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1 INTRODUCTION 

Potatoes and onions are bracketed ",ith other minor crops, but are consumed 
as a table food in almost every household. Thus both commodities are listed as 
sensitive food items. Production instability and erratic price behaviour of these 
crops adversely affect both producers and consumers. This leads to excess 
supply/demand situation with resultant price swings. These fluctuations are studied 
for the period 1972 to 1990-91. 

The demand for potatoes and onions is highly price inelastic (-0.07 and -.13 
for potatoes) and (-0.10 and -0.17 for onions) in rural and urban areas, respectively 
[Najmi (1991), p. 193J. The year-to-year swings in supply coupled "ith an inelastic 
demand causes wide fluctuations in prices. Given a change in price, the change in 
quantity supplied is lagged and or distributed through time. Thus, a one-time 
increase in price would result in observed increases in quantity supplied over two or 
even more years. For both the crops, higher prices lead growers to increase 
production in a following period, which adversely affect prices and this in tum 
reduces acreage/production in the subsequent years and so on. 

Production decisions are based on current or recent past prices while the 
realised production beeause of the time lag, is a function of past prices (see Figure I 
and 2), while prices are mainly a function of supply, depending upon the given year 
production. In economic theory, cycles are generated through lagged responses in 
pricc changes and other variables. Figure I shows the cyclical behaviour of price 
and quantity in a Cobweb framework for the potato crop. A rising wholesale price 
trend during 1.lJ72 through 1974 led to an increase in the production of potatoes in 
the subsequent years (1974 to 1976), thus excess supply resulted in low prices from 
1974 to 1976, and hence smaller production in the next two years. A similar 
cyclical behaviour is depicted in Figure 2 for onions. The length of a cycle i.e .. the 
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