Co-oper ative Per spective July - September 2021
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Commercial Cropsof Keralawith Milk Prices
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Abstract

Prices of different agricultural products play a major role in
deciding cropping pattern and production of crops. Unless the farmer
is not guaranteed remunerative prices, he will not have incentive to
produce. Recognizing the importance of ensuring remunerative prices,
the practice of declaring minimum support price(MSP) for different
crops in advance before the start of the sowing season has been in
vogue in India since the introduction of Green Revolution in late
1960’s. Real benefit to farmers will accrue only when they actually
get the declared assured minimum price and for this to happen active
presence of public procurement agencies (PPA) through effective
market intervention is necessary. Even though government of India
announces MSP for 22 different crops, the benefit of the scheme is
not reaped by the farmers uniformly across crops and across regions
in the country. Overall, the benefit of MSP is confined to major food
crops like wheat and paddy and that too the benefit is confined
mostly to farmers in states like Punjab, Haryana, Andhra Pradesh
only. The results for other food grains- pulses and oil seeds are rather
mixed and success is mainly dependent on the initiative taken by
individual state governments.

While intervention by PPA's depends on the political will of
governments, farmers own proactive initiative in developing
Institutions including Cooperatives could be the best solution in
assuring remunerative prices on a sustainable basis in the long run.
AMUL in Gujarat and its clones in different states are classic examples
of farmer-owned and farmer-managed cooperatives ensuring fare
and remuner ative pricesto dairy farmers over the past many decades.
Further, these dairy cooperatives by creating required backward and
forward linkages control the value chain of milk and thereby arein a
position to influence the market price through the supply side. The
relative stability of milk prices in the country can be attributed to
the impact farmer-owned institutions like dairy co-operatives are
able to exercise over the market. Lack of such farmer-owned
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institutional arrangement is perhaps the main reason for the price
volatility observed in respect of most other crops including commercial
crops in the country.

The present work attempts to test the above assumption that
farmer-owned and farmer managed institution like a cooperative is
the best guarantee against price volatility in the market by comparing
the empirical data, spanning 17 years from 2001-02 to 2017-18, on
the prices of some select commercial crops with that of milk pricesin
Kerala. The commercial crops covered include coconut, rubber,
coffee, tea, cardamom and cashew nut. While coconut and rubber
are under MSP, the prices of remaining four crops are determined
solely by market forces. The study conclusively reveal that milk prices
have displayed greater stability in comparison with other commercial
crops of the state, with both crops enjoying price support and those
crops having no such price support. Interestingly, the threetier dairy
cooperative structure in  Kerala has achieved what they have with
their combined procurement accounting for only 11.34% of the total
milk production in the state. Based on the above finding, the authors
recommend for replication of AMUL Model to other commercial crops
of Kerala with necessary modification for ensuring the benefit of
stable price support to the farmers.

Keywords : Farmers, Dairy Cooperatives, minimum support price,
Commercial Crops

1.1 Introduction

Prices of different agricultural products play a major role in
deciding cropping pattern and production of crops. Unless the farmer is not
guaranteed remunerative prices, he/she will not have incentive to produce.
Recognizing the importance of ensuring remunerative prices, the practice of
declaring minimum support price (MSP) for different crops in advance
before the start of the sowing season has been in vogue in India since the
introduction of the Green Revolution in late 1960's. Real benefit to farmers
will accrue only when they actually get the declared assured minimum
price and for this to happen active presence of public procurement
agencies (PPA) through effective market intervention is necessary. Even though
the government of India announces MSP for 22 different crops, the benefit of
the scheme is not reaped by the farmers uniformly across crops and across
regions in the country. Overall, the benefit of MSPis confined to mgjor food
crops like wheat and paddy and that too the benefit is confined mostly to
farmersin afew states like Punjab, Haryana, Andhra Pradesh etc. The results
for other food grains- pulses and oil seeds are rather mixed, and success is
mainly dependent on theinitiative taken by individua state governments.
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While intervention by PPA’'s depends on the political will of
governments, farmers own proactive initiative in developing Inditutionsincluding
Cooperatives could be the best solution in assuring remunerative prices on a
sustainable basisinthelong run. AMUL in Gujarat and its clonesin different
states are classic examples of farmer-owned and farmer-managed cooperatives
ensuring fair and remunerative pricesto dairy farmers over the past many decades.
Further, these dairy cooperatives, by creating required backward and forward
linkages control the vaue chain of milk and thereby are in apostion to influence
the market price through the supply sde. The rdative stability of milk pricesinthe
country can be attributed to the impact farmer-owned ingtitutions like dairy co-
operatives are able to exercise over the market. Lack of such farmer-owned
inditutiona arrangement is perhgps the main reason for the price voldility observed
in repect of most other cropsincuding commercid cropsin the country.

The present work attempts to test the above view that a farmer owned
and managed institution like a cooperative is the best guarantee against price
volatility in the market by comparing the empirica data on the prices of some
select commercid cropswith that of milk pricesin Kerala

1.2 Sudy Objectives

In the light of the chosen task in paral.1.3, the present study proceeds
with the following specific objectives.

a) To collect empirical datafor the period 2001-02 to 2017-18 on milk
prices and prices of such commercia crops of Kerala like coconut,
rubber, coffee, tea, cardamom and cashew nuit.

b) To analyze the data on each of the above said commercial crops for
understanding price volatility in both seasona and secular.

c) Tocomparethe pricesof the said commercia cropswith that of milk to
draw lessons on long term price stability of agricultura products.

1.3 Methodology

1.3.1 Empirica data for the present work is collected from officia sources
like Kerda Economic Review (different volumes) published by the State
Planning Board, websites of Coconut Board, Rubber Board, TeaBoard
and Coffee Board. For reasons of convenience, the study period is
limited to 17 years from 2001-02 to 2017-18. Statistical tools like
index numbers, compounded annud growth rate (CAGR), coefficient of
variance (CV) etc, are used for anadyzing and comparing the data.

2.1 PriceTrendsof Some Select Commercial Crops of Kerala

Interms of objective 2 (a) and 2 (b) data on the prices of sdlect commercid
crops of Kerala-coconut, rubber, coffee, tea, cardamom and cashew nut is
collected and analyzed and results are presented in Table 2.1. An attempt is
madein the following paragraphs to draw inferences on price trends of each of
the commodities chosen for the studly.
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Rubber pricesin the state have increased fourfold from 3228 per gntl
to 12981 per gntl (col. 2a) between 2001-02 and 2017-18 (CAGR 8.40%).
The rate of increase in rubber price however is not uniform-prices have
increased at a CAGR of 18.99% between 2001-02 and 2006-07 (period 1),
at 11.11% between 2007-08 to 12-13 (period I1) and at (-) 4.80%
between 2013-14 and 2017-18 (period. Il1).After steadily increasing,
rubber prices reached a peak of Rs 20805 per gntl in 2011-12 but have
shown a secular decline thereafter. In fact govt. of Kerala started intervening
in the market from 15th October 2014 onwards by offering a support price
of Rs 17600 per gntl for RSS 4 rubber and for this purpose appointed
Kerala State Rubber Marketing Federation, State Cooperative Marketing
Federation and Rubber Producers Societies as the three designated nodal
agencies for procuring rubber from the market at the support pricel.
A budget provision of Rs 10 crores was made for this purpose .The support
price schemeis continued by the succeeding L DF government, which has fixed
the support price as 15000 per gntl2.However,the market price figuresin the
above mentioned period 111 have consistently fallen way short of the declared
support price. The support price scheme is rendered somewhat ineffectual as
adeguate budget provision is not made commensurate with the quantum of
rubber production and to further compound the problem, the government does
not have sufficient funds to compensate the farmersimmediatdly of the difference
between the assured support price and the actual market price. It is observed
that the time lag between the date the farmer sells his product to the authorized
dedler at the current market price and the actual date on which the differential
price (between support price and market price received) is credited by the
government to the farmers bank account could stretch from 5 to 6 months.

As regards seasonal variations in rubber prices, the maximum prices
have been recorded in any one of the three months —August /September/
October every year. While no definitive conclusion can be drawn with regard
to the minimum prices (col.2b). Overall, seasonal volatility in rubber prices
is quite high (column 2c) ,the average variance being 13.81%. interestingly,
highest seasonal volatility in rubber pricesis during period | (avg. variance
16.79%) and incidentally as we have seen earlier this period recorded
the highest CAGR in rubber price at 12%. While average variance recorded
in period Il isashade lower at 15.92%, minimum average variance is recorded
in period I11 at 7.71% and this period also happens to be the one showing a
negative CAGR of 5% in rubber prices.
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Coconut prices have increased by nearly 4.2 times from Rs.340 /
thousand nuts to Rs.1428 / thousand nuts between 2001-02 to 2017-18,
recording a CAGR of 8.67% (col. 3a).However, the CAGR figures are quite
uneven, recording growth rate of 5.63% ,8.39% and 2.63% during period I,
period Il and period 111 respectively. Thus, there has been a significant
secular increase in coconut prices over the years with the upward trend
picking momentum from 2006-07 onwards even though the prices are
somewhat plateauing in recent years. In fact, the above development is a
matter of great joy for coconut farmers of the state for several reasons. For,
Keralano longer enjoysthe monopoly position in respect of coconut production
it once enjoyed, as states like Tamil Nadu, Karnataka and Andhra Pradesh are
catching up and even out-paced Keralain terms of coconut output3. Secondly,
soap and vanaspathi producers and even consumers (in Kerala) have a host of
edible oilsto choose from like palm oil, sunflower il etc and need not depend
on the use of coconut oil only for cooking. Despite these structural changesin
demand and supply of coconut oil market in the country, the fact that coconut
prices show a secular increase is a matter of great satisfaction and relief.
The one factor that has contributed to this happy situation is the consistent
policy of the central government to declare support prices for all oil seeds,
coconut included, with aview to encourage oil seeds output in the country and
reducing imports. For instance, between 2008 and 2018 the support prices for
ball copraand milling copra have been increased respectively from Rs3910/gntl
and Rs. 3660/gntl to Rs. 7750/ gntl and Rs. 7500/gntl5.

As regards seasonal variations in prices of coconut is concerned,
no definitive conclusions can be drawn asto which period of the year the prices
will either peak or fall, though tentatively one may conclude that prices will be
at itstrough generaly during the months of June and July (col.3b). Aninteresting
finding is that despite support prices, seasonal price volatility of coconut is
quite high as revealed by the high figures of both the range values (col.3b)
and C.V (col.3c). The average variance in coconut prices during the study
period is 11.86 %and the figures were higher than the averagein 7 out of the 17
years covered in the study. The average variance figuresin each of the three
periods respectively are 10.23 %, 11.64 % and 14.09 %. In other words,
these figures only reinforce our conclusion that seasonal variability in coconut
pricesis sgnificantly high despite the support prices declared by the government.
One of the factorsfor this situation could be that the facility of support price
may not be available throughout the year and may be restricted to limited
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periods during the year. Such implementation of price support schemes could
generaly end up favoring traders than the actud farmers.

The price of coffee has more than doubled from Rs 28.54/ kg to 62.14/
kg between 2001-02 and 2017-18, the CAGR being 4.71 %. The rate of
growth during each of the three periods are 15 % (in period 1),-2.36 %
(in period I1) and 2.8% (in period I1I) (cl.5c). The low growth rate in
coffee prices could easily be attributed to local climatic conditions, international
market situation influenced by demand and supply. Unlike rubber and
coconut, there is no price support policy for coffee and other crops that are
covered under the present study and the growers of these crops are required to
bear the brunt of market forces.

Asin the case of coconut, no specific seasonality can be attributed to
the highs and lows in coffee prices during a year (col.4b).The average
price variance of coffee during the study period is 10.22%, the variance being
the highest during period | (16.57%) followed by period Il (10.27%) and
period |11 witnessing the least average variance at 2.53 %(cl. 4c).

The price of tea has more than doubled from Rs52.21/ kg to 121.36/ kg
between 2001-02 and 2017-18, the CAGR being 5.02 %. The rate of growth
during each of the three periods are 4.5 % (in period 1), 4.6 %( in period I1)
and 4.09% (in period I11)( col.6a).

The average price variance for the whole period is 6.01 %, the price
variance in period: 7.49%, period 11: 5.11 % and period I11: 5.31% (col.6c).

Thepricesof cardamom hasjust increased by 1.5 timesfrom Rs 623/
kg to 963/ kg between 2001-02 to 2017-18, the CAGR being 2.56 % .The
rate of growth during each of the three periods are -10.82 % (in period I),
5.04 % (in period I1) and 7.4% (in period 111) (col.7a).

The average price variance for the whole period is 19.11 %, the price
variance in period: 21.78%, period I1: 16.44 %, and period I11: 19.10% (col.7c).

The prices of cashewnut increased five times from Rs. 2569/gntl to 11779/
gntl between 2001-02 and 2017-18, the CAGR being 9.2 %. The rate of
growth during each of the three periods are -0.69 % (in period 1), 8.9 %( in
period I1) and 12.88% (in period I11) (col.8a).

The average price variance for the whole period is 17.82 %, the price
variance in period: 22.13%, period I1: 18.32 % and period I11: 12.06% (col.8c).
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2.2 Comparison between Milk Value and Values of some selected
Major Commercial Cropsof Kerala.

After analyzing the price trends of some major commercial crops of
the state, those with some price support policy and those which are smply
left to the mercy of market forces, we now come to the crux of our basic
premise/ belief that the best guarantor for ensuring steady prices of aproduct is
to have an indtitutiona arrangement which iswholly farmer-owned and farmer-
managed. We proceed in this section to empiricaly test the veracity of our belief
and the results are presented in table 2.2.

With base year 2001-02 as 100, the growth in index numbers of value
of production for the year 2017-18 is the highest in respect of coconut at 400
(cal. 3c), followed by rubber 374 (Cal.4c), cardamom 338 (col.7c), milk 291
(cal.1c), tea 218(col.6c), coffee 216 (col.5¢) and cashew nut 178(col.8c).

We are, however, not per se interested in the increase in absolute
values of commodities, but are focused on price stability. Here milk value
scores over every other commodity. While milk value in ayear has declined
over milk value of the preceding year in 4 out of the 17 years understudy,
the corresponding figures for coconut, rubber, coffee, tea, cardamom and cashew
nut are 7,6,7,6,7 and 8 respectively. Further in terms of contraction of value,
itistheleast in the case of milk -the figures ranging between -2.25% to -11 %
(cal.2b) - with the average being -7.06%. In comparison, the corresponding
figures of other commercial crops are much higher:coconut-4.39% to -30.32%
and avg.-15.83% (col.3b), rubber -4.12% to -37.46% and avg. -19.04%
(col.4b), coffee -2.32% to -24.86% and avg.-12.62% (col.5b), tea-0.76% to
-24.27% and avg.-11.51% (col.6b), cardamom -0.11% to -34.22% and avg.-
15.84% (col.7b) and cashew nut -1.34% to -22% and avg. -7.33% (col.8b).

Interestingly, there is not much difference in decline in values between
crops having price support and those crops having no such price support.

On amore in depth examination, it is revealed that the years recording
fall in milk value (col. 2b) happens to be the years where milk production
has fallen (ANNEXURE TABLE Cal.8). On the other hand, in respect of
both coconut (col.3b) and rubber (col.4b), the two commodities enjoying
price support during the years recording fall in their value also happensto be
the years where both production (Annexur e Table coconut (col.2b) & rubber
(col.3b) and price (T 2.1 coconut (3a) & rubber (2a) figures have fallen,
pointing to the existence of market ditortion in repect of both these commodities.
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Interestingly, in respect of coffee, teaand cardamom (an - T col. 4b, 5b
& 6b respectively), the commodities having no price support scheme, the
years recording fall in their value aso happens to be the years when
their production has witnessed an increase. True to economic theory, prices
of these three commodities havefallen (T 2.1 cal. 4b, 5b & 6b respectively) in
the yearsfollowing their increased production. On the other hand, cashew nut is
a curious case where both figures of production (an-T col.7b) and prices
(T 2.1col. 7a) have fallen, and this may be more due to international market
Stuation and import policy.

The discussion in the above paragraphs clearly establishes that milk
prices have displayed greater stability in comparison with other commercial
crops of the state, with both crops enjoying price support and those crops
having no such price support. Thus, we can safely conclude that greater
stability in milk value is attributable to the institutional support provided
by the three-tier dairy cooperative structure in the state. Interestingly, the
Dairy Cooperative Milk Federation with the three Regional Milk Unions
have achieved what they have, with their combined procurement accounting
for only 11.34%70n an average (for the period 2001-02 to 2017-18) of the
total milk production in the state. Certainly, the market share of dairy cooperatives
in the state would be much higher than 11.34% indicated above, if we take into
consideration the following two additional realities -one, if we consider the
actual market surplusinstead of total production figures of milk and two, the
figures of total procurement of milk made by Primary Dairy Cooperative
Societies (DCS).In the latter case, primary DCS transfers only around 60-70%
of their procurement to the dairies run by Regiona Cooperative Milk Producers
unions (RCMPU),the balance 30-40 % of milk is sold locally by primary DCS.

3.1 Conclusion

The present study was undertaken based on secondary data. To give
perspective, data on area, production and productivity of major crops in
Keralais presented in Annexure table (An-T). More importantly, the study
examinesthe price volatility of mgor commerciad crops of the state like coconut,
rubber, teg, coffee, cardamom and cashew nut, and compares the same with the
prices of milk, aproduct which enjoys arobust 3-tier institutional framework
wholly owned and managed by dairy farmers. Following are the important
findings of the study.
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3.1.2 The price trends of major commercia crops were analyzed from
2001-02 to 2017-18 in Table 2.1 and the results are summarized below.

Summary Of Table2.1
Overdl period| Period | Period 11 Period 11
Crop (2001-02 to | (2001-02to | (2007-08to | (2013-14to
2017-18) 2006-07) 2012-13) 2017-18)
1. rubber-
a) CAGR% 8.4 18.99 11.11 -4.8
b) CV% 13.81 16.79 15.92 7.71
2. coconut-
a CAGR 8.67 5.63 8.39 2.63
b) Cv 11.86 10.23 11.64 14.09
3. coffee—
a CAGR 471 15 -2.36 2.8
b) Cv 10.22 19.57 10.27 2.53
4. tea
a CAGR 5.02 45 4.6 4.09
b) Cv 6.01 7.49 511 531
5. cardamom-
a CAGR 2.56 -10.82 5.04 7.4
b) Cv 19.11 21.78 16.44 19.1
6. cashew nut-
a CAGR 9.2 -0.69 8.9 12.88
b) CVv 17.82 22.13 18.32 12.06

Source:- Asshownin Table2.1

All commercial crops whether enjoying price support from the
Government (asin case of rubber & coconut) or not, uniformly display high
price volatility even though the figures vary across periods. Without
ingtitutional support, price support scheme isfound to be less effective; thereis
timelag of 4 to 5 monthsin the payment of the difference between the support
price and actual market price received by the farmers in case of rubber,
and the price support scheme is reported to have benefitted the traders more
than farmersin case of coconut. Further, the prices of coconut are influenced
by prices of other edible oils, as both producers of soap and consumers have
arange of oilsto choose from.
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Milk values compared with the values of the other commercial crops
for the period 2001-02 to 2017-18and the results analyzed in table 2.2.
Milk value shows the least variation (-2.25 to -11) in comparison with
every other crop: - coconut (-4.39 to -30.32), rubber (-4.12 to -37.46), coffee
(-2.32 to -24.86), tea (-0.76 to-24.27), cardamom (-0.11 to -34.22) and
cashew nut (-1.34 to -22). On a closer examination, it is established that
inthe year’s milk value has recorded afall, happen to be the years when milk
production has fallen. On the contrary, in respect of both rubber and coconut,
the years recording decline in value have seen decline both in production and
prices. Years of increased production in respect of coffee, tea, and cardamom
have witnessed fdl in their value duetofdl in price.

Milk prices have displayed greater stability in comparison with
other commercial crops of the state, with both crops enjoying price support
and those crops having no such price support. Stability in milk value is
attributable mainly to the institutional support provided by the three-tier
Dairy Cooperative Structure in the State. Interestingly, the Dairy Cooperative
Milk Federation with the three Regional Milk Unions have achieved what
they have with their combined procurement accounting for only 11.34% on
an average (for the period 2001-02 to 2017-18) of the total milk production
inthe state.

Based on the above findings, we may safely conclude that farmer-owned
and farmer-managed institutional arrangements as in the case of the dairy
sector should be replicated for each of the commercial crops. The number
of members and area of operation are to be decided based on considerations
of kinship, economic viability, future plans of expansion and diversification
into value addition activities etc. A blueprint clearly defining the objectives,
activities, rules and procedures governing the role of organization at every
tier asin the case of AMUL/MILMA may be replicated in farmer institutions
to be developed for each crop, abeit with necessary modification considering
the nature of activities. Such afarmer-owned and managed arrangement will
be a better guarantor for ensuring price stability for commercial crops than
any scheme of price support by the government. We hope that policy makers
will think of implementing sustainable long term programs proactively rather
than taking recourse to ad-hoc, short term and knee-jerk reactive solutions.
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