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SECTION-I

INTRODUCTION

The principal aim of the present study is to examine whether or not the procurement price
policy of the seed companies has any relationship with the widespread use of child labour in
hybrid cottonseed production in Andhra Pradesh. The issue has acquired particular
significance in the context of recent debate on this issue where contrasting views are
expressed by the seed industry on the one hand, and child rights advocacy/campaign
groups and farmers’ organisations on the other,

Background

The issue of child labour in hybrid cottonseed production in the state of Andhra Pradesh,
India has recently received attention from national and international media, government,
Non Governmental Organisations (NGOs), social investor groups, international agencies like
ILO/IPEC, UNICEF and UNDP and the seed industry. The unigueness of the child labour
problem in hybrid cottonseed production is that the majority of workers in this sector are
children, particularly girls. No other industry in India has such a high proportion of child
labour in its workforce. The exploitation of child labour in this industry is linked to larger
market forces. Children are employed on a long-term contract basis through advances and
loans extended to their parents by local seed farmers. These farmers, in turn, have
agreements with seed companies (local, national and trans-national) who produce and
market hybrid cotton seeds.

Farmers employ children, particularly girls, primarily in order to minimize costs. Earlier
studies by these authors' which examined reasons for child labour in this industry found
that labour costs account for about 50% of total cultivation costs. Farmers endeavour to cut
these labour costs by hiring children because the wages paid to children are far below both
the market wages for adults in other agricultural field work and even further below official
minimum wages, Farmers also hire children in preference to adults because farmers can
squeeze out higher productivity from children per day: children will work longer hours, will
work much more intensively and they are generally much easier to control than adult
workers — whether through verbal or physical abuse or through inexpensive treats like
chocolate or hair ribbons. Moreover, children cannot complain as effectively as adults do
when they are exposed to poisonous pesticides, which are used in very high quantities in

! Venkateswarlu, D. and L. da Corta {2001) Transformations in Age and Gender of Unfree Workers on Hybrid
Cottonseed Farms in Andhra Pradesh’ Journal of Peasant Studies, Vol, 28, No. 3, pp 1-36.

Venkateswarlu, D. (2001) 'Seeds of Bondage: Female Child Bonded Labour in Hybrid Cottonseed Production_ in
Andhra_Pradesh” jointly published by Business and Community Foundation and Plan International (india

Chapter) New Delhi.




cottonseed cultivation. Moreover, children work in the context of partial adult
unemployment ~ children work whilst their parents cannot?.

Hybrid cottonseed production in India is largely concentrated in two states, namely, Andhra
Pradesh in South India and Gujarat, a state in the central part of India. These two states
account for nearly 75% of total cottonseed production in the country. Until recently AP used
to be the largest producer of cottonseed but now Gujarat has overtaken this position. Yet all
the important companies involved in cottonseed business in India have their production and
marketing base in Andhra Pradesh, Cottonseed production is carried out through contract
farming. Companies depend upon local farmers for seed production. They arrange seed buy
back arrangements with local farmers through middlemen called "seed organizers’. Seed
organizers thus mediate between companies and farmers. Although seed companies are not
directly involved in the production process, they exert substantial control over farmers and
the production process by supplying foundation seed, advancing production capital, fixing
the procurement prices and through stipulating quality controls.

Currently there are about 100 seed companies including MNCs involved in the cottonseed
business in Andhra Pradesh. Whilst nearly 77% of the cottonseed production area in Andhra
Pradesh is controlled by the organized sector, the remaining 23% production area is
controlled by what is labeled the unorganized sector - those individuals and small firms who
do not have legal registration and recognition®. During last three years the area covered by
the unorganized sector has grown because of the increasing area under illegal production of
BT cottonseed in A.P. Since 2002, with the introduction of il BT cotton, several
unorganized sector players have been encouraged to enter into the illegal production of BT
cottonseeds because of the huge profits made through the illegal production of BT seeds.

Thanks to the efforts of local and international NGOs, the government, international bodies
like ILO, UNICEF, UNDP, media and social investors, a great deal of awareness has been
created about the problem of child labour in this industry. This raised awareness has put the
seed industry under pressure to pay serious attention to this problem. As a result, several
national and multi-national companies have begun to initiate steps to address this issue. In
September 2003, the

in India) decided to take concerted action to eliminate child labour in the
cottonseed industry in India through collaboration with the MV Foundation, a leading child
rights organisation in India. Since then, the {itried to motivate seed organizers and
farmers to stop the employment of children through meetings, posters, pamphlets, print and
electronic media. In a separate move, with the support from ILO/IPEC, the {uniiill

2 In the areas where cottonseed production is concentrated unemployment and out migration for wage work
among adult labour is high. Mahaboobnagar district in Andhra Pradesh where cottonseed production is
concentrated is well known across the country for large scale distress migration of agricultural labourers to urban

areas in search of wage work.
% Dut of 14000 acres under cottonseed production in Andhra Pradesh during 2003-04, 27% was controlied by

(all multinational seed companies namely YNNI

re members oflilk Indian companies namely
W are also members of @). Non @kcompanies like

accounted for nearly 50% of the area and the remaining was controlled by the unorganized sector.



N (= state level association of seed companies) initiated some

awareness programmes to its members to address the problem.

Barring the recent initiatives of few member companies of (i (ENEGEGGGEG_—_———

) thc cfforts of seed companies to reduce the employment of children in
cottonseed production thus far have been largely confined to farmers’ awareness and
motivation activities*. And none of them have addressed the crucial issue of " procurement
price”. Yet the two reports published by the India Committee of the Netherlands (ICN) in
2003 and 2004° reveal a clear link between procurement pricing and employment of child
labour in cottonseed production. Based an analysis of data from small sample survey on
cost of cultivation, procurement prices and wages structure in cottonseed production, these
studies concluded that low procurement prices paid by the companies is one of the
contributing factors to the extensive use of child labour in cottonseed production. To quote
from the 2004 ICN report:

Even though companies obtain a huge profit margin, they do not seem to be making
a rational calculation of the cost of cultivation when fixing the procurement price to
be paid to their seed farmers. With the current procurement prices of companies,
seed farmers cannot afford to pay better wages to the labourers and still make
reasonable profits. Unless better wages are paid, farmers would not be in a position
to attract adult labourers to work in their fields in sufficient numbers.....This is not to
suggest that once procurement price is increased the problem will be automatically
resolved and farmers will shift to adult labour and pay better wages to the labourers.

4mhave recently worked out an action plan in collaboration with local
NGOs to address the problem of child fabour in cottonseed production. This action plan includes a scheme of
incentives and disincentives to the farmers. Under this scheme several disincentives have been announced for
farmers who viclate the no-child-labour norm in the agreement between them and the companies. In the
proposed scheme of disincentives, the first time violation of the farmers will result in issuing a show cause notice
by the company. If the farmer continues to violate the no-child-labour norm after a second inspection, the
company will cut 10% of procurement price money which it agreed to pay to the farmer. For a third time
violation the company will completely reject the seed from the farmers and no future production will be given to
them. If, under incentives scheme, farmers completely avoid child labour in their farms they will be given 5%
bonus on procurement price. If seed farmers in a particular village come forward to totally eliminate child labour
on their farms these companies will reward the entire village by financially supporting educational infrastructural
needs of the village like constructing a school building, supplying educational material etc. In collaboration with
Naandi foundation they have opened motivation centres (creative learing centres) in 20 villages for child
labourers to mainstream them into formal schools. To improve the crop productivity these companies also
announced that they will organise training programmes for the farmers, During 2005-06 as a pilot programme
seed production contracts were given to women Self Help Groups (SHGs) in five villages. These women SHGs
received credit support from the local district administration and technical support is extended by seed
comparies,

® venkateswarlu, D. (2003) " Child Labour and Transnational Seed Companies in Hybrid Cottonseed Production in
Andhra Pradesh’ published by the India Committee of the Netherlands (full report is available at
http://www.indianet.nl/cotseed.html) and Venkateswarluy, D. (2004) “Child labour in hybrid cottonseed
production in Andhra Pradesh: Recent developments’ published by the India Committee of the Netherlands {full

report is available at http://www.indianet.nl/cotseed2.html).



The price issue at least can address a part of the whole problem and other
interventions will be more effective once it is resolved.

Seed Industry Counter—Argument

The findings of these reports have been criticised by the seed industry stating that the
sample size used in these studies is very small and they lack an in-depth economic analysis
of trends in cost of cultivation, yields and profits. The (i NEENBENERERNPF o|ds the
view that the employment of child labour in cottonseed production is in no way linked to
procurement price policy adopted by the companies. It argues that cottonseed farmers have
relatively better profit margins compared to other farmers and the procurement rates
offered invariably exceed the cost of production sufficiently to enable the employment of
adult labour at adult wage rates. It puts the blame for the high incidence of child labour
squarely on the shoulders of the seed farmers®,

In this context there is a need for a detailed economic study of costs of cultivation, wage
rates, yields, prices and profits in cottonseed production. The present study is an attempt to
fill this gap. In this study we ask what the price is of replacing child labour in cottonseed, or
in other words, what is the price of child freedom from labour and who is going to bear it?

Objectives of the study

e To conduct an in-depth analysis of the economics of cottonseed production: the
costs of production (including labour and non-labour costs), output and income, and
profit over a three year period (2002-2004),

e To assess to what extent the procurement price policy of the seed companies
contributes to the widespread use of child labour in hybrid cottonseed production.

e To calculate how far procurement prices would need to rise in order to enable the
full scale replacement of child labour by adult labour at both local market wage rates
and at official minimum wage rates.

® On June 24th 2005 (iR hosted a consultative meeting at Hyderabad to discuss the issue of child fabour in
cottonseed production. This meeting was attended by the representatives of' seed organizers, NGOs and the
state government. The issue of price and its link to child labour was discussed during this meeting. There was a
difference of opinion between seed company representatives and NGOs regarding the link between procurement
price policy and use of child labour. During this meeting-hold the view that the employment of child labour in
the cottonseed preduction is not linked to the procurement price policy adopted by companies. It argued that
cottonseed farmers have relatively better profit margins compared to other farmers. Procurement rates offered
invariably exceed the cost of production considering the wages paid to adult labourers, and provide encugh
margins in order to hire aduit labourers. For improving incomes of farmers increasing price is not a solution.
Effarts have to be made to improve the productivity levels.



Methodology and Sampling

The present study is mainly based on the analysis of primary data collected through field
visits and surveys in 38 sample villages spread over ten mandals, six in Kurnool district and
four in Mahaboobnagar district of Andhra Pradesh. The field survey for the present study
was conducted during February to May 2005. Details of sample villages and mandals
selected for this study are given in the appendix. Kurnool and Mahaboobnagar districts
account for nearly 90% of the cottonseed production area in the state. Compared to
Kurnool, Mahaboobnagar is a relatively more agriculturally backward region. Large scale
seasonal out-migration of agricultural labour to urban areas in search of work is more
prevalent in this district.

For the analysis of farm economics data, a sample of 100 farmers who had continuously
engaged in cottonseed cultivation during 2002-03 and 2004-05 has been selected from the
38 sample villages through a stratified random sampling method. While selecting the
sample, variations in farm size {(small and big), ownership pattern (owner or tenant) and
geographical variations were considered. For an analysis of trends in cost of cultivation, we
coliected data on workforce composition, wage structure, output, prices and income which
covered a three year period (2002-2004). Data was disaggregated by farm size and region.
For the purpose of this study, a small farmer was defined as one cultivating less than two
acres of cottonseed and a big farmer defined as cultivating two or more acres.

In estimating labour costs, family labour time is costed at market wages, following a
common method found in cultivation studies. Regarding interest payments we recorded
interest on capital borrowed from moneylenders, banks and seed companies. For own
capital, we impute 12% interest cost which represents the opportunity cost of not having
own capital invested it in the bank.



SECTION-1I

ECONOMICS OF COTTONSEED CULTIVATION:
TRENDS IN COST OF PRODUCTION AND PROFITS

In this section we explore trends in costs of production and profits over a three year period
2002/3 to 2004/5. We identify a sharp rise in labour costs since 2002 and examine the
reasons for this rise by examining wage inflation and the changing composition of the
cottonseed labour force. We then turn to profits. We find that these rising costs together
with shocks to yields resulting from periodic pest attacks together with falling or very slow
rising buying prices for seeds, lint and cotton products have cut sharply into farmers’ profits.
Given this tri-partite assault on profits - rising costs, variable output, and falling or slow
rising prices -, in section-III, we explore the feasibility of farmers’ replacing child labour with
adult labour through several estimates of the costs of this replacement under current cost
conditions.

Costs of Production: 2002-2004

One of the most striking things one first notices when examining the survey data is that
cultivation costs rose by 14.6% over the period 2002 to 2004.

Table 1: Average Costs per acre over the period 2002-2004 (amount in Rs.)

2002 2003 2004 Rise or fall since 2002
Non-labour costs 31,934 33,303 34,473 +2539 (8.0% rise)
Labour costs 26,090 29,481 32,049 +5959 (22.8% rise)
Total costs 58,024 62,784 66,522 +8498 (14.6% rise)

Non-labour costs

Part of the rise in costs is attributable to the rise in non-labour costs, which rose by 8.0%.
The rise in non-labour costs is attributable chiefly to the rise in rent (+ Rs. 1417, +21%),
pesticides (+ Rs. 1074, +15%), fertilizers (+ Rs. 483, +10.9%) and interest payments (+
Rs. 440, +7.4%). Regarding interest payments it is important to note that companies/seed
organizers charge twice (24%) the interest rates that banks charge (12%) on pre-season
crop loans — this affects smaller farmers the most (see the section on big and smali farmers
below). One type of cultivation cost - seed processing - fell slightly (2.7%) but this did not
greatly affect the overall 8.0% rise in non-labour costs.

Labour costs

The second more important reason that cultivation costs rose was the major rise in labour
costs (+ Rs. 5959, 22.8%). This rise is due almost entirely to the rise in cross-pollination
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costs ~ where most child labour is used, Cross-pollination (per acre per season) costs rose
from Rs. 23,306 to Rs. 29,239 (+ Rs, 5934 or a 25.5% rise over the 3 years). Thus cross-
pollination accounts for 99.6% of this rise in labour costs and it is also the activity where
the most chiid labour is used.

What distinguishes cottonseed production from other local crops - such as paddy, jowar or
cotton - is that the production of hybrid cotton seed is very labour intensive. A chief part of
this production is cross-pollination which is done manually and this activity alone requires
about 90.3% of the total labour expended and 45% of the total capital used and is done
mostly by female children, Cross-pollination involves two separate activities: emasculation
and pollination. The buds, which are expected to open up the next morning, are selected for
*emasculation’. Emasculation should then be done in the afternoon, These buds should be
gently removed without injuring the gynaecium. Doak’s method of emasculation of the
flower bud is used, which consists in the removal of bracts first by hand, and then the
petals, along with the entire anther-sac whorl, with the nail of the thumb, without damaging
the stigma, style or ovary. The emasculated flower should be carefully covered with red
plastic paper bags. Pollination should be done in the morning hours with the pollen of male
parents. Crossing needs to be done as soon as the flowers blossom before the female
flowers bear fruit {and consequently produce non-hybridised or "fake’ seeds). It is clear
from the above discussion that cross-pollination work needs to be done very carefully, with
much patience, by a disciplined work force. About 2 months after sowing, the plant starts
blossoming and continues growing for five months. During this time, cross-pollination (both
emasculation/pollination) need to be done everyday, without fail. The duration of cross-
pollination is three to four months.

Wage inflation

Why have cross-pollination costs risen so much — 25.5% - over the past three years? One
reason is that average wages in cottonseed production have risen by 16%.

Table 2: Average Wages per Hour in Cottonseed Production 2002-2004 (amount in Rs.)

2002 2003 2004 Total rise
Kurnool 3.1 3.3 3.6 0.5 (16.1%)
Mahaboobnagar 2.5 2.7 2.9 0.4 (16.0%)

Note: Monthly wage is the predominant form of wage arrangement followed in employing labourers in
cottonseed farms in most parts of Kurnool district. Migrant labour is also concentrated in this area. 55-60% of
fabour force in cottonseed production is migrant labour. There are inter and also intra village variations in wage
rates to paid to local and migrant fabour. During 2004-05 monthly wage rates paid to local labourers varied
between Rs. 1100 to Rs. 1500 and for migrant labourers between Rs, 1000 to Rs. 1200. The wage rates for
migrate labour does not include free food provided to them. This approximately Rs. 300. If we add this amount
to wages for migrant labour the difference in wages for them and locals is not very significant. In majority of
farms the wage rates paid to adult labour and children in the age group of 13 and 14 years are the same. Large
number of adults found in our sample farms are young people - boys and girls in the age groups of 15-18 years.
The children below 13 years and also children who are newly recruited are paid 100 to 200 Rs. less than others.
In this area workers are made to work 13.5 hours a day (from 5.50 am to 6.30 pm).

The wage rates in cottonseed farms in Mahaboobnagar are low compared to Kurnool. Uniike in Kurnooi there is
no monthly wage system here. Though long term agreements are common in both areas in Mahaboobnagar
wages are fixed on daily basis. During 2004-05 daily wage rates varied between Rs. 25 to 30 for 9.5 hours of
work {from 9am to 6.30 pm).
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Cottonseed wages have risen for several reasons. One is that wages in cotionseed
cultivation have risen in line with the general inflationary increase in wages for agriculturai
labour outside of cottonseed production. If we look at female wages for field work we see
they have risen between 15.6% and 21.2% (an average of 18.4%).

Table 3: Average Femalie Wages Per Hour In Non-Cottonseed Agricultural Field Work In Kurnool
And Mahaboobnagar 2002-2004 (amount in Rs.)

2002 2003 2004 Total rise from 2002-2004
Kurnool 3.3 3.7 4.0 0.7 (21.2%}
Mahaboobnagar 3.2 3.2 3.7 0.5 {15.6%)

Thus one reaseon for rising cross-pollination costs is that some parents of child cottonseed
workers, conscious of the wage rises outside of cottonseed production, negotiate higher
payments at the beginning of the season in line with the faster rising wage increases
outside of cottonseed production in these districts. Of course such a negotiation is not
always possibie, especially when the wage payment is in the form of a loan (see below).

Workforce Restructuring

However, an even more direct influence on rising wages and on the rise cross-pollination
costs in cottonseed is the result of some replacement of child labour with more expensive
adult labour. The estimates presented in Table 4 below indicate the daily use of labour for
cross-pollination activity for one acre. We find that the use of adult hired labour has nearly
doubled since 2002, rising from 1.74 to 3.66 (+1.92; a 110% rise) persons per acre since
2002. Adult hired labour has increased mostly at the expense of child hired labour (-1.33; or
24% fall) and partly at the expense of a fall in family labour (both child and adult, the
combined fall is -0.13; or 13.1% fall). Together these three categories (child hired labour,
adult family labour and child family labour) account for a fall of 1.46. So how is it possible
that adult labour has risen 1.92 person per acre? This rise is the result of a rise in fotal
labour needed overall (+.46 per acre).

Thus in sum, the substitution of child and family labour for more adult paid labour has:
1. pushed up average wages because adults are paid more than children;

2. increased total labour required because children and family labourers work longer
hours per day than adult labourers do.

In short the switch to adult labour involves not only a rise in wages, but also a rise in adults
needed to make up for hours lost through shorter days.







