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The relationship between the prices of foodgrains and their costs of production has not been adequately 
studied. The paucity of empirical data about costs, of cultivation has been the main obstacle to any systematic study 
of this nature. Now, when the Government is engaged in evolving a policy of fixing prices of the important food-
grains and a few other crops on the basis of costs of cultivation, analysis of the price-cost relationship becomes even 
more important. 

The following is a preliminary attempt in that direction using the available data, meagre as they are. The 
purpose is merely to indicate very roughly the relationship between the prices of a few foodgrains and their 
fair costs of cultivation and not to suggest any policy conclusions. 

T H I S study is based exclusively on 
the data available from the Farm 

Management Reports for six States 
for three years 1954-55, 1955-56 and 
1956-57. The foodgrains studied are 
(1) paddy in Madras and West Ben
gal (2) wheat in Punjab, Uttar Pra
desh and Maharashtra, (3) jowar in 
Maharashtra, and (4) gram in Maha
rashtra and Uttar Pradesh. In using 
the cost of cultivation data given 
in the Farm Management reports, no 
attempt is made to readjust or re

assess any of them even though ad-
mittedly the Farm Management re
ports have resolved some of the im
portant problems involves in the allo
cation of costs to various items when 
the crops are grown together by mak
ing assumptions that are purely arbi-
tary at times. And of the two 
methods used to calculate costs, the 
cost accounting method and the Sur
vey method, the first method has been 
relied upon primarily on the ground 
of its apparent superiority to the sur

vey method. 

The price data relevant for our pur
pose are the wholesale prices prevail
ing during the harvest period within 
the villages as they represent the 
actual prices received by the produc
er. The Farm Management reports 
provide the monthly average prices of 
different crops prevailing in the villag
es in which the costs of cultivation 
are calculated. In what follows, we 
have compared the cost per rnaund 
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of paddy and other foodgrains with 
their respective harvest period prices 
for three years. 

Paddy 
The available data on the cost of 

cultivation of paddy reveal wide dis
parities in the cost structure of Aman 
and Aus paddy in West Bengal and 
of the three crops of paddy grown 
in Madras. Table 1 provides these 
data for Hooghly and 24-Parganas 
and the average for Salem and Coim-
batorc districts. 

For the Bengal farmer it costs less 
to produce a maund of Aman paddy 
than Aus paddy. For the latter the 
labour requirements being more, the 
imputed value of family labour raises 
the total cost by as much as 25-30 
per cent. Similarly the harvest pric
es of the paddy are invariably higher 
than of Aman paddy. This is due to 
the timing of the harvest period of 
Aus paddy which comes to the mar
ket when the stocks of Aman naddy 
are depleted and the prices rule high 
in the village markets. Since the 
quantity of Aus paddy produced is 
comparatively small it does not de
press the price immediately after 
the harvest: as severely as Aman 
paddy does. It is also .interesting to 
note that the prices prevailing in 
the village markets during the sow
ing season of Aus paddy are higher 
than those for Aman. 

The price that the paddy cultiva
tor of Hooghly obtains when his pro
duce is sold within the village, does 
not cover all the costs incurred by 
him in producing it . It covers only 
Cost B (all costs except family labour 
charges). In the neighbouring, dis
trict of 24-Parganas the situation is 
different. The market offers to the 
paddy cultivator a price higher than 
his cost of cultivation. The year 
1954-55 is the only exception. It 
may be noted here that this year 
was one of all-round price decline 
in the country following bumper 
crops. The prices of paddy during 
this year are, therefore, lower than 
those during other years. The cost 
of cultivation was, however, the 
same and hence the price of paddy 
in 1954-55 did not cover its cost of 
cultivation. 

Turning to Madras, the other im
portant paddy growing State in the 
country, we have the data (average) 
for Salem and Coimbatore districts 
where three crops of paddy are 
grown in a year. Roughly, the second 

crop costs less than the other two 
crops and the prices prevailing in the 
villages immediately after the harvest 
of this crop arc relatively higher. The 
share of family labour charges in the 
total cost of cultivation of a maund 
of paddy remains at Rs 3 for all the 
three crops. The variations in the 
cost of cultivation during the three 
years are due to rise in Cost A—the 

cost incurred in cash or kind to pur
chase material inputs. 

The harvest prices for the three 
crops during the three years are high
er than the- cost of cultivation leaving 
a margin of roughly Rs 2 per maund 
of paddy sold. Thus the Madras 
farmer who obtains one of the high
est yield rates in the country has a 
net margin of Rs 2 on every maund 
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of paddy disposed of in the village. 
This margin varies considerably when 
the cost structure of different farm
ers operating in different size groups 
are examined. 

As given in Table 2 the cost of cul
tivation of paddy varies widely when 
the subsistence farmers', the medium 
farmers', and the large farmers' cost 
structures are compared. In the case 
of Aman paddy in West Bengal farm
ers in the smallest size groups and 
in the medium size group (say 3.75-
7.50 acres) incur losses of about Rs 2 
per maund. For Aus paddy the posi
tion is quite different. The smallest or 
the subsistence farmers have a mar
gin of about Rs 3 while the farmers 
in the 5 to 7.50 acre-group incur a 
loss as high as Rs 5 per maund. In 
Madras on the other hand fanners in 
most size groups are able to earn a 
margin over their cost. A strange ex
ception seems to be farmers in the 
10-15 acre-group who produce the 
first paddy crop at a cost of Rs 21 
per maund while the harvest price is 
hardly Rs 15. 

Wheat 
The cost of cultivation of wheat in 

irrigated and unirrigated farms in 
Amritsar and Ferozepur districts of 
Punjab, Ahmednagar and Nasik dis
tricts of Maharashtra and Meerut and 
Muzzaffarnagar of UP are given in 
Table 3. A striking feature of wheat 
cultivation appears to be the difference 
in the cost of cultivation in irrigated 
and unirrigated farms. The cost of 
production per maund of wheat is 

lower in the former with only few 
exceptions. Family labour costs form 
a significant item in wheat as in 
paddy. 

The Amritsar farmer appears to 
operate in a situation of unduly high 
costs and low prices compared to his 
counterpart in Ferozepur. In Mahara
shtra though wheat is costlier to pro
duce the price is relatively higher. 
The range of variation in the cost 
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of cultivation is Rs 10 to 20 in Pun
jab while it is Rs 13 to 23 in Maha
rashtra. The Nasik wheat grower 
with scant irrigation facilities avail
able incurs a cost which is about 
Rs 5 higher than the price his produce 
fetches in the market. In U P where 
the available data relate to Cost C 
only, the differences in the cost of 
cultivation for the irrigated and un
irrigated wheat crop are quite signi
ficant. The un irrigated crop appears 
to be un remunerative to market as (he 
prices are considerably lower than the 
cost. The irrigated crop, however, 
leaves a small margin to the producer, 
hardly a rupee or so per maund. 

The glaring disparities in the costs 
of cultivation of farmers in different 
size groups are shown by the data 
provided in Table 4. The small farmer 
whether in Punjab, Uttar Pradesh or 
Maharashtra produces at very high 
cost. Partly the imputed value of 
family labour is responsible for this 
and partly the lower outturn that does 
not permit the unit costs to be low. 
The small farmers are placed in a 
precarious position where their costs 
of cultivation are higher than the pre
vailing market prices. They incur 
losses if their produce is marketed. 

Jowar 

For Jowar the relevant data are 
culled for only one State, Maharash
tra, where it is the important food-
grain next only to superior foodgrains 
like rice and wheat. The data for 
Ahmednagar district and the averages 
for Akola and Amravati districts are 
presented in Table 5. 

It is not possible to say with the 
data available whether the irrigated 
crop of Jowar is costlier than the 
unirrigated crop. But it is evident that 
the yield per acre of dry Jowar is as 
low as 1.69 Bengali maunds while that 
of irrigated crop is 11.70 Bengali 
maunds in Ahmednagar. The price of 
a maund of Jowar was higher than the 
cost of producing it both in irrigated 
and unirrigated farms, except in the 
-year 1954-55. As already said, that 
year's price was exceptionally low and 
hence un remunerative to the Jowar 
cultivator. The available data for 
Akola and Amravati tell the same 
story. 

Observation of the costs of culti
vation of jowar in different size-groups 
reveals that cultivators in practically 
all the size-groups produce Jowar at 
costs lower than the market prices. 

The cultivator in the smallest size 
groups (0.5 acres) who grows Jowar 
with irrigation has a margin of Rs 6 
per maund over his total cultivation 
costs. Strikingly different is the posi
tion of the farmer growing dry Jowar. 
He incurs the highest cost resulting in 
a net loss of Rs 9 per maund. 

Gram 
Among the pulses only gram has 

been included in this study and the 
data pertaining to its costs of culti
vation in Ahmednagar and Nasik and 
also in Meerut and Muzaffarnagar arc 
given in Table 6. The cost of culti
vation of gram was the highest in 
1954-55 in both the districts of Maha
rashtra and tended to decline in Ihe 
next two years. Contrary is the 
movement of prices which rose signi
ficantly from the low level in 1954-55 
by over 60 per cent in the next two 
years in both the districts. The diffe
rence between the cost per maund of 
gram and its price were so large in 
1964-55 that the prices covered lesser 
than 50 per cent of the total cost. Even 
the material cost of cultivation could 
not; be recovered from the price. In 
1956-57 the Ahmednagar farmer could 
obtain a margin of a rupee per maund 
of gram while the Nasik farmer's 
position remained unfavourable. The 

farmer in Uttar Pradesh appears to 
have been growing gram are costs 
slightly higher than the price during 
alt the three years. 

The fragmentary data on the cost 
of cultivation available from the Farm 
Management Studies are certainly too 
inadequate to say something on the na
ture of the cost-price relationship in 
Indian agriculture with a reasonable 
amount of confidence. However some 
features of the cost structure in vari
ous size-groups of operational hold
ings which (hey reveal may be noticed 
here. 

The small farmer emerges as having 
a high cost structure for the food 
grains he grows while farmers in the 
larger size groups, who have a sur
plus to sell, are placed in a favourable 
position as regards costs. Disparity 
in the cost structure varies not only 
among the regions for any foodcrop 
but also within the region, for i r r i 
gated and unirrigated crops. As a 
corollary of this the relative im
portance of the different cost compo
nents in the cost structures of diffe
rent crops in different farms varies 
over a range which however is not 
very wide. The cost of family labour 
in the total cost of production per 
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maund of foodgrains appears to be 
interestingly uniform for all regions. 

The seasonal fall in the prices of 
foodgrains after the harvest is a cha
racteristic phenomenon of Indian agri
culture. The producers have no in
fluence over this fall in prices. Imme
diately after the harvest prices of 
foodgrains reach their lowest and 
gradually rise as the pace of market 
arrivals decreases. The monthly vari
ations in wholesale prices of some 
of foodgrains during the year as given 
in the Farm Management Studies pro
vide an interesting picture. Prices 
slowly rise a few months after the 
crops are harvested and marketed. 
Thus if the producer of Jowar in Ma
harashtra disposes of his produce im
mediately after the harvest (in 1955-56) 
he obtains a price of Rs 11.69 per 
maund within the village. If he can 
delay Ids sale by a month the price 
in the village market goes upto 
Rs 12.81. Similarly if he is capable of 
withholding his stock for a month 
more, the village market would offer 
a price of Rs 14.15. Thus farmers 
who have storage facilities and can 
get credit to enable them to adjust 
the timing of their sale, can earn a 
margin of Rs 2 or 3 per maund of 
Jowar. The substantial farmer who 
has a surplus to sell and who has the 
storage and other facilities can gain 
a margin of Rs 6 or 7 per maund by 
selling his produce in the lean season. 
The present market price mechanism 
thus places the small farmers, who 
form the bulk of the producers in 
the country, at a relatively disadvant
ageous position, For the large produc
ers, who have the ability to hold 
some or all the product, the market 
mechanism extends the privilege of 
selling dear. 

From the set of price data avail
able from the Farm Management Stu
dies the difference between the v i l 
lage price and market price are found 
to be negligible. Under these circum
stances it is clear that the market 
price does not provide an incentive 
for the farmer to bring his produce 
to the market. Further as it involves 
an additional cost of transporting and 
marketing it does not favour the sale 
of his produce at village market. He 
therefore prefers to sell, if he has 
a surplus to sell, within the village 
after the harvest. 

The cost-price relationship in Indian 
agriculture eludes any precise empi
rical quantification due to the multi

plicity of factors—economic, geogra
phic and climatic—that affect the 
production process in different size 
groups in different regions of the 
country. The differences in the crop 
rotation and crop combination in diff
erent parts of the country also seve
rely limit any effort in that direction. 
However the observations that can be 
made with data available are of some 
practical importance. In Table 9 the 
cost-price ratio for four foodgrains in 
different size groups in the selected 
States are presented. 

The paddy cultivator in the coun
try appears to be working with fav
ourable cost-price ratios as compared 
to the producers of other crops. Paddy 
cultivator in all size groups have mar
gins over costs varying from one per 
cent to 18 per cent (except for Aus 
paddy in West Bengal). Wheat culti
vators of only the larger groups have 
margins over their costs. The unfav
ourable cost-price ratio of wheat cul

tivators is mainly due to the relative
ly high cost of cultivation compared 
to paddy, despite relative prices be
ing favourable to the former. Like 
the paddy cultivator the jowar culti
vators in Maharashtra on all the size 
groups have a favourable cost-price 
ratio. Their margins range from 35 
to 48 per cent. Gram cultivation in 
Maharashtra both in the irrigated and 
unirrigated farms appears to be un
economic. 

With these few observations based 
on the limited empirical information 
available it is not possible to come to 
any concrete conclusion regarding the 
price-cost relation in foodgrains pro
duction in the country. This is intend
ed to be only a preliminary peep into 
the intricacies of the farm price-cost: 
structure. A more rigorous analysis 
based on better and more sufficient 
data is necessary before conclusions re
levant to fixation of foodgrains prices 
can be drawn. 
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