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CHAPTER 1

The criticien of commodity price stabllization was traditionsls
1y siade out of on inmense faith in the functioning of s competitive
aconomic systezs The compstitive systen wes expscted to direst ro-
sourcos into the "most sfficient” channels of production through
movenants of tho ,prtcagi of gar&m ~muu.; m 1938, J.He Kaynoe

"1t Ls en outstanding fault of the competitive aystes .

that thave is no sufficient fnesntive to the individusl

antagprise to store surplus stocks of materiels, sc as

to maintain continuity of output and to sverege, as far

as posaible, psriods of high and low demand, The compe~

titive systess sbhors the existencs of stocks; sith as

strong a geflox as naturs abhors vacuum, becsuss stocks

yiald s nsgative ystutn in teres of themsslves,ses No

radical remedy for fluctuations is possible excapt

through Reasures bo mmu thc sggregste effective

damand,*! -

Therofcre the defonse of price stabilizetion aross by question-
ing the reliability of price signals, sspecially in the short run due
to the spesculative ss sell as cyclical nature of wany price mvmntu.z
It was pointed out that what is not competible with the frés market
As a modification of the long run tverdd of pricess . To the extent,

short sun price signals aﬁuu axtreons udm-émﬁ in production and

| Js M, Kaynss, The Politics of Government Storege of Foodstuff
and eaw Materialey Fgdss 1938, ,

-2 HeCa muis:iw. 3&5&“5&!:&10:1 of pmmﬁa from raw material
exports, in HiCas E114s and HC. Welllch (ed,), Egongeic Oguslooe
fent for Latin Asericg, New York, 1961, p. 9‘2"3-



theraby feil to roflect the long run trend in supply and demend, it
is mtﬁn&y lsgitioate to countsract thsm sven in a free nerket
systea,’

MiCy Vallich in his srticle, "Stabilization of procesda from
ras material mxports®, conteadicted the very logic of theories which
dafend price fluctustions in terms of grester capital accumulation
with incomes which ere periodioally higher then when they are more
svenly distributed ovar times Vallich points out

*There is & considersbls doubt about the implicit

anglysis of the savings process itselfs 1% may be

that the sstablishmant of a higher living standsrd

based on a temporavily high income, would cut into

saving when income falle sgain and so lsad to a lover

saving over the cycle."?

Wallioh erguss thet with large price fluctustions and the consequent
inetebility, spaculstion becomes ceapent espucially in ths country's
‘principsl commodity, Thie "zav msterial mentality® narrous the
investeent horizon and pinders economic dsvelopmant]

Wallich thersfors advotates s progrsoms of commodity peice
stabilization for overall economic development in & country which is
basicelly a primary producer.

Fpom the asguoents giwen by Keynes and Wallich in support of
conmodity price stebilization two basic propositions cen be derived:

1 udallichy HeCey gDsCRLes Do 348,

. 2. Gaingy Sey. ., "Instability of primary product prices snd
profits = s proposal®, £,3,, 1954,

3 wallich, HCop GRsGhbas PPe 34748,



{1) Uss a prograsme of stsbilization of commodity prices to wips
out short tun fluotuations sinca thass do not indigats long
run tronds in demwnd end supply. |

{2) stabilization of prices of prisary products will lesd to a
more balanced type of development whuteas in the sbssnce of
atabilization, a strotegy of sxport « led grouth based on a
single commadity mekes ths economy mere wulngrable to external
forces, | N S
To aey these genwralizstions ers fellscious aince they do not

taka stcount of the differences in the structure of the mmy of

the various primary producing countriss. Thass arguments are
fellacious becaise they fail to snalyes the differences in the
struoturs of demand end supply of the varicus primary products,

1t will be interesting to find out the extent to shich stabilie
zation mma do not basicslly siter the long term trond and
marely help. to smooth out imbalonces in the short run end under
what conditions,

Sepondly, 1 would like %o dalvi deaper inte tha reletion betessn
stabilization cfvgm&ty pricee end economic development, The
guostion that crops up imvediataly Le shethar one cen establish such
straight formard links snd to what extent the structurs of demend
and supply OF the comsouity in question and the structurs of the
secnhomy of the prinasry producing country under review detsraine tm.
ultinate result,
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| The twe prodblems ars intererslatud, If stabllization ertifie
cially osinteins 8 high price level, then it would help to parpoe
tusts the “rev mstorisl mentality® snd dismsntle the basis of Wallich's
argumants Therefors 4t is necesssey to find out under vhat conditSons
stabilization cill only smooth sut short term fluctuation and in thie
contaxty an snolysis of the structurs of demand end supply of the
tomnodity undsy considsration end the structurs of tho economy which
produces 1t sssumes perticulay importances Any gonersiizstion msds
without raﬁm to thess aspocts will be open to attacke
1 w:‘iu 1ike to §ut foresrd the follouwing hypothasss =
(o) Statilizetion of prices cannot provide s pormenent solution
for commodities ehich axhibit low price and income elasticitios
of demontd, sepscially when demand Ls concontroted in particuler
countriese It will asrsly pagtpons  the crlsin.
{(v) A coomodity with low price and incoms elasticities of
domand in the export sarket may still benefit from o stabilie
zation progrosee Af thore exiats & large potentiel domestic
sarkot, | |
(e) smmtm negates its entire logic for econooies
dapendont sssentially on the expprt of a single commodity. In
othey words, stebilizetion of commndity prices hinderas the
procose &F developmunt in sconomfes dependent on e single export
tem, ghen the commedity in question exhbite low slesticitics
of demoid, =



I8 sill investigate ths problem with reference to the plante-
tion ssotor end in perticular with the plantation orops tes in Indis
end coffes in Brazil for the following rwasonst |

Firstly, historically the plantation crops in a‘nyv sconony have
proved nost vulnerable to prios Pluctuations, While price novoments
in such sectors have genersted linkage sffects in various other
ssctors of the sconomy end 1sd to further mﬁwnf a slump in
prices has caused e nhm decling in that particular economic eotie
vity to the paint of inasignificance.

Sscondly, tes and coffes enjoy & similer structurs of demand
with refersnoe to the export aapket, but have a difference as far ws
their domastic markets are concernad. Both have a limited export
aarket dspendent on social Poctors for domand, but the Indien tea
industry enjoys the support of a domestic market, |

Thirdly, the tes industry in India and the coffee industry in
Brazil havs totally different positions in the sconomy of the Tege'
pective countriess Tea is asong the naln export items in an economy
which by the Firat World Wsr was no longer predominantly e primary
praducers Coffes, on the other hand, was by far ths largest export
item not only in terms of i%s share in total exports but also as the
chisf oconomic activity in an oconowy trying to develsp in terms of
sxport=led growths

The lntnxag period has bsan chossn ey ths period of study to
bring out the effect of contimuing depression on the suport ssctor
and thersfore to show how a settor, shich is able to expand and xc'm!
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the economy in periods of rising pricess would resct shan tha price
trond is reverssds Secondly it s duping this poriod that the
various stabiliaation progrewes m tnderteken to countersct the
8ffect of ceprsssion and recession of incomess

1§+

In this section 1 will butld a thsorsticel fremework which will
form the point of zeferance to an analirsis of the stabilization proe
gromes,

The main features of the devslopnent of the iortd situation in
tes and coffes during the interear pariod have been, first, en sxcese
sive resction by producers to the stimjlus provided by s profitable
price level, and sacond, the feilure of the world demsnd to rise sore
than at a very moderats rato;‘

I will take up the sscond mspont as the starting point of the
snalysis.

The concept of exporteled growth, shich doninated the seitinge
of scanomic history of the ninsteenth century end tho sarly twentieth
contury, sas seen as a reality in ¢ srecific stags of world sconomic
devalopnents Historically one can asiociate it with tha pariod when
Sritain sas the “workshop of the world™ end the procase of industriaw
lisation in Britain set off esrtain furces of demand for foodstuffs
end rew matorials, which linked the duvelopment processes in certsin

1 FAD of the UN, Commodity Bulletin Series (1961).
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other countries with the development of ths British evonomy through

an international divielon of lebour, The sconomic development of the

primsry producers st "the periphery” not dus to the intemnational

diviation of xabﬁnr alons, but more particularly dus to the rapid

grouth at the “cantre™ uhich transmitted to ths “pariphery®™ through

a vigorous incresss in the denand for primary pmn.’ Dy Robsrtson

toms mm tn the uzbttmth esntury ss the “snpine of gmtli',z The

assueption here is that sn mpension of exports wuld sutomsticelly

devslop the rest of the sconomy through batkusrd and forvsrd linkegess
14 4 one looks at the statistics bstusen 1850 end 1913, the resl

volums of trede incrsassd tenfold, twics as Tast as world amum.’

sxm 1993 ite mm&m has Pallen shors of world pMcﬂim.‘
What comes out & an essantisl condition for the suport ssctor
ta plsy a éynasic rols in economic development is that it must enjoy
the support of a continusus expsnsion of tha international market.
To ansure this e}l or eome of the following conditions are necessary =
(a)  Inuome in the iwporting country must be incressingy
Not only this, the snc:fme slasticity for the commadity in ques
tion m;t. bs large} S
(b)  The prics elssticity of the sxport coomadity must be

1&9: so that the gaing of technical progress or eny athaxe

| 8. ﬂutkaa. ""fredt Thaary and Dwslmﬁnt Pol!.ey". in em.. nﬂ.,

2 DeHe Robartson, m&m&m London, 1940, p. 214,
3 Re Nurkeny Q0s08kss P 239
4 Re Nurkes, 20sCltar P 241,
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factoy which loade to a decline in price can be enjoysd by the

axporting countey and is not appropristsd by the consuming

counteys

(o) Papulation groothy

() A change m the pgtturn of denand im.‘ favour of the

commodity undeoy nonatammum. o |

Now tha question usm to uhat exbmt are thsse wndimm
uﬂaﬂeﬂ far tea and eoffeu? (
| Tea and coffes as consumption goods are dsmandsd on sccount of
fixed taste pattorns and occupy s small pertion in consumer's budget.
By fixed taste pattorn, chat is implisd is that it is difficult for
tea to build up = market in prodominently coffes drirking sreas and
vicewvarsa, Not that such 2 sustitution is iapa#aibla, e2s can be saesn
from Britain's tase, Britsin switched her position as a coffes
drinking country to the major matket for tesa in the world. Howsver
building up markets for bepsrapes is an oxtremsly difficult process
and requires a r&gému advertisement caspeign, shich is not likely
to show results in ell casss. Sccondly, not only is substitutahility
low botween differcnt types of bevsrages, but the respones of demand
to price and incomo thanges udthin the identificd consumers is alen
sluggish, In othor wr& the price slasticity and the incoms slesti~
city ore sxtremely lowe Upto a csgtain level of income, ths beverages
show positive price and incomo slasticities hut theresftor become
ingeneitive to price and incone movemantes Superimposed on this thers
. way be a tandancy to shift from cosmon tes to botter quality tes as



income increasas. Therefors in dogalepad counitrias the market fog ,
tes and coffes can bs expected to grow only in response to populee
tion growth, urbanfzstion end other social fzctors. On the other
hend in the dovoloping countrivs demand for boverages will be more
responsive to grouth in per capite incoms snd thorefors in these
marketsy 8 fall in prics or a rise in incoms can lead to groster
demand,

Tabls Ye1(a) gives an estimate of price end incozs slesticities
for tsa and coffas in various morkets,

Tabls $41(s)

Countey . Pariod covered §§§".me ai::;::uy
usA 1920=41, 19546+48 w29 082
Gormany 1972537, 195358 0,45 0452
Canada 1921=335, 195358 027 056
italy 1921=38, 1949«58 w6l 0.72
Aeganting 1935058 0426 062

Sousca 1 FAD s,f.um moaxay 8ulletin Series (1961).
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~ Tabls 141(b)
- Period  Price . Incows
t:ounuy covered ~ Elasticity Elesticity
Britain 1920w38 0.3 0,08

India 192439 - 1,41 (urben)
| | . 1.047( sural)
Source 8 R, Stons; The Heasuremont of Consumer Expenditure and -
Behavicur in the United Kingdom, 192038, Canbridge 1954,
Ps 146,

Gy Sarkar, Sorld Tes Cconomy,

The following table shous the Dehaviour of consumors in the two
major markets for tea and coffess The United Status is ths smain cone
sunsy of coffos, absorbing about 50 per cunt of the world's exports.
Britain, on the othar hand is the most lmportant mstket for tea,
gonguning & similar proportion of sorld exportss

Yablc Y2
“Tee (in million 1bss)  Coffss (in 000 begs
Countey i — | — ]
193034 199539 197533 193438
UKe 42,3 &43,0 304 2%
 UsSehe 8646 87,7 14,834 13039

Source § WDy Wickizer, "Coffes, Tea and Cocos, an Economic and
Politicsl Analysis,” Stenford, 195‘!;
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During the interwar period, total world imports of coffen showed

1 Cone

an avaraps rats of increass of just ovay 20 per cent per yoar.
- sumpticn increassd due to relative fall in coffes (and other food)
prices and the growth of populstions The growth in demand in the
UsSefis was one of the nejor fectors conteibuting to the increass in
world importsy However inspite of the rise in resl income in the
19208 the pattorn of the demand for coffes did not chenge. It merely
grew in tesponss to population growth and urbanisstion. For an ine
creass of 35 p'o:’cmt An real incomes snnual coffes consumption re~
mained at about 12 lbe/tnhabitant, elthough retail prices were stable.

Let me take a look inte the conditions provailing in the Indian
tos industrys Ths following table shows the groath of demand for tea
in the u;x‘ the major .cmw-n of Indlan tss,

Table 1.3
',,m c@wum in |
1868 | 27
. 1] 65,7
1595 122:9
1950=34 442,3
1935+ 43,0

Source s Seke Besu, Capihal and Labouz An the Indien Tes
loduatizys VeOe Wickizer, Loffew, Yeg end Cocog

1 FAD Study Commodity Bulletin Series (1961).

2 UdNe Economic Comedsalon for Lstin Americs, Report, 1951,
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The British aarket ghich hed sxhibited epsctacular growth in
the 1ete ninetesnth and sarly teenticth century uas satursted in the
interwar puriod,s

Thus 40 the case of both tea and coffes conditions for sustsined
devalopnent through dependence on the export merket were miseing end
‘pricos cane to bo governsd cosplstely by supply foctorse This leads
to tho first point I had mantionads that the poriod under atudi vm
chuactu:izw/:go increasing pwducﬁon in response to high prices
maintainsd Dy support schemss, Thsrefore low prices resulted from
over pmémn end the Wnt control schemes in an ettempt to
keep prices romuneretive encouraged further incresss in production,
shich in tuen caused a further downused sovement in pricss, It ces o
sort of chain resstion shich could not be controlled except through
peatriction of supplys |

If prices ars kept resunsrative through srtificial price support
schemes, sspacially st a level vhich i more profitable than other
sectors of production, then $the producers sro given ell the incentive
to increass production, In the taso of ths coffec induatey in Brezfl,
this esesntially took the fore of expension of ecruegs. As Celso
Furtado points out, "Since thers was no presssure from sanpouwsr for
highor wages, ths entreapransurs had no interast in replacing such
manpowes by copitalese Sinee svery incrosss in productivity wes
transformed into profit, cbviously it eould alwsys be moro intaresting
to prodice the grahm quentity possible per unit of capital and to



-4l -

psy the least po:axbh quantity of magn ;m unit nf mmcum. The
practical consequances of this dtmxtim was that the marprwuur
sas sluays interested in invasting his new capital in the expension
of his plmtauom, theye being no incentive for any mspmmmt in
the method of cultivation,®’ | |

" In the cass of the Indian tea industey much of the changu in
output in response to price slgnals took place theough mgnlau'o'h of
 Plucking o that Sn the cass of indivicuel sstates tharo sas hardly
any ehmgﬁ in screage Mu tﬁ. Howsvar smergence or n-m ntatn
and tha gharp wu&aﬂm in sutput thzmgh pmmng imuuably |
tosulted in iﬂcmm pmmum fellowing a tiae in prtcua ahich
started the chain resction in the foro af pressure mﬁr&cn and
restricticn on offerings in the market,

Thersfore on the one hend the plantation sector is fooed with

a large price slasticity of supply qm! on the other hand it is const..
rained by low price snd incoms slssticities of demand {n ths export
markatse Glven the m slasticitios of demand, high price elesticity
of supply menifected iteslf in sn acuto problew of over pmduc&im.
In the next two chaptersy through en analyeis of the stabliization
programmes sdoptsd in Grezil's soffos industzy end in Indla's tea
industry; I shall try to bring cut the differonces in tha effect of
the stabilization programmes in the teoc situations end probe inte
the conditions which led to such diffsrancess

1 €. Furtado, Egononic Growth of Bragile pe 178,
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coffes in the intsruar yosrs.

Table 144 nekes @ comparison of tha price cycles in tes and

1939

Table 1.4
Sriow Vougmente dn Tea and Coffes
Yesr V82 Price  Coffs Prics o~ 1sa Price Coffes Price
B e A= B/A® US, Conta/ib.® RefinP/ib* US Cants/ib*®
1910 74 13,3 1925 13«3 22,3
1914 Tw? V4.6 1926 12-3 18.7
1942 1144 - 1927 14«10 232
1923 T=9 842 1928 2= 4 22,1
1914 ?e? X 1929 9wt 132
1913 8 =1 $.2 1930 Ped 8,7
1916 8«8 943 1934 6w 16,7
1917 Te3 L 1932 $ =2 9.3
1918 8=0 1749 1933 9.7 11.2
1919 Be0 1240 194  B=9 89
1920 - Te2 1935 99 9.8
W21 01 10,3 1936 10 = 1 14
1922 15«3 1,5 1937 11-3s 7.8
1923 150" 16.8 1938 9 w? 7.8
1924 13 - 1 24,5 1M ws

Source 3 * Investor's Indis Yearhookss

*¢ UsDe wickizer, "Coffas, Tea and Cocos.” an economic and
puiitical enslysis, Food Raseareh Instituts, Stanford, 1951,
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Table 1.9 trice to work out the rolation of price movemants to
production and export of the respesctive commodities.

Table !.S(u)

Yoay _ AVe Price Produotion _ Export  _ Veriation (1914 = 300)
: PaeReP (ni1140n 1its) (uu. l1bs) Prics Prodo. Export

1919 68«0 37741 389,9 102 120 1%
19200 S5=19 345,3 283,5 6 107 96
1921 W w1 2743 BO,4 0 129 0 86 118
1922 133 31146 34,8 %1 99 105
1923 1B =0 575,53 3,8 10 120 116
1924 15 « 11 373.2 . 52,9 203 120 148
1925 135 363,85 38,5 M " 17
W26 123 392,9 354,4 156 125 119
1927 M-10 W09 30,9 189 128 1
1928 12w 4 408,7 3159 157 129 126
1929 941 432.8 39%,4 127 138 133
1930 9-4 391,90 $71.8 119 123 129
WM 6B 394,1 7.7 82 126 125
1992 Sw=2 a3T W8 &5 1 132
1933 9?7 383,7 52,4 122 122 118
1934 B =9 399.3 48,8 112 7 17
1935 95 94,4 32,7 120 126 148
193 10 =1 398.2 36642 129 126 123
1937 HNes 4302 39%.6 147 137 132
1938 9=7 A51.6 409,3 122 144 43
19 s 46349 148 148

Source ¢ Investor's India Yearbook,
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Av. Price  Production

‘ Export

= 100

Av'ag US cents/lbs (mill, bags (mill, bags Price 'grodc. Export
| of 60 kg.) of 60 kg.
1999  12.0 X 12,9 172 42 115
1920 7.2 14.5 11,8 9% 81 103
1921 10,8 1249 2 11 .m 11
1922 1.5 10,2 1247 13 57 113
1923 16,8 14,9 14.5 224 8% 129
1924 24,6 18,6 44,2 326 82 127
1925 22,3 1565 135 B @ 120
1926 18,7 15,8 13.8 - 289 88 123
1927 2342 27 151 309 151 435
1928  22.% 136 13.9 295 76 124
1929 132 . 2842 14,3 - 176 . 157 128
1920 8.7 1646 15.3 116 .93 137
1931 10,7 26.3 17.9 143 158 160
1932 9.3 19.8 1149 - 1248 106 106
1933 11,2 2946 1545 149 165 138
1934 6,9 1842 1441 19 402 126
1935 . 9,5 2049 15,3 127 M7 137
193 111 2644 14,1 . 48 147 126
1937 7.8 28.4 121 104 13 108
1938 7.5 2341 1741 100 119 153
1939 7.2 21.9 1644 96 - 122 146
' gource 8 FAQ of the UN = Commodity Bulletin Serice (1961),

VeDs Wickizer, World Coffes Economys V.D. Wickizer, Coffee,
Tea and Cotos.
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Varistions in tea prices u}s much more eés:pmsm to the verie-
tions in production and sxport, ehils the .warhﬁm;s in coffos prices
are rasponsive only to variations in sxports Variations in production
are rendom end do nat uhibu any definite relation sither to price
variations or to varistions in exports . | _ ., |

Tho fector whith ,@trzwtas to this is the vay prices ere .
deterained under tha wo control echamsss In the Indien tsa industry,
prices toflect actual movements in p:édmt&an ginco demand is mc or
loss stobles Coffes prices on the _oéhu hard ors detersmined by the
sxports offaved in ths international markets The movsments in produce
tion are concealsd through the conteol schomms in Grazil whieh eegue
lotes prices through the output releassd in the export market and not
sctusl proguctions In the cess of tho Indien tes industry the stabliie
zation programms . does not spprooch the problom of declining prices
through vegulating the volume of axparts slofs, but regulstes produc
tion as well, ,

In the next two chapters 1 shall elehorste nn the stabilization
schomps practissd in the tso industries = taa in India and coffes in
Brazil and then inu on to the analyais of N:uan schumes,
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In this phepter I shall investigete the naturs of the controi
schese in the Imdian tes it.mlwtry and its gffect on plantations in
Eastarn Indias The importent espects of the study will be to bring
out the varisd Smpact of the echswes fn the different tes gmmg
ragions in mm India, namaly, Assom, Dsrjesling, Dooars and Tovel,
Cachay m Sylhet and sacondly,; to analyss ths causss bshind the
failure of the control system to bring about 8 long terme oal.uumv to
the rzuqumtiy recurzing price siumps,

$inco the systen was @ product of the cyclicial movsment in tea
prices ano the recurring of the slumps svory few yeers, it is of
intarast to study the dotsrminants of tea pricese On the supply side
thars is the grosing cutput of the tes plentations in Eastern India.
Un the demand eide o havo the British market destemmining the conmmpe
tion of Indian tea as the Giggest coneuners

Since the bapinning of the Indian tea fndustey price oycles
have boen very cuch a part of the industry's developpant. The first

"slump camo in 1866 dus 0 overproduction as s result of the rapid
expansion of the industry. Frices recoversd by 1867 and remained
steady for ths next 10 ysarse The sscong slump was in 1879 snd the
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third was in 1896«1904, Excess supply was the main csuse, However
during t.ha period 192039, thers wers thres slumps,in 1920, in 1925-
1927 and thon again with the onset of thw Great Dapression. Not only
had tho frequency of the alumps increassd, but recovery had o be
gensrated by artificial price support schomsss Each of the schomes
sought to control the supply of tea in the Sritieh market, Prices
startsd to recover ss the supply of tea in the United Kingdom was
curtailod, ODemand ployed only a secondery rolse

In the tesntisth century, howsver, Pectors on ths demand aide
often playsd a detesmining roles This is trus of the pre~1920 perfod
~ and the post«=1939 periods The intsrwar psriod constitutes en exception.
During the First World Wor tes prices came to be sst by the Ministey
for Food in Britain, which sntared into contracts with the tea pro-
ducers in India and in Ceylons Similerly from 1939 onesrds, with
ths onset of the Sseond VWorld Way, Britain adopted the Bulk Purchase
Schems under shich the Oritish Govermment took over all stocks of
tes In the UsKs upon which duty had not besn peld end requisitioned
in advancs all tess Sus to arrive in the U, The system that uas
devised wes one in ahich the Tea Controller for Indis, on bshalf of
the Miniatry for F-aaé in the UK,y entered into contracts with ghs
producing estatess Each contracting eetate had o up-iatn fixed
peice for ity the prtea'bﬁm the average of prices realissd by the
tos sold in the yeaze 1936, 1937 and 1938 in the UK. or tes sold
with export sighta in India. The price ses subjectsd to rovision if



tha cost of production Anorsaseds The dstermination of tea prices
had therefore pasgsd on to the demand side in tha post=1939 period.
Siwilarly in the pre=1920 partod the demend side had played the
dstarmining rolas 1t was only during 1920~39 thet the movesents in
supply regulsted the movasents in pricess

The sample of the atudyv comprisss 27 sterling compantes and
135 rupee companiese Though the sterling companiss controlled 50
par cont of the area under tes ond 54 per cent of the production in
1939, the sseple chosen may be considared to be repressntative of
the industey bztause hoth Rupss and stsrling companies wezre controlled
by particular managing apnents and Lt mss the role of thess agents
shich was sore ieporiant than the placs of registration of the
companiess A.Ke Bagehi in Peivate Investment in Indis, 190039,
pointe but -

"Many plentetions in India wers privately owied snd sorked
by manaping agency housss or privats planters in India and
were not formsd into Joint Stock Companies until later.
Secondly, whether a company was reglstared in the UK, or
in India depanded primarily on ths convaniencs of the
managing agente and s Sterling registration did not necee=
sarily mosn that much of ths capital invested in the plane
tetion sas sarnsd outsids India, Plantations wers generally
first opened up by & fire doing business £n India or by a
plantor, who would then turn to s managing sgency houss for
working cepital and for additional fised cepital, A plenter
sighty also,open up & plantation and then sell it Lo s joint
stock company Of a mshaging sgency houss for profit. The
pagistration of ths company uas often a mere formality,
since moat of the capital was held by ths plenters of the
manaping sgency fire and their closs essociates, Most of

1956,




the zargu' mansging sgency housss involved in tes plan-

tations wers either firws shich had grown up with the

tea industry in India op which had made morsy in other

fislds and then entored into the tea bueinsss as ons.

of their ventures.”
Bagehi names Duncan Brothers & Co,, uini;nm Magom: and Co.e Alex
Lawrie and Lo,y Davenport and Co. a9 sxamplos of the firat type of
concorn and Andrew Yuls and Co., Jardine Skinner and Cosy and Jamas
Finlay aind cﬂc‘ as oxsmplos of the essond, Appsndin 1 g_;'m e list
of the meneging saents essociated with the companiss which are undar
etudys . _ _

I shall pressnt the snalyais in ?w’:‘ ssctions, |

Section (1) analyses the aspects of the market and production of
taz relevant to the export peiented contsol system.

Seotion {2) gives & historical account of the control acheme

. uring 192039,

Section (3) géna into the analyais of the sffect of control
achemes on the different rugions and tries psrticulorly to look into
the incoms movementss |

and lastly Ssction (4) sseks to locats the caues behind the
fatlure of ths control systes in solving the “aricemcyole" probles
of the tes industrys | | |

geotion (1)
| The tendsncy of tss prices to be governed ontirely by the
supply machanist srisss out of the naturs of demand end gnpplyo?
oo

-~

this qanmungls nscm On the demand slds, it occupies a ﬂa}m&.mﬂ* t
‘ 338.13 " S,
TR TG — :

| TH849 [
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proportion in ths consumers' budget. Upto a certain lavel of per
cspita income, the beusrege ehoss positive price end income slasti-
city, but tt_mza;?ur ‘bocomes insensitive to pﬂct. end incoms MOysw
mentss mmmua on this, thers nay be a tendsncy to shift from
common tos to better quality tea es incoms increasws. Thersfore in
developed countrisey the market for tea can be expacted to grow only
in response to population grouths On the other handy in devsloping
countriss demand for beverages wiil be responsive to the growth of
par @&M income gnd thersfors in these markets, & fall in prices
or a :S:g_c in inoomg can lead to highar demand, An estimate of the
prico elesticity of demand for tes in high incoms countries covering
ths poriod botwoan 1924 to 1936 by £.J, Brustaer on the baaie of time
serios data givas an slssticity cosfficient of wgnsu’ for the
United Kingdoms: R, Stone sstimated it ¢o be ~0,32 for tha poriad
1920438, As for as incoms elestioity is concarned, Brostor's sstimate
shoss that every 10 per cent increass in incods losds to s 2% per
cent increass in the demand for tsa. Stone estimated the income
elasticity to be D.04.> Similer studies for Indie, though not vezy
sccurate roveal higher coesfficiontss &n elaborate family budget
anquiry, covering both urban and prural areas, estismsted the incoow
slssticitiss to be 1411 nd 1,047 respactively.®

L] €+3. Broster, "Elesticities of demand for tea and price nzxng

policy," Revisy of Economic Studiss, Vols Vi, 1928=39, p, 169,
2 R. Stons, The maasuramant of Consumer Expenditures and bshaviour
) in the United Kingdom 192038, Vols I, Cambridge, 1954, p. 146,
3 . Broster, Mh, Ps 1695 Stone, locstits

& NeSe Ayonger, "Some of Engel elasticities bessd on National

Samplee Survay Date," Journal of Royel Statigtical Studies, Vol.
13, Part 1, “967"‘.“ 93,
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On the supply :m,' m perticuler trends are visible Lu"t’!‘m
cass of the tes industey. Firstly, thore is s tendency %o long run
over production through expansion in ocreage and through rise .ih:?r'ac‘a“-‘-‘ﬁ""f‘f ‘
in reeponss to poriods of high prices. SR peaciebey, Since tes
crops actuse with & lag of G=7 years, high prices encourage extsnsion
of soreage undar tos leading to expess capacity in the long run, |
Himangsu Roy 4n his book "Tes Price Stabliszation” urites =

BLong mun instability is tht rssult of excges capscity.

Prolomged period of high prices lead to rspid expansion

in soreags giving riss to axcese gapseity through the

follure of demend to riss under new conditions et &

haight sufficient to absorb the incraasss in eupply

sfter s long pariod of gastation®,?

This charzctoristic, which is axclusive to the tea industry,
end ghich hes holpod thie industey to dwwelop o control system of its
ouny Lo that while in the coffes indugtry short run varietions in
supply avico esssntially from oxternal varisbles, e.0« the wsather,
in ths tea plantations short sun varietions can be regulated by the
deliberete intarvention of an endogenous factor, nemely, the decision
malting undt,

In thds context the control system in the tse industry assumwos
a spooific charettsr inapplicable to sny othsr plantetion systenm,

The output can be varfed ssascnally through the process,plucking of |
tea 1&3\@“ than ths prices resch rock bottom output can bs restrice
te& by roaorting ta finer plucking, whorsas high aﬂcai gensrally .
encourags coarssr ploskings The finsnues or coarsensss of plucking

Pe Bs
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depsnds upon the runabey of lasves token and the Lime the plant is
allowad to grow botwesn ted pluditing pounds. Therefors, in apits
of ‘tha longerun tendsncy to ovaerwproduction, the alasticity of
supply through reguletion of plucking has operated to secure a
belance botwosn domand and supply in the short zun, It is through
this particulsr ifstrument that the control systen in tho tos
industry has sought to oporates Since plucking, not only sffects
the quantity of cutput, bub also its quality, it tends to est off
& complox sst of resctions, Resorting to coares pluuking implios
an incrosee in the supply of comon tes snd therefore a faster
ducline in prices becausa it is the volume of common teas and not
the sggregeto supply of sll typas of tea which motter for & stehls
price squilibeium for all typos of tese Similardy finer plucking
wil} lead to cquicker vecovery in prices by decressing the supply of
commen toms Howover, increess in the supply of finor quality tes
through extomsion of snreage faile to have a promunced effect on
prices. Therefare tho plucking operation will bo an importent
dsterminent of price wovemants. In an atteept to savs the industry
from the crisis of rolatively leas supply by resorting to coarssy
plucking, a c¢risis is being planned through increass in mvaudply
af cormon tusse Convorsely firer plucking restriots supnly but
incresse cost of production, The riss in cost,vhile prices are
ostill low consequent upon the previous increass in supply, msy worssn
the situstion unloss the regulsted aupply ;un raiss tha sversge

| prices high enough to abadrb the increass in cmh,‘_

1 ARidss Po 7e




Section (11)

The bad.g‘ causo of the sluaps was over-produntion and in every
ingtance the recovery wes gesnerated by mmidns cantrol ovar the
stock of toa in the markets The initiative ceme from the producers
themselves, Tha first slump came in 1920, Ouring the Firat vorld
War the Ministzy for Food in Britsin had entsred into contrects with
the producers in India and Ceylen Por buyim 40 per cant end 27 per
cent respoctively of tes produced in 1917, mmmﬂy the figures
wers ralsed to 66 per et and 50 per cent respectively of the crop
in 1918, The stocks of tea in the U.X, aversged 90 million pounds in
1918, a quantity considersd to be sbout normsle In 1919 tha stocks
evaraged 154 nflidon peunds and in 1920 rose to 214 afllion pounds,’
High prices during thwe War had stimuloted nes plantings Aoresge z{-.-
creased from 624,000 in 1914 to 692,000 in 1919, Producers were
tempted to resort to cosrser plucking as well. mnge sas 64 million
pounds greater than in 1914, Tha selling of all tes et & stendsrd
price during the poriod of gevermment control memag:d the growsrs
to place sephasis on volume rather than on qualitys As & rewlt, e
considsrable proportion of the tes stocks in 1920 was of inferior
qualitys When the Bpitish Government relsassd the stocks after the
decontrol of tes, prices continued to fall stsadily through out 1920,
And towards the end of ths yese the prices had fallen to the lowest
level oim 1908 and current production excesdsd consusption by 25
por cent,” ‘

1 YuDe Yickizer, Yea, Under Internaticnal Regulation, Food
Research Instituts, Stsnford University, 1944, p. 59

2 P, Griffiths,,Tha. Higtory.of the Indisn Tea Industey, London,
19675 pe 17%
> VoD, vickizer, gR4Cilar Ps 60
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At this point coma the Pirst control scheme, In Ssptomber
1920 the Incisn Tea Aesaciation (London) propossd that the producs
tion for the current season should be cestricted to 90 par csnt of
the averages production or alternativaly. _alvl plucking should be dlew
continusd, The Calcutts Comnittes adopted the lattar alternative,
end all osmbars nf tha Indisn Tos Awotaum mre d:lmm to stop
p&ucklng from 15th ﬁovmbar !920. S

The control achuss sorked effectively in the ssnes that prices
were méau‘w sgein by the end of 1921« Ths 1922.crop was higher
than the 1921 crop and the Chaltm of tha Indian ?u fisaociation
| varnsd the industry against e seturn to coarse pluckmg. Howsver,
in tho subsequent yoars production continusd to rige, In 1923 it
peathed a record level, txmgh thers hod boon a degline in quality
and common tes wes being ﬁmdum in a lerger pmmén. In the
early months of 1925 prices btgan to fall in the u,ih umzﬂxng to
a report of ths Food Council, the dowward wvmnt in prices uss
eporavated by the lergs th.im of connon tes m the emrtm an
atmt was made to restrict offszings on London muoﬁs. but it
- vas merely a tesporery asasures In ths alddle of 1926 chen it seemed
thet the crop wuld be very heavy, the Indian Tes 'aamxuﬁm reo-
w that pluek&m should be digcontinued frw 20th “OW!;
ﬂmwa:, it uzn not sucteed in Mﬂ.umim the inﬁ:sﬁry and ths final
outturn manmd a mzﬁ igvel of 393 mxun pwm‘ P:icno decw
iined in Cal:cutu andg tu tnndun. |

L | Pe Griffiths, goacites Pe 101,
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In 1928 output pas 45 million pounids higher than in 1927, &s
g Posult of tho high tes stocks 40 the UK. less tea was exported to
" Britain and the cut markste took more than the ususl quantitys |
Prices doclinod, Although ths post 1921 period had generslly expe~
riencad high prices and prosperity, a slmp_uni irovitable. The
ares undsr tea was expanding ot & rate of 2 per cent par years In
1929 particulerly th&ta was @ tremmndous increaso m output to about
433 million pounds, nsarly 29 ailiion pounds greater than the previous
years figura, #At the clagse of 1929, taas stocks in Lorndon represented
ovar aix months' supply, the higheat figurs of stock in 30 yu:m‘
Tha smmi control schens sas davissd ot this point, fuatitew
tivoly thic schemo wap differant fros the first ones Whereas in
1920 the Indian Tea Association had acted alone, ths 1930 reduction
schoms was o Joint wffort of tho Tos Producers Associstionsof India,
Coylon ond #Indondsia;«_ Tho scheme uas designed to reduce ths 1930
output 57,5 aillion pounds below the 1929 lavel, Hobt only wes the
1930 plan different from the 1920 restriction schoms in thet the
. desision caking unit haﬁ ?:hanged-, bt aleo in ite principlos, The
sscond schamo hod ssught to educs the output of common teas moro
drastically than that of better quality tes. The following guide-
1linos wero laid doun =
1) Estates thch sold toa bolow en averans of 16.5d per
pound fopr 1926, 1927 and 1928 wers to reduce to 85 par cont.
of tho 1929 crop. |

f  V.D, Wickizers 9pucites Do 664
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2) Eotates which sold tea between 18.5¢ psr pound to 1s.7d

par pound vers to reduce to 90 per cent of thelr 1929 crop.

3) Estatos which sold tea above 1s.7d per pound sere to

reduta to 95 por cent of their 1929 crop.

4) Estatos shich eold tea ot or above Ys.9d per pound to

zadice thelr crop to 97 per gent of the 1929 dutput,

3) Gardens producing less than 400 pounds psr scre wure not

wxpscted to reduce thesr crops

. The 1930 reatriction scheme was a failure in that sxports from

Indonesic were reduced by only 3 million pounds and though India and
Coylon reducad output by 48 ailiion pounds end B million pourds
raspoctively, exports esre reduted much lese, psrtly Sacmn of s
decline in dommatic consusption in Indis induced by s boycotts This
left moro tes avallable for overssas sarket and the combined exports -
declined by 42 sfllion pounds, wvhen the desired level of reduction
had baon 575 sillion pounds,

- The agrooment was not rensssd in 193%. Exports incresssed in
1931 and in 1932, but absorpiion continued Lo decline. Prites
roached the lousat lsvel in 1932, Particulerly disturbing thioughe
“out the Dapression ysars was the composition of the tes supplics
that wers piiing up = "Poorer quality tess tended to become an ine
ceassing proportion of total stockes Such tsas rot only begin to
loss flavoup uwithin o fes months wid are most difficult to sell on
s decling sarkct, but they tend to pull down the prices of prasctically
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all taas of better guality, swcept those in limitod supply for which
theze 1s a mecial and conetant desend,”

The third control sthems of the pariod was the Intemational
Tea Agraement of 1933, India, Caylon and . Ihctani_nu. actounting
for 80 per cant of world production, sntersd into an agresment to
reduce exportsby Pixing export quotes an the basis of maximum exports
over the period 1929 to 1931, The agrestent was for a period of
five yoars and for sach yesy the export quobe wes sst as e psrcentage
of the meximum exparts in sny of thuse yesrs. The screage ses not
to expant beyond 4 per cont of the exieting planted avaas Tha Inter=
national Tea Committee, comprising of representatives of tea growers
from sach countsy sas sst up as the edninietrative body. The formsl
regulation case in vasponss to the initiative teken by th§ producers
themsslues 85 that the principles of control wers dsterained by the
industry itsalfs Ths goverrment lent a m;nng hand by sstting up
the Tes Licensing Committes to exsrciss control over exports end
planting,; which originally wmum of ripﬂamtauua of tea |
producers in India, but in 1939 a provigion cas made for tha governe
mant to eppoint . Chairman, o

The thisd control schame therofors sought to ressdy the problem
of avereproduction from the export side rather than exsrcising dirsct
control over production, In January 1933 a peferendum shoued slmost
unanimous support for a scheme ghich sttespted to limit production
for sals in Indie t0 12 per cont of sach estate's best orope But
this was not given legisiative effect cus to ppposition from the



United Plantars Associstion. Bub, veluntsry crop restriction ves
accapted by over 93 per cent of the Indian Tes Industry for 1934,
Production deslined from 434 million pounds 4n 1932 to 383 million
pounds in $933 end ross to only 400 million pounds in 1934, In 1938
voluntary erop Mﬁctﬁm was continued with ths support of 90 par
cent of the Lindustry and wes jumﬁaﬁ.by the feot that internal
consumption at this point of time was sbout B3 nuua_n pounds, sheres
as potential supplies after the fulfilnment of export tequiroments
sas sround 160 million pounds. . In 1937 an exmsination of the trand
of tea conmmption An Indis led the Indian You Associastion and the
United Planters Assocliation to increass the psredasible production
for consumption in India to 14 per ¢ent, "A new sgresesnt to extond
the period of control came into operation in 1938,%

Sestion (111)

Tg snalyse the offocts of the control schomes on the different
regiona in Eastorn Indie it is recessary to have an ides of the type
of taa produced in the different reglonss

fissan combines heavy production gith the excellence of gquality.

Cachar and Syihat produce cosmon tes and the cost of production
ia gensrally louer than in othor districts,

Dapjosling tean fetctiss high pricss, being some of the finest
tees in the world.

Dooare duse not produce as good quality ten as Assem, but the

cost of production ie lows
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Yeral, which is situsted at the foothills of Darjesling, doos
not produce the seme quality tea, The tea produced in this rogion
is comparebleo to Dpoars teas

| .rablt 2.4 gives e detelled picture of the price movoments of
tho different varietios of tes, shouing thot Por Darjescling and Assan
prices were algeys cbove the overall average where as for Daoaﬂ';a and
Torat and Cachar and Sylhat prices were bolow the averspes Of thess
Darjouling tea cossiands tho highest price and in a slump the prics
of tea produced in Cachay and Sylihet is worat afPfscted.

Anpthar mmastzng.?mr; of tho production dynmics is that
thors is no corssepondssce betwsen the chonge in noreage snd the
change in produsticn, shoudng that plucking cperations played en
important rols ie contrslling ths cutput fluctuations snd the change
in screays undar tes contributed mepely to the long sun trend in
produstion. This is particulerly noticeable if one compares the
changes in acreage under tea gith the chenges in output for the
individuale compsnies as shown by Teble 2,3, Though there wers large
chengep in sutput,; scresge undoer ha shows vary littlo change, and
points to the importence of plach&ng as the instrument for regulsting
production,

Movenante in the oversll production figures for the different
regions (Table 2.4) coincided only in particular yoars = a goneral
dacline in 1922, a germeral increasse in 1922, a gensrel docline in
1930 and in Y933, a general increass in 1934 and a ganeral decline
in 1935, Under oll the conttol schemes ths proportional decline in



Table 2%

Source ¢ Investors® India Yearbooks.

Year Auga Dar joeling Dovere Taral Agysrage
191011 Twb % - 6 =11 6~7 ‘
1911=12 Tt N Tw 4 Tt
194213 Tw=6 P> ? T-0 6w b
194344 8=2 10«3 Te? T3
1914015 7«10 G w? Tw)d 7«0
191516 G 10 - 9 8«7 8«7
191647 Sw=p 0= 9 8w 4 B«0
1917=18 Be2 7 - %% =S R
1918«19 g -1 9w T-0 6 = 10
191920 Bwd - 8~0 7«3
192024 6 =) Tes S=0 3w 10
192122 Me9 11 =7 9 - 11 8~3
1922-23 L LR 1wOw g 12«9 111 - 11
492324 1% =10 tw2n2 13«7 14«2
192425 fte0e8 feadesd 5 - & 14 -8
192526 -9 10 ) | 12 =10
1926=27  ; ? Tells8 1t-9 W9
1927=28 = 3e0 14 -8 13«5
102829 14 =0’ 10 - 11 -1
1929-30 18 - ¥% - I B=é
19230-35% : 14 =9 > B | Bw=i
1931=32 4 = MMt=-5 S w1t G - P
193233 4 - 9=-8 T : 4w 4
190334 BwT7 v 7 12«8 =% T2 &8 B=10 4wé 10
193435 B =2 0 Me2 S5S=68 B8« Seil Ba3 &A1 8«9 2
19355«36 Be? 7T 122 5«10 %0 4-10 Bull &I GuS 10
1936m37 P-4 6 12«0 S5=9 Lo B b  4mE 0=t 3 &
193738 : M0 =-8 S 13«9 S99 1l 48 107 47 11=d -9
1938-39 0o 0 4-1 61D 34 89 37 129 S8 93 40 8eh 39 97 4=0_

Note ¢ The Second set of figures refer to domostic prices.
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Table 2.2
“Year ' Peices
191014 | 13,5
19112 1446
1913 | 1.1
191314 8.2
191415 7.8
191816 %2
1916#17 9.3
154718 9ad
191019 179
191920 1240
192021 T2
192432 - 103
$922%23 1145
192524 16,8
1924425 24,5
192526 22,3
492637 1047
192728 - 23,2
$928-29 221
192930 | 13,2
193034 8.7
1951032 o 10,7
$93233 9.3
193334 1.2
1934035 8.9
19383 . 9.5
1936%37 9.4,
195738 7.8
1930030 LS.

Soures ¢ UsDe Wickizer, "Coffes, Tes and Cocosy An Economio
end Palitical Analysie". i
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o ASSAM .. Gont'dewe Table 2.3
Same of the Co. . : ' ‘

e , 12201521 ek K 1922~ 192y 1229 1930 1931 1932 1933
“Hepjan Pasbat 1583 1615 1595 1357 1413
Jutlibars 834 836  B42 B45 B BGE  B66 349 - 3102 BY0S T8 7650 7700 6800
Rilling Valley 1743 745 586 586 %86 586 586 12900 8152 3241 307 2655 N3 2%
Kingaley Golaghat 1631 1694 1608 1408 1379 491 130635 12579 12656 11351
Lade $37 950 1030 105% 1014 S03% 1031 4141 3931 9467 TSA2  DBY9T 8296 7388
Mothole 455 455 446 446 446 446 433 4002 2400 4TI 4231 4027 4132 3SD1
Moheena LTT 67T . B 688 658 66D SD0A 4345 4201 4360 3Ba2
Murphulant 292 299 299 2 02 | TA10 1335 1385 1788 1915
Naga Hills - 5286 528 S8 528 328 | 3808 3541 4755 ATI9 S0
New Cinnetolich 973 973 YIi 99 V40 940 940 6697 5610 4TI B096 5572 5527  S31%
Nasburnadi 86 Y56 YIS M0 TIC 90 TIC 4883 4113 VISF G488 S50 5720 47959
flaJabsrris 512 52 _ 2835 1653 _

Rajgarh o323 3 s2s 3 M 2477 1843 2070 1822 1745
Sapok 864 B6E 854 864 BAT 847 B77 60832 4805 TG0 43I0 &X0C  SMS  S6B3
Seajull 315 S19 640 557 957 SIT A4S0 3893 M0 5268 4146 MU BTA 4234
Toon ALL 318 B S07 507 S07  S07  S07 4816 1634 3622 325 3982 4077 ™D
Yeliejan I 47T &7 482 M2 482 S192 5255 4549 4390 3869
Tezpore | 1075 4150 1150 2054 2054 10040 917 10447 156018 14959
Titabuy 629 625 S19 €08 89 S 3989 3095 3624 3200 ST0 3653
Tongani %4 338 Mg 385 385 2636 2458 2190 2300 208%
Tyroon 702 742 693 871 615 691 G693 47Tt 4025 4240 4453 3645 A8 4328

Tengpand | 480 | ' 3400

W



DOOARS

Cont'des Tahie_ 2.3

Naoe of the CosooR™ 3921 1929 1930 1931 1932 1935 1920 1921 1929 1930 14931 4932 1953
Atal 700 01 0% 01 01 701 338G 2787 3367 2885 3282 4299
Sanarhat 2297% 25004 2440 2440 2440 2440 2240 12122 12122 18354 14949 11748 14087 15105
Baradight 4045 1048 1078 1078 1078 1078 1078 TYI4D 73T Y1514 10833 12206 12053 9894
Balgachi 8 459 A9 43 43 4832 1885 4738 1850 1661
Bhetkeua 1143 1143 1948 1148 1949 1192 112 7227 7209 11042 10236 10048 11566 9655
Birpara M5 1350 1325 1325 1325 1325 1326 10418 G748 10417 8748 0234 11314 8633
Carron 606 604 604 604 604 GOA 606 SOBY 5687 6285 4098 2245 S306 4568
Chocnabhuttes 866 866 BA6 B&6 866 B&L 866 TT06 4095 T460 6178 5121 6741 593
EXlanbarrie 552 552 S45 545 S45  S52 542 2921 1882 SY 3236 2390 M6 3000
Engo 263 263 258 258 258 262 266 1620 177 2098  182% 1643 2141 1674
Ethelbarrie 447 441 . 3949 3264
Gungeran 1995 1640 1T15 1796 1663 1643 1633, 0306 4951 10573 S091 9TAY 12179 1037
Galrskhate | 1233 7205 8062 7183
Hansqua - , 562 3503
Hantapsrs 2405 2413 2409 2409 2409 2437 2427 15922 19353 23928 27014 19558 23429 18483
Hashimars B030 3030 3763 3761 3761  3T6T 3761 32585 20141 4362 IS8T 30842 ASS76 ISTS
Hudlibard 1366 1366 1365 1386 1386 1386 1386 6517 4438 9790 @322 7478 8685 7749
Jaybirpars &09 606 60T 607 607 &OT 607 273% 3005 4949 3966 4344 3604 3822
Kileott 859 859 925 939 938 9% 402 4STD 5684 10453 9819 7880 10058 2944
Lohagar M9 491 430 430 416 416 1717 1908 1955 1726 2095 2284
Longvies 1071 979 600 633 641 646 452 3OS0 2826 4503 3082 4174 4636 3587
Manabarrie TS0 TI0 TS0 730 YH0 750 750 3216 9653 3484 3592 2043 W34 084
Nagaisuree $18F 4121 1138 1138 1138 1138 1425 7157 6016 9787 10422 G578 10019 7993
New Chusta SBB SAS S4B 529 4ES 485 ASS 3600 133 334 2563 21 2974 2692
New Dooars 991 991 1065 1065 1055 1065 1065 6997 5681 12163 9374 7579 10405 9688
New Terak 872 G80 892 932 972 972 9T2 ADSY 3662 G689 4037 3476 3678 494D
Oodlabard 316 S16 531 S53 558 %60 %60 3044 2187 4ADD 650 4426 608D 4852
Pahargocadsh 861 862 903 961 961 90 970 4020 2637 5333 4655 4906 4716 5633
Phaskews 7 397 39T  WT /0 WO 369 1792 570 2581 2290 1755 19% 1961
Putinbares 1 21 WY W 2W 1561 1087 1292 475 1263
Rajabhet 4770 770 82 T2 M2 T8 7Te4 4301 480D 9438 7203 7312 8885 7008
Ryda 1364 1414 1608 $7I0 1736 1736 1735 8966 7392 12879 11482 11886 11863 11250
Sarugaon 560 562 631 631 631 631 &3 2260 1950 3831 3499 3239 %606 3677
Renichersa 1096 1096 982 982 982 1720 1720 S203 3454 5459 5081 5142 10727 8419
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ilm of the Lo,

Chamony
Osy Jesling
Himalayan

Dax jeeling Tes
ang Cinchone

Oilaran

Gielle

Culme

Hope Yown
Darjesling

Margaret's Hope

Nim

Nagri Fere

Okuyti

Pashak

Poabang

Pussisbing

Rungles Hunguot

Singsll)

Singtom

Soom

Sungme

Teasts Valley

Tiziharnah

Tukyor
Tumsong

Cont*das Table 2.3 . _

. Acresge under tes ; ?mmutlm in ssoxds
‘W 1930 1933 1932 1933 1920 §921 1929 1930 _ 3931 1932 3935
¥ 32 WO MO0 WO 90 W0 63 952 108 1107 123 19 950
s s 1850 1588 | a
1015 1013 967 97 916  ¥I6 1001 4296 ™60 IO ATI9 A1l 4329 4362
@1 48t 4T0  4TD 47D 47 456 1039 1085 162 1428 969 . 760 1036
528 328 328 528 533 83 533 2224 1725 243 2578 2630 2555 2043
a3 4% | | 1845 1255 SR |
29 9 82% 619
MO D AU 430 43 430 s 61 924 8es 828 666
SeT  S41  SAY  SAt 541 341 5S40 1727 1400 2173 1541 2116 2156 201D
W40 40 M5 M5 A5 45 A5 1075 . TBE 1030 1442 1221 1170 1092
485 48 613 619 6N 840 645 2600 2146 3773 3705 30 2938 2984
S03 S05 S0 SO SO 505 505 4733 1830 2105 2253 1757 1909 1638
G0z 802 80z 4Dz 802 802 802 2956 2160 3626 2979 3039 3874 2907

'~ s00 500 500 SO0 sS00 2240 18% 2002 1693 1702
S79  S79 519 %62 62 W2 62 18027 1008 19 4783 1457 & 1770
341 341 341 41 341 34T 341 2091 1213 1704 156& 1857 1A% 143
747 787 T4 747 747 47 74T 2246 1843 3206 3219 107 3004 3404

39 39 39 389 88 1055 1013 1221 1651 1251

606 606 606 £06 606 606 05 2458 2031 1455 1959 1621 1994 1620
478 478 492 497 514 820 S32 1764 1762 2410 2080 2394 2070 197
S S 365 M5 383 532 W2 1303 1124 1501 4477 193 1M 1268
M1 OTMT TT T MY MG B 4106 2870 3864 4012 4043 4202 5399
1435 1453 1307 328 1334 1230 4230 4018 3739 6209 S919 5S00 7062 5266
1250 4250 1254 1669 1641 1641 7T6AT 603 5401 7I9S 6430 6370 5516 5920
33 355 55 355 3 35 55 1314 1081 1250 584 1320 1338 1225

L2 2



CACHAR & SYLHEY Cont'dese Table 2,3

Hmnrmtu

Alynuﬂptfmun‘ ‘ 841 ' ; : Fy ; 8770
aceruttipore aas ax 86% 861 861 861 828 4422 2939 4529 4120 392 3821 7126

Ballscharra 946 936 885 889 828 axz2 - 4838 37¥ 3982 3224 4232 3642
Cantral Cachar 1592 1470 1420 1442 14171 1411 1421 8341 S404  TSEY  TS1? 8267 906S XY
Chundypore 770 70 788 s 794 ™4 o4 32507 2804 4510 P97  AAAS 466D 4114
Chundt Cherea 740 608 625 492 932 832 32 2271 2143 2385 M3 G0 3362 2950
Dsurecharea 532 $72 576 600 559 5480 S60 4587 1082 3598 M30 4013 4591 36%
Lastorn Cachay 1903 1403 1217 64 164 1100 1160 YBOA 4401 85338 3882 5832 4432 AD9S
Hattikhiza Q130 II30 2297 2340 2325 2290 2340 8062  BHUS 13719 40301 15469 18463 14999
Ingamars 38 426 426 426 &28 _ 53T 2247  224% 33 2553
Kalacherra 469 869 &8 427 860 X858 485 3333 1033 1800 2263 2598 2727 1957
Kauti 400 400 40% 405 405 402 402 2594 1386 2942 29% 3290 3440 2944
. Ksllincher & Khoreslé2? 618 602 &%2 632 588 S83 M99 2535 2945 2724 3080 2512 2484
Kodala %30 533 486 | 486 4836 3925 2087 o858 2718 2768
Kyang £ - 69 72 ) 13 T2 656 64 &3 52 137
Kuchunpore 594 97 97 599 599 ' 2082 3236 3416 3589 280
Lelka Toorah 3T M7 1200 1260 4200 200 1168 6197 4892 6029 3269 A032 5759 46
Loobah 7T 119% W60 1060 1080 6607 S504 %682 6566 5330
Mauslvie 500 500 807 S0 607 607 2453 2014 1879 4640 4383 1%
Heusanungach 949 249 $64 1000 49000 4000 1000 6310 3968 8972 6260 0730 10438 8044
NoWe Cachar 1552 1356 1940 1951 (8BS 4B3% 1823 10081 1291 111 9532 11036 W99 2
Oodaleah 824 824 535 96% 561 547 S47 3586 2237 2333 N2 336 2330 2594
Patrokola 4263 4313 553 5253 5838 5838 5838 40286 28013 53815 AYTSS5T B0297 63422 4997
Rainagar 889 889 89s 12 33 648 G4B 4334 3010 3874 41%4 3973 4495 3800
Roopcherra 658 658 500 $33 592  &1a 6184 6676 M3 2462 01T M24 2110 2244
fRungnates 744 744 ™ 3 738 654 688 S2B0 3613 5430 4615 4952 6597 5109
Rutema 1318 318 1222 1222 1227 122t 1220 4387 4232 8670 8098 8623 8554 71250
Sonaipiver ’ 8oo 800 343 592 632 &39 639 6389 St44 4351 5993 4315 6263 3845
South Cachar 5338 535 34548 1644
Teliapars 1202 175 1163 1165 1165 1165 1168 9999 &3%0 10515 97T 9751 10755 6523
Kornafull 199 ™9 898 8%6 896 8% 96 60784 4206 A5 4229 359t 5042 5032
Tilikah 808 808 760 ?60 160 4593 3983 4410 4870 4875

Source 3 Investors' India Yearbook.
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Table 2.4
Yoo Gremhaputra Valley jLachar & Sylhst Bengal
1918 174,685,750 81,584,343 89,983,861
1999 163,962,010 75,170,863 $9,511,408
1920 156,181,568 | 80,432,495 74,699,667
1921 131,193,7% 50,305,098 | 88,777,876
1922 437,304,660 62,660,658 71,834,933
1925 160,201,818 | 78,636 88,176,684
1926 165,781,842 79,371,268 87,489,477
4928 152,371,909 72,843,010 85,279,396
19256 167,671,433 745310, 240 95,829,929
1927 163,350,978 72,537,525 97,942,054
1928 173,783,864 724231,014 96,105,658
1929  183,1565297 13,784,447 111,355,909
1930 164,057,527 69,330,756 58,240,513
1931 172,073,099 74,156,279 90,096,271
1932 175,351,111 80,716,222 110,506,859
1933 195,054,132 64,308,994 98,451,711
1934 164,825,050 68,010,368 100,702,500
1935 139,849,472 664367,870 98,643,796
1936 100,493,455 62,831,004 102,010,142
1937 174,290,161 E74 317,113 112,354,508
1958 194,434,638 69,602,528 109,665,759




w il o

output was the highost for Bengal, though under the 1930 control
schome output in Asssm declined the most in sbsolute terms,

The third sspect to bs studied f{e the effect of the contral
schenes on the incomes in the differsnt reglons, ODividsnds have
besn teken as an indicator of incoms jtm. o

Vapy few companies in Dooars end in Oarjeeling pald dividends
in 1920, though Hm mnm both in sbscliuts snd in mﬂ.&vn hm
was grester thon m Asaan. Incomes picked up fastar in naaue amﬂ
in Darjesling than it had done in Assam and $n 1929 the malority of
the companies peid dividends zanging betesen 10 to &5 per canty
though in most cesss it was around 19 to 20 per cente ALL except
onwe companyy which paid dividends in 1920 belongad to the Duncen
gtoups The highest dividonds in 1921 were aleo paid by the Duncen
In Cachar end Sylhwt no company except one paid dividends in’
1920 and only & few did in 1921, Those shich paid dividends in
1921 telong 0 the Duncah and the Ootavine Stesl Croups.

fAsnemy ae it has boen peinted ocut sariier wss slao badly
affected in terms of incomss. Only ons compeny in tho sssple paid
dividands in 1920, In 1929, though the majority of the companies
did not pay dividmnds, o few peid fairly high dividends « wpto
3 per oent,

Therefore in terms of income sovemonts Asass and Cathar and
Sylhet were similarly affected though the prices of Assanm tes during
the slump was considerably above prices of Cachar snd Sylhet tea



and showad 8 greater resistence £o decline. A passible sxplanation
is that costs in Cechar end Sylhet were tho lowsat, sharese in Assan
mf only ars sorking axpensss por ecre very high, tut also the
capital expenditure per acrs end therefore even & slight fall in
.puuu of Aosam tea tends to have sdverss affects on imomm on
the other hand in Cachar and Sylhst, the over producuon trisls
spsumed much gsuur significance bescauss of tm type of tea prodiced
wmamtmmtmmﬁuummyurlmu
xezsmymmmmmmwormmm
 Osrjesling tus aststes. Thess sstatss produce a typs of tes for
shich thare 1o & speeifin densnd and thersfors prices shooved & greater
resistance o decline and helped incemes to adjust without much lage

Prices of Dovars tes declined to @ large sxtent on sccount of
the type of tu’pro&zm. However the decline in the price of Docars
tes was much less than the decline in the price of tsas produced in
© Cacher and Sylhat snd the low costs of production helped to cushion
 the affect of price slump so that ncomes recoversd fest.

Table 2.5 shows the costs of production in the different
regions in terms of eorking pAaES poP scre wnd one can Tind out
the sdvantages ﬁkm by the plantaticns in Dosars and $n Cachap
and Sylhet in tetws of cost per aere whan cww to almutzms
© in Assem,

The sestriction sehemes of 1930 and of 1933 showed sieilar
vesulte. In 1930 end in 1931, most companies in Doosts and almost
ell cospanies in Darjesling pald dividends varying bstwesn S to 75
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Amluckis
Bagnmaed
Basmatie
Bateld

Bel Jan
Ehooter Chang
Bishunatith
Soge Bagh
Borwah Jan
Borphikh ird
Bokakhat
Coslisknorie
Dejoo Valley
Dalsbhat
Ohunased
Domarushd
Durzung
dufflasghur
€ast India
Gi32apuhad
Gompuy

Grob
Mopgrajuli
Hoolungurie
Hap jan Parbet
Jytliidars
Killing vmq

104
285
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247

B2

253

184

225
203
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202
335
458
401
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m
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492
384

330

478
253

2
652

253

352

e

481

39

232

145

193

3
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Cont'd.s Tabla 2,9

- A -

ASEAR W e 1930 1993
" Kingsley Golaghat 254 444 436 275
" Leda 415 9 318 192
Mothols 342 926 a3 2
fohesns 268 ‘246 4TS
Murphulani o LTI )
Hathond - :
Mand Ton snd Sesd
‘Naga Hills 354 208 30
New CAmnstolllah 199 249 m L))
" ‘New Purupbari 430 |
Namburnadi w 378 804 299
Oeang 2 330 "
Rajabari 257 328 298
Rajgerh 07 »4e 308
Sapoh 3712 424 W
Sesjuli 188 307 348 290
Yeenald 16 $26 496
Talisjan »s @y 381
Tejpore »s A59 1
Tongant 282 m 258
Tengpant s a3 308
Titabur 290 361 o
Tyzoon 260 402 7 © 304
DOOARG & JERAL e
Atal 193 232
Banarhat 09 b F e 274 200
Baradight 2% $92 3”8 309
Belgaohd 220 193 146
Bhatkess 2% a1 359 281

[ 1]



Cm‘ deee Tuble 2.5

- dd -

Sexugaon

DOOARS & TERAI 1920 1927 1950 1933
Birpara 25 6 37 169
Bullebarrie 267
Carron 308 e 322 0n2
-+ Choonsbhattd 2 »s X8 196
Ellenbarrie 209 292 241 182
Engo 12 m 286 s
Cthelbars 2
Gungaram 1 229 240 180
Galzeithats - 487
Hansqua 33
Hantepars 254 294 328 207
Hashi Maze 02 A03 92 210
Hudlibari 166 24V 212 150
Jaybirears 198 m 232 i
Xilleott 264 42 300 220
Lohagar 172 2% 224 12
Longveis 323 558 302 .
Manabsarrie " 209 198 "w?
Hagatsurel 245 267 299 202
How Clhumta 260 77 7 158
New Dooars 209 364 353 269
sy Teral 149 241 183 170
Codlaberdi 164 A50 %3 o
Pshergooniah 190 250 224 206
Phaskews 249 195 203 125
Putinbars 228 729 432
Rojabhat 229 387 M 97
Rydak 230 14 291 210
Rendchesta 179 206 2% 152
294 216 224 180

L3
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Cont'des Table 2.8

Cachar & Syihet 1920 4921 1930 1933
Alyne Pothemess 173 M2 -
Accputtipors k3] 188 162 15
Ballecheres 184 b
Cantral Cochay 187 249 234 160
Chandypore = 166 232 218 168
Chundd Cherts 157 290 302 19
Daurscherrs 1" 212 223 149
Oantamars 208 121 - 84
Eastarn Cachar 203 261 228 154
Hattikhire ' 208 284 146 182
ingamars 21 263 162
Kolacherrs 219 250 255 134
Karits il 30 293 216
Kalingher & Khorssl 183 224 201 144
Kodals 300 2656 100
Kyang | 3% 63
Kughonpors i 117
Lachatoorah 1% 188 180 121
Loshsh s 263 156
Maulvie 166 169 |
New Samanbagh 218 923 304 203
Nedy Cocher 246 253 2% 103
Oodaleah 146 283 298 138
Patrakola 289 200 i ] 173
Rajnagay 203 218 193 177
Rospcherrs 282 M9 210 160
Rungamates 22 n 235 168
Rutena 209 23] 298 195
Sonad River 233 308 338 107
Telia Pars 28 290 234 158
Fathemara 194
Kosnefull 232 242 150 - 166
Tilkeh | 21 165

South Cechar 211 3



Cont?dess Tebls 2_@5

o 48

" ORRILELING B
Chamong 189 253 214 244
Darjesling Minalayan 147 161 flotie fots
Darjssling Tes & | o

Cinchons 2 243 %7 30
Dilaran 107 139 142 173
Glelle 221 267 220 174
Gulma 7 197 Natie Nalls
Hopstomn 154 221 fiade Nene
Kursiong & Davjesling 139 130 ety fally
Margarsts Hope m 22 250 196
Mim 144 1T R 108
Ragei Ferm 188 287 2% 203
Okayts 228 26% 233 183
Pashok 129 203 159 172
Posbong 220 1w 1%
Pusisbing 141 214 200 162
Rungles Runguot 70 92 249 198
Singeu 192 a8 294 26¢
Seeyoh | w5 902 174
Singtom 1" 1% 192 170
Soom 200 284 244 193
Sungina 14 199 227 185
Teustavalley 204 260 294 177
Tirpihannah 149 25 b5 4 157
Tukvor 182 263 P11 ws

_Tumsong w7 36 253 210

Souress Investors' Indis hamé

Ma8es  fot svailable.
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per cent (ses Table 2.8),in fost the price of Oatjuling tes in-

' creassd An 192930 and in 1930.31wes higher then 1ts price in 1928.29,
This obuiously ‘shows that the crists ses in the market far common
tanss | |

Incomss 1n Assse wers sors sdverssly sffsctsd then in Gengal
as Lo seen fron the mumbsr of pompaniss which patd' ;ﬂyzdmda and the
magnidtude of dividends. Flost eompanies in Cachar m& in Sythet did
not pay dividendo mrin_g 192932 snd the onoe uﬁtch’ paysd dividends
bslonged to the Duncsn grows 5 .

In 1932 vory fou companies in Dooars paid dlvxm. but the
dividends had picked up by 1933 sheuing that with ehe oparation of
the restriction acheme incomes improved Mstﬁw in Darjoeling
oany companies pald dividends in 1932 and Lo 1933 almost all did.

In Assen only » feu conpanies peid dividends 1n 1932 and though
incomss hod picked up by 1933, the ganersl magnitude of dividends
was lover in Asses than in Bengals In Cechar and Sylhet, few come
panies paid dividands in 1932, bt invomes hed muﬁw up by 1933,

~ Teble 2,6 shows the sagnituds of dividsnds pald by different
corpenione

Teking the paziod as a shols in which the tm;aa control schemes
opsratad, £t 1;1 possibtle to arrive st csrtein m‘rﬁi“ﬂm- First,
the cunf.iez systsn sorkad umti sPPectively in Dodars in the senss that
incomas in sach cass plicked up fastsr than in Assed and Cachar in
spits of the large decline in pricss.



agsan ,
tiems of the Co. 1920 1921 1922 1923 1924 1923 4926 1927 1920 1529 1950 931 1932 1933 1934 1935 1936 1937 4938

Amluckie - - 10 2 20 12 wW 2 W T

Baghmari - ; S o

Basmatia ' 8 2 2 B 15 s - B 3 - 26 2% W 1w
Batell | o ‘ % % 23 2%
BatJan s 4 30 10 B 2 12%¢ 7 M S 1w s W % W 15
Shootea Chang 1 33 30 40 33 :

8 shunauth 20 3 » 4 3 42k W 5 15 S 95 124 20 %
Bogabagh 10 :

Borahi Ww 1w v 5 T 13 _ 4«
Bormsh jan - -

Borpukhurd 2 33 3 ¥ M » s 2% 10 ]
Coolle Kooaie 4 124 5 85 a2 ¢ 1t = » s 3 5 s s
Bsjon Valley 5 7% 10 s

Dogsal & Pexbhutin8 B8 25 38 40 3 30 S% 40 25 10 5 1280 7 12 0 1% 14
Ohalakhat 0 20 23 N 20 W W0 3 1 B s 2 124 972 1% 1
Dhungeri _

Dimakual BN N e - 1 5 - 18 10 10 7% 2 - 7% 2% 20 20
Durzung 3 8 s

dufflaghur S 10 S 4 10 5 - - - s - W S T 10
Esat India 5 20 2 25 10 15 10 : 2% B s S
Gilla Pukri 2% % 55 80 & B B B B 0B 1 % 122 1 - 1 13 15 W0
Gohpur

Grab U 30 & & 1B 2 12 5
HoograJjuls | - 3 7% 10 5 7% W 1w 15¢ 10
Hoolungooris 3 5% 3 S0 33 & 30 12 17 X4 3 20 S 10 10 12¢ 10
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Comt'd,s Table 2.6{a)

flame of the Co. 1920 1929 1922 192

1926 1925 1926 1927 VT 1929 19%

193;!' 1932 1933 1934 1935 1936 1937 193!7

Hapjen Parbat - - :

Jutlibart ) MW 18 20 15 20 20 % 2% s 22 10 7& t2¢ 10
Killing Valley 5 3 ™ =B 20 10 223 5 5 ﬂ ™ - 2% - - 2 10 -]
Kingsley Golsghat - 3 B0 400 400 .70 63 B85 -3I0 30 - - - ¥ 93 20 % B 20
Leda 0! 15 10 7% MM 1w 1w - - 2 15 10 10 12% ¢ 2%
fothola W 60 8 WO P 60 I3 W S0 W 7% - 20 9% 20 25 3%
fiohooma A0 3 &5 6 40 % - - S « 2 23 3 24
Meud Yoa & Seed - | s 5 8 &
Naga Hills : > 0 17 T 2 B % 73 & 10 124 S
New Cinnstolish 3 80 100 123 60 60 T3 &0 32 S0 5 - 20 20 20 20 23 7%
Sabhurnadi 5 15 19 S s 2% ' s 2%
Rajsbarrie %5

Rajgarh 8 10 W0 10 0 s s s
Sepod 0w 1% 17 W 12% 10 ™ 5 3
Seajul 6 60 €5 435 45 45 & 0w 15 - H - 5 40 15 1%
Teon A1l 10 % 2% 1w 1w 10 s - % 35 s s T
Teliejan Ww 1 20 2%
Tezhore 22 2% s %
Titabus 5 333 S0 20 - 2

Yongani 0 %

Tyroon 30 50 1100 0 20 15 15

Tengpend ™ 123 1w B 1 s 2% - «- % 2 %0 M s 10



DOOARS

cmt‘ﬂcoo Table 206(3)

Name of the Co. 1920° 1921 1922 1923 1924 1925 1926 1927 1928 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938

Atel ] 30 20 5 - 135 _

Banarhet 1 40 45 S0 65 7T 8 40 2z W0 - « 5 T 10 15 30 3N
Barsdighi 4 65 TS 3 S50 100 45 B 18 - « 30 2 0 7 0 B
Bslgachi | 50 T3 = - 13 20 s
Bhatkeua 28 % YW 60 S50 £ TS 4 B OB 10 S 30 2% 2% M 40 B
8irpare 10 30 4 S0 40 4 20 0 2% W0 e« @ - - 10 T W ™M 2 M
Caryon . s % 79 W0 80 65 25 SO S50 S0 10 - - B0 25 30 & 5% 40
Choonabhuttes 23 50 100 1% 20 83 1% SO 2% & - - 10 15 20 2% N =0
£itenbareie 10 4 2% 30 30 W B 8 s - - 20 %5- %0 20 30 13
Engo 20 M % 53 M 3 3 13 w174 - - 3 5 8 85 40 10
Ethelbarrie . . : : : 2 22 s B 2
Gungram S 1 B 2% 1 2 L I - - - 20 206 20 W 3 20
Geirekhata _ : ‘ 0 1 0 7% 20 10
Hanegus » _ 2% 2 8 1 S
Hantapars N 65 75 S0 &0 S5 & & B 0 10 - 5 3 15 20 20 % B
Hashimare 20 T T S0 22 B %0 30 30 22 - = B B B »w 2t :123
Hudliteri 2 S0 M S B &£ XN 12 v 7% - w 2% 128 10 2% 1% ¢
Jaybirpars s » 3 B 2 B 0 2% 2% - « W 7% 8 W 15 2%
Killsett 20 20 4 S0 A 4 S0 70 €5 & 50 23 10 40 B 3N B B3 XN
Lohagar » TS S -« ¥ 50

Longvelw ?ﬁ - - - % 2 8
Mansterrie S 0 % 122 s 20 10 40 ¥ 15 T W Y 10
Negaisuree 25 30 75 100 100 90 90 0 00 65 85 7% 43 80 60 S0 S V0 65
New Chusta 15 685 3 B B MW W s S 0 2 20
New Doocars 0 45 55 W5 ;5 15 12,5285 5 %0 00PS - 10 60 4% S50 %0 70 70
tew Terai 0 12¢ 20 B 20 Y 0 - 3 - - = 8 23 S R 10 3}
Godlabari 5 30 40 A0 4 3 20 ¥ W 15 - - 20 1% 1% 122 % 15
Pahargoonish w 335 W0 16 B 15 15 - 5 S %% 1 10 1;3 20 10
Phaskase 10 12 4w 10 74 10 8 5 - - - 7% % s W0 5
Putinbares 160 T 40 100 : 20 40 40 &0
Rajsghat 0 25 Sa 35 4 e 4 v 20 5 s 15 12% 2% 20 W 20
Rydak 0 4 65 TS S 60 100 43 20 ) - - 3 23 25 40 S3 &
Sarugacn % - - "8 4 ‘ s % 3
Ranicherra 7% 20 60 2 10 1% I W© 10 - - - S %5 T % 10 S
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fNamg of the Loe 1920 1921 1922 1923 ‘924 1925 1’% 192? 1928 1929 9 1931 19352 1933 193 1935 1936 1937 1938

Chemong ™ 1 124 20 123 w0 112 W 2B N 5 2% 2 s s
Darjealing Himalayan . & 13 . : '

" Tea and Cinchona % 4 S0 20 235 0 1 2 2 W 9 = 5 % § 3 &
Di larem 8 48 T 20 m 20 15 15 2 7% 118 8 ’ &
Gielie 2 30 » % 2 W 10 220 % W S s =« 22 % S5 W
Hope Youn 12 20 20 5 g 18
Kursiong & Derjesling ' 4 e W% 5 5 e &« 5 |
Hargaret's Hops 10 1 15 13 W0 B 3 12% 2 S s T v - 2 2% 4 a
rim ' . ‘5 18 12F 1w W 15 1w ¥ 15 % <« B8 S5 %23 S5 90 12%
Hagri Fare 10 15 & &8 B 0 3 3 a0 40 30 20 20 10 1% 10 174 w0
Oleaytd 28 60 65 45 60 12 b 22 B 0 45 43 40 30 5 4 3 3 4
Pashok 8 30 30 50 40 6 4 W W 1 L I n 2 s 5 1w &t
Pashong 8 110 10 12 B 1B 13 15 % s 7% % % 1w ™" 10
Pussinbing 0 15 20 'S =« = 10 ‘

Rungles Runguot 15 40 45 SO 30 60 60 60 60 60 45 25 33 95 45 35 45 35
singel} - | & 1w B 5 12 14 N 2 o 7 B 6 2 3 « 2
Seayok 5 w e 5 w 1w 3% 35 5 H s
singtom 25 30 45 226 3 20/ 12 = 5 - -
Soom 22 0 15 % Wk 1B W 7R w0 74 5 « W 5 75 5 w
Sungma 10 375 4 5 35 0 15 2% 10 5 - - s 22 22 & o
Teosta Velley /W 25 45 60 40 40 50 27 B 0 20 W0 20 5 1% 1% 2 17
Tirihennsh 8 3B e = B

Tukvoe W 20 30 4 4 N 235 W B B 15 0 - 32 22 5 §$ T 9
Tumsong % 20 30 10 2 25 15 2B B B W 7
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Nemo of the Co. 1920 1970 1922 1923 1924 1925 1928 1927

1928 1929 1950 1931 1932 1933 1938 1935 1936 1937 1939

AL theoara &0 60 - - 10 ) | | |
aé':n&"mm 20 20 20 40 30 30 30 40 20 W 10 2% s W 3
Balischsrrs 3 & 80 40 3B B

Cantral Caghsr 7T 9B 2 ¥ % 14 5 S g 2% & 5 2
Chundypore 20 % B 8 ¥ 20 11 % 2% 9% 5 2%
Chundi Cherra 3 0. W & 4 | -

Dauracherra 2 3w 2% 3 - 22 s 7 s
Eautern Cachar : 17 » 13 0 10 5 2% 3 S T S
Hattikhirs 42 20 3 4 2% B B 5 9 10 7% 12 B
Ingarara 10 26 1w W 8 & ‘

Kalachsrrs 10 9 - -3 7% 2%
Kautd s & 93 SO - 4 10 5 ?n s 7% 10 g
Kallincher & Khoresl ‘90 20. 3B W 10 10 23 5 - - 2 1
Kodale 2 20 33X 20 & 5 10 10 10 124 15 10
Kyang B A 2 - - 2% ';g % 5 3
Kuchunpors | M . -« % w0 0 2% o}
Lalks Toorsh %t B a0 B 1M 15 @M 1w $ s s 122 1
Loobah o ;- 7 S 40

Matlvie _ .

New Semangarh $ TS5 =0 S0 4 55 43 13 - - - S 0 1 4 20 1
Nele Cochar 2% 60 40 30 30 MW 1% 10 - - ™ %0 17h . 100 122 17 1
Godaleah ' 6 2% 22 1 2 8 -

Patrekola 3 60 60 100 %00 WO 100 B0 40 T W0 /W B0 S5 55 635 80 €5
Rajnagar - 20 20 w0 5 10 - . 2%
Roopcharra 1 S0 2 20 20 10 2%
Runguates 38 75 400 856 €0 & 20 5 - - 40 SC 30 3 3% 4 3
Rutens 0 30 %0 28 B 35 s 5 W0 M
Sonairiver 36 T S0 2 530 20 4 10 10 24 123
South Cathar 40

Telispere 8 4 S0 60 60 SO SS90 7 S 13 40 40 25 30 3 323
Kornafuli 30 S0 20 " 27 10 8 5 S 40 10
Tilkah 20 30 S 5 % S5 S 7% 6

Source & 7 Investors' India Yearbook.
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Nama of the Co. = Oisteict 1924 1925 1926 1927 1928 1929 1930 4951 1932 19353 1934 1935 19%
Allymsggar . sg 50 5 122 . » 135 - 5 % 33 23 2 20
fmalgamated BeloEoF ol 35 )] 7 174 - - 6 2 & 4
Assan " Ae 25 20 14 - 15 k4 4 2% - - % - 4 4k
Assam Dooars AeDs 50 50 43 w S B 1w 10 10 30 3 23
Assan Fronticr fe 60 12 ?i - . & - - - “]i - - ‘1*
Bagracote De 30 30 30 73 20 20 % 3 3 10 5 8 12
Sengal United ReDol e 30 0 20 10 % - - - - - - - -
Sudla Beta Ao &0 59 50 - S0 20 5 6 8 6 4 k § s
Cachar and Dooars B404 40 40 b 11 5 - - - - G = 4 s
Chacgola Es - - - - - - - - - - - - -
Chul a : De 30 50 0 7w s ] 13 & 6 15 B 12 14
Consoltdated tea ACL0.F, 0 30 sn 5 225 5 2% - - 15 9 40 10 -
Dangua Jhar O 15 19 S 23 7% 5 - - - - S s ¥ 4
Dooars. Oe 40% 40 40 10 10 163 2 - - 15 % 13 12
Doos Oooma As 58 40 30 10 30 30 20 10 2 112 5 15 12
Eepive of Indis AeDa 5% 2 183 % wF 1w 23 - - 5 2% 8 9
Halem : Re 40 2 7% 10 15 - - - 22 10 5 1 %
Iaperial A B DuEe 30 15 20 11} 13 5 - - - 2% e - 6
Jhanzie Ae &S 40 AD 10 40 13 10 4 3 8 2% MU &
Jokai Ao 45 3% 4o 10 30 17 & 2% & 1% 2% 0 8
Jorhet fe 1) a0 » - 2% 20 so s - 19 5 10 3
Kanan Devan Hilla faGe 30 b7 B 1 ) " 0% 20 10 123 % 1. 128 2% 12%
Luskerpore E. 10 1 7% - 5 - - s W0 30 20 20 20
Lesshriver D. = 5 33 10 35 5 1 - - S 3 6 %
Makum Be 50 30 30 - 22 22 g - - 10 4 1 10
Masnglas Ds 25 30 30 7% 20 20 10 5 s 20 12 12 124
Neadem De 40 20 15 10 10 10 - - - 2% s 5 &

| Smrm': Investors' Indla Yearbook.
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Sscond, an isportant sspect of the incoms sovements has besh
that supsrimposed on the regional tendencies thors hss been tandency
of certain mging agmta to pay dividends mors or less consistently.
Darjosling is an exceptional cese whers all managing egents havs patd
dividends more or less repularly. DOuncan Brothars end Andreg Yuls,
shich were the doslnant managing epents &n Dooars paid dividends
uguiaug in m uﬁc'ms. sven in aam where the dominant agents
¥illiamson and ﬁ&gnr.dw not pey dividends during slumpse A possible
azpzanetiun may be tha mmcgloml flow of fm thxough the epex
arninistrative body of the manaping agmh ohd pame of dividends
depended on how, closely the shares in the managing sgency ssre held.

Third, despite the qualitative differences in tho control
M. thetr iwaét on the xnduatiy showed 3ittls differencs. The
roason was the export orlentation of the industry. 7he pricos vers
determinesd not o such by the quantity of output in Indie, but by the
axport of tas to the UK. end shichever vey thi control schames sought |
to attack the problem, it sas with an eys to the Sritish market.
Thorefors, although the first two schemsa triod to exercise control
on the production sids, the determination of how much curtailment
should be made in output yas with respsot to the axternal markot alons.
Although the first tuo schemes had quelitstively differsd from the
International Tes Agrasment ghich sttacked ths problem from the sxport
side, all thrasc ghouwsd atellar results regarding changes in screage,

goguletion of ocubtput and incoms movemontss
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Suction (1v)

The fraquency of slumps in the period under mtln points to
the failure of the comtrol schemos to gensrats @ prwanent solutions
This is largely attrituted to ths supply oriented solution eought by
tha industry. Dmmd was viewed to ho concmtzam zn the United
ngdan and tha antire Manin wss to gut the prnduation ayatw to
the demand in the B:S.ﬂuh narket, Attempts won uado to dmmiop
altomsuu uxmt markets iﬁ the H.S.A. and the Europasn Continent,

but m xmmx m.t shich could have provided s viable slternative
did not becoms very sportent ta11 sbout the ond of the 1930s. In
| _ntﬁér words, mtxéol» systen was a byproduct of tht builtsin export
| '&iaa pr'tm‘lnd#m Tea lan—. Mu&m of the ‘consumption figures
for the UsKayths u.s,.éu., the UsSeSeRe and India prmdu en interesting
| - pioture, (Tabla 2,7). #.n.. Wickizer urﬂ:n - |
| yntsd o 1ittle over & decads ago, tea pmmu in Indla,

Ceylon and Nethurlends' Indies pald little attention to

domastic tsarketws, Thure was no real problom of surplus

producing capacity unti) the late 1920, The Wastsrn

demand for m was most ,‘”””3"% and thn Usstern morkets

wers generally more profitasble”. ‘

Ouring the wmorld oconomic depression the altuation changed
radically, FRot only was the export demand for tropical products
dresticelly reduced, thars mes o grosing eubstitution in Payour of
coffea and soft drinks in the U.Sefsy Conada and Australies Indis

and Coylon hegen to inok to the Hhome market for absorption of the

1 VaDy Hickizery gpstites pe 55



oS-

193034 1933

Uke aa2. w50
UsSafls ' 8646 87,7
utsdsuﬁi “t? . ’7:'9

India | St 880

Source 8 VoD, Wickizer = "Coffes, Tes and Cocos”,

Teble 2,7(b)

Your Consumption |

1920 50
1929w30 ‘ &5
19350w31 &
193132 63
193233 S |
1935233 . . &
193334 70
193435 a3
1938636 8t -

199637 91
1937~38 )
193539 | 82
1939=40 106
1948-42 102
1942683 129

194344 193
Soutce 3 indian Toa Statisticss
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tea supplies shich had started to sccumulete as surpluse Although
soms attention had been paid £o the domastic market during the Pirst
¥orld Wax, nriéuu sfforte to davelop thess um‘t@ through consumar
propsgends wsre not uncettaken m\};x the 19308, When the Indian Tes
Cens W’&:tﬁ was spanding £ 50,000 anwially on sdvertising in
America with appavently little to shos for it,; considerabls success
was reported as a result _91{“ tha £ 43,000 appmrnuan for edvartising
in Indle in sarly 1930a,' A brief historical review eill help to show
the importance of sonsussr propagands in building up s etrong domestic
market in India and the way the potsntisl domestic market had bsun
neglacted until it becams ebsolutsly necossary for ths maintensnce of
tes incomsos |

A subecommitise appointed by the Indien Tes Rssocietion in 1901
draw up & schans shich provided for a distributing sgency to be knosn
as the Indian Tea Market Expansion Commiesions A grant of M, 400,000
sas made from the Amsrican and forsign market expanaion fund of the
Indian Tea Ansuciations The sttention of the commission uss directsd
mainly to Indiss The SubsCosmittes concluded on the basis of enquiries
aate regarding the potential ssurces of demand « In ths uppsr provinces
the demand is probably the grestest. Thers is little doudt that
lerge quantitiss of Ces might be dispessd of in the pninnipd northeen
centres of Osihi, Cawnpors, Lucknow, Agrs, Mesrut, Amritsar, Umbale
and elss share. It is also ssssrtad by deslers end others that tes
could bs extsnsively sold st the chisf Junctions and terminal stations

t  Egongmist, Oct. 31, 1931, p, 801,



in the Punjab, the Northeiestern Provinces snd in Bengals Other parts
of the countzy to phich the attention of the subecomeittes has besn
desen by a most competent suthopity ers the districts of Eastern
8engal and Westsrn Punjab, In Castern Bergal thers ia e population
of approxisately 25 millions of Mohasmsdans, They ote wslletosdo
agricultuzists and ere sald to be betier able to lffnrd mll conforts
such as tes thm sny othey cursl pmuum m mu. pmr. T

~ Hestsrn Punjab is aleo a prosising fields The people there rumber to
10 to 12 oillions.  Thay ore practically all Mohsmesdans and sill, it
1s stated, resdily take tes if they csn procure it. The merkets of
Socuthern India ~ whors the Travancors plenters will co=operate with
the Agency » m iikoniss reported to b- capable of mxmt.‘

The Indian Tes Market Expanaion Comstusion undertook some vigoue
rous campaign work, the chief method adopted being the distribution
of “pice peckets™ to bring tea within the reach of the poorer secs
tions of the societys A sonthly prizs distribution was srrenged in
copnsction mith the peciets which became quite populars Attecpts were
mads to establish tes esrvice on prineipsl railway linss. However,
it uas not possitile to obtein raliable accounts from the Sndividusl
vendors although there wss no doubt that a considerabls quantity of
tea was sold and not mm. Demonatration wan sleo srranged at
fairs, end the cempaion was slso sxtended to the coronation festivities
at Delhi and at Calcuttas Dally distribution of brawed taa was srranged
to government end mercentile sfficea snd night ssrvices wers srranged
wmn: thastres,

1 Py Griffithsa, m Pe 592443,

2 Taas packets contsining sbout onsethird sunce which sers sold Pfor
one pice esch,
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This came to an end in 1904 vhen the Indian Tea Cess Commitise
took overe The Indien Tea Assunietion reportod e

%1t cannot be sxpscted that the results of the thres

rg:ﬁﬁmﬁm’iﬁﬁcau the existance or ® pt‘opnt tos
About 739,000 pounds of tea had besn sold &n thras ysars.

A fww ysars later, the Indien Tea Cecs Comittes comnisstoned
Hesorse Lyall, Marshell & Cos to work on their behalf (n Indle, so
that good tes could be brought within ths reach of all classes of the ,
population, dork begen in July 1907 end was continued t4ll August
1908, The azes coversd was mz suare oiles, within ehich 710 villspes
wers visited and only 4630 pounds of tes wes sold. Snother sttempt in
1509 to pramote the sale of comprssssd tes was similarly sbandoned due
to 1imited eucoesss According to Griffiths, the main ceuss of the
failure of the tea propaganda vas = *The lack of initistive end origi-
nality and ﬂ. is far from sasy to understand shy no attempts wers hade
to try once sgain the vigourous measures of the old Indlen Tea Market
Expaneion Conmission®,’ - I o,

During the War asxpsnsioh of tea propaganda in the swport market
bocaws negliglble and attention was focussad on Indis. In 1915 the
Indien Bea Asssoiation appointed H,W. Neuby, the manasger of the Celcutta
branch of Lipton Lids as the Comaigsionor, Plce packets oncs sgein |
Bovame an sessntial feature of the caspaigns In 1921 Nowby reported
that 65 toons had rsached # stage shan no further attespts could push
tes ulu. Later axperiance snd statistical sxenination suggests that

$ P GedfPiths, g.cits, De 601,
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this was an sxaggeration. Howsver; the eum spent on the Indien cade
paign increased from Rupoes 4/2 Lekh in 1993 to fs 4} Lekhs in 1920,
In 1922 My hmm over his sork to his sssistent John Hatpere The
capaign 9ramm as hfnm sith fncresssing sttention to the Railways
snd to stop the growing u-m in tos unfit for human canmuon. In
192637, Harpsy umm that by the end of the yaar tu dr!.uking
would have been satisPactorily esteblished in 90 per cant of the small
touns in Central India, tho United Provinces efid &n Bihar and Orissas
Howevar, shen mors rigourous stetistioal mathods vere applied in the
‘late thirtiea, the averags sl consurption in ‘the amall touns of
the provinces nuss wes found to be very lowe ln-s/%ort of the Indien
Tes Cess Comnittes for 1927-28, the criterion which justifiad discone
t4nusnce of sotk in any particulsr arsa wes thus defined 1 "It is die~
contirued only shen {a) good etocke are availahle (b) tes is availeble
in 81l parts of the town (c) tes is mmmg advartissd in all
patts of the town {(d) stockers are feniliar with the scucces of supply
() piow Mat sallers know the dealers from ohom tha auppiias are
available (f) deoonstration are being held in evary quarter of the
town (g) both stockste and ploe packet sellers know how to keep theiy
supplies properly (h) ut least 50 por cont of the Lﬁuhitaﬂta are toa
'dr.lmm" L ' :

Griffiths rightly potnte out = “If tas deinkers azre glven &
ressonable definitfon 1t is doubtful 4f any towns in ihe provinces
concernad could have satisfied the criterion®,? |

1 ibides pe 607,
2 Ibigdes 0e 808,
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 Howsver, Hesby and Marper bullt up s certain confidencs in the
tampalgn and in 1931 the expenditurs etond at &, 73 Lakhe.

In 1932 M41ligen, who was the advissr to the Indis Tea Assccie~
tion becams the brain behind Lsa propagsndas Attention was particue
1arly directed %o factories and mills, establisheante of tea shope,
rallvay swork and to informative publicity on tsa in schools fn Bengale
The now policy was to take tea to the prospsctive deinkers instead of
walting for them to coma o the tes cmss contres, Work was consentrated
rather than widely extendeds In 1936 this intensificstion of eork,
together @lth ths more scientific approsch necessitsted the esteblishe
mont of a staff training ashools A publicity officer was sppointed
to organies wbuaty in the Indian language nesspaperss In' 1937
distritution of liquid tes reached en impreseive flgure of 28 million
cups a3 compared with 10 miildons in the previcus years 8 aillion
pice packets vers solde The cempaign was steppad up to persuads the
1ocal grocers to stock pice patitetss The results cers encouraning
and ﬁt;qrevar toa csas propagande was conducted nou dezlers in dry end
1iquid tes sppoarsd, In 1937 the Tea Markot Expansion Bosrd csme into
being and tea propagante entared a new phase, '

A zaferoncs to the table will show the remarkeble chievemsnt of
tea propsganda in the 1930a. A market ghich hagd sxpanded by only 15
million pounds in the 19203 haed an sual increase of 43 miliion pounds
for 1934=35, Wickizer urots in the 19408 =

"Indie hes alteady becoms the second most important outloet

for black teas, now consuming snnually over 300 amillion
pounds of har cun production, On & pur capitas basis hooe
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sver this huge quantity is enuivalent to not such mors then

a quartsr of a pound for esch man, woman and childs seseses

The developmant of the industry ems by Europssn interssts,

who wers chisfly concerned with exploiting the Western

markets,”!

Givan the prics and income dut&e&ﬁn, Indis was a far better
potential market even in m tesntiss, from tha matknt. axpansion
campalgn it fis abvim that oore could have ban acm-vad if a more
‘effictent campaion hed been dizected to the Indlen merkets The
styangth of the &mum programne, which had bﬁm M in the
i??ﬂu picked up An the 1930s md’ its tupormc ie spelt cut by the
ﬁmsawumw. The fallurs of the control systes to gomsrate
stability in prices . .. 5 4n tho, ifdterwar period lies grestly in the
export oﬁm&uﬁm of the mmm. 1t was only during ths 193 that
the recession in the Snternational market forced the industry to look
for & home magket, If the process had umm wu.ﬁr, during the
Great ODspression industry could have enjoysd the support of a largs
hone narket to cushion the sffect of overesupply in the export markets.
Given the strusture of dsmand in ths home market, the incraased in
the eupply of common tes (thsough coarss plucking) could slso be

absarbed,

| Voo Hickizar, m Pe 54,
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APPENDIX 1{a)

o

Nmaging Agant »

Region

Rane of the Company

Andeew Yule & Co.

Bagg Ounlop & Co,

Assmm

Dogers

Dar Jesling -

Samnatia
Gillapukpl
« Hoogea Juld -
Rajgaeh =
Purphulent
Banarhat
Choonsbhatti
Engo
daydbirpars
New Dopar
Red Bank Dooars
Dilaren

m .
Singtom
Anluckie

- Baghmari

Oooara

Dar josling

Cachar 2
Sylhet

Borshi.

Dajoo Valley
Titebur

Tyroon
Sullabarrie
fRanikherra
Margaret’s Hopo
Tierihannah

 Roopcherra

South Cechay

,“
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Contidee Appendix I§ a)

Managing &gsmz -~ Aaglon Name of ths Company

Duncen Brothers & Cos Assam Ledo |
: - : Naw Cinnstoliah
foheasnea
Dooare 8irpara
Ellenbarcie
Hanta Para
- Killcott
Fanabarrie
Nagalsuree
Phaskaus
Dar Jesling Okayts
Poobong
Rungles Rungliot
Cachar & Dauracherra
Sylhet N.¥, Cachar
Patrakols
Rungmetes
Teliepara
Daverport & Co. Dooars Oslgachi '
Heshimara
Hundlibard
‘ Rew Chunta
Darlesling  Gulms
Hops Town
Pussiabing
Teesta Vallay

Cachar & Sonal River
Sylhat

Gillendwrs & Arbuthnot & Co. Aseam Sstjan
| tlibari
Yengpend

e
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Cont'dees Appandix I{a)

Name of the Company

_ Mansqing Agent ~ figglon
Jamon Finday & Co, Assam Dhunseri
Killing Valley
Sepol
Jardineg Skinner & Lo, Dooars Beradight
Rydak ,
Dar jealing Kursiong and
Dar jealing
Cachar & Ballscherea
- Sylmet Central Cechar
Chundypore
Kallinghay and
Khovesd
Kilbure Coe - Dooare Ney Toral
Pahargooniah
Dar Josling Pashok
Darjenling Yen &
Cinchana
Cachar & Dartomars
Sylhat Kosnafuls
| Asulviae
Oodaleah
Maleod & Cae dssem Bozmsh Jon
Daoare Atal
Bhatkass
flajabhat
Cachar &
Sythet Rutena
Octavius Steel & Co, Asamm Grob
| Tesn ALl



Cont'dess Appendix (a)

fieglon  fame of the Company

ﬁmtﬁg Agent

Planters’ Stores Agency

Shaw Wellance & Co,

Willtamsonr & Magrot Cos

Dooars

Cachar &
Sylhet

Aspam

fingam

Coachar &
Sylhat

Auman

P
Alyne Pathenars

‘Chundscherrs

Egstorn Cochar
Kalacharra
Kaliti

- Hattikhiva

Loobah

Coolie Kovele
Dhelakhat

tow Pugupbars
Brang

Tezpors
Nemburnadi
RKingaleoy Golanhat

Hew Saronbegh
flajnegor
Batell
Sorpukhurt
Oimelcuahd
Biohunanth
€ast Indie
Gohpur
Rajobarrie
Sesjuli
DufPlaghuy
Tongani

.o
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M'dto- Mpmdi.x i(c)

Mansging Agent Reglon Weme of the Company
T bocars  Lomguies
Darjesiing Chamong

Nagrs Fars

Tukivor
Berry & Coq Y- Shooleachang
Kattlewell, Sullen & Co, Asyen Mothole
Caloutta Tes Assocletion Darjeeling Oarjesling Himsleyan
FMackilXican i 60.1 -+ Sylhet Lackatoorah

Soures ¢ Invastors' Indle Yearbook.
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APPENDIX I(b)

Stexiing Companisg
Managing Agent/Secretary Nawe of the Compeny flsgion
Wglter Duncen & Cos Allyungoer £
Jamés Finley & Cos Amalgamated BaCaEoFobo
8+ Reeve - Assan A
_ Welter Duncan & Co. Assen Doosrs AeDs
ReBs Shaw & Coe Agssm Frontier A
Goodricks & Co. Bagrecote D
WeMe Ogan & Co, Songal United AaBaCofo
ReGs Show & Coy Budle Bsts A
tieHy Deman & Co. Cachar & Dopars BeCe
Pells Buchanen & Co. Chargola £
Gondricke & Co, Chules .. b
James Findey & Co. Consolidated Tea & |
S Land , RoCouDof of s
Goodrickie & Cos . Dangue dhar o
Hele Tupner Dooare D
Gella Davay & Lo, Ooots Dooma A
Hebs Tusner Eepire of India AuD,
tolend, Russel & Co, Halem A
Holaod Russsl & Co. Teperisl ReB oDl
Alex Lowrie & Co. Jhenzie A
Alox Lewrie & Co, Jokai A
Bagg Roberts & Coe Jorhaut A
Jaman Finloy & Cos Kanan Devan Hills Reliy
 Walter Duncan & Co, Lessh River D
RuGy Shaw & Lo, Luskerpora £
Helter Duncan & Lo. Beangles A
Getavius Stesl & Co. Neodea D
SeMe M Flakum 0
A = Assam
8§ » Cachar
£ = Dzrjesling
D = Dovors
€ = Sylhst
f = Ceylon
6 = South India
Sourses Investors' India Yearbook.



CHAPTER 111

The intersar pericd ssw a ériaie in the eoffes industry in
Brazil trought about by overeproductions

Brazil'e formula of solving the crisis cane to be known as
“Valorization of Coffes”s' GCsssntielly, the policy consisted of
following a talence bstwssn supply end demand through financing the
sithdraval of .2 ps¥t of the coffes stocke from the world matket and
thersdy piving an artificial support to pricess The inventories thus
built up sere to be puspsd back into the mariet shen demand started
picking up in the importing countries or to smooth out dowward
fluctuations in supply in yeave of poor outputs V.0 MWickizer orites -

The tims factor of preguction is perhaps the chatacteristic

of greatast economic importance in coffes culturs, Although

within ressonable limits produetion is s known quantity, it

canmot bo controlleds yet soms subatitutss for dirsct control

of production sssus natessary Af ssrious maladjusteents are

to be avoided in eupply~demsnd relationships.®

Tha 'uaior&uﬂm' formuls consisted of the Bonm inters
a?ming in the market to purchass surplus stockss This uss financed
by forsign loans and a new tax was lsvied on wwary bag of coffes

axportad to ralss the finance for the ssrvicing of thase losns.

——

| Valorizatiocn s u term derived from the verb "Valorizar®, which
in Portuguese means fixing of price.

2 VaDs Walckizer, Yozkd Soffes Economy, Po
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The first attempt st valorization was made by the coffes grows
ing stete of Sao Paulo in the Pirst decads of the twentieth century
ghsn pricss shousd & downuard trend, coffes stocks sers riging and
further depreciation ef the currenuy te cushion ths fall in prices
wds not passibles It was again undertaken ghen the 1917 shen blockads
of Central mﬂpm serket and the closure of the muﬂiets in the
allied countries lcd to m.p: supply and for w‘tl.ahdu& in 1920=21
after the collapse of the war boows But valorization did not becoms
a8 Tegulay futum of the industry till 1924, The pericd 1924 to 1939, |
has baen tormed as the poricd of “parsanent d:fanu."1 This had two
phases, Th? first phais was charactarised by rmlnuoh of thes move=
ment of coffes Pron intsrior Brazil to the ports, Since 1924 etocks
held in interior Brazil have Deen en inparbant factor in aggrageste
supplies and that portion of supply termad "uigible stosks™ has had
restricted mesnings Before 1924 stocke &mt acmxam at Braxilisn
ports in sufficient volumes to mest the varied demand in terms of
grade and qualitys Uhen contzol was instituted ovsr movament of
" coffes from the interlor to the ports, stocks at the ports were reduced
by core than half and the buysrs became dependent upon the relesse of
interior stocks by Coffas Osfanse Adninistration,

Changes Sn world coffen stocke explain ths price trand in
eoffess Vorld "visible® coffes stocks, a ters which pefers to stocks
built up by traders in the export market to smooth out a part of the
Pluctuations }.ﬁ'mly'. uers relatively low in 1923. Batweon 1918 ond

1 VaDe Wickizer, ¥orid Coffes Economy, Food Ressarch Institute,
: Btanford, 1?“, Pa 143,
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1923, "vigible auppun“ avaraged sbout 40 psr cent of annual consumpe
tion raqutrmntm Theresftar the stocks bogan &o increass from about
five monthe' consumption peguirenents mm thay reathed s pegk pro-
portion duting the $930s; when stocks sveraged fiftsen months' requirce
mentes | |

A sucoession of record bruhing crops in 'i929~2n. 193031 and
193432 ereated an unparalieled s:t:uatiom 1951 m the mgxmlng of
the coffes destruction prograsms, the ssoond mu of “permanent
defense”, Tho problem of over production was sought to be handled by
~ destruction of output since ot this stans svan the stocks bullt up in
the interior could rot wpect o vishle mapket gutlet within the fore
sesble timp horizon. Destruction of coffes stocks continued till the
ond of the intsrear periad, |

| Thu success of the valorization achems (one ie overlooking its

obvicus drawbatks for the time being) has to b mwasured by the extent
to shich 4t halpsd to support coffes pricess. For this thars has to
bs o poritive rolation botussn the withdrewsl Prom ths market and _
price aovesents R

The follouing ssction gives » statistical break up of the effect
of withdrawsl of coffas stocke on coffes prices. For a positive
impact; the changs in withdramal af stoctks st besr a definits peletion
to change in prices, | ‘

I hava quantified ths withdreusl of supplies of coffes from
the intornational narkct as ths sum of the stocks hald in interior
Brazil and the stocks sctuslly destroyeds ™Visible" supplics which
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al.m farm a mt of tha mzlﬂ eoffae stocks have not haen considom |
bosause bun:nng up of such stotks by traders has bssn a pm of the
anatty aincs its £meptzun and ﬂmﬁuationsm such utncka signify
an atmt on the pert of t.ha trmt to saooth out sharp fluctuations
in pr&mu ahich are bomd to tdde plece fon @ crop m mn on
znmr:nﬁ &rrcwtority nf pmdzwuoa. ‘rha caffa ntop 4s oxtmaly
wlmﬂblo tn natmal factora, s putnﬁ which will be cﬂmncd in the
\contcxﬁ af ths economics of coffee pru:mticm hhr in this chapter.
8n eccount uf ﬁoncantrnucn in ono mtry, ﬂwtuaﬂm in putput
arising out of naturel mmsu are mw-

| Table 3. chm thet withdrausl of coffes stocks from the market
inoreased gﬂdulu? upto 19“27: it almost doudled botwsen 1927 and 1928
and kept on inoreasing upto 193&. Thereafter withdrawal of coffee
s_toeks show & daoline fat a few years to be followed by suddsn jumps
in 1936 and 1937. CUne cannot, arrivs at any definite relstion botween
the changs in withdraval of coffes etocks and the change in coffes
pricess Botwasn 1924 and 1937, only in four years have en increasad
withdrawal fron tha perket brought sbout s definite rise in price
sven An ghu; ysars no dafinite conclusion csh bs draun regarding how
much withdrawal fs required to result in a eoﬁﬁa&ﬁcﬂmgo in prico.
In all othar years prices have declined irrespective of ths direction
of changs in ﬁtthﬁr.ual of coffes stocks. Thersfors, it $9 not posei-
ble to show a corrslation betwesn mithdrawal of coffes stocks and
price moveRrsite



Table 3.1

Yorld eotocke wiﬁhﬁrml or Cofm rm thn Nazkat

. oteible Total withe Changs in  Change in
Yaar wopply drasal® withdrasal price
1928 49 28 - -
1925 b S | . 28 - * 3.3
4926 .6 4.8 * 17 - 21
1927 a8 6+8 B * 2.3 - 3.6
1928 5.2 - 13.5 13,5 * 6.7 - 4,7
" 5.2 © 13.4 : 3.4 R S - et
1930 Se3 28,0 25,0 #1146 - Ba9
1931 6.3 . 262 | 28 29,0 + 4.0 = ded
1932 S5 28,0 T3 7.9 ' * 8.9 * 1<%
1953 6.3 19.0 ' 13.9 32,9 - 8,0 - 1.8
1934 7.9 18.3 | 8.2 26.5 - Ball + 2,0
1935 T8 18.5 17 202 - Ge3 - 2.3
1936 7.9 213 3.7 . 25,0 » 4.8 * 0.4

1937 Y 24.0 172 ’ 4%.2 +16.2 + 1,0

Source ¢ V.0. Hickizer, Wopld Coffem Economy, Food Rasserch Institute, Stanford, 1949.

¢35 Total ﬁmwiotumofmm&smﬁdupmﬁmu angd the stocks
dastroyed.
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The conclusion to ghich this analysis leads to is that this

valorization schote, st least, prevented a sustained end mors rapid

dscling in coffes prices during the interway period snd sincs eith
drawals repressnt svareproduotion, 1t is poasible to ssy that sithout
this control scheme, prices would not have shosn an increase sven in
particular ysarss In othor words, the control echems in Brazil's
coffea industey affacted the trsnd in price movessnt. Thersfors, the
valorization schemo merely postponed the crisis in the coffes industry
by maintaining _pﬁce: nﬁn&my shgd shan ths support was withdramn
in 1938, coffos prices crashed in the world oarkst leading to far
reaching changesin Broxil's coffes ssctor as vell o9 in the entire
orientation of hov stonony, "The dynamio centre in Grazil finally
shifted away fron "King coffes®s

1

Thare ore two ralated qestions -

{s) what made velorizetion possible?

(b) why oid Sraxid chonss such 8 mechanien?

Yo snswor thess questions our will have to tske sccount of the
sconomios of coffes production, the pesition of Srazil in 'the world
coffes Andustey and the political -ppaatui which leed to the operation
of the schemes In this chapter, I proposs to deal with only the
sconomin factorss The nonwecoroalc factors, shich are of considerable
importance in the formulation of Goverrmsntal policies, will be dise
cussad in snothar chepter,
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The ﬂkaﬁ. upwt to bo taken up will be Brazil's position interw
ﬁaﬂamlly since 1t is obvious i‘hh unless Brazilisn coffas m inae
position to determing world prices euch = step could not have besn
undertekens Thare ars tws sides of this problese Firstly, the sono=
poly position of az}ugu as far ss world producticn and world mrta
are considered, memh the mmty of Brazilisn toffes which nokes
it the marginal detarminent of world prices, o

Brezilts shars in world production was 65 per cent tu 1923 and
66 par cunt in aorld wmrtu

Mndly. B:uuian coffes is one of ths theas varictiss of coffes
vold in the world market. amuay spesking milde, one of the other two
varioties, ave the coffoss of the central end Seuth Anerican producing
counteics other than Brazil, of Kenyaganganyike and of certain other
pleces in Africa and these st supsrior in quality to the great bulk
of brazile,’! ‘
of coffes tras, which grows in the subtropicel regions, the difference

Both nilds and brazile are groen from the seme varioly

arieing from differsnces in climatic conditions, cultivation snd pre-
paration, The third category, known as Robustas, tomes from &
differsnt varisty of coffes tres growing in the tropical cresse This
‘was grown throughout the Portugusse end French territerics of Africe
and mostly in Ugands, | |
The milds alusys comsand a price preaium m braziis becauss of
its quelity and are boupht up in the world market in preference to
brazile, which arc ususlly blonded sdith the milds in sufficient propore

s

;| A tarm usod 4o sefer to the varisty of coffes produced in Brazil,
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tion to pive roasted coffess of "scesptable quality ot acosptable
pucn."‘ On the othur hond fobustas Gater only to a particular teste
and finds consumops only in certain Europesn countriss. Thorefore,

in a sense, the world would only desand fros Sragil shat the oild
countriss cannot supplys

The demend for braxil's is & vesiduaty or warginal demand and
thus At Lo that ths eupply end demand for brazils® ssts the gensral
price lovel of all coffesse Since demsnd does not vary very such in
the short pericd, it 1s therefors the sizs of the Brazilisn crop or
the amount offered for sale, which determines tho price hv_nl from
yoar to m;"?- Jetiuf s ROWSe

Thasofore, shat made valorization s visble possibility was price
detereining position of Braail in the world coffes market as tho mono-
poly producsr of coffes and her cepeoity as producer of a particuler
variety of coffes ghich snjoys s resicuspy mand;

The sscond factor shioh conteibuted to the sdoption of the
valorization wss the very nature of ths coffes product.

The coffes tree has s 1ife cyele during which it grows to
maturity, rssches meximus bsaring and then greduslly declines in proe
ductivity until its yield is insufficients Ourinp thia cycle it
alternstaly producas s large crop snd gets msm over a pariod of
teo to thres years, though this Le by no means fixed and may be
lenghtaned by damage dus to frost, cold westher or draught which
requires & longer racovery periods Though the y&d.& of ths coffes

1 JetleF oy Ruwey Hopld's Coflae, Lendon, 1963, pa 24,
2 Lhides pe 244
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trep is strongly influsnced by weather, yet favourabls gssthsr alons
will not producs s tumpor crop unless it heppsns to coincide with the
gasted poriod in the hoalth eycle of the coffes tres.. .

.. Biven tho intervel of 4/5 yasrs betwesn planting and harvesting
of the crop, the uncartainties of seather, end the particular phase
of the life and hoalth cycle of the trees, variablés of suth magnituds
are introduced thet no practical possibility sxiets of adjusting proe -
duntion to sfmet tars surpluscs or shortages of uuapiias md in this
context reguleticn of coffee stocks to the market sesns s better slter-
native than control ovar productions In fact, this was probably the
principle sppliod uhen valorizstion was undepteken in 192021,

"By coffoc dofonasy Brezilians mesn the nsutralisstion of the
influence of crop variation on the shert pariod prices received by proe-
ducors ¢ Thero has nover basn any intention of trylng to raise the long
period squilibrius price paid by tho conmumerssse Brazil did, in fact,
blunder into @ policy which Semporapily raised the consumor's price
for highar than shat &8 cught to hove been, «ees in doing eo Brezil
steppsd into the shoss of aonopoly quite uncondiously end was therefore
most mwrtwi when retritution swiftly fﬁlﬂﬂﬂ'g‘ ~

Another factor, though not a doterminont of the schems, but which
~ tade valorizetion a vishle control scheme ig the charactar of the coffeu
produnt itealfs Coffes cen be atored in the gn_en‘at ray state for
sufficiently long poeriods to make ths manipulation of stocks poesible.

1 JsileFs Rowe, "Braxilian Coffes™, p. 6.



This takes one to tho First gquestion - ghy did the Covarmsent
adopt the destruction programme? |

Brazil wasacountry which had associatsd prosparity with o series
of sxport booms intropical products « sugar, tobacco, cobton, cubbar
ard coffes, Most mawfattured durshle goods, industrial eqguipment,
matallic raw materials and even faul had besn imported. A plentation
systen opareted by siave lsbour until 1888, had delaysd the development
of a domastic market, of s sobils gorking class and of entreprenour
groupss Hith population and egonomic life concantrated upon thg eea
coast Orazsl'e sconotic 1ife &n 1939 sas stil) reglonal rather than
netionale.

"during tho depression yesrs Varga's pnney’ fiad smphasizad ine
cressing exportas The substitution of domestic menufecturers for
foraign imports did not have high priority and though the devaluod
exchanges did give defeot protection ta industry, the purposs of Vargas'
axchange policy uas to kesp up delay peysents and to cover imports,
As tho deceds wore on, payments probless continued and international
politice bsooms !Wm\ylﬁgtant in trade policy, Thus the trade
tangle revealed clearly the problems of dangers of rslying heavily on
exportss An alternative to the dontrine of somparative adventeage vas
domsstic industrial gmth'%’ |

4 Vargas assumed political powsr in Braztl in 1930 by overthrowing
the repime dominated Ly Sse Paitle Coffes Planters,

2 3*&1 ﬁitﬁi, 'f U




Therefore sven in the 1930s the same old pattern persisteds The
protoction of coffes market and provision of naew exports wers sesn as
the pasesord to sconomio grouth by the revolutionary Govermmont. More
than forty cosmercial asgresments uers ncgobiated on an unrestricted,
most favoursd nation basis, Under Dressurs from monstary dissguilibriuvn
and doellmno tudn Brazid folloud the th;uonn tz'and touards
axchange cnnmls. &matt mtﬂmm and protncuw taﬂ.ﬂ'm

Thaugh ﬁiqher tariffs gavs defocto protection to hor industrios,
the major eim was to restore helance of paymsnts squiiibeiue. In old
1934, following the stabilization of mxport values end arrangements
with craditors to meke paymonts of commerclel arrsars, ths Governmant
woved to unfreeze exchange and simplify tariff. The bDesic aims of
Vargas' Government as put forwerd by him after his yiotory, reneinsd «
"intensification of production by diveraification of sgriculturs, e
. policy of internstional aconoeic cooperation end e gansral plan for
devslopment of ratliways and high uays for the whole eaunt;y,“.f Inchipe
trialization was not one of the priopiting.

Howsver, aven if the Government had aimed st import substitution
~ industrialization, the mmstrsax structure 4in Brasxil in the early
19308 could hardly be said to be polsed for growth through tasiff, The
epurt of growth during Lorld War First,ehen Braxil fw it difficult
to mast her internal eonmuun raguiramentsy, had led to a 153 per
cont increonas in industerliel promusmstion, Byt it csmnot bo sald that
the phass of induetrial grawth had begun, The majority of ths estoblishe

1 He Walkef, The Vargas Regime in L.Fe #3111 (90s), Beaciles Pe 109,
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monts vere modius or swsll eized with the pt-dmimo of thoss linked
directly tu agriculturel acflviun‘ The principsl characterstic of
this phase m x«m of heevy industry and the entire industriel struc-
tum dmm on importe.

nmmg m f?zﬁa. m wdxahiuty of d\up mmmm aoadn from
the vest hindred fwmr development of the industriol ‘etructura,
Imtrhi pmweuen stagnated batween 1923 and 19350, Gnﬁaa wppartad
Brazil'a ammn mnmfm. to embark on a programs of 1mtt
substitution induatrialization would reqguirs the dlwlepmnt of artdn
hsavy industries and largs scale import of machinery, Coffee, as the
principal export crop had to plsy a dominent role in this respects
Therefore, sny plans of the Governeent to build up en industrisl base
would require maintensnce of sxport sarnings from nnffu..'

In shopt, the entire sods of operation of sconomio bnltgy in
Brazil _in the inm pariod showed that m eountey uas mnlgymd
to the metwmmmmgbmdmmmnm
ths sconomic i}@cm of -élmz;x with it excessive depandence on
éurfn, n‘lmﬂ basic restrictions on the éw-mm*t frestdon to
manowIVIe. |
_ It was nﬂt as if Brnxl). did not sttempt at echisving amst‘m.ng
MB tho International Tea Agresment of 1933 which would hevs helpod
her to asintain her share in the wrld mark-ﬁa- iIn 1931, en interne-
tionsl Coffes Congress was called by the Graxilien Government to die-
cuss the world coffes eituation with ﬁtm coffes producing countriss
of South ang cmnl fmerica and the UsSehss Britain, Portugsl and
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Hauwd wers invitsd to attends This wae the umnd meating of its

kind um the conference hald in New York in 1902 in which the Latin
American countriss and the UeS.As hed participated, But this failed
to producs en Internationsl Coffee Agresment of the kind which would
have protucted Srazilien intersste. Jusingsg gesk of 23 »d Ray 1921,

the International Coffes Conference which opensd in Seo
Paulo on May 17, has so Per falled to scouse more then s
vary uild degree of intsrest in tho outside world for the
simple reason that no ons sxpects it to accomplish mucheese
Brezil's apparant purposs in calling the mssting was to
ateblizo the price of coffes through tho sgtablishment of
& world cartel, its oun seesirss having felled, The
Brezilion programme, cutlingd ot the firat tusinoss
sesaion of the S5a0 Pailo Confepencs, provides for limites
tion of thn ocutput of wach producing country, fixing of
prices, levy of s tax of § pound for ab Internstional
Coffas advertising fund and sstchlishment of a commisafon
with pouep to revise production guotass But whatever hopes
the Orazilian Govormmont oay entertoin, over production, as
the roat cause OF the coffse dapreseion is aftsr-all not

an intsrnational, but a Srazilien problems Practicelly the
only coffes overproduced is Brazilisn coffese The other
countries ars not troubled with surplus stocks amd Judging
by the increasing demand for mild coffevs, feel that they
would be Justified in inersasing thair production.”

In a situation, shere high prices for Brazilisn coffes isd to
smellef preaius for milds then when the price of brasils is low, the
price support schemees helpsd to oeintaln prices of Srazilian coffes
et an artificially high level and thereby destroyed the advantages on
uhich tho market for Brazilisn coffes vas found, This lod to Brazil
viclding o part of her sarket 2o oild producing countrics. Thamfaze,
faved with the prospoct of an expanding market the mild producing
countrios could not be expected to limit production. Ouver production
was essentially Orazil's oon problem and she had to Pind her own way
of dealing with it. |
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The econemic sffects of the valorization of coffes van bs best
summarized as follows)

®The fall of king coffes was a momontous event becsuse £t irre-
vocably shaped the future events in Erazil in et least four usjor ways,
It stizulated agricultural diversificstion touards other export crops
euch as cotton and toward products for the domastis markets 1t
Peduced export sarnings end the capscity %o Ssport, encoureging domess
tic production ss s substitution for imports. 1t diverted investment
fiows previously going to the highly profitsble coffes ssotor into
industeys 3t unlocked tho dong time stranglehold that coffes policy
had on the time and energy of Governmsnt officlsls and opened the wey
for industrielization and broad development Sssuss to bagin receiving
Government attenticns In fact, it could b srgued thst the fall of
*King Coffes™ was @ nucessary condition for Srazil to begin an effire
@ative snd brosd deive for developmante”

The very condition shich gave Brazil a conperative advantene in
coffes, spelled troubles® The abundant supply of land and lsbour leid
the conditions for sver produstion in the world market, Ths stobilie
zation of coffes prices gave en srtificisl suppart to profite in the
coffos sector and prevented diversification of economic sotivity,

1 Ssity Robock, Bz

2 Je Bergoman, Brx
21=22.
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A way to sstaps from this was shown during the Pirst World War
vhen a shortoge of imported gonds mam fisw sverwes for pmﬂtablo
investmants Out in the Piret mm of the intstwar period valorlw
tion of coffes resulted in coffes nmu\nmg the most profitable
sctivity end it vos only with the collepss of the world coffee harket
in 1929 thet the aconomy managed to shift Ats resources sway fron
coffes tooards a vore divorsified economic structure m torms of
sgricultural as wnll s incustiisl miﬂuah Batwlﬂ 1915 and the
19308, Sreadl'e production was approximately 30 per cent industriel
and 70 m' cent agricultursl and putculc‘ Coffse sccounted for 7%
per cent of the total valus of exporte in 1929,

© Whstevereths changes which tonk plecs with the collepse of the
 world coffes mapket? | |

Consider the sgricultural ssctor Pirst, The following teble
shows the produntion dynamice in the cotton bolt in Brazil,

Table :;2

L N L e
19,418 BN X7 300,000

———

Source 1 JeDs Wirthy Ih

— |
1 Ganzest, mwmmwﬂ LeFo HL1L (ods), Briail
19375 py. 2564

2 R;ﬁo Carlson, Brazil K ) ,
t. Lynnsmith' and A, Marchant. (5da), . Bn.rzil: Portrn}.t of half a
continent, Bew York, 1951, p. 278, . -



Cotton is prown in prapticslly every state in Brezils Ouring

~ the 39308 Sen Paulo become a dminm producar of eotton. Production
_4n Southstn Brazil increassd feom 15 per cent of the totel Srazilien
 production in 1930=31 to 82 per cent in 1944,

Theugh the foundation for sxpansion of cotton production were

- 3ald during the 1920 through the sork of the State Agriculturs Ingtie
tuts, the spectecular $ncresse in production tek . plsce in the 19308
follouing the decline of coffas prices. Cotton sas planted bhstessn rows
of coffee end in the old coffee zones, it somotimas replacsd coffes on
~ faxends# chen production was bacoming unprofitable, In the now areas
of Hestern San Peulo ¢offep was planted on the ridges and cotion in
tho valleys. = The mein expansion in production wes in cotton as an
alternative export crop to coffen. Thore wes substitution both by the
sxtent of cultivation and ths mobility of the factors of productions”

By 1935 cotton had bocome. the escond most important item in exports
Tabla 3.3 shous the changes in the purcentsge shaes of exports of
soffos ond cotion detwssn 1928 and 1928,

: | lﬂrth, uk&ght,mlmmffg Brazi 3 §iRp l.,',,!i DTG Pe 70,
2 - A torw usad to refer to Aarge agricultural estates in Brazil,
3 Hirth, vuright ond Midriffs gGRaghbes P 720
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Table 3,3

USRI, | 5 ) 0223929 1ne.
Coffee 623 64,3 74,0 43,0
L‘att:m 1’;5: 38 4.0 "ﬁqz

Source ¢ DeTy Vabkra, industrislizetion in Srazil in Tet. Saith
ard Ae Morchent (ed.), Srazilt Potvalt of half s
Lontinents,

The industrial seotor also showed rapid dwmmmt in this
period. Botwesn 1935 and 1943, ths value of industrial output ceme to
surpass thet of asgricultural productions In 1938 industrisl produce
tion was valusd at more than § %,000,000,000, snd agricultural output
at § 4440,000,000," Brozil hed becoms the cost industrislized country
in South Amatica,

The interwar psrlm: in Brazil, therafore, marke en important
phaso in her econonic devsloptments The erielas in the eoffse industry
rosultod in an attenpt to stebllize prices and incomes and through
this postponied the reatpucturing  of the Brazilian aconomy, Hows
sver valorizetion of Soffes letd the foundation for the shangss By
taking sdvantans of hey position as a mpol;ot in the uorld market,
fraxil yiolded a shars of hor market to her Wtkﬁm‘ﬁ ths same
tims provented roallocstion of resources to sthar ssctores This intey.
sified ' the crisis in the coffes economy and as & rosult a repid
inportesubgtitution {mcustrislization took place in tho 1930se




The organigation of the Indian tes industzy and the Brezilian
woffee induptry in largs plantations, contributed to the smergence of
the plantars as a strong pressurs groups In Brazil the plenters zmy
becamo partiwlaﬂy dainant owing to the structure of thes econony 1t
eclf ghich gave tramendous wsightepe to coffes production, In the
vapu of thes Indian tes industey, its organization in Joint eatock
dompenias which were controlled by s few mansging agents’ paved the
way for British inlorasts to act as & strong tes lodby.

In ens.ambm I shall tey to evalusts the role of thass none
soonomic feotors An the formstion end the funotioning of the stebili-
sation programmese My aim will be to find out the extent to shich
thoss pressure groups were sbla to influence policy decisions tomards
tho respoctive plentstion industries and thepsby use the stsbilization
echones as & moans OFf Purthering their own interests.

1

“Brazil's coonomic history is s series of ssnsational accomplishe
wents, characterissd by 8 segusnae of omaxing Pluotusticnss It s, 4in

1 Acenrding to the Plantation Enquiry Committse Report, (1956),
ssven top maneging sgency houass pontrolled 50 per cent of the
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fact the story of sppeararcs end disappesrsnce of entire sconomic
systemcon ohich & nation Basss ite existence. Its chis? charectaristic
is the conaistent change in the ﬂetun of the ptodunt. which wo may
tern the "king produst.®’ |
The history of SpRzil's sconomy is characterised by six such
cycles,; each follouwing the eams patlern, in which ths m#ty in
question acguired the leading position $n world produstion end m-
1ined to ingignifinante as a result of mmuoﬂl fron other producing
sresns Ouring the cyole, this psrticulap ‘product® determined the
courss of dovelappant of ths Brazilisn econovy,
The #iret cycle bagan &n 1500 with the dyewood industey and tiil

1600 this constituted the entire sconomic basis of thw Portugusss
colonys Tooards the end of the Ssventesnth century sugsr m started
tnduﬂmuﬂn'kingpma'mwnmumﬂnmuay
identifiod as the augu cycimy With the mncpamt of Wast !mﬂaﬂ
suger plentations Braxil lost her dosinant position in this world
- markell and the ond of the eightesnth mm sae the beginning of &
new cycls, mzarmmdsm. mmmmmmw |
the ninstesnth century. There uas a oiwltm Mopaant of mtﬁn
production snd Brazil becams the loarding u;ppunr of cﬂtm in the
Eurcpean sarket from ths niddle of the elghtsanth century to about
1800, The pubber oycle datsd fepom 9860 to 1910, & period in ghich
Brazil had a vistual monopaly as the supplisr of subber in ths world
market, - g

1 D4, Normano, A St  Egor , {Chapel Hills
Univeraity of North Caroline Press, 1939
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Parhaps the mast fesous and importent of the econoelc cycles is
the cultivation of coffes shich, ?’aé more than a century had been the
Keystons of the oconomic structurs of emu.’ This was the last of
the dominant export cyeless it ceme to an end with the depression in
coffen prices in the mm:lﬁ War First m&od. 1t wvas onmly in
thia 1930s that Braau gm up her mndtn&a on export, cmultiu
& meens of eeonosic growth and albukod on the path of import mu-'
tution induskrialization, ’

The m&al baata of ﬂxm aconond & tntm determined the polis
ticel structure in Braxils siavery mm;m the p:cauoum
relationsin pre-Republic Brazils Teo major soctel clnm axlated in
the society of colonisl Braz.n,l the lm on ths ons hend end
the mass of alevas and fees lebour on the other,’ Thure was @ emall
Bourgeolele, comprising of ssmigrants feom Portugal, who by the and
_of the colanial period dominsted Bpazil's commercisl 1ifo, This
section found it extremely @ifffcult to gain acveptence among the
lended sristocracys | -

Thus the stonomic systen in Brazil gvolved arcund the plentations.
The economic cycles centred sround various commodities resulted in
spurts of d.w;lépmmt in vorious perts of the countty and this shaped
the mnnugrm steucture of the wormw Thore wers islands of

1 ﬂwgo Carleons ®The Gesis of Brazil's Econoay”, tn ML’J
ods) T, Smith end-A. Morchant,

,mmmw,hvm,mm.

2 M, Cardozo, The Transition 1808-1848 in L.r, HLL1 (na.). Brazil,
University of canrmu Press, 1947, ps 26+



- B9 w

growth in the sconomy deternined by the geographical position of the
king produtts Eech of thase felsnde prospared end fEI1 into tneignie
flcance attording to the growth and decline of the king product, The
disintegratod economio structure led to & corresponding development of
the political systss. The plantation wes the centre ﬁ!‘ oach Lsolated
ragion of tho economy and the soeial bass of tho plantation determined
the politicel dominance, - The Emperour might rule in Alo dt Janeiro,
hia government might have lapge claims and the muuaam might loudly
complain of his reprassion, tut for the plenters and the dependents
on his estats, politice resained essantially a locel fesus, for most
of the tins untroubled by osntral intssvention.’ Therefore while
monarchy wes the political institution of nimmthmmy Brazid,
the Empire vas ruled by his lended svistosrssy and 1t was the rurel
socioty which presscved the centrslized monerchy.

The main thrust tosards chonge came from the énffm eCOoNNNY e
Tho *coffos cycle' begen in 1830, By the end of the century Brazil

conteibutod 66,8 per cont®

of world production of coffoe snd made upto
SO par cent of the nation's exports The wealth of Spazil wes coffes

~ and coffes was Seo Paulo. Slevery became the bono of contention

* betassn the coffes intorests of Sap Paulo and the lendad interests in
uﬁm éarpq ofﬂtui}. To the *Paulists’’ ‘slavery was an outmoded

mm&c end social systme, 7 It could not g:api up with thee noods of

t  Peterynn, Bxachl g 9 Political Analvsisy 1978, De 84
3 A turm ussd to refar to the coffes sagnates of Sao Paulo.
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~ the growing coffes esctors The termination of slave trads in 18350 had
led to a rapid increase in the nﬂcnﬁ of dmu end a0 Paulo coffes
Planters hit by the rising costs bugan to feel the shortage of mane
powers To them alavery was s hindrance to growth, Even the centralized
imporial eystem wes unacceptabls to many of tho planters. Seo Paulo,
cumrm, led the way in m-gmg imigrm&n Peiop to 1850 tho
ﬂmbar of tmigrants in Erauu wss ahuu!: 19,&'30‘ Batwoen 1847 and -
1957 as a remult of Sao Paulo's policies another &B.GBO arrived, But
in epite of ths growing dmﬂaum of coffes intorests in Brazil's
economy the conservotivs lended mgamhy pmuﬁud its domination of
the political systume '

Tho final blow cane aith the stolition of slavery in 1608, The.
monarch's support o the sbolition movenent alimnated the conservative
saction of tihe landed arietocracy, Simultanwously tho Paulists raisod
a ory for greater regional sutonomy, The collepse of ths conarchy in
1889, & pajor victory for Sao Peulo coffes intaresats, was the logloal
conclusion of ¢he eithdrawal of support to ths moparchy by the conser
vative londed aviatocracys

The yoars 1889 to 1930 sam @ consolidstion of ths political
dominence of the Sao Paulo coffes plantars Th_n’ farmstion of the
Republic Sn 1889 provided for far grester regionsl sutonomy and the
chole eystan cume to be gearsd 20 glve the mexisum benefit and control
in on obtensibly demogretic framemork, €0 & snall slite who van tiw
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countey in their oun end in their region's interest, which in their
eyss coincided sith the netional S.nmuh'

The sconomic policies of this Mﬁﬁd were dutercined by the
dominant political preseurs Qroup « the Sso Paulo toffes planters.
The tremsndous sxpsnaion in coffes grosing at the snd of ths ninsteenth
century led to a criais in coffes prices in 1893, The resction of
the coffes magnates ceme in the forn of a demend for a deprociated
sxchangs rate snd the effects of the 1893 crieie was cushfonsd by the
axtarnel depreciation of the currenty = 3 Esasura which want totally
againat the intsrssts of the urbsn consumers ohd the wago sarnsre in
the coffss sector vho depsndsd on isporés sven for articlas of common
uses ' |

In 1897, a nea depression developed in the sorld market, but
this time further deprscistion of the suchangs rats was not possible
in viow of the social and political unrast shich had folloved the
deprecistion of the currency in 1893, 4t the same time coffes stocks
wers piling w in the neomuy threatsning a loss of income to tha
producezs as well as to the 'uom-y as 8 sholos Ths Lidea of withdrass
ing from the market @ part of thess inventories scon developed in the
ninds of the puling clanses of the coffes producing states, vhoss
politicel and Pinantial powse had considersbly intreassd as a rosult
of republicsn decentralizations The concluaion of the Toubate Agres-

ment? in Februsry, 1906 marked & palitical victory for the ‘Peulista’

1 Pe Flynn, gosgitas De 624
2 The Taubate Agresmant of 1908 provided for valorization of coffes

far the first time in Oraxils, It was one of the world'e first
price support plens undsr prassurs fronm the planters, the major

Y



and lald the foundstion of ‘valorization' in Brazil’s coffes industey.

The orisls of the interwar pericd saw s consolidation of the
valorization echema and ita smergunce as s oechanien of “permanont
cefanss® for tha coffee sactor,

The affects of the wrld wide depreseion wers even more digane
trove for Breasl boceuss of ite seatecolonial status and the resulting
subsarvience to the alder and morpe mature coonomics. - The oconomie
depandence oi' Brazil included such unfortunate mactoﬂnuos es the
smctmsaﬁlm in the production of & few comodities (cortes and
sugar), hadal ‘systan of socisty in which a fes ﬂtﬁucm fomtlies
om and npﬁuud the large rural mzdmgu (fazendas) and the major
' urben tusinessss end in shich the Sasses of people porformed lebour
under the cond?tlm of actuel sarvituds snd subssrvience to the capie-
talist cuntess of the cuteids world in financial metters.’

Undsz these c&mm. it was natural for prinum oreups
t& davand reliefs PMost svenuss of granting ecme sort of relief to
the dominant pressurs group of Seo Psulo coffas planters pere no
ionger opens Government reverus which comprised mainly of export and
‘,upan dutiss could not be .sm:oam by addie&mil taxation in a
situation utm chmlc of trade with the mtﬁﬂn world wers closing
downs At the m m. ather forms of taxation wera not easy to impose

Y

Cont?daases Pans 2

producing states signed an agroesent st Teubste, Sao Paulo, to
purchase coffes surpluses and a tax was impossed on sach bap of
coffee axported to finance the servicing of foane contracted by
the states to purchass surpluses.

Celso Funtado, Szonoaic Growth of Brazil, s 195,
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upon tha powsrful inductrial groups sspstially sincs the psnniless
workers Jacked political elouts’

The pimtﬁra' lobby of Sao Paulo enbarked on thoir own programme
to mupport coffes prices and meintain coffes incosess The first
valorization pgrograncs in the intsresar period wes put into sporation
under the leaderehip of Sso Peulo and sithout ths support of the
faderal governments In viss of the unwillingnase of the latter, the
Stats Government shich under the Republic had constitutional paver £o
levy texss on sxports, eppsaled dirsptly to international credit
sourcess The Federal Goverrment mas finally compalled to take the
major responsibility and on sccount of m’ financial succass of thelp
plans, ths planters succesded in faposing their sconomic policy on the
fadaral government Ontil 1930, This cas aade simpler by the Past thas
the fadaral government was dominated by Seo Paulo man.

Coffes policy of the pericg 1889 to 1930, ﬁmfnrn, was deter-
minsd by the dominant pressure group snd the sconomic policy of Brazil
in this period was dotormined by the interastcof the Sao Paulo coffes
maghatoss

The political situation ghanged redically in the 19308 The
ravolution led by Getulio Vargas in 1930 challenged the political domio
nance of the "Paulista’s The Republic of Brazi) had in Pirst president -
fron 8 nonecoffes gwﬂng vegions The military fsilure of the Seo Peulo

..... .

reballion of 1932, which the planters had supportsd, struck yet enothsy

| LoFe Hill, "Caddilhieme vereus Republicaniss®, $n L.F, H113 {ed.),
S0scitas Pe 103, , : '
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bilow to their political suprematy. Ths political change lod by Vargas
wes 8 nanifestation of the growing conflict betwsen the traditional
oligerchies and the classes of the budding urban cantres such as the
oiddle classy the civil and sdlitary Durssusracy, the inafficient
groups of industeial sntrepronsurs and the rising prolﬂuiat»“ The
heated discussions sroussd by ths boosting m‘;nr; wre a clear indie
catioh of tha trensforaation cccuring st that tine in the politicel
and social guu;wro of the country, s-puhnpm decentralization had
given graster poltical and administretive flexibility in the field of
sconcnic policy to the egricultural Snterasts st the regionsl lovel.
The firet price support schome wes put into cpsrstion without the
‘support of the faderal Governaent. At the saas time the groups exerte
ing pressure on the federsl Govermaent had becoms sore nuasrous and
complaxe The &mnﬂngl_y- importent urban middle classss » githin

- which elvil and military groups ssre conspicucus = were directly

a"mgod by the exchangs deprocistions The powseful intmauond
finmnciel Group centesd around the houss of Rothechild clossly obewtved
the econnnic and financial mltcy' of the BrazilisnGovernmsnty portie
cularly after the consolidetion losn of 1898, Finally, importers end
indistrieliste, uhoss intsrests conflicted for & rumber of seasons
with thoss of the e¢nffes plentsr, found in the t-wbnnm rogine an
opportunity for incrsasing thels political powers?

1 0. Tanni, Spissa.An. Ozazils Colusbia University Press, 1578, pe 10.
‘2 C. Furtado, The Sgonomic Growth of Bapzlls Pe 195
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Coftes poncy since the mua shous maorm diftammu with
" thst of the mim} 1&!9-'193&. ahnn intomuon .ta the &ufﬂt amﬁ&
wes dore umumay in the pmm.' xnmm. By contrast in
the FDM”O period when the intersets of the Gonrmmt cnd m
sxport mactor in coffoe dlurgﬁ. the Gwammt made Ms uichn pﬂ-
vaile 1n 1951 the Paderal Covernment took chargé of Bu:nlm caftes
ppucy. mmh tw:l ptulmly hnn mmcm by tha stau of sao vml.c:
The change in administrative lmm cane together uith an smrtmt
shift in Br;zs.um politicss Wheress the coffes planters had wxaroleed
mudnahu influence in Sgo Peulo, ths faderal mlazatratun undu
Varges sas oppuna to the ymdnw systom of Srazilisn politics ln
which the coffes elite pxty“ s lndmg roles

"Under tm rmm: government’s coffes utmtsoa pnliuy. the
pxanﬁnu iﬁhﬂn&a hawve besn served by ¢ stable mkvt. tut the governe
sent'e tanttau roflects Lts own offorts to sot a» a monopolist in
the internsticnal coffee markst mtﬁaung aupply anordiz o meran
the aconomy's foreign exchangs sarnings, In s certain ma;un thase
teo gosle - stabilising planters® incoms nnu mxia&ﬁﬂg ﬂ‘iﬁ mntty‘
axport m&p% from coffas have mm, In sons !'upwh hnmor
the mtueate of the planters amt the govsrnment have diverged ugni-
ficantly,*!

Tha pxanm; had traditionally santed en undnvalmd sxchenge
rate to ralos their cruzeiro earnings for a given sorld mapket pricas
Thus one of tho.msjor provielons of the 1906 valorization progracms

“
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was intsrvention in the foraign exchange mopket ts lowsr the sxternsl
value of the currency, This involved a deprecietion of approximately
30 per cent in ths midst of saptidly growing exports - & sove that
was considersd to be open exploitation of the consumeres, Coffes
policy in the mmm pariod on the atm hmd, had ah ovuvalund
sxchange rats in order to raise intmauanai cnffw m&m and
oaximize foroign exchange veosipts, Yhen international coffes prices
hat! declined by 60 psr centy the exchangs rate daprecisted by 40 per
- cent onlys The deprecistion of the currency, although w&ﬂm&ng tha
{mpact of fali in ptim‘ to sons axtent, induced the coffes platurs
to increase proguction and maintain »pmwu on the matkote The situe
t4on led to @ now price dscline end renswed depreciation of the
currency, contributing to further intshaificaticn of the orieis. As
the degras of duprsciation of the ourpency vas ouch smaller than the
fall in prices =« in a3 much as the former wes influsnced by othaer
factors = a point would clearly be roachoed where the loss to the
growers would ba large snough to induce them to sbandoh their plane
tatione,' '
Fusthormore, the government used its control of the foreign
sxehange nerket to transfor to the planters only s part of shat vag
recaived from coffso sxportss Under the soecalled "sxchangs confies
cation®, the coffes exporters hed to cowert thelr dollar swrnings
st an exchange pate considerably lower than the exchange rates paid by

1 Ca Furtado, Egunanig Srouth of Snazils |
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the importerss The recpiptas from the export tax wers used to repasy
the losns ratesd for finsncing of coffes stockss Thus the degres of
subsidiaation of the coffes sector had declined considerably in the
1930n compared to the pravious detate. . |
Given the changs in the political scenario two questions aries «
fizat, ohy dig Yargess goverrment continue the coffee _aﬁt@ﬂm
progrenne? Sogond, what were the ressons behind the political deciing
of tho coffes plentara? o
Lot mo take up the Aumd fegue Flrets ’ The grosing m_fllot of

egonomic interasts has alresdy bewn mgmau. On the ona hmd.i thare
was a conflict hoteesn the various sconomic intsrests, shieh primarily
took ths form of a comflict betwsen rupal snd urben mtarig On the »A
ather hand, the politicol struggles cere reiatsd‘ to the conflict
batween various projocts of modsynisstion, democratisstion and éeammze
davalopments’ At tho bese of thess conflicts tested the contradiction
botwesn on otonoriic eystan based on sxwports and a developing induaterial
econony, The plonters sers dealt alth en encrmous seononic snd
peychological biom by the 1929 coffes crisis, snd found it difficult
to gein an upperhand in their conflictss MMorsover ths economic
ceisis colooided with the political crisio, vize the rmmntmm
chaongs in the Covernment followsd the onsst of the ;Ezé_at mm:sm

- Tho ascelorated industriclization and urbanization mqetmd ‘tm '
nunbar of vaters beyond the control of the oldsr tural political

aschinoe and added new potential centres of powen.s.

1 Oy Tonnds gRaCAtas Ps 0.
2 UoHy Lﬁff. m Ps 28,
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Another important factor which led ts the desline of the polie
tical dominanco of the planters was that industrislization in Brazild
eaw the concenteation of coffes planting and manufsctusing in the seme
region, in the stets of Sao Pmilo.

The pettentape of coffes trasa in the state 0f 520 Pzilo in 1939
 s88 51427 yhile the porcentsgs of the valus of tndusirial ptxjodtwtzm
$n 1942 4n the state of Seo Paulo was 39.8, o

San Pailo 1643 S _ Q’az_

Source 3 5,7, velers, Industrislizstion in Gresil.
Betwoen the first decade of tho contury and tho middle of the

19408, tho state of Seo Peulo with its eroroous weight fn Brazilian
politics shifted "from the bastion of coffas to tha support of indupe
trial Lntetaata“,’ in the national arenas Thus the heord of the
péaﬁlw a8 g0 often in nodern Brazil's politics lay in Sen Paules It
vas ths “groming dissgrestent between thoos slewents in Sao Paulo who
deanandsd continuing governsent support for thie coffesebasad export
sconomy end thoss who vigorously urgod ths nsod to push Brazil further
~ end fanter tousrds Andustrialization, a-:o,d which would require fimm
govermment . inteiuanum in the mmmy.z B ‘

Givan the situstion, shy sss the coffes ssctor in Orazil adbls to
enjay the bonefite of the valorization prograsme even in the 1930s?

Considering thot Vorgss goverrment had come in nbpoait&on to the Sen

1 tisHe LO?P, gOscitas Do 20,
2 Pe flmg 20sgitas pe 95,
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Paulo planters' lobby, 1t is surpriaing that the 1930s ssw the dese
truction of millions of bags of coffes in en sffort to continue the
programms of stabﬁiui&m in prices,

In chapter three 1 have traced mut the economic factors which
led to the continustion of the coffes deatruotion progranme in the
19308, Hhot 1 would like to emphasise hers is that th ‘valorizetion!
programp had stordsd on the ha,sii of 'sming pnuttéai pragsaure from
the "Peulista’s No doubt the concept of eport~lsd grouth dominated
economic policy in Brazil, tut 1t vas tho planters' lobby which m
able to take adventapn of the situstion and msnomivre policy daecisions
in fte oun intorests #is Colso Furtado has pointed out tho distinction
botwsen tha *Ponlista’ lobby end the sugar planters wap that 4t was in
the former only that the producing and commerclial intsrosts had been
combined and thip gove the coffee magnates adsquats leyerege to protect
its own imaraata.‘

© During the 1889+1930 period the firet such mancauvre come in
the form of a deprociating sxchange rate which helped to maintain
incomo in torms of tha Brazilien curpency. Then ceng the *Taubste!
agreanant of 1906 and the first valorization of coffes bacause of the
steonp prossure from the plantsrs' lobby since depreciation wss no
longer & viable policy measure. The 19208 saw the boginning of ths
"Permanent defenzs" of coffaes prices ss well as a depreniating exchange
ratas Thers ie no doubt that thess policy decisions uere manifestee
tions of the dominance of the Sao Paulo planters' lobby.

) Ce Furtado, 20agites Pe 125,
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Howover tho situstion had altsred to & layge axtent by 1930,
Coffos plantare hed lost some of thely political popay and wers no
longer in e position to dictats the courss of developmont. Vargas
cena ta powsr by challenging tha very Mﬁ.tiﬁnvnf 580 Paulo coffes
interests, 1930 mnznuon Judged &s o cxun p!mmman was progos
minantly a bourguois movement ehich sould in time tuen merendngly %o
dofend. the interasts of the groaing urban and industeializing middle
clessy but despite ite early promises, it had still to defend this
primapy source of the nation's weslthy tha coffes stonomy centred in
Sao Psulos This wes made all the more necesaary and urgsnt by the
smlling sconmic crists internstionally end the collapss of coffes
prices, so that Vargas in his sarly years had um- chance to intro-
ducs substantial changes in the socisl snd evonomic structurs of the
countey®, ! 4 | .

The defense of tho coffes sconosy by Vargss' Govermment srose
out of the economic eituation in Srazil et the boginning of the depro-
sefon, ,Pplitieal factors no longer played a deteraining role. The
industrial structure, Anspite of growth Weme Shmm  spmsm botwoen 1914
and 1917 had virtually stapnated during ths 15208 since foreign goods
- from countplos in the process of raconstruction wers much cheapse than
those prad\:‘:r:ad donestically. Heavy indttstry was conspicuous by its
" shasnces Even the path of importesubstitution development would be
constrained if faraign exchange uas not cvailshle for the developoent
of koy industries.

¥ . Pater Flynn, go.gites Pe 61,
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foreign debt payment constituted s heavy turden. Tha depreciom
tion of the currency shich gave de facto protestion to ;nmutty' and'
to the coffas economy wap besically designed to maintain the valus of
sxports ot o fairly highlevel, Ilmport substitution was mt: ons of the
wejor aims-of Vergas' Governmont, but "intensificstion of pmg:m by
diversificetion of agriculture, a ganoral plen for mxupamnt of
railuays end highuays for the whole country end a policy of intnﬁmmal
mpataﬁm”.i vara the banic economic programmes wom&ﬁd to the
panple in his first addreses Thus matnuma of the axport sarnings
was the primary concern of the Goverrment shich sasw this as the solus
tion to all cconomic problemes In other words Brazil wes forced to
depand on tha export esctor ss the inatmant for developmont, If
thie 1s accapted as the besic proaiss, then given the econonic situse
tion of Orazil et the end of the 1920a, valorizstion of coffes, &
product vhich sccounted for 71 per cant of the mﬂs sarnings in 1929,
was & logical corollary. Political pressure, which had pleyed the
detsmmining role in the edoption of valorization ss the ahbﬂ,luuot.t.
prograsme An Brazille coffes industry, hz& in the 1930s yhl&id ity
placs to certain sconomic faotars which ceme to determine policy |
deciclonss 1t ses tho immense faith in the concept of exporteled
growth wch\ continued to dosinate the ninds of the pou_,.cy wakere.

- 9% DeTs Veiora, "The Industrialization in Bazvul”, in Tol. Soith
and A Barchent (ade), i
The Dryden Press, Naw York, 195%, ps 47,
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To uﬁmatma the importance of manmscononic factors in the
fornulation of the stabilisstion scheses in the Indian tes industry,
it Le necessary to Iook into the ownspship structurs of the industry.
Tha follnuing teble shows mo disf.ztbuuon of screage undot toa anony

the various kmt nf mmp.

Yable 4,3

Proportion of ecreags

fs« Sterling Cas. controlled by Agents/
Seurslaries 82,93
2. Rupse Cose. controlled by Mamufscturing
Agentss
a) Noneindian 897
b) Partly Indian and partly nomeindisn 10.83
¢) Indien 0409
3, Rupes Cos. controlled by Mansging Agentes o
a) Indien 5433
b) Partly Indisn and partly noneindian 139
4s Controlled by Board of Directorss:
8) Rupes Public Ltde {Indian) | 8409
b) Rupse Pyt, Ltd, {Indian) 1438
t) fupes Put. Ltd, {non=lndian) 0,03
Se Propriotory and Partnorship concesnsd
a) Indian 2,96
b) HoneIndian {Rupee) 0,48
8) HRonelndian (Sterling) - 0450

s 1956,
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Sscondly thirtesn lesding agency housss in Calcutts controlled
over 75 psr cent of tha tos production in !ndia.‘

The Sterling intepests dominated about 63 per cent of the
asreage undey tens Secondly g malor part of Rupes companies uwere
contralled by managing agents, shich were the Indian counterpart of
the intspests controlling the sterling companies. ThersPore, as I
have pointed out bafore, the place of reglstration of a company nade
no differcnce to the dominmnt intepset group in the tea industey. It
covprissd of certain mansging agoncy housss and the persnt organisstions
tn Britasn, |

The Indian Tea Association wes formed at a nesting of Colcutta
fgency firma &n 1881, The oblect and duty of the lndian YTea Rsooclew
wm»Wthmmmiarﬁlmmmmm
the cultivation of tua in Indles However, the Indian owned tea
concerns cabe o have s agsaciation of thelr oun kncm as the Indian
Toa Plenters' Association, sith headquarters st Jalpaiguri, a district
in ghich ther¢ wers nany Indien owned ostatess The South Indien tes
plantations had their own essociation, the Unitsd Tes Flantor's
Associstion. |

All the three control schames in the Indien tas industey during
the intepwar period were initiatesd by ths Indisn Tes Aseociotion, In
1920 &t was the Indien Tes Associstion hich asked its mesbars to etop
Mng; The sacond atteapt ot stabilization in 1930, was aled unders
taken under the direction of the Indian Yes atmiaﬂo;‘u 8oth were

1956, pe 25
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voluntary, both ineffective, and soon broke down in the ssnse that
the prices started declining as soon as the effect of the control
schema was feld on prices end incomes and production n:gnndad once
sgein to price sipgnale. Secondly thass Lwo schamas had fatled to touch
upen thnu ssctione of the indystry shich were mw,n the purv&au of
the Indian Tea Assocsstion, |

The nature of the Intm;tional Taa agrmmt uf 19” wes quite
- diffarents 1t enconpsssed the entire tes industry through a leglslew
tive @ma The cay in ohidch the Indian Tes Anaciatioﬂwéc able to
wbjugaim the functioning of the Indien Tﬂnf}.h&lﬁﬂ to its own
interests brings out very clearly Ste taportence es e peliticsl prosssre

The Associstion wes interested in seeing that its mombors were
‘shla to maintaln their incomes, Given the market conditions the only
eay to raise prices in the London market wss to curtell the evount of
tea. exportsd either by rntmung production as did the Piret two
~ schemes or by providing for swport quotass The sxperionce of the first
. teo gchemes hed shoun thet oncs the prices were remuncrotive ell sece
tions of the tea industry sould bunefit from it and would resot by
inocreasing production through cosrssr plucking in the short run snd
axtend the acresge undur tess The lstter sepresantsd a furthor pressure
~on prices in the long mme Therefors restriction of production under
the directive of the Indien Tea Association would ultimately go ageinet
ths interosts of the dominant ssction of the tea industry. In & psriod
when Indian capital was entering the indtstrial gsctor in Indis and had
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made soms headway in the tes producing arass of Bengal, voluntery
rosteiciion achmway‘ inttiatad by the Indisn Tea ham&aﬁm; conati=
tuted a threst to tho domination of foreign capital in the industey
since Mmeanures taken by the Indisn Tea Aesoctation failed to include
the Indien owned estates, but at ths sszne time berefitad the Indian
ouned estatss by inftiating a recovary in pricess ‘

1 ons considers the two main conditions of tho Intarnotionsl
Tew Agrooment {a) allopation of axport quotas with roference to past
export performante end (b) ssvers restrioction on extension of acreage,
its impact on tho industry s quike obvious, Firstly, it provented
the entry of aow cepital ond sewondly, it dincriminated spainst relee
tively newar plentations yhich had not attsined the pasik of production
and tharefore exports Thirdly, since the Ageoement lald doon conditione
to regulate production through restriction of acresge undor tos, the
axisting plentations could alvays incresss production through incrsase
in pmwauvity}

Givan the sloming down of aterling Snvastment in the 19208, the
Intarnational Tea Agresmant was unduly biased sgainst Rupes investoent
and particularly deteimentsl to ths interests of Indian fnvestors who
ware trying to enter the industry. The following table shows the
changes in tho structure of cepital fnvested in the tea industry over
the period 1900 to 1938,

| 'ﬂviﬂgchﬁi Rapart on the Supply of Tess pPe 23
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Year Total " fReglstersd in  Regietered in

_ (7000 fu) UKy ('000 B) Indis (000 f,)
1900 460,000 43,078 20,169
1919 340,000 219,086 68,994
1920 350,000 | 278,873 74,427
1928 | 480,000 | 360,000 .. . . 120,000
1930 530,000 397,851 A3z,14
1938 499,790 | 265,960 432,830

Source § Mp Basu,

Rupos cepbtsl which had increased by 61,9 per cant bstwsen 1920 and 1928
shoss stagnation in the 1930s, |
Thus the Intornaticnael Tea Agresment resulted in a conflict of
- Anterests botusen forsign capital end domastic capitel. | To vhat extent
the Agresmsnt was & result of the sntagoniss of foreign capitsl towards
domestic capital 4n e pericd shen thers sss a crisie in the tes mevket
and a deliborate policy to kill sny competition from the Indian capte
'~ talist cless con be fade cleer if one looks into the procedure in shich
the Agresnent ues dade offective in the Indien contexte
Rothermund, in & paper "Bnitﬁh foreign Trade ﬁdiici in imﬁ;n
durtng tho Great Dsprossion, 1929+37"' has srrived st the following
conclusions bessd on his snalysie of the correspondence betuwsen the
Indian 'fea ’Raasnxaﬁm and various government officisle on this Leaue,

1 The paper was presented ot a Saminar in Nesw Delhd,
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Rothermund arguss that inttially tho government of Indis officicls

‘ware extromoly acsptical about the pussibuuy' for an egrsenent being
"resched apong many conflioting intersets. Thersfore they went along
eith the plans which scomad objoctionabls fron the viewpoint of

diborad doctrine, procikily. - because these plans wers expected to

falls Howsvor the toa lobby ues soon able to confront tha govarnment
oith & sucosssful zefazendm stong tea producers and it cubmitted a
complets schams with spscimen fores etce The governnent uss elso
informad thet the othor govermments conaernsd cere already sbout to
fmplecmont the respoctive messurssy Rothermund writas - #*Ths Commerce
Sectatary to the Goveraent of Indis, Tods Stewart, uho uas othevaise
8 most articulote dePendur of the faith in frse trads, had obviously
been brainuashed by the tea lobby and advogoted the moasures, consoling
his colleaguse with tho vomark thet it way anyhow too late to object
to it," HNo time was givean to even droft a bill for this puspose.60 a
mﬂﬂuﬂm under tho Soa Custome Aot wss iscued in ordor to stop the
export of unlicenssd tea, whilo the licensing wes left to tho Tea
Aseooiation which than assused quasiegovesnmsntsl suthority. This
CoMpe 88 8 wmr&és to many sincs ths Sea Customs Act was not moant

to cover masaures of thie kind that waro not backed by apacific logipe
lations Hfothermund pointe out « "But in this case everything was done
in order to mts m mighty Beitinh pressure group which demanded
this meesuros Most of the officars in tho various depertmonte of the
govornment of India which wers umcmﬁ: with this msuujrs falt very
mfutb;bln shout ite Thay knsw that thoir oritics an_;:m fomediately
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point out that euch msasurss wers only edopted whan nonelndien
intorasts were at stake and they thought of the lame excuss of saving
tho few Indian estates chich had recently cess up end which sould have
‘been the firet to go bankrupt 1f such msasures were not’ adopted,”
‘fﬁa neturs of wn protestion glven by the Tes Control {;e!; was quite
obvious shen 1t losd ita: character as a temporary support schama,
After being pacsed in 1993 for five yours it cas Q.nmﬂud in 1938 for
snother five yoars, |

This the Toa Control Act of 1933 use passed under strong prossurse
feom the foraign interests in the industry. It wes s ceasure shich
had bosn initisted by the plenters’ lobby, Evan the elaborats plens
of hos to fmplement the Internationsl Toa Agresmant had beon drawn up
by this ssctions The Governesnt messly acm in response to the
desands placed by the tes lobbys -

fccording to anmm « "The suiftest act&m was telen in tha
coss of toe and in faot, the governmont was quite eurprissd by theway
of Ln ehich zti hands 'm forced by the possrful tes lobby ehich
operated very sffocuvily both in India and in London end et the
intaenational mnx &s wall, Indian interssts could have nover dreaved
of gatting thmm dore by m Government of Smﬂa al; this amazing
spestds FPrinciploes ﬁuis gquickly ebandoned in this cm:"‘ |

The dore surious aspect of the control schoas for Indian cepitel
wse the resteiction on plenting of tos bushese Indian capitel was not

1 Rothermund, Doeglty
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only prevonted from compating in the foraign mapket, but was prevented
by the fict feom taking advantags of the growing donestic markets An
attenpt cas made in 1933 by the Indien Tea Association to get s
refersntum in support of a stheme dasigned to limit production for
sale in Inite to 12 por cent of sach estatss bsst ecrop basles It won
tho support of 93 per cont‘nr the industry, Thure sas strong opposition
from ths South Imdien United Planters' Assocliation eince the gardens
mmm! by Rupce interssts in South India were mpa:atihly young and
had not reached the cptimus level of either production or scresge
under teas' Tho Indien Tes Associstion esked for lepisletive effect
on this scheme, but it vas turned doen, partly due to the strong
opposition from the United Yes Planters Aesociotion. that omerges

as an intarsating point in this context is tmt ths dominent tea
intorasts which in the 19208 had not besn willing to sell in tha
mﬁ-uw tarkot ot "it wan nﬁt perofiteble,” now tried to set prices
in the Indion market at an artificially myi lovel by limiting produce
tions The foliowing table shows the differsnces in prices betwsen

the London markot ﬁﬁ the domestic markots

1 Ps Griffiths, Q0aCites Pe 198,
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Table 4.5
Yeor afmim price in Average price in
' London market Indian mapket
Bsy AP, B A. P,
1933 9 o7 4«40
1934 Bew9 Se2
1935 s 4» 10
1936 03 d=8
1937 itea 49
1938 Gw? Y R 1

Source 3 Inyaator's dndia Yescheoka,

Laatlyy sven the chanpus shich were made Sn axport quotas in
particular yoars in respones to the price movemsnts in London, affected
only the axisting plantations snd helped to maintain ths exieting
balance in the distritution of tea output amsong the v-g&oﬁa typos of
ounerse The only eay Indian capitsl could enter the induatry cas by
buying out plantations cwnst! by British interestss This kind of
transfers mm’zmaly to take plete only in the case of astates which

wers lose profitabla,

i

A study of the operation of political pressuroc groups in the two
fnduatrice edll not be complote unless a refarence fs Mmade _to exchange
policys 1 shall now axamine the extent to uhith exchsnge policy was
influenced by the planters’ lobby.
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The exchange variations in Brastl during the coffes cycle exhibit
a strong corrslation with im pﬁén varigtions in coffeo. A study
By 3.P¢ Wileman of ths latter half of the ninstosnth century epesks
of the mh of the price of coffee as 8 deterninant of the exchange
pote, Uilemen obgerved that botwssn 18611864 am! 1065=1889, the
sverage ﬁﬂce of cuf?nv:docuneﬂ and so did tm =n_vovu:m;rvgw rates in the
18704875 period the averege price of coffec increased, gﬁeuung
2 recovary in the oxchangs ratej in the 187561888 period the exchange
rate deopped sgsin es prices fellj and finally in 1886~1889 the
oxchange tete recoversd Pollowding a recovery in coffes pucqn.'

In Pdot the exchangs rate in Brazil bocene the mast importent
instrumant of countaranting the wffect of falling prices on c;effet
incomsss UWith a reduction in prices of exportsd products - coffan, in
this instence camg s trond towerds & dm'p decline in the sxternal
buying powse of the locel cuprencys Ths dscline ocoured sver before
the dissquilibriun had materislizeds A mere forecast of sn iepending
disequilibrium was enough to start s race againstthe sxternsl value of
the curpencys Thus depraciation of the Srazilian currency bocome the
- tool for naintaining coffes incomss in tesma of the domestic curroncy
a8 prices of the international market declined,’

The process of deprsciation rssultsd in & trensfer of incoms
fron the great mage of consumevs. Sincs %0 per cent of tha imports at
the end- of the ninetesnth century snd the aarly tesntisth century

1 P4 Hiloman, Bpazilign Sxchange, Buencs Ailres, 1896, pp. 23448,
2 Furtado, gp.cites PP» 181482,
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conaisted by foodstuffs and textilss, the burden of the crieis wes
passsd on largely to the consuders

 The coffes plenters during the grester paat of ths interuar
pariod uu able %o dntmam the oxuhmgu policy to their own advan=
tage, as 1 have mentioned elruady, Homet after 193&. the saituation
had changeds Although doprecistion of the Brezilian curtency in the
19308 had brought soms sort of relicf to tha coffes sector, the doproe
sistion lagged behind the fall in internationsl pricess

In the case of the Indian tes industry on the other hand, ths

movensnts in thu sxternal value of the rupse remained cuteide the
control of the plentere’ lobby. The 1920s saw an sppracvistion in the
external valus of the tupsse This was the period charastsrised by
the debate over ths stebiiizetion of the exchange vate et ® 6d, The
Currency Aot of 1927 provided for thiss ALl economic indicators
including trads veflooted en over valued axchange rates The value of
®xports showsd a declins.sheress ixports recorded theie peek lovel of
Bss 263240 troves in 1928429, sxports fall from then pesk record of
| fay 400,24 emn in 1928-20 to fe 311405 crores in 192637 and recorded
© only a slight inoresss in the succesding two yearss'

- The teas interosts in India were similarly affected by so over
valuod axchange reate, but wsres in no position to have any fmpasct on
. the Govornmenta’ sxchange policy, »
Thus thore was o fundementsl differsnce in ths zolo of the
- pressure groups in the two induatries. Hhile in the coffsas Sndustry
ths *Paulista’ was in position to influsnce the general oconomic policies

1 RuSe Kepurie, The Indien Rupes, 1967, pe $=10. -
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of tha Governmont and oparate it to serve their own interasts, the
Indian tea lobby failod Lo dsteremine the broder economic pollicy
neagures which affected the entire economy, |

v

The enalysis of tho precssding sections denands that a compas
rison be made regarding the role of political faotors in tho context
of the two industerice, On one hand there is the mono=grop wconomy of
Brexil dominated by large latdourmrs and on the othgr there is the
colontal soononmy of India dominated by foreion cepitals In the cass
of the Indian tea industry es well as in tho case of the Grazilien
coffes industry the dominant intarcsts seze able to detarmine econcoic
policies to & large oxtant, | "

Howsvar thore io & qualitative differcnce and thio arises out
of the pattemn of aconcolc dovelopment of the two countrics, While
Brazily even in the esrly 1930s, wae predominantely @ monowcrop ooonomy
centrad around coffes, tea wag morsly ong of ths major industries in
indie's export wector shich by the bepinning of theintersar period had
to cosniot with the desvelopment of modern industries catering to the
donastic markots The preosure groups cperating within the tea industry
assumed importence only sith respact to the ssonomic variables in that
particuler sector. The tes interssts were able to oaintsin tea prices
and incomes through stabilization sthemes and to Keop out competition
fron dompstic capital in thair own sphere. Howsver thsy were unable
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to mould the overall economic pslicy of the povernmant in their own
intorest,

Tha situation in Braxtil provides a starting contrast. The
votfes interests, through the ctabinz;m:m programes, wers sble
not only to effgct the stonomic variables like prices and incomes in
the coffes suctor, but usre oble to shapo the course of Brazil's
sconomic development,

In the pre-1930 pariod the stmilization of coffes prices was
directly the resuit of the domingnce of coffes intorosts as a political
pressure groups Howsver the ioportance of the decision making role
of the 'Pauliste’ in the sconomic devolopment of Brazil cannot be
merely confined to this preerevolution period, Through the stabilie
zetion of coffes prites the plenters wers sble to maintaln the pivotal
role nf voffes in Brazil’s economy, Thepefore, in tho 1930s when the
politicsl balance had shifted sgalnst the coffes plenters, the
industry continuad to have an ioportant role es the chiof economie
ssctor and this if turn vas ebls to influence ths economic policy of
Brazil in favoup of the mffta industry,



4 comparison of tho Mccaa' and Tailure of the control schames
in the plantation fndustey in Brezil and in India will either establish
oy hypothesss or rejact thems This chapter sill therefore bs deunted
to a comparative analysis,

The first section of this chapter will relate to the offect of
thess schemes on prices of tea and coffes snd aill investigsto the
causes vhich led to tho differencess This will reflect on the first
two hypothesss put forward in chnptté'am. : |

The nacnﬁd‘ section will dea) mith the question of the ﬁecmity
of control schomas in plentation sconomics and thersfore construct a
proaf for my third hypothesis. |

1

' Table %8, makes u comparison of ths price cytles in tea end
coffes in the interuar yearss Disgrem$ .1 shous this grephically.
Thore 15 a broad similerity in the price movements, Howsvsr, the
fluctustions in coffee prices -én such more violent thon the fluctus-
tions in tes pricess The cosfficlient of veriation ?o#t::iau ie 0,28
while for coffes prices it is 0.dD,’

1 Tho cosfficientes of variation have beon worked out on the bagsis
of dats given in chaptsr I-in table 1.4 for prices bstween 1919
and 193%,
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four observations should bs noted in this connsction, First,
both tea and coffew prices reachsd sockbottom in 1920,

Second, aftor 1921 both tes and coffes prices started increasing
and in spite of the flucmﬁlo’m( there sas 2 mmo 1928,

Third, the l.ahé 1920e end the early 1520s qa&_-n sudden snd sharp
| decline in tas and coffue prices. ,
| Fourth, after 1933, shile tea pricss show & definite Pecoverys
the decline in voffes prices contiruws. In 1939, a yau in vhich tes
. 'pricas ware approaching tha lsvel of the 1920s, coffes prices collapsed,

Lot me take up the obssrvations one by one end look for causal
explenstions. _

The slusp &n 1920 ean be attetbuted ta the collepss of the boon
during and imnediataly sfisr the wars Dutlng the war the contract with
the Britich CGovernnent to oxport s cartain proportion of the Qf.ltwt to
8ritain hed provided a guarentwec market for Indian tea producors end
this encouraged coarse plucking end oxtsnsion of ecrsage under tese
After the uar the Britieh Govermment decontzolled tes end released
6549 million kgs to 76.8 million kge of stocks sarly in 1919, 8y
'aacembe: that yoar stocks had further incraased to 92,3 million kg_n.
This 1od to & tremendous pressure on urim; |

in Orszil on the othsr hand, the loss of l:me:el American markets
end the pestriction on imports by allied povers during the war hed
rosultad in o problem of excess supply end the gcvamt undertook
a progrenme of velorization in 1917, ‘Houever, the years 1918 and 1919
saw a sharp fall in produstion, and output ma§ lousst eince the tuen of
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the centurys Thorefore, vhan with the end of the war demand shot up,
supply failed to cops up with it and the valorized coffee vas sald at
enoresus profits in 1919, Oy 1920 the slituation hsd changed againe
There was & large output and this together with the relsass of stocks
held during valorizstion led to & slump 4n pricess
The recovéry of tea prices bagsn with the control scheme of 1920,
Individual reduction of output must have worked quite well since elle
Indla production declinsd from 345,000,000 1bs 4n 1920 $o 274,000,000
1bs 4n 1921.' One thportant festure uss the improvesent in the quality
of tea through finer pluckings The control schemc effested the supply
“of common tes shich formed the bulk of the exosss supply and constituted
the dummane pressure on p;;tcn. leuunn of plunklng conumw to
remain a paet of the Im:uan tes £nm.m for the wﬁnr part of the
19208+ This sccounted for the bocu in tea prices in this period,
The 1922 crop was actuany Pughor thm that nr 1921. But it was

- fych lems than the average ahnual p:aducuon of 1915«20 and careful
Plucking maintsined qualitys The chairean of the Indian Tea Aescciation
Garnad the induatry egainst any return to coarser plucking, but edvised
incrussed production in order té pravent prices from rieing too hich
. and thersby reducing emmpttan.z In 1923, though production incressed
tremendously, pertly as a result of coarser plucking under the stimulus
of high prices, there was o sudden eputt of demsnd from the U.SeA, and
soms other countries end price incrsassd further. In 1924, both produce

1 P. Griffths, The Higtory of the Ingien Yaa Induateys Pe V79.
2 Jbide |
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tion and prices gere maintained, #At the beginning of 1925, stocks in
tho U.Ke wore in excess and prices began to fall, fccording to a
report of tm food Council, ths downsard movement was sggravatsd by
the refusel of large quantities of common grade tea p:?ducpc, by cosresr
plucking ss o yesult of e temptation to increase consignments shen
prices wsre m,gm,‘ In February 1929, th- producsrs decided tt_i _iustﬂct
_ offaringt on the London auctionss In Soptembor the Indisn Tea Resocies
tion sought to introduce regulation of productions Thess together with
adverss clinatic conditions helped to support priceds. In 1926, though
indtially hhera vae m plan to restrict pwmeﬂnn, in the middle of
tho ym ﬁz appund tm the orop would be vory hsavy and the Indien
Tea Aoanciation recommendsd that plucking should be distontimsed Proo
20th Movesders MHowsver, the restriction was not very successful end
final oubtﬁ‘rri éaa en gll uua record of 353,000,000 1ba,. 'Ffriceav deoe
' linad; By 1928 stocks in the UK. were high end lsss top uas exported
to Britain, Out-merkots took more then thalr ususl quantities.

Thus the price boom of the 1920e wos & result of the control
achere introduccd in Hovembor 1920, which remainsd an instrument of
control throughout thie pertod, '

in Bcazii coffes prices ranafinsd oxtronely high upts 1928. The
recovery of .prlcos started oith the velorization gf‘ coffas &{n 1920=21,
Tho Fodesal Governmsnt bought up 8.5 million bage of} coffen. -This was
succeanfully marketed in 1924 when pricss vers very high. The euccess
of 1920=21 kala:&zauon can be sxplained by the relatlvely smaller crops

1 Jhides P 160,
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in 192122 end 152225, One distinct aspect of the valorization of
192021 was that unlike the Pirst two velorizations, the third grew
out of the posteuar depression and deflation of prices rather then the
difficulties arising Prom bumpor, crops and sxcessive productive
oapwiw\ﬁ‘ In 192021, Brazil's production had rﬁtuffled to normal and
et the save time tho postewsr price boos collapseds |

In 1923, the govarmeont adopted walorization of coffes as e policy
fessurs 80 that it could becone a perdenent sspoct of the industry. The
nosly established Sao Peulo Coffes Institute spent ite firet tuo yoars
in perfecting the sochanignm ﬁf controls The firat real test of the
schome cana with the bubpor crop of 192728, Othsr states Pollowsed
Sa0 Paulo in valorizing coffess Thus the support to coffes prices came
from the control schome. Sotwsen 1921 and 1927, as in the case of the
Indian tea industey, Orazil was succesaful in malntaining s boom in

coffee prices through ths staliization prograres,

Ap the recession in sorld economy etarted certain developmsnis
within tho plantation industries coincided with the world uide deprss~
sion end prices doclined drasticallys The most isportant indegerous
factor for both the Iﬂdlan tez indugtey and the Orazilien coffes
industry was tho etimulus provided by the price boom to oxtension of
aree undaer production. flone of the control schames provided for
restriction on plantings In Indis eoreags undsr toa expanded at the
rate of 2 per csn@ por y‘aar.g In Bpazil) for a 18 par cent rise in

1 VsDs Uickizory Ihs Uarld Coffee Economy, Food Research Institute,
Stanford, ps 142,

2 Po Griffiths, goaGitas Pe 181,
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pricos batween 1924 and 1926 production increessd by 35 per cent bstween
192526 end 1929-30. the highost inorsass in rmorm to prics change
sinco the 18830. Tho following table shows the responass of production
to prices botweon 1886 and 1930, " ‘

Table 5.1
p3d kude Ingreass in £
and Srazilian Production
" initiel riss in prics 5"”‘:‘;“@:&3‘ i aeese (8/A)

N (.} ) , ——— —i8) .

Pariod % Ancreass Period £ increase
1686 to 169395 42 1896 to 19130-01‘ 40 0,96
1910 to 1911=12 30 1913 to 9918 19 0.63
1919 to 191920 23 491819 to 1920-21 19 0.83
1924 to 1929‘25 W 1925«26 hu 1929*-’0 5 1.94

Source 3 Fafa0., Commodity Bulletin Series {1951),

Given tho lag batwsen planting and production the effect of the price
boon on supply cano to be felt towards the and of the decade. Thie
constitutod, togother with the etocks held in interior Brezil es a part
of valorization, & strong pressure on pricess

At tho same timp tharo uvere csrtain external factors ghich vors
of immedints importances In Brazil the artificial boom in prices hed
attracted cassive foreign losnss Advancos uere mads sgainst the socurity
of tha current velup of coffes stocks rethsr than on the growsrs' octual

newds, Forelgn loans servad es the basis for expansion of monoy wpply.’

k| Furtado, Thi |

1963, p. 201,
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The planters, facsd with an incroased money income and lowering of
‘costs of production in a eitustion of bumpsr harvest, ecrested an
inflotionary situtions This given Brazil's sconomic structure, found
an outlot ,tn‘aﬁ $increased domand for imports. |

The favourable exchenge aitustion had.led the g:;wrmmt to
evbork on s policy of convertibilitys As soon as the crash occureed
in the etock mosket in the UsS.As in Octobsr 1929, convartibility was
vead by foroign capital teying to fin Brazile Tha prospesct of sscurs
ing naw may to finance the stocke and subedize the plantors was
extrenoly pour; Thus the criels in the eo?fee agonomy can be traced
‘to thras factors = firet, the bumper hatvests of 192728 and 1929=30,
, which creatod an oxcssy supply of 29 aillion bagm’ Setond, the '
depression in the international atock market and the dialp#urance of
metallic rossrves from Brazil and third the onset of the firest Deprese
slons It {5 extromaly anmmm only recession {n incomes with
ths onsot of the Gmt-bmeasim detsrmined the decline in prices.
It was no doubt one m’ fectors shich mntributud to the med trond,
Howover the decline in prices uas gtarted by supply factors and the
crigis Vrnm the damand elds wes eupprimposed on this trends Ouring the
deprosgion theo pri;oé pold by the consumsr deciined by 4G per cent
without any marked change in consusption, At the sane time, prices
paid by the Americen consumss declined much less than the prices paid
to the Brezilien producarse It was ths middle men who gainsd out of

the waankness in ths suppliors' position, thile prices paid to the

1 VoDs Uickizer, gnscilas Ps 182.
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producers dsclined from shout 22 conte/ib in 1929 to 8 centa/1b Ln 1931,
the aversge pgri.cs paid by the UsSe consumer declined from 47.9 cents/
ib tn 1929 ao}z.é cants/ib in 1’9:1.‘ Calgo Furtado has pointed put
that thie argument that the price affect would have snnulled the Sncome
| offact = that 46, the inceease in consumption caused by the deciina in
price balenced the mp in cmmumy brought ebout by the contraction
in income = ie folleciouss I the 1934=1937 period of incroaes in ine
como, prices paid by the consumer maintained thelr downward trend, with
a figure of 24.4 conts/1b boing zecorded in 1937 as compared with 25,5
centa/id in 1933.. There ware thus two positive offects fron this point
of viow of increzsed congumption = a rise in resl incoms per copits
and 8 fall in paicess Howevory conmmption pematned slmoet unalterad,
baing 15,1 1bs, por capite'per year in 1937 as compsred with 13,9 in
1931 and 125 in 1933,° N :
Coffes prices, boing fumsntauy dependent on the pattern of
supply,- continued thus through the thirties without ghowing any results
of ths recuperation ghich statted Sn 1934 in tho industrinlized countries.
After dropping ‘to.th;eiz lovest point in 1933, international coffee
prices Mainéﬂ unaltered until 4937, after shich thoy declined otill
furthsr in the last years »cf the docetdas According to Furtado this
great stabll;tyuf coffee prices, shic remainad ot cuch a depressed
lovel throughout the 'thirties, is highly significant, The economic

1 ECLA, Copacity of the U.5. to absorb Latin Amsricen Products, 1951,
2 Furtado, gRstlbes Pe 203, |
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eecuperation botwsen 1933 and 1937 trought sbout a gsneral increass in
the prices of primeey productse The prics of sugar for instance rose
140 per cont betwssn 1933 and 1937 and that of copper rose a little
more than 100 per cent in the seas parlady yst coffes pricss in 1937
vere the same as An 1934 and lower than in 1952‘;1

‘Therefors one can conulude that the crisis in coffes prices efter
1929 was privarily a resylt of excess supply gensrated theough the
valorizetion progremms, The flight of foreign funds uhich epgraveted
the crisis was also & consequence of the vdoéxum of nnffaé.” in
othor words, attempts at mzmum mﬁmﬂim the crisis in terms
of prices end incomess |

The slusp Sn tes prices uhich begen in 1929 wes & romult of
increased pmﬂﬁcuoﬂmmgh sxtension of scresgo and coarsey pxﬁcklng.
Tho sll~lndis trop in 1924 was 29,000,000 ibs greater than the crop in
1928, The stabilization progrosme undertaken in 1930 ces Iq;nnhad
with the cooperation of 75 psr cent of fiorth m&m produssrs and sith
similar support feom South Indis, Csylon and Z’ndoma:ia. ‘ Howevor, |
Indonesia failed to fulfil her commitments to the agrmsnt and the
reduction of 41,000,000 1bse 4in North Indlan ciop,’ did not remcn ‘
stocks to & proper lovels Production in 1931 was unpestricted, Exports
‘fron Indonesia incressed and the potential threst nf‘a. further increase
had s sericus impact, Jndisn production in 1932 was about 40,000,000
ibe in excess of that in 1931 ond rsached a lsvel nquax to ths record

t  Furtedo.20agitss e 208,
2 Griffiths, P, m’ pe 188,
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o8t in 1929, In the facs of s sorldwids depression it evomed extremely
unlikely that consumption could increass to sbsorb the sxcess production.
Pricos slumped almopt to the level of 1920,

The upuard movement in tea prices bagan with the International
Tea Agresment, Even in thess circimstences it hed besn iepossible to
obtain support for m&aﬂ&n of production aa distinct fron export.
that conteibuted to the sustess of the Tes Agresewnt in relsing prices
as in the London market was the development of the homs market chich
provided a pillar of support to the Indian tee industry. The stsbili=-
zation achemp oporated msinly through regulation of sxportse The excess
of production over sxports could be channsllized intoc the domestic
merket which was growing oxtremely rapidiye The supply of common tes,
which was the dominant influsnce on prices, had & large outlet at homa,
Therefore through ths devolopment of ths domestio market e balence
could be mintazmﬁvbﬂm demand end supply in the intsrnational narket,
The Indian tea fndustry had Pound s solution at last.

The most obvious question that ecomes up is vhat led to the diffe-
rences in prics movasents? In other words, what werve ths causes of
the differences in the impact of stabilizsticn on the two industries?

To compare the responses of the prices to the control stheme one
will have o 1otk into the prics deteraining power of ths producing
countrias under considerations The Pollouing tables show the shars of
the Indian tea industey and the Brazilisn coffes industey in the rese

pagtive export marketas



1927 40,1 25,03 15,90
1926 39.02 2,67 16,70
1929 39466 25,99 16450
1930 40414 26412 17,72
19N 58424 26,97 19.19
1932 39,46 27,10 18460
1933 43,63 25,47 16,69
1934 38,69 25,35 18,40
1933 39496 25,23 17420
1936 38,97 25,02 18,12
1937 35,58 24,22 18,89
1938 36:15 25485 17.49
Sourcs & Vebs \ickizer,

tion, Food Research Institute, Stenford, 1944,




Year % share in ¥ shars in
i Exports Production
1920 63,1 £4,70
192 62,08 62e0
1922 6206 55,73
1923 €5.84 61,57
1928 62.M 60,08
1925 63,11 58,27
1926 60,7 59,84
1927 52,82 e8.18
1928 57,86 82,10
1929 59,84 69,11
1930 59,34 56448
1931 63,90 £8,52
1932 82479 58423
1933 58,73 68,99
1934 96411 57477
1935 56,74 57426
1936 51,38 61.97
1937 48,04 60,88
1938 $7.03

61,10

Sources V,De Wickizer,

Institute, Stanford,; 1949,

!

f.

s Food Ressarch



' e Dther Lahe |
Yoar Bnm Colundis Countries mm
192125 - 61,78 5&’7 : 25139 ) 2&32
1926030 64456 BuT? 9728 2.66
193135 62+ 10,2 10,77 TS

1936~39 58,93 19.25 10477 6433

Bource & FAD, Lommodity Bullentin Serxies, 196%s

» — - T Deher LeRe N
Yoor. .Bra:_u» Cowa Counteiss ‘am:s_-
1922+26.  63.06 9488 18,77 2406
1927-31  60.84 1121 171 338
1932-36 55,03 . 43,42 48400 6470
1937040 53,52 . 15,48 742 8489

Source + FAO,Commadity Bulletin Servies, 1961,

!ndla.}_ though the Jargest producer end axporter af tea gae not the
monopoliat in the world markets Caylon and Indonesta along with the
Indian industry mot more then 80 per cant of the world denands Given
such & structure in the expark market, India uss not in a position to
determine pricus by hersslfs Nor was she the msrginal determinant of
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pricas, It was the supply of common toa which sot world prieaa/ ghd
no particular country alone was responsible for the production of
common toas Therofore, the ceisis in prices effoctod ell black tea
producing countries in s cioilar way.

Brazil on tho othor hond was the monopoly producer end oxporter
of coffes end socondly, the demand for Brexilian coffes was residual
in notures Ths advantage Orezil enjoyed ovor othor "mild" producing
countries was the price difforential. B8razillien coffeo could bo bought
much choapeps  Tho maintonance of coffeo prices ot an artificielly
highor level reduced the advantage Brazilion coffes enjoyaed ovar the
“milds.” Thorefore tho intsrwar years sew largs eoale substitution of
Brazilien ocffoo with "nilds™ as can bo soen from table Se3.

Given such a situation the crisis in tees pricos brought tho three
major tea producing countries tngathér in formulating a comprohensive
plan for the maintensnco of prices and oxport earnings. This culminoe
tod in the Intornetional Tea Agreamont of 1953

The other side of tho picture vas quite difforent. Brozil's
probloms were not ehared by her compotitors and Brazil's solution to
tho crisis in the coffes sector had to smerge in iapletion from the
roest of tho world coffoa poonomy as I hovo pointed out in chapter thrso.
In foct the latter found situations to tholir adventage end oxpandod
thoiy corkots ot Brazil's expensse Coloo Furtado writess

fothing could pravent the policy of doPonse of prices

from encouraging coffes grouing in other countrios

with lend and manpowsr evallable under conditions

siniler to those in Brazil but less esdventageous. For
Brazilian producers to rotain their status as holders
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of semjemonopoly, it was essentisl to keop prices at low

lovoles Yhan producors toolk: asdvontsge of the semienonow

poliotic oltustion to ppotsct pricess thoy thamsolvos

wers deatroygng the very basis upon which thoir privilego

vns foundads,’ ‘ .

Tebles 5,4 and 9.5 vill show that ohile Brazil wes able to magne
tain to a largs extent her share in world production, sho lost e large
part of the market to her compotitors, espaciolly to Colunbis, o mild
producing countey and to Afpice. _ |

On the other hand, Indis's share in the uorld market declined
very little over tho interuar period, as con bo sgen from taple Se2e

Thorofore the difforence in ths ehare of the wrld markat for
toa end coffes by tho respective producing countrice resulted in the
differsnces in the fmpant of the otabilization progrennos on pricess

Hovevers the most importent rsason behind tho success of the tee
industey and the failure of the coffoe industey in stabilizing prices
was the naturs of controls ihile tho tea industry sought to attack
this problem from ite rooty tho valorizotion schene was only postponing
the solution to a !'ututtf date, The regulation of oxporta to the teo
markot was dme nainly ﬁhmugh rapulotion of produuuuﬁ. Plucking
boceme tho main instrument of rogulation of outputs Secondly, uith _
the Intornational Tea dprecnment, restrictions wors lald doun on extone
sion of acroagos

In the niddlo of 3931, chen overproduction becems obvicus, the
Indion Toa Aasociation Lolcutta, suggestod theloll furthes namfactuﬂnﬁ

4 Furtedo, ooscibss Pe 200,
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should be stuppéd and tho gathored leaves should bo dastroyeds, The
London Conmittes of tho Indian Ten Association, turncd dogn the pro=
posal soying that it would only moen a postponment of the ultinate
¢loaring up of tho ghols situation regarding o&arpﬂodu&t&onui
; In Brozil eeonomic as woll as political Pactors coused the policy
mckers to overlook this sspect of valordzations Under Breail's stebi-
1igation programies, ﬁantgpx cang to bo exercised anly over markasting.
Production vas loft to findg 1ts con lovols Hot only was D attompt ‘
nads to curteil prcﬂuetian; plonters were not oven étopped from oxpantde
ing ares undor coffge, The wdthholding of otocks lent an artificlel
-auﬁport to prices end the pote of profit continued %o b high enough
to sttract investment into now plentstions. Output in Brazil's coffeo
‘plantations continuod to oxpand at an unhindered rate and the prossure
on pricos in a markot uhich vas slready glutted bocens more snd more
ecutoe  Tho volorization scheno could oerely procipitate an intensie
ficd cricie in tho coffeo etonony in the long run.

The succoss or follure of a\aiabilization progratne ghould thoroe
foro be mosoured atcording to the kind of effect it will have on
- commodity pricés. in tho cose of ten end coffees $t will cgoentially
depend on vhathor stebilization of prlcas.haslbsen able to genorate
sone kind of o pornaonont solution to price Pluctuationsy in other words,
vhothor stabilizetion has boen able to solvo tho problem of oxcoos

supplys demand bofng a varieblo of sscondary ifportentes

1 P GeiPPtho, goecites Pe 190.
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Tho Brazilion sxpdﬂ.em:e g8 vell as the Indien experionce bofore
the International Toa Agresment ogke it clear thet stabilizetion proe
grammos aze nob ab);e to provide a pormanent sslution to the problem of
oxcens eupply in mternéuonal markets, whero :_:haﬂgss in domend are not
porticulorly responsivo to price end income changase This is partie
cularly truo chen damand ie concentrated in particuler countries shich
ars industrialized and énjoy a high standard of livings Stabilization
ean havo tup typos of zmpéct.,

Firat, L0 a2 oituation of diroct control over production, Pluctues
tions in prices will depond on tho control schems, In a poriod, when
contpol iz oxereised, prices will ronoin profitsblo, as in the cese of
the Indian tea 1n&mtry. Howaver, eny relaxation of control will lead
back to the problen of overproduction., This wes the experienco of tho
control schomes dovised for the Indien tea industry ;si:iq;-_.ao 4933,

Second, tho controi ﬁamama by glving artificiol support to pricaé
vill aggravato tho problen of overproduction and the fipax effoct on
the industry will bo much coro nagnifiod as vas tho case of Drazil's
coffce sconony. |

Therofora, Prom tho precoding enalysie it is possible to make
the follouwing genorslisetion = for o plantation crop which has low
prico end incone glaosticitios of docond, stabilization schones cannot
gonorate a pormanent solution o violent fluctuations in prices since
fluctuations are malnly dotormined by supply factorss Supply in the
cosp of plentation crops is responsivo to short run price changes

only cvhen prices aro rising, but its responsivoness to short term slumps
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in pricog ie extremoly limited, Therofore thore oxists an over all
trend tovards incrosse in production chen pricos are fluctuating.
fesponsivoness of damand to price and incoms changes being weskt,
attompts at prico otebilization will mopely postpono the orieis in the
goctor undor considorations This is my Pirat hypothosie,

Lot mo comp to my second hypothoais nows It is &n thie contoxt
that tho division of tha interwsr period mith'tﬁe Intornstionai Tea
Agreanont es tho point of referenco, becomos importont,

The essant&a; differonce betwoen the two sub=periods ie that
the donostic market bocomoas an impertont ocutlet for the Indian toa
industry only in tho socond submporiods I would like to establish o
causal relstionohip betwoen the development of the home market and the
succest of the Intornational Tea Agreements The Tes Agreomont digtine
guichsso ftself from tho previous control schemesin the sonse that for
the firct time the induatry uvass sble to depend on the homp market end
active sfforte maté boing mads to dovelop £t¢' flthough the oconoty
was still largely goarsd to the axport market, the domestic morket
had undoubtodly come &0 pléy an Lmportent roles It could be utilized
to tushion the sffoct of price slumps, This was one of the pajor
differoncos of tho Indien teoa industry vith the Brezilien coffeo
industerys Hhilo tho Indien naerkot had a large potontial for sbsorbing
gdditional quentities of eaa.‘tha Brazilien markot offored no such
outlot for the oxcoes supply in the export markets Thus ons arrives
ot ny second hypothonis o stebilization of commoditios prices cen work

out succosofully AFf thors exists a growing homo market, oven in a
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1

plentation economy geared to the export market shich has low price
‘and inconme clasticities of demand for the commodity concarned.

In this context it may be pointed out that given the structure
of demand end supply, stabilization of tea prices wes likely to proci-
pitate a groster crisis in the Indlon tea industry in the 1930e had
tho oxpending homa market not provided the necessary supports

ﬂowouaz'théra gould atill remain & nejor difference botuwsen tho
Indian tea industry and the Brazilien coffos industry in terms of tho
structure of the two coonomiess In the noxt section I shell try to
1ink up tho nccooseity of price stabilization in the particuler pector

and tho ontire economic structure of thet countrys

1

The concept of ewport led growth reate on tho thoory of compare=
tive cdvantagoe Economic developmont ie visualiased as a function of
Pirstly, the demand for tho commodity in which the country in gupation
onjoys comparstive edvantags in the intornotional market end secondly,
the forvard and beckoard lirkege oPfoots baotwesn the oxport sector
and tho &eot of tho egonony. The quostion therefore e vhether come
porativo edventage can be telten es a glven situastion, vhich can bop
accopted as the basis of en unhindared development of the sxport soctor,

;n tho preceding chapters it hos alrepndy been pointed out that
a grominp demand for primery products was relatod to a epecific oconomic

situation which prevailed in the nineteenth century and onn has slso
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sesn that thio is no longer trus for the underdeveloped countries of
today. In the vords of A.K. Cairncross @

The specialisation botwesn the old world end the new
was on a bascis that brought low coat farmors overssas
into competition with high cost farmors in Europo and
pave the davelopment of the nsser countrics the
lavorags of o large cost diffarentials The now
countrios woro in a vory real senss tho Prontiorp of
an older econonmys But the underdeveloped countries
of today are solling in a morsielastic market.

This ia for tuo reesons, In the first plete such
slapticity as thars lg derives from compotition with -
othor products not from substitétion for e similar
home produced commoditys The Cenadian wheat fermer
found it pasicy to sell his wvheat in the British
markot boceuce ODritich farmers wers able to switch
from graln to grass, but the only king of subatitution
that Brazilian coffec producers can bhenefit from is
subgtitution on tha part of consumers, Socondly,
oxports of tropical products bear e much highor rolee
tion to world output than axports of primery produce
feon temperate latitudoss The principal consuners
of coffas, rubber, sugar end eau on, lie outelde the
producing countries so that domestic derand 18
lszgoly unaffocted by chonges in output and price.
Conadien vhoat 4o o very small Praction of the wosld
crops A gluen increase in the Cenadien whoat crop or
in Cenad®s export of wheat involves, thorefors, o far
loss disruption in the world market than sn egual
proportionate increase in tho cultivation or export
of Brazilien coffee.t

Thug the growth in world demand for a large number of primary
products in the post torld ¥ar First period has boon constreined by
tho inclasticity facad by the producers in those narkotss I have
shoun alrsady hou the loo prico and income slasticities of demend for
tea ond coffoa tove rosulted 4in on oxtremely slow growth in corld
damand end how this hins boeon & najor factor in the process in which
pricos have bsen doterminod complotely Prom the supply side,

1 AHe Colrnecross, Lof Lyt [ \ L
Cairmorogs, fFactors in Ecummic Dwalopmmt, t.ondm, 1962, pe 21B~14,
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Given t;m atructurs of demond and supply of tes and coffes,
stablilization of pricos ¢ill necsssarily take the form of regulstion
of supply either through testriction of production or through control
over merkatings This means that the stshilizetion of commodity price
would gequires a alowing down af the rate of growth in ths export
ssctor, |

Let mo, at this point, rofer beck to chaptor one, to Keynes'

- argument that stabilizstion will emcoth sut short term fluctustions
end to Wellich's argumont that stabllizstion will hsip to divereify
the sconomic etructure.

Thus thors are twc slternative postulstes. Firstly, as a
logical porollary to the snelytical framsuork of thds rasearch sork,
it Pollouws t:hét. 1f & stabilization programme fo to be guccessful for
8 plentation éma&ty hav!n§ low m:umi« of damand, thsn the
rete of gmwth of the mrtu sector will not be sble to provide the
dynange force in the economys ’ |

Sacondly, stshilization, through ssaothing out short tun fluce
tuations will regult in a shiﬂ; in the dynsmic centrs away from the
plentation industpy. According to Haellich high profite arising out
of high prices tand to attract the fastors of production tovards the
export industey, |

Indsod 1t do rather interesting to nots that both postulstes
deny tha plantation industry the rols of the dynamic centre in ssonomic
developmonts Tho teo postulctes are, howsvep, fundamentally different.
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tWhile postulate one is & condition for the success of price stabilize-
tion pmrmlﬁ postilats Suwo is derived ss & logical conclusion from
the principle of price stabilization as put faorward by Keynes. Let
me thopefors cite certain historical facts to bulld up & critiqus of
the letters

Both in the Indian taa industry as well as in the Brazflfen
coffes industzy the stabiligstion prograsme gave an ertificiel suppsrt
to pricess. If one vefers to the graph depleting prics movaments, it
is quite clear that the control schemes did not smooth out fluctuations,
but malntained prices at an artificislly high level, This price level
offersd a promium to fnvestment in the plantation industey lesding
to chanelizing of additionasl resources into thes ssctor under s steble
i1ization programmes In othsr sords artificiasl gupport to prices
crested conditions for expansion of the sxport ssctor and/cn::ditzem
for sconomic developmant as Wallich would say. This wes the case
both Por Brazil's coffes Sndustry and for Indie's tes industrys There=
fors once historical developsents go sgainst Keynes' erguments the
basis of ¥allich'e argusent Ls eitomatically destroyed, Stabilizae~
tion of mmodttf prices through contrzol schemes doss not refer to a
situastion .m which short term fluctustions ere counteractsd, but one
in which prices ere mainteined at an srticially high levels The tern
stabilization is thorsfors a misuse in the case of tos and coffes.
It refors to a situation whero prices ars maintained at a level higher
than that undor normal conditions of demand and supplys through re-
guletion of supply.
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This brings one to postulate ohes Aas long as control schenss
provids an artificisl support to commodity prices invastaent will
continue to increass in the gector enjoying prics eupport, Thersfore
stabilizetion of 't.he price of the export commodity and slosing down
of the rats of growth of ths sxport ssptor are mutuslly contradictory,
sinco otabilization doos not result in ssoothing out short run Pluow
tuations, but provides an artificlal support to pricss. The cholce
15, thersfure, betewsn stabilization of commodity price snd expansion
of the axpuf!: ssctor and allowing prices to find their own level and
diversification of the econcbic structure.

Tha coffes industry In Brezil ia a cose in pomfu As long es
coftes enjoyod srtificial price support it continued to attract all
investible rsscurcess To svold the mﬁts from high prices from
being chanslized into tho coffes industry itself alternative inveats
ment mmuqs at comparable rates of profit had to be open to the
coffee plenterss Such an opportunity uas nonexistent bscauss no
othor sector of the econony enjoyod a defense machanism so that profits
could be maintained st an ertificislly high lovel,' Peicss petd to
the coffes grousrs thorefore had to be caintained ot & level capebls
of discouraping now investments. This itealf negates the necossity
of o control schems in the coffes industry of Braxils A diveraificas

tion of the economic structure emerged only vhen coffes prices had

_ becoms unrermtaratives

1 JsDe Ul,l‘th,‘ he
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A question arises = shat Ls the naturs of the difference
betesen the Indien situsticn end the Brazilien situstion? It is
basically the differsnce in the sconemic structurs vhich lead to the
diffarences in eonclusions.

In the 1920s Brezil's scorosy was hesvily waighted towstds
asgriculture, It accountsd for 70 per cent of the national product,
wh_.th industey wmm for only 30 per cent, Over 70 per Mt of
thi value of oxports sas coffee. Glven the demand fectors for coffes,
etabilization of prices would mersly postpons the crieis which was bew
coming more end more Antensified through additionsl fnvestments in the
coffes ssctors Secondly, given Brezil's economic structurs Brazil
could not depend on coffes to provide the dynamic force m’ esconomic
grovths 1t necessarily had to think 4n terms of either alternstive
export crops or import substitution industrielizstion. Thersfore
sconomic grouwth despendsd on dlvaraification of ths sconomic structure
through the withdrawal of price support schemes in the coffee industery
of Orazils In other words, stebilization of ca"ci prices was ine
compstiblo with the economic structurs of Brazil which wss centrad
around e single aexport commoditys A diveraification of the iannmsc
structure emergsd only whon coffea prices hed becoms unrenumorstive,

To Indian tea industry on the other hand mjcy;d a vary diffe-
mt pasition in the cconomys At the end of the First world war not
only did India heve a diversifisd agriculture, the industrial structure
too had dsveloped mnewotabls_vq Her axports wers also much diversifiec
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Tes was one of the major sxpor items but not the main export sarner.
In 1930 it scoounted for about 10 per Cent of the totel valus of
Indian exports end vanked ss the third importent export sarner after
cotton and jutss The chenges in its roletive position fs shown in
the following tables

1930:31 193132 193233 1933<34 193435

Cotton .08 10,30 - 980 12469 15,94

Jute ManuPs 13462 9,5 10,50 969 9463

Tos . Qg‘tt’l 8,50 9&35 P13 9.18
1935036 1936=37 193738 19303

Cotton 16403 19,08 13.64 12¢3_5

Jute Manuf. 11,08 Me77 13,59 43,89

Toa Ged1 8.59 11.60 12.92

Source 3 Government of Indie, Statiatiosl Abstpacts, 1942,

In euch a diversifiad economic staucture restrictions imposed on pro=
duction end oxport of tes would raise prices and help to maintain
export earninges Sincs ths dsvelopnont of the Indian esoromy was not
linked to the grouth of this particular sector, maintenence of export
earnings from tea was the primary aime Application of control schmu
to the Indian tea industry was therefore Justifisd so far as prices

and incomos recovareds
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A ucond mJbz departurs of the lnﬂ!aﬁ tea industey from the
coffes economy of Brazil was the existence of a potential domsstic
sarket ohich could act es & cushion to the demandesupply conditions
in the sxport cm-kat and provide an outlet for furthes snbmsﬁ.ﬁn of
the tea soctor. .Shﬁluuum thersfore, did not lead to a more
inﬁmﬁneﬂ oristo s» in Braztl,

Drazil in tho tosntieth contury wss no longer in a position to
' u:al.ntnin hopr coffoo sector ab the lovel i‘njnyad by the industey during
the pesk of its prosperity. Given the structure of the market, it
wes insvitoble that the growth of the industey would slow down and
coffeo would not be eble to take ths lesd in Brazil'e exportelsd:
prooth, The vﬂoniiauﬂn wﬁmt mrﬁr postponcd the shift of thé
factors of mmﬁm from the coffes sconomy. Yhorsfors, the stable
1izetion of cafféa’ prices sas not only not e nocessity but resulted
in g ntaﬂle;:atimj of mmrﬁas and hufmcn acted nn a fottar on
sconomic davelopments

Stabilization of tes prices on the othar hand, strengthsned
the position of the tesa industery in the Indian sconomy. Osvelopment
of tho homo wmarket cas & corollary to thg offects of stahilization,

fia ong con goey ths differcnces in the tuo situations arose
out of the differonces in the economic structure and no generalizes
tions cen be mads without teking into account the structure of the
sconony and the structure of dansnd and supplys If hypothssss one
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and two atand‘ valisd, hypothesis three follouws fros it » in sn economy
bassd on 8 single sxport product whose prics is determined by supply
factors dus to s low slesticity of domand, stabilization of commocity
prices nogates its entirs looic,
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CHAPTER W1

ln tm coﬁclnding part -1 shall tey to briefly summoriss the
argusents put fmard in the preceding chepterss

?hs mearch pwhlua anwm stab;uuuan of pr!.uaa of primary
pmdunts. i ham bm partxwxnrly eonasmsd with the plantation
sConomy baomma muttmtcauy plmtauan czapa hau bem most vulnerable
to prics fluctuastionss This is bacsuss of the naturs of demsend and
supply of most plentation crops. On the supply sido the factors of
productions exhibit s certein degres of stickiness dus to the tnitisl
investment zaqu!rmu and the gestation leg bstwsen setting up &
plantation ‘am! Ats malypity On em demand elde also thers 1o a
certain dtgmu of stickiness arising sut of low price snd income
elasticitiss ;:_r denend for certain plantation crope like tes and
_coffess Given the conditions of produstion and the neture of denand,
prices of tes end coffes in the intarnotional market have tandsd to
be detarnined mainly by supply factorss One important featurs of the
| lnd&m tn indntw &5 ysll ss the Brazilian coffes mduetty has
baen mtm cr&m following oumm&mtlom

Tha zntatm period saw an scuta crisis in buth mdnntrtu.
Prices declined repidly in ths fm of stagnant demand and growing
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produotions Supply to the intepnstional market detsrmined ths moves
ments in prices and from the estond half of the 1920s excess supply
in the export maritet lod to e collapas in pricss and incones. |

| The reaction to the orisis during the intersar pericd case in
f.hi fors of stabilSeation programmes, Both in Indie end in Brexil
attempts were Modo to regulate supply in the iﬁtmgt-;mdl statket
either through reguleting production or thmug"ﬁ contralling exportes
The aim of my study has bsen to evaluste thess stabilization echenes
end to arrive at cortein broad gensrslizations with regard to stebilie
zstion of commodity pricess 1 have chosen the Indian tos industry |
and the Brazilien coffes industey as particular cases for the study
becaeuse of the follouwing reasons, Firstly, tsa end coffse conform
to the demand end supply pettarns I hsve mentioned, Secondly Graxil
and India have been the sajor producars of coffes and tes respectivaly
and hoth countriss heve bsen dependent on ons particular msriet, for
instance Indian tea on the Britieh market and Brezilien coffes on the
~ UsSs markot, Thirdly, the position of thess export ssctors in the
respective aconomias baing very different, 8 compavetive study can
be made to :ei,a:é ths success or failure of s stabilization progremne
with the structure of the sconomyy for example, while eafh.. ti11
. the onget of the Grsat ODepression, wss still the major sconomic wotie
vity in Brazil, the Indisn tea industry was only onw of the major |
#xport sectors in n econcmy shich was slready euch diversifisd,

Ths snalysis bejine with pefersnce to teo postulates, Ons put
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forwsrd by Keynas in 1938 that a stshilization programme doss not
twiper with merket mechanisa in so far as it helps to encoth out une
wanted price fluctustions In the short run end the second, put fore
ward by Wellich to srgue that stabilizetion of prices of privary
producta, by wiping out high pxofiti,_gnuld halp en ucnnuny-to diver-
sify frum;&tg ppgitxcn a9 a primory producer. |

The ressssch wotk involves case studics of stebilizetion schomes
evolved Ln_ﬁrazil and.in»india during the iﬁturuarvpezlad to chow that
such generalizations cannot be made pithout teking 1ntncunaid¢rat&an
tho.atnueiurs of demend and supply of the commodity in quastion and
the structure of the acoromy in which it is produced,

In chepter ons I have shoun thet demand for tes end coffes is
 extremaly fnslestic in terns of its responsiveness to prics and income
changes particularly i{n the dsveloped countries. Figurau«aéa glven
to show the stickiness of desand for coffes in the U.S, merkel and
that of demand for tea in the British markel,

Given the styucture of demand, the supply faétor dataraine
prices ond thavefore stebllization of prices through regulstion of
supply will have to take scoount of the structure of demend to Judge
the morits of & stebllizetion programms, 1 have put foreard the
following hypothesss «» |

{a) Stebilizetion of prices cannot provids a pormanent eciue

tion to price fluctustions for comrodities which axhibit low

price and Sncoss elasticities of demend, especislly vhon dezend
is concentrated in pasticular countries, It will méraly poste

pons the crisise
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() A commodity with low prics snd income slasticities of
demand in the export aarket, may still benofit from s etabllie
sation programes 1f theps sxists a”imc potentiel domsstic
markets

(s)  Stabiligzstion of commodity prices hinder the process of

developmént in sconomies dependent on o sinple export Atem when

tha commodity &n question exhibite louw slasticities of demend,

The nexs. tso chapters are cass studies of the control schumes
in Indien tea industry end in Brazfilisn coffes industry.

In chaptor two, titled ‘thtmtad contezol system in the
tea industry in India (1920=39" & snalysis has besn made of the
damand and supply factors to show thet tha tea prices in the intersar
poriod gera deternined from the supply sides |

The lnaﬁ-ﬁ tos industzy restted to the pﬂﬁ slumps during this
papiod by imposing control over supply of tes ‘o the British meket,
The first control scheme devissd in the wake of the price sluep in
1920 came in the foram of total curtailment of plucking by ths mesbers
of ths Indisn Tes Association, feow s cartain period, Ths sscond ons
was churactsrised by impusing limits to arudtmt&m for individusl
sstatea by the Indion Tea Asseciation, the limit varying with the
guality of tee producsd sc that the supply of common tes which was
the nost teportant fector in detersining prices wes most drastically
peduceds The third control schems was the Intsrnational Tea Agrssaont
of 1933 shich provided for reguletion of exports from Indie, Ceylon
and Indonosisy the countries shich socounted for 80 per cent of the

warld®s cutput of tos,
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Ttw point shich smerges feom ths anslyelis of the thees control
schonss in toras of gacovsry of pricss and incomss is that shether
contzol was exercissd at production point or st the point of axport,
the impect on the industey remsined the ssee, The reason underlying
this phenomenon s that be it curtsilment of output the through finer
plucking or be it curtallmsnt of supply to the export market through
sxport quotas, what remained gs the focal point wae the demand in the
Britigh market. While the sdvartising campelion was conoentiatsd on
an already satisfied British sarket snd the unresponsive Amoricen
mm«;ﬁ which remsined faithful to coffes, very littls vas donm to
dovelop the potential sarkot which sxisted in Intdias It was this
wEort orientation of the control schems which prevented the industry
froe gvolving a dependabls system ansinst price sluops. #Aa soon as
prices tanded to recovar in responss to e particuler control schems
the induatey would loossn its control and cosrss plucking eould lsy
the foundation for yst another crisis« It wss only in the 1930 shen
the producers were forced to consider the dwalmm of a potential
hone merkst and started s vigorous sales pronotion that thers wes an
oxtramely rapld growth in the domsstic consumption of twas, 8y the
end of 19308 the homs maket was lerge snough to provids an outlet
for thes suport aurplus and lead to a sore successful functioning of
the stabilization progremuss If the procsss of developmant of the
domestic market had startsd ssrlisr, the indistry could have enjoyed
ite support to cushion the sffects of excsss supply in the &xport
sarket during the Grsat Depresaion.
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~ Chepter thees maiyam th# stabilization progeanne edopted by
Broxil'y coffoe Matej diring the an mﬂad. The control
soheve cama to be knoun as m *amia»rigmm* of cnffn. The
ingustey had oxperimented with mmum a fam timos m m
tuen of the cantury, but feom 1924 zt &ae:m & pormanent Pacturs of
the inma&r:n th coﬂazstad of tun phmsa The ram. m, vhich
lontad mz ma. sag ugulatiua of mvmsn#; of coffen atocka te
the Mtﬁﬁ Invantorise were piled up in &ﬂmﬂw B:azu by &aising
lasns in the intsrnational market, The second »phm sew the burning
of coffee stocks which had bosn m&aﬁéﬁ in the interior.

The impact of valorizetion on cuffee prices was that it pre-
vented a eustained desline snd thersby hulped to m&intm the coffse
fndustsy as o profitable cutlet for inveatible roBOUPCUs. Howevar,
the econamic iepact of the valorization of coffsa, bore important
consoquencas for the Brezilisn economy as a wholes By minuiniag'
coffos prices at an artificially high level factors of production
continued to be attrected %o this imﬂsw end acresge under coffes
showst! 3 continuous Sncreasss The pmﬂta from coffes trade mumcd
to be ploughed back, sspacially since no other sector of the econony
enjoyed any price support, This not only helped to perpstuste the
primary producing status of Braxil viewawmvis import substitution
industralisation but also provented divarsification of the agricultural
suctors Thergfarw, in the latter half of tho 1930s vhen wm oxport
schemes sere unable to seintaln prices, Brezil see the cimn:g;ma of
alternative export cropa, liko cotton end a repid development of her
industeial structure. |



Tut aspects of the stsbilization progrsmme in the Brszilien
coffee industey hove bsen diccussed in deteils, Firetlys the factors
which mods welozization of caffes a feasible solutions Secondly, the
factors which lod Brezil to adopt such a mecheniems In the first
casss Grazil's position a8 a monopolist 4n the world market assumes
importances - In tho escond case, what o eophesized is that Orazilien
coffen bping the morginal detarninant of prices, the paobiw of ovep
production was essentially confined to her own mmay‘ and her compes
totors sep tho price support echens 48 B NOaRUTE which could ba
exploitod to thols oun sdvsntage. Even after Gy Vsrgas assumed pousr
in 1930, vhile he oppossd tho domination of the coffes plenters,; the
axceseive dependence of the economy on e single mxport item gave hinm
vory 1ittle m_omi‘ for mancsuvre end the burning of coffes atocke to
maintaln export esrninge betame & part of hie cconomio policys

in chapter four the rols of the political pressurse groups in
svolving the stabilization progranmss in the too industrios have bemn
evaluateds In the cese of doth i.nd;stmn’ the planters lobby has
playad & dominant role in policy formulations The coffes planters of
Seo Paulo particularly have bean able to influence the state mechinery
in axacting various privileges end in tsking care of their intercats
vhile Pormulating policiess The political dominence of ths coffes
plantars bagan with the sepublican decentralizetion of Brazil in 1689,
Hot only wave the planters eble to dominate the policy formulations
in the ca?feq pmdqning states, but through majority representation
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at the Cantre, were able to menipulate desisions regarding various
gsneral mu mnd poittical factors in thoiy favours For sxemple,
though the valorization usy stavted by the state of Sap Peula, the
Federal szmaﬁt was foresd o take ovst all ummluu very |
. o~ )
The situastion however changed with the gssumption of poser by
Gotvollo Vargas, the first Prasident fron a nonecoffes growing etate.
Mo challengsd the politicel dominence of the coffes plantars, but
given the structure of Srazil's economy was unsble to move out of the
bies towards coffes in Orazile What was more important cas that, evan
to Vargas ths strategy of axport lsd grooth gas the key to Braxtil's
develapmants Thorsfore while the political praseurs from the plenters
lobby hed becn the major festor bshind stabilization of coffes prices
through velorization in the pres1930 perlod, the bumning of coffee
stocks in the 1930s followed from the axisting scononio structire of
Brezil end the fmmgnae falth in the concept of oxport 10d grouth.

In the cass of the Indian tea industry ss well, ths Indian Tea
Agsociation, as the forum of the pimftm lobby as well ss ths forum
of tho foraign capital $n the tea industry,; was sble to svolve control
schames to protect their oun interestss Perticulearly, the Interns
tional Tea Agresmeny by linking sxport guotss to past psrformance and
by prohibiting axtoneion of acreuge scted as @ definite hindsrance to |
development of indigenous interosts Lfe»s Indian enterprisa in the
induatrys The role plasyed by the Indisn Tes Association in ths fore
sulation of the International Tea Agtesmant epesks of the rale of the
plontars as a political pressurs group.
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1t one mskes 8 comperative study then ong tejor difference
congs Lo notice, This arises out of the differences in the structure
of thw tso sconomies. Oue to the dominence of Brezil's coffee asctor,
eny policy decteion gith regard to the coffes industey had far fesche
ing influence on the courss of development of the entire sconomy. On
the otheyr hand, the impact of aeny policy measure with regard to the
indian taa industey remained confined Lo that ssctor slone,

In this context it 1s nocessary to mention the rols played by
ths coffos intargets in Bragil in detersining the novements in the
wsuchangs rates The planters used depreoistion of the Brazilien
currsnoy aa an instzument to cushion ths impant of falling prices.
Thus evan st the cost of the conaumers, particulerly in the upban .
arasey the coffes interestsy were sble to maintain theiyr incomss through
deprociation of the Bragilisn currency st leest till im/n onset of the
Great Depression, Ouring the 1930s, howevar, undsr the impaot of
Vergaa' policy the dagres of depracistion lagged behing the degraw of
fall in pricen.

On the other hend, the Indian tez intarests were facsd with en
ousr velued Rupee almogt through the entirs interwar poriods L1.0.
other intsrssts preveiled ever that section of foreign cepital which
the tea lobby roprasantads

~ In choptur five & comparstive analysis is meds of the stabilie
zation propramus to ews what kind of generalizations csn be mads.

A comparieon of the price movessnts in tes and coffes curing
the intoruar period will shou that there is & drosd ﬂdlaﬁty during
the 19208, Hownuer in the 1930s while tes prices show a definite
zecovery after 1933, coffes prices tend to move mors and mors tovards
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an sbsoluts collspes. _ .

The diffezences arise from the share of the respsctive countries
1n the world merket which sleo charscterises the neturs of the control
schemss, Brazil being the monopoly produess in the world merket vas
able to give an nrufiu:; mppoxft to world prices, Howsver by doing
80 she destroyed her adventagss ss 8 sonopolist, Slne,aﬁdl’g* a a
ceonseqUEnce uf; ths typs of um- producsd which m?s ﬁ:q;i;z uw
Darginal determinent of pricss, and hich made the crisis meinly
Btml‘,lv pmln; the muuumm sncouraged hnt Wmn
to grad .s‘ aut of Brazil'e msrket,s Thus the stabilization prograsme
sarely postponed the oriste. | | |

Vsz tes, on tho othe? Md, !udh &wugh the lergest producer
was not 4n & mum to deternine world prices, Bmm the probles
of ever mmtm aﬂ'tcm ﬁwlm and :mma as well, Ths control
sahm.mabutn lsad to amy Xnmiau hﬂ:m the
coutml_m uithd:m production would be increased _lmmg tc 8
further prassure op_pﬁm._ The departurs from this general trend
catts with the Intesnational Tes Agrssmant of 1933 The develupment
of the domestic market in the 1930s, was abls to cushion the iopact
of oxcess mpply in the mld mkm | _ .

From the mautin analysis it le punihh to show the hypoe
theses one mﬂ' &ujz are corrsote Firatly, ,foz- mﬂ&t&n sxhibiting
low elosticitios of demand wtebdlization would merely postpone the
orisis,. s'mﬁdiy. only when ths industey in question snjoys the
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support of o dobestic merkst, con stebiifzstion provids a uan;ngi’qii
solutions ’ - “

In the sscond ssction of chepter five I have deslt aith hypo-
thests thres « shather the structure of the econcmy would deternine |
the success of the stabilization prograes,

The provious snalysis hes alrvesdy shoun that stsbilizstion dowes
not smooth out short wun fluctustions as Keynes would ssy, tut rather
dond an uufscial support to prices.

Naxt comes Yallich's srgument that stabilizstion through anoothe
ing out flustustions and thersby wiping out high profits would en=
courage s divareification of the sconomic structure, Howsver, once
Keyneo's arguoent is proved uoﬁg, ths basis of Wallich's argument
So dustroysde The situsticn shich wesrges §s quits opposite. Stebl-
lization of prices of primary preducts would prevent a shift of the
factore of production to eltermative activitiess Thezefore, in en
asconoy w:; B8razily uhers the sector under stabilization constitutes
the ;njur sconomic activity, stebilizetion cr.pr;cn would intensify
the osiels of over production. Stabilization by encouraging & oise
alloeation of rsssurces would constitute A fatter on the sconomic
devalopmont since given the lov slasticities of demand stebs1ization
cannot provide the conditions for en imtt‘.iaﬂ grouths On the other
hand, for a comodity i1ike Indien tes which is marely an fmportent
export sarner and ot ths sams time snjoys the support of & domestic
norkat, atabilization of prices may help to oaintain export sarninges
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Thaesfore, it L the structure of the etonomy which would
deternine the neceseity of a price staiidligzation. Any genarslize-
tions made without taking account of ths economic structurs is
open to doubt on asceount of the intornational sxpariences gtudied
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