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ABSTRACT

The economic policy reforms triggered in India in 1991 were oriented towards liberalization and integration with the
world economy. These policy initiatives of reforms and economic liberalization widened the market opportunities for
international trade including the dairy products. In this context, this paper examines the issues of trade possibilities for
India, in view of growing domestic consumption, augmented supply and growing international market for dairy products.

The study revealed that growth in Indian dairy sector has been impressive and if the existing growth rate can be
sustained, India can pursue export of dairy products more vigorously. The projected demand scenarios for domestic
requirement of dairy products lend credence to this optimism. It has been clearly brought out that the dairy production
is competitive in comparison with other countries. India further has a geographical advantage to serve milk deficit areas
in neighbouring countries. The demand for milk products in these deficit countries is expected to be growing. India
needs to capitalize on these advantages by improving quality and hygiene standards of the dairy products and bringing
more efficiency in milk production and processing. India needs to develop more competitiveness in products which are
being imported in countries like Sri Lanka, Bangladesh and Nepal from other developed countries. For export to SAARC
countries even some more liberal export policies may be explored.
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The livestock sector is amongst the few growth sectorsin growth of milk production, changing consumption profile
in rural India and its contribution to agricultural GDP has of dairy products and the issues of trade possibilities for dairy
been consistently increasing, from 14% in 1980-81 to overproducts in India.

25% in 2006—-07. Milk and milk products constitute a major

share in the value of output from the livestock sector, in Growth in milk production

volume terms India is now the world’s largest milk producer.  The goal of India’s first Five-Year Plan in 1951, was to
Dairy’s share of the total value from the livestock sector provide hygienic milk to the country’s growing urban
hovered around 65 to 70% during 1950-51 to 2007-08. Milk population. Initial government action in this regard consisted
and milk products have emerged as the largest agriculturabf promoting state-owned dairy plants to handle milk
commodity category by value in recent years. procurement, processing, and marketing. In 1959, the Delhi

The economic policy reforms triggered in 1991 were Milk Scheme (DMS) was set up to supply milk to the urban
oriented towards liberalization and integration with the world population of Delhi, and Key Village Scheme (KVS),
economy. The global demand for dairy products is also onintegrated Cattle Development Project (ICDP) and some
rise and owing to various trade negotiations and autonomousther programmes were launched to improve breeding, feed
domestic reforms in India, access to international marketsand fodder availability, disease control, and milk production.
for dairy products have improved particularly in the post- The same policies and strategies continued in the Second
WTO period. Such developments offer tremendous Five-Year Plan. The Third Plan emphasized the need to
opportunities to India to increase exports of dairy products develop dual-purpose animals for milk as well as draught
and pose challenges to improve efficiency and sustainuse, crossbreeding of indigenous cattle was introduced during
efficient milk production to thwart the upsurge in import of this plan.
dairy products. In this context, this paper examines the trends During the 1960s, various state governments tried different
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milk sheds where milk was produced. Such urban orientationavailability of the milk has also increased (about 245 g/day),
to milk production led to the establishment of cattle colonies this is still low as compared to most developed nations or
in Mumbai, Kolkata and Chennai. The informal or the world average of 285 g/day, but is high compared to most
unorganized sector consisting of milk vendors and contractorsdeveloping countries.
remained the dominant player. During the two decades
between 1951 and 1970, the growth rate in milk production Changing demand patterns for dairy products
was barely 1% per annum, while per capita milk availability =~ Despite being the largest milk producer in the world, per
was stagnant and sometimes declined (Table 1). capita availability and consumption of milk in India is still
The strategy for organized dairy development in India wasrelatively low, although it is high by developing country
conceived in the late 1960s after the National Dairy standards. The per capita availability of milk, which declined
Development Board (NDDB) was founded in 1965, and during the 1950s and 1960s (from 124 g/ day in 1950-51 to
rested on the Operation Flood Programme. During the 1970s121 g in 1973-74) expanded substantially during the 1980s
dairy commodity surpluses were building up in Europe, and and 1990s and reached about 245 g/day in 2006—07. Between
the potential was recognized for using the European surpluse4983 and 1999-00, per capita annual milk consumption
as an investment in the modernization of India’s dairy increased from 43 kg to about 74 kg and slightly declined to
industry. Revenues generated from sale of the reconstituted2 kg in 2004-05 (Table 2). However, there is considerable
dairy products were then reinvested in dairy developmentvariation in consumption of milk across income classes, and
activities. Dairy development through producers’ strong positive association between quantity of milk
cooperatives and milk production based on milk sheds in theconsumed and income level.
rural areas, modelled on the successful experience of dairy Several factors have contributed to the increased demand
cooperatives in Gujarat, became the cornerstone of the nevior milk and dairy products in the country, including the
dairy development policy. This policy initiative helped to strong cultural significance of milk in the India where a large
turn the Indian dairy sector around and also led to severalproportion of population is lacto-vegetarian. The demand for
unarticulated spread effects. milk and dairy products is income elastic, and growth in per
The Indian dairy industry underwent substantial growth capita income is expected to increase demand for milk and
during the 1980s and 1990s; production of milk increased milk products, and urbanization and changing food habits
from 32 million tonnes in 1980-81 to above 100 million and lifestyles, have also reinforced growth in demand for
tonnes in 2006—07. Buffalo and cow are both important dairy dairy products. Further, per capita consumption of milk was
species with a share of 54 and 41% respectively, in total milk1.5 times higher among the urban households compared to
output; goats account for most of the ré&towth in total rural households in 1999-00. Nevertheless, the per capita
milk production however decelerated from 5.3% during consumption of milk has been increasing faster in the rural
1980s to 4.26% during 1990s, and further decelerated toareas and in 200405 the urban households were consuming
3.73% during 2000-06. The deceleration was in both cowonly about 1.2 times than their rural counterparts. Between
and buffalo milk production. This rapid and sustained growth 1983 and 1999, consumption of milk increased by 71% in
in milk heralded the country into an era of self-sufficiency rural households and 43% in urban households. This suggests
towards the late 1990s, and India emerged as the net exportehat apart from urbanization, sustained growth in rural income
of dairy products. This has not only made India the numberwould fuel rapid growth in rural demand for livestock
one milk producer in the world, but also represents sustainedproducts. In 2004-05 milk and milk products accounted for
growth in the availability of milk and milk products for the 15.4% of the total household food consumption expenditure

burgeoning population of the country. The per capita rapje 2. per capita consumption of milk and share of consumer

expenditure spent on milk and milk products (kg/capita/year)
Table 1. Annual growth rate (%) of milk production

Year Rural Urban All
Period Milk Milk CAGR (%)
production  availability Per capita consumption (kg/capita/year)
(million tones)  (g/day) Milk Milk 1983 37.0 55.5 43.0
production  availability =~ 1993-94 >4.7 65.2 8.6
1999-00 63.3 90.7 73.5
1950-51 17.0 124 2004-05 69.0 79.3 72.2
1960-61 20.0 124 1.64 .0.0 Share of milk and milk products in household
1973-74 23.2 112 1.15 -1.01 food expenditure (%)
1980-81 31.6 128 451 1.34 1983 11.5 15.7 12.4
1990-91 53.9 173 5.68 3.10 1993-94 15.0 17.9 16.0
2000-01 80.6 220 4.26 2.41 1999-00 14.7 18.1 15.8
2006-07 100.9 245 3.73 1.85 2004-05 15.4 18.6 16.5
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Table 3. Income/expenditure elasticity of demand for milk and Trade performance of dairy products

projected demand in India Despite being the largest producer of milk in the world,
India is a very small player in the world market. India started
Rural - Urban Demand exporting surplus dairy commodities in the 1990s. India was
for milk by a net importer of dairy products till 2000 (Table 4). This
2020 (million . Lo
tonnes) scenario chang_ed sharply after 2000 indicating th_e export
potential of this sector as exports exceeded imports
Radhakrishna and Ravi (1992) 1.15 0.99 - remarkably and the trade surplus for the dairy sector has been
Gandhi and Mani (1995) 170 1.06 - continuously increasing. The share of dairy export in the
Kumar (1998) - - 126.0-1828  \alue of output from dairying was merely 0.01% in TE 1982,
g??fogg?o()zoon 196 1.32 1382567 it increased to 0.4% in TE 2007. The share of dairy imports
Dasgtagiri (2601) 136  1.07 147'_21 consist_ently declined over time, from 1.4% in TE 1982 to
Ramesh Chand (2007) 14152710 0.04% in TE 2007. However, the exports of dairy products

TIFAC: Food and Agriculture: from India are negligible compared to both its own production
Technology Vision 2020 and to international trade. The import and export of dairy
_ _ ~ products was regulated through the Agricultural and
* Estimates for 2007-08,, Estimates based on 4% growth in - (APEDA) Processed Food Products Development Authority
GDP (126.0), 5% growth (142.7) and 7% growth in GDP (182.8). )| early 1990s. However, in 2001 the government removed
these restrictions and allowed free trade of most of the dairy
of rural households. This is slightly lower than that of urban products. These relatively small export figures clearly
households (18.6%). In rural areas, the share of dairy productslemonstrate that Indian exports are still in its infancy.
increased from 11.5% in 1983 to 15.4% in 2004—05. In urbanHowever, increasing trends of dairy exports, expanding
areas, however it increased 15.7 to 18.6% during this periodglobal markets and integration into global markets under
Saxena (2000) showed that the income elasticity of WTO may create immense opportunities for increased dairy
demand for milk and milk products is higher (1.96 national exports from India.
level) in rural areas (ranging from 1.24 in Punjab to 2.92 in
Orissa) than in urban areas (ranging from 0.99 in Punjab toComposition of dairy trade
1.78 in Bihar). Further increases in per capita income and Dairy products include whole milk powder (WMP), skim
changing consumption patterns would lead to accelerationmilk powder (SMP), butter, cheese, curd and whey along
in demand for milk and other livestock products in India and with some other milk products. Earlier, butter, ghee and other
thus would give a boost to this sector. The projected demandats and baby foods constituted the major share of exports of
in 2020 for milk and milk products varied from 132 million dairy products. In fact, the export of dairy products in TE
tonnes to 271.0 million tonnes. But, majority of projections 2007 was almost five times more than in TE 2000 (Table 5).
hover around 132 to 147 million tonnes. These projections Earlier among dairy products butter and other fats and baby
suggest that if recent growth rate is sustained in domestidood constituted the major export items of dairy products.
supply of dairy products there would be surplus available The share of butter and other fats in the export basket of
for export after meeting domestic demand. This may providedairy products declined from 70% in TE 1982 to 16% in TE
opportunities for the dairy farmers to reap benefits of the 2007. However, in the recent years skim milk powder
emeging opportunities of growing demand in the global emerged as the largest constituent of dairy products exports
markets. and accounted for 55% of the total exports of dairy products.

Table 4. Trade balance of dairy products export and imports in India

TE Dairy export Dairy import Tradebalance Total trade /VOP Export/VOP Import/VOP
(million US$) (million US$)
1982 1.49 139.58 -138.09 1.42 0.01 1.40
1985 2.25 110.59 -108.34 0.92 0.02 0.90
1988 3.19 64.7 -61.51 0.46 0.02 0.44
1991 15 37.67 -36.17 0.22 0.01 0.21
1994 3.53 10.98 —7.45 0.09 0.02 0.07
1997 7.85 10 -2.15 0.09 0.04 0.05
2000 6.4 19.85 -13.45 0.12 0.03 0.09
2003 29.39 9.68 19.71 0.18 0.13 0.04
2007 115.68 10.4 105.28 0.43 0.39 0.04
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Table 5. Average annual value and composition of exports of dairy products

Items Annual value and composition of exports (US $ million)

1982 1985 1988 1991 1994 1997 2000 2003 2007
Dairy products 1.49(1.83) 2.25(2.67) 3.19(3.92) 1.50(1.24) 3.53(2.62) 7.85(3.42 6.40(2.51) 29.39(7.78) 115.68(13.69)
WMP 0.00(0.03) 0.00(0.22) 0.00(0.10) 0.09(5.82) 0.78(22.03) 1.01(12.90 0.37(5.72) 2.54(8.62) 13.73(11.87)
SMP 0.05(3.07) 0.02(0.87) 0.21(6.72) 0.15(9.93) 0.90(25.43) 4.54(57.81 2.73(42.59) 16.30(55.47) 64.14(55.45)

Butter and other fats 1.04(70.11) 1.67(74.33) 2.21(69.20) 0.93(61.65) 1.19(33.57) 1.95(24.89 2.76(43.17) 7.52(25.59) 18.11(15.66)
Cheese and curd  0.03(1.70) 0.01(0.23) 0.00(0.01) 0.07(4.92) 0.01(0.23) 0.06(0.80 0.23(3.65) 0.57(1.94) 4.98(4.31)
Baby foods 0.37(25.09) 0.55(24.34) 0.73(22.76) 0.10(6.95) 0.63(17.80) 0.19(2.45 0.09(1.35) 1.25(4.25) 2.67(2.31)
Other (milk items) ~ 0.00(0.00) 0.00(0.02) 0.04(1.21) 0.16(10.72) 0.03(0.93) 0.09(1.15 0.23(3.52) 1.22(4.13) 12.04(10.41)

Source:Directorate General of Commercial Intelligence and Statistics, Monthly Statistics of the Foreign Trade of India, Ministry of
Commerce and Industry, Government of India; Data refer to triennium ending average. Figures within the parentheses ges percenta
the total.

Further, processed cheese products are slowly finding theiparticularly during late eighties and thereafter (Table 6). SMP
way to export markets. The major impetus to exports of dairyand butter and other fats were the major items of import
products had come after the removal of quantitative basket of dairy products. Though its share declined to 35%
restrictions, which facilitated the exporters to tap the in TE 2007 but it still remains the most important importable
emerging opportunities in the global market. Sincere efforts item among dairy products. SMP, which accounted for 49%
by the government and exporters to comply with sanitary of total dairy imports, declined to a negligible level of 0.01%.
and phyto-sanitary standards (SPS) also seemed to have In fact dairy product imports were largely food aid,
promoted the export of these commodities. canalized or exclusively channeled through the National
The compound growth rates of different dairy products Dairy Development Board (NDDB) to support cooperatives.
exhibited mixed trends (Table 7). During the span of about Apart from reduction in food aid over time, the significant
decades, dairy products registered a whopping increase ifincrease in milk production due to the success of Operation
its exports (15.33% / annum). These growth trends reiterateFlood Programme, had a favourable impact in reducing the
that there is a potential to increase the export of these productsnports of dairy products to a considerable extent (Kughar
if due attention is given to ensure their safety and quality byal. 2001, Kumaset al. 2007). The imports of dairy products
adopting sanitary and phyto-sanitary standards and increasexcept products like cheese declined substantially and
efficiency particularly in dairy processing, which otherwise registered a significant negative growth. The share of cheese
may make export of dairy products uncompetitive. The and curd was negligible in the dairy import in TE 1982 but
exports of these commodities have grown in double digitsits import grew consistently particularly after TE 2000 and
symbolizing that focus on these can help in earning moreaccounted for 52% of total dairy import.
foreign exchange and strengthen the global standing of India Destinations for trade are determined by several factors
in dairy trade. including geographical and political proximity, differences
The imports of dairy products sharply declined, in comparative advantage, and degree of trade barriers. The

Table 6. Average annual value and composition of imports of dairy products

Items Annual value and composition of imports (US $ million)
1982 1985 1988 1991 1994 1997 2000 2003 2007
Dairy products 139.58 110.59 64.70 37.67 10.98 10.00 19.85 9.68 10.40
(99.52) (99.44) (96.90) (93.62) (85.06) (69.56) (70.71) (43.85) (45.57)
WMP 1.51(1.08) 0.42(0.38) 0.15(0.23) 0.12(0.31) 0.08(0.69) 0.26(2.62) 0.12(0.62) 0.10(0.99) 0.19(1.83)
SMP 68.07 70.14 26.44 28.64 6.58 1.41 8.63 0.30 0.01(0.10)
(48.77) (63.42) (40.87) (76.02) (59.93) (14.14) (43.46) (3.12)
Butter and other fats 69.06 38.85 37.70 7.73 3.44 7.75 9.85 7.09 3.60

(49.48)  (35.13)  (58.27)  (20.53)  (31.32)  (77.53)  (49.64)  (73.18)  (34.62)
Cheese and curd 0.10(0.07) 1.04(0.94) 0.09(0.14) 0.13(0.33) 0.07(0.63) 0.25(2.54) 0.47(2.35) 1.86(19.17) 5.38(51.73)
Baby foods 0.83(0.60) 0.14(0.12) 0.19(0.29) 0.27(0.71) 0.17(1.53) 0.07(0.68) 0.57(2.85) 0.31(3.17) 0.13(1.25)
Other (milk items)  0.00(0.00) 0.00(0.00) 0.14(0.21) 0.79(2.09) 0.65(5.90) 0.25(2.49) 0.21(1.07) 0.04(0.38) 1.09(10.48)

Source:same as in Table 2. Data refer to triennium ending average.
Figures within the parentheses are percentages to the total.
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Table 7.Compound annual growth rates of exports and imports of dairy products

ltems CAGR (%)
1980-90 1991-00 2001-07 1980-07 1980-90 1991-00 2001-07 1980-07

Dairy products 4.87 12.78 36.02 16.19 -10.3 12.6 2.7 -9.61
WMP 0.00 0.00 38.74 0.00 -29.8 0 15.4 0
SMP 44.97 26.10 44.79 40.42 -7.0 7.3 -37.3 -23.8
Butter and other Fats 5.15 14.69 19.75 10.02 -29.2 45.7 -19.1 -8.19
Cheese and curd 0.00 0.00 70.64 0.00 54 39.3 35.07 15.7
Baby foods -5.56 -14.11 21.56 5.21 -4.0 9.6 —70.2 -16.6
Other (milk items) 0.00 0.00 39.14 0.00 0 0 126.2 0

share of SAARC countries in India’s export of dairy products ~ Table 9.Nominal protection coefficients of dairy products
was 45% in TE 1982, which rose to 50% in TE 1991 (Table
8). Thereafter it declined gradually and reached to 28% in Period/ltem  Exportable hypotheses  Importable hypotheses
TE 2007. Nepal which accounted for 40% of India’s export Butter WMP SMP Butter WMP SMP

of dairy products in TE 1982, declined to a meagre 4% in TE
2007. The share of Bangladesh also declined from 32% in

TE 2000 0 15% n TE 2007, ther SMRC counreowere T€ 1520 235 127 128 202 12 s
not importing S|gn|f_|cant proportion of In(_jlas_ da|ry_ expor_t. TE 2005 214 126 114 203 123 111
The cause for decline of SAARC countries in India’s dairy +g 2007 1.77 115 1.02 172 114 101
export needs to be thoroughly investigated and the possible

options must be explored to enhance its export to these ) ) o
countries. (Rakotoarisoa and Gulati 2006). But the possibility of export

of butter does not exist. The NPC for butter was 1.98 in TE
Competitiveness of Indian dairy sector 1991_% _and reached to 2.59 in TE 2_002 and then_de_pict_ed a
The indicators for export competitiveness for dairy declining trend went down to 1.77_ in TE 2007. This implies
products suggest that the Indian dairy industry has beerihat butter prices have been possibly more protected than of
protected from the distorted world prices. The value of SMP and WMP or the world market prices for butter are

Nominal Protection Coefficients (NPCs) hovered around 1.02 heavily subsidized. _ _ _
Growth in Indian dairy sector was impressive and if the

Table 8. Share of dairy products export in SAARC countries  existing growth rate is sustained, India can pursue export of
dairy products more vigorously. The projected demand

TE 1996 1.87 1.16 1.06 1.79 1.13 1.04

Countries 1982 1991 2000 2007 scenarios for domestic requirement of dairy products lend
Sri Lanka 517 3.86 167 2.06 credence to this optimism. It is obvious that the dairy
Nepal 39.55 5.92 5.63 4.41 production is competitive in comparison with other countries.
Pakistan 0.00 0.00 0.05 3.73 India further has a geographical advantage to serve milk
Bhutan 0.00 2.62 0.10 0.71 deficit areas in neighbouring countries. The demand for milk
Afghanistan 0.00 0.69 0.00 186  products in these deficit countries is expected to be growing.
'\B/l;:gl\;?jsesh 06080 2-6081 2-1037 (1)-5033 India needs to capitalize on these advantages by improving
SAARC 44.79 50.00 39.99 28.94 quality and hygiene standards of the dairy products and

bringing more efficiency in the milk production and
processing. India needs to develop more competitiveness in
to 1.25 for SMP and 1.15 to 1.27 for WMP (Table 9). The products which are being imported in countries like Sri
NPCs for SMP and WMP were 0.72 and 0.83, respectively,anka, Bangladesh and Nepal from other developed
in 2007 due to high spurt in international prices of these countries. For export to SAARC countries even some more
commodities. The price increase for these commodities injiberal export policies may be explored.

2007 was relatively less as compared to world market.
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