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I. 	 INTRODUCTTON 

A. 	 The Project
 

Hartdly more than a 
decade ago India was J.arge., self-suffi

ci;ent in the produc'tion of edible oils. Today the count-y 
suffers
 

growing deficits which miult be alleviated through vegetable oil ir-.
 

ports that currently 
surpass one million tons per ye'.:'. ]he resultant 

loss i-i foreigii exchange constitutes a major threat to the Indian 

e,_onon. But, meanwhile, domestic prices oC edible oils ar"- no',, over
 

double the n arket levels
mor.d price for these commoditiesj. av are 

rising ranidly. This price trend has potentially disastrous- impli

c ations for Indian consumers in general, because vegetaole oils rn

resen - - after fr'odgrains--the most important source of calories in 

..he 	 national did;. Edible oil prices are not only rising but have 

also beg u to fluctuate wildly, both a'. a result of government market 

nte)-en..r..ns regulate supplies well someto 	 as as speculative behiaa

vior by tr .ers and households. These fluctuations are out of all 

proportion tc seasonable variations in oilseed supply. And finally, 

irnch io the detriment of oilseed growers, commodity prices are general

ly 	 too low to encourge expanding production throur-h yi.-. ld-enhancing 

inlestments or gr&wing 8.c.eage in oilseed crops. Taken together, the 

aL-e -m;en .onedi 'robJ.emr, are too com.plex to be solved by half-way, 

ad hoc ineasur.,t; t:hir solution requires a major restructuring of :he 

J.s.-e.s bind vgyetab]e oiis $,ndustry in India. 
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It was precisely that conclusion which led to the organization 

of the Oilseed Growers Cooperative Project (OGCP). The undertaking
 

is 
financed by (rupee) currency generations resulting from tlhe 
com

mercial sale in India of 160,000 tons of donated U.S. soybean oil.
 

The dollar value of these commodities is presently estimated at 

US$160 million. As such, the project represents the largest com

mitment of agricultural commodities in the history of America's
 

Food for Pe.,ce (PL 4 80--Title II) Program.
 

Fundamentally, the OGCP seeks to integrate a major share of the 

production, processing, and mrketing sectors of India's oilseeds and 

vegetable oil industry--all within a cooperative system owned by the
 

growers themselves. The project would benefit growers by providing
 

a permanent and stable market for their oilseeds (i.e., processing
 

plants), by paying them higher commodity prices and quality premiums,
 

and by facilitating to them the supplies of yield-increasing cash
 

inputs which they need to achieve breakthroughs in oilseed yields.
 

Growers would 
also receive, through end-of-year patronage refunds, an
 

important shat.e 
 of the profits generated from processing and maiketing 

activities. The project would finance the acquisition of new or exist

ing procezsing facilities for oilseeds. With assu:-ed supplies of raw 

material, such plants would become more efficient by operating year

round. This, in turn, would allow the project to shrink iurrently ii.

flated processing costs for edible oils and thereby sell these products 

at prices more favorable to Ind >. consumers. To further dampen the 
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retail prices of edible oils the project would engage in commercial 

procurements of both domestic and imported vegetable oils fcr market
 

intervention activities. Using supplies of both commerlci-ally procured
 

oil as well as the gifted uoybean oil under the PL 48O Program, the 
proje;-t would develop a comprehensive marketing system for OGCP com

modities. In particular, it would establish consumer acceptance and 

demand for soybean oil in anticipation of future imports of this 

product combined with domestically-productd soybean oil supplies ori

ginating in processing plants financed by the project. 

The O.UsLed Growers Cooperative Project has a scheduled duration
 

of seven years (1979-1986). It is expected to achieve a coverage of
 

some 350,000 oilseed growers organized in many
as as 8,000 villagc
.t.evel cooperative societies located in the six states which represent
 

India's principal oilseed production regions.
 

De,,pite itn size and coverage, the OGCP is not a bilJ.tteral assis

tance progr-'. between the 
U.S. &-tid Indian governments, Rather, it in.
volves an assistance relat:ionship between two rrivate sector institu

tions, namely: the Cooperative League isof the U.S.A. (CLUA)--which 

responsible for procurement and shipment of the gifted oil and moni

toring how commodity proceeds are used in India--and the National Dairy 
Development Board (NDDB), n Indian non-profit institution with 15 
years experience in the promotion of integrated (industrial) undertakings 

that benefit the rural poor. The NDDB acts initially as the overall pro
ject authority to get the OGCP operations off the grournd and to mrnke 



sure 
they are technically and financially scund. However, project
 

implementation responsibilities are then to be gradually tronsfered
 

to the trained staff of state-level federations of oilseed growers
 

cooperatives. Each of the state federations will eventually be in

cluded in a national federation. Thus NDDB's primary fulcticri in the 

project is that of organizing and supervising the development of
 

the institutional infrastructure needed to implement the OGCP's 

integrated grower-to-consumer cooperative system.
 

B. Purpose and Scope of the Present Assessment Report 

This report is the result of project assessments contributed
 

by a team of six professionals. Their perspectives represent the di

verse backgrounds of cooperative management, oilseed processing,
 

edible oil marketing and trading, agricultural production, agronomic
 

research, and rural economic development. Two team members we.:re 
con

tributed by USAID/India, one by AID/Washingt'i, and 
 three by CWUSA.
 

Nonetheless, 
 all team members have attempted to relegat to secondar

importance the interests ol 
the institutions they represert. -nstead.,
 

first and foremost, they have tried to identify what thery believe to
 

be in the best interest of the Oilseed Growers Cooperative Project,
 

and particularly to promote the interests of the Izdian small farmers 

and consumers which the project seeks to benefit.
 

The overall purpose of the assessment was review pro-.to current 

ject activities anti 
those planned for the future to ascertain whuther 

the project's design Eud implemencation arrangements are adequate to 
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insure satisfactory progress toward the achievement of OGCP objectives
 

and performance goals. It would be a misnomer to refer to the Assess

ment Team's efforts as an "evaluation", because that is a 'joint NDDB-

CLUSA-USAID-GOI responsibility to be conducted upon completion of the 

project's First Stage, which is scheduled to end in June 1982. Instead, 

the Team's ast~ignment was to conduct a "project assessment" that wculd 

be focussed on the present and the future. More precisely, the Team was 

asked to tudertake 'the following tasks: (1) to review each major element 

of the project budget (particularly the newly-proposed components) tc 

ascertain whether estimated costs are realistic, and to what extent 

these coTronents are necessary and appropriate actions to achieve pro

ject objectjivcs; (2) to assess the technical and financial viability
 

of the initial two processing plants acquired by 
 the project in Gujarat 

State; (3) Lo review NDDB proposals for market intervention activities 

("buffer-stocking")., (;) to examine the marketing operations of project 

entitie:. (e.g., state federations) to ascertain whether they are ade

quate or functioning effectively; (5) to review project arrangements
 

for t: aining of farmers, maragement personnel, federation staff, etc.; 

(6) to assess the question of project reflows and recommend a proce

dure to account 
for them; (7) to review the Operations Research Study
 

(prepared by CLUL-SA short-term conultants) to determine the extent to 

WhiCh it! findings have been incorporated into project planning or im

plementt tion; and (8) tc -.xtmine the rationale and schedule for present

ly cominitted slipp."Lies of donated soybean oil. which have not yet been 

shipped. 
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Apart from the above tasks, the Assessment Team decided it 
was
 

necessary--for the good of the project--to address two additional areas.
 

The first consisted of a review of the project's "production enhance

ment" activities. This component embraces the organization of village

level societies, mobile team promotion and extension work, cash input
 

aaid credit supply to growers, farmer-demonstration plots, seed multi

plication, district farms, and linkages to regional or national agro

nomic research programs. The second added topic for assessment by the 

Team concerned the project's institutional relationships and communica

tions--particularly between CLUSA and USAID/India. 

C. Assessment Activities
 

The Team's three external (non-resident) participants reached
 

India between March 
 -1lO. The following week was mostly devoted to back

ground reading of project documents, and also to meetings with CLUSA 

and USAID personnel in Delhi. The Team then spent the third week (March 

16-21) on 
a f'ield trip to Gujarat, the state where project implementa

tion was first begun and has advanced the furthest. To cuver more ground 

in greater detail, the Team split up into three smaller units speciali

zing in processing, marketing, and production enhancement respectively.
 

All three sub-teams were accompanied by members of the NDDB staff 

and state federation personnel during their field visits in Gujarat. 

Activities included a tour of the Bhavnagar Vegetable Products plant 

and extensive interviews with its management staff; a v'sil to t,±e offi

ces of the Gujarat Cooperative Oilseed Growers Federation (GCO'F); a 



-7

visit to Bhavnagar port, 
one of the project's principal transshipment
 

points for donated soybean oil; visits to Fair Price Shops and other
 

retail distribution outlets utilized by the project; visits to village

level cooperative societies in the Surashtra Region (southern Gujarat)
 

and to a variety of farmer demonstration plots; visits to the Talaja
 

district farm and several smaller experimental and seed multiplication 

properties operated by agricultural high schools; and attendance at a
 

demonstration of how the project procures groundnuts from grower-members
 

at 
the village level. The sub--team that evalu.ted processing spent two 

days at the Bhavnagar plant and one day at the smaller facility at Jam

nagar, which was not Yet operating.
 

After three days in southern Gujarat the Assessment Team traveled
 

northeast to Ainand, location of NDDB headquarters, where we spent the
 

remainder of the week. At Anand we had the opportunity to familiarize
 

ourselves with the activities and achievements of "Operation Flood",
 

the highy successful dairy development scheme promoted by PTDDB since
 

1965 (also using donated commodities) and which has servel as the basic 

model for the Oilseed Growers Cooperative Project. However, most of the
 

time at Anand was spent in lengtny discussions with staff ,ofNDDB's
 

Oilseed and Vegetable Oil Wing (OVOW). 
Also present at these meetings
 

wro the CLUL/India Representative and tie CLUSA/OGCP Project Monitor. 

Upon returning to Delhi the Assessment Team met March 24-25 to 

discuss the findings and conclusions of all participants. At this time
 

writing responsibilities for different sections (or sub-sections) of 



the report were assigned. For each assignment the Team agreed to a 

tentative outline of the content to be covered. Write-ups were com

pleted in draft March 25-26. The Team met again on March 27 to read
 

and comJment on the written contributions of its different members.
 

An edited second draft was distributed to staff of USAID, CLUSA, 

and NDDB/OVOW on 
March 29; all parties participated in a joint dis

cussion of the report the following day. Corrections and modifications
 

suggested by all participants were incorporated into the fiinal draft,
 

which was prepared by the Team Leader in New York during the second
 

week of April 1981.
 

The Assessment Team address, d a %ery ambitious scope of work
 

within a very short period of time. The Oilseed Growers Cooperative
 

Project is much too large and complex to be adequately assessed wit,
 

only one week in the fie11. Moreover, since ther project has becom, 

so dynami-: as it expands from one state to another, and as plan!::1 

activities must be continually adapted to unforseen constraints, the
 

available written documentation on 
the OGCP is rapidly becoming ob

solete.* 
The present report reflects these limitations. Yet voluminous
 

though it is, 
the report presents only a small fractinn of the total
 

* 1DDB's original project proposal to the GOT was written in 19-[.

The OGCP was not approved by AID until December 1978, and the first
 
shipment of commodities did nou arrive until mid-1979. Thus, while
the project's basic objectives, strategy, and rationale remain the
 
same, 
important changes have occurred in its implementation arrange
ments, budget expenditures, and performance benchmarks. Theret *(re,
under preparation as a separate document to this report is 
an up
dated project paper on the OGCP.
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information gathered by the Team. Indeed, the report constitutes 
a
 

summary of the Team's consensus 
regarding what project components
 

and issues deserve priority attention. By striking our own 
compromise
 

between providing too little and too much we will undoubtedly not 

satisfy all -the readers of this report; however, the Team is confi

dent we have presented a fairly accurate and balanced perspective
 

of the OGCP undertaking as a whole. 

D. Overview of the Report and Its Findings 

In general, all members of the Assessment Team came away with 

a favorable and supportive opinion of the Oilseed Growers Cooperative 

Project. It is viewed as basically well-conceived, feasible, and ur

gentli3 needed. The Team was particularly impressed by the technical
 

expertise ard high 
motivation of NDDB/OVOW personnel. These young 

profeisionmls admit they still have much too learn about the oilseeds
 

industry. T'h'ey 2ckno-iedge they have made mistakes and are sure to
 

make -more in the future; bu. they are 
not defensivc about their own 

or project deficiencies arnd are open to suggestions. Considering this 

very high cuality of human resources available to the 1"CP, it is pos

sible to assert that it is probably easier for the project 'o sUcceed
 

Tharn to fail. It wari therefore decided to begin our report witi an 

in.itial chapter (Section I) highilighting some of the project's 

strengths. In the Team's viev:, most of the positive aspect; of the 

OGC? have been ignored in recent reports and correspondence concerning 

the project. 
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The report next surveys "Production Enhancement Activities"
 

(Section III). The Team identified this component as the single most
 

critical area of project operations; it is also the one experiencing
 

the most serious deficiencies, in part because it has been suffereing
 

from relative neglect by project leadership and CLUSA monitoring
 

staff.
 

In Sections IV and V the report addresses a variety of issue.< in

volving processing and marketing activities. The Team found that ITDDB
 

does not really contemplate "buffer-stocking" but rather the commercial
 

procurement of importe"f edible oils for resale in the project 
.rea-.

an operation promising significiint income potential at very low risk.
 

Ta general the Team found processing/marketing issues to be much less
 

worrisome or controversial than originally suggested by our ;:cope of
 

work.
 

In Section VT we present a review of the project's budgeted line
 

items, with pai'ticular attention to the new line items financed by
 

resources deposited to the project's second special account (which
 

holds local currency generations in excess of 6,000 rupees per ton
 

of donated soybean oil. Here we assess the rationale for each neT. line
 

item as a necessaxy project component, but ire also make a plea for
 

budgetary flexibility and relaxed accounting of project reflows. Such
 

flexibility is vital to allowing project leadership to take full advan

tage of income opportunities witich are continuously evolving.
 



The report concludes with a section on CLLUA-USAID-NDDB relation

ships, which presently leave much to be desired. Here the Team urges 

USAID to make very explicit it:; needs for project monitoring infor

mation, to discipline itself to meet these needs only through CLUSA, 

and that CLUSA Eanswer USAID requests for information in a precise 

and constructive maler-preferably through scheduled written reports 

and periodic meetings, not ad hoc memos and letters, The Team recom

mends that CLUSA add a professional agronomist to its staff to monitor
 
t
the project.
s production enhancement activities more effectively. The 

Tea urges that USAID's currently high profile in project management/ 

monitoring ac'..ivities be scaled back, thereby allowing CLUSA full 
ar-countability for effective compliance with its supervisory tasks. 

In the Appendix to this report the reader's attention is directed 
to a variety, of brief articles on topic_ of oilseed/edible oil trading 

and mairketing informa-ion, contributed by the Team's marketing spe

cialist. These materials dramatize the highly specialized and specula

tive nature of the oilseed business, They serve as a reminder to pro

ject '.eadership ,,-nd monitor.- that they must never stop learning, that 

the!y can never know enough about that business. 

The Team wishes to take this opportunity to thank the TIDDE, and 

particularly OVO'T staff for its gracious hospitality, its openness, 

and its great patience in the face of intense questioning during the 
Team's vis:it to Gularat. We are also indebted to CLUSA for i%.s unstint

ing ,ooperation with our assessment of what is a very complux i'oject. 
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Finally, our thanks to USAID/India staff and especially the roembers 

of the OGCF Project Committee for their support in making the assess

ment as candid a discussion of the issues as rossible.
 

The Team Leader would like to express his great respect and appre

ciation for the diligent efforts of all members of the Assessment Team.
 

Sooner or later every one 
of the members made special contrioutions
 

and extra effort that were to prove critically important to the final
 

report.
 

II. PROJECT STRENGTHS 

The Oilseed Growers Cooperative Project is an 
exciting undertaking
 

with excellent prospects for success. 
Its strengths are inherent in 
a
 

number of areas: 
in the project's design, in its implementing agencies,
 

in its potential impact at the farm level, and in its openness to learn

ing and nev development opportunities for the future. In sum, large and
 

costly though it is, the project represents an excellent u3e of U.S.
 

taxpayers' money for development assistance in general, and for the
 

Food for Peace Program in particular.
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A. Project Design 

The OGCP is grounded on a simple tenet which has long been
 

accepted in developed economics but has rarely prospered among the
 

relatively povrless rural masses of the Third World. This tenet
 

states that the business of farming does not have to stop at the
 

farm gate; rather, any activity ranging from growing food or fiber,
 

processing it into finished goods, and distributing them to final 

consumers are all acceptable functions for farmers to control. By
 

the same token, profit opportunities presently available in the pro

ductior, processing, and marketing sectors can appropriately be cap

tured by farmers. 

In Tndit this tenet has already been successfully demonstrated 

dairy Therein the industry. Anarid Pattern Cooperatives link even 

landless laborers owning one milk animal with a nation-wide netWork
 

of dairy plants, cattle feed mills, breeder farms, railway and rruck

ing services, and thousands of milk distribution retail points serving 

the principal cities of India. Known as "Operation Flood" and financed 

by conmmcdities donated by the World Food Program at the outset, with 

additional support the World schemefrom Bank.the will soon embrace 

some 30,000 village-level cooperative societies and about 10 million
 

rural producer households.
 

The Anand Pattern Cooperative model has demonstrated its ability
 

to generate continuing income for villagers, lcwer commodity retail
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prices for consumers, and generate thousands of new employment crpor

tunities in-between. The model has also demonstrated the appropriate 

training and use of "spearhead" or "mobile" teams for village-level 

promotion activities. It has created formats for village society 

record-keeping and management, methodologies for farmer training, 

efficient procedures for the purchase and transport of farm-grown 

commodities, and has demonstrated the feasibility of nation-wide 

retail distribution systems for finished products. 

The Anand Pattern model, as 
it applies to oilseeds, is promising
 

for additional reasons as well. First, it is non-paternalistic. It
 

does not require goverLment direct participation, subsidies, or pro

tection. It 
creates leadership structures for member representation
 

that effectively makes project staff the employees of farmers and
 

accountable to them. Second, the model is self-financing. While the
 

landed value of dcnated soybean oil in India may be 6-7,000 rupees
 

per ton, by the time it is sold to Indian consumers the value of cur

rency generated is possibly 10,000 rupees or more, which represents
 

roughly a 30 percent local contribution beyond the landed value. The
 

project authority in turn takes the total proceeds and capitalizes
 

most of the donation by on-lending it 
on a 70/30 credit-grant basis
 

to the project's implementing agencies, like state federations of
 

cilseed growers cooperatives. Finally, project resources are utilized
 

to stimulate agronomic research and farm-level investments in yield

increasing technology to greatly expand existing levels of oilseed
 

production. In other words, unlike donated food commodities that
 



-15

temporarily feed the hungry and then are gone forever, the Anand/
 

OGCP model creates resources that 
can be used again and again and
 

again to alleviate the problems of hunger on a continuing basis.
 

B. Imnlementing Agencie9
 

The OGCP was 
initiated and continues to be supervised (and
 

effectively controlled) by the National Dairy Development Board
 

through its Managing Committee for Oilseeds and Vegetable Oils. The
 

NDDB is an instance of institution-building at its best. The Board
 

basically sees 
itself as a conduit rather than a depository of de

velopment resources and responsibilities. Although it has managed
 

tens of millions of dollars in cur'eney generations to develop an
 

integrated cooperative dairy industry, even though it has overseen
 

the construction of dozens of modern dairy plants and cattle feed
 

mills, and even though it has recruited and trained thousands of
 

technicians ard farmers, the NDDB remains an agecy without an empire.
 

Its total assets, mostly in buildings for the Anand campus and head

quarters, hordly exceed US$ 5 million. NDDB staff members 
are con

tinuously "hived off" to implenicnting agencies created by the Board 

such that, even though the scale of Operation Flood has doubled in
 

recent years, NDDB permanent staff members--about 1,100 nation-wide
 

--have remained stable throughout the last half-decade.
 

NDDB is a highly experienced ihstitution. Its Engineering Divi

sion has planned and supervised the construction of scores of multi

million dollar industrial facilities. Its Farmers Organization Division
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has promoted the organization of thousands of village-level cooperative
 

societies throughout India, and farmer-participants in ITDDB training
 

programs--men and women--now number in the millions. Its Information
 

Operations Division works with some of the most modern compute: r hard

ware available in Ind3 a, and it maintains a nation-wide data collection
 

system which measures project performance indicators on a monthly basis.
 

NDDB staff is highly motivated. The institution recruius most
 

of its technicians directly out of high school or college, before they
 

are "contaminated" by employment experience in the public sector or in 
private industry. All are required to serve six months minimux, duty 
with spearhead teams operating at the v~ilage level. NDDB's agenda for
 

new recruits is straight-forward, namely: Get 
 to know and respect the 
villagers and their leaders; they are the people for whom you work;
 

you are their employee. With such a focus, skills acquired throughi
 

on-the-Job training in village promotion activities are not easily
 

transferable to Jobs in other institutions, which shows up in the NDDB's
 
very low rate of personnel turnover. Although wage rates at NDDB are
 

competitive with other employers initially, they gradually lose ground
 
thereafter. Even so, personnel stay on with NDDB because they gain con

siderable satisfaction (psychic income) from their work. They also can
 
achieve positions of important responsibility at very young ages. For
 

example, the average age of NDDB staff is only 27 years old, and the
 

Deputy Director of OVOW is only 35 years old.
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The Assessment Team found NDDB staff as well as personnel of
 

the GuJarat state federation to be extremely open, willing 
to answer 

any question, completely patient, always cooperative, and rarely
 

defensive about problems or deficiencies identified by Team mambers.
 

Theirs is the apparent security--rarely found in staff of develop

ment agencies--ivhich arises from the conviction they have done their 

best and have reason to be proud of what they have accomplished to
 

date. But this security is blended with 
huaility, even a sense of
 

vulnerability, These technicians 
see themselves as beginners in the
 

oilseeds business, i.ith a steep learning curve ahead of them. But
 

they sound and act like winners, and as a matter of fact NDDB is an
 

institution which han not yet 
failed in any important endeavor it
 

has undertalren. 

For the record, one last point about NDDB should be made. The
 

institution has an 
impecable financial record in 
over 15 years of
 

operations, NDDB emp2.ys a continuous internal audit, which authori.

zes absolutely all expenditures before disbursement occurs. 
Additional

ly, NDDB contracts an external audit once a year. At the level of
 

state 
federations and village-level societies, these institutions 
are
 

audited routinely once a year by their respective state Cooperative
 

DepaR-tment. State-appointed auditors accordingly classify each society
 

every year as 
an 
"A", "B", or "C" cooperative--their grades reflecting
 

the 
extent to which their records are up-to-date and accurate. Each
 

OGCP society has 
a paid Manager who is NDDB-trained and whose salary
 

is partially subsidized by the project.
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C. Project Impact
 

The OGCP already is generating income benefits 
to participating
 

oilseed growers. They are so obvious that it seems only a matter of
 

time before the project's pace of membership growth begins to catch
 

fire in a big way.
 

To begin with--taking the example of Gujarat.--the project's imple

menting federation (GOGCF) offers participating growers a procurement
 

price which is at least 10 percent above the prevailing market price.
 

But even more significant benefits involve the way produce ;s weighed
 

and dicounts calculated. Using a large hanging bar scale to weigh whole
 

sacks (aprox. 100 kgs) the project gives the grower a fair weighing of
 

his delivered oilseeds, in this 
case groundnut, and without charging
 

him a sales commission of 1-2 percent as 
is the case in the regional
 

market yards. Next, using a much smaller hanging bar scale of about
 

250 gram capacity, the project calculates the grower's shelling percen

tage and discount for extraneous matter from a sample of his delivered
 

supply. It is noteworthy that the sample is prepared, shelled, and
 

screened by the grower himself with the help of his neighbors. Tradi

tional market transactions with traders result in loosely estimated
 

shelling percentages of 60-65 percent; in contrast, the OGCP typically
 

measures 69-70 percent and sometimies higher. It is normal for traders
 

to estimate--often without sampling--extraneous matter of 500 grams
 

per 100 kilo sack. Samples weighed by the project average around half
 

that much. Thus, careful and fair weighing of samples create a built
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in incefitive for growers to produce higher quality and better-cleaned
 

commoditities.
 

The project goes one step further by offering to growers the so

called Jhangard system, which works as 
follows. After all weights and
 

discounts have been calculated, the grower has the option to deliver
 

his produce to the project but withhold his sales order. Thus, if the
 

market price goes up in the future the grower is free to sell his pro

duce 
on the day he finds most beneficial; he thereby relizes a specula

tive gain but without incurring storage costs, which are completely
 

borne by the project. Moreover, the project will help the grower finance
 

his waiting period by offering him an advance at 8 percent interest
 
4.. 

equivalent to 
70 percent of the total value of his delivered grain as
 

calculated on delivery day. The Jhangard system still offers one more
 

advantage as 
well. Because it is a consignment and not a sale, the 

transaction is legally exempt from the Gujarat 4 percent groundnut 

sales tax, which is normally paid by the seller not the buyer. Assuming 

he harvest-- his crop in early October (following the Kharif season), 

the grower can play the jhangard system for up to a theoretical maximum 

of eight months, because the only limitation is that he complete his 

sale by June 30, end of the fiscal year.* 

* in point of fact few farmers can afford to play the Jhangard system, 
according to GOGCF staff. This is because a farmer must wait at least 
a month or two until the harvest glut period passes, and significant
gains may require a wait of 4-6 months or more. Therefore, actual 
participation in the Jhangard system is estimated by project staff at
 
5 percent of all. farmer-members. Nonetheless, the mere fact that the 
system is available constitutes a symbolically imporant human touch 
for the project which allows it to compete more successfully against
 
private traders.
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Of 	course, the OGCP offers other benefits to producers besides 

commodity price incentives. These include the supply of improved seed
 

(when it is P.vailable); assistance in procurement of fertilizer, pesti

cides, and other cash inputs to increase yields; assistance in arrang

ing 	production loans to finance packages of improved packages involving
 

the above; and limited technical assistance (farm visits) to demonstrate 

improved technology. If one is a farmer-demonstrator, he acquires a
 

subsidy of 1,000 rupees 
 from the project to finance inputs for use on 

demonstration plots. This individual possibly gains local prestige
 

from the fact that beside his home is erected a handsome metalic sign
 

provided by the project which advertises (in Gujarati script and multi

color logo) that he is a farmer-demonstrator. Last but not least, the
 

grower can expect a patronage refund of profits generated from the
 

processing/marketing activities of the oilseed growers federation to 

which he belongs--providing, of course, that profits are made. Given
 

the recent performance of the Bhavnagar Vegetable Products Fltant 
(see
 

Section IV, Processing) such profits may begin to flow in the present
 

fiscal year, So far during 1980-81 the GCOGF has earned net profits of
 

770,000 rupees, of which 4 percent will go 
as a share dividend and 1
 

percent as 
a 	bonus payment to grower-members.
 

D, 	New Development Opportunities for the Future
 

Aproximately 3 percent of the estimated seven-year projedt
 

expenditures are ear-marked for research and development use. These 

funds (see Section VI) are allocated for operations research, market 
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research, development of new products and processes, and so-called
 

"1cooperative development". The last line item is devoted to studying
 

opportunities for expanding the Anand Pattern Cooperative model to
 

ether commod.ty sectors. NDDB is presently conducting studies cover

ing fisheries, Jute, cotton, and vegetables, which have all been re

quested by the GOI.
 

Additionally, conversations with the GOI are well-advanced (and
 

officil approval is seen as "imminent") concerning NDDB's request
 

for a license to import soybean oil on a commercial basis. Permits
 

are also being requested which would allow the project to blend soy

bean oil with groundnut oil, and to export HPS (hand picked selected)
 

groundnuts. It .ould be argued (and not without merit) that so many
 

research studies and requests for permits or licenses could expose
 

tLe PIDDB to too raany new ventures, thereby neutralizing its effective

ness by assi.ning more tasks than it can handle. But it can also be
 

argued that NDDB is continually strengthenre,] 1y these new opportuni

ties. They keep the institution alert, always stretching its knowledge
 

base, continually challenging staff to test its expertise against new
 

problem areas. 1.hus, the project authority is an institution unlikely
 

to grow stale; to the contrary, it appears programmed t'. constantly
 

energize itself. For project insiders as well as outside analysts who
 

monitor its progress, the OGCP is likely to generate learning oppor

tunities for many years to come.
 

http:commod.ty
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III. PRODUCTION ENHANCEMENT ACTIVITIES
 

The Assessment Team's field travel period was altogether too
 

brief, and visitation activities too limited in time, to afford the
 

Team a reasonably comprehensive review of project achievements and
 

planned future actions in the production enhancement area. However,
 

based on what we 
could observe, the general consensus was that pro

ject accomplishments in production enbancement were well below the
 

Team's expectations. This was 
both a surprise and a disappointment.
 

It was 
surprising because in Asian experience programs to expand
 

yields and deliver supporting inputs and extension services tend to
 

be far more successful than those which seek to create stable markets
 

to adsorb the production expansions achieved. It was disappointing
 

because the success of the production enhancement component--certaii

ly in the medium- and long-term--is a prerequisite for satisfactory
 

achievement of the project's objectives overall. As the Anand Pattern
 

Cooperative model demonstrated, the entire project must begin and end
 

in the villages.
 

Several areas 
of apparent deficiency were identified. They involve
 

(1) mobile teams, (2) cooperative membership, (3) supply of' credit and
 

production inputs, (4) grower demonstration plots, (5) district farms,
 

(6) research linkages, and (7) storage facilities. Each of these prob

lem areas are discussed in greater detail below.
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A. Mobile Teams
 

With due consideration for variations between states, the
 

project's concept of what constitutes a "mobile team" has become
 

rather ambiguous. For example, in Gujarat--for a given district-

project field staff is divided into one or more 
"area offices",
 

each of which is directed by an "area officer" or "team leader". The
 

activities of the area office supposedly cover 2-3 development blocks,
 

e2ach consisting of 2-3 talukas. A taluka covers 
-bout 50-60 villages,
 

of which the project will normally organize about 20-25 cooperative
 

societies. Serving the taluka and its grower societies are usually
 

about five OGCP fieldworkers, i.e., one fieldworker for every 4-5
 

societies or every 10 villages. For every two talukas (and 10 field

workers) thee is a project supervisor, also sometimes known as 
a
 

"team leader. Complicating matters further, fieldworkers are normally
 

divided into two-man teams consisting of a cooperative promotion spe

cialist and an agricultural extensionist. Thus, a "mobile team" can
 

conceivably mean two people (at the specialization level), five people
 

(at the ta].Lua level), 11 people (at the bi-taluka level), 22 people
 

(at the block levw:l), 
and so on. To avoid such ambiguity--which will
 

only increase as 
more states are included in the project--it would be
 

useful for OGCP performance indicators to specify, for each state,
 

the 
total number of fieldworkers deployed. This will permit project
 

managers and outside monitors to know very quickly the adequacy of
 

project coverage by calculating such ratios as 
(1) number of societies
 

per cooperative specialist, (2) number of farmers 
(or farmer demonstra

tors) per agricultural extensionist, etc.
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Project statistics currently list seven mobile teams deployed
 

in Gujarat and two in Madhya Pradesh. These teams have been swamped
 

with work. In Gujarat they cover 290 villages. They have organized
 

an average of 31 village meetings per month, given 170 film showings
 

since project inception, have trained 730 farmers in improved oilseed
 

cultivation practices, have distributed a cummulative total of 81.2
 

MTs of improved seed, have supplied 1,843 liters of pesticide, and
 

2 tons of fertilizer. They have supez-vised the procurement of over
 

12,419 metric tons of groundnuts from grower-members. Cooperative
 

specialists on Gujarat mobile teams have organized 133 village-level
 

societies, of which 28 have been officially registered. An "organized"
 

society implies a broad range of difficulties to be overcome by the
 

mobile team. In addition to "selling" the project concept, they must
 

select village leaders for motivational training at Anand or techni

cal training at a district or other farm; they must set up a complete
 

set of cooperative records, recruit and help train a paid manager,
 

and supervise bookkeeping and management practices on a periodic basis;
 

they must put up with difficult living conditions in the village where
 

they are based; and they must perform their tasks with a minimum of
 

external supervision, in-service training, and logistical support from 

the project. 

fle success of the entire project will probably hinge on whethur 

these young, fairly inexperienced, but highly motivated fieldworkers
 

are effective in organizing Indian villagers. But equally important,
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OGCP achievements will critically depend on the project's ability to 

recruit and deploy ever increasing numbers of mobile teams and field

workers. In this regard--again using the example of' Gujarat--the pro

ject has begun to lag badly. In the so-called "pre-y.roject year" of 

1979 only one team was organized. In the second, third, and fourth
 

quarters of the fii..t official project year a total of six new teams 

were deployed at the rate of two per quarter. However, in the last
 

two quarters (through December 1980) no new teams were formed. This
 

situation must be reversed immediately. The original project proposal
 

estimated some he mobile teams would be deployed by the end of the 

second year; at present there are a mere eight, including one in
 

Madhya Pradesh. If the project is to have any chance of catching up
 

with its performance benchmarks it would appear to be a prerequisite 

that new mobile teams be recruited, tr ':ed, and deployed at no less 

than a minimum i-.te of 'x teams per quarter pr state. To say the 

original. mobile team estimates were unrualistic only creates a bigger 

issue, because the project's oilseed procurement and processing tar

gets (upon which the technical feasibility of the plants and distribu

tion system is based) are all linked--at least in the medium- and long

term--to the assumption of rapidly swelling numbers of participating
 

village-level societies and grower-members.* In this sense, .ie OGCP's
 

inadequate deployment of mobile teams constitutes a far more serious
 

bottleneck than inadequate acreage for district farms or scarcity of
 

* 	 In the short-rin: OGCP plants will be required to compete directly 
with other traders for buying the production of non-member farmers, 
either directly or through state ntarketing yards, Joint procurement 
operations with state marketing federations will be the likely norm 
until member-grower production is sufficient to meet the entire raw 
material requirements of the plants. 
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improved seed and other cash input supplies. For these reasons 
the
 

matter should be given the highest priority attention by project
 

manarement and CLUSA monitors.
 

B. Cooperative Development and Equity 

The NDDB has established an enviable record of concern for 

equity in Operation Flood, its vertically integrated cooperative milk
 

production scheme. In that program any person who owns a milk animal
 

is eligible for membership in the village-level cooperative society.
 

It has been documented that those households owning only one milk
 

animal and who have no agricultural land will benefit more, in rela

tive terms, than those who own both lahd and dairy cattle. This con

cern for increasing the incomes of rural people on an 
equitable ba

sis--of reaching the very poorest of the rural poor--is of central
 

importance to the NDDB and its staff. Transferring this conce rn for
 

equity in milk production to oilseed production is morea ccrrplex 

matter. Obviously, the returns to oilseed production are 
in large mea

sure a function of the amount of land owned by individual cooperative 

member-growers. Land is 
a scarce resource, and in India--as elsewhere
 

--it is 
a fairly reliable guide to determining income class Ind level
 

of wellbeing of its owners. The fact that land resources th mselves
 

are inequitably distributed at the village level serves to complicate
 

the organization of oilseed cooperatives to achieve an equitable dis

tribution of benefits.
 

The model by-laws for the village oilseed growers cooperative
 

are carefully constructed to assure equal service a d voting pcwfr 
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among members regardless of land holding, However, for a variety of 

historical and practical reasons, the growers societies exclude
 

from membership (a) agricultural laborers, since they own no land
 

upon which credit systems are based, and (b) sharecroppers, since
 

they do not exist under the law e'vet though they eiist in fact. In 

addition, grower societies normally do not invite female heads of
 

households, primarily widows, to become members since they are by
 

custom excluded from male societies.
 

Finai.ly there is a lurking question about the landholding and
 

income stratum from which village grower 
 society membership is prin

cipally drawn. The Assessment Team found in an extremely small sample
 

of' three societies that the rangc in holdings from the smalle:t to 

the largest grower members was 2-11 hectares at one extreme and 14-24
 

hecttures at tne other. No medians were reported, but the range may
 

be coprrared to the Gujarat state average of 3.7 hectares per farm 

in L976- 1'y. In the Surashtra region where the Te=.. visits occurred, 

the average farm size is reported to be 10 hectares and in the Bhav

nagar District it is l4 hectares. Thb issue here is i4hether larger
 

farmers may be disproportionately represented among cooperative society
 

membership. It might be useful for the Project Authority to stratify 

each village by land holding classes--at the time the cooperative is
 

originally promoted--to establish a baseline for subsequent measure

ment. If it is found that membership is being consistcntly drawn from 

the upper strata of the land holding scale, the project may wish to 

http:Finai.ly
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take special measures to enlist the cultivators who are less well off. 

The question of extending some benefits to resident agricultural
 

laborers would appear to be more 
easily resolved. First, to the extent
 

that these laborers are paid in-kind at harvest, the cooperative society 

could offer a kind of associate status so that the laborer's produce
 

could be marketed through cooperative channels, In this way landless
 

village residents would enjoy a share of the returns which accrue to
 

cooperative membership through end-of--year patronage refimds, and
 

this would in effect constitute an increase in the remuneration they
 

receive for the sale of their labor services. Similarly, in those in

stances where village societies 
are used as retail distribution points
 

for 0CCP edible oil products, the cooperatives could extend associate
 

membership status to landless residents to allow them to purchase
 

project commodities at favorable prices. This action would help to in

sulate the most disadvantaged rural consumers from exaggerateu peaks 

in vegetable oil prices. 

Since sharecroppers do not exist under the law it would be unrealis

tic to suggest that cooperatives recognize their existence and, hence,
 

give them a legal basis for claiming the land which they till. Nonethe

less, it is conceivable that an associate membership status could be
 

devised for them also which would allow access to project marketing
 

services and income benefits.
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Accepting female farm operators as society members is largely a
 

matter ofeducation, of transforming a longstanding separation of the
 

sexes in farm tasks, and one which tile 
Project Authority has both the
 

will and the ingenuity to address.
 

C. 	 Breakdowns in Input and Credit Supnly 

According to the CLUSA-financed Operations Research Study con

ducted in Cujarat, the contribution of improved practices of techni

cal inputs--including improved seed, fertilizer, fungicide, pesticide, 

and improved spacing and cultivation practices--is expected to raise 

groundnut yields (under rainfed conditions) by 30 percent over the 

seven year life of the project. According to proJect documents, the
 

2-ash inputs would be provided as credit-in-kind, with loans deducted
 

at 	the time harvest supplies are sold to the project. For the supply
 

of both inputs and credit to finance them, the project originally pro

posed that existing cooperative infrastructure at the village level 

(credit and multiple service societies) be utilized to the extent avail

able, with back-up from state cooperative banks. 

In practice the above-mentioned reliance on institutions beyond 

direct project control has apparently resulted in repeated breakdowns 

in the supply of inputs and credit needed by OGCP grower-members. For
 

cnc thing, credit societies do not exist in many villages; where they 

do thuy are prevented from lending to growers with delinquent loan 

balances outstanding with the state cooperative bank. In our visits to 

village societies and demonstration ploLs, the Team learned that ferti
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lizers have been in short supply at planting time. When stocks are
 

available, the formulas are not clearly appropriate for local soil con

ditions. The Team suggests that the project immediately explore the
 

availability of equipment as well as 
determine the most appropriate
 

locations for the establishment of soil-testing facilities to 
serve
 

grower members. Soil tests are expected to be helpful in adapting
 

cropping patterns, cheapening the cost of fertilizer by eliminating
 

unnecessary nutrient components, and in tailor-making fertilizer
 

dosage recommendations to highly variable local conditions, even
 

within the same 
farm. As a first step, all farmer-demonstrators
 

should have their soil tested prior to conducting any sort of trial.
 

Ideally, as the project begins to replicate practices proven on the
 

demonstration plots, all adopters of improved technology should first
 

have their soil tested.
 

The Team noted that fungicide use was not at all generalized in
 

the project areas visited. The use of this chemical in treatment of
 

seed stored by the farm household can decisively improve germination
 

and yield--a benefit which deserves priority attention until the pro

ject is in a position to supply adequate supplies of improved seed.
 

Weed, pest, and disease control recommendation:, are still not broadly
 

demonstrated, much less replicated, in the project area. This situation
 

is due to a variety of constraints including unreliable input supply,
 

lack of district-level farm facilities for training Crower-demonstrators,
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and ultimately the absence of a convincing technology promising
 

significant yield breakthroughs because of the project's still

tenuous linkages to state and regional agronomic research stations,
 

The fact that mobile teams 
are currently over-burdened with start

up promotion tasks only serves to aggravate the 
other constraints. 

The problems involved are complicated and will not be solved quickly. 

Yet the search for solutions must be intensified immediately if the
 

project's yield expansion assumption--which in the long run will be
 

important for OGCP success--is 
to prove correct and achieved in time.
 

D. Improved SeedSupply 

Of the project's input supply constraints by far the most
 

crippling is the absolute scarcity of improved seed. The crux of the
 

problem involves the limited acreage available to the project for 

seed multiplication activities. The recent experience of other develop

ing contries vith seed multiplication programs clearly demonstrates
 

that succssful 
 operations depend on two essential prerequisites: (1)
 

seed farms and their required seed treatment facilities must be fairly
 

large-scale undertakings run on a centralized basis, and (2) these
 

operations are best managed by private sector enterprises. For the
 

project to eventually achieve dramatic yield increases in oilseeds it 

must- be able to make available to growers genetically improved seed
 

on a irassivo scale, seed of a sufficiently consistent quality that 

growers will entirely abandon the storage of their own seed stocks.
 

"Tihe 
 Team feels that for the project as a whole there will eventually 

ariise the need for perhaps four seed plants of about 100 ton dai ly 
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capacity each. On the other hand, in the absence of sufficient farm
 

properties available to the project for seed multiplication activities,
 

stop-gap strategies for seed supply may have to include village-level
 

schemes where one grower of every ten will specialize in the production
 

of improved seed for his neighbors. The Team is fully aware that the 

latter approach would create complex problems of local-level training
 

and supervision to guarantee high seed quality; the Team only indorses 

it as 
a strictly temporary activity conducted with already-selected
 

grower-demonstrators until such time as more adequate seed farm acreage 

and seed treatment plants have become operational.
 

E. Demonstration Plots
 

Although well behind aggregate project targets, 
 the few mobile 

team fieldworkers currently at work appear to be meeting their indi

vidual targets rather successfully, particularly with regard to the
 

organization of village-level demonstration plots. In GCtjarat some
 

125 farmer-demonstrators have been trained and plots laid out. A wide
 

variety of trials 
are underway including irrigation frequency, seeding 

density, fumigation practices, herbicide use, and general performance
 

tests of local and external seed varieties of which a couple appear
 

to be quite popular with farmers.
 

However, a number of deficiencies should be noted for prompt atten

tion by the project, The Team felt that many trials they visited reflect

ed poor understanding of experiment design. For example, some plots 
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were attempting to test 
several variables simultaneously. It also
 

appeared that demonstration plot record-keeping is somewhat casual
 

and not well standardized from one project area 
to another. Tce 

spill-over of proven practices from the demonstration plots to
 

normal cultivation areas of even two-year grower-demonstrators 

appeared negligible. The demonstration plots may well fill a sym

bolically important function by serving as instruments for promoting
 

dialogue between growers themitelves and with project extensionists, 

but as yet these plots are apparently not playing a central role in
 

the replication of new technology at the village level, Again, this
 

is not necessarily the fault of the demonstration methods employed
 

but may be due to the absence of a dramatically successful new tech

nology--built around genetically improved seed material--which is
 

capable of generating the kinds of results that farmers can get excited
 

about.
 

F, Price Support
 

The project documents envisage that in the first year a moderate
 

price incentive will be offered to grower-members--one distinctly above
 

prevailing market prices--mainly to 
gain the trust of growers. The
 

project proposal further states that the OGCP goal will be to provide
 

an end-of-year bonus equivalent to 10 percent of the purchase price
 

paid to farmers. 
In 1977 when the project proposal was originally draft

ed, it was believed that 
a price of 2,000 rupees per ton (for groundnut)
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would constitute an adequate incentive. This procurement support
 

price never came into effect due to the prevalence of considerably
 

higher market prices. With the increase in production costs and
 

the considerable uncertainty of weather conditions and market price
 

fluctuations at 
harvest time, it is necessary to announce a support 

price to attract the production response from grower-members which
 

the project's success will increasingly depend on. The majority
 

opinion of the Teaa is that a price support program is needed which
 

would guarantee the farmer 90 percent of the average cost of' produc

tion, including family labor, 
 and utilizing an improved practices
 

package of cash inputs. 
 Such a guarantee should be calculated, re

vised annually, and announced to all gr9wer-members of OGCP societies 

until such time as the GOI launches an effective minimum sunport price 

program. This would facilitate advance production planning by farmers.
 

It would also improve the price 
structure they face and would substan

tially reduce the risks they face in adopting improved practices re

quiring cash inputs. It is suggested the project announce the support
 

price before the sowing of the next Kharif season groundnut crop.
 

A minority opinion of the Assessment Team holds that a minimum 

support price--if it came into force as a result of low market prices
 

at harvest tine--would increase the processing costs of cooperative
 

plants above those of private processors, and would result in an "opera

tional loss" for the project's processing component. The majority of
 

the Team agrees but notes that whether the difference between the minimum
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support price and the open market price is characterized as a cost, 

or 	an expenditure for procurement support, or an operational loss
 

really makes no difference: the project still pays, either by cover

ing 	the loss directly or by reducing the profits distributed in
 

patronage refunds to the growers. It should be mentioned that given
 

current price trends th, probability of losses for price support
 

occuring more than two years in 
a 	row is quite minimal. However, if 

over a longer period of time the average cost of production is con

sistently higher than the prevailing open market price of oilseeds
 

at 	harvest time, then the project would simply not be financially
 

viable. Were it to occur, such a situation could only be corrected
 
4.. 

by 	a profound shift of relative prices between oilseeds and other
 

crops, and this could only be accomplished at the macro economic
 

level by GOT policy-makers. On the assumption that most of the time
 

the 	average cost of oilseed production to growers will be less than
 

prevailing market prices at harvest, the Team has suggested a price 

support scheme as one of several legitimate uses for funds contained
 

in the line item entitled "Operational Losses".
 

G. 	Farmer and Extensionist Training 

Based on its work in organizing India's dairy industry under 

the Anand Cooperative Pattern, NDDB has demonstrated a great respect
 

for rural households, a sensitivity to their needs, and considerable
 

ingenuity in overcoming all manner of obstacles to assist them. NDDB's
 

spearhead or mobile teams are, in themselves, excellent instruments
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for on-the-job training of fieldworkers. The NDDB has sponsored the
 

development of high-quality films and visual aids--with sound tracks 

or narratives translated into several indigenous languages and dia

lects--which tell the project's story and give palpable images of its
 

aspirations. In the training of farmers and fieldworkers -[DDB must
 

be considered among 
 the best experts in India. 

Unfortunately the Team did not have time to 
review project train

ing activities at the village level nor learn how mobile team members
 

are skill-urained. We did not sense, however, that the OGCP has yet
 

cvolved a detailcd and coherent training strategy or plan tLat is
 

being systematically impl.emented on a state-by-state basis. It appears 

that the project's training strategy was based on the district farm
 

concept; 
on such farms grower-demonstrators and fieldworkers 
were to
 

be continuously trained. But in Gujarat the project ha, encountered
 

serious difficulties in acquiring such farms,,-and the acquisition
 

and equipping of these properties is badly delayed. As a result, 
 it
 

would appear 
 that training plans theoretiually based on the use of'
 

these farms have simply 
been postponed, a possibility that has evident

ly limited recruitment of mobile teams as well. Ir this is the case, 

it is imperative that NDDB develop contingency training plans immediate

ly. Such plans should avoid heavy reliance on training center facilities
 

because these will not be available in the short-run. Perhaps as one 

option nely-recruited fieldworkers can be assigncd as interns to 

existing .:zbile teams, while newly-selecteL *growv -,em, L~sra~ors -hould 

be apFrenticed for a few days training at tL farms of 7ret:.ran demcn

strators. While far from ideal, such arraigcmcnts are far superior to 
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doing nothing until training facilities have been built. 

I. 	 District Farns 

The original OGCP proposal envisaged the use of dstrict-level 

farms as a pivotal component around which production enhancement acti

vities would be structured. By the end of the project's First Stage 

(now scheduled ior mid-19L82) there were to be eight district farms in 

operation, each of an ideal size of 4OO he':tares. The farms vere to 

serve several purposes. First, the farm would be linked with an "Area 

Agronomic Center", itself of 500 hectares, where sophisticated trials 

of irproved oilseeds technology (adapted to thc micro-eceologies of 

different dintricts) would be carriedout. The Area Agronomic Center 

would ir. turn be Linke] to .he state agricultural university' d 

regiona], or na(-ion_,l research sta ions such as McI' and ICRISAT, 

fr'om1 which the resu].t of basic plant breeding res.earch wol.d be taken 

fnr local testing, In addition, there would be downward linkages from 

the -lstrict farm to the demonstration plots in each participating 

village.
 

0f the anticipated 14O0 hectares of each district farm, 300 hec

tares were to be reserved for the multiplicati.on of iuproved seed 

using breeder seeoJ taken from the Area Agrcnomic Center or regional 

research stations. Seed mil-tiplication activ1ities were a-.-o to bV 

organi zed at the %illae.-level utilizing trained grover--c.eon-trators 

and other selected farmers, who would receive a pricu. premium for 

http:multiplicati.on
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growing seed stocks. Fifty hectares of each district farm was to be
 

reserved for demonstration plots of improved cultural practices, irri

gation trials, and farm-level storage experiments. On such demonstra

tion plots fieldworkers and farmers were to be trained on a regular
 

basis at intervals as frequent 
as every two weeks. It was also original

ly conceived that the district farms would serve 
as headquarters for
 

as many as fifty mobile teams at work in the villages. 

Acquiring district farms and making them operational is--together 

with mobile team deployment--the project component which is lagging
 

Dirthest behind. More than half way through Phase One, the project has
 

only acquired 
 two farms: one in GuJarat with an area of 18 hectares,
 

a&rd another in Madhya Pradesh with an 
 area of 71 hectares, both far 

below the minimum requirements cited in the project plan. This situa

tion arises not for lack 
of effort by the Project Authority nor for 

lack of intereot on the part of' state governments. Patler, it stems 

from the basic fact that the number of developed large farms is much 

smaller than originally thought. The Gujarau State Government has offered 

to transfer to the project farms curruntly under the control of the 

Department of Agriculture or block-level and even viilnipe-.evel yrnchay

ats (rural administrative councils); however, in doing so it would re

quire that all personnel currently employed on these farms be trans

ferred as well. For reasons of both economy and operational efficiency, 

this is - condition the Project Authority has been unillii:g to c.cot. 

* Recently the project surveyed 16 candida,. farms and found c7ily 9 
to be acceptable with a combined area of only 300 hectares. 'ie pro-
Ject proposal originally envisaged 1,600 hectares under district 
farms in Gujarat alone. 
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In Madhya Pradesh' the situation appears tc be somewhat bettor, Farms 

now in the pos;session of the state oilseed growers f"ederation total
 

7-. hectarc2, and the Assessment Team was told that other properties
 

'-ill soon be acquired as well,
 

It may be siirmised frccm the above that the original plan for
 

district farms will not be fulfilled., However, the Project Authority
 

in Gujarat is considering 
severml options to correct the district
 

farm ncarcity. One option would be to purchase 
 or lease farm areas 

(as distinct from receiving thnm .indonation) but this possibility 

would rc.quire, large investments not presently covered by the project 

budget, A seciod wore promising option would be to enter into collabora-

Live ar anjemnrmtr; with the Gujarat Agricutltural University or the Gu

jarat Ztate Co-ed Farm to secure the required acreage, Under such 

arrangemeuts the proj-!ct would contribute resources to f.inance i.n

frastructure imprivements, training facilities, and equipment recuired 

to make existing properties much more operational, But ex'.sting staff 

payrolls for thee'farms would not be as,_iimed by the project, Adhiniis

tration of the pr.[perties would be condauc-ed by a Management Coamittee 

that in,!iLrae3 reJ r ernitIivez ct" 2DDT3, Gujarate Coperati,. Oilseed 

Yroie;:s Federation, Gujarat University, etc. Discussionj t:: achieve 

join'.y-cpferuted p-opercis are in -n adfvanced tagc fcwc-,'r, there 

:er:lrmin ,uetioris of mc-Oacxf.,2n t cctrol., :insti utional rhilonopny, and 

ccrzA-.harine that are yct to be r'esol.erl. 



It is clear to the Assessment Team that the functions originally
 

ascribed to the district farm concept--and certainly the district
 

farms themselves-are essential to the success of production enhance

ment activities and, hence, to the long-run capacity of the project
 

to generate income benefits for growers via technological breakthroughs 

that expand oilseed yields. Finding solutions to the problems regarding 

district farms deserves the urgent and sustained attention of NDDB and 

the Gujarat Cooperative Oilseed Growers Federation, as well as the new
 

state federations which participate in the project. The Team is confi

dent that the Project Authority will be able to resolve these problems,
 

just as it has solved many other seemingly intractable difficulties in
 

the pasi., If requested by the project,"CLUSA and USAID should provide
 

any possible assistance to NDDB/OVOW in dealing with district farm

seed multiplication difficulties. Short-term technical consultants
 

with specialized agronomic expertise may prove useful. In any event,
 

progress on this front must be made quickly, and no doubt it will be
 

a matter of serious scrutiny during the joint NDDB-CLUSA-USAID-GOI
 

evaluation to be conducted at the end of the project's First Stage.
 

I. Research Linkages
 

Currently the project's linkages to agricultural research in

stitutions are quite weak, a consequence at least partially due to the
 

slow movement in developing Area Agronomic Centers and district farms.
 

According to project staff, the Indian Couicil of Agriciultural Research 

(ICAR) sets its own research agenda, which is discussed in an annual
 

workshop. Project staff have informal communications with, and receive
 



bulletins from, ICRISAT at Hyderabad, which has a very large collection
 

of oilseed germ plasm. The project has made initial contacts with the
 

newly-form.- d National Research Center for Groundnut at Junagadh in Gu-


Jarat, Contacts are apparently increasing -withGujarat Agricultural.
 

University, which has expertise in oilseed breeding, agronomy, plant
 

pathology, etc. But the project's relationships with the above institu

tions are still tenuous, contacts are still infrequent, and as yet no
 

clost±y coordinated planning between them has occurred.
 

As the state federations acquire access to suitable acreage in
 

district farms, more will need to be done to regularize staff contacts
 

in a systematic program of basic research (at the level of ICAR, ICR

!SAT), adaptive research (by the project), and demonstration trials
 

at the village level in support of seed multiplication and agronomic
 

extension activities among grower-members. For this purpose it would
 

be highly desireable if the project's adaptive research activities
 

(at the district farm and village demonstration plct levels) were to
 

come under the guidance and supervision of scientists from ICAR, ICRISAT,
 

Gujarat Agricultural University, and the National Center 
for Groundnut
 

at Junagadh. The expertise of these institutions will greatly assist
 

the project, but what is happening on village demonstration plots and
 

in farmers' fields should nourish the efforts of research scientists.
 

To this ond there will need to be a systematic and regular flow of infor

ination from farmers through the project extension workers to the applied 

researchers at the district level and on 
to Lhe scientists above them.
 

Finally, oilseeds which look promising on research plots and which are
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proven on farmers' fields should move quickly into the seed breeder

foundation-multiplication system.
 

The Assessment Team thinks it noteworthy to mention that USAID
 

is 
now preparing a Project Paper for Agriculture Research which would,
 

among other things, address basic oilseed research with ICAR. This 

project presents a possible opportunity for collaboration which may be
 

of interest to the Project Authority and state federations.
 

J. Monitoring Considerations
 

The deficiencies identified by the Team within the production
 

enhancement program came as a surprise because we expected this area
 

to be OGCP's leading sector. Equally surprising, though, is the fact
 

that CLUSA monitors failed to identify the problem areas 
as sufficient

ly serious to merit priority attention by the Project Authority. It
 

is the Team's belief that CLUSA monitors--already distracted by many
 

extraneous issues regarding project accounting and other procedures-

simply focused in recent months 
on what they know best, namely: pro

cessing technology and commodity procurement logistics involving the 

donated soybean oil. We may be dealing, therefore, with a blindspot 

in CLUSA rDnitooing capability, i.e., the absence of a staffCLUSA 

mncmber with professional training in agronomy. 

Given the central importance of production enhancement activities 

to the long-term success of the project, suggeststhe Team that CLUSA's 

Technical Assistance OPG be amended to permit the recruitment of a pro

fessional agronomist to be assigned the responsibility of full-time 
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monitorship of OGCP's production enhancement component. This individual
 

should have extensive Asian experience in rural development projects.
 

Ideally, he should have practical expertise in seed multiplication
 

activities, agronomic research, lay-out of demonstration trials, far

mer training activites, and be familiar with the cultivation of ground

nut and soybean crops.
 

A second monitoring issue involves NDDB/OVOW plans for measuring
 

the project's impact at the farm level. From document review it is
 

apparent that NDDB has excellent (third generation) computer processing
 

capacity at Anand. For sophisticated design and analytical skills the
 

project can draw on one of the best qconometricians in India. OVOW
 

has gone so far as to set up a provisional sample design which strati

fies project participants by land holding. They plan to employ a survey
 

research questionnaire on a 20 percent sample of grower-members plus a
 

control group of non-participating farmers. The precise impact indicators
 

to be used have apparently not yet been finalized, but one would presume
 

they would include changes in yields, income, production costs, and la

bor use on a single commodity (oilseed crop) basis.
 

There is no doubt in the Team's mind that the Project Authority 

has the necessary expertse and equipment to conduct adequate impact 

monitoring at the farm level. However, it is suggested that NDDB/OVOW 

not only consider computer-compatible survey research questionnaires 

but also less sophisticated instruments. For examrle, the Team miade 

available to project staff ! visual instrument which usis images de
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picting use 
of family and hired labor, draft animals, seed, other
 

cash inputs, and additional production costs distributed over land
 

preparation, planting, cultivation, and harvesting stages. Such a
 

visual format can be used by even illiterate growers; they are only
 

required to make scratch-marks. Yields are 
recorded the same way.
 

The farmer's scratch-marks 
can easily be converted into quantitative
 

estimates by a trained supervisor. As tested in other countries, this
 

kind of instrument has demonstrated that farmers themselves 
are capable
 

of collecting reliable data over time on their yields, production
 

costs, labor use, and net income 
on an individual crop enterprise ba

sis. An additional advantage, however, is that the instrument belongs
 

to and is controlled by the farmer; 
as 
such it can be useful in intro

du.ing growers to the importance of farm record-keeping and in calcu

lating their net income on one or 
more specified crops onefrom year 

to the next.
 

K. Storage
 

"t was the unanimous opinion of the Team that 
inadequate storage 

facilities at the village and area (block) level will soou become a 
serious constrain!, for the project. When and if membership grovth com

bined with acreage and yield expansion begin to create gcometric in

cr ases in oilseed supplies, the risk of losses in stocks awaiting trans-

Port in open storage at the village level will rise sharply. Without ex

tensive local 3torage facilities the project's transportation o,7istics 

will become extraordinarily complicated, most pai'ticularly d2-7ing the 
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harvest glut when there will exist 
a relative scarcity of transport
 

vehicles and storage facilities available for lease. Finally, yard
 

storage capacity at such central processing plants as Bhavnagar can

not 	be expected to expand much beyond three months crushing stocks. 

Ultimately, in the competition for oilseed supplies between the pro

ject and private traders, the side with the most storage capacity
 

at 	its disposal is likely to be the winner. 

Team members observed that the great efficiency in oilseed pro

curement and processing operations which has been achieved in the United
 

States is in large measure due to the existence of a vast network of
 

0, 	storage facilities--the grain silo system built on railway sidings-

which is located throughout the production regions. We recognize that
 

the organization of such a decentralized storage network will be more
 

complicated in India because of its more limited rail and highway in

frastructure. Local climatic characteristics would also mandate dif

ferent types of storage facilities and construction materials than
 

those used in temperate zones. Therefore the subject merits serious
 

research and analysis. 

A start was made in the original Operations Research Study which
 

was financed by CLUSA under a complimentary technical assistance CPG
 

on 
behalf of the OGCP project. The recommendations were incorporated
 

into NDDB/OVOW planning, and as a result the project's line item for
 

"Processing Facilities" was increased from almost 600 millior 
rupees
 

(the projection iii the original project proposal) to 900 million ru



:46

pees. Most of this increase is destined for the construction of a
 

decentralized storage network for the project. As each new state
 

federation is formed to participate in the project, these implement

ing agencies--with NDDB/OVOW technical and financial assistance-

are preparing their own operations plans intended to adapt project
 

objectives to local realities. Each state should conduct its own
 

Operations Research Study, hiring local or external consultants to
 

assist them where appropriate. As an integral part of the scope of
 

work for such OR studies, consultants should clearly specifj a plan
 

for construction of storage facilities adapted to the needs of the
 

project in each state.
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IV. PROCESSING 

A. General Description of Oilseed Processing
 

The processing of an oilseed basically consists of first separa

ting the fibrous material of the seed, which is then followed by the
 

removal of oil by a number of different methods to yield two different
 

types of products: the oil fraction and the protein fraction. All oil

seeds are relatively high in these two essential nutrients. Table 1
 

shows the average analysis of oil, protein, and fiber content for six
 

different oilseeds currently being considered by the project.
 

TABLE 1: AVERAGE ANALYSIS OF CONTENT FOR SIX OILSEEDS
 

Oilseed 
 % Oil(Fat) % Protein 
 % Fiber
 

Groundnut (in pods) 
 36 25 17
 

Mustard 
 42 21 
 10
 

Rape seed 
 44 20 7
 

Cottonseed 
 23 24 17
 

Soybean 
 18 
 38 5
 

Sunflower 
 52 16 18
 

Of the above seeds, groundnut far exceeds all others in total
 

acreage under cultivation in India. Soybean, which is 
native to Asia,
 

is recently being given increased attention as an important source
 

of vegetable oil in India. Sunflower is 
relatively new to India and
 

has received only limited acceptance ( mostly in Tamil Nradu State).
 

Cottonseed, rapeseed, and mustard seed have been grown in different
 



regions of India for many years.
 

Although the equipment used to process the various oilseeds
 

differs to meet 	the specific requirements of each type of seed, the
 

basic steps in the processing process are the same for all of' them.
 

These steps include (1) pre-processing, (2) preparation, (3) d trac

tion, and (h) meal finishing and are summarized below:
 

SSTORAGE .PRE-PROCESSING PEAAIN ErI'RACT1I , _MEAL.. FINISHING1 

EXPELLOR OIL 	 CRUDE OIL 
(for further 
processing)
 

Pre-urocessing is basically the cleaning of the seed, but in the 

case of groundnut and cottonseed it also includes the removal of fibrous 

material, i.e., separating husks from pods in groundnut, and removing 

lint from cottonseed. 

Preparation involves the reduction of the seed size by cracking 

it into smaller pieces and/or flaking seed intothe particles wafer-like 

material. In the case of seeds high oil contentin 	 (e.g, groundnut and 

cottonseed), the preparation stage will include--as standard practice
 

in India--reducing the quantity of oil by physically pressing it out
 

of the seed particles. This is called "expellor oil". it is filtered
 

to remove any solid material fresent and is sold withoutther further" 

processing. '!Te same is true for mustard seed. Other exellor oils such 



cottonseed are further processed (see below) before being placed on
 

the market.
 

Oil Removal or Extraction employs a solvent (usually hexane)
 

which dissolves the oil present in the prepared oil bearing material
 

such that the residual oil fthat remaining in the meal or protein
 

fraction) is reduced to less than 1 percent. The solvent-extracted
 

oil is known as crude oil and must be further processed (see below).
 

Meal Finishing involves the preparation of the protein fraction
 

into one or more finished products. If the finished product is for
 

animal feed, protein denaturization, jzing, and moisture control of
 

the meal is all that is required. If the protein is used for human 

food, further processing is required.
 

Crude Oil (excluding expellor groundnut and mustard seed oils) 

must be further processed. This involves refining to remove non-gly

ceride material and impurities, deodorizing, and bleaching of the oil. 

Following these procedures the vegetable oil may be "winterized" 

(hydrogen added) to change its melting point and improve its stor. 

ability. Winterized oil is known in India as Vanaspati; margerine is
 

one form of Vanaspati. 

In actual practice the removal of the oil from the seed (prepara

tion, extraction, etc.) and the refining of crude oil are two separate
 

and distinct operations, and no piece of their respective equipment
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is interchangable from one operation to the other. As such they should
 

be considered as two separate plants and given separate treatment 
for
 

operation and accounting purposes. It must also be noted that in the
 

case of groundnut processing the physical pressing (expellor operation)
 

is often performed not just as as 
a step in oilseed preparation but
 

as a final production procedure, The expellor cake derived from this
 

operation is high in oi3 and should be solvent extracted. In such a
 

case the expellor section should also be treated as a 
 separate plant, 

B. Project's Needs for Processing Facilities
 

The OGCP is a totally integrated project within the oilseed 

industry. It involves growers, processors, wholesalers, retailers, 

and finally reaches the ultimate constmer. Any and all profits gained 

as 
the cormodity moves through the processing, marketing, and distri

bution channels is realized by the grower-member, Processing is a vi

tal link in this producer-to-consimier chain; without it the project 

would not be in fll control of the chain. The oilseed, until manufac

tiured into its oil and protein fractions, is of little value to the 

consumer. The intent of the OGCP is not only to increase the return 

to the farmer, but also to reduce the price of oil to the consumer-.

an ambitious objective, but probably only obtainable in a totally in

tegrated project.
 

One reason for the high price of vegetable oil paid by Indian cci-. 

sumers is the high cost of oil-,eed processing. It is known that the 
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cost of processing oilseed material in India is 2 to 3 times more ex

pensive than in Western developed countries. India's higher costs are
 

basically due to higher consumption rates of fuel, power, and solvent
 

as well as under-utilization of installed capaciby. It is 
an objective
 

of the OGCP to reduce the cost of processing through increased opera

ting efficiency and year-round processing based on assured supplies of
 

raw material.
 

The question has been raised: 
If there exists under-utilization
 

of existing installed capacity, why should the project acquire new
 

or existing facilities? Why couldn't the project rent processing
 

capacity on a "toll or custom" basis? In answering these queries
 

it is necessary to point out that excess capacity does exist but most
 

of it is not available to the project. It is reported that most of
 

the oilseed crushing capacity of Gujarat State, for example, exists
 

in tiny plants of less than 20 ton daily capacity. Of these, a large
 

number have already gone out of business because their per-unit proces

sing costs were too high to compete with larger plants; yet their no

longer-operational capacity is still registered on the books of the
 

state government. Of those mini-plants still in business, it would be
 

uneconomical for the project to 
use them for toll crushing precisely
 

because their unit costs are 
so high, which would be reflected in
 

higher toll charges. Furthermore, many of the still-operational plants
 

are not conveniently located near the project's production areas, and
 

the majority are not integrated--i.e., they are expellor operations
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without co-located facilities for solvent extraction and crude oil
 

refining, where profit opportunities are highest,
 

Realistically, the project represents a competitive threat to
 

private sector processors, so if toll processing was considered it
 

would have to be restricted to cooperative sector plants. Presently
 

in Gujarat there are five integrated plants within the cooperative 

sector. 'No of these are the recently-acquired OGCP plants at Bhavna

gar and Jamnagar. The other three plants are Rajkot, a groundnut pro

cessing plant with a utilization rate of over 300 days per year; Chor

ward, an integrated- cottonseed plant operating 250 days per year; and 

Anand Taluka, an integrated cottonseed and soybean processor that is 

operating over 
200 days per year. So the only real capacity. available
 

tc the project is represented by BhavMagar and Jamnagar, and private 

sector interests fought 
a long and bitter battle to keep these facili

t t-s from take-over by the NDDB. 

Listed below are the current rates for toll processing. These 

rates reflect a profit to the plant owner of about 15 percent; while 

not exorbitant, this rate is still extremely high and is due to in

efficient plant operations. By outright ownersh.p o its O'rn plants, 
the project is able to return this profit to grower-members, It is also 

in a position to improve operating efficiency so as tc shrink th<. our

rently prevailing mrargins , alloying oil. to be sold to consimers at 

lower coots,
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TABLE 2: CURRENT RATES FOR TOLL PROCESSING AND ESTIMATED PROFIT
 

Oilseed 
 Toll Charge ProCit Margin 

Groundnut (expellor only) Rs.l0/ton of pods Rs. 15/ton 

Groundnut (expellor and Rs.165/ton of pods Rs. 25/ton
solvent extraction) 

Cottonseed (total process) Rs.350/ton of seed Rs. 53/ton
 

Soybean Rs.OO/ton of seed Rs. 60/ton
 

Mustard, Rape, Sunflower Not available
 

C. Purchase of the Bhavnagar Plant
 

The purchase price of the Bhavnagar Vegetable Products (BVP) 

plant was 28.5 million rupees, for which the Project Authority (NDDB/OVOW) 

received the following items (in rated capacities): (1) a 100 ton per day 

Vanaspati plant, (2) a 150 ton per day DeSmett solvent extraction plant, 

(3) 
a 160 ton per day oil mill, (4) cottonseed preparation equipment
 

(some never used) having a replacement cost of over 3 million rupees, and
 

(5) 
a Lurgi Extractor with 100 ton per day capacity with a replacement 

cost of 4 nillion rupees and which could be put into operation with an ad

ditional expenditure of less than 2 million rupees. To replace the Vanas

pati plant alone would cost an estimated 30 million rupees. Although all 

Bhavnagar equipment is used, it is all in good condition and does not re

quire more than normal maintenence. In stun, considering the value of the 

property received for the price paid, the Team considers the E',P an out

standing acquisition by the project.
 

The capacities of the equipment listed above are 
"rated", i.e., those 

given by the Indian manufacturers of' this equipment, However, it has been 



the experience of the Team's ,oilseed processing specialist, who has
 

worked in India with locally produced equipment during the last two
 

years, that rated capacities can be increased substantially--sometimes
 

even doubled--with only minor adjustments and repairs, and without in

curring any safety hazard.* As these alterations are initiated over
 

the coming months (some have already begun), the BVP plant will become
 

a still far more valuable investment for the project,
 

The project has been criticized that in acquiring the Bhavnagar
 

plant it was buying not only an unprofitable operation but 
one that was
 

dirty and in disrepair. The latter criticism is completely unwarranted.
 

Oilseed processing is a messy business to begin with. But in the opinion
 

of the Team's processing specialist, the BVP plant is the cleanest 
-il

seed processing facility he has seen in India (he has visited over 20
 

facilities, both public sector and.private), and it is in fact cleaner
 

than some plants in the United States; 
even so, there is still room for
 

improvement.
 

As for the charge that the BVP is a losing proposition, the follow

ing facts should be considered. To begin with, BVP's previous 
owners turned
 

the plant into the red deliberately: in a scheme to cheat their stockhold

ers they manipulated inventories to decapitalize the operation, then de

clared bankrupcy. NDDB was awarded management of the plant by order of
 

the High Court of Gujarat from 1977 Imtil late 1980 when 
the plant's fi

* For the interested reader, extensive documentation of this point is
 
available in John K. Hatch, "Evaluation Report of the NCDC/CLUSA Oilseeds Management O.P.O.", April 6, 1981, pp. 13-16,
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nal sale was decreed. During this period the plant did incur losses
 

but for very good reasons. 
Although BVP required extensive alteracicns
 

to improve efficiency, NDDB was unwilling to invest in plant improve

ments because it was not yet sure of ownership. Furthermore, private 

interests competing for take-over of the plant are alleged to have in

stigated continuous labor unrest to discourage NDDB from its take-over 

plan. It took NDDB management nearly two years to court and finally ob

tain the support of the plant labor force under these circumstances, 

and in the process several cases of industrial sabotage had to be dealt 

with. From 1977 to 1979 the BVP lost 5.million rupees; in the 1979-80 

processing year an additional 7.9 million rupees were lost. However, in
 

the last six months, and particularly since ownership was awarded in
 

December 1980, the BVP has made steady progress in changing its profit
 

profile, as shown in Table 3 below: 

TABLE 3: MONTHLY PROFIT OR LOSS OF B.V.P. SINCE SEPT.1980 

Month Amount 
(Rs.000)
 

September 1980 
 (1,050)
 

October 
 C 583) 

November ( 75) 

December 
 343
 

January 
 1,O43
 

February 
 950
 

March + (as of 3/18/81) 
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D. Need for Additional New Facilities
 

The equipment used for oilseed processing in India is all indi

genous equipment, manufactured in accordance with foreign designs that
 

were available before 1963. Since then there have been virtually no modi

fication of these designs. The equipment is not only inefficient but also
 

very limited in size, i.e., 
ratcl capacity. Equipment available in other
 

parts of the world operate at substantially lower consumption levels of
 

fuel, power, and solvent, These items are as 
scarce and costly in India
 

as elsewhere. It is the intent of the prnject to 
import some of the newer,
 

more efficient equipment and thus provide an incentive to local machinery 

manufacturers to up-grade and modernize their products.
 

The growing of soybeans in India has made a good beginning; supplies 

of soybeans available foi processing are groiing rapidly. However, the
 

facilities available to process soybeans 
are limited, and some of the
 

required equipment is actually non-existent in India, Currently there is
 

only one plant in the cooperative sector of India, Anand Taluka, that can 

process soybeans. In the private sector there are 2 or 3 plants that can
 

or do process soybeans.
 

The largest plant manufactured indigenously is a rated 200 Lon per 

day extraction plant. The cost of that 200 ton plant is approximately 80 

percent of the cost of a 500 ton plant. Because of greater capacity, the
 

fixed cost of production per ton of through-put in the 500 ton plant is
 

about half that of the 200 ton plant,
 



In the area of protein from oilseeds for human consumption, there 

is no equipment available in India for manufacturing these commodities; 

hence this equipment will need to be imported. Further, the facilities
 

required to manufacture protein for human consumption must have a more 
stringent control of sanitation, a requirement that would be almost im

possible to manage in any of the plants currently in operation in India. 

V. MARKETING 

A. The Policy Environment 

Just as 
the long-run trend in oiiseed production has been stag

nant, and subject to sharp fluctuations from year to year, the project
 

has also been operating anwithin inhospitable macro-economic policy
 

setting with a propensity for sudden 
 shifts and high uncertainty. 

Given low per capita vegetable oil consumption (estimated to be a
 

mere 
6-7 kilos per year), a high income elasticity of demand, coupled
 

with higher than expected population growth, the GOI faces an unremit

ting expansion of demand for edible oils in the forseeable future. In
 

the arena of macro-economic policy, the GOI can spur oilseed production
 

by constructing a set of appropriate policies. It can increase public
 

investment in the subsector, It can permit a greater volume of edible
 

oil imports to meet the demand-supply gap. It can 
use price policy to
 

dampen the growth of consumer demand. All three instruments are in opera
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tion today, but there is little evidence of policy coherence behind them.
 

The Sixth Economic Plan articulates a production strategy featuring
 

an expansion of the area sown in oilseed crops under irrigation command,
 

the introduction of improved seed, and intensified use of fertilizers
 

and insecticides. The strategy for expanded production would be pursued
 

through a package progravm in 100 districts of ih states. Mentioned in the
 

Plan are 
OGCP activities in groundnut production for the Saurashtra region
 

of Gujarat as well as 
the soybean scheme in Madhya Pradesh. The Plan recog

nizes the moribund state of oilseed research and provides, among other
 

thin'gs, 
for the National Research Center for Groundnuts at Junagadh. At
 

an investment cost of'650 million rupees, the Plan's target is to increase
 

oilseed production from a current base of about 10,2 million tons to 13
 

million tons by the end of the Plan period. This implies a rate of growth 

in production of 5 percent per annum or nearly three times the rate of
 

average growth recorded during the period 1967-1979. There is no specific 

mention of the appropriate set of agricultural policies--for example, 
a
 

price support progr&m--vi."ch will be required to facilitate the produc

tion strategy.
 

Imports of edible oils have risen dramatically during the seventies
 

to a current level in 
excess of one million tons per year; this compares
 

to the net exportable surplus position registered in the decade of the
 

sixties. Informed observers estimate that the edible oil import require

ment may rise to a level of 1,7 to 2.0 million tons by 1984-85, which
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would constitute the second largest claim on foreign exchange, provided
 

domestic oilseed production do not increase rapidly or if price policy.
 

is not employed to dampen the growth of consumption. For nutritional
 

reasons, the latter course is almost unthinkable. Some observers believe
 

that the import situation has worsened since the GOT cancelled open gene

ral licenses in 1977 and moved responsibility for imports to the State
 

Trading Corporation. Critics argue that the private trade--and NDDB for
 

that matter--could import edible oils at a lower cost than 
STC with a
 

resultant significant savings in foreign exchange 
 and price relief to
 

consumers,
 

India has ready export markets for pilseed meals, rice bran meal, 

and Hand Picked Selected (HPS) groundnuts. The GOT currently limits 

meal exports by quota. Since limiting meal exports reduces the utiliza

tion of solvent extraction technology, India is a double loser: first, 

solvent extraction permits a 
higher production of oils than traditional 

expellor technology; and second, restrictions on exports result in a 

serious loss of foreign exchange earnings which could be used to finance 

edible oil imports. Fxporting rice bran meal would increase the supply 

of rice bran oil which, although inedible, reduces the industrial demand 

for other oils which are edible. Finally, the foreign exchange earned 

from exporting HPS groundnuts is about three times greater--ton for ton-

than the cost of importing edible oils. Furthermore, the sorting of HPS
 

groundnuts is highly labor-intensive (about 6 days per ton) and would in

crease employment of rural women in the production regions. While the Plan 



establishes a target of 160,000 MT of HPS groundnut exports by 1984-5, 

there has been no relieff as yet in the current 50,000 M quota held by
 

NAFED. 

In the area of price policy, refined oil and Vanaspati prices have 

been rising steadily. This is thought to be a function of inadequate 

domestic production and lower-than-required imports rather than a de

liberate policy action to constrain demand. At the production end the
 

GOI has set support prices for oilseed crops which are believed to be 

below the common 
standard of 90 percent of the producers' estimated
 

cost of production. Given the high susceptibility of oilseed crops to
 

the vagaries of weather--combined with the existence of effective price
 

support programs for other crops--farmers have little incentive to
 

risk an investment in yield-increasing cash inputs in oilseed produc

tion. The fact that open market prices at harvest have been significant

ly higher than the minimum support price (for example, 3,000 rupees per
 

MT of groundnut versus a support price of 2,060 rupees last October) 

appears to have lulled the GOI and others into thinking that a minimum
 

support price is an academic matter and likely to remain so.
 

B. Creating Demand for Soybean Oil
 

The project has moved quickly to set up marketing channels for
 

PL 48o Title II soybean oil. In the twelve months ending December 31, 

1980 nearly 42,000 MT were sold, 67 percent through retail consumer 

sales and 33 percent through "market intervention". On a state basis, 

the oilseed growers federation of Madhya Pradesh sold h7 percent of 
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the supplies and Gujarat sold 53 percent.
 

The Madhya Pradesh Federation has worked especially hard to create
 

consumer demand for soybean oil since a new market is crucial to the
 

eventual success of emerging soybean production in the state. Madhya
 

Pradesh currently accounts for 80 percent of all soybean area in India,
 

or about 450,000 hectares, and the State Government's goal is for pro

duction to move up to 1.8 million hectares by 1984-85. In the year end

ing December 1980, the Madhya Predesh Federation sold 62 percent of the
 

oil allocated by NDDB through a network of cooperatives and 1,500 retail
 

outlets in 28 of the state's 45 districts. The success of this endeavor
 

is evidenced by the fact that the Federation can no longer satisfy the 

newly-created consumer demand even though refined soybean oil sells for
 

12 rupees per kilo as compared to 8 rupees for palmoline.
 

During the Team's discussions at project headquarters in Anand,
 

both the Chairman of the NDDB and the Managing Director of the Madhya 

Pradesh Federation raised their concern 
that the U.S. failure to pro

ceed with all of the 1981 call forward (30,000 MT, of which only 10,000
 

has been authorized and shipped to date) has jeopardized the project's
 

marketing strategy and embarrassed the NDDB and the state federations.
 

They argued that if the federations are not perceived to be reliable sup

pliers of soybean oil, the project's brand names will not earn a good 

reputation among consumers, and the latter may be expected to revert 

to their old consumption preferences or 
shift to the cheaper palmoline.
 

While there is 
some merit to these views, the fact remains that planned
 

AID-financed PLh8-Title II imports will noL be sufficient to meet 
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already-established consumer demand for very much longert To illustrate
 

the point, it may be noted that of the 55,000 MTs delivered through
 

Deocemnber 1980, 50,000 MTs have been sold at a monthly average rate 

of 3,500 MT over the preceeding twelve months. The carry-over stocks 

from FY 1980 are now virtually exhausted. Looking to the end of Fhase 

One (now defined as June 30, 198;:) the total available supplies over
 

the coming 15 months would 
 at most be 62,500 MTs (i.e., 3.0,000 ITII for 

FY 1981 and 32,500 MTs for FT 1982). This would provide a monthly
 

average supply of about 4,150 Y-Ts through the end of Phase One. Beyond
 

Phase One, only about 43,000 Rfs are planned for the fotu years of Phase
 

Two.
 

We conclude that the project's mwarketing plans can no longer rely
 

exclusively on 
PL 480 Title II imports of soybean oil if the marketing
 

channels are going to be expanded even further in Gujarat, Madhya Pra- ;
 

desh, and established in still other states. For the expansion to 
con

tinue, the project will need to supplement donated oil with additional
 

supplies procured commercially--dorestically if necessary but preferably 

by importing soybean oil directly, an operation which the Team finds to 

be feasible and potentially quite profitable. A request for an NDDB im

port license for this purpose is currently pending approval by the GOI.
 

The U.S. failure to authorize the full 1981 call-forward was an unexpec
ted action which left NDDB with shorter-than-planned supplies and thus 
left their marketing system morie over-extended than otherwise would have 
been the case. Expressed differently, NDDB must now and for the forsee
able future ration its donated soybean supplies far more strictly than 
had previously been expected. This has indeed proved 
an embarrassment
 
to the project.
 



C. Market Information 

The oilseed and edible oil markets are highly unstable in
 

India for a variety of reasons. To begin with, there are eight signifi

cant oilseed crcps but none is grown over a large area of the country. 

Crop production forcasting is still in a rudimentary state, and when
 

combined with the vagaries of the weather--which can change bumper
 

crop predictions to those of disaster within a few days or weeks--tends
 

to create considerable uncertainty about the size of anticipated oilseed
 

harvests. The lack of clarity and delayed announcement of GOI plans re

garding import and export restrictions on edible oils, meals, and other
 

products of the oilseed industry createp additional confusion which con

tributes to price instability. Price fluctuations vary considerably too
 

from one region to another due to perceptions of available supplies be

tween prcducer and non-producer regions. Internally, state-imposed res

trictions on the "export" of vegetable oils to other states can cause
 

prices in non-producer states to reach double and triple the price in
 

producer states. Finally, taste preferences for different edible oils 

are quite varied throughout India, and while some oils are considered
 

substitutes for others the cross-elesticities of demand are not well

understood.
 

Instability and uncertainty in the market only reinforce the atti

tude of farmers to minimize their risks. Groundnuts, for example, is 

traditionally grown mostly as an "orphan" crop; it is planted with few 

if any cash inputs, given sub-optimal cultivation, and if weather condi

tions are unfavorable the grower stands to lose very little--at most the
 



value of his (home-grown) seed end a modest amount of labor. However, 

in most years the grower stands to at least break even, and now and 

then he will hit "pot luck". While this constitutes rational behavior 

from the perspective of the farmer, it results in stagnating oilseed
 

production for India as a whole and therefore the attitude of the pro

ducers must be changed. 

The attitude will not change without substantial incentives which
 

cover the increased risks of using yield-increasing cash inputs. The
 

Team believes that a minimum support price program for OGCP grower

members could be an important NDDB ,;trategy initiative to strengthen 

farmer response to the project. Under such a program a support price 

for, say, groundnuts would be announced before sowing. It would guaran

tee 90 percent of the average cost of production using an improved pack

age of practices. A systematic survey of production costs 
(see pages 

43-4) and possibly crop cuttings at harvest would help to improve the 

accuracy of cost estimates used in the program. Of course, the support 

price would only be paid when open-market prices fell below it. Under 

such a scheme the maximum loss to the project would be represented by 

the difference between the support price and the open-market price! The 

scheme would be strictly limited to members of the project's village

level grower societies, and only to those members utilizing improved 

production practices. 

Any loss incurred would be chargeable to the project's "Operational
 
Losses" budget line item. Conceptually, growers of oilseeds have as
 
much right to having their losses subsidized as do the oilseed pro
cessing plants seeking to establish profitable operations. Both face
 
steep start-up costs 
in modernizing or improving their productivity.
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The suggested price support scheme would serve to stabilize market
 

signals (information) being transmitted to grower members. Although out

side of the control of the project, a GOI announcement of its interna

tional trade quotas at the beginning of the fiscal year--before the sow

ing of the Kharif crop--would also serve to stabilize market price
 

swings. NDDB has already begun to conduct research on consumer demand
 

preferences, and this will improve the project's understanding of the
 

substitutability of different edible oil products. Finally, and particu

larly if the project obtains approval for commercial imports of edible
 

oil, NDDB/OVOW will need to plug-in to information flows concerning
 

world market supply and demand trends. Detailed recommendations concern

ing international market data are presented in Appendix A: "Fundamentals 

of International Pricing--Fats and Oils."
 

D. Distribution and Marketing Systems
 

Marketing of edible oils in India has been predominantly in the 

hands of private traders for many decades. Only in the last few years 

has the GOI encouraged Fair Price Shops (FFS), a Public Distribution
 

System (PDS), and utilized consumer cooperatives to take up edible oil
 

retailing. The FPS and PDS have mostly confined themselves to selling
 

edible oils supplied by the GOI at 
a fixed price. Now, under the Oilseed
 

Growers Cooperative Project, a non-government controlled marketing sys

tem is to be created for the retail distribution of edible oils. This
 

network will utilize and integrate in a single supply network a combina

tion of private retailers, condumer cooperatives, fair price shops, the
 

Public Distribution System, and additional outlets created by the project
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as well, In establishing the new market distribution network, donated
 

soybean oil marketed under the project label has proved useful in
 

creating consumer and retailer acceptance of OGCP edible oil products 

in general.
 

During the initial months of marketing the donated oil (July-Octo

ber 1979) the NDDB's own marketing group organized retail outlets (mostly 

cooperatives and private merchants) in the vecinity of Anand. The whole

sale milk distribution networkoof the G.jarat Cooperative Milk. Marketing 

Federation (Gc02,F) was also utilized. The performance of these channels 

was quite good. Imported soybean oil was also distributed under "market 

intervention" wherein the Government of Gujarat appointed the Gujarat 

Cooperative Marketing Federation Ltd. (GUJCOMASOL) to act as its agent
 

in the distribution of edible oils in Gujarat under the PDS. The per

formance of GUJCOMASOL was not ver'y satisfactory because the quantity 

dintributed by them was much less than committed (revised down twice). 

GUJCOMASOL was involved in the sale of donated oil for three months in 

1979 (July-September) and six months (February-July) in 1980 but only
 

distributed a nominal quantity to its various member cooperatives. 

From November 1979 onwards the NDDB/OVOW gradually handed over
 

the marketing of oil to the Gujarat Cooperative Oilseed Growers Federa

tion (GCCGF), which has slowly developed its own network of wholesalers,
 

stockists, and retailers. Since the GCOGF faced some handling problems 

with the 55 gallon drums (in which the oil was shipped from the U.S.)
 



the oil was repacked in 15.5 kilo tins, which is the traditional and
 

most widely-accepted packaging for edible oils in Gujarat. At present
 

the GCOGF is relying on the services of the Bhavnagar Vegetable Pro

ducts Plant to assist in the marketing of its products. BVP has organi

zed branch marketing offices in-four cities, expects to open eight
 

more by the end of 1981, and eventually plans to have one in every
 

town with a minimum population of 100,000. The Federation sells donated
 

oil through this growing network at 
a fixed retail price that is revised
 

from time to time. The retail price is established after allowing for
 

repackaging cost, transportation, storage, insurance, publicity, and
 

sales margin.
 

During October 1979 the Madhya Pradesh Cooperative Oilseed Growers
 

Federation (MPRTUS3) came into being and began selling donated soybean
 

oil in that state through its own marketing channels at a fixed price.
 

The Federation has established four branch sales offices (covering 35' 

districts) and utilizes 
some 1,500 wholesale and retail outlets. Con

tinued exp,.nsion of the marLeting network has been delayed until the 

Federation's operational plon has been approved by NDDB/OVOW, and after
 

a determination is made of the quantities and schedule of PL 480 soybean 

oil shipments still awaited by the project.
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E. Market Intervention--"Buffe-r-Stocking,, 

It is 
an article of faith in South Asia that agricultural markets
 

have strong~monopolistic tendencies. The OGCP in particular justifies
 

many of its activities in terms of counteracting the collusive behavior
 

of monopolists, traders, money-lenders, etc, While the analytical work
 

that has been done fails to demonstrate that such collusive fcrces 
ac

tually move and control the oilseed and edible oil markets, the Project
 

Authority has nevertheless prepared plans to engage in market interven

tion or "buffer-stocking" operations to gain control of these markets
 

by the oilseed cooperative federations.
 

The Project Authority has not requested to use funds generated by
 

the sale of PL 80--Title II commodities for the 
purpose of buffer-stock

ing operations. However, to the extent that such operations will be 
fi

nanced by the "revolving fund" (I.e., the positive cash flow in the 

OVOW project account), it is necessary to understand the analytical 

justification for these operations, what will be involved, and the 

associated financial risks. 

We have already suggested some of the variables which contribute
 

to vola.ility in the oil markets. Briefly, these are: 
(1) a widening
 

gap between consumer demand and available supplies; (') erratic public
 

sector international trade policies regarding edible oils and weals;
 

(3) highly uncertain weather conditions; (h) umreliable crop forcazt

ing; (5) local controls imposed by state governments; and (6) markets
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differentiated by-region, taste preference, and consumer purchasing
 

power. Furthermore, it is necessary to mention that there are many
 

hundreds 
of markets, large and small, in which domestic oilseeds
 

and edible oil (including imported supplies) are sold, Finally, it
 

is plausible to assume that in an economy characterized by commodity
 

scarcity of many kinds, traders and affluent households do engage in
 

speculative activities designed to earn profits and gain prQtection from 
or glut.


shortages/ But speculative behavior should be thenot confused with 


collusive 
behavior of "monopolists". And because of the very multipli

city of oilseed markets and the large number of factors which influence
 

them, gaining collusive control over such markets would be extraordi

narily difficult. 

Interestingly enough, some of the econometric work conducted by
 

NDDB lends strong support to our view that it is factors other than 

collusive behavior which move oilseed and edible oil markets. The Team 

was informed that NDDB's econometric model for these markets could 

account for 85 percent of the price variation in groundnut oil by the
 

multiple regression of the following variables over time: 
(1) groundnut
 

supplies; (2) price index of other substitutes, e.g., ghee and milk;
 

(3) price of pulses; (4) the previous year's oilcake price; (5) world
 

price of groundnut; (6) the previous year's availability of all other
 

oils; and (7) real GTNP. Moreover, if dummy variables were substituted 

for years of "political disturbance" the correlation coefficient would
 

rise to .95. 



-70-


In an early analytical work entitled "Restructuring Edible Oil
 

and Oilseed Production and Marketing: Techno-Economic Feasibility",
 

the NDDB postulated that if the project could control 15 percent of
 

edible oil supplies it would be possible to control all oil prices
 

within a broad price band defined by lower and upper price limits.
 

The basic idea would be to buy oilseeds, presumably at harvest when
 

open market prices dropped through the lower limit, and to sell edible
 

oils when later in the year market prices might break through the upper
 

limit, The study reconstructed the market for the period 1960-1976 to 

show that such a scheme would have been effective in most, but not all,
 

years. The study also projects the edible oil markets for the period
 

1977-1985. As would be expected in such An exercise, the projections
 

bear little resemblance to actual conditions in 1981. However, even
 

accepting the assumption that 15 percent of supplies will control the
 

markets, the implications for storage alone are staggering. In one
 

NDDB projection, if consumption reached 3.7 million Mfs by 1984-5,
 

the project's 15 percent would require it to and overstore handle the 

year about 560,000 MTs of oil. By way of contrast, a recent informal
 

projection by the World Bank estimater edible oil consumption in India
 

to reach 5.4 millioiu MTs by 1985, which suggests as per the NDDB postu

late that the project would need to control 800,000 M4Ts of oil. 

The question considered by the Tean was whether or not NDDB intends 

to proceed along the lines suggested by the Techno-Economic Study. After 

lengthy discusions with NDDB/OVOW staff we conclude that the project 
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intends to proceed cautiously and on a much smaller scale of operation.
 

It would also appear that the NDDB has abandoned the idea of attempting
 

to control prices within prescribed lower and upper limits, The Team
 

very strongly supports this cautious and pragmatic approach to market
 

intervention.
 

The key to intervening in the market on 
a larger scale will depend
 

on a GOI decision which would permit the project to export HPS ground

nuts and to employ the resultant foreign exchange (combined with other 

available funding) financeto imported edible oils on commercial terms. 

Assuming GC)I approval of the required export and import licenses, the
 

project anticipates raising 50 percent of the cost of imported edible
 

oil with foreign exchange generated by HPS groundnut exports; the remain

ing 50 percent would be shared between the state federations and the 

project authority. The quantity of edible oils to be imported would
 

probably be tied more closely to the availability of procurement finan

cing than any predetermined import target considered necessary to dampen
 

domestic prices. The project would utilize international oilseed broker

age expertise to identify the best moment to purchase supplies and from
 

where. The forging of a collaborative procurement relationship with the
 

U.S. agricultural cooperative movement--particularly soybean processors-

is anticipated. aVOW reasons that the financial risk to the project is
 
minimal as long as the prevailing open market prices of edible oils in
 

India continue to exceed those of the world market by a factor of 1.5
 

to 2. The Assessment Team concurs 
in this view provided NDDB/OVOW keeps
 

a close watch on the spread between Indian and world market prices, and
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does not engage in full-scale buffer stocking operations designed to 

control the whole market within a fixed price band. 

VI. BUDGET CONSIDERATIONS 

Li this section we address a number of issues which are perhaps of
 

most immediate concern to both project donors and recipients, namely:
 

How much should the project spend, on what, and how soon? The Assess

ment Team did not feel qualified to aliswer those questions in a defini

tive way. The estimation of precise budgets per line item--particularly
 

when projected over five years into the future--is a task which is most
 

appropriately left to the discretion and experience of NDDB/OVOW staff
 

and CLUSA monitors. The same is 
true regarding the exact amounts of
 

tonnage of donated oil to be specified in future call-forwards, and
 

their scheduling, At best, the Team felt it was qualified to address
 

only the broader parameters of budgeting and expenditure decisions
 

such as the rationale for specific line items, whether and how they con

tribute to project objectives, whether they merit support, and whether
 

current budget estimates--in broad magnitudes--may be considered reason

able predictions of resource requirements.
 

A. Initial Clarifying Assumptions
 

At this point it is appropriate to make explicit 
a number of the 

Team's assumptions regarding the project budget. First, based on our
 

technical assessments of the project as 
described elsewhere, we believe
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there is 
no question but that the project is both appropriate and feasible
 

as a development undertaking; as such it merits a continuation of support
 

through donated commodities under the PL 480 Title II Program. Second,
 

through the Transfer Authorization (TA) signed December 28, 1978, AID
 

has committed itself to supply the NDDB, through CLUSA, the quantity of
 

117,500 tons of refined vegetable oil through Stage One of the project;
 

the Team believes that the OGCP does need and can fully and constructive

ly usc the total amount of gifted oil specified in the TA. Third, the
 

Team's assessment report was made necessary by the suspension of oil
 

shipments in December 1980, and we believe this report should be suffi

cient to justify the immediate resumption of these shipments and their
 

continuation until the 117,500 MT committment has been met. Nonetheless,
 

we assume it is clear that our efforts do not replace the CLUSA-NDDB-


USAID-GOI evaluation which was scheduled in the Transfer Authorization
 

to be completed in mid-1981 at the conclusion of Stage One. That evalua

tion has now been rescheduled for June 1982. Only at that time will a
 

determination be made as to whether project performance is sufficiently
 

on-track to justify additional shipments of donated oil up to the amount
 

of 160,000 tons specified in the original project proposal. For this
 

reason our concern with budget estimates is primarily focused on the
 

immediate resource requirements of the project through mid-1982.
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B. 	Original Seven Line Items 

The original project proposal listed seven line items to be fi

nanced by currency generations (in rupees) resulting from the sale in
 

India of donated PL 480 vegetable oil. The value of that oil 
was pegged
 

at 6,000 rupees per ton and was to be deposited to a "special account". 

When actual currency generations far surpassed the 6,000 rupee level, 

USAID insisted that NDDB/OVOW establish a second special account for
 

the deposit of these surplus funds, and five additional line items were 

established to account for their use. 

Presented below is 
a 	listing of the budget estimates for the ori

ginal seven line items.The left-hand column gives the original estimated 

budget, by line item, proposed in 1977. The middle column gives the re

vised budget estimates which were calculated by IDDB/0VOW and CLUSA
 

staff in October 1980. The right-hand column gives current NDDB/OVOW
 

estimates (as of late March 1981) of what 
it 	will spend for each line
 

item through Stage One, i.e., from project inception through June 1982. 

Since the referenced line items were part of the original project approved 

by AID and USAID/India, there is no need at this point to describe each
 

in detail nor justify its contribution to the project. However, the bud

get estimates themselves--particularly the October revision and the more
 

recent projection of expenditures through Stage One--require some explana

tion and analysis.
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BUDGET ESTIMATES OF THE OILSEED GROWERS COOPERATIVE PROJECT
 
(inmillions of Rupees)
 

Line Item Identification Original Revised Expendi-
Estimate Estimate tures to 

FIRST SPECIAL ACCOUNT 
(1977) (10/80) 6/82 

1.1 Processing 596.75 900.00 191.64 

1.2 Operations Research 18.50 20.00 1.61 

1.3 Market Research/Training 22.95 25.00. 3.16 

1.4 Production Enhancement 439.74 450.O0 23.92 

1.5 Products and Process Dev. 11,70 12.00 1.51 

1.6 Manpower Development 30.00 33.00 0.25 

1.7 Proj. Authority, Mgmt. 102.87 120.00 25.59 

TOTALS 1,222.51 1,560.00 247.68 

With the exception of the Processing line item, most of the bud

get revisions are relatively minor and represent little more than a 

rounding off to higher.even numbers. The very significant increase 

of 303 million rupees in the Processing account reflects the incorpora

tion of additional financing for decentralized storage facilities, which 

was one of the central recommendations of the Operations Research study 

conducted by CLUSA-contracted short-term consultants in late 1980. The 

Assessment Team (see pages 44-6) strongly endorses the need for such 

storage as well as the budget increases to finance its construction.
 

With regard to projected expenditures through Stage One (June 1982)
 

it is apparent that the project is spending well below the rate required
 

to meet its seven-year budget targets .(as revised). Assuming an even
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distribution of average expenditure from one year to the next, we would
 

expect the project to have spent about two-sevenths of its total bud

get by mid 1982, or about 446 million rupees. Presently anticipated
 

expenditures are only 2h7.7 million, or about 55 percent of the above
 

figure. In percentage terms, the line items closest to an 
acceptable
 

rate of expenditure are Processing and Project Authority Management-

both 75 
 percent of what would be necessary to meet & linear distribu

tion of project resources. The least acceptable rates of expenditure 

are represented by Manpower Development and Production Enhancement, 

which would register a mere 3 percent and 18 percent respectively of 

the expenditure rates suggested by a linear distribution of resources. 

Liking current expenditures to targets established by a seven

year projection, however, is of dubious value because the project has
 

no assurance of continued commodity support under PL h80--Title II
 

after the end of the second year or end of Phase One. Realistically,
 

the project can not spend any more or any faster than its ability to
 

convert donated oil into local currency. Becaus- if the recent suspen

sion of call--forwards for FY 1981--and because it takes a full six
 

months from the time commodities are shipped from the U.S. until they
 

are converted into rupees for project use--it is 
now impossible that
 

the project will capitalize the full 117,500 MTs of committed donated
 

oil by the June 1982. In any event, taking the pessimistic. assumption
 

that the project 'ill receive no more 
than 117,500 tons over the en

tire project life, and calculating the currency available to the first 

special account from the sale of those commodities(at 6,000 rupees per 
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ton), this gives a total of 705 million rupees. Now then, if this sum 

is pro-rated on an equal basis over the seven-year project period, by
 

the end of Phase One we would expect two-sevenths of it to be spent,
 

or 201 million rupees. This compares to 2h8 million rupees presently
 

projected by NDDB/OVOW. It could therefore be argued that the Project 

Authority has, in fact, been acting with the utmost financial respon

sibility: it has budgeted its expenditures utilizing the most conserva

tive assumption of anticipated project income.
 

However, this argument should in no way distract attention from
 

the fact that--programatically--the project is far below acceptable
 

spending levels in two categories: Manpower Development and Production
 

Enhancement. The Team strongly urges the NDDB/OVOW to rebudget both
 

line items, attempting to increase expenditures through Phase One
 

from 24 million to no less 
than 75 million for Production Enhancement, 

and seeking at least a twenty-fold expansion of its budget projection
 

for Manpower Development to help finance an immediate and massive re

cruitment/training of leadership for the mobile team expansion drive
 

that must be initiated at the earliest possible moment.
 

C. Five New Line Items
 

All local currency generations from the sale of donated vegetable
 

oil that are in excess of 6,000 rupees per ton are now being deposited
 

in a second "Special Account" 
. This account is expected to finance 

five new line items, each of which will be described separately in the
 

following pages. But first it is appropriate to provide an overview of
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the budget estimates for the second special account, just as we did
 

for the first special account. These are presented below:
 

BUDGET ESTIMATES OF THE OILSEED GROWERS COOPERATIVE PROJECT 
(in Millions of Rupees)
 

Line Item Identification 7-Year Esti- Expenditures 
mate as of through 6/82 

SECOND SPECIAL ACCOUNT 
10/80 

2.1 Federation Share Capital 83.00 148.00 

2.2 Procurement Support 210.00 100.00 

2.3 Management Training 3.00 0.75 

2.4 Operational Losses 50.00 32.82 

2.5 Cooperative Development 3.00 .52 

TOTALS 3h9.O0 182.09 

Using the pessimistic assumption that the project can only count 

on 117,500 MTs, if the 7-year budget is divided by that tonnage we get 

an average value of 2,970 rupees per ton. This can be considered a some

what conservative estimate of.the surplus local currency to be generated
 

above the 6,000 rupees-per-ton pegged rate considering that the donatcd
 

oil is currently selling in India for over 10,000 rupees, and the price
 

trend continues to rise. The estimate of expenditures through mid-1982 

are almost double the rate which would obtain if resources were evenly
 

distributed over the seven-year period. However, both share capital in

vestments in the federations as well as operntional losses are 'ip-front
 

expenditures which would be expected to occur fairly early in the project.
 

The same can be expected of procurement support expenditures, which rep
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resent loans to the newly-established federations. Overall, the Team
 

considers the budgeted amounts to be appropriate; they are, in fact,
 

based on a rather conservative estimate of oil prices 
so that, if any

thing, significant increases in available resources may result to
 

provide the project with a substantial "cushion" or margin of error 

in case 
.z expenditure requirements prove unrealistically low.
 

D. Federation Share Capital
 

The purpose of this line item is to provide state oilseed 

growers cooperative federations (the project's eventual implementation
 

agencies) with financial support for meeting their start-up costs.
 

NDDB investments in federation share capital will be used by these
 

entities to hire staff, rent or 
build office headquarters, purchase
 

vehicles, hire consultant services 
 for specific studies, and support 

operating capital requirements. Share capital investments will reach a
 

minimum of 51 percent of each federation's authorized share capital so
 

as 
to give NDDB/OVOW effective control over federation decision-making
 

in the short- and medium-term. As these state federations acquire ade

quate expertise and financial solvency, they will be permitted to buy
 

up NDDB shares on a gradual basis and eventually achieve effective con

trol over their operations.
 

Under Indian cooperative legislation, co-op federations are permit

ted to borrow from the cooperative banking sector up to twelve times
 

the value of their paid--up shares, Thus NDDB/OVOW investments in federa

tion share capital will greatly assist these entities to borrow on 
a
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large scale to finance their commodity procurement schemes and other
 

investments. If cooperative bank financing is insufficient, the federa

tions will undoubtedly use some of their NDDB-generated share capital
 

to meet 
"margin money" requirements on a 40/60 basis from commercial
 

banks.
 

The Project Authority has estimated a budget allocation of 48 mil

lion rupees for share capital investments through June 1982. This 
 amount 

will cover at least five state federations, including three already es

tablished in Gujarat, Madhya Pradesh, and Tamil Nadu. The Team is satis

fied that the rationale and budget for NDDB/OVOW share capital invest

ments in state federations are reasonable.
 

E. Procurement Support
 

As originally conceived, this line item was 
established to assist
 

state federations in acquiring sufficient loan capital for oilseed pro

curement operations by financing their loan interest payments. In effect,
 

this would allow a federation to operate as if all procurements were fi

nanced from its own 
rather than borrowed resources--at least for an initial
 

period of five years until the institution was sufficiently experienced
 

and capitalized. The line item itself was justified by NDDB planners with 

the argument that federations must compete in their commodity procurement 

operations wiLh large traders and processors who have access 
to large
 

supplies of "black money" obtained through illegal operations and avail

able to them on an interest-free basis.
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The Team was not convinced by this argument. We consider that in

terest rate charges on borrowings are a legitimate cost of doing business
 

and should be borne within the normal operating margins of cooperative
 

processors. The more serious problem, it 
seems to us, is not the dif

ferential cost of using procurement capital but rather the sufficient
 

availability of capital itself--at any price--to purchase oportunely
 

the supplies of oilseeds needed by the project to keep its crushing,
 

extraction, and refining plants operating at full capacity throughout
 

the year.
 

In this regard the Team feels that procurement support funds should
 

be employed for a wider variety of support activities. Specifically,
 

these resources could be used to provide federations with emergency
 

margin money. This account should be used as well for "bridge" finan

cing operations, say to tide-over a federation until the arrival of 

an operating capital loan which has been delayed in the banking system's 

red tape. It should be used, if necessary, to obtain on 30-60 day credit
 

large stocks of productive inputs like seed, fertilizer, pesticides, and
 

tools which are desperately needed by grower members(but not readily
 

available through existing village cooperative suppliers) for undertaking
 

yield enhancement investments recommended by the project. The number of
 

possible contingency uses of procurement support funds 
on a short-term
 

basis are many. However, their use for long-term loan support to meet
 

interest rate gosts of procurement is, 
in the Team's view, both unneces

sary and inappropriate.
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F, Operational Losses
 

Unlike the first two line items described above, which represent
 

capital loaned to federations that must be repaid sooner or later, the
 

Operational Losses line item contains resources that are riot 
to be loaned
 

to anyone. This account is to be used exclusively by the NDDB/OVOW to
 

finance losses incurred by this institution in conducting operations
 

which benefit the project. Indeed, such operations may be indispensable 

to project success, but they may be too risky or too large to be borne 

by newly established federations in their initial stages of growth. Ex

pressed differently. Operational Losses are intended to cover certain
 

inevitable start-up costs of the project. The primary example of opera

tional losses incurred t,', date is that "6f the Bhavnagar Vegetable Produ':ts 

Plant acquired by the NDDB in 1978 and run at a loss for the following 

two years.
 

Potentially, the Bhavnagar plant represents an 
exceptionally good in

vestment for the NDDB. As described elsewhere (see pages 53-55) it will
 

provide the project with the largest groundnut processing facility in
 

Gujarat and was acquired at a price of less than one half of what it 

would cost to build today. Nonetheless, Bhavnagar's operating losses 

reached 49.9 million rupees accumulated from 1977 through 1980. But since 

the beginning of the 1980-81 processing year the plant has shown a profit 

in five of the last lni.:e months, has turned a profit ever-) month since 

December 1980, and has cut its cummulative losses to about 12.5 million 

rupees in less than a year. Any processing plant manager will insist that 
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it is perfectly normal for newly-acquired manufacturing facilities to 
be operated at 
a loss for their first 2-3 years, and the BVP fits this
 

pattern. But NDDB is a non-Profit trust and is unable to adsorb such
 

losses from its owm assets. For this reason an account for covering
 

these losses--a "sinking fund"--.is required by the project.
 

A second possible use for the Operational Losses account was exten
sively discussed by the Team, namely: to finance possible losses incurred 
in supporting an oilseeds price support scheme for grower-members. The 
scheme would essentially set guaranteed prices for oilseeds in advance
 

og' the sowing season ksee pages 63-65), and any difference between these
 
nd lower prevailing open market 
 prices for any given oilseed crop would 

be met out of the Operational Losses account.
 

Such a scheme for price support to oilseed growers (co-op members
 

only) is not presently managed by NDDB nor is it planned. Neither did
 

the Team discuss with NDDB the pros and cons of a support scheme financed 
out of Operational Losses. In fact, the members of the Assessment Team
 
were divided as to the feasibility of the scheme. We only mention it 
at
 
this time because the absence of a realistic oilseeds price support program
 

in India is considered by some observers as an important factor contributing
 

to the stagnation of production in this sector. The Team unanimously endor
ses the suggestion that NDDB investigate possibilities for implementing a
 

price support program for the project's grower-members,
 

http:fund"--.is
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G. Management Training 

Management training by NDDB is conducted through its Institute
 

of Rural Management CIRMA). The idea for IRTM% was born five years ago 

and developed under a grant from the Ford Foundation. The institute
 

opened its doors 
a year ago, IRMA OFFERS A two-year program which
 

features one year of theory, half a year of fieldwork (in conjunction 

with mobile teams), and a final six months of classroom training. The
 

institute trains college graduates for positions as processing plant
 

managers, area office directors, assistant directors of NDDB support
 

divisions serving different projects, and other positions. Last year
 

15,000 applications for admission were 
received, of which 14,000 candi

dates were interviewed and 70 students 
finally selected. Of the current
 

batch of 50 students now beginning their second year, 10 are to be
 

assigned to the Oilseed Growers Cooperative Project. Each will be 
re

quired to serve 
a minimum of three years in the projoct :follow-ing
 

graduation.
 

NDDB has budgeted 750,000 rupees for OGCP management training acti

vities through June 1982, At present NDDB estimates its costs per student 

at 25,000 rupees per student for a two-year program. This being the case, 

the present expenditure projection provides resources sufficient to train
 

30 rural managers, enough to finance a triple expansion of the ten stu

dents initially ear-marked for the project. This increase is welcome 

and comes none too soon. 
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H. 	Cooperative Development
 

The final new line item to be financed by resources deposited
 

to the second special account involves the execution of special studies
 

to 	research cpportunities for expanding the Anand Pattern Cooperative 

model to other commodity sectors. At present NDDB has underta~ken the
 

organization of special study groups whose assignments are to study
 

jute, fisheries, cotton, and fruits and vegetables. Each group consists
 

of 	2-3 professionals and utilizes a research budget of about 16,000
 

rupees -to pay consultants fees, conduct surveys, pay field travel expen

ses, attend conferences and symposia, etc. The budget allocated for these
 

activities would appear overly lean for their efficient implementation.
 

However, since such studies are not central to OGCP implementation it
 

would appear the modest level of present expenditure is appropriate
 

and need not be expanded. Besides, most of the studies in question
 

have been requested by the GOI and therefore are suitable candidates
 

for supplemental research financing from central government sources.
 

I. 	 The Need for Budgetary Flexibility
 

The planning environment of the OGCP 
 is 	extremely dynamic at
 

this time. While NDDB/OVOW is presently the Pro~ject Authority, implementa

tion responsibility is being increasingly transferred to the state federa

tions. Each state federation is conducting its own Operations Research
 

study, each has its own oilseed procurement and vegetable oil marketing
 

strategies, each confronts widely different grower conditions at the
 

village level, each will have different training or research facilities
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at its disposal, and each--sooner or later--will evolve considerably
 

differen performance targets. Furthermore, as more mobile teams are
 

deployed, more village societies organized, and more farmer'-leaders
 

are trained, the project's implementation responsibilities will be
 

progressi-ely decentralized lower and lower toward the grower level.
 

To complicate.planning even further, the OGCP has no assurance that
 

additional commodities beyond the 117,500 tons will be forthcoming 

for Stage Two. Other donors (particularly Canada) have chosen to be
 

non-commital as well. And finally, the project still does not have
 

GOI authorization to engage in commercial import of edible oils, 
an
 

operation which is regarded as a decidedly good risk for NDDB and likely
 

to be an extremely important source of additional income for the project.
 

Given such uncertainty, the project's budget estimates must be expected
 

to undergo considerable modifi,.ation over time. It is for this reason
 

that the Assessment Team wishes to place on the record its special plea
 

for allowing NDDB the widest possible flexibility in managing the finan

cial operations of the project.
 

The creation of the second special account is now an 
established
 

fact; the Project Authority is now carefully documenting all deposits
 

to and disbursements from that account. But the budget shares allocated
 

to the separate line items financed by this account must, for the sake
 

of smooth project implementation, be considered highly variable. The
 

Cooperative Development and Management Training line items may be con

sidered the categories least likely to change. However, Share Capital
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Investment, Procurement Support, and Operational Losses should be consi

dered quite fluid; collectively they should comprise a single reservoir
 

of 	financing available, without budget restriction, to any of the three
 

approved expenditure accounts.
 

J. 	 Reflows 

The Assessment Team was asked by CLUSA and USAID to make sugges

tions regarding the most appropriate procedures for the deposit and use
 

of 	reflows, The Team was reluctant to address the issue because it has
 

so 	much to do with audit and other regulations about which Team members
 

have little in depth expertise. However, as the Team considered the mat

ter it was decided that our suggestions--following not regulations but
 

simple logic and common sense--would do no harm.
 

First, an attempt to define the issue. In the recent AID Auditor
 

General Report on the OGCP (February 1981) the following recommendation 

appears: "The Director of USAID/India should, in conjunction tith CLUSA/ 

NDDB, establish procedures for the deposit and use of proceeds realized 

from project loan reflows and interest thereon." We deduce -'.om this 

statement there is 
no U.S. statutory requirement under PL 480-'-Title II
 

which specifically requires so-called "reflows ari interest thereon" to
 

be 	 deposited to an account subject U.S. audit.to Government If this is 

so, it follown that the principal concern of all parties should be that 

project objectives are achieved rather than which party has future access 

to 	accounting records.
 



--

-88-


Second, the Assessment Team reasons that it is only necessary to
 

account :"or the expenditure of funds for agreed budgeted purposes one 

time, and that such transactions should be subject to USG audit. The
 

corollary to this thought is that if reflows of either principal or 

interest from agreed and approved expenditures must be redeposited in 

an account subject to USG audit, then the way would be clear for a
 

nearly infinite cycling and recycling of funds and continuous audit
 

over a period of time extending beyond the project's life. We would
 

regard such an arrangement as redundant because it creates opportuni

ties for audit over-kill with no obvious benefit to the project.
 

Of course, if audit access is to be limited there must be a way
 

to assure that all local currency proceeds--including reflows and in

terest--will be used for project purposes. The Assessment Team believes
 

that procedures to guarantee this need are already in place. To begin
 

with, it has been agreed by all parties that the sales proceeds equal
 

to 6,000 rupees per ton of donated oil will be deposited to the First
 

Special Account, and that any sales proceeds in excess of this amount
 

plus earnings from the sale of containers--will be deposited in the
 

Second Special Account. Since both these accounts are subject to USG 

audit there is 
an assurance that the first expenditures will be used
 

for agreed project purposes,
 

Furthermore, NDDB has proposed that all "Indian source funds" be 

deposited in the OVOW Project Account. These funds would include: (1)
 

repayment of loans for processing facilities, (2) repurchase of NDDB
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held federation share capital, (3) share capital dividends paid to the
 

NDDB by the federations, (4) interest income to NDDB for procurement
 

support loans and/or temporary time deposits, and (5) profits from the
 

sale of commercially procurred oils. There remains the question of how 

Indian source funds would be spent, First, we argue that items (3), (M), 

and (5) truly are Indian source funds. Second, and more importantly, the 

definition of the OVOW Project Account is: those funds necessary to
 

carry out the project as originally proposed by the NDDB and approved
 

by the Government of India. 
 The OVOW account can, by definition, only 

be used for the purposes stated in the NDDB project proposal, In des

cribing the OVOW Account in this way, we are distinguishing letween it
 

and the NTDDB General Account, the latter of which is used to channel 

funds for activities other than the oilseed project, Therefore, if the
 

First and Second Special Accounts will include all funds generated from
 

the sale of PL L8O Title II ccoimnodities, and if all other resources-

includin- reflows and interest and Indian source contributions--are 

channelled through the OVOW Account, there exists a reasonable assurance
 

that all funds 'will be used for project purposes. 

The Assessment Team has examined the argument that it is necessary 

to deposit all reflows and interest into the special accounts because 

these resources are necessary to achieve the objectives of the project. 

This does not appear to be the case. As presently estimated by NDDB 

and CLUSA (see pages 75 and 78), the total project cost is 1,909 million 

rupees. In their tentative Revised Operational Plan (completed in I/arch 

1981), NDDB/CLUSA estimate project income to be 2,068 million rupees, 



which leaves an estimated surplus at the end of the project of 159
 

million rupees. This surplus is far larger than the sum of estimated
 

income from loan repayments from processing plants (Rs. 51 million)
 

as well as the repurchase of share capital (Rs, 10 million), which
 

represent the two largest uses of project resources. Both these re

flows depend on the very tenuous assumption that repayments to UDDB
 

by the federations will begin by the sixth year of the project. The
 

estimated surplus is also larger than the sum of the above plus all
 

expected dividends and interest (Rs. 150 million). Hence, even if
 

the project failed to receive n_ reflows, it would still be able to
 

fully finance all its proposed activities out of its anticipated sur

plus.
 

The projected surplus, however, is based on the assumption that
 

over 60 percent of total anticipated project income by the end of the
 

project's seventh year is to be generated from profits arising from
 

'commercially procured oils", which is strictly an Indian 
source of
 

funds. As we have described elsewhere in this report, commercial pro

curement of oils is dependent on a GOI license to import edible oils,
 

It has never been proposed that profits from commercially-procurred
 

oils be deposited into one of the special accounts. We conclude there

fore that all parties are convinced these resources would be channelled
 

through the OVOW Project Account for agreed purposes.
 



VII. INSTITUTIONAL RELATIONSHIPS
 

At last we come to the most difficult section of all in this report,
 

It involves the delicate subject of institutional relationships between
 

the principal parties to the project--NDDB, CLUSA, and USAID. From very
 

early in our assignment it was obvious to the Teem that both the formal
 

and informal relationships between these parties have become strained by
 

a number of disagreeable events which have generated an atmosphere more
 

of confrontation than cooperation among the three institutions, Complica

ting the mAtter is the fact that all three institutions are of sharply
 

different size and weight, which makes present dealings with each other
 

appear to be contests between unequal adversaries.
 

The events which led to the existing frictions are a latter of pub

lic record and need not be summarized in great detail here. Suffice it
 

to say they included in the short space of the last year: 
(1) a revision
 

of the project's terms of reference, as originally defined, requiring
 

the NDDB to deposit all local currency generated from the sale of donated
 

commodities into special accounts; 
(2).the intensification of USAID in

quiries to CLUSA regarding clarification of project implementation arrange

ments, together with a demand for increasingly detailed project monitor

ing reports; and (3) the publication of a U.S. Government audit report 
on
 

the project which one-sidely reached only negative findings, most of which
 

were considered by NDDB ,-nd CLUSA as unfair distortions of the project 
re

ality,
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Each of the parties continues to assert its own real or imagined
 

set of grievances against the others, NDDB complains that its operating
 

flexibility has been jeopardized by the encroachment of USAID regulaticns
 

and supervisory needs, which threaten as well its administrative autonomy
 

as a private voluntary organization. CLUSA complains that USAID's pro

file in project monitorship has become altogether too visable; it 
asserts 

that the Agency's requests for procedural clarifications, project per

formance data, project reviev meetings, and other time-consuming activi

ties or paperwork have become so overwhelming as to neutralize CLUSA's 

ability to effectively monitor the project. For its part, USAID complains
 

that CLUSA is often uncooperative and even secretive, that its Represen

tative is 
too defensive to participate in'constructive dialogue concern

ing project deficiencies, and that CLUSA's monitoring capability is
 

questionable.
 

There is undoubtedly some legitimacy to the perspectives of each
 

party. Unfortunately, a lot of energy has been spent and valuable time
 

wasted in the defense of these perspectives. The Team has no interest
 

in assessing the relative validity of such institutional viewpoints.
 

However, we do believe very strongly that it is in the best interest
 

of the project for the principals to come to a common understanding 

of the legitimate needs of the other institutions to which they are in

extricably bound in a common enterprise. Accordingly, the Assessment
 

Team offers the following commentary and a set of suggestions for reach

ing a more productive set of operating relationships between one another.
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First, many of the misunderstandings seem to arise from a fairly 

sterile debate about whether--at the extremes--the project is either
 
a "private aid" mdertaking between an American private voluntary or

ganization assisting 
an Indian PVO, or whether by virtue of the project's 

scale, complexity, and cost it more nearly resembles a typical bi-lateral 

undertaking between the U,S. Government and a host-government develop

ment agency. The truth of the matter is somewhere between these extremes.
 

We see :.mportant elements of independerxe of independence and flexi

bility that are characteristic of PVO relationships not narrowly encum

bered by government rules slid regulations. We also see the project has
 

the formal approval of two soverign governments and that AID is the
 

principal source of financing. In sum, the project is 
a hybrid model
 

and should be recognized as such by all its institutional participants.
 

Second, the Assessment Team urges AID's and USAID's cocperation
 

in protecting and preserving the qualities of independence, flexibility,
 

and leadership which have proven crucial to NDDB's demonstrated record
 

of success to date. While such a declaration of the need for independence 

is easily written, it will take a great act of will for those not direct

ly responsible for project execution or monitorship to 
resist meddling
 

at 
the periphery. Nevertheless, institutional discipline is required.
 

Third, since AID is in fact the principal fina-ncier of the project 

--both through PL 1180 commodity assistance and grant financing to CLUSA 

for related technical assistance activities-both IDDB and CLUSA must 
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recognize that there are legitimate financial, legal, and substantive 

requirements for which. USAID/India remains responsible. In the past
 

it appears problems have arisen because both NDDB and CLUSA claim that
 

while such requirements may be legitimate, they seem to change over
 

time.
 

Fourth, the Team suggests that USAID/India prepare one written
 

statement wherein the Mission ennumerates all of the legal, financial,
 

commodity utilization, activity monitorship, beneficiary impact, and
 

other requirements for information which it will require of CLUSA on
 

a quarterly or other basis 
to meet the Mission's statutory and policy
 

responsibilities. This statement should be provided to and discussed
 

with CLUSA as well as NDDB,
 

Fifth, under the above arrangement, CLUSA would be obliged to 

provide the information required by USAID based upon a continuing 

stream of data and information supplied by NDDB to CLUSA and such
 

other monitoring reports prepared by CLUSA staff which may be required.
 

CLUSA should always seek USAID guidance where a definition of the 

meaning of an AID regulation is required. 

Sixth, CLUSA should also guard against engaging in unilateral
 

negotiations with NDDB when the subject of negotiation is beyond
 

CLUSA's authorlty. By the same token, aVOW should be careful to ob

tain official clearance for all major project documents and operating 

agreements from the Chairman of the NDDB. 
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Seventh, the Te=m feels that USAID does not need to physically
 

verify for itself--through frequent visits to the project regions-

that OGCP performance is indeed accurately reported by NDDB/CLUSA,
 

or that sazisfactory progress toward project objectives is being made.
 

We feel that the three parties should formally meet only once a year 

for a comprehensive review of project performance. In place of more
 

frequent reviews, CLUSA would be expected to meet periodically with
 

the USAID/OGCP Project Committee--quarterly, or more frequently if
 

necessary--to present a full briefing on the status of the project.
 

Meanwhile, it is expected that NDDB would continue to offer its tradi

tional hospitality to USAID and AID officials who from time to time
 

care to make an informal visit to the project or become acquainted
 

with other NDDB activities, Such information contacts are important
 

to sustaining a donor's interest and support.
 

Eighth, in the event that the above procedures are not accepted 

or do not prove effective, and if no others can be devised, the ultimate 

recourse is for either AID or NDDB to withdraw 2rom the project. Further

more, if either AID or flDDB is not satisfied with the way in which CLUSA 

--as the liaison and project monitor--is representing their interests,
 

either party should seek the appropriate change in CLUSA management.
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APPENDIX A 

FU NDEALS 	OF INTERNATlONAL PRICING -

FATS AND OILS 

Methodology for ascertaining next direction of price change 

In a comparatively short span of time, soybeans, largely resulting
 

from U.S. and Brazilian productivity, has become by far the leading
 

supplier of the World's protein and edible oil requirements:
 

Oilseed World Pruduction (million metric tons)
 

1981-82
 
Estimate
 
Low Hi "h 1980-81 p 1979-80 1978-79 

Soybeans 83.5 90.7 82.0- 93.9 78.1 

Cottonseed 25.3 27.6 25.7 25.5 23.6 

Groundnut 
Shelled 11.2 11.5 11.0 11.4 12.0 

Sunflowerseed 13.6 15.1 13.1 15.7 13.1 

Rapeseed 19.2 11.1 11.1 10.2 10.7 

Other 11.5 12.0 11.8 11.6 11.1 

Total 155.3 168.0 154.6 168.2 148.6 

Soybeans 71.8 77.3 72.6 74.3 70.5 

Source: Oil World, HamLburg, March 20, 1981 
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The soybean is really a meal-seed (misnaned oilseed) since 

80 percent of it is a high protein, high quality oilmeal, and only 

18 percent on average is the edible oil component. Nevertheless, 

soyoil is now the top producer of the World's edible oils, and 

as such is a key oil which exercises price leadership in the 

World's fat and oil economy. All edible oils follow a common 

price direction, each oils price deviating from its normal 
on
 

relationship one to another based/its individual supply-demand
 

situation.
 

Fol-lowing is a brief analysis of the factors which usually 

affect the direction of soybean oil prices:
 

Background
 

The basic concept of, soybeaii production is that they will 

be gro%,n primarily for their high meal content which in combination 

with feed grains and other trace ingredients will provide the 

compound feed for the efficient production of meat, milk and eggs 

required essentially by the World's aff.uent Western countries. 

Since the edible oil requirements of these countries have been
 

largely satisfied at a very high (possibly saturation) level, it
 

is theorized that the surplus oil resulting from the increasing 

World's protein requirements (The U.S.S.R. and China are only now 

recognizing their shortage) will be exported to the developing 

countries where per capita edible oil consunption is low, but 
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increasing at a rapid rate. Some of the developing countries, 
notably India, in 
an effort to promote self-sufficiency and
 
conserve scarce foreign exchange, have resisted the concept of
 
importing edible oils. 
 But population explosion plus the
 
realization that the World's surplus oils can be bought at a
 
fraction of the Indian cost of production, has changed critical
 

attitudes 
(some say temporarily). 
 Since 1976-77 India has
 
imported more than 1.1 million tons of edible oils per year. Up
 
to the present, the basic theory as compared with actual practice 
has worked remarkably well. In part this is due to a yearly 
increase in World fat and oil requirements of about 1.2 million
 
metric tons which ties in fairly well with the increased oil
 
generated from new demand for meal 
 plus the yearly increase in 

palm oil production.
 

Oilseed and oilseed products price analysis
 

Once the principle of estimating World oil production as a 
residwl of World meal demand becomes firmly established, the 
rest of the price exercise falls into place quite logically along
 

the following lines:
 

1. Estimate World oilseed production, initially by planted
 

acreage; secondarily by studying weather in the growing
 

seasons to obtain possible deviations from normal yields;
 

and finally, estimate final production including crop
 

quality and storeability. 
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.Western European oilseed
 

2. 	 Estimate North American and/I meal demand by the animal 

unit measurement method verified by trend analysis. Fine
 

tune this by same exercise in major constuing countries.
 
European.


3. 	 Estimate Eastern / meal requirements plus individual 

studies of the U.S.S.R. and 'China. Is the demand viable 

or must import demand be modified to correspond with current 

or anticipated political developments leading to restraints
 

on trade, possible embargos, etc.
 

4. 	 Froymtotal orld meal requirements, estimate World. crush 

by countries and strike a su@ply-demand balance for principal 

oilseeds with the primary purpose of ascertaining whether 

carryout oilseed stocks will be adequate or burdonsome. 

Estimate probable price range of oilseeds basis demand 

developments and expected change in ending stocks, etc. 

5. 	 Considering oilseed price, estiimtc meal price basis supply

denmand using relative pricing yardsticks against expected 

feed grain prices. Modify meal price by special supply

demand situations developing in certain consumption areas. 

6. 	 Based on meal demand and the resultant oilseed crush require

ment, estimate World oil production, demand, and what affect 

these data will have on ending stocks. Adjust demand data 

by realistic deimud appraisals of key import countries, and 

whether and by how much these needs may vary from previous 

year imports. Thie huge requirements of India, post;.bly 
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modified by foreign exchange availability is a good example 

of the never-ending analysis required in this critical area. 

Basis oil production from meal dominated crush, oil demand 

and ending stock change, estimate oil price and trend over 

next 90 to 120 days.
 

7. Using prices developed above on all three legs (oilseed,
 

meal and oil) estimate processing margin in key areas,
 

and whether it gives adequate incentive to the processing 

industry to produce enough products to fill required demand. 
price8. What is the expected trend/of all'major commodities? Are
 

oilseeds likely to go with or.against the overall trend.
 

Adjust price outlook to correspond, also taking a hard
 

look at inflation prospects for the year ahead. 

The above is a simplistic explanation of an extremely complex 

price problem. Oil World, Hamburg, a widely kmown fat and oil
 

and oilseed statistical organization with a full staff of economist, 

analyst and language translators has just completed a reorganization 

of their entire computer department (including the installation of 

a huge new computer) simply because the system they installed just 

a few years ago has already becom too small to handle the staggering 

load of World statistics they need each day. 

Oneway to obtainWorld pricing expertise at least cost
 

There are several related issues in development of price fure

casting capability that have a bearing on N.D.D.B., and especially
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tha" part of the progranm that they call '"b,11er Stock" operationsbut wqhich w'e prefer to call "Cojnercia! Purchase of Edible Oils".'Tihe latter term, we think is more descriptive of the contemplated 
activity. These issues are: 

1. The economic and price forecasting capability of N.D.D.B. 
staff is very high as it pertains 
to India and its agri
cultural problem. One would have to travel a long way to 
find another staff so 
dedicated and eminently qualified to
 
carry fo-ward this project to a successful conclusion.
 

2. But there are areas of specialized knowledge where even 
an
 
expert staff will get bogged down, and in the process spend

an inordinate amount of time on just one phase of the pro
ject; Intcrnationaj' 
fat and oils pricing is 
 one of those 

areas.
 
3. It is 
our feeling that this World supply-demand 
 data together 

with a continuing flow of expert market judgements is 
available, and can be purdiased at reasonable cost.

4. One of the experts in this field has already been mentioned 

Ista Mielke 

-

Co., publishers of Oil l orld of Hnburg,

West Germany. 
 Another highly quzllified service is Sparks
Com odities, Inc. headed by Caroll Bruthaver, ex-Assistant 
Secretary of Agriculture of the United States. There are 

others. 
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S. Some of the U.S. conunodity brokers publish excellent weekly 
reports which cm be obtained at little cost. Some of the 

best are:
 

Shearson, Loeb Roades, Inc., Nei, York City 
Paine Webber Jackson & Crtis, Chicago, 111. 
Merrill L)nchi Pierce Fenner ti Smith, Chicago, Ill. 

Clayton Brokerage Co., St. Louis, Nkb.
 
One of Clayton's Washington, D.C. brckers 
 is Glenm Pogeler, 
ex-President Soybean Council of America. lie has traveled 
extensively. Very knowledgiable on international fat and oil 

pricing. 

6. Soycote Sales is a 
soybean and cottonseed oil broker who is
 
highly skilled in.getting buyers and sellers together. 
Their
 
primary capability is originating oil in the U.S. for domestic
 
users as well as for export. At this time, we doubt that 
U.eir expertise extends into the area of international fat 

and oil analysis and pricing. 

7. We recommend that N.D.D.B. exajmine the value of taking on 
a part time1C consultant located in a listening post such as
 
London, Rotterdam or Chicago to gather 
 information, evaluate, 

eliminate the chaff, and ortelex otherwise relay most
 
important price-mking data. 
 Possibly Soycote would accept 

this assigmient. 
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8. A flow of U.S.D.A. I,ublication-S ;'nd reports is desirible 

is well as twice-weekly weather rep)orts:. from the U.S. ard 

Brazil during the growing season. 

9. 	 Purchase cost of the above se7-vices is estimated at 20 

to 25,000 U.S. dIollars pcir year. 



-X05-

APfENDIX B 

QUESTIONS CONCERNI.NG THE PRESLN' AND fIlIURE 
VIABIL'IIY OF- OILSLED PROCESSING INZIT,.DTA ' 
, WD Th'F IS N;ESS.RY TO N 7 IT A\ PAYIN(; 

P1OQ-USI iON 

Conclusions
 

The key to efficient processing of gromdnuts in India is to
 

upgrade plants both as to quality and size. out before the capital 

becomes available to do this, some nwthod of eliminating or shifting 

risk is needed. Many of the ills of the industry would be cured 

by a steadily increasing groundnut crop; a crop big enough to 

permit 300 plus days of operation to the processor is needed; first
 

to fill product demand especially edible oil, and secondly, to
 

greatly reduce processing cost. The resultant savings would
 

presuubly be passed on to the consunr by a significant reduction 

in the price of oil. 

Market risks have fragmented the industry 

At the present time, the risks inherent in the processing 

business plus tJe added risk of adverse governmental directives 

have evidently deterred companies nomnally associated with 

processing from entering the busines:; in India. International grain 

companies like Unilever. Cargill and Continental are not part cf
 

the Indian scene even though they are extremely active in other 

areas of the 1,brld. lhe lack of future markets to hedge off risks 

partly explains the absence of these market leaders. In fact, 

part of what is called ''speculation" or "mnipulation" is actually 

http:N;ESS.RY
http:CONCERNI.NG
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taking price protection against the many risks inherent in the 
business. "111e grower carries the risR ow,eather, disease, drought, 
etc., 
amd also appears to be carrying a host of other mrket risks 
in the low price that he is paid for 
 his greundnuts.
 

Even Indian concerns that one would expect to be processing
 
as an outgrowth of integration are non-processors, 
The 1979-s0
 
anual report of the Gujarat State Cooperative Marketing Federation
 
states that "During the year, the Federation has undertaken various
 
processing units of cooperatives on lease or job-work basis
 
(presumably toll crushing) and we have processed various agri
cultural products such as groundnuts.19,099 M.T., etc."
 

Following are 
some of the reasons for this unusual situation:
 
Ihlere 
is considerable evidence that processors depend more on
 
speculative profits than crush margins in the operation of their 
plants. 
 If true, this tends to increase processing cost, product
 
qlality suffers, research and 
 developent budgets are cut, and 
since speculative profits usually accrue from paying less than
 
economic-value for raw materials, returns to growers is 
sure to
 
suffer. 
It is ulecessary to invest capital in processing plants
 
plus enormous requirements for working capital to carry on this
 
type of business. 
All that is needed is good storage facilities
 
located near the oilseed grower and preferably within easy tncking

distance of a processing plant where the oilseed will ultimat,..ly 
be sold after/price appreciation goal has been] renlized. 
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The industry is fragmented into man) small pieces. It appears 

too weak to stand up against government interference such as limiting 

needed meal exports. Industry self-interest leadership is lacking; 

othenise crop production would not be in shambles. llhe industry 

is intimately familiar with the oncoming edible oil shortage, but 

appears to be doing little to alleviate it. Processors seem
 

unwilling to modernize plants in part due to fear that if iriport 

policy was liberalized, their high cost plants would be forced to
 

close. It is a pretty good assumption that the bankers are very 

reluctant to loan funds to a high cost, 
sick industry.
 

Operating cost of the plants
 

Probably the most unfavorable factor affecting processing 

profitability in India is the substantial anount of surplus capacity 

which constantly hangs over the market and puts a low ceiling on 

crush margin basis cost of the most efficient plant plus the 

ever-present desire to capitalize speculative profits. 
 The
 

following processing profile of Gujarat State which non:ally 

accounts for about 25 percent of India's groundnut productic.:, 

indicates that the average crop only provides 138 days of ruimingy 

time to the crShing industry; even less if crop losses and the 

following years' seed requirements are considered. 
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PIroessing Profile: Gujarat State as of J:inuai-r., 1974 

Total crushing mills 


Mills with extraction units 
 22
 
Mills with Vanaspati units
 

Crush capacity (per month) 294,072 
m. tons
 
Crush capacity (per year) 
 3,529,000 in.
tons
 
Oil production capacity (per month) 
 81,390 m. tons
 
Total solvent extraction plants 
 34
 
'Total solvent extraction capacity


(Cake per month) ,. 
 100,525 m. tons
 
Total Vanaspati plants- 10 
Total Vanaspati capacity (per month) 
 8,925 in.tons
 
Average area planted'to groundnuts 1.95 m. ha. 
Average groundnut production(24.9% of India) 

1.35 m. mt 
Days run time provided by crop 138 days 
Of 590 mills in Saurashtra region, only 71 or 12.8 percent had 

rated capacity of 750 M.T. or above per month. 46 percent were 
below 250 tons per month. Note: not per day. 

'De combination of small size, plus crush averaging only
 
38 percent of a year results in fantastically high cost per ton 
of throughput, probable processing nmrgina loss, and whatever 
profit accrues is probably due to speculation and/or unorthodox 

accounting. 
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; Quantifying or even estimating the cost of operating these 

small plants is difficult since a great deal depends on stage of 

capitalization, depreciation status, degree of integration with 

other related businesses, etc. A ballpark figure could be as 

high as 150 dollars per m. ton. There is little comparison, 'out 

for the record it costSabout 18 dollars per m. ton to operate a 

1,000 ton per day soybean plant in the U.S. or Europe. 

Approximate processor type conversion margin at Bombay - 1979-80 

Following is a rough calculation of total groundnut meal and 

oil values less cost of the groundnuts .-. all F.O.B. Bombay per 

m. ton. All data are in Rupees per in.ton.
 

Total Less 
Product Groundnut Processing 
Value Cost Margin 

October 1979 4,826 4,390 436 

November 1979 4,540 4,210 330 

December 1979 4,557 4,420 137 

January 1980 4,375 4,150 225 

February 1980 4,645 4,320 325 

March 1980 4,700 4,3Y0 310 

April 1980 4.710 4,400 310 

May 1980 4,700 4,440 260 

June 1980 4,720 4,500 220 

July 1980 5,230 4,960 270 

August 1980 5,210 4,880 
 330 

September 1980 4,820 4,610 210 
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Product Yields used in above calculations
 

Meal 52.5%
 

Oil 45.5%
 

Shrink 2.0'J
 

Average processing margin for the entire 12 montis is RS.280/
per metric ton. This converts to 35 U.S. dollars which would be a
 

satisfactory margin (and resulting profit) in operating a 200-400
 

ton plant 330 days a year, The things that will benefit the most
 

Indial people at 
r.his time are to get the groundnut crop up; get
 

the processing cost down, and let the -savings flow back 
 to the 

people. The savings in processing cost alone could range from
 

3 billion to as much as 5 billion rupees per year. 

Concluding recommendation
 

It is clear that before processing cost can be reduced, crop
 

size muIst increase, because it is the increased units of throughput
 

which will be the major processing cost saver. Also increased 

crop size will give the Indian people more and less expensive oil. 

These two major factors should provide the guidelines, and be one 

of the critical determinants of program priorities. 
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APPEND'IX C 

MARKETING CONCEFS T1AT H P ELIMINATE 
XINOPCL BU INC POW R 

The Chicago Board of Trade is called the last bastion of the
 

free enterprise system by its fiends and various degrees of un

complementary names by its enemies. But even the critics admit
 

that the Board provides three important services in the marketing
 

of grains, soybeans and soybean products, to nmntion only a few
 

of the conmodities traded, that has nurtured a marketing structure
 

of unmatched effeciency. lhese major services are:
 

1. It provides a forum wherein buyers and sellers can meet
 

to go about their business of buying and selling. Trading
 

is done by open outcry, prices are recorded for each trade
 

and instantly flan.shed to key local and international
 

market places.
 

2. Rules governing trade, conduct and ethics are formulated,
 

voted on and finally enforced by the members themselves.
 

It is seldom that a dispute is ever carried up/ to civil
 

court; practically all are settled by internal arbitration
 

panels.
 

3. The Board market place acts as a fulcrum that gathers price

making data and information from critical World production 

and consumption centers. This infomax'tion iswidely dis

tributed over private and public telex ,ystem:-;. The sub

sequent trading quickly discounts the news into the price
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structure. Price, therefore, constantly reflects all
 

known supply-demand factors at any given oment during
 

the trading session. Very few secrets survive for long
 

in this environment.
 

All of these factors: open outcry, rapid price transmission,
 

fair and impartial trade rules rigidly enforced, information
 

gathering and transmittal, and the absence of underhandedness
 

result in price changes measured in eigths of a cent per bushel
 

($2.'75 per m. ton). Thus seasonal price swings more often than not
 

are limited to the cost of carrying the"commodity. Since processors
 

or other handlers of commodities can use the market to shift 

price risk, processing and handling margins are cut to bare minimum
 

so that only the most efficient survive the rigors of the market
 

place.
 

The NDDB is in the process of developing a program to restructure
 

the marketing and processing of oilseeds. One of its goals is to
 

insure that the grower will reap more of the rewards of his labor. 

We recommend that a further study be made of the Chicago Board of
 

Trade to deternine if, in fact, all or part of the above Board
 

concepts might very well be incorporated in the program which could
 

assist in realizing goals at modest cost.
 

This should not be construed as a stud), to determine the 

feasibility of an Indian oil and/or oilseed futures market. That 

certainly must be postponed to a time when supply-demand are in 



of the above concepts will prove beneficial to both grower and
 

consuimer.
 

Following are some ideas and suggestions that appear to merit
 

further analysis and refinement:
 

1. Open outcry and above all, a spirit of fairness should
 

be/necessary prerequisite for trading at the local level.
 

Some method of recording and posting prices should be
 

encouraged. Prices are transmitted to a Central Intelli

gence Center where the), become part of a daily statistical 

report released to the press,.and also relayed back to
 

the local markets. T'here everyone can see the comiposite 

report of prices paid over a wide marketing area. At 

this point the grower becomes knowledgeable, and better 

able to resist the tactics of those who wish to manipulate 

a situation to their benefit. 

2. A Cooperative Nerve Center will be orgamized to monitor 

daily prices reported by the Central Intelligence Center. 

If adverse pricing is notcd in certain local markets, 

price gLidance will be offered which should correct the 

situation. If it does not do so quickly, above market
 

bidding directed from the Cooperative Nerve Center may be
 

necessary for short periods until the local prices relate
 

favorably to those reported from most other areas.
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i3. Establishment of an arbitration panel or some type of
 

quasi-legal entity where grower complaints can be heard
 

and adjudicated without fear of subsequent discrimination.
 

Decisions are posted for public inspection.
 

4. Either the Cooperative Nerve Center or the Central
 

Intelligence Center should be charged with the res

ponsibility of broadcasting twice daily weather bulletins
 

as well as other news of price making significance.
 

-There are probably as man), variations of the above as there 

are markets. 'The key to most of them is'fast transmittal of 

information which is made available to all market participants. 

Those that are dishonest are soon discovered and called to account 

for their actions. The simplicity of this plan is one of the main
 

reasons that it will succeed. An outstanding advantage is its
 

modestcost/probable results ratio. 

This program should be thoroughly sold to local leaders who 

must be made to understand the profit possibilities to themselves 

and others if the plan is adopted. Their leadership is necessary 

to overcome expected resistance to change. But farmers are
 

unusually shrewd and realistic in their evaluation ,o new ideas, 

and in the time will approve. 'hey naturally want to make sure 

first that experiments are not being undertaken at their expense. 


