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Agricultural Marketing 
Concepts and Definition, Scope and Subject matter 

 
Agricultural Marketing: Marketing is a critical to better performance in agril. 

as farming itself. Therefore market reform to bean integral part of any policy for agril. 

development. A considerable progress has been achieved in technological 

improvements in agril. by the used of high yielding varieties and chemical fertilizer. 

 Agricultural marketing was tilled recently not fully accepted as a credential 

element in agril. development in India. It occupies a fairly low place in agricultural 

development countries. 
 

Concept & Definition:  
 

 The term agril marketing is composed of two words agriculture & marketing. 

 Agriculture means activities aimed at the use of natural resources for human 

welfare i.e. all primary activities of production. 
 

 Marketing connects a series of activities involved in moving the goods from 

the point of production to the point of consumption.  It includes all the activities 

involved in the creation of time, place, form and possession utility. 
  

 Form utility is implanted to commodity through processing; Time utility is 

added to commodity by the storage function. Place utility creates through 

transportation services as which when commodities are transferred from one person to 

another person in marketing channel through buying and selling activities, possession 

utility is imparted. 
  

Objective, Scope & Subject Matter of Agril. Marketing: 
 

 The objective of the field of marketing can be examined from four angles 

viz. producers’ interest, consumers’ interest, traders interest & government role. 

Farmers Interest: Farmers wants the marketing system to purchase their 

produce without loss of time and provide maximum share in the consumer’s 

rupee. They want to get input at cheaper rate and get higher price for their 

products.    

Consumers Interest: Interest of consumers in a marketing system that can 

provide food and other items in the quantity and of the quality required by them 

at the lowest possible price. 

Traders interest: They interested in marketing system which provides them a 

steady and increasing income from the purchase and sale of agricultural 

commodities. It is possible it they purchase at lower price from farmers and sell 

at higher price. 

Government: Above all three groups are indispensable to society. The Govt. 

has to act as watch dog to safeguard the interest of all the groups associated in 

marketing. They always wish to bring over all welfare to all the segments of 

society. 

 

 Agricultural Marketing concerned with the marketing of farm products 

and of farm inputs and services required by them in the production of farm 
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product. Thus the subject of agril marketing includes product marketing as well 

as input marketing. 

 As marketable surplus of the crops and other agril. commodities 

increased output marketing become more conspicuous. The market orientation 

of farming has increased. 

 

 Farmers in the past used farm sector inputs as local seeds and farm yard 

measure. Now a day the importance of farm inputs-improved seeds, fertilizers, 

insecticides, implements and credit in the production of farm products has 

increased. The new agril. technology is input -responsive. Thus, the scopes of 

agril marketing most include both product marketing and input marketing. 

 

 The subject matter of agril marketing has been dealt with both from the 

theoretical and practical point of view. It covers what the system is how it 

functions and how the given methods or techniques may be modified to get the 

maximum benefits. 

 

Definition: Agril. Marketing is the study of all the activities, agencies and 

policies involved in the procurement of farm inputs by the farmers and the 

movement of agricultural products from the farms to consumers.  

 

Importance of Agril. Marketing:  
 

Agricultural marketing plays a important role not only in stimulating 

production and consumption, but in accelerating the pace of economic 

development. 

  

 The technological break through has led to a substantial increase in 

production and consumption through technological development, an assurance 

of remunerative price to the farmer is a pre-requisite. This assurance can be 

given to the farmer by developing an efficient marketing system.  

  

 The importance of agricultural marketing in economic development has 

been indicated in the following paragraphs. 

 

1. Optimization of resources use and output management:   

 An efficient marketing system can contribute to an increase in the 

marketable surplus by scaling down the losses arising out of inefficient 

processing, storage and transportation. A well designed system of marketing 

can effectively distribute the available stock of modern inputs, and thereby 

sustain a faster rate of growth in the agricultural sector. 

2. Increase in farm income: 

 An efficient marketing system ensures higher level of income for the 

farmers by reducing the number of middlemen or by restricting the commission 

on marketing services and malpractices adopted by them. An efficient 
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marketing system guarantees the farmers better prices of farm products and 

induces then to invest their surplus in the purchase of modern inputs to increase 

the production.  

 

3. Widening of markets:  

 A well-knit marketing system widens the market for the products by 

taking them to areas far away from the production points. It helps in increasing 

the demand on a continuous basis, and thereby guarantees a higher income to 

the producer. 

 

4. Growth of Agro based Industries:  

 An improved and efficient system of agricultural marketing helps in the 

growth of agro-based industries and stimulates the overall development of the 

economy.  

5. Price signals:  

 An efficient system helps the farmers in planning their production in 

accordance the needs of economy. This work is carried out through price 

signals. 

 

6. Adoption and spread of new technology:  

 The marketing system helps the farmers in the adoption of new scientific 

and technological knowledge. 

 

7. Employment: 

 The marketing system provides employment to millions of persons 

engaged in various activities, such as packaging, transportation and processing. 

Persons like commission agents, broker’s traders, retailers, weigh men, hamals 

and regular staff are employed in the marketing. 

 

8. Creation of utility: 

 Marketing adds costs to the product, but the same time it adds utilities to 

the product. Four types of utilities are created by marketing.  
 

1. Form utility: The processing adds form utility to the product by 

changing the raw material into a more useful finished form. e.g. oil seeds 

are converted into oil, cotton into cloth. 

2. Place utility: Transportation adds place utility to products by shifting 

them to a place of need from the place of plenty.  

3. Time utility: The storage function adds time utility to the products by 

making them available at the time of when they are needed.  

4. Possession utility: The marketing function buying and selling helps in 

the transfer of ownership from one person to another.    
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NEW EMERGING PROBLEMS OF AGRICULTURAL MARKETING 

IN INDIA 

 

 The Rapid development in the agricultural research and the introduction 

of technological innovation, viz., high yielding varieties, improved agricultural 

implements, fertilizers and pesticides in the recent past, have brought about a 

breakthrough in Indian agriculture. This breakthrough popularly known as 

green/ white/ yellow/blue revolutions, has given rise to new problems in 

agricultural marketing. It is essential to maintain the tempo of these revolutions. 

The farmer should be assured of a fair price for their produce, failing which 

they may lose incentive to increase the agricultural production. There is an 

urgent need in the present context for tackling the emerging problems of 

agricultural marketing more resolutely and efficiently than ever before. The 

important problems which have emerged in the recent past pertain to the 

following areas: 

(i) Increased in production levels and Market arrivals 

          With the increased market arrivals, it is necessary that a large 

number of market yards should be developed in rural areas with all the 

necessary marketing facilities. Without spacious market yards, it is not 

possible to centralise and effective supervise the transactions taking 

place in the area. The development of specious market yards is also 

essential to performed various marketing functions such as, grading, 

cleaning, sieving and weighment of agriculture produce.   

          Presently, most of the markets do not have specious market 

yards and transactions carried out on in congested areas in the centre 

of the city. Recently, some market committee constructed specious 

market yards; but majority of market committees do not have them 

because of paucity of funds and non availability of land.  

(ii) Price Instability 

           Agricultural prices are very instable and fluctuate violently. 

These prices fall in the post-harvest months and increase later in the 

year. The increasing instability in agricultural prices adversely affects 

the income of farmers as well as the tempo of increasing production. 

There is, therefore, a need to reduce the price instability. Several steps 

may be taken for farmer to get better share in consumer’s rupee. Some 

of the steps to check the price instability are: fixation of minimum 

support price of the crops by the government; purchase of 

commodities if market price falls below that level    and development 

of warehousing facilities to check post harvest sales among the 

farmers.   
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(iii) Market Intelligence 

          Market intelligence is another problem that has emerged and is 

an important adjunct of orderly marketing. With the increased 

marketed surplus and opening up of trade, the importance of 

marketing intelligence has increased. Farmers market the produce in 

the village and nearby assembling market out of their ignorance of the 

price prevailing in the nearby primary wholesale, secondary wholesale 

and terminal markets. Traders take advantage of the ignorance of the 

farmer because they have full knowledge of prices prevailing in the 

market.  

(iv) Marketing of Agricultural Inputs 

 

        The marketing procedure of agricultural inputs has to be 

improved. This is most essential in the present context of the use of 

new technology. The new –evolved HYV seeds are more responsive 

to other inputs, and arrangements for their timely availability are a 

prerequisite for the success of the programmes of agricultural 

development.  

 

(v) Ancillary Facilities in the market 

        The existing markets lack the ancillary facilities, which banks, a 

post office, telegraph office and shopping centres. Also the facilities 

of sorting, grading and packing in the villages or primary markets are 

not available. These should be increased to provide full benefits to the 

farmers.    

(vi) Finance for Market Development 

         Market development with all the ancillary facilities is highly 

capital-incentive and return on investment in it accrues slowly over a 

period of year. For market development, a special arrangement for 

financing is necessary.  

(vii) Education of Farmers 

         It is equally necessary to educate the farmer in marketing of 

agricultural produce so that they may derive necessary benefits of 

their activities. Without proper education, benefits cannot reach to the 

farmers fully.  These are more so in the present context with the 

availability of increased marked surplus with producer-farmer. 

 

(viii) Superfluous Middlemen 

          Since the farmer sells a substantial portion of his produce in the 

village and nearby markets, there is always intervention of a number 
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of middlemen between him and the consumer and naturally share of 

consumer’s price received by the producer’s is reduced.  

(ix) Inadequate Storage and Transportation Facilities 

          There is general inadequacy of good storage facilities both in 

rural and urban areas. The indigenous methods of storage adopted by 

in village do not adequately protect the produce. As the result physical 

loss goes on increasing if the period of storage lengthened.  

          With the rise in production and marketed surplus, farmers and 

traders are faced with the problem of adequate and quick means of 

transportation of the produce at the village level inter market and 

interstate level.  

 

(x)   Bulkiness and Perishability of the produce 

         Compare to other products, agricultural products are bulkier in 

nature. Bulkiness affects marketing functions concerned mostly with 

physical handling. Further, the products that occupy a lot of space in 

relation to their value automatically raise unit transportation and 

storage costs.         

         In relation to other products, agricultural products by nature are 

perishable. These perishable products require speedy handling and 

often special refrigeration which raises the cost of marketing. 
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MARKET  

Meaning & Definitions, Components of a Market and 

Classification 

Market: - A market is the areas within which the forces of demand and 

supply converge to establish a single price. 

 The  term market means not a particular market place in which things are 

bought and sold but the whole of any region in which buyers and sellers are in 

such a free intercourse with one another that the prices of the  same goods tend 

to equality, easily and quickly. 

Classification of markets: 

1. On the basis of location:      

  1) Village markets:  A market which is located in a small 

village, where major    transactions take place among the buyers 

and sellers of a village, is called a village market. 

2) Primary wholesale markets: These markets are located in big 

towns near the production centers. In these markets, a major part of 

the produce is brought for sale by the farmers themselves. 

Transaction in these markets usually takes place between the 

farmers and traders. 

3) Secondary wholesales markets: these markets are located 

generally at district headquarters or important trade centre of near 

railway junction. The major transactions in commodities take place 

between the village traders and wholesalers or between 

wholesaler’s retailers. The bulk of the arrivals in these markets is 

from other markets. The produced is handled in large quantities 

and specialized operations become necessary for the performance 

of different services viz. storage, handling and banking. Etc. 

4) Terminal markets: A terminal market is one where the produce 

is either finally disposed off to the consumers or processors, or 

assembled for export. Merchants are well organized and use 

modern methods of marketing. Such markets are usually at the 
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ports, which posses sufficient warehousing and storage facilities 

and cover a very wide area extending over even a state or two. 

5) Seaboard markets:  which are located near the seashore and 

are meant mainly for the import/export of goods is known as 

seaboard markets. E.g.  Bombay, Madras, Calcutta. 

2. On the basis of area/coverage:- 

  On the basis of the area from which buyers and sellers usually 

come for transactions, market may be classified as. 

1. Local or village markets: Buying and selling among the buyers 

and sellers are done from the same village or nearby villages. They 

exist mostly for perishable commodities in small lots e.g. local 

milk market, vegetable market. 

2. Regional markets: A market in which buyers and sellers for a 

commodity are drawn from a larger area than the local markets. 

Regional markets in India usually exist for food grains. 

3. National markets: A market in which buyers and sellers are at 

the national level. National markets are found for durable goods 

like jute and tea. 

4. World markets: A market in which the buyers and sellers are 

drawn from the whole world. These markets exist in the 

commodities which have a world wide demand and / or supply, 

such as coffee, agril. machinery. Gold etc. 

3. On the basis of time: 

1) Short period markets: These are held only for a few hours. 

The products dealt in these markets are of a highly perishable 

nature, such as fish, vegetables, and milk. In these markets, the 

prices of commodities are governed by the extent of demand, 

rather than by the supply of the commodity. 

2) Long period markets: These are held for a longer period than 

the short period market; the commodities traded in these 
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markets are less perishable and can be stored for some time. 

E.g.  food grains and oilseeds. 

3) Secular markets: These are markets of a permanent nature. 

The commodities trades are durable in nature and can be stored 

for many years. E.g. agril. Machinery fertilizer etc. 

4. On the basis of volume of transactions: 

a) Wholesale markets: A wholesale market is one which 

commodities are bought and sole in large lots or in bulk. 

Transaction in these markets is take place mainly between 

traders. 

b) Retail Markets: A retail market is one in which commodities 

are bought by and sold to the consumers as per their 

requirements. Transactions take place between retailers and 

consumers. The retailer purchase in wholesale markets and sell 

in small lots to the consumers. They are near to the consumers. 

5. On the basis of nature of transaction: 

1) Spots or cash markets: A market in which goods are 

exchanged for money immediately after the sale. 

2) Forward markets:  A market in which the purchase and sale of 

a commodity takes place at time‘t’ but the exchange of the 

commodity take place on some specified date in future i.e. t+1. 

Sometimes the difference in the purchase and sale prices are 

paid or taken. E.g. groundnut oil market. 

 

6. On the basis of number of commodities in which 

transaction takes place: 

 

1) General market: A market in which all types of commodities, 

such as food grains, oilseeds, fiber crops, gur. Are bought and 

sold is known as general markets. 
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2) Specialized markets: For every group of commodities, 

separate markets exist. The examples are food grain markets, 

vegetable markets, wool market, and cotton market. 

 

 

7. On the basis of degree  of competition: 

1) Perfect markets:  A perfect market is one in which the following 

conditions hold good. 

1) There are a large number of buyers and sellers. 

2) All the buyers and sellers in the market have perfect knowledge 

of demand, supply and prices. 

3) Prices at any one time are uniform over an area + or - the cost 

of transportation. 

4) The prices of different forms of a product are uniform + or - the 

cost of processing. 

Shape of demand curve in pure / perfect competition.  

 Average revenue curve (AR) or demand curve of a firm is a horizontal straight 

line it means that any firm can sell any qty. at the prevailing price.  

 A market is said to be imperfect when some buyers or sellers or bath are not 

aware of the offers being much by others. There fore daft. Prices prepaid for the 

same commodity at the same time in a impetrate market. 
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     Fig. : Average revenue curve or sales curve of a firm under perfect 

competition 

e.g. farm products, wheat, rice, Bajra, Cotton. 

- Firms will be making just normal profit. In perfect competition purchaser & 

seller is so small relative to the entire market that he cannot influence the 

market price by increasing or decreasing his purchases or his output.  

 Thus the prevalence of the same price for the same commodity at the same time 

is the essential characteristics of a perfect market. 

(2) Imperfect competition:  

A market is said to be imperfect when some buyers or sellers or both are 

not aware of the offer being made by others. Therefore different prices 

prevail for the same commodity at the same time in a imperfect market 

Imperfect competition is of three forms  

(a) Monopolistic competition 

(b) Oligo poly  

(c) Monopoly 

(a). Monopolistic competition : 

       When a large number of sellers deal in heterogeneous and differentiated 

form of a commodity, the situation is called monopolistic competition. 
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Main features: 

1. No. of sellers are not large 

2. Products are heterogeneous – different branded tractor. 

3. Either in ignorance or on account of transports cost or lack of mobility of the   

    factors of  production, same price does not rule. 

4. AR or MR or Price curve is not a horizontal but downward  

5. Demand for the product is not perfectly elastic; it is responsive to changes in   

     price. The products are not complete substitutes for one another, but they are  

     close substitutes.  

(b).Oligopoly: (Perfect oligopoly & Imperfect oligopoly)  

       A market in which there are more than two but still a few sellers of a 

commodity is termed as an oligopoly market. A market having a few (more than 

two) buyers is known as oligopsony market.  

                 eg.-Toothpaste producers 

In perfect oligopoly homogenous commodity. 

In imperfect oligopoly commodity is heterogeneous. 

(c) Monopoly: 

Monopoly is a market situation in which there is only one seller of a 

commodity. The price of a commodity is generally higher than in other markets. 

Indian farmers operate in monopoly market when purchasing electricity for 

irrigation. When there is only one buyer of a product the market is termed as a 

monopsony market.  

 There are no substitutes for his product. He controls the entire supply and 

he can fix the price. In monopoly, there is no need to differentiable products 

because no close substitutes are available  

It is one product, homogenous and completely under the control of the 

monopolist. Average revenue is the revenue per unit of the commodity sold.  

The average revenue (AR) curve (or demand curve) always slopes 

downwards to the right as in monopoly competition, but it is less elastic in 

monopoly than in monopolistic competition 

Total average and marginal revenue schedules. 
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No.of 

units sale 

Price or Average 

revenue 

Total revenue 

AR* 

Quantity sale 

Marginal Revenue (addition 

made to total revenue.) 

1 22 22 22  

2 21 42 20 (42-22) 

3 20 60 18 (60-42) 

4 19 76 16 (76-60) 

5 18 90 14 (90-76) 

6 17 102 12 (102-90) 

7 16 112 10 (112-102) 

8 15 120 8 (120-112) 

9 14 126 6 (126-120) 

10 13 130 4 (130-126) 

 Total Revenue 

AR  = -------------------- 

 No. of unit sold 

Average revenue (AR) curve of the firm is really the same thing as demand 

curve of the consumer 

On the other hand marginal revenue at any level of firm’s output is the net 

revenue earned by selling another (additional) unit of the product. 

The MR can also be directly found by taking out the difference between the 

total revenues before and after selling the additional unit. 

MR= Difference in total revenue in increasing the sale from n-1 to n units 

(i) Total revenue = price x quantity 

  TR =P x Q 

         Total Revenue 

(ii) Average Revenue = ------------------------  

                Quantity 

                   

                   A R = T R 

                                           Q 

(iii) Marginal Revenue = Change in total revenue  

                                         Change in quantity. 
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                                    ∆TR 

                                MR   = ------ 

                                        ∆Q 

By converting the schedules of AR given in table along side into curves, we get 

two downward sloping curies and find that marginal revenue cure is below 

average revenue cure, because a falling price must mean some loss on the sale 

of additional supply. When competition is perfect, the Average revenue curve of 

the firm is a horizontal starlight line, because additional units are sold at the 

same price as before 

 

        2) Imperfect markets: The markets in which the conditions of perfect 

competition lacking are known as imperfect markets. They may be 

1) Monopoly market: A market situation in which there is only 

one seller of a commodity. He has sole control over the supply 

or price of a commodity. The price of commodity is generally 

higher than in other markets. Indian farmers operate in 

monopoly market when purchasing electricity for irrigation. 

When there is only one buyer it is termed as a monopsony 

market. 

2) Duopoly market: A duopoly market is one which has only two 

sellers of commodity. They mutually agree to charge a common 

price which is higher than the price in a perfect market.   eg. 

fertilizer companies 

3) Oligopoly market: A market in which there are more than two 

but still a few sellers of a commodity is termed as oligopoly 

market.  eg. insecticide/pesticide companies 

4) Monopolistic competition: When a large number of sellers deal 

in heterogeneous and differentiated form of a commodity, it is 

called monopolistic market. The difference is made 

conspicuous by different trade marks on the product. Different 

prices prevail for the same basic product. For example farmers 
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have to choose between various makes of insecticides, 

fertilizers and equipments. 

8. On the basis of extent of public intervention: 

1) Regulated markets: Markets in which business is done in 

accordance with the rules and regulation framed market 

organization and represent different sections involved in 

markets. The marketing costs in such markets are standardized 

and practices are regulated. 

2) Unregulated markets: These are the markets in which 

business is conducted without any set rules and regulations. 

Traders frame the rules for the conduct of the business and run 

the market. These markets suffer from many ills, such as 

unauthorized charge for marketing functions. 

9. On the basis of visibility:  

 1) Black market: In black markets, scare commodities are    

sold at a very high price not openly but in a secret manner. Black 

market is an anti-social activity which gives way to black 

money.  
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MARKET STRUCTURE 
 

The term structure refers to something that has organization & dimension 

– shape, size and design, and which is evolved for the purpose of performing a 

function   or   It refers to the size & design of the market. 

 Market structure refers to those organizational characteristics of a market 

which influence the nature of competition and pricing, and affect the conduct of 

a business firms.   

 Market structure to those characteristics of the market which affect the 

trader’s behavior and their performances. 

Components of Market Structure: 

The components of the market structure, which together determine the 

conduct and performance of a market, are  

1. Concentration of Market Power: It measured by the number and size of 

firms existing in the market. The export of concentration represents the 

control of an undivided firm or a group of firms over the buying and 

selling of the produce. A higher degree of market concentration restricts 

the movement of goods between buyers and sealers at fair & competitive 

prices, and creates an oligopoly or oligopsony situation in the market. 

2. Degree of Product Diffractions: It the products are homogonous, the 

price variations in the market will not be wide. When products are 

heterogeneous, firms have the tendency to charge different prices for 

their products. 

3. Conditions for Entry of Firms in the Market: Some times a few big 

firms do not allow new firms to enter the market. 

4. Flow of Market Information: A well organized market intelligence 

information system helps all the buyers and sellers to freely interact with 

one another in arriving at prices and striking deals. 

5. Degree of Integration: The behavior of an integrated market will be 

different from that of a market where there is no integration either among 

the firms or of their activities. The structural characteristics of the market 
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govern the behavior of the firms in planning strategies for their selling 

and buying operations.  

 The type of market structure depends on the degree of 

competition prevailing in the market. 

Classification of Market Structure: 

 

Market  

Structure 

Number of  

Firms or 

producers 

 or sellers 

Degree of 

Product 

Differentiation  

Firm’s 

degree 

Of control 

over  

Price 

Part of  

Economy 

where 

Prevalent 

1. Perfect- 

    Competition 

 

2  Imperfect  

    Competition 

 

a. Monopolistic 

competition 

 

b.  Pure 

oligopoly 

 

 

 

c. Differentiated 

oligopoly 

 

 

d. Monopoly  

 

Many sellers 

 

 

 

 

 

Many sellers 

 

 

Few sellers 

 

 

 

Few sellers 

 

 

 

One seller 

Homogeneous 

Product 

 

 

 

 

Differentiated 

Product 

 

Homogeneous 

Product 

 

 

Differentiated 

Product 

 

 

Product with  

No close 

substitutes 

No control  

Over price 

 

 

 

 

Some 

control 

Over price 

Some 

control 

Over price 

 

Some 

control 

Over price 

 

Control over  

price 

Farm 

Commodities 

 

 

 

 

Retail trade 

 

 

Steel, 

Chemicals, 

etc. 

 

Automobiles, 

Computers, 

etc. 

 

Railway  

Post, 

electricity etc. 

 

(1)  Perfect competition or pure competition:  

A market is said to be perfect when all the potential sellers and buyers are 

promptly aware of the prices at which transactions take place and all the offers 

made by other sellers and buyers and when any buyer can purchase from any 

seller and conversely. 

Conditions of perfect competition: 

(a)  Large number of buyers & sellers: 
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No individual purchaser can influence the market price by varying his 

own demand and no single firm is in a position to affect the market price 

by varying its own output. 

     

(b)      Homogenous product: When the quality is the same, the commodities 

are perfect substitutes for one another & their cross elasticity is infinities. 

If firm raises its price, it will lose all customers  

(c) Free entry or Exit: There is no restrictions’ on the entry or exists of 

firms from the trading. 

(d) Perfect Knowles: Both buyers and sellers are aware of the nature of 

product and prevailing market price. Therefore, no buyer will offer a 

price higher than the prevailing one and no seller willing to sell the 

product at the price, lower than the prevailing one. As a result, single 

price for the product prevails in the market.  

(e) Absence of transport cost: 

(f) Perfect mobility of the factor of production:  

(2) Imperfect competition:  

A market is said to be imperfect when some buyers or sellers or both are 

not aware of the offer being made by others. Therefore different prices 

prevail for the same commodity at the same time in an imperfect market 

 

Imperfect competition is of three forms  

(d) Monopolistic competition 

(e) Oligo poly  

(f) Monopoly 

(a) Monopolistic competition: 

       When a large number of sellers deal in heterogeneous and differentiated 

form of a commodity, the situation is called monopolistic competition. 

Main features: 

1. No. of sellers are large 

2. Products are heterogeneous – different branded tractor. 
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3. Either in ignorance or on account of transports cost or lack of mobility of the   

    factors of production, same price does not rule.  

4. Demand for the product is not perfectly elastic; it is responsive to changes in   

     price.  

(b) Oligopoly: (Perfect oligopoly & Imperfect oligopoly)  

       A market in which there are more than two but still a few sellers of a 

commodity is termed as an oligopoly market. A market having a few (more than 

two) buyers is known as oligopsony market.  

                 eg.-Toothpaste producers 

In perfect oligopoly homogenous commodity. 

In imperfect oligopoly commodity is heterogeneous. 

(c) Monopoly: 

Monopoly is a market situation in which there is only one seller of a 

commodity. The price of a commodity is generally higher than in other markets. 

Indian farmers operate in monopoly market when purchasing electricity for 

irrigation. When there is only one buyer of a product the market is termed as a 

monopsony market.  

 There are no substitutes for his product. He controls the entire supply and 

he can fix the price. In monopoly, there is no need to differentiable products 

because no close substitutes are available.  
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CHARACTERISTICS OF AGRICULTURAL COMMODITIES 

 

Agricultural commodities have special characteristics’ that are different 

from industrial goods and due to these the subject of agricultural marketing is 

treated in isolation. These characteristics bring changes in the supply and 

demand pattern. 

 

(1) Seasonality of Agricultural production: Over the length and breadth of 

the country agricultural production is subjected to change based on 

rainfall distribution and availability of irrigation facilities. 

 

(2) Perishability of the product: Most of the farm products are perishable 

in nature; but the period of their Perishability varies from a few hours to a 

few months. Their Perishability makes it almost impossible for producers 

to fix the reserve price for their farm products. The supply of agricultural 

products is irregular; the prices of the crop therefore fluctuate both during 

the year and from year to year. The extent of Perishability of farm 

products may be reduced by the processing function. 

 

(3) Bulkiness of Agricultural Products: It adds to the transportation, 

storage and labour costs. The price spread is very high when the products 

are bulky in nature. 

 

(4) Quality of Products: There is a large variation in the quality   of 

agricultural products such as size, color, freshness, maturity, appearance, 

smell etc. which makes their grading and standardization some what 

difficult.  

 

(5) Irregular Supply of Agricultural Commodities: Due to seasonality of 

Agricultural products, supply is subject to fluctuations over space and 

time. 

 

(6) Small Size of Holding and Scattered Production: Most of the 

producers are small in size which makes the estimation of supply difficult 

and creates problems in marketing. 

 

(7) Processing: Most of the farm products have to be processed before their 

consumption by the consumers. This processing function increases the 

price spread of agricultural commodities.  
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MARKETING FUNCTIONS 

 
Define: Any single activity performed in carrying a product from the points of 

its production to the ultimate consumer may be termed as a marketing 

function. 

Marketing function is an act, operation or service by which the original 

producer and the final consumer linked together. 

 With the marketing system getting more complex, there arises the need 

for number of new functions. It includes all the functions and process involved 

in the movement of the produce from farmers to the consumers. Number of 

functions is involved in marketing of farm product. Neither the producers nor 

the consumers of farm products are located at one place. They are spread all 

over the country. 

 The marketing function may be classified in various ways. Thompson 

has classified the marketing functions into three broad groups. These are: 
1. Primary functions a) Assembling or procurement 

b) Processing(preparation for consumption) 

c) Dispersion or distribution  

2. Secondary functions a) Packing or packaging 

b) Transportation 

c) Grading standardization and quality control 

d) Price determination or discovery 

e) Risk taking 

f) Financing 

g) Buying and selling 

h) Demand and creation 

i) Dissemination of market information  

3. Tertiary functions a) Banking 

b) Insurance 

c) Communication (post and telegraph) 

d) Supply of energy (electricity) 

 

 (1) Primary functions: 

 a) Assembling: 

  In agriculture the goods are mostly produced by small farmers, 

scattered over a wide area. Collection of small quantities from them, 

before further processes of marketing are under taken, is necessary. 

Assembling therefore means bringing together, collecting and 

concentrating goods of the same type from the various sources of 

supply at centrally located places.  

Advantages: 1) economy in transportation 

       2) Availability of goods in large quantity 

       3) Widen the markets 

     4) Grading is possible 

     5) Processing can be done economically. 
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 b) Processing:  

We find very few agriculture products at farm level which are 

ready for final consumption. In most cases, marketing system must 

convert them into suitable form before they can dispose of consumers. 

Further when there is excess farm production, poses a serious problem of 

surplus. Processing can helps to convert this surplus into durable items 

and creates new demand. Processing defined as the act or series of acts 

by which a product is converted into a more usable form. 

C) Dispersion: 

Dispersion is a process exactly opposite to that of assembling. 

After collecting the products of many farmers of scattered locality and 

processing the same, the process of dispersion begins. Dispersing 

functions involves finding where potential buyers are located, how much 

and what products they prefer and what price they are ready to offer. It 

also includes selling of the goods, their physical movement and handling, 

transfer of funds back to central and assembling markets. From the major 

wholesale markets the process of dispersion starts. It is seen through 

various marketing channels. 

 

  (2) Secondary functions:  

  These are the facilitative functions which are essential for smooth 

running of main functions viz. assembling, processing and dispersion. 

 

1) Packing and packaging:        

 Packing is the first function performed in the marketing of agricultural 

commodities. It is required for nearly all farm products at every stage of 

marketing process. The type of the container used in the packing of 

commodities varies with the type of the commodity as well as with the 

stage of marketing. Packing means the wrapping and carting of goods 

before they are transported.  

 

Packing is done for (Advantages): 

    a) Facilitating handling (b) reducing freight (c) reducing storage and 

handling cost   (d) preventing deterioration and loss by damage             

(e) making produces more attractive   f) enabling consumers to buy in 

convenient units (g) broadening of markets & (h) prolong storage life. 

2) Transportation:         

  Transportation is one of the most important functions of the 

agricultural marketing system because of bulky and perishable nature of 

agricultural produces. Normal the produce is moved from the farm to the 
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assembling centre, from farm to the urban market and to the consuming 

centre. All forms of transport rail, air and water are used in moving the 

produce from the farm to its ultimate destination. Efficiency in transport 

depends upon the speed with which the goods are delivered and care taken 

during transit. Transportations create place utility.                                                                

     Advantages:   

 1) Widening of the market        

 2) Narrowing price difference over space       

 3) Creation of employment        

 4) Facilitation of specialized farming        

 5) Transformation of economy                 

      6) Mobility of the factors of production like capital and lab our.  

      7) It helps in development of markets  

      8) Reduction in spatial price differences.  

 
 

3) Grading and standardization:       

 Agricultural produce differ in size, color quality and nutritive value, to 

take into consideration these aspects, agricultural produce is standardized, 

e.g. food grains are graded as coarse and fine. Standardization means to 

determine the classes or grades of product or services.  

Grading is the process of sorting individual specimen of a given 

product to the standard grades of classes to which they belong. Grading is 

done for getting better prices.  
 

4) Storage and warehousing:       

 Agricultural produce is of seasonal nature, it is produce at a particular 

point of time. However, demand for agricultural produce is constant 

throughout the years. This particular characteristics increased importance 

of storing. 

          Storage is an exercise of human foresight by means of which 

commodities are  protected from deterioration and surplus products are 

stored for release in future scarcity to get the better prices. 

Warehousing: Warehouses are scientific storage structures 

especially constructed for the protection of the quantity and quality of 

stored products. Warehousing may be defined as the assumption of 

responsible for the storage of goods. It may be called the protector of 

national wealth. The warehousing scheme in India is an integrated 

scheme of scientific storage, rural credit, price stabilization and market 

intelligence and is intended to supplement the offers of co-operating 

institutions. The important function of warehouses is: 
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 1) Scientific storage. 2) Financing. 3) Price stabilization. 

          4) Market intelligent co. 

5) Price determination and price discovery:     

 Under the marketing system there is the responsibility of realizing the 

value of the goods delivered to the final consumers and distributing it to 

various marketing product at each stage as they move through the 

marketing channels. Prices are determined by the aggregate forces of 

demand and supply in a market, while prices are discovered at each stage 

in the marketing channel. Price is discovered in an individual market by 

retailer and consumers, whereas price determination takes place in the 

total market by the forces of demand and supply. 

6) Risk taking and risk bearing:       

 There is always a time lag between the harvesting and final consumption. 

Risk is imminent under such a situation and this is borne by the producers, 

traders and others involved in marketing process. 

 Hardy has defined risk as uncertainly about cost, loss or damage. 

Risk bearing ability means ability to withstand losses or adverse 

conditions faced while carrying out various marketing functions. There is 

risk of losses due to fire, flood, famine, rodents, quality deterioration, 

price fall, change in taste, habit or fashions etc. It is three types. 

1) Physical Risk: is caused during weightment, bagging, transportation, 

storage, etc. It consists of loss of quantity. 

2) Price risk: Because of the special characteristics of agricultural products, 

price risk is common phenomenon. Price fluctuation during the same day, from 

week to week from month to month and year to year. 

3) Institutional Risk: Government policies like movement restrictions of     

food grains, imposition of levies, etc.bring losses to the markets. 

  It reduces by, improving storage structures, insurance and market information. 

7)  Financing:          

 Money or credit is an important means to carry out various marketing 

functions. The financing function of marketing involves the use of capital 

to meet the financial requirements of agencies engaged in various 

marketing activities. A farm product takes time for goods to reach into the 

hands of the ultimate consumers. Therefore it needs the service of 

providing the credit and money to meet the cost of selling merchandise 

into the hands of the final users. This is commonly referred to as the 

finance functions in market. 

8) Buying and selling:        

 Buying and selling are the most important activity in the marketing 
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process. The buying activity involves the purchase of right goods at the 

right place, at the time of right price and in right quantity. 

         Selling is one of the dispersing functions. Selling in business would 

mean the transfer of ownership of goods or services to a buyer in 

exchange for money. 

          Selling consist of sub-functions vig. product planning and 

development, contractual function, demand creation and  the function of 

negotiation. 

  Selling accurse at various stages, initially farmer sells to village 

merchant or to a merchant in a regulated market, again wholesale 

merchant sells produce to retailer and retailer sells to consumers 

  Method of selling:   

1) Under cover a cloth (hatha system): Price is fixed between buyer 

and commission agent the sellers by pressing the fingers of each other. 

Seller does not aware about price settle between buyer and 

commission agent.        

2) Private negotiations: Direct contact between the buyer and sellers. 

The seller meet to the buyer with a sample of the produce .The buyer 

quotes the price  & if satisfied then deal is completed.    

3) Quotation on samples: In this method commission agents approach 

the buyers with the sample and who offered the highest price per unit 

of the produces.  

4) Dara sale method: By this method, the produce in different lots is 

mixed and then sold at one lot. The advantage of this method is that, 

within a short time, a large number of lots are sold off.     

5) Moghum sale method: In this harvest price is the selling price. It is a 

common method of sale found in villages when the farmers borrow 

funds from the local moneylenders.      

  

6) Open auction method: It prevails in most of the regulated markets. 

The prospective buyers examine the lots of the produce kept for sale 

and offer their bids openly. Highest bidder has the right to take the 

possession of the commodity and amount is settled immediately after 

the sale.     

7) Close tender system: This is, more or less, the same as that of the 

open auction system except that the bids are offered in the form of 

closed tenders. Considering the lots of produce, buyers offer their price 

on a slip of paper and put in a sealed box. Highest bidder has the right 

to take the possession of the produce in a lot.   
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9) Dissemination of market information function:    

 Market information is an important marketing function which ensures to 

smooth and efficient operation of the marketing system. Accurate, 

adequate and timely availability of market information facilitates decision 

about where and when to market product. Market information is published 

by trader’s organization, or by individual firm in the form of publication 

of daily, weekly, market reports, news bulletins, monthly journals etc.  

Market intelligence is a continuous study of market behaviors and price 

situation. Market news provides current information about prices, arrivals 

and change in market conditions. 

 

10) Demand creation: 

It includes all the special affords that are made to stimulate the 

desire of goods of prospective buyers with the ultimate objective of sale 

at a profit. Some of the common methods which may be used to create a 

demand for the products are. 

1. Personal contact by salesman 

2. Advertisement 

3. Display of goods in stores, railway stations etc. 

4. Arranging trade fairs, exhibition 

5. Distribution of free samples 

6. Offers of various types of facilities  these practices used in 

creation of demand add do the cost of marketing. 
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PRODUCERS SURPLUS 
Meaning, types of Producers surplus, Marketable & Marketed Surplus, 

Importance Factors affecting marketable surplus 

Defining producer surplus: 

Producer surplus is a measure of producer welfare. It is measured as the 

difference between what producers are willing and able to supply a good for and 

the price they actually receive. The level of producer surplus is shown by the 

area above the supply curve and below the market price and is illustrated in this 

diagram.  

 Marketing Margins: In the marketing of agricultural commodities, the 

difference between the price paid by consumer and the price received by the 

producer for an equivalent quantity of farm produce is often known as price 

spread. Sometimes, this is termed as marketing margin. 

 The total margins include: 

1) The cost of marketing functions and 

2) Profits of the various market functionaries involved in moving the 

produce from production to ultimate consumer. 

Marketing margin varies from channel to channel, market to market, time 

and commodity to commodity. 

 

CONCEPTS OF MARKETING MARGINS: 

 

1) Concurrent margins:  these refer to the difference between the prices 

prevailing at successive stages of marketing at a given point of time. For 

example, the difference between the farmers selling price and retail price 

on a specific date is the total concurrent margin. It does not take into 

account the time that claps between the purchase and sale of the produce. 

2) Lagged margins: it is the difference between the prices received by a 

seller at a particular stage of marketing during an earlier period. It is a 

between concept because it takes into account the time that elapses 

between the purchase and sale by a party and between the sale by the 

farmer and the purchase by the consumer. 

 

MARKETABLE SURLPUS: 

It is residual left with the producer farmer after meeting 

his requirements for family consumption, farm needs for 

seeds and feed for cattle, payment to laborer in kind, 

payment to landlord as rent and social and religious 

payments in kind. This may be expressed as- 
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MS = P - C 

 Where, MS= Marketable surplus 

   P= total production 

   C= total requirements 

Marketed surplus: it is that quantity of the produce which the producer-farmer 

actually sells  in the market, irrespective of his requirements for 

family consumption, farm needs other payments.  

Relationship:  

1) Marketable surplus  <   Marketed surplus 

I.e. forced sale OR Distressed sale 

When the farmer retains a smaller quantity of the produce than his actual 

requirements for family and from needs. 

2) marketable surplus >   marketed surplus 

When farmers retains some of the surplus produce. Large farmers 

generally sell less than the marketable surplus because of their better 

retention capacity and in the hope that they would get a higher price in 

the later period.    

3) marketable surplus =  marketed surplus   

When farm neither retains more nor less than his requirement. This holds 

true for perishable commodities. 

 

 

FACTORS AFFECTING MARKETABLE SURPLUS: 

1) Size of holding: there is a positive relationship between  the size or 

holding and marketable surplus. 

2) Production:  the higher the production on a farm, the larger will be the 

surplus & viceversa. 

3) Price do the commodity: the price of a commodity and the marketable 

surplus have a positive as depending upon whether one considers the 

short and long run or the micro and macro levels. 

4) Size of family: the larger the no. of members in a faily, the smaller the 

surplus on a farm. 

5) Requirement of and feed: the higher the requirement for these uses, the 

smaller the marketable surplus of a crop. 
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MARKETING CHANNELS: 

Meaning, Definition, Channels for different Products 
          Marketing channels are routes through which agricultural Products move 

from producer to consumers, the length of the channel varies from commodity 

to commodity, depending on the quantity to be moved, the form of consumer 

demand and degree of regional specialization in production and country to 

country. 

Channels of distribution: 

 Generally following channels of distribution are follows 

1) Producer- consumer 

2) Producer -Retailer- Consumer 

3) Producer-wholesaler-Retailer- Consumer 

4) Producer- Agent- Retailer-Consumer 

5) Producer- Agent-Wholesaler- Retailer-Consumer  

 

 Factors affecting the choice of marketing channels: 

  

The choice of the particular channels depends upon following factors. 

1. Perishable nature: choice of channels depends upon the durability of 

commodity.  Commodities like vegetables and fruits are perishable and 

must be distributed through shorter channels otherwise quality of the 

produce will be deteriorated before it reaches to consumers. 

2. Bulk and weight: when product is bulky and heavy transportation cost 

becomes significant one has to reduce this cost and for that selection of 

channel should be such that transportation cost is minimized. 

3. Financial position: Financially sound organization grant credit for long 

period while financially weak organization have to take help of other 

middlemen and thus distributing channel is affected. 

4. Marketing cost: the particular channel is better it per unit marketing cost 

is lower than other channel. 

5. Degree for control channels: If the producers or co- operatives society 

of consumer has strong desire to control the existing channel they can do 

so by avoiding some of the middleman. 

6. Storage facilities. If producer do not have good storage facilities then, 

they take help of some middleman who posses storage facilities. 

7. Terms of payment of price: If a particular channel offered easy terms of 

payment price of a commodity producer prefer that channel than other 

which does not give any concessions in paying the price of that 

commodity. 

8. Number of consumer:  If the numbers of consumer are more than 

producers have to employ some middlemen if consumers are less in 

number than normal sell will do the job.  
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                               Marketing agencies 
           

Producers        Middlemen 
 

                                                 

Merchant middlemen     Agent middlemen  Speculative Facilitative  

                     Middlemen Middlemen 

Wholesaler Retailer  ______________       

                                                   

    Commission Agent or arhatias        Brokers     

 arhatias in unregulated market        

            

                                                                                                            

Kaccha Arhatias                 Pucca Arhatias  

              ____________________________________________________________________  

                                                    

       Hamals       Weighmen     Graders    Transport  Communication  Advertising 

                Agency       Agency       Agency  

  

In the marketing of agricultural commodities, the following agencies are 

involved 

1. Producer: Most of farmers perform one or more marketing function. 

They sell the surplus either in the village or in the market. Some big 

farmers assemble the produce of small farmers, transport it to the nearby 

market, to markets a constant touch with market functionaries, they have 

a fair knowledge of market practices. 

 

2. Middlemen: Middlemen are those individuals or business concerns 

which specialize in performing the various marketing functions. They can 

be classified as 

 

a) Merchant Middlemen:  Merchant middlemen are those who take title 

of the goods they handle they buy and sell on their own gain or lose, 

depending on the difference in the sale and purchase prices. Merchant 

middlemen are of two types: 

1) Wholesalers: who buy and sell commodities from farmers and 

other wholesalers in large quantities. They sale to retailers, other 

wholesalers and processors either in the same market or in other 

markets. 

2) Retailers: Retailers buy goods from wholesalers and sale them to 

the consumers in small lots. They are producer’s personal 

representatives to consumers. Retailers are the closest to the 

consumer in the marketing channels. 

Itinerant traders and village merchants also come under this 

group. Itinerant traders are petty merchants who move from village 

to village, and directly purchase the near by primary or secondary 

market and sell it  their small establishment in villages they 
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purchases the produce of those farmers how have either taken 

finance from then or those who are not able to go to the market. 

They either sell the collected product in the nearby market or retain 

it for sale at later date in the village itself. 

b) Agent Middlemen:  Agent middlemen act as representative for their 

clients. They do not take title to the produce. They merely negotiate 

the purchase and /or sale. They sell services and not the goods or 

commodities. They receive income in the form of commission or 

brokerage. Agent middlemen are of two types. 

1) Commission agents or arhatias: A commission agent normally takes 

over the physical handling of the produce. Arranges for its sale, 

collects the price from the buyer, deducts his expenses and 

commission, and remits the balance to the seller. All these facilities 

are extended to buyers as well, it asked for. 

Commission agents or arhatias in unregulated markets are of       two 

types: Kuchha arhatias and pacca arhatias. 

Kuccha Arhatias: They act primarily for the sellers including 

farmers. They sometimes advance to farmers and itinerant traders on 

condition that the produce will be disposed off though them. They 

charge arhat or commission in addition to the normal rate of interest 

on the money they advance. 

Pucca arhatias: They act on behalf of the traders in the consuming 

market. The processors and big wholesalers in the consuming market 

employ pacca arhatias at their agents for the purchase of a specified 

quantity of goods within a given price range. In regulated markets, 

only one category of commission agent exists under the name of ‘A’ 

class trader. 

2) Brokers: Brokers render personal services to their clients in the 

market. But unlike the commission agents, they do not have the 

physical control of the product. The main function of the broker is to 

bring together buyers and sellers on the same platform for 

negotiations. Their charge is called brokerage. They may clime 

brokerage from the buyer, the seller or both. Brokers have no 

establishment in the market. They simply wander about in the market 

and render services to clients. 

c) Speculative middlemen:  Those middlemen who take title to the 

product with a view to making profit on it are called speculative 

middlemen. They are not regular buyers or sellers of produce. They 

are specialized in risk-taking. They buy at low prices when arrival are 

substantial and sell in the off season when price are high. 
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d) Facilitative middlemen: These middlemen assist in the marketing 

process. Marketing can take place even if they are not active, but the 

efficiency of the system increases when they are present. These 

middlemen receive their income in the form of fees from those who 

used services. They are.       

 A.  Hamals or laborers are: They do unloading from and loading 

on to bullock carts or truck. They assist in weighing, clearing, sieving 

and refilling and stitch the bag of commission agent. 

 B. Weigh men: They facilitate the correct weighment of the 

produce. Generally the scale- beam balance used. They get payment 

for their services through the commission agent. 

 C. Graders: Those middlemen sort out the product into different 

graders, based on some defined characteristics, and arrange them for 

sale. 

 D. Transport agency: This agency assists in the movement of the 

produce from one market to another. The main transport means are 

railways, trucks, bullock carts, camel carts, or tractors. 

 E. Communication Agency: It helps in the communication of the 

information about the prices prevailing, and quantity available in the 

market. The post and telegraph, telephone, newspaper, radio and 

informal links are the main communication channels in agricultural 

marketing. 

 F. Advertising Agency: It enables prospective buyers to know the 

quality of the product and decide about the purchase of commodities. 
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Market Integration  

 

        Integration shows the relationship of the firms in a market. The extent of 

integration influences the market conduct of the firms and consequently their 

marketing efficiency.  

 

       Kohls and Uhl have defined market integration as a process which refers to 

the expansion of firm by consolidating additional marketing functions and 

activities under a single management. 

 

 (i) Horizontal Integration: This occurs when a firm or agency    gains control  

      over other firms performing similar activities at  the   same   level    in   the    

      marketing   channel.   Horizontal    integration is advantageous for the 

members  

      who join the group.  Horizontal of selling firms is not in   the interest of the  

     consumers or buyers.  

  

 

 

 

 

              

             FIRM-A             FIRM-B                          FIRM-C              FIRM-D 

 

(ii) Vertical Integration: Vertical integration occurs when a firm performs 

more  

       than one activity  in the sequence of  the  marketing process. e.g. A 

wholesaler   

      doing the functions of  both wholesaler and retailer. Vertical integration 

reduces  

      the number of middlemen in the marketing channel. 
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(iii) Conglomeration:  

 

        A combination of agencies or activities not directly related to each other 

may, when it operates under a unified management termed as conglomeration.  

Eg. Hindustan Unilever Limited 

 

                                           Agri. Business Conglomeration 
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MARKETING EFFICIENCY  

 

        Marketing efficiency is essentially the degree of market performance. In 

this sense, the concept is broad and dynamic. It encompasses many theoretical 

manifestations and practical aspects. Broadly, one may look at efficiency of a 

market structure through the following: 

 

1. Whether it fulfils the objectives assigned to it or expectations from the 

system at minimum possible cost or maximizes the fulfillment of objectives 

with given level of resources (or cost); and  

 

2. Whether it is responsive to impulses generated through environmental 

changes and whether impulses are transmitted at all levels in the system. 

 

       Expectation from or objectives assigned to the system are of critical 

importance in assessing the efficiency because various participants have 

different expectations from the system, which quite often conflict with each 

other.  For example 

 

1. Farmers expect quick market clearance and higher prices for their produce.     

They expect the market to buy the products when they are offered for sale at 

reasonable prices. 

 

2. Consumers expect ready availability of products in the form and quality 

desired by them at lower prices. 

 

3. Traders and other functionaries expect steady & increasing incomes. 

 

4. Government expects the system to safeguard the interest of all the three 

sections and in a proportion which is considered to be fair so that overall 

long-run welfare of the society is maximized. 

 

 Kohls and Uhl: Marketing efficiency it the ratio of market output 

(satisfaction) to marketing input (cost of resources). An increase in this ratio 

represents improved efficiency and a decrease denotes reduced efficiency. A 

reduction in the cost for the same level of satisfaction or an increase in the 

satisfaction at a given cost results in the improvement in efficiency.  

 

 Jasdanwall: The term marketing efficiency may be broadly defined as the 

effectiveness or competence with which a market structure performs its 

designed function.  

 

 

 

 Clerk: Marketing efficiency has been defined as having the following 

three components:  
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a. The effectiveness with which a marketing service is performed; 

b. The cost at which the service is performed; and 

c. The effect of this cost and the method of performing the service on 

production and consumption. 

 

Measurement of Marketing Efficiency 

 

Marketing efficiency is measured by Shepherd’s formula as follows:  

 

      Total cost of marketing 

ME = 100 – [--------------------------------------------* 100] 

                 Total value of the product marketed 

 

Efficient Marketing 

 

       The movement of goods from producers to consumers at the lowest 

possible cost, consistent with the provision of the services desired by the 

consumer, may be termed as efficient marketing. A change that reduces the 

costs of accomplishing a particular function without reducing consumer 

satisfaction indicates an improvement in the efficiency.  

 

MARKETING COSTS, MARGINS AND PRICE SPREAD 

 

Marketing Costs: Marketing cost is the actual expenses required in bringing 

goods and services from the producer to the consumer. The difference between 

the final price paid by the consumer for a commodity and the price the price 

received by the primary producer may be taken as the marketing cost. 

Marketing cost normally includes handling charges, assembling charges, 

transport and storage costs, processing costs, profit margin to different 

intermediaries etc.  

 

Marketing Margins: It reveals the remuneration that the intermediaries receive 

for their services in moving the commodity in the marketing channels. 

Estimation of marketing margins helps to estimate the efficiency of the 

marketing system.  

 

Price Spread: In the marketing of agricultural commodities, the difference 

between the price paid by consumer and price received by the producer for an 

equivalent quantity of farm produce is often known as price spread.  
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Concepts of Marketing Margins:  

 

1. Concurrent Margins: These refer to the difference between the prices 

prevailing at successive stages of marketing at a given point of time. For 

example, the difference between the farmers selling price and retail price on 

a specific date is the total concurrent margin.   

 

2. Lagged Margins: It is the difference between the prices received by a 

seller at a particular stage of marketing during an earlier period. It takes into 

account the time that elapses between the purchase and sale by a party and 

between the sale by the farmer and the purchase by the consumer. 

 

Price Spread: In the marketing of agricultural commodities, the difference 

between the price paid by consumer and price received by the producer for an 

equivalent quantity of farm produce is often known as price spread.  

 

Producer’s Share in the Consumer’s Rupee: It is the price received by the 

farmer expressed as a percentage of the retail price or the price paid by the 

consumer. 

 

 

How to Reduce Marketing Costs  

 

        There are various ways of reducing marketing costs. No single factor can 

bring about any perceptible reduction in these costs. However, a combination of 

factors may bring about a significant reduction in the cost of marketing. Some 

ways of reducing marketing costs for farm products are: 

 

1. Increase the efficiency 

  

    An increase in the efficiency of marketing can be brought about by a wide 

range of activities between producers and consumers. Some major areas in 

which improved efficiency may result in a reduction in marketing costs are:  

 

(a) Increase the volume of business 

By increasing the quantity to be handled at a time one can 

effectively reduce marketing costs and increase marketing 

efficiency. 

(b) Improves the handling method 

The new methods of handling, such as pre-packing of 

perishable products, the use of fast transportation means, the 

development of cold storages and an efficient use of labour are 

some of the methods by which efficiency may be increased and 

cost reduced.  
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(c) Managerial control 

The adoption of proven management techniques increases 

efficiency. By a constant monitoring of costs and returns, the 

efficiency at each stage in marketing may be stepped up.  

(d) Change in marketing practices 

Change in marketing practices (such as sale of orange juice 

instead of orange, retailing food services through super markets, 

and integration of marketing functions) reduce marketing costs 

and increase efficiency. 

           

2. Reduce profit in marketing 

 

    Profits in the marketing of agricultural commodities are often the largest 

because of the inherent risk at various stages of marketing. The risk may be 

reduced by:  

 

(a) The adoption of hedging operations, improvement in market news 

service, grading and standardization; and 

(b) Increasing the competition in the marketing of farm products. 
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MARKET INFORMATION  

 
Market information may be broadly defined as a communication or 

reception of knowledge or intelligence. It includes all the facts, estimates, 

opinions and other information which affect the marketing of goods and 

services. 

 

TYPES OF MARKET INFORMATION  

 

Market information is of two types: 

 

(i) Market Intelligence: This includes information relating to such facts 

as the prices that prevailed in the past and market arrivals over time. 

These are essentially a record of what has happened in the past. 

Market intelligence is, therefore, of historical nature. An analysis of 

the past helps us to take decision about in the future. 

 

(ii)  Market News: This term refers to current information about prices, 

arrivals and changes in market conditions. This information helps the 

farmers to take decisions about when and where to sell his produce.  

 

Criteria for Good Market Information:  

 

i. Comprehensive 

ii. Accuracy 

iii. Relevance 

iv. Confidentially 

v. Equal Accessibility 

vi. Timeliness 
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FACTORS AFFECTING THE COST OF MARKETING OF 

AGRICULTURAL COMMODITIES 
 

The factors which affect marketing cost are: 

 

1. Perishability of the Product: The cost of marketing is directly related to 

the degree of Perishability. The higher the Perishability, the greater the 

cost of marketing, and vice versa. 

 

2. Extent of Loss in Storage and Transportation: If the loss in quality 

and quantity of product, arising out of wastage, spoilage or shrinkage 

during the period of storage or in the course of transportation, is 

substantial, the marketing cost will go up.  

 

3. Volume of the Product Handled: The larger the volume of business or 

turnover of a product, the less will be the per unit cost of marketing. 

 

4. Regularity in the Supply of the Product: If the supply of the product is 

regular through out the year, the cost of marketing on per unit basis will 

be less than in a situation of irregular supply. 

 

5. Extent of Packaging: The cost of marketing is higher for the 

commodities requiring packaging. 

 

6. Necessity of Demand Creation: If substantial advertisement is needed to 

create the demand of prospective buyers, the total cost of marketing will 

be high.  

 

7. Bulkiness of the Product: The marketing cost of bulky products is 

higher than that of which are not bulky. 

 

8. Need for retailing: The greater the need for the retailing of a product, the 

higher the total cost of marketing. 

 

9. Necessity of Storage: The cost of the storage of a product adds to the 

cost of marketing, whereas the commodities which are produced and sold 

immediately without any storage attract lower marketing costs.  

 

10. Extent of Risk: The greater the risk involved in the business for a 

product, the higher is the cost of marketing. 
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REASONS FOR HIGHER MARKETING COSTS OF AGRICULTURAL 

COMMODITIES 

 

Generally, the cost of marketing of agricultural commodities is higher 

than that of manufactured products. The factors responsible for this 

phenomenon are: 

 

1. Widely Dispersed Farmers and Small Output per farm: There are 

innumerable producers of agricultural products, each producing a small 

quantity. Producers are widely dispersed. Hence the cost of assembling is 

high. 

 

2. Bulkiness of Agricultural Products: Most farm products are bulky in 

relation to their value. This results in a higher cost of transportation. 

 

3. Difficult Grading: Grading is relatively difficult for agricultural 

products. Each lot has to be personally inspected during purchase and 

sale – a fact which increases marketing costs. 

 

4. Irregular Supply: Agricultural products are characterized by seasonal 

production. Their market supply, therefore, fluctuates during the year. In 

time of glut, prices go down and the cost of marketing functions, on 

value basis, goes up. 

 

5. Need for Storage and Processing: There is a greater need for the 

storage of agricultural products because of the seasonality of their 

production. The processing of agricultural products is a necessity 

because all the agricultural products are not consumed in the raw form. 

Storage and processing add to the cost of marketing. Losses of 

agricultural products in storage are also high because of their 

Perishability. 

 

6. Multiplicity of Middlemen: In food grain marketing, the number of 

middlemen is larger because there is no restriction on their entry in the 

trade. The larger the number of middlemen, the higher the marketing 

costs. 

 

7. Risk Involved: The risk of price fluctuations is higher in agricultural 

products. The higher risk leads to higher risk premium, which adds to the 

marketing cost.  
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FORMS OF GOVERNMENT INTERVENTION IN MARKETING 

SYSTEM  
 

 In the interest of public welfare, the government intervenes in the 

marketing system. The extent of intervention depends on the objectives of the 

government and the extent of defects and malpractice prevailing of the system. 

Government intervention may be direct or indirect; and it may take any or a 

combination of the following forms; 
 

(i) The farming of rules and regulations for the protection of the interest 

of some sections of the population. These may relate to the grant of 

monopolies, restriction on the activities of traders, licensing and 

market regulation. 

(ii) Promotional activities such as storage and warehousing, transportation 

and communication facilities, credit facility, grading and 

standardization and encouragement of co-operative marketing. 

(iii) Administration of prices at different levels of marketing guaranteeing 

minimum support prices to producers, providing commodities at fair 

prices to consumers and fixing the rates of commission charged by 

commission agent. 

(iv) Influencing supply and demand by import, export, internal 

procurement and distribution.  
 

     In India, the government has intervened in the marketing system in 

various ways at different points of time. The section which follow deal with 

the description of the government’s efforts to improve the marketing 

technique of agricultural commodities. 
 

The government of India has intervened in the marketing system in various 

ways described as under. 
 

1. Establishment of Directorate of Marketing and Inspection (DMI) 

(1935) 

 

The Directorate of Marketing and Inspection is an attached office of the 

Ministry of Agriculture, Government of India located at Faridabad 

(Haryana) and branch head office at Nagpur (Maharashtra). It is headed by 

the Agricultural Marketing Adviser (AMA) who is assisted by a joint AMA, 

Deputy AMAs, Directors of Laboratories and other technical staff. 

  

Functions: 

1. Market research and commodity surveys 

2. Market extension 

3. Statutory regulation of markets and market practices 

4. Promotion of grading and standardization 

5. Training of marketing personal 

6. Marketing improvement and development cell 

7. Publication of journal 
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8. Setting up of State marketing Department. 

2. Regulation of Agricultural Marketing  

 

To improve marketing condition with a view to creating fair competitive 

conditions to increase the bargaining power of producer-sellers was 

considered to the most important pre-requisite of orderly marketing. Most of 

the defects and malpractice under the marketing system of agricultural 

products have been more or less remove by the exercise of public control 

over markets, i.e., by the establishment of regulated markets in the country. 

  

     3. State Trading Corporation (STC)  

  

 One of the responsibilities of the government is to ensure the supply of 

essential commodities to the people. This may require direct intervention in 

trading of agricultural commodities. The objectives of state trading includes; 

supply of essential commodities at reasonable price regularly, to ensure a fair 

price to farmers, price stabilities, supply of inputs, buffer stock maintenance to 

arrange for storage, transportation and processing to conduct for required 

statistics and to check hoarding, black marketing and profiteering. Export and 

import of agricultural commodities has also been undertaken by government 

through STC. 

 

     4. Food Corporation of India (FCI)  

 

The FCI was established on January 1, 1965. The FCI, today, is the 

unrivalled food marketing agency, serving the interests of both the farmers and 

consumers. Operationally, the FCI reaches the remotest corners of the country 

through its vast network of offices and storage centers. Financially, it is the 

largest public sector undertakings, with an annual turnover of over Rs. 4000/- 

crores. Function of FCI includes, procuring a sizeable portion of marketable 

surplus of various agricultural commodities to build up a sizeable buffer stock 

and to make timely releases of the stocks through the public distribution system. 

It also helps in minimizing seasonal price fluctuations and inter-regional price 

variations in agricultural commodities by establishing a purchasing and 

distribution network. 

 

      5. Buffer Stock, Procurement and Distribution  

 

The term buffer stock of food grains refers to the stock of food grains 

maintained by the government to be used as a buffer to cushion against 

unforeseen fluctuation in the demand or scarcity of any commodity especially 

with regard to food grains, cotton, sugar, tea etc. The buffer stock is also 

encouraged in order to regulate market supply and maintain prices at a 

particular level. 
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      6. Quality Control  

 

 Quality control of agricultural commodities is the responsibility of the 

Directorate of Marketing and Inspection. The directorate has prescribed grade 

and standards for various agricultural products under the Agricultural Produce 

(Grading and Marketing) Act 1937. Agricultural commodities are graded under 

this Act on the basis of the specification laid down under the grade standards. 

Grade products bear the AGMARK label, indicating the purity and quality of 

products. 

 

     7. Price Support and APC/CACP  

 

 The Agricultural Price Commission (APC) was set up by the Government 

of India in January 1965, to advise the government on price policy of 

agricultural commodities, with a view to evolving a balanced and safeguard 

price structure in the perspective of the overall needs of economy with due 

regard to the interest of the producer and consumer. Recently this commission is 

known as Commission for Agricultural Costs and Prices (CACP). The 

commission generally recommends the minimum support prices which are in 

the nature of an insurance against an excessive price fall. It also recommend 

procurement prices at which the government should procure the considering 

price trend, size of crop and need for public distribution. 

 

     8. Statutory Price Control and Rationing  

  

Statutory rationing of food grains was undertaken in the country because 

of severe shortages. The main purpose is to keep the increasing demand of food 

grains under control. This is a social measure which has been adopted by the 

government to protect mainly the vulnerable sections of society who cannot 

afford to purchase food grains at open market prices because of their poverty. 

The main purpose of rationing is to provide to the poor. 

 

     9. Act Passed for Improving Agricultural Marketing 

 

 The beginning of marketing legislation is form 1886 in India. Various 

Acts were enacted by the government to improve the agricultural marketing in 

the country. 

 

10. Co-operative Marketing  

 

   The establishment of co-operative societies is another step which has 

been taken to overcome the problems arising out of the present system of 

marketing agricultural produce. The objective of economic development and 
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social justice can be furthered by channellising agricultural produce through co-

operative institutions. 

 

INSTITUTION FOR MARKETING  

 

REGULATED MARKET  

 

 A regulated market is one which aims at the elimination of the unhealthy 

and unscrupulous practices, regarding marketing charges and providing 

facilities to producers-sellers in the market. Any legislative measure designed to 

regulate the marketing of agricultural produce in order to establish, improve and 

enforce standard marketing practices and charges may be termed as one which 

aims at the establishment regulated market.  

  

 Regulated markets have been established by State Government and rules 

and regulations have been framed for the conduct of their business. In regulated 

markets, the farmer is able to sell his marketed surplus in the presence of 

several buyers through open and competitive bidding. 

 

 The regulated market committee consisting 17 members of which, 8 are 

farmers representative, 4 are traders representatives, 2 are co-operative 

marketing society, 1 is Panchayat or Municipality, 1 is revenue officer and 1 is 

Government representative. 

 

 Regulated market is functioning under this committee by the staff 

working under it. Marketing committee has to see that all the traders obtain 

licenses for working in the market produce is sold by open auction. It is 

properly weighted by the licensed weight man, purchaser and sellers are 

recorded, payment is made at the spot to the farmers. There are no illegal 

deductions. The bad practices of marketing are eliminate and banking facilities, 

storage function, lodging and boarding facilities, shed for carts and bullocks and 

other needs and information services are provided. 

 

Benefits of Regulated Market:  

 

1. They provide all the facilities needed by farmers in the marketing centers 

which will attract them to coming to the markets where buying and 

selling is regulated. 

2. In such market due to open auction system farmer and trader are bought 

on equal stage. 

3. The prices are quoted open and are paid in cash on the spot. 

4. The farmers are assured by fair price in the market. 

5. Illegal deduction and other bad practices of marketing are avoid, 

eliminates and farmers are protected from paying extra charges. 
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6. Proper weight is done, in some market grading is also done and 

warehouses are there to keep  the produce. The farmers get to day 

information regarding price and arrivals of market. 

Market Area:  

The area covered by regulated market is generally limits of taluka which 

is known as market area. 

 

A Market yard:  

  

 That is a place where actual buying and selling takes place and banking 

facilities, storage function, loading boarding facilities etc. are provided. 

 

Food Corporation of India (FCI)  

 

The FCI was established on January 1, 1965. The FCI, today, is the 

unrivalled food marketing agency, serving the interests of both the farmers and 

consumers. Operationally, the FCI reaches the remotest corners of the country 

through its vast network of offices and storage centers. Its market operations 

prevent the speculative trader from acting against the interest of the farmer by 

assuring him a remunerative price for his produce. Financially, it is the largest 

public sector undertakings, with an annual turnover of over Rs. 4000/- crores. 

Function of FCI includes, procuring a sizeable portion of marketable surplus of 

various agricultural commodities to build up a sizeable buffer stock and to make 

timely releases of the stocks through the public distribution system. It also helps 

in minimizing seasonal price fluctuations and inter-regional price variations in 

agricultural commodities by establishing a purchasing and distribution network. 

 

Functions:  

 

1. To procure marketable surplus of food grains at incentive prices from the 

farmers on behalf of Government. 

2. To make timely releases of the stocks through public distribution system 

i.e. fair price shops and controlled items shop. So that consumer prices 

may not rise unduly and unnecessarily. 

3. To minimize seasonal price variation in Agricultural commodities by 

establishing purchasing and distribution net work. 

4. To build up a sizable buffer stock of food grains to meet the situations 

that may arise as a results of short falls in internal procurement and 

import. 
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NAFED  

 The National Agricultural Co-operative marketing Federation 

(NAFED) is an apex organization of marketing cooperatives in the country. It 

deals in procurement, processing, distribution, export and import of selected 

agricultural commodities. The NAFED is also the central nodal agency for 

undertaking price support operations for pulses and oilseeds and market 

intervention operations for other agricultural commodities. 

  

 

 At the national level the National agricultural Co-operative Marketing 

Federation (NAFED) was established in October 1958. The state level 

marketing federations and National Co-operative Development Corporation are 

its members. The head office of NAFED is at Delhi, and its branch offices are 

located at Bombay, Calcutta and Madras. NAFED’s are operation extends to the 

whole country. It has established branches in all major part town and capital 

cities of state in the country. 

 

Objectives:  

 

1. To co-ordinate and promote the marketing and trading activities of its 

affiliated co-operative institutions. 

2. To make arrangement for the supply of agricultural input required by 

member institutions. 

3. To promote inter state and inter national trade in Agricultural and other 

activities. 

4. To act as an agent of the Government for the purchase, sale, storage and 

distribution of agricultural products and inputs.  

 

Activities:  

 

1. Inter state trade 

2. Export of Agricultural  Produce 

3. Import Agricultural  Produce 

4. Maintain expert staff which conducts market studies. 

5. Production and Marketing of Agricultural inputs. 

6. Setting of Scientific Storage System. 

7. Processing for Fruits and Vegetables. 
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CO-OPERATIVE MARKETING SOCIETY 

 

 Private agencies dominate the Indian foodgrains trade. Farmers 

complain of the marketing system because they get lower prices, due mainly to 

high marketing charges and the prevalence of malpractices. The efforts of the 

government to improve the marketing system of agricultural commodities have 

been partially successful in creating healthy conditions for efficient marketing. 

Moreover, the progress of regulated markets is not uniform in all areas. The 

need for strengthening co-operative organizations has, therefore, been 

recognized for the marketing of the produce of the farmer and for making inputs 

available for them at the right price and time.   

 It is a voluntary business organization of farmers, with the aim of 

marketing the agriculture produce of the members and to get a remunerative 

price to the producers, under take services as may as possible and to supply 

agriculture inputs for the benefit of the member, wherever possible processing 

activities are also to be undertaken. 

 

Objectives of Co-operative marketing Society;  

 

1. To collect farm produce of members and sale on behalf of members in 

the market. 

2. To give remunerative price for agriculture produce (marketed) to the 

members. 

3. To perform marketing services assembling, grading, storing, transporting, 

financing and processing of the produce of the members to perform the 

above services efficiency and to give benefits to the members. 

4. To help in recovery of loan of members by linking marketing of credit. 

Thus, crop loans will be recovered through marketing of members 

produce. 

5. To provide marketing finance or giving waiting capacity for better price. 

6. To supply agricultural inputs and daily necessaries of life to the members. 

7. To carry out or to under take processing activities of agro based 

industries. 

 

Structure of Co-operative Marketing in India;  

 

 In Assam, Bihar, Kerala, MP, Karnataka, Orissa, Rajasthan and West 

Bengal, there is a two –tier system with primary marketing societies at the 

taluka level and State marketing federation at an Apex body at the state level.  

  

 In other states, there is three-tier system  

 

 Primary co-operative marketing society (at taluka level) 

 Central co-operative marketing union or federations (at district level) 
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 Apex co-operative marketing societies (at state level) 

 

 In our state GUJCOMASOL (Gujarat State Co-operative Marketing 

Society Ltd.) is state level co-operatives for marketing and central level 

NAFED (National Agricultural Co-operative Marketing Federation). 

 

 In milk marketing, there are two tier structures. At primary level or 

base level village milk producer societies and at district level milk producers 

societies union. 

 In poultry two tier structure- poultry producer co-operative societies 

which are directly linked to state Co-operative Poultry Federation. 

 

Suggestions for Improvement 

 

1. The area of operations of the societies should be large enough so that 

they may have sufficient business and become viable. 

2. Co-operative Marketing Societies should develop sufficient storage 

facilities in the mandi as well as in the villages.  

3. Member should be educated and encouraged and persuaded to market 

their produce through co-operative societies.  

4. Honest and sincere person should be elected to manage societies. 

5. Co-operative Marketing should be included processing activities, credit 

and finances to make them successful. 

6. The societies should acquire the transport facility to bring the produce of 

the members from the villages to the mandi in time and at a lower cost. 

7. Co-operative Marketing Societies should diversify their activities. They 

should sell the produce and inputs, and engage in the construction of 

storage facilities. 

 

 

 

 

 

 

 

 

THEORIES OF INTERNATIONALTRADE: 

Domestic & Free trade, GATT, World Trade Organization 

 (WTO), Co-Operative Marketing, State Trading 

 
    Meaning of Trade: 
 The requirement of primitive man was limited. So trade did not exist with the 

invention of agriculture, division of labour become possible, so increase the human need 

which satisfies by exchange. Initially exchange only goods service against other goods 
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(Barter system) this method had many short comings but with the introductions of money 

exchange of goods and services become easier. This gave to new birth to trade. 

 

Definition of Trade:  
 

 Prof. Savarkar: Trade as exchange of goods for money and exchange of money for goods.                              

  

 Trade means an activity performed between two parties with an intention of earning 

profit by exchange of goods or services. 

 

Characteristics of Trade:  

 
1. Exchange: Exchange is base of trade. 

2. Transfer of ownership: Purchaser obtains ownership rights from seller.  

3. Two parties: In trade one party is purchaser and another is seller.  

4. Economic activity: Trade is an internal part of economic activity and there is an 

intension of earning financial benefits in the form of profit.  

5. Consideration: Consideration in the form of goods or services or in the form of money 

against goods and services. 

6. Continuous: In trade, the process of purchase and sale should be continual process and 

transaction should be consistent. Only one time transaction of selling & purchasing can 

not be called trade 

   
 

 

 

 

 

1. Domestic/ Internal Trade: 

 Trade taking place within the boundary of the country between various cities or state e.g. to 

obtain wheat from Punjab to Gujarat. 

 

2. International/ Foreign Trade: 

 With the introduction of the process of globalization of the economy and the advantage of 

WTO, the degree of inter-dependence among the countries of the world has increased. Many 

factors have favored international specialization and international trade in tangible goods & 

in intangible goods and services.  
 

Classification of 
Trade

Domestic/

Internal Trade

Whole sale Trade
Retail 

Trade

Foreign/

International Trade  

Import Trade Export Trade Re export Trade 



 55 

Definition: Foreign trade/ international trade mean “Trade done outside the boundaries of 

country and with other countries. 

 e.g. Tea is exported from India to England. 
 

a. Import Trade: It means purchase goods or services from other countries.  

        E.g. Machineries Purchased from USA and brought to India. 

 

b. Export Trade: It means to sale the goods, services or technology produced in our country 

to               other countries. e.g. Mango Juice sell in Australia  

 

c. Re-export Trade: It means to purchase goods from other country and to sale the same 

directly to other country. 

         e.g. Machinery purchase from Russia and unloaded at Bombay port and from Bombay, 

sent to Srilanka.   

     

 Different between Inter Regional Trade (Domestic Trade) and International 

Trade 
 

The classical economist proposed a specific theory of international trade which is 

popularly known as the Theory of “Comparative Costs” or the theory of “Comparative 

advantage”  

While modern economists views against of classical economist and state that the difference 

between inter Regional trade and international trade are of only in degree rather than in the 

kinds of trade. 

1. Factor Immobility: The factors of production are perfectly mobile between the regions of 

a country while they are perfectly immobile between the countries entering into 

international trade. Labour and capital are regarded as immobile between countries 

while they are perfectly mobile within a country. The factor prices are almost 

equal in a country but differ widely between countries.  

 It was due to the differences in languages customs, tastes and preference, 

operational skills, economic, social, political and regal restrictions etc.But above 

problems do not arise in the case of inter regional trade. 

 

2. Differences in Natural Resources Endowments: The production of those commodities in 

which they are richly endowed and trade them with other countries where such 

resources are scarce. 

    In Australia land is in abundance while labour and capital are relatively scarce, 

whereas in England the capital is abundant and cheep, while land is scarce and dear.  

Countries trade with each other on the basis of comparative cost differences in the 

production of different commodities.  

 

3. Geographical, Ecological and Climatic Differences: Every country can not produce all   

     commodities due to geographical, ecological and climatic conditions except at 

prohibitive   

             cost. 

 

 

    4. Different Markets: International markets are separated by differences in language, 

usage, customs, habits, styles etc. e.g. the car models in France and the USA are quite 

different and they are trade better within the country rather than across the country. 

Thus the goods differ for sale in the inter-regional markets and international markets. 
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5. Different Currencies: The principal difference between inter-regional markets and 

international markets lies in the use of different currencies in the international markets 

but the same currencies in the inter-regional markets. 

To overcome this problem a common currency has been introduced in the European 

countries (Euro-dollars)  

 

      6. Problems of Balance of payment: The problems of BOP are perpetual in the 

international trade, but there is no such problem in inter-regional trade because of 

greater mobility of capital within different regions of country.  

  The problem of BOP is due to the problems of deflection, devaluations, import 

restrictions, restrictions on the movement of currency etc. 

 

     7. Transport Costs: International trade involves huge transport costs while it was less 

in inter-regional trade. 

 

     8. Different Economic Policies: Different country follow different economic policies 

with regards of taxation, tariff, commerce and trade considering a policy of free trade. 

 Therefore, than classical economics assented that international trade is quite different 

from inter regional trade and they valued a separate therefore international trade 

based on the profile of comparative cost differences.  

 International trade alone will lead to a complete equalization of factory prices. 

 

The Terms of Trade: 
Terms of trade may be defined as the ratios of the average price of a country’s or a 

group of countries Exports to the average price of its Imports. 

 

Three Main Concepts of Term of Trade: That is  

(i) Net barter terms of trade 

(ii) Gross barter terms of trade. 

(iii) Income terms of trade. 

 

 

 

 

 

 

 

 

 

 

 

Advantage of International Trade:   
   The advantage of international trade rests on international division of labour. There is 

world wide specialization in industries which results in increased total production and other 

advantages which are as follows. 

 

1. The productive resources of the world are utilized to the best advantage. 

2. A country is able to consume goods which it cannot produce at all or only at an 

impossible high cost. 

3. Violent price fluctuations are turned down. 

4. Shortage in time of famine and scarcity can be met from the imports. 

5. Countries economically backward but rich in unused resources are able to develop 

their industries. 
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6. Trade develops racial sympathies and creates common interests. 

7. The existence of international trade promotes peace. 

 

Disadvantages:  

 
1. The worst effect of foreign trade on backward countries is the destruction of their 

handicrafts and cottage industries. 

2. The empire builder follows the trader e.g. a powerful country can easily find some 

excuse for attacking a weak country. 

3. Dependence on foreign goods creates difficulties in time of war when the country is 

cut off by enemy action. 

4. Countries which sell primary commodities and by manufactured goods in return are 

losers. 

5. Foreign trade may completely exhaust a country’s natural resources. 

6. Imports of harmful drugs and luxuries, as opium in china, ruin the health of the 

nation, negative and vulgar movie etc. affects the cultural value of the country. 

7. Through foreign trade, the economic troubles of one country are transmitted to other. 

For example, the collapse of American market in 1929 resulted in a world wide 

depression. 

 

Free Trade v/s Protection: 
 

 A policy of no restriction on the movement of goods between countries is known as 

the policy of free trade. Restrictions placed with a view to safe guarding home industries 

constitute the policy of protection. 
 

External Trade in Agricultural Products: 

(Export and Import of different agricultural Commodities) 
 

 One of the important aspects of agricultural marketing is the marketing of agricultural 

commodities across the nation’s borders usually termed as external trade. As far as an 

individual country is concerned, external trade is done in the form of either exports or 

imports.  
 

Export provide the market support for the country’s surpluses and generate foreign  

earning which increase the country’s capacity  to imports other goods, but at the same time in 

the short run, they reduce the domestic availability of the commodities exported and 

consequently raise the domestic price level. 

 

 

 

Existing markets for Export of Major Agricultural commodities from 

India. 

 
Commodity  Countries 

Tea Russia, UK, Iran, Japan, Germany, Egypt, UAE, Saudi Arabia, Poland, 

Afghanistan, Australia, Czechoslovakia, USA, and Yugoslavia. 

Coffee Russia, Yugoslavia, Italy, Japan, Germany, Romania, Australia, 

Belgium, Finland, France, Iraq, Kuwait, Norway, Spain, UAE, and 

UK. 

Basmati rice Saudi Arabia, Russia, UK, UAE, Kuwait and  Canada. 

Wheat Vietnam Socialist Republic. 

Tobacco(manufactu Saudi Arabia, Russia, Japan, Oman, Nepal and  Kuwait. 
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red) 

Spices Russia, UK, Iran, Japan, Germany, Egypt, UAE, Saudi Arabia, Poland, 

Czechoslovakia, USA, Yugoslavia, Canada, Italy, Nepal, Netherlands, 

and Pakistan. 

HPS Groundnut Russia, UK, Germany, Czechoslovakia, USA, Netherlands, and 

Singapore. 

Oil cakes Russia, UK, Germany, Czechoslovakia, USA, Netherlands, Poland and 

Singapore, Saudi Arabia. 

Row Cotton Russia, UK, Japan, Germany, Poland, Afghanistan, Czechoslovakia, 

USA, Romania, China, Hong Kong, Korea, Switzerland, and 

Yugoslavia. 

Fresh fruits UAE, Saudi Arabia, Kuwait, Qatar, UK, Bangladesh and Russia. 

Onion Malaysia, Sri Lanka and Middle East 

Processed fruits 

and vegetables 

Russia, UK, and Middle East. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

WARE HOUSING CORPORATION: 

Central & State, Objectives, Functions & Advantages 
 

 Warehouses are scientific storage structures especially constructed for the protection 

of the quantity and quality of stored products. Warehousing may be defined as the 

assumption of responsibility for the storage of goods. It may be called the protector of 

national wealth, for the produce stored in warehouses in preserved and protected against 

rodents, insects and pests, and against the ill-effect of moisture and dampness. 
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 The warehousing scheme in India is an integrated scheme of scientific storage rural 

credit, price stabilization and market intelligence and is intended to supplement the efforts of 

co-operative institutions. 

 

 The important functions of warehouses are: 
 

1. Scientific Storage: Here, a large bulk of agricultural commodities may be stored. The 

production is protected against quantitative and qualitative losses by the use of such 

methods of preservation as are necessary. 

2. Financing: Warehouses meet the financial needs of the person who stores the 

product. Nationalized banks advance credit on the security of the warehouse receipt 

issued for the stored products to the stored products to the extent of 75 percent of their 

value. 

3. Price Stabilization: Warehouses help in price stabilization of agricultural 

commodities by checking the tendency to making post-harvest sales among the 

farmers. Farmers. Farmers or traders can store their products during the post harvest 

season, when prices are low because of the glut in the market. Warehouse helps in 

staggering the supplies throughout the year. They thus help in the stabilization of 

agricultural prices. 

4. Market Intelligence: Warehouses also offer the facility of market information to 

persons who hold their produce in them. They inform them about the prices prevailing 

in the period, and advise them on when to market their products. 

 

This facility helps in preventing distress sales for immediate money needs or because 

of lack of proper storage facilities. It gives the producer holding power he can wait for the 

emergence of favorable market conditions and get the best value for his product.  

 

WAREHOUSING IN INDIA: 

 

 In 1928, the Royal Commission on Agriculture underscored the need for a 

warehousing system in India. The Central Banking Enquiry Committee, 1931, too, drew 

attention to this need. The Reserve Bank of India emphasized the need for warehouses as 

early as in 1944, and proposed that every State Government should enact legislation to 

regulate the functioning of warehouses. The All-India Rural Credit Survey Committee of the 

Reserve Bank of India (was set up in 1951 and submitted its report in 1954) also made 

comprehensive recommendations for the development of warehousing as an integrated 

scheme of rural credit and marketing. As a result of the recommendations of the Committee, 

the Government of India enacted the Agricultural Produce (Development and Warehousing) 

Corporation Act, 1956.  

 

 

 

 

The Act provided for: 

a) The establishment of a National Co-operative Development and Warehousing Board 

(which was set up on 1st September 1956); 

b) The establishment of the Central Warehousing Corporation (which was established 

at Delhi on 2nd March 1957); and  

c) The establishment of State Warehousing Corporation in all the States in the country 

(which were established in various states between July 1957 and August 1958). 

In 1962, the Government of India decided to break up the Act of 1956 into two separate 

Acts-the National Co-operative Development Corporation Act, 1962, and the Warehousing 

Corporations Act, 1962. The Warehousing Corporations Act came into operation on 18th 
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March, 1962. The Act defines the specific functions and the area of operations of Central and 

State Warehousing Corporations. It enlarged the list of the number of commodities meant for 

storage.  

 

(a) National Co-operative Development and Warehousing Board 

 
 This was set up on 1st September 1956 to perform the following functions: 

I. To advance loans and grants to State Governments for financing Co-operative 

societies engaged in the marketing, processing or storage of agricultural produce, 

including contributions to the share capital of these institutions; 

II. To provide funds to warehousing corporations and the State Governments for 

financing co-operative societies for the purchase of agricultural produce on behalf of 

the Central Government.  

III. To subscribe to the share capital of the Central Warehousing Corporation and advance 

loans to State Warehousing Corporations and the Central Warehousing Corporation; 

IV. To administer the National Warehousing Development Fund. 

 

(b) Central Warehousing Corporation (CWC) 
 

 This Corporation was established as a statutory body in New Delhi on 2nd March, 

1957. Under the new Act, the Central Warehousing Corporation was formally re-established 

on March 18, 1963. This Corporation which made modest start with seven warehouses, with 

7,000 tones capacity, in December 1957, had set up 458 warehouses in different places in the 

country, with a total storage capacity of 65.92 lakh tones at the end of March 1991. Of this, 

the utilization is nearly 85 percent of the total available capacity. The central warehousing 

corporation provides safe and reliable storage facilities for about Warehousing Corporation 

provides safe and reliable storage facilities for about 120 agricultural and include centers of 

all-India and inter-state importance.  

 

The functions of the Central Warehousing Corporation are: 

(i) To acquire and build godowns and warehouses at suitable places in India. 

(ii) To run warehouses for the storage of agricultural produce, seeds, fertilizers and 

notified commodities for individuals, co-operatives and other institutions; 

(iii) To act as an agent of the government for the purchase, sale, storage and 

distribution of the above commodities; 

(iv) To arrange facilities for the transport of above commodities; 

(v) To subscribe to the share capital of State Warehousing Corporation   

(vi) To carry out such other function as may be prescribed under the Act. While food 

grains. Sugar and fertilizers occupy 78 percent of the total utilized storage 

capacity; in the remaining 22 percent are stored cement, chemicals and other 

commodities. Warehouses of the corporation are fairly full all through the year. 

 

Besides the conventional storage god owns, the Central Warehousing Corporation is 

running air-conditioned godowns at Calcutta, Bombay and Delhi, and provided by the 

Central Warehousing Corporation for the preservation of hygroscopic and fragile 

commodities. The Corporation has been able to evolve a technique for a proper and scientific 

preservation of jiggery during the hot and rainy seasons by selective aeration and controlled 

conditions. It has set up special warehouses at some centres for the storage of jaggery. The 

jaggery stored in warehouses fetches a premium price in the market. The Corporation has 

also evolved techniques for the storage of spices, coffee, seeds and other commodities.  

 

The Corporation is operating a number of customs bonded warehouses at important 

centers in Delhi, Amritsar, Ludhiana, Calcutta, Kandla, Ahmedabad, Baroda, Surat, Bhopal, 
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Cochin, Ernakulam and Bombay to enable exporters/ importers to keep their commodities in 

a good condition, pending their shipment. It has also undertaken the taken the storage and 

handling of export and import cargo at including inspection and clearance by customs, the 

payment of duty into the in to the bank, and space for clearing agents, have been provided by 

the corporation. It has put up a similar air cargo complex at Amrutsar for the export/import of 

goods. It has been expanding its capacity at the port towns to serve the industry and co-

operative bodies. It has already established a sizeable capacity at Bombay, Calcutta, Cochin, 

Chennai, Mangalore, Paradeep, Kandla, Haldia and Vizag.  

The Corporation has introduced a scheme, called the Farmers Extension Service at 

selected centres to educate farmer in the benefits of a scientific storage and use of public 

warehouses. The Central Warehousing Corporation also provides a package of services, such 

as handling and treansport; safety and security of goods; insurance, standardization, 

documentation; and other connected services and facilities.  

 

(C) State Warehousing Corporation (SWCs) 
 

 Separate warehousing corporations ware also setup in different state of the Indian 

Union. The first warehouse was set up in Bihar in 1956. At the end of March 1994, State 

Warehousing Corporation were operating 1364 warehouse with a total capacity of over 98 

lakh tones. 

 The area of operation of the State Warehousing Corporations are enters of district 

importance. The total scare capital of the State Warehousing Corporations is contributed 

equally by the concerned State Governments and the Central Warehousing Corporation. The 

SWCs. Are under the dual control of the State Government and the Central Warehousing 

Corporation 

 

WORKING OF WAREHOUSES 

 

Acts: The warehouses (CWC and SWCs) work under the respective Warehousing Acts 

passed by the central or state governments. They are licensed under the provision of the Act. 

 

Eligibility: Any person may store notified commodities in a warehouse on agreeing to pay 

the specified charges. The person is required to bring his produce to the warehouse for 

storage. The commodity is inspected, and the quality of the product is determined. 

 

Warehouse Receipt (warrant): This is receipt/warrant issued by the warehouse manager 

/owner to the person storing his produce with them. This receipt mentions the name and 

location of the warehouse, the date of issue, a description of the commodities, including the 

grade, weight and approximate value of the produce based on the present price. 

 

The warehouse warrant is a negotiable instrument and can be transferred by a simple 

endorsement and delivery. A delivery of part of the goods may be taken through this warrant 

by the depositor. Sometimes, the warrant may be non-negotiable. 

 

Use of Chemicals: The produce accepted at the warehouse is preserved scientifically and 

protected against rodents, insects and pests and other infestations. Periodical dusting and 

fumigation and done at the cost of the warehouse in order to preserve the goods.  

 

Financing: The warehouse receipt serves as a collateral security for the purpose of getting 

credit. Commercial banks advance up to 75 percent of the value of the produce stared in the 

warehouse.  
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Delivery of Produce: The warehouse receipt has to be surrendered to the warehouse owner 

before the withdrawal of the goods. The holder may take delivery of a part of the total 

produce stored after paying the storage charges. 

 

LICENCE FOR RUNNING WAREHOUSE 

  

 The main provisions of the Act governing the grant of a license to rune warehouses 

are: 

(a) Any person, including a company, association or corporate body may apply to the 

State Government for the grant of a license to carry on the business of warehousing.  

(b) The government grants the license after examining the warehouse building and the 

financial soundness of the party, and after the realization of the prescribed fees. 

(c) The license has to be renewed periodically on payment of prescribed fees. 

(d) The warehouse owner is authorized to receive only notified commodities for storage 

in his warehouse and issue receipts in a prescribed from. 

(e) It is the responsibility of the warehouse owner to keep the premises clean, keep 

different lots of goods separately in the warehouse, and carry on such operations as 

are necessary to protect the goods against losses from damage and pilferage.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                              Topic-12 

Inspection and Quality Control 
 

  Quality control of agriculture commodities is the responsibility of the Directorate of 

Marketing and Inspection (DMI) (1935). The Directorate has prescribed grade and standards 

for various agriculture products under the Agricultural Produce (Grading and Marketing) Act 

1937. Agricultural commodities are graded under this Act on the basis of the specification 

laid down under the grade standards. Graded products bear the AGMARK label, indicating 

the purity and quality of products. 
 

To ensure the confidence of consumers, it essential that grading is done in accordance 

with the standards that have been set. For this purpose, the inspecting of the goods at regular 

intervals by a third party is essential. 

 Inspection involves the testing of the graded goods with a view to determining 

whether they conform to the prescribed standards. It ensures quality control for purposes of 

inspection; samples of the product are drawn at various stages from the manufacture, then 

market middleman or the consumer at his doorstep and are tested in the laboratory. These 
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inspections are carried out by inspectors appointed by the government, and not by a producer 

or a buyer.  

 

The network of Agmark laboratories in the country is shown below: 

 

 
 

Regular inspection creates confidence among the buyers. Producers, too, know that 

there is someone who checks the standards of the produce graded by them. This avoids the 

temptation of adopting such malpractices in the grading as mixing of inferior grade produce, 

etc. After laboratory test, if the produce is found to be below standards, the license of the 

grader is cancelled and legal action is initiated against him. 

 There were 566 approved grading and/or testing laboratories in the country at the end 

of March, 1984. Their number increased to 633 in 1990-91 and further to 700 in 1991-92. 

Presently, there are 111 state-owned grading laboratories, 549 laboratories of the licenses 

(private packers), nine laboratories in co-operative sector and 49 private and commercial 

laboratories with a total of 718 approved grading and / or testing laboratories in the country 

which are engaged in the analysis and determination of AGMARK grades.  

 

Labeling: 

  The graded products, according to the standard fixed by the Agricultural Marketing 

Advisor, Government of India, bear the label ‘AGMARK’. 

AGMARK is the abbreviation of Agricultural Marketing. It is a quality certification 

mark under the Central Agricultural Produce (Grading and Marking) Act, 1937. This label 

indicates the purity and quality of the product on the basis of the standards that have been 

laid down. The labels of different colors are used to indicate the grade of the product. The 

AGMARK labels are printed on special quality paper and issued by the Agricultural 

Marketing Advisor. They are serially numbered, and the firm is required to maintain the 

account of the labels, which are issued to the grader, in a register. It is a voluntary scheme 

Interested traders and manufactures are given license to manufacture their products under 

AGMARRK quality certification mark. 

Central Agmark Laboratory, Nagpur

(Apex and Appellate Laboratory)

Regional Laboratories

Bangalore, Bombay, Calcutta,
Calicut, Cochin, Guntur, Jamanagar,
Kanpur, Madras, Mangalore, Patna,
Rajkot, Gaziabad, Tuticorin,
Alleppey, Virudhnagar, Bhopal,
Bhubeneshwar, Jaipur, Guwahati

Commodity-Specific Laboratories

Whole spices grading unit at
Bombay; Wool Testing Houses at
Bombay and Jamnagar, Cotton
classing centres at surat Tirupur,
Analysis unit at varanasi, Tobacco
Testing
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AGMARK label is attached to the container of the product in such a way that it will 

not be possible to remove the contents of the package without tampering the AGMARK 

labels. Each AGMARK package bears the date of packing and date of expiry of the product. 

AGMARK products are presented and certified for adulterated and spurious goods. If any 

AGMARK product purchased by the consumer is found defective, the consumer gets the 

product replaced or gets the money back as per the procedure laid out. There are about 

14,000 licensees manufacturing and marketing their products under AGMARK quality 

certification marks.    

 

 

RECOMMENDATIONS OF NATIONAL COMMISSION ON AGRICULTURE 

 

 The National Commission on Agriculture (NCA) had made the following suggestions 

to make grading and standardization popular in the country: 

1. Grading and standardization have to be made compulsory for transactions in 

agricultural commodities at all levels for local, inter-state and export trade  

2. Grading and standardization must cover all types of agricultural commodities, viz, 

corps, including horticultural and plantation crops, livestock and livestock products, 

fish and fish products, and minor forest products. Grade standards should be 

formulated for the commodities which have not been covered so far. 

3. The duplication and overlapping of functions linked with the formulation of grades 

and grade standards for agricultural commodities must be done away with. Only one 

authority should be entrusted with the function of formulating grade standards by 

different authorities for the same product, which include the Health Ministry, the 

Bureau of Indian Standards and the Directorate of Marketing and Inspection. 

4. The work should be distributed among the Central and State Government departments 

to avoid duplication. The authority to enforce grading at the inter state level and for 

the export trade should be vested in the Directorate of Marketing and Inspection, 

Government of India, and for internal trade in raw, semi processed and processed 

form in the State Marketing Departments.  

5. Samples of graded commodities should be displayed in all the markets for 

verification, both by graders and participating consumers. 

6. The grading system should be made efficient and fool-proof. For this purpose, trained 

and well qualified graders should be appointed, and they should be unconnected, with 

either buyers or sellers. 

 

 

POPULARISATION OF GRADING 

 

 Notwithstanding the commendable progress achieved in the sphere of grading and 

difficulties encountered therein, the advantages of grading are so numerous that there is need 

to popularize AGMARK products and expand their coverage. This can be done by- 

 

1. creating awareness about the advantages of using AGMARK products among the 

consumers; 

2. education of the producers in respect of economic benefits of selling graded 

products; 

3. performance budgeting of  AGMARK products to assess the problems and 

drawbacks in their marketing and initiating steps to resolve them; and 

4. introducing some compulsion in grading of some crucial products even for the 

domestic market. 
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OTHER PROVISIONS OF GRADE STANDARDS AND QUALITY 

SPECIFICATIONS. 

 

 Apart from the Agricultural Produce (Grading and Marking) Act, 1937, there are 

quite a few other legal provisions which lay down standards for food products. Some of the 

important Acts in this category are: 

 

I. The Prevention of Food Adulteration Act, 1954: Under this Act, certain 

purity standards for food articles have been laid down which are mandatory. 

This Act is administered by the Directorate of Vanaspati Vegetable Oils and 

Fats under the Central Ministry of Civil Supplies and Consumer Affairs. 

 

II. The Fruit Products Order, 1956: This order lays down mandatory standards 

for processed fruits. The responsibility of administering the standards under 

this order was transferred from Directorate of Marketing and Inspection to the 

Food and Nutrition Board in 1972. 

 

III. The Meat Food Products Order, 1973: This Act lays down standards for 

production, storage and transportation of meat products. This order is 

administered by the Directorate of Marketing and Inspection. 

 

IV. Solvent Extracted Oil, De-oiled Meal and Edible Flour (Control) Order, 

1967: This order regulates quality of solvent extracted vegetable oils and 

vegetable oil products and is administered by the Central Ministry of Civil 

Supplies and Consumer Affairs. 

 

V. Vegetable Oil Products (Standard of Quality) Order, 1975: This order is 

also administered by the Directorate of Vanaspati, Vegetable oils and Fats 

under the Central Ministry of Civil Supplies and Consumer Affairs and lays 

down the standards of quality for vegetable oils.  

 

VI. For the purpose of minimum price support operations, the central nodal 

agencies have also laid down quality standards for various commodities. This 

is necessary as the minimum support price fixed by the government is 

applicable to the fair average quality (FAQ) of the produce and FAQ needs to 

be defined properly. The central nodal agencies for this purpose are as 

follows: 

 

a) Food Corporation of India – For Cereals. 

b) NAFED – For Pulses and Oilseeds including Copra. 

c) Cotton Corporation of India – For Raw Cotton. 

d) Jute Corporation of India – For Raw Jute. 

 

Vii  The Central/state warehousing corporations lay down standards for      

       Agricultural commodities for accepting them for storage. 

 

VIII   The Bureau of Indian Standards (BIS) under the Indian Standards Institution 

(Certification Marks) Act, 1952, enables the manufacturers having requisite 

production and testing facilities to use ISI mark on the products if these 

conform to the specifications laid down by the BIS. 
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IX In addition, the domestic manufacturers, particularly those who are entering 

the export trade have obtained international grade certificates under ISO 

(International Standards Organization) series. 

 

International Organization for Standardization: 

 

 International Organization for Standardization (ISO) and the Codex Alimentations 

Commission (CAC) are the two prominent international organizations engaged in 

standardization of agricultural products. 

 International Organization for Standardization (ISO) came into existence formally on 

25th February, 1947. The objective of ISO is to promote the development of standards in the 

world with a view to facilitating international exchange of goods and services and to develop 

cooperation in the spheres of intellectual, scientific, technological and economic activities. At 

present,89 countries are members of ISO and 117 countries are corresponding members India 

is a founder member of ISO is presently engaged in the formulation of standards for a large 

number of agricultural commodities, covering spices and condiments, lac, essential oils, 

cereals and pulses, food products and stimulant foods. The results of ISO technical work are 

published as International Standards. This work is carried out by a setup of 191 technical 

committees covering different commodities traded internationally. One of the ISO Technical 

committee deals with agricultural food products. This technical committee has 15 sub-

committees dealing with various food commodities groups such as fruits and vegetables; milk 

and milk products; meat and meat products; and species and condiments. The sub-

committees have participating members, observer members and liaison members. The ISO 

standards published for different commodities are subject to periodical review every five 

years with a view to keeping the standards up-to-date under the working procedure of ISO. 

The ISO-9000 is a series of international standards for a quality oriented system and is 

applicable both to manufacturer and service industry. 

 

 The Codex Alimentations Commission (CAC) was established in 1963 by the Food 

and Agriculture Organization of the United Nations and the World Health Organization 

(WHO). The CAC establishes food standards which are termed as Codex Alimentations. The 

primary objective of the commission is to offer protection to consumers and facilitate world 

trade by establishing uniform international standards. These standards include guidelines, 

code of practices and other advisory provisions that aim at promoting the purpose of these 

standards. At present, there are 144 members (countries) of this commission. The 

establishment of the international food standards under CAC is a long-drawn process. The 

commission appoints subsidiary bodies or committees to prepare preliminary proposed draft 

standards. The standards so formulated are circulated to all member countries for getting their 

comments. Finally, the draft standards are circulated for implementation. The commission 

meets periodically to review these standards.  

QUALITY CONTROL AND CERTIFICATION: 

 

 To retain the confidence of the farmers and provide them protection against 

unscrupulous practices, maintenance of quality and its certification is very important. For this 

purpose, the Indian Seeds Act was passed in 1966, which came into force from October 1, 

1969 in all the states and union territories of the country. Later, Seed Control Order, 1983 

came into existence. 

 The Indian Seeds Act (1966) aims at regulating the quality of seeds sold to the 

farmers. The Act envisages a two-pronged approach namely, compulsory labeling and 

voluntary certification. Under compulsory labeling any one selling seed of a notified variety 

should ensure that the seed conforms to the prescribed limits of germination and purity and 

its container is labeled in the prescribed manner. Under voluntary certification, any one 

desirous of producing certified seeds may  apply to a certification agency for the grant of a 
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certificate to the applicant after satisfying that the seed has been produced according to the 

prescribed norms and that it conforms to the prescribed standards. The Act stipulates that any 

person offering to sell seeds of notified varieties should label them and give information 

about germination, purity and moisture percentage them and give information about 

germination, purity and moisture percentage all conforming to the minimum standards. Any 

discrepancy between the label and the contents is a criminal offence.  

  

 The main provision of the Seeds Act and the Rules thereof are: 

 

I. Standard of seeds – The Central Seed Committee of the Government of 

India through its sub-committees – Central Sub-Committee on Crop 

Standards and Notification and Central Sub-Committee on Release of 

Varieties-has prescribed Varieties-has prescribed the standards for the seeds 

of notified varieties so that the uniformity is maintained throughout the 

country. In addition, the Central Seed Certification Board also goes into the 

standards of certified seeds.  

II. Certification of seed – This is voluntary in nature and is done by 19 seed 

certification agencies set up in various states under the provisions of the 

Seeds Act. Certification of seed includes field inspection, proper grading, 

representative sampling and careful laboratory testing. The certificate is 

affixed securely to each sealed bag or container to show that the seed is 

certified.  

III. Seed Testing – Seeds are tested for purity and other qualities in seed testing 

laboratories. There are 86 state seed testing laboratories in the country. 

IV. Enforcement of Seeds Act – Enforcement of the seeds Act has been 

entrusted to the state governments. The seed inspectors of the government 

visit the premises of distribution agencies, check up the quality and take 

samples in case of doubt for testing in laboratories.  

V. The Central Seed Committee is the apex body to administer the Act in the 

country and to offer the technical advice to the State Governments.  

  

  

 

 

PRICE CHACTERISTICS OF AGRICULTURAL PRODUCT 

PROCESS,MEANING,NEED FOR AGRICULTURAL PRICE 

POLICY 

Meaning: 
 

Agricultural prices or farm prices are exchange value of agricultural products 

determined by Buyers and Sellers in the market and expressed in term of money. Prices are 

determined by two forces; demand and supply. 

 

Characteristics of Agricultural/ Farm prices: 
1. They are flexible as compared to industrial prices. 

2. Prices are determined as a result of demand and supply in the market. 

3. Prices differ from market to market, place to place and time to time. 

4. Prices are not remain steady, varies with the demand and supply and some other 

factors also. 

 

Important terms and concept in Agricultural Prices 
1. Farm Harvest Price (FHP) 
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 The farm harvest price of a commodity is the average wholesale price at which it is 

sold by the producer-farmer to the trader on the farm or at the village site during the specific 

harvest period, which is six to eight weeks after the commencement of the harvest season. 

 

2. Harvest Season price  

 This is the price received by the farmer in the primary assembling market during the 

specified marketing period of six to eight weeks after the commencement of the harvest 

season. Thus, Farm Harvest Price represents the price received by the farmer at the farm site 

while harvest season price represents the price received by the farmer in the primary 

assembling market, the period under reference being the same. 

 

3. Wholesale Price (WSP)  
 

 The price at which the bulk of the produce is transacted during the peak marketing 

period in a wholesale market is considered the wholesale price of a commodity. The 

transaction takes place between the farmer and wholesaler, between one wholesaler and 

another or between a wholesaler and a retailer. 

 

4. Retail Price (RP)  

 

 The retail price is the price at which a commodity is made available to the consumers 

by retailers/traders. 

 At the retailer level, the commodity is transacted between the retailer and consumers 

in small lots. 

 

5. Producer’s Price  

 

 Producer’s price is defined as the net price received by the farmer on selling his 

produce.   

PP = FHP or WSP – MC 

Where MC = Marketing cost per unit of a commodity incurred by the farmer. 

 

6. Free on Rail (FOR)  

 

 The system of quoting the price for a commodity varies. The FOR price of a 

commodity is the price inclusive of railway freight up to the railway station nearest to the 

buyer’s place of business. In other words, at this price the commodity is delivered by the 

seller at the railway station named by the buyer. The cost of transportation or railway freight 

is borne by the seller. 

 

7. Free on Board (FOB)  

 

 When the deal between a buyer and seller in two different countries is such that the 

seller agrees to deliver the goods at the agreed price at the specified seaport. 

 

8. Free at Ship 

 

 In the case of FAS even the cost of loading in the ship at seaport is to be borne by the 

buyer. 

 

9. Border Price  
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 This term is used in cross country trading. The price of a traded good at a country’s 

border is known as border price. 

 

10. Price According to Time Frame 

 

 1. Short-period price or market price   

The market price is the price at which a certain commodity is transacted at a 

particular time and place. There are variations in the market price of a commodity even 

during the course of a day in a market. Hence it is also termed as the Short-period price. The 

factors which influence this price are the levels of arrivals of a commodity on a particular 

day, sudden change in weather, the marriage season and blockage of road.   

 

2. Long-period price or Normal price 

The concept of normal price is theoretical one. This price is an average price 

telescoped over a period of time; say a season, year or several years. Since the normal price is 

some sort of an average price it does not refer to a particular time, place or quality of a 

commodity. 

 

3. Cash / Spot price  
 

Cash or spot price is the price at which commodities are transacted on the spot in the 

market or when the payment is made immediately after taking delivery. The markets where 

such prices prevail are termed as spot or cash price. 

 

4. Forward price  
 

The forward price of a commodity is the price which is settled for delivery of goods 

on future date. The deal finalized on the spot and delivery takes place later.  

 

 

 

 

 

11. Administered Price  

 

 The administered price of a commodity is the price fixed by the government with the 

objectives of protecting farmers against a decline in prices during years of bumper 

production, protecting consumers from excessive price increases during lean production 

years and ensuring procurement for the maintenance of the buffer stock or operation of the 

public distribution system (PDS). A brief description of the different administered prices is 

given below: 

 

 (i) Minimum Support Price 

      

            This is the price fixed by the government to protect producer-farmer against 

excessive fall in prices in the even of bumper production. Minimum support prices for 

different are announced by the government before the start of the sowing season to provide a 

price guarantee to the farmers. This guarantee means that a not lower than the minimum price 

will be paid to the farmers when they bring their produce for sale. In case the market price of 

the commodity falls below the minimum price due to bumper production or a glut in the 

market, the government will purchase the entire quantity offered by the farmers at the 

minimum price.  
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    Statutory Minimum Price  

  

    The minimum price has been assigned a statutory status in case of sugarcane and as 

such the announced price is termed as statutory minimum price. There is statutory binding on 

sugar factories to pay the minimum announced price and all those transactions on purchase at 

a price lower than this are taken as illegal.  

 (ii) Maximum or Ceiling Price  

       

      The maximum or ceiling price denotes the upper price level of a commodity fixed 

by the government. This provision prohibits a trader from charging a price higher than the 

maximum price. The ceiling price is fixed by the government to protect the consumers from 

unwarranted price increases. As far as the farmers are concerned, there is no ceiling price for 

sale of their produce. 

      Manufacturers of farm inputs, fix the maximum price of their products (MRP) 

which prohibits their sales at a price higher than the ceiling level. The government may also 

exercise control over the maximum prices for cement, fertilizers, insecticides, tractors and 

pumping equipment to safeguard the interest of farmers.   

 

 (iii) Fixed Administered Price  
 

     Fixed administered price is neither the minimum nor maximum price but denotes 

the level at which a seller has to sell his produce. Obviously, this can exist where the seller is 

in the organized sector. As far as the agricultural sector is concerned, examples of fixed 

administered prices cover electricity supplied to farmer and price of water from canals. 

 

(iv) Procurement price  

  Procurement price of a commodity refers to the price at which the government 

procures it from producers /manufactures to maintain a buffer stock and feed public 

distribution system. These prices are announced by the Government of India on the 

recommendations of the CACP before the harvest season of the crop. 

 At these announced prices government procure the food grains in the needed quantity 

either for maintaining the buffer stock or for the distribution through fair price shops. 

(v) Issue price  
     Another form of administered price is the issue price. This is the price at which the 

commodity is made available to consumers at fair price shops. The objective of this price is 

to safe guard the interest of consumers.  

 

Other Terms  
(i) Remunerative Price 

 

 A price is remunerative when it not only meets the farmer’s cost of production but 

also ensure him a profit margin. The revel of profit margin cannot be objectively defined but 

it should be sufficient to induce the farmer to continue farming operations and maintain a 

standard of living. 

 

(ii) Fair Price 

   

 Fair price of a commodity is one which remunerative to farmer-producer and 

reasonable to the consumer. 

 

(iii) Incentive Price  
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 Incentive price for a commodity denotes the price which meets the cost of 

production and provides a profit margin to the farmer, so that he is motivated to expand 

production. This term is very close to remunerative price. 

 

(iv) Input Price  
 

 The price of the resources used in the production process of a commodity it is 

termed as the input price. e.g. price of seeds, fertilizer etc. 

 

(v) Product price  

 

 The price of the product or output produced by the farmer in the production 

process through the use of various resources is termed as the product price. 

 

(vi) Prices Paid by Farmers  
 

 Farmers are not only producer-seller but also buyers. They purchase various 

inputs like fertilizers, seeds, diesel and farm machinery. They also hired labour and pay 

wages. An index of the prices of all these items (which farmers purchase) represents the level 

of prices paid by farmers. 

 

(vii) Prices received by Farmers  

 

 Prices received by farmers are some average or net prices received by the farmer-

producer through sale of farm produce. 

 

(viii) Real Price 

 

 Some times is a difference in the price paid for a commodity by an individual and 

what he should have paid. 

ROLE AND FUNCTIONS OF PRICE 

 
ROLE OF PRICE   

 In agricultural based countries like India, prices of farm products undergo wide 

variations than the prices of industrial goods. They have profound affect on the growth, 

equity and stability of the economy. The incomes and living standard of the farmers, 

labourers and non-farming population i.e. consumers are very much affected by price 

fluctuation.  

 High and rising prices in general provide incentive to the producers to increase the 

output. The reverse may happen when prices are low and falling.   

 

FUNCTIONS OF PRICE 

 

1. What and how much to produce  

 In the competitive economy system prices of the commodities give signals to the 

producers regarding the type and quantity of the commodity to be produced in particular 

place at a particular point of time. 

 

2. How to produce  
 Prices play an important role in deciding methods of production. The choice of 

resources depends on their relative prices. The producers should adopt least cost methods of 

production to survive in the business.  
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3. Prices serve basis for allocation of resources in the production process 

 

4. It helps to strike a balance between Demand and Supply 

 

 This means when the demand is more than then supply, prices would give incentives 

to the producers. Similarly when the supply is more than the demand, prices are brought 

down the lower level. 

 

5. Price helps the consumers to allocate their income in the purchase of goods and 

services 

 

6. Distribution of income among different groups of farmers 

 

 Marketable surplus would be high with the large farmers relative to small farmers. If 

the prices rise for agricultural commodities, large farmers with substantial marketable surplus 

would be more benefited by the price rise of the commodity compared to small farmers with 

low marketable surplus. 

 

7. They regulate movement of commodities over time and space  
 

 Transportation of commodities from one area to another area i.e. from surplus area to 

deficit area takes place due to changes in price.  as commodities are produced based on agro-

climatic characteristics and seasons, there is a great need for marketing of the commodities 

over space and time due to price differential and consumption need. 

 

8. Prices affect the rate of capital formation in the agricultural and the other 

    sector 

  

 Higher prices for farm products lead to increased value of farm output. Consequently 

farm investment increases and with the increased investment, there will be further increase in 

the value of farm output and this further leads to higher consumption and standard of living. 

Thus, capital formation takes place through acceleration and multiplier effect. Farm 

workers demand higher wages when prices are increased. This in turn squeezes farm profit 

and lowers the incentives to the farmer.  

On the other hand, the increased value of farm output would lead to investment in the 

non-farm sector partly. Thus capital formation would also take place in the non-farm sector. 

 

9. Prices help to monitor and forecast economic conditions  

 

 If the prices are persistently increasing, it leads to inflationary trends in the economy. 

As a result, a large number of economic variables like per capita income, per capita 

consumption, interest rate policies etc. are very much affected by the price rise. 

 

10. Prices help to gauge the impact of monetary and fiscal policies  

 

 When prices are changing we require appropriate monetary and fiscal policies to be 

formulated in the economy. The policies related to money supply, interest rates, deficit 

financing, direct and indirect taxes, subsidies etc. are to be regulated when price are 

fluctuating widely in the economy. 
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INSTABILITY IN AGRICULTURAL PRICES  

(FLUCTUATION IN AGRICULTURAL PRICES) 

 

 Price instability means lack of stability in prices. 

 

In stability in prices defined as the state in which the prices continue to change over 

time and space. 

 

Agricultural product prices are very instable and fluctuate violently. Instability in 

prices affects the income of farmers as well as the tempo of agricultural production 

adversely.  

 

Types of price Instability  

 

 There are four types of instability or fluctuations in agricultural prices 

 

(i) Day to day fluctuation (Short -term instability) 

(ii) Seasonal fluctuation (Intra -year instability) 

(iii) Annual fluctuation (Inter -year instability 

(iv) Cyclical fluctuation (Long -term instability) 

 

       (i) Day to day fluctuation (Short -term instability) 

 

 This refers to the fluctuation in prices which last for comparatively short-period of 

time. Prices may change from week to week, from day to day and within the day.   

 

Factors which affect magnitude of short –term fluctuations:  

 

i. Unexpected changes in markets receipts or arrivals. 

ii. Unexpected changes in off take from the markets. 

iii. Bottlenecks in the movement of commodities like strikes by transporters and 

blockage of rail or road transport. 

iv. Announcement of relevant government policy 

 

(ii) Seasonal fluctuation (Intra –year instability) 

 

 This is due to behaviour of prices seasonally in a year. 

 

 Seasonally or intra-year price fluctuations are regularly occurring upswing sand 

downswings in prices that occur with some regularity during the year.  

 The general pattern of seasonal variation in prices i.e. lower prices during the post-

harvest months and higher prices during pre-harvest or off-season months is a normal feature 

for food grains and is repeated year after year. 

 Seasonality is also observed in the demand for some agricultural commodities. The 

demand for eggs and wool is generally more in winter months while that of milk product is 

more in the summer months. Thus, seasonality either in production (supply) or in 

consumption (demand) in the corresponding months/season leads to a seasonal variation in 

prices. 

 

 

 

The seasonal nature of production affects the prices of agricultural commodities in 

two ways: 



 74 

1. Perishable commodities:  
Perishable commodities have to be moved to consumption points as soon as the 

produce is harvested. In that part of the year when supplies are large, there is 

bound to be decline in prices and vice versa. This is true for vegetables, fruits, 

milk and other perishable products. 

2. Non-perishable commodities:  

 

Non-perishable commodities like food grains, cotton and wool can be stored after 

harvest. The prices of such commodities fall during the harvest season and rise 

thereafter in proportion to the storage cost.  

 

 The intra-year fluctuation (seasonal fluctuation) in prices of non-perishable 

commodities is less as compared to that in the prices of perishable commodities. 

 

Factors affecting Intra-year seasonal fluctuation   

 

i. Seasonal nature of production 

ii. Perishability of product 

iii. Bulkiness of products (storage cost) 

iv. Seasonal nature of demand for certain products 

v. Change in cost of storage 

 

 

(iii) Annual fluctuation (Inter-year instability) 

  

 Inter-year instability means the price movements from year to year.  

 

 This occur in those commodities whose production is influenced by change in acreage 

and yield, regular and irregular monsoon and the change in technology cause annual variation 

in productivity and production, which affect the annual price fluctuation.  

 

Factors affecting the magnitude in of inter-year fluctuations in prices of agricultural 

commodities 

 

i. Fluctuations in production due to variation in rainfall 

ii. Fluctuations in production due to change in weather parameters at sowing time, 

crown initiation, flowering and seed formation stage 

iii. Fluctuations in supply due to foods, fire etc. during harvesting and threshing stage 

iv. Change in import –export policy. Change in public intervention policies like 

support or procurement prices, quantum of procurement, storage facilities 

 

(iv) Cyclical fluctuation (Long –term instability) 

 

 It is related to price behaviour over a period of time. It is related to the secular or 

long-term trend in prices. The trend is not concerned with the movement in prices from one 

year to another but for a large number of years, say 10 or more. Regularly occurring 

upswings and downswings in prices are termed as cyclical fluctuations in prices. 

 The forces affecting demand for agricultural commodities in the long run are growth 

in population, growth in per capita income or purchasing power of the consumers and change 

in taste and habits of the people. 

 The factors affecting supply of agricultural commodities in the long run are growth in 

cultivated area, expansion in irrigation facilities and technology improvements.  
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 Thus, change in technology like evaluation of high yielding varieties and control 

measure for pests and dieses, change in money supply, change in credit and interest rate 

policy, change in administered prices of inputs like electricity, diesel, fertilizers and canal 

water, change in pay scales, wage rate and income tax, change in import and export policies, 

extent of processing facilities available for farm products, change in policies of other 

countries towards our imports and exports.      

 

Irregular and Episodic Price Fluctuations             

 

 Irregular and episodic price movement represents that part of the behaviour prices 

which is not systematic. A particular price movement may not recur in the future. No 

generalizations can be made about such price fluctuation because of the diversity in their 

nature and irregularity of the cause and effect relationship in their occurrence. They may be 

of shorter or longer duration. 

Causes – wars, drought, floods, earthquake, strikes 

 If the causes are known (like war, flood, famine or a strike) the price fluctuation are 

termed as episodic. But if no cause can be assigned the price movements are termed as 

irregular or accidental. Irregular price movements are random in nature.  
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STABILIZATION OF AGRICULTURAL PRICE  

 

Meaning:  

 Price stabilization is not the same thing as holding the price line. It is a much broader 

concept and signifies a policy aiming prevention of violent fluctuation in the price of both 

sides.  

 

NEED FOR PRICE FIXING FOR STABILIZATION  

 

1. To protect the farmers from heavy losses due to vagaries of weather and damaged by 

insect pests and price fluctuations, price should be guaranteed. 

2. To safeguard the interest of consumers it is necessary that the prices should be 

prevented from rising beyond prescribed minimum. 

3. The fair price should be such as would leave to the producer an income sufficient to 

maintain himself and his family in reasonable standard of living. 

4. The minimum and maximum prices should be fixed for principal food grain like 

bajra, wheat, paddy, maize etc. as their prices are likely to influence those of other 

food grains. 

5. Farm product account for a considerable part of the consumption expenditure of a 

majority of the population. Uncertainty in farm product prices leads to uncertainty in 

real incomes. 

6. The farm sector provides raw material for industries like cotton, jute, edible oils, 

sugar and processed foods. Therefore, stability in farm product prices helps maintain 

the tempo of production, profitability and employment in these industries. 

7. Prices of agricultural commodities have a high weightage in the general price index. 

Food grain prices occupy a high weightage in the cost of living index. If prices of 

food articles rise, labour unions mount presser for wage hike and an inflationary spiral 

gets into motion. Thus, industrial development is hampered. 

8. In the industrial sector, output can be adjusted according to fluctuations in prices. But 

in the agricultural sector, farmers can not reduce production when prices fall rigidities 

on account of seasonality and committed resources. Therefore, falling prices affect 

farmers adversely. Rigidity in supply affects farmers adversely both in a situation of 

rising prices as well as one of falling prices. Stability in prices is necessary on this 

count also.  
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Agricultural Price Policy 

 Price policy plays an important role in the development of agriculture. It has been 

recognized both as incentive to greater production and as insurance against market risks. An 

important aspect of agricultural price policy is the assurance to the farmer that his efforts to 

augment production through adoption of improved technology would not become un-

remunerative through the price factor, biological character of agricultural production and its 

dependence upon the weather condition leads to variation in the output of the agricultural 

production year to year. It has been observed that due to inadequacy of marketing facilities, 

in years of increased production prices tends to fall sharply. Sometimes to such low levels 

that they act as a disincentives to increased agricultural production.  

 

Objectives of Agricultural Price Policy  
 

1. To ensure reasonable relation between the prices of food-grains and non food-

grains. 

2. To ensure a reasonable relationship between the prices of agricultural 

commodities and manufactured articles. 

3. By allowing the prices to move within the maximum and minimum range. 

4. To maintain the appropriate relationship between the competing crops. 

5. To smooth seasonal and cyclical fluctuations of prices of agricultural 

commodities. 

6. To remove price difference between two regions. 

7. To ensure proper price relation between commodity prices and input prices. 

8. To make available food to the consumers in the time of shortage. 

9. To encourage or discourage production of certain crops in the interest of the 

economy.   

 

Fixation of Agricultural Prices  
 

   Fixation of agricultural prices means action intentionally taken to affect or limit the 

movement of prices or to set specific prices. It refers to the price rising, price manipulation, 

price stabilization, price control etc. 

 

Objectives of Price Fixing  
 

1. To stabilize farm price and income. 

2. To make available the food to the consumers in the time of shortage at reasonable 

prices. 

3. To encourage or discourage production of certain goods in the interest of the 

economy. 
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RISKS IN MARKETING: Meaning &Importance, Types of Risk in Marketing 

 

 Risk is apparent in all marketing activities. Loss of produce occurs in the marketing 

activity due to fire, rodents, storage pests, moisture, etc,  

Price Risk: 

Price fluctuations for commodities are seen due to changes in supply and demand, 

which in turn are due to time lag between production and consumption. The longer is the 

time lag, the greater would be the magnitude of marketing risks.  

Physical Risk: 

Physical risk is caused during weighment, bagging, transportation, storage etc. 

Physical loss consists of loss of quantity as well as loss of quality of the product.  

Institutional Risk: 

Institutional risks arise due to changes in Government policies, changes in taxes and 

tariffs, changes in the movement restrictions of food grains between the states and regions 

etc.  

 

MARKETING RISK-MANAGEMENT STRATEGIES: 

 Middlemen involved in the marketing adopt different practices to minimize market 

risks. Marketing risks are associated with not only profits to middlemen but also losses. 

Persons who don’t take risks in marketing activities, cannot get higher profit, i.e. higher 

profits in the marketing necessarily involve higher marketing risk. Let us examine some of 

the risk management practices. These are broadly grouped under the management of physical 

losses and the marketing practices to minimize price risks.  

 

1. Management of Physical Loss  

The physical losses or quantity losses of the product are reduced by the adoption of 

the following measures.  

1. Using the improved storage structures and following the preventive measures of 

avoiding fire and quantity loss due to various factors in the storage process.  

2. Using appropriate chemicals for avoiding storage losses. 

3. Using better and quicker transport methods and better handling practices during 

transportation. 

4. Using proper package practices and storage practices, and  

5. Insuring the produce with the concerned insurance agencies, etc. 

 

2. Marketing Practices to Minimize Price Risk 

 The following practices are adopted to minimize the price risk. 

1. Fixation of minimum and maximum prices for major commodities by the 

Government and allowing the prices to move within the defined price ranges.  

2. Strengthening the marketing facilities for dissemination of information on prices, 

demand and supply of commodities over time and space to all the concerned with the 

marketing.  

3. Strengthening of advertising system and strengthening of forward marketing through 

hedging and speculation. 
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SPECULATIONAND HEDGING 
 

 It is a process of transacting the goods or financial obligation that assumes risks in the 

hope of favorable price movements. Speculation is done in the marketing to keep the 

marketing activities competitive and to keep the average cost of future transaction or future 

trading as low as possible. It also creates the volume of trading to allow producers to get into 

contract or to go out of contracts. Speculation generally refers to the process of gambling but 

to the economists it is not so. A gambler unnecessarily takes risks and the gambler 

deliberately creates risks and he does not serve the society with fixed purpose. On the other 

hand, speculator assumes risks in marketing. Speculation means doing the business with the 

sole objective of making profits by correctly guessing the price movements. Speculation 

leads to hoarding which creates artificial scarcity. The physical delivery of the produce is 

neither taken nor given. Speculation is not a regular marketing practice. It is of two types 

viz., speculation proper (legitimate speculation) and speculation improper (illegitimate 

speculation).  

 

Speculation Proper: 
 In the process of speculation proper, speculators devote their whole time in the 

marketing activity. They collect relevant information with regard to future price movements 

to make intelligent forecasts and do speculation. These actions are beneficial to the economy. 

 

Speculation Improper  
 

Illegitimate speculation is a sort of gamble. In this method of speculation, the 

speculators create artificial scarcity leading to rise in the prices of commodities in the future 

for making very large profits. Their actions are not rational and hence the economy surfers 

due to their actions. 

 

HEDGING  
 It is a trading technique of transferring the future price risk. According to Shepherd 

(1965) “hedging is executing opposite sales or purchases in the future markets to affect the 

purchases or sales of physical products made in the cash market”. Through hedging 

practice, the future buying and selling the produce at a specified date is done to offset and 

equal and opposite price trend in the cash markets. By doing so the traders avoid the risk of 

uncertain fluctuations in the prices of commodities. In this approach each unit sale of the 

commodity transaction is entered with an equivalent unit purchase of commodity in two 

different markets. Hence it is assumed that the prices in two markets move exactly parallel to 

strike a balance. This means losses arising in one market are offset by the profits in the other 

markets. 

 

Advantages of Hedging 
 

1. It avoids price risk and enables the trader to earn normal trade profits.  

2. It keeps the margins at a very low level and ensures no risk in the future. 

3. It facilitates financing of inventories. 

 

In the developed countries hedging is a common practice in livestock marketing. In India 

hedging is done in the food grain marketing.  
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TABLE 43.1 Hedging. 

 

May 15th 1998: Buys 100 Q of rice @ 

Rs.1200 per Q 

Sept 15th 1998: Sells 100 Q of rice @ Rs. 

1200 per Q 

Sept 15th 1998: Sells 100 Q of rice @ Rs. 

1,140 per Q Rs. – 60 (loss) 

Sept 15th 1998: Buys 100 Q of rice @ 

Rs.1140 Per Q 

 

 

How Hedging Helps in Price Risk Management? 

 

The hedging practice adopted by wholesale trader in rice is assumed and provided in 

Table 43.1 On 15th May 1998 he buys 100 Q of rice @ Rs. 1200 per quintal from the cash 

market and makes agreement to sell the same quantity at the same price i.e. Rs. 1200 per 

quintal in future market on 15th Sept. 1998. Similarly, the wholesalers are also fearful 

regarding price fall for rice in future date. To safeguard his trading practice against price fall, 

he would also resort to future trading in future market on September 15, 1998. He would 

make an agreement to buy 100 quantities at the same price of Rs. 1140 in the cash market.  

This practice is adopted by the wholesaler to overcome the price risk (price fall) In the 

above illustration the loss of Rs. 60 per quintal incurred in the cash market is offset by an 

equivalent gain from future trading (hedging). Thus through hedging processes the traders 

safeguard the themselves against price fall in future. The gain obtained in future market 

covers the cost of holding the inventory plus normal rate of return on investment i.e. normal 

profit for undertaking the business.   

 

Difference between Speculation and Hedging  

 

Sr. No. Speculaion Sr. 

No. 

Hedging 

1 Purchase and sales in the cash as 

well as in futures markets are 

made with the objectives of 

making profit. 

 

1 Purchase and sales in the cash as 

well as in futures markets are made 

to protect oneself against excessive 

price fluctuations. 

2 The activities of buying and 

selling are not necessarily 

opposed to each other. 

 

2 The activities of buying and selling 

are always opposed to each other. 

3 It is not necessarily that two types 

of transactions should be of equal 

quantity. 

 

3 It is obligatory to buy and sell the 

goods in equal quantities in the two 

markets. 

4 Under speculation, the speculator 

purchases goods and sell them 

when prices rise as per his 

expectations. 

4 The committees are not stored by 

traders. Only the differences in the 

prices is given or taken on the due 

date. 
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CONTRACT FARMING/CONTRACT MARKETING  

(Farmer - Processor Linkages) 
 

MEANING 
 

Contract farming or contract marketing essentially is an arrangement between the 
farmer-producers and the agri-business firms to produce certain pre-agreed quantity and 
quality of the produce at a particular price and time. It can only be a pure procurement 
transaction or can extend to the supply of inputs or even beyond. ' 

Contract farming is a emerging as an important mode of procurement of raw materials 
by agri-business firms in India due to the developments in the field of agricultural marketing, 
changes in food habits and in agricultural technology in the new economic environment. This 
is an important initiative for reducing transaction costs by establishing farmer-processor 
linkages in addition to the already existing methods of linking the farmers to the consumers. 

' 
In contract farming, companies or organizations engaged in processing and marketing 

of agricultural products are entering into contracts with the farmers. They provide inputs to 
the farmers and buy back the product at a rate specified in advance. Following type of inputs 
and services are normally provided by the company to the farmers: 

 
1. Seeds of the variety they need for processing/marketing   
2. Guide lines to grow the crops 
3. Pesticides which do not result in residual toxicity 
4. Extension services 
5. Fertilizers required for the crop 
6. Other material if not locally available. 

      
The contract may be entered into by parties anytime from the start of the sowing or 

planting to the harvesting, processing, packaging and marketing stage of the crop. Normally, 
the contract is entered before the start of the sowing or planting because the buyer can then 
stipulate the conditions of cultivation, use of the seed variety needed by them, use of 
pesticides and insecticides, and requirement of on farm grading, sorting, packaging and 
processing. The buyer of the product generally keeps the right to monitor the crop at every 
stage of its growth. 

 
Following documents are obtained/given to selected farmers by the companies:  
 

1. Application /Registration form 
2. Contract farming agreement 
3. Issue of pass book 
4. Issue of ID Card 
 

ADVANTAGES OF CONTRACT FARMING: 
 

Contract farming/marketing, is beneficial both for the producer-farmers as well as to 
the processing company in several ways: 

  
To the farmer, contract farming 
 . 
(i) Reduces the risk of price/production 
(ii) Ensures the price as market is assured 
(iii) Increases the quality consciousness 
(iv) Ensures higher production because of better quality seeds and pesticides 
(v) Reduces marketing costs 
(vi) Provides financial support in cash or kind . 
(vii) Ensures efficient/timely technical guidance almost free of cost. 
 

To the processing company, contract farming-  
 

(i) Ensures supply of quality agricultural produce at right time and at lesser cost to the 
company. 

(ii) Chanalizes direct private investment in agricultural activities. 
(iii) Ensures that the toxicity level is reduced as per requirement for export or for 
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domestic market.  
Government is increasingly looking towards the corporate sector to augment the rural 

incomes and employment through agro-processing:. In this context; policy makers' see the 
contract farming/marketing as an important avenue to ensure greater private sector 
participation in agriculture. 

 
 
 
 
 
METHODS OF PRICE FIXATION IN CONTRACT FARMING 
 

 There are several forms of price fixation methods under the contract farming. One is 

when price fixation is done by the negotiation between the farmers and the company. The 

farmer enters into contract production with an assured price. The terms and conditions of 

contract are decided informally and are often liable to be distorted by the company. There 

may be frequent breaches of contracts from both sides as there is no arbitration mechanism. It 

is considered, as an exploitative model in contract farming.  

 The second method is where some government agency is involved in this model, the 

processing/procuring firms make contract with the farmer and the price fixation is done by a 

government agency in consultation with both the parties. None of the parties is expected to 

breach the contract. In the event of breach of the contract, "there can be' a penalty for non-

compliance of the terms and conditions of the contract. The basic point is that-the contract is 

enforced by the government agency.  

 The third model is operating in Tamil Nadu where both farmers and company are free 

to settle the price mutually, but once the price is settled, it is submitted to the Enforcement 

Officer of the state government. In the case of dispute, the Enforcement Officer does 

arbitration, which is a method of settling the differences between the parties. Both parties are 

liable to comply with the award of arbitration. 

 
 

RISKS IN CONTRACT FARMING 
  
. There are several risks in contract farming both for farmers and sponsorers (processing 
units). These are of the following nature. 
 
Risk for Farmers 
 

(i) Farmers face the risk of both market failure and. production, particularly while 
adopting new and unfamiliar crops and their varieties. 

(ii) All . contracted production may not be purchased due to inefficient 
management and marketing problems of the contracting company. 

(iii) Sponsored may be tempted to manipulate quality. standards to reduce purchases due to 
inefficient management and over production of the  crop output. 

(iv)) Sponsoring companies may exploit their monopsony position. 
(v) The staff of the sponsoring organization may adopt corrupt practices especially in 

allocation of quota. 
(vi) Farmers may become indebted in the long run due to low production, poor technical 

advice, significant changes in market conditions, company's failure to honor 
contracts or excessive amount of advances given by the company. 
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General Agreement on Tariff & Trade (GATT) 
 

International trade is not a new or recently started activity. Trade between countries has 

been an age-old practice. In reality, it was free and there were not many restrictions. 

Transportation and settlement systems were the problems of trade between countries. 

However, several 

Restrictions on international trade started creeping in 

 (1) To protect domestic industry 

 (2) To protect the prices of the goods in local markets 

 (3) Due to balance of payment problems and  

(4) Due to extraneous reasons like political favoring one country while discriminating   

     the other. 

 They started working with the objective of finding a system which would: 

1. Help to remove the restrictions on trade.  

2. Ensure free convertibility of currencies (which was suspended during the inter war period 

due to exchange controls) and  

3. Maintain stability in exchange rates among the currencies. 

An international conference on Trade and Employment was held in Havana in 1947-

48. A charter was drawn and signed by 53 countries for setting up of an International 

Trade Organization (ITO). ITO could not be established because the Havana charter was 

not ratified by the US Congress. However 23 countries had agreed to continue the 

exercise of negotiating for trade concessions, which were incorporated in the General 

Agreement on Tariff and Trade (GATT). This agreement was signed on 30 October 

1947 and come into force with effect from 1 January 1948. India was the founder 

member of GATT. The main purpose of GATT was to ensure competition in commodity 

trade through the removal or reduction of trade barriers so as to bring about all round 

economic prosperity. 

OBJECTIVES OF GATT 

The preamble of the GATT mentions the following as its important objectives. 

1. Rising of standard of living of public world over. 

2. Ensuring full employment and a large and steadily growing volume of real income 

and effective demand in all the countries. 

3. Developing full use of resources of the world and 

4. Expansion of production and international trade. 
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Conventions and Principles of GATT 

 GATT embodies certain conventions and general principles governing international 

trade among the member countries that adhere to the agreement. The rules of conventions of 

GATT require that: 

1. Any proposed change in the tariff or other type of commercial policy of a member 

country should not be undertaken without consultation of other parties to the 

agreement and  

2. That the countries that adhere to GATT should work towards the reduction of tariffs 

and other barriers to international trade which should be negotiated within the frame 

work of GATT. 

GATT has adopted the following principles. 

1. Non-discrimination: The principle of non-discrimination requires that no member 

country shall discriminate between the members of GATT in the conduct of 

international trade. To ensure non-discrimination, the members of GATT agree to 

apply the principle of most favored nation (MFN) to all member countries on import 

and export duties. As far as quantitative restrictions are permitted, they too are to be 

administered without favors to any country. Each nation shall be treated as well, as 

the most favored nation.  

2. Prohibition of Quantitative Restrictions (QRs): GATT rules seek to prohibit 

quantitative restrictions as far as possible and limit the restrictions on trade to the less 

rigid tariffs. However, certain exceptions to this prohibition are granted to countries 

confronted with balance of payments difficulties and to developing countries 

confronted with balance of payments difficulties and to developing countries 

confronted with balance of payments difficulties and to developing countries.  

3. Consultation: By providing a forum for continuing consultations, GATT seeks to 

resolve disagreements through consultation. On account of persistent follow up by 

member developing countries for removing or modifying the provisions which are 

perceived to be based against them, eight rounds of trade negations were held during 

the period from 1947 to 1994. They were Geneva Round (1947), Anney Round 

(1949) Torquay Round (1950), Tokyo Round (1950) Geneva Round (1955-56), 

Dillon Round (1959-62) Kennedy Round (1663-67) Tokyo Round (1973-79) and 

Uruguay Round (1986-90)  
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ORIGIN OF WTO: 

 The eighth round of multilateral trade negotiations held under the auspices of the 

GATT is known as the Uruguay round because it was launched in punta del Esta in Uruguay 

in September 1986. Arthur Dunkel, the then Director General of GATT presented a draft act 

embodying the negotiations of the Uruguay round. This was popularly known as Dunkel 

draft. This was replaced by an enlarged and modified final text which was approved by 

delegations from the member countries of the GATT on 15th December 1993. This final act 

was signed by Ministers of 125 Governments on 15th April 1994. The results of the 

Uruguay Round are to be implemented within ten years-different time periods are given for 

effecting the different agreements. 

 The most important decision at the Uruguay round was setting up of World Trade 

Organization (WTO) to replace GATT. The World Trade Organization located at Geneva 

(Switzerland) came into effect on 1-1-1995. WTO is the international organization dealing 

with the global rules of trade between nations. Its objective is to help trade flow smoothly, 

freely, fairly and predictably. It does this by: 

1. Administering trade agreements. 

2. Acting as a forum for trade negotiations. 

3. Settling trade disputes. 

4. Reviewing national trade policies. 

5. Assisting developing countries in trade policy issues through technical assistance and 

training programmes, and 

6. Co-operation with other international organizations. 

Objectives  

 The following are the objectives of WTO spelt out in the preamble to the WTO 

agreement.  

1. In the field of trade and economic development, its relations will be guided by the 

following 

a) Raising the standards of living. 

b) Achieving full employment and increasing the volume of real income and 

effective demand and  

c) Expanding the production and trade in goods and services. 

2. Towards the fulfillment of the overall objective of sustainable development to ensure 

the optimal use of world’s resources by 

a) Promoting the protection and preservation of environment and  

b) Augmenting resources commensurate with the respective needs and concerns 

at different levels of economic development. 
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3. For ensuring that the developing countries, particularly the poorest countries, may get 

a share in the growth of international trade consistent with their needs of economic 

development. 

4. For achievement of these objectives to enter into mutually beneficial arrangements 

aiming at reduction of barriers and elimination of discrimination in international 

trade. 

5. Based on the past agreements and efforts and their results to develop a more viable 

and durable multilateral trading system. 

6. For coordinating policies in the field of trade, environment and economic 

development, to take effective steps.  

The main functions of the WTO can be described in very simple terms. These are: 

 To oversee implementing and administering WTO agreements;  

 To provide a forum for negotiations; and  

 To provide a dispute settlement mechanism.  

 

Objectives: 

The important objectives of WTO are: 

1. To improve the standard of living of people in the member countries. 

2. To ensure full employment and broad increase in effective demand. 

3. To enlarge production and trade of goods. 

4. To increase the trade of services. 

5. To ensure optimum utilization of world resources. 

6. To protect the environment. 

7. To accept the concept of sustainable development. 

Functions: 

The main functions of WTO are discussed below: 
1. To implement rules and provisions related to trade policy review mechanism. 

2. To provide a platform to member countries to decide future strategies related to trade and 

tariff. 

3. To provide facilities for implementation, administration and operation of multilateral and 

bilateral agreements of the world trade. 

4. To administer the rules and processes related to dispute settlement. 

5. To ensure the optimum use of world resources. 
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6. To assist international organizations such as, IMF and IBRD for establishing coherence in 

Universal Economic Policy determination. 

 

Main Three Pillars of AOA: 

The Agreement on Agriculture has three pillars  

A. Domestic Support: 

It includes the classification of agricultural subsidies into ‘boxes’ depending on their effects 

on production and trade- 

• Amber Box:  Provides Aid to avoided and reduced, Measures to support prices, subsidies 

most directly linked to production level and quantities meanwhile, all domestic support 

considered to distort production and trade (with some exception like except that placed in the 

Green and Blue Box.  It subject to limits expressed in terms of a "Total Aggregate 

Measurement of Support" (Total AMS) which combines all supports for specified products, 

together with supports that are not for specific products, into one single figure. 

For example- When European Union buys up cereals and dairy products at guaranteed prices 

from its producers; (Like Indian Minimum Support Prices but AOA didn’t object to Indian 

MSP programmes) it is amber-box aid. 

• Blue Box: Production limiting programmes that still distort trade. Subsidy is permitted 

under the blur box, cover certain direct payments to farmers where the farmers are required to 

limit production called’ Blue Box’ measures, comprises government assistance programmes 

to encourage agricultural and rural development in developing countries. Any support that 

would normally be in the amber box is placed in the blue box if the support also requires 

farmers to limit production. 

 For e.g. Blue box contains aid to livestock or land not linked to prices but to fixed figures for 

surface and yield. 

• Green Box:  It follows under the Permitted subsidies, Minimal Distortion, and typically 

includes those to research and development (R&D), environmental protection and animal 

welfare. Blue box subsidies are also permitted, but on the condition that they must not lead to 

increased production as amount spent on government services. Green subsidy allow in terms 

of support example: MSP or subsidies. It includes the payments made directly to farmers that 

off limits stimulate production, such as certain forms of direct income support, assistance to 

help farmers to restructure the agriculture, direct payment under environmental and regional 

assistance programmes. 
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• Market Access: 

Market access refers to the reduction of tariff (or non-tariff) barriers to trade by WTO 

members. The 1995 Agreement on Agriculture required tariff reductions of: 

- 36% average reduction by developed countries, with a minimum per-tariff line reduction of 

15% over six years. 

- 24% average reduction by developing countries with a minimum per-tariff line reduction of 

10% over ten years. 

Least developed countries (LDCs) were exempt from tariff reductions, but they either had to 

convert non-tariff barriers to tariffs—a process called tariffication or "bind" their tariffs, 

creating a ceiling that could not be increased in future. 

• Export Subsidies: 

The Agriculture Agreement prohibits export subsidies on agricultural products unless the 

subsidies are specified in a member’s lists of commitments. Where they are listed, the 

agreement requires WTO members to cut both the amount of money they spend on export 

subsidies and the quantities of exports that receive subsidies. Taking averages for 1986-90 as 

the base level, developed countries agreed to cut the value of export subsidies by 36% over 

the six years starting in 1995 (24% over 10 years for developing countries). Developed 

countries also agreed to reduce the quantities of subsidized exports by 21% over the six years 

(14% over 10 years for developing countries). Least-developed countries do not need to make 

any cuts. 

 

 

 

Organization Set-up: 

1. Ministerial Conference: It is the supreme authority and takes decisions on all matters 

falling within the purview of an agreement. It consists of all the member countries. It 

meets at least once in 2 years. 

2. General Council: It comes next to the ministerial conference and consists of the 

representatives of all the member countries. It overseas the operations of the WTO 

agreement and ministerial decisions. Besides, it acts as a dispute settlement body 

(DSB) and a Trade Policy Review Body (TPRB). It meets once in a month on an 

average. The general council works through  

(a) Council for trade in goods  

(b) Council for trade in services and  

(c) Council for trade related aspects of intellectual property rights (TRIPS). 
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  There are three committees that perform the functions assigned to them under WTO 

agreement, the multilateral trade agreements and any other functions assigned by the 

general council. The three committees are  

1. Committee on trade and development. 

2. Committee on balance of payments restrictions. 

3. Committee on budget, finance and administration. 

 

3.   Director General: The head of the WTO secretarial is appointed by the general 

council. The term of the director general is four years. 

 

WTO AGREEMENTS: 

Trade Related Investment Measures (TRIMS) 

 This agreement seeks to bring about multilateral disciplines on investment practices 

that distort trade flows. According to this agreement all measures obstructing foreign 

investment and distorting trade should be removed within two years by developed 

countries, five years by developing countries and seven years by the least developed 

countries. The important features of the TRIMS are as follows: 

1. All restriction on foreign capital/investors/companies should be scraped.  

2. The foreign investor should be given the same rights in the matter of investment 

as a national investor. 

3. Restrictions will not be placed on any area of investment. 

4. There should not be any limitation on the extent of foreign investment  

5. There should not be restrictions on the imports of raw materials and components. 

6. Foreign investor will not be obliged to use local products and materials. 

7. It is not mandatory on the part of foreign investor to export a part of the output.  

8. Elimination of restrictions on repatriation of dividend, interest and royalty. 

Trade Related Intellectual Property Rights (TRIPS) 

 The TRIPS agreement encompasses seven areas of intellectual property rights 

viz (i) copy right (ii) trade marks (iii) trade secrets (iv) industrial designs (v) 

geographical indications (vi) patents which also includes microorganisms and plant 

varieties (vii) layout designs of integrated circuits. 
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 It allows a transition period of one year for developed countries, five years for 

developing countries and eleven years for the least developed counties to make their 

laws and practices to conform to the rules and conditions laid in the agreement. 

General Agreement on Trade in Services (GATS) 

 This agreement is based on the desire to establish a multilateral frame work of 

principles and rules for trade in services with a view to expanding such a trade under 

conditions of transparency and progressive liberalization. The services refer to 

banking and insurance, transport, communication, mobility of labour etc. 

 Under GATS, Most Favored Nation (MFN) principle will apply to all member 

countries i.e. if a service of any kind is open to one member country, it should be 

extended to all member countries in equal measure.  

Export – Import 

To understand the meaning of Export and Import, we have to understand the 

meaning of international trade first. The term international trade refers as the 

exchange of goods between citizens of different countries. This kind of trade across 

national frontiers has grown in size with improved means of transportation and 

development of technology. Export and Import are two aspects of International Trade.  

Meaning of Export: 

When one country sells any commodity or manufactured items, goods or 

services to another country, it is known as Export. Export means goods and services 

sold abroad. 

Meaning of Import: 

 When one country purchases any commodity or manufactured items, goods or 

services from another country, it is known as Import. Import means goods and 

services bought from abroad. 

Definitions of Globalization: 

 

1. Globalization has been defined as the process by which the development of a 

“global ideology” has begun to transcend national boundaries, with far-reaching 

consequences for both; the conduct of business transactions and the theory and 

practice management. 

2. Globalization is the process of a growing similarity in what citizens of 

different countries want to buy.  

Meaning of Liberalization:  

 Liberalization in reference to Economic refers to the liberalization in Trade 

and Economics. This is one financial policy which is adopted by different countries 

with the objective to accelerate the economic growth. This policy is related with the 

open market. Restriction on production, prices, permission for manufacturing goods 

or services, distribution, exchange, consumption, import, export and other economic 

are liberalized or abolished. Market forces are allowed to operate freely. Foreign 

investment is also welcomed with the objective of improving the existing technology 

and infrastructure facilities in the country. Globalization has made significant changes 

in economical and social environment.  
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Market 

The market actually refers to a set up where potential buyers and sellers can meet to exchange 

goods or services. It is basically a medium that facilitates these transactions in an economy. It 

allows for the exchange of goods, services, information under the protection of the law and 

generally in exchange for consideration. 

Traditionally a market is a physical location or place, like a bazaar or a shopping mall. The kind 

of market it is will depend on a lot of factors. Some of the ways in which we can characterize 

markets are, 

 According to the products being sold. Example: cotton market, iron market, share market 

 Based on geographical locations, like a local market or international market 

 By the types of buyers involved, example: consumer market, industrial market etc 

 The quantity of goods transacted between parties like a wholesale market or a retail 

market 

 

Marketing 

Marketing is a very wide term. It includes all the activities involved right from the 

production of the goods, until their consumption. Every activity in between, like designing, 

pricing, promotion, distribution, transportation, warehousing etc are activities of marketing.     

Important Features of Marketing 

 Satisfy Needs and Wants: The main focus of all marketing activities is consumer 

satisfaction. When a group of individuals (potential customers) express their needs, the 

companies strive to satisfy these needs via marketing activities. 

 Creating a Market Offering: Then the companies must dedicate their efforts to create an 

ideal market offering based on their study of potential customers. This product/service 

offered must try to fulfil all of the requirements of the potential customer in a given 

market. 

 Customer Value: The customers buying decisions will be greatly dependant on the price 

of the product. It must satisfy their needs at the cost that they think is fair. So the sellers 

must add value to the product and price it accordingly, so the customer is willing and gets 

value for his price. 

 Exchange Mechanism: Marketing is not a one-way process. The seller must satisfy the 

needs of the buyer. And the buyer in an exchange must provide consideration for the 

goods/services, which can be money or something else. It must be an exchange 

mechanism. 
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Market Marketing 

Market is the point of interaction between 

buyers and sellers 

Marketing is the social process by which 

human needs are identified and eventually 

satisfied 

Market is a set-up, or a place, or a point of 

interaction 

Marketing is a process involving roughly 12 

activities 

Market can be of many types based on the 

goods traded, quantity traded, geographical 

location etc 

Marketing philosophy is generally uniform 

for any type of goods or services. 

 

Strategy of launching new products: Four p’s of Marketing (Marketing Mix) 

Definition of Marketing Mix: 

According to Kotler, the marketing mix refers to the set of controllable variables and 

their levels that the firm uses to influence the target market. 

Marketing mix refers to the range of competitive dimensions along which firms promote 

their products to customers and potential customers including the styling, quality etc. of the 

goods and services themselves, their prices, their advertising, and promotion, their packaging, 

their distribution, and their selling and servicing. 

Product 

A product is generally categorized as a tangible good but it can also be an intangible 

service. Companies take a lot of time and effort to develop quality products that are in demand 

in the market. A good product is the very basic requirement of an effective marketing mix. 

All products follow a logical product life cycle and it is vital for marketers to 

understand and plan for the various stages and their unique challenges. 

Products are broadly classified into two categories – consumer products and 

industrial products. Consumer products are products that the ultimate consumer purchases 

himself for direct use. The consumer purchases these consumer products to satisfy his personal 

needs and desires. Some examples of consumer products are toothpaste, eatables, textiles, 

computers etc and various such products. 

Now there are many types of consumer products as well. Let us take at the classification of 

consumer goods based on the shopping effort involved: 

 Convenience Products: These are consumer goods that are very convenient to purchase. 

They are bought frequently and with very little effort. Examples include medicines, 

newspapers etc. Such convenience products have ongoing and continuous demand. Such 

goods are also bought in small quantities and are also generally lowly priced. Farm 

product 

https://www.cleverism.com/product-life-cycle-management-guide/
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 Shopping Products: To shop for these consumer products, consumers devote 

considerable time and effort. They compare prices and features and a lot of thought is 

involved before making the decision to buy. Some such examples are electronics, 

furniture, jewelry etc. These products generally fall in the higher price range. Such 

products are pre-planned purchases. Processed products. 

 Specialty Products: For specialty products, consumers make special efforts to buy them. 

They are not your regular run of the mill consumer products. The buyer is willing to go 

through a lot of effort to purchase such products. Take for example any artwork, 

paintings, sculptures etc. The demand for such specialty products is usually pretty and the 

prices are high. 

Industrial Products 

These are products which are used as input for manufacturing other products. Unlike 

consumer goods, these are not for direct consumption. These are meant for business and non-

personal use. Some examples of industrial products are raw materials, machines, tools etc. 

Here the demand for industrial products is limited. Since they are not consumer goods the 

demand for them is not vast. The three broad categories of Industrial goods are as follows: 

 Machine and Machine Parts: These goods are used entirely in the manufacturing 

process. These include raw materials like cotton, petroleum etc. They also include 

manufactured products like glass, rubber etc. 

 Capital items: These are goods/products used to manufacture finished goods. They 

include installations (lifts, mainframe computers etc) and equipment (hand tools, personal 

computers etc) 

 Business Services and Supplies: These are industrial goods and services that facilitate 

the manufacturing process. They include services such as painters, technicians, 

maintenance, and repairs. And products such as lubricants, stationary etc. 

Product Life Cycle 

Product life cycle is a representation of the cycle through which each product goes 

through from introduction to decline and eventual demise of the product. The Product Life Cycle 

helps us recognize which stage the products are in. Accordingly, the company can adjust their 

marketing strategy to make most of the conditions. 

There are four distinct stages in a product’s lifecycle. Right from the introduction of the 

product in the market to its end. Every stage has its own distinct features. And the company 

should change its marketing strategy every time the product makes its move from one stage to 

another. Let us take a look at the four stages. 

1] Introduction 

As the name suggests this is the stage of introduction of the product to the market. At this stage, 

the demand for the product is only a proved demand and not effective demand. This stage is 

categorized by the following features 
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 The product’s sale is at its lowest and is increasing but very slowly 

 During the introduction, the promotion expense is very high. Extensive promotions have 

to be undertaken to create awareness and demand for the product. 

 The products are put in limited outlets. The distribution is also kept limited to a few 

channels. The point is to try out the product before expanding distribution. 

 

2] Growth Stage 

This is the second stage of the product lifecycle. Now the sales begin to take off and the product 

becomes well known. Some other characteristics are 

 The promotion expenses still remain high. Now the focus will be on brand recognition 

and brand image. This helps the product maintain and extend its selective demand. 

 With a rise in sales, the profits also rise sharply 

 This is the stage where new competitors may enter the market with better research and 

better products. To keep up with their products, the company may make improvement and 

modifications to their products 

3] Maturity Stage 

 This is the stage where the market saturates and sales growth of the firm slow down and 

finally stabilizes at a stage. 

 Competition in the market will intensify in this stage. All competitors will want to 

maintain a production level to enjoy economies of scale 

 This stage may also see a price war in order to keep their market share. Reducing prices 

may affect the profit margin of the company. 

4] Decline Stage 

This the terminal stage of the products, they are no longer relevant in the market. So the end of 

this stage is the eventual demise of the product in the market. 

A few characteristics of the decline stage are as follows, 
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 There is a rapid fall in the sales 

 The prices reduce further. The point is to have a large market share to gain maximum 

benefit at the least profit margin 

 There are virtually no promotion or advertising expenses in this stage of the product 

lifecycle. 

Price 

Price covers the actual amount the end user is expected to pay for a product. How a product is 

priced will directly affect how it sells. This is linked to what the perceived value of the 

product is to the customer rather than an objective costing of the product on offer. If a 

product is priced higher or lower than its perceived value, then it will not sell. This is why it 

is imperative to understand how a customer sees what you are selling. If there is a positive 

customer value, than a product may be successfully priced higher than its objective monetary 

value. Conversely, if a product has little value in the eyes of the consumer, then it may need 

to be underpriced to sell. Price may also be affected by distribution plans, value chain costs 

and mark-ups and how competitors price a rival product. 

Promotion 

The marketing communication strategies and techniques all fall under the promotion heading. 

These may include advertising, sales promotions, special offers and public relations. 

Whatever the channel used, it is necessary for it to be suitable for the product, the price and 

the end user it is being marketed to. It is important to differentiate between marketing and 

promotion. Promotion is just the communication aspect of the entire marketing function. 

Place 

Place or placement has to do with how the product will be provided to the customer. 

Distribution is a key element of placement. The placement strategy will help assess what 

channel is the most suited to a product. How a product is accessed by the end user also needs 

to compliment the rest of the product strategy. 

Pricing 

 A price is a value in monetary terms that one party pays to another in a transaction in 

exchange for some goods or services. So the definition of price is the amount of money 

the buyer will pay as consideration to the seller in exchange for goods or services. 

 Pricing isn’t always as easy as setting a price the seller hopes to obtain. It involves 

aspects such as demand and supply, cost of the product, its perception and value for the 

customer and many such factors. 

 So while pricing a product, the company has to take immense care and consideration. If 

the price is too high or even too low the product will fail in the market. This is also the 

reason why the determination of price is not a one-time event. A company changes the 

prices according to the market conditions and other circumstances. 

Factors Affecting Price Determination 

A company has to keep in mind various factors while determining the price of a product. Some 

such important factors are given here. 

https://www.cleverism.com/pricing-four-ps-marketing-mix/
https://www.cleverism.com/promotion-four-ps-marketing-mix/
https://www.cleverism.com/lexicon/mobile-advertising/
https://www.cleverism.com/place-four-ps-marketing-mix/
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1] Cost of the Product 

The most important factor affecting the price of a product is the product cost. The same principle 

also applies in case of services. The product cost will be inclusive of the cost of production, the 

distribution costs and the selling and promotion costs. This cost will act as a benchmark for 

setting the price. 

In the long run, the company will obviously try to cover the entire cost of the product. And in 

addition, it will set for itself a profit margin over and above such cost. But perhaps in the short 

run, the company may set a price lower than the cost of the product. This is a marketing strategy 

to boost sales and capture a share in the market. But in the long run, no company can survive 

unless the prices of the products/services do not even cover their costs. 

Let us also learn about the two types of costs of a company 

 Fixed Cost: These costs are fixed. They have no relation to the level of activity or 

production of the company. Even if there is no production of goods these costs will occur. 

For example, the rent of the factory is a fixed cost. 

 Variable Cost: These are the costs that vary in direct proportion to the production levels 

of an entity. Higher the production, higher the cost and vice versa. The raw material is a 

classic example of a variable cost.    

2] The Demand for the Product 

 The cost of the product will only give you a benchmark to determine the price. The upper limit 

of the price range will depend on the utility the product has and hence its demand in the market. 

So the cost of the product is the seller’s concern. The buyer’s concern is the utility of the 

product. The demand for the product will depend on its utility and its price. The law of demands 

states that lower the price higher the demand. 

Another factor to consider when determining the price is the elasticity of demand. This means 

the corresponding change in demand to the change in the price of a product. If the demand is 

inelastic then the company can charge a higher price for their products. 

3] Price of Competitors 

One factor that affects price termination is the price the competition charges for their product. 

Not only their price but their products, its features and other factors like distribution channel, 

promotions etc. should also be studied. 

In a market, with free competition, the prices have to be very competitive. You cannot risk 

pricing yourself out of the market. But on the other hand, if your products have special 

additional features this must be reflected in the price. 

4] Government Regulation 

The government has a duty to protect its citizens from unfair practices and pricing. So it may 

impose certain laws and regulations with regards to the pricing of a product. It can even regulate 

the prices of goods that it considers essential goods. 
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This generally happens in the pharmaceutical industries. Manufacturers charge exuberant prices 

for life-saving drugs and the buyers have no choice but to pay. In such cases, the government 

may step in and regulate the prices of these essential medicines.  

Branding is a process which involves creating a specific name, logo, and an image of a 

particular product, service or company. This is done to attract customers. It is usually done 

through advertising with a consistent theme. 

Branding aims to establish a significant and differentiated presence in the market that attracts 

and retains loyal customers. A brand is a name, term, symbol,  or other feature that distinguishes 

an organization or product from its rivals in the eyes of the customer. Brands are used 

in business, marketing, and advertising. 

Labelling is the display of label in a product. A label contains information about a product on its 

container, packaging, or the product itself. It also has warnings in it. For e.g. in some products, it 

is written that the products contain traces of nuts and shouldn’t be consumed by a person who’s 

allergic to nuts. The type and extent of information that must be imparted by a label are 

governed by the relevant safety and shipping laws. 

Labelling is also an important part of the brand of the product and the company. It helps the 

product stand out in the market, and identifies it as a part of a particular brand. This is important 

in the era of high and intense competition. 

Packaging 

As we know first impressions go a very long way in how people perceive anything. This is the 

same idea that companies implement via their packaging. The outer appearance of the product 

(the package) is the first thing a potential customer will see, and so it can be a great marketing 

tool for the product. 

In fact, the package of a product serves multiple practical purposes as well.  

Let us take a look at some of the uses and functions that it serves. 

 Protection: The first and the most obvious use of packaging is protection. It physically 

protects the goods from damage that may be caused due to environmental factors. It is the 

protection against breaking, moisture, dust, temperature changes etc. 

 Information Transmission: Packaging and labelling are essential tools to inform the 

customer about the product. They relay important information about directions for use, 

storage instructions, ingredients, warnings, helpline information and any government 

required warnings. 

 Convenience: Goods have to be transported, distributed, stored and warehoused during 

their journey from production to consumption. Packaging will make the process of 

handling goods more convenient for all parties involved. 

 Security: To ensure that there is no tampering with the goods packaging is crucial. The 

package of a product will secure the goods from any foreign elements or alterations. 

High-quality packages will reduce the risk of any pilferage. 
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Definition of Demand 

In economics, demand represents the customer’s desires and preferences for a particular 

product, for which he is ready to pay. The quantity (how much) of the product is demanded at 

a certain price, i.e. the equilibrium between quantity demanded and price, is demand for a 

particular product. 

 

Demand curve is an indicator of inverse relationship between price and quantity demand. 

Definition of Supply 

The amount of a particular product and services offered by the manufacturers or producers at 

a certain price to customers is known as supply. The quantity (how much) of the product is 

supplied at a particular price i.e. the equilibrium between quantity supplied and price is 

known as the supply of that commodity or service. It represents the firm. 

 

Supply curve represents direct relationship between price and quantity supplied. 

https://keydifferences.com/wp-content/uploads/2014/11/demand-curve.jpg
https://keydifferences.com/wp-content/uploads/2014/11/supply-curve.jpg
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Key Differences Between Demand and Supply 

1. The equilibrium between the quantity demanded and the price of a commodity at a 

given time is known as demand. On the other hand, the equilibrium between the 

quantity supplied and the price of a commodity at a given time is known as supply. 

2. while demand curve slopes downward, supply curve is upward sloping. 

3. Demand is the willingness and paying capacity of a buyer at a specific price while 

Supply is the quantity offered by the producers to its customers at a specific price. 

4. Demand has an inverse relationship with supply, i.e. if demand increases supply 

decreases and vice versa. 

5. Demand has an indirect relationship with the price i.e. if price increases the demand 

decreases and if the price decreases the demand increases, however, the price has a 

direct relationship with supply, i.e. if price increases the supply will also increase and 

if the price decreases supply also decreases. 

6. Demand represents the customer’s taste and preferences for a particular commodity 

demanded by him, whereas Supply represents the firms, i.e how much of a 

commodity is offered by the producers in the market. 

Factors Affecting Demand and Supply 

 Price of the commodity 
If the price of the commodity rises, then it is less demanded by the people, because 

people finds less utility in the product, and at that much price they can buy the other 

products having more utility for them. In this way, demand decreases while the supply 

increases. 

 Price of inputs 
The price of the inputs has a great impact on the price of the commodity, i.e. if the 

cost of production rises, it ultimately results in the fall of demand and supply for the 

goods will also fall because now at the same amount less quantity of goods are 

produced and vice versa. 

 Price of related goods 

It can simply be understood by an example- If the price of the petrol or diesel rises the 

demand for motorcycles or cars falls while its supply increases, but if the prices of 

petrol or diesel falls, then people can easily afford to travel on motorcycles or cars and 

this will result in the rise in demand while the supply decreases. 

 Substitute Products 
This can also be understood by an example- If there is a rise in the price of a coffee, 

then most people will drop consuming coffee and will start consuming tea this will 

suddenly affect the demand and supply for both the products, i.e. the demand for tea 

will rise and its supply will fall while the demand for coffee will fall and supply will 

rise. 

 Personal Disposable Income 
If there is an increase in the income of the consumer then a slight change in the price 

of the commodity will not affect its demand and supply. While, if the income of the 

consumer remains same or decreases, then a slightest change in the price will affect 

its demand and supply because the consumer have to spend more income on the same 

product which he was previously purchasing at a low price. In this way either he will 

demand less or will switch to some other product. 

 Consumer choices and preferences 

If the product offered by the supplier suits the consumer choice, then he will surely 

demand more and its supply will fall short because of its high demand. 
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Demand and Supply for money 

The amount of money needed for various purposes, such as purchase of commodities, 

acquisition of land, hiring of labor etc, that creates demand for money in the economy. On the 

other hand, supply for money largely depends on the country’s credit control policies, which 

are governed by the banking system of the economy. 

Conclusion 

The market is flooded with several substitutes in each product category and a sudden rise or 

fall in the prices will have an impact on these products and their demand and supply may 

increase or decrease. In such a situation, an equilibrium must be maintained in the quantity 

demanded and the quantity supplied without neglecting the price factor at which the product 

is supplied. 

The equilibrium in the quantity demanded and supplied will help the firm to stabilize and 

survive in the market for a longer duration while the disequilibrium in these will have severe 

effects on the firm, markets, other products and the whole economy will suffer as a whole. 

Supply and demand, in economics, relationship between the quantity of a commodity that 

producers wish to sell at various prices and the quantity that consumers wish to buy. It is the 

main model of pricedetermination used in economic theory. The price of a commodity is 

determined by the interaction of supply and demand in a market. The resulting price is 

referred to as the equilibrium price and represents an agreement between producers and 

consumers of the good. In equilibrium the quantity of a good supplied by producers equals 

the quantity demanded by consumers. 

Demand Curve 

The quantity of a commodity demanded depends on the price of that commodity and 

potentially on many other factors, such as the prices of other commodities, the incomes and 

preferences of consumers, and seasonal effects. In basic economic analysis, all factors except 

the price of the commodity are often held constant; the analysis then involves examining the 

relationship between various price levels and the maximum quantity that would potentially be 

purchased by consumers at each of those prices. The price-quantity combinations may be 

plotted on a curve, known as a demand curve, with price represented on the vertical axis and 

quantity represented on the horizontal axis. A demand curve is almost always downward-

sloping, reflecting the willingness of consumers to purchase more of the commodity at lower 

price levels. Any change in non-price factors would cause a shift in the demand curve, 

whereas changes in the price of the commodity can be traced along a fixed demand curve. 

https://www.britannica.com/topic/economics
https://www.britannica.com/topic/price-economics
https://www.britannica.com/topic/price-economics
https://www.britannica.com/topic/market
https://www.merriam-webster.com/dictionary/equilibrium
https://www.britannica.com/topic/demand-curve
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increase in demand 

The quantity of a commodity that is supplied in the market depends not only on the price 

obtainable for the commodity but also on potentially many other factors, such as the prices of 

substitute products, the production technology, and the availability and cost of labour and 

other factors of production. In basic economic analysis, analyzing supply involves looking at 

the relationship between various prices and the quantity potentially offered by producers at 

each price, again holding constant all other factors that could influence the price. Those price-

quantity combinations may be plotted on a curve, known as a supply curve, with price 

represented on the vertical axis and quantity represented on the horizontal axis. A supply 

curve is usually upward-sloping, reflecting the willingness of producers to sell more of the 

commodity they produce in a market with higher prices. Any change in non-price factors 

would cause a shift in the supply curve, whereas changes in the price of the commodity can 

be traced along a fixed supply curve. 

 

decrease in supply 

https://www.britannica.com/topic/cost
https://www.britannica.com/topic/labor-in-economics
https://www.britannica.com/topic/factors-of-production
https://www.britannica.com/topic/supply-curve
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Comparison Chart 

BASIS FOR 

COMPARISON 
DEMAND SUPPLY 

Meaning Demand is the desire of a 

buyer and his ability to pay 

for a particular commodity 

at a specific price. 

Supply is the quantity of a 

commodity which is made 

available by the producers 

to its consumers at a certain 

price. 

Curve Downward-sloping Upward-sloping 

Inter-relationship When demand increases 

supply decreases, i.e. 

inverse relationship. 

When supply increases 

demand decreases, i.e. 

inverse relationship. 

Effect of 

Variations 

Demand increases with the 

supply remaining the same 

leads to shortage while 

demand decreases with the 

supply remaining the same 

leads to surplus. 

Supply increases with the 

demand remaining the 

same leads to surplus while 

supply decreases with the 

demand remaining the 

same leads to shortage. 

Impact of Price With an increase in price 

the demand decreases and 

vice versa i.e. indirect 

relationship. 

Supply increases along 

with the increase in price. 

So it has a direct 

relationship. 

Who represents 

what? 

Demand represents the 

consumer. 

Supply represents the firm. 

 

Market segmentation is the process of dividing a market of potential customers into 

groups, or segments, based on different characteristics. The segments created are composed 

of consumers who will respond similarly to marketing strategies and who share traits such as 

similar interests, needs, or locations. 

Definition: Market Segmentation 

Market segmentation is a process of dividing the entire market population into 

multiple meaningful segments based on marketing variables like demographics (age, gender 

etc), geographic, psychographics (lifestyle, behaviour) etc.  

Market segmentation in marketing is identifying a set of homogenous segments 

having similar needs, properties & demands which can be used by a company to sell their 

product/service more effectively. 
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Types of Market Segmentation: 

The most important variables in market segmentation are based on demographics, 

geographic, psychographics & behavioural. These are explained in detail below: 

1. Demographic Segmentation: 

Slicing the market on criteria based on demographics like age, gender, income, family 

members, educational qualification, socio-economic status etc, is called demographic 

segmentation. This type of market segmentation helps in profiling the customers based on 

demographic parameters & help to form homogeneous groups. 

2. Geographic Segmentation: 

When a population is divided on the basis on geographies i.e. country, state, city, village, 

region, postal code etc, it is referred to as geographic segmentation. This market 

segmentation type helps form clusters based on location, topography, location etc. 

3. Psychographics Segmentation: 

Market segmentation done based on personality of people, their characteristics, their life 

style, social status etc is called as psychographic segmentation. 

4. Behavioural Segmentation: 

When companies divide the market based on the customer behaviour or usage patterns, it is 

known as behavioural segmentation. This type of market segmentation considers the past 

behaviour of consumers. 

Advantages of Market Segmentation: 

Market segmentation can have many benefits for companies which can benefit their business. 

Some are discussed below: 

1. Segmenting a market gives focus to company as it helps to understand the market better 

2. Unnecessary costs are avoided by efficient market segmentation as only the required 

population can be tapped 

3. Segmentation can help companies identify newer markets where existing products can be 

launched 

4. If certain overlapping markets are identified, companies can create new products to capture 

them 

5. Once proper market segmentation is done, after identifying target groups accurately, 

advertising & marketing can be more effective rather than having loosely created ad 

campaigns 

6. Homogeneous groups can themselves promote the products or services even more if they 

like it 

7. Systematic market segmentation helps in market expansion and also helps in customer 

retention 

Disadvantages of Market Segmentation: 

Apart from the several advantages, there are also certain drawbacks of market segmentation. 

Some disadvantages are: 

1. A company having multiple segments would have to cater to them separately i.e. more 

costs 

2. Giving products/ services to multiple segments can be a time-consuming process for 

companies 

https://www.mbaskool.com/business-concepts/marketing-and-strategy-terms/2005-demographic-segmentation.html
https://www.mbaskool.com/business-concepts/marketing-and-strategy-terms/2005-demographic-segmentation.html
https://www.mbaskool.com/business-concepts/marketing-and-strategy-terms/4070-geographic-segmentation.html
https://www.mbaskool.com/business-concepts/marketing-and-strategy-terms/16967-psychographic-segmentation.html
https://www.mbaskool.com/business-concepts/marketing-and-strategy-terms/2542-behavioral-segmentation.html
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3. If a company selects a wrong segment, their entire business can collapse 

4. Smaller clusters/ niche markets often get neglected in the bigger scheme of things 

Sales Promotion 

Sales promotion is one of the elements of the promotional mix. It uses both media and 

non-media marketing communications for a pre-determined, limited time to increase 

consumer demand, stimulate market demand or improve product availability.  

Examples coupons, prizes, product samples, and rebates. 

Advantages of sales promotion 

1. When compared with advertising and personal selling, sales promotional activities are less 

expensive. 

2. It enables both the dealers and the consumers to enjoy certain tangible benefits, e.g., free 

samples, gifts, price reductions, etc. 

3. Certain sales promotional activities also enable the consumers to gain knowledge. For 

example, displays and demonstrations help them to, understand the product mechanism. The 

customers can also raise their queries and get clarification immediately. Pamphlets distributed 

to the consumers also provide useful information. 

4. Advertising approaches the buyer indirectly and personal selling approaches the buyer 

directly. Whereas sales promotional activities involve both direct and indirect approaches. 

5. Sales promotion helps to supplement and support both advertising and personal selling. No 

business can totally rely on advertising and personal selling alone. 

6. Most of the sales promotional activities can be undertaken by the manufacturers 

themselves. Distribution of free samples and gifts, money refund and coupon offers, 

demonstrations, exchange of old for new and so on can be made by the manufacturers 

themselves. They may, at the most, need the help of the dealers only. Whereas, in the case of 

advertisement, media are required, e.g., Radio, TV and newspapers. Personal selling requires 

efficient and committed salesmen. 

7. The salesmen of a business cannot perform their work effectively without the use of sales 

promotional tools like pamphlets, audiovisual aids, cell phones and pagers. 

8. When compared with advertising, sales promotional activities can create better and quicker 

impact. Free sample, gifts, demonstrations etc., can induce the consumers to act fast. One 

can, therefore, say that sales promotion satisfies the ‘A I D A formula’ to a greater extent. 

9. The business can have better control over its sales promotional activities. The financial 

aspects, in particular, pertaining to sales promotion can be effectively managed. This may not 

be possible in the case of advertisement and personal selling. 

10. Measuring the effectiveness of sales promotion can be easy when compared to measuring 

the effectiveness of advertising and personal selling. 

http://accountlearning.com/advertising-meaning-definition-objectives-kinds/
http://accountlearning.com/personal-selling-meaning-importance-arguments-steps/
http://accountlearning.com/how-to-measure-the-effectiveness-of-advertising/
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Disadvantages of sales promotion 

1. The number of sales promotional activities to be performed are too many, distribution of 

free samples and gifts, making such offers as price off and money refund, holding contests, 

participating in trade fairs and exhibitions, display and demonstration of goods and so on. 

2. Sales promotion, by itself, cannot produce results. It can only supplement advertising and 

personal selling which are vital for a business. 

3. Sales promotion is non-recurrent in nature. It cannot, therefore, be used continuously. The 

marketer has to select the most appropriate tool of sales promotion and the same shall be 

introduced at the right time. 

4. It involves additional expenditure on the part of the business. Apart from the heavy 

expenditure to be incurred on advertisement and personal selling, the business may have to 

spend further on sales promotion. This leads to an overall increase in promotional costs. 

5. The marketer cannot use any sales promotional tool at any time. Certain tools are to be 

used only in the introduction stage of a product, while others will be used in the growth and 

maturity stages. Indiscriminate use will not produce the expected results. 

6. Another drawback of sales promotion is that there is a tendency on the part of all the 

competitors to use the same method of sales promotion at the same time. Such an approach 

may not benefit all. For example, if all the manufacturers of air-conditioners offer off season 

discount (during winter), the consumer may only decide based on brand popularity. 

7. Sales promotion is generally required to promote sales of those brands which are not so 

very popular. Popular brands move fast in the market without much effort. Brand popularity 

can be secured mainly by means of advertisement and personal selling. 

8. Sales promotion offers such as price cut, discount, free gift etc., may sometimes create an 

impression that these are being done to sell a poor quality product. 

9. As far as the various types of discounts (cash discount, off-season discount and festival 

discount etc.) are concerned, there is always a feeling that these are not real and the price 

would have already been hiked. 

10. As the sales promotional activities are short-lived, the results of such activities will also 

be short-lived. The moment the various inducements offered by the marketer are withdrawn, 

the demand is bound to fall. 

Publicity 

The word publicity is derived from the French word “publicite”. It is the movement 

of information to the general public from the media.  

Publicity is gaining public visibility or awareness for a product, service or your 

company via the media.  
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Personal selling 

Personal selling is where businesses use people (the "sales force") to sell the product after 

meeting face-to-face with the customer. The sellers promote the product through their 

attitude, appearance and specialist product knowledge. 

They aim to inform and encourage the customer to buy, or at least trial the product. 

A good example of personal selling is found in department stores on the perfume and 

cosmetic counters. A customer can get advice on how to apply the product and can try 

different products. Products with relatively high prices, or with complex features, are often 

sold using personal selling. 

Advantages of personal selling 

 

High customer attention 

Message is customised 

Interactivity 

Persuasive impact (Asar kare tevu) 

Potential for development of relationship 

Adaptable 

Opportunity to close the sale 

 

Disadvantages of personal selling 

 

High cost 

Labour intensive 

Expensive 

Can only reach a limited number of customers 

Regulated market 

Under the traditional system of marketing of the agricultural products, producer- 

sellers incurred a high marketing cost, and suffered from unauthorized deductions of 

marketing charges and the prevalence of various malpractices. To improve marketing 

conditions and with a view to creating fair competitive conditions, the increase in the 

bargaining power of producer-sellers was considered to be the most important prerequisite of 

orderly marketing. Most of the defects and malpractices under, the then existing marketing 

system of agricultural products have been more or less removed by the exercise of public 

control over markets, i.e., by the establishment of regulated markets in country. 

 

Definition of regulated market: 

It is one which aims at the elimination of the unhealthy and unscrupulous practices, 

reducing marketing charges and providing facilities to producer-sellers in the market. Any 

legislative measure designed to regulate the marketing of agricultural produce in order to 

establish, improve and enforce standard marketing practices and charges may be termed as 

one which aims at the establishment of regulated markets. Regulated markets have been 

established by State Governments and rules and regulations have been framed for the conduct 

of their business. The establishment of regulated market is not intended at creating an 

alternative marketing system. 

 

The basic objective has been to create conditions for efficient performance of the 

private trade, through facilitating free and informal competition. In regulated markets, the 

farmer is able to sell his marketed surplus in the presence of several buyers through open and 

competitive bidding. The basic philosophy of the establishment regulated markets is the 

elimination of malpractices in the system. 
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Objectives 

The specific objectives of regulated markets are: 

1. To prevent the exploitation of farmers by overcoming the handicaps in the marketing of 

their products, 

2. To make the marketing system most effective and efficient so that farmers may get better 

prices for their produce and the goods are made available to consumers at reasonable prices. 

3. To provide incentive prices to farmers for inducing them to increase the production both in 

quantitative and qualitative terms, 

4 To promote an orderly marketing of agricultural produce by improving the infrastructural 

facilities. 

 

Important features of regulated markets 

1. Market area: The area from which the produce naturally and abundantly flows to a 

commercial centre, i.e., the market, and which assures adequate business and income to the 

market committee 

2. Principle assembling market: It is the main market which is declared as a principal 

market yard on the basis of transactions and income generated for the market committee 

3. Sub market yard: It is sub yard of the principle assembling market. This is a small market 

and does not generate sufficient income to declare as a principal assembling market 

4. Market yard: This is a specified portion of the market area where the sale, purchase, 

storage and processing of any of the specified agricultural commodities are carried out. 
 

Powers, duties and functions of the Market Committee 

(i) maintain and manage the market yards and sub-market yards within the market area;  

(ii) provide the necessary facilities for the marketing of agricultural produce within the 

market yards and outside the market yards and within the sub-market yards and outside the 

sub-market yards in the market area; 

(iii) register or refuse registration to market functionaries and renew, suspend or cancel such 

registration, supervise the conduct of the market functionaries and enforce conditions of 

Registration; 

(iv) regulate or supervise the auction of notified agricultural produce in accordance with the 

provision and procedure laid down under the rules made under this Act or bye-laws of the 

Market Committee ; 

(v) conduct or supervise the auction of notified agricultural produce in accordance with the 

procedure laid down under the rules made under this Act or bye-laws of the Market 

Committee ; 

 

 

Organizational set Up o the Corporation: 

According to Section20(a) of the Warehousing Corporation Act 1962, the General 

Superintendence and Management of the affairs of the State Warehousing Corporation are 

vested in a Board consisting of 11 Directors of whom 5 are nominated by the Central 

Warehousing Corporation, The remaining 6 Directors are from the State. The Chairman of 

the Board is appointed by the State Government with the prior approval of the Central 

Warehousing Corporation. 

 

 

Co-operative marketing 

Meaning 

A co-operative sales association is a voluntary business organization established by its 

member to market farm products collectively for their direct benefit. It is governed by 

democratic principles, and savings are distributed to the members on the basis of their share. 

The members are the owners, operators and contributors of the commodities and are the 
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direct beneficiaries of the savings that accrue to the society. Co-operative marketing 

organizations are associations of producers for the collective marketing of their produce and 

for securing for the members the advantages that result from large-scale business which an 

individual cultivator cannot secure because of his small marketable surplus. In a co-operative 

marketing society, the control of the organization is in the hands of the farmers, and each 

member has one vote irrespective of the number of shares purchased by him. The profit 

earned by the society is distributed among the members on the basis of the quantity of the 

produce marketed by him. In other words, co-operative marketing societies are established 

for the purpose of collectively marketing the products of the member farmers. It emphasizes 

the concept of commercialization. Its economic motives and character distinguish it from 

other associations. These societies resemble private business organization in the method of 

their operations; but they differ from the capitalistic system chiefly in their motives and 

organizations. 

Objectives of Co-operative marketing Society:  

   

1. To collect farm produce of members and sale on behalf of members in the market.  

2. To give remunerative price for agriculture produce (marketed) to the members.  

3. To perform marketing services assembling, grading, storing, transporting, financing 

and processing of the produce of the members to perform the above services 

efficiency and to give benefits to the members.  

4. To help in recovery of loan of members by linking marketing of credit. Thus, crop 

loans will be recovered through marketing of members produce.  

5. To provide marketing finance or giving waiting capacity for better price.  

6. To supply agricultural inputs and daily necessaries of life to the members.  

7. To carry out or to undertake processing activities of agro based industries.  

 

Types 

On the basis of the commodities dealt in by them, the co-operative marketing societies may 

be grouped into the following types: 

 

(i) Single Commodity Co-operative Marketing Societies 

They deal in the marketing of only one agricultural commodity. They get sufficient business 

from the farmers producing that single commodity. The examples are Sugarcane Co-

operative Marketing Society, Cotton Co-operative Marketing Society and Oilseed Growers 

Co-operative Marketing Society. 

 

(ii) Multi-Commodity Co-operative Marketing Societies 

They deal in the marketing of a large number of commodities produced by the members, such 

as foodgrains, oilseeds and cotton. Most of the co-operative marketing societies in India are 

of this type. 

(iii) Multi-purpose, Multi-commodity Co-operative Marketing Societies 

These societies market a large number of commodities and perform such other functions as 

providing credit to members, arranging for the supply of the inputs required by them, and 

meeting their requirements of essential domestic consumption goods. 

 

Functions 

 

The important functions carried out by the co-operative marketing societies are: 

(i) Sale on Commission Basis 

Co-operative marketing societies act as commission agents in the market, i.e., they arrange 

for the sale of the produce brought by the members to the market. The produce is sold by the 

open auction system to one who bids the highest price. The main advantage, which the 

farmer-members get by selling the produce through co-operative marketing societies instead 

of a commission agent, is that they do not have to accept unauthorized deductions or put up 
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with the many malpractices, which are indulged in by individual commission agents. As there 

is no individual gain to any member in the marketing of the agricultural produce through co-

operative marketing societies, no malpractices are expected to be indulged in. This type of 

marketing is not risky for co-operative societies. But sometimes traders in the market form a 

ring and either boycott the auction or bid a low price when the produce is auctioned on the 

co-operative marketing societies shops. Therefore, farmers hesitate to take their produce for 

sale in the market through co-operative marketing societies. 

 

(ii) Purchase of Members' Produce 

Co-operative marketing societies also enter the market as buyers. A society participates in 

bidding together with other traders, and creates conditions of competition. The commodities 

thus purchased by a society are sold again when prices are higher. This system of the outright 

purchase of the produce by the society involves the risk of price fluctuations. If the managers 

of societies lack business experience, they hesitate to adopt the outright purchase system. In 

1964-65, the National Cooperative Development Corporation recommended that the outright 

purchase system should be adopted only by a society which possesses the following qualities: 

(a) The society has a trained manager, i.e., one who is capable of understanding the 

intricacies of the trade; 

(b) The society is financially sound and has adequate borrowing facilities; 

(c) The society is affiliated to a good viable central level society; and 

(d) The society possesses processing facilities. 

 

(iii) Advancement of Credit 

Co-operative marketing societies advance finance to farmers against their stock of foodgrains 

in the godowns of the societies. This increases the holding power of the farmers and prevents 

distress sales. Generally, societies advance credit to the extent of 60 to 75 per cent of the 

value of the produce stored with them. The recoveries are affected from the sale proceeds of 

the produce of the farmer. This function involves no risk to the society. Moreover, it 

increases the business. 

 

(iv) Procurement and Price Support Purchases 

Co-operative marketing societies act as agents of the government in the procurement of 

foodgrains and other agricultural commodities at the announced procurement or support 

prices. 

 

(v) Other Functions 

The following functions are also carried out by them, depending upon the availability of 

funds and other facilities: 

(a) They assemble the marketable surplus of small and marginal farmers and transport this 

surplus from villages to the society headquarters for disposal; 

(b) They make arrangements for the grading of the produce and encourage producers to sell 

the produce after grading so that they may get better prices; 

(c) They undertake the processing of produce; 

(d) They make arrangements for the export of agricultural commodities in collaboration with 

the State Level Co-operative Marketing Federation and the National Agricultural Co-

operative Marketing Federation; 

(e) They undertake inter-state trade in agricultural commodities; and 

(f) They distribute agricultural production inputs, such as fertilizers improved seeds, 

pesticides, agricultural implements, and such essential consumer articles as sugar, kerosene 

oil and cloth. 
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FORMS OF GOVERNMENT INTERVENTION IN MARKETING SYSTEM  

 In the interest of public welfare, the government intervenes in the 

marketing system. The extent of intervention depends on the objectives of the 

government and the extent of defects and malpractice prevailing of the 

system. Government intervention may be direct or indirect; and it may take 

any or a combination of the following forms; 

(i) The farming of rules and regulations for the protection of the interest 
of some sections of the population. These may relate to the grant of 
monopolies, restriction on the activities of traders, licensing and 
market regulation. 

(ii) Promotional activities such as storage and warehousing, 
transportation and communication facilities, credit facility, grading 
and standardization and encouragement of co-operative marketing. 

(iii) Administration of prices at different levels of marketing guaranteeing 
minimum support prices to producers, providing commodities at fair 
prices to consumers and fixing the rates of commission charged by 
commission agent. 

(iv) Influencing supply and demand by import, export, internal 
procurement and distribution.  

     In India, the government has intervened in the marketing system in 

various ways at different points of time. The section which follow deal with 

the description of the government’s efforts to improve the marketing 

technique of agricultural commodities. 

The government of India has intervened in the marketing system in various 

ways described as under. 

1. Establishment of Directorate of Marketing and Inspection (DMI) (1935) 
The Directorate of Marketing and Inspection is an attached office of the 

Ministry of Agriculture, Government of India located at Faridabad (Haryana) 

and branch head office at Nagpur (Maharashtra). It is headed by the 

Agricultural Marketing Adviser (AMA) who is assisted by a joint AMA, 

Deputy AMAs, Directors of Laboratories and other technical staff. 

 Functions: 

1. Market research and commodity surveys 
2. Market extension 
3. Statutory regulation of markets and market practices 
4. Promotion of grading and standardization 
5. Training of marketing personal 
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6. Marketing improvement and development cell 
7. Publication of journal 
8. Setting up of State marketing Department. 
2. Regulation of Agricultural Marketing  

To improve marketing condition with a view to creating fair competitive 

conditions to increase the bargaining power of producer-sellers was 

considered to the most important pre-requisite of orderly marketing. Most 

of the defects and malpractice under the marketing system of agricultural 

products have been more or less remove by the exercise of public control 

over markets, i.e., by the establishment of regulated markets in the 

country. 

     3. State Trading Corporation (STC)  

  One of the responsibilities of the government is to ensure the 

supply of essential commodities to the people. This may require direct 

intervention in trading of agricultural commodities. The objectives of state 

trading includes; supply of essential commodities at reasonable price regularly, 

to ensure a fair price to farmers, price stabilities, supply of inputs, buffer stock 

maintenance to arrange for storage, transportation and processing to conduct 

for required statistics and to check hoarding, black marketing and profiteering. 

Export and import of agricultural commodities has also been undertaken by 

government through STC. 

     4. Food Corporation of India (FCI)  

The FCI was established on January 1, 1965. The FCI, today, is the 

unrivalled food marketing agency, serving the interests of both the farmers 

and consumers. Operationally, the FCI reaches the remotest corners of the 

country through its vast network of offices and storage centers. Financially, it is 

the largest public sector undertakings, with an annual turnover of over Rs. 

4000/- crores. Function of FCI includes, procuring a sizeable portion of 

marketable surplus of various agricultural commodities to build up a sizeable 

buffer stock and to make timely releases of the stocks through the public 

distribution system. It also helps in minimizing seasonal price fluctuations and 

inter-regional price variations in agricultural commodities by establishing a 

purchasing and distribution network. 
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        5. Buffer Stock, Procurement and Distribution  

The term buffer stock of food grains refers to the stock of food grains 

maintained by the government to be used as a buffer to cushion against 

unforeseen fluctuation in the demand or scarcity of any commodity especially 

with regard to food grains, cotton, sugar, tea etc. The buffer stock is also 

encouraged in order to regulate market supply and maintain prices at a 

particular level. 

      6. Quality Control  

 Quality control of agricultural commodities is the responsibility of the 

Directorate of Marketing and Inspection. The directorate has prescribed grade 

and standards for various agricultural products under the Agricultural Produce 

(Grading and Marketing) Act 1937. Agricultural commodities are graded under 

this Act on the basis of the specification laid down under the grade standards. 

Grade products bear the AGMARK label, indicating the purity and quality of 

products. 

     7. Price Support and APC/CACP  

 The Agricultural Price Commission (APC) was set up by the Government 

of India in January 1965, to advise the government on price policy of 

agricultural commodities, with a view to evolving a balanced and safeguard 

price structure in the perspective of the overall needs of economy with due 

regard to the interest of the producer and consumer. Recently this commission 

is known as Commission for Agricultural Costs and Prices (CACP). The 

commission generally recommends the minimum support prices which are in 

the nature of an insurance against an excessive price fall. It also recommend 

procurement prices at which the government should procure the considering 

price trend, size of crop and need for public distribution. 

     8. Statutory Price Control and Rationing  

 Statutory rationing of food grains was undertaken in the country 

because of severe shortages. The main purpose is to keep the increasing 

demand of food grains under control. This is a social measure which has been 

adopted by the government to protect mainly the vulnerable sections of 

society who cannot afford to purchase food grains at open market prices 

because of their poverty. The main purpose of rationing is to provide to the 

poor. 
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     9. Act Passed for Improving Agricultural Marketing 

 The beginning of marketing legislation is form 1886 in India. Various Acts 

were enacted by the government to improve the agricultural marketing in the 

country. 

10. Co-operative Marketing  

   The establishment of co-operative societies is another step which has 

been taken to overcome the problems arising out of the present system of 

marketing agricultural produce. The objective of economic development and 

social justice can be furthered by channellising agricultural produce through 

co-operative institutions. 

NAFED  

 The National Agricultural Co-operative Marketing Federation (NAFED) 

is an apex organization of marketing cooperatives in the country. It deals in 

procurement, processing, distribution, export and import of selected 

agricultural commodities. The NAFED is also the central nodal agency for 

undertaking price support operations for pulses and oilseeds and market 

intervention operations for other agricultural commodities. 

  At the national level the National agricultural Co-operative 

Marketing Federation (NAFED) was established in October 1958. The state 

level marketing federations and National Co-operative Development 

Corporation are its members. The head office of NAFED is at Delhi, and its 

branch offices are located at Bombay, Calcutta and Madras. NAFED’s are 

operation extends to the whole country. It has established branches in all 

major part town and capital cities of state in the country. 

Objectives:  

1. To co-ordinate and promote the marketing and trading activities of its 
affiliated co-operative institutions. 

2. To make arrangement for the supply of agricultural input required by 
member institutions. 

3. To promote inter state and inter national trade in Agricultural and other 
activities. 

4. To act as an agent of the Government for the purchase, sale, storage and 
distribution of agricultural products and inputs.  
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Activities:  

1. Inter state trade 
2. Export of Agricultural  Produce 
3. Import Agricultural  Produce 
4. Maintain expert staff which conducts market studies. 
5. Production and Marketing of Agricultural inputs. 
6. Setting of Scientific Storage System. 
7. Processing for Fruits and Vegetables. 

CO-OPERATIVE MARKETING SOCIETY 

 Private agencies dominate the Indian foodgrains trade. Farmers 

complain of the marketing system because they get lower prices, due mainly to 

high marketing charges and the prevalence of malpractices. The efforts of the 

government to improve the marketing system of agricultural commodities 

have been partially successful in creating healthy conditions for efficient 

marketing. Moreover, the progress of regulated markets is not uniform in all 

areas. The need for strengthening co-operative organizations has, therefore, 

been recognized for the marketing of the produce of the farmer and for 

making inputs available for them at the right price and time.   

 It is a voluntary business organization of farmers, with the aim of 

marketing the agriculture produce of the members and to get a remunerative 

price to the producers, under take services as may as possible and to supply 

agriculture inputs for the benefit of the member, wherever possible processing 

activities are also to be undertaken. 

Objectives of Co-operative marketing Society;  

1. To collect farm produce of members and sale on behalf of members in 
the market. 

2. To give remunerative price for agriculture produce (marketed) to the 
members. 

3. To perform marketing services assembling, grading, storing, 
transporting, financing and processing of the produce of the members to 
perform the above services efficiency and to give benefits to the 
members. 

4. To help in recovery of loan of members by linking marketing of credit. 
Thus, crop loans will be recovered through marketing of members 
produce. 

5. To provide marketing finance or giving waiting capacity for better price. 
6. To supply agricultural inputs and daily necessaries of life to the 

members. 
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7. To carry out or to under take processing activities of agro based 
industries. 

Structure of Co-operative Marketing in India;  

 In Assam, Bihar, Kerala, MP, Karnataka, Orissa, Rajasthan and West 

Bengal, there is a two –tier system with primary marketing societies at the 

taluka level and State marketing federation at an Apex body at the state level.  

  In other states, there is three-tier system  

 Primary co-operative marketing society (at taluka level) 

 Central co-operative marketing union or federations (at district level) 

 Apex co-operative marketing societies (at state level) 
 In our state GUJCOMASOL (Gujarat State Co-operative Marketing 

Society Ltd.) is state level co-operatives for marketing and central level NAFED 

(National Agricultural Co-operative Marketing Federation). 

 In milk marketing, there are two tier structures. At primary level or 

base level village milk producer societies and at district level milk producers 

societies union. 

 In poultry two tier structure- poultry producer co-operative societies 

which are directly linked to state Co-operative Poultry Federation. 

Suggestions for Improvement 

1. The area of operations of the societies should be large enough so that 
they may have sufficient business and become viable. 

2. Co-operative Marketing Societies should develop sufficient storage 
facilities in the mandi as well as in the villages.  

3. Member should be educated and encouraged and persuaded to market 
their produce through co-operative societies.  

4. Honest and sincere person should be elected to manage societies. 
5. Co-operative Marketing should be included processing activities, credit 

and finances to make them successful. 
6. The societies should acquire the transport facility to bring the produce of 

the members from the villages to the mandi in time and at a lower cost. 
7. Co-operative Marketing Societies should diversify their activities. They 

should sell the produce and inputs, and engage in the construction of 
storage facilities. 
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INSTITUTION FOR MARKETING  

 

REGULATED MARKET  

 A regulated market is one which aims at the elimination of the 

unhealthy and unscrupulous practices, regarding marketing charges and 

providing facilities to producers-sellers in the market. Any legislative measure 

designed to regulate the marketing of agricultural produce in order to 

establish, improve and enforce standard marketing practices and charges may 

be termed as one which aims at the establishment regulated market.  

 Regulated markets have been established by State Government and 

rules and regulations have been framed for the conduct of their business. In 

regulated markets, the farmer is able to sell his marketed surplus in the 

presence of several buyers through open and competitive bidding. 

 The regulated market committee consisting 17 members of which, 8 

are farmers representative, 4 are traders representatives, 2 are co-operative 

marketing society, 1 is from Panchayat or Municipality, 1 is revenue officer 

and 1 is Government representative. 

 Regulated market is functioning under this committee by the staff 

working under it. Marketing committee has to see that all the traders obtain 

licenses for working in the market produce is sold by open auction. It is 

properly weighted by the licensed weight man, purchaser and sellers are 

recorded, payment is made at the spot to the farmers. There are no illegal 

deductions. The bad practices of marketing are eliminate and banking facilities, 

storage function, lodging and boarding facilities, shed for carts and bullocks 

and other needs and information services are provided. 

Benefits of Regulated Market:  

1. They provide all the facilities needed by farmers in the marketing 
centers which will attract them to coming to the markets where buying 
and selling is regulated. 

2. In such market due to open auction system farmer and trader are 
bought on equal stage. 

3. The prices are quoted open and are paid in cash on the spot. 
4. The farmers are assured by fair price in the market. 
5. Illegal deduction and other bed practices of marketing are avoid, 

eliminates and farmers are protected from paying extra charges. 
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6. Proper weight is done, in some market grading is also done and 
warehouses are there to keep the produce. The farmers get to day 
information regarding price and arrivals of market. 

CO-OPERATIVE MARKETING  

 It is a voluntary organization of farmers, with the aim of marketing the 

agriculture produce of the members and to get a remunerative price to the 

producers, under take services as may as possible and to supply agriculture 

inputs for the benefit of the member, wherever possible processing activities 

are also to be undertaken. 

Objectives of Co-operative marketing Society;  

1. To collect farm produce of members and sale on behalf of members in 
the market. 

2. To give remunerative price for agriculture produce (marketed) to the 
members. 

3. To perform marketing services assembling, grading, storing, 
transporting, financing and processing of the produce of the members to 
perform the above services efficiency and to give benefits to the 
members. 

4. To help in recovery of loan of members by linking marketing of credit. 
Thus, crop loans will be recovered through marketing of members 
produce. 

5. To provide marketing finance or giving waiting capacity for better price. 
6. To supply agricultural inputs and daily necessaries of life to the 

members. 
7. To carry out or to under take processing activities of agro based 

industries. 
Structure of Co-operative Marketing in India;  

 In Assam, Bihar, Kerala, MP, Karnataka, Orissa, Rajasthan and West 

Bengal, there is a two –tier system with Primary Marketing Societies at the 

taluka level and State Marketing Federation at an Apex body at the state level.  

  In other states, there is three-tier system  

 Primary Co-operative Marketing Society (at taluka level) 

 Central Co-operative Marketing Union or Federations (at district level) 

 Apex Co-operative Marketing Societies (at state level) 
 In our state GUJCOMASOL (Gujarat State Co-operative Marketing 

Society Ltd.) is state level co-operatives for marketing and central level NAFED 

(National Agricultural Co-operative Marketing Federation). 
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 In milk marketing, there are two tier structures. At primary level or 

base level village milk producer societies and at district level milk producers 

societies union. 

 In poultry two tier structure- poultry producer co-operative societies 

which are directly linked to state Co-operative Poultry Federation. 

Suggestion for Improvement 

1. Marketing finance should be provided and make the societies financially 
strong. 

2. Member should be educated and encouraged and persuaded to market 
their produce through co-operative societies.  

3. Honest and sincere person should be elected to manage societies. 
4. Co-operative Marketing should be included processing activities, credit 

and finances to make them successful. 
5. MINIMUM SUPPORT PRICE…… “The Farmer’s Armor” 
6. Posted June 25, 2010 by smcinvestmentindia 

in agriculture, commodity, Economy, india, smc capitals, SMC 
Depository, SMC Global, SMC online trading, SMC Research 
Based Advisory Services. Tagged: Cabinet Committee on 
Economic Affairs, CACP, Central Government, Commission on 
Agricultural Costs and Prices, edible oils, farmers,FCI, Food 
Corporation of India, minimum support price, MSP, pulses. Leave 

a Comment 

7. MSP is a part of agricultural pricing policy of the central 
government. It is considered as a form of market 
intervention and also as one of the supportive measures 
(safety nets) to the agricultural producers. 

 
8. In the phase of liberalization, MSP has a strong linkage to 

the market. In this situation, three important aspects 
deserve attention: 

9. (i) insulating the farm producers against the 
unwarranted fluctuations in prices, provoked by higher 
production and the international price variations and 

https://smcinvestment.wordpress.com/category/agriculture/
https://smcinvestment.wordpress.com/category/commodity/
https://smcinvestment.wordpress.com/category/economy/
https://smcinvestment.wordpress.com/category/india/
https://smcinvestment.wordpress.com/category/smc-capitals/
https://smcinvestment.wordpress.com/category/smc-depository/
https://smcinvestment.wordpress.com/category/smc-depository/
https://smcinvestment.wordpress.com/category/smc-global/
https://smcinvestment.wordpress.com/category/smc-online-trading/
https://smcinvestment.wordpress.com/category/smc-research-based-advisory-services/
https://smcinvestment.wordpress.com/category/smc-research-based-advisory-services/
https://smcinvestment.wordpress.com/tag/cabinet-committee-on-economic-affairs/
https://smcinvestment.wordpress.com/tag/cabinet-committee-on-economic-affairs/
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10. (ii) creation of an incentive structure for the 
farm producers in order to direct the allocation of 
resources towards desired crops and 

 
11. (iii) insulating consumers against sharp price rise, 

which may have been created by monsoon failure or even 
by vested interest by creating artificial scarcity. The focus 
is to providing remunerative prices for the cultivators. 
 

12. ROLE OF CACP 
 
The Commission on Agricultural Costs and Prices (CACP) 

discusses the price situation of various commodities with 

the representatives of the State government and 

various stakeholders to declare the prices of any 

agricultural product. The CACP while recommending 

MSPs takes into account factors such as cost of 

production, change in prices of inputs, demand and supply, 

market price trends and cost of living among other factors. MSP is 

determined by the principle of full cost of production that includes 

the rental value of land, an imputed value of family labor and 

returns to farmers. 

In fixing the support prices, CACP relies on the cost concept which 

covers all items of expenses of cultivation including in that the 

imputed value of inputs owned by farmers such as rental value of 

owned land and interest on fixed capital. Some of the 

important cost concepts used by CACP are the C2 and C3 costs. 

C2 cost includes all actual expenses in cash and kind incurred in 

production by actual owner plus rent paid for leased land plus 

imputed value of family labour plus interest on value of owned 

capital assets (excluding land) plus rental value of owned land 

(net of land revenue). Now, C3 cost is derived as: Cost C2 + 10 

percent of cost C2 to account for managerial remuneration to the 

farmer. 

Costs of production are calculated both on per quintal and per 

hectare basis. Since cost variations are large over States, CACP 

recommends that MSP should be considered on the basis of C2 

cost. 
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Role of FCI 

 On behalf of the Central Government, Food Corporation of India 

(FCI) along with State Governments and their agencies responsible 

for procurement of agri product on MSP fixed by CACP. But FCI 

procure the commodities from such states where production of any 

specific product is surplus. The main areas for procurement of 

wheat and rice are the surplus states like Punjab, Haryana, and 

some parts of Uttar Pradesh for both crops and Andhra Pradesh for 

rice. This has led two kinds of problems. One, growing buffer stock 

with FCI and our go-down are overflowing stocks of food 

grains, but, at the same time some parts of the country reported 

starvation. Second rest part of country producing these 

commodities doesn’t access the advantage of MSP. 

13. Farmers of those states do not fully get the benefit of the support 
price. This has created serious imbalances in demand and supply 
of principal crops in the country. 
 

14. Similarly, the country has been facing large shortages of pulses and 
edible oils . 

15. Latest Development 
16. The Cabinet Committee on Economic Affairs, chaired by Prime 

Minister Manmohan Singh, increased the minimum support price 
(per quintal): Arhar-Rs. 3,000, Moong-Rs. 3,170, Urad- Rs. 2,900, 
Paddy (common variety) Rs.1,000, and for grade A at 
Rs.1,030, Groundnut- Rs.2,300, Sunflower-Rs. 2,350, Niger seed 
Rs. 2,450,Soyabean (black)- Rs.1,400, Soyabean (yellow)- Rs.1440 
and sesame- Rs.2900, Jowar (hybrid), bajra andmaize, the 
minimum support price has been raised by Rs. 40 and fixed at Rs. 
880. MSPs of Jowar (Hybrid), Bajra and Maize each have been 
raised by Rs. 40 per quintal and fixed at Rs.880 per quintal. 

17. Conclusion 
18. The policy has a favorable impact on farm income and has 

led to an economic growth. The implementation of Minimum 
Support Prices (MSP) has played an important role in meeting the 
ultimate goal of improving the agricultural production and 
the welfare of the agricultural community. Presently, 25 major 
crops are covered under the minimum support price program. 
Thus now MSP is oriented to crop diversification which had not 
encouraged earlier. Our policy makers are trying to 
effective implementation of MSP in all over the country. 

19. OUR Websites: 
 http://www.smcindiaonline.com,http://www.smccapitals.com, 
http://www.smctradeonline.com,http://www.smcwealth.com 

 

http://www.smcindiaonline.com/
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http://www.smctradeonline.com/
http://www.smcwealth.com/
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Marketing Mix

22.1 Introduction

The basic task of marketing is the delivery of product(s) to consumers

so that their  needs  are fulfilled and organisational objectives are also

achieved. This involves several important decisions, e.g. deciding about

the product or products which should be offered for sale, price of the

product, markets where products may sell and the means of

communication with the consumer for the sale of the product. All these

decisions form part of marketing-mix. In this lesson we shall study

about the concept of marketing mix, its components and the relationship

among various components of marketing mix.

22.2 Objectives

After studying this lesson, you will be able to :

l explain the concept and characteristics of marketing mix;

l describe various components of marketing-mix;

l establish the relationship amongst various components.

22.3 Concept and Characteristics of Marketing Mix

The process of marketing or distribution of goods require particular

attention of management of business because production has no relevance

unless products are sold. Marketing mix, simply stated, is the process
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of designing and integrating various elements of marketing in such a

way as to ensure the achievement of enterprise objectives. The elements

of marketing mix have been classified under four heads - product,

price, place and promotion. That is why marketing mix is said to be

a combination of 4 P’s. Decisions relating to the product include product

designing, packaging and labelling and varieties of the product. Decision

on ‘Price’ is very important because sales depend to a large extent on

product pricing. Whether uniform price will be charged or different

prices will be charged for the same product in different markets are

examples of decision pertaining to the price of the product. The third

important element is ‘place’, which refers to decision regarding the

market where products will be offered for sale. ‘Promotion’ involves

decisions bearing on the ways and means of increasing sales. Different

tools or methods may be adopted for this purpose. The relative

importance to be attached to the various methods is decided while

concentrating on the element of ‘promotion’ in marketing mix., Lastly,

the marketing manager has to take into account the impact of external

factors like consumer behaviour, competitors’ strategy, and Government

policy on each element of marketing mix.

In short, marketing mix involves decisions regarding products to the

made available, the price to be charged for the same, the incentives to

be provided to the consumers in the markets where products would be

made available for sale. These decision are taken keeping in view the

influence of marketing forces outside the organisation.

Characteristics of Marketing Mix

(i) Marketing-mix is the crux of marketing process:

Marketing mix involves many crucial decisions relating to each

element of the mix. The impact of the mix would be the best

when proper weightage is assigned to each element and they are

integrated so that the combined effect leads to the best results.

(ii) Marketing mix has to be reviewed constantly in order to meet

the changing requirements :

The marketing manager is required to constantly review the mix

and conditions of the market, and make necessary changes in the
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marketing mix according to changes in the conditions and

complexion of the market.

(iii) Changes in external environment necessitate alterrations in

the mix:

Changes keep on taking place in the external environment. For

many industries, customer is the most fluctuating variable of

environment. Customers’ tastes and prefrances change very fast.

Brand loyalty and purchasing power too change over a period of

time. The marketing manager has to carry out market analysis

constantly to make necessary changes in the marketing mix.

(iv) Changes taking place within the firm too necessitate changes

in marketing mix:

Changes within the firm may take place due to technological

changes, or changes in the product line, or changes in the size

and scale of operation. Such changes call for correspondent

changes in the marketing mix.

Intext Questions 22.1

State which of the following statements are ‘true’ and which are ‘false’.

1. Marketing mix is a one time decision

2. Marketing mix consists of four elements.

3.  External environment doesnot affect marketing mix.

4. Marketing mix needs continuous review.

5. Marketing mix should be so planned that it fulfills the needs of

the consumer as well as the organisation.

22.4 Elements of Marketing Mix

As mentioned earlier the elements or constituents of marketing mix

may be grouped broadly under four heads :
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(i) Product

(ii) Price

(iii) Place

(iv) Promotion

Product

Product refers to a physical product or a service or an idea which a

consumer needs and for which he is ready to pay. Physical products

include tangible goods like grocery items, garments etc. Services are

intangible products which are offered and purchased by consumers.

Services may involve also an innovative idea on any aspect of operation.

Products is the key element of any marketing mix. The decisions

concerning product may relate to -

a) Product attributes

b) Branding

c) Packaging and labelling

d) Product support service

e) Product mix.

Product attributes refer to the quality, features and design of the product.

A product should serve the purpose for which it is made, in terms of

utility and quality. In a competitive market, products are differentiated

on the basis of certain features or design. For example, in the whirlpool

washing machine.‘Agitate wash’ is the distinctive feature.

Branding is a crucial decision. In a competitive market, many products

are sold by brand names. You might have come across Indian brand

names, like Maruti, HMT, Godrej, TATA. Amongst foreign brand names

Sony, Samsung are well known. Brand is an identification of product.

It plays an important role in creation of demand while branding a

product, it should be ensured that the name is simple, easy to read and

pronounce and if possible, it should have an appeal.
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Packaging and labelling of product are quite important decisions

Packaging means putting the products in suitable containers or packets

such as tin, plastic jar or card board box, etc. Packaging should be

such that product is protected and easily handled. Sometimes, the

container may have its own usefulness. For instance Baidyanath

chyawanprash (pack) is available in a plastic jar which can be reused

after consuming the chyawanprash. Certain polythene and plastic are

not considered good as packaging material from the environment point

of view. Their usage should be avoided.

Labelling serves the purpose of indicating the contents, weight or

measure, instructions for use, price, name of the producer, date of

manufacture and expiry, etc. The information on the label is essential

for various reasons. For example, the date of expiry in case of medicines,

and date of manufacture in the case of  eatables prevent the sale of

products which may prove harmful.

Product support service is another important element of product decision.

It includes decision pertaining to the type of service and availability of

the service. Service may be by way of installation service, training in

product use, after sale service, credit and financing service, etc. It

should  be decided whether services would be provided free or against

separate charge. Secondly, how the services would be made available

by the producers or agencies,  are also important decisions to be made

particularly with respect to durable consumer goods like TV, washing

machines electric fans, etc.

The markets in which products will be offered is yet another important

decision. A company may decide to a single or a variety of products,

add new products, or withdraw certain products. Relevant decisions are

made keeping in view the scope of marketing. Such decisions are called

product line or product mix decisions. Product life cycle is a guiding

factor while decisions are made.

Product life cycle

Product life cycle denotes different stages through which the sale of

any product changes over a period of time. Generally, there are four

stages in the life of each product–introductory stage, growth stage,

maturity stage, and declining stage. When any product is introduced in
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the market, heavy expenditure is incurred on advertising and other

methods of increasing the sale. This is known as introductory stage.

During the growth period, sale of the product increases fast and cost

of production comes down due to increase in scale of production.

Profits earned increase substantially. During the maturity stage, the

growth in sale of the product slows down. Profits also start declining.

After the maturity stage there is a stage of decline, when the product

starts losing its acceptance. There is a pressure for price cut. Firms

generally start withdrawing the product after maturity stage. Some firms

start preparing for introducing alternative product at the end of growth

stage. Product life cycle, thus, helps in deciding about the product or

products which should be offered in different markets.

Price

Price is the amount charged for a product or service. It is the

consideration paid by consumers for the benefit of using any product

or service. Price fixation is an important aspect of marketing. Pricing

decisions of a company are affected by both internal as well as external

factors.

Internal Factors External Factors

– Cost of the product – Nature of market

– Marketing objectives Pricing or demand for product

– Marketing mix strategy Decision – Competitors' costs and

strategy price offers.

– Organisation for pricing – Other environmental

factors like economy,

government’s policies,

etc.

Internal factors :

Internal factors, affecting the price of a product, are many. Cost of the

product sets the floor. Any company would like to charge a price

which covers the cost of the product and a fair rate of return.

Cost of the product means total cost i.e., fixed plus variable costs.

Fixed costs do not change with the change in volume of production

upto a certain level. Variable costs change proportionately. In the period
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of recession, companies continue to supply at a rate which covers

variable costs and as much of costs as possible.

The Company’s marketing objective is yet another important variable

for price fixation. If it is survival, the company would stay in the

market as long as it covers variable costs fully and fixed costs partly.

In case it is market leadership, a low price will be fixed initially. After

wards prices may be enhanced. ‘Surf Excel’ is an example. At the time

of introduction, its price was just equal to other close substitutes, but

today it has its own market. It is bought by consumers without

comparing its price with other substitutes.

The relative importance of pricing decision in marketing mix, also

affects price fixation. Sometimes pricing decision is the control decision

and all other decisions are taken afterwards.

It may also happen that other variables of marketing mix like promotion

become more important. Price is fixed after considering other variables.

Who will fix the price is yet another important decision. In small

organisations, top management sets the price. In large companies, product

line managers perform this job. For industrial markets, sales managers

are permitted to negotiate prices within a specified range. These days

many companies set up a separate department to handle pricing decision.

External factors

Besides internal factors, external factors also influence the pricing

decision of a company. These factors are called environmental factors.

Nature of demand, competitors’ costs,  price offers and government

policy are very important factors to be considered while fixing prices.

The relationship between price and demand should be analysed properly.

No company can ignore the costs, prices and offers of substitute items

from competitiors. Economic factors, like rate of interest, state of

industry (boom or recession), inflation, etc. affect the price-fixing

decision. In case of certain products, e.g. products which fulfil basic

needs, government may impose price control. Thus, it would also affect

price of the product.

There may be two methods of price-fixation:
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1. Cost-based approach

2. Competition-based approach

Cost-based approach :

This is the simplest method of pricing. Generally companies add a

certain percentage of Profit, to the total cost of the product. The total

cost of the product is calculated after taking all types of costs into

consideration. While following this approach, no other factors e.g. prices

of substitute goods, nature of demand, etc. are considered.

Competition-based approach :

In competitive market, cost-based approach is not always practicable.

The prices are determined on the basis of conditions in the market.

Companies may follow any one of the following three approaches.

a) Price-in-line

b) Market-plus

c) Market-minus

Price-in-line means prices fixed nearly equal to the prices of close

alternatives. Generally this happens under free market conditions i.e.

when the number of buyers and sellers is so large that they cannot

affect the prices. Prices are decided by the market forces of demand

and supply.

When companies charge (fix up) a price which is more than the price

of existing substitutes, it is called market plus pricing. This approach

is adopted when the quality of a product is better, or it has a popular

brand name, or its packaging is attractive and useful. Consumers will

pay more only when they find distinctive differences in the product

and its substitutes.

Sometimes business enterprises get ready to supply products at a price

lower than the market price. It may be adopted to grab a larger market

share or to make a newly introduced product more popular. This

approach is called market-minus approach. Companies having shorter

channels of distributions or direct selling facilities can afford to fix a

price lower than the prevailing market price.
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Intext Questions 22.2

A. Fill in the blanks :

1. Products are more identified by their _________ name.

2. Plastic jars are nowadays quite popular for __________.

3. __________ refers to the decision concerning product line

or which product (s) will be offered in different markets.

4. Services which are provided with the product and may be

before or after sale are known as ___________ services.

5. Different stages through which the sale of a product passes

over a period of time denote _________.

B. State which of the folllowing statements are ‘true’ and which are

‘false’.

(i) Cost is the main consideration while setting the price of

a product.

(ii) Govt. policies have no influence on the price fixation policy

of a company.

(iii) Both internal as well as external factors affect price

fixation.

(iv) Under cost-based approach, only the variable costs of a

product are considered.

(v) Competition-based approach of price fixation forces a

company to supply the product at existing prices.

Promotion

Promotion  refers to using methods of  communication with two

objectives : (i) informing the existing and potential consumers about a

product, and (2) to persuade consumers to buy the product. It is an

important element of marketing mix. In the absence of communication,

consumers may not be aware of the product and its potential to satisfy

their needs and desires. Various tools of communication form part of

promotion mix. Companies must decide which tool(s) should be used
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for larger sales and in what proportion. The tools should  be combined.

These decisions are known as promotion-mix decisions.

There are four components of promotion-mix i.e., advertising, personal

selling, sales promotion and public relations. Thus, promotion mix is

a company’s total communication programs which consists of different

blends of its components and which is used to achieve the company’s

marketing objectives.

Tools of Promotion-mix

Advertising, personal selling, sales promotion and publicity are the

major tools. The marketing manager must recognise the characteristics

of each tool and costs involved while deciding on the promotion-mix.

Advertising

Advertising is an impersonal form of communication for which the

seller pays in order to promote a physical product or service. It may

be in print form as in newspapers and magazines, or in audio form as

on the radio and other similiar methods, or in audio-visual forms as on

the Television, cinema screen, etc.

The merits of advertising is that it reaches a larger number of people,

the message can be repeated, its cost is not high, and with the

development of art and computer graphics, simple statements can be

transformed into forceful messages.

The other side of advertising is that it doesnot provide any feed back,

it is not as forceful as personal selling, it is not flexible, and good

advertisements cost a lot.

Personal selling

Personal selling is a personal communication with one or more

prospective buyers for the purpose of selling a product or service.

These days, personal selling is considered to be the most effective tool

because of various characteristics which are listed below:

l it involves personal interaction, hence feed back is received

immediately;
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l it is quite flexible, salesman can adjust communication according

to the level of customer’s under-standing.

l it is more persuasive; buyers can be convinced about the utility

of the product;

l impressive salesman leaves an impression on the prospective

buyer; it may increase sales in the future.

Personal selling suffers from a few drawbacks too. It is the most

expensive tool of promotion. Secondly, it requires too much dependence

on sales force.

Sales Promotion

Sales promotion means the use of short-term incentives which are

designed to encourage immediate purchase of a product or service by

the buyer. It may includes offer of discounts, free gifts, free sample,

coupons, demonstration, store display, etc. One tooth brush free with

one 100gm. Close-up dental cream is an example of sales promotion.

Generally this tool supplements the efforts made through personal selling

and advertisement.

Most of the sales promotion activities come in the form of some

incentive for the buyer; hence sales generally increase immediately.

Big business enterprises use sales promotion tools while introducing a

new product. It adds to the effectiveness of total promotional efforts of

a company.

Sales promotion has certain demerits e.g. it does not leave a lasting

effect. Some customers also feel that sales promotion schemes are

launched to clear old stocks.

Publicity :

Publicity takes place when a favourable  presentation is made through

mass media about a product or service. People believe more on such

news than in advertising. It covers people who do not entertain personal

selling and sales promotion approaches. It is a non-paid form of

communication but sometimes it is not regarded as a promotional tool

within the reach of a company. Very few products or services are

covered by publicity.
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Packaging is also considered as a powerful sales promotion tool these

days. It immediately attracts the buyer and makes him buy the product.

This tool has produced good results in case of consumer goods. To

some extend, packaging has replaced the counter salesman.

You have now learnt about the various tools of promotion. Each tool

has certain merits and demerits. It is very important that promotion

mix is so devised that it achieves marketing objectives optimally. It is

not an easy task. There are no hard and fast rules of promotion mix.

Hence every factor should be paid due attention while deciding on the

promotion mix.

Factors governing Promotion-mix

1. Nature of product

Different types of products require different promotion mix. In

case of consumer goods, advertisement is considered to be the

most important because the goods are non-technical and produced

on a large scale. But for industrial goods personal selling is

regarded as the most important tool because the products are

technical in nature, costly and persuasion is considered essential

for their sale.

2. Type of the market

If the number of customers is quite large and they are spread

over a vast area, advertisement is more helpful because it can

reach people everywhere. However if number of customers is

not very large and they are concentrated geographically, personal

selling and sales promotion may be more effective.

3. Stage of the product life cycle

The promotional mix depends upon the stage of the product in

product life cycle. During introduction, heavy expenditure is

incurred on advertisement followed by personal selling and sales

promotion. During the growth stage, customers are aware of the

benefits of product. Hence advertisement alongwith personal

selling will be more effective. At the maturity stage, competition

is more intense. Sales promotion becomes the most important

tool to boost sales.
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4. Budget

Funds available for promotion also decide promotion mix, e.g.

advertisement is a costly tool. If sufficient funds are not available

this tool may not be adopted. Personal selling involves continuous

spending. Thus, budget is a deciding factor for promotion-mix.

5. Push vs. Pull Strategy

When the firm pushes the product to the middlemen they in turn

push it to the consumers, it is known as ‘push’ strategy. In this

case, personal selling or display should be more effective.

Pull strategy refers to the policy of a company to strive to build up

consumer demand without recourse to middlemen. Generally advertising

is considered more important in case of pull strategy.

To sum up, it  may be said that all promotional tools are complementary

and not competitive. The degree of emphasis on each tools will differ

depending upon the influence of certain factors. A proper combination

of promotional tools should be designed to attain better results.

Place

Place is another important element of marketing mix. Once the goods

are manufactured, packaged, priced and promoted, they must be made

available to the consumers. Activities related to placing the products

are covered under this element of marketing-mix. It consists of decisions

relating to channels of distribution and physical distribution. Channels

of distribution refer to the individuals and organisations which facilitate

moving the goods from manufactures to consumers. It is important that

regular and smooth flow of goods is maintained so that products are

not spoiled and supplies are not delayed. To ensure this, various

facilitating services need to be arranged like transportation, warehousing,

inventory control, and order processing. These are known as components

of physical distribution. Let us now study the two sub-elements of

‘place’-

(A) Channels of distribution

(B) Physical distribution
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(A) Channels of Distribution :

Channel of distribution denotes the intermediaries involved in the process

whereby a product passes from the manufacturer to consumers. It is

very important for the producers to involve middlemen in order to

reach consumers. Middlemen reduce the problems of both producers

and consumers. Secondly, middlemen help in distributing the products

over a large area. Middlemen also supply useful market information to

the producer for improving the product. Involvement of middlemen

adds to the convenience of consumers because they are able to lay

many items from a single store. Some people feel that by involving

more middlemen in the process of distribution, the final price of a

products is considerably raised which is ultimately paid by the consumer.

Therefore the number of middlemen involved should be limited, if at

all necessary: There can be various levels of channel. It is for the

producer to decide which level would suit the sale of his product.

Number of Channel Levels

Distribution channel starts from the producer and ends with the

consumer. Each layer of middleman that performs some work in bringing

the product closer to the final layer is a channel level. The diagram

given below shows the various channel levels.

Channel 1 Manufacturer Consumer

Channel 2 Manufacturer Retailer Consumer

Channel 3 Manufacturer Wholesaler Retailer Consumer

Channel 4 Manufacturer Wholesalers Jobers Retailer Consumer

Channel 1 is called a direct marketing channel. It has no intermediary

level. Producers sell products directly to the consumers. Channel 2

includes one intermediary which is generally a retailer. Retailers buy

products directly from the manufacturer and sell these to the consumers.

Generally electronic goods like televisions, computers, are sold through

this channel level. Channel 3 consists of two levels, typically a

wholesaler and a retailer. This channel is often used by small
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manufacturers of food items, and other products. Channel 4 contains

three middlemen levels. Jobbers usually come between wholesalers and

retailers. They buy from wholesaler and sell to small retailers who

generally are not served by wholesalers. There can be even more levels

in distribution channel but from producers point of view, greater number

of levels means less control and greater complexity of channel.

Choice of channel of distribution

There are a number of factors which govern the choice regarding channel

of distribution. These are listed below:-

(i) Nature of product

For perishable goods, shorter channel is preferred whereas for

durable goods channel 3 is more popular. If goods are made to

order, direct selling may be effected. For technical products and

costly products, manufacturers generally go for direct selling

through agents specially hired for this purpose.

(ii) Nature of market

If the market is concentrated and not scattered, producers may

go for direct selling but for scattered market, middlemen are

involved. If there are more buyers, there may be a need to include

more middleman. For consumer product market retailers are

essential but in case of industrial products a shorter channel is

preferred, hence middlemen may be eliminated.

(iii) Middlemen

Middlemen who can provide desired marketing services are given

preference. The availability of middlemen also affect channel

decision. The middlemen must be co-operative and honest. The

channel which generates largest sales volume at lower unit cost

will be given priority.

(iv) Size and Policy of the Company

There are many factors related to company which influence

channel decision. A big size company with broader product line

can afford to have shorter channel. New companies heavily rely
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on middlemen. A company with sufficient financial resources

can spend heavily on advertisement and its own outlets. Hence

need for middleman is reduced. Companies desiring efficient

control over channel members will always prefer shorter channel.

(v) Marketing Environment

During recession or depression shorter channels are preferred

because of being less costly. In times of prosperity a wide choice

is available. Technological inventions also have an impact e.g.,

distribution of perishable goods to distant places has become

possible due to cold storage facilities in warehousing and

transporting. Such facilities have expanded the role of intermediaries.

(vi) Competitors

Channels of distribution used by competitors also influence this

decision. Some organisation may like to follow the same chains

as used by competitors. On the other hand, some organisation

may avoid channels already customary. They may have their

own decisions.

Thus after visualising the impact of the factors mentioned above a

company adopts the best channel from among the available alternatives.

(B) Physical Distribution :

Physical distribution comprises all those activities which deliver customer

satisfaction by supplying right type of products at right place and at

right time regularly. Economical and satisfactory customer service is

the primary goal of physical distribution. Providing the right type of

goal at right place and at right time is the ultimate goal of any marketing

department. These goals may be conflicting, sometimes, e.g., for meeting

sudden and unforeseen demand for goods, maintenance of large inventory

is suggested but this involves cost as well as risk. This means that a

proper balance between the cost and service should be achieved.

Components of physical distribution :-

(i) Order Processing:

Physical distribution begins with customers’ order. Both the
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company and customer are benefitted if order processing is carried

out quickly and accurately. These days computers are used which

establish a link between retailers and producers. Producers keep

a watch on the stock position at retailers’ place retailers may

also place orders through computer. This facility speeds up the

process.

(ii) Warehousing

Every company must store goods to maintain a proper flow.

Storage facilities are important because production and

consumption cycles generally do not match. Companies need to

decide the number, space and location of warehouses. The cost

of these should be in balance with customer service. Companies

may own warehouses or take them on rent.

(iii) Inventory

Inventory level also affects customer satisfaction. Marketers would

like that company having enough stock to ful fill all customers’

order immediately. But it involves heavy cost. Companies should,

therefore, carefully plan when to order and how much to order.

(iv) Transportation

Transportation has infact, facilitated the physical distribution of

goods and services over a larger area. Modes of transportation

may include road, rail, water, air, etc. The choice of mode of

transport affects the pricing and condition of goods. Hence this

is an important decision and requires lot of thinking.

Intext Questions 22.3

A. Match the phrases under column ‘A’ with those under column

‘B’.

A B

(i) Channels of distribution and (a) Middleman/Intermediary

physical distribution.

(ii) Manufacturer to Consumer (b) Components of place-mix
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(iii) Person/Agent between (c) Perishable goods

manufacturer & consumer

(iv) Warehouses with cold st- (d) Direct channel

orage arrangements

B. Fill in the blanks with suitable tools of promotion mix:-

(a) For industrial goods___________gets maximum weightage.

(b) __________is more effective for non-technical and low

cost goods.

(c) No-cost tool of promotion mix is ____________.

(d) The effect of ___________ is temporary and short lived.

C. Match the phrases under column ‘A’ with those under column

‘B’

‘A’ ‘B’

(i) Highest Reach (a) Publicity

(ii) Most persuasive (b) Advertising

(iii) Immediate effect on  sale (c) personal selling

(iv) No cost involved (d) Sales promotion

22.5 Inter relationship between different components

of marketing-mix:

You have learnt that there are four elements of marketing mix, viz,

product, price, promotion and place. You have also read in details

about each element. Each element of the mix is so wide that it needs

careful alteration and lot of concentration. Yet the job of the marketing

manager is not over. What he has to design is an optimum marketing-

mix which takes care of both customers’ satisfaction and organisational

objectives. Each element of marketing mix is related with other element.

Thus tools of promotion depends upon the nature of product, the price

that can be charged for that product, and the process through which it

would reach the consumer. Likewise while deciding on the price of

product, the important considerations are manufacturing cost of the
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product, cost of promotion and money spent on distribution. Thus, all

the elements are mutually inter-related. It would be unwise to take a

decision on marketing mix without going deep into every elements of

marketing mix. The marketing  manager is a mixer of all the marketing

elements or resources. Marketing mix should be such that it helps in

achieving organisational objectives of profit, sales volume, market share,

etc. It should meet the competition in the market. It must click with the

demand from different markets. It must deliver consumer satisfaction.

All this requires an ideal blending of all the elements of marketing mix

as the elements are complementary and mutually supporting.

22.6 What you have learnt:

1. Marketing-mix is the combination of various elements of

marketing which aims at consumer satisfaction and achievement

of organisational objectives.

2. There are four element of marketing mix viz product, price,

promotion and place. These are also called 4P’s of marketing mix.

3. Under the element ‘product’  decisions need to be taken regarding

attributes of product, packaging and labelling, product line,

product support service etc.

4. The ‘price’ element deals with the factors related to price fixation,

methods of price fixation, etc.

5. Promotion is the third element of marketing mix. Promotion-mix

refers to mixing of different tools through which sales may be

increased.

6. The element of place has two sub elements- channels of

distribution and physical distribution.

7. Channel of distribution is the path along which a product passes

from manufacturer to consumers.

8. Physical distribution comprises all activities which deliver

customer satisfaction by supplying right type of goods at right

place and at right time.

9. All the elements of marketing mix are interrelated and mutually

inter-dependent.
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Terminal Exercise

1. What is meant by marketing mix ?

2. Write briefly on each component of marketing-mix.

3. Why is packaging important ?

4. Explain briefly the difference between advertisement and publicity.

5. Give the names of any three products for which you think personal

selling will be most suitable. Give reasons for your answer.

6. What is the difference between personal selling and sales

promotion? Limit your answer to 70 words only.

7. Explain briefly the different approaches to price fixation.

8. What is meant by physical distribution ? Briefly write about its

components.

9. Why are middlemen important ? Give any two types of channels

of distribution.

Answer to Intext Questions

22.1 1. False 2. True 3. False 4. True 5. True

22.2 (A) 1. brand 2. packaging 3. Product-mix

4. product support services 5. product life cycle

(B) 1. True 2. False 3. True 4. False 5. False

22.3 (A) i) b ii) d iii) a iv) c

(B) a. Personal selling b. Advertisement c. Publicity

d. sales promotion

(C) i) b ii) c iii) d iv) a
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