarkable stability unlike the auctjions price of cardamom bet
which depict comparable productien and expert characterist
Producer price stabilisation in goffee has been achieved by
total control exercised by the Ceffee Board on the stocks
release in the domestic market . Stabilisation of price hasi
brought about remarkable stabiligy in incomes. Coffee also hit

18



listinction of uniform producer price realisation- but for the
iifferences in grade and variety - which is unlike cardamom where
there is a systematic discrimination against small producers. The
tetal marketing cost incurred by the Coffee Board or the
irinistration cost of the marketing department has also not shown

iny significant increase over the last 40 years.

The stabilisation of the producer price and income of coffee
aind the consequent reduction in risk to producer - Newbery and
ftiglitz’s conclusion - has had its impact on investments in
production. As already seen production of coffee has shown a
steady increase over the years which 1is accounted for by area
wpansion and significant gains in yield. In contrast, production
of cardamom has shown very low growth rate and insignificant gains
in yield.

The Coffee Board is also often criticised for the split
pyrents it makes to the growers. Here it is pertinent to note that
" The quality of coffee is but imperfectly related
to the observable attributes of the coffee bean,
i.e.its colour; only when the bean is processed and
tested "™in the cup" can its quality fully be
determined" (Bates, 1981,p.76). -

In such a gituation one of the market 1like solutions is split

payments and it has nothing much to do with the marketing

erganisation P€E€
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