Relative Profitability
from Production and Trade
A Study of Selected Potato Markets in West Bengal

Based on the results of a two-vear market survey, this paper studies the phenomenon of low
prices received by potato farmers in West Bengal even as traders make huge profits. The
paper argues that the differential profit earned by producers and traders, especially large

traders, Is due to the informational advantage enjoved by the lanter and suggesis the formation
of small sellers’ cooperatives to ensure proper flow of information.

Sanpre MiTra, ABHIRUP BARKAR

i
Introduction

well known problem faced by [ndian farmers is that they

often do not ger a fair price for their pooduce, A dispro-
Apnlﬂnnat&ly large fraction of the price consumers pay
does not go to farmers but is appropriated by middlemen and
traders, This problem anses mainly because [armers canoot
directly reach consumers, They have Lo depend on middlemen
of traders to market thedr pooducts,

By definition, traders are agents who buy in one marker and
sell in another, The markets where they buy and those where
they sellare separated either spatially or inter-temporally, orboth,
Anincident of spatial trade takes place when the trader buys from
a producer at the local village market and sells to a wholesaler
in a distant city market. Again, inter-temporal trade takes place
when the trader buys at onc point in tine, say, in the post-harvest
pericd, and sells al another poinl in lime, say, in the pre-harvest
period, In the firse case, the farmer cannot reach the distaot city
market because of the lack of an appropriate network. In the
second case, he cannot hold his stocks from the busy post-harvest
season to the lean pre-harvest season due to immediate cash
requireiments and fack of credit. So, in both instances he has 1w
depend on the trader, who in tuen makes full use of this depen-
dence to reap supemormal profits. OF course, such supemaormal
profits would not be possible if there were sufficient competition
among raders. Unforiunately, in many Indisn agricultural markets
such competilion is absent, aod markets are controlled by a smali
mumber of traders who manage 1o earn oligopolistic profis.

The present paper attempts to demonsteate this phenomernon,
namely, the one of low prices received by farmers ¢oexisting
with high profits made by traders. It does so by reponting the
resulls oblained from a lwo-year survey conducted on potato
markets in West Bengal for the production vears 1999 and 2000,
Cur survey results show chat: (1) potato farmers in West Beogal
survive onvery small nominal profits; (2) profits become negalive
when we impute Tor factors of production. like family laboue,
whicharc owned fand not bought from themarket) by the farmers;
(Fronaveruge lurger latmers got a better price fortheir output than
smallee farmers; and (4) prolits from pure inter-temporal rade
are exorbitantly high. Finally, we indicale the main reason why
traders are making huge profits while farmers are making losses,
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The paper is organired as follows. Tn Section 11, we give a
briel deseription of the potato market in West Bengal, In Section
11, we report the eslirnates of costs, revenues and profits of potato
producers belonging to different size classes. In particular, we
present allernative estimates of costs based on different layers
of imputations. Tt is shown that it own factors of peoduction are
imputed, profits of producers become negative. Tn Section TV,
we Lry Lo gel an estimate of pure inter-lemporal trade from our
survey datd and show that it is very high, Scction V puts ferward
a possible reason for wity teaders are making so much more profils
than the producers, Section V1 concludes the papet.

i
Potato Markets in West Bengal

West Bengal is a major potato producing stare, accounting for
about 33 per cent of the national cutput. Within the state, potato
is the most important subsidiary crop. the main crop being rice.
Sowing of potato takes place in lute November or carly December
and the crop is harvested in late January or early February. Thus
there 15 roughly a three-month production lag,

After harvest, a small part of the produce goes directly to the
market through variows lavers of middlemen. Another part, also
quite small, is stored in the producers’ houscholds. This later
bit cannol be stared for mere thun three months, The remaining
output, which is the bulk of the produce, is taken (ot cold slorage.
The cald stores open for loading in March and close, for technical
rcasons, in April o reopen again in May. From May, potato is
conlinuously taken out from the stoves for the next nine months,
1o meet constant demand.

Potamn has to go through a number of intermediate markets (o
travel from the producer 1o the consumer, Bur apart ftom the
wholesale markets at various stages and the final retail marker.
there is an active baid imarket for potato. Itis necessary w explain.
il the outsel, what the potato bond market is all about. When
u producer or anyone clsc keeps a hag of potatoes in a cold store,
he gets a reccipt [om the storcowner, This receipt, when produced
at the store at a later slage, entitles the roeeipt holder to get a
bag of potatoes. Mow. this receipl, which is transferable and is
freely bought and sold in an open market, is called & potato bond.
The market where it is transacesd is called the bood macket for

potalo.



Figura 1: Indax of Stockholding and Average Price Received by Producers (1999)
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Usozlly, a producer who has kept his potatoes in the cold store,
does not release them himself. Instead, be sells the bonds o
another person at an opportune moment, The person who buys
these bonds may, in tum, sell them to a third party and in this
way bonds may change hands several times before they are finally
procluced at the cold store and the potato is released. Evidently,
there are agents operating in the bond market who are pure
speculators, They buy bonds at somme point in time with the
expectation of sefling them at a future date at a higher price.
Typically, there is a whale range of speculators operating in the
bond market depending on their scale of operation,

“Three comments may be made in the context of speculation
n the bond market. First, at any point of time there is nomally
4 constant difference between the bond price of potato and the
wholesale price. This constant difference is due to the siorage
cost. When potato is released from the store, a constant storage
fex per bag is to be paid. This fee is independent of the number
of wecks the bag ol potato has been kept in the cold store. The
reasons that when 4 bagis withdrawn from the store in the middie

of the year, the empty space cannaot be used 11 the next production
period. Hence a storage fee is charged as if the bag has been
kept in the store for the entite year. Due to this constant difference,
the time series of bond prices 18 an cxcelient represcotation of
the time series of wholesale potatlo prices.

Second, any agent who buys bonds at one point in time and
sells in another may be called an inter-temporal trader. In other
words, we arc nol making any distinction between speculators
and inter-termporal traders,

Third, in order that there 15 speculation in the market, inter-
temporal prices should not exhibit any predictable trend, for any
such trend wonld be arbitraged away by the speculators if it were
present_ This is exactly what we find when we look at the weekly

Table 1: Sample Distributlon across Size Classas (all Villages)
Sizg Clags -2 24 4.5 8-10
10F a5 47 a3
Naore: 1blghae 0,331 acra,

10 and Abova  Tatal
43 385

Sample siza
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movement of bond prices over the vear (Figures 1 and 2}, In
patticular, the figures reveal that bond prices do not exhibit any
upward rising seasonal trend.

This, in tum, has an important implication. A standard expla-
nation as to why small producers on average get a lower price
than large producers and traders is provided in terms of “distress
gales' [Bhaduri 1983] for a detailed expositon of this idea). It
is argued that the producers, especially the smaller ones, need
cash just after the harvest to repay their old loans. Therefore,
they are compellzd to sell their output just after the harvest. These
distress sales, in tumn, increase supply and depress prices in the
post-harvest period. The waders buy part of the owtput that s
sold by the producers al the low post-harvest price to sell them
later at a high pre-harvest price.

The obsepved time series of potato bond prices rejects the
‘distress sales” explanation. If the ‘distress sales’ explanation is
comect, then one should observe 4 clear trend of increasing prices
uver the year starting (tom the post-harvest period and going to
the pre-harvest perind. Since potato prices exhibit no such trend,
one has to look for an alternative cxplanation for why traders
goet higher prices, We atempl o provide such an alternaive
cxplanation in terms of differentiaf information between sinall
and large sellers. This is done in Section V.

]
Costs, Revenues and Profits

We have divided the cost of production of potata into labour
cost, material cost, land rent and the cost of credit. We have
confined oursclves to the most commoen varicly of potato, called
the ‘jyoti” variety, We have collected information on these costs
for twa successive years, 1998-99 (first round) and J999-2000
(recond ronnd), for 385 househalds, The households are clas-
sified into five groups according to the size of land under potato
cultivation. The distribution of houscholds across the five groups
is given in Table 1.

In Table 2, the firsl vwo rows refer o the actual cost, i e, the
cost actually incutred to produce a quintal of potato by an average
househaold ina parkicular group. The third row reparts the average
actual cost over the two vears. It should be noted that the costs
are consistently lower in the second round compared with the

Table 2: Cost of Preduction (Re/Guintal) across Size Classes

{All Villages}
Size Class (Bighas) Fourd -2 24 45 610 10 and
Caost Aboe
Cost (Adual): G, 185l Aound 18555 186158 21804 213853 100.53
2nd Aound 14801 138.12 14508 153.62 1459
AVERRGE 172.28 16484 18056 18636 16B.22
Cost (G, +Imp
Laboury: Cy tst Rownd 23112 208.14 22941 22837 19591
2nd Roung 178.28 15369 15842 18299 154.57
AvVBEFAGE 20488 18082 183892 18663 177.824
Cast [C+Hmp
Materialy €y 1zt Round 24550 217.55 23319 231.89 201.84
2nd Round 180.71 17225 i70.RE 18603 10477
Average 21831 184,91 Z206.54 20898 19221
Cast (Cy+imp Land
Langd Rent+lmp
Cradity: Cy 15t Reund  2H2.68 2374 Z2F262 2¥347 24071
#nd Round 20950 18982 1969.89 205.06 202.83
Averafe 24605 221.7B 23IRTYE 23087 22170

fatg! irnp: Imputad; Mat: Material, 1 bigha = 0.331 acra.
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first While part of this difference may be aleibuted 1o.a tendency
of farmers o over-report costs which they cannoc perfectly recall
{when the fiest round of survey was conducled, production was
actually over), the major part is explained by higher yields per
unicof land in the second period compared with the first. However,

Tabile 3: Distributicn of Costs {Re/Guintal) across Slze Classas

(Al Vitages}
Siza Class Round Q-2 24 4-6 B-10 10 and
Cost [Bighas) Abave
Tatel cast: A: lst Round 18555 t81.55 216.04 21888 180.53
A 2nd Round 143001 13812 14508 153.82 1450
Az Avarage 17222 16484 18058 18836 168.22
Asvimp ist Round 28268 253.74  2T2.62 27347 240071
Aslmb Znd Round 20950 18982 198.89 205.06 202.68
A+lmp Average 24608 22178 235TE 23BEF 2E1.70
Labour cast: A 1stRound 3683 4204 4985 5485 4868
A 2nd Found 3356 3478 3837 3987 3037
A Avarage 3530 2841 4401 4736 4403
A+lmp st Aound 7230 5863 63.0% 6421 5B.05
A+lmp 2nd Aound G282 5035 51,71 4904 4803
A+lmp  Awverages B7.E1 5448 57.37 GEH3 5304
Maeterial cost: A: 181t Round 15518 14535 162.05 16026 137.96
A 2nd Round 11217 100,53 10608 11274 10527
Al Avaraps 133.68 12254 13407 13850 121.62
A+lmp tst Round 16995 15476 165683 16387 13969
Atlmp 2ad Rouwnd 12482 1184 127.54 13578 33,47
A+lmp  Average 147.28 138683 146605 148825 437.58
Interest cosl:  A: 13t Round 283 288 2.9 293 295
Az 2nd Found 284 1.83 0.52 0.47 0.43
AD AverBge 2635 2365 1.715 1.7 1.74
A+imp 18t Rownd 1067 10,73 11.79 1185 10.74
A+imp  2nd Round 51 4,33 361 a.81 475
A+imp  Average T.885 7.53 77 7.88 727
Land rent: A: 131 Round 0,90 1.26 1.42 .84 .90
Az 2nd Round .64 0849 a1 0.74 L]
A: Average 077 113 Q.77 0.80 (.84
Aslmp 18t Round 2865 2881 .ey 3343 326
A+lmp 2nd Round 1687 16.04 1604 1643 1542
A+lmp  Average 23 22825 24005 2433 2379

Table 4: Diztributlen of Casts Par Quintal acroze Skre Clagses
{as pervaniage of totar)

Size Glass Round Q2 2-4 4-5 £-10 10and

Cast {Bighes) Above
Lapour cost: A 1siRound 1853 2195 2298 2506 2555
A Znd Aound 2252 2518 2645 2582 2E98

Al Avarapae 2068 23568 2471 2548 2827

A+imp 15t Round 2561 2311 25,12 2348 2412

A+lmp 2nd Round 22858 2853 2600 2381 23AT0

A+lmp Average 2780 2482 2456 23T) 23o

Materlal cost: Ar istRound 7938 7588 TR Fal T2dd
A 2nd Round  TS5.E28  T27B 312  Fa2e  F215

A: Average TTA2 TM3a e TS v2as

Arlmp 1st Round 60,12 8099 E0B83 5052 5802

A+lmp 2nd Round 5949 B2.74 5413 B6.21 66A4

A+lmp Average 9980 5187 6248 BADT  BR4d

Imlerast cost:  A: i3t Round 1.34 1.50 1.35 1.4 1.57
A 2nd Bound 1.77 132 .36 034 0.34

Az Averpge 1.56 144 Q.85 Q.82 0.95

Aslmp 15t Round ATT 423 4.32 437 4.48

A+lmp 2nd Round 243 2.28 1.82 1.85 1.85

Almp  Avarage 310 3.25 acr i a7

Land rant: A: 1t Round 0.de J.B& .68 Q.39 0.47
A 2 Round 043 .72 0.08 048 .53

A Average Q.44 0.69 0.37 .44 .54

As+lmp 15t Acund 1048 11.67 1173 1222 1336

A+lmp  2nd Round B.10 B.45 B.D& B.01 761

A+lmp  Average B.29 1008 990 102 048




the comparative ¢osts over the different size classes have re-
mained roughly the same over the twa rounds. Thos the actua)
costs are lowest for the lowest size class and highest forthe second
highest size class for both rounds. _

The other rows of Table 2 refer o imputed costs, When own
of domestic labour costs are imputed, not surprisingly, the lowest
size elass exhibits the highest cost, This ineflicieney of production
is retained when we account for imputed material costs {mainly
the cost ol potalo seeds owned by the households) as well as
for imputed land rent and impured interest costs for own funds.
Thus, once we impare for various inpuis owned by the household,
the Iowest size class turns out to be the most efficient and the
highest size class the most inefficient. It, therefore, seems that
there are economies of scale in potale production,

Table 3 breaks down tolal cosl im0 its magor components:
labour cost, material cost, interest cost and land rent. Clearly,
material cost, which includes cost of seeds, fertilisers, water,
tractor and the like, is the most important component in toial
cost, Quile expectedly, labour ¢ost assumes second place in leoms
of irnportance. The percentage distribution of costs over different
itemns is given in Table 4. We may conclude from the figures
that factor intensities, as measured by the relative percentages
of total costs, do not significantly vary across different size
clazzes. The other thing worth noting 15 that lor all size classes,
interest cost, as a fraction of total cost, is negligible. This is
precizrely the reason why holding of stocks for a longer time has
no relationship with higher profits.

We next come to rovenucs and profits. These arc represented
in Table 5. Now, typically, a prodicer disiributes his toral sales
over the harvesting year and gets different prices al differemt
Points in time. The total revenue he gers is the sum of the prices
he gets at different points in time multiplied by the corresponding
quantities he sells. The average price is simply the total revenue
divided by the total quantity he sells for the entite year. The
average of these average prices, for cach size class, 18 represented
in the {irst row of Table 5,

The second to the {ifth rows reveal the profitability of the
different classes, The secend row records actual profits, the thied
tor the fifth row give profitt when impuated labour, material costs,
and inlerest cests-are nhpuled respectively, Two points arc wirth
noting, : :

First, profits per guintal are the highest for the largest size class.
This is true for actual as well as imputed profits, i e, when profits
arecaleulated by subtracting impuoted costs from average revenue.
Averape revenues, on the other hand, are highest for the bighest
size classes. Thus, large farmers receive, on average, beler price
for theiroutput. Secondly, as we keep an impuring for own inputs,
profits become nogalive.

Tables 59 report kotal costs, distribution of total costs betwecn
components. revenves and prolils per bigha rather than per
quintal, In Table &, actual labour costs, matenial cosis, land rent
and credit costs are expressed as percentages of actual total costs.
Onee miore we notice that |abour costs and material costs togethet
comprisc almast all of the total costs. The other components are
negligible. From Table 8 it might appear that for the simallest
size class, labbur cost is less important than material cost than
in the larger size classcs. This would be a wrong conclusion ko
draw. Since Table § considers only actual costs, Jabour costs
for the smallest size class are under-reprosented. The farmers
belonging to the smallest class use a lot of own and family Jabour
which is not inchuded in the labour cost in Table 8, [f labour

Tahle 5: Avearage Price Receivad and Profil Accrued
(Re/Cuintal) across Size Classes (Al Villages)

Sira Class Round 0-2 2.4 4-6 B=10 10 ard
Profit  (Bighas) Above
Priga 1al Roumd 21108 20750 20541 22664 20770
jperquinaly P 2nd Round €228 180,75 18218 17524 {7541

Average 18704 19443 10580 20204 20158
Proflt actual: X1 15t Aound 1534 15895 863 Tra aray

2nd Aound 1861 2533 2263 1935 2297

Avarage 1708 20,64 200 1355 289.77
Proft [(X1+Imp 1sl Aound -20,03 084 -2000 1,83 27.79
Laboury: Xa 2nd Rownd  -10.865 9.76 9.3% 1938 13

Average «15,34 4,56 -5.36 428 .75
Prafiy 15t Round  -34.80 -10.04 -23.73 -5.24 2606
{¥gtimp MatlXy 2nd Round -23.09 <881  -1217 1286 -16.50

Average -ZBD5 943 -17.898 Q05 478
Prafit (X +mp ist Round  -61.82 -3877 -52.B5 -35.74 -3.14
Land+Imp 2nd Rownd  -41,88 -26.37 -3,18 -31.89 -3.4Q
Credit]: X, Average 5185 -3.57 4202 -3382 -18.75
Nates: Imp: Impulsd, Mal: Material, 1 bighe = 0.331-acre.

Table 6: Cost of Cultlvation {Rs/Blgha)

across Siza Clagses (All Villagez)

Size mam RArund 02 24 LD:] 8«10 0 and
Cost  (Bighas) Aboug
Coet (eciualy: 7, st Round 526683 530643 574275 6203.04 5641.76

2nd Feamd 4510.10 438271 4526.68 47THAYE 472750
fverg0e  4BBD.4T  4BAD.5T 513472 5479.R5 518463
Goet (Z,+Imp 19t Roumd £103.88  50EY.6 6107.34 G471.65 508522
Labour): Z, ind Rowmd 5336.B2 4B3B.64 493783 S028.40 489141
Awgrage 571535 535200 5517.58 575303 544232
Ceet (Z+Imp 13t Rownd 51225 6099.56 B33 658114 5324275
Malarial}: Z; 2nd Rowmd 570845 544527 5576.01 573986 506924
Awarafpe 611036 BYTY24T BI04.02 8180.00 5958.00
Cost 123+I|m|:| 15t Aound  7223,93 683642 7O22.28 744585 6796.03
Lend Rent + 2nd Round G259.44 509082 616267 &314.53 6552.11
hmp Credil): £, Averaga  G6741.63 641362 853248 38020 667587

Notes: g Impulad, 1 bigha = 0.331 acre.

Table 7: Distribution of Costs of Cultivation (Re/Bigha) across
Slze Classes (Al Villages)

Slze Clazs Round -2 2-4 4.6
Caost  (Bighaa}

Laboyr: A 1st Round  *018.16
A 2nd Round 104319

A Average 103118
A+lmp 1at Round 186421

At+lmp 2nd Rourd 185990

A+lmp Average 155706

Maeterial: A 1at Hound 4130.76
A Ind Round 336035

A Awverage 375456
A+lmp 18t Aocund 454513

A+lmp  Znd Aound 375098

A+lmp Awverage 414058

Land rent: A 18t Aeund 31.45
A Ind Aound 2314

A Averaga 27.30

A+lmp 18t Aound  7EO0.14

Atlmp 2md Aound  487.35

At+lmp  Avaraga E43.75

Cradir: Az 1st Round  TEA4E
A 2nd Aourd  Td4.43

A Avarega T75.45
A+lmip 13t Aound 28438
A+lmp 2nd Round 1512
A+lmp  Average 22279
A 1gt Found 526683

A 2nd Round 4510.10

A Average  4BBB.4T
A«lmp 15t Aound 722353
Aelmp  2ed Aound G259 44
A«lmp  Averape  G741.69

B-10  10and

Abowe

142546
12B2.30
135416
167892
1546, 62
16811.67
4105.86
41267
Ire9.27
4155.38
4390 .48
4272.04
2547
16.67
21.07
94026
43307
71712
34.87
15.27
s0.12
310,44
120.84
218.64
B641.76
4727.50
5184 63
B7448.03
655211
BETS.07

1332 68
1193.08
126268
169726
16594,21
1645, 74
425,69
RN b
avonm
4400.47
Joga, 22
d166,35
42.00
317
2258
BTR.TY
49270
BB2.TS
a1.63
16.31
43,97
3695
112.54
21475
E742.75
4526 BB
5134.72
702228
G162.67
6532 48

1183.27
111425
113376
1624,00
1570, 18
159709
4126530
176,63
651,02
4358.60
ata2.cg
4070, 58
36.77
34.28
35.53
B1T.06
40E.44
E5T.TE
BD.18
R
60,57
16
139,65
22041
539643
4362.71
4H89.57
BE3E.42
F890.82
B413.62

1543.95
126047
138721
1681165
152311
166738
4555.76
70,33
401305
4865.26
4180.78
4423.02
243.58
2205
23.27
04537
495 T8
Tan.57
a0.65
10.01
48,33
336.45
11487
225 &7
621354
478576
547485
B314.53
6314.53
B880.20

Totel:
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costs were imputed, one would have observed that they are no
less important for the smallest size class than for the others.

Table 0 represents the per bigha total revenve, actual total
cost, actual total profic and the rate of profit for different size
classes. Note that the actual rate of prefit is highest for the rwo
stnallest size classes. This is partly due ta the fact that here labour
and material costs are not imputed. If costs were imputed the
picture would have changed. Table 10 also reports average yield
{in quintzls} per bigha. Though the yield in the smallest size class
iz the lowest and that in the largest size class is the highest, the
difference is not significant. However, we observe that yields
for all size classes were higher in the second round than in the
first, This explains why costs per quintal were reported to be
lower in the second round.

v
Profits from Pure Inter-Temporal
Trade

We have shown above that large fammers tend to get a better
price on average than small farmers. However, our empirical
results suggest that once we impute for various types of inputs,
even for large sellers profit becomes negative. Who then is
making profits in the potato market? We have so far not said
anything about pure traders, who buy bonds from the market at
some point in time and sell them al some other point in Gime,
We call themn pure traders because their activities are not related
o production and many of them are not farmers, though some
may be both farmers and traders. In this section, we ry 1o get
an estimate of profits from pure trade.

An inter-ternporal mader, by definition, is cne who buys at one
point and sells at another. Whoe does he buy from? Obviously
he buys from farmers. Who does he sell (07 Usually he sells to
retailers. Thus, if we lock at the selling behaviour of the farmers,
we can get a fairly good idea af the buying behaviowr of the
traders. Moreover, note that potato 1s 4 highly storape-dependcnt
commdity, 5o, onve il comes out of the cold store it has to be
taken tothe retail market quickly. Therelore, the pattern of release
from the cold stores should give us a clear picture of the patiern
of sale of bonds by the traders.

Let x,, be the amount of bonds sold by the ith producer at week
L let x, = Ex; be the total bonds sold at week t by all farmers

and lelx =%x[bf: the (otal bonds sold over the entire tme hornzon.

X
Finally, define &, = ;— as the proportion of wtal bonds sold by

the farmers at any week . Let ¥, be the total amount of potato
released from the cold stores at time . ¥, = Ly, be the total release
L

over the time horizon and B, = —-:;"— be the proportion of release

at week . Then o, , B, denote the proportion of purchase and
sales af bonds by the traders at week t to otal purchase and sales
aver the entire time hotizon. Let p, be the price of bonds al week
t. Then, the present value of total profits of traders over the entire
rime horizon per unit of output is given by

”31 o,
1=
lu_: {1+

where 1 is the rate of interest used as the rate of discount.
Ta ger an estimate of IT, we have caleulated o from the data

(1)
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on the time profile of bond sales of the sample of farmers we
have drawn for our survey, Again, we have calculated B, from
the data we have collected on the time profile of release from
the cold stores, Finally, we have taken r= 2 per cent per month,
which is the interest rate in the informal credit market, Qur
calculated value of FT is Rs 7.68 for 1999 and Rs 4.53 for 2000,
This means that even at the very high rate of discount that we
have chosen, the traders, on average, have made a profit of
Rs 7.68 per quintal of potatoes in 1999 and Rs 4.53 per guintal
of potatoes in 2{00. It may be mentioncd once again that this
prodit 13 eamed through pure inter-temporal trade. Thus it may
be concluded that while the farmers are making losses (after
we appropriately impote varioos costs), the traders are making
huge profits, Since the rate of discount we have chosen is 2 per
cent per month, the gross rate of profit is greater than 2 per cent
per month,

v
Profits and Information Asymmetry

What 15 the basis of differential profits earned by producers
and traders? We strongly believe that the traders eamn exorhitant
profits because of their informational advantage. This is sup-
ported by the gualitative data we have gathered about traders
through our survey. Table |1 summarises the data,

Table &: Distribution of Cosi (Ra/Bigha} as Percentage of Total
Cost across Size Classes {All Villages)

Siza Claea Found -2 2-d 45 G-10 10 and

Coat (Bighgs) Above
Labaur: Ac 1atBound 180G 2176 2342 2514 2501
A 2nd Aound 2099 2503 2588 2827 2774

A Average 1954 2340 2465 2571 2684

Matarial: A 1slBound  BO0E V621 7455 T2 Y29
A: 2nd Round 7705 7258 TIEB  T2EE 7154

A Average YHET T4.58 412 7F308 7187

Lard rant: Az 131 Roumd 1,53 1.349 1.22 1.50 1.49
Al 2rd Round 1.57 1.28 .37 033 033

A Avarage 1.45 1.23 .20 052 041

Credit: Az 131 Round 0.50 &4 .81 0.35 D41
Ar 2nd Roung 0,39 .78 008 0,44 0,389

A Average 0459 0.7 045 G40 0.40

Molas: A Aclual, 1 bigha = 0.331 acra.

Table 3: Total Asvanue and Proflt Accrued (Rs/Bigha)
acrogs Size Classes (All Villages)

Siza Class Round 0-2 24 a6 €10  1gand
Items [Bighee) Above
Revenpe 15l Aound 6220.B5 613514 596380 GE50.00 6a47.08

2nd Round S152.67 S§315.38 53158 543095 553861
Average GOB86.7E 5725.26 G5G54.12 603549 624265
Prodit aclualy: v, 18l Aound 85201  T3R72 25105  446.08 1305.28
2nd Round B4257 93267 TET.O0 845.19  B19.11
Avsrage 79723 BISE0 51047 55564 1058.18
Prrodit {y,+Img et Aound 11696 20798 -113.54 178.38 1053.82
Labourk; ¥, 2nd FMound -174.14 4774  JEETE  BO2E5 54719
Average  -28.59 37236 19651 ZBS4F 80051
Profit [y, +Himp 18l Aound  -291.41 3658 23752 6RA8 100428
Matorial:  X; 2nd Round -555.78 -12893 -26233 3179 -430.63
Average  -42380  -47.01 24083 12452 2BEA3
Prodit (¥, #lmp 1=t Aound 100308 -701.28 -1028.47 79583 14900
Cradit+Lend): I“ 2nd Round -110B.76 -675.45 -B4B.09 -B55.58 101351
Avorage  -1054.92 -GBE.36 B3B8 -B44T1 43226

fates) Img: Impubed, 1 bigha = 0.331 acre.



As the table indicates, we have surveyed 11} large and 15 small
traders, All large traders gather information about lecal as well
as global markers. Small traders, on the other hand, collect
information only about the local market. Secondly, the source

Tabla 10: Profit, Yield, Revenue, Cost (Rs/Bigha)
across Size Classes (All Vilagas)

Size Clazs Round 0-2 24 4B 10 10 and
lrems {Beghas) Abtve
Total ravenua 1at Asund 622085 613515 5993.81 6850.03 694704

2red Roynd 516267 531538 5314.55 542085 55261
LR EEBE.TE G725.27 565420 603540 624283

Totad coet [A} 181 Rpund S266.B3 539843 574275 E203.94 5641.76
ord Found 461010 433271 a5pB.6 4755.76 472750
Avarags 488946 488957 510,72 SATH.EG 516463
Profit [A) 1et Rourd 85201 72B72 PS1.06 44608 100528
Znd FAourd 842,57 G3R6T  TETHO  BGS.1H A11.11
Avarags 7703 BAS 0 B84  S65.64 105620
Raie of prgdit  §A)  1at Aound 2812 E1.B2 1044 1378 2895
{TRTCx100) 2nd Round Mot 28328 2328 1838 20.51
Avarage 2802 2510 1688 1608 2473
Tiekd {Quintal) 1st Round 2644  BR.13 28.21 29.86  30.04
2 Reynd 24 32T 204 332 3T
Biverage 29.84 3092 13 W43 3188
Molas: TF - Total prodit (A) 1 baghe= 0,331 acra.
TC - Tolal cast {4)
A - Actual
Tabkles 11: Informational Advantage of Traders
Facior Trages
Larga Small
(1] Toaal number of tradera 10 15
(2] Average duration of buslnegs (no of yaars) 18 3
(3] Av ize of own invesiment {no of times of current bugingss} § 025
(4} Mo of radera making profit or [oss in last 10 yaars (1290-89)
Profit B 2
Lindischosed 2 a
Loss 0 1
Unicartain a 12
{5) Type of Irade {numbars}
Spatlal a 12
ntar-ternporalzpecutation a il
Mixad 10 5
(8] Type of information collected
{a) Prodn focal merkel 1 15
oulslde market 14 3
{b) Arrival local marka! 10 16
apizide markel 10 3
(&) Prices tocal market ir 16
autside markal 10 3
[d} Felease irom gtores
Taeal marke 1 15
autsiia markal ki o
(&} Govt pallcy 1 i}
1) Maw markeis "0} i]
(g} Share prices B h]
{7} Sources of informallon
Panchayat 1] B
Gowammeant - 3
Kedia 3 1
Private 10 4]
Large maders o1z
(8} Problems
Excesn aupply 10 15
Increasing storage faclity 19 15
Abzenca of govt precuramsant 10 15
Ahsenca of export markat 10 ]
Ervry of small producess in trade | o

of imformation of large sellers is mainly private. Tn contrast, small
traders gather information mainly through large traders. It is
reasonable to assume that large traders do not reveal valuable
information to their smaller counterparts in general. Therefore,
while most large traders are making positive profits On average,
most small traders are uncenain about their profits. Finally. while
most larpe traders arc engaged in both spatial and inter-temporat
trade, small trades are mostly engaged only in spatial made. Cur
amalysis, therefore, suggests that on the whole it is the large traders
who are reaping profits in the potato market becamsc of their
informational advantage, while farmers and small traders [ace
uncenain prospects due to their informational desadvantage.

In fact, the lack of information among stall seliers directly
helps large sellers Lo camn more profits. Small sellers do not know
exactly when (o sell their bonds. As a result, they often sell their
bonds randomly, their decisions being based on rumours and
incorrect information. This adds to fluctuations in bond sales and
bond prices. These fluctuations, in turn, benefitinformed traders.
They buy when the price is low and sell when it is high.

We have coleulated the coefficients of variation of marke! sale
of bonds by farmers for the two years under study. The calewlated
values of coefficients of vanations are 1.62 for 1999-2000 and
(L67 for 2000-01. It may be mentioned that the traders’ profits
per quintal of potato for these two years were Bs 7.68 and Rs 4.53,
respectively. Thus the year with a higher variance in market
sales by farmers saw higher profits for traders. Tn other wornds,
our survey data supports the theoretical argument that traders’
profits go up with an increase in the varance of market sales
by farmers.

Vi
Concluding Remarks

The paper demonstrates, in terms of a bwo-year survey of potato
markets in West Bengal conducted by the authors, thar producers
make much lower profits than traders. In fact, the survey data
indicate that while producers actually make losses when imputed
costs of own inputs are (aken into consideration, the traders, in
particular the large ones, eath an exarbitant 2 per cent profit per
month on their investment. We explain this asymmetry in terms
of asymmetric information. The question, of course, that arises
is why the producers try to acquire the information which is
acquired by targe waders. The answer probably lies in the lumpi-
ness of the cost of acquiring information. For large traders, it
is worthwhile to invest in the cost of acquiring information
because of their large volume of sales. For an individual small
seller, this huge investment is never worlhwhils. A possible way
oul, therefore, 15 to form small sellers’ cooperatives 0 acquire
important information. Another possibility is to provide this
information through sppropriate government agencies or local
public bodies. B

Addresy for correspondence!
abhirup@&isical.ac.in
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