Marketing Efficiency
Marketing Efficiency (Acharya, p306)

According to Kohls and Uhl

· Marketing efficiency is the ratio of input and out

· An increase in this ratio represents improved efficiency 

· A decrease denotes reduced efficiency

Approach to the Assessment of Marketing Efficiency
1. Technical or physical or operational efficiency
· Reducing physical losses or changes in technology of the function viz. storage, transportation, handling and processing

2. Pricing or allocative efiiciency
· Price difference between spatially separated markets do not exceed transportation cost

· Intra year price difference is not more than storage cost

· Price differences between forms of the product do not exceed processing cost

Necessity of Efficient Marketing

1. Increase in the farm production thereby stimulating the emergence of additional surpluses

2. An important means for raising the income levels of the farmers

3. Consumers derive the greatest possible satisfaction at the least possible cost

Empirical Assessment of Marketing Efficiency
Ratio of output to input E = (O/I) x 100

E = Index of marketing efficiency

O = output is the value added 

    = price received by the farmer – price paid by the 
       consumers
I = input is the real cost of marketing (including some fair 

     margin of intermediaries)
Example
Marketing efficiency of two hypothetical market

	Particulars
	Market A
	Market B

	Total MC incurred by all those involved (tk/ton)
	200
	400

	Value added (tk/ton)
	400
	1200

	Marketing efiiciency (E)
	200
	300


Shepherd’s formula
· The ratio of the total value of goods marketed to the marketing cost may be used as a measure of marketing efficiency

· This method eliminates the problem of measurement of value added

Marketing efficiency of two hypothetical channel

	Particulars
	Channel I
(Contract sale)
	Channel Ii
(Direct sale)

	MC incurred by producers (1)
	-
	436.02

	MC incurred by pre-harvest contractor (2)
	428.61
	-

	MM of pre-harvest contractor (3)
	253.28
	-

	MC incurred by retailer (4)
	160.09
	160.09

	MM of retailer (5)
	308.25
	308.25

	Total cost and margin (6)
	1150.23
	904.36

	Retailer sale price (7)
	2106.38
	2106.38

	Net price received by the producer (8=7-6)
	956.15
	1202.02

	Index of marketing efficiency (7/6)
	1.83
	2.32

	Shepherd’s index of marketing {7/(1+2+5)
	3.58
	3.53


Acharya’s formula



MME = FP/(MC + MM)

Where,

MME = Modified measure of marketing efficiency

MC = Marketing cost

MM = Marketing margin

Marketing efficiency of three hypothetical markets
	Particulars
	Unit
	Market A
	Market B
	Market C

	Consumers purchase price (1)
	Tk/ton
	1000
	1000
	1000

	Total marketing cost (2)
	Tk/ton
	300
	500
	300

	Total net margin (3)
	Tk/ton
	200
	100
	400

	Net price received by farmers (4)
	Tk/ton
	500
	400
	300

	Value added (1-4)=5
	Tk/ton
	500
	600
	700

	E = 5/2
	Ratio
	1.67
	1.20
	2.33

	Shepherd’s method (ME)  ½
	ratio
	3.33
	2.00
	3.33

	Acharya’s method (MME) 4/ (2+3)
	ratio
	1.00
	0.67
	0.43


An ideal measure of marketing efficiency should be takes into account
· Total marketing costs

· Net marketing margin

· Prices received by the farmers

· Process paid by the consumers

Relationship between variables and marketing efficiency
· Higher MC, lower the efficiency

· Higher the MM, lower the efficiency

· Higher the FP, higher the efficiency

· Higher the RP, lower the efficiency

Performance Indicators of Measuring Marketing Efficiency

1. Producers share

2. Marketing cost

3. Middlemen’s margin

4. Deviations of maximum and minimum prices

5. Peak period seasonal price variability and

6. Lean period seasonal piece variability 

Different performance indicators at different markt channel

	SN
	Particulars
	Channel

	
	
	I
	II
	III
	IV

	1
	Producers share
	73.68 (4)
	75.05 (3)
	76.04 (2)
	77.2 (1)

	2
	MC
	156.2 (2)
	162.7 (4)
	137.2 (1)
	161.2 (3)

	3
	MM
	204.4 (4)
	177.0 (2)
	167.4 (1)
	187.4 (3)

	4
	Deviation max and min prices
	33.8 (3)
	35.66 (4)
	28.33 (1)
	32.33 (2)

	5
	Peak period seasonal rice variability
	14.36 (4)
	11.53 (3)
	10.82 (2)
	9.24 (1)

	6
	Lean period seasonal price variability
	13.56 (4)
	8.97 (2)
	8.71 (1)
	9.93 (3)


Efficiency of marketing channel
	Marketing channel
	Performance indicator
	Composite index Ri/Ni
	Final ranking

	
	I1
	I2
	I3
	I4
	I5
	I6
	
	

	I
	4
	2
	4
	3
	4
	4
	3.5
	4

	II
	3
	4
	2
	4
	3
	2
	3.0
	3

	III
	2
	1
	1
	1
	2
	1
	1.33
	1

	IV
	1
	3
	3
	2
	1
	3
	2.16
	2


Ri = total value of all indicators of all channel

Ni = number of indicator

Measures to Increase the Efficiency of Marketing
1. Government control

2. Establishment of cold storage

3. Establishment of commodity market

4. Standardization and grading

5. Standard weights

6. Improve transportation system

7. Take care of consumer interest

8. Providing accurate market information

9. Increase in competition
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