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ture, for financing the study.

The small producer in the agricullural sector rarely gels a
Jair or full return for the effort he puts in to produce his crop.
This contenticn is borne out in the recent study carried out by T.
Binnur Sappideen of the Depariment of Agricultural Economics
and Farm Monagement, Facully of Agriculture, University of Sri
Lanka, Peradeniya, where he shows that one reasorn for the big
difference in prices fetched by the producer and exporler is thal
there are a host of intermediaries in the marketing process. This
study was carried out by the author in the Kandy and Nuwara
Eliya districts and the material presenled here i{s based on field
interviews with spice producers and marketing agents involved in
Although the sample studied was small, the material
presented gives some insight into the existing market structure
for spices anc its major problems and deficiencies.
expressed here are entirely those of the author, who is grateful
to the Department of Agricultural Economics, Faculty of Agricul-

The vieus

Sri Lanka has been a traditio-
nal exporter of spices and has a
lead the fleld in the export of
cinnamon. In all other spices it
produces, however, its exports have
been small compared to internatio-
nal standards. With the prevailing
high prices, increasing world de-
mand and world market prospects
bright, it i1s expected that local
production would Increase subs-

tantially in the near future.
The view that local produc-
tion would Increase 1is further

strengthened by the various forms
of assistance, Incentives and sub-
sidlary schemes now being provi-
ded by the government and also
inecluded In plans for the future.

Existing Marketing Structure

Spices are primarily grown in
the mid-country, lower elevations
of the hill country and in the South
and Western parts of the low-
country. In the mid-country cul-
tivation is generally in the form of
mixed gardens of cloves, nutmeg
and pepper, coffee, cocoa, etc., while
in the hill country and the South
and Western regions monoculture of
cardomoms and cinnamon, respec-
tively are more common. Inspite of
this varying distribution and differ-
ent systems of cropving the mar-
keting structure for these flve
splces is similar.
(1) PRODUCERS

The producer constitutes the
Airst stage of the marketing process.

Producers dispose off their produce
through one 0of the three outlets
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available to them, namely, Travel-
ling Collectors (TC), Village Mer-
chants (VM), or Wholesale Buyers
(WSB). It is difficult to evaluate
the relative efficiencies of each of
these outlets, as producers tend to
use more than a single outlet at a
time depending on availabllity of
stocks and the need for finances.

TC, VM and WSB constitute
the assembly trade of the spice in-
dustry. They assemble small quan-
titles of produce into bigger lots or
bulk before disposal.

(i) TRAVELLING COLLECTORS

The TC visits farms and col-
lects produce in small quantities
ranging from one to twenty five
kilos. He travels mainly on foot
and may visit four to five villages
a day within a radius of five miles
or more. The quantity of produce
collected as well as number of
farms visited per day varies, depen-
ding on avallabllity of produce on
farms and finances in the hands
of the TC. Assembled produce is
disposed of the same day to a WSB,
as the TC needs the money to con-
tinue his business the next day.

(ii1) VILLAGE MERCHANTS

The VM typlcally operates a
shop in the village and deals with
general merchandise. The spice
trade Is a sideline activity for him
and he buys the produce from pro-
ducers who bring it to his shop for
sale. The VM’s role is important,
as he 1s a reliable source of ready
cash to producers when they are in

urgent need of money. Uulike the
TC, the VM does not go in search
of produce, buying only what 1is
brought to his shop for sale. The
VM disposes the produce assembled
by him to a WSB once a week, de-
pending on the need for cash.

TC and VM are solely dependent
on the WSB as their principal outlet
since they lack resources, mainly
financial, to dispose their assembled
produce directly to marketing
agents in Colombo. It is also pos-
slble that they do not wish to upset
the existing structure and may

suffer if they try to do away with
the wholesaler.

(IV) WHOLESALE BUYERS

The WSB purchases and assem-
bles all produce brought to him by
producers, TC and VM. He gene-
rally operates a shop in the closest
town in a growing area. He pur-
chases all produce brought to him
irrespective of quantity or of
quality. He Mmay deal with the
trade of other genvral merchandise
or he may deal exclusively in tae
purchase and sale of splces and
other related produce. WSB dispose
their produce through Commission
Agents (CA) or Auction Brokers
(AB) in Colombo, or may even sell
it directly to an exporter.

All three intermediaries in the
assembly trade of the spice mar-
keting system operate on their own
account and risk buying and selling
for personal gain. Transactions at
these various levels are strictly on
cash.

(v) BROKERS AND COMMISSION
AGENTS

Brokers and Commission Agents
perform the buying and selling
functions on behalf of their clients
who are generally large producers,
WSB or Exporters. There are six
established Broker Agencles in Col-
ombo forming the Colombo Brokers
Assoclatlon. These Broker Agen-
cles handle not only spices, but a
variety of other agricultural pro-
duce. In addition, there is one pri-
vate broker who handles only
cardamoms and cloves. All brokers
sell on behalf of their clients week-
ly at Public Auctions held in Col-
ombo.

There are a large number of
CA operating in Colombo mainly
in the spice quarter of Pettah. CA
buy and sell on behalf of their
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cllents on a commission basls. Large
producers and WSB are those who
seek the services of the CA. .

(vl) EXPORTERS

The exporfer is the last link
in the spice marketing structure in
Sri Lanka. There are a large
number of exporters, with offices
established in Colombo. They may
buy produce directly from produ-
cers, or at the public auctlons or
in the open market, or they may
buy directly through CA or bro-
kers, so as not to cause any distur-
bances In the market. Most expor-
ters buy on forward contract, with
foreign firms for export.

Marketing Processes and
Funetion
PROCESSING

Processing of spices 1s confined
to simple sun drying in the whole
form. The produce is sun dried in
the spice gardens or farms for three
to flve days by spreading the pro-
duce on mats, gunnies or simijlar
material. This form of processing
s subject to vagaries of the weather
and sometimes affects the keeping
quality of the produce due to non-
uniform drying. Cardamoms on the
other hand may be properly cured
under artificial conditions by those
producers who own curing barns.
This form of ‘flue curing’ gives a
uniformly dried, green product
which fetches a high price in the
market. Producers who do not own
curing barns sell thelr raw carda-
moms to a barn owner at a very
. low price or may get it cured for a
nominal fee of Rs. 5/50 per kilo.
Sometimes the smaller producers
simply sun dry the raw produce re-
sulting in a non-uniformly dried,
bleached product of very low qua-
lity which fetches a very poor price
in the market. Flue curing of car-
damoms costs between Rs. 3/75 and
Rs. 4/50 per kilo of dry produce
depending on the scale of operation.

Furthermore, sun drylng of pro-
duce of farms exposes them to con-
tamination by dust, dirt, animal
excreta etc. further lowering the
quality of the .produce.

The importance of paying
special attention to proper and
hygenic processing in order to pro-
duce splces of high quality and
purity to compete in the world mar-
ket needs little or no emphasis.

It Is sad to note that the vari-
ous intermedlaries in the market-
ing system do not resort to any
specialised processing functions.
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They merely assemble and pass on
the produce to the next interme-
diary so as to minimise their ope-
rating rosts. Sometimes an Inter-
mediary may reclean and sieve the
produce if the necessity arises.
GRADING

About one third of the splce
producers grade thelr produce Into
two or more grades. However, this
grading does not conform to any
standards, as there are no quality
control checks at the producer
level.

Marketing Intermediaries do
not attempt to strictly grade the
produce they assemble. They sim-
ply bulk it into different lots accor-
ding to what is bought, and dispose
it the same way. Although business
transactions are negotiated at the
various levels on certain grades
such as grade I, grade II etc, the
standard of these grades are ques-
tionable. LAt the exporter Ilevel
stricter grading measures are adop-
ted and grades have to be certified
by officers of the Bureau of Ceylon
Standards, prior to export. Since
this scheme came into effect in 1974,
the quality of spices exported from
Sri Lanka has improved considera-
bly. It Is encouraging tq note that,

Table I — Number of consignments

in colloboration with the Depart-
ment of Minor Export Crops, to
disseminate knowledge on grades
and standards set by the Bureau to
the various Intermediaries in the
splces market strudture as well as
to the producers. This would
ensure better quality produce reach-
Ing the exporter dnd thus better
returns to the producer and the
country as a whole.

Table I shows the progressive
increase In the number of consign-
ments that were Inspected and issu-
ed pre-export certificates by the
Bureau from 1974 to 1977.

PACKING

Producers as well as marketing
{intermediaries pack thelr produce
exclusively in thick gunny bags of
capacity of forty to fifty Kklilns.
Although gunny bag packing does
not physically damage the produce
during handling it Is nevertheless
prone to insect damage, contami-
nation ete., which could lower the
quality of the produce and also
shortén its storage life. Only car-
damoms are packed for export in
tea chests llned with aluminjum
foil or thick black polythene lined
gunny bags. This form of packing

helps to preserve the quality of the -
inspected by the Bureau and pre-export

certifjcates issued

Year Cloves Carda- Nutmeg Mace Cocoa Pepper Sesame Total
moms Beans .
1974 €6 86 35 10 31 28 — 256
1975 96 218 ° 69 13" 99 28 —_ 523
1976 185 202 137 87 136 6 191 894
1977 827 119 49 5 165 101 251 1,516

whilst before the scheme was en-
forced there were numerous com-
plaints from foreign buyers about
the quality of spices imported {rom
Srl Lanka (and most of her spice
trade was on the basls of samples),
since 1974 there have been only two
complaints from foreign buyers.
At present this scheme s enforced
only on seven commodities; namely,
cloves, cardamoms. nutmeg, mace,
pepper, cocoa beans and sessame.
Furthermore, it is of interest to note
that some of the standards set for
the above commodities are under
revision and that the Bureau is in
the process of formulating stan-
dards for other export commodities
as well.

A further useful function which
the Standards Bureau may ‘perform
would be to initlate a programme,

Source: Bureau of Ceylon Standards

cardamoms untll it reaches Its
destination.

TRANSPORT

Small scale producers who dis-
pose 'thelr produce througsh WSB,
transport the produce by public
transport vehicles or sometimes they
go on foot. Large producers and
marketing intermediaries use pri-
vate transport such as a car, van or
lorry. While public transport costs
less (around -/50 cts. to Rs. 1/50
per plece of luggage depending on
quantity), private transport costs
far more and averages about Rs.
2/50 to Rs. 3/- per 50 kilos.

Marketing Costs, Prices
and Margins
The foregolng discussion shows
that as the various intermediaries
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do not perform any speclalised
marketing functions or processes,
except merely assembling produce,
thelr wmarketing costs are small.
Table II below summarises the
various costs tncurred by producers,
TC, VM and WSB.

From the table below it is clear
that the marketing costs of produ-
cers are small and amount to -/10
to -/15 cts. per kilo of produce. The
TC incurs little or no costs while
the VM's costs (oo are minimal,
mainly for packing and transport
and average -/15 to -/20 c¢ts. On
the other hand the WSB's costs
are slightly higher as he has to
transport his produce to Colombo
for disposal. As this entails addi-
tional handling costs the WSB's
marketing costs amount to about
-/25 cts per kilo of produce.

Furthermore, producers and
wholesalers who transport their
produce to Colombo for disposal
through brokers and commission
agents, iIncur an additional cost
known as service charges, this being
the amount levied by either brokers
or agents for thelr services. In the
case of the commission agent, this
fee totals a commission of 2 per-
cent and a brokerage charge of 1
percent of the flnal sales price,
handling charges of -/75 cts. per
bag of produce and sundry expen-
ses. Brokers charge as their fee 1
percent of the final auction price,

TABLE III — Prices received by producers through different sales outlets

(all prices in Rs. per kilo)

TC ™M WSB

AP MP % AP MP % AP MP %

Cloves 6600 80.60 81.89 6306 7861 8022 8140 8621 94.42

Pepper 2127 3034 7011 — —— —— 2354 2016 8037

Nutmeg 770 1925 4000 1070 2180 49.00 1265 2177 581l
Carda-

moms 133 18075 2840 ——  —— — 8580 10372 44.29

AP: Average price redeived byproducers from the diﬂerent axilets.

MP: Average price as determined by Colombo Auctions during the res-

pective periods of sale.

% Percentage of average price to market price,

—_ Not available,

case of cloves and pepper, almost
20 percent in the case of nutmeg
nutmeg and more than 15 percent
{n cardamoms. WSB on the other
hand enjoy a margin of 5 percent
for cloves, 20 percent for pepper,
40 percent for nutmeg and more
than 50 percent for cardamoms.
The rather low % of market price
recelved by producers for nutmeg
and cardamoms is mainly due to
immature harvesting and lack of
grading in nutmeg and poor pro-
cessing of cardamoms.

Although prices received by
producers from TC and VM are
much lower than those received
from WSB, nevertheless the TC
and VM performs the functions of
handling and transport of the pro-
duce thug making it convenient for
the producer. Thus for want of 8

Table II ~— Marketing costs of producers TC, VM and WSB

Intermediary Qty. Proc. Grad., Pack. Trans, Lab, .Tot. Av.
cost  cost
per  per

50 kilos kilo.

Producer 50 kil — — 4.90 1.80 — 6.70 0.13

Tc ” - - h - - - -

VM » -— —_— 6.00 2.50 1.00 850 0.17

wsB ”» —_— —_ 5.00 4.50 225 1175 0.24
— indicates that no costs are incurred.

-/4% cts. per kilo of produce as
warehouse charges, a public sales
expense of -/25 cts. per lot and a
business turnover tax of 1 percent.

Table III, above, shows the pri-
ces received by producers through
the use of different marketing out-
iets. N

From this table we see that the
use of TC/VM as a sales outlet by
producers fetches them a lower %
of the Colombo market price, while
the use of the WSB Is more remu-
nerative. Furthermore, TC enjoy a
margin of over 10 per cent in the
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proper market infra-structure the
producer is compelled to sell to the
TC or VM. On the contrary those
producers who are located closer to
towns where the WSB operates are
in a position to claim better pri-
ces for their produce by selling to
the WSB.

Often producers have to walk
long cdlistances carrying their pro-
duce tn a wholesale buyers shop.
Unless he is a regular client of the
WSB. the prices he recelves for his
effort are not remunerative enough.
Considering all these factors the
small producer prefers to use the

services of the TC or VM and thus
the latter marketing agents play a
dominant role in the villages.

Conclusions

From the above discussion it is
clear that the existing market
structure for splces consists of
seven intermediaries, generally not
performing any specialised market-
ing functions, but merely assembl-
ing the produce and passing it down
the chain to the next link. Whilst
the operation of these intermedia-
ries results in exploiting of produ-
cers, their services cannot be dis-
pensed with completely due to the
lack of a proper market Infra-
structure. Three striking deficlen-
cles in the existing market struc-
ture are:

(1) Lack of knowledge 1In
proper marketing techni-
ques such as processing,
grading, packing etc.

(i) Lack of communication
between the smaller pro-
duction units and the
market, resulting in pro-
ducer exploitation by in-
termediaries as evident
from prices recelved by
producers.

(1) Lack of extension
staff. In 1977 there were
only flve extension offi-
cers covering the dis-
tricts of Kandy and
Nuwara Ellya.

Therefore, in view of the in-
creasing demands that are likely to
be placed on the marketing system
of splces in the years ahead, it 1s of
vital importance that the existing
marketing system is reformed and
better organised. The establish-
ment of a state sponsored market-
ing Iinstitution could provide the
necessary impetus and the much
needed competition to the existing
market structure and if efficiently
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by

operated it could make a positive
contribution towards the develop-
ment of a falr market system for
the producer.

The proposed marketing insti-
tution should have a network of
“Rural Assembly Markets” with the
folicwing objectives in view.

(1) To purchase and assemble
spices and other related
minor export crops such as
coffee, cocoa etc.,.(as these
are grown ag & mixed crop
in most spice gardens),
thereby performing the
function of the TC, VM,
WSB. These rural assembly
markets could also func-

tion as the major supply.

source to State sponsored
exporting organisations
such as the Consolexpo
and Markfed. ‘

(11) To disseminate ‘market
intelligence’ to producers
thereby making them
aware of prices, market
trends, existing as well as
future potential and other
relevant information. -

(1i1) To disseminate knowledge
with a view to educate pro-
ducers on proper marketing
functions and techniques
to Improve the quality of
their marketable produce
which will enable them to
obtain higher prices in
the market.

(v) To provide facilitles and
finances to small produ-
cers on an indlvidual or
on ‘a co-operative basis to
set up processing units, es-
pecially for processing of

. cardamoms which will help

them to improve the guality
of their produce, increase
its value and bring greater
foreign exchange returns
to the country.

Along with the measures pro-
posed above 1t is of utmost impor-
tance that priority be given to the

.recruitment of a greater number of

extension officers by the Depart-
ment of Minor Export Crops and
that they be adequately trained
and equipped with sufficlent know-
ledge In modern cultivation tech-
niques and practices and also in
the varlous areas of marketing in
order that they would be fully pre-
pared to disseminate this informa-
tion to producers for the benefit of
both the producer and the nation as
a whole.
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