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it would be useful to examine 
briefly the value of investments 
that were made in the public sector 
last year. Capital expenditure on 
railways, industrial development etc. 
in this sector dur ing 1949-50 came 
to 32 crores and grants and advan
ces to states by the Centre, 75 
crores. The development pro
gramme of Part " A " States cost 95 
crores in 1949-50 and w i l l cost 
94 crores in 1950-51, financed 
partly out of their own resources 
and partly out of funds granted by 
the Centre, The bulk of this ex
penditure was incurred by drawing 
upon the cash balances, sale of 
investments and to a small extent, 
through new borrowing. 

The comfortable cash position 
bui l t up during the war has stood 
the country well in meeting the 
productive as well as non-productive 
capital expenditure incurred in the 
post-war years. W i t h the deple
t ion of such resources the position 
in 1951-52 wi l l be difficult. In the 
official quarters the lack of public 
response to new Government bor
rowing is criticised as Government's 
financial position steadily deterio
rates. The public explanation on 
the other hand lays stress on the 
hard facts that w i th high taxation 
and high cost of l iving savings have 
fallen and have failed to keep pace 
w i t h the growing capital needs in 
the public as well as private sector 
of the economy. 

Perhaps the only tangible way in 
which the volume of savings can be 
increased materially in a short 
period is for the State and Central 
Governments to assume the res
ponsibility of creating savings out 
of their current revenues. In many 
advanced countries such as Bri tain, 
Sweden, etc., the State has succeeded 
in building up large budget surplus 
more or less equivalent to the an
nual capital needs in the public 
sector. In the last two years in 
Br i ta in the budget surplus has ex
ceeded £400 mi l l ion a year. In 
this way fall in savings in the p r i 
vate sector is being made good by 
creating fresh savings in the pub
lic sector. This is only logical 
when a large part of the national 
income flows into the public trea
sury. 

Unfortunately in India the Gov
ernment have so far assumed that 
it is the function of the public to 
save and the Government's res

ponsibility is only to plan capital 
schemes of spending such sums 
collected from the public. It is 
taken for granted that the State 
has only to spend while saving 
through thrift is no concern of 
the State. That is, what applies 
to the individual and the corpora
tion docs not apply to the 
State. The implied assumption 
on which the State works in 
India is that it is no part of the 
State's obligation to create savings. 
It is enough if they enlarge the 
field of their expenditure. Either 
the public goes on paying rising 
taxes or supply Government funds 
in the form of loans. 

This dangerous economic hypo
thesis of state's action is entirely out 
of place in modern times. The 
Central and State budgets today 
aggregate over Rs. 600 crores. 
Unless Government succeed in 
creating new savings of the order 
of Rs, 50 crores out of their cur
rent revenuea, no sizable increase 
in national savings is possible. It 
is shown above that the volume of 
gross savings today in the urban 
sector is around, Rs. 150 crores. 
Creation of fresh savings of Rs. 50 
crores by State's efforts out of 
State's resources is the only con
crete way in which large addition 
to savings can take place today. 

MARKETING OF RAW COTTON IN MADRAS * 
J. S. Ponniah, M.A. , D.Litt. 

THE system of primary marketing 
of raw cotton in Madras State, 

particularly in the. three Southern 
districts of Madura, Ramnad and 
Tinnevelly, and in central districts 
of Coimbatore, presents certain 
unique features and is, indeed, supe
rior in several respects to what 
obtains in the majority of the other 
cotton-growing areas in this country 
and to some extent, even in the 
Uni ted States of America. 

This conclusion, borne out by 
intensive field investigations carried 
out over a long period, is based on 
the two fundamental criteria of 
market efficiency, namely, (a) 
absence of disparities in prices, 
grade for grade, between one mar
ket and another, and uniformity in 
prices, grade for grade, in the same 
market; and (b) the narrowness 
of spread between the price paid by 
the. ultimate, buyers and that 
received by the primary producers. 

Contributory Factors in 
Production 

Such an extraordinary situation 
in primary marketing could hardly 
exist in our backward economy but 
for an unusual combination of 
favourable factors, first in produc
tion and then in the mechanism 
for marketing. For, cotton produc
tion in these four districts is not 
only highly concentrated (account
ing for about 65 per cent of the 
total output in the State), but there 
is also the cultivation of a single 
variety of two important superior 
cottons (Karunganni and Cambo

dia) in sufficient quaitities in com
pact and distinct zones. It may 
be noted in this connection that 
the advantages of specialisation in 
a single variety in compact zones 
for promoting efficiency in produc
t ion and marketing have only been 
recently realized in the U.S.A. and 
that systematic efforts are being 
made in this direction to achieve 
such results. In each of these four 
districts there are natural zones, 
thanks to exceedingly 'favourable 
conditions of soil, climate, rainfall 
and irrigation facilities, not only 
for the specialization in a single 
variety but also for cultivation in 
sufficient quantities wi th the result 
that quite a large number of mar
kets and specialised classes of mer
chants have sprung up for the com
petitive buying of these quality 
fibres. 

Evolut ion of M a r k e t 
Organisat ion 

If natural factors have aided 
the emergence of favourable market 
conditions and competition among 
buyers, certain historical accidents 
and sociological factors have also 
contributed no less to the evolution 
of a sound market organisation. In 
this process, the pride of place goes 
to the well-known European ex
porting firms such as Volkarts and 
Rallis, who set up their business in 
these areas as early as 1876 and 
erected the first power-ginneries. 
The method of purchase of cotton 
adopted by these firms, and later 
by the Harveys of the famous spin-

* Based on the author's doctorate thesis which is to be published shortly. 
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ning mills of Madura , which had 
profound influence on future deve
lopment was: 

( i ) To buy only l int from 
kapas ginned under their 
direct supervision in their 
own ginneries (for the sake 
of ensuring purity and 
qua l i ty ) ; 

( i i ) To buy such wide-ginned 
cotton on a forward con
tract basis, as a hedge 
against their own forward 
sales to the mills abroad; 
and 

( i i i ) To restrict their purchases 
to a l imited number of ap
proved dealers, and not to 
buy from all and sundry, 
not to speak of the cultiva
tors, in order that there may 
not be any defaults in de
liveries. 

These were very sound principles, 
indeed, as they gave complete 
protection the purchasing firms 
and shifted all the hazards 
of the trade to the contracting 
merchants! Moreover, as these 
firms had also a monopoly of gin
ning and buying as well as of mar
ket information—until Wor ld War 
I—there abounded many abuses 
and malpractices such as unfair 
pricing, faulty weighment, un
authorized and excessive deductions 
etc. which have been set forth in 
the report of the official enquiry 
conducted by the Madras Govern
ment in 1918. But these defects 
have since been removed by the 
persistent efforts of the merchants, 
thanks also to (a) the rise of inde
pendent ginneries, especially in v i l 
lages, and freer trading in l int by 
outside traders, (b) the wide dif
fusion of market information (these 
two, between them, put an end to 
the buyers' monopoly of the Eu
ropean firms) and finally, (c) the 
development of organised market 
yards regulated trading and stan
dardised market practices, all of 
which have contributed, during the 
last thir ty years, to improve further 
the efficiency of the market 
organisation. 

Structure of Lint Prices 
Though the existence of a very 

large number of well-organised 
markets and competing buyers may 
suggest on a priori grounds, that 
the efficiency of the markets is also 
very high, what statistical proof 

is there that, grade for grade, price 
disparities are negligible between 
one market and another, and that 
uniform prices prevail in the same 
market? Are there recognised 
grades at all—the very basis for 
determining price disparities? 

It may "be pointed out in this 
connection that in the areas under 
reference, unofficial grade standards 
for cotton are not only in existence 
but are habitually applied in all 
day-to-day transactions. The most 
widely recognised of these grades 
are those of Messrs. A. & F. Harvey 
of the famous Madura Mil ls Co. 
L t d . ; those of the other important 
mills and firms in the area being 
modelled more or less on the same 
principles, and differing only in 
the. numbers or symbols used. The 
top grades of the Harveys for the 
three important varieties of cotton 
—Tinnies, Karungannies and Carn-
bodias—an; designated by the 
numbers 666, 777 and 888 res
pectively. The first number in 
al l these three grade standards 
represents variety. the second 
colour and the third staple. I f , 
for example, a particular sample, 
of, say, Cambodia is one grade off 
in colour and two grades off in 
staple, it is designated by the 
number 876. The designation for 
the same grade of Tinnies and 
Karungannies is 654 and 765 res
pectively, 

Since buyers and sellers in all 
these markets arc quite familiar 
with these standards, and about 
80 per cent of the transactions in 
all these markets, small or big, take 
place in terms of these standards, 
it is obvious that price quotations 
based on actual transactions may 
be taken as the basis for calculating 
price differentials between one mar
ket and another. It may also be 
noted here that there are three 
trade papers serving the cotton 
trade in this area, one issued from 
one of the central markets at 
Virudunagar (situated very close 
to the largest consuming centre of 
M a d u r a ) ; the second from Tut ico-
h in , another central market which 
is also a consuming-cum-exporting 
market; and the th i rd from T i r u p -
pur, the largest distributing market 
for cotton in Coimbatore district. 
These papers report, amongst other 
items of market information, actual 
transactions in l in t as well as kapas 

in al l the important markets, and 
a comparison of the prices of l in t 
for any particular day or a series 
of days would convince any one of 
the negligible disparities in prices 
between one market and another. 
In fact, at times, owing to the 
methods of sale described below, 
the prices, in the smaller markets 
are at par, and occasionally a 
rupee or two even above par, com
pared wi th the prices of the central 
markets. 

The primary factor contributing 
to this situation is the predominant 
method of sales of l int on a forward 
contract basis, which has been 
already referred to. These contracts 
are for actual physical deliveries 
of l int , there being no question of 
payment of "differences,' and are 
generally in small quantities only, 
on an average of about 5 to 10 can
dies per transaction in the Southern 
districts and 30 candies in Coimba
tore. The period of delivery may 
run from a week to three during 
the busy season, and one to three 
months in the off-season. Prices are, 
as agreed to between buyers and 
sellers, on the day of the contract 
and are based on the anticipated 
fluctuations during the period in 
relation to the prices of the Bombay 
Cotton Exchange. There is an 
unavoidable element of risk in these 
transactions as the merchants stand 
to lose or gain clue to price fluctua
tions, and may or may not be 
able to obtain the full quantity of 
kapas for fulfi l l ing their contracts. 
Further, in a market where there 
are bulls as well as bears, fluctua
tions in prices would also tend to 
be ironed out, impart ing a certain 
amount of steadiness in prices. 
Thus the system of delivery con
tracts plays the role of a miniature 
cotton exchange w i t h all the ad
vantages but none of the disadvan
tages attached to i t . 

Another factor which contributes 
to the same result is the system of 
spot sales which may be estimated 
at about 20 per cent of the total 
volume of transactions in l int . This 
is due to the fact that (a) some 
merchants prefer to hold up l in t for 
a favourable market and (b) that 
exporters who arecomplete their com
mitments short of, say, just 
a few bales to , are compelled at times to 
buy spot l int in order to make up 
the deficit. This is the reason why oc-
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casionally prices in the smaller mar 
kets are at par w i t h or even a rupee 
or two higher than the prices in cen
t ra l markets. Such a balanced com
bination of forward and spot tran
sactions and the consequent steady
ing effect on lint prices is indeed 
one of the most characteristic fea
tures of market organisation in 
these areas. Needless to add that 
the highly significant values of cor
relation co-efficients, varying from 
0.6 to 0.9 for local l int and Bombay 
Broach during the years for which 
continuous data were available 
prove further that local prices have 
moved in parity with Bombay 
prices. 

P a r i t y Between L in t and 
Kapas 

The next problem to investigate 
is whether kapas prices move in 
parity with l int prices. This is par
ticularly important because over 90 
per cent, of the primary transac
tions in these markets take place in 
the form of kapas, and not of l in t . 
Here also the correlation co-effi
cients between T i n n i l int ( V i r u d u -
nagar spot) and Cambodia l in t 
(T i ruppur spot) and Broach (Bom
bay futures) during the years for 
which continuous data are avail
able show high positive values, i n 
dicating that the prices of kapas are 
quite sensitive to l in t prices. Another 
indirect evidence may also be ob
tained in confirmation of this con
clusion, if the transactions of the 
l i n t merchants regarding their pur
chases of kapas and sales of l in t 
are analysed. I have examined the 
books of some leading l int mer
chants in al l the important markets 
who keep regular accounts of the 
quantities of kapas purchased by 
them, the charges incurred for t ran
sport and ginning, as well as the 
profits and losses in respect of their 
sales of l int . The analysis shows 
that dur ing normal periods the mer
chants generally lose in some tran
sactions, gain in others, but come 
out usually on the r ight side, w i t h 
a profit of about Rs. 3 per candy 
of 784 lbs. Such a narrow margin 
fo r al l the risks of purchases of 
kapas and of fluctuations in l in t 
prices is an evidence at once of the 

parallel movement of kapas and 
lint prices and of the efficiency of 

the marketing services of this class 
of middlemen. 

In this context, a reference to 
one of the important factors which 

contributes to the parallel movement 
of l int and kapas prices may be 
made, namely the system of " secret 
b id s" which is the predominant 
method of, negotiating kapas prices 
in the southern districts. Under 
this system, the seller is enabled to 
obtain higher prices for his kapas 
due to possible incorrect estimation 
of the ginning percentage as well 
as the staple of the fibre and due 
to the needs of necessitous buyers 
who have been unable to obtain 
their full quantities of kapas but 
are at the last moment obliged to 
buy at higher prices to fulfil their 
contracts. It may be noted further 
that the sellers in these markets are 
not cultivators, as is generally the 
case in the majority of the other 
cotton-growing areas, but a class 
of regular traders who specialise in 
the. purchase of kapas in the v i l 
lages for re-sale. These village 
kapas dealers are, in the majority 
of cases, persons of adequate finan
cial resources, and having been fair
ly long in the trade, are acquainted 
with the intricacies of marketing. 
Moreover, if the prices quoted by 
the buyers are. not favourable, they 
can deposit their kapas with the 
commission agents, take an advance 
and hold up sale until the market 
improves. Lastly, prices an: also 
negotiated only in their presence, 
except, of course, when they specify 
the maximum l imit at which the 
commission agent can sell, of his 
own accord. For these reasons, 
there is hardly any possibility of 
sellers being cheated or duped in 
prices, weightment or market 

charges, which would also other
wise break the link between l int and 
kapas prices. 

Sales of Kapas in Villages 

Now we conic to the v i ta l per
son concerned in marketing—the 
producer. Does he get a fair deal? 
At first sight, it might appear that 
when the producer sells his kapas 
to a local middleman, he may lose 
heavily, inasmuch as he is also i n 
variably indebted to h im. But the 
facts in the districts under reference 
are otherwise. As reported by the 
Madras Banking Enquiry Com
mittee, village traders provide only 
a negligible fraction of the credit 
needs of the agriculturists, the bulk 
of it coming from other sources, 
such as the regular money lenders, 
co-operative societies, etc. Even if 
the producer had borrowed from 
the village kapas dealer, there is 
no obligation whatsoever that he 
should sell his produce to h im, as 
he is at liberty to sell it to any one 
of the competing buyers in the v i l 
lage who quotes the highest price. 
Tin's is, indeed, the real reason for 
the negligible amount of loans given 
by village kapas dealers. 

Another pertinent question that 
may be asked in this connection is, 
why does the cultivator not take 
his kapas to the nearest ginnery 
which is about 2 miles on an ave
rage or take his kapas or l int to 
the market which is situated at a 
distance of not more than 3 to 5 
miles on an average, where it can 
be sold direct to the larger buyers? 
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The answer is, in the first place, the 
quantities for sale offered by the 
majority of the cultivators at one 
time are too small to be transport
ed either to the ginnery or to the 
market economically, or to be sold 
directly to the larger buyers. Se
condly, the village kapas dealers 
offer the same price for these small 
quantities as for larger lots, minus, 
of course, the costs of transport and 
market charges. But the most sur
prising fact is that even the big 
cultivators who have large quanti
ties to sell at a time prefer to sell 
their cotton not only in the form 
of kapas but also to the local kapas 
dealer. This preference,—the 
th i rd and the most important rea
son for local sales arises from the 
fact that it is hazardous to shoulder 
the responsibilities involved in gin
ning and the risks in fluctuations of 
l in t and seed prices. The. very fact 
that even the ultimate purchasers 
of cotton, viz., mills and exporters, 
do not shoulder these risks them
selves is an obvious proof of it. It 
is this consideration which makes 
the village dealer also to re-sell 
kapas instead of ginning it and sell
ing the lint and seeds. The lint 
merchant who buys kapas and sells 
l int does, of course, shoulder the 
risk; but only a part of i t , viz., that 
involved in estimating the ginning 
percentage of kapas and of fluctua
tions in l int prices, as he shifts the 
risk of fluctuation in seed prices to 
another specialised class the seed 
merchants. In short, the entire me
chanism for the primary marketing 
of raw cotton in these areas hinges 
on the two sound principles of spe
cialisation of functions and dis
tr ibution of risks, and this is, in 
deed, the key to its efficiency. 

Comparison with other Cotton 
Areas 

How does this system in these 
four districts differ from what ob
tains in the other cotton-growing 
anas in India and the USA? 

It should be noted at the very 
outset in the majority of the other 
cotton-growing areas in India , there 
is neither the same degrer of keavy 
concentration of cotton cultivation, 
especially of superior varieties, nor 
of the same degree of specialisation 
in a single variety in compact and 
distinct zones. A n d consequently, 
there is a paucity of ginneries, mar-
kets... and ... competing buyers as in 

the districts under reference. The 
result is that the poorer cultivators, 
especially those indebted to the 
financing middlemen, are obliged 
to part w i t h their kapas at low 
prices. T h e better off and bigger 
cultivators, of course, take their 
kapas to the nearest ginnery, get it 
ginned and take the l int to the mar-
ket, but they hardly get a fair deal 
there, owing to their weak bargain-
ing position, lack of credit and sto
rage facilities and other disadvan
tages. The establishment of regu
lated markets has, indeed, gone a 
long way to remedy some of these 
defects, but the market structure be
ing inherently weak for the reasons 
stated above, certain defects are 
bound to persist. In fact, in the 
two cotton-growing districts of Bel-
lary and Kurnool of Madras State, 
where inferior varieties of cotton are 
grown, and cultivation is widely 
diffused, neither well-established 
markets nor specialised classes of 
dealers have sprung up. Moreover, 
in these districts, about 70 per cent. 
of the cotton is sold in the form 
of l int and 80 per cent. of it is 
rushed to the market late in the 
season. The result is that oscilla
tions in prices are wider than those 
in the southern markets and sellers 
incur a certain amount of losses in 
prices during such rush sales. The 
other disadvantages of the cultiva
tors in selling their lint direct to the 
larger buyers have also been des
cribed in the reports of the in
vestigation into cotton marketing 
in these areas carried out by the 
Indian Central Cotton Committer. 

In the USA, the farmer gins his 
kapas and sells the l i n t directly to 
the larger buyers in the big mar
kets. Such direct marketing is the 
result partly of the large quantities 
of the crop he carries and partly 
of his larger financial resources. 
Prima facie the chain of middlemen 
present in primary marketing in 
India are eliminated. But direct 
spot sales are not without their dis
advantages unless such sales are 
hedged in a future market which 
can seldom be successfully operated 
even by experienced farmers. The 
net result is that, as official studies 
have shown, there are appreciable 
disparities in price, grade for grade, 
not only between one market and 
another, but also in the same mar
ket, despite all the advantages of 
market intelligence and well-re

organised official grade standards 
provided by the State. 

Conclusion 
If the marketing system in the 

four districts under reference is 
superior in several respects to what 
obtains in the other cotton-growing 
areas, does it follow that it can be 
copied or 'adopted in other areas? 
Obviously not. The very fact that 
even in the two northern districts 
of Bellary and Kurnool , which ac
count for 30 per cent, of the total 
cotton acreages in the Madras State, 
the market structure is vastly dif
ferent, shows that unless conditions 
in production, including the econo
mic status of the cultivator, tran
sport, storage and credit facilities 
and other ancillary factors for mar
ket efficiency are favourable, the 
mechanism is bound to remain 
weak and defective. No attempt at 
reform for improving the efficiency 
of any given marketing system can 
succeed, unless attention is paid to 
the relevant environmental factors 
and the latter are tackled first. 

In conclusion it may be added 
that the existing system of market
ing, though efficient, is still capable 
of further improvement in one and 
perhaps only one important direc
tion, namely, co-operation. In. fact, 
co-operative cotton sale societies in 
these areas have already made con
siderable progress and it would i n 
deed be a magnificient achievement, 
if co-operative marketing replaces 
the existing .system of marketing 
through middlemen, 

The A l l India Second Estimate 
of Potato, 1949-50, puts the current 
year's area and production at 
539,000 acres and 12,74,000 tons 
against 508,000 acres and 12,12,000 
tons respectively last year, showing 
an increase of 6.1 per cent in acre
age and 5.1 per cent in production 
during the current year. 

The increase in acreage has 
mainly occurred in U.P., Bihar and 
West Bengal and is attributed to 
favourable weather conditions at 
the time of sowing. Mysore, on the 
other hand, has recorded some de
cline in acreage. The increase in 
production has mainly been shared 
by U.P. and West Bengal and is due 
to favourable seasonal conditions as 
compared with last year, while  
Bihar and Mysore have reported 
some decrease in yield. 
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