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 DESIONAL. TERMS_OF TRADE FOR THE STATE OF KERALA

The movement of terms of Gtrade would determine the real
Rins from trade given a historically chosen path of regional
gecialication., Kerals economy speclalisaes in a variety of
mort oriented commercial crops ond processing imdustries. it
worts more than half ©Tthe gruss output of its primary and
wondary sectors to other steltes or abroad. Thc-:-_ proportion of
}M consumption expenditures 1n the state met th:‘ough imports
.puld work out tp be of a hicgher raitio. Therefore, the movement
¥ commodity terms of trade wowld be an important determinant of
the real incoae growth of the regional economy. Despite the
rucial role that term« of trade pley in the regional.
h'elapmentg tihe oresent exercise is the firgt of its kind to be

wi-rtskan far thae gpost independsence period.

The simplast a_m:l the most direct m=asure of terms of trede
is the ratio between the price 1ndex of exports to the prics
hdex of imports commanly known as rnet bartar terms of trade [N]
Y simply as commodity terms of trade. N = Px where Px
W Pa are price indices of exports and impg:‘ts respectively. A
fise 1n commidity terms ©f trage implies an iﬁcrease in thes
ﬁchasinq nowsr of the exports of the region. Thus the real
incme would rise faster than output with the improvement in the
amndity terms of trade. On the other hand, the increase in
kil income with cutput growth would be lower if the Leras of
Fraue deteriarate. At the twp extremss are the case of increase
inreal income with an unchanged output due to ieprovemant in

wrs of trade and the amare well known case of immasserising

‘;th where the real income 1is lower than Lerore the output



grawth dus to adverse sovement of the terms of trade.

dar dlscussion 1S centered arcund the net barter teras o
tirade, and haceafter, it is this concept thset we refer towe
the phrase ‘fterms of trede’ is used. Btill, il may bg useful
recall the other related concepis of teras or  trade which cwld
profitabiy e Lept in ming &= & corrective to the conclusies
draw: from the trends in net barter terms of frade. [Meier b

196873

Thus Tor examole, Lo =nailyse L@ ismpact of the teres of
trade on the Sogpacicty Lo 2amport’ 1t wouid e necessary b
consider the changes in  the Quantity o7 sxports., [Bx.] e
respanse o 3 deciine in Lhe export prices the siports rise are
tivan proeportionacsly, e capacity <o import’ (based on experts
tor would Lo wardmoaiceds., Thues 'os prooer index of axport base
capecity 1o imgort  wouls pe income terms of trade. [l
Symbelically, I = Nodx., Howsver in the case of Kerala, with very
substaniira: remitiance wtnt:ows from Dutside, the export earnings
world e a poor inGicator of Lhe total capacity to  import qeeds

from Dutside.

Drmileyiy, w2 shoulec e cautigus in drawinq_ welfare
impilcatioms of dany adverse movement of terms of trade if¢ it hs
bean @ cCconsEQuencEe v progiactivity ch:—;ng.es in the export secte,
The zirgles—factoral twrne of trade (5] is emploved to corract the
caonmmodity terms of rade Yoy sech changas in productivity.

S = NMZx whare Ix 13 Liv2 export productivity index. 5 is likely

to imporve even when N is Jeteriorating as it is more likely that

]



prafuctivity wouid tend to rise =ith: development, But it may be
neted that a sigrificent share of the produactivity incresse :@s
sasseu o to the consumers abroad through lower expoart orices.
1t has beer: the conteni:ian oFf Prebisch that opposite iy he case
Wi1th pgrogucers of wmanufactures in the dJdevelopad countries.
Because of the strength of the %trade unions to raise Lhe wages
end of the mancpeolies 1o hold the prices, very iittie of tre
frurts of productivity increase are passed on to the IROOT LBC S,
This assymelry has besr & cornsrstone E% his trwvegible arguments
in support of secular Lendency of terms of trade to @ove against
the underdeveloped countries. (Frevisch, 1999}, Therefore 1T is
important io tzke into consideration the trengs ian the
preductivity oF the importables alsog, This 15 measwed by the
deouble—facioral terms of trate [pl. D = N, Zx iwhere In 15  the

indgx of prdductivity of isparts. The duué?s-§actore1 tarms ot
trade would obe aﬁ imuyortant defsrminant wr the ipcressing
inmquality ,between couniries and regions. However, it may be
neted that «s regerds divrect waitares i@plications for o« country
what is more impartant 15 the relative purchasing Duwer of its
=xparts and the Tactor-inputs that have gooe ipto them rather

than the changes in the praductivaty of he wrading pariner,

In mection 1 we enall present our estimates ov terms of
trade for the state of Kerala., We have constructed twd series of
estimates of the terms of trade, The first series, for the
period 1974-75 to 1984-8BY, is a anre cumprehensive Sne taking
into eaccount almost the enlire cowmodity beaesket of Kerala“s
imports and exports., The second series, for a longer time period

from 1962-63 to 1937-38, is based un only selected major



commoditics rmported and exported., On sttempt is made to explan
the benzvyiour o+ The terms of frede by exemining the und=riying
factuwrs “hat influence the eorices of cosmodities that we
gsported and imporced. (Section it In the vackground er this

discession cartaar  tentetive conclusions are drawn regarding the

]

specis oy regicnal teras of trade in the near future,. (&ectin

)
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Estimztes oF
Methooology
The w2ighted avarage of price indiceas of the exporit and
:Epori commodily bYaskeis wsere constructed eocordiney o the
fellowing formul & If Fie represents the price index of che ith
impor i commodity in yvear t and we the weight of the 1fh
b
imp- &t commodity in the total value of imports then Wy FPee
=i
Nives the orscs redex nueber of isocrts for tne  yeEar  t.
Similarly i€ Gy reprasents Lhz price  inoex oF L b 2<port
cemaouity in yoar €t and Wi the we:ght of the jth axpoeri coeendily
n
value of expuris, then Wy Gye Will give the price iruex
=1
number of exports :n year t.
Thare are two sets of [agues which should be discaussed.
The first set 0f issues are reiacsd to Lhwe relaevant orice indices

te bic emploved. The second set Jf  issu=s Cconcerne thie commadity

cempasiition of the gxport and jsoort bdaskets and wha reference

year Lo we considered in calculating the rarms of trade,

We have relied on indrces of orices of commodities
furnigihed 1 the ‘index bNusbers of Whelasaie Prices in India’
with =.he bdase year 1978-71 for ihe constrecticon of prece indices
sf imports and exports of Kerz=les Threea Eeveaté may e
aentiomned. Firelly the wholesale oFizes =20 211 India lovel may
not fully reriect birends in e wrizt value oF exporis +trom Kerala
duse o gignificant differences 1o tne puality of commodities

tradged or in the composztich ot cumsodity groups. Howaver, there



any tiwe serres data of the wanit value of evoorts/imports -
¥erala. Secondly, btransport cost iy be = significant =lepent &
the prices of imports 1rnto Xerala and heace the wvnit values ey
e higher than the all-India wholesale prices. It n;ed nor
present 2 serious problaa as loiig as we are conceraned with th
trend in prices rather than thz abyclucs level of prices, o Still
if the rate of increase of traznsnor-t Losts ha-'f besry faster th-
the rate of 1ncreage aof whelesalz grices then i1t would meen tha
the price i1ndex of i1enaris #:111 o2 sore and e uwndarestisats
ovar tim=. Thirdly. prices of +oreigr Ssewarlts way =ignificantl
vary frem i1oternal wholesals brices. The 192l procedure algh
be to compute a weighted averege of the price indices
intranational and internztioral trade. This procedure is als
fraught with ditficuities &gs 1t wDuig invaive cl';ml:e

2poropriate waights for intranational ane international trade s
assessment of cross trafric over tiae, A close examsinatien v
the data indicatas that thore is strong correlation between th:
internationz)l prices as reflectes in the upit values of sajor
axport commouities vl bhe respartive wholesale price indices.
Co¥fee is an exceplion wher3a whoiesalie prices seem to have e
largely insulatad from the raprd rise in international prices
The prices of vetroleusn seoducks chat are adainistretively

coantrelled alse tend Lo divargse froe the international prices.
Teras of Trade 1973-75/3784-93
The chatce of cumroditivse and weighls to be ansignad bt

them 1n the ceiculation wvr the price indices of exports ax

ieports e=n be egualiy wobiematic, In our comprehensi-



sstimates tor the 197475 o 1984-8C variod we have considered
217 commodity groups accounking Jfar more than %6.73 per cent of
the value of trade in 1975-74,%

Two sets of terms o+ trads= have been coistructed using the
weights in 1%75-76 and .Yc@-8l. the twe yesrs Ffor which completg
trade - pats are availsblie. The terme of trade have been
calculated +4or e overeil itradz of Kerala (iﬁterstate and
international; =25 well as for interstate trade separately. The

relevant informstion 15 presantsd in Tables &1 and 2.

The behaviour of the ovaral: terms of trade betmween 1974
73 ang 1B4-&3 are sraditar is hoth Lthe cases. The teras of trade
imprave osetween 1274-73% and 1975-79. They sharply decline
botween 1973-7%9 ang i9260-Gl. This is followed by a phase of

equally sharna isprovement,

fabie 1

gver oi) Terss pr Irade (base = 1278/71 = 1@9)

1275-76 Ccasocity ¥aights 1788-81 Coamodity Weights

Year

Py Fe& Teres of Pr Pa Teras of

Trade Tragsa

2 3 4 g ] 7
1974-75 224,352 162.84 9.73 149.28 237.14 .68
197374 227.19 167.37 8.79 152.8% 251.80 8.8l
197477 232,99 154,07 .23 165.58 2hR. 43 g.64
1%77-79 248.12 285.85 .83 177.65 275.48 B.c4
197879 246.83 209.32 8.8% 182.23 277.95 .65
197%9-38 338.47 232.%8 8.7 284, 64 483.74 2.1
1708-81 441.18 279.85 0.63 239.43 537.71 2.34
1981-32 474.38 324,33 8.68 273.82 582.89 .47
1782-83 462.32 325,88 9.79 277.%1 563. 4} a8.4%
1333-84 454,72 346.35 8.5 3i5.98 53%.13 8.3%
1384-35 472.88 414,195 .66 393. 81 354.38 P. b4

- -

-
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1375-7» Cosesiity Weights

Year
Px ra Teras of P2 fe Terss cf
irade Trade
i z 3 - 3 & 7
1174-75 167. 4% 16i.2% .44 149,39 171.04 g.87
1575-74 189.13 HIPEY 1.85 145.93 175, 8% #.56
197@~27 1Eb. 7! 163,21 i.3% 157.94 176.11 .83
1377-78 i88.413 174,86 1.&2 1561.258 187,82 .86
1978-79 139,39 17i.03 i.16 171.45 i%87.7¢8 3.9
1279-83 223.94 157.23 1,83 $94. 41 235.49 B.a0
§1934-81 275,28 238,532 1.9 238.48 2uY.06% 3.88
1981-32 314,21 255.16 .23 262,83 313.%1 d.35
182-63 327.41 Z61.48 1.23 272.34 317.95 €. 85
1983-84 378.12 287.091 1.29 389,87 332,30 e.%3
1°84-8S 286,73 &. 32

—— e e A = - s = e = o

387 .70

Tabie 2

.32 361.57

390,24

intercsrate Torms ot Trede (Rase: i%79/71 = 1.@8)

1988-82 Losaeodity Keights

Throughout, the terss of trade remain oeluw Lhe 1773-71! (=188)
level. The deterioration is sharper when ok use (733-51 «s:ghts,

(See Erapfi 1:.

The behaviovur oF Lthe interstete tersms of trad=e is rather
pu2zling.,. The use o%z 127572 coummulity wHelghts results in 2
racher steady isprovement of the terss of Traae from L.23 o 1.32
Ppetwoen 1974-75 and i734-B5. Un the otner hang whan whes (268081
cammodity weighce are uzsn, the movement or rhe incerstate termas

of trade 15 simijar to tie rread ain overall brade, It ais0

remains below the i?270~-71 ievel Lhroughoul the period of

analysia, (see Gregn =)

The divargence oeiwecn Lhae adove Lwo astieates of anter
state terms orf trade u-dsrlines the sensitivenass of the teras of

trade to the commpdivy weights emgloyes 10 estimation. Until,



1975-76 the entire crude petrolecvm was DRIing ioported fro

Toreign countries. By 1982-8:, & gart of Lhe cruue e

reguirenment was being met by ismports from HBambay High 8]

Tields, Crude 01l imporits constituted 4,88 per cent of Lthe totd

inter state import ©0ill in 1758621, [Thonraes Isaac T.M. et.al,

v

199223 This chenge in the composition of inter - state eport

basket is apparently the reason dor the divergant Lrends,

Tabie 3

Interstate Terms of Trade (Excluding Petroleus Irade)
{Base * 1979/7i = 188}

A A Ba M i e e e D e A G o ey o o e e P e e ) T M e > Mk S o i o T o Py i e g o e Ve R Rl e A e S e W e e e g o AV G

1575-74 Comandity ¥eights 1982-d1 Coeendity Weights
Yaar
Px Pa Tereus oif Py Fe Teraes o¢
irade Trade
H P 3 3 L1 & 7
197475 1467.54 1e3.88 B.%9 178. 46 147,21 1.0
1973-76 152,83 i71.8% .55 146,25 178.45 2.8
1976-77 172.38 172,88 1.88 173.93 172.84 1.81
1877-78 182,34 TR .33 §78.33 158.35 8.99
1978-79 i95.21 179.47 1.29 151,85 180,29 1.86
1979-88  215.13 286.31 .84 Z233.33 288. 49 1.83
195%-81 248.064 238.7%8 i.23 247.29 248.17 1.83
1981-62 278.25 264,81 i.32 269,98 263.7% 1.82
198Z-83 282.64 278.43 $.95 285.29 275.37 1.83
1963~64 331.%4 297.%3 1.21 332.680 g4, 31 1.89
1584-85 - 375.86 319,468 Y. 377.1% 325.26 1.14

e e v e e - e R i Wi S S e P e e A T e g o e A R S i e e L i 4 oy i P A e A S Y A L . T S S e Gy P S S S S S G i S D G s



Byprail deras pf Trzge (Excludipe Petrnjess Crude
LR Prf_égggj
iszze 1 1378/75 = 1B@
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13753k Toamptsity ®sighre 1792-8: Toannaity Heights
sar
Fs Te Teras of Py - Teregs of
frate fraje

FF&-7 3> 155, 3% 1o3. 02 B.95 143,24 AP 42 i.BE
97%-76 139,42 (o3, 7F §.37 153,42 131,90 t.g3
1976-77 73,72 183,57 1, 8¢ 63,83 12508 LeRY
1e77-7¢  177.%7 174,24 i.22 £78.34 168.4: 10i3
1878-73  288.47 172, 4% .47 3183.8:¢ ek, 8% 1,13
§97%-%¢  1Z3.97 1A.58 1.17 283.8% 185%.20 L.i¢
f938-%:  2Z53.3% 228,82 .83 2.52 2&‘ AN .89
198 -c2  296.16 14,805 1.:3 ZaR. B2 235.dv I
192:-2F  294.6} 289,32 i. 52 263,43 2*5.: i.87
198514 327,72 265,41 l.ie JED. G iTE, & 1.0%
1984-3% 382,27 3es. 18 .28 332.3¢ 285,7% 1.2z
-, =S TmTo s - °. : . -

The treataerit 924 selroleus Deasgols s 2 @ajior orobloe.
wraila Imuorts Crade Qil, There 15 e lso Croogs Learftic or retinad
nreral o3l importe of gratde wii. L waioe hteres, ounstluated
.64 per cang and g, 7 oer  cent or C{\"':'r::.l:‘. imourts valug 1n
FI1G-76 ann)  LFE@-Dl respeotiveElv. ihe shors of rerined snoeral
leg was wnly L.1% per fenv 36 IFT0-FH and .30 wer vent 1o 1780
i, At the same Lime there 15 2:a89 & Sighitagant expdrt of

cefined @il fraom KNerals, The ahearse of szl pp: L Lhe overeall

-}
\‘
1
o
Il
[ M
v

R®eor €5 rose feos L3,.EZ7 per cenl in i S. 23 oMr cent in

$aB-91, The arables dr:ses wastly dee v he difrerential price

avements ofF Crade o1l and refined sbieevar cils  Leae Graph S0
e crude O3 Drioes have peea hedindy walatile soving 1n sympathy
with the internstionzl Srices mhiiie W grices o+ the rerined

ineral ©lle L{h2d 2y adminisefeatyval tived have heen wmars

stable, (Crude patroien:: pricfs Dove exbeviencegd  the snerpest
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Graph 4,
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increasse in grices since htha 2id-'saventies. Theretore its
ticlesion in the sapori  bDasxsy -:.Jf Korsie would tend to depress
the terms of LIrade, Ic is decatable whebher the trends in thk
prices of crude pelrolewvi? imporizd inbo Keirala to soeet the desend

of Lthe 0il refinery =i Comhine woeld have any direct relevance fo

ﬁn

the regional 200N, 25 oxs vhe irends in the pricas of réfinel
mineral giis meane For Consumidciu within Lerala that would be of
sianiticance to ?-‘—ec_nqnai ddvalopaent. To focus abtention on this
issur w2 constructed serms of  Trads for Keréla excluding the
trade in pebrolenm ond petroiecm orodoacts, Ag can bse seen fro
Graph S, onue the oetroleuaw exparis and imports are ignored in
he caloculation of 1nLerstate Lerms or btrade both the estimates
Acyuire ramarkabie gimilariiy. Thore 1s a;sa significant upwerd
wrend 1o boto the fases. brapr: 5 glves the ovarall teras sf
tre.ﬁe exCiuding “he trade i bpetroleum. & remarkable i1mprovemsent

of terms of trade 15 dizcernivle.

Howevar , it would be anrcalistic to jgnore Lhe consuapting
ot aeLAroleum progucts  within Kerale in the calculations. Tne
solution we have chosen 15 to conaider Cochin Refineries, 2
cantral aovernsent undertaking, as an @nclave unit and assuse the
artyal consueptian of petroleum products into Kerala Ial; net
1impore inho  the srate {from oubtside. Exports of refined mineral
oi) are alsn corsenuazntly exciuded fros the expart basket, The
consumption of petroleum products in Karala has bean astimgted 125
bhe Ry, 165 crores in 197576 and Rs.298 crares  in 1‘482—.7‘1;
[Thomas lseac et.al. 1792) The revised set of caiculations of
indices of export amd iaport arices and overall terms of trade of

kerala using the adiusted commodity :m2ights for 1770-Jo and 1v88-



81 are presentzd i Tavies § and o.

Iltgr—sta+E_Terms oF Trage wibh Ac tualwggnaggpt}qn of _Fetrolamn

o

19784 CQMﬁﬂélty weights . 178681 Commodity Wwaights

Year Fx Fus | Jerwms of  Pr Fea Teras of
"V Puchaand L ade
1 z 3 i 5 a ‘

—— e . . e

1974-75 ”“.Ib 171.%% e.?23 13%,97 1859.723 APy
1975-754 ¥ e 174,467 2.68 13,76 165.A1 8. 57
1976-77 1A3.74 1/B, 55 5.2 192,22 156,82 G TT
1977-78 73.2) 18h. 33 B.73 156, B9 172.65 Z.71
1778-79 183. 184,04 1,58 1hH5. 43 172,549 W 5B
1979-80 264,48 Z12.94 G. 95 189,43 19%.93 &, %
1780-81 234,38 233, a6 @. 93 217,56 23%. 36 8,92

1981-82 204,72 8%, 349 ©.7a 237.352 % 3.,0 e i
1982-83 268,49 293.€= a.72 <3812 7

1783~84 S1Ze 34 3i8.58 a. 7% =92, 89 8. 27 .57
1784-85 237.:F 5337.07 t.87 2Ii.82 31597 P74

- g o —— n —— . n —

Tao:e &

BHvzrai ail Teres sof

Ty a2 . 3 _ .=

_ 2 pt Kera}la with fictual consumption
af Pegcaxeae or Qg"zse+ 9-4£ = 25@‘

1975-786 Coeacdity ¥erghis _ © yPGa- 8L Ccengﬂxty ¥zignis
Year.
7x Fa Yares at ‘y b Tares of
Yrade trade
i Z 3 4 3 4 ?

1974-75 $56.85 272,65 8.3: 149,28 1%5.25 B.o&
1975-7% 15%.42 i75, 4% -8.%: 3t 3z 142, 2e 2.93
1976-77 175.52 126,75 B.95% 1l B 163,76 .55
i977-78 197,57 1R7. 42 1.9% 178. %6 172444 1.04
1979-79 81,62 133.72 1.i¢ 183,82 171,45 187
i779-88 222.93 237wz i.8e 2u3.83 197.28 .83
178981 253.3% 253. 1o i.82 22254 336 i.89
1933-82 6.1a 282.5% 8.%: 265 .82 251,58 1.08
1782-83 284, 44 28%.28 2.9% 253,43 272.88 .97
i783-84 327.7%2 7iz2.84 1.87 a7 5. 274,73 1.83
1934-95 382,23 ok S A 1.0k 352,18 3i4.34 1.12

e i S L e . B G b8 81 M - s B S S g <A Aok i Y Y T g S . et s et Y s GG R et e = A Gt e ok d S B
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The carag of wraLe with e actual consumalion  or
stroleum ar-cdacts consigeres a2c net iapor te into Rerale :s taken

% the wmost aspprouriate set of caiculations and the basic of
luture discussions, Hatn the agtimaces reveal simllar Lrengs.

in 1974--7% =fhe rartig iz belaw the 1973-71 (=1380) .svel put

‘aidly 1morovse usko 1978-79. It deciines guring he nelt Twd
faars. from 1933 there is oOncs agaln a strong rescrgence.  Un

o2 whole, thae teres cof brads raprove by arouend 1e—735 sarconiaas

Minte batween 1574-75 ard 175634-85. [3ee Grauhs & =ou 7]

The igprovement 200 the tsres of Lrades  1ros woe Mg
‘saventiss 1w brougnt inlo sharoer Facus  when ke ConSLaiT Lo

AQ rune LErms oY trade far Keraia. Thare are S .Jus of Gl &hRS

i1 the consiruci.on ¥ ouCh a2 S8r.es, e z=hall  whey Grietly
dicate the asthodulogy enployss. W SereCied (U ME g L&DOCT

oamoditicag ond 1B ma)or interstetge sxpoeri Coemonite=z  on tne
w516 of 1S73-75 trade JdJata. Wolonmic «e@rs caloulatsd o L2 basis
¥ valua gf each Cf these comragrziies 8 g (olel valoee or cLhe
wesket ofr bthese (8 impori/exoort coamodities .n 1573-%Ye 2 Foreign
Hports ware considered sewaracely =nd Lne «@elghle were  Paseg on
e wise 2Actnalsg.T Whei€ whe wholwsale Drilces wWere Used fur the
Gleuwlatson or vive rnlerstate preocz andicas, Lhe wret  value of
RDOrts eware aseg it tha cajcalellon OF forelyn eXpdrt brice
ndex. The wmeiphted average o inler sieily =xpwrl pricz index anc
he torelgn  eXpory gr .oe Ladex was  Laven an s oversll export
"lce 1ndex, We arsy Llescza  he sennibivity of wne terss of
rade o the weignts =z _.utad to ne foreirgn andg interstate

xportz in Lhe construilion of tha axport price itndex, Estimates



were mads by varying ine weights of foreign to inter regiem!
puports wicniin range of 23:70 to 70: 70,4 All the series  move in
tandem, Ww:ihh che ditrer=nce  that highar Lhe we2ightage given b
fareiqgn exoorts betiter e logrovemsnt in the terms of trade fros
mig-— seventias., @2 nave seigiied Lhe ratio of 30:72 as the e
anaranriate one given Lie fect that in 197976 the actaatr raty
af foreirgn exoorts Tty inter-—sStabte expores was ZH4: 72, The iocm
run terms of wrade based on nis rat:o :e given in Gragh 8. Th:
reievant data of indices of expart and isport orices  ane

presznted

Tabizs 7
O run Teras or Trade (762-43 LD 17BO~ET
1Bass = 1770/71 = 13&)
Lriter — roreigan imporo. Twsrali Teras of
Year gtabe =SS Tad g price BA DO L AR
axor o price < den rice
brice 1ovidex Lt
indey
1 2 = 5 o &
1952-43 61,49 .37 oLl Wied 1.MEES0E
i9487%-5% 58,35 05,97 3. Th [y 9. 372
1764-45 &, 57 58. 8% &7, 16 O G PTIPY7
196565 TZ. 18 &R, 2% Tz. 821 89,25 B,561737
1 7H6—67 81.0W Fi.350 35. 54 b4, 568 1.9313548
1747 ~45 78.20 88,37 L4387 8Ll.7% @.aldalbb
1575369 8. 24 1.5 73. 46 54 R.8B577RY
1749-70 5?9.%8 She b7 Dy 2T 71,90 B.FAbi02
197971 194 1%d 190 inlg j
197172 73.28 e, b5 idu, 76 78.863 B.9641765
i972~7Z F3.50 185. 24 1is.72 77,55 U BITTBA
1GTIE-TA 12%.79 14%. 6 137066 L2542 8.73821
1774=-73 15053 157,32 184, 20 199.79 &.6727143
197576 173,45 278,22 RIS S T ib&. 38 &. 997879
1976-77 1an, 53 274. 1% i64. 0 187,84 1.@77848
L977-78 274,29 294.02 PR S eid.Z 1. L182048
1772-7% 195 28 255. 76 IRL.LE 235%.35 1.t 137:1
1979-52 217.7% 2%, 20 229, 85 231.74 1.@8%2
1983531 247 .9Y S1Z.92 273,70 207 _F1 E.fnbfd»
1731 -3% Zoh LY LZ29. ]2 LT A2 3i5.09 8.997526
1732-a83 275. 6% 31536, 23 B3I, LY 294,465 B.926T7
178%--34 I3h, &7 Y7, 91 S, T3 3e2.88 1.0883177
+784-35 4,8.07 L899 THI L 314,37 1.18B4978
1525-ré RS Y 1 432.17 LTRL e dEe.32 1.886134
1786-87 IFr. 23 S14,.9% 485,37 H5:.3

L2 1.853216




Despicte the virfarepces i <ohe asibhooaclooy e 1ong run
terae Of Lreds Serles Sanipil Femarsan.ss s:imiliz aly b urie Crernds
S-S b AWHA-BE on the

we discussed e=rlicr o the gevaiis 37

02Si5 OF 4 & 2 —udprehensiva  eyarclse, ShE e LU ~=75 and

Dercentage puoinils., The nexl Joer  yEars Do 2rdL-33 e of
resative delariorakion. el e lndes  riges ohce 2gein i the
sub<aquant yoimes. i e LT N L f o adimiseds The
Correspo:o—nLe of  tre Oy oad oo luasione oy Lhe 157303 to 1964-
8T 2eriod zrrivaed by oS i) Lo e e slata aCowann it atos as o7 the

valigity OF tite Jama ruafr Lramgs ooy i LS80 A% 0¥ O ade f evealod in

The Owovi Ol of LnE CEY S 0 Ly zde edminilzs considerable

Cylical E R TRl §F= T i ' -1 fneso YlulcatansE  wase. A @ilg

deterior shoon o o Lordia 07 Growvns Loebwean 1957 -63 0 andg 1273-775.
It 135 s2en Lhadn, G = avbr 328 Lhe -0t prics inpgex rose by only
8.0 percenvagse Lolnis fse o mfdva® ol ie vhe @LDr i price incex rose
by 12.% oercanca= posnls Tor etceenm Goring Lhis peried. But this

deter1aration was MOre [oan w=Ege W o Lhise sebsequent phase
S APTITM Fran A7 =l o= 157305 ang 1996-87 the export
price inldss  AnCrZazdaed 2L anr Eesrans annual rate atr 27.9

periantao~ poinis while 02 LTS U ride inges increassg only Dy

1_ When L= entire period froum

DErCanNcays oLl LS faE
PRE-AT Ly 1ML -GS re foked Lnon considecagtion 1Y is gez2n that
DI price linger has wended toe cyse fester then the import

24 it = rav0arehize Ol run impraveaent in the

2rice ij
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terms of Lmzdg. BEimed s Pai-53 anag 1565-87 Lhe interstate exoort

Price dngwer rosz Al 907 owr Ceatn and tese foreign export
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rice index at 12.3:14 per cent per znnum. The overall export
wice index rose at 2.94 per cs=nkt per  2annus. T2 lncrease in
imort price indsx was only B.66 oarcent per annem. Consaguently
the terms of trede has imoroved at &.73 percenit per  anmas daring

A year period sirnwe lI342-63.

The 1ang run Srend in the weFmy OF Lrade +or Kerala

significantly diverges vram ihs siperia.cs of swsi of the primary

{w

wn-fuc: exporiing developing ragians in he warld., The primery

a

paedity exawiers Navd on the whitgie sufrared socuiz2r decline in

T
-

s the brief pzriod or 972 to 1974,

[x]

their tzrm- oFf Ly g0 ¥

1

[CR
Inthe 'sixties Lhs decline was wuniy mcderate as in  the case of
réla, Bul +eam L2 aidg-seventiss the decliine in the terms of
trade have Desn oreop. (nhe zal commodity grices (1.2, comnodity
wices deflated by unic vizlue af manu{sciures? have aid-"eighties
fallen to the leve! oFf inter—war s@ars.Llf. Sarkar, 1784) What
wve the onderlyving factors rasponsible for the differential
nperience oy Keraia? ¢ is ©o ¢his Jguestion «@e shaill turn in

the next section.



Dect.on 2

Fectors Underly:ng ifns Comthedizy ~oice Movements

The rerms O¢ frede revlacl nz =iy the relative aovement »
EXOCrt any smin b LoioksE,  We tave A0Ueg alceddy tnetl the exper
TECGEd Lo rame fascer Chan import grice.
if Lz Cane OF Raraida, Howesss, the feoort, orice  index exhihi
a miIre Stesdy 1nceesss:  Uwer’ Tlihs wisn Competrad to the expet

price 1near,.  Oaly 10 Lws  yeEars, 17468-&%  and 1375-77 does

Lo Grt prrce  ifnEe uaclioz, 20 wne obtner i, the export pric
frodey has bendse Lo e O varatiie, ] In rive vyears it declin
AGE0ILCTi thzes  veary wiig Droved to be the years of
FRIALLVYRLY eulr e Swamr s Oelerior=sian oF  the teres of trade

Theretcre Liier® is zed riv Lliussy examination ot che povesent e
erport orices. i awoiy an axaminaastion 2L 1s also roportant ©
A 5L11:GU: 5N DRTeay 1nilzvstate a2xuoort prices and foreign exmrt
pr rioes,
The Foreign Export Commodiiy Prices

Tha praice adex of foreign exports has  bezen relatively
mere  bodvant  tivanr the interstate ewpoert price Dnded. Do ta:

17388y roraer averaged A4B7 (1776771 = 1088) whilsz latter averagd

obly G135 ps khe rgse :n foureign exacort price accelsrated eve
vime vhe price fiucteatlions bave also escailatsd, In the |Fed

and ap Yo fne  beginpniag of 1978s the forelgqn expd & pgricos ware

relativery nore stabjs. The 3¢ per Lenbt ipncrease in the foroie
gexnart nrice indax af Kgraia 1966-47 is duz to tie d=valuatim &
the Indian Fupee in that vyeer. The  index ol fura.gn erpert
prices vt Keralas rose only at  Z.é@97 per cant per ennus betwesn



1762-63 and 1972-73 when defi&téd by the ince: of the rupee—
dalla; exchange ratio. The reiative stability of the foreign
sxpart prices of Kerala during this phase 15 futly line with the
Qxperience of intarnational pr:oe movenent o primary
Cammodities. &5 can be seen in Granh 5 ithe W oryze index of

the major 3% noniuel primary Coemodit.es do2e not exhibit any

sharp upward trend during ihis period,

The situatian drematically changecs froa 1775-74 onwards
wnen the international commodity porices la2ap upwards Ly around 69
eswr cent. 1F73-784 was an year Sf re:ativeiy high econamic
activity and inflation in the advences countries bLut of poor
agt-icultural perforazice 10 i Geveloping cocuntries. Cammodity
prices continued to ma?e Upwarss ia an irregquiar  fasthion up to
1938, The uwpeard movement of fzrala euort pgrices was less

dramatic initizlly tut accelerzted Lhereztrter.

The major divsrgence v Tha tromis  in international
Camnndity price ingex 20d Kerzia's foreign export price index
taok place in the ‘zightizs. The IMF index of dollar prices ot
cwmmoﬁities, after reacitivg an #il time peak 10 the year 1988-81,
began to sharply s:ide Zdown with the recession of warly
‘sighties. 7he price :nds» daciine oy 23 per cent betwesn 1980
ano 1985, [incernational Monestary fund, 19843 The expart price of
commodities fraom Kerala, ot the other hand, aftur taking a nose
Vive an 1976-79 begaen o climb uvp once again peaking in 1985-66
Wnen it stand «f mwore than 259 per ceat higher than the

internatianal commodlty price incex.



A part of the 200ve dramatic agivergence is explained by

Y
ol
fi
.
g
m

tha 'chemgés in vhe forsion ex rates, Heliped oy thé nigh
interest ratey doliar appreciatsesd vis—a-vis oLher currencies; &
the other hardg the Indien rcugse has contisuously depreciated
Suring e eigniizs, Tire int=rnational commodity prices when
measured 10 SDRy do nQu shvuer Lhe sharp dailiine as in aollar grice

35 Svigedt oo Grapn 9 ownmere we have alse

[

1ouex, I i a

Graiun eyaoct oride of &arala deflated by

¥
~+,

plotted troe indes o

f

the rupee - Soriar exchenygs ratyo,. The excort price index when
adijusted for the devralielicn of ting Inclen rupeep, bLroadly tends
to $0iion  intercations: Conataiity oFrice moveasnit.,. BDubt even the
adjusties @xoort wice .adEx Mas tended o riss faster than the
averzge of intodrisbLiordas n';'f';m'.wzcv.jlity‘ pricas, This is primarily due
to the ditferernce in he osourcdily coepos:tion ofF  the expert
basket 0¥ kKerala and vhnzst sn worid trade. Thus, for exaaple, 'tnt:-
ge@tals a=nd sinerals., suzar and cocoa that tave been most affeét-:-d
bw Tie COHTTRMR S v deprEseion in comwmadily prices 'ire
insigaificant or absent in varala’s exports. This points to the
ixportance of examining tie soecific features of Kerala's expert

commaodities and taelr peryoraanca.

Lashew, @marine praoducts, pepoer, cardamos, cafiee, tea s
cuir products constituze the aajor comocnents of Lhe forsig
axpayr't basket, A}l  thesze commodities chare &any 2 CoOME
characteristic which *og @ large extent wald 4o to explain the
divergent cosnodity price experience ot Kerala in the
1nternational sarbket. Coir iz the cmly exceptrin.  Colr is an
inferigr comwmodity whose international dewand has  been daciining

from the ‘sixties oue to changes in consumer tarias counssguent te



¢ rise in their incomes and coapetition +rom svrithetic

ghstitutes. its substrituation oy olher products was an effecrt of

nsing incomes, technolagica: changes in pap cult:vation snd

rpet weaving in Europe and the failure Lo ezintain the quality.
kt even in the case of coir, the wunit value of exporis have kept
pace with general trend of upward movesment of coseodity prices

#spikte rapid shrinkage of yuantiity expgorten. [Thomas Isaac,

i.al, 1992al



fakls §
7 Lely vaiuve of Foreign Exports {1978-71=188)

e e e e P v R e e R S e M v S e e iy ey S e G e e S Y T ——— i — S (s e S i W S

vardapge Cashes Cofves voir ¥arn Coir Mats Nariane Peaper Tes

froducts
i e 3 4 9 & 7 g
1991-3. 37,85 £1. 94 85.35% 33.3: 85.7! 22.17 171.87 &b
1952-53 23. 16 43.81 83.31 36.84 S3.82 16.561 $54.82 YR 5]
1953-34 Z%.67 32,84 87.15 36.75 45,39 i8.37 23.38 1948
i954-53 33,51 31.384 3, &b 39.8% £3.57 i3.72 92.46 57.3
1353-30 33.6¢ 43.77 S§. 08 43.32 33.8% 13.85 349,17 8.1
1954-57 J5. 49 47,50 78.04 .68 £5.78 23.78 27.7 a7,
1997-38 Ib70 3b.4% 68.77 48.63 37.71 22,18 22,483 75,28
1958-57 BT I 5 Je. 94 5:.83 35.41 47.7¢ 38.238 23.9% 81,25
1359-08 =7.85% a1,7% 55.%93 42.75 5.648 z%.95 1.38 HONEY)
1969-61 32.40 5. 63 3.1 4o 78 53.37 335.32 94.33 Bl 28
1368-62 29.599 39.24 3I.47 S7.50 69.%58 35,54 43.99 78,45
1942-05 22,58 J8.82 a8.zé 5%9.i9 68.33 ad. 4! 36.a3% 7a.4
1963-64 25,18 4:.3: £3.1 7.61 bi.Eb £2.338 38. 1% (3.9
i768-45 22.31 3%.43 52.5% 3%,68 A3, 23 i5.04% 47,83 az. li
1%355-b6 3%.32 31.74 99.%1i £:.93 ba. iz bl 17 38. 31 TR
t7a0-67 79.37 85.14 37.3% 4%.36 183.42 183,85 47.5%  1d7.d
1907-48 5. 8i 57.a2 70,42 al.cd 83.8% F7.3% 2. 85 18
1942-a7 87.2& 33.53 78.94 32.12 25.3% 8i./5 Hz.@8 %517
1367-78 135.38 3342 76.87 23,45 183, ¢¢ §87.7¢2 9&.3% be. il
1973-71 168,632 190.28 1g&,83 tud.ed 164,28 198, €2 20.68 itA.M
187L-722 53,85 GY. IE 76.44 115,97 1ib. 43 143.97 a5.7% Y.«
1572~73 gi.62 182,39 9z2.37 :1d.1¢ iz8.e8 143 8 37.%2 LA
1973-7% 184. 44 157,45 1Z6. 3% 122,83 P9 .82 178, &5 123.48 MM
1573-75 :37.3%7 188,19 126, 29 182.256 17%,38 ted, 8b 16&.52 14
1975-74 151.42 14b. 31 113,04 2g1.78 t9h. 73 Zi. 42 566.27 1644
1876-77 299. 66 236.71 $71.83 177.37 zPa 52 zi7.85 242,13  237.%
£¥77-75 217.95 335.8¢ +i7.E3 176, %% 235.58 213,85 251.87 314
1978-7% 226.82 3é2.85 22372 22%.44 L¥7.8: 284.%7 122,78 2153
1279-5¢ 137,95 258.%7 3B:.63 348.75 RACYIE & P SR 184.36 2740
iIBE-c1 1872.2% 45:.37 262,13 318,43 Z26.74% 95,24 i6k.458 2.4
1751-382 178.28 464.35 245.5%6 I15.54 387,13 »:8.3@ Z44.63 %0
198z-383 <27.49 469, Z3 S%o0. 66 293.7¢& Le%.73 392, %7 179.2 263,41
i783-c4 426.34 248,52 37:.8% 335.81 367.:% T2 w7 748.42 WY
1754-8% 12,35 %36. 337 552,38 $82.8b 430,22 &27.248 331.27 3562
1'785-86 259.73 b3%. 57 283,22 322,39 Y-V Y: 371,33 573.%7 LM
1566-%7 11,85 bbb .Z2 45%.2+ 243, 4& 539.75: L g, =7 4568.67 3759

Source: pureay of Econcsics and avatistrics, ¥erz:a (1372)
Birzcigrate af CooramiCs eay Statistics, ferala 33773, 1198%)
Denartaent of Econgeics and Statict:cs, Xeraiz {(1753)



The commaditises other vthan cwuir in Lhe export basket of
Kerala, on che w@&hole, nave baen @njoving relatively bouvant
demand conditines evar since lideossndence.  The demand for these
cammoditles is nouv a J2riyvsd desand Sul for fioal consomption and
is, therstore. muyre stable, it is largely guveraed by taste and
tradition. Fur example, It s so20 Lthat due to the relative
stability of food preferzinuees Live sabstituriun of cashewnuts by
sther nuts like slacnds hzse Lesi vary limited despite the
farmer ‘s relatvive:y rap:id wrice rise. [Kannen K.F., 1283] 1t is
reported thai theys 1o ixtfle substitution even between beverage
commodities like ocoffes and ftea oxcept in instances of a very
large scaie change in reiative orices. The demand adijustments to
changes in relative wrioaes ftare olace only in the long run 1n the
case of these -—ommodities., Further  they are also not threatened
Py the svithotic substitutes as in the case of hard fibres or
sugar. A5 a consesuencs Lhe demand for the export commodities of
Kerzla have steadily wincireased amd the price behaviour has
largaly been detosrmined oy fiuctuations 1n supply. Even
relatively smail shortfails in Sepply resulils in major upsisrnags
in price particulacrly it the stocks are low. Stock holdings of
thecse commoditinsg are also relatively luw as the guality of the
products would deteriarate in storage.

The periugic sharp increases in prices, as & resuli cof
shortfalls in production in any of the @major producing coantries,
would initiate a bunch of additional investment to oreats
additional suppiy capacity. It may be remesbered tnat het for
marine products all the major export commoditizs of Frerela are

products of tree and otner perennial crops. The supply response



oFf Lhess perensnlda:  ornos s long gestation 1ags resulting in
cyclical patian in produciion and oyicas, Thus, +or example,
the apwarg aovemenl of cardaaom prices at around 19 per cent per
anrum  quring  the post independence p&rigd is  seen te ke
intarrupted wilh w=riodic pghases of decline and stagnation o
prices. Thne cycliczl period has been estimated to oe  around i
yesirs, L[Nair <K,N. ec.=l, 198F3 1932-83 proved to be a peak yeer
ar & Cardamam cycle. The oricss continued Lo be  bouyaat in dhe

succeeding Lw VEaSrs 3i50.

irn ths cazse of caffes, a8 an b gseen from Tasies 9, the
1258s and 1770s were gerinds ot relaitively nugh  wrooesz whrle the
18&0s 2no 2arly (908c ware of low prices,
1975 was responzsiois for one of Lths wharoest waisialion of coffes
prices £0 PNiSiorv. In E3753-7& it unet  vaz:iae of SXports

increased by round J39 per cenc. Tiee slioaz aown Lhaet oegan the

VESY REXT yESr  was  f0 2 large ediant contecciod by the
international Cofsos agreement and % FEISTIvaiy  pood  Crap in

Brazil in  1983-63 due o nsavy reintzil. 1L wss foilosed by d

prolong2d drovaiht Loy 1555, S5 8 resnit Lne gsceds  aince sid-
13785 was a period of relatively pouyantt ondfss grices. (World

bank 19R91,

The +luctuatiun in ftea orices, 2Hs ol ®alor beverags
commadity, has bean relatively wore Gaded du2 Lo thee gperation ef
stoack noldipys and tne sossibility of limied :ncreas=  in ghort
ran supely  througlh  Codrse giJdosing’ ofF the lelves in times of
scarcity, Tea prices russ sierDis i the  sarlily 1759s, Gfter &

pariod of reiativelv stabie prices, 10 rose 10 syapathy with



wifee price in late 13785, v continued to move dupwards in
razpanse to the 17305 droughl 1n South As:a and the gSovernment of
idia's atteampts 1o resghtrict sxports 1n order to protect the
mmestic consumers from tng rise 10 internastional prices. LWorld

bnk 19871

Cashew kernels ang asrine groducts are the two major food
tenmoditiss exported fvow Kerais=s, Thae rejatively stable demend
tar cashow has «lroady beoen reterryed to. Tashew pricoes began to
sherply move upwards froon 1272-7% whiza the unit  value of exports
‘952 by more than M8 o cant. by 1274~77 prices had risan by
nother 18@ pee cent, The radocticn in cas it avallability due

cortditions i East Africa was

[
T
b
g
O
n
™
u
[ 2]

0 pest damage and wanseiw
the major supply constraint.,. East African surply picked up anly

Hlomly and the supplsy lizs not ween sutficient Lo meet the demand.

ssequently the orices coniinead o move Wwpwards in irregular
faghipin. £M.FP.  Xachan, 19913 By 1964-80 the cashew prices had

risen Lo nearly 7 wimes thes lavel of 1270-71. (Sae Taunle 2J].

Due to changes rought about in the food nhabits cdurieyg the
arld war II the desand for see food haes remeined bouvant 1n the
wst war periodg. Farticularly, the demand +ar crustacedns in USH
nd Japan has pean stzadily expantding. But supnly has been
restricied by natural conditions of marine regenar at.of. The
apply  From artiticial culturing of crustaceans has becoae

ignificant omly in recent years. [Shajahan R.M. (787

Pepper the major spice crop nas hed the plst voistile

vice benaviour. it is estimatod the ~wurlud csmand for penp-2r has



bean wncra3sing 2t arounda I per Cent aer eanun. [Grorge PS5
st,a)l., (9822 Singce syockhoiding o+ oepner has  gesn relatively
low till the antry of Jadanese auliinetionals into Brazilia#
pepoar proguvction recaptiy, orices DYave rirucitcated according to

changes i arcduction, darber 2 orecip:icus decline of prices in

-
<
il
fo
i

the early (2305 When the wili >t eMporis declined to nearl

one fifth ovsEs rive yaars, grices had been =lowly iaching upwartd:

with cyciical ficecruations. The pricss rose snerply  n 19747
anty moved wuowards tiri:  1RTR--RE, Ancthar sherp wpward sdrg

arcurren 1 @Le-1730s. (zsee Talle P

Tre uricz ansbabiiiiy &4 Ferad:a's export conmodities h
not had oo dalibitatim: an iapact as o Lthe case of many of e
MANDCTrO0 prlaary Caapoolty sxiporters  because of the diversifig
export bazkel. seasng 30 Loe prodacts of  the region hi
generally Leen 2o far powyant sny, FUrtnsr, dug  to a  number @
FOrtitous Ciocumstancess CRGELI? SUon)ly constratnts 1n te
orodusing COURtriaey L2 speroe o7 cummodity  prices  in the sl

1978s has contrinesd 1nto the L1788s. The relatively 1onQ recovs

A

or % warld economy frow Lhe seriy 198Us  cepruessicn als
contributed (o fhne boucyant demand particuleriy of cashew ar

MAr 2N Oroichy,

Interatate Exporf Commagily Fraces
We shall now corsider the trends o Lns  praices oaf inta
state expart comnodirties tnat acoount 1T0r nesiiy F& G8r Ceit o

riersiate asporrs ars

fvee

the total exporis of Lhwe region. The
mare divarcifjed tran the Foreign expornE. it 13 neithy

possible nor is it necessary Lo enalyge Lng  prics wrends or a



the commocl Lises thal oo gipdrtad L2 Lhe Fest of lodia., We shals
take un  for  dertzsiled sxsmtnation ondly  twoe commodiCy 4rouss,
cacanut prodiscts  =ng rubiber o ehich constitute 35 per cent of the
totel valas of 18 major commocities that have bewn consigered vor
the caonzvrection o Che2 Long term 1nterstats erpowrt prica indess,

+ sprces that corcsiitute anotfeer 18 per cenk of th2

Q

Th= pirice
exoort inzex bzsket Civ=ely fellow the snternational gprics trende
that we bhave aireagy discusced. Most of the obthz=r m=.or
1interstate export comeuditi=zs, with the exception of =« tew liks
rayon axg  ginger,  have e jioyad relatively Lrimsv i Drlce

thy the grices rising faster than thos  adver ige

j\-h

canditions

whidlesgle price indax.®

Fricas of rubbsr and cycoout Dl Rave Dzen  Clnlioy fastar
than other aoricultuwral commoditiss oroduced in Kevsls, The
irelative tilt of prices i favolwr oOf cocgitst  1s dizoernibise fTrom
the lete (2885 and rhet of rudber §roa he ald-1v

axs  3lso

i~
)

reaative of uoiher -dible pils o coTonut Ol
sudstantialiy moved in favour of ZoUonuabl ot whtsrastingly, it
i12s besn chown thzot availavilaity of obnedr =Gibae iis nzwve little
imiect on the oirrice aovements of woidrvest oii. D,
18] The vrelavive ostzability of Jesmand for  covonue oil g
attributsz Lo il:s speciszl gualitiee wlhich mabes 2L 5 preferred
preduct {or many uses such as  ticletiy and custom and taste

arion. as

(-
fow

sefinad desand 35 cooking  mediuvm 200nG Malayali popuy
regsrds rubber trare is e compeliayg subsiiiiute Lo 1is marn end
=1 The vz of  swathestsio rabdaer 2 Inuea ic veyy limited-

test than 2B oer cent of Lotal consumdiion while i1 is around 70

per cent intarnet. ohally,

O~



Furtner, the ooesscic prosuction of cogooanubtzs and rubber is
heavily protected by iaport restriciions and  Lthas insulated fra
the trends i:y Tie snfsinationzal markets., Tiil the tate 1958s, in
the case of coconuil, and till arcund the mid—-1958s, in  the cass

of rubber, imparts were an tmoortant Component of the intsrna)

(]

consumnL:on of these praduces 1o Ireiiae. tThe i&vorts of copra av
cocomst il mnoseded 182,088 Lonnaes per  annun 10 the immediate
pre korid oze L1 yezes, Swurlng Lhe izt half o1 the  1968s &
myzh as arouand 2 ger cent o) chie consumption of rubber was beiny
tmported. Protection froe international competition was axtendad
1o thesa groducts as  an incentive for Lhe expansiaon of domestic
casaciby. The dawstic a0odGuectior. of  both  cocoanut and rusber
have rapidlyv  awpandsc byt stil)l supply has lagied behind the
demanz., i yaaers ©of 2 seriowes misestch betwesan  demand and
supply, C2nsec mosils by Fooartuebions in suoply conditions, the
commodity orices have surgad upwar ds.  In such situations iaperts
contypgs b (E3 By

mpioyed Lo keep prices 1n check. Thus forzaiqn

eterminant of the domestic prices ef

fad,
fu]
X
t
th]
il
=
i
-
3
12
g
r
i
=
()

coconut cil and rubher.

The coconut prices in ths 19585 had resaingd depressed due
to the uvnrestricted 1eporis of copra Ffrom the then Sree Landa,
Frices began to movez upwards with the decline imports in the late
19508s. But the rapid escalation of coconul @ric=s began enly
from the 1late 19505 when tha imporis were virtuaslly sliminated,
n study of coconut 0il prices has shown tizat th2 Loporis were tre
Singie most ieportent variabls underlyirgg the oDrice changefs. {-
with explanatnr\;f powar for 77 per cent of the changes) [Jacow

Mathew 1273). The downswings iIn coconut ociy prices in 197i-72,



L ampar s which were made
@5 a 4d2liberste policy o Dontalin che increase 10 domestic
prices. Luoh  movies nhave  Dessn geenly rosanted by the coconut
erowers in Kerala and  thay bavs S0 a0 been  successful in

Preveitting any fonn un Sohase For Darae imfew s, In the absence

of imports, thE SevSra Ce ooy in Meraias Juring 1982-
> and  consegasnt oo romy ot gnt Falged Yhe cgoonolt prices o

s duriag e 1%28s bhe coconut ol

prices which Till  thon a3l Ceen genarally laaning behing thes

Frics of vubier izl Defer o ocrarled as part o9+ cosnrehensive

regolatory schums  oF Soocausoiion, oonswention, innortdexporis and

1

price of natural rosnesr satyodessd wibth Lhe estaplisheset of the

Internat:onal Rolkbas Wi abyde Ggersosment in 1934, The ceiling

O Maxiinyh  OriC8 sEs Faeaeoved an 194%, The prices snarply rose
daring 1974, 2 orocsss whion wat  Further nastensd oy the ztats

subsidiead svpuris orF rubber Dotwesn 1937274 Lo 1977-78. T
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cixfinuation £f exgorie nEloed Lo prevent oopgsiet

2pove lnoreass L Lhe  goebeegieEnt yesrs, The Drices One aosid

a5 in ths <ass of covonul due o oressors from growers o has not

bezn oossinls o undoerfals imoorts of & suf
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the first Ralf ov 19G8s thoares  was mianificant L Easex ia the



f Coconut oil and Ruxber

RubSar Frice Cocdnt 0i) Price
Ratio oF Ratig of Ingiwm
fear Ingian Foric Indisp grice Price to Werls

tog Gorlg arice indian Worlid Price

i Z A3 2 @ b 7
1768 343 R B, 92 4B 137,38 1,61
1941¢ 338 Z87? .25 254 §2:.88 1,939
1962 325 248 1,413 Ihe 121,80 z.20
1963 32% 285 [ B4 132.29 2.8
£19564 325 232 t.32 ZFT 141,82 1.96

1753 k7Y =32 p. 52 £tz 166.88 2.5
1950 538 353 167 355 286.88 2.21
1967 iig 2732 Lo dE &5 8 245,682 2.82
15468 L34 287 | I Y 457 275,88 1.6
L1948 535 337 1,35 £57 278,88 1.84
1978 487 K343 1,38 iaz Z94.80 2,35
13714 i3 755 1,72 581 272.08 2.88
1972 343 2&1 ia78 323 $76, 8@ 2.92
1373 139 Zh D78 3648 331,88 2.2b
1274 ieg 5%7 R T ) 1153 5d8, 89 1.42
1973 327 17z 175 543 336.68 2.49
1975 433 TRy 8.32 23! 375. %8 2.48
1977 035 632 3,93 1873 505,48 2.12
1975 385 THY v, 1Y 1123 S68. 80 2.0%
1279 1874 18it $.8¢ 1554 830, 83 1.43
1988 1154 ig83% L. 87 1583 533.¢8 2.64
19531 1427 g7z b3 Inl 254,29 2,83
1332 1427 737 1. 9% 1458 439.8% 3.2
1983 1877 847 Y 2888 737.38 2.7
1983 1489 194 i, 072 3582 1372.48 2.62
L1985 1474 Lpse 1.8 17% 758.82 2.3
1986 157¢ 848 i.69 135& 375,438 5.84
1737 176é& ¢35 :. 35 I165 573.88 .58
1958 igdt 17:3 £.17F I13% 721,48 3.95

£H

Sources Werls Baak (1956), Marayana . mbt.al. 1179317,

The tapory resirictions have rssulibag

{Rs, per guintil

unil Mani

in the

the Ins:an domsstic and  international prices  of

rupber, Tnis v evident from the dacs prasaaisd

witere wnolesals prices of cocongt oil 35 o

Kottavas marbels dare comnared Lo Lhe internstionzl
k4 7

54

(1731}

sagaration of

cocanuts and

~ P e ey

2% Caiicuat ang

prices a



these coamodities. The market quotaticons of rubber ot KNKuala
wuspur and coconut 01l ar Rotterdas 1n doliar prices have boen

wanverted ynto runee values by wusing relavant (wsign exchange

rates. The resuirts are rather startirng, Dome=sitic Coconuat nil
wices have a2lsays been hicher than intarnavionel orisses byt what

15 lmportant to noke is wrat tine differences nave Lended Lo widen
ver time, Tne ratio of tine forsaa- Lo e atbter which averaged
L2 in the 19268%, increased ta Z.Z iie Lh2 1?78 and during the
MPs to o2 startingly high avarzge ratio oF 3.0, Ip Lhe case of
ripber the two nrices that neve tenued to wmave Llargely close
isqether have diverged trom g tale 19780z. Zuring the 192335 the
Westic ruboer Grices eere onh an aveladge L.4 Limes higher than

the 1nternational prices.

lsport Commoda iy Prices

The or:oe  iader oY iwwory comncditices of Keraia has been
rising ordlvy at arouand cue saswe reie @ g general level of
rices in the couniry. #rs:e Yhe ouassale prices ive India grew
1 9.3 per cent per annum LEtesen 157671 and 1785-5& the irapoart
magdities pricze  ndeX grew &b Li.e @mairginally lower rate of 8.6
wocent Do annua O bg ths sass period. This is a rather

RPrising ciscovery decause of thz doarnance of manufactured

tinal produccs and acminlsireilysvaly pricae cantrolied commoditiss
Ingera:a’'s wport basiet., Mamitactured conzumables account for
1 per cent ang sdewnisiered prioe cLmmIGities, namely, petroleum
uucts, grains, sdga, cesent and iron and steel 71 per cent .oi

he welghnics Of Cur wwmyir ¢ commodiily pride iogex. Tne weight of

etroleumn Crodaucts «ione comes to 23 per cent.



The administrative controls of Lie governwent on the
latter group of commodities enxtend not oriy toc pric= structure
bt 2ls0 modelitries of oistribut:on. The golicy obiasctives vary
with commudity: inter-state price egualisstioe; or {zir price i:s
consumars or ordimum price to ftaraers., The degree of caontrol has
2ls0 varied between cosmmoditizs and slso ove rit:me  from full
control 1o partizl control to deccotrol. it ie not 9 intentien
to docuaent the chequer=gd history of adainislsriive prices in
Incia. But the follewing broads orends mey be aolad: Firstly, the
main trend in the recent yzars have Laen towards decontrel,
Secondly. the resowrce eobllisavion poszibilities from regulatiem

has been ieceiving grester ertt2iiion of the authorit:es. With

accentustion of e fiscal Cirisis of the government and failure
to ratse the efticioncy of pibiic sectry  danits. frequent
administrativa grace hikes have proved to g too tempting.  Thus
adlministrative control of these esssntial énd asic goods have
ceased Fo be a chnech on ar:Ce5, hiere 1s a growing body of
avidence that the 1nsiationn +iow the ‘sevenities is to a criat
sxtent administeres grices jad, [Shrkhe Jha and Sudipto Hunl_i
1987]) Bobtwean 1978-7! and 1985326 while the ~on adeinistered
prices girew at 8.& o2r osab ey annde the administered prices
arew at 108.7 per cent ger aivnum, Fetraslecm products was the led
perfurmer ~ith a 4B per ceny inursase betwoen 1973-74 and a 1974
75 and 27 pze cent per anfiws price rise betwsan 1988-81 and 1788-
87, EBetwean 1¥70-7i and 5353 peirnieum prouuct prices grew at
14 par cent pey afid s, Iron znio stesl 1s another coemodity grew
whose prices have u2ndsyy Lo rise at a faster rate than the
general price level. Ste=i prices are set by the Joint Flent

Coamittess and the goreral inefficiency of steel production ha



increasingly been passed on to consumars in the form of higher

rires, The ralte OF iaureass oF nrices nas been higher in the

tse of 7goods that ars ot direcily demanded by the government,

frat

maent 1z a commooity which 1s =r'3ely produeced in the private

ctor cut whpse orices wie gUovernwent controlled wuntil the

i

Wiy 1958s. Since d Gl 2EL

g
g

o

It

Wy ths cement  prices that generally

™~

wved cioseiv with the overzli whole sale price index has tended

te sharply move ugiwards duricg thas 19885, [Ses Graph 181

ot soayp esciiacion of Laa 200ve adminisiered grices have
beeri Lo 3 graabt extsnt aecsirvalised by the price psshaviow of
facdgra:ns and  sogar that  ace wnder partial conwral  of the

Mpinistration. Yo ppvemenit  o¥F gvailn prices is of particuler

b

imortance, daiawming as :t does & oer cent of the weight ot the

inpart orice  index, As can be s2en fraom Grapn 11, the price of

rice has boen cicsely feollowing the wholosale price index until

¥ound the add 19780s. Since then 1 has tended to rise at a
relativeiw sicwstr rate than the wholesale price index. Betwaan
197@-71 and 1985-85 while the whalpsale price index rose at 9.7

per cant per annum while the wholasale onrice of rice 1acreased
iy at  4.780 per cent per annvm. The real increase @0 to= oelce
o rice imgorts into terale must have been lower because bullk or
the ympor<ts are on government account for distribution Lh-ough
retion shops. The :ssue grice of rice For rationing has been

rising et & siqnificantly lower rate than wholesale pracec.

=

batwean :1776-71 and 1985-B6 it iz se=n that Mices tendas grow
only at D.3H6 per cent agr anousb. The a0 Lrloces Fre also
insulated from market flouctuations of grain grices, The sSame

rguments wauld also apply ta the ipports of sagar.  le rack, the
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aygar price increases have bean eauch more suted in the 1988s.

There is another aspect of the ieports of grains and sugar
*hat ought to be mentioned. Not only have the ration prices been
risinqkat a slower rate than the open eartet prices but alsg the
Flr.gf have always bwen 35 to 40 per cent lawer than the latter.
an ether words thére is a significant slement of subsidy involved
in the major proportion of the +oodgrain and sugar impo;ts-into
Kerala. The terms of trade do not reflect this gain of
interrcﬁianal trade as in its construction only trends and not

the absplute levels that are relevent.



Section 3

Future Frospecis

Having surveyed the factors wunderlying the trends in the
commodity orices we shall try to draw broad inferences on the
likely tendencies in future. Suchr.an exarcise assumes importance
in the context of the contemporary irade and price reforas beimg
implesmnted in the country. We shall confine ouwr comments to the
passible impact of these reforms vn the ragional terms of trade

al one.

There is a near consensus on the infiationary potential o
the reform package. There has been an  accelaeration in the
infiation which is likaly Yo persist. ' Since almost the entire
regional impart reguiresent is wet from other Indian statesa
rapid escaiation o+ the iaport price indices is a near certai.'n.
It is all the more zso given the fact that tha regional imspert
basket is weighted with commodities whose prices are likely te

arow faster than the geneval rate of inflation,

It is clesar that adwinsescrative price hikes would continue
to be an isporbtant source of raeasodrce mobilisation in the future
alsa. India's vulnerapility to international crude prices is
likely to increasse. Aas the Bombay High Gil production has peaked
and there has not been any other sgisilar large dJdiscovery oil
deposit yet. Fetroleum product prices are likely to continue te
rise as in the past not onkty in response to international price
movem2nts but also B85 anh  easy ®eans of resource mobilisation

unger the guise of conservatian. The prospects of any

44



henificant step wp of <ificiacy of sbteel proacction and

msequent damp2ning of steel prices are also bleask.

The prices of grazn, L major impart into Kerala is
plikely {0 persisr i 1us piresaeni coursae bt a relatively slower
pice rise than the averaqe o+ wno:asale prices, Further, the
Hiective prica of Keralia imuarits witl tend Yo rise faster as its
pendency On 08N fAarkat DUrCiIr2SSS NG &688, In the new policy
nvironment the 5Sresswe on Lbhns governmznt of India to cut down
absidies — with foud subsidies being one of the prime targets-—
11 be inv:rt-:-'asinq. Already Kareala's dependance nn open market
wrchases has bDaen Jnoreasing & Lhve ailocations have often been,
wticulartiy 1n the lavrer haliid of "eighties, drastically reduced
-lyu to oe partially restors=d under popular pressure. The ogpen
vket prices, as we nave noted, are significantly higher than
ration prices ond an tacrease of the foreer s weight in Kerala‘s
raln isparts wili accel#siste itne rise in sffective grain price
wer 1f wholesale prices of grain cont:nue to resain relat:vely
ubdued. The saw® wouid hold True +or th= future trends in sugar

rices &also.

On the side of exports, it is unlikely that the present
wuyancy of prices would persist into the future, There is
itkely to he a dawn turn in prices in the caoming years given the
tyclical behaviour of orlces of msany of the prodacts. The
lertunate st of circumstances whach facilitatsd high prices for
r.hé foreign export commodities since the mid 197365 is unliwely to
endure indefinitely. High prices should have atvtracved

cnsiderabie investment into &dditional capecity. creation of



which will come 1nito fraitibtion a0 The  CORLNG  years. e
compet:tiaon to tradiitronal vareign eaxporte {rom  Keraia by ethe
davelaping countries «whos a2 relelivaly aen enir anits has besr
increasing. Braz:i ana BEast  Adrican countriss i the ceshia
T

market, Talwznese and INGaesians in Wne Urawn swerget, Baalemals

in the Cardamom mariel, Brazii ang lndonzzie 1n fhe popper market
ansd Hri Lacka ina Coir ara  vwivid aianples, in teres of quality
and COsT E3rela’es proguchs aeo ogflazn outcompat=c., drin a growing
debit Uarderr an many of thoese Counories, Ccoepulsions Lo exper!

will ncreasse, Conseqgus coamgetiiaon ::r tas internatiene:

l
i
Lon
X

.

i

1y o inirsass edgling gown perices. Unlike th:

C
I~-t

market is =lsg
erperience tr the mid 19685 btnere woiuia el e acny proportienate
increase 0 tne unit vailue 2¢ regilonail £Xparls consequent upen
devaludtion ot the indian runle. The vaius of exports fres
princinei foreign Sxool ool ies For wivich data is availakls
shows 21ther stagration or deciii2 duwing Lhe @ost recent years

from 128280 Lo 1F8%—2%. (Scete rlannming Board 19531

The prospects 4o iptarsiste 2aport commpodity prices alss
abpear o be bileak, parTicuier:y, “ar the Zewo 2rincipal creps-
rubber and coconats, I i new policy regime of impert
izheralisat.on, i1t s wunc:kelvy tnal Loe present level &
protectioc: Lher cotonut 2na rubber enjoy from internatiens]

i

ve The rmports of these tme

feta
1=

competition call ConLiNue znasdin

commpiiities nave bDecoae 2 werioes issue of  socio—polirticel

conitentian. Ruobar :.aumrts  fave peen effectiveiy used to kesp

the cubbsr prices oA = laeash in Lhe racent years, Rubber pricec
atrter cligbing the pese n 19683—84 sicwed dowt and on  an average

has increased only oy around t per ceni per annum. Similarly the



wholesale price i1odex of cocondt ol svrer peaking in 1984
trashed the following vear. But voconut il orices have remained
relatively bouyant so f%r. Acary (rom Lihie inrest of imports, the
cecanut economy is going t0 vaoe angther e3jor grave problem
which is litiile realised today. Tne stable denand conditions for
caconut 0ii have besn cionly being @rgded dus o 1ts prolonged

v -

relatively hign price. within imralae itsalf coconut 0i) is being
increasingly substituted by chaaper Gils for cooking and teoiletsy
MUrposes. The use ot coconuii Fii in scap manufacturing has also
been significantly curtaitad in recent vears, Further, cocanut
production in other statas has been rapidly =xpanding undermining
Kerala‘'s Zominent 0ir%e Ll Fhe srgrificantly higher

productivity of thosa new coconuetl growers will also be a serious

challenae o Lhe cost effectiveness of Kerala's production.

Many okther intersiate export commodities like hbeteinut and
ceir, have a2z vecing stagnaticn in prices in recent years,
Karala’'s white fibre oroduction and iis products, particularly
Yarn, woui:ac find it <difficult to compete with the cheaper yarn
and rope made from fibre mechanically exutracted from Gry or gresn

husks in Tamil Nacdu.

The pictwe that is esmerging from the above discussion is
fairly evidant. The prices of iqport commogities woiuld msintain
current rete of increase, Grf 2ven accelerate. But a decelaratzon
®f the rice in prices of the Fforeign and inter—-stats export
commodities appears inavitable., Consequently in vh2 smedgium taya
the terms of trade of Kerala are likely o move in ain ssvarse

direction. The data in Table 7 shows, in +acrn, that the teras of



trade declined <fros 1.18 in 1984-85% to 1.88 in 19835-86 a
further in 1.&5 tn 1986-B7. We did a quick estimate of tic= ratie
for 1987-88 and 15688-87. For the 1987-88 the ratio isproves te

1.87 put declines to B.99 in 1583-89.

Kerala seems- to have enterced a phase of deterioration :n the
terms of trade which is likely to be more severe than that of toe
1968s. It may also be rosegbered in this context that tae real
income effect of the deterioration in barter teres of triue ws
to a great extent aitigated by the rapid expansion or the
ragional exports that took place during the earlier phase. E:ui.
es we have pointed cut elsewnare the regitnat exports, dur:iy the
recent YEArs, have been characterised oy severe :ioply
constraints arising from various factars such ag  Fosource
deplation as in the case of forest or marine pProtGuois of
ecclogical degradation and low praductivity 25 in the ocas:ef
agricultural products. [Thomas Isaac et.al., 1992] PLA |
difficult to ease these constraints in the short run. Tharefere
1t would appear that un}ike in the 1968s Kerala is going to ‘ate
alsc a Jdeterioration in its income terms of trade in  Lae new
aghasa. It is indead a disauieting prospects for the regivn fer
the near future,

{ The present warking paper forems a part of a larger study e
trade and the developaent experience of Kerala. The authors wish
to thank D. Rarayana and K.N. Har ijlal o a wariier version of the

paner,J. Sreeskumar for computztional assistance and D. Girije fe
typing service 1



& Commodity compasition of Kereéela's
ext=tnzl Ls agde C} in 262 comradity groups see Thoma
Isaac st.al. (399 agicaliy, we have used the share nf
2ach comancdily 1 &l value of axports ang imporis as
the waighis g7 the caioculation of the price indiczs. Those
interestad ra tine getails of the «weights atlotsdg Lo the
comiolitiss 1n the divierenr calculations may direciiy
contacsL the a.thars,
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L HWeiabts alloted to btne Cuemodities in  the Cailcalation of
Interstate Longrun Jeport and Evport Frice Indices
&port Basket laport Basket
Wpra Q. 1A Rice BoEn
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