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CHAPTER V.
CANE PRICE, SUGAR PRICE AND THE RATE OF
CAPACITY UTILISATION

Introduction:

In this Chapter, we examine the correlation between
(a) Cane price and the Rate of‘Capacity Utilisation, (b) Sugar
price and the Rate of Capacity Utilisation, and (c) Stoppages
and the Rate of Capacity Utilisation, in the case of the
factorieé under study. Similarly, we make an attempt to esti-
mate the supply-elasticities regarding cane supply with refe-

rei... to sugar price as well as cane price.

Theoretical Background:

(A) Care Price & Capacity Utilisation:

Given other things, it can be —-argued that the
supply of cane (care prbduction in the zone of the fac-
tory) will increase in the current year 1in response
to an increase 1in the cane price in the previous year.
To the extent this happens, it will be logical to say
that the rate of capacity utilisation of the current
year will increase as a result of -a—rise -in the cane
price in the prevﬁous'year, which will cause an increase
in the area under sugarcane cultivation leading to a
larger supply of cane to the factory 1in the current

year.
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(B) Sugar Price & Capacity Utilisation:

So far as sugar price is concerned, we have tgken
into consideration a 1longer time 1lag after which it
can have an influerce on the area under sugarcane culti-
vation leading to a change in the sugarcane supply to
the factory. More precisely, we feel that an increase
in the price of the sugar in the year 1981-82 will cause
an increase in the sugar cane supply via an increase
in the area under sugarcane cultivation in the year
1983-84, i.e.a time lag of 2 years and vice-versa.

(C) Stoppages & Capacity Utilisation:

The working of a sugar factory 1is interrupted by

various reasons as under:-

1. Problem of sugarcane supply,

2.. Mechanical and electrical failures,
3. Problems in processing,

4. Cleaning and Miscellaneous.

The co-operative sugar factories give this informa-
tion 1in terms of hours and minutes of working Jlost.
A priori, it can be said that a larger incidence of
stoppages will result into a lower rate of capacity
utilisation.

Information 1in respect of cane price and sugar
price fcr each of the factory and each of the years
under consideration is given in Appendix 5-A. Similarly,
information regarding the incidence of stoppages for

all the factories for all the years is given in Appendix

5-8B.
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5.3 Cane Price & the Rate'of Capacity Utilisation:

In Table No.5.7,we have given overtime factory-wise
'r' values for the relationship between the cane price of |
the previous season and the current year's rate of capacity
utilisation.
TABLE NO.5.1

FACTORYWISE 'r' VALUES FOR CANE PRICE
AND CAPACITY UTILISATION
(1981-82 to 1985-86)

ag: Factory fr' values
1. Daulat ' +0.43
2. Gadhinglaj -0.13
3. Shahu -0.25
4. Datta -0.02
5. Bhogawat i +0.02
6. Dudhaganga -0.25
7. Panchaganga -0.12
8. Kumbh i -0.60
9. Warana -0.27

If we consider the 'r' values given in Table no.5.1,
it is seen that only in the case of Daulat factory and Bhoga-
wati Factory, the 'r' valies are positive but not very strong.
However, in the case of the remaining sugar factories, the
'r' values are negative but—net —very strong except in the
case of Kumbhi-Kasari Sugar Factory, where the ‘r' value
is negative and fairly strong. In other words, our contention
that overtime, an increase in the cane price of the previous

year increases the rate of capacity utilisation in the current
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year is not strongly corroborated by the exercise undertaken
by us. One important reason for this may be the nature of
sugarcane cultivation. Generally, area under first planting
(lavan) continues to remain the same for getting the second
crop (Khodva) and the third crop (nidwa). Moreover, for a
sugarcane cultivator, increasing area under sugarcane cultiva-
tion becomes a Iittle difficult because of his traditional
commitment to a given pattern of local crops in the constraints
of his total land holding and the availability of the irriga-
tion facilities.

As we have done earlier, if we carry out an exercise
to obtain the aggregate average 'r' values for the relation-
. ship between the cane price of the previous season and the
rate of capacity utilisation for the current season, we
get 'r' va1ue = -0.08, which, in a way, supports our argument

made above.

Cross Sectional 'r' Values:

In Table no.5.2, we have given crossfsectiona? ‘r!
values between the cane price of the previous season and
the rate of capacity utilisation for the current year, for
1982-83 to 1985-86.

TABLE NO.5.2 B
CROSS SECTIONAL 'r' VALUES

S.No Years 'r' Values
1. 1982-83 +0.32
2. 1983-84 +0.48
3. 1984-85 +0.45
5. 1985-86 : +0.31
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Here it is seen that all the 'r' values are positive

and not very weak. In cther words, if the rate of capacity
utilisation of a number of factories for the same year is
related to the cane price of the previous season, our conten-
tion that a higher cane price in the previous season causes
a greater capacity utilisation 1is supported. This may be
explained by the possibility of some improvement in the per
hectare yield of second crop due to application of greater
quantity of ferti]isers as also a more careful supervision
of a crop and greater amount of sugarcane fimports in the
area of respective sugar factories, mainly influenced by the

degree of price differentials.

Sugar Price & the Rate of Capacity Utilisation:

In Table no.5,3, we have given factorywise overtime
‘r' values for the correlation between sugar price of the
two years earlier and the current rate of capacity utilisa-
tion. QOur contention is that an increase in the sugar price
of the two seasons eariier will cause an fincrease in the
rate of capacity utilisation via increase in the area under
cane cultivation and increased cane supply is not borne out

by the 'r' values given in Table no.5.3.
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TABLE NO.5.3
FACTORYWISE OVERTIME ‘'r' VALUES.

S.No Factory ‘r' Value
1. Daulat -0.32
2. Gadhinglaj -0.07
3. Shahu -0.12
4. Datta +0.90
5. Bhogawati -0.74
6. Dudhaganga -0.31
7. Panchaganga -0.99
8. Kumbhi -0.75
9. Warana -0.29

It is seen that it is only in the case of Datta
Factory, the 'r' value 1is positive and very strong which
supports our contention, but 1in the case of the remaining
factories, the 'r' values are negative and in the case of
Bhogawati, Panchaganga and Kumbhi-Kasari, the negative 'r'
values are almost equally strong. Naturally, the contradicting
evidence far outweighs the supporting evidence. However, this
again can be explained on the basi§ of points raised earlier
in respect of correlation between cane price of the previous
- season and the rate of capacity utilisation of the current
season. This~is further strengthened by the negative and very .
weak ‘'r' value (-0.2) calculated on the basis of aggregation

method.
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Cross Sectional *r' VYalues:

In Table no.5.4, we have given cross-sectional 'r’
values for the relationship between earlier two years' sugar
cane price and the rate of capacity utilisation for the years
1983-84, 1984-85 and 1985-86.

TABLE NO.5.4
CROSS SECTIONAL ‘'r*' VALUES

S.no Years 'r? Values
1. 1983-84 -0.2
2. 1984-85 -0.5
3. 1985-86 -0.9

It is seen that all these cross-sectional 'r' values
are negative and extremely weak. We, therefore, can say that
the sugar price of the earlier two years does not have a
positive effect on the rate of capacity utilisation of the
current year. On the contrary, there must be other stronger
infiuence 1ike Timits of fdrrigation facility, decreasing
yield ofvthe third crop and the constraints of traditional

cropping patterns.

Stoppages & the Rate of Capacity Utilisation:

In Table no.5.5, we have givens -faetorywise overtime
'r' value for the relationship between stoppages and the
rate of capacity utilisation. It 1is indeed surprising to

see that 'r' values not only are positive but also are fairly
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strong. In other words, our contention that greater incidence
of stoppages reduces the rate of capacity utilisation fis
not Jjustifiad. In fact, the causation must be the other
way round, i.e. higher the rate of capacity utilisation,
the greater will be 1incidence of stoppages because of more
intensive use of plant and machinery, causing more difficuit
and more frequent, mechanical, electrical and other difficul-
ties. This contention is further strengthened by the positive
and very strong 'r' value (0.79) calculated by the methcd
of aggregation. The 'r*' values regarding the relationship
between the incidence of stoppages and the rate of capacity
utilisation is given in Table no.5.5.
TABLE NO.5.5

FACTORYWISE ‘'r' VALUES FOR STOPPAGES AND
CAPACITY UTILISATION
(1981-82 to 1985-86)

S.No Factories 'r' Values
1. Daulat +0.42
2. Gadhinglaj +0.63
3. Shahu +0.68
4. Datta +0.41
5. Bhogawati +0.19
6. Dudhaganga +0.50
7. Panchaganga N.A.
8. Kumbh +0.79
9. Warana N.A.
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Cross Sectional 'r' Values:

In Table no.5.6, we have given cross-sectional 'r'
values for the period under study for all the factories regard-
ing relationship between incidence of stoppages and the rate
of capacity utilisation.

TABLE NO.5.6

CROSS SECTIONAL ‘r' VALUES
FOR STOPPAGES

S.No Years 'r' Values
1. 1981-82 +0.21
2. 1982-83 -0.81
3. 1983-84 +0.05
4. 1984-85 -0.002
5. 1985-86 +0.03

Here also it is seen that except for two years, the

“'r' values are positive though not very strong. In the year

1982-83, however, the 'r' value is negative but very strong
which supports our initial contention that a greater inci-
dence of stoppages causes a reduction in the rate of capacity
utilisation. However, on the whole, it would be more appro-
priate to say that a higher rate of capacity utilisation
causes a greater incidence of stoppages rather than the other

way round.

Supply Elasticities:

Here we discuss price elasticity of cane supply

with referenceto cane pr-ice.
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Cane Price & Cane Supply:

In computing price elasticity of cane supply, we

have corsidered cane price of tth

year and cane supply of
t + 1th year. As given earlier in Chapter-II, the formula

for measuring supply elasticity is,

Es . % Change in Supply
% Change in Price
.4 4, b
or Es D X q

where 'p' stands for price and 'q' stands for quan-
-tity supplied.

The basic information regarding cane price and
cane supply 1is given 1in Appendix 5-C. The price elasticity
of cane supply values are given in Table no.5.7 on the next
page. We have calculated elasticity of cane supply values
for each factory separately and also by aggregation.

It is seen that in the case of Daulat, Shahu and
Warana Co-operative Sugar Factories, the price elasticity of
cane supply values are positive for all the years of computa-
tion. In the case of remaining factories, for the second
and the third year of computation, we get negative values
of price elasticity of cane supply. The factories concerned
are Gadhinglaj, Datta, Bhogawati, Dudhaganga, Panchaganga and
Kumbhi-Kasari. So far as the first year of computation is
concerned, the price elasticity of supply values for all
the -factories under consideration are positive, with the
average value of 4.29. The Warana factory gives us the highest
value for'price elasticity of cane supply for the first year

of computaticn. For the second year of computation, the Daulat
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factory gives us the highest positive value for the price
elasticity of cane supply (20.61). However, the highest nega-
tive value for the price elasticity of cane supply is given
by Gadhinglaj Factory (-724.93). For the second year of compu-
tation, the highest positive value for the price elasticity
of cane supply is again given by the Daulat factory (36.74)
whereas this value 1is again negative and very large for Gad-
hinglaj factory. For the third year, the price elasticity
of cane supply values are relatively very low. The highest
positive value being (0.23) in the case of Datta factory
and the highest negative value being (0.41) in the case of
Gadhinglaj factory. The aggregate average value for the price
elasticity of cane supply in the first year of computation is
4.29 and for the third year.of computation 1.06. However,
for the second year of computation, the price elasticity
of cane supply value is negative and quite large (-16.13). It
is, of course, very evident that this 1is because of extra-
ordinary negative values of the price elasticity of cane
supply in respect of Gadhinglaj and Datta factories. The
problem, therefore, is to explain why in the second year of
computation, particularly the values of price elasticity of
cane supply are negative. The negative va}ues of price elasti-
city of supply theoretically indicate two things:

a) A decrease in the price of a commodity leads to an

increase in the supply of the commodity, or
b) An increase in the price of commodity leads to a

decrease in the price of the commodity.
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In our opinion, both these possibilities may be
greatly dependent on the availability of adequate water supply
in the seascn subsequent to a change in the price of sugar-
cane. In othesr words, if after rise in the price of sugarcane
in the previous year, the rainfall or the firrigation water
decreases in the current year, there will be a decrease in
the sugarcane supply, despite an increase in the price of
sugarcane in theAprevious year. Alternatively, if there is
a decrease in the price of sugarcane in the tth year, but
there is fincreased irrigation water or more rainfall in the
t+1th year, the cane supply will increase despite a decrease
in the cane price in the earlier year. It should be noted
that the year 1983-84 was/almcst a drought year in the whole
of Ko1hapur district. Another proof for this contention of
ours is the fact that in the case of all the factories under
consideration, the rate of capacity utilisation was signifi-

cantly less in 1983-84 than for the other years.

111
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