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The gap betwsen demand and supply of sdible oils in India has been
widening over the years and have resulted in rising prices of edibls
oils lﬁ; 127, This paper illustrates the working of intermsdiaries
in terms of quantities handled, costs, margins, and working espital
in various stages. It also looks at the role of marketing in the
intensive development of norm-traditional sources of oilseeds in the

coming years.

SACKGROUND

Oillseeds occupy an important place in ths Indian economy and
contribute about six percent of India's Gross Matianal F~. ot anc
nine percent of value of all agricultural commodities. In 193283,
the net per capits availability of edible oils including vanaspati was
5.6 kgs while the bare minimum has been placed at 6.57 kg /19/. Uhile
the demand for edible oils has ranged between 34 and 35 lakh tonnes,
indjgeneous production has been fluctuating between 24 and 27 lakh
tonnes, leaving a gap of about 10 to 12 lakh tonnes. To bridge this
gap the country is forced to import and spends about Fs. 600 to Hs. 700
creres of foreign exchange every year. According to the sstimates
made By various agencies the projected demand ranges betwean 57.7 and
81.2 lakh tonres in 1995-96, When the demand estimates are compared
with the projected supply estimates, we find that the gap ranges
betwean 13.2 and 13.7 lakh tomnes in 1995-96 and 36 lakh tonnes in

Paper presented at the Symposium on "Oilseed Production and
Utilization * Constraints and Opportunities”, organized by the
Hindustan Lever Research Foundation at the India International
Centre, WNew Delhi, September 7-8, 15B4,



AJD, 2000 as shown in Table 1. This indicates that at least to the
year A,0, 2000 ve are likely to oparate in a situation of acuts

"scarcities of edible pils,

At tho sametime technology for increasing production is available
with R & D Institutions /2, 5, 11, 19/. It is a guestion of facili-
tating the diffusion and adoption of this technology by the farmerse
In this context, the remunerative price becomes a crucial factor.

To understand the price realization by the farmers, we need to look

at the price spread and functioning of the intermediaries,

MARKET ING CHANNELS AND THEIR OPEAATIONS

To study the role of market intermediaries, their gross and net
margins, and working capital reguirsments, we look into the case of
groundnut which is the most important cilseed and accounts for about
3 percent of the arsa under oilseeds, S0 percemt of oilsecd produc-
~tion, and 55 percent of all edible oil production gﬁ} 1§52 The averags
-yield of groundnut in India is very low being only 867 kp. per nectare
compared to that of 2050 kg, per hectare in the U.S.R. 2, 3, 1587
The oilseed growers in India face tremendous uncertainty becauss of
cultivation in unirrigated lands under rainfed conditions. It was
found that production cost per hectape ranges between Rse 2,848 in
Maharashtrs and Rs. 3,329 in Gujarat for ths kharif crope In the
case of summer crop which is very prominent in Meharashtra, the cost
per hectara ranged between Rs, 6,179 in 1989~82 and Rs, 4,564 in
1982-853. Purchased inputs range betwesn 20 and 42 percent of the total
cost of production psr hectare for the kharif crop and Rtuwesen 23 and
27 percert for the summer crop /15/s The difference in purdhiased
inputs is hainly because of involvament of Ffamily labour in thes summer
crope The cost per guintal of groundnut ranges betwzen Rs. 396 and

i:ge B15 in kharif, and between Rs. 467 and Rs. 399 In summers

To understand the marketing system in groundnut seed and

groundnut oll, we have to look inteo their marketing channals.



Table 1

Lomparztive Estimates of Demand and Supply of Edible Dils

{in lakh tonmnes;

wrm - e g iy [ -

LVMCAER L. STUOY GROUP . . . TATA COMSULTAMCY .. _QTA* .
Maximum Supply faximum Demand Supply Gap Maximum Gap with Gap with Demand Supply Gap
demand gap demand  NCAER Study 2 2.5%
. supply Group growth
data supply in
data pational
———rn — : R inpome .

1982-83 37.0 26.7 1C.3 1.4 34,1 7.3 36,7 10.0 2.6 - - -
198586 42,3 28.9 13.4 47,0  3B.4 8.6 44,0 151 5.0 44,45 30,2 1442
1990-91 53,49 32.9 20,2  57.8 46.9 10,9 58,8 26,9 12,9 55.7  33.4 22,3
1995-96 66,7 37.9 2B.8 71.3 58.1 13.2 B1. 2 43.3 2341 69,8 ‘53641 337
2000 A.D - - - - - -~ - - - 87.5 5145 36,0
Source ¢ NCAER [ﬁé? and U.K. Srivastava 15/

* OTR = Dil Technelogists Association



Mgrkatinq,ﬁhanﬁel in Groundnut Seed

The trade in groundnut seed performs the functions  of assembly,
transportation, broking, and rarely storage in moving the produce to
the mills /15/. The marketing channel differs somewhat from state to
state £T§7‘ by and large the channels in operation are shown in

Figure 1.

i; Uiliagg_Trader: The village trader procure from the farmar at the

farm itself. All the marketing costs ars borng by the trader. Somet imes
the farmer gets a loan from this trader. Payment fn the faroer is made
after the produce is sold in the market. Those tradens sooebimes sell
directly to the miller or sometimzs through a commission agent 1?; é, g&i
A astudy by Ranade, gt. al. /10/ estimates that the trader incurs about
Rs., 12.34/quintal in the process.

ii; Commission Agent: The commission ranges between 0.75 and 1,00
percont of the total value of the pods. Transportationkcharges from
fhs farm to the market are borne by the farmer and from the market to
the mill Ey the miller. In the regulated market payment to the fFarcmer
is made on the sale day itself. The commission asgent is supposed to

recover the proceeds from the miller within three days.

iiij Broker: In some of the states the processors or the wholesalars
recruit some wiholesalers to work as their brokocrs in purchasing groundnut
seeds. They dirsctly purchase secds from the farmers on behalf of

these psople. Generally brokers purchase sseds from the farmers on

Janghad system.

iv; Direct Sales from Producer to fliller: In a direct sale to the
miller prie is not fixed at tho time of sales is made. Un a mutual
agreed date by the twe parties, price is fixed and sale is recorded at
that time only. The payment tc farmers, thersfore, is made when the
sale is recordod on a mutually agreed date as per price prevailing on
that days This is known as the 'Janghad System' in Gujarat and in a
fow other states. Direct sales to the miller, however, acecount for

vary small proporticn of tho sales.



TVILL&GE TRADER

%

|

BRUKER

fmmmmmem J

L

L

WHOLE SALER

¥

COUPERAT IVE

]

3

t AT R

L

PRIVATE MILLER

STDPCAATIVE MILL

Soypet Ueke Scivastave [18/




V) Saleg through Cooppratives: Sales tbrough cooperatives iz yet to

become popular, The share of tho cooperatives is around 3.67% in
Gujarat, and 0,04% in Tamil Nadu. The cooperatives acts as a comissign
agente In this system farmer has to pay less commissicns Transporta.
tiocn, loading, ard unloading expenses are borne by the farmer who is
paid aftor the produce is sold, Cooperatives somotimes supply inputs

to members on credit iii}t

The following are the specific features of tho private interme—
diaries segment of the market: i, the intermediarios deal ia not only
groundnut, but also other ollseeds and grainzy ii; most of Lk
intermediaries perform assembly, trsnsportetion, and other services to
broking and wholesale functions, It was observed that often a miller
amd/or a commission agent is also a large Farmor handling not only hisg
produce but alss buying the produce of other farmers, Thay are compen-
satad for the number of functiong they perform; and iii, intormedisrios
as well az cooperative mills do not perform the storage functions which
are undartalen by the farmers or by othors at tho cost and risk of
farmers {8s in the Janghad System}s. If intormodiarios provide any

fimance to the producer they are compensated for this function also.

Marketing Channel for Groundnut Dil

After roviewing the marketing channols of groundnut saeed we now
look into the market ing chanmels of groundnut oil which is mainly routed
through millers/refineries. The channel is 3 millers/refincrics —
wholegalers =~ potailers — consumors (Figure 2je The bulk of oil
which is only filtrred goes through tho brokers, wholesalers, ratailers,
ari consumers for sale within the state. For outstation sales the
channel is : broker — commission agent == uwholesaler —~ rotailer —
Consumers ES. 14, 17, 217-

i}  Srokep: The broker's share is Rs, 35 por 500 tins (95.9 kg tins)
from both the parties. Minor variatiaons axist in brokerage charge from
state to*state,
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ii} Commission Agent: The major portion of oil is sold through

commission agents. The major percentago (about 70 to 80 percent. of
businoss is done on Hundi. The commission agont gets about 70 paise

per tin from the buyar.

iiiy ﬁiﬁﬁi&ﬁﬂéﬂ? The wholesaler buys groundnut oil either directly
from the miller or through commission agent/broker and in turn sells
to another intermediary or to the final user. An average wholesaler
handles about 10 te 15 tonnes of groundnut oil per day and the working
capital requiremcnt is around Rs. 2,50 to 3,50 lakhs. They normally

handle othor oils also. Therefore, their actual working capital

requirecment excecds this amount .

iv, Retailer: Tho retailer deals in many oils. Tha sharc of
groundnut oil does not excecd 20 to 25 percent., The rctailer gets
two percent of the rotail prico as gross margin. in some casec he

also gets Rse 2 per tin as commiss ion from the wholesalers.

The length of the channel and the numoer of the functionarics
do not affect tho roalization of the miller or the price to the
consumer. This is mainly bocausa tho market charges are based on

the functions.

A standard tin is trecated as e commodity. Therc is speculation
as in any other commodity. Satta is a contract for futurc deal in
which no physical sale or delivery is involved, Satta contracts are
usually for a period of one month which can be rencwed and the renewal
is called 'Badla'. In some statos Satta is dono on a fairly organized
line, For cxample, at Rajkot in Gujarat, the Satta bazar operates
only through the dalal {agent, who gets 50 paisoc for a 'Tukda'

{100 tins of oil;., The Satta pricc is known as Tum=Tum's

Tha share of various intormediarics and farmers in groundnut
systom is shown in Tables 2 & 3. It will be obsorved from Tabls 3
that whsn we include family labour, deprociation gtc. the farmer has
a negative nct margin at about Rs, 4,60 for onc kge of oil, but whon
wo take into account only purchasod input costs he gains about

Rs, 6.98 por onc kge of oil.



Jabls 2

Porcentage Share of Intermediarics and_the farmaors poer
Rupga Spent_on 031 by Consumer {on Retall Peice,

T —— o A Bk | P S et T 4 i B

BRIE SPREAD AMONG THE INTERMEDIARES

Farmer's __ _ o . —

share Total Hetailer's  Miller's Ltholasaler's

share share {groundnut sa

. — T s -« R—
1962--63 £1.00 35,00 12+ 50 164 50 1C.00
1963=64 53,39 46.61 9,56 1. 352 164 33
1964~65 50, 20 41,72 7424 23.70 ~A0&60
1965-.66 51,93 46,07 Te 71 26453 13.03
1966567 656,75 33,25 0.50 27+ 6C 3015
19668 64.20 35.30 12472 | 21.00 2.87
1968~69 51.76 48, 24 0,15 25. 10 . 14,90
156 970 56,36 43,64 0,01 25.44 . 9,35
1970=71 624 67 37.33 10.67 25. 11 1.56
197172 50.06  41.94 9. 46 23.07 0.06
1972~T3 31.45 48,55 743 21.05 19,07
1973-74 57,83 42,17 8476 26,52 6489
1974~75‘ 64,79 65421 9,68 24412 1.40
1975=76 57, 26 42.74 Ba32 29,36 5,06
197671 52,35 47.65 8,32 33.74 5 59
197778 62.45 37.55 7.01 26451 3,23
1978~T79 52.38 47.62 8466 23.79 10417
197980 59,71 40, 29 7.92 29.47 2450
1980..81 52.67 47.33 5484 32413 9,36
Avaraga 57.70 42430 .87 25a 27 B.16

PR S

- .

Sources S.R. Narappanavar and V.P. Bharaduwaj th;}i
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Table 3
Costs and Marging of the Intcrmodiarios
{Unit : Rs.,/Kg. 0il;
Intermediarios Gross Cost Net Margin
Margin
Farmer 12 71 17.30 ~4 4 68
(5.7) (6498}
- -
Sved trader 2. 54 2.04 0,50
Miller 3.29 Ze 25 yes co
0il trader 1.50 0.80 0.70
0ilcako® 2.87 Z2e 44 0a43

(solvent extraction)

source ¢ U.K. Srivastava /15/

Notgs : 1. Figures in the parontheses are tho cost and margin
of only purchased inputs.
2, * Tho figurss are for one kg. of oilcakec.
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Among trade intcrmediarics tho miller gets the highest net margin
which works out to be Re, 1 por kg. of oil, Tho seed trader gets a
net margin of Rs. C.50. In the casc of the oil trader ths net margin
is Rs. 0.70 per kg. of oil, and the solvant oxtractor gets a net

margin of Rs. $.43,

working Capital Tied—up in ths Trade in Groundnut Sccd
Production and Trade in 0il

Working capital tied-up in the product ion comes to Rs. 766,50
crores which accounts to Rs. 1.35/kge of scod and Rs, 4.83/kg. of oil
/15/. The break—up of crop loan to farmers for groundnut production

is not available in the Basic Statistieal Hgturns published by the

Reserva Bank of India. But bascd on our discussions with the
knowlecdgeable persons, we could find that tho percentage of bank
finance {crop loan, available to farmers compared to their total roqui-
rerent is not substantial. Moreover, working capital ticd-up with

the faermer is maximum in comparison with other intermediaries as

shown in Figure 3.

Coming to trade in sged, proossing of secd for oil and caka,
and markcting of 0il, we find that Rs. 84.06 crores is tied-up. If
one looks at thc average production and quantity handled by for the
years 1978-79 to 1960-81 working capital tiedwup comes to 17 palse
in terms of por kg. of seod, and 66 paise in terms of oil. The rela-
tive idea of working capital tied in one kg. of sced and oil in tho
entire system is presented in Figurc 4. Tho total bank finance for
groundnut secd and oil accounts to about 17.01 porcont of the monay

used by tho trade aftar the seed has becn disposcd by the farmers.

This clearly indicates that very liberal finance to farmers must
bo mado available to facilitate higher yields and production of
groundnut ZE§7. It is hore that the non~availability of bank finance
makes a major difforence in torms of net margins. At the samctimo if
‘the farmar has sufficiert financial support, he can sell the preduce
dircetly to the millers or cooperativo societies. foreover, similar
facilitiss and mode of financing should be mado available to the

farmers cngaged in cultivating other oilsoocds.
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If stops aro not taken by the trade to ensure romuncrative prices
to farmers, morc and more govaernment intervention may follow. 1t may
take various forms such as direct contrels {price and non—-price,, furthor
curtailment of credit facilitics to private trade and processing, and

encouragement to cooperative oilsced marketing foderat ions,

ROLE OF PROCESSING AND MARKETING IN FACILITATING
PRODUCT ION ENHANCING EFFORTS IN FUTURE

Since a remuncrative price is thoe kay to adoption of improved
technology package, we have to oxamine ways to onhance the capacity of
trade to give such a price to farmoers. This scection oxamines ways to
do so in the context of non-traditional ocilsceds. Some of the
constraints in the promotion of non-traditional oilscced arc given in
Table 4. It is shouwn bclow that sgveral of those constraints can ba

overcome if market pull is gonerated,

Rice bran oil is known to be onc of tho boest edible oils containing
poly-unsoturated fatty acids and phonolic compounds which arc knowh
to Hévc an effect in louering cholestorol scrum lovels In spite of
its oxcellent proportics as an odible o0il, we hava not been able to
produce large quantitics of edible rice bran oil due to certain
infrastructural and tedhinological constraints. But cven if tho techno-
logy is madc available and other constraints are overcome, it will |
need considerablc marketing promotional back--up to mako it remuncrat ive

to odible eoil pfocossors Z}Z, jégt

For soyabeans suf ficicnt efforts arc required to produce value
added products, Approximatcly 80 percent of tho defatted scyaboan meal
in India is mostly boing exported as cattlefood whereas it can be
processed into various high priced products such as soya protein
concentrates, isolates, soya milk, and toxturized vegotabla product s.
This product—mix will not only serve as a potential source of protein
but also onable the processors of soyabean to got etter net roturns

which in turn can be passed on to the farmers.



Tabls 4

s

| e B P e e B0 o S b R 1o

Namg of the oil Constraints
Rice byan cil i, Availability of low free fatty acid rice bran in
_ adequatc quantity.
ii; Proper stabilization facility for rice bran at milling
stage.
iii) Appropriate refining tcchnology.
iv, Edible il for cooking medium neods promotional
back—up.
vi Intensify conversion of hullur mills to sheller and
modern mills.

TS

Soyabean oil i; Land under cultivation for soyabean to be incroasod.
ii) Soyabsan varicty produced should have lowest possgible
lilolenic acid,
iii; Soyabean byproducts such as protein concentrates,
texturized vegetable products ete. should be produced
to the maximum possible extent.

Sal fat and Forost oilseeds collection should be intonsificd as
fMohwaah their potontial is &s high as fiftoen million tennes.
Maize oil Maize germ oil has potential of twonty-one thousand

tonnes per year. Honce, nocds promoticnal back-up for
consumar acceptance.

Dhupa, Kusum, All thesc scods have high oil comtont and aru being

Kokum oilscuds used for medicinal purposcs and cosmeties. Hence, tho
production should be increased to tho cxtent possible.
Collcction of secd possess problem.

Palash, Pilu, The pils derived from those sceds are cxcellunt for
Pisa oils tho soap makings The ecollection of thesc sceds
should be done to the maximum oxtont.
Wator Molon Sced The oil content is 43.1 (average, and can bu used
0il as cdible pil comparable with sunflowor oil. Honca,

offerts should bo mado for collecticn of watcr melon
stucds.

- - A A AR A W AR R AL W B 8 T A e G A
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Market demand abroad for confectionery fats at remuncrative
prices led to succossful research ta make sal fat as cocoa hutter
substitute., This has not only helped in earning forzign oxchange but
has created vast intercst in other neglected cilscedse Hence, we
should find out remunerative marketing areas fTor other less known

oils so that they could be usefully exploited 1757.

The production of non-traditional oils such as sal fat, mango
kernol fat, karanjia, kusum etc. can be enhanced considorably if the
processors and trade can help in organizing a colloction system for
somz of the oilseeds. In the case of rice bran oil a remuncrative
price for rice bran will act as an important incontive in modernizing
the rice mills making additiomal rice bran available for extraction.
In the case of soyabean, utilization of byproducts down the line

will improve tho total value added.

1t should be roalized by the trade that additional material for
oxtract fon is in thec interest of all - farmers, trade, processors

and CONSUMOTS,.
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