The journey of an Indian onion

Lords of the rings

LASALGAON, MAHARASHTRA

Walmart, Carrefour and Tesco have been knocking on India’s door, without much
luck. The route of an onion from field to shopping bag shows why they are needed

NITIN JAIN is the big man in Lasalgaon,
a dusty town a day’s drive from Mum-
bai that boasts it has Asia’s biggest onion
market. With a trim moustache and a
smartphone stuck to his ear he struts pasta
thousand-odd tractors and trucks laden
with red onions. Farmers hurl armfuls at
his feet to prove their quality. A gaggle of
auctioneers, rival traders and scribes fol-
low him, squabbling and yanking each
other’s hair. Asked why onion prices have
risen so much, Mr Jain relays the question
to the market. “Why?” he bellows. His en-
tourage laughs. He says that the price of In-
dia’s favourite vegetable is a mystery that
no calculation can explain.

High food prices perturb some men
and women even bigger than Mr Jain.
Raghuram Rajan, the boss of India’s cen-
tral bank, is grappling with high inflation
caused in large part by food prices: whole-
sale onion prices soared by 278% in the
year to October and the retail price of all
vegetables shot up by 46%. The food sup-
ply chainis decades out of date and cannot
keep up with booming demand. India’s
rulers are watching the cost of food closely,
too, ahead of an election due by May. Elec-
toral folklore says that pricey onions are
deadly for incumbent governments.

A year ago it seemed that India had bit-
ten the bullet by permitting foreign firms to
own majority stakes in domestic super-
markets. The decision came after a fierce
political battle. Walmart, Carrefour and
Tesco have been waiting for years to invest
in India. They say they would revolution-
ise shopping. Only 2-3% of groceries are
bought in formal stores, with most people
reliant on local markets. They would also
modernise logistics chains, either by in-
vesting themselves, or indirectly, by stimu-
lating food producers to spend on fac-
tories, warehouses and trucks, and
establish direct contracts with farmers,
eliminating layers of middlemen.

On the ground little has happened. For-
eign firms complain of hellish fine print,
including a stipulation to buy from tiny
suppliers. Individual Indian states can opt
out of the policy—which is unhelpful if
you want to build a national supermarket
chain. In October Walmart terminated its
joint venture with Bharti, an Indian group.
India has reduced the beast of Bentonville
to a state of bewilderment. Tesco has cut
expatriate staff.

The reaction from politicians has been
indifference. “We have liberalised...to the

Cry me a river

extent that we can. People have to accept
this and decide whether they want to in-
vest,” said Palaniappan Chidambaram, In-
dia’s finance minister. Despite the appar-
ently obvious benefits of supermarkets
and the experience of most other coun-
tries, few Indians seem to want change.

You’re notin Bentonville anymore
Just how bad is India’s food supply chain?
To find out The Economist followed the
journey of an onion from a field in the
heart of onion country, in western India, to
a shopping bag in Mumbai, a city of 18m
onion-munchers. The trip suggests an in-
dustry begging for investment and reform.
“The system hasn’t changed much—it’s
been the same since the1970s,” says Punja-
ram Devkar, an elderly farmer in a white
cap. For generations his forefathers have
grown onions near a hamlet called Karanj-
gaon. He owns a crudely irrigated six-hect-
are (14-acre) plot, larger than the national
average farm of just1.2 hectares. He does
not want to buy more land; unreliable elec-
tricity and labour mean “it is too hard to
manage.” There are four onion crops each
year—in a good season production is three
times higher than in a bad one. To hedge
his bets he also grows sugar cane. Costs
have soared because of rising rural wages,
which have doubled in three years. He
says welfare schemes have made workers
lazy. “They just play cards all day.”

Storage facilities amount to a wooden
basket inside a shed—at this time of year
onions perish within 15 days, although the
variety grown in the spring can last eight
months. From here one of Mr Devkar’s fin-
estis thrown into a small trailer, along with
the produce of nearby farms, and taken to
Lasalgaon. The roads are mostly paved but
the 32km (19-mile) journey takes a couple
of hoursin a rickety old tractor.

Lasalgaon neophytes will find their
eyes water upon entering its market, a
huge car park full of red onions, trucks and
skinny farmers. Although the auction is
run twice daily by an official body, it
doesn’t look wholly transparent. Some
farmers complain that MrJain and another
trader dominate the trade (Mr Jain denies
this). Prices vary wildly day by day and ac-
cording to size and quality, which are
judgedin asplitsecond by eye. The average
price today is $0.33 per kilo.

Neither traders nor farmers agree why
prices have risen so steeply of late. They
blame climate change, the media, too
much rain last year, too little rain this year,
labour costs, an erratic exportregime. “Our
biggest problem is illiteracy,” says one
farmer. “We don’t know how to use tech-
nology.” Most folk agree that India needs
better cold storage but worry that it is too
pricey or that it ruins the taste of onions.

Farmers must pay a1% fee to the auction
house and a 4% commission to the traders.
Sometimes they also have to stump up for
fees for packing and loading. That takes
place at several depots surrounding the
market where farmers must drop off their
loads and pour them onto tarpaulins on
the ground. The onions may wait there for
days but once put into hessian sacks they
are loaded onto trucks operated by sepa-
rate haulage firms and owned by intricate
webs of independent consortiums.

At 8pm Prabhakar Vishad, a 20-year
veteran of the onion-express highway
from Lasalgaon to Mumbai, climbs into a
battered Tata truck with “Blow Horn”
painted in big letters on the back. Over the
years the roads have improved and power
steering has made life easier. Still, it is dan-
gerous work, says Mr Vishad, who had a
bad crash last year. By 6am next morning
he sets his bloodshot eyes on Vashi market
on the outskirts of Mumbai. It handles100-
150 truckloads of onions a day—enough to
satisfy India’s commercial capital.

Onions are sometimes unpacked, sort-
ed and repacked, with wastage rates of up
to 20%. By 9am the market is a teeming
maze of 300-odd selling agents, who main-
ly act on behalf of middlemen, and several
thousand buyers—who are either retailers
or sub-distributors. Everyone stands ankle
deep in onions of every size. The bidding
process is opaque. The selling agents each
drape a towel on their arm. To make a bid
you stick your hand under the towel and
grip their hand, with secret clenches de-»



» noting different prices. Average prices to-
day are about $0.54 per kilo. If the seller
likes your tickles you hail a porter. He car-
ries your newly bought sacks on his head
to a dispatch depot where another group
of couriers takes them into the city.

“I'm crazy, like the guys you see in the
movies. I don’t negotiate,” declares Sanjay
Pingle. One of the market’s biggest agents,
he charges the seller a 6.5% commission.
The buyers pay loading charges on top of
that and a fee to the market. He says busi-
ness is tough—bad debts from customers
run at a fifth of sales and he has to pay in-
terest rates of 22% on his own debts. The
solution to the onion shortage is obvious,
he says. “In China they keep things in stor-
age facilities—if India had the same facili-
ties as China has, prices would be lower.”
He says he has seen photographs of Chi-
nese technology on his mobile phone.

By the afternoon thousands of cars and
trucks are picking up small batches of on-
ions to take them into Mumbai. In Chem-
bur, a middle-class neighbourhood, Anbu-
raj Madar runs a big sub-distributor. He
handles 200 sacks a day which he sells to
retailers and restaurants. He buys daily
from Vashi market and has space to store
only about12 hours’ worth of stock. Rentis
dear and he too reckons cold storage de-
stroys the flavour of onions. He marks up
his prices by perhaps 20% but says a chunk
of what he buys has to be thrown away—it
is either damaged or of inferior quality.

For the onions that do make the cut the
next stop is a small shop down the road
where they are sold for another mark-up
of 10% or so. From here Indubai Kakdi is
hand-selecting onions with elaborate care.
Buck-toothed and ragged, she sells seven
kilos a day from a wooden barrow; she
makes a 10% margin. She says climate
change has made prices more volatile.

Peeling back the layers of truth

The journey of an onion from Mr Devkar’s
field to the end customer in Mumbai takes
only a few days but is enough to make you
weep. There are some underlying reasons
why prices have risen—higher rural wages
have pushed up farmers’ costs. But the sys-
tem is horribly fiddly. Farms are tiny with
no economies of scale. The supply chain
involves up to five middlemen. The onion
is loaded, sorted or repacked at least four
times. Wastage rates, either from damage
or weight loss as onions dry out, are a third
or more. Because India has no modern
food-processing industry, low-quality on-
ions that could be turned into paste or
sauces are thrown away. Retail prices are
about double what farmers receive, al-
though the lack of any standard grading of
size or quality makes comparisons hard.

The system is volatile as well as ineffi-

cient. Traders who buy onions from farm-
ers may hoard them, but for the supply
chain as a whole far too little inventory is

stored. As a result small variations in de-
mand and supply are amplified and cause
violent swings in price. In the first week of
December 2013 prices fell again.

It is easy to see how heavy investment
by supermarket chains and big food-pro-
ducers—whether Indian or foreign—could
make a difference. They would cut out lay-
ers from the supply chain, build modern
storage facilities and probably prod farm-
ers to consolidate their plots.

The shoppers of Chembur agree that

Indian onions are the world’s tastiest but
are fed up with price swings. No one men-
tions reform as a solution and until there is
popular support and political leadership it
is hard to see much changing. And what of
the last stage of the onion’s odyssey, to the
stomach? By one stall stands an elderly
lady who says she likes the vegetable so
much that she doesn’t bother to cook it. In-
stead she chomps on raw onions as if they
were apples. At least someone has an eye
on efficiency. m
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