Investing in the Dairy Sector to Improve Rural Livelihood in India

The Swiss Agency for Development and Cooperation (SDC) recently funded a study to examine the potential impacts of growth in agriculture on the non-farm economy of the Karnal district in India. The study demonstrates that increased agricultural growth has positive impact on the rest of the economy.

This study was part of a collaborative research project between the Department of Agricultural Economics at the ETH-Zürich and two Indian institutions; the National Dairy Research Institute, Karnal (NDRI) and the Institute for Rural Management in Anand (IRMA). The overall objective of the project was to identify socially and economically sustainable livestock systems for milk production and marketing in India. The study covered the period 1994–97 and was part of the Swiss Centre for International Agriculture (ZIL) research programme on smallholder milk production and marketing. It was funded by the SDC. 

Five research areas were identified within this study: 

1. The examination of the competitiveness of the Indian milk sector, the sector’s market potential as well as the implications of trade liberalization for the sector (Saxena et al., 1998) 
2. The investigation of the factors influencing the output of milk and the input demands in milk production (Dhaka, 1998) 

3. A study of the expenditure patterns of milk and milk products across different income groups in both rural and urban sectors, as well as the factors that influence the demand for milk and milk products in India (Jain et al., 1998) 

4. The identification of the constraints and their causes in the adoption and non-adoption of cross-breeding technology (Singh et al., 1998) 

5. The examination of how an increase in technologically induced agricultural income generates additional income in other sectors of the rural economy (Singh and Ram, 1998)

The full reports of all the reseach projects are available on request from the author; see ”references” for exact bibliographic indications.

Linkages between Agriculture and Non-agriculture
The rural non-farm economy is the backbone of numerous towns scattered throughout India as well as the primary source of income and employment for many of India’s poor. The sector therefore plays a key role in determining future prospects for employment growth and poverty alleviation in the country. The rural non-farm sector is closely linked to agriculture. A large share of rural manufacturing involves agro-processing and the production and supply of farm inputs. Agricultural performance therefore tends to influence growth in the non-farm economy. A growing agriculture demands production inputs in addition to supplying raw materials to transport, processing and marketing firms. Moreover, agriculture provides the livelihood of more than 70 per cent of the rural labour force and as such, increases in farm income tend to stimulate demand for consumer goods.
The main objective of the study was to investigate the impact of a technology induced increase in farm income on consumption pattern of farm households, non-farm investment and employment generation in the economy.

Increased productivity
A survey of 150 households was conducted in the Karnal district located in Haryana State. Due to financial constraints, the study was limited to Karnal, where NDRI is located. Tabular analysis was used to examine the changes in household incomes between 1977–78 and 1995–96, while an input-output table was applied to investigate the inter-sectoral linkages.

The study revealed that average investments in dairy increased in real terms from Rs. 10,021 in 1978–79 to Rs. 31,731 in 1995–96. Of the total investments, 50% was on milk producing animals, 40% on buildings and the remaining 10% on dairy equipment. The labour input in dairy increased across buffaloes and crossbred cows. Specifically, the increase in labour demand amounted to 6% and 26% for buffaloes and crossbred cows, respectively, suggesting that technological change in dairy has resulted in increased rural employment. Productivity in the dairy sector increased significantly as a result of the increased investments and technological improvements. The major technological innovations observed were better feeding and management practices, as well as the supply of better quality semen from graded bulls for insemination.

The productivity of all milk producing animals was observed to have increased significantly over the period under study. Specifically, the lactation length and the inter-calving period ecreased significantly. While the lactation length was reduced from 336 days to about 300 days, the inter-calving period was lowered from an average of 546 days to about 487 days in the 1990s. Average daily milk yield increased from 3.95 litres per day to 6.51 per day for buffaloes, 6.30 to 8.35 for crossbred cows, and from 2.84 to 4.51 litres for local cows between 1977–78 and 1995–96.

These observed productivity increases in the dairy sector translated into increased incomes for farmers across all households. The real incomes of small-, medium- and large-scale farmers increased by 532%, 427% and 516% respectively, over the period 1977–78 to 1995–96. The overall increase in real income over the period covered was 525%. These increases in farm income contributed to an increase in household expenditure on food and non-food items. Of interest is the observation that the proportion of household expenditure on non-food items over all household categories increased over the period under consideration. Overall, the share of non-food items in the total household budget increased from 40% to 45% over the period.

A significant finding from the empirical analysis was the impact of increased agricultural income on growth in the rest of the economy, compared to the effect of income growth in the dairy sector on investment in the entire economy. Firstly, it was observed that an increase in income of Rs. 10 for farmers in general resulted in Rs. 8.1 increase in investment in other sectors of the economy, with the rest of the incremental income of Rs. 1.9 used for household consumption and reinvestment in agriculture. Secondly, increasing the incomes of dairy farmers by Rs. 10 lead to an increase in investment of about Rs. 1.9 in other sectors of the economy, whereas Rs. 8.1 were reinvested in agriculture and used for household consumption. This higher multiplier effect of agricultural growth from the side of dairy farmers stems from the fact that the sector contributes over one-third of the net national product, as such income gains in the sector tend to stimulate high growth in the entire economy.

It pays to invest in agriculture
This article has highlighted the importance of dairy in particular, and agriculture in general in determining current and future incomes in rural areas. Specifically, the results lend support to the notion that investing in dairy and agriculture in general to increase incomes in these sectors would lead to an increase in income in the other sectors and overall economic growth. The results also show that improved technology in dairy has increased employment opportunities and incomes in the rural areas. To the extent that increased farm incomes are essential in promoting increased consumption of non-farm products, the results confirm that it pays to invest in agriculture. Although the study was limited to the Karnal district, the findings are consistent with earlier studies covering the whole of India, but using secondary data (e.g., Haggblade and Hazell, 1991). Policy makers, therefore, need to give priority to agriculture by increasing investment in the sector. As in other developing countries, agriculture still employs a majority of the rural population. Growth in the sector would therefore stimulate dynamic growth in the rest of the economy.
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